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The article contains a summary of the analysis "Valvottavien taloudellinen tila ja riskit” (Financial position and risks of

supervised entities) published in Finnish on 1 April 2009.

Profitability of Finnish financial sector
to weaken; loss-bearing capacity
remains fairly solid

Financial crisis affects supervised entities’ investment
returns the most

The financial crisis that emerged from the US housing
loan markets in 2007 led to large reductions in asset
values over the past year. Operational disruptions in
the markets were also reflected in banks’ refinancing.
Uncertainty in the markets continues. Raising long-
term market based funding is difficult for both
banks and companies outside the financial sector.

In the Finnish financial sector, the largest impacts of
the crisis so far have been felt by companies whose
investment assets have been exposed to the decline
of market prices. In particular, the solvency margins
of employment pension and life insurance companies
have been reduced. The decline of investment values
has also been reflected clearly in banking groups with
significant life insurance activities. From the banks’
perspective, the crisis has also been seen as higher
costs of funding and decreasing fees and commissions.

Since late last year, the financial crisis has caused a
rapid weakening of the real economy at a global level.
Future economic developments remain surrounded by a
high level of uncertainty. The depth and duration of the
recession will continue to have a major impact on the
development of the financial sector. Weak development
of the real economy causes the largest risks for banks
in the form of credit risks, and for other financial sector
companies in the form of reduced income and asset
values. In turn, it is the functioning of the financial
sector that enables the growth of the real economy.

The Finnish financial sector will be able to cope with the
economic recession if the economy performs in line with
the baseline forecasts and the worst crisis scenarios do
not materialise. However, negative financial results may
also be seen in the context of the baseline scenario.
Profitability of the banking sector weakens materially but
is likely to remain positive on the whole in 2009. Credit
losses will clearly increase, but the present estimates
of two- or three-fold credit losses would only amount to
about half a percent of the loan stock. Hence, we are

still a long way from the level of the banking crisis of the
1990s when credit losses amounted to 3.7% of the loan
stock. Fortunately, Finnish financial sector companies
faced the crisis in good shape. The buffers accumulated
over a period of many years come in handy now.

Maintaining profitability will be challenging

The financial crisis has already weakened the profitability
of supervised entities. Banks’ operating profit contracted
materially from the previous year. The impact was
seen particularly from last years’ final quarter onward.
Developments remained similar during the two first
months of this year. Both net interest income and net
fee income contracted and credit losses increased. Nor
did loan stock grow from the turn of the year. In contrast,
income from investment operations recovered somewhat.

Last year, the income of investment firms fell and 16
companies made a negative result. The capital of
fund management companies decreased materially,
particularly due to the reduction of share prices.

The slowdown of economic growth adds to the challenges
of financial market participants. A threat to banks’ results
is posed by continued weak income developments. Banks’
profitability is put to the test by the decline of market rates,
which reduces the net interest income of the banking
sector. The increased cost of funding also undermines
profitability. Furthermore, in the present market situation
it is difficult to find sources of fee and investment
income. Decreasing income and increasing credit losses
may lead to a significant reduction in the operating
profit of the banking sector from the previous year.

The prospects are also challenging for others — investment
firms, management companies and the entire insurance
sector. The results of life insurance companies are
weakened by the low level of interest rates, since a
significant part of the technical provisions of life insurance
companies consists of insurance policies with a high
guaranteed return relative to the present level of interest
rates. The premiums of non-life insurance operations
are likely to dampen apace with economic activity.
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Manifold increase in credit losses

The quality of banks’ loan stock is expected to deteriorate
across the board —in private customers as well as corporate
loans. So far, the amount of non-performing loans is fairly
small but it is increasing at a rapid pace. Relative to the
previous years, the amount of credit losses is expected to
grow two- or three-fold. Economic recessions are usually
shown in credit losses with a lag of one or two years, and
therefore credit losses are likely to increase furtherin 2010.

Credit losses are mainly expected from the corporate
sector, but the payment capacity of households also
weakens in an economic recession. As sectors,
construction, land transportation and accommodation and
hospitality services are already emerging as the weakest
ones. Households’ debt-servicing situation is alleviated
by variable-interest-rate loans. In Finland, the majority
of housing loans is variable-rate so when market rates
decrease, debt-servicing costs are reduced, with a shortlag.

Capital adequacy of supervised entities has weakened
but buffers continue to exist

The capital adequacy of Finnish banks weakened last
year but still continues to be at least moderate. The
combined loss buffer of the banking sector amounts to
about EUR 8.5 billion. This buffer will have to be tapped
if the operative result of the banking sector before credit
losses is lower than the credit losses to be booked. The
situation of Finnish banks is clearly better than that of
many other European banks. While many European
countries have been forced to support their banks heavily,
Finnish banks have not needed any government support.

At the beginning of 2009, in order to improve their capital
adequacy, banks have cut their dividends and announced
share issues. Banks try to maintain capital adequacy at a
solid level in order to be able to keep funding costs in check.

The liquidity of Finnish banks has remained solid despite the
difficult market situation. However, structuralfundingriskhas
increased because obtaining long-term funding continues
to be difficult and the tenor of funding has been shortened.

The capital adequacy of non-life insurance companies
continues to be at a good level although it has weakened
from last year. The capital adequacy of employment
pension and life insurance companies weakened
materially, mainly as a consequence of a reduction in the
value of equity investments. Life and employment pension
companies in particular are sensitive to developments in
the investment markets. The solvency of life insurance
companies is only at a satisfactory level although many

life insurance companies were recapitalised during the
year. The solvency calculation rules for employment
pension companies in contrast were revised by emergency
legislation. The purpose of the law was to avoid the forced
disposal of equities in a difficult market situation. Due to the
calculation method, the solvency margin of employment
pension companies increased by about EUR 5.1 billion
and their average solvency improved to a good level.

Preparations have been made in Finland for banks’ sus-
tained lending capacity

Finnish banks’ solid basic profitability and capital adequacy
buffers enable continuingbankingandlending operations as
usual, thereby supporting Finnish economic developments.
However, increasing risks and increased costs of banks’
funding have lead to increasing customer margins and
increased caution by banks in lending. Sound credit risk
management is indeed very important to prevent the risks
from threatening banks’ capital adequacy. Preparations for
a weakening situation have been made by providing banks
with the opportunity to have government guarantees for
long-term market funding, and reinforcement of banks’
capital by a subordinated capital loanis also being prepared.
It is important that also in Finland banks with sound capital
base have the opportunity to apply for these support forms
until financial markets resume their normal operation.

For further information, please contact:
Jukka Vesala, Head of Department,
tel +358 10 831 5374.

Finansinspektionen, PB 103, 00100 Helsingfors
telefon 010-831 51
www.finansinspektionen.fi





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings true
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 99
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /FIN <>
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


