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PROLOGUE

t was 1811 when Tsar Alexander I, the Emperor of Russia, ratified

the establishment and operations of An Office for Exchange,

Lending and Deposits in the Grand Duchy of Finland. The date
of the proclamation, December 12th, is regarded as the founding
moment of the Bank of Finland although it was not until April 1st in
the following year that the board of the Office first convened, under its
chairman Claés Johan Sacklén. The other two directors on the three-
member board were Gustav Gadolin, a cathedral dean and professor
of theology, and Johan Jakob Dreilick, an industrialist who owned an
iron works. The bank was entirely lacking funds at this point so the
board’s first act was to ask the Governing council of Finland to grant
it an advance of 1500 roubles in banknotes for the purchase of office
supplies. In the months to come, it gradually accumulated a small
fund of capital “from tax surpluses” and was able to open its doors to
the public on 14 August 1812. Some eight months had elapsed since the
founding proclamation.’

The Bank of Finland is regarded as the fourth oldest central bank
in the world. The factual basis for this statement is that, of central
banks now in operation, only those of Sweden, England and France are
older; Sveriges Riksbank was founded in 1668, the Bank of England in
1694 and Banque de France in 1800. However it is a considerable
simplification to claim the Bank of Finland as the world’s fourth oldest
central bank. Firstly, it was not a real central bank for decades after its
establishment because Finland had no other banks or even real
banking houses, unlike London, Paris or Stockholm. Until the second
half of the 19th century, the Bank of Finland was in reality a
governmental bank of issue, and it gained the status of a central bank
only gradually as the rest of Finland’s banking system developed.
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Secondly, at the time that the Bank of Finland was established, there
were several other government-owned banks of issue, the most
important in the Baltic region being Russia’s State Assignat Bank in St.
Petersburg and Denmark’s Kurant Bank in Copenhagen. Still, these
institutions subsequently closed down so the Bank of Finland’s fourth
ranking among the world’s senior central banks is not obviously false
either.?

The Russian Empire had annexed Finland from Sweden in the war
of 1808-1809. A grand duchy was established in the conquered land,
making it a territory of limited autonomy ruled by the Tsar of Russia.
The Grand Duchy of Finland was given a central administration
separate from Russia’s. Not officially renamed a bank until 1817, the
Office for Bills of Exchange, Lending and Deposits was part of the new
administrative machinery. It became the Office’s practical function to
lend money and to issue small-denomination bills, intended to remedy
the shortage of metallic coins in Finland.

In issuing notes the bank’s role was to support the objective of
Finland’s Imperial Governing council: to drive out the Swedish riksdaler
and skillingar in general circulation in Finland, and replace them with
Russian roubles and kopeks. Even lending by the Office was, according
to the proclamation of Tsar Alexander I, intended to help “our faithful
Finnish subjects in discharging the debts with which many are
burdened, either to public funds or to various financiers in Sweden”.
Thus it is clear that one of the main objectives in founding a Bank of
Finland was to wean the new Grand Duchy of Finland from its
dependence on the old mother country, Sweden, and link it more
closely with the Russian monetary system. Naturally the newly
established government of Finland also required practical assistance
in managing its monetary affairs and the Bank of Finland became not
only an issuer of banknotes but also an institution where state funds
were deposited and managed.

Finland was not the only conquered country where a national bank
of issue was established after the Napoleonic wars. Norges Bank was
founded in a similar way in 1816 in Norway, soon after Sweden had
annexed it from Denmark and wished to end its dependence on the
Danish monetary system. Another example is Bank Polski, which was
set up in 1828 in the new Kingdom of Poland, also known as Congress
Poland, established as part of the Russian Empire. In other respects
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too, Poland’s status with regard to the Russian Empire makes an
interesting parallel with Finland’s.

The establishment of banks in conquered lands at the start of the
19th century was a new phenomenon of the age but it was a logical
consequence of the development of money. In the second half of the
18th century, banknotes had become more widespread as a medium of
payment in various European countries, and the Napoleonic Wars
spurred this trend because large quantities of paper money were
issued everywhere to finance military spending. Banknotes made the
monetary system far more political than the previous economy, based
on silver coins. Until 1808 Finland had been part of the Swedish
monetary system and a considerable volume of Swedish paper money
was in circulation. When Finland was annexed, the question naturally
arose of linking its monetary system to Russia and replacing Swedish
currency, and this was the basis of Russia’s policy in establishing the
Bank of Finland. But having a national bank of issue and lending also
suited the aspirations of the Finns, as clearly shown by the interest in
the matter expressed by the Diet of Porvoo, held in summer 1809.

SLOW START IN TURKU

The Bank of Finland began operations in Turku, then Finland’s largest
town, where the Governing council was also first based. Turku in the
1810s suffered from a great shortage of buildings suitable for official
use, and the bank had to be located in rented premises. It was initially
on the upper floor of the wooden house of board member Gustav
Gadolin, a professor of theology, who lived in the very centre of Turku
between the Cathedral and the River Aura. The bank leased three
rooms, which the board regarded as “well-nigh suited to needs and
function” Gadolin had used the rooms for lectures to his students. The
bank also had the use of two strong-rooms equipped with iron doors.
However, operations in Gadolin’s home were only interim and the
bank was subsequently a tenant in the private houses of various other
prominent Turku residents, before moving in 1819 to Finland’s new
capital, Helsinki, along with other central government organizations.?

Although Turku was Finland’s largest town when the Bank of
Finland was founded, it had only about 10 coo inhabitants. The number
of residents in all of Finland at that time was about 860 0oo0. Although
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Finland under the Swedish crown had not constituted a single
administrative unit but had been a collection of provinces, the position
of the town of Turku as the de facto capital had been undeniable; it
was the bishopric, its Cathedral was the main church of Finland and
it also contained what was then the country’s only university, the Royal
Academy. In an economic sense too, Turku was the most important of
Finland’s towns, not least because of its proximity to Stockholm. It was
the main port, where wood was exported and where mainly salt but
also tobacco, wines and sugar and other colonial goods were imported.

Even banking was not completely unfamiliar in Turku at the start
of the 19th century. Before the establishment of the Bank of Finland, a
credit institution named Abo Diskont Werk had operated there for
several years and had issued certificates of deposit similar to banknotes.
This discount office was closed when the Russian army conquered
Finland but it had provided a legacy of valuable practical experience
in banking. Many of the men who were involved with it also influenced
the establishment and administration of the Bank of Finland. It is
noteworthy that the Bank of Finland’s first chairman, Claés Johan
Sacklén, had been a member of its board and that Gustav Gadolin had
been one of its auditors.*

The early years of Bank of Finland operations were characterised
by a leisurely pace and a modest scale. In addition to the three-member
board, the bank’s staff originally consisted of ten persons. When
operations were beginning, chairman Sacklén had estimated that the
bank’s work could be handled by one board member at a time. It was
not quite so undemanding but the pace of work was still sedate and
allowed Gustav Gadolin to combine his duties with those of a dean and
professor. The main source of practical work in the bank was the
production and issue of small banknotes, put into circulation to serve
as small change. This began in autumn 1812.

Design of the first banknotes was entrusted to G.E. von Haartman,
head of the Financial department of the Finnish Imperial Governing
council, who modelled them on both Swedish and Russian banknotes.
The wording on the notes was in Swedish while their nominal value
was written in Russian, Finnish and Swedish. In their external
appearance these Bank of Finland banknotes bear a close resemblance
to bills of exchange, with the serial numbers and date and names of
the bookkeeper and board member all handwritten. Printing plates
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and a suitable press had to be found, and their signing also had to be
organised. The printing work itself was commissioned from the printing
shop of the Royal Academy of Turku, owned by J.C. Frenckell. The
move to Helsinki meant that printing was transferred to Jakob Simelius’
printing house.’

Initially the banknotes were worth 25, 50 and 75 kopeks. These
“small notes” were intended to replace the small silver coins that had
disappeared from circulation after inflation had pushed their official
conversion rate below their metallic value. Later the Bank of Finland
also issued one, two and four-rouble banknotes. These notes were
redeemable with rouble banknotes from Russia’s State Assignat Bank.
In the early years of its operations, the value of the Russian assignat
rouble notes had already fallen to about a quarter of the value of a
silver rouble.

According to the minutes of the board, the greatest operational
problem was the slow rate at which notes were issued. Initially the
value of the note and all the signatures were written by hand but the
head of the Financial department of the Governing council regarded
the daily output as too small. To simplify matters the value and the
signature of a board member were added by stamp, which managed
to speed up production. Signing banknotes was the main duty of the
bank’s two bookkeepers and each was instructed to produce 3000
notes a week, but the target was too ambitious and was lowered to
2000 notes. The bank engaged two additional bookkeepers in its
founding year to expedite banknote issuance. Economic incentives
were employed from the outset; a bonus of one rouble per 100
banknotes was paid for all production in excess of the target.®

An ordinary customer came to the Bank of Finland either to apply
for a loan or to amortise one. These procedures exemplified the stiff
bureaucracy of the bank. Opening times were short and strict schedules
were defined for all operations. A loan applicant left his written
application to the bank’s secretary, who examined it. Then the customer
took it to the chancery officer, who recorded the application in the
Bank’s journal. A loan decision was made by the board on the basis of
the secretary’s proposal. If the decision was favourable, the secretary
passed the documents to the cashier, from whom the applicant was to
draw down the loan no later than midday on the morrow of the board’s
meeting. After that it was the turn of the bank’s senior clerk, to whom
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the cashier passed the documents against signature, at which point the
clerk recorded the loan granted in the main loan ledger. Another clerk
recorded the loan in the lending diary and an office scribe marked it
in the loan catalogue and the loan register. Even more complex
accounting manoeuvres were involved in recording loan amortisation,
to say nothing of how difficult everything had been made to the payer.”
Considering the bureaucratic procedures, limited capital and the
right to issue only small denomination bills suitable for giving change,
it is not surprising that the bank’s operations did not come to play a very
important role in the economy during its early years. The author of the
bank’s centennial history, Emil Schybergson, characterised its operations
with the phrase “a lack of animation” The Bank’s growth took place
gradually over about eight decades, as it became responsible firstly for
all paper currency in Finland and then for a national currency, as it
joined the gold standard and eventually developed into a full central
bank. When the bank celebrated its centenary in 1911 Emil Schybergson
wrote that it had grown “from modest beginnings ... into what, for the
times, is a magnificent financial institution”® The background and
progress of this evolution are the theme of the chapters ahead.

THE BANK IN PERSPECTIVE

The Bank of Finland has often been seen as playing a very central role
in the history of the nation and as having a far more crucial position
than is typically accorded to most other central banks. Only the
Bundesbank in the political history of the German Federal Republic
after the Second World War played a role comparable to the Bank of
Finland’s.

This image of the Bank of Finland’s political importance is partly
a consequence of subsequent events, such as the notable influence on
Finnish political life of many people who also held prominent positions
in the Bank. Partly, too, it is because the Bank was established more
than a century before Finland became independent and was, in its way,
at the forefront of the institutional progress which resulted in Finland’s
gradual evolution into an independent nation. At the time that the
country became independent in 1917, Finland had already acquired all
of the central institutions typical of a nation state at the time, with the
exception of its own army. The Bank of Finland and the national unit
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of currency founded in 1860, the Finnish markka, belong to the
narrative of independent Finland’s birth.

This fairly widespread, politically charged image of the role of
the Bank of Finland in the nation’s history persists to this day and
is not entirely false. It is underpinned by the fact that the Bank was
transferred to the ambit of the Diet and subordinated to it in 1868,
soon after regular Diet sessions had begun in Finland. From this time
until independence, the Bank of Finland was the most important
state institution entirely under national parliamentary control. The
Imperial Finnish Senate, which was the government of Finland
and ran the other administrative machinery of the country, was
not, at least formally, answerable to the Diet. It operated under the
auspices of the Emperor of Russia because the Tsar, in his capacity
as Grand Duke of Finland, appointed Senate members and ratified
their decisions. Thus it was that the Bank of Finland constituted
an outpost of parliamentarianism in the otherwise imperial
administrative machinery of Finland and foreshadowed the system
of parliamentary rule that became established after independence.

Perspectives on the historical significance of the Bank of Finland
have naturally varied over the years, influenced by prevailing political
and economic tendencies and financial circumstances. When Emil
Schybergson described the Bank of Finland’s first century in his book,
written in 1914, he analysed the bank as a medium and instrument of
Finland’s modernisation. He saw the Finnish monetary system and the
Bank of Finland’s monetary policy as an important element of the
rapid economic growth that had been underway since the late 19th
century. Schybergson conceded the “universality” of this favourable
economic development but, in his view, the Bank of Finland had played
a leading role in ensuring that the Finns shared in it.°

In an account of the Bank’s 125 years, written in 1939 by A.E. Tudeer,
the perspective is tinged by the struggles and disputes over the
markka’s value that had taken place during the preceding decades. The
period from the beginning of the First World War to the eve of the
Second can be divided into three formative sections, throughout which
the Bank of Finland’s operations and monetary deliberations focused
on the exchange rate question. During the First World War, the Bank
of Finland and its governor Clas von Collan had been subject to strong
conflicting pressures when trying to support the markka’s value. On
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the other hand, it was in the interests of the Russian government to
use the Bank to finance military spending and to keep the exchange
rate between the markka and the plummeting rouble as steady as
possible.*

Between World Wars, exchange rate matters were also critical.
After the war had ended, the decisive question was how the markka’s
value would be restabilised and linked to gold as part of the process
of reconstructing an international gold standard. Contemporaries
regarded the return to the gold standard in 1926 as a major victory and
the Bank of Finland was in practice responsible for creating the
conditions that allowed this. It had halted inflation and stabilised the
markka against the dollar, which had at that time become the leading
gold-backed currency.

The Bank of Finland’s operations during the economic crisis of the
1930s have also been seen specifically from the perspective of protecting
the monetary system. The Bank was criticised for keeping monetary
policy tight at the start of the 1930s and appeared to contemporaries
as a fortress of orthodoxy regarding the gold standard and monetary
value. More recently the same view has been put forward by Jorma
Kalela in his study of economic debate at the time (Pulapolitiikkaa, or
Great Depression Policy)." On the other hand Sixten Korkman and
Jukka Pekkarinen have advanced the proposition that the Bank of
Finland was soft on monetary policy between World Wars; they point
to the strong depreciation of the markka before it joined the gold
standard in 1926 and again before it was pegged to the pound sterling
in 1933.”

Nevertheless it had become the mainstream image that the Bank
between World Wars was a stern defender of the markka’s value. In
the words of Tudeer, written in spring 1939: “It was only after great
exertions that the collapse threatening the currency system was
avoided” The Bank of Finland acted as a guardian of monetary stability
and of purchasing power in sometimes stormy conditions. This was not
an easy task because, as Tudeer writes: “Experience ... shows ... that a
central bank has very little possibility of controlling trends in the
money market or even of maintaining the currency system when
extraneous, international forces upset balance in the world”*

Hugo Pipping’s wide-ranging and comprehensive studies of the
history of the Bank of Finland, published in the 1960s, cover operations
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from its foundation to the outbreak of the First World War. Pipping
pays close attention to political questions. His work emphasises the
gradual disengagement of the Finnish monetary system from Russia’s
and then the defensive battle for Finland’s separate monetary system
after Russia had joined the gold standard in 1897. The Tsar’s February
Manifesto of 1899 led to a general political dispute between the Finns
and the Russians over the competence of Imperial legislation in the
Grand Duchy of Finland.

Simply the titles of Pipping’s works “From paper rouble to gold
markka” and “In the gold standard haven” show his view that the first
century of operations was part of a broader train of development, as
Finland grew apart from Russia. At the end of his history Pipping
writes: “If the foregoing devotes much space to attacks from the east
against Finland’s monetary independence, this is partly because they
often appeared ominous and partly because deliverance was no gift of
destiny but the outcome of unremitting vigilance. Its main fortress was
the Bank of Finland”™*

From a modern perspective the Bank of Finland appears principally
as an instrument for international integration of the Finnish economy
and for the active promotion of this course. To an observer from the
modern era, the matter is evident from the very beginning of the
Bank’s existence and this view is reflected in the work to hand. In the
earliest decades of the bank’s operation, the international monetary
system was represented by the silver standard of northern Europe. The
Bank of Finland played an instigating role when Finland first joined
the silver standard in 1840 and again in 1865 after the hiatus caused by
the Crimean War. Over the decades of the silver standard, the Bank
and its foreign correspondent banks constituted the main channel for
international payments of Finnish companies engaged in foreign trade.
Indeed, Finland’s achievement of its own monetary unit linked to
silver in the 1860s was not a consequence of political separatism but
of an effort to stabilise the value of money on an internationally
accepted standard. It was only the failure of Russia - for reasons
unrelated to Finland - to maintain rouble convertibility to silver or to
reinstate the silver standard, that led to the divergence of the Finnish
and Russian monetary systems.

Correspondingly, Finland’s adoption of the gold standard reform
of 1878 appears from a modern perspective as an integration project
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and indeed a successful one, because joining the gold standard
improved Finland’s international creditworthiness and made it
possible to obtain large international loans on relatively inexpensive
terms, as Mika Arola has shown.” Joining and remaining within a gold-
based monetary system, the most important objective of the Bank of
Finland, was a key factor for initiating economic growth in Finland, as
Schybergson determined 100 years ago.

In a comparable way, only an international perspective can explain
the main theses of interwar monetary policy: the stabilisation of the
markka within the gold standard in 1926, the defensive struggle for the
gold standard in 1929-1931 during the international economic crisis,
the disengagement from gold together with Britain and the Scandinavian
countries in 1931 during the great currency crisis and finally the pegging
of the markka to the pound in 1933. These appear as part of surprisingly
consistent efforts by Bank of Finland leaders to determine the main
direction of international currency policies and to link Finland to it.
The gaze of Risto Ryti, the leading light of Finnish monetary policy
between the wars, was unremittingly focussed on protecting and
strengthening Finland’s capacity for economic integration.

From the viewpoint of international integration policies, a history
of the Bank of Finland takes the form of recurring efforts to connect
Finland to the international monetary system that was the most stable
possible and the most favourable for foreign economic relations, and
to maintain that connection. One after another, these systems have
collapsed amid international crises, after which it has become the task
of monetary policy to stabilize monetary value and connect Finland
appropriately to each successive western monetary system. That this
line of reasoning seems obvious at the start of the new millennium
says as much about the present day as it does about the Bank of
Finland’s past, which is the subject of this work. What seems beyond
dispute, however, is that Finland’s astonishingly favourable economic
development over the past two centuries has occurred largely as a
result of, and on the terms of, international integration. This may
vindicate the approach chosen in the narrative to hand.
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INTERNATIONAL INTRIGUE
ENGULFS FINLAND

RUSSIAN MILITARY SUPERIORITY

A grasp of the early stages in the Bank of Finland’s history is impossible
without looking at the fundamental change that took place in Finland’s
political position in the early 19th century, when the country was
detached from the Realm of Sweden and appended to the Empire of
Russia. Although Finnish historical studies generally stress continuity,
noting that laws and the legal system remained unchanged despite an
altered political status, there was in fact significant institutional change
involved in the shift from being a group of provinces in Sweden to
becoming a Grand Duchy within the Russian Empire. As a result of this
change, Finland obtained its own central administration and
constituent institutions for the first time. The foundation of the Bank
of Finland was part of this development.

Finland’s annexation to the Russian Empire in 1809 was a consequence
of Furopean great power politics in which Finland was a pawn. The
backdrop was a struggle between France and its main adversary, Britain,
during the Napoleonic Wars. Under Napoleon’s leadership France sought
to rule all of Europe, while England was its most unrelenting opponent.
For a few years of this struggle, Russia and Sweden ended up on opposite
sides, which proved to be fateful for Finland."

The young Tsar of Russia at this time was Alexander I, who had
ascended to the throne in 1801. During the first years of his reign
Russia remained on the sidelines but in 1805 it joined a coalition
against Napoleon, organised by England and supported by Austria,
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I Napoleon I of France and Alexander I of Russia
met at Tilsit in 1807 to settle the borders of their
empires and ambitions. Finland was one part of
the patchwork. - Adolphe Roehn, oil on canvas,
19th century. Bridgeman Images.



Sweden and, later, Prussia. In 1805-1806 Russia and Sweden were
therefore at war on the same side. However the forces of the British-
led coalition were no match for Napoleon’s army and one country
after another deserted the coalition. Austria withdrew after the
Battle of Austerlitz (1805), and Prussia in turn suffered a major defeat
in the Battle of Jena (1806), after which it was no longer an effective
match for the French. The Battle of Friedland in East Prussia in
summer 1807 proved a decisive rout for Russia, leaving the French
army almost on the Russian border.

After his defeat in Friedland, Alexander was ready to make peace
with Napoleon. The two leaders met for their historic conference in the
town of Tilsit on the River Neman in July 1807. The Tilsit negotiations
led to a peace treaty whereby Russia changed sides, aligning itself with
France against England. Napoleon’s main demand was that Russia
should join the trade blockade against the British Isles, known as the
Continental System.

Napoleon had declared a general blockade against Britain in
November 1806, shortly after the Sea Battle of Trafalgar had demonstrated
that the French navy could not overcome Britain’s mastery of the seas.
Instead Napoleon resorted to economic sanctions, aimed at severing all
links between the island kingdom and continental Europe. Trade routes
between Britain and its main partners were to be closed and Britain was
to be brought to its knees. The trade blockade ultimately had little effect
on Britain but for Napoleon it became a foreign policy cornerstone to
which he clung with almost obsessive persistence.

The Tilsit Treaty urged Russia to bring Sweden, too, into the
blockade against Britain, if necessary by force of war. Mere diplomacy
did not, indeed, have the desired effect on Sweden. Like Britain, Sweden
was one of Napoleon’s most tenacious adversaries and was economically
very dependent on Britain, the main market area for its exports.
Furthermore King Gustav IV Adolf of Sweden was extremely hostile to
revolutionary France and saw Napoleon as the “Beast of the Book of
Revelations” These were factors that had led to Sweden’s participation
in the British-led anti-French coalition in autumn 1805."

After Tilsit, Alexander I was initially fairly passive towards Sweden,
and the French sent several dispatches to St. Petersburg, urging the tsar
to force Sweden into the Continental System. However, covert military
preparations were under way for an attack on Finland. One of the chief
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planners was Finnish-born Major General Goran Magnus Sprengtporten,
who had entered Russian service in 1786 and had long advocated
detaching Finland from Sweden. Before changing sides, Sprengtporten
had even drawn up a draft constitution for a Republic of Finland.
(Judging from extant parts of this document, it apparently contained
regulations for the establishment of a national banking institution.)"®

Russia believed that a rapid attack would force Sweden to turn
against Britain so that the war could be brought to a swift conclusion.
At the same time, Sprengtporten, serving as the military planner
advising the tsar, continued to entertain ambitions for separating
Finland from Sweden and making it into a buffer state under the
protection of Russia. He believed that the people of Finland were now
more prepared to countenance separation from their old mother
country and later events showed that he was not entirely wrong. Many
key figures of influence in Finnish society showed surprising willingness
to cooperate with the Russians.”

In February 1808, Russian forces crossed the River Kymi and the
war against Sweden began. The Swedes withdrew and military success
by troops under General F.W. Buxhoevden led rapidly to the occupation
of all of southern Finland. By 22 March, Turku had fallen into Russian
hands. The surrender of Sveaborg sea fortress in May 1808 is regarded
as a military turning point. Hardly any reinforcements reached Finland
from Sweden, so the Russian occupying force enjoyed distinct
superiority of numbers. Buxhoevden tried to prevent harsh measures
by the army of conquest, with the result that a significant number of
officials in Finland began cooperating with the occupiers at an early
stage. Among broad circles, faith in Swedish victory, and in Finland’s
future as a part of Sweden, had evaporated.*

At the start of April, Tsar Alexander announced that he had taken
the part of Finland that had previously belonged to Sweden to be “an
eternal province” of his empire. The aims of the war were now clear.
However, the conquest of Finland was not a simple matter for the
Russians because, although the exalted elite of Finnish society proved
crucially willing to cooperate, the ordinary people long remained
faithful to their old ruler. Furthermore Sweden’s military fortunes
improved after a poor start and by summer the Russians in turn were
compelled to retreat. Resistance also began to take on the form of local
guerrilla fighting, which tied down ever more Russian troops. By the

22



end of summer the Russian occupation was confined to the southern
part of Finland and the aim of separating the Finnish provinces from
Sweden had still not yet been achieved.

It was militarily important for Russia’s ruler to bring the war in
Finland to an early conclusion and pacify the country. In autumn the
Russians launched a new attack. Their troops had been reinforced
and the position of the Swedish army had deteriorated. Russia seized
the rest of Finland and military operations in Finnish territory ended
in an armistice signed at Olkijoki on 20 November 1808. The Russians
now set about organizing the rule of Finland and its future position
vis-a-vis the Russian Empire. The war continued, meanwhile, in the
area that is now northern Sweden and did not formally end until
the following autumn in the Treaty of Hamina (Fredrikshamn in
Swedish), signed on 17 September 1809. Sweden agreed that its five
Finnish provinces, including the Aland Islands, would be annexed
by Russia. In Lapland the border was drawn along the rivers Tornio
(Torne) and Muonio. At the same time Sweden agreed to observe the
blockade of Britain.*

The Treaty of Hamina also contained economic articles aimed at
ensuring the uninterrupted continuation of traditional trading relations
between Finland and Sweden and the payment of Finnish debts to
Sweden “within the periods and on the terms prescribed” No attempt
was made to isolate Finland from Sweden economically. This policy, an
original component of the peace treaty, was later to have great
significance for the economic development of Finland, which did not
become a Russian periphery in an economic sense but developed into a
distinctly individual economic area that remained in continuous close
contact with its former mother country across the Gulf of Bothnia.*

Defeat by Russia meant catastrophe for Sweden and the end of the
old Swedish realm. King Gustav IV Adolf was deposed and imprisoned
after a coup d’état in March 1809. Gustav’s childless uncle was chosen
to replace him as King Carl XIII but de facto power soon shifted to a
Marshal of France, Jean-Baptiste Bernadotte, who in 1810 was elected
heir apparent to the Swedish throne. Bernadotte quickly rose to an
influential position in Sweden although he was not crowned until the
old king had died in 1818, then under the name of Carl XIV Johan.

It was a sign of the status of Crown Prince Carl Johan that he led
the negotiations in which relations between Sweden and Russia were
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finally normalised. Cordial relations were confirmed at a meeting
between Alexander and Carl Johan in Turku in August 1812. A few
weeks earlier Napoleon had attacked Russia and Carl Johan had turned
against his former emperor, Napoleon. A sixth coalition was formed
against France, with Russia, Britain and Sweden joined by Prussia,
Austria and a number of German states. Sweden’s alliance with Russia
shows that its new leaders no longer dreamed of restoring the
connection with Finland. The Grand Duchy of Finland had become a
political reality. To compensate Sweden for Finland and to reward it
for its alliance, Russia promised to support the union of Sweden with
Norway, which took place shortly*

FROM SWEDISH PROVINCES
TO A GRAND DUCHY

It was important for Finland’s development that, after conquest, the
country was not administratively integrated into Russia but was formed
into a Grand Duchy, which had broad de facto autonomy. Historians
have conducted a long and intricate debate on the judicial basis and
precise nature of the autonomy that Finland was granted.* These
questions of principle became particularly relevant at the end of the
19th century and in the early 20th century when Finnish national
tendencies came into conflict with Russian efforts to unify the Empire.
From a historical viewpoint, theoretical analyses are less relevant than
the fact that Finland after 1809 received a status where, at least in
practice, it had its own legislation, its own separate machinery of
government and, before long, its own bank.

Finland’s autonomous position was shaped by Russia’s political
conditions while a western tendency was in vogue in Russian
government circles. After the Treaty of Tilsit Tsar Alexander I and his
trusted advisor Mikhail Speransky drafted a broad administrative
reform aimed at modernising the system of government in the whole
empire, modelled on Western Europe. In this situation the legal system
in use in Finland, originating from Sweden, was not regarded in St.
Petersburg as a threat but as one potential model for later reform of
the empire. Finland was not the only borderland with a special
administrative position. The Baltic provinces of the Russian Empire,
Estland, Livonia and Courland, had their own laws and diets at the
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start of the 19th century. After 1815 another border territory with a
special position was Poland which, following the Congress of Vienna,
was briefly granted much stronger autonomy than Finland had. Poland
and how its status changed in the 19th century makes an interesting
point of reference and contrast with Finland.*

The main decisions for the future governmental and administrative
position of Finland were made in 1808-1812. A brief alliance between
Russia and France, begun in Tilsit and continued until spring 1812, was
a crucial external factor. While Alexander and Napoleon as leaders of
the two great powers, Russia and France, were agreeing on the fates of
many minor European states and regions, new French ideas such as
the Code Napoleon gained credence among the elite of St. Petersburg.
However the harmonious alliance between France and Russia lasted
for only a few years and soon Russia was forced to prepare for a new
onslaught by Napoleon’s army. This in turn was reflected in its strategy
for Finland, which had to be separated from the former mother
country Sweden rapidly and with not too much trouble, so that Russian
military resources could be moved as quickly as possible from Finland
to the front against Napoleon.

These strategic patterns offer an explanation for why Alexander
preferred beneficence in trying to win over the Finns. The argument
was based on views about Finland’s position that separatists, principally
Sprengtporten, had been proposing over the years. The effort to win
Finnish favour had started in the early stage of the war. As soon as
Russian troops had crossed the border, a declaration was issued, signed
on 18 February 1808 by General F.W. Buxhoevden, emphasising that the
Russians had come to Finland as friends and not as enemies. The Finns
were offered the generous protection of the Tsar of Russia. The rights
and privileges of inhabitants would remain unchanged and local
officials could keep their posts. Foodstuffs and other commodities
requisitioned by Russian forces would be paid for in full. Peasants were
promised unchanged status, to avert their fears of serfdom.

From the initial stages of the war onwards, news was spread to
Finland about plans to call a meeting of the Estates as soon as Turku
had been taken. This had been urged by Sprengtporten, whose designs
for Finland’s future had all featured a Diet underlining Finland’s
independent status. To representatives of Russia’s ruling elite, the
question of summoning a Diet had many more ramifications. The
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constitution of autocratic Russia had no place for a national assembly
so the promise of Diet sessions was seen mostly as an instrument for
legitimising the completed conquest of Finland and a way of pacifying
public opinion. On the other hand the Governorates of Estland, Livonia
and Courland, which had been incorporated into Russia, contained
functioning Diets consisting of local nobility and exercising a degree
of autonomy.*

In summer 1808 the Russian provisional authority began to demand
pledges of allegiance from inhabitants of the conquered part of
Finland. The original aim was for all citizens to swear an oath but it
proved impossible in practice and the Russians contented themselves
with an oath from high officials, such as provincial governors and the
clergy. The way was smoothed by senior officials of the Southern
Finnish provinces, under the leadership of the governor of Turku and
Pori, Knut von Troil, and the Bishop of Turku, Jakob Tengstrém, who
had already made their peace with the new power structure.

Opinions in the country were divided and the dividing line ran
between the elite of officialdom and the commoners. The great mass
of ordinary people had deeply ingrained memories of the Russian
invasion in the Great Northern War and later occupation during the
Russo-Swedish War, which had caused years of brutality and
deportations to Russia. The masses also put their faith and trust in the
King of Sweden. Officialdom, including the clergy, took a more realistic
approach to the situation and no longer anticipated Sweden assistance.
Voluntarily acclimatisation and acceptance of a new master offered
them a more promising future than compulsory adaptation and
submission in defeat.”

Sprengtporten’s proposal, made back in January 1808, about
summoning a Diet after the conquest of Finland initially met an alien
reception from the tsar and many leading officials in St. Petersburg.
As the war dragged on, Russian attitudes towards Finland toughened
and plans for a Diet session received still less attention. The idea
was not completely abandoned, however, and in place of a Diet it
was decided to summon a delegation consisting of representatives
of the four Estates to St. Petersburg in autumn 1808 to meet the
tsar. A total of 22 representatives, selected and approved by the
provincial governors, were invited. Together with the expert advisers
of Commander-in-chief Buxhoevden, the governors ensured that the
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deputation consisted of members of each Estate who were both able
and willing to cooperate.

In those times, a deputation such as this was a common modus
operandi. Representatives of a conquered area would meet their ruler
and give him a pledge of loyalty, in return for which he would assure
the representatives of his new subjects that the conquered area would
retain its laws and that the privileges and rights of the Estates would
be unchanged. This was to be the role of the deputation from Finland.
However, under their chairman Count C.E. Mannerheim, the delegates
emphasised that they could never act as a substitute for a session of
the Diet because the law of Sweden, which was in force, had not been
observed in the choice of members of the group. The most vociferous
critics of the composition of the delegation were the representatives
of the nobility. Under the law, participation in the Diet by nobles was
a birthright, not a favour. The creation of a delegation by selection had
therefore violated the rights of the Estate of nobility, a view accepted
by the emperor, or more correctly, the high Russian officials who
represented the tsar.

The deputation’s visit to St. Petersburg, which lasted all autumn,
was not a mere formality. One of its concrete tasks was to draw up a
memorandum for the tsar about the main administrative measures
that lay ahead. Among the more important matters of principle was
the request for a Diet to be summoned and for machinery of government
to be established, led by a governor general but composed of Finns.
The tsar’s acquiescence to these proposals was received at the very
beginning of 1809. In reality his replies had been drafted by a three-
man committee consisting of G.M. Sprengtporten, who had just been
appointed governor general of Finland, together with Russian War
Minister Arakcheyev and Deputy Foreign Minister Count Saltykov.”

From Finland’s perspective it was significant that, at this first
official contact with Finnish representatives, the Russian emperor had
already recognised Finland’s position as a special case and did not
relegate the deputation to receiving the conventional pledge from the
ruler and giving a promise of loyalty. While the delegation was holding
its meetings, there was still a state of war between Russia and Sweden,
which made the tsar’s marks of “graciousness” towards the Finns
tactically understandable. But at the same time it showed how far the
delegation members had already gone in renouncing their loyalty to
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the Swedish crown. In his response to the delegation, the tsar promised
to summon a Diet. The first such promises had been proclaimed in the
opening stages of the war and, as it dragged on, Sprengtporten had kept
the question a diet on the agenda.

SEPARATE GOVERNING
BODY TAKES SHAPE

The tsar kept his promise; the summons was issued on 1 February
1809 and the first Diet of the Grand Duchy of Finland held sessions
in Porvoo from 25 March to 19 July 1809. (Finns often use the word
“national assembly” although a better translation for the Swedish
lantdag would be “provincial assembly”) In the choice of Diet
members in Porvoo, Sweden’s parliamentary laws were observed.
Not all those entitled to attend did so. Some Finns felt that it was
impossible to participate as long as no formal peace treaty had been
signed and that their pledges of loyalty to the Swedish king were still
in force. In reality the King of Sweden had been deposed two weeks
before the Diet was summoned so in this sense a promise of loyalty
had lost some of its significance.

The main matters of principle at the Diet of Porvoo were the
pledge given to the Diet by Tsar Alexander I as Grand Duke of
Finland and the oath of loyalty that he received from the Estates of
Finland. Partly these reiterated the same formalities of the previous
autumn in St. Petersburg when the deputation from Finland and the
tsar had met. The emperor repeated his assurance that he would
maintain unchanged the country’s religion, constitution and the
privileges granted to each Estate. To this he added the promise to
respect the right of private property. In his closing speech in Porvoo,
Tsar Alexander I noted that its sessions had “promoted Finland to
a nation among nations” (the French words he used were “placé
désormais au rang des nations”).*

The emperor’s decision, made as early as 1 December 1808, that all
laws concerning Finland were to be presented direct to him and not
via a Russian minister, proved to be crucial for Finland’s political
position. With this promise, Finland’s special status was confirmed at
the highest possible level in St. Petersburg. The implementation of this
decision meant that the Grand Duchy of Finland was not subordinated
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STATUS OF THE BANK OF FINLAND
IN THE GOVERNMENT OF THE GRAND DUCHY
IN THE FIRST HALF OF THE 19TH CENTURY

Source: Savolainen, 1994, p. 179.

to the government of Russia but was ruled by the emperor via state
bodies especially created for this purpose. These were a Committee for
Finnish Affairs located in St. Petersburg (from 1820, the Office of the
Ministerial State Secretary for Finland) and the Governing council
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operating in Finland (from 1816 called the Senate). The chair of the
Senate was held by the Governor general of Finland.*

The Governing council - later the Senate — was divided into two
parts. The Judicial division acted as the highest court of justice of the
land while the Economic division acted as the governmental body.
There was a separate official, the procurator, who acted as the supreme
prosecution authority. The Economic division was divided into
departments, of which one, the Financial department, handled
monetary affairs. The Bank of Finland was established in 1811 as an
institution under the Financial department.

If modern equivalents are sought for the structure of the Governing
council or Senate, the vice-chairman of the Economic division can be
regarded as the prime minister of the Grand Duchy and the head of
the Financial department could be its finance minister. The Financial
department naturally prepared the annual budget proposal, and the
draft of this was submitted to the emperor for his approval.

The governor general was the emperor’s representative in Finland
and was ex officio the chairman of the Governing council/Senate but
the Governing council/Senate took collegial decisions and the governor
general’s authority in civil matters was strictly limited. The Governing
council/Senate had no direct contact with the emperor, to whom
matters were presented by a Secretary of State in St. Petersburg, later
renamed the Ministerial State Secretary. Finland’s special status was
underlined by the fact that, throughout the 19th century, all state
secretaries after Mikhail Speransky were Finnish citizens. The governor
general in Finland, who also had the emperor’s ear, was Russian, so
there was a certain Finnish-Russian dualism in the administration of
the Grand Duchy of Finland, but it did not generally have an effect on
the Bank of Finland’s operations.*

Finland’s position and political unity grew stronger at the end of
1811 when Alexander I decided to combine the governorate of Vyborg,
known as Old Finland, with the recently established Grand Duchy of
Finland, which in those times was known in Russia as New Finland.
0Old Finland consisted of territory that Sweden had ceded to Russia in
the 1720s and 1740s, and that had since had been ruled as Russian
provinces. Although the Swedish law traditional to the area had been
applied, Old Finland had been administratively appended directly to
Russia. Russians had been appointed as its local officials and Russian
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ministries handled central government decisions about it. Merging Old
Finland back into New Finland in 1811 was a very significant matter of
principle because, at the time of Finland’s conquest in 1808, one option
had been the converse, the merging of the newly conquered areas into
the parts of Finland that were already Russia.*
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NORTHERN EUROPEAN
MONETARY CONDITIONS
AT THE TIME OF
FOUNDATION

CONSTANT WAR AND
MONETARY INSTABILITY

When Finland was separated from Sweden and the first plans were
made for a Bank of Finland, monetary conditions in Sweden, Russia
and indeed the whole of northern Europe were in serious disarray.
The main cause was the wars that had raged in the area for two
decades, causing multiple disruptions to local monetary systems and
banking.

Until the early 1780s, some sort of order had prevailed, with a
degree of standardisation between monetary systems of the region. The
traditional money of northern Europe was silver coinage. Its main unit
was the silver Thaler, which was in use in most countries of the region
though with slightly varying silver content. The underlying model was
the German Reichsthaler, a large silver coin whose weight and silver
content had originally been defined by the Holy Roman Empire at
Augsburg as early as 1566. The Diet of Augsburg decided that the
Reichsthaler was to contain the fine silver of one ninth of a Cologne
Mark, meaning 25.98 grams in modern terms. Thalers circulated widely
in northern Europe and, before long, all the nations of the region
began to mint their own. Initially they were used mostly for foreign
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trade but over time they became the basis of the whole monetary
system in many countries.*

The uniformity of the Thaler system began to deteriorate over time
as variations developed in different countries and many rulers debased
the coinage to save silver, but the overall impression is that the
German-based Thaler system had a very durable effect in the Baltic
area. One sign is that, when Sweden reformed its monetary system in
1776, it took the riksdaler as its monetary unit and main currency. A
riksdaler was 25.70 grams of silver, little different from the Reichsthaler
defined more than two centuries earlier in Augsburg. It is not often
realised today that the State referred to by the “riks” part of the name
is not Sweden but the Holy Roman Empire of the German nation.

Thus the monetary system of the Kingdom of Sweden at the start
of the 19th century was based on the silver riksdaler. It was divided
into 48 skillingar and each skilling into 12 rundstycken. This complex
formula was the Liibeck system, originating in Germany and in use at
the time in Hamburg, an important financial centre for Sweden. The
riksdaler and its subunits were adopted in the currency reform of King
Gustav III in 1776. At the same time, Sweden renounced the mark, a
monetary unit that it had used since medieval times, and also the old
Swedish silver and copper dalers, which had lost their value. This
reform reconnected Sweden for a while to the most stable and
dependable monetary system then in force in northern Europe, the
silver-based Reichsthaler of Hamburg.**

Like the rest of Northern Europe, Russia was officially on the silver
standard. The unit of currency, defined in silver, was the rouble, created
by Tsar Peter the Great and based on the German Thalers in use in
Russia at the start of the 18th century. The rouble was divided into 100
kopeks. Since 1762, during the reign of Tsar Peter III, the silver rouble
had been defined as containing 17.99 grams of fine silver so it had
somewhat less monetary value than the original Reichsthaler.® Under
the silver standard, the rates of exchange between currencies were
determined by their silver content. This means that a Swedish silver
riksdaler, for instance, was worth 1.43 silver roubles (or 143 kopeks).
The converse relationship was more complex because the Swedish
monetary system, based on Germany’s Liibeck system described above,
was not decimal. A silver rouble, at 0.7 Swedish riksdaler, would have
been worth just over 33 skillingar and 7 rundstycken in coins.
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Silver Thaler coins were once the
hard currency of the Baltic Rim.
Shown here, a Swedish riksdaler.
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Russia’s monetary system was not entirely uniform because the
Governorates of Livonia and Courland enjoyed partial autonomy and
had their own traditional money. Livonia’s system was particularly
important economically because the capital of its governorate, Riga,
was one of the largest export ports in the empire. Livonia’s monetary
system was based on the silver Albertusthaler, which was not minted
in the area but imported from the Netherlands. The Albertusthaler was
slightly lighter than the original Reichsthaler but considerably more
valuable than the rouble.*® At the time of the Diet of Porvoo, therefore,
it was still possible to find examples of differing monetary systems in
the Baltic provinces of the Empire. However, the era of Russian
monetary exceptions was coming to a close. In 1810 the rouble was
declared the official unit of Livonia and in 1814 payment in foreign
coins (including the Albertusthaler) was forbidden outright.*” On the
other hand, when Poland was appended to the Russian Empire in 1815
as an autonomous kingdom, it was initially allowed to keep its
traditional monetary system based on the zloty (the Polish gulden). It
was simply decreed that 10 zlotych would be equivalent to 1% silver
roubles.*

Silver specie was therefore, in principle, the judicial basis of the
monetary systems of all northern European states. However, coins
were practically unimportant for the monetary economy in the early
years and decades of the 19th century. In their stead, the money in
general use was paper - banknotes no longer convertible into precious
metal that had consequently lost value in relation to silver.
Contemporary attitudes to paper money were dismissive; it was
regarded as a mark of dysfunction in the monetary system, resulting
from mismanagement of public finances. This diagnosis is in fact
rather apt. Since the 1780s all the Baltic Rim countries had become
involved in expensive wars, continuing well beyond 1810 in the form
of the Napoleonic Wars, and this long period of hostilities had burdened
public finances and disrupted monetary systems. For Sweden, the
period of monetary disorder began with Russo-Swedish War of 1788-
1790, known in Finland and Sweden as the War of Gustav III. Meanwhile
Russia’s monetary economy was suffering not only from Gustav’s war
but also from the simultaneous state of belligerency with Turkey. The
period of successive hostilities lasted until 1815 and the Congress of
Vienna, when the Napoleonic Wars finally came to an end.*
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The rising number of banknotes in circulation and the fall in their
value were sure signs of the monetary disorder brought on by war.
Full-weight silver coins had almost disappeared from circulation in
many countries. Sweden and Russia were among the countries that
been forced by war to issue large numbers of banknotes and, before
long, to discontinue their convertibility into silver. As the value of the
notes fell, their governments needed to tackle numerous problems
resulting from the difference in value (the agio as it was called) between
metal and paper money and to make plans for a return to a normal
monetary system.

At the turn of the century, as the countries of the Baltic region
looked for ways of stabilising their monetary systems, their focus fell
on the money market of Hamburg and its Mark banco. This was a
monetary unit issued by the city’s municipal banking institution, the
Hamburger Bank, and defined as worth a third of the silver Reichsthaler.
Russia and Sweden, like Denmark and Prussia, closely followed the
market quotations of each currency, which showed their exchange
rates against the Hamburg Mark banco. Because the silver content of
the Mark was guaranteed, this rate also showed the value of each
currency in silver. The general aim was to stabilise the value of the
faltering currencies in silver and to return to a unified monetary
system based on the silver standard. How this was to be done, by what
schedule and at what eventual exchange rate remained, at least until
the 1830s, the main economic policy questions in northern Europe.

BANKING AT THE START
OF THE 19TH CENTURY

The Bank of Finland has been described as the world’s fourth oldest
central bank after those of Sweden, England and France, which is
arguable if the central banks still operating today are the only ones
counted. In fact the Bank of Finland had plenty of other antecedents.
At the time that it was established, quite a number of banks of issue
or other public institutions resembling prototype central banks were
operating in the north of Europe. These banks had certain common
features that clearly influenced the Bank of Finland in its founding
period. This was natural. The functions and organisational structure of
the Bank of Finland were obviously not born from a vacuum but
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reflected the thinking of the times and prevalent banking practices of
the north of Europe.

Among the most important central banking prototypes operating in
the Baltic region at the start of the 19th century were the Amsterdamsche
Wisselbank and the Hamburger Bank, operating in Amsterdam and
Hamburg. These were banks of exchange, which accepted deposits of
silver that the depositors (local merchants and private bankers) could
then reassign by means of payment orders. This avoided the need to
transport, appraise and exchange a variety of silver coins every time a
payment was made. The silver remained in the vault of the bank of
exchange and payment was made with bank money that was backed by
the silver in the bank, called the banco florin in Amsterdam and the
Mark banco in Hamburg. Banks of exchange made some loans to the
governments of their home towns, and also provided short-term credit
for private customers but only against silver security. They did not issue
banknotes as such but their certificates of deposit were in circulation in
their towns, rather like banknotes (although they were generally written
for very large sums).*

At the time that the Bank of Finland was established, the Amsterdam
and Hamburg banks of exchange were already very old and revered
institutions. The Amsterdamsche Wisselbank had been founded as
early as 1609 and the Hamburger Bank only 10 years later. The heyday
of the former was already behind it because Hamburg had taken over
Amsterdam’s role as northern Europe’s financial centre in the 1790s.
Although the direct operations of these banks were confined to their
home towns, they had a wider influence because, thanks to their
dependability as banks of exchange, bills of payment drawn on
merchants of Amsterdam and Hamburg were accepted as tender in
foreign trade throughout the Baltic region.

The banks of Amsterdam and Hamburg were models for the
founders of many other banks in northern Europe, including the
world’s oldest extant central banks, the Bank of England and Sveriges
Riksbank. These later banks did not content themselves with the tightly
prescribed operations of their Amsterdam and Hamburg precursors
but issued banknotes, took deposits and granted various loans. A
common feature of the lending of Baltic banks of issue was the great
importance of real collateral, such as pledged goods and mortgaged
real estate. They also granted many loans to governments. It could be
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said that the early northern European banks of issue constituted a
particular model characterised by the issue of banknotes against long-
term credit.* In the early 19th century, the central banks of both Russia
and Sweden were institutions like this. Their nascent development will
be studied in more detail later but they had traits in common with the
Kurant Bank in Copenhagen (which was founded in 1736) and the
Konigliche Bank in the Prussian capital of Berlin (founded 1765). Also
the national banks of issue of Norway (founded 1816) and Poland (1828)
operated largely on the basis of long-term lending against real estate
collateral. The widespread use of real estate (agricultural estates and
also townhouses) as security for lending naturally reflects the
agriculture-based structure of livelihoods in northern Europe in the
18th and early 19th century. Moreover, major landowners were
politically powerful in the region and formed the dominant social
class, so their interests obviously had a critical influence on the
structure of banking.

The theoretical roots for the northern European model of a bank
of issue lie in the mercantilist (or more accurately cameralist) theory
of banking, which favoured tangible collateral for banknotes issued.
One of the leading theoreticians of cameralist economic policy, James
Steuart of Scotland, argued for lending against the value of property
because it was the most secure form of collateral and in any case more
reliable than commercial loans, such as bills of exchange based on the
anticipated business profits.*

In his study of credit conditions prevailing at the end of the 18th
century, Per Andreen described the philosophy where the value of a
banknote depends on the quality of the underlying loan as the
collateral doctrine.** Furthermore, the issue of banknotes based on
mortgaged property would increase the supply of payment tender,
which mercantilists regarded as important. According to the economic
theory of the age, the shortage of tender, “circulating capital”, was a
serious problem. This was also the reason why John Law, who became
famous as the financier behind France’s Mississippi bubble, had
established a bank of issue based on mortgaged property at the start
of the 18th century.”

Apart from real estate collateral, another basis for bank lending in
the Baltic region was short-term commercial credit granted against the
value of merchandise, sometimes known as Lombard loans. This form

38



of lending was intended to promote trade because the goods financed
were typically imports or exports. Trading houses often needed finance
to build up stocks and would pay off the loan as the stocks were sold.
The underlying merchandise was tangible and so, the contemporary
doctrine went, it could be regarded as secure and thereby a suitable
form of lending for a bank of issue. Banks in the Baltic region often
maintained detailed lists of various types of goods that were valid
collateral for a short-term loan.

At the same time as banking based on mortgaged land and pledged
goods was still dominant in the Baltic area, a distinctly different theory
of banking was taking shape in the financial centres of Western Europe.
Under the real bills doctrine, of which Adam Smith is regarded as the
author, lending by a bank of issue should consist mainly of commercial
bills of exchange. A bank should restrict its lending to purchasing from
merchants (or discounting, to use the contemporary term) the bills
that they had received as promises of payment after an agreed period
of time.

According to the real bills doctrine, commercial bills of exchange
were the ideal form of credit for a bank of issue because they were
self-liquidating. This meant that the commercial activity underlying
the bill automatically generated the funds with which the debtor could
redeem the bill. Thus a bank would be able to convert its investment
in the bill back into cash when needed, relatively quickly and easily —
at least in theory. Furthermore, the doctrine went, a bank of issue that
gave credit only against commercial bills of exchange would be in no
danger of issuing too many banknotes. “Little or no expense can ever
be necessary for replenishing the coffers of such a bank”*

At an early stage the real bills doctrine had become the guiding
light of operations at the Bank of England. Its management built its
defence on this doctrine during the Bullionist Controversy, a renowned
monetary policy dispute in the 1810s, when the bank was accused of
fanning inflation by lending too much. When Napoleon established the
Banque de France in 1800, it was instructed to operate according to the
real bills doctrine, and could lend only in the form of commercial
credit. On the northern periphery, however, the discounting of
commercial bills of exchange was still fairly rare among banks of issue
in the countries of the Baltic Sea rim, even at the start of the 19th
century. Several more decades were to pass before it became a normal
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part of business operations. In many of Finland’s neighbouring
countries, the idea that lending against commercial bills of exchange
was the ideal mode for a bank of issue did not become established
until the middle of the century.

The third banking doctrine, conflicting with the previous two, was
that banknotes or other forms of payment created by banks should
only be substitutes for existing metal coins and their issue should be
limited to the bank’s holdings of precious metal. This doctrine had
deep roots as the guiding principle of the Amsterdam and Hamburg
banks of exchange, and it enjoyed broad support when the monetary
system in the world was based on the gold or silver standards. Per
Andreen calls this the reserve doctrine because the value of a banknote
depends on the reserve of metal that backs it.*” Later in the 19th century
this doctrine developed into the currency principle, which was followed
when the Bank of England was reorganised by Peel’s Bank Act in 1844.
In the 1870s, as the gold standard spread from England to other
countries, it came to influence many other banks of issue as well.
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FARLY BANKING IN THE
KINGDOM OF SWEDEN

STOCKHOLMS BANCO

Many of the oldest features underlying the operations and organisation
of the Bank of Finland were a legacy of Sweden’s state bank. The roots
of the Bank of Sweden, in turn, stretch back to an institution named
Stockholms Banco, established in 1656. This was Sweden’s first bank
and the first institution in Europe to issue banknotes. Stockholms
Banco is also known as Palmstruch’s Bank after its founder Johan
Palmstruch, who patterned it on the banks of Amsterdam and
Hamburg. These are also mentioned in its charter, which was signed
by the King of Sweden. The charter’s preamble specifically refers to
Palmstruch’s offer to create a bank of issue “for the realm and provinces
of Sweden” in line with the Amsterdamsche Wisselbank and the
Hamburger Bank. Johan Palmstruch, born in Riga as Hans Witmacker,
had worked for several years as a merchant in Amsterdam, where he
had even spent time in debtor’s prison. On his release, he had moved
to Sweden and was later ennobled there, taking the name Palmstruch.*

The usefulness of a bank was not in doubt, at a time when a
normal medium of payment in Sweden was a strange and very
cumbersome currency, copper plates denominated in dalers. Ninety
of these dalers were minted from one Ship’s pound (= 136 kg) of
copper, so each weighed about 1% kilograms.* Palmstruch’s proposal
for a bank noted its beneficial effects on trade but he also argued
that it could earn large profits from lending. He cited the large sums
that he said the Amsterdam bank had earned for its owner, the city
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of Amsterdam, although he seems to have greatly exaggerated its
profitability. At any rate, the use of deposits for lending was a central
part of Palmstruch’s original plan, as shown by the structure of the
bank, which consisted from the outset of two departments with
separate accounts. The Wixel-Banco department was to act as a bank
of exchange and serve as a centre for payments traffic, and it soon
also began to issue banknotes. The Lane-Banco department in turn
granted loans and accepted interest-bearing deposits.*

Stockholms Banco was unlike its continental prototypes, in that it
was set up as a private company, admittedly under the strict supervision
of the Crown as laid down in its charter. The banks of Amsterdam and
Hamburg had been entirely municipal institutions. In its practical
organisation, though, Stockholms Banco was more like a state
institution than a private company. Its regulations were confirmed by
the King, who also nominated its top officials. Its “shareholders” were
chosen by its governor (in this case, Johan Palmstruch) and they
apparently invested nothing although the regulations stated that they
were to receive a quarter of its profits. Half were to go to the Crown
and the remaining quarter to the city of Stockholm.

Operations differed from the banks of Amsterdam and Hamburg
in two significant respects. The first was that Stockholms Banco had
far more flexible lending principles. The Amsterdam and Hamburg
banks were mere banks of exchange, which did not provide credit to
private individuals except against pledges of precious metals as security.
By contrast, the loan department of Stockholms Banco provided loans
against several other forms of security, such as merchandise and real
estate. Of the many types of security mentioned in its charter, the most
common in practice was real estate. Loans were also often granted
against a personal guarantee and sometimes even without collateral.”

The most important innovation of Stockholms Banco, separating it
from all its predecessors and giving it a special position in monetary
history, was that it issued Furope’s first real banknotes. What can called
a banknote is of course a question of definition and is open to some
interpretation but the Credityf-Sedlar (credit notes) issued by Stockholms
Banco differed from previous payment orders written on paper in the
sense that they were specifically meant to circulate as means of payment
and were designed with this in mind. They were written for fixed, round
sums that made them suitable for use as currency. Furthermore they
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were issued directly in connection with bank lending, without any
corresponding deposits of metal being required.”

The credit notes of Stockholms Banco quickly became very popular
because of their convenience and initially they traded at a premium
compared with copper plates. However the bank’s rapidly rising
lending and the consequent growth in the number of notes led to a fall
in the exchange rate of the Swedish daler and the large-scale flight of
copper from Sweden. The bank also began to experience demand for
copper as increasing numbers of notes were presented for redemption.
Eventually its copper reserves fell so low that the convertibility of
notes had to be restricted in autumn 1663. After this the value of its
credit notes began to decline against copper. Palmstruch proposed to
resolve the crisis by acquiring more copper, but the run on the bank
meant that all the copper obtained and all the coins that were minted
disappeared abroad immediately. The crisis worsened and the value of
the credit notes fell ever more steeply.*

Sweden’s parliament discussed the bank’s troubles in 1664 and
reached the conclusion that the bank was a useful institution in itself
but that the problems had been caused by credit notes. It concluded
that the way to restore faith in the bank was to withdraw the notes
from circulation. On 3 August 1664 it was proclaimed that all credit
notes would to be redeemed “within a year and a day”. In practice this
meant that the bank was rescinding all old loans and refusing to make
new ones. The result was an economic crisis and the end of Stockholms
Banco operations in the same autumn, although this had not been
Parliament’s intention. The bank’s liquidators continued loan collection
and credit redemption after other operations had ceased, until May
1667.>

Palmstruch himself was imprisoned and ordered to pay compensation
for the bank’s losses on pain of death, though he was later pardoned. He
died in 1671, just a year after being released from prison.”

STOCKHOLMS BANCO, TURKU OFFICE

The charter of Palmstruch’s bank referred to the intention to bring
banking to the provinces, not merely Stockholm. Stockholms Banco
did indeed set up a branch in Turku, the first attempt to practice
banking in Finland, although it did not last long.
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The Turku office was one of three Palmstruch’s banks opened
outside Stockholm. It was not entirely separate from Stockholms Banco
but had a certain independence, formal as well as operational. Evidence
of this is the key role played by the municipality in obtaining a bank
office for its town and in guaranteeing its operations. The banknotes,
obtained from the bank in Stockholm to establish the office, were
specifically “entrusted” to the town although, for safety’s sake, they
were also personally guaranteed by Customs supervisor Didrik
Backman and Mayor Nicolaus Leitzen. In his study of the Turku office,
Bruno Lesch concludes that it was somewhere between a branch and
a separate bank, a part of Stockholms Banco but a municipal credit
institution at the same time.*

Bank operations in Turku began in summer 1663. Following the
example of head office in Stockholm, and in line with the Hamburg
model, the Turku office was divided into two departments, an exchange
department and a loan department. The exchange department existed
solely to exchange copper plate money for banknotes received from
Stockholm. The demand for notes was so strong that within a few
months all of the notes received from Stockholm were in circulation.
Obviously the cumbersome nature of copper coinage at the time
created a demand for alternatives in Finland, too. The operations of a
bank of exchange also made it far easier to arrange payments between
Turku and Stockholm because money could be transported in the form
of paper rather than heavy metal. Operations in Turku came to an
abrupt end when Stockholms Banco ceased operations in 1664.” The
bank in Turku was thus but a flash in the pan and 140 years would
elapse before there was any other type of banking in Turku or elsewhere
in Finland.

As a consequence of Finland’s geographical separation in the realm
of Sweden, especially in winter when there could be no shipping, it is
quite understandable that the matter of a bank in Finland was raised
from time to time after the Stockholms Banco Turku office had closed.
The copper coinage in circulation in Sweden in the 17th and 18th
centuries made large payment transfers extremely difficult, which of
course underlined Finland’s geographical isolation. As long as copper
was the main means of payment, it cannot have been very convenient
to depend on distant Stockholm for banking services.
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FOUNDING OF A SWEDISH
NATIONAL BANK

In June 1668, a short while after liquidation of Stockholms Banco had
been completed, the Council of the Swedish Realm, acting in the name
of King Charles XI, who was a minor, asked the assembled Diet of the
Estates “whether the bank should perish or be rebuilt” The Estates of
nobility, clergy and burghers responded with their desire “to defend,
protect and nurture” the bank but the representatives of the peasantry
did not concur “because of the great damage that credit notes have
caused them” On the basis of this response the council granted the
Estates a charter to operate a bank and to determine its establishment,
structure and administration “insofar as it is efficacious and expedient”.
On 22 September the Diet approved a banking statute by which a bank
of Stockholm named the Bank of the Estates of the Realm (Riksens
Stdanders Bank) would recommence operations in a new form, now as
a distinct national bank.*®

The initiative seized by the Swedish Diet in 1668, when it decided
to resume banking operations under its own auspices, had significance
that stretched 143 years into the future, when the Bank of Finland was
established. It was the beginning of what, for the times, was a very
exceptional arrangement, whereby a state bank of issue (which later
developed into the central bank) was subordinated to parliament and
thus separated from the Crown, then the executive. Generally central
banks have either developed from private companies operating under
a public charter and public supervision (such as in England), or have
been owned by the government from the outset and thereby
subordinated to the ministry of finance (for example in Russia). There
have also been many examples of mixed public/private ownership®
but it was apparently a Swedish innovation to make parliament the
proprietor and manager of the central bank. The Bank of Finland’s
current administrative position has the same Swedish origins.

After the establishment of a Swedish national bank, its operations
and internal organisation followed the example of Stockholms Banco.
It was again divided into two departments, for exchange and for loans.
Most of the lending of the loan department took place against real estate
security, generally agricultural property. Many loans were also granted to
the Council of the Realm and its institutions. Initially loans were for no
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longer than a year but it became common to renew them so their real
duration increased and mortgages became in practice almost perpetual.
The loan department also accepted long-term interest-bearing deposits.

The exchange department followed the example of the Amsterdam
and Hamburg banks in accepting deposits of precious metal that the
depositor could then assign to another account holder by means of a
payment order. The issue of banknotes was initially forbidden to
prevent a repetition of the experiences of Stockholms Banco but in 1710
the bank began to issue transfer notes (transportsedlar) whose issue
was gradually increased until, in the course of the 18th century, they
became the main medium of payment in the realm of Sweden.®

As was often the case, the history of paper money in the Kingdom
of Sweden is a chronicle of financing wars and of consequent inflation.
Sweden’s history in the 18th century was characterised by repeated
hostilities that cost it its position as a great power. The country was
weak and unstable both economically and politically. After the
catastrophic reign of Charles XII, its kings were stripped of real power
and the Diet, under the leadership of the nobility, exercised both
executive and legislative authority. The competing factions of the Diet,
known as the Hats (Hattarna) and the Caps (Méssorna), sought support
from foreign powers.

In the Diet of 1738, the pro-French Hats rose to power and began
to pursue a mercantilist industrial policy and a foreign policy that
sought to avenge earlier losses to Russia. Both endeavours proved
expensive to the public purse and were financed by borrowing from
the Bank of the Estates of the Realm. This resulted in a sharp rise in
the number of banknotes. The Swedo-Russian War of 1741-43, known
as the Hats’ Russian War in Sweden and remembered in Finland for a
period of occupation by Russian troops known as the Lesser Wrath,
had a decisive monetary effect. The war ended badly and, in the peace
treaty, the south-east corner of Finland was ceded to Russia. The value
of money began to fall and in October 1745 the convertibility of
banknotes was suspended. Sweden had moved to a fiat system.”

The wars did not end here. In 1757 Sweden entered the Seven Years’
War that had engulfed Europe, attacking Prussia in allegiance with
France and Austria. The Pomeranian War, as it is known in Sweden,
after the then-Swedish territory of Pomerania where the Swedish army
fought, ended in Sweden’s defeat. Another wave of inflation ensued.
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After the move to paper money, the general price level rose steeply.
From 1741, when the Swedo-Russian War began, to 1765, when the rival
Caps faction rose to power in the Diet, prices more-than-doubled. Plans
were made to halt inflation and reverse it. According to its exchange
rate in Hamburg, the Swedish paper daler was now worth only about
40 % of what it had been before inflation started in the 1740s. The Caps’
plan to restore the daler rate to its original level was fundamentally
unrealistic and the attempt to do it by slashing the amount of money
in circulation led to a serious economic crisis.*”

A Finnish member of the Diet, Anders Chydenius, who was one of
the Caps’ most influential economic experts, saw the dangers of his
faction’s deflation plans. In his 1766 work “Rikets Hjelp, Genom en
Naturlig Finance-System” (Assisting the Kingdom through a Natural
Monetary System) he stated that the only sensible alternative was to
accept the existing depreciation of the currency and restore convertibility
to metal at the established market exchange rate.” Returning to a metal
standard but at a lower rate was an option called realisation. This
pamphlet can be regarded as the first monetary study by a Finn. It was
not heeded and Chydenius was expelled from the Diet for writing it.
Monetary realisation, in line with Chydenius’ recommendation, would
come later implemented by King Gustav IIL.*

THE REFORM OF GUSTAV III

In August 1772, King Gustav III, then only 26 years old, seized power in
Sweden and imposed a new constitution on the country. The King’s
coup ended the period of domination by the Estates, known as the Age
of Liberty. The form of government imposed by Gustav in 1772 was later
to have great influence on Finland’s political development throughout
the 19th century and also on the future status of the Bank of Finland.
When Tsar Alexander I promised the Diet of Porvoo that he would
uphold Finland’s “constitutions” he was interpreted, at least in Finland,
to mean the form of government of Gustav III. Under this interpretation,
Alexander became the constitutional monarch of Finland, although
Gustav’s constitution gave the King very broad prerogatives.

The new form of Swedish government confirmed the traditional
subordination of the national bank to the Diet. The 55th article of Gustav’s
constitution stated that “the Bank of the Estates of the Realm shall
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remain as hitherto, at their disposal and subject to the instructions and
regulations that have been imposed or that the Estates may yet impose”*
The constitution allowed the Diet to elect members to a banking
committee, to which the operational management of the bank reported.

In practice however, the Diet’s decision to delegate financial
stabilisation measures to the King, including policy on exchange rates,
meant that the king now had ultimate authority in monetary matters.*
The King and his minister of finance Johan Liljencrantz applied an
exchange rate policy that imposed strict limits on monetary policy and
left the bank hardly any room for independent decision-making.

The bank discontinued its deposit and lending operations, which
had been substantial until now, and set about reducing its credit
portfolio. During this phase of preparations for monetary reform,
Sweden’s money market was extremely tight and lending by the Bank
of the Estates was seen as too inflexible to satisfy the great demand for
credit that existed at the time. The bank granted loans only against
security in real estate or metal, and not against personal guarantees,
nor did it discount bills. However, Finance Minister Liljencrantz had a
more liberal attitude towards business than had previously been
pursued, and wanted to improve the availability of commercial credit.
He therefore arranged for the establishment of a separate discounting
body alongside the Bank of the Estates.

In 1773 a “gracious charter” was granted to a private credit institution
named the Discont-Compagniet, which has been regarded as Sweden’s
first commercial bank. Its aim was to provide short-term commercial
credit, which it financed by borrowing. For every deposit, the Discount
Company wrote a promissory note that was equivalent to a depository
certificate. Because there was a great shortage of tender at the time, its
depository certificates began to circulate as a medium of payment and
in practice became paper money. According to Sven Brisman, depository
certificates of the Discount Company circulated throughout the country,
especially after it began issuing them for round amounts, like banknotes.”

To ensure that operations were profitable, the Bank of the Estates
loaned 100 000 riksdaler to the Discount Company at 3 % interest. For
this amount, the Discount Company wrote bearer payment orders,
which entered general circulation. The funds that it obtained were
used for lending at 6 % interest. Loans were granted against payment
orders, depository certificates and promissory notes. Under the terms

EARLY BANKING IN THE KINGDOM OF SWEDEN 49



of its charter, it could grants credit only to businesses and the amount
that a private individual could receive was strictly defined. The
operations of the discount company were very profitable but its charter
ran out in 1785 and was not renewed. Gustav III had decided that the
state should take over its business, no doubt attracted by its profitability
but also probably by his calculation that the Crown would be able to
obtain loans more easily from a discount bank that was in state hands.*
After the company’s charter had expired, a new General-Discont-
Contoir was established in 1787, to carry on its business.*”

Preparations for the currency reform were entrusted to Finance
Minister Liljencrantz, who held long and convoluted talks about the
matter with the banking committee and the management of the Bank
of the Estates. The King and Liljencrantz were strongly in favour of
swift execution but the banking committee had reservations about a
rapid timetable. Apart from timing, the key issues to be decided were
the target exchange rate, what reserves of silver the bank would need
for convertibility and how the silver reserve was to be obtained.

The main decision was made on 26 November 1776 and the currency
reform took effect at the start of the following year. Sweden returned
to the silver standard after a 30-year period of paper money that had
been for the most part chaotic. The rate chosen for converting old daler
notes meant that their value in silver was fixed at exactly half what it
had been at the start of the 18th century when the notes had last been
convertible into metal. The redemption rate for old paper money was
exactly the rate proposed by Anders Chydenius in 1766, for which he
had been expelled from the Diet.”

The decade after 1777, when silver coinage and paper money
convertible to silver (plus copper change convertible to silver) were the
only legal tender in the realm, was good for the economy of Sweden
and Finland. The operations of the Swedish national bank were defined
in banking regulations in 1779 and 1786, which laid out the bank’s
objectives, its policies on issuing notes and credit and how it was to be
managed. The regulations reflected Swedish views prevailing at the end
of the 18th century about how a healthy bank of issue should function.
It is useful to compare these regulations and the banking procedures
they defined with the ideas and wishes put forward at the Diet of
Porvoo about the future operations of a Finnish bank as well as how
the Bank of Finland actually functioned. This comparison shows the
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extent to which the ideas presented at the Diet and the Tsar’s ultimate
decisions corresponded with the concept of operations of a bank of
issue, formed during the period of Swedish power and to what extent
they differed from the Swedish model.

In his study of the nature of paper money and the determination
of its value, Per Andreen divides the Swedish debate into three schools
of thought: quantity theory, bullion theory and mortgage theory. The
theory of quantity treated banknotes as a means of payment, bullionists
saw them as redeemable depository certificates and the mortgage
school regarded them as the bank’s debts. The regulations of 1779 and
1786 put the bank’s function in very bullionist terms. The main aim was
to safeguard the achievements of the currency reform and ensure the
convertibility of notes into silver, which was best done by ensuring a
reserve of metal in the bank. According to the quantity theory, Andreen
states, the value of notes would be protected by preventing their
excessive issue while mortgage theorists thought that their value
depended on the general capital adequacy of the issuing bank,
ultimately the quality of its lending.”

According to its regulations, the national bank was to aim in all
ways at covering its redeemable notes and other commitments by
ensuring that its silver reserve accounted for % of its liabilities. The
other commitments consisted of deposits made in giro accounts at the
bank of exchange, which were transferable by payment order. With a
target reserve ratio of three-quarters, the bank would reach a condition
where “in accordance with the primary objective of its creation, it
would remain a general establishment for the safekeeping of funds of
persons of the realm, possessing the same protection of monetary
content and virtue as if they had managed and secreted their own
money; particularly when the bank, for the quarter part that is lacking
from available reserves, can turn to its real estate receivables...”. This
excerpt reveals the main features the bank’s operations: an almost
complete silver cover for banknotes, with the unbacked portion of
funds invested in real estate loans.”

Among the ways of attaining and maintaining a suitable reserve
ratio, the most important was a reduction in the supply of banknotes,
achieved by restricting the amount of lending. With this aim, the
regulations stated that real estate loans should be subject to a 2 % annual
amortisation charge in addition their 4 % interest. This overturned the

EARLY BANKING IN THE KINGDOM OF SWEDEN 5l



regulation of 1756 by which property loans were entirely exempted from
amortisation and thus became perpetual. At the same time the silver
reserve was strengthened. The banks copper reserves were to be sold and
converted to silver. In its new loans the bank was to be temperate. The
regulations stated that, until the decreed three-quarters reserve ratio
was achieved, loans were to be granted only for a predetermined short
period and only against easily liquidated deposits of metal.” This
regulation, which was strictly observed, led to very tight lending and
soon proved to be unrealistic. It threatened to eliminate the national
bank’s position at the fulcrum of Sweden’s monetary system.

THE NATIONAL DEBT OFFICE

The tight limits on banknote issue by the Bank of the Estates, imposed
after the currency reform of Gustav III, were intended to ensure
sustainability of the silver standard and so prevent the recurrence of
the inflation caused by the Hats’ Russian War. The bank’s regulations
proved inadequate for this task when the king declared war on Russia.
The government now needed money but, because of its strict reserve
principles, the bank was unable to oblige.

Gustav III’'s War began in June 1788 when Russia was at war with
Turkey. Gustav felt that circumstances favoured him and launched an
attack across the River Kymijoki in Finland, then the border. The king’s
aim was to retake the territories of south-east Finland that had been
lost to Russia early in the century. Although most of the Russian army
was in the south, tied up in operations against Turkey, the war went
badly for Sweden and the conquest of “Old Finland” failed. The war
ended inconclusively with the Treaty of Virald in 1790, which left the
border unchanged, but even if it achieved nothing, the war was
extremely expensive for Gustav III It weakened the financial state of
the realm so greatly that Sweden was forced to return to a fiat money
system. The stability created by the currency reform of 1776 had lasted
little more than a decade.

Financing Gustav III’s War was impossible by normal methods, and
the Bank of the Estates was prevented from granting loans by its
regulations on banknote cover. Instead 1789 saw the creation of a new
institution, the Riksens Standers Riksgédlds-Contoir, later called simply
the Riksgdldskontoret or National Debt Office. This was separate from
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the national bank and, although formally subordinate to the Diet, it was
in practice entirely under the King’s thumb. The National Debt Office
financed public expenditure by issuing treasury notes. These were
originally interest-bearing securities but were in fact intended for use as
a medium of payment, as evidenced by their smallest denominations,
which were lower in value than the notes of the Bank of the Estates. The
smallest banknotes were two riksdaler, which was a fairly large sum at
that time, whereas the smallest treasury notes had a nominal value of
only 12 skillingar, or a quarter of a riksdaler. In 1791 interest was abolished
on treasury notes. Redemption of treasury notes in precious metal
ceased almost as soon as it began, after which their value began to
decline against silver and banknotes. As a consequence, treasury notes
became inflationary paper money. Sweden had returned to the chaotic
parallel currency system from which the country had suffered earlier.”

Once redemption of treasury notes was suspended, the obstacles
to financing state spending with paper money were swept aside.
Despite the peace treaty of Virilad, the volume of treasury notes in
circulation went on rising in the years that followed. At the same time
the number of banknotes fell. By the end of 1791 the number of
banknotes was only half that of the pre-war period and two-thirds of
the paper money supply were treasury notes. The ratio continued to
move to the “detriment” of the bank, and, by the end of 1800, banknotes
were only 8 % of the paper money in circulation.”

After treasury notes had become tender and their value had been
separated from banknotes tied to silver, the National Debt Office
became the de facto central bank, replacing the Bank of the Estates.
The final stroke came in 1789, when a banking institution offering loans
in treasury notes was established alongside the National Debt Office.
The “Discont Werk med Standers Contoirs Credit-Sedlar”, or State
Discount House, had a few private shareholders but was mostly state-
owned and was controlled by the National Debt Office.”

Because banknotes redeemable in silver remained in circulation
alongside debased treasury notes, Sweden had created a rather unusual
parallel monetary system, with two currencies that fluctuated in value
against each other. On the one hand was the riksdaler banco or
banknote riksdaler, and on the other the riksdaler riksgdlds or treasury
note riksdaler. Treasury notes were not decreed legal tender, which
could not be refused as payment, but they were accepted as payment
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by the state, which naturally enhanced their legitimacy in private
business operations, too. In practice treasury notes came to constitute
the main medium of payment and also became a general measure of
value, except in foreign trade. The other main use for banknotes, apart
from payments abroad, was to amortise old debts, because loans
received in bank money generally had to be discharged in bank money.

The growing volume of treasury notes stoked Sweden’s rising
inflation. According to Amark the general price level measured in
treasury note riksdaler rose about 77 % during the inflationary period
lasting from 1789 to 1800. The value of a treasury riksdaler fell
substantially against the banknote riksdaler and stable foreign silver
coinage. For example, the rate of a Hamburg mark banco in Stockholm
in 1800 was almost 40 % higher than it had been when the treasury
note riksdaler was first issued. Finally, in the early 19th century, the
value of the treasury note riksdaler settled at about two-thirds of the
value of the banknote riksdaler.”

At the turn of the century the operations of Sweden’s national bank
were at a nadir. The first of the three reasons was that the increased
volume of treasury notes had driven out banknotes as the prevailing
means of payment. The second cause was the strict reserve requirement
imposed on the bank in the currency reform of 1777, which demanded
that a full three-quarters of the value of notes issued should be backed
by silver, compelling the bank to keep lending at a very low level. The
third reason for the declining significance of the national bank in the
late 18th century was that most commercial loans were being granted
by state-run discount houses. Of the Bank of the Estates of the Realm,
writes Brisman, there were “only ruins left”. The low point was 1799,
when its operations were almost at a standstill.”

CURRENCY “REALISATION” OF 1803

The fact that notes of fluctuating value were the main means of
payment created difficult and undesirable uncertainty in monetary
matters. In 1800 the Diet agreed on a currency reform plan that would
have stabilised the exchange rate for treasury notes but not at a level
as low as the market rate had fallen to. The plan called for treasury
notes to be replaced by new “current notes”, which in turn would have
been redeemed and taken out of circulation within 15 years.” This
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complex plan was not implemented despite the Diet’s approval of it.
Instead the government of Sweden decided on a different reform
programme that was implemented in 1803.°° The reform meant
acceptance of the depreciation of treasury notes; their convertibility
into silver was to be restored, not at their original parity, but at a lower
rate that took into account their loss in value: it was thus a currency
realisation. One riksdaler in silver or in banknotes was now worth
exactly 17 riksdaler in treasury notes. The Bank of the Estates was put
in charge of redemption and was therefore made responsible for the
treasury notes that had been issued by the National Debt Office. In
compensation, it was allowed to book receivables from the State for
each treasury note that it redeemed. In practice the treasury notes
remained in circulation and long retained their dominant role as a
medium of payment. Once redemption had begun, however, their
exchange rate against banknotes was completely fixed and the treasury
note riksdaler now became a subunit of the official riksdaler. Despite
the reform, Swedish money sums were commonly calculated in
treasury note riksdaler right up to the 1850s. This was in accordance
with the aims of the 1803 currency reform; that treasury notes would
remain in use as a medium of payment but would now be backed by
the bank so that their value against banknotes was stable.*

The 1803 reform and the start of treasury note redemption meant
a return to the silver standard in the Kingdom of Sweden. This rebirth
of the Gustavian system of 1776 was to be short-lived because banknote
convertibility into silver had to be interrupted again in 1808 when
Russian forces attacked into Finland.

For the Bank of the Estates, the 1803 reform meant that it had
regained its central position in Swedish monetary matters and the
credit market. All paper money became its responsibility and so did
the state discount houses. The “General-Discont-Contoir” and the
“Discont Werk med Standers Contoirs Credit Sedlar” were terminated
and a new “Riks-Discont-Werk”, or National Discount Office, was set up
in their place. The institution is described by Brisman as “superficially
independent” but in practice a department of the Bank of the Estates.
It was a limited company that was mainly owned by the national bank
but had some private shareholders. Its activities differed from those
of its predecessors in that it was not engaged in borrowing from the
public by issuing promissory notes or by accepting deposits.*
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TURKU DISCOUNT OFFICE

Sweden set great hopes on discount houses at the end of the 18th
century and the start of the 19th, believing that they would stimulate
business life. Initially they were established in Stockholm but it was
part of the currency reform plan of 1800 that private discount offices
would be set up in “the most distant, populous and vigorous” cities.
The aim was to alleviate the tightness of money markets that the
planned currency reform was expected to induce.

Alongside the “Riks-Discont-Werk” of Stockholm and under its
control, three provincial discount offices were established between
1802 and 1805 in Goteborg (Gothenburg), Malmé and Turku. Like the
National Discount Office in Stockholm, the provincial offices granted
credit, not merely against security but also against personal guarantees
(like bills of exchange). Unlike the National Discount Office, they were
also engaged in borrowing, by issuing promissory notes yielding 3 %
interest. In addition they widely issued banknotes — payment orders,
named assignats — which were equivalent to paper money and which
the Bank of the Estates in Stockholm was responsible for redeeming.

For the issue of assignats by a discount office, the Bank of the
Estates operated as the cashier. When an office granted credit, it did
not need to provide the sum in cash but instead gave the recipient an
assignat, which was an order payable by the Bank of the Estates. These
payment orders were issued against an account held at the Bank of the
Estates. In practice assignats were not usually presented for redemption
immediately but circulated for long periods as a medium of payment
equivalent to banknotes. Their banknote-like qualities were enhanced
by the fact that they were printed and issued for fixed sums. The values
of assignats were between 5 and 100 riksdaler, so they complemented
the large-denomination promissory notes that paid 3 % interest. The
low denominations of assignats indicate that they were meant for
general circulation as a medium of payment.*

The Turku Discount Office has a crucial place in the history of the
Bank of Finland because in many respects it can be regarded as its de
facto predecessor. It deserves broader study because it was Finland’s
only banking institution in the period immediately preceding the
establishment of the Bank of Finland. As will emerge later, many of
the men centrally concerned with establishing the bank and involved

EARLY BANKING IN THE KINGDOM OF SWEDEN 57



in its early operations received their practical banking experience as
officials, shareholders and customers of the Turku Discount Office. The
Bank of Finland was not created from scratch but, in terms of skills
and human resources, took over where the discount office had left off.

The King signed the charter of the Turku Discount Office (Abo
Discont Werk) in 1805 for 15 years. The bank’s capital was set at 150 000
riksdaler specie, which was to be paid in items of silver, foreign silver
coinage and defunct Swedish coins. The amount was less than the
200 000 riksdaler of the office in Goteborg but greater than the 100 ooo
riksdaler of Malmo. It was to be deposited with the National Discount
Office, which would issue the Turku office with banknotes. In addition
to this capital, the Turku Discount Office could received credit from
the National Office against its own 3 % promissory notes up to the
amount of its own capital, 150 000 riksdaler. The Turku Office was also
allowed to borrow funds from private individuals by issuing limited-
duration 3 % promissory notes written for the sum of at least 100 ooo
riksdaler, which could be redeemed not only in Turku but also at the
Bank of the Estates in Stockholm.

Lending by the discount office was in the form of promissory notes.
Their term could not be longer than six months and the interest rate
was set at half a percent a month. The interest was deducted from the
sum lent when the loan was drawn down, explaining the word
“discount” in the institution’s name. In addition to promissory notes,
the office was also permitted to discount payment orders and domestic
and foreign bills of exchange, so the financing of commerce was
obviously regarded as within its remit.

Shares in the Turku Discount Office were offered in September
1809 and greatly oversubscribed. Finnish would-be investors were
disappointed that more than three-quarters of the shares went
to investors from across the sea in Stockholm, who were thereby
entitled to the lion’s share of future profits. The Finnish investment
was less than half the amount offered. Yet despite the large number
of shares in the hands of Stockholm residents, only people of Turku
were elected to the board of the Turku office. At the first company
meeting, Gabriel Erik Haartman, Claés Johan Sacklén and Jean
Tjaeder were appointed directors. Haartman became the chairman
of the board. He and Sacklén later served in the most important posts
of Finland’s financial administration after the country had been
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the Turku Discount Office in 1807.
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annexed to Russia. The discount office operated out of the premises
of Tjaeder’s firm in Kirkkokatu Street, Turku and apparently Tjaeder
was in charge of operations, serving as a kind of managing director.

The Turku Discount Office opened on 1 August 1806. Despite the
simplicity of its business, activities expanded surprisingly fast during
the brief time that it remained in operation. By the end of 1806 it had
granted loans worth 221 680 riksdaler and by 1807 a full 1 079 520
riksdaler. By spring 1808, when war forced its sudden closure and its
funds were confiscated to Stockholm, more than 1600 loans had been
granted. Even at the end of 1808, its financial statement showed a loan
portfolio of 619 500 riksdaler. Both the number of loans and their total
amount were rather large in view of the small size of the Finnish
national economy at that time. They were also substantial compared
with the size of early Bank of Finland operations.*

The fast expanding business of the Turku office came to an abrupt
close when the Russian army attacked Finland in February 1808. Even
before the outbreak of war, in 1807, speculation in Sweden had caused
investors there to begin presenting Turku discount office notes to the
Bank of the Estates for redemption. When news of the Russian attack
reached Stockholm on 29 February, a week after it had begun, panic
among depositors spread to all discount offices. The banking committee
of the Estates decided to grant loans to rescue the offices from bankruptcy
and redeemed notes of the Turku Discount Office to a total of 232 oo0
riksdaler. The Malmo discount office received even more support.®.

Two weeks after the outbreak of war, on 7 March 1808, the board of
the Turku discount office received a semaphore telegram from the
banking committee of the Bank of the Estates in Stockholm, instructing
it to transfer the whole office including all documents to Stockholm
immediately. Fairly soon afterwards, on 11 March, the office assets were
despatched by sea from Turku but, judging from extant records, the
shipment was compelled to wait in the Aland Islands for two weeks
because of difficult ice conditions. The crossing to the Swedish mainland
could not take place before 23 March, in other words a day after Turku
had fallen to Russian forces. On 6 April Captain Seippel, in charge of the
shipment, returned to Turku to tell that the cargo was safe in Stockholm.

By this time the board of the Turku Discount Office had already
petitioned General Buxhoevden, leading the occupation forces, for
protection of the Office’s assets, in the event that they would have to be
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sent back from Aland to Turku. The grounds for their request were that
the funds of the office were private property. Buxhoevden granted their
request but at the same time asked the Governor of the Province of Turku
and Pori to make sure that the assets were indeed returned. When news
that they had reached Stockholm was received, office director Tjaeder
informed Buxhoevden, who had no choice but to accept the situation.
After this evacuation, the operations of the Turku office were not
restarted. It was put into liquidation and dismantled. For a brief while,
an interim board operating out of Stockholm acted as liquidators but
responsibility was transferred back to the original board in Turku at
the end of 1809. The last company meeting was held in Turku at the
end of May 1812, just as the recently-established Bank of Finland was
beginning its operations in the same town. Interestingly, the complicity
of board directors Haartman and Sacklén in the operation to evacuate
the discount office under the noses of the Russian occupying army
seems to have done no harm to their later brilliant careers as members
of the Imperial Governing council of the Grand Duchy of Finland.*

VALUE OF SWEDISH MONEY
DURING THE FINNISH WAR

When the Finnish war began, Sweden’s Bank of the Estates began to
restrict the redemption of banknotes for silver, although no formal
decision was taken on ending convertibility. As Heckscher notes, this
was the third time that war against Russia had forced Sweden off a
metal standard. Initially the restrictions on redemption of banknotes
were only tentative but by 1809 banknotes were convertible into metal
“in name only”®* Regardless of the far-reaching consequences of going
off the silver standard and, in effect, renouncing the achievements of
the 1803 currency reform, the restriction and ultimate discontinuation
on convertibility were apparently decided by no higher authority than
the banking officials, under duress. The banking committee of the
Bank of the Estates did not consider the matter officially until March
1810.** As a consequence of their now limited convertibility, the value
of banknotes in silver and in Hamburg silver Marks began to fall, at
first gently but soon more steeply.

In Finland, however, there was surprisingly strong faith in the
enduring value of Swedish banknotes. As late as summer 1809, the Diet
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of Porvoo treated the banknote riksdaler as if it had the same value as
a silver riksdaler although the banknote rate against the Hamburg
Mark had already fallen about 13-18 %. The Porvoo debate about
exchange rates mainly concerned the value of the rouble, in other
words the relative silver values of the rouble and the riksdaler, and the
value of a rouble banknote against a silver rouble. From these the Diet
wanted to calculate an appropriate exchange rate between Swedish
and Russian banknotes circulating in Finland. The faith of Diet
members in the value of the riksdaler proved to be excessive. As 1809
neared its end, Swedish banknotes were worth ever less.*

In the years to come their value continued to decline. This is
understandable because Sweden’s Bank of the Estates had doubled its
banknote issue in 1807-1812 at the same time as the real demand for
notes had obviously declined because of the loss of Finland. Admittedly
a significant amount of Swedish paper money remained in circulation
in Finland for a long time to come. For Sweden the war years were
marked by inflation and a fierce expansion of credit, described by
Brisman as “the great age of speculation”*

Swedish monetary policy remained very important for Finland even
after political separation because a large amount of Swedish money
remained in use, if unofficially and sometimes illegally, for another 30
years. What makes this peculiar is that the people of Finland, or at least
the commoners, do not appear to have entirely grasped how much the
riksdaler had fallen in value in the early 1810s, in Sweden and on
international currency markets. Swedish money therefore enjoyed a
premium in Finland, with the result that it constantly flowed from
Sweden to Finland, where it was gladly accepted as payment.”

In autumn 1812, after Crown Prince Karl Johan had restored friendly
relations with Russia, Sweden began to tighten monetary policy in order
to halt inflation. Inflation was indeed halted by 1813 but the general price
level was now almost twice as high as in the period before the war and
so the value of paper money had fallen by half. The trend on currency
markets was similar. By 1813 the riksdaler was worth about half as much
in Hamburg silver Marks as in the pre-war period. Even after this, the
riksdaler exchange rate remained fairly volatile, fluctuating until 1834
when Sweden finally returned to the silver standard. Sweden’s decision
to go back on the silver standard was crucial for Finnish monetary
history and will be examined in more detail later.
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MONETARY DEVELOPMENT
IN RUSSIA

FEATURES SHARED WITH SWEDEN

When Russia attacked into Finland, its money began to circulate
alongside Swedish currency. It was important for Russia to establish
the validity of its money in Finland, and Commander Buxhoevden
issued a proclamation as early as 12 April 1808 that Russian currency
had to be accepted as a means of payment. The proclamation set the
exchange rate as five rouble assignats (the Russian form of paper
money) for 3 riksdaler and 16 skillingar in Swedish treasury notes. This
put the official exchange rate for paper money at 1 rouble for %
riksdaler in treasury notes, or 21 skillingar and 4 rundstycken in
banknotes (1 riksdaler in banknotes was worth 1’z riksdalers in treasury
notes). Pipping calculates that Buxhoevden’s proclamation overvalued
the paper rouble by at least 17 %, probably motivated partly by the
desire to keep down military expenditure. Buxhoevden was also trying
to establish a simple conversion rate between paper roubles and the
treasury notes circulating in Finland, which the % rule certainly
achieved.”

Russia in the 18th and 19th centuries has many features of monetary
history in common with Sweden in the same period. These include the
development of a banking system largely founded on the state, the
early adoption of paper money, and inflation caused by numerous
wars. Both countries also experienced periods when copper was the
metal on which the money system was really founded. In this sense
the disordered and unstable Russian monetary system that the Finns
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came to know from spring 1808 onwards did not fundamentally differ
much from the monetary confusion that they were familiar with and
had been forced by circumstances to accept during their period under
the Swedish Crown.

The history of the Russian rouble begins with Peter the Great who,
in addition to his many other reforms, reorganised the monetary system
at the start of the 18th century. Russia’s monetary unit became the silver
rouble, which was divided into 100 kopeks. Originally the silver rouble
was modelled on German Thalers, which had been in general circulation
in Russia. Over the years, however, the silver content of the rouble was
reduced, making it lighter and less valuable than the German
Reichsthaler and the Swedish riksdaler, also based on the Reichsthaler.
When Russia conquered Finland the silver content of the rouble was
almost exactly 18 grams of fine silver. Because the Swedish riksdaler
contained about 25.7 grams of silver, the theoretical parity between these
two currencies was about 1.43 silver roubles per silver riksdaler.”®

In practice, the silver rouble was not a significant medium of
payment during the Finnish War because Russia had resorted to a
paper money system. In circulation was a great volume of notes — bank
assignats, meaning roubles in paper form — which the government had
ceased to redeem for silver because of its lack of funds. The state had
been financing expenditure with paper money so the value of the
assignat rouble had fallen greatly. In December 1811, for example, when
the Bank of Finland was established, a rouble banknote was quoted on
the St. Petersburg Exchange at only 26 silver kopeks. Silver money was
rarely encountered in circulation.”

Russia had begun to issue paper money in 1769 during the reign of
Catherine the Great. Her government had claimed to be motivated by
the convenience of payments in paper money but the principal reason
was the cost of the war being waged against Turkey. To ease the burden
on silver reserves, the government financed some expenditure with
paper notes. These assignats, as they came to be called, were issued with
a promise that they would be redeemed on demand in metal (silver but
in practice generally copper) “without the slightest delay or prevarication”
Exchange banks were set up in St. Petersburg and Moscow in 1769 to
handle redemption and Russia’s subsequent state banknote system
developed from these. Assignats held their value fairly well up to 1786,
when one rouble in assignats was quoted at 98 silver kopeks.”
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In 1786 Catherine the Great left an enduring stamp on Russia’s state
banking system by establishing two interconnected institutions, the
State Assignat Bank and the State Loan Bank. The Assignat Bank was
intended to serve as a bank of issue and was created by combining the
exchange banks of St. Petersburg and Moscow, mentioned above. Apart
from issuing banknotes, it was authorised to discount bills of exchange,
make payment orders abroad and trade in gold, silver and copper, but
this job description, modelled largely on the Bank of England, remained
irrelevant in practice. The Assignat Bank was to concentrate on
financing state expenditure with paper money.”

The other cornerstone of the Russian banking system, the State
Loan Bank, had the main function of granting twenty-year mortgages
on agricultural estates and stone townhouses. The mortgage value of
a manor was defined by the number of its serfs at 40 roubles per head.
In addition, the bank accepted interest-bearing deposits from the
public, which could be freely withdrawn subject to a brief period of
notice. According to their founding statutes, the State Assignat Bank
and the State Loan Bank would operate “as one, aiding each other for
the successful prosecution of affairs””

After the establishment of the assignat and loan banks, the
structure of Russia’s state credit system remained almost unchanged
until the 1860s. One characteristic of the system was its ownership and
management by the state. The two interconnected banks completely
dominated the credit system. Another feature was that lending was
almost entirely to finance state expenditure and the needs of the
landowning aristocracy. This naturally reflected Russian economic and
social conditions. Supporting the landowning aristocracy was politically
important for the stability of the tsar’s regime. A related feature
peculiar to Russia was the use of serfs as security for credit, or at least
as a measure of the collateral value of land.”® This policy tied the
Russian state credit system tightly to the feudal economy and was
probably part of the reason why, after 1809, the remit of Russia’s State
Loan Bank was not extended to include Finland, where there was no
vassalage. Finland needed its own credit institution adapted to local
conditions - the Bank of Finland.

After the creation of the assignat and loan banks, the issue of paper
money increased rapidly and the value of the assignat rouble began to
drop. The money supply rose because of continual wars financed,
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literally, by printing money. In 1787-92 there was another war against
Turkey, from which Russia gained the Crimean peninsula and some
Black Sea coastline. While the fighting was continuing, Sweden attacked
across the Russian border with Finland, the start of Gustav III’s War of
1788-90. Even before the peace treaty with Sweden had been signed at
varald, Russia had begun a new war against Poland, ending in that
country’s second partition in 1793. It was followed by a national uprising
in Poland, led by Tadeusz Kosciuszko, which the Russian army crushed
prior to the third partition of Poland in 1795.

The burden on the state’s finances from recurring wars meant that
the volume of assignats could not be contained despite solemn pledges
to this effect, and their redemption in silver was restricted and ultimately
discontinued. As the money supply increased and its convertibility was
terminated, a natural consequence was a collapse in the value of the
assignat rouble. At the end of the reign of Catherine the Great in 1796
there were 158 million assignat roubles in circulation, the great majority
of which had been created by the government’s financial deficit. Only 18
million assignat roubles were the result of public deposits of copper or
credit given to the public by the State Loan Bank. By this time the assignat
exchange rate had already fallen to 69 silver kopeks. During the reign of
Catherine’s successor, Paul I, various efforts were made to restore the
value of the rouble” but these foundered when Paul joined an alliance
against France in 1799, after which its military expedition to Italy boosted
the state’s financial needs again.

Although the Russian state banking system was principally
designed to meet the credit requirements of the state and major
landowners, the government also tried to improve the availability of
short-term commercial credit. Its intention was to promote exports.
An edict proclaimed during the reign of Paul I established a discount
office for bills of exchange and merchandise in St. Petersburg alongside
the State Assignat Bank. In 1806 similar discount offices were established
in Moscow and certain port cities, such as Arkhangelsk and Odessa.'™
Their operations remained fairly small-scale, partly because of the 1807
Treaty of Tilsit, in which Russia joined the trade blockade against
Britain. Until that time Britain had been Russia’s most important
trading partner so the blockade was catastrophic for Russian exports.
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MONETARY POLICIES
OF ALEXANDER I

Alexander I rose to the throne in 1801 after a coup in which his father
Paul I was murdered. Characteristic of his early reign was Alexander’s
interest in reform and rationalisation of the empire and its system of
government. He even considered enacting a constitution that would
have converted Russia from an autocracy to a constitutional monarchy.
These ambitious plans did not advance.

Among the works of reform undertaken early in Alexander’s reign
were his attempts to bring stability to public finances. A Finance
Ministry was established in 1802 as part of a broad reform of
government, and among its duties were the creation of the first budgets
in Russian history. The government also made a few efforts to stabilise
the value of money and to attract privately hoarded or exported metal
coins back into circulation. In December 1803, an edict ended the tax
on minting coins and the government produced a significant volume
of gold and silver coinage, although they did not remain in circulation
because of the large supply of assignats. However, the value of assignats
on the St. Petersburg Fxchange (against silver) and the rouble’s rising
foreign exchange rate in the early years of Alexander’s reign showed
that the government’s attempt to balance public finances had a
calming effect on the money market even without special measures to
support the rouble. The government’s restraint in issuing assignats
during this period even caused protests from merchants, who thought
the money supply was too small."”

Russia re-entered the war against France in 1805, after which the
volume of assignats soared. Negotiations on the 1808 budget after the
Treaty of Tilsit proved to be extremely difficult and the Finnish War
threw public finances into “complete disorder”'* At a time when state
revenue could not be raised, when foreign credit was not available and
when borrowing from the state banks could not be increased
indefinitely, a decision was taken in August 1809 to issue domestic
bonds. The issue was not a success. The public preferred to invest in
state credit institutions at 5 % interest, from which they could withdraw
their funds at will. Furthermore, the bonds could only be subscribed
in St. Petersburg. Certificates of deposit from state credit institutions
circulated widely as a medium of payment.'*®
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The volume of assignats more-than-doubled during the first decade
of Alexander’s rule and their value in silver kopeks dropped from 70
to about 44 kopeks. With the constant rise in the amount of paper
money, the redemption of assignats could not be maintained even in
copper, which had until now been taken for granted. This led to such
a serious shortage of copper coins that in parts of Russia they changed
hands at a premium of 20 % over their nominal value. Now speculation
was taking copper coins, too, out of circulation. There were complaints
that the lack of copper coins was hurting trade and the government
was strongly urged to mint more copper coins or to issue low-value
assignats to serve as change.'**

SPERANSKY’S FINANCIAL PLAN

In these disordered times, Count Dmitri Guryev became finance minister
at the start of 1810, although he was not to become a key architect of
Russian monetary policy for several years. This role initially fell to state

68



secretary Mikhail Mikhailovich Speransky. At the end of 1809 Alexander
had asked Speransky, his trusted right hand, to draw up a plan for
monetary stabilisation and the overhaul of state finances. In the decades
ahead, Speransky’s financial plan of 1810 became the point of focus and
comparison for all projects to reform monetary conditions.” The first
part of the plan concerned the 1810 budget and the second dealt with
the organisation of state monetary affairs in the future. In the short term
the aim was to make economies in all but the most essential items of
expenditure, one of these exceptions being the servicing of state debt. In
the longer term it was to strengthen the revenue base of the state, for
which Speransky favoured an increase in direct taxation.'”

Concerning the monetary system, Speransky believed that it was
specifically the state that had suffered from assignat-induced inflation
because the real value of its (tax) revenues had fallen at the same time
as its many items of expenditure had become more expensive. Other
injured parties were public officials and people living on interest
income. On the other hand, he said, landowners and merchants had
not suffered from inflation but had actually benefited from it.
Speransky believed that a prerequisite for monetary stabilisation was
that the state should be able to cover running costs from normal
sources of revenue without resorting to borrowing.'”

Speransky’s objective was a financial system based on silver
currency plus so-called credit notes pegged to silver that would be
redeemable without restriction. Silver should be the general measure
of value and the unit in all private and public accounting. The
justification for paper money in the form of credit notes was that it
would save silver that would thus be freed to circulate as a medium
of payment and could be used to pay down foreign debt. Credit notes
would also reduce the need for copper coins, thus releasing another
metal for more useful purposes.

Speransky’s financial plan aimed at restoring the silver value of the
assignat rouble and its convertibility into silver. For this purpose the
number of assignats was first to be frozen and then reduced. In the
longer term, after the gradual restoration of the value of assignats, they
would be entirely redeemed and replaced with silver-backed credit
notes. As a means for reducing the number of assignats, the plan called
for the state to borrow domestically and to sell land to private

individuals.'®
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In Speransky’s view, the function of banks was to increase the general
availability of credit rather than to cover state expenditure. To this end,
he proposed the establishment of a joint stock silver bank, owned by
private investors alongside the state. The capital of the bank was to be
10—-20 million silver roubles, half from the state and half from the
private sector. The bank would trade in silver and gold, discount bills of
exchange and manage the new domestic borrowing of the state. Its
lending was to be short-term and tied to specified purposes. Speransky
believed that earlier loan and deposit banks should be converted into
mortgage institutions, and that the operations of the assignat bank
should be scaled back as the number of assignats declined.'”

It would be interesting to know the precise origins of Speransky’s
ambitious and radical programme. His plan represents the recurring
efforts by Russia’s leaders to modernise their country on a western
European model. Speransky was known to be a Francophile and these
sympathies later cost him his career. The administrative reforms that he
advocated were based to a large extent on French ideas. Heller believes
that his banking plan resembles the views of Count Mollien, who
reorganized the Banque de France. Both presupposed that a bank of issue
was for financing short-term commercial bills of exchange only, not for
covering state spending. In the plan, Speransky himself mentions the
examples of the banks of Amsterdam, Hamburg, England and France.*

A manifest issued on 2 February 1810 began to implement
Speransky’s plan. Assignats were recognized as a debt of the state,
backed by all the assets of the state. It was promised that no new
assignats would be issued and that assignat debt would be paid down.
To achieve this, taxation was tightened. In May 1810, new domestic
bonds were issued to raise funds for taking assignats out of circulation.
In August the rate of exchange between silver and copper was legally
fixed, and state lands were put up for sale. From late-1810 to 1811 the
Russian finance ministry was reorganised.™

In the end, Speransky’s programme could not be implemented in
the desired way. In May 1812, when the bond subscription period ended,
only 6.5 million roubles had been raised. This was a disappointment
compared with the value of assignats in circulation at the time, 580
million roubles. Sales of state land were even less successful. It was
becoming obvious that the funds raised would not be enough to
withdraw assignats from circulation.
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SPERANSKY’S PLAN TERMINATED

Growing tension between Russia and France led to Speransky’s
dramatic dismissal in spring 1812. In June Napoleon attacked, beginning
a state of war between Russia and France that would not end till spring
1814, when a Russian army of occupation and Alexander himself
marched into Paris. The effects of the war on Russian public finances
and the rouble’s value were predictable; Speransky’s stabilisation plan
was halted and more assignats began to be issued. To ensure
acceptability of the paper rouble, it was declared legal tender in 1812
but not at par. Its value was to be the market rate in the exchange, a
peculiar arrangement that took Russia into a dual currency system
resembling the one that had prevailed in Sweden from Gustav III’s
Russian war until 1803. Taxes were set and collected in assignat
roubles."®

After Speransky’s ousting, Finance Minister Guryev became the
master of Russian monetary policies for more than a decade. Following
the restoration of peace in 1815, he continued Speransky’s efforts to
prune the amount of paper money in circulation and thus raise its
value back to parity with silver. To obtain funds for redeeming and
eliminating assignats, he sought to increase long-term borrowing by
the state. The plan was very ambitious and, it must be said, completely
unrealistic. The exchange rate of the assignat rouble had plunged to
about 20 silver kopeks in the closing stages of the Napoleonic War."* A
return to silver parity would thus have required the value of paper
roubles to be raised by a factor of five. Ultimately assignats could not
be revalued but Guryev’s monetary policies did succeed in halting their
depreciation after 1815, when the value of the paper rouble settled at
25-26 silver kopeks. Apart from some temporary fluctuations this level
was maintained for some two decades."” Guryev’s monetary policies
thus created a passably sustainable basis for operations by the Bank
of Finland, which was established to operate and grant long-term loans
in assignat roubles.

With peacetime, the question of financing exports returned to the
agenda. This had earlier been attempted by establishing discount
offices but with only modest success. In 1817 a new and more successful
effort was made to develop export financing, by converting the discount
office of St. Petersburg into the State Commercial Bank. The other
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discount offices were closed at this time although the State Commercial
Bank later opened offices in various towns, such as Moscow in 1818 and
Riga in 1820. By supporting Russian exports, it was meant to shore up
the rouble’s exchange rate. It provided short-term credit against
security in merchandise, of which it accepted various export items. It
also discounted bills of exchange and accepted deposits from the
public.”®

From this point onwards the State Commercial Bank, alongside the
State Assignat Bank and the State Loan Bank, constituted the third
pillar of the Russian banking system. It had central importance for
later developments in Russian banking because in 1860 it was turned
into the Russian State Bank, which, after a tumultuous series of events,
is still Russia’s central bank today'” From time to time, the State
Commercial Bank served as the place of deposit for cash surpluses of
the Bank of Finland. These were sometimes quite large and constituted,
at least in the 1820s and 1830s, the most important link between the
Finnish and Russian money markets."® Moreover, the principles of the
State Commercial Bank served as an important model in 1840 when
the regulations of the Bank of Finland were modernised and its ambit
enlarged to include trading in bills of exchange."’
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FIRST PROMISES OF
A BANK OF FINLAND

GETTING DOWN TO WORK

The question of reorganising monetary affairs and the currency of
Finland had been raised even before its annexation was complete.
The Russians published various circulars and declarations, promising
to resolve these questions in a manner acceptable to the Finns. The
first manifestation can be regarded as the announcement by Foreign
Minister Count N.P. Rumyantsov on 8 April 1808, that “as soon as
peace has been made with Sweden, his Royal Majesty will decree
the opening of a loan bank for landowners and a discount office
for the promotion of payments beneficial to commerce”. Various
other such statements were drawn up during 1808, undertaking to
modernise Finland’s disorganised monetary affairs and satisfy the
need for credit. They were fairly imprecise in their wording. The
shape and administration of the future banking institution remained
indistinct.”’

Russian officials had not been properly aware of the conditions
prevailing in Finland so promises about a bank were partly propaganda
aimed at pacifying the people and encouraging them to view their
new mother country favourably. Emigrants in St. Petersburg, such
as General G.M. Sprengtporten, General B. von Knorring and Colonel
K. H. Klick, influenced these statements, but as they had almost
no impact on what would be eventually decided about the bank,
no further analysis is merited. There is of course some academic
interest in that the proclamations reflect current views about money
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and banking in the central administration in St. Petersburg, as well
as what Russia’s supreme leadership was planning for Finland.™

In autumn 1808 a clearer view emerged of Finland’s future status.
The balance had swung irrevocably away from Stockholm towards St.
Petersburg. Tangible evidence of this came when a Finnish deputation
was invited to St. Petersburg to discuss how Finland would be governed.
The delegation and the reason for its journey were mentioned earlier
but it is worth examining the financial expertise of the delegates.™

Only a few members were closely familiar with questions of
banking and money. The top financial expert emerges as Jean Gabriel
Tjaeder, a Turku merchant who had been apprenticed to a major
Amsterdam trading and banking house early in his career and was
familiar with the practice and theory of European banking in the early
19th century. Tjaeder understood how foreign trade was paid for and
how trading houses financed it. As a money and banking expert he had
earlier been chosen to the board of the Turku Discount Office and been
appointed its manager. Also Professor Gabriel Erik Haartman knew
how banking worked because he had been a member of the board of
the Turku Discount Office. The chairman of the deputation, Carl Erik
Mannerheim, had been a shareholder of the Turku Discount Office.
After a military career, Count Mannerheim was now the owner of the
large Louhisaari Manor, so he certainly knew the problems of
landowners who required long-term credit.

Apart from the three members who had worked with the Turku
Discount Office, the deputation contained a fourth person with banking
experience. He was Ivar Wallenius, a doctor of theology, who had
obtained his financial experience in Stockholm. When the Swedish
National Debt Office was established he had been elected to its
supervising committee and had held the post for a total of 10 years. In
the Diet of 1807 Wallenius was picked to inspect the accounts of the
Bank of the Estates of the Realm and the National Debt Office but he
declined on grounds of conflict of interest. In his view a person who
had previously held a supervisory role could not be an auditor of the
same organisations. This background meant that Wallenius was well
aware of the monetary disarray in Sweden.

The Tsar has asked the deputation to draw up a list of matters to
be determined as soon as possible and which could be settled by
administrative decisions without the approval of the Diet of the Estates.
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The deputation did not directly express the desire for a national bank
but, in a signed statement on December 14, merely emphasized the
difficulties created by fluctuations in the exchange rate between
Russian and Swedish currency. The exchange rate question had
emerged as a problem soon after Russian forces had conquered
southern Finland. Already in spring 1808, Commander Buxhoevden of
the Russian army had ordered that paper roubles were to be accepted
in both public and private payments at the officially sanctioned
exchange rate.”

The rouble exchange rate ordered by Buxhoevden proved to be far
above the rate prevailing in the market. This created distrust towards
Russian money and constant losses by private individuals in Finland.
To solve the problem, the delegation proposed that administratively
fixed exchange rates should be replaced by market exchange rates, in
practice the rate between the assignat rouble and Swedish paper
money that prevailed in the St. Petersburg bourse. At the same time
the deputation suggested the establishment of special offices of
exchange in Finland to satisfy the demand for small denomination
notes needed in normal transactions and to simplify payments traffic.

The emperor’s answer came within a month, at the start of January
1809. He stated that he had already decided to establish a bank of
exchange in Finland, the details of which would be found in the
Governor general’s regulations, completed at the end of 1808. Thanks
to these reforms, monetary conditions would be reorganised and
conversions between Russian and Swedish paper money would cause
no problems in future.

The Governor general’s regulations were based on a memorandum
drawn up in St. Petersburg, which outlined the shape of Finland’s
future government. The memorandum had been drafted by
Sprengtporten, the Russian Minister for War Arakcheyev and General
Knorring and it was completed as Sprengtporten was being invested as
Governor general on 1 December 1808. The last article of the regulations
stated that bank offices were to be established in Helsinki and Turku
and provided with sufficient funds at the expense of the Crown. They
were to issue Russian assignats and at the same time redeem Swedish
paper money and take it out of circulation.”*

The drafting of the Governor general’s regulations and the visit by
the Finnish deputation are a coincidence that is, in itself, interesting,
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showing that the issue of establishing a bank was already resolved in
St. Petersburg when the post of Governor general was created. The
main role of the deputation seems to have been to underline the
importance of the matter.

The regulations speak only of bank offices and allow various
interpretations. It is clear that the intention was a state-owned banking
institution aimed mainly at satisfying the demand for tender by issuing
paper money, but it is unclear whether the institution envisaged was
to be a Russian bank or an independent Finnish one. In any case it is
clear that Finland and Russia were assumed to have the same monetary
system in future. Naturally at this stage the design of Finland’s future
government was mainly in Russian hands and a visit to St. Petersburg
by a Finnish delegation was not going to change that.

THE QUESTION OF MONETARY
REORGANISATION

A decision on the principle of establishing a bank in Finland was
made at the end of 1808, at a time when the creation of the Grand
Duchy of Finland was still at a nascent stage. It is not, therefore,
surprising that no practical progress was made for a long time; the
Governor general had more important matters to deal with. However
the question was raised again at the Diet of Porvoo in spring and
early summer 1809. The matter had been placed on the agenda in a
proposal issued in the emperor’s name. The Estates were not seen
as having genuine power but the tsar’s intention was to bring up for
discussion some administrative matters that needed early resolution.
At the same time it gave the representatives gathered in Porvoo
an opportunity to express their own objectives and wishes to the
emperor. The underlying purpose in summoning a Diet was the new
ruler’s desire to legitimise his position but he also wanted a working
relationship with Finland’s highest circles. The emperor’s advisers
were confident that summoning a Diet would increase confidence
among the people of Finland in their ruler.

The question posed by the tsar to the Diet “regarding money and a
financial institution” was phrased very vaguely. It noted that a Finnish
financial institution was closely connected with the country’s political
status, which was a direct reference to the need to bring monetary
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conditions into harmony with Finland’s new political position. At the
same time it stressed that a monetary reform was in the private and
public interest combined. In his preface the tsar expressed the wish to
receive a proposal on ways in which these aims could be achieved.

Although the Estates did not have genuine authority, the phrasing
of the proposal gave them fairly free hands in expressing their own
views. The basis for their debate was a report drawn up by their
Financial committee, dated 6 May 1809 and signed by C.E. Mannerheim
(nobility), N. Aejmelaeus (clergy), I. Holmsten (burgher) and Thomas
Eliasson Seppélé (peasantry). The report was founded on the view that
monetary order was of primary importance for all societal development
but that concrete action could not be taken until hostilities between
Sweden and Russia had been concluded and Finland’s position officially
confirmed.”

Firstly the monetary disorder of the country had to be resolved.
While the war continued, Swedish and Russian money were circulating
side by side. In both Russia and Sweden the underlying official currency
was silver — the rouble and the riksdaler — but both countries had been
forced off the silver standard. Silver money remained an accounting
unit and measure of value but the practical medium of payment was
paper of fluctuating value - treasury notes and banknotes from Sweden
and assignat roubles from Russia. For small change, the people used
Russian and Swedish copper coins. Their value in turn was tied to their
respective paper money and varied with its value.

On the basic principles of monetary reform the Estates were
completely unanimous. According to the Financial committee
memorandum, only money tied to silver was secure in value. Of course
paper money could also circulate but its value had to be constant in
relation to the underlying silver money. Only a metal standard could
ensure the necessary monetary stability and predictability. The
contemporary attitude to fluctuations in the value of money was that
they were an offense against private property rights. Furthermore,
changes in the value of money were thought to encourage diverse
speculation and fraud, from which the poorly informed general public
would suffer the worst.

Regarding the choice of monetary unit, the only realistic alternative
left was the Russian silver rouble and its sub-unit, the kopek. Adoption
of the rouble as Finland’s monetary unit was justified by two main
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factors, one technical in nature and the other political. The Russian
system was decimal, the rouble being divided into 100 kopeks. This was
regarded as technically superior to the Swedish formula in which the
riksdaler was made up of 48 skillingar and each skilling of 12
rundstycken. Meanwhile, the political reality was that Finland could
not retain the monetary system of the old mother country.

Most of the money in circulation in Finland was from the former
mother country. The Diet felt the most urgent task was to determine
the actual silver content of Russian and Swedish silver coins in
circulation in Finland, in order to establish the correct rate of exchange
between the rouble and the riksdaler. Johan Gadolin, a professor of
chemistry, and Gustaf Hallstrom, a professor of physics, were appointed
to the job and set about measuring the precise weight and silver
content of sample Russian and Swedish silver coins. Their task was
complicated by the fact that the money in circulation consisted of
silver coins minted in different periods and also some were more worn
than others. Nonetheless they reported that one silver rouble was
equivalent in value to 33 skillingar and seven rundstycken in Swedish
silver coin. The professors also assayed the value of the copper coins
in circulation.*

The Financial committee proposed that Finland should change
currencies from the start of 1810, after which the unit of all business
transactions and accounting would be the silver rouble. The obstacle,
however, was that the money in circulation consisted almost entirely
of paper, which fluctuated in value against silver. Finns felt bitterly
about the exchange rate that had been imposed by officials since the
war began and the Estates were adamant that this could not continue
and that the rate should be determined by the market. On the other
hand, taxes and other such state payments could hardly vary on a daily
basis so the Estates proposed that a rate for the paper rouble be set for
a year at a time, based on its quotation on the St. Petersburg Exchange.
It was also felt that, alongside Russian money, Swedish currency ought
to be acceptable for payments to the state as long as it remained stable
in value and enjoyed public confidence in Finland.

The proposal of the Financial committee aroused much debate. It
was a matter that touched the life of every Diet member so their
interest was not surprising. Records of the discussions show a genuine
accord about what constituted a proper monetary system. Only money

FIRST PROMISES OF A BANK OF FINLAND 79



tied to silver would guarantee dependability. A functioning system
would not be possible unless the people could have absolute trust in
the constant value of money. The prevailing view in those times was
that only under a metal standard could trust be created.

The greatest source of disagreement among the Estates concerned
the position of Swedish currency. The nobility, under their chairman
Mannerheim, were opposed to continuing the validity of Swedish
money. Their reasons were largely political, meaning a desire to show
solidarity with the new mother country. The continuing circulation of
money from Sweden was seen as an unnecessary reminder of the past.
Admittedly the nobility were not entirely agreed on this position and
some of their members were ready to permit the use of Swedish money
for payments to the state, at least for the time being.**”

The attitudes of the other Estates can be described as largely
pragmatic. They felt that Sweden would remain the main trading
partner so its money would continue to flow into Finland. Money was
also a question of trust and Swedish money was expected to continue
to enjoy public confidence in Finland. Consequently no official bans
would work and any such demands would be a great inconvenience to
the people and might also increase distrust in Russia. It was also noted
that some other areas annexed to Russia, such as Livonia, were
continuing to use non-Russian currency, so political factors were not
thought to demand the exclusive use of Russian money. Demonetising
the Swedish currency would cause unreasonable social difficulties.

The Estate of burghers took the most extreme view. A majority
of its members supported the preservation of Swedish money - the
silver riksdaler and its subsidiary units skillingar and rundstycken
— as the country’s currency. Because Finland still had no bank of
its own, this proposal inevitably meant that Finland would have
remained dependent on Sweden for its paper money. The clergy
and peasantry, meanwhile, supported the adoption of the silver
rouble but were insistent that Swedish money should be equally
valid for taxes and other payments to the government. Both Estates
were aware of the dominant position Swedish money as a practical
medium of payment and feared that a ban would create trouble for
the general public.”*®
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ADVOCACY BY JAKOB TENGSTROM
AND PETTER BLADH

The weightiest views were expressed by Bishop Jakob Tengstrom
of Turku, representing the clergy, and Petter Bladh, a former cargo
superintendent first-class of the Swedish East India Company,
representing the Estate of burghers. Their views are worth more
detailed analysis because they reflect not merely practical
considerations but also the underlying economic philosophy of
the age.

Jakob Tengstrém was a doctor of theology by training who, before
joining the clergy, had worked as a teaching assistant, professor and
librarian at the Royal Academy of Turku. His earliest association
with monetary theory had come in his youth from his uncle, Anders
Chydenius, the church rector regarded as the principal Finnish
economic thinker of the 18th century. Because of his father’s early
death, Tengstrom had been in fairly close contact with Chydenius.
This is also indicated by Tengstrém’s other writings on monetary
questions, which refer specifically to Sweden’s experience.”*

His memorandum on the Financial committee’s report started
from an acceptance of realities. Circulating in Finland was both
Russian and Swedish money of fluctuating value and there was no
reason in the near future to proscribe its validity in either private or
public payments. Naturally Finland’s altered political status meant
that Russian money would gradually become the dominant currency
but it would take a long time.

Tengstrom then examined the risks involved in using Swedish
currency. The greatest risk was that Sweden’s Bank of the Estates or
its National Debt Office might refuse to redeem Swedish paper money
from Finland. However, he regarded this as a minor danger because
such an interference in the right to private property would be contrary
to all principles of law. It would be equivalent to denying creditors
right of repayment. Another barrier to discrimination against Swedish
money from Finland was that there was no means of distinguishing
it from Swedish money held in Swedish hands. Although Sweden had
earlier reformed its monetary system in the so-called realisation
programme, replacing old notes with new ones, the old notes had
remained valid.
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Finland’s annexation to Russia would not sever its old trading
connections with Stockholm and other cities, so it would still receive
Swedish money in the future. Furthermore, after its separation from
the Kingdom of Sweden, taxes and other such fees paid to Sweden
would end so a greater proportion of the Swedish money entering the
country would remain here.

The greatest monetary problems were caused by paper money,
which accounted for the bulk of currency in circulation. According to
venerable financial axioms, the value of vouchers or paper money
could not be imposed artificially by laws or regulations because profit-
seeking individuals would always discover ways of depreciating an
overvalued currency. Thus, the monetary system prevailing in Finland
would preclude permanence and stability. Tengstréom accepted only
silver as the durable basis for a monetary system. “Silver and coins
minted from silver have long served as the jointly accepted measure
of value between all nations of the world” In this respect he closely
followed the thinking of his famous uncle Anders Chydenius, a strict
believer in the metal standard, who thought that money derives its
value from its silver content.

A first step to monetary reorganisation would be to determine the
relative values of different currencies in circulation. Initially the
relationship between the Russian silver rouble and the Swedish
riksdaler would be calculated on the basis of the precise silver content
of each. This ratio would allow taxes and other payments, decreed by
law in terms of Swedish currency, to be converted justly into silver
roubles.

This would be merely the first step. It was at least as important to
determine the silver value of the paper money in circulation. For this
purpose Tengstrom placed his entire trust in the market, as noted above.
The value of paper roubles used for payment would be based on their
rate on the St. Petersburg Exchange. This information would be delivered
at least once a week to Turku and published in its Abo Tidning newspaper.
In this way the correct value of money would be set by its silver content
or its exchange price, not by the number stamped on it. In practice,
public fees could not be set according to a constantly changing exchange
rate and would have to be fixed for a year ahead. This could be done at
the same time as provincial tax rates were published, possibly by taking
the average rate from the preceding 12 months.
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Public and private accounting could change over to the rouble and
kopek from the start of 1810. To simplify the transition Tengstrom
recommended the printing of special publicly approved tables,
converting riksdaler, skillingar and rundstycken into silver roubles.
However he emphasized that this would be only an interim measure
to alleviate the excesses and injustices induced by money of fluctuating
value. To achieve a permanent solution a national bank would have to
be established.”

Petter Bladh, representing the Estate of burghers, was another
significant monetary policy figure present at the Diet of Porvoo. He had
been born in Vaasa in 1746, the son of an important merchant and court
quartermaster, Johan Bladh. After matriculating from school, Bladh
entered the service of the Swedish East India Company, where he rose
rapidly from assistant to the position of first cargo superintendent in
1776. During his career he made various trips to China and was the
manager of the company’s Canton office for five years. On his travels he
wrote about Chinese geography and natural conditions as well as trading
relations with Europe. Among his predictions were that trade with China
would cease to be profitable as soon as Britain and the Netherlands
liberalised their foreign trade. His writings were so esteemed that in 1779
he was invited to become a member of the Royal Swedish Academy of
Sciences. Bladh returned to Finland in 1784 to take over his father’s
business. He rose immediately to an exalted position, as shown by his
participation in the Diets of Stockholm in 1789 and 1792. He also continued
to write actively and sent various reports to the Finnish Economic Society
in which he examined ways of promoting business in Finland. In the
light of these writings he can justifiably be regarded as an economic
liberal in the footsteps of Anders Chydenius.™

Bladh’s stand on the question of money was unambiguous. Stable
conditions could be achieved and maintained only under the silver
standard. Paper money had no guarantee of permanent value but could
cause silver money to disappear. “Bad money always drives better money
out of circulation. Silver money produces a superior yield if it is left
unused rather than if it is traded for paper money that may be devalued.
Silver will disappear and only paper money will circulate. Distrust and
uncertainty will advance and all prices will rise” This excerpt shows
Bladh’s grasp of the monetary principle known as Gresham’s Law and
its applicability to conditions in 19th century Finland.
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Posterity remembers Bladh best as an uncompromising advocate
for Swedish currency. He strongly opposed making the silver rouble
the monetary unit of Finland. The Diet’s Financial committee report
had stressed the superiority of the decimal rouble and kopek, both in
actual payments and as an accounting unit, and Bladh admitted this
was true, but only in theory. In his view the smallest silver monetary
unit was the 10 kopek coin. Most practical payments were in smaller
copper kopeks, pegged in value to assignats, paper roubles. Thus the
simplicity of the rouble’s decimal system would be lost.

The Financial committee’s second argument for the silver rouble
was its prediction that Swedish money would disappear from
circulation before long. Bladh overturned this view. He believed
patterns of trade in the decades ahead would remain unchanged,
creating a surplus that would pump Swedish money into Finland. He
saw no problems in this because he believed that Sweden would
readopt the silver standard fairly soon. His prediction that trade would
continue to bring Swedish money to Finland proved to be correct but
Sweden’s return to the silver standard did not take place until a quarter
of a century after the Porvoo Diet.

If the riksdaler remained Finland’s unit of currency, Bladh saw the
advantage that regulations and laws concerning Finnish taxes and
other public payments would not have to be rewritten. The general
public could continue comfortably with an old and familiar unit. In
conclusion, Bladh stated that the ruler of all Russia would scarcely
care whether Finnish public and private accounting used the riksdaler
or the rouble. Retention of the old currency was therefore politically
viable.”*

Bladh’s statement reflects his background in foreign trade. In his
eyes, a monetary unit did not represent a ruling family or a nation. The
function of silver specie was to serve as a medium of payment across
national borders as well as within them. It was natural for businessmen
engaged in trade to regard the silver riksdaler as the more convenient
and effective alternative. This pragmatic attitude comes across tangibly
when Bladh’s views are contrasted with those of Mannerheim, one of
the leaders of the Estate of nobility. Mannerheim thought it politically
questionable to retain the validity of a foreign country’s currency, and
saw no guarantees that Sweden’s Bank of the Estates would remain
solvent or that public trust in Swedish money would endure.
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THE IMPORTANCE OF
A NATIONAL BANK

In practical terms, all the delegates to the Diet of Porvoo were agreed
that immediate action was needed to reform the country’s disordered
monetary system. The task was felt to be so urgent that it should be
started immediately without even waiting for the conclusion of peace
between Russia and Sweden. Once peace had returned and monetary
conditions were stable there would be an opportunity for more
leisurely follow-up planning, in which the establishment of a national
bank would play a key part. Only with its own bank would Finland be
able to safeguard monetary stability in the future. The Diet felt that it
could be modelled on Sweden, where the national bank operated
under the auspices of the Estates. Members of the Finnish Diet had
been participating in the direction and supervision of the Bank of the
Estates of the Realm of Sweden for many years.

The founding capital of the new banking institution was proposed
as 2 million silver roubles. This was a rather large sum and the new
government of Finland did not have such a surplus at its disposal, so
the committee proposed borrowing the amount from the country’s
new sovereign. The emperor could thus show trust in his new subjects.
The loan would be interest-free for 20 years, after which the bank
would begin to amortise it and to pay three percent interest. The
security for the loan would be a joint guarantee by the Estates. The
committee also proposed that the bank’s capital should be strengthened
with regular contributions from the state, possibly by diverting the
yield from stamp duty.

Under the proposed model, the bank would have operated under
the guarantee of the Estates. Following the Swedish model, it would be
managed and supervised by the Estates, which would appoint a special
supervisory council for this purpose. It would contain six members
from each of Estate, 24 in all. The bank’s ownership would be reflected
in its name, Finland’s Standers Bank, the Bank of the Finnish Estates.
No new legislation would be necessary because the regulations of the
Bank of the Estates of the former mother country could be applied.
Sweden’s Bank of the Estates was seen as a great success so there was
no need for amendments in legislation. The Finnish bank could also
borrow its regulations and accounting system outright from Sweden.
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The Estates’ desire for a subordinate bank was not manifestly
unrealistic; the tsar had promised to rule Finland according to the old
“constitution” and, under the Swedish constitution, the national bank
operated under the auspices of the Estates. The representatives
convened for the Diet in Porvoo could not have envisioned that the
constitutional trend in vogue in Russia in 1809 would be short-lived
nor could they have known that, after Porvoo, no Diet would be
convened in Finland for more than half a century.

The functions of the intended national bank were to be modelled
on the Swedish example. An important aim was to satisfy the need of
landowners for long-term credit. The development of agriculture was
seen as the driving societal force . What made a new credit institution
especially important was that many land-owning gentry were members
of the Estates who were in debt to Sweden and feared that they would
be asked to repay their loans immediately, which most of them would
not have been able to do. Alongside lending to agriculture, the intended
Finnish bank would, to a lesser extent, have granted short-term credit
for commerce, shipping, mining, manufacturing and engineering. The
funds for lending would consist of the bank’s founding capital, the
annual surplus transferred from the state, and deposits by the public.

The needs of business would moreover be served by a separate
discounting office to be established under the bank, also on the
Swedish model. The bank would own two-thirds of it and private
shareholders one-third. Its founding capital was to be equivalent to at
least 210 000 silver roubles. Its funding would be supported by loans
from the parent bank.

There was active debate about the report in all four Estates. The
report was approved without amendments by the peasantry. Their
representatives openly admitted to knowing little about banking and
were not about to meddle with a jointly agreed report. Among the
other Estates, discussions focused on the new bank’s capital. The clergy
felt that one million silver roubles would suffice. The nobility and the
burghers preferred two million but conceded that operations could
begin with lesser capital of one million silver roubles, which could be
raised to the proposed two million after the bank was up and running.

The Estates differed over the source of the bank’s annual capital
injection from the state. The report had mentioned the yield from
stamp duty but the burghers and clergy felt that the Castle Repair Tax

86



was more suitable because it had been levied to help repair the Royal
Castle in Stockholm and would no longer be payable. All the Estates
agreed on the need for a discount office. There was some support in
all of them for raising its founding capital to 300 000 silver roubles.”

Among individual speakers in the Diet the weightiest views were
put forward by Tengstrom. In his view the main function of a national
bank was to issue credit notes that would be stable in value. Because
of their stability citizens would trust in the inviolability of their
property and would feel safe in keeping part of their assets in the form
of paper without fear of loss.

Tengstrom pointed to the history of money. From the earliest times
it had consisted of precious metals like gold, silver and copper, which
offered a generally accepted measure of value and at the same time
served as a medium of exchange. In large transactions, it was impractical
to transport metal coins from one place to another, so the “great minds
of Europe” had devised various payment orders (such as bills of
exchange, assignats and credit notes) to serve as money substitutes,
backed by private or public deposits of precious metal. Using money
that represented metal eliminated the practical problems of
transporting metal money, so trade and other livelihoods flourished.
To meet the need for paper money, banks of exchange and lending had
been established in various European countries, charged with ensuring
that public trust in money would not be shaken by fluctuations in its
value. Monetary stability eliminated the opportunities for profiteering
and speculation, which always resulted from the depreciation of
money. At the same time, banking institutions could nurture various
enterprises by offering the opportunity to borrow at a reasonable rate
of interest.

Until now, Finns had been able to use the services of the Bank of
the Estates of Sweden which, it was generally accepted, had done great
service to the whole country. Now that the ties with Sweden had been
severed, the Estates of Finland could no longer trust that they would
be able to participate in running the Swedish bank nor enjoying its
fruits. Naturally there were also banks in St. Petersburg but their
operating methods and organisation were unfortunately so alien to the
Finns that the general public would not gain much benefit from them.
The banks of St. Petersburg would moreover be hard to use because of
the long and arduous journey, Russia’s strange and difficult language,
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its peculiar laws and business methods and a monetary unit that was
too large for Finnish conditions. The only viable remaining way of
providing society with an adequate supply of money was to establish
a national bank.

A precondition for a bank of Finland, Tengstrom said, was adequate
founding capital. He believed the minimum requirement was one
million silver roubles, which was half the amount proposed by the
Financial Committee. The smaller amount would be sufficient because
Russian and Swedish money would be in circulation alongside the
notes issued by the Finnish bank. Furthermore Finland’s population
was small and its economy underdeveloped so the demand for money
would be less than Sweden’s.

Tengstrom believed that the necessary capital could be obtained in
a variety of ways. Firstly the Estates could turn to the tsar directly and
request a donation of one million silver roubles. The new ruler had
expressed sympathy for his new subjects in many ways so there would
be nothing improper about such a request. “The Emperor would
certainly be glad to grant Finland a million silver roubles when He has
had to devote ten times that sum merely to conquer the country,’
Tengstrom predicted. A second alternative would be to request the sum
as a loan from the tsar, meaning from Russian government funds. The
loan would be requested as interest free for the first 20 years but to be
repaid subsequently according to terms to be drawn up later. The third
alternative was to put aside some of the state’s revenue surplus each
year but amassing the bank’s capital in this way would be fairly slow
and more than a decade would pass before the bank’s operations
would reach a proper level. Tengstrom also took into account the
possibility that none of the founding capital would be available from
the state. In this case, he believed, the bank should be established in
the form of a joint stock company financed by private investors.
Although the limited company still did not exist as a legal form in
Sweden, there had been long experience of different joint-stock
companies. They were known in Finland, too; the Turku Discount Office
had been one.

Tengstrom took as an example the private “London bank” of issue,
meaning the Bank of England, which was entirely privately owned and
yet had rendered great service to the state. He proposed that the private
bank to be established in Finland should issue 20 ooo shares of 500
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silver roubles each, thus raising the necessary million silver roubles.
If shares were not subscribed according to plan, at least enough capital
would be raised to open a discount office. To ensure continuity of
operations, the bank should be given a charter of 20-30 years.

This kind of banking institution based on private capital would,
Tengstrom believed, be a last resort in case the necessary capital
proved to be unavailable from the authorities of St. Petersburg or
Finland’s own government.”**

The Estates’ proposal can be summarised as replicating the example
of Sweden’s Bank of the Estates. This was entirely natural. The Swedish
institution, operating under the Estates’ guarantee, was familiar to
many delegates at the Diet, who saw no reason to abandon this model.
An extra incentive was the tsar’s repeated assurance that he would
uphold Swedish law, in which a public bank operating under the
Estates was explicitly mentioned.
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A CONVOLUTED
CREATION PROCESS

UNDERLYING CONDITIONS

Founding the Bank of Finland was part of creating a central national
administration. The debate in the Diet of Porvoo had given impetus to
the establishment of a bank but at least an equal role was played by
institutions operating in St. Petersburg. These were the Russian central
government together with the Commission for Finnish Affairs and its
successor, the Committee for Finnish Affairs, which reinforced the
influence of Finnish officials in Russia’s capital. At the same time major
changes were taking place in power groupings at home and in Russia,
changes that were reflected in the ultimate shape of the new bank.
At the time when Finland’s government was being planned and
established, Mikhail Speransky was a highly influential government
official in Russia. It had been decided at the end of 1808 that matters
concerning Finland would be presented directly to the emperor, and
Speransky was the Secretary of State responsible for this. He was
assisted in Finnish matters by R.H. Rehbinder, who had begun his
career as an official in Stockholm but had moved to Turku to be an
assessor at the Court of Appeal of Finland. In autumn 1809, Speransky
was put in charge of the Commission for Finnish Affairs, the part of
the Russian government which dealt with “Old Finland” (meaning the
Governorate of Vyborg, the part of Finland that had belonged to the
Russian Empire since the 18th century) and was now also responsible
for the affairs of “New Finland”. The commission was a Russian bureau;
its members were Russian citizens, its wages were paid by the Russian
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government and its working language was Russian. But when the
commission’s orbit was widened to cover the whole of Finland, it
recruited an expert in Finland, R.H. Rehbinder.

Speransky’s workload was so great that the system did not function
properly. Far from being able to concentrate on Finnish affairs, he was
working on an enormous project to reorganise the whole administration
of Russia. As part of this rationalisation, a Committee for Finnish
Affairs was established in autumn 1811 to replace the old commission.
The initiative for a Committee for Finnish Affairs had come from
Speransky but its organisational planning was greatly influenced by
Gustaf Mauritz Armfelt, who had moved to St. Petersburg in spring 1811
and quickly established himself in the tsar’s inner circle. Thanks to
Armfelt, and with the support of Speransky, the Committee for Finnish
Affairs, responsible for preparing all matters to be presented to the
emperor, became a bureau consisting of Finnish citizens. Armfelt was
appointed its chairman, with a status comparable to that of the Russian
minister. The top official on the committee was a Secretary of State and
Rehbinder was appointed to this position.”*®

Finland’s transition from military to civilian rule got underway
at the end of 1808 when G.M. Sprengtporten was appointed Governor
general and the first regulations of the position were confirmed. The
initial aim was a system of government that would have revolved
closely around St. Petersburg, characterised by a strong Governor
general and ruled from the Russian capital. However, the Diet of
Porvoo had reinforced national considerations, boosting the relative
status of the Governing council of Finland, which had begun
operations in Turku in autumn 1809. The Tsar appointed a total of
14 members to the two departments of the Governing council, for
legal and financial matters. The term of members was three years,
they were to be Finnish citizens and half of them members of the
nobility. The Governing council ruled in the name of the emperor
as the supreme authority of the country and the Governor general
chaired its general sessions.

A power struggle ensued as the Governor general and the Governing
council vied for authority. The Governor general’s influence was
significantly curtailed in revised regulations in 1812.

Thus the system of government that took shape in Finland at the
start of the 1810s was headed by the Tsar of Russia and his representative
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in Finland, the Governor general and his various secretariats, but the
real authority was the Governing council consisting of Finns. A peculiar
extra feature of this institutional structure was the Committee for
Finnish Affairs, which prepared and presented matters to the supreme
arbiter, the Tsar, without the intervention of Russian ministries. It
confirmed Finland’s special position. In other parts of the Russian
Empire in the early 19th century, only Poland had a similar status that
was, for a while, even stronger than Finland’s.*

While the establishment of a Bank of Finland was being prepared,
Ministerial State Secretary Speransky was still at the height of his power
and had a strategically crucial influence on the preparations. In autumn
1811, when the Commission for Finnish Affairs handed over its functions
to the Committee for Finnish affairs led by G.M. Armfelt, all important
decisions concerning the establishment of a Bank of Finland had
already been taken. In this connection it is worth emphasising that the
foundation of the Bank of Finland coincided with a project, begun under
Speransky’s leadership, to reform Russia’s financial administration. The
various phases in the establishment of the bank are understandable only
against this background. The view in St. Petersburg was that solutions
regarding Finland had to be harmonised with the reforms planned for
Russia. Speransky’s exceptional personality also played an important role.
This progressive bureaucrat, who embodied the principles of the Age of
Enlightenment, was an admirer of the rule of law and its attendant model
of government in Western Europe and particularly France. Speransky
was well informed about the Swedish system of government and, even
publicly, regarded it as a suitable exemplar for Russia. As heir to the
Swedish tradition, Finland seemed to Speransky to be a model country
that deserved special status compared with other regions of Russia.

In 1812, the situation suddenly changed. Tensions had increased
between Russia and France as Napoleon prepared to attack. The new
foreign situation cast a shadow over Russia’s domestic policies, stifling
the spirit of reform that had lasted since the beginning of Alexander’s
reign. Many reforms were associated with France and a French
connection now became a burden in Russia. Speransky epitomised
French influences and, in March 1812, the tsar suddenly dismissed his
old favourite. The loss of position seems to have come as a complete
surprise to Speransky, promptly exiled from St. Petersburg to the town
of Nizhny Novgorod deep inside Russia.
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French sympathies alone did not precipitate Speransky’s downfall.
The reforms he had initiated had been controversial and the source of
a power struggle between the reform-minded and the old landed
nobility who had been dominant for many centuries. Speransky’s
perceived French sympathies handed a weapon to the opponents of
his reform programme, just as the approach of war reinforced
nationalistic attitudes. By appealing to nationalism, the old landed
nobility and officialdom were able to halt administrative reform. Even
Finns may have had a role in overthrowing Speransky; his biographer
Mark Raeff lists G.M. Armfelt as one of the conspirators. In any case,
Speransky’s dismissal meant a conservative turn in Russian domestic
and economic politics.”*”

SPERANSKY’S PROPOSAL

At the end of 1809, St. Petersburg began to deliberate the Porvoo Diet’s
request for a national bank. The statement by the Commission for
Finnish Affairs can be regarded as the first step. The commission’s view
had been anticipated; it found the idea of a bank operating under the
Estates to be impossible. A state bank was to be specifically a bank of
the state and there was no reason for an intermediate authority. Issuing
money into circulation was a right of the state so it was equally
unthinkable to remove this royal prerogative from the ruler. The
commission’s statement seemed to postpone the establishment of a
national bank into the distant future although it raised no other
objections to the plan.’*®

However, a very significant decision of monetary principle was
made on 17 December 1809, when an imperial manifesto declared that
the only monetary unit in Finland was the Russian silver rouble and
its sub-units. In Russia, the decision to return to the silver standard
was made in 1810, as part of Speransky’s great financial plan which
came to nothing after Napoleon’s attack in summer 1812.

St. Petersburg’s refusal to sanction a bank subordinate to the
Estates aroused some annoyance in Finland but there was little that
could be done about it. Behind the scenes, however, the Finns were
worried, not least because of the terms of the Peace Treaty of Hamina
(Fredrikshamn), signed in autumn 1809. Under article 14 of the treaty,
all private and public loans from Sweden to Finns or from Finland to
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Swedes were to be repaid according to their loan terms. The gentry
owners of large Finnish manors had the greatest debts to Sweden and
now faced foreclosure. The only practical option that they could see
was to convert their debts into domestic loans. If this failed, numerous
manors might be repossessed. The most influential members of Finnish
society were at risk, so the peril was taken seriously.

The matter was raised in the Governing council of Finland in winter
1810, by C.E. Mannerheim, who had been appointed head of its Chancery
Department the previous autumn, The Council despatched a humble
proposal to the Tsar, begging him to take action to assist debtors who
had been placed in a difficult position, but the phrasing was not very
specific. The Governor general, Fabian Steinheil, appended a note to
the request, intended for Speransky, providing a detailed explanation
of Finland’s problems. Steinheil suggested a course of action in which
debtors would be granted relief from the terms of their loans and
would thereby obtain extra time to get their affairs in order. Another
solution would be for Finnish landowners to be granted the right to
obtain mortgages from the State Loan Bank of Russia, setting them on
a par with Russian borrowers. Once the acute problems have been
solved, Steinheil proposed measures to establish a Discount Office in
Finland, in line with the plans put forward at the Diet of Porvoo."

The question was considered in St. Petersburg during the spring
and early summer of 1810. The response was drafted within the
Commission for Finnish Affairs or at least by officials connected with
the Commission. Their basic answer was that Finnish landowners
could not be given the right to receive loans from Russian banks, at
least not in the near future. Speransky’s justification was that plans
were under way for a reform of the entire credit system, so this was
not a time to increase the number of borrowers from the State Loan
Bank. The negative response was probably also motivated by the need
to reserve scarce funds for Russian landowners, whose political
influence in St. Petersburg was naturally greater than Finnish ones.

Two outline responses were drawn up in St. Petersburg. The author
of the first, according to Pipping’s research, was J.A. Jagerhorn, a
member of the Commission for Finnish Affairs. The author of the other
response is uncertain but Pipping believes it was probably Carl Johan
Walleen, who was working as Rehbinder’s assistant in the Commission.
Walleen was well-informed about the operations of the Turku Discount
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Office because he had been one of its agents. He had also, in his official
capacity, drawn up a report on the operations of the Turku office for
Speransky’s use. After his years in St. Petersburg, Walleen had a
prominent career in public service, as a member of the Senate and its
long-time procurator.

Both Walleen and Jdgerhorn made the point that economic
conditions in Finland were not yet ripe for the establishment of a
national bank but that a credit institution was needed anyway. The way
forward was therefore to establish an independent discount office on
the Swedish model. The appropriate amount of founding capital would
be 600-800 000 paper roubles, with the state of Russia as a minority
shareholder. Walleen proposed moreover that a short-term loan
should be obtained from banks in St. Petersburg that would allow
operations to begin before the entire founding capital had been
subscribed. The discount office would provide loans for commerce and
industry too, but its primary function would be to finance agricultural
property and the term of these loans could be as long as 25 years. The
discount office would be entitled to accept deposits in both Russian
and Swedish currencies, on which it would pay three percent interest.
To improve national liquidity, the office would have the right to issue
small-denomination banknotes.**

Both responses emphasised the close links of the project to the
now-defunct Turku Discount Office. A comparison of the responses
shows Walleen to have been better informed about banking principles;
among other things, he stated that the right to issue paper money
should be strictly in proportion to the size of the discount office’s
capital. He also stressed the need for cooperation with banks in St.
Petersburg.

On receipt of these papers, which were fairly similar in their
underlying principles, Speransky requested a statement from his own
Russian officials. Their statement expressed opposition to the idea of
a discount office that granted long-term mortgages. According to the
banking doctrines of the age, a discount office was for granting short-
term credit for commerce and industry. The Russian officials also
doubted the ability of the Finns to obtain the necessary founding
capital from their own country and the ability of the envisaged office
to repay a loan from Russia. The concept of accepting deposits in
Swedish money was regarded as impossible. The statement said that
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no progress could be made on the basis of these plans. It also expressed
consternation that, while requesting Russian assistance for establishing
a bank, the Finns were presuming that the bank’s operations would be
founded on Swedish legislation and on Swedish banking tradition.

In the view of Speransky’s officials, a loan bank could indeed be
established in Finland but it should be a state institution. Its founding
capital should total 1.25 million paper roubles, paid by the Russian
state. Founding capital of such a great size would also allow the
establishment of a separate discount office, if one were deemed
necessary. There would be no talk of a metal standard in connection
with the establishment of this loan bank; its founding capital would
consist of bank notes. The Governor general and the Governing council
would jointly draft regulations and a budget for the bank, and these
officials would also be responsible for supervising its operations. As a
general rule, the hope was expressed that the number of bank officials
would be kept to a minimum. Finally the Russian officials stated that
a Russian loan bank of this kind would accelerate Finland’s convergence
with its new mother country, Russia.

On the basis of these views, Speransky drafted his own report to
the Governing council. Although his experts had rejected the
establishment of a discount office in Finland, he himself endorsed the
discount office model. The content of Speransky’s proposal was rather
interesting because he began by analysing the operations of the Turku
Discount Office. In his view, the keys to its success had been a stable
monetary system tied to the silver standard and close cooperation with
the Swedish parent bank. Monetary stability made it easier to find
shareholders for a discount office because an investor could be certain
that his investment would retain its value. Furthermore the promissory
notes issued by the discount office would be a store of value. Cooperation
with the Swedish bank - the possibility of having an interest-bearing
savings and loan account in the bank, and also of having a loan quota
proportional to shareholders’ equity — had in turn made it easier to
manage the liquidity of the discount office while providing a place
where surplus funds could be invested and yield interest. Without such
cooperation with a central bank, the discount office would have a poor
probability of success, Speransky felt.

Yet the discount office now being planned lacked these favourable
factors. Its founding capital would consist of paper roubles that
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fluctuated in value. At least at a time when their value was declining,
it would be unrealistic to expect private individuals to invest funds for
up to 25 years with no guarantee that their assets would not dwindle
away. Amid Russia’s own monetary reform, it was also unrealistic to
expect that a discount office in Finland could be accorded a privileged
position vis-a-vis state banks in St. Petersburg, comparable to the
relationship between the Turku Discount Office with the national bank
of Sweden. However the Finns so greatly desired the institution that it
was worth considering anyway, despite the obstacles, Speransky
concluded. The founding capital should be at least 1 million roubles in
banknotes but the treasury of Russia could not be expected to
contribute more than 250 000. In Speransky’s view, the objective should
be to finance the project entirely from Finnish funds. To bolster its
operations, the discount office should have the opportunity to borrow
from St. Petersburg and the right to deposit funds in banks in St.
Petersburg. However a discount office, by its very nature, would be able
to grant only short-term loans to its customers.'

The response from St. Petersburg to the proposal drafted in the Diet
of Porvoo was therefore negative. Even the officials working at the St.
Petersburg Commission for Finnish Affairs did not regard the
establishment of a bank under the Estates to be realistic or viable.
What is surprising is that the response from St. Petersburg also rejected
plans for a monetary system based on the silver standard, which the
Porvoo Diet had treated as a precondition. Formally the condition had
already been met because in autumn 1809 the silver rouble had been
decreed the official monetary unit of Finland and, in 1810, Russia had
embarked on a return to the silver standard. It is hard to find a
reasonable explanation for the paradox, especially when official
planning in St. Petersburg for the Finnish bank was ultimately directed
by Speransky, who was also urging Russia’s return to the silver standard.
Perhaps the instigators of the plan, Speransky and his close assistants,
did not really believe their stabilisation plan would succeed.

In St. Petersburg the plans regarding Finland were linked to a
reform project for all of Russia. For this reason the idea that Finnish
landowners would become debtors of banks in St. Petersburg was
rejected outright. Under Speransky’s plan, the phase of reforming the
Russian banking system was just beginning and under no circumstances
should the banks be encouraged to accept new customers. Another
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notion that influenced the decisions in St. Petersburg was that any
national bank in Finland should be established in a way that had
minimal impact on the economy of Russia, which is why backing was
given to a model in which the bank’s founding capital would be raised
in Finland, with Russia providing only a small share. The fear that
Finland would be an economic burden seems rather exaggerated. At a
rough estimate, the debts to Sweden of the owners of Finnish manor
houses were in the region of half a million paper roubles, while the
debts of the Russian state totalled 677 million roubles.

GOVERNING COUNCIL REVISITS THE PLAN

After Speransky’s report, the issue of establishing a national bank was
sent back to Finland for preparation by the Governing council. Leading
members of the council did not support the model endorsed by
Speransky, so planning for the bank was transferred to a separate
committee. Initially it was hoped that Bishop Tengstrom would chair
the committee but he was too busy with other affairs so Colonel H.C.
Reuterskiold was appointed to the job. Born in Stockholm in 1765,
Reuterskiold moved permanently to Finland in 1810, where he had a
prominent administrative career in the Governing council and its
successor, the Senate of Finland. He worked mainly in the military
commission but was also regarded as an expert in financial matters
and served as an adviser on various monetary committees. The other
committee members were Professor Gabriel E. Haartman, Professor
Gustaf Gadolin, merchant Jean Tjaeder and assessor Algoth Bjorkbom.
The committee was instructed to obtain statements about Speransky’s
report from the owners of the country’s leading trading houses, Petter
Bladh of Kaskinen, P.M. Unonius of Loviisa, J. Solitander of Porvoo and
J. Sederholm of Helsinki. The country’s top business experts were thus
involved in the committee’s work.**

The Governing council set up the Committee in mid-August 1810
and gave it less than a month to report, so the pace of work had to be
unusually intense. In the committee’s view, it would not be justified to
establish a discount office under current conditions. The pressing need
was for Finnish landowners to obtain loans so that they could pay off
their mortgages from Sweden and a discount office providing short-
term lending could not have done this. A discount office would also
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fail to take Swedish money out of circulation. Furthermore, as it would
be based on paper money, its activities would increase the supply of
artificial money with the result that metal coinage would disappear
from circulation, ultimately harming all economic activity. The
committee pointed to Sweden’s National Debt Office and the treasury
notes it had issued as an ominous example of this eventuality.'*

The committee also doubted whether a discount office could be
successfully established. The number of wealthy individuals in Finland
was too low to contribute the capital needed. Furthermore, while the
value of money was fluctuating, individuals would prefer to invest
their funds in short-term projects with a reliable outcome. Under such
conditions there was no guarantee that the office would receive
deposits either. An even greater question mark hung over the
willingness of bankers in St. Petersburg to invest their funds in Finland.

The experts who gave evidence to the committee concurred that
there was no reason to establish a discount office. The most strident
opposition came from Petter Bladh, who stated that “every thinking
person would be wise to abandon such an endeavour”. In place of the
discount office, the committee proposed the establishment of a loan
bank subordinate to the Governing council. Future tax surpluses, which
initial calculations showed would exist each year, could be used for the
founding capital of such a bank. This solution was regarded as politically
realistic because the emperor had promised that all revenue of the
government of Finland could be used for the country’s own needs.

The Financial department of the Governing council’s Economic
division issued a statement at the start of December 1810, endorsing
the committee’s report. It believed that a state bank could be established
with founding capital of 1.5 million silver roubles, or about 3 million
paper roubles at the current rate of exchange. Budget surpluses could
contribute 600 000 paper roubles annually, so the entire founding
capital could be accumulated in five years. The bank’s lending would
take place in accordance with the regulations of Sweden’s Bank of the
Estates as long-term mortgages. It also proposed that an office to issue
small denomination notes be set up in connection with the bank. At
least a quarter of the value of this small change would be backed by
banknotes tied to silver.**

But preparations in the Governing council did not end there. The
head of the Chancery department, C.E. Mannerheim, issued his own
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rather extensive written statement on the matter, which was to be
decisive for the future shape of the bank. As the chairman of the
Economic division at the Diet of Porvoo, Mannerheim had already
expressed strong views on the monetary question, urging Finland’s
early adoption of Russian, and preferably silver, money. Elaborating on
this theme, he now stated that one of the most important functions of
the new bank would be to create a framework for transition to the new
currency. His other premise was that it would be impossible to establish
a bank on the silver standard because the only money in circulation
throughout the Russian Empire was paper and because uncertain
conditions had choked off economic activity. A bank could certainly be
started with silver capital but money backed by silver would inevitably
disappear and be replaced by paper of little value.

The founding capital of the bank could be accumulated from
surplus state funds, Mannerheim stated, although the exact sum could
not yet be set. To stimulate trade the bank should have the right to
issue small notes, redeemable on request, to the value of 600 ooo
roubles, the smallest worth 20 kopeks. These small banknotes would
be valid only within the Grand Duchy of Finland. The bank would grant
loans against mortgaged property from its founding capital. The loan
period would be 20 years and the interest rate five percent. The bank
would need a separate fund to back the banknotes in circulation, and
from this it could grant short-term loans of less than a year, secured
by merchandise or mortgage. These loans would promote industry and
business. All revenue of the Crown would be deposited in the bank,
which would keep accounts in accordance with the Swedish example.
The bank would operate under the Governing council. Its financial
statement would be audited annually by two members of the Council,
who would report to the Council on its management. If the Tsar were
to permit the establishment of such a bank, the task of the Governing
council would be to draft its regulations and initiate its operations.'”

Mannerheim’s proposal was debated in the Council and approved
by all members, who decided to send it to the sovereign in St. Petersburg
at the start of December 1810. The proposals were despatched by the
Governor general in two parts. The first petition, sent on 20 December,
noted only that the Governing council was opposed to the establishment
of a discount office. In a second petition, sent exactly a week later, a
proposal was made to the Tsar on establishing a bank. The reason for
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this two-stage approach is not clear but was apparently tactical. Another
sign of strategy is that the first budget for Finland was presented to the
emperor at the same time. It showed a significant surplus so raising the
founding capital to the bank would not be problematic.

The Governing council’s proposal for a bank was very different in
its principles from the proposal sent to the Council half a year earlier
by Speransky. In view of this, it is astonishing how quickly matters
advanced in St. Petersburg. By 23 February, an edict was received in
Finland via the Governor general that authorised the Council to
establish an account office and to set its capital at one million roubles
in surplus revenues. The same edict ordered the Council to commission
without delay a complete proposal on the establishment and regulation
of the bank. Bank operations could begin once these proposals had
been examined and properly approved in St. Petersburg.**

The edict made an interesting reference to Porvoo, noting in its
second article that the Diet had requested “that a bank be established
in Finland” The similarity ended there. This was no longer to be a bank
subordinate to the Estates nor founded on silver. The idea of economic
assistance from St. Petersburg had also been abandoned. The modesty
of the plan now approved was reflected in the use of the term “account
office” and a related discount office was no longer included.

A CONSTITUTIONAL ODYSSEY

The emperor’s edict was presented in the Governing council on 9
March 1811 and referred to the Financial department, where final
preparations could be made for the bank’s establishment. It was soon
apparent, however, that matters were not advancing. The head of the
department, Erik Tulindberg, noted that reform of the administration
required so much work that there was simply not enough time to plan
for the bank. At this point the Governing council set up another
committee to draft proposed regulations for the bank. Its chairman
was the already familiar Professor Gustaf Gadolin and its members
were provincial treasurer Arndt Johan Winter and merchant Jean
Tjaeder. All on the regulations committee had been exceptionally
active participants in the debates on monetary and banking matters at
the Diet of Porvoo and also had experience of the operations of the
Turku Discount Office.”
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Their report was completed in three months and its contents were
shocking. It was openly critical of Mannerheim’s plan and returned to
the original proposal made at the Diet of Porvoo. The whole premise of
an institution founded on Russian paper roubles was deemed unsound.
“If even a discount office granting short-term credit is possible only
under conditions of monetary stability based on silver, how can a bank
granting long-term credit ever manage without the stability of a metal
standard?” When paper roubles collapsed in value the bank would
destroy itself; if they rose in value its debtors would be doomed. The
committee members were obviously well informed about the problems
of inflation and deflation and their implication for banking.

In their view Finland needed a silver-based monetary system
separate from Russia and a banking institution based on this. Finnish
money would differ from Russian money and would not be valid as
tender outside Finland. Correspondingly, Russian paper roubles would
no longer be accepted in official payments in Finland. As for
Mannerheim’s plan for the issue of small-denomination banknotes,
the committee saw no need for them and thought that small Swedish
notes were enough to satisfy the demand for change. In fact the issue
of notes might increase the volume the amount of money in circulation
excessively and thus lead to inflation. There were already signs of this,
the committee thought.

Finally it recommended that the whole idea of a bank be abandoned.
In its place it proposed a simple fund managed from provincial offices,
in which there would be separate accounts for silver money and paper
money. The main function would be to grant loans to landowners who
had mortgages from Sweden. This would be only a temporary solution
and once the loans had been amortised the fund could be discontinued.

An interesting detail of the report is its analysis of the professional
requirements for the bank’s managers. The committee took the view
that the bank’s leaders had to be well-informed about the fundamentals
of banking practice. Men were needed who “were used to managing
their own funds and the funds of others with prudence and who were
by nature inclined to thrift and meagre habits and known for their
decency and exacting ways”'** To run the bank a set of rules would not
be enough. The tone would be set by its leadership.

It would be interesting to know what the regulations committee
actually intended with these proposals. In the light of current realities
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they had not the slightest chance of being implemented and might
even have created serious friction in St. Petersburg. Hugo Pipping
deliberated this question in his history of the Bank of Finland (1961),
and reached the apt conclusion that the silver standard and the bank’s
status subordinate to the Estates were matters of principle to the
committee. Evidently these principles would not be adhered to, and
there was a danger that a bank operating under the Governing council
would become established. If this happened, there would no chance
of transferring it to the ambit of the Estates at a later date, so the best
solution would be an unimportant and temporary fund that would
create no precedent.

THE MATTER RESOLVED

The work of the regulations committee was too radical to be used so
preparation of the bank’s regulations passed back to the Financial
department. Apparently the urgent matters mentioned by Frik
Tulindberg had been completed so department officials now had more
time. Mannerheim’s memorandum on the principles of the bank made
the work far easier and came to constitute the framework of the final
proposal. The department was able to concentrate on the details and
its proposals were approved in the Governing council on 4 July 1811.
They were subsequently amended by Governor general Steinheil, who
lowered the bank’s permitted expenses, mostly by reducing the number
of bank commissioners - the members of its board — from four to two.
The proposal was dispatched to St. Petersburg at the end of August.

In the Russian capital, the completion of the proposal to be
submitted to the emperor came at an important juncture. A Committee
on Finnish Affairs was being formed to replace the old Commission on
Finnish Affairs, with the result that responsibility for presenting
matters about Finland to the emperor was transferred from Russian
Secretary of State Speransky to a Finn, G.M. Armfelt. No significant
amendments to the proposal were made in St. Petersburg. Pipping
believes that the credit for this belongs with Armfelt, who had already
unofficially discussed the question with the tsar and was thus certain
of its success.”

In St. Petersburg, the nature of the bank to be established in Finland
was described by contrasting it with the banks of France and Sweden.
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The greatest difference from the Banque de France was organisational
because it was a company while the Bank of Finland would be a state
institution. Speransky had had a company in mind from the beginning.
He was known to be an admirer of the French system of government
developed under Napoleon and his financial plan included the
establishment in Russia of a bank of issue like the Banque de France.
The Bank of Finland differed from the Swedish national bank in its
relationship to the monarch and the national assembly. In Finland the
bank would operate in the name of the sovereign under the Governing
council but in Sweden it was subject to the Estates. It was also stressed
in St. Petersburg that the bank would be an important source of
banknotes. This would boost the money supply and stimulate trade,
making the country wealthier. The bank’s minimum founding capital
was determined as one million silver roubles, 2 million paper roubles
at the exchange rate at the time.

The emperor’s approval for the establishment of the bank came on
12 December and its regulations were published under the title “His
Imperial Majesty’s Gracious Ordinance on an Office for Exchange,
Lending and Deposits in the Grand Duchy of Finland”. Although initially
very modest in shape, the bank would have far-reaching and favourable
consequences for Finland’s economic development. The decision to
establish it and the form it took were influenced by several parallel
factors. The idea of a national bank had been put forward first by G.M.
Sprengtporten in a draft constitution decades before Finland was
separated from the Kingdom of Sweden. After the Russian army had
invaded Finland, the occupation authorities had given repeated
promises about a bank. These were politically motivated but there was
also an obvious need for a bank or at least an exchange office. Plans
for its concrete form came from the Diet of Porvoo, which enunciated
the national desire for organising the affairs of the Grand Duchy,
including banking, in a way familiar from Swedish tradition. The bank’s
final form was influenced in successive planning work involving
Russian and Finnish officials in St. Petersburg and officials of the
Finnish Governing council in Turku.

Perhaps the most influential individual in St. Petersburg was
State Secretary Speransky, whose attitude to a bank in Finland was
rather pragmatic. He postulated that it should be no burden on the
Russian public purse nor on Russian state banks but saw it as a way to
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remove Swedish money from circulation and assist in the repayment
of loans from Sweden. Speransky’s known sympathies towards
Finland and the wishes of its people are revealed by comparing his
banking plans with those of his subordinates. In the very final stages
of establishing the bank, the newly appointed chairman of the
Committee for Finnish Affairs, Gustaf Mauritz Armfelt, took centre
stage, almost like a midwife.

On the Governing council of Finland the weightiest views on
banking questions were expressed by C.E. Mannerheim. His attitude to
Finland’s new political status was firmly realistic. This is clear from his
actions in the final stages of the bank’s establishment, when he
sidestepped the opinion of the Diet of Porvoo that the bank should
have the same institutional position as Sweden’s Bank of the Estates.
Mannerheim sought a compromise that would be both in line with
Finland’s interests and acceptable in St. Petersburg.

The significance of the Turku Discount Office is apparent. Although
it had operated for only a few years, it had provided practical experience
in banking fundamentals. Those with most cogent views on the theory
of banking - such as Tjaeder — had had close connections with the
Turku Discount Office. The Diet of Porvoo can also be regarded as
another source of valuable schooling in banking and money. Its
minutes show how much weight was attached to monetary questions
and how vigorously its members participated in debates about a bank
and a monetary unit.
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SLOWLY MOVING
FINLAND

THE AGRARIAN PERIPHERY

The Finland that Russia annexed in 1809 was a sparsely populated land
that was mostly cut off from the rest of the world for 4-5 months of
the year when sea lanes iced over. At the end of 1810 the population
was some 860 000 although it rose above 1 million a year later when
the “Old Finland” that had been inside Russia since the wars of the 18th
century was combined with the Grand Duchy and reunited with the
rest of the nation.

In the early 19th century, Finland was an agricultural society where
more than 90 percent of the working population made their living
from the land. There was very little urbanisation; the combined
population of all towns was less than 50 000. About 12 000 people lived
in the largest town, Turku, but only a few thousand in each of the
others.

In the countryside, land ownership was mostly in the hands of
peasants. Most farming land belonged to members of the Estate of
peasantry. There were some manors owned by nobility, mostly in the
grain-producing areas of the south-west, Uusimaa province and south
Héame, but they were not very numerous, not very large and not very
important for grain production as a whole. In land ownership Finland
differed greatly from Russia or the Baltic provinces, where there were
large landed manors. In Russia until the 1860s the peasants were serfs.
Serfdom was abolished in the Baltic provinces in the reforms of 1816—
1819, when the peasants became tenants of the landowners.™
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Although the landowning aristocracy in Finland was the most
influential strata of society in the first half of the 19th century, they
were small in number. From the point of view of banking, the
significance of Finland’s pattern of land ownership was that the
mortgage value and creditworthiness of country manors was much
lower than in, for example, Russia. This explains why, as Finland’s
credit markets developed in the pre-industrial era, long-term
agricultural credit remained much less important than in Russia or
the Baltic provinces.

The lack of industrial development is partly explained by
conditions under the Swedish Crown. From the Swedish point of
view there were serious political risks associated with Finland so
investment in its development had been modest even in the 18th
century. Public funds had been used to try to establish an iron
industry in Finland, based on ore from Sweden, but with modest
success. Economically more important investments in Finland were
related to clearing farming land because, after it lost its position as
a great power, Sweden sought to replace lost territories with greater
field area. Actual manufacturing in Finland was negligible at the start
of the 19th century; the total number of all factory workers in the
last years of Swedish power was only 2000. Most of the population
were engaged in subsistence production so the number of craftsmen
was also low, less than 7000."*

Although the country was largely self-sufficient in agricultural
produce, the prospects for agriculture were uncertain at the start of
the 19th century. In eastern Finland most people still supported
themselves by ash farming although this was reaching the end of the
road. By nature, burn beating is an extensive form of farming requiring
large land areas that were no longer available because the population
had grown. As fields were shifted to a shorter cycle, the harvests
deteriorated. The situation in the arable areas of western Finland was
better but, even there, agricultural production could scarcely keep
pace with the growing population. The country ceased to be self-
sufficient in grain and imports began from Russia.”*

A very pronounced feature of the early years of Finland’s autonomy
was the great variation between regions both economically and in the
lives of the people. The way of life in the countryside was archaic and
there were few links with the outside world. Technical improvements
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in agriculture had been adopted mostly in the arable areas of southern
Finland. Even there they were confined to a few large manors, too
sparse to spread innovations properly into the surrounding area. The
economy was entirely dependent on the harvest and years of crop
failure were reflected in a steep rise in mortality.™ The coastal towns
of the South and West were more advanced economically. Their most
successful businesses were trading houses operating under various
privileges, which had benefited from the partial liberalisation of
foreign trade in the second half of the 18th century. As the dominance
of Stockholm had subsided, they had built up more foreign connections,
which had fostered the spread of new ideas and concepts into Finland,
including areas that had previously been peripheral."”

More than 90 percent of the population lived in the countryside
and received their living either directly or indirectly from agriculture.
In the subsistence economy of the countryside, even wages were
largely paid in produce and only a tiny proportion of goods was sent
to market. For most of the people the monetary economy was
unimportant. Even among employees of the government, military and
civilian officials alike received most of their wages in the form of the
right to use official residences and levy certain taxes. In this respect
differences between the countryside and the towns were great. In
towns a barter economy had already given way to a money economy.

Economically the relationship between Sweden and Finland was
that of a metropolis to a periphery. Finland had little potential for
spontaneous economic development. Its economy produced hardly
any surpluses so the investments required for economic growth were
small-scale. From an economic perspective, then, Finland’s position at
the start of the 1810s was problematic. Economic dependence on
Sweden could not be severed overnight because time was needed to
build new trading connections and develop new forms of business. This
situation was taken into account in the Peace Treaty of Hamina, signed
between Russia and Sweden in autumn 1809.

According to article 17 of the treaty, Finland was entitled to freely
import Swedish ores, pig iron and other industrial products required
by its ironworks, which were dependent on these raw materials.
Correspondingly the Finns were allowed to continue selling Sweden
rustic goods such as dairy produce, grain, fish, tar, firewood and
lumber. The aim was to safeguard the position of the rural population
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on Finland’s western coast amid the new political conditions. Originally
the agreement was to be in force for one year only but the situation
continued until 1817, when the special terms for trade between Finland
and Sweden began to be gradually dismantled. They were finally
discontinued in a trade agreement signed in 1838 but even this
contained transitional regulations, so the rules did not become fully
applicable until 1844. The fact that this process lasted over three
decades shows the great magnitude of the problems caused by
Finland’s economic dependence on Sweden.**

Finland at the start of the 1810s was thus a poor, peripheral
society that lagged economically well behind the countries of Central
Europe. It was far from self-evident that economic development
could be started under these conditions. In fact it was to require
fundamental reforms, in which the Bank of Finland would later play
a significant role.

FINLAND A SPECIAL CASE?

It is worth comparing monetary conditions in the Grand Duchy of
Finland with those of other areas that had special status within the
Russian Empire. Finland was not the only country that Russia accorded
separate administrative and judicial status. The positions of Poland and
the Baltic provinces of Russia, in particular Livonia, were somewhat
similar so a study of their monetary and banking systems can help put
Finland’s conditions and development into perspective.

Even in Finland, in debates among the Estate of burghers at
the Diet of Porvoo, Livonia was cited as an example of why Finland
need not adopt the rouble even though it had become a part of the
Russian Empire. However, Livonia’s separate monetary system was
terminated soon after Finland had been annexed to Russia.”” When
Russia joined the continental blockade against Britain, Livonia’s
economy was thrown into crisis. In 1810 the rouble was decreed its
official unit of currency and from the start of 1815, the use of any
money that was not denominated in roubles was entirely forbidden
in Riga and Livonia.”®

Riga had a local guild-owned banking institution, Diskontokasse,
that had been established in 1794, but it remained very small scale
in operations. Russia’s state banking system expanded into Livonia
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in 1820, when the state commercial bank established a branch office
in Riga.” Regarding agricultural credit, however, local conditions
prevented complete integration with Russia. Serfdom was abolished
in Livonia in 1819, long before Russia took the same course. Because
the business of Russia’s State Loan Bank was founded on the
mortgaging of serfs, agricultural credit remained in the sphere of a
local institution, the Livonian Noble Mortgage Society (Livldndische
adelige Giiterkreditsozietit), established in 1802 on Prussian lines. It
granted long-term loans to the owners of manors and its operations
expanded considerably during the early years of the 19th century. Its
long-term agricultural lending was many times larger than that of
the Bank of Finland, for instance.'®

The Kingdom of Poland makes an even better point of reference
than Livonia. Poland was annexed to Russia after the creation of the
Grand Duchy of Finland, when the Polish Kingdom was established by
the Congress of Vienna in 1850. The Polish constitution then created a
personal union between Poland and Russia, in which the tsar of Russia
was the king of Poland. Poland had its own silver monetary unit, the
zloty. Polish autonomy was initially far stronger than in Finland, until
the country was incorporated into Russia after the uprising of 1831. At
that time the constitution of Congress Poland was overturned and
meetings of its Diet were terminated.

Poland’s reform-minded finance minister Ksawery Drucki-
Lubecki established first a Prussian-type agricultural mortgage
bank, the Land Credit Society (Towarzystwo Kredytowe Ziemskie)
in 1825 and finally in 1828 a national bank of issue (Bank Polski).
However, the termination of Poland’s constitutional autonomy also
terminated the development of a national financial system. During
the 19th century, while Finland’s monetary system was developing
into a national one separate from Russia, Poland was moving in the
reverse direction. The zloty was replaced by the rouble in 1841 and
eventually Bank Polski was eliminated by combining it with the
Russian State Bank in 1886.""

If Finland is compared with these other countries on the western
border of the Russian Empire, it can be said that Finland’s autonomy
in monetary affairs was not unique in the early decades of the 19th
century. Poland had a monetary economy that was more distinctly
separate from Russia, and Livonia had, if not its own bank of issue, at
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least a separate credit market and banking institutions. It was only
after the middle of the century that Finland’s special status became
pronounced. Its monetary system diverged from the Russian rouble
while Poland’s autonomy was demolished and Livonia was integrated
into the ambit of Russian banks.
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THE BANK OF FINLAND’S
EARLY YEARS

REGULATIONS UNTIL THE LATE 1830S

After the reforms of the early 1810s, the absence of social development
in Finland combined with a conservative turn in Russian government
opinion were clearly reflected in the status and operations of the
Bank of Finland until the late 1830s. Tsar Alexander I was succeeded
by his brother Nikolai I, whose rule was characterised by militarism
and political conservatism.'® In Russia’s financial administration, the
anti-liberal trend of the era was symbolised by Egor (Georg) Kankrin,
who became finance minister in 1823. His mission was to defend the
status quo in Russia, especially regarding the landed nobility. The
spirit of the age shows in operational bureaucracy at the Bank of
Finland.

Extensive preparations in St. Petersburg and Turku had been
concluded and the bank’s regulations were ready by the end of 1811.
The preface to the regulations reveals the modest shape of the bank’s
initial form. The institution to be founded was not yet called a Bank of
Finland or anything similar, but an “Office for Exchange, Lending and
Deposits” The name shows that it was not regarded as a fully fledged
bank but rather as an bureau of the state that handled some bank-like
operations. The name “office” was retained in the regulations until 1817,
when it was replaced with the word “bank” The shorter name Bank of
Finland was adopted officially in 1840, when the regulations were
revised in connection with a monetary reform, although this work uses
the name Bank of Finland from the outset.'
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One of the first tasks of the new exchange, lending and deposit office
was to assist manor owners who were in debt to Sweden, allowing them
to repay loans from “public funds” or private lenders. Secondly, its role
was to bring order to the country’s monetary system and promote the
use of a single currency, the Russian rouble. In this way it would benefit
the whole of society, meaning farmers, traders and so on.*

Of the four main sections of the regulations, the first concentrated
on the grounds for the bank’s establishment. Its founding capital was
set at one million silver roubles, to be gradually amassed from annual
tax surpluses. Finland did not, however, have such reserves of silver
and the regulations made allowance for the possibility that the capital
would be paid in assignats, in other words paper roubles. Capital of a
million silver roubles would be regarded as paid up when two million
paper roubles had been accumulated but in fact the exchange rate of
one silver rouble to two assignats was unrealistic. In the second half
of 1811, when the regulations were being honed, a silver rouble was
already worth almost four paper roubles on the St. Petersburg
Exchange, so the value of a paper rouble had fallen to around 25 silver
kopeks. The two million paper roubles referred to in the regulations
were therefore worth only half the amount of one million silver
roubles that the regulations set as the bank’s founding capital.*®

The bank was subordinated to the Governing council, which was to
monitor its operations and could also give instructions about them. At
the same time the regulations stressed that the Bank of Finland had
the same rights and privileges as Sweden’s Bank of the Estates. Thus
Swedish statutes regarding the Swedish national bank could be applied
where practical to the Bank of Finland.

To relieve the shortage of money the Bank of Finland was
empowered to issue banknotes of 20, 50 and 75 kopeks, which would
be valid only in Finland and which the Bank was required to redeem
with Russian paper roubles. At this point, before the silver standard
was in force, the bank’s reserves consisted of Russian paper money. It
was generally assumed that Swedish money would soon cease to be
valid in Finland, at which time there would be greater demand for the
bank’s own small banknotes. The bank was also required to look after
the quality of Russian paper money in Finland, replacing worn or
damaged Russian assignats, which it would exchange for sound notes
in the banks of St. Petersburg.'®®
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According to its regulations the Bank of Finland was to operate as
a bank of exchange on the central European model. In practice this
meant accepting interest-free deposits, which could then be transferred
by means of payment orders, making transactions easier to arrange. At
this point the modern reader should note that the word “exchange”
(vaxel) in the office’s name refers specifically to this function of
facilitating payments and not to the granting of credit on bills of
exchange (vixlar) . According to the regulations, discounting bills of
exchange was in fact not within the sphere of the bank’s operations.

The second section of the regulations laid down the conditions for
lending. From the primary capital fund, provided by its founding
capital, the bank was allowed to grant mortgages to landowners. If the
collateral was a tax-exempt noble estate, the sum borrowed could be
up to two-thirds of the value of the property. In the case of taxable
land, such as peasant freeholdings, the loan could be no more than
half of its value. The duration of the mortgage was 20 years and the
interest rate five percent. The Bank of Finland had the right to demand
repayment after ten years.'”’

In addition to long-term loans from its primary capital fund, the
bank was allowed to make short-term loans from the separate fund
that covered its small banknotes. To be able to redeem the notes it had
issued, the Bank of Finland had to keep a reserve of Russian paper
roubles but part of this fund could be used for credit for the public.
According to section 3 of the regulations: “Insofar as it is not to be
expected that a large amount of small Bank Notes should be offered
for redemption at the same time, a third or half of the sum held as
their security may be lent for a shorter period that is not, however, less
than six months, up to one year”. The collateral for these loans was
generally to be merchandise or a guarantee, and they were intended
mainly for owners of iron works and factories. The interest rate was
fixed in the regulations at five percent and the maximum amount of
loans was set at 10 000 paper roubles.*®

There is no direct reference in the regulations to the currency unit
that the Bank of Finland should use in its bookkeeping. On the other
hand, it was stated that the loans should be granted and paid in paper
roubles, so the accounts were drawn up in Russian paper roubles from
the outset. Russia’s contemporary intention to return to the silver
standard is apparent from the fact that the bank’s primary capital was
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stated first in silver roubles. The regulations also regarded a return to
the silver standard as possible, although this would require monetary
stability and a proposal on the matter by the Governing council, as the
following quote shows:

“Whereas the Primary Capital of the Office will therefore take the
form of Bank Notes, better times may lie ahead through an increase
of commerce and wider industry, when the occasion may arise to
convert this Capital by degrees into Silver; wherefore the Office is
authorised, according to circumstances and if it be beneficial, to
act upon the conjuncture; which matter, following presentation by
the Governing council, will come under Our closer consideration;
whereupon still greater steadiness in the Money affairs of the
Country will be gained”**

The third section of the regulations defined the organisation of the
Bank of Finland. Its board was to consist of two banking commissioners,
one of whom would have legal training. Its permanent officials would
be two senior clerks, one secretary, two cashiers, two bookkeepers, an
attorney and several porters and money handlers. The commissioners
would be appointed by the emperor following a proposal by the
Governing council of Finland. The senior officials down to the
bookkeepers would be appointed by the Governing council at the
proposal of the banking commissioners. Lower officials would be
chosen by the commissioners directly. A member of the Economic
division of the Governing council would always be present in board
meetings that considered loans of over 10 000 paper roubles. If the
banking commissioners disagreed, the member of the Economic
division would have the casting vote.

The fourth and final section of the regulations defined the legal
framework of the Bank of Finland. This section clearly shows the
model of the former mother country, Sweden. The old statutes and
regulations that had governed the Bank of the Estates of the Realm
formed the judicial basis for lending. These included Sweden’s 1757
statute defining the value of loan security, its 1798 statute on bankruptcy
and a statute from 1781 on the realisation of collateral that had been
seized by the bank. The oldest Swedish statutes on banking operations
dated from as far back as the 17th century. Naturally the Swedish
regulations had to be adapted to Finland’s new political status. Disputes
concerning the Bank of Finland were to be heard by the Court of
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Appeal in Turku and the highest court was the judicial division of the
Governing council, not of course the (Swedish) Svea Court of Appeal,
as was the case for the Bank of the Estates of the Realm.”

These first regulations from 1811 show how a few important matters
had changed since the original plans. Although the preface mentioned
that the Bank of Finland had been created at the express wish of the
Diet of Porvoo and through the actions by the Governing council, the
bank was entirely subordinate to the government. It served as a
subdivision of the Economic division of the Governing council, where
it had a similar status to central administrative agencies like the Chief
Customs Board or the Surveying Office. In fact the Bank of Finland had
slightly less independence from the Governing council than its central
agencies. They had collegial boards consisting only of the officials of
the institution in question but a representative of the Council’s
Financial department had the casting vote in meetings of the Bank of
Finland’s board.”

The most significant policy statement in the regulations
concerned the unit of currency. Although the founding capital was
stated in silver roubles, it was noted in the same connection that it
would be paid in paper roubles. The regulations for lending clearly
said that the monetary unit used by the Bank of Finland would be the
paper rouble. This was an interesting choice because the monetary
unit used by departments of the government was the silver rouble.
All state accounts were formally expressed in silver roubles, even
when payment itself was made in paper roubles. Furthermore state
bookkeeping performed the conversion into the silver rouble at an
administrative exchange rate that was independent of its market
value. From the very outset, then, the bank and the state kept their
accounts in different currencies."”

The reason for the difference was the time lag. Finland’s government
was established in autumn 1809 when the silver standard was still
notionally in force and influential officials in St. Petersburg and Turku
believed that a return to silver was imminent. It was therefore natural
for them to organise the running of Finland on the assumption of a
silver standard. However the establishment of the Bank of Finland
took a couple more years. Faith in a return to the silver standard, at
least among the leading officials of St. Petersburg, had faded amid
mounting state financial problems and the growing military threat
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from France. Thus, when the regulations of the Bank of Finland were
being honed in autumn 1811, they recognised the reality that no early
return to the silver standard could be expected. The practical situation
was thus conflicted. While the state was keeping its accounts in silver
roubles, the office that handled its monetary transactions used paper
roubles, a unit of fluctuating value.

By and large, the regulations are fairly concise and a few important
matters were left entirely open. It was stated that the Bank of Finland
would serve as the depository for surplus state revenues but other
regulations on deposit operations were entirely absent. Thus, the word
“deposit” in the name of the office was something of an exaggeration.

REVISING THE REGULATIONS

The first amendments to the regulations were made in 1816 and 1817,
when experience had been gained in how the bank operated and there
were indications of what needed to be changed. In fact even before
operations had begun, it had been realised that a board of two banking
commissioners would be too small, so three were appointed. The
amendments in 1816 concerned lending from the small banknote fund.
To improve its potential, the maximum amount that could be lent was
raised from half of the fund to two-thirds. In the same connection the
interest on these loans was increased to 6 percent, the highest rate
permitted by law."”

In 1817 the name “bank” was adopted when the official title of the
institution became the Exchange, Deposit and Loan Bank of the Grand
Duchy of Finland. The change spoke of the bank’s improved status, no
longer a minor bureau but a real bank. At the same time another far
more significant name change was being made in the administrative
machinery of Finland when the Governing council was retitled the
Imperial Senate of Finland. This emphasised Finland’s special position
in the Russian Empire. Calling its government a Senate showed that it
was not under the Russian government but a state body directly
subordinate to the emperor and comparable in status with the Senate
of Russia."”™

In the same connection in 1817, the bank’s regulations were
modified in some other small respects. In the first regulations, loans
of over 10 000 paper roubles had required the approval of a member
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of the Governing council. Now this was needed only if the three board
members disagreed, in which case the head of the Financial department
of the Senate would decide the outcome. The new set of regulations
also increased the accountability of the board. Its members were now
jointly and separately responsible for board decisions, although this
formulation was rather ambiguously expressed and may not have had
any practical significance. The senior member of the board now became
its chairman; previously he had been separately appointed. In other
respects the regulations of 1811 remained in force.””

In 1821 the bank’s accounting year became the calendar year
whereas previously it had started on 1 April. In other respects, changes
in the regulations in the 1820s and 1830s were minor. They were mostly
technical refinements related to the issue of banknotes and to lending.

The bank’s operational framework changed little until the start of
the 1840s. The bank itself was not entirely satisfied with its regulations,
and its board members drafted various proposals for reform. The first
to do so was a member of its first board, Gustaf Gadolin. His proposal,
completed in 1816, tackled the philosophy of regulation in an interesting
way. He believed that the bank’s operations should not be regulated in
too much detail because of great impending changes. Banking was best
managed by giving the board relatively free hands to respond smoothly
to changes in its environment. In his view, a change in the regulations
could have been delayed for a while until more practical experience
had been accumulated. This proposal was not without significance
because the review of 1817 took it into account and it also provided
unofficial operational guidelines.”

The next proposal for a new set of regulations was completed in
1820 and the author was now C.J. Idman, appointed to the board in 1816.
He put forward fairly detailed regulations, consisting of 144 articles,
compared with only 31 in the four main sections of the 1811 regulations.
Idman was in favour of elaborate rules for the whole process of lending
and the work of individual officials. This can be regarded as the first
attempt to codify all the statutes, regulations and unofficial models of
banking. It too gathered dust in the minutes of the board. In the 1830s
a reform of regulations returned to the agenda when two board
members, J.G. Winter and C.E. Stjernvall, both proposed new draft
regulations. The board decided that Winter’s proposal was the better
and the Senate began to prepare a new set of regulations on its basis,
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but the time was still not ripe for implementation and the project was
shelved.””

In addition to its official set of regulations the bank was directed
according to the old Swedish statutes and rules mentioned previously
and the standing orders of its officials, drafted from the 1820s onwards.
These laid out in detail the responsibilities and rights of each employee.
The proposals for reforming the bank’s regulations, referred to above,
played a large role in developing them. The standing orders adopted
in 1826 actually give the best view of how the bank’s operations were
organised in the years after its establishment, how many employees it
had, the relative powers of its officials and what tasks were performed
on different levels."”

The regulations and various changes made before the 1830s reveal
the narrow basis of the bank’s operations and its conservatism. It is no
exaggeration to describe the bank as operating under the tight leash
of the Senate’s Economic division and its Financial department. Another
noticeable feature was the strong influence of Swedish law. Bank
lending took place on the practical foundations provided by old
legislation from the period of the Swedish Crown. This was true in all
matters, from the determination of the mortgage value of land to the
realisation of repossessed securities. Although officials in St. Petersburg
had had a major impact during planning for the establishment of the
bank, they had not wanted to intervene in these practical matters.
Finland’s system of law was a separate entity, entirely different from
Russia’s.

BANK ORGANISATION

The number of bank officials and other employees remained below 30
until the start of the 1840s. The organisation was simple; below the
board were only two departments, the chancery and the chamber
office. Responsibilities were divided between board members. The
chairman was responsible for general management while the member
with legal training managed the chancery. The public economist on the
board, meaning the one with skills in finance and bookkeeping, was
responsible for issuing banknotes and monitoring lending.

The chancery was headed by a legal secretary who presented
upcoming matters to the board, made sure that loan applications were
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judicially correct, drafted the minutes of the board and monitored
implementation of board decisions. Assisting the legal secretary was a
scribe, who recorded incoming and outgoing letters in a journal, and
a chancery officer. After 1826, the secretary gained another important
assistant, an attorney who represented the bank in court. The attorney
was therefore responsible for collection of the bank’s receivables, the
validity of mortgages used to secure loans and the listing of all accounts
outstanding. The attorney also handled the sale of collateral repossessed
by the Bank of Finland.

The chamber office managed the bank’s day-to-day bookkeeping
and the closing of accounts, the disbursal of loans and the receipt of
amortisations, the maintenance of a loan directory, cash management
and the management of surplus revenues received from the state’s
provincial offices. The issue of small banknotes was also handled from
the chamber office. Its work was done by a senior clerk assisted by two
other clerks, three cashiers and two bookkeepers as well as a number
of assistants. Responsibilities within the chamber office were divided
by fund. Each clerk handled his own fund and the duties of cashiers
were divided in the same way.

The most intriguing official titles were to be found in chamber
office’s banknote department. Among its employees was a banknote
issuer, whose responsibilities included the precise registration and
safekeeping of banknote sheets. An enumerator was responsible for
printing serial numbers on each banknote. The note cutter divided the
sheets into individual banknotes. Each note had to receive the
signatures of a board member and two accountants. For a long time
the work remained almost entirely manual and was time-consuming,.
In the early years of the bank, issuing banknotes was the bottleneck
in operations."

Expressed in modern terms the chamber office handled the bank’s
accounting, cashier operations and actual banking. By far the greatest
amount of work was caused by the granting of loans and the collection
of amortisations. Until the start of the 1840s deposit operations were
minimal. Other laborious duties included the receipt of state revenue
surpluses and the transfer of funds between different institutions of
the state, as well as banknote issue. This assessment is based on a
sample of the matters recorded in board minutes between 1811 and
1840.
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BANK OF FINLAND HIERARCHY AFTER
THE REORGANISATION IN 1817

Source: Bank of Finland, Regulations 1812, 1817.

Although this describes the Bank of Finland’s operations as a
whole, its work was divided in practice according to funds. On the old
northern European model, the bank consisted of two departments, one
concentrating on lending and the other on issuing money. In the Bank
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of Finland’s case, the two funds were the primary capital fund and the
small banknote fund. The former consisted of founding capital received
from the state plus accumulated interest payments, and was used for
long-term loans. The latter was to cover the small banknotes issued,
therefore consisting of the bank’s cash reserves and short-term lending.
The accounts of the funds were kept strictly separate but operating
costs were divided inconsistently. In the first few years of operation,
they were divided equally between each fund. Then for a few years all
costs were charged against the small banknote fund, until the system
again changed and they were all charged against the primary capital
fund.

The situation became more complex in 1824, when two new lending
funds were established, the agricultural fund and the manufacturing
fund. The doctrine of fund accounting was so entrenched that the Bank
of Finland did not draw up a summary even at the closing of accounts
but handled them all separately. The number of funds was not
restricted to these four; from 1817 onwards the Bank of Finland handled
money traffic and lending for other government funds. The main ones
were the Poorhouse Fund, the Military Hospital Fund and the Housing
Fund for Military Officers. They were not thought of as constituting
parts of the Bank of Finland, however.**°

By the end of the 1850s there had been only one truly significant
change in the Bank of Finland’s organisation. This was caused by the
establishment of its first offices in Turku, Vaasa and Kuopio in
accordance with the regulations of 1840. The practical reason was that
the bank was implementing a large-scale banknote exchange operation,
replacing old Swedish, Russian and Finnish notes with new Bank of
Finland ones. At the time that they were established, these exchange
offices had high status and their managers were appointed from the
bank’s board. Organisationally the situation was complicated by the
fact that provincial governors also oversaw the new exchange offices,
because of their duties in managing state money transfers. After the
monetary reform of 1840 had been completed, the exchange offices
gradually developed into proper banking branches and their managers
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long held high formal status in the Bank of Finland’s hierarchy.
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INTERNAL OFFICIAL HIERARCHY

The bank’s hierarchy is shown by the pay structure of its officials.
Naturally some small changes took place over the years, especially
when operations were widened and branch offices were established in
the early 1840s, but a good general picture is provided by the pay
scales, below, from the mid-1830s. These show annual wages and are
expressed in paper roubles.'

BANK OF FINLAND SALARIES AT THE END OF THE 18308

Function Annual wage in roubles
Chairman of the Board of Management 5000
Board member 4500
Secretary and Senior clerk 2500—3000
Other clerks, Cashier 1500—-2000
Attorney 1250

Scribe, Chancery officer, Bookkeeper, Assistant clerk,
Cash handler 600-1000

Porter, Note cutter 350

Most of the Bank of Finland’s staff were middle-level officials and the
pay differences between levels in the hierarchy were great. A member
of the board earned almost 15 times as much as a porter. The best
indicator of social status in 19th century society was the ranking of
professions that was rigorously applied to all public positions. The rank
of each new position established had to be confirmed by statute. There
were nearly 20 ranks in all and they were based on the table of ranks
used in Russia.

A member of the board of management of the Bank of Finland
belonged to the sixth rank, as did the director generals of the Board of
Customs and the Board of Surveying, so the Bank of Finland was
regarded as equivalent to a central administrative agency of the Senate.
In the Senate a referendant had the same rank. The board’s secretary,
senior clerks and cashiers were ranked between 12 and 13. Accountants
were in the 14th rank. In general government the 12th rank was for
provincial secretaries, the police commissioners of Turku and Helsinki
and army officers with the rank of lieutenant.
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The table of ranks shows that military officers were rather highly
regarded in 19th century society compared with civilian officials. In the
Bank of Finland’s own hierarchy, the senior clerk and board secretary
were highly placed, immediately below the board itself, but in the
social table none of these officials outshone a lieutenant.”*

PROFESSIONAL DEMANDS

Around the time of its establishment, a grasp of banking issues was
regarded as especially important when positions at the Bank of Finland
were being filled. It’s clear that, in the selection of board members, great
value was placed on previous banking experience, which could only
really have come from the Turku Discount Office. The skills thus obtained
should not be exaggerated, however, because operations of the Turku
office had been rather modest in scale and had lasted for only a couple
of years. The other group that knew about banking consisted of owners
of trading houses engaged in exporting and importing. They were familiar
with the financial centres of northern Europe, most importantly
Amsterdam and Hamburg, and had personal experience of international
methods of payment and credit arrangements in foreign trade. Both
these groups had positions in the early years of the Bank of Finland. The
bank was operating in Turku and its leadership obviously had contacts
with the major trading houses of that town.

The situation became very different in 1819, when the Bank of
Finland, like the Senate, moved to the new capital of Helsinki. This
sparked a change in the bank’s nature, of which the most striking
feature was a growth of bureaucracy. It was increasingly regarded as a
government bureau concentrating on lending. The focus on officialdom
meant at the same time that the professional demands for its employees
changed. More emphasis was given to skills in public administration.
The bank’s culture shifted from that of a trading house to that of a
government department.

The bureaucratisation of the bank shows in the development of its
regulations. Initially these were fairly concise, leaving the board plenty
of room to manoeuvre. From the early 1820s onwards, however, the
bank adopted detailed standing orders for its officials. These made it
far easier to monitor operations but at the same time created
operational rigidity. The process culminated in the regulations of 1840,
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which were extremely detailed and included all the instructions that
had previously been recorded separately.’®

In those years the Bank of Finland was indeed seen as riddled with
bureaucracy. Even the methods of customer service were strictly
defined. Loan applications could be delivered to the bank only at
certain times. If approved, the loan had to be withdrawn at a certain
time on the following day. There were more detailed rules on
amortisation. Of course the job of an individual official was clear when
all possible operations were regulated in detail. By following the rules,
he could minimise the danger of professional misconduct.™

No comprehensive data is available on the qualifications of the
bank’s officials but a collation of extant educational data produces the
following picture of the background of employees during the period
1811-1840."°

Board members Other officials

Training persons % persons %
Law degree 12 63 21 29
Public economy degree - - 6 8
Other degree 1 5 15 21
Military officer 4 21 6 8
School certificate - - 8 1
Other 2 11 16 23
Totals 19 72

In the light of these figures, the level of education among Bank of
Finland officials seems to have been high from the start. Almost two-
thirds of board members had a background in law. The next largest
group were military officers. After Finland’s political position had
changed, the country was left with a fairly large number of officers,
men who had made a career in the Swedish army, who did not want
to relocate to Sweden where they were not needed anyway, but could
not join the army of the new mother country because of their lack of
skills in Russian. They looked for a new career in Finland’s civilian
administration. At a time when the central government was being
created, Finland needed trained bureaucrats and officers were one
reserve of them.
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The training of officers was wide-ranging and covered languages and
mathematics. The military had experts in many fields, and good
leadership skills. Military training offered opportunities to study the
bookkeeping used in government, and experience from fortification
work was immediately applicable to large infrastructure projects. Many
a former officer had a prominent later career in civil administration. The
bank’s board members also included a bishop and a few people without
formal education who had obtained their training while working in
business.

Among lower-level officials, the largest single group were those
with a legal background. The rest were divided roughly equally between
officers, school diploma holders and those who had completed some
other course of study. There were also quite a few with no formal
training at all. Most of these had, after a minimal amount of basic
schooling, learned the principles of accounting on the job and began
work as lowly scribes. Diligent work could then lead them towards
tasks of more responsibility in public administration.

ADVANCEMENT

Studies of the government of the Grand Duchy of Finland have often
noted how a system of favourites formed around the ruler. This was
pronounced in Russia but similar features can be observed in Finland.
It was no wonder because, even in the Realm of Sweden, rulers had
placed their own favourites in important positions. This was true in a
minor way among the families of senators. A tight network of nepotism
prevailed within and between influential noble families, allowing the
scions of the famous to obtain high position within the official
hierarchy.”® Even so, the importance of favouritism should not be
exaggerated. In early 19th-century society there was a constant lack of
trained government bureaucrats. The families of leading senators
understood the importance of a good education and were able to offer
people of above-average skills for high government position.

An extreme example of the importance of family is Alexander
Armfelt, born in 1794. He was the son of a count, General Gustaf Mauritz
Armfelt, and received both legal and military training. In both areas
he was a cosmopolitan. His degree in jurisprudence was from Turku
University but during his courses he had also studied at the universities
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of Uppsala and Edinburgh. Immediately after graduation, he joined the
Russian army in time to fight against Napoleon. By 1821 he had risen
to the rank of captain and, when his military career ended in 1827, he
had served as adjutant to two Governors general, Fabian Steinheil and
Arseni Zakrevski.

He left the army when he was appointed to the board of the Bank
of Finland in 1827, a job he obtained with the support of Governor
general Zakrevski. The bank was only a springboard because in 1831
he transferred to the Office of the State Secretary in St. Petersburg.
He became Deputy-Assistant to the State Secretary in 1834, this time
helped by Governor general Count Alexander Menshikov. After
the death of Privy Counsellor R.H. Rehbinder, he was ultimately
appointed Ministerial State Secretary in St. Petersburg in 1840."** His
career is not merely a case of nepotism. His educational background
alone justified his appointment to the board of the Bank of Finland,
although the Armfelt name certainly helped him get the position. At
the same time, it shortened the time he had to spend there. For a
person of his background, the board of the Bank of Finland was far
too unimportant in the long run.

August Mannerheim is another example of the importance of
family background to an official career, if a slightly different one. His
father, Count Carl Erik Mannerheim, was one of the leading statesmen
in the first decades of autonomy and played a key role at the Diet of
Porvoo and in establishing the Bank of Finland. The high point of Carl
Erik’s career was his appointment to the Senate’s Economic division in
1822 as deputy chairman. The son, August, obtained a civil service
diploma from Turku University in 1826 and then began his career in
St. Petersburg as an extraordinary chancery officer at the State
Secretarial Office in 1826. However, he showed so little interest in his
official duties that his career did not advance much despite his fine
background, and in the mid-1840s he was working as an official at the
Russian Embassy in Stockholm. This did not prevent his brother-in-law
Lars Gabriel von Haartman from appointing him to the board of the
Bank of Finland in 1845. He sat it out for two decades, until retirement."

Relations among the elite were not essential to success, as shown
by Johan Gustaf Winter, born in 1776. His father had been a surveyor,
one of the narrow strata of officials in Finland under the Swedish
Crown, and the son followed suit, getting a job as a provincial scribe at
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the start of the 19th century. His career advanced by stages till he
became the treasurer of Turku and Pori Province in 1809. Winter had
little formal training but practical experience made him into a first-
class official accountant. This skill was needed at the Bank of Finland
and he became a member of the board in 1817. It was the start of a long
career; he did not retire until 1841.”°° Winter may not have advanced
solely on his own merit because his uncles J. Gustaf Winter and Arndt
Johan Winter had worked as clerks in the Financial department but
there is no evidence that they helped get him appointed to the Bank
of Finland’s board.

SPRINGBOARD OR CAREER HIGHPOINT?

The Bank of Finland was, until the 1860s, the country’s only banking
institution. There were still no commercial banks and the few savings
banks in operation were public thrift associations rather than
professionally run financial institutions. Apart from the Bank of
Finland and the savings banks, Finland’s very undeveloped financial
sector consisted of a few pension funds and fire insurance associations.
They, too, were small in size. In such circumstances the Bank of Finland
gradually became a place that offered an upwardly mobile young
official excellent opportunities to learn the mysteries of public
accounting and the foundations of banking. The grandstand view of the
economy from the bank became even wider after the early 1840, when
its regulations were revised and it began to operate in bills of exchange
internationally, creating close relationships with foreign agents in
various financial centres. The Bank of Finland therefore offered its
officials good opportunities for becoming professionals in the money
market, public sector finance and accounting.

By 1859 a total of 22 people had been appointed to the board. More
than half of these stayed with the board until their retirement. More
than a third moved on to other duties in the central government within
a few years. The Senate and particularly its Financial department
offered a logical place for career development after the Bank of
Finland. The bank’s first chairman Claés Johan Sacklén became head
of the Financial department in 1816. Robert Trapp is another example,
moving in 1856 from the Bank to the Senate, where he served as the
head of a total of three different departments. Other routes for
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advancement were offered by the highest posts of the judicial
administration and the Committee for Finnish affairs in St. Petersburg.
An interesting exception to an official career is shown by the first
members of the interim board, Gustaf Gadolin and Jakob Dreilick. The
former left the board after only a few years and resumed his old posts
as a Professor of Theology and Cathedral Dean; the latter spent four
years in the board and then went back into business to run the Hogfors
ironworks, admittedly with scant success.”

Among lower officials there was far less turnover than on the
board. Of those who had been recruited by 1859, about 70 percent
stayed with the bank, eventually retiring or dying “with their boots on”
before they reached retirement. After joining the bank as a lowly office
worker or something similar, one rose higher over years of service to
a position like senior clerk or even board member. The establishment
of branch offices in the 1840s increased the number of senior positions
so there was less need to leave the bank for career development. For
many the Bank of Finland became a lifetime employer.

About 20 percent of bank employees transferred to other duties in
the state administration. This generally meant the service of the central
government in the Senate, local government in provincial administrations
or some central agency. Obviously the bank had a limited number of
good positions so there could be better opportunities for a prominent
official career outside it. Naturally there were also cases where the
official’s personal attributes were unsuited to banking, in which case the
move to a different job was in the interests of both. Ten percent left an
official career entirely, in most cases to run a manor farm; for one reason
or another, acquiring a farm usually led to its becoming a full-time job.
On the other hand there were only a few exceptional cases when the
official went into business in the private sector.

The small scale of operations at the Bank of Finland generally
meant that people with the greatest ambition, the finest education and
the best social networks did not remain there despite the incentive of
a safe position on the board. They sought out superior routes for
advancement that began from the Senate or St. Petersburg. Job mobility
between the bank and other organisations of the central government
certainly helped the flow of information in the government. This was
particularly true between the Bank and the Financial department of
the Senate.
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BANK LEADERSHIP

At the summit of the Bank of Finland was the board of management
but its authority was strictly limited because the Financial department
of the Senate supervised the bank strictly until 1868, when it was
transferred to the “rule and responsibility” of the Diet. The head of the
Financial department had the right to participate in board meetings
and, if the board was not unanimous, his view prevailed. In addition
to these formal rights, he also certainly had great unofficial scope for
influencing the bank’s operations. This unofficial power would have
been particularly strong when some board member took up a post in
the Senate, taking with him the knowledge of how the board operated
and how its remaining members acted. A senator with a background
at the Bank of Finland was well placed to influence its board. Between
1812 and 1859, three board members, Claés Sacklén, Carl Trapp and Axel
Born, moved from the board to become head or deputy head of the
Financial department.

Of all Financial department heads, the one to intervene most
actively at the Bank of Finland was the famous and long-serving Lars
Gabriel von Haartman, nicknamed “Haartman the Horrible” He entered
the picture at the end of the 1830s when he began to head a committee
on increasing state revenues, which also considered the Bank of
Finland and its operations. The following year two committees were
established to prepare implementation of a monetary reform and
Haartman was appointed chairman of both. The operation to redeem
Swedish money from circulation and at the same time move to the
silver standard was in the ambit of the Bank of Finland, but it was run
in practice by Haartman, who had been appointed head of the Financial
department in 1840. The fact that he was simultaneously deputy
chairman of the Senate’s economic division made him still stronger.
Until the end of his term in 1858 he was certainly Finland’s most
influential official and strongly influenced the bank’s operations. The
board was answerable to him and he was prepared to intervene directly
in running the bank.”

The formation of a hierarchy within the board was a gradual
process. The first regulations from 1811 made no real mention of a
board chairman, stating only that there would be two banking
commissioners, one of whom was to have legal training and chair its
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meetings. In the revised regulations of 1817 the number of board
members was formally raised to three and at the same time the oldest
member of the board was designated the chairman. This practice
continued until 1840, until the new regulations stated that the board
would be chaired by the member who had been appointed its chairman.
This strengthened the position and was the first step towards the
situation where one could genuinely talk of a governor of the Bank of
Finland.

The esteem enjoyed by a member of the board was closely related
to the length of his career; a few years was understandably insufficient
to amass expertise and prestige in the banking sector. By the end of
the 1850s only two board members, Otto Herman Lode and Johan
Gustaf Winter, stood out in this respect. The former was chairman for
eight years and the latter for a full 15 years. Most other board members
held their positions for 3-5 years.

Lode had a military background, having been a lieutenant colonel
in 1810 when he resigned from the Swedish army and moved to civilian
administration. He was first appointed provincial governor and then
became a member of the Bank of Finland board in 1816. He became its
oldest member and thus its chairman in 1820. It was during his term
that the bank relocated from Turku to the new capital, Helsinki. The
move has been noted to have entailed a more official and bureaucratic
style of operations at the bank, which suited Lode well. According to
available sources he took a fairly passive attitude to his work and did
not excel among his colleagues. For him the board of the Bank of
Finland was a peaceful post that provided the wherewithal of his life.
He found its content in the social life of the new capital.**

The longest serving chairman of the board, Johan Gustaf Winter,
had a very different relationship with the bank. As noted previously
he had been a provincial treasurer before joining the bank in 1817. He
spent nearly a quarter of a century — 24 years — on the board, not
retiring until 1841. Seniority made him the chairman in 1827. In his
board work he stood out from his colleagues as an expert in public
accounting and was exceptionally interested in banking down to the
smallest detail. Winter was an active force in bureaucratising the
bank’s operations. This took concrete form in 1836 in his proposal for
new regulations. The most important policy issues he proposed
concerned the bank’s status which, he believed, should be distinctly
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subordinated to the Crown, contrary to the wishes of the Diet of Porvoo.
Winter also wanted to reinforce the status of the board’s chairman,
which could best be achieved if he were appointed directly by the
sovereign.'”

In the 1830s and 1840s Winter understood better than anyone else
how the Bank of Finland worked. A sign of this is the systematic
summary he made of the activities of all its funds during the period
1812-1840. This is a 259-page manuscript in Swedish: “Abbreviated
Overview of activities at the Bank of Finland from its first establishment
in 1812 and Its final position at year-end 1840, on the eve of the Reform
of 1841” He began to produce this compendium of accounting ledgers
after his retirement in 1841 and had it ready in 1852 after 10 years’ toil.
If this work is included, Winter’s period of service to the Bank of
Finland lasted 34 years.

Gustaf Wilhelm Blidberg had an even longer career at the bank,
lasting almost half a century. A lieutenant who resigned from the army
in 1812, Blidberg had degrees in public economy and the law so his
formal training was ideal for the Bank of Finland, where he began in
1812 as a bookkeeper. He was appointed extraordinary clerk in 1817 and
full senior clerk three years later. At this point his career halted and
he remained a senior clerk until 1841, when a place opened for him on
the board. He was designated its chairman in 1859, a post he held until
his death in 1861. For his service to the Bank he was made an honorary
Councillor of State in 1859."

The contributions of other board chairman were much shorter. Of
these at least the first members of the interim board deserve attention.
It was under Claés Johan Sacklén (1812-16) and Gustaf Gadolin (1812-17)
that the foundations of the bank’s future were laid. Gadolin drafted a
proposal for new bank regulations which, although not implemented,
served as unofficial operational guidelines until the reform of the
1840s, as previously noted.

The next important board members and chairmen are from the
1840s and 1850s, when the bank was comprehensively reorganised.
Operations expanded and its types of banking became more diverse.
The bureaucracy yielded to a more bank-like style. Of the board
members of this new era, it is worth mentioning the Trapp brothers
Carl wWilhelm Trapp (1841-53, although part of this time on leave) and
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Robert Trapp (1854-56) as well as Frans Ivar Edelheim (1856-58).
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Carl Trapp served as board chairman for most of the early 1840s
so it was under his term that the monetary reform was completed and
the bank adapted to the framework created by the new regulations,
confirmed in 1840. The greatest innovation in this reform was the move
to the silver standard and downsizing the number of banknotes issued
to the limits imposed by silver cover.

Research literature invariably credits the deputy chairman of the
Senate’s Economic division, von Haartman, with management and
planning the monetary reform. This is justified but the role of Carl
Trapp as Haartman’s assistant should not be overlooked. According to
Pipping at least, Trapp was engaged in planning the reform and not
merely implementing orders received from above. Completion of the
reform and the subsequent enlargement of banking operations
required a comprehensive rethinking of the board culture, which in
turn required that a complete outsider be recruited to the board and
the post of its chairman. By profession Trapp was a lawyer who had
been a prosecutor at the Turku Court of Appeal, but he also had a
knowledge of business life. His father Christian Trapp was the owner
of a major trading house engaged in exports and imports and thus a
worthy member of the commercial aristocracy of Turku.

Because of his family background Trapp knew the systems of
payment in foreign trade and understood what businessmen expected
from the Bank of Finland. The fact that they both hailed from Turku
made it easier for Trapp to get on with the famously difficult von
Haartman. The Bank of Finland was not enough for an official of
Trapp’s calibre and he stayed with the board were only five years. In
1845 he became assistant head of the Financial department of the
Senate, continuing to become head of its Chancery department and
finally procurator at the Supreme Judicial Administration.

After the currency reform, the next critical phase for the bank
came in the late 1850s, when the Crimean War forced Russia and then
Finland off the silver standard and back to unstable paper roubles. The
state of war disrupted foreign trade links for a couple of years, so when
peace returned, there was pent-up import demand to be satisfied. This
kept the Bank of Finland busy because it was now, in practice, solely
responsible for trade in foreign bills of exchange. In 1857 conditions
became still more difficult when the first real international financial
crisis was felt as distantly as Finland. Sources of foreign finance dried
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up and the main foreign trading houses ran into difficulties. The Bank
of Finland responded actively and tried, within the limitations of its
resources, to assist troubled companies with short-term credit,
moratoria and other such measures.

During this period the chairman of the board was initially Robert
Trapp (1854-56) and then Frans Edelheim. For the first time the Bank
of Finland was now engaged as a central bank in crisis policymaking.
The professionalism of its management was severely tested when it
had to pursue economic strategy and not merely practical banking.
Trapp and Edelheim were both lawyers by training who had had
successful careers in central government, but they were not traditional
bureaucrats. Both knew what business expected of the Bank of Finland
and flexibly adapted lending policies to ease the difficult situation
faced by trading houses and iron works."*®

For both men, a position on the Bank of Finland’s board was merely
one step in their advancement. The culmination of Trapp’s career was
to be head of the Senate’s Financial department and Edelheim’s to be
head of its Treasury department. These examples and many others
confirmed the contemporary view of the Bank of Finland’s board as
an “incubator for Senators”.
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THE BANK AS A
LENDER, 1813-1840

SMALL-SCALE OPERATIONS

One of the objectives at the time that the Bank of Finland was
established, perhaps the most important one, was to create a credit
institution to help the owners of large manor estates repay long-term
mortgages from Sweden. Although this task ultimately proved more
minor than expected, lending still had a central place in the bank’s
operations from the outset. In structure, the Bank of Finland had two
funds, its primary capital fund and the small banknote fund that was
collateral for the notes that it issued. Its scope for lending was
determined by the size of these funds.

Operationally, the primary capital fund can be regarded as the
basis of the bank’s capital adequacy, meaning a buffer against possible
losses. Its size was tied to the founding capital and accumulated
operating surpluses, and it could be invested entirely in long-term
mortgages. The small banknote fund was equivalent to the bank’s
liquidity reserve and it grew automatically as more banknotes were
issued. Liquidity had been regulated from the bank’s beginnings; the
first regulations stated that no more than half of the paper roubles
covering the small notes issued were to be used for short-term loans
against various forms of security. Later the proportion of the small
banknote fund that could be lent out was increased somewhat.

There was also lending from several other funds assigned to the bank.
These appropriations were made into separately managed funds, the
agricultural fund and the manufacturing plant, in the bank’s early years.

THE BANK AS A LENDER, 1813-1840 145



1 000 paper roubles

Their functions are evident from their names. The regulations for the
manufacturing plant were explicit about the sectors for which loans could
be granted. They excluded producers that used wood as a raw material
and favoured entrepreneurs operating in engineering and textiles.'”

The bank’s founding capital was a loan from the state of its surplus
revenues, the last instalment of which was paid in 1817. At that time the
fund totalled one million paper roubles, only half of the amount
originally planned. The volume of small rouble-denominated banknotes
in circulation remained low throughout this period and never exceeded
2 million roubles. The bank’s lending was constrained by these amounts
because its other forms of funding long remained insignificant.
Admittedly its regulations permitted the bank to accept deposits but its
borrowing was on a very small scale up to 1840. It paid no interest on
deposits, a sign of its concern about capital adequacy and caution about
expanding operations.

Lending had begun from zero so the relative rate of growth was
rapid in the 1810s. At the start of the 1820s it faded and went into a slow
decline that lasted until the mid-1830s. At this point the loan portfolio
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was worth nearly 2.5 million paper roubles. At the end of the period
under review it had risen to 3 million. Lending largely meant investing
the founding capital because the volume of loans granted from the
small banknote fund settled around 0.5 million paper roubles during
the 1830s. One reason why lending declined was that money from the
small banknote fund was set aside and deposited with the State
Commercial Bank in St. Petersburg. In 1821, for example, these deposits
were 860 000 paper roubles, which was about the same amount as the
fund had granted in loans.**

Loans were also made to the public by the state, meaning the
Senate. These were available from various state funds and revenue
surpluses. Practical management of these funds was a duty of the Bank
of Finland; it handled the work related to their lending. It started to
manage state lending in 1819 and the proportion of loans from the
Senate settled at some 60 percent of all public sector (Bank and Senate)
loans. In the late 1830s, the bank’s own lending operations picked up
and came to account for a greater proportion of all public loans. At the
end of the period under review in 1840, when the Bank of Finland was
reorganised, its loans were more than 70 percent of all state lending.>”

The number of new loans granted annually was consistently low.
The bank managed to lend only 50 000-200 000 roubles per year in
long-term mortgages from its primary capital fund and about 300 ooo
roubles a year in shorter-term loans, up to one year, from its small
banknote fund. The total number of new loans granted by the Bank of
Finland during its early years was 300-500 per year. In practice the
bank was open six days a week for 11 months of the year, so the number
of banking days was about 250 per year. In the light of these figures
one can conclude that the bank was granting approximately two new
loans per day, which cannot have meant a great deal of office work.
Admittedly there were also the loans it granted from Senate funds,
which increased the number to be processed by about a third.

Over the first decades of its operation, Finland’s system of banking
and credit was very underdeveloped. The Bank of Finland, the state
funds it managed and the savings banks were the only official credit
institutions. In this period the savings banks were so small that the
loans they issued had no overall significance. Apart from the official
credit institutions, there was some lending by a few funds for widows
and orphans and the Urban Fire Protection Association. There is no
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systematic data on their lending but at a rough estimate the public
loan portfolio of the Bank of Finland and the State combined was
about 70 percent of total loans in Finland’s “national economy” at this
time. Loans granted by the Bank of Finland were about half of this.>**

An analysis restricted to the financial sector does not, however, give
a comprehensive picture of credit conditions in the first half of the
19th century because private trading houses and individuals were also
important lenders. There is no precise information about the loans
they granted but the accounts of individual trading houses suggest that
their role in financing enterprise may have been quite significant.
Similarly, old deeds of inventory show that the number of loans
granted by private individuals may have run to several hundred. The
flow of non-institutional credit was therefore significant.

CREDIT RECIPIENTS

The character of Bank of Finland lending in this period is cameralist
and reflected the philosophy of privilege that pervaded the whole
society. Its lending was also fiscal, aimed primarily at obtaining a yield
on available capital. Only a small proportion of funds was used to
promote specific goals of economic policy. The “right” to a loan was
closely bound up with a person’s social status, his rank in the Estates.
Instead of trying to change or develop the economy and its structures,
bank lending in fact sought to maintain the status quo. This concept of
entitlement is clearest in the Bank’s early years.

The lending regulations of the different fund in the period 1813-
1840 were as follows:**

BANK OF FINLAND LENDING REGULATIONS

Primary Small bank- Agricultural Manufactu-

capital fund note fund fund ring fund

Collateral Mortgage Merchandise Mortgage or Merchandise

security guarantee security

Size of loan <30 000 <10 000 <3 000 <15 000
(roubles)

Duration 20 years 6-12 months 12 years 12 years

Interest 4 %—5 % 6 % 2 % 2 %

Sources: Bank of Finland regulations 1812-1840.
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Apothecary John Julin acquired
Fiskars iron works in 1822 and set
about converting it into a modern
engineering mill. Seen here in 1840,
it still has the appearance of a
manor estate. — Lithograph by P.A.
Kruskopf from the work Finland
JSramstdldt i teckningar 1845-1852.

Helsinki City Museum picture archives.



The mentality of the early 19th century shows in the Bank of Finland,
whose accounts, for example, do not record the livelihood of the
borrower by distinguishing between commerce or different fields of
industry. The bank categorised its loans according to the type of security
and the social status of the borrower. It wanted to know how the loans
were distributed between the Estates of society but was not concerned
about their division between different kinds of industry.

This attitude comes across most clearly in lending from the
primary capital fund. During the early years its loans went to
nobility in the highest strata of society, as the following recipients
indicate: Lord Marshall Count Robert De Geer, His Highness Count
G.M. Armfelt, Baroness I.L. Ramsay, Governor J.B. Ramsay, Mistress
L. von Willebrand.**

Count De Geer, a Lord Marshall from the Diet of Porvoo and a
member of the Governing council throughout the 1810s, was in a class
of his own. By decision of the council he received a loan of 147 500
roubles, an enormous sum by the standards of the age. He received it
before the Bank of Finland even began operating; the bank’s regulations
set a maximum amount of 50 000 roubles to be lent to any single
individual. De Geer was in such a hurry for the money that he could
not wait for the founding capital of the Bank of Finland to be amassed
and it came direct from council funds.*” The loan was equivalent to 40
percent of lending by the bank in 1830 so, simply from the viewpoint
of risk management, it was in conflict with normal banking principles.
After De Geer’s death, the loan was taken over by his estate and paid
off over the next 20 years.

After the initial period, the spread of borrowers became slightly
more balanced. In addition to noble owners of manors, loans were
made to officials, as indicated by the names Clergyman J. Sundvall,
Surveyor G.J. Jack, Professor J. Bonsdorff, Secretary of the Economic
Society C.C. Bocker, Provincial Secretary B. Krook and Constable O.M.
Gestrin. Other frequently occurring titles were military. The first
peasant farmer received a loan in 1815; he was Freeholder J.Johansson
of Sappila Vvillage in Kokemaki.**

Short-term loans from the small banknote fund were granted more
evenly to different groups of society. For example loans granted in 1830
were divided as follows by the socio-economic status of the borrower:
officials 31 %, officers 23 %, merchants 17 %, craftsmen 5 %, farmers
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15 % and others 9 %. It can be regarded as surprising that, judging from
the titles of the recipients, there were few real industrialists among
the borrowers.>”

The borrowers included well-known entrepreneurs such as
Apothecary J.Julin, Honorary Councillor A.H. Falck, Honorary
Councillor W. af Petersen, Merchant H. Borgstrom and Ironworks
Proprietor J.J. Dreilick. Loans from the small banknote fund were not
only to finance enterprise; alongside the merchants and businessmen
in the loan ledgers are quite a few people who could be classed as
students or distressed gentlefolk.

SOCIO-ECONOMIC STRUCTURE
OF BORROWERS

The division of loans by the Bank of Finland according to social status
of the borrower is shown in the diagram overleaf. It does not include
borrowers from the manufacturing fund because there is not enough
detailed information about their social status. For the overall picture,
however, this is unimportant because the manufacturing fund
accounted for only six percent of all loans granted by the Bank of
Finland at this time.

Up to 1840 loans had been granted almost exclusively to the nobility
and other gentlefolk; the combined share of the two groups exceeded
80 percent. The list of recipients includes the owners of the country’s
largest manors and the elite of officialdom. The largest individual group
consisted of officers who had settled in large numbers in their manors
after the army was disbanded. The division by social status is therefore
extremely skewed. In the whole population of Finland at this time, the
combined proportion of the nobility and gentry was about two percent,
according to a study by V.O. Kilpi. The nobility alone was only a few
tenths of a percent, in absolute terms fewer than 3000 people.**

There was major lending from the funds controlled by the Senate in
the first half of the 19th century. Senate funds charged no interest but
the Bank of Finland aimed to obtain a yield on available capital so it
granted interest-free loans only in a few exceptional cases. A couple of
times it supported a distressed widow and in one case it granted interest-
free credit to a town in financial difficulties. The sums were so small that
the interest foregone had no effect on the bank’s financial position.
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LENDING BY SOCIAL STATUS OF BORROWER, 1840

Peasants
6%

Burghers
12%

Nobility

42%

Other
gentlefolk
40%

Source: Winter, G.J., Memorandum on Bank of Finland operations 1812-1840,
Bank of Finland archives.

Apart from the social structure of borrowing, it would be interesting
to see how it was divided between different sectors of activity. As noted
above, there is no direct data available but a rough approximation can
be reached from the regulations on lending, information about
collateral and the personal background of the borrowers. On this basis,
loans have been grouped into credit for agriculture, business credit,
personal loans and loans to public bodies.

In the first half of the 19th century Finland was a predominantly
agricultural society so the number of loans to agriculture, about 75
percent of all loans, is in no way surprising. This was not, however, a
sign of deliberate policies to promote agriculture because only a tenth
of these loans were from the agricultural fund, which had specific
objectives in the development of farming. The size of Bank of Finland
operations was further curbed by the slow loan cycle. Most loans to
farmers were for a long period; the rules of the primary capital fund
allowed 20 years. After the first half of the 1820s, only about 10 new
loans of this sort could be granted each year.
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STRUCTURE OF BANK OF FINLAND LENDING, 1840

Public bodies
1%

Enterprises
14%

Individuals
4%

Agriculture
81%

Source: Winter, G.J., Memorandum on Bank of Finland operations 1812-1840, Bank of
Finland archives.

The number of new loans granted each year was also curbed by the
bureaucratic process involved in handling encumbrances. A mortgage
could not be obtained before the nature of the land’s ownership had
been analysed in detail. This was needed to safeguard the lender’s legal
rights in possible cases of repossession. Next a detailed assessment of
the land was drawn up to estimate its economic value. Obtaining an
encumbrance confirmed by the courts was therefore economically
expensive and time-consuming. Because of the high costs, only large
loans were worth applying for and, in practice, the only people who
could apply were the owners of fairly large farms. Loans granted by
the Bank of Finland therefore suited only a small minority of the
country’s farmers. It was evidently for this reason that ordinary farm
freeholders, who constituted the vast majority of farmers, accounted
for less than a tenth of the total loan portfolio.

Loans to enterprises were about a fifth of the portfolio, nearly
600 000 roubles. The sum was so small that one single borrower, Jakob
Julin, the owner of Fiskars ironworks, dominated it in the mid-1830s
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with his loan of 150 000 roubles. Other sectors of industry that received
credit included cloth factories and rag pulping mills. Loans to
commerce were relatively low. Systematic data on the financing of
enterprises in the early 19th century is not available but information
from individual companies indicates that international trading houses
tended to rely on credit from their foreign partners. In addition there
were commonly credit relations between entrepreneurs.*® The minor
role of the Bank of Finland in financing enterprise was also due to the
highly bureaucratic nature of its operations. The bank’s senior
management and its officials interpreted lending regulations with
extreme dogmatism, so loan applications were handled slowly. An
entrepreneur did not have time to wait months for a decision.

On the basis of loan ledgers, we calculate the proportion of personal
loans to be about four percent of the Bank’s lending, which is rather
small. However the way that loans were classed according to the form
of security led to the understatement of “consumption lending”
Because the Bank’s regulations put the emphasis on security, they were
often backed by mortgaged property and were consequently recorded
as credit for agriculture when they were in fact for personal expenditure.
Short-term loans of less than a year from the small banknote fund
were the best suited for “consumer credit” The sums were generally a
few thousand roubles.

Only a small part of Finnish society had properly joined the money
economy by the middle of the 19th century. There were very great
regional and societal variations in the use of money. The towns were
more advanced but in the countryside most wages continue to be paid
in natural products or in various privileges. At the same time, a steadily
increasing proportion of taxes was levied in money and it was via
taxation that the use of money was spreading into remote areas. The
owners of coastal trading houses engaged in exporting and importing
were the best informed about questions of money and credit because
they understood the systems of payment in the major trading and
financial centres of continental Europe. These entrepreneurs were used
to operating on the international capital market and to obtaining the
credit they needed from abroad. Bank-like operations, such as obtaining
advance remittances or granting long payment terms, formed a
significant part of their business operations. Because of their financial
connections they managed without the assistance of the Bank of
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Finland.*° On the other hand the owners of ironworks, which enjoyed
the special protection of the state, were well aware of the opportunities
available and were used to turning to the state when they needed credit.
In line with the philosophy of privilege of the age, they even expected
to receive loans without interest charges.” However, the great majority
of the people lived outside a comprehensive money economy, using

211

money only occasionally. Because of the backward state of development,
the demand for credit was low and so opportunities for borrowing from
the Bank of Finland concerned a very small segment of society.

In the society of the early 19th century, noble officials who, in
addition to their public posts, owned manors or at least were related
to manor owners, were in a position of hegemony. The lending system
of the Bank of Finland suited the needs of this cream of society, even
if the size of its primary capital fund was so small that it could never
have completely solved the problems related to the availability of
agricultural credit. It was ideal for manor owners that the terms of
lending were drafted so that the owners of large farms had the best
opportunities for borrowing.

LENDING LOSSES

Lending inevitably involves a risk of losses and the Bank of Finland
experienced these from the outset. Problems first came to the fore as
loan delinquency, when debtors were unable to pay the interest charges
and amortisation specified in their loan agreements. The sanctions
imposed on delinquent debtors were harsh. Initially the contract
allowed the interest rate to be doubled. If delinquency continued the
loan was ultimately reclaimed by law. In the case of a mortgage this
meant compulsory sale; if the security was merchandise goods they
were seized and sold, and if the security was a guarantee the guarantor
was compelled to pay. The position of attorney was established at the
bank to handle these collection tasks. His work was initially part-time
but there was so much work involved that the job was soon made into
a full-time one. The attorney ensured that the loan documents were
unimpeachable and that mortgages did not expire. It was also naturally
his responsibility to monitor the recovery of unserviced loans.

The direct credit losses in 1830-1840 were relatively low. The
primary capital fund and small banknote fund had to be written down
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by only 90 529 paper roubles during this period, less than 0.3 percent
of the total value of loans made over this period. Most of the write-offs
were of short-term loans from the small banknote fund, where security
and guarantees were not always enough to ensure that the bank could
really recover its money. Write-offs of larger loans came in the mid-
1830s, probably the result of crop failures in the first half of the decade.
Enterprises in distress were another concern. The best-known problem
customer was J. J. Dreilick, the ironworks owner who had been on the
first board of the Bank of Finland. Dreilick left the first board as early
as 1815 to manage the Hogfors ironwork which he owned, but he was
a complete failure in business.**

Accounting write-offs from Bank of Finland loans give too rosy a
picture of the bank’s operations. A better indicator of the problems
faced in lending is the number of unserviced loans that were subject
to recovery. Unfortunately this data is not systematically available until
after 1842 but the situation in that year, which reflects problems that
had built up in previous years, probably gives a good impression of the
trend in the 1830s.

In 1842 the number of unserviced loans that were being forcibly
recovered totalled 14 535 silver roubles. In proportion to the credit
portfolio at the time, these bad loans were only 1.1 percent but there
were significant differences between the funds. Of loans from the
primary capital fund, bad loans were only 0.2 percent, but the
proportion from the small banknote fund was a full 29 percent.
Underlying this large difference was the nature of lending and
collateral. Loans from the primary capital fund were mortgages, which
required relatively tough collateral requirements before they could be
granted. These served to weed out bad customers. On the other hand
the small banknote fund was used for many short-term loans for
consumption and enterprise, and were far easier to obtain. Another
reason for the relatively high proportion of bad loans from the small
banknote fund was that its lending was reduced in the reform of 1841.
After that, the remaining accounts contained a relatively large
proportion of problem cases.”®
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EFFORTS TO REPLACE
SWEDISH CURRENCY

ACTION ON SWEDISH
MONEY IN THE 18108

In Finnish monetary history the first decades of the 19th century were
an exceptional and interesting phase. As early as April 1808, even
before Finland was officially detached from Sweden, Russian
commander-in-chief Buxhoevden announced that the use of Russian
paper roubles in crown payments would start immediately at an
officially established rate. In another declaration at the end of the next
month, the tone was tougher; all payments to or from the crown would
in future use Russian banknotes. Only indigent taxpayers were granted
the right to pay using Swedish money and, even then, no more than
half. However, there was hardly any Russian money in circulation so
Finland’s first Governor general Sprengtporten had to relax the
regulations. On 27 February 1809 he sent a letter to provincial
administrations stating that taxes could be paid in Russian or Swedish
banknotes, depending on which the taxpayer had.*

Subsequently a series of new attempts to eliminate Swedish money
were announced but, despite various bans and restrictions, most of the
money in circulation remained of Swedish origin for three decades. In
monetary matters there was a sharp conflict the announcements and
regulations of officialdom and the reality of life.*

No new restrictions were announced after 1822 but this was certainly
not because the regulations had led to the desired result in eliminating
Swedish money from circulation. On the contrary, it was a sign that the

EFFORTS TO REPLACE SWEDISH CURRENCY 157



authorities were resigned to the situation in which Swedish money was
still the dominant medium of payment. From the start of the 1820s to
the early 1830s, they granted constant exemptions to the existing
regulations. Particularly in the countryside, there was such a severe
shortage of Russian money that, at least in years of crop failure, they
had no choice but to accept payments in riksdaler. Without these
concessions, taxes could simply not have been paid. The shortage of
Russian money was particularly acute in western and northern Finland.

The situation in the two decades after 1810 shows the ineffectiveness
of regulations unsupported by economic measures. The Governing
council and its successor, the Senate, were quite willing to publish
circulars banning the use of Swedish currency but it was a long time
before the Senate or the government in St. Petersburg were ready to
take action to redeem Swedish money. It was tried only twice, first in
1811 and then in 1820-1821.”° In fact the government actually stimulated
the use of Swedish money in Finland because, even after proclaiming
restrictions on its use, it continued to pay some wages with the Swedish
money it held. Not even the government, then, had enough Russian
paper roubles. The main changeover to the rouble in state finances did
not take place until the early 1820s.

ROLE OF THE BANK OF FINLAND

The Bank of Finland’s role in the battle against Swedish money was,
for a long time, a passive one. In its early years the board of the bank
spent its time creating an administration and setting up operations.
Almost all the matters of principle concerning the status of Swedish
money were determined in the Economic division of the Senate, which
hardly ever consulted the Bank of Finland even during planning. The
bank’s subordinate role shows concretely in 1812 when an attempt was
made to exchange Swedish riksdaler for Russian paper roubles. The
conversion operation was initiated by Gustaf Mauritz Armfelt, head of
the Committee for Finnish Affairs in St. Petersburg, who had managed
to obtain the tsar’s promise of a loan of 1.5 million paper roubles to
finance the conversion. Professor G.E. von Haartman, a member of the
Economic division of the Governing council, was invited to head the
operation and the practical work was done by offices of provincial
administrations.®”
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The lack of Russian money was most apparent in the countryside,
where rural taxpayers — freehold and tenant farmers — had only
Swedish money at their disposal. For this reason the whole exchange
operation was restricted to rural parishes. Representatives of the
provincial offices offered farmers and other local taxpayers the
opportunity to swap their Swedish cash for paper roubles. The sums to
be changed were relatively modest, up to a few dozen roubles.
Apparently even the officials had a shortage of roubles because in a
few municipalities, farmers swapped their riksdaler and skillingar for
grain instead.

The results of this operation were far from adequate. Only a third
of the sum intended was disbursed. Taxes due could now be paid in
roubles but Swedish money had not been removed from circulation.
One factor contributing to the failure of the exchange operation was
that the rate offered was not as good as the prevailing market rate. The
administrative exchange rate valued a paper rouble at 32 paper
skillingar, but the market rate in Hamburg put it at only 29 skillingar,
so the rate offered overvalued the rouble by nearly 10 percent. However
the importance of the Hamburg exchange rate as a reference should
not be overestimated, because common folk in the countryside were
unlikely to have been properly informed about market rates. Then, in
summer 1812, Napoleon’s attack on Russia shifted Speransky’s planning
for a monetary reform in the whole Empire into the distant future,
thus postponing it in the Grand Duchy of Finland, too.

By the end of the 1810s, the bank’s organisation was functioning
and the board had time to consider general economic questions. In a
report on operations, drawn up in 1817, it noted that the money in
circulation now contained quite a lot of relatively new Swedish
banknotes that had been issued since 1813. According to a statute dating
from 1812, these notes should not even have entered the country and
the board proposed, in accordance with the letter of the law, that
Swedish notes issued after 1813 should be confiscated. The proposal
was not merely a mark of respect for the law; the board was also
concerned about fading demand for its own small banknotes,
denominated in kopeks and roubles. The Senate concurred and a
statute published on 12 December 1817 stated that small Swedish
banknotes would be confiscated from 1819 onwards. The board of the
Bank of Finland was very pleased with the Senate’s action and predicted
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that demand for its own notes would pick up as small Swedish notes
disappeared from circulation.
Its prediction was borne out because, by the end of April, so many
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illegal Swedish banknotes had been paid to the state and deposited in
the bank’s vaults that space was running out. As a solution the board
proposed that small Swedish banknotes should be exchanged for larger
Swedish banknotes, which the Senate approved at the start of June.
During 1818, small banknotes worth 178 320 riksdaler were exchanged
for Swedish notes of larger denominations. At the same time an order
was issued that loans would no longer be granted from military funds
in Swedish currency and that this money would also have to be changed
into Russian banknotes. During the year 300 000 riksdaler of funds were
exchanged. By this point, however, the value of the Swedish currency
had turned down sharply. Measures to swap it for Russian money were
then abandoned because, from an accounting viewpoint, continued
swap operations would have resulted in losses for the state.*®

The chief consul in Turku for Sweden-Norway, G.A. Bruncrona, was
appointed to exchange the banknotes. He had handled a previous
operation to exchange Swedish money for the Russians authorities in
Finland in 1809. The Swedish banknotes could not be exchanged
directly for Russian banknotes. Instead they were used in financial
centres such as Hamburg to purchase bills of exchange, which were
then changed in St. Petersburg for paper roubles.

The swap operations did not end here. A significant proportion of
the roubles obtained were due to be exchanged again for roubles
issued by the Bank of Finland. The aim was that notes from the Bank
of Finland would replace the Swedish money held in common hands
and ensure that ordinary people could pay their taxes in roubles. All
provinces of the country except for Vyborg were allocated a quota of
roubles for this purpose. It was intended that the money should be
used only in the countryside, because the Senate believed that the
towns had enough Russian money to pay taxes. The swap operation
was only half successful. The Finns were still not enthusiastic about
abandoning their Swedish currency and the project ground to a halt,
as the head of the Financial department noted in a report, dated 23
September 1820.%°

During this first period of the bank’s history, the final attempt to
drive out Swedish money came in 1820. The swap was initiated by a
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secret edict from the emperor dated June 1819, which set parameters
for the operation. These fixed the exchange rate and also granted the
Bank of Finland the right to issue larger-denomination banknotes than
before, worth 1, 2 and 4 roubles. The rationale for creating a wider
spread of denominations was that it would be easier for the bank to
replace Swedish banknotes. The aim was to convert into Russian paper
roubles all the Swedish currency reserves of the government and the
Bank of Finland.

G. Ladau and N.G. af Schulten, members of the Senate’s Economic
division, were appointed to run the operation, assisted by Protocol
Secretary J.G. Hornborg. From the Bank of Finland, J.G. Winter
participated. Others involved were the aforementioned G.A. Bruncrona
in Turku and Commercial councillor J.H. Heidenstrauch in Helsinki.
The choice of management reflects the nature of their duties. Ladau,
in charge of the operation, was director of the Postal Administration
and familiar with questions of transport, so he was responsible for
moving the money. Af Schulten was a mathematician so his job was to
supervise the calculations of the operation, involving many different
types of money with varying exchange rates.*

The task was completed during 1821, at which time a total of 794 774
riksdaler in Swedish banknotes had been swapped. These notes were
mainly used to acquire bills of exchange, pounds sterling and Hamburg
Marks in Stockholm, which were then exchanged in St. Petersburg for
paper roubles. It is worth noting that neither the Senate nor the Bank
wanted to obtain silver. During the period 1818-21 a total of nearly 1.3
million riksdaler in Swedish banknotes from state funds were
exchanged into roubles. At the exchange rate in 1819 they were worth
2.6 million paper roubles. At the end of 1821 the total value of Bank of
Finland funds was nearly 2 million paper roubles so the volume of
Swedish banknotes exchanged in this period was quite significant.
Another sign of the great volume of money exchanged is that the Bank
of Finland was unable to keep pace with its lending and issuing. The
roubles obtained in the swaps were invested at 5 percent interest with
the State Commercial Bank of St. Petersburg.

After all these operations the Senate was able to report to the tsar
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in May 1821 that the people of Finland now had enough paper roubles
at their disposal to pay taxes and loans. The situation seemed to be so
good that, in July 1821, a decree was issued that all payments to the
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state were to be made in roubles from the start of the following year.
Official circles, at least, now believed that Swedish currency was no
longer the dominant form of money in Finland.

In the years ahead most of the taxes and fees due to the state were
indeed handled in roubles, nor did the state need to continue making
payments, such as wages, in Swedish currency. This did not mean that
the money of Finland had been entirely reorganised. In the countryside,
most transactions between private individuals continued to be in
Swedish money, and the shortage of roubles meant that taxpayers
often had to resort to barter when paying their taxes. The shortage of
roubles became particularly problematic in years of crop failure, when
roubles were used up in purchasing grain. Again and again the common
people in the countryside complained about being subjected to the
despotism of officials and money changers when they needed to swap
Swedish notes for roubles to be used in paying taxes. Swedish paper
riksdaler and treasury notes were constantly used more than the
official unit of currency, the paper rouble, so the problems had not
disappeared.

Efforts between 1818 and 1821 to remove Swedish money from
circulation were not, therefore, entirely successful. The reasons for the
failure can be summarised as, on the one hand, the conflict between
official regulations and their supervision and, on the other, the gap
between objectives set for monetary reform and the methods used to
attain it. For example, a decree issued at the end of 1812 clearly forbade
the import of Swedish banknotes into Finland but at no point was the
ban imposed in an effective way. Although officials had the legal right
to confiscate imported Swedish banknotes, this was done in only a few
exception cases. It was not until the 1830s that the position of Swedish
money in Finland became a pressing topical issue again, when external
circumstances had changed fundamentally. Sweden was returning to
the silver standard.

WHY DID SWEDISH MONEY PERSIST?

The tenacity of Swedish currency as Finland’s dominant medium of
payment stems from several factors, some of which were first raised
in debate at the Diet of Porvoo. Firstly the Finns were used to Swedish
money and their country’s altered political position did not shake their
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faith. Although the decimal system of the rouble appeared more
practical, they still preferred their Swedish riksdaler, skillingar and
rundstycken despite the arithmetical complexity. After 1810, familiarity
with the Swedish system was reinforced by greater relative confidence.
Napoleon’s attack on Russia threw its monetary affairs into disarray,
raising doubts about the rouble. At Napoleon’s behest a great number
of counterfeit rouble banknotes had been spread in Russia and there
were rumours about such forgeries in Finland.

Secondly, the structure of foreign trade promoted the retention of
Swedish currency. Until the end of the 1830s, Finland’s balance of trade
with Sweden showed a distinct surplus, bringing a constant flow of
Swedish money into the country. Correspondingly, trade with Russia
was predominantly in deficit, which took roubles out of Finland.**

The changing relative values of Russian and Swedish money had
even more influence. During the second decade of the 19th century,
Russia successfully stabilised its paper rouble, after which its exchange
rate movements were very subdued. The rate against the silver rouble
was almost constant and it did not fluctuate much against the Hamburg
Mark Banco, the international currency of the Baltic area. On the other
hand, Swedish paper money remained volatile even after the
Napoleonic wars had ended. The value of the riksdaler against the
Hamburg Mark Banco fell until the early 1830. By the end of the 1820s
the value of Swedish banknotes against the paper rouble was nearly
40 percent lower than at the time of the conquest of Finland.**

Ordinary people in the Finnish countryside were not aware that
the external value of the riksdaler had fallen. Their confidence in the
familiar money of the past remained strong and the riksdaler was
gladly accepted in payment. This led to a situation where it was
extremely advantageous for businessmen to use Swedish money in
Finland. They obtained a greater number of them when trading in
Sweden but did not have to pay any premium when using them for
purchases in Finland, where their depreciation had not been widely
noticed. Using paper riksdaler in Finland was a source of extra profits
and they remained the most common medium of payment by far in
large parts of the country.

The following quotation from a study by J.V. Tallgvist, published in
1900, describes the situation vividly. “In these conditions, bank assignats
and their substitutes, the small notes of the Bank of Finland, were on
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the losing side. At tax collection time, the coffers of the Crown filled
with Swedish money. With their constant hunger for profit, tradesmen
brought great volumes of Swedish banknotes into the country, either
to sell them at an inflated rate to taxpayers or to use them to acquire
rustic goods from the common man, in whose eyes their worth had
remained unchanged”*®

This imperfect market also had an impact on how the authorities
behaved. Although the use of Swedish currency was officially forbidden,
even the government circumvented the regulations, using riksdaler in
the public purse for official purchases. The alternative would have
been to send it to Sweden for conversion into roubles, would have
resulted in an exchange rate loss. Thus it was that the government
itself put the riksdaler that it acquired back into circulation.

Exchange rate differences offered profitable opportunities not
merely for merchants doing business with Sweden but also for public
officials. In all areas of the country except the east, the rural public
generally had only Swedish riksdaler at their disposal but they needed
paper roubles to pay taxes. Their only option was to convert riksdaler
into roubles before payment, with the same tax-collecting officials
acting as money changers. Ordinary country people had no grasp of
the correct exchange rate, and the money changers could exploit their
ignorance. The problem was recognised by the government but no
remedy was found. In the words of J. V. Tallgvist: “Unfortunately the
ignorant peasant was the greatest victim of this deception. At tax
collection time he had to obtain Russian money, which was not in
circulation, at the price set by usurers. His only alternative was to
persuade the tax collector to accept Swedish money at the payer’s risk
and the official’s unfavourable terms”** Although these words are
from a study published decades later, the discrepancy was already
recognised at the time.

The 1810s and 1820s thus created conditions in Finland where a
debased paper riksdaler prevailed over a stable paper rouble. Without
the will for proscription or the funds for redemption, the situation
became established and continued for as long as Sweden and Russia
remained on a fiat money standard. It was Gresham’s Law in practice,
the bad driving out the good.

164



SWEDEN’S CURRENCY
REFORM

KING KARL JOHAN YIELDS

Finland’s monetary conditions were obviously influenced strongly by
Sweden’s monetary policies as long as Swedish paper money remained
in general use. Although Sweden had managed, soon after peace was
restored, to halt inflation and to lessen the volatility of the riksdaler,
it was a long time before there were any real prospects for a return to
the silver standard. The legality of suspension of its convertibility
remained controversial until spring 1818, when the Swedish Diet
officially released the national bank from responsibility for redeeming
banknotes with silver.*” The riksdaler still fluctuated quite a lot on the
foreign exchange market but its price from 1815 onwards was never as
much as half its silver parity. Extremely tight, deflationary monetary
policies would have been required to restore the currency from this
level to its statutory value. For Finland, constant changes in the value
of Swedish money were naturally detrimental to state finances and
business life.”*

Karl Johan, who ruled Sweden first as Crown Prince and then as
King, took a strong personal interest in money matters and was an
enthusiastic supporter of bullionist policies. His government set the
long-term objective of raising the debased riksdaler exchange rate level
and eventually of re-instituting the old silver parity. This was the
objective of several ambitious currency operations, managed by
Secretary of State Carl David Skogman, who had been born in Loviisa,
Finland but had moved to Sweden. Around the same time, Skogman
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also played a central role in establishing the first savings banks in
Sweden. The currency operations, employing the purchase and sale of
bills of exchange, were expensive for the public purse and still did not
produce the desired result of a stronger riksdaler. Awareness was
gradually growing that Sweden’s return to the silver standard would
have to take place at a realistic silver value, meaning one that
corresponded to the prevailing exchange rate.

The rates that would be used for redeeming paper money were set
by the Diet in 1830. The silver riksdaler would again become the
underlying currency of the Swedish monetary system. Its silver content
was reduced by an insignificant 0.75 %, and the rate for exchanging
banknotes was set at approximately the current exchange rate. The
Diet decided that one silver riksdaler would be equivalent to 2%
riksdaler in banknotes (or, equivalently, 128 skillingar in banknotes).
The rate for exchanging treasury notes issued by the National Debt
Office was to be even simpler; one silver riksdaler would be worth
exactly 4 riksdaler in treasury notes, or 192 treasury note skillingar. The
ratio between banknotes and treasury notes was therefore left
unchanged at 1:1%. It was the rate that had been in force since the
currency reform of 1803.

The Diet’s decision of 1830 did not lead to an immediate return to
the silver standard because the silver reserves of the national bank
were regarded as insufficient. The redemption of paper money in silver
was not commenced until the start of October 1834, the date on which
the silver value of the riksdaler was finally fixed in practice. Sweden
had then been using a system of fiat money for 9o years — that is, since
1745 — apart from a couple of brief periods.

Curiously, the Swedish currency reform of the 1830s went only
halfway. It fixed the value of paper money against silver but did not
eliminate the confusion of parallel currency units. The forms of money
used hitherto were not withdrawn from circulation and the
denominations of notes remained unchanged. New banknotes entering
circulation were still denominated in riksdalers banco (meaning, in
banknotes) and skillingar banco, although their value in relation to the
silver riksdaler was now fixed. At least in 1834 the National Debt Office
ceased to issue treasury notes, the other form of paper money, but
these old notes also remained in circulation and most prices continued
to be stated in treasury note riksdaler and treasury note skillingar.**°
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The monetary reform in Sweden set the conditions for Finland’s
reform, of which a key part was to redeem the Swedish money still in
circulation in Finland and transport the notes to Stockholm to be
converted into silver. The rate of exchange and the convertibility of
Swedish currency into silver at Sweden’s national bank were therefore
crucial for monetary reform in Finland.

EFFECTS IN FINLAND

Sweden’s decision to return to the silver standard initially had no
influence on Finnish monetary policy but, in 1833, Lieutenant general
Alexander Thesleff, deputising for Governor general Alexander
Menshikov, made a new proposal to the Senate’s economic division
that Finland should henceforth use roubles only and that all Swedish
money should be forbidden on penalty of confiscation. One reason for
Thesleff’s action was that the riksdaler had regained lost ground in
Finland in the second half of the 1820s. It was still the principal
currency in private business transactions and, except for the eastern
areas of the country, items were generally priced in banknote riksdaler
and not in roubles. The lower external value of the riksdaler against
the rouble also encouraged its use. At the beginning of the 1830s, even
the government had begun to reuse its Swedish currency when paying
wages of state employees. The bad money — the riksdaler — had driven
out the rouble.®

In his proposal Thesleff made several interesting observations
about monetary risks. Could Sweden’s Bank of the Estates of the Realm
declare money in circulation outside Sweden to be void? What risk was
involved in transporting Swedish banknotes by sea to Stockholm? How
much danger was posed by the existence of counterfeit Swedish
banknotes? He offered no answers to these questions, nor did his
proposal lead to concrete action at the time. Most of the members of
the Senate’s Economic division felt that existing regulations would be
enough to curb the use of Swedish money if only they were observed.

The question of Swedish money was raised in the Senate again in
1835 but, once more, no real action was taken. At the same time Finnish
economic policy became slightly more active. In the mid-1830s several
committees were established to look at ways of developing the
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economy.** The central figure on most of these committees was Lars
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Gabriel von Haartman, who saw monetary stabilisation as an important
objective for the whole of society. In a statement on monetary reform
made in 1836 to Ministerial State Secretary Robert Henrik Rehbinder,
Haartman was critical of previous attempts by the Senate, describing
them as half-baked and doomed to failure. He gave the example of the
regulations on confiscating the small Swedish banknotes in circulation
in Finland at the same time as the large notes were still allowed. On
the other hand, he predicted, if the use of all Swedish banknotes was
forbidden, there was a danger that Swedish coinage would flow into
the country.

In Haartman’s view the problem ought to be handled by a swap
operation managed by the Senate and not by compulsory confiscation.
But a swap would not succeed as long as the official exchange rate for
Swedish notes remained 6-7 percent below their market value. In
planning the swap operation, a distinction should be made between
losses to the public purse and losses to the economy as a whole. The
matter should entrusted to experts, he said, and not merely to
officials.®*

At the same time as asking for Haartman’s views, Rehbinder had
requested a statement from A.H. Falck, the former head of the Financial
department. Falck’s statement was fairly unassuming. He did not see
any real problem posed by the existence of Swedish money in
circulation. On the contrary the more money there was in the country,
the better business and commerce would flourish. The tenacity of
Swedish money was a consequence of the trust in it and, now that
Sweden had returned to the silver standard, this confidence was more
justified than ever. No new declarations were required. It would be
enough to retain the old practice whereby payments to the state could
not be made in Swedish money.**

Ministerial State Secretary Rehbinder continued to be interested in
currency questions and chaired a committee on the matter. Lars
Sackleen, a member of the Senate, and L.G. von Haartman, then still
serving as a provincial governor, were appointed members of the
committee and John Julin, owner of the Fiskars ironworks, and Henrik
Borgstrom, owner of the Borgstrom trading house, were asked to make
statements as representatives of business and commerce. The timetable
was fairly tight because the report was completed by the end of
February 1836. It is surprising to note that, even at this stage, members
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of the board of the Bank of Finland did not participate in any committee
work, nor was the Bank even asked for its views on monetary reform.*

The committee report’s shows that official attitudes towards
Swedish money had mellowed, which was understandable at a time
when Sweden had returned to the silver standard. The tie to silver had
stabilised the value of Swedish money and consequently paper roubles
were also expected to remain steady in value. Backed by silver, the
riksdaler would again act as a stable measure of value, so it could be
used as such in Finland until an equally good domestic measure of
value, a silver-backed rouble, was available to replace it.

The committee did not fix a schedule for implementing the silver
standard. Most members were in favour of cautious progress, with a
final return to silver taking place in the course of 1840. Regarding the
elimination of Swedish money, the majority deplored outright bans
and confiscations. It had finally been grasped that the success of a
money changeover was crucially dependent on the exchange rate at
which it was implemented. The committee realised that Swedish notes
had hitherto been undervalued in terms of Russian roubles, so that
attempts to swap them were doomed from the outset.

To implement a swap, provincial offices and the Bank of Finland
would have to participate. The plan called for Swedish paper money to
be exchanged for paper roubles issued by Russian banks and the Bank
of Finland. It was calculated, however, that the funds of the government
and the Bank of Finland would be insufficient to complete the
operation, so a loan from Russia would be needed. The size of the loan
was estimated at about half a million paper roubles. The reserve of
silver required for a silver standard would be obtained by exchanging
the old Swedish banknotes in Stockholm for silver.

Lars Sackleen, head of the Financial department, reiterated old
official attitudes in the views he expressed to the committee. He was
in favour of retaining the old policy of strictly prohibiting the import
of Swedish money. He did not, moreover, believe that any borrowing
would be required for completion of the swap operation; it could be
done by stages using state revenue surpluses.®*

In their statement, John Julin and Henrik Borgstrom, representing
business and commerce, stressed that a silver standard was
indispensable. As long as the domestic rouble-based monetary system
was unstable, there was no reason to reject Sweden’s now-stable
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riksdaler. The economy needed a currency that was a steady measure
and store of value, which the riksdaler, tied to silver since Sweden’s
monetary reform, offered. However the ultimate objective should be a
national currency tied to silver, so the Bank of Finland should begin
issuing silver-backed rouble notes as soon as possible. They proposed
that the rate of exchange between the old and new rouble should be
1:3.6 — in other words 3 roubles and 60 kopeks in paper would be
equivalent to one silver rouble. The silver required by the reform would
be obtained from St. Petersburg, acquired on the money market of the
Russian capital using paper roubles. Swedish currency in turn would
automatically disappear from Finland after the reform, so no swap
operation would be needed.*

In connection with the reform, Julin and Borgstrém wanted
monetary and banking conditions to be developed in other ways, and
saw the Bank of Finland as the platform to initiate this. The bank’s
lending facilities should be enlarged by eliminating the size restrictions
on loans from the founding capital fund and by allowing townhouses
to be used as collateral. The ceiling for loans from the small banknote
fund should also be abolished, the permitted types of merchandise
security should be expanded and the interest rate should be lowered
to 5 percent. Bank of Finland deposit operations should be broadened
and developed, among other things by permitting the use of payment
orders against deposits.

Julin and Borgstrom also made a completely radical proposal; that
private banking companies should be established in Turku, Oulu and
Vyborg, creating a network of banks covering the largest towns. It was
the first time that the establishment of private banking institutions in
Finland had been proposed. In his history of the Bank of Finland, Hugo
E. Pipping believes that John Julin was the author. The issue was first
raised in public in an unsigned article published in 1832 in the
newspaper Helsingfors Tidningar. It stated that the only way to
eliminate Swedish money from circulation would be for Finland to
move to the silver standard and establish private banks.**

The 1836 committee report and the concomitant statement by Julin
and Borgstrom show that, by the mid-1830s, officialdom and enterprise
had adopted a wider approach to monetary reform. A common feature
was the view that a return to the silver standard was vital. In this
respect they were harking back to the objectives advanced at the Diet
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of Porvoo. Their stipulation of a return to silver also showed in their
more pragmatic attitudes towards Swedish currency. The riksdaler,
now tied to the silver, was no longer to be feared because Finland’s
move to the silver standard would automatically eliminate Swedish
currency from Finland.
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THE ROUBLE GOES
BACK ON SILVER

KANKRIN’S PASSIVE
RESISTANCE FOUNDERS

Stabilisation of Finland’s system of money required both a silver
standard in Russia and a monetary reform in Sweden. A return
to the silver standard had long been an objective of the Russian
government, at least in principle, and was part of Speransky’s
financial plan, approved in 1809. The war against Napoleon’s France
had disrupted the financial basis for its implementation, however,
and Russia continued to use fiat money even after peace had been
restored. Since the early 1820s, Finance Minister Dmitri Guryev had
deliberately reduced the amount of paper money in circulation, with
the aim of raising its value, but this policy was discontinued in 1823
when Egor Kankrin became Finance Minister. Instead Kankrin froze
the volume of assignats in circulation for two decades. Subsequent
external crises, such as the war against Persia in 1826-28, the war
against Turkey in 1828-1829 and the crushing of the Polish uprising in
1830-31, were a series of burdens on the public purse that postponed
any reforms.

Kankrin treated the idea of returning to the silver standard with
suspicion and caution. He was an ultraconservative who mistrusted
large reforms. His actions as finance minister were focused on cutting
government spending and in this he was successful. As the finances of
the state became more robust the value of assignats — paper roubles —
stopped falling. At the start of his term as finance minister, the value
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of the paper rouble hovered around 27 silver kopeks, and the market
price of a silver rouble was 3.6-3.7 assignat roubles.

The underlying objective of Kankrin’s policies was preservation of
the status quo in society, which in practice meant the hegemony of the
landed aristocracy and defence of their way of life. Kankrin believed
that a return to the silver standard would entail deflation, a fall in
prices that would bring economic distress to indebted owners of
country estates. This was the very social group whose interests he was
committed to defending.*’

By the 1830s, however, the situation has changed in a way that
made a return to the silver standard look feasible. Economic conditions
had improved and the value of the assignat rouble had stabilised but,
at the same time, the disadvantages of the assignat system began to
emerge. Until 1833 the assignat remained stable in value but then it
began to appreciate. At the start of 1834 its price on the St. Petersburg
Exchange passed 3.6 per silver rouble, which was the official value in
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state payments. It continued to strengthen and by 1837 the exchange
rate was 3.55. This created new tensions in payments to and from the
state, because state payments were permitted in silver coin as well as
assignats since 1831. With an emerging gap between the real and official
values of the two currencies, the people began to prefer metal coins
for paying their taxes and levies but were unwilling to accept coins in
payment from the state.**°

In the years ahead the assignat continued to strengthen and by the
end of 1838 the silver rouble was worth 3.52 assignats. The assignat was
now worth 5 percent more than at the start of the decade. It this trend
were to continue, the finances of the indebted landed nobility were
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sure to suffer.®*” At the same time the conversion rate applied by
ordinary people in everyday transactions was distinctly different from
the rate on the St. Petersburg Exchange, which could be exploited in
various ways. Walter Pintner points out that the rising market price of
assignats widened the gap between the real value and everyday
conversion rates during the 1830s, offering opportunities for speculation
and fostering discontent.** The traditional rate used by the common
people was four assignat roubles per silver rouble but, by the late
1830s, this undervalued the assignat by 10-12 % compared with its
quotation on the St. Petersburg Exchange.**®

It is hardly surprising that confusion in the Russian monetary
system and uncertainty about the real value of money was a constant
source of public complaint. In 1836 the tsar demanded that Kankrin
explain the reason for the discontent. His report, given in 1837, was in
keeping with his conservative disposition. He believed that the
prevailing monetary system was fundamentally sound and he offered
prohibition and punishments as the best ways to force a change in
everyday conversion rate, after which there would be no more
uncertainty about the value of money and abuses would end. In
addition he proposed the establishment of offices for silver deposit,
which would be able to issue certificates redeemable in silver and
usable for payments in place of silver. At this point in time, the idea
was mainly to reduce the logistic problems faced by the state in
transporting silver money but it came to constitute the main basis of
monetary reform in the years ahead.**

Russia’s Council of State deliberated monetary reform from the
end of 1837 to the spring of 1839. Two prominent participants in the
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discussions were Admiral Aleksey Samuilovich Greyg and Count
Ksawery Drucki-Lubecki, who both presented the council with
devaluation plans. Greyg was a second-generation naval officer whose
father, Admiral Samuel Greyg, had repulsed an attack by the Swedish
fleet on St. Petersburg in 1788, while Drucki-Lubecki had been Finance
Minister of Congress Poland during the 1820s. Greyg thought that the
weight of the silver rouble should be reduced so that it corresponded
to the prevailing value of the assignat. This reform could have been
implemented without trying to modify the prevailing prices of
assignats. Drucki-Lubecki urged that a new kind of banknote should
be issued, denominated in silver roubles and redeemable in silver, for
which the assignats could be exchanged at their fair value. Also Mikhail
Speransky, who had made a political comeback and been reappointed
to the Council of State, drew up his own proposal for monetary reform
shortly before his death.>”

Initially Kankrin opposed both Greyg and Drucki-Lubecki but,
under pressure and after studying Speransky’s plan, he finally saw the
need for monetary reform, and proposed that the fall in the value of
assignats should be formally recognised, after which they could be
exchanged for silver money. In May 1839 Kankrin presented the Council
of State with his own proposals to make silver legal tender for all
payments from the beginning of 1840. Assignats would be exchanged
for credit notes denominated in silver roubles and redeemable in
silver from the start of 1841.

Kankrin proposed the conversion rate of 1:3% between silver
roubles and assignats but the council majority preferred 1:3.6 which
was the rate that had long been used for state payments and which
Speransky had supported in his own proposal. The tsar personally
resolved the matter by choosing 1:3% and Kankrin’s plan was
approved.>® Kankrin had picked a higher rate for assignats because he
obviously feared that there would otherwise be a run on state banks
as depositors tried to withdraw assignat deposits before the conversion
took place. By spring 1839 the assignat rouble had risen to a value
where a conversion rate of 1:3.6 would have caused losses to their
holders.”

After long period of dragging his heels, Kankrin had finally
endorsed the conversion of assignats at a rate that recognised that they
were not par with silver roubles although, in opposing the reform plan
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of Admiral Greyg at the end of 1837, he had rejected this possibility and
insisted that assignats could still gradually be returned to their par
value.*® One can only speculate on the reasons for his change of heart.
Levicheva believes he was swayed by Speransky who “established that
the monetary cycle can be stabilised only by systematic reform of its
foundations” — in other words, by returning to a metal standard.
Pintner believes that pressure from the tsar and other members of the
Council of State had grown too great for Kankrin to resist.>*® Another
quite credible explanation is that Kankrin was being faithful to his
political beliefs and was concerned about the effect on landowners of
the rising trend in assignat values. At least he explained it in these
terms, stating in his reform proposal of May 1839 that “the appreciation
of assignats, which causes manifold distress, must be halted”**

THE ROUBLE CEMENTED IN SILVER

Two manifestos proclaimed on the first day of July 1839 laid out the
details of Russia’s silver standard reform. Silver money was now the
only legitimate measure of value in Russia, as it had been in 1810-1812,
at least in the letter of the law, when Speransky was implementing his
reform programme. All contract sums were to be denominated in
silver money from the start of 1840. Stock exchange prices and foreign
exchange rates would be quoted in silver roubles from that date.
Assignats were designated an auxiliary currency that had a fixed value
of 3% per silver rouble in all public and private payments. The monetary
system was also to have certain bimetallic features. It was decreed that
a ten-rouble gold coin (an Imperial, as it was called) would be worth
10 roubles 30 kopeks in silver coins, meaning that gold was given a 3
percent premium. This set the relative value of silver to gold at 1:15.45,
which was close to the ratio of 1:15.5 used in most continental European
countries. Regarding copper coins it was decreed that until new ones
had been minted, the value of old ones would be 3% copper kopeks
per silver kopek.*

The silver standard reform involved the issue of new paper money
denominated in silver roubles. From the start of 1840, deposit offices
were opened in conjunction with the State Commercial Bank, which
accepted deposits of silver from the public in return for deposit notes
valued 3, 5, 10 and 25 roubles, and later additionally 1, 50 and 100
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roubles. The deposit notes were backed 100 percent by silver and were
intended to circulate as legal tender for all payments to their full silver
value. The deposit office at the Commercial Bank would redeem the
notes “immediately without the slightest delay or commission, for a
sum of silver money equivalent to their face value”*?

This period at the turn of the 1840s coincided with crop failures in
Russia, which caused an economic crisis lasting until 1842 and delayed
the final part of the reform, the removal of assignats from circulation.
Because the crisis led to a budget deficit, the state began to issue an
additional new form of paper money, credit notes, in 1841. These
differed from deposit notes in that they had only one sixth silver cover
compared with the 100 percent cover of deposits notes. (The name
credit note is derived from this partial cover, five-sixths of their value
being a form of credit to the state.*®) There were now three kinds of
paper money in circulation in Russia: the old assignats and two new
kinds of note, both denominated in silver roubles and redeemable in
silver but backed by different proportions of silver. Although their
silver cover was only partial, credit notes achieved good public
acceptance, which gave encouragement and direction to the completion
of Russia’s monetary reform.**

At the start of 1843 Kankrin responded to the tsar’s summons with
a plan for the gradual removal of remaining assignats from circulation
and their replacement with deposit notes. Tsar Nicholas then rejected
Kankrin’s proposal as too cautious and put forward his own. It was
founded on the confidence enjoyed by credit notes and aimed at
redeeming the entire existing stock of paper money and assignats with
credit notes partially backed by silver. Under the tsar’s plan, no new
deposit notes would be issued and deposit notes that the state received
in taxes and fees would be destroyed, their 100 percent silver cover
being used to create credit notes with one-sixth silver cover.

According to a decree confirmed on 9 July 1843, assignats still in
circulation would be exchanged for credit notes.> A State Credit Note
Bureau would be established under the Finance Ministry, to issue the
notes and receive a metal reserve for covering their value and
redeeming them. The bureau was given the duties and responsibilities
previously held by the State Assignat Bank so it became Russia’s de
facto bank of issue, a position it held until 1860. The conversion of
assignats into credit notes began at the start of November 1843, and the
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State Assignat Bank closed after 57 years of operations. Silver deposit
notes were no longer issued but were redeemed with credit notes,
which released their metal cover for use by the Credit Note Bureau.**

The monetary reform of 1839-1843 put the Russian monetary
economy on a healthy footing in many respects. Pintner describes the
reform as the first significant change in Russia’s monetary system
since Catherine the Great had created assignats.*” The change was truly
historical because Russia had been using fiat money since 1786, but the
return to the silver standard had not been sudden. It can be seen as
having started back in 1830 when silver money was given a fixed rate
that could be freely used in state payments, even if the rate at that time
of 1:3.6 was not the ultimate one. Nor was the monetary reform
concluded in 1843, because a large proportion of the assignats in
circulation were exchanged for credit notes during 1844 and 1845. The
swap operation continued at an ever-slower pace until the end of the
1840s, when 99 percent of assignats had been repurchased by the state
with credit notes.”®

The result of the reform was to create a monetary system that was
close to a pure silver standard, because credit notes were redeemable
in silver and citizens had an unlimited right to have silver coins minted.
These features maintained reasonably stability in the silver value of
money. On the other hand the system had certain weaknesses. Like
coins, credit notes were legal tender, meaning they had to be accepted
as payment at a value equal to silver money. This feature, intended to
ensure the validity of the new credit notes, was later to prove fateful
for Finland’s monetary system. Moreover, the monetary system created
in Russia in 1839 had certain features of a bimetallic standard because
paper money was also redeemable in gold and coins could be minted
from gold bullion without restriction.**

The operation of a silver standard depends, of course, on the
redemption of paper money on demand. Despite Russia’s great size and
the poor communications of the time, credit note holders had to travel
to the State Credit Note Bureau in St. Petersburg to be able to redeem
an unlimited number of notes. Other offices imposed a maximum; at
the State Commercial Bank in Moscow it was 3000 roubles in credit
notes, at other regional offices the maximum was 100 roubles.

The monetary system based on the silver standard, constructed in
1839-1843 by Tsar Nicholas I and Finance Minister Kankrin, worked in
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a fairly stable way until the outbreak of the Crimean War. The number
of credit notes increased steeply but, until the Crimean War began,
their metal cover was much greater than the statutory one-sixth. The
silver reserve of the Credit Note Bureau was generally about one half
of the value of notes in circulation. It was severely tested in 1848-1849,
first by a serious crop failure, then by an epidemic and a military
operation, very large in scale for those times, to suppress the Hungarian
Revolution, but the system did not collapse. The silver reserves that
backed credit notes were reduced temporarily and their quotation
dropped to 95 percent of their face value, but calm was restored in
1850. After this there were no major disturbances before the start of
the Crimean War.**°
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FINLAND PREPARES
FOR A REFORM

THE POSITION OF
THE GRAND DUCHY

The completion of the reform that restored Russia to the silver standard
soon led to similar action in Finland. This was an independent
administrative measure because the Grand Duchy of Finland was a
separate financial state, which implemented and financed its own
fiscal reforms. The recent monetary reform in Sweden was an
important, even indispensable, prerequisite for a silver standard in
Finland. Eventually Finland would have had to conform with the new
mother country anyway, but the fact that the old mother country was
again on the silver standard made things much easier. Now that
Swedish banknotes were convertible, the Bank of Finland could acquire
silver by withdrawing Swedish notes from circulation in Finland and
presenting them for redemption by Sweden’s Bank of the Estates of the
Realm. Without this possibility, the reform might have been too
expensive. Since Sweden had restored convertibility in 1834, there had
been open discussion in Finland about the conditions for a return to
the silver standard. The Russian government’s decision in summer 1839
finally put the matter on the active agenda.

Publication of Russia’s money manifesto did not immediately
precipitate concrete action in Finland and there was initially some
discussion between officials about the extent to which the manifesto
affected Finland.*® Doubts were dispelled in autumn 1839, when
the tsar answered a question on the matter from the Ministerial
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State Secretary for Finland, R.H. Rehbinder. On November 2nd, Tsar
Nicholas replied affirmatively that Finland as a part of the empire was
affected by Russia’s monetary reform, and he ordered the formation
of two committees. The first was to prepare general implementation
of a monetary reform and ensuing changes to Finland’s separate
system of taxation. In practice this meant deciding the exchange rate
that would be used for silver money when taxes were calculated and
a possible need for reform of taxation principles. The task of the
second committee was to plan how Swedish money would finally
be removed from circulation in Finland. Provincial governor Lars
Gabriel von Haartman was appointed chairman of both committees.
The other members of the monetary reform committee were Lars
Sackleen, head of the Senate’s Financial department; Carl Gerhard
Hising, a member of its judicial division; Johan Gabriel von Bonsdorff,
clerk of the Senate; J.G. Winter, board member of the Bank of
Finland; and Carl Trapp, Prosecutor at the Turku Court of Appeal.
The committee on eliminating Swedish money was composed only
of Haartman, Sackleen and Bonsdorff, and its work was declared
secret.”®

The schedule for reform was exacting; both committees were
instructed to complete their work by the end of the same year. After
this the matter was presented in the Senate, followed by an Imperial
proclamation on monetary reform in Finland. The proclamation, made
on 28 March 1840, began as follows:

“Having regard in equal share to the perpetual place in Our Realm
of the Grand Duchy of Finland; and to the gracious declaration given
on 17th (29th) of December 1809 in strict conformity with the
constitution of Finland that the silver money of Russia is instituted as
its principal and prime currency; We have mercifully deemed
imperative that the principles recorded in Our Imperial Manifesto on
monetary reform issued in July of last year shall be applied in this
land, insofar as the separate system of taxes and hitherto prevailing
monetary conditions allow; and subsequent to a special committee
having studied this important affair and having received a humble
statement on the matter from Our Senate of Finland, We are graciously
desirous to ordain the following”®

The proclamation emphatically underlined that the Grand Duchy
of Finland was part of the Russian realm and that the Russian silver
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rouble had been decreed its main currency as long ago as 1809. A
monetary reform could be carried out in Finland along the same lines
as the one ratified in Russia the previous summer. However in
implementing the reform, Finland’s separate system of taxation and
its monetary conditions (meaning the great importance of Swedish
money) were special factors to be taken into account. The new monetary
system was due to be implemented at the start of 1841. From that point
onwards all taxes and payments as well as all prices were to be stated
in silver roubles.

EXCHANGE RATE CONUNDRUMS

Changing over to the silver rouble in fees and wages paid to and from
the state was a surprisingly difficult operation because the conversion
rates between silver and paper roubles that had been used in these
payments had been purely administrative and not even constant. For
taxes and wages 3 paper roubles were equivalent to 1 silver rouble,
while customs duties had applied the rate of 1:3.6, meaning that a silver
rouble was worth an extra 60 paper kopeks. This rate of 1:3.6 had long
been the official conversion rate in Russia too, but 1:3.5 was the rate
that had been used in Russia’s monetary reform. While the reform was
being planned, there was fierce argument about how wages paid by
the state would be determined in silver roubles. At the same time as
assignat roubles were to be converted into the new credit notes
redeemable in silver, Finland was also required to take many kinds of
Swedish banknote out of circulation. Official conversion rates would
have to be set for this operation.

Since the money reform in Sweden, decided in 1830 and carried out
in 1834, the slightly lighter riksdaler coin had contained an amount of
silver equivalent to 1.41723 silver roubles. Taking into account the fixed
rates set in Sweden’s monetary reform for conversion between the
silver riksdaler and the types of Swedish paper money, the theoretical
parities against the silver rouble from 1834 onwards had been:

35.43 silver kopecks per riksdaler in treasury notes

53.146 silver kopecks per riksdaler in banknotes
These imputed conversion rates, calculated from silver content,
constituted a starting point when the rate for redeeming Swedish
money was decided. The rate had to be sufficiently attractive to
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persuade private individuals to part with their Swedish money but not
so high as to overburden the public purse. The rates used in a large-
scale swap also had to be fairly simple so as to avoid tricky calculations
and operations.

A manifesto issued by the Emperor on 19 August 1840, which again
prohibited the use of small-denomination Swedish paper money in
Finland, set the official exchange rates in roubles and kopeks at which
the Bank of Finland would redeem Swedish money. The largest Swedish
notes (up to a maximum of 10 banknote riksdaler) were priced at 35
silver kopeks per treasury note riksdaler and 52.5 silver kopeks per
banknote riksdaler. This was equivalent to an exchange rate of 1.4 silver
roubles per riksdaler coin.**

This same conversion rate was to be used when market prices,
rents, wages and other such transactions previously expressed in
Swedish money were stated in roubles. The rate of 1.4 was advantageous
for the Bank of Finland because it was below silver parity but at the
same time it was profitable for holders of paper money because it was
better than the prevailing market rate. In early 1840 the average
quotation for the silver rouble on the Stockholm Exchange was 93.2
banknote skillingar, which meant that one banknote riksdaler had
been worth only 51.8 silver kopeks. The conversion rate applied in
Finland was clearly better than this.*”

Holders of small Swedish paper money were offered an even more
attractive swap. Notes worth less than a treasury note riksdaler would
be purchased at 36 silver kopecks per riksdaler treasury note and 54
silver kopecks per banknote riksdaler. This exchange rate valued the
riksdaler coin at 1.44 silver roubles, a premium of 1.6 % on its silver
parity and even more above the prevailing market rate for Swedish
paper money. The reason for this overvaluation was to ensure that the
everyday use of Swedish notes in Finland would come to an end, by
giving their holders good reason to swap them for roubles and
kopecks.**

The swap operation did not proceed according to expectations in
the early months of 1841 and in April its duration was extended to the
end of the year. At the same time, the conversion rate was lowered to
1.38 silver roubles per riksdaler coin, meaning that a holder of Swedish
treasury notes received 34.5 kopecks per riksdaler while banknote
holders received 51.75 kopecks per riksdaler. Apparently most of the
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money converted to roubles during the whole operation was exchanged
at this lower rate.**

The rate of 1:1.38 in force during the extended duration of the swap
operation was a full 2.6 percent worse than the theoretical parity of
Swedish and Russian coins based on their silver content, but it still
cannot be regarded as unrealistic, because it was in line with prevailing
market rates. In the second half of 1840 the silver rouble was quoted
on the Stockholm Exchange at an average of 92.45 banknote skillingar,
meaning conversely that a banknote riksdaler was worth 51.92 silver
kopecks. The new official rate adopted in Finland in spring 1841 was
very close to this market rate. Another sign that the rate of 1:1.38 was
realistic is that the redemption of Swedish banknotes was successfully
completed at this price.**®

MONETARY REFORM IN PRACTICE

Practical operations of the monetary reform were conducted by a
temporary (and secret) section established under the Senate’s Financial
department, headed by Haartman and consisting of senators B.U.
Bjorkstén and K.E. Heurlin. When the latter became unwell, he was
replaced by Lars Sackleen. Bjorkstén was head of the Treasury and
Accounting department of the Senate’s Economic division and Heurlin
was deputy head of its Financial department. Their choice can be seen
as a mild vote on no-confidence in the professional skills of the Bank
of Finland’s board of management, but was also in line with long-
standing tradition. All questions of principle connected with monetary
matters were decided in the Senate. The Bank of Finland was regarded
merely as an agency of the Senate.*

From the perspective of how affairs were handled, the choice
proved to be an excellent one. Heading the reform, Haartman had
broad authority so questions that arose could be settled quickly
without time-consuming bureaucratic manoeuvres. He probably
enjoyed his position of power in this compact, three-man section; later
in his career he was accused of autocratic tendencies.

The monetary reform advanced by stages. One of the first tasks was
to order new banknotes from St. Petersburg. The total order was for 3.3
million roubles worth and the notes were to be produced during
autumn 1840, so that they could be issued at the start of the following
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year. In relation to the small scale of Bank of Finland operations, this
was an enormous order and the costs of producing each note rose to
about three kopeks. It is illustrative that the board of the Bank of
Finland would have settled for a significantly smaller order but the
number was increased at Haartman’s insistence and he proved to be
correct. At the same time, old assignat roubles began to be converted
into silver in St. Petersburg. There were assignat roubles in various state
funds, in cash and on deposit at the Commercial Bank in St. Petersburg,
in the accounts of the Russian crown and as collateral at the Bank of
Finland for the small banknotes it had issued. The combined value of
assignats exchanged was about 0.7 million silver roubles. In addition,
a short-term loan of 0.3 million silver roubles was received from Russia
for implementation of the reform.”

To redeem assignats the Bank of Finland had to issue extra small
banknotes although it had already been decided that these would
be withdrawn from circulation and destroyed. The value of small
banknotes in circulation during the period 1836-39 had been 1.2-
1.3 million roubles but in 1840 it rose by 1.8 million roubles to 3.15
million. Such a large increase was in preparation for the withdrawal
of Swedish money from circulation. Although allowing small old-
style Bank of Finland notes to remain in circulation for a while
conflicted with the letter of the money manifesto, there were no
serious practical problems involved. Public trust in them remained
high and they were eliminated gradually. When their redemption
finally ended in 1852, it was calculated that old notes to the value of
46 000 silver roubles were still outstanding. This constituted extra
profit for the Bank of Finland.*”

The third stage of the reform was the removal of Swedish paper
money from circulation. The exchange operation may not have been
absolutely necessary; the direction of trade flows was changing and the
period when exchange rates favoured the use of Swedish currency was
coming to an end, so it would probably have gradually disappeared
from circulation anyway. However Haartman, in charge of the
operation, wanted to be free of Swedish money as quickly as possible,
to underline the status of the Grand Duchy of Finland as part of the
Russian Empire. Another important consideration was that Sweden’s
Bank of the Estates of the Realm, subject to the many requirements of
the silver standard, was obliged to redeem old Swedish banknotes to
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Of the heads of the Senate’s Financial department, the most active at
the Bank of Finland was L.G. von Haartman, who headed the operation
to remove Swedish currency from circulation during 1840-1842.

— Timoleon von Neff, oil on canvas, undated. Sinebrychoff Art Museum.

Central Art Archives.
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their full value in silver money, which provided the Bank of Finland
with the silver cover it desperately needed.

The plans for eliminating Swedish paper money had been made in
the three-man committee mentioned previously, consisting of
Haartman, the head of the Senate’s Financial department Sackleen and
the clerk of the Senate Bonsdorff. The committee drew up proposals
about the exchange rates at which the money would be redeemed and
also the schedule for redemption. Haartman and Sackleen clashed
over the size of the premium to be paid in the swap. Sackleen wanted
to keep it as small as possible, in the belief that a high premium would
suck extra Swedish paper money into Finland and thereby increase the
costs of the reform. Haartman’s view was that without a respectable
premium the swap would not work, and he was not concerned about
a deluge of extra Swedish money. Although Sackleen as head of the
Financial department was Haartman’s superior in the hierarchy of
government, “his Horribleness” had more influence and his opinion
prevailed. Henceforth there was no doubt about who was in charge of
the reform. It was characteristic that decision-making throughout this
period took place in secret. Naturally the secret could not be kept
indefinitely and by 26 May 1840, when a statute was published
prohibiting the import of foreign paper money, educated people
realized what was coming. After this the Swedish money that had
accumulated at provincial offices was collected together and sent to
Turku, where one of the three exchange offices of the Bank of Finland
had been established. In return for their riksdaler, the public received
small banknotes of the Bank of Finland, issued one last time with
extended validity. As a consequence the volume of small banknotes in
circulation increased from 1.3 million paper roubles in 1839 to 3.2
million. The upcoming reform was announced in Imperial proclamations
on 18 and 19 August 1840. The first reiterated that small Swedish notes
were invalid. The second told that they would be exchanged for Russian
ones. On the same day information was released about all the notes
which would be in circulation from the start of 1841 and their mutual
exchange rates.””

For ordinary people, a monetary reform was naturally a difficult
matter to grasp. To spread information, the Senate mandated that
provincial administrations, the clergy and the constabulary should
explain the reform and its significance to people in their areas. At
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church services, the congregation were reminded, among other things,
that Sweden had decided in 1835 that the riksdaler would cease to be
valid in 1845 so all old Swedish paper money should definitely be
exchanged before then.

The Bank of Finland did not become properly involved until
autumn 1840, when the swap operation itself began. Three exchange
offices were established, in Turku, Kuopio and Vaasa, by S.W. von Troil,
A.F. Boije and C.G. Stjernvall. All were long-term members of the Bank
of Finland’s board; Boije had been a member since 1826. The
appointments were a message to the public about the great importance
of the task. Troil as head of the Turku exchange office was to play the
key role because the paper money collected by all exchange offices
was to be sent via Turku to Sweden. The first batch was shipped in 1840
but the main deliveries began the following year, when 2.3 million
riksdaler were despatched to Stockholm. Shipments in the following
year exceeded 2.6 million riksdaler but thereafter shipments declined
and were less than 50 ooo riksdaler in 1848-49. In total the Bank of
Finland and, to a lesser extent, the government, sent 6.1 million
riksdaler in banknotes to Sweden. Finnish trading houses directly
exchanged an additional quantity of riksdaler for silver but there is no
data about the amounts. In practice Swedish money was removed from
circulation in Finland within a couple of years, a speed that exceeded
all expectations.

In Stockholm various persons and companies were recruited to
handle the exchange operation. Troil of the Turku office visited
Stockholm on several occasions and so did the Postmaster of Turku,
Carl Tammelander. Of trading houses in Stockholm, at least Tottie &
Arfwedson, Michaelson & Benedicks and C.R. Forsgren were involved.
Russia’s chief consul in Stockholm, Alexander Lavonius, assisted in the
operation. As will be apparent from the section on Swedish monetary
affairs, the Bank of the Estates of the Realm faced major problems in
1842 and 1843 in redeeming riksdaler from Finland. There was even the
threat that redemption might have to be discontinued because of the
lack of silver. By a small majority, Sweden’s bank council agreed that,
to retain public trust, the demands of holders of old notes had to be
met, regardless of whether the riksdaler had come from Finland. The
decision was eased by the awareness that the number of notes arriving
in Sweden would decline in the months ahead.*”
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The Finns had expected the notes to be redeemed with full silver
riksdaler coin, but instead the Swedish national bank offered small
silver coins. These were unacceptable because of their lower silver
content. Good foreign bills of exchange would have been acceptable
but there was little supply of these in Stockholm. Among the more
exotic media used were old Spanish piasters, said to have constituted
the earliest silver reserves of the Bank of the Realm and now used in
this moment of need. Even these were not uncontroversial because the
Finnish and Swedish sides had differing views about the applicable
exchange rate for piasters.””

The silver destined to be metallic coins was then shipped directly
from Stockholm to St. Petersburg, where Swedish silver money
was sold to the Mint for silver roubles. Also the bills of exchange
obtained from Stockholm were sold in St. Petersburg. These trades
involved numerous negotiations about exchange rates to be used
and various commissions to be paid. The Finns were unfamiliar with
such negotiations so the Bank of Finland hired the banking house
of Gustaf Sterky & Son. The choice was made by Haartman, now
head of the Financial department of the Senate, who had become
acquainted with chief consul Gustaf Sterky while working earlier
in St. Petersburg. This banking house also handled the exchange of
Finnish rouble banknotes in St. Petersburg. Haartman had originally
imagined that banknotes issued by the Bank of Finland would be
valid in Russia too but in practice they were not. Russian exporters
who received payment in Finnish banknotes tried to change them
into Russian banknotes as quickly as possible and these exchange
operations were the practical monopoly of Gustaf Sterky & Son
for two decades. The board of the Bank of Finland had never been
confident that their banknotes would be valid outside Finnish
borders.””

Unlike all previous efforts to stabilise monetary conditions in the
country, the reform went extremely well. The extra section of the
Senate’s Financial department worked with exceptional efficiency. The
old assignat roubles were quickly withdrawn from circulation. The
redemption of Swedish banknotes and treasury notes circulating in
Finland was a major challenge but Haartman’s decision to pay a slight
premium to their holders proved to be correct. The incentives to give
up Swedish money operated as had been expected, but the exchange
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rate premium was not so great as to encourage the systematic import
into Finland of old Swedish paper money. By the end of 1843, 80 percent
of the Swedish paper money in circulation in Finland had been
redeemed.

CRITICISM AMID SUCCESS

Published research treats the monetary reform as one of the greatest
achievements in Haartman’s long career as a statesman. The exception
to these assessments comes in the criticism of Emil Schybergson, the
author of the first history of the Bank of Finland. But even Schybergson
concedes Haartman’s merits in carrying out the reform: “He was
omniscient and omnipresent, and found time for every matter, both
great and small. In brief he showed incomparable vigour in prosecuting
the reform, earning the second nickname, Silver Lasse”*

The basis of Schybergson’s criticism was the tight connection that
monetary reform created with the Russian monetary system. According
to the fifth article of the Bank of Finland’s new regulations, the bank
had to redeem in metal not only its own banknotes but also Russian
banknotes. This meant that in fact the reform went only halfway, as
the Crimean War years would show. Moreover Schybergson believed
that redemption of all Swedish banknotes from circulation was a
political miscalculation. The link with Russia’s monetary system and
the absence of Swedish notes caused difficulties in the 1850s when
Russia was forced off the silver standard and again in the 1860 when
Finland returned to it. If the Bank of Finland had not been obliged to
redeem Russian banknotes, there would have been no need to follow
Russia in leaving the silver standard. Moreover if there had still been
Swedish banknotes in circulation in the 1860s, a Finnish monetary
reform could have been justified by the need to get rid of them, which
would certainly have made it easier to obtain permission from St.
Petersburg. This matter was first advanced in the 1860s by J. J. Nordstrém,
a banking theorist who had moved to Sweden.

On these grounds, Schybergson’s history of the Bank of Finland
states that “von Haartman’s monetary reform was (...) a misjudgement,
possibly deliberate in keeping with his sympathy for Tsar Nicholas I,
possibly an accidental one because he could hardly have anticipated
that after more than a decade Russia would reimpose a compulsory
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rate for banknotes, but in any case an unavoidable one because a more
comprehensive reform was not yet viable”*”

This criticism of Haartman, tinged with Schybergson’s Scandinavist
attitude, appears unreasonable. Article 5 of the Bank of Finland’s
regulations of 1840, which had been was inserted specifically at the
demand of Russian officials, stated that “the bank is also required
within the limitations of its funds to redeem all valid coins and notes
elsewhere issued in the Empire, in the same way as foreign gold and
silver money, at the rate set for each and announced to the public”
Russia’s monetary reform specifically emphasized the harmonisation
of monetary conditions throughout the Empire so it is difficult to
imagine that Finland could have obtained any sort of exceptional
status at that time.

SIZE OF THE MONEY SUPPLY

Up till Finland’s monetary reform, there is extremely vague
information about the volume of money in the country. The only
reliable data concerns the small banknotes issued by the Bank of
Finland, which had a volume of 1-2 million paper roubles. In 1821 the
amount topped 2 million roubles but then began to decline for more
than a decade, reaching its lowest point, some 0.8 million roubles,
in 1833. Although the people of Finland still lived in a largely barter
economy, such a small amount of money was nowhere near enough
to satisfy demand. The other official form of money was the Russian
assignat rouble note but there were not many of them either. Until
the monetary reform, the prevailing method of payment in much
of the country was old Swedish paper riksdaler. The volume was
impossible to monitor so there is no reliable data about money
supply in the period 1812-1840.

Fortunately the reform, which redeemed assignats and paper
riksdaler, offers some indications about the amount of money in
circulation at the end of the 1830s. The first estimates were published
thanks to the Diet of the Estates summoned for 1863-64. On its agenda
was an account, given in the name of the Emperor, on the operations
of the Bank of Finland from its foundation until the start of the 1860s.
According to a numerical appendix, the various kinds of money in
circulation in 1840 had a total value of 5.5 million silver roubles. These
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figures were recalculated by J.V. Tallgvist in a study that appeared in
1900, arriving at a slightly higher figure, 6.7 million silver roubles.?”®

The monetary development of Finnish society was still at a nascent
phase. Some taxes were paid in agricultural produce instead of money,
and there were officially sanctioned rates for payment in kind. The
proportion of wages paid in money was also small. Central government
officials were the first to move to a monetary wage but in agriculture,
which sustained the majority of the population, only a minor part of
wages was paid in money. Similarly domestic commerce was still
mostly barter. This was reinforced by the fact that trading rights were
a monopoly of the towns, and peasant farmers visiting town always
stayed with and traded with the same merchant, an arrangement
known as the accommodation system.

The amount of money in circulation was still relatively large at 4.7
silver roubles per head. This figure was certainly influenced by the fact
that, except for a few savings banks, there were no other banking
institutions at the time. Savings were not held as bank deposits but as
money stowed “under the mattress” or in the form of articles that
would hold their value. This allows diverse conclusions to be drawn,
some of them conflicting, about the amount of money in circulation.
On the one hand, the money supply can be seen as a sign that the
money economy was spreading but on the other, it can be interpreted
as a mark of how underdeveloped society was. Because of the
rudimentary state of banking, there were no dependable ways of
making deposits, and the lack of functional systems for transactions
meant that plenty of money was needed. However, a comparison with
Sweden suggests that the amount of money per head there was about

the same.

Currency share
Swedish notes 48 %
Russian notes 45 %
Bank of Finland notes 7%

The shares of different types of notes, consisting of Russian assignats,
Swedish riksdaler and small Bank of Finland banknotes redeemed in
the money reform are given in the table. The proportions of Swedish
and Russian paper money were about the same, but most of the money

FINLAND PREPARES FOR A REFORM 193



held by the private sector was in riksdaler, while assignats predominated
in the numerous funds of the government. The volume of the small
banknotes issued by the Bank of Finland was almost insignificant
during this period, never amounting to as much as a tenth of the
money in circulation. This confirms how small-scale and modest the
Bank’s operations still were at the end of the 1830s.*

EFFECTS OF THE REFORM IN SWEDEN

Finland’s monetary reform had a powerful impact on the state of
Sweden’s Bank of the Estates of the Realm and the Swedish money
market. When the earlier Swedish reform was being planned, it was
realised that Swedish banknotes were circulating in Finland but no one
was sure how many. It was also uncertain whether the Finns would
continue to use Swedish money after the reform. Also, in 1834 there
could have been no knowledge of Russia’s upcoming monetary reform.
It was generally felt that the volume of Swedish paper riksdaler in
Finland was not particularly great. Many believed that Sweden’s return
to the silver standard might actually increase the amount of riksdaler
circulating in Finland rather than reducing it, because the silver standard
would make Swedish money more stable and dependable than before.*

Sweden’s monetary reform apparently did not bring Swedish
money flooding back from Finland but it did allow the Finnish Senate
to implement