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Norges Bank is responsible for promoting robust and efficient payment systems. The Norges Bank Act states that Norges Bank

shall promote an efficient payment system in Norway and vis-a-vis other countries. Norges Bank primarily does this in three ways:

e by providing secure and efficient settlement of interbank payments in banks' accounts in Norges Bank,

® by supplying banknotes and coins in a manner that promotes an efficient payment system and provides as-
surance against counterfeiting. This also provides a supply of payment instruments in situations where other
payment instruments are not available, and

e by monitoring important developments in the payment system and identifying ways to improve the system'’s
resilience and efficiency.

In addition, the Payment Systems Act gives Norges Bank responsibility for the licensing and supervision of sys-
tems for clearing and settlement of interbank money transfers (interbank systems). Interbank systems are re-
quired to be designed and operated to support the stability of the financial system. Norges Bank supervises sys-
tem owners’ compliance with the terms of the licence and may impose additional requirements if necessary.

Norges Bank’s work on payment systems complements that of Finanstilsynet (Financial Supervisory Authority of Nor
way). Norges Bank has the primary responsibility for ensuring that interbank system operations comply with legisla-
tion and licence terms, while Finanstilsynet has the primary responsibility for overseeing systems for retail payment
services, including supervising the technical security and operational stability of systems for payment services. Finans-
tilsynet publishes an annual analysis of risk and vulnerability, highlighting important issues related to the use of ICT in
the financial sector. Norges Bank and Finanstilsynet are in regular contact and exchange information.

This report is published as part of the work to promote robust and efficient payment systems. The Executive
Board has discussed the report and taken note of its conclusions. The report consists of two main sections.
Section 1 discusses developments in retail payment services, while Section 2 addresses interbank systems.
The two sections reflect Norges Bank'’s different responsibilities in the two areas:

e Section 1 analyses developments in retail payment services and assesses whether and how efficiency can
be improved. Except for cash-related work, Norges Bank’s only measures relating to systems for payment
services are publishing analyses and providing advice.

e Section 2 reflects Norges Bank's tasks and instruments for overseeing and supervising interbank systems
and other financial infrastructure. This work focuses on robustness and consequences for financial stability.
Section 2 provides an account of oversight activities and security assessments, which makes it an important
complement to the Financial Stability report.

The report’s target groups include other government authorities, owners and operators of payment systems,
financial institutions and their industry organisations, enterprises, the media, academia and students of eco-
nomics. To contribute to empirical knowledge on payments and payment systems, statistics are made available
in machine-readable format.
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It is important for a well functioning economy that pay-
ments can be executed swiftly, securely and at low cost.
Norges Bank oversees and analyses developments in the
payment system. Based on these analyses, Norges Bank
assesses the payment system in Norway as efficient.

Nevertheless, there is room for improvement. Electronic
communication for payments between businesses can
yield substantial gains for society. Payment costs can be
reduced if more invoices are issued electronically. The
government’s requirement that its suppliers must use
electronic invoicing as from summer 2012 can make a
contribution to this end.

A feature of an efficient payment system is the existence
of means of payment and payment instruments that meet
various needs so that users can choose the solutions best
suited to their needs. Banks should not reduce the public’s
access to cash but should rather bolster the cost coverage
of overall cash services. Moreover, in practice, cash still
appears to be the primary backup solution for banks’
electronic payment systems. In Norges Bank’s view, banks
must take this into account in their planning.

Payment services evolve. New technologies make new
payment solutions possible, such as using mobile phones
as a payment instrument. New ways to shop, with rising
online purchases, also affect systems for payment ser-
vices. There are new payment service providers outside
the banking sector. Banks are planning new services and
changes in interbank systems’ operating schedules to
make payment services faster. As long as security and
operational stability are satisfactory, initiatives to render
payment services faster and more efficient are positive.

Secure and stable operation of IT systems is essential for
payment services to function efficiently. System owners
are responsible for ensuring that users are provided with
secure and efficient solutions and that there are effective
backups. Banks have largely outsourced operation of IT
systems to external data processing centres. In Norges

Bank’s view, banks must take clearer responsibility for
services operated by external providers, as Finanstilsynet
(Financial Supervisory Authority of Norway) has also
pointed out.

All transfers between banks take place in interbank sys-
tems, which are systems for clearing, settling or transfer-
ring money between banks. It is essential for financial
stability that interbank systems function as intended at all
times. Losses arising from an interbank system failure
can be considerable for society. Changes to systems entail
a risk of operating problems. In 2011, a number of
changes relating to Norwegian interbank systems were
undertaken, including the introduction at Norges Bank of
a new liquidity management system and a new solution
for settling payments for the government. The changes
were implemented without any adverse impact on system
operation.

The financial infrastructure comprises various systems
for registering, clearing or settling payments, securities,
derivatives or other financial transactions. In overseeing
the financial infrastructure, considerable emphasis is
placed on the international principles drawn up by the
Committee on Payment and Settlement Systems (CPSS).
Norges Bank has previously evaluated Norwegian inter-
bank systems in accordance with these principles and
concluded that the risk linked to the systems is satisfac-
torily low. Annual updates of the evaluation are performed
in the light of changes to these systems. Moreover,
Norges Bank is of the view that Norwegian interbank
systems compare well internationally. By and large, they
meet international standards for best practice for such
systems.

The financial crisis revealed the importance of robust
systems in supporting the functioning of financial markets
and financial institutions in periods of stress. Internation-
ally, work is underway to strengthen financial market
infrastructures, including over-the-counter (OTC) trading
in interest rate, credit and foreign exchange derivatives.



The European Commission has proposed requirements
for registering OTC derivatives in trade repositories, the
use of a central counterparty (CCP) to settle trades in
certain derivatives and the establishment of common rules
for CCPs. In addition, CPSS and the International
Organization of Securities Commissions (IOSCO) has
drawn up new principles for the design and operation of
financial market infrastructures. The authorities in Norway
and most other countries will apply the new principles in
their oversight and supervision of financial market infra-
structures. These initiatives may serve to bolster financial
stability globally.

To promote a single securities market in Europe, the
Eurosystem is developing T2S, a common IT solution for
settling securities trades in EUR and other European cur-
rencies. Norwegian market participants have decided not
to participate in T2S from the go-live in 2015/2016.
Nevertheless, they see long-term benefits of T2S and will
consider participation at a later date. Hence, there is no
basis at present for Norges Bank to consider arrangements
for settling trades in NOK in T2S. If market participants
wish to participate in T2S at a later time, and the terms
of the agreement adequately protect Norges Bank’s
interests, Norges Bank may consider arrangements for
settling trades in NOK in T2S. Norges Bank has notified
the European Central Bank (ECB) of this in a letter dated
10 May 2012.

NORGES BANK



1. Retall payment services

Individuals and businesses pay for purchases in shops using
various payment cards or cash, while bills are primarily
settled using online banking. When individuals and busi-
nesses make electronic payments, the banks involved must
see to it that funds are transferred from bank to bank. This
takes place in interbank systems, which are systems for
clearing, settlement and transferring funds between banks.

Section 1 of the Report discusses developments in retail
payment systems, while Section 2 discusses developments
in interbank systems. Section 1 begins with an overview
of developments in the use of various payment instru-
ments and banks’ fees for and income from payment
services. When fees charged for payment services reflect
the cost of producing the services, this results in more
cost-effective resource use. Income generated by payment
services can support providers’ willingness to invest in
secure and sound payment solutions in the future.

Secure and stable operation of payment services is im-
portant for ensuring public confidence in these services
and the efficient functioning of the payment system. There
were certain problems with card system operation, etc. in
2011. Finanstilsynet (Financial Supervisory Authority of
Norway) has therefore stepped up its efforts to ensure that
banks have control over their own systems. Finanstil-
synet is responsible for monitoring individual retail pay-
ment systems, while Norges Bank oversees the overall
efficiency of the payment system (see Section 2.1).

The payment market changes as new services develop
and new payment service providers enter the market. The
Report discusses both international and domestic trends
and concludes with a look at developments in the Single
Euro Payments Area (SEPA).

1.1 Use of cash

Norges Bank’s obligation to issue banknotes and coins
means that the central bank has a duty to ensure that so-
ciety has access to cash as a means of payment. Banks can
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make cash withdrawals on the basis of their deposits with
Norges Bank. The public must obtain cash from banks.
Thus, in the area of cash distribution, Norges Bank func-
tions as the wholesaler and banks function as retailers.

Demand for cash is determined by users, who use cash
to the extent that meets their needs. One reason for the
use of cash is that it enables final settlement without the
use of electronic devices.

Over the past four years, the total quantity of notes and
coins in circulation has remained more or less at the same
level. In 2011, the average for the year was just over NOK
50bn. There was a more marked change for some de-
nominations. In recent years, the number of 1000-krone
notes has been reduced, while the quantity of 500-krone
and 200-krone notes has increased. This may be due to
the denominations banks choose to dispense from ATMs.
On 1 May 2012, the 50-gre coin ceased to be legal tender.

Cash as a share of the value of means of payment avail-
able to the public (M1) was approximately 6% in 2011
(see Chart 1.1). The share has been reduced by almost
half over the past ten years and is lower than in most other
countries (see Chart 1.2). The value of cash in circulation
has also shown a decline over time as a share of mainland

Chart 1.1 Value of cash in circulation as a share of means of payment (M1), household
consumption and mainland GDP. Percent. 2001 — 2011
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GDP and household consumption, even though the figures
were approximately unchanged from 2010 to 2011.

Users can obtain cash at bank branches, from ATMs and
at many point-of-sale (POS) terminals. The number of
ATMs has changed little in the past decade (see Chart
1.3). The number of withdrawals from ATMs was at its
highest in 2001 and has declined by 28% since then. At
the same time, there are more POS terminals, where
customers can withdraw cash. But the number of cash
withdrawals at POS terminals is also decreasing. In 2011,
61m goods purchases were accompanied by a cash with-
drawal, a decline of 7% from 2010.

The reduction in the share of cash as a means of payment
and decline in withdrawals from ATMs and at retail out-
lets suggest that the use of cash for payments is falling,
while card use is increasing. Nevertheless, cash plays an
important role as a means of payment, since it makes
payment transactions easy and efficient for customers,
especially for small amounts. Furthermore, banks view
cash as a backup solution for electronic payment systems.

In a letter to the Ministry of Finance of 30 September
2011", Norges Bank expressed the view that the establish-
ment of legal authority to require banks to provide for
such a backup solution should be considered, i.e. that
banks would be in a position to assure the supply of cash
to their customers in the event electronic systems fail.

In November 2011, Finance Norway (FNO), the Finance
Sector Union of Norway, Virke (the Enterprise Federation
of Norway) and IKT-Norge (representing the IT industry)
wrote a joint letter to the Ministry of Finance in which
they proposed the appointment of a law commission to
examine the impact of giving equal status to deposit
money and cash. The organisations argued that this would
result in security and efficiency gains for enterprises,
employees and society as a whole.

In its response, the Ministry of Finance stated that the
organisations’ proposal to give sellers the option of refus-

1 See Norges Bank (2011a).
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Chart 1.2 Cash as a share of means of payment (M1) in selected countries.
Percent. 2010
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Chart 1.3 Number of point-of-sale (POS) terminals and ATMs.
Per thousand inhabitants. 2001 — 2011
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ing cash to settle transactions would deprive Norges
Bank’s notes and coins of their status as legal tender. This
would weaken the public’s confidence in cash and pose
considerable challenges to persons with no alternative
means of settling transactions. The Ministry of Finance
thus rejected the proposal to consider giving deposit
money and cash equal status.



1.2 Card payments

At end-2011, the number of payment cards issued in
Norway amounted to 12.3m, an increase of 1.3% on the
previous year. The number of payment cards has risen
over several years, but the increase in 2011 was rela-
tively moderate, attributable to slower growth in the
number of debit cards.

In 2011, cards issued in Norway were used for 1.49bn
payments and cash withdrawals, equivalent to approxi-
mately 300 transactions per inhabitant. The use of pay-
ment cards increased by 9% compared with the previous
year. The value of card payments corresponds to half of
household consumption in Norway (see Chart 1.4).

Compared with other countries, Norway is among the
word leaders in card use (see Chart 1.5).

The number of goods purchases using payment cards grew
by 10%, totalling 1.4bn in 2011. Payment cards are in-
creasingly used exclusively for goods purchases, without
an accompanying cash withdrawal. The use of payment
cards for cash withdrawals from ATMs has also declined.
The number of such withdrawals has decreased by 4%
since 2010 to 92m in 2011.

While the increase in the number of card payments is
high, turnover rose somewhat more moderately, by ap-
proximately 6%. The reason is that cards are increas-
ingly being used for low-value payments instead of cash.
The average amount per transaction using Norwegian
cards declined from NOK 478 in 2010 to NOK 466 in
2011.

Use of Norwegian cards abroad grew sharply in 2011, by
19%, a figure that also includes use of Norwegian cards
for online payments on foreign networks. Use of foreign
cards in Norway increased by 12% in the same period.

The BankAxept debit card system has a high market share
(see Chart 1.6) and is cost-efficient (see Gresvik and
Haare (2009)). At the same time, card fees are low and
bank revenues from payment services in isolation are low.

Chart 1.4 Value of goods purchases using payment cards. As a share of household
consumption and mainland GDP. Percent. 2001 — 2011
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Chart 1.5 Number of card transactions per inhabitant. Payments and cash withdrawals.
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Chart 1.6 Use of payment cards. In billions of NOK.
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Instant payments

Banks' credit risk linked to payment
settlements was eliminated in sum-
mer 2000, when banks stopped
crediting customer accounts before
receiving payment themselves in the
Norges Bank settlements. This is
called crediting after settlement. The
disadvantage is that payees must
wait for payment until after settle-
ment in Norges Bank. Banks' cus-
tomers may need to make certain
payments faster than this solution
permits, for example, when privately
buying or selling second-hand goods.

On 3 May 2012, the banking industry
approved a solution permitting “in-
stant payments” to address this
need. These are credit transfers in
NOK that are made without delay be-
tween customer accounts in differ
ent banks. The payee’s bank is
obliged to increase the available bal-
ance on the payee's account instantly
on the basis of a message' from the
payer’s bank. These payments entail
a liability on the payee bank to the
customer before the bank has actu-
ally received funds in settlement.

This is called crediting before settle-
ment and entails a credit risk for
banks. To reduce this risk, a limit of
NOK 500 000 has been introduced
for payment orders of this kind.

This limit has been set to strike a
balance between desired areas of
use and interbank risk. While an
individual bank may set lower
limits for transfers from its custom-
ers, payee banks are obliged to ac-
cept instant payments of up to
NOK 500 000. Instant payments
may not be used for transactions
covered by an OCR? agreement, i.e.
payments with a customer identifi-
cation number.

The total transaction amount for in-
stant payments is expected to make
up only a small portion of banks" pay-
ment services. Thus, no measures
have been introduced to limit the set-
tlement risk they entail in the form
of a cap on positions, for example.
The banking industry plans to test
this solution in autumn 2012, with full
implementation likely in 2013.

Losses arising from insolvency
Instant payments are covered by a
clearing agreement® between partic-
ipants, which is also binding if a bank
fails. In such a situation, the NICS Op-
erations Office is to maintain an over
view of all unsettled instant payments
to and from the insolvent bank re-
ceived by the payment system up un-
til the exact time the bank is placed
under public administration. If the in-
solvent bank has a positive clearing
position, it is to be credited to the
bankruptcy estate. If the position is
negative, the NICS Operations Office
is to contact the administrators in
bankruptcy to have funds set aside to
cover the clearing. If sufficient funds
have not been set aside, the uncov-
ered position must be apportioned
among the creditor banks. The NICS
Operations Office will present a claim
on the estate for the uncovered posi-
tion on behalf of the banks.

These payments must be specially marked by the
payer when using online banking.

2 Optical Character Recognition. An OCR agree-
ment is a service from Nets for automated reg-
istration of incoming payments.

3 Claims arising between an insolvent bank and
other banks in connection with instant payments
are subject to multilateral netting.

As a result, banks are becoming increasingly interested
in promoting international payment cards, which offer a
higher revenue potential. This may have a negative impact
on banks’ willingness to continue to develop BankAxept.

At end-2011, there were approximately 128 200 POS
terminals that accepted BankAxept cards, in 100 800
retail outlets and other merchant locations. These termi-
nals also accept national credit cards and payment cards

NORGES BANK ANNUAL REPORT ON PAYMENT SYSTEMS 2011

issued by international card companies. The increase in
POS terminals in recent years has been moderate (see
Chart 1.3).

1.3 Credit transfers and direct debits

A total of 379m online banking payments were made in
2011, an increase of 2% on the previous year, accounting
for 66% of all credit transfers and direct debits.
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The number of paper giros from businesses and consum-
ers fell by 16% between 2010 and 2011 and now account
for around 4% of credit transfers and direct debits.

Direct debits (mostly AvtaleGiro) increased by nearly
10% on the previous year, but only account for about 13%
of credit transfers and direct debits. In order to make
direct debit payments, both the payee and the payer must
have an agreement with their bank. At end-2011, 13 800
businesses had a total of close to 13.2m direct debit agree-
ments with customers, an increase from 2010 of 4% and
10%, respectively.

The remainder of the overall market, around 17%, in-
cludes payments from company terminals, electronic
standing orders and over-the-counter cash payments.

Chart 1.7 shows payment services used by retail custom-
ers to pay bills etc.

Invoices can either be sent on paper via postal services or
directly to the online bank as e-invoices. The number of
e-invoicing agreements with retail customers increased by
25% in 2011. Approximately 950 businesses can now send
e-invoices to retail customers. About 34m e-invoices were
issued in 2011, an increase of 17% since 2010.

Payment costs can be reduced if more invoices are paid
electronically (see Norges Bank (2011b)). The potential
for reducing costs is particularly high for business-to-
business (B2B) and business-to-government (B2G) pay-
ments.

The Annual Report on Payment Systems for 2010 in-
cluded a discussion of Banknettverkets? B2B solution.
This solution handles both internal accounting processes
for payments in the enterprise and the payment operation.

The e2b format is a Norwegian B2B e-invoicing format,

and e2b solutions are currently offered by at least 10 IT

companies. These companies have signed a cooperation

2 This network was set up in 2008 and comprises the following members: DNB, Fokus
Bank, Handelsbanken, Nordea, SEB, Sandnes Sparebank, Sparebanken Mere,

Sparebanken Vest, Sparebanken Sogn og Fjordane, Swedbank and the Terra and
Sparebank 1 banking alliances.

Chart 1.7 Credit and direct debit transfers (retail customers). Millions of transactions.
2001 - 2011
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agreement to make it easier for recipients and billers to
perform billing transactions of all kinds, even when dif-
ferent message centres are used. The e2b format is
widely used in the business and public sectors. Files are
transmitted between businesses in a format that enables
invoices to be recorded automatically in accounting sys-
tems. The solution is not integrated with a payment system
in the same manner as the e-invoicing solution offered by
banks. A possible advantage of this system is that a busi-
ness that receives e2b invoices can choose the method of
payment. On the other hand, the business must register
its payments manually.

It is the Government’s aim that government agencies
require e-invoices and electronic credit notes in all con-
tracts signed after 1 July 2012. Work is underway to es-
tablish a legal basis for requiring electronic invoicing
from government suppliers. Since this legislation is not
yet in place, as a provisional solution, the Ministry of
Government Administration, Reform and Church Affairs
has requested government agencies to require e-invoices
and electronic credit notes in supplier contracts signed
after 1 July 2012 Invoices and credit notes shall comply
with the Elektronisk handelsformat (EHF) standard.

3 This was set out in a circular (see Ministry of Government Administration, Reform
and Church Affairs (2011a)).



In October 2011, the Ministry of
Finance requested Finanstilsynet
(Financial Supervisory Authority of
Norway) to establish a project group
to assess measures in the market
for international payment cards in
Norway, focusing in particular on the
need for regulation of the fees
charged by international card com-
panies. The project group also
included representatives from the
Competition Authority and Norges
Bank. The group was established to
follow up similar assessments
carried out in 2004 and 2007. Both
assessments concluded with the
recommendation that the Ministry,
in view of developments that had
taken place, should not introduce
direct regulation of this market.

The group submitted its report to the
Ministry of Finance on 31 January
2012.'The group's recommendations
are partly based on information from
a survey of developments in mer
chant service fees? and interchange
fees® over time. This survey is based
on data gathered from acquirers and
card companies in the Norwegian
market and shows a decline in both

fees in the period 2006-2011. Devel-
opments in Norway are approximately
the same as in other countries.

The project group does not recom-
mend regulation of merchant service
fees. The group expressed the view
that such a direct regulation of fees
that only applied to Norway could
have adverse effects on innovation in
the area of payment solutions and on
competition in the acquirer market.

Nor does the project group recom-
mend regulating interchange fees at
the present time. The need for such
regulation must be considered in the
light of competition legislation. It is
appropriate to defer considering reg-
ulation in the Norwegian market
pending a conclusion from the EU
concerning regulation of interchange
fees®.

In the opinion of the project group,
measures should be considered
whereby merchant service fees can
more easily be passed on to cus-
tomers, for example by requiring ter
minal owners or suppliers to install
the appropriate technology.

The project group recommends
close monitoring of further develop-
ments in interchange fees and mer-
chant service fees in Norway and
that a new assessment of regula-
tory measures in the market for in-
ternational payment cards be under
taken at the latest in four years’
time.

The project group’s report was is-
sued for consultation by the Minis-
try of Finance on 19 April 2012. The
consultees were asked, among
other things, to comment on
whether payment terminals should
be designed to enable merchants to
charge fees from customers using
international payment cards. The
deadline for submission of com-
ments is 15 June 2012.

1 See Betalingskortprosjektgruppa (payment card
project group) (2012).

2 A fee deducted from the transaction amount for
point-of-sale transactions using a card. The fee is
a percentage of the transaction amount.

3 A fee paid by the acquirer to the card issuer for
every transaction using an international payment
card.

4 The EU has initiated a process to consider regu-
lation of international card companies’ interchange
fees. This work is in addition to disputes and en-
suing settlements concerning interchange fees
reached between the EU and the card companies
Visa and MasterCard.

Another aim is for the same requirement to apply to agree-
ments with local government and the wider public sector
from 1 July 2013.

The present value of cost savings over a ten-year pe-
riod of introducing e-invoicing in central government
agencies was estimated at NOK 1.1bn in 2009 (Report
No. 36 (2008-2009) to the Storting). A more recent

NORGES BANK

estimate shows gains from introducing e-invoicing in
the central government sector of up to NOK 1.9bn (in
2011 kroner) for the period 2009-2023.# In addition,
there are a number of non-quantified beneficial effects.
For the local government sector (municipal and coun-
ty administrations)’, estimates indicate an expected

4 See Ministry of Government Administration, Reform and Church Affairs (2011b).

5 See Ministry of Government Administration, Reform and Church Affairs (2011c).



present value of up to NOK 1.4bn (in 2011 kroner) in
the period to 2024, depending on the basis of the cal-
culation.

Norges Bank is working with Statistics Norway to de-
velop a system for compiling statistics on the various e-
invoicing solutions. The plan is for such statistics to be
delivered to Statistics Norway as from the 2012 reporting
year at the earliest.

1.4 Prices for and income from
payment services

Fees

Banks charge fees for payment services. These fees dif-
fer for customers in and outside banks’ customer loy-
alty schemes. In loyalty schemes, customers are given
discounts against payment of a fixed annual fee or re-
lated to particular accounts or services. At the beginning
of 2012, the average annual fee in Norway for BankAx-
ept cards combined with the international card VISA
was approximately NOK 208 for loyalty scheme custom-
ers and NOK 260 for non-loyalty scheme customers.
This is an increase of 6% and 9%, respectively, on the
previous year. The average fee for goods purchases using
BankAxept also rose in 2011 and at the beginning of
2012 was NOK 0.10 for loyalty scheme customers and
approximately NOK 1.80 for non-loyalty scheme cus-
tomers.

Fees for bill payment vary considerably across different
forms of payment. The considerable variation in fees
reflects the cost of producing the services (see Gresvik
and Haare (2009)). The cost of electronic services, such
as online banking, direct debit (AvtaleGiro) and e-invoic-
es, is markedly lower for banks than paper-based ser-
vices, such as over-the-counter giro payments. Fees for
paper-based payment services increased through 2011.
Standard fees for non-loyalty scheme customers rose by
8% for postal giros, to around NOK 8 at the beginning of
2012. For over-the-counter cash payments, the fee rose
by 25% to approximately NOK 80. In contrast, payments
using online systems are free.

Chart 1.8 Banks’ income from payment services.
In billions of NOK. 2006 — 2011
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In 2011, banks’ income from payment services came to
nearly NOK 6.3bn, an increase of just over NOK 0.2bn
since 2009. Over half of the income came from payment
cards (see Chart 1.8). Increased use of payment cards has
boosted income from payment cards. Between 2006 and
2011, the number of goods purchases made using
BankAxept cards increased by 408.4m transactions, while
the value of goods purchases made using BankAxept rose
by around NOK 121bn. Gresvik and Haare (2009) showed
that banks’ income from payment services covered around
70% of the banks’ costs for producing these services in
2007. Tables 21 and 22 on pages 53 and 54 provide an
overview of fees for various payment services for retail
and business customers.

1.5 Security

Cash

Counterfeiting is a problem for central banks in many
countries. In Norway, the number of counterfeit notes
remains low (see Chart 1.9). In 2011, 530 counterfeit notes
were registered, compared with 571 in 2010. This is ap-
proximately 4 counterfeit notes per million notes in cir-
culation, while the corresponding figure for euro areca
countries is 42.° According to information from Kripos

6 For euro area countries, there were approximately 606 000 counterfeit notes and
around 14 400m notes in circulation in 2011 (see ECB (2012)).



(National Criminal Investigation Service), the quality of
counterfeits is generally poor and counterfeit notes should
be readily identifiable.

Online banking and cards’

Finanstilsynet (2012) notes that in 2011, it received more
reports than previously of undesirable events, including
events related to online banking and payment cards,
largely due to faults affecting several financial institutions
simultaneously.

As from 1 December 2011, the magnetic stripe on debit
cards is no longer used in BankAxept terminals. Instead,
the terminals read a chip on the card. Use of the mag-
netic stripe has been discontinued to improve banks’ and
customers’ protection against fraud. While all bank cards
will continue to have a magnetic stripe, it will be unus-
able in BankAxept terminals in Norway.

Norwegian cardholders can use chip cards abroad where
possible, though not all countries have begun to use chip
cards. The magnetic stripe will therefore still be used in
POS terminals without a chip reader.

On international cards, such as Visa or MasterCard, issued
by foreign or Norwegian banks, the magnetic stripe can
still be used in POS terminals in Norway as before.

On the Wednesday before Easter 2011, problems arose
with the use of payment cards. Customers noticed that
debit and credit card transactions in POS terminals and
ATM withdrawals were interrupted or were slow. The
basic cause was hardware failure in a primary server for
receiving card authorisations, which meant that the
backup solution had to take over. The backup system
proved not to have been upgraded with the same capac-
ity as the primary system. The operational failure caused
serious ripple effects, with the system reserving the same
transaction more than once on customers’ accounts and,
in some cases, debiting the same transaction several times.

In 2011, FNO worked together with Finanstilsynet to
obtain a deeper understanding of the operational risk

7 This section is based on data and assessments from Finanstilsynet (2012).
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Chart 1.9 Number of seized counterfeit notes.
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picture and of which party has primary operational re-
sponsibility. In June, Finanstilsynet issued Circular
20/2011 concerning stricter requirements for banks in the
light of the operating problems at Easter 2011. The cir-
cular emphasised the importance of banks taking clearer
responsibility for the part of the transaction chain oper-
ated by external providers.

It was pointed out that banks must set specific require-
ments for providers and their work and obtain assurance,
by performing active management and control over de-
liveries, that work is carried out according to contract,
relevant guidelines and current regulations.

Card fraud is declining. According to FNO, banks re-
corded NOK 125.7m in losses connected with misuse of
payment cards in 2011, down from NOK 200m in 2010.
There was a particular decline in “skimming”, i.e. card
fraud where data from the magnetic stripe is copied.
Important reasons for the decline in card fraud, according
to FNO, are the increased use of chips, regional blocking,
mobile notification and effective police work. Losses in
2011 are primarily due to card data stolen in Norway and
used on counterfeit cards outside Norway. Many of these
losses are also due to lost or stolen cards that are misused
with PIN codes in Norway.



“Phishing”, i.e. attempts to gain unlawful access to card
information, continues to be a problem, with procedures
and technologies becoming increasingly advanced. Fi-
nanstilsynet expects that identity theft will grow and al-
ready considers it to be a serious problem.

The number of Trojan attacks on Norwegian online banks
rose in 2011. In February 2011, the Internet addresses of
most Norwegian online banks were found in malware
intended to infect Norwegian bank customers’ computers.
Despite this, losses were minimal. Total losses connected
with use of online banking services amounted to NOK
2.7m in the second half of 2011, while losses in the cor-
responding period in 2010 were NOK 2.4m. Measures
adopted by banks have been effective and have stopped
the attacks.

However, it is a problem that Trojan attacks are becoming
increasingly automated. Thus, there have been examples
of transactions generated with limited monitoring by the
swindler (see Finanstilsynet (2012)).

1.6 New payment services

The payments market changes as new payment services
develop.

New technologies affect payment service systems. The
way consumers shop is changing, including an increasing
number of purchases made online. This may also affect
payment services. New market entrants are seeking to
position themselves to take their share of the value added
in payment services. In particular, there is strong compe-
tition for low-value payments.

Some of the developments in payment solutions are now
taking place outside the traditional banking sector. Inter-
net portals and other online enterprises have emerged as
potential marketplaces and payment service providers.
They can exploit network effects because they have a
large number of users who want to do business together.
Telecommunications companies are also offering new
services. This poses challenges to the banking sector by
increasing competition in the payment services market.

In the period ahead, regulations, standards and new tech-
nology will affect the market, current participants and
new entrants. New technologies lower barriers to entry,
while allowing new market participants like PayPal,
Google and Apple to gain access to an increasingly com-
petitive market. Even so, transforming technological
creativity into a commercial breakthrough in the mass
market may take time.

The best known payment service provider internation-
ally is PayPal, which was established to facilitate money
transfers for online purchases. When a payer uses Pay-
Pal, the payer’s credit card or PayPal account is debited,
with the amount credited to the payee in an internal
PayPal account. The advantages for customers of using
PayPal are rapid transfer of payment and avoiding having
to disclose their bank account or credit card numbers.

Telecommunications companies are restricted as to the
services they can provide and will likely rely on partner-
ships with financial institutions to be able to offer retail
payment services. Many of the services offered via mobile
subscriptions in Norway are regulated in the Financial
Contracts Act. Transactions for the purchase of physical
goods and non-digital services are to be considered retail
payment services. It is the view of Finanstilsynet® that
telecommunications operators can offer third-party ser-
vices and products without being a licensed payment
company or electronic money institution. The conditions
are that the products are digital and that the involvement
of the operator provides added value in the form of access,
distribution or search services and that the product or
service can be used only in digital devices such as a
mobile phone or computer.

For consumers, new entrants’ security arrangements are
important. Consumers must be able to trust that the pay-
ment service provider does not misuse sensitive informa-
tion and that their money is protected in the event of in-
solvency (cf. the deposit guarantee scheme for Norwegian
banks).

8 Proposition 139 L (2010-2011): Amendments to the Payment Systems Act and
Financial Institutions Act, etc. (implementation of EEA rules corresponding to
Directive 2009/44/EC and Directive 2009/110/EF).



Mobile phones are an example of where new technologies
make new payment solutions possible. Mobile phones are
used in many ways:

*  Mobile phones are used for communication with
banks, for obtaining account balance information and
for making payments from accounts. Banks have
created solutions where telecommunications operators
act to varying degrees as facilitators in carrying out
“value transport”.

*  Mobile phones can also be used for making payments
where the mobile subscription is used to pay for
services other than telephone services, for example
by sending a text message (SMS). The service is paid
via the telephone bill. This kind of use of mobile
phones has a number of common features with charge
cards. In Norway, users can charge up to NOK 300
per SMS payment message.

* Some banks in Norway are also developing contact-
less payment solutions via mobile phones and pay-
ment cards using what is called near-field communi-
cation (NFC).

Contactless payment does not require a payment card with
a magnetic stripe or chip. Instead, wireless technologies
are used for communication between the POS terminal
and payment card or mobile phone. Payment takes place
when the card/mobile phone is held close to the terminal.
Within a given per-transaction payment limit, no PIN
code or signature is required.

So far, contactless payments appear to be most widely
used in countries where debit card use is relatively lim-
ited or where card payments take longer than they nor-
mally do in Norway. Contactless payments are primarily
intended for use in places where a large number of cus-
tomers perform low-value transactions, especially fast-
food chains, grocery stores and public transport. The
benefit of contactless payment is speedier payment
transactions. This reduces queues.

NORGES BANK

Few mobile phones support NFC technology at present,
largely because very few merchants offer this form of
payment. Conversely, it could be argued that the low
number of NFC-enabled mobile phones is due to a short-
age of merchant locations with the appropriate technol-
ogy. Establishing a new infrastructure takes time.

Three banks are testing contactless payment in Norway
using payment cards or mobile phones: DNB (Tap2Pay),
Sparebank 1 SMN (Blunk) and Hol Sparebank in col-
laboration with Terra-Gruppen. These solutions are pri-
marily intended to be an alternative to cash payment.’

The potential for payment services via mobile phone is
considerable, since mobile phone use is high in Norway.
So far, the contactless payment projects have been partner-
ship projects involving a relatively large number of busi-
nesses. Questions that have been raised are how to make
a profit from this type of payment and how fees should
be distributed. The kinds of payments that can be made
with a mobile phone in Norway are still limited and
primarily consist of payment via mobile banking apps
and various SMS solutions.

The increase in new entrants into the payment services
market will improve competition in this area and encour-
age the development of new, innovative solutions. The
development of new payment services will give consum-
ers more instruments to choose from, allowing them to
use the one that is most convenient. At the same time, the
system can become more complex when payment ser-
vices are offered via several channels. A clear division of
responsibility among the participants involved is essential
for confidence in and the efficiency of new retail payment
services. For example, setting up agreements between
bank and customer is challenging when different suppli-
ers are responsible for providing different services to the
same mobile phone.

To be successful, new methods of payment must offer
users faster payment or functionalities that current pay-

9 These solutions are discussed in Langbraaten (2012).



ment services lack. They must also be easy to understand
and use, with a high level of security.

1.7 Single Euro Payments Area (SEPA)

Under the EEA Agreement, Norway is obliged to imple-
ment new common European legislation for payment
services. This legislation has affected the payment solu-
tions developed in the Single Euro Payments Area (SEPA)
project. It is therefore likely that these payment solutions
will also affect the Norwegian payment system in the
future.

SEPA instruments are intended to be used for payments
in EUR, within a country or across national borders. The
introduction of SEPA instruments started at the beginning
of 2008 with the launch of the SEPA Credit Transfer
Scheme, followed by the SEPA Direct Debit Scheme in
November 2009. For SEPA cards, certain technical
specifications apply. These will enable European card-
holders and merchants to make payments at merchant
terminals in other countries and withdraw cash through-
out SEPA in the same way as in their home country.

In most countries, households, businesses and public
entities have been slow to migrate from national solutions
to the new instruments. An exception to this is SEPA cards
based on EMV technology'®. Towards end-2011, 90% of
all cards in the EU had this technology, and around 95%
of merchant terminals and ATMs have been adapted to
accept EMV cards.

The use of SEPA Credit Transfer services varies widely.
In Luxembourg, approximately 90% of all ordinary
credit transfers were conducted using this instrument in
2011. The percentage of credit transfers of this kind is
also relatively high in countries such as Cyprus, Slovenia,
Finland, Belgium and Spain.

On the other hand, use of SEPA’s Direct Debit (SDD)
Scheme is very limited. At end-2011, SDD transactions

10 EMV is a global standard for chip-enabled credit and debit cards, developed by
Europay, MasterCard and VISA (hence the name, EMV) for communication between
POS terminals and cards.
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accounted for only 0.5% of the total number of direct
debit transactions.

Owing to the slow migration to SEPA instruments, it has
long been argued that an end-date for participant state
adoption of the new instruments was necessary. On 20
December 2011, negotiators representing the European
Parliament and the European Council agreed on the text
of the forthcoming SEPA Regulation, which sets techni-
cal standards for credit transfers and direct debits. A
deadline of 1 February 2014 was set for the euro area to
comply with these rules. The Regulation also sets a num-
ber of other deadlines for migration to SEPA instruments.
The SEPA Regulation was formally adopted by the Eu-
ropean Parliament on 14 February 2012.



2. Interbank systems etc.

All transfers between banks take place in interbank sys-
tems, which are systems for clearing, settling or transfer-
ring money between banks. Interbank systems are the
core of the financial infrastructure (see box on page 19).

It is important for financial stability that interbank systems
function as intended at all times. Losses arising from an
interbank system failure can be greater for society than
for system participants. If the system is designed and
operated solely to serve the interests of system owners,
insufficient emphasis may be placed on providing secure
solutions. In most advanced economies, this problem is
solved by charging central banks with the responsibility
for overseeing interbank systems. Pursuant to the Payment
Systems Act and the Norges Bank Act, Norges Bank is
responsible for supervising important interbank systems
and for overseeing the payment system as a whole.

In 2011, a number of changes were made relating to in-
terbank systems. Nevertheless, operational stability was
not affected. The changes included the following:

* anew liquidity management system at Norges Bank,

* anew solution for settling payments for the govern-
ment that reduces banks’ liquidity needs and the risk
associated with such settlements.

In addition, further changes will take place, such as instant
payments and the introduction of caps on private settle-
ment banks’ exposure to banks they serve. Such caps
reduce settlement banks’ credit risk, but can result in
minor delays in clearing if the caps are exceeded.

Internationally, work is underway to strengthen financial
infrastructures, including the establishment of trade re-
positories and improved regulation of trading and settle-
ment of derivatives and other securities. Moreover, new
international standards have been drawn up for the design
and operation of financial infrastructures.

On the basis of an overall assessment, Norwegian clear-
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ing and settlement systems compare well internationally.
The systems generally meet international standards for
best practice. In addition, system owners closely monitor
international developments and are engaged in an ongo-
ing effort to ensure that Norwegian systems will continue
to be efficient and in line with international best practice.

2.1 Norges Bank's oversight and
supervision of financial infrastructures

In Norway, important institutions and systems in the fi-
nancial infrastructure are subject to supervision by Finan-
stilsynet (Financial Supervisory Authority of Norway)
and Norges Bank, respectively. Finanstilsynet supervises
institutions and retail payment systems, while Norges
Bank supervises important interbank systems.!' In addi-
tion, the Norges Bank Act gives the Bank responsibility
for overseeing the financial infrastructure. Supervision
and oversight of interbank systems are based on interna-
tional recommendations. The principles from the Com-
mittee on Payment and Settlement Systems (CPSS) are
especially important in this regard.

Norges Bank’s area of responsibility

Norges Bank is the licensing and supervisory authority
for interbank clearing and settlement systems. Licensed
systems are subject to supervision by Norges Bank and
must meet the requirements of the Payment Systems Act.
These requirements are intended to ensure that interbank
systems are designed to be robust and efficient and to
promote financial stability. The Norwegian Interbank
Clearing System (NICS) and DNB’s settlement system
are currently licensed by Norges Bank. Licensed systems
must report turnover, exposures, disruptions, risk analyses,
disaster recovery tests, etc. to Norges Bank.

The fundamental principle of the Payment Systems Act
is industry responsibility for designing robust systems.
As supervisory authority, Norges Bank therefore gives
weight to market participants’ responsibility for operating
11 This section is intended to explain the division of responsibility between

Finanstilsynet and Norges Bank, and must not be interpreted as an overview of
Finanstilsynet's supervisory work or the formal basis for this work.



interbank systems with sufficient emphasis on risk and
efficiency. At the same time, all potentially important
system modifications are required under the Act to be
reported to Norges Bank. The modifications may be im-
plemented, unless Norges Bank has decided otherwise
within two months of receiving notification. Norges Bank
may require that a system be altered if it has not been
designed in compliance with the Act or with the terms of
the licence issued by Norges Bank.

In addition to the Norges Bank Act, the CPSS principles also
state that central banks should oversee interbank systems.
The principles provide guidelines for managing legal, finan-
cial and operational risk and a framework for efficiency and
sound management. While Norges Bank cannot direct insti-
tutions to implement changes to comply with the CPSS
principles, it can disclose the results of its oversight in
central bank publications. Interbank systems are subject to
oversight regardless of whether they are licensed.

Working relationship between Norges Bank and
Finanstilsynet

Responsibility for supervising the financial infrastructure
is shared between Norges Bank and Finanstilsynet. Finan-
stilsynet supervises financial institutions, investment firms,
clearing houses and central securities depositories, while
Norges Bank supervises interbank systems (see Table 1).

Norges Bank’s settlement system (NBO) is exempt from
supervision by Norges Bank or Finanstilsynet, but the Bank
ensures compliance with international CPSS recommenda-
tions as a part of its oversight. Whether legislation gives
responsibility for the supervision of a system to Norges
Bank or to Finanstilsynet in defined areas, close collabora-
tion between the two institutions is essential:

* Pursuant to the Payment Systems Act, Norges Bank
is responsible for supervising interbank systems, while
Finanstilsynet shall monitor systems for payment
services (systems used by retail and corporate custom-
ers). However, some solutions are used by both banks
and customers and are therefore part of both the in-
terbank system and the retail systems.

*  Pursuant to the Norges Bank Act, Norges Bank shall
promote an efficient payment system domestically as
well as vis-a-vis other countries. Norges Bank oversees
the efficiency of the payment system as a whole, while
Finanstilsynet monitors the retail payment systems.

*  Both Norges Bank and Finanstilsynet are responsible
for supervising interbank systems’ ICT operations.
Norges Bank’s responsibility ensues from the Payment
Systems Act and Finanstilsynet’s from the Financial
Supervision Act and the ICT Regulation.

Table 1: Financial infrastructures subject to supervision or oversight

System Financial Operator Supervision/ Administrative body (or
instrument oversight governing body)

Norwegian securities settlement Securities Norwegian central Supervision and Supervision of VPS: Finanstilsynet

system (VPO) securities depository (VPS)  oversight Oversight of VPO: Norges Bank

Oslo Clearing settlement system  Derivatives/ . Supervision and Supervision of OC: Finanstilsynet

(0CO) equities Oslo Clearing ASA (OC) oversight Oversight of OCO: Norges Bank

Norwegian Interbank Clearing . ' .

System (NICS) Payments NICS Operations Office Supervision Norges Bank

DNB Bank ASA settlement Payments DNB Bank ASA Supervision Norges Bank

system

Norges Bank’s settlement :

system (NBO) Payments Norges Bank Oversight Norges Bank

S\l/osatrsraank 1 SMN settlement Payments Sparebank 1 SMN Oversight! Norges Bank

1 Sparebank 1 SMN is exempt from the licensing requirement for interbank systems as it has been considered to be less important for financial stability in Norway.
The Sparebank 1 SMN settlement system is therefore not subject to supervision by Norges Bank.
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Interbank systems in Norway

An interbank system is based on
common rules for clearing, settle-
ment and payment transfer between
credit institutions. Norges Bank is
the ultimate settlement bank in Nor
way (see Chart 1). Norges Bank re-
ceives clearings from NICS and the
Norwegian central securities depos-
itory (VPS) and payments sent one
by one by Norwegian banks via NICS
and from the Continuous Linked Set-
tlement (CLS) system.

NICS relays payments for gross or
net settlement in Norges Bank.
Small-value payments, such as card
and giro payments, are netted, leav-
ing each bank with one net credit or
debit position vis-a-vis the other par
ticipant banks. The clearings are con-
ducted by NICS. The positions calcu-
lated by NICS are sent to Norges
Bank's settlement system (NBO) for
settlement. In NBO, banks' accounts

Chart 1 Interbank systems in Norway'

are credited or debited to settle the
positions. This is called net settle-
ment. For gross settlement, NICS
sends all large payments (more than
NOK 25m) from first-tier banks and
any specially marked transactions.
These transactions are settled at
Norges Bank one by one.

Most large banks and the private set-
tlement banks are directly involved
in net settlement at Norges Bank
(first-tier banks). For those banks
(second-tier) whose positions are
settled through a private settlement
bank, the settlement bank takes over
these banks' positions and settles on
their behalf in NBO. Banks using a
private settlement bank in the net
settlement can also choose to send
gross transactions directly to NBO.

Banks can cover their debit positions
in the settlement by drawing down

Settlement in Norges

Bank (NBO) cLs
—
VPS
ccP Clearing
(Oslo Clearing)

Direct participants:
Banks / Private settlement banks

Indirect participants:
Banks

1) The chart has been simplified for reasons of clarity. CCP = Central counterparty

Source: Norges Bank
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deposits or raising intraday loans (D-
loans) against collateral in Norges
Bank. Banks participating through a
private settlement bank can draw
down their credit lines in the settle-
ment bank.

Payments for trades in equities, eg-
uity capital instruments, notes and
bonds are settled in the securities set-
tlement system (VPO). For settlement
of trades in equities and equity capital
instruments, these trades are first re-
ported to Oslo Clearing, currently the
only central counterparty for trading
in equity capital instruments at Oslo
Bars. Oslo Clearing submits cleared
cash and security positions to the
Norwegian central securities deposi-
tory (VPS). Each trade in short-term
paper and bonds is sent directly to
VPS by the investment firm. VPS then
calculates a securities position and a
cash position (i.e. the cash or securi-
ties each participant owes or is owed).
Securities are then settled in VPS,
while the cash positions are sent to
NBO for settlement. The two systems
jointly secure Delivery versus Pay-
ment (DvP).

Banks' cash positions from deriva-
tives trading through Oslo Clearing
are settled at Norges Bank or a pri-
vate settlement bank. The central
counterparty clears the cash posi-
tions of the parties and the participat-
ing banks and sends the result to
Norges Bank or the private settle-
ment bank. The central counterparty
then concludes the trade with each
of the two parties.
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There are three central counterpar
ties to derivatives trades in Norway:
Oslo Clearing ASA (equity capital in-
struments), Nasdag OMX Oslo NUF
(energy derivatives) and NOS Clear
ing ASA (freight derivatives, seafood
derivatives, etc). Imarex ASA has en-
tered into an agreement to sell NOS
Clearing ASA to Nasdag OMX. The
purchase will probably be completed

in summer 2012, subject to the ap-
proval of the authorities. Cash posi-
tions from Oslo Clearing are settled
in Norges Bank, while positions from
the other two counterparties are set-
tled in private banks.

Foreign exchange trades in NOK are
largely settled in CLS Settlement.
Each foreign exchange trade is set-

tled separately in the banks’ ac-
counts in CLS. CLS has prior to the
settlement calculated the net liquid-
ity requirement of each participant
in all the currencies. Payments to
and from CLS in NOK are made di-
rectly in NBO. The settlement par-
ticipant ensures that the net amount
notified is sent in, either directly or
via a correspondent bank.

Norges Bank and Finanstilsynet have deemed it appropri-
ate to clarify these tasks by issuing a joint memorandum
concerning cooperation and the division of responsibili-
ties. Such a document has several purposes: it clarifies
the division of responsibility, establishes clear procedures
for cooperation and clarifies what information is to be
exchanged. The document has been published on the two
institutions’ websites.'?

2.1.1 Work on interbank systems

Norges Bank had two supervisory meetings with each sys-
tem owner in 2011. The meeting included themes such as
operational disruptions, drills, risk analyses and imple-
mented and planned changes. Norges Bank sees to it that
relevant parts of the systems are tested, verifies that disrup-
tions are dealt with appropriately and ensures that any system
modifications comply with the Payment Systems Act and
requirements set by Norges Bank pursuant to the Act.

The most important system change for NICS in 2011 was
the modification of the solution for the government’s
consolidated account. The new solution reduces the gov-
ernment’s credit risk and banks’ liquidity needs associ-
ated with government payments (see box on page 21).
Norges Bank takes a positive view of this initiative and
approved its implementation in NICS in July 2011. In
addition, the banking industry decided in 2011 to impose
caps for private settlement banks (see box on page 22).
12 See http://www.norges-bank.no/en/financial-stability/oversight/oversight-of-payment-
systems/collaboration-finanstilsynet/. On this page, there is a link to a document

clarifying the division of roles and cooperation in the oversight of securities
settlement systems and central counterparties.

It is Norges Bank’s view that caps will reduce risk in the
payment system and the Bank approved the rules for the
solution in November 2011.

DNB did not make any major changes to its settlement
system in 2011.

Norges Bank oversees its own settlement system (NBO).
The department in Norges Bank responsible for oversight
is separate from the department responsible for system
operations. It is important to Norges Bank for NBO to be
subject to requirements at least as stringent as those apply-
ing to the private systems under Norges Bank’s supervision.

Norges Bank also participates in central banks’ oversight
of the Continuous Linked Settlement (CLS) system for
settling foreign exchange transactions. The Federal Reserve
Bank of New York is lead overseer of this system.

2.1.2 Work on other financial infrastructures

In autumn 2010, Finanstilsynet and Norges Bank asked
the Norwegian central securities depository (VPS) to
assess its system against the recommendations from the
European System of Central Banks (ESCB) and the Com-
mittee of European Securities Regulators (CESR). On 30
March 2012, VPS submitted its assessment to Finanstil-
synet and Norges Bank for evaluation.

Oslo Clearing published its first self-assessment of its com-
pliance with ESCB-CESR recommendations on 30 June
2011, as required by its licence from the Ministry of Finance.



In the course of 2011 and the first
half of 2012, Norges Bank and the
banking industry began to use a
new solution for receipts and dis-
bursements via the government's
sight deposit account at Norges
Bank. The Norwegian Interbank
Clearing System (NICS) and inter-
mediary banks have adopted
changes to allow for direct settle-
ment of transactions between the
government and any bank rather
than settlement through the six in-
termediary banks performing ac-
count management services for
the government. The intermediary
banks are thus no longer obliged
to hold liquidity to cover govern-
ment disbursements, and the gov-
ernment’s credit risk exposure to
these banks is reduced as depos-
its in intermediary banks through
the day will be considerably lower.
Intermediary banks’ responsibili-
ties vis-a-vis the government are
otherwise un-changed: they con-
tinue to manage the accounts of
all government agencies and re-
ceive account data after settle-
ment in NBO has been completed,
for example.

In order to reduce operational risk
while the change was being im-
plemented, intermediary banks
started to use the new solution at
different times between Novem-
ber 2011 and April 2012. No op-
erational problems related to the
new solution have been experi-
enced by Norges Bank or the
banks.
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The government consolidated account
system was established and is currently
managed based on three principles:

e All liquidity belonging to the govern-
ment should be transferred to the
government'’s consolidated account
on a daily basis. Funds should be
transferred to and from the govern-
ment'’s consolidated account at
Norges Bank by the shortest and
simplest payment route.

e |ntermediary banks are not permitted
to have float income’ in connection
with payments to or from govern-
ment accounts. This applies to float
income both as a result of the payer's
processing time (direct float) and as
a result of the payee’s non-receipt of
liquidity when due (indirect float).

e Government deposits are held in an
account at Norges Bank, and
Norges Bank receives deposits from
and disburses payments to banks
on behalf of the government.

Under the previous solution, interme-
diary banks settled payments on be-
half of the government in net settle-
ments, which left these banks with
a position against the government. If
the government had a claim against
an intermediary bank after a net set-
tlement, the amount was transferred
to the government’s consolidated ac-
count at Norges Bank after the net

settlement had taken place. If the in-
termediary bank had a claim against
the government, the amount was
subsequently credited the intermedi-
ary bank’s account at Norges Bank.

Thus, intermediary banks had to ad-
vance liquidity in the net settlement to
cover disbursements from the govern-
ment's account, such as pensions, in
an amount equivalent to the size of the
payments, except payments to the in-
termediary bank’s own customers. Sim-
ilarly, intermediary banks handled re-
ceipts from payers who were not cus-
tomers of these banks, such as tax pay-
ments, on behalf of the government.

Under the new solution, the govern-
ment settles directly with all the
banks in net settlements. Incoming
payments are thus received by the
government from each bank in a net
settlement without being channelled
via intermediary banks’ accounts. The
government can still incur a loss if a
bank becomes insolvent, but the ex
posure is limited to payments made
by this bank’s own customers. Simi-
larly, all payments from the govern-
ment are made directly to each bank
in net settlements, relieving the inter
mediary banks of the responsibility
for advancing funds to cover these
payments. This solution is thereby an
improvement for both the govern-
ment and intermediary banks and, fur
thermore, reduces the risk of disrup-
tions in the settlement of payments.
1 Float income for intermediary banks is generated

when funds are transferred from one account to

another and do not carry interest for either the
payer or payee for a period.



At end-2011, 117 banks participated
in NICS clearings and settlements
in Norges Bank's settlement system
(NBO) through four private settle-
ment banks. The private settlement
banks settle the positions of the par
ticipant banks following each of the
three daily net settlements in NBO.
Participant banks’ positions are in-
cluded in the private settlement
banks' positions without requiring
those participants to furnish depos-
its or collateral as cover. The settle-
ment banks also guarantee settle-
ment for individual banks when net
settlement in NBO has been com-
pleted. The settlement result is re-
corded in the participant bank’s ac-
count in the settlement bank.

The commitment to conduct settle-
ment for participant banks can in-
volve considerable credit and liquid-
ity risk for settlement banks, as
Norges Bank has highlighted in pre-
vious annual reports on payments
systems'. The banking industry de-
cided in 2011 to introduce a system
of caps in NICS, enabling private
settlement banks to place a limit on
their exposure to an individual par
ticipant bank. Exceeding the cap
could lead to disruptions in operat-
ing schedules for clearing and set-
tlement. The settlement banks must
therefore take both their own risk
exposure and payment system ef-

ficiency into consideration when
setting cap levels. The system is
scheduled to be put into operation
in 2012.

Caps will be set for 24 hours at a
time. Caps can be increased by the
settlement bank in the course of
this period, but cannot be reduced.
The overall net position of the par
ticipant bank must be below the cap
through the day.? If a bank’s position
exceeds the cap at the morning or
afternoon clearing, the position will
be omitted and moved to the next
clearing. For the afternoon and final
clearings, time limits to cover the
position are set at 15 and 30 min-
utes respectively. The settlement
bank must decide within this time
limit whether to set a higher cap for
the participant bank to enable it to
be included in the clearing. If the
cap is not increased, the participant
bank may be excluded from NICS.
Exceeding the cap can have serious
consequences for both the bank and
its customers. However, the cap
system ensures equal treatment in
that no bank will be able to settle
transactions vis-a-vis a bank that has
exceeded its cap.

Effective procedures must also be
in place in settlement and partici-
pant banks in the event a bank ex-

ceeds the cap. It is important for
participant banks to keep account
of their positions before each of the
clearings. The settlement bank must
be able to assess the situation
quickly and decide whether or not
to increase a bank's cap, while par
ticipant banks should have effective
procedures for obtaining liquidity
from sources other than the settle-
ment bank. If one bank exceeds its
cap, other participant banks may
also exceed their cap as a result,
even if they were below their cap at
the original clearing. In these cases,
the settlement bank has an obliga-
tion to complete settlement for
these other banks.

Norges Bank holds a positive view
of the introduction of the cap sys-
tem because it will reduce the risk
to which settlement banks are ex-
posed in net settlement. However,
Norges Bank also emphasises that
these caps should not be exceeded
so frequently as to cause extensive
disruptions in payment settlements.
The cap system should therefore be
evaluated after a period.

1 See for example Norges Bank (2007).

2 Example: With a cap of NOK 50bn, a bank's posi-
tion can be negative NOK 20m at the morning
clearing, negative NOK 40m at the afternoon
clearing and positive NOK 10m at the final clear
ing. The position at the afternoon clearing will,
however, be delayed and settled in the final clear
ing.



On 16 April 2012, the Committee on Payment and Settlement
Systems (CPSS) and the International Organization of Secu-
rities Commissions (IOSCO) published new international
principles for financial market infrastructures, which include
payment systems, securities settlement systems, central se-
curities depositories, central counterparties and trade reposi-
tories (see box on page 24). In May 2012, Norges Bank in-
formed the relevant market participants of the new principles.
Norges Bank will apply the new principles in its oversight
and supervision of financial market infrastructures.

2.2 Interbank systems in Norway

2.2.1 Norwegian Interbank Clearing
System (NICS)

In Norway, nearly all payment transactions are sent to
NICS before being relayed to Norges Bank for settlement
in Norges Bank’s settlement system (NBO) (see box on
page 19). These transactions may either be submitted one
by one to NBO for final settlement (NICS gross) or they
may be cleared and settled together (NICS net).

Average daily turnover in NICS was just over NOK 220bn
in 2011. This is 10% higher than in 2010 (see Chart 2.1).
At end-2011, 138 banks participated in the NICS daily
clearings.

NICS operated stably in 2011. There were 13 opera-
tional disruptions during the year. This is somewhat more
than in 2010, but the seriousness (number of error points)
was lower than in previous years (see Chart 2.2).

Norges Bank has previously assessed NICS in accordance
with international standards and concluded that risk in
the system is at a satisfactory level (see Norges Bank
(2007 and 2008)). The conclusion also stands in the light
of changes to the system in recent years. Settlement in
NBO of NICS clearings is not ensured if one of the par-
ticipants does not have cover. Thus, NICS and NBO do
not fully comply with Principle V.!* Nevertheless,
13 Principle V states that “[a] system in which multilateral netting takes place should, at

a minimum, be capable of ensuring the timely completion of daily settlements in the

event of an inability to settle by the participant with the largest single settlement
obligation.” (see CPSS (2001)).
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Chart 2.1 Daily average turnover in NICS.
In billions of NOK. 2001 — 2011
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Chart 2.2 Disruptions in NICS operations. Number of errors and error points.
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Norges Bank considers the solution banks have chosen
for retail settlement to be as expedient as a solution based
on an ensured completion of settlement (see Norges Bank
(2007) for a discussion).

Easier to change settlement bank

In the settlement of clearings from NICS, there is a dis-
tinction between the 22 banks that settle their positions
directly in NBO (first-tier banks) and the other banks
(second-tier banks), which settle via a private settlement
bank. The possibility of being barred from settlement at
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On 16 April 2012, the Committee on
Payment and Settlement Systems
(CPSS)" and the International Or-
ganization of Securities Commis-
sions (I0OSCO)? published Principles
for financial market infrastructures
(FMI) (see CPSS-IOSCO (2012)).

An FMI is defined as a multilateral
system used for the purposes of re-
cording, clearing or settling pay-
ments, securities, derivatives or
other financial transactions. The par
ticipants in the system are from the
financial sector. Important examples
of FMIs are payment systems, secur
ities settlement systems, central se-
curities depositories, central coun-
terparties and trade repositories.

The principles are recommendations
as to the design and operation of an
FMI. The new CPSS-IOSCO principles
replace the Core principles for sys-
temically important payment systems
(CPSS 2001), the Recommendations
for securities settlement systems and
central securities depositories (CPSS-
IOSCO 2001 and 2002) and the Rec-
ommendations for central counter
parties (CPSS-IOSCO 2004).

The authorities in Norway and in most
other countries will adopt the new
principles in their oversight and su-
pervision of financial infrastructures.

The background for the new principles
drawn up by the CPSS and IOSCO is

partly experience from the use of the
old standards and partly the financial
turbulence of 2008 and 2009, which
brought the management of certain
types of risk into focus. The CPSS and
IOSCO nevertheless emphasises the
contribution of the old standards to
the overall sound performance of
FMIs during the turbulence.

The new principles were issued for
public consultation, and the CPSS
and |OSCO received 120 responses.
In Norway, responses were submit-
ted by VPS (the Norwegian central
securities depository) and Norges
Bank, among others. When the new
principles were published, the CPSS
and |IOSCO issued two related docu-
ments for public consultation:

® a consultation paper on an as-
sessment methodology for the
new standards; and

® a consultation paper on a disclo-
sure framework for the standards.

The CPSS and I0SCO aim to publish
a final version of these two docu-
ments in the course of 2012.

The new principles have the same ba-
sic content as the old principles. The
aim is also the same: to promote ro-
bust and efficient solutions for the in-
frastructure supporting financial mar
kets and to reduce the risk of financial
problems spreading from one financial
market participant to another. The new

principles are also designed to contrib-
ute to preventing the exclusion of a
participant from the infrastructure with-
out good reason. The principles for
FMls have nevertheless been changed
to encompass three new elements:

First, a set of common principles has
now been drawn up for all types of
FMI, rather than separate principles
for each type of FMI, to ensure
greater harmonisation and consist-
ency in national authorities’ oversight
and supervision of the different sys-
tems. However, as different types of
FMI conduct different operations, not
all the principles will apply to all types
of FMI. For example, the principles
on the management of financial risk
are not relevant to trade repositories,
which only register transactions.

Second, some of the principles have
been made more detailed and ex-
plicit. This applies in particular to the
principle on governance structure.
The new principle includes the
same elements as the old principle
(clear division of responsibilities, re-
porting, etc.), but goes further, set-
ting out detailed criteria for the com-
position of an FMI's board of direc-
tors with regard to professional

1 The Committee on Payment and Settlement Sys-
tems (CPSS) monitors financial market infrastruc-
tures and contributes to the development of more
robust solutions. The CPSS includes representa-
tives from central banks in G20 countries and the
BIS hosts the secretariat for the committee.

2 The International Organization of Securities Com-
missions (IOSCO) works to establish financial
market standards. Members are normally national
financial supervisory authorities. [IOSCO has
members from more than 100 countries.



skills and the individual independ-
ence of board members. The new
principles for the management of
credit risk, liquidity risk and opera-
tional risk are also considerably
more detailed.

Third, five new principles have been
added:

e Principle on collateral: Some types
of FMI are exposed to their own
participants. According to the prin-
ciple, such exposures should be
collateralised by high-quality as-
sets with low credit risk.

¢ Principle on general business risk,

which primarily requires FMls to
hold adequate financial resources
to continue operations even if
losses arise.

Principle on FMI links: FMIs are
linked in a number of ways, and
this principle contains require-
ments designed to prevent prob-
lems from spreading from one FMI
to others.

Principle on tiered participation ar
rangements (for example, a
smaller bank participates in pay-

ment settlement via a larger bank):
Under this principle, the risk re-
lated to these arrangements
should be identified and managed
appropriately.

Principle on disclosure of market
data by trade repositories: A statu-
tory requirement will be imposed
on advanced economies in 2012 for
the registration of financial transac-
tions in trade repositories to provide
relevant data to the relevant author
ities, market participants and the
public. The principle sets out how
trade repositories should operate.

short notice puts second-tier banks at a disadvantage. This
can happen if a private settlement bank no longer wishes
to allow them to participate in settlement or because the
settlement bank itself is unable to perform its role as set-
tlement bank. In order to reduce second-tier banks’ set-
tlement risk, Norges Bank emphasises that it should be
simple to change settlement bank by allowing banks to
rapidly shift from being a second-tier bank to a first-tier
bank in NBO. In recent years, solutions have been devel-
oped to simplify such a shift:

* In 2010, NICS introduced real-time updates of indi-
vidual banks’ positions. This makes it easier for banks
to calculate the position that needs to be moved to a
new settlement bank in the event of a shift.

*  Norges Bank has concluded agreements with second-
tier banks which have accounts with Norges Bank to
enable a rapid transition to the first tier in the NBO
settlements.

* Norges Bank has agreements in place regarding
contingency accounts to enable second-tier banks
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without an account in Norges Bank to participate in
settlements in a crisis situation.

»  Second-tier banks, i.e. banks participating in settlements
in NBO through a private settlement bank, are advised
to have a reserve settlement bank. NICS follows this
up regularly via reports submitted by these banks.

To enable institutions to change settlement bank quickly,
even in a crisis, solutions need to be tested regularly.
Testing of the core systems, i.e. clearing in NICS and
settlement in NBO, was carried out in November. More
extensive tests are also important in order to give differ-
ent participants experience in dealing with these situa-
tions.

Any bank in Norway may have an account with Norges
Bank and thereby settle claims and liabilities vis-a-vis other
banks in NBO. As mentioned, this may take place for each
payment separately (gross settlement) or on the basis of
clearing between several banks in NICS (net settlement).
The advantage of gross settlement is rapid payment to the
receiving participant (payee). Net settlement has the advan-



tage of substantially reducing banks’ liquidity needs because
transactions are netted. However, a disadvantage of net
settlement is that the payee must wait for payment until
settlement in Norges Bank has been completed. The length
of this wait depends on the number of net settlements. Three
daily clearings are sent from NICS for net settlement in
NBO: the morning clearing is at 5.45 am, the afternoon
clearing at 1.45 pm and the final clearing at 3.45 pm.

The introduction of a third clearing in 2010 has improved
payment system efficiency. This clearing reduces liquidity
risk, while payments are received faster by the payee owing
to an increase in the number of settlements. The industry
has also decided to introduce a fourth settlement in the
course of the second half of 2012. Moreover, as from 2013,
bank customers’ payments can be carried out instantly if
they are specially marked (see box on page 9).

Reduced risk in the central government’s
consolidated account system (SKK)

Six banks perform payment transactions for the govern-
ment. On 3 November 2011, a new solution for transfer-
ring payments to and from the government went live.
With the new solution, the government settles directly
with all banks in net settlements (see box on page 21).
The introduction of a new SKK solution was the only
major system change in NICS in 2011.

2.2.2 Norges Bank's settlement system (NBO)

The NBO system was stable in 2011 and system availabil-
ity was 100% throughout the year. System availability
was 99.96% for NBO Online, which gives banks access
to account information, and 99.91% for the system that
registers banks’ collateral for loans.

Average daily turnover in NBO in 2011 was approxi-
mately NOK 183bn (see Chart 2.3). This is somewhat
higher than in 2010, when it was NOK 176bn. Higher
gross settlement values accounted for a large share of the
growth in turnover.

Chart 2.3 Average daily turnover in NBO by settlement.
In billions of NOK. 2001 — 2011
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Daily turnover in NBO varies considerably. In 2011, as
in the two previous years, turnover was highest on the
maturity and issue dates of Treasury bills swapped for
covered bonds under the swap arrangement (rollover).
Rollover takes place on IMM dates.!* Turnover in NBO
was also highest in 2009 and 2010 on Treasury bill rollo-
ver dates.

Gross transactions account for most of the turnover in
NBO (see Chart 2.3). Banks with accounts in NBO can
send gross transactions either directly to NBO or via
NICS. Banks generally opt to send their gross transactions
to NICS, which subsequently relays them to NBO for
direct settlement. Payments to and from the foreign ex-
change clearing system CLS account for most of the gross
transactions sent directly to NBO. CLS is discussed in
Section 2.3.5.

Execution of transactions in NBO requires that the payer

bank has access to liquidity in its NBO account, either in
the form of sight deposits or an unutilised borrowing

14 Customary maturity dates for standardised money market products.



facility (see Chart 2.4). Norges Bank changed its system
for managing bank liquidity as from 3 October 2011. In
the new system, only a certain amount of banks’ deposits
— a quota — bears interest at the key policy rate. Deposits
in excess of this quota will bear interest at a lower rate,
the reserve rate (see Chart 2.5). Banks are divided into
three groups, with banks in the same group receiving the
same quota’®, except for settlement banks, which receive
larger quotas. A new version of the settlement system was
put into operation in October to allow for differentiated
interest rates on banks’ deposits.

In the new system, banks’ total quota has been set at NOK
45bn.'* Norges Bank seeks to maintain reserves in the
banking system at an average NOK 35bn. The reserve
rate has been set 100 basis points lower than the sight
deposit rate. Norges Bank will normally review the total
quota and allocation among banks twice a year. This was
done most recently on 1 March 2012.

A daily average of 20 banks, primarily smaller banks, had
deposits bearing the reserve rate in 2011 Q4. Total daily
deposits at the reserve rate averaged somewhat over NOK
1bn.

The eligibility rules for collateral for banks’ loans from
the central bank are intended to minimise risk for Norges
Bank, while enabling banks to meet their borrowing
needs. The collateral value of securities pledged for loans
from Norges Bank was reduced from NOK 274bn at the
beginning of 2011 to NOK 206bn at year-end.

Norges Bank introduced new guidelines for pledging
securities and fund units as collateral for loans with effect
from 15 February 2012."7 In addition to higher haircut
rates, certain securities and pledges are no longer eligible
as collateral for loans from Norges Bank under the new
guidelines. Securities and fund units previously included
in the quota for bank and financial securities are no
longer eligible as collateral. This also applies to all secu-
rities and fund units approved under the temporary

156 Quotas are calculated on the basis of a bank’s total assets.
16 See Norges Bank (2012a).
17 See Norges Bank (2012b).
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Chart 2.4 Banks’ total deposits and unutilised borrowing facilities at Norges Bank (end of
day). In billions of NOK. 2011
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Chart 2.5 Banks’ total deposits at Norges Bank. Composition before and after the new
liquidity management (quota-based) system 3 October. In billions of NOK. 2011
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guidelines that entered into force as a response to the fi-
nancial crisis in autumn 2008 but that do not meet the
new eligibility requirements. This change affected over
300 securities and fund units with approximately 1 000
associated pledges. In isolation, banks’ borrowing facili-
ties were reduced by 15%, or just over NOK 30bn, as a
result of the new guidelines. However, borrowing facili-
ties quickly rebounded as new securities were pledged.

Norges Bank has assessed the NBO system in accordance
with international principles and deemed the risk in the
system to be at a satisfactorily low level.



Operational problems in a bank — consequences for the settlement
of payments in Norges Bank

Large Norwegian banks settle
claims and liabilities vis-a-vis other
banks through Norges Bank's set-
tlement system (NBO). Daily turno-
ver in NBO averages more than
NOK 180bn. Norges Bank requires
banks to have sufficient liquidity
before a transaction can be settled,
either in the form of deposits or a
borrowing facility (based on securi-
ties pledged in favour of Norges
Bank).

The size of a bank's deposits
through the day depends on the or
der of the bank’s incoming and out-
going payments. A bank’s deposits
will be large through the day if the
bank receives a number of large
payments early in the day. Similarly,
a bank’s deposits will be low if the
bank receives incoming payments
late in the day.

An operational problem can prevent
a bank from sending transactions to
Norges Bank. The bank will receive
incoming payments from NBO with-
out being able to execute outgoing
payments. This may lead to a con-
siderable reduction in other banks’
deposits in Norges Bank. How se-
vere the effect of an operational
problem will be depends on the size
of the bank, the duration of the
problem and when the problem oc-
curs.

Direct and indirect effects

Berge and Christophersen (2011)
have conducted a simulation' to as-
sess the effects on NBO of an op-
erational problem in a large Norwe-
gian bank.2The article describes the
effects of an operational problem
lasting one hour, five hours and
more than eleven hours (all day).

A distinction is made between di-
rect and indirect effects. The direct
effect is achieved by deleting all pay-
ments from a bank for a specified
period. The indirect effect is meas-
ured by exploring to what extent
this results in a liquidity shortage for
other banks, preventing them from
settling their own transactions. An
unchanged pattern of behaviour is
assumed, with banks continuing to
send payments to the problem bank
within the defined intervals.

An operational problem will lead to
particularly severe effects for four of
the banks (see Chart 1). An opera-
tional problem in one bank will nor
mally lead to a limited reduction in
total banking system liquidity. In
some cases, however, the problem
may lead to an accumulation of all
available liquidity on the problem
bank’s account. If the other banks'
deposits are sharply reduced (indirect
effects), settlement of their transac-
tions may be delayed (see Chart 2).

Why is the effect dependent on
when the problem occurs?

The effect of an operational problem
depends on the date and the time
of day the problem occurs. The date
of the occurrence is important for
two reasons. First, there are large
payments on certain dates. The
most important example involves
the payments related to rollovers in
the swap arrangement on IMM
dates®. On these dates, participants
in the swap arrangement receive
settlement for maturing Treasury
bills and submit payment for new
Treasury bill issues, with the result
that the turnover in NBO on these
dates is several times higher than
normal.*

Second, structural liquidity varies
through the year as the government
has overnight deposits in Norges
Bank and not in a private bank. Out-
going government payments there-
by increase banks’' deposits in
Norges Bank, while incoming gov-
ernment payments have the oppo-

1 The simulations were carried out based on the
close to 300 000 transactions sent by banks to
NBO in 2010.

2 The simulation is used to explore the size of the
impact if one of the 21 largest banks in Norway
cannot execute outgoing payments.

3 Conventional maturity dates for standardised
money market products.

4 See monthly reports from Norges Bank Financial
Stability, http://www.norges-bank.no/noffinansiell-
stabilitet/norges-banks-oppgjorssystem/maned-
srapporternbo-og-sil/ (Norwegian only).


http://www.norges-bank.no/no/finansiell-stabilitet/norges-banks-oppgjorssystem/manedsrapporter-nbo-og-sil/
http://www.norges-bank.no/no/finansiell-stabilitet/norges-banks-oppgjorssystem/manedsrapporter-nbo-og-sil/
http://www.norges-bank.no/no/finansiell-stabilitet/norges-banks-oppgjorssystem/manedsrapporter-nbo-og-sil/
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site effect. Banks' available liquidity
(deposits and borrowing facility) in
NBO varied between NOK 200bn
and NOK 300bn through 2011 (see
Chart 2.4 on page 27). Chart 3
shows that delays resulting from an
operational problem will be longer
the lower available liquidity in NBO
is.

The time of day is important be-
cause banks send payments at spe-
cific times. Payments related to

Chart 1 Value of payments directly affected by an operational problem?.
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Chart 3 Expected contagion (delay) for different levels of liquidity ). Average value of
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billion results in a delay of less than one minute.

Source: Norges Bank

clearings and banks’ foreign ex-
change trades are primarily carried
out in the morning. Other large pay-
ments are made at around 1 pm.
Chart 4 shows average delays if a
bank cannot send payments for
shorter or longer periods through
the day. Problems that arise early in
the day cause the longest delays.

The simulations show that four of
the 21 banks participating in NBO
are particularly important in the

Source: Norges Bank

sense that an operational problem
in one of these four banks will have
consequences for other banks. The
consequences will depend on activ-
ity and available liquidity in the sys-
tem at the time the operational
problem occurs. Berge and Christo-
phersen’s analysis also shows that
the consequences can be consider
ably reduced if other banks react
quickly by postponing their outgoing
payments to the problem bank.

Chart 2 Relative liquidity sink. Operational problem that lasts for 1 hour, 5 hours and all
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Operation of the payment system during a financial crisis in a bank

In recent years, there has been in-
creasing focus, nationally and inter
nationally, on the handling of a dis-
tressed bank. The aim is to find solu-
tions for resolving a bank without
preventing the bank's execution of
systemically important functions and
without imposing extensive costs on
the public sector. An example of a
systemically important function is
the role a bank has in the payment
system.

Under current legislation, recapitali-
sation or placement under public ad-
ministration are the only tools avail-
able for handling a distressed bank.
Recapitalisation allows a bank to con-
tinue operating and providing pay-
ment services. A bank placed under
public administration will not be able
to take part in the payment system.
There are several reasons for this. As
soon as the bank is placed under
public administration, Norges Bank
will close the settlement account and
the bank’s borrowing facility will be
discontinued. Furthermore, the bank
will be barred from NICS and all
transactions to and from the bank
will be rejected.

Ensuring customers access to their

deposits in a bank placed under pub-
lic administration therefore poses a
challenge. A solution to this chal-
lenge must encompass two compo-
nents. The first is that the bank must
obtain an overview of all guaranteed
deposits, i.e. deposits that are not
required to absorb losses when a
bank is placed under public adminis-
tration. Finanstilsynet (Financial Su-
pervisory Authority of Norway) (2010)
requires banks to be able to provide
this information within five days.

The second component is that cus-
tomers must have access to guar
anteed deposits. There are three
principal ways of achieving this:

e Customers have the option of
transferring their guaranteed de-
posits to another bank or receiving
a payment order for the guaran-
teed deposit amount.

e Banks' agreements in NICS and
Norges Bank are changed to allow
a bank under public administration
to participate in the payment sys-
tem.

e Another bank is established with
access to the payment system, for

example a bridge bank, to which
the guaranteed deposits are trans-
ferred.!

Under current legislation and agree-
ments, only the first alternative can
be applied immediately. The second
alternative requires NICS and Norges
Bank, or a private settlement bank,
to change their agreements to allow
a bank under public administration to
participate in the payment system.

Section 4-8 of the Guarantee
Schemes Act provides some basis
for applying the third alternative, but
Norwegian legislation does not ex-
plicitly empower the authorities to
split up and sell an institution; nor
does it provide for the establishment
of a bridge bank. Norges Bank has
proposed that such provisions should
be introduced into Norwegian legis-
lation.2 The bridge bank alternative
requires a bank to be split up
promptly, and this can only be done
in an appropriate manner if both the
authorities and the banks are ade-
quately prepared.®

1 A bridge bank temporarily takes over the assets
and liabilities of an insolvent bank and continues
to provide the bank’s key banking services.

2 See Norges Bank (2010).
3 See Sevik (2011) (Norwegian only).


http://www.norges-bank.no/no/om/publisert/publikasjoner/penger-og-kreditt/3-11/banktestamenter-krav-om-avviklingsplaner-for-banker/

2.2.3 DNB as private settlement bank

DNB is the largest private settlement bank in Norway. In
winter 2012, the number of banks in the DNB settlement
system was reduced from 102 to 100. As a settlement
bank, DNB takes over participant banks’ positions in
NICS. Once clearings in NICS are settled at Norges Bank,
participant banks’ accounts with DNB are debited or
credited.

DNB also offers settlement of single interbank transac-
tions, in addition to settlement of transactions cleared in
NICS.

To limit the risk associated with its role as settlement
bank, DNB has established credit lines for participant
banks. Credit lines totalled NOK 9.5bn at end-2011.
Because no checks for cover had been put in place, DNB
has had a risk related to the possibility that participant
banks’ positions will exceed their allotted credit lines.
This risk will be eliminated when settlement caps are
imposed on second-tier banks.

Risk has also been reduced for DNB’s participant banks.
Some of these banks previously cleared transactions with
SDC, an IT service provider to the banking industry.
SDC’s solution credited some payments to payee accounts
before the transaction was settled between the banks. This
involved a credit risk for banks (see e.g. Norges Bank
(2002)). This arrangement was discontinued in 2011.
Participant banks now send all transactions to NICS for
clearing.

The DNB settlement system was stable both in 2011 and
in previous years, with few faults. The bank reported a
single disruption in 2011, which was not particularly
serious.

As part of its supervisory work, Norges Bank assessed
the DNB system in accordance with international princi-
ples, and concluded at that time that the risk in the system
was satisfactorily low (see Norges Bank (2007) and
(2008)). The system has remained broadly unchanged in
recent years and the conclusion still stands.

NORGES BANK ANNUAL REPORT ON PAYMENT SYSTEMS 2011

2.2.4 Small settlement systems

SpareBank 1 SMN is the settlement bank for 11 small
and medium-sized banks. This system is exempt from the
licensing requirement because it has been considered to
be less important for financial stability in Norway.
Norges Bank thus does not supervise this system, but
annual oversight meetings are held on the basis of the
annual report from SpareBank 1 SMN.

2.3 Settlement systems for securities
and foreign exchange transactions

2.3.1 Securities trading and securities
settlement in Norway

Lower market share for Oslo Bors

The EU Markets in Financial Instruments Directive
(MiFID) has resulted in substantial changes in European
equity markets. First, MiFID facilitated the emergence of
new alternative trading venues, such as multilateral trad-
ing facilities (MTFs)'8, and second, permitted more trades
to take place anonymously. This has resulted in a frag-
mentation of equity trading in Europe, with Oslo Bers
and other exchanges in Europe losing substantial market
share to MTFs, whose costs are highly competitive.
Changes in trading patterns for Norwegian equities affect
settlement volumes and the way transactions are relayed
to VPS and Norges Bank for settlement (see Chart 2.6).

Oslo Bers noted a reduction in its market share for trad-
ing in Norwegian equities, from nearly 100% at the begin-
ning of 2009 to approximately 68% so far in 2012. In
particular, BATS Chi-X Europe and Stockholmsbersen
have taken market share from Oslo Bers." Including
trading in Norwegian equities outside of regulated trading
venues?, the market share of Oslo Bers so far in 2012 is
approximately 50%.

18 An MTF is an organised trading venue operated by banks etc. (see Chapter 11 of the
Securities Trading Act).

19 http://www.batstrading.co.uk/market_data/market_share/market/

20 Reported to Markit BOAT, which is a platform that a number of market participants
and MTFs use to report their OTC trades. http://www.markit.com/en/products/data/
boat/boat-boat-data.page


http://www.markit.com/en/products/data/boat/boat-boat-data.page
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Changes in trading patterns: algorithmic trading
Another important development in recent years is the
growing volume of computer-driven equity trading, where
algorithms are used to generate orders automatically. The
most aggressive type of algorithmic trading is known as
“high frequency trading” (HFT). HFT seeks to profit from
trading processes, has an extremely short time horizon
and rarely takes overnight positions. The other type of
algorithms are used by large (institutional) investors to
minimise trading costs by splitting orders into smaller
orders and sending them to different trading venues (e.g.
“smart-order routers” (SORs)). Up until April 2010, trad-
ing orders on Oslo Bers had to comprise a certain number
or “block” of shares. Now, orders can be placed for any
number of shares, with one as the minimum. Oslo Bers
is planning to introduce a faster trading system in 2012
Q4 that is better adapted to algorithmic trading.

Several studies suggest that HFT has narrowed bid/ask
spreads, but that the volume that can be traded at the best
bid and ask prices has declined. On the other hand, stud-
ies show that aggregate liquidity across trading venues
has improved on account of fragmentation. For major
investors, the combination of increased HFT activity and
lower market depth at the best prices is a challenge.
Consequently, there has been a trend whereby trades are
increasingly executed anonymously in what are called
“dark pools”. These can be broker-owned networks out-
side of organised trading venues (e.g. Liquidnet) but also
trading via anonymous orders on regulated venues/ex-
changes. In September 2011, Oslo Bars began to market
this kind of functionality in the exchange’s trading system,
TradElect. According to Oslo Bers, this is offered to in-
vestors who wish to execute high-volume orders without
having to split them up into smaller orders.

The dramatic increase in HFT activity is a source of
concern, which may eventually lead to declining confi-
dence in market venues. A draft directive (MiFID II),
which imposes stricter requirements on HFTs and intro-
duces reporting and disclosure requirements for “dark
pools”, has been drawn up with a view to enhancing
transparency.
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Chart 2.6 Equities — trade and settlement in NOK at different marketplaces!
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Changes in trading patterns have increased the number
of smaller equity trades on Oslo Bears, a development that
continued in 2011 (see Chart 2.7). The average number
of daily equity transactions executed on Oslo Bars rose
from approximately 75 000 in 2010 to around 90 000 in
2011, while the daily average trading value was reduced
from NOK 7bn to NOK 6bn. In April 2012, foreign inves-
tors accounted for 92% of equity trading (by value), while
Norwegian investors accounted for the remaining 8%.
Oslo Bers has 55 equity trading members, 33 of which at
end-2011 were remote members. Since August 2010, all
equity trades on Oslo Bers have been settled with the
central counterparty Oslo Clearing (see Section 2.3.3).



Securities settlement

All payments for trades in equities, equity capital instru-
ments, notes and bonds are settled in the securities settle-
ment system (VPO) (see box on page 19). There are two
daily net settlements: at around 6 am and at 12 noon. In
2011, the morning settlement accounted for approximately
81% of daily volume. The average daily amount settled in
VPO in 2011 was NOK 4.5bn. Because netting takes place
both at Oslo Clearing and in VPS, settlement totals in VPO
are small relative to trading volume. At end-2011, 96.2%
of transactions in VPO were settled on the agreed date.

In addition to equity trading on Oslo Bers, Norwegian
equities are traded in NOK on a number of foreign trad-
ing venues that use various foreign central counterparties
(CCPs) (see Section 2.3.3). These CCPs do not participate
in VPO. Their NOK positions are therefore relayed via
certain banks that are participants in VPO (see Chart 2.6).

These transactions are reported for settlement in VPO in
the bank’s name. This means that banks are obliged to
furnish liquidity for transactions from foreign CCPs. In
other countries, it is customary for the central securities
depository to offer a form of gross settlement of securities
trades combined with various forms of liquidity optimis-
ing/netting. VPS has no plans to introduce gross settle-
ment, but is considering a proposal for an extra net set-
tlement in the afternoon, or moving the last net settlement
(which currently takes place at noon) to later in the day.
Under current rules, a bank under administration may not
participate in VPO or NBO. The rules are under evalua-
tion (see Norges Bank (2011b)).

2.3.2. Status of the Target2-Securities (T2S)
project

To promote a single securities market in Europe, the ECB/
Eurosystem?! has established the T2S project. T2S is
intended to be a common IT solution that central securi-
ties depositories and central banks can use for settling
securities trades in EUR and other European currencies.

21 The Eurosystem includes the European Central Bank (ECB) and the central banks of

states where the euro is the national means of payment.
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If VPS and Norges Bank participate in T2S, the Eurosys-
tem will be in charge of the technical operation of Nor-
wegian securities settlement.? Other services currently
offered by VPS, e.g. issuer and investor services, will not
in principle be affected.

The planned go-live of T2S has been postponed twice,
first from June 2013 to September 2014 and then to June
2015. Central securities depositories are to migrate to the
system in waves up until the turn of the year 2016/2017.
In 2010 and 2011, the ECB/Eurosystem negotiated with
30 central securities depositories and a number of central
banks outside the euro area on participation. Both VPS
and Norges Bank participated in the negotiations.

On 17 November 2011, the ECB approved the central
securities depositories’ T2S Framework Agreement.” The
ECB invited all central securities depositories that had
participated in negotiations to sign in spring 2012. On 23
February 2012, the ECB approved the Currency Partici-
pation Agreement with non-euro area central banks,
asking them to sign in the first half of 2012.

In autumn 2011, in a dialogue with Finance Norway
(FNO), the Norwegian Securities Dealers Association,
the Norwegian Fund and Asset Management Association,
Oslo Clearing and Oslo Bers, VPS assessed whether
securities denominated in NOK should be settled in T2S.
The outcome of this process was that VPS takes a positive
view on participation in T2S.>* Nevertheless, after an
overall assessment, and in line with recommendations
from participants in the Norwegian securities settlement
system, VPS decided to work towards joining T2S at a
later date, most likely 2018/2019. VPS will continue to
evaluate how to make best use of the T2S platform. This
decision means that, for the time being, VPS will not sign
an agreement with the ECB.

Norges Bank’s participation hinges on demand from
market participants, and the terms of the agreement must

22 See Husevag (2010).
23 http://www.ecb.int/paym/t2s/about/spotlight/html/index.en.html
24 See VPS (2012).
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adequately protect Norges Bank’s interests. The assessment
must therefore take into account financial stability and the
conduct of monetary policy and whether the Bank’s own
risk is adequately provided for in the agreement. Given
the views of Norwegian market participants, Norges Bank
currently finds no basis for considering arrangements for
settling trades in NOK in T2S. Norges Bank notified the
ECB of this in a letter dated 10 May 2012.

Other European central banks outside the euro area have
also considered this matter. The Swiss National Bank and
the Bank of England have decided not to participate in
T2S. Sveriges Riksbank and Sedlabanki Islands have
notified the ECB that they will not sign at this time, but
will consider participating at a later date. Danmarks
Nationalbank will sign on the condition that they receive
a deferral until 2018 for DKK.

In 2011, Norges Bank organised a T2S National User
Group (NUG) together with VPS. The group has ap-
proximately 25 members, from VPS, banks, investment
firms and securities funds. Finanstilsynet has observer
status. Minutes of meetings are published at www.ecb.
int, as for other countries. The NUG had four meetings
in 2011 to prepare input from the Norwegian market to
the T2S Advisory Group (AG) and to discuss other mat-
ters. The AG advises the ECB Governing Council on T2S
matters and has approximately 80 members from all
potential participant states. The three Norwegian members
are from VPS, Norges Bank and DNB. As the T2S project
currently stands, central securities depositories and central
banks outside the euro area that do not sign the agree-
ments in the first half of 2012 may no longer participate
in bodies where market participants can influence the
project.

A group of supervisory bodies and central banks in coun-
tries considering participation in T2S has been established
for the purpose of cooperation on overseeing and super-
vising T2S. The group is headed by the ECB and ESMA
and comprises 47 institutions. Both Norges Bank and
Finanstilsynet are formally members, but no meetings
were held in 2011.

Chart 2.8 Securities trading with central counterparty
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2.3.3 Central counterparty for equity
trades on Oslo Bers

A central counterparty (CCP) is an institution that inter-
poses itself between counterparties to a trade, becoming
the buyer to the seller and the seller to the buyer. The
original contract between the two parties is replaced with
two new ones: one contract between the buyer and the
buyer’s CCP and one between the seller and the seller’s
CCP. Buyers and sellers may use different CCPs (see
Chart 2.8).

On 27 August 2010, Oslo Bers introduced mandatory use
of CCPs in the settlement of all trades in equity capital
instruments (equities etc.). Oslo Clearing is currently the
only CCP on the exchange, but under the terms of the
licence from the Ministry of Finance, Oslo Bers must
offer at least two CCPs by end-2012.

All equity trades on Oslo Bers are now reported to Oslo
Clearing, which computes each investment firm’s net
position in cash for each equity. These net positions are
then sent to VPS for clearing and settlement in the securi-
ties settlement system (VPO). Oslo Clearing participates
in VPO with its own account with Norges Bank. The
number of transactions in VPO was 11.5m in 2011, a
decline of 63% compared with 2010 and 73% compared



with 2009. There have been no technical problems of
significance associated with the operation of Oslo Clearing.

The introduction of CCPs in equity trading venues requires
all direct participants in a trade to be a member of a CCP
(directly or indirectly). Buyers and sellers are not exposed
to one another, only to their CCP. If a member of a CCP
becomes insolvent, the CCP must fulfil the member’s set-
tlement obligations. Since all market participants are ex-
posed to one or more CCPs, it is important for financial
stability that these CCPs are solid and efficient.

Therefore, Oslo Clearing’s licence from the Ministry of
Finance requires it to publish an annual self-assessment
of whether the institution is complying with international
recommendations from ESCB-CESR.? These recom-
mendations set out how CCPs are to operate efficiently
with appropriate risk management arrangements. The
recommendations also include collateral requirements. A
CCP must be able to withstand a default by the participant
to which it has the largest exposure in extreme but plau-
sible market conditions. There are also recommendations
for how CCPs should link to each other when settling
contracts where the buyer and seller have different CCPs.

Oslo Clearing published its first self-assessment on 30
June 2011. Oslo Clearing holds the view that the com-
pany complies with all relevant recommendations for both
equity and derivatives and publishes a background report
on its website.?°

Plans for more CCPs on Oslo Bors

Oslo Bors has signed a memorandum of understanding
with London-based LCH.Clearnet on a partnership to offer
clearing services. Once there are two or more CCPs on
Oslo Bers, buyers and sellers will be free to choose dif-
ferent CCPs. CCPs will then have to link to each other, at
the same time as they are competitors. Oslo Bers aims to
offer an alternative CCP to Oslo Clearing in 2012 Q4, at
the same time as Oslo Bers implements the London Stock
Exchange’s new Millennium Exchange trading platform.

25 See ESCB-CESR (2009).

26 www.osloclearing.no/osloclearing_nor/Om-Oslo-Clearing/Self-Assessment
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Under current rules, foreign CCPs must apply to the
Norwegian authorities for a licence to operate in Norway.
Additionally, both Norwegian and home state authorities
must assess the risk associated with links between the two
CCPs. Once a foreign CCP becomes affiliated with Oslo
Bars after the introduction of the new EU regulation (see
discussion of EMIR in Section 2.3.4), the company is no
longer required to apply to the Norwegian authorities for
a licence. A licence issued by the home state will be valid
throughout the EU/EEA.

Most members of Oslo Clearing are international banks
that are also members of other CCPs in other countries.
If these banks are able to settle trades on Oslo Bers via
the same CCP(s) they use in other trading venues, their
CCP(s) will be able to calculate a net margin that applies
to trades on Oslo Bers and in other trading venues. This
could make it less expensive for international market
participants to settle trades on Oslo Bers. The largest
venue for equity trading in Europe, BATS Chi-X Europe,
has been affiliated with four CCPs as from 6 January
2012. Nasdaqg OMX Nordic (operator of exchanges in the
Nordic countries excluding Norway) currently has one
CCP for equities, the Dutch company EMCF. The plan
was to be affiliated with two additional CCPs as from
April 2012, but this has been postponed pending ap-
proval by the authorities.”

2.3.4 New EEA regulations

Regulatory framework for central counterparties
(CCPs)

On 29 March 2012, the European Parliament approved a
new regulation, the European Market Infrastructure Regu-
lation (EMIR)*. Among other changes, the regulation re-
quires the use of a CCP for OTC trades in a number of
unlisted derivatives and requires these trades to be re-
ported. The European Council is expected to endorse the
Parliament’s decision. The regulation gives extensive re-
sponsibilities to the European Securities Market Authority

27 See news release of 26 March 2012, https://newsclient.omxgroup.com/cdsPublic/
viewDisclosure.action?disclosureld=4974928&lang=en

28 The official title is “Regulation on OTC derivatives, central counterparties and trade
repositories”
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(ESMA). ESMA will draw up a large body of binding
technical standards under the regulation. ESMA will both
define the derivative contracts that will be subject to the
requirement of using a CCP (see box on page 38) and es-
tablish standards for supervising CCPs. Finanstilsynet is
participating in ESMA’s work in this area.

In 2010 and 2011, the European Commission worked on
a regulation for central securities depositories (CSDs).
The Ministry of Finance and Finanstilsynet have partici-
pated in the working group appointed by the Commission
to draw up the proposal for a new regulation. A proposal
was circulated for comment with a response deadline of
1 March 2011. On the basis of the responses, the Com-
mission drew up a new proposal, which was published
on 7 March 2012.2 ESMA will draw up appurtenant
standards by 2014 for implementation in 2015.

Like the original draft, the proposal of 7 March allows a
CSD licensed in one EU/EEA state to provide services
throughout the EU/EEA, including services to securities
issuers. With this proposal and the introduction of T2S,
discussed above, VPS may in a few years’ time face
competition from one or more CSDs seeking to provide
services in Norway.

2.3.5 The foreign exchange settlement
system CLS

CLS Bank (CLS) is an international bank that specialises
in the settlement of foreign exchange transactions. CLS
started operations in 2002. The credit risk linked to the
trades settled by CLS is eliminated because the system
ensures that the two parts of the foreign exchange trans-
action are settled simultaneously.*® CLS currently settles
transactions in 17 currencies and accounts for more than
68% of global foreign exchange transactions in these
currencies. CLS is also working to include additional
currencies and has a list of 19 currencies that are viewed
by CLS as relevant somewhat further ahead.

29 http://ec.europa.eufinternal_market/financial-markets/docs/COM_2012_73_en.pdf

30 Often referred to as “payment versus payment” (PvP).

CLS Bank is located in New York and is supervised by
the Federal Reserve Bank of New York, in collaboration
with the central banks for the other currencies settled by
CLS. In 2011, CLS published an assessment of its system,
based on the CPSS principles.?' CLS concludes that it
does not fully observe the principle regarding governance
and changed its assessment from “observes” in 2009, to
“broadly observes” in 2011.

To address the shortcomings pointed out in the assess-
ment, CLS has implemented a programme to strengthen
and improve its governance structure. One important
measure is the increase in the number of independent
board members. The board has also appointed a commit-
tee to focus on strategy and regulatory issues. This will
enhance understanding of the regulatory changes and
adapt to financial market developments. On 16 April 2012,
CLS announced that the CEO would be stepping down
at the end of April and that the chairman of the board
would be taking over as interim CEO.??

Market participants take part in settlement in CLS as
settlement members or third parties. While settlement
members manage their own pay-ins to and pay-outs from
CLS, third party participants use a settlement partner for
these transactions. At end-2011, there were 63 settlement
members of CLS, two more than at end-2010. Since 2008,
the number of third parties has risen from 4 154 to 15 468.
All settlement members are banks, while a clear major-
ity of third parties are investment funds. In Norway, there
is one Norwegian settlement member (DNB) and three
other banks that pay NOK to CLS through Norwegian
branches/subsidiaries (Nordea Bank Norge, Danske Bank/
Fokus Bank and Skandinaviska Enskilda Banken).

Turnover in CLS has increased substantially in recent
years. In 2011, CLS settled on average a good 400 000
daily transactions, with a daily average volume traded
equivalent to around NOK 27 000bn. Currencies traded
the most are USD, involved in 45% of trades, and EUR
at 20%. NOK accounts for about 1% of trades. Daily

31 http://www.cls-group.com/About/Documents/CLS %20Bank %20-%20Core %20
Principles %20Assessment.pdf

32 http://www.cls-group.com/Media/Pages/NewsArticle.aspx?id=95
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http://www.cls-group.com/Media/Pages/NewsArticle.aspx?id=95

average gross turnover in NOK in CLS was just over NOK
298bn in 2011. Chart 2.9 shows developments in settle-
ments of NOK transactions in CLS.

Under the CLS system, banks’ pay-ins to CLS are small
relative to transaction volume. While turnover takes place
on a gross basis in CLS Bank, payment obligations in
each currency are netted. In addition, CLS offers a service
enabling banks to reduce their payment obligations by
swapping currencies. Banks set a limit for their obligation
in each currency, and then CLS finds a counterparty will-
ing to reduce the payment obligations in an in/out swap.
In 2011, net liquidity in and out of NBO was between 2%
and 3%* of traded volume (see Chart 2.9).

33 In 2011, daily pay-ins and pay-outs in NOK averaged NOK 7bn (blue line, right-hand
scale), while daily traded volume averaged NOK 298bn (red line, left-hand scale).

NORGES BANK ANNUAL REPORT ON PAYMENT SYSTEMS 2011

Chart 2.9 Value of daily NOK settlements in CLS, and pay-ins and payouts in NOK.
Monthly average. In billions of NOK. 2006 — 2011
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The financial crisis revealed short-
comings in the infrastructure of the
overthe-counter (OTC) derivatives
market. Market participants were
not able to unwind or settle some
kinds of derivative contracts, and
the authorities had limited informa-
tion on the size of the exposures
between counterparties. This led to
increased systemic risk and govern-
ment rescue packages for important
institutions in these markets.

The G20 leaders therefore agreed in
2009 on measures to mitigate risk
and improve transparency in OTC de-
rivatives markets. In the EEA, this
has been followed up by an EU Com-
mission proposal for a regulation on
OTC derivatives. Further details re-
lated to the regulatory requirements
will be drawn up by the European
Securities and Markets Authority
(ESMA). The requirements are sched-
uled to enter into force on 1 January
2013.

For Norwegian banks, the require-
ments will primarily have an impact
on banks’ use of interest rate and
foreign currency derivatives. A large
share of banks' lending is currently
funded by foreign currency borrow-
ing. Banks use foreign currency and
interest rate derivatives to achieve
the required maturity on the inter-
est rate and to swap the loans
raised for the funding currency they

need. Norwegian banks’ use of
credit derivatives is limited.

The requirements in the new EU
Commission regulation can be
grouped into four categories:

e Eligible OTC derivatives should be
cleared through a central counter
party (CCP). It has not yet been
decided which derivatives should
be considered eligible for CCP
clearing, but an important criterion
will be whether they are standard-
ised (contracts sharing the same
characteristics). When a CCP is
used, each trade is split into two,
with the CCP becoming the buyer
to the original seller and the seller
to the original buyer. With settle-
ment through a CCP the counter-
parties will no longer be exposed
to each other, but only to a regu-
lated and well capitalised CCP.

¢ Requirements will be drawn up
for non-centrally cleared OTC de-
rivatives. These may include re-
quirements specifying the level of
collateral participants must de-
posit for the exposure on both
sides of the trade (margining), the
type of collateral that is eligible,
and procedures for managing risk
associated with such derivatives.

e Common rules for CCPs will be
established. The requirement for

settlement through a CCP in-
creases the importance of sound
risk management and loss-absorb-
ing capacity in these institutions.
In drawing up common rules,
ESMA gives weight to the CPSS-
|OSCO recommendations, but
notes that the CPSS-IOSCO rec-
ommendations are global and is
considering stricter requirements
for European CCPs on some
points.

e Financial counterparties will be
obliged to report all OTC deriva-
tives to a trade repository. All or
parts of the information will be
made available to national author
ities, the parties involved and the
public. By making it easier to
monitor counterparties’ expo-
sures, trade repositories will en-
hance financial stability.

Banks' capital requirements for OTC
derivative exposures under the Ba-
sel Il rules will depend on whether
the derivatives are settled bilaterally
or through a CCP If the trade is set-
tled though a CCP that meets the
CPSS-I0SCO recommended stand-
ards, the risk weights assigned to
the exposure will probably be far
lower than otherwise. Banks will
therefore have an incentive to settle
trades through a sound CCP.



Berge, Tor Oddvar and Casper Christophersen (2011):
“Operational problems in banks — Effects on the settle-
ment of payments in Norges Bank”, Penger og Kreditt
2011, p. 3041, Oslo: Norges Bank

Betalingskortprosjektgruppa (2012): “Vurdering av tiltak
i markedet for internasjonale betalingskort i Norge”
(Assessment of measures in the international payment
card market in Norway). Report from a payment card
project group comprising representatives from Finanstil-
synet (Financial Supervisory Authority of Norway), the
Norwegian Competition Authority and Norges Bank.
Oslo: 31 January 2012

CPSS (2001): Core Principles for Systemically Important
Payment Systems. CPSS Publications No 43, January
2001, Basel: BIS

CPSS/IOSCO (2001): Recommendations for securities
settlement systems. CPSS Publications No 46, Novem-
ber 2001, Basel: BIS

CPSS-IOSCO (2002): Assessment methodology for “Rec-
ommendations for Securities Settlement Systems”. CPSS
Publications No 51, November 2002, Basel: BIS

CPSS-IOSCO (2004): Recommendations for Central
Counterparties. CPSS Publications No 64, November
2004, Basel: BIS

CPSS-IOSCO (2012): Principles for financial market
infrastructures. CPSS Publications No 101, April 2012,
Basel: BIS

European Central Bank (2012): “Biannual information
on euro banknote counterfeiting”, Press release 16

January 2012, ECB

ESCB-CESR (2009): Recommendations for securities
settlement systems and recommendations for central

NORGES BANK

counterparties in the European Union, Frankfurt and
Paris: ESCB and CESR

Finanstilsynet (Financial Supervisory Authority of Nor-
way) (2010): “Ny forskrift om krav til datasystem for
medlemmer av Bankenes sikringsfond” (New regula-
tions concerning computer system requirements for
members of the Norwegian Banks’ Guarantee Fund).
Circular no. 15/2010. Oslo: Finanstilsynet (Norwegian
only)

Finanstilsynet (2012): Risk and Vulnerability Analysis
(RAV) 2011. Financial Institutions’ Use of Information
and Communications Technology (ICT). Oslo: Finanstil-
synet (forthcoming)

Ministry of Government Administration, Reform and
Church Affairs (2011a): “Samordning og styring av
IKT-relaterte investeringer i staten” (Coordination and
management of ICT-related investments in central
government). Circular no. P-11/2011. Oslo: Ministry
of Government Administration, Reform and Church
Affairs (Norwegian only)

Ministry of Government Administration, Reform and
Church Affairs (2011b): “Samfunnsekonomisk analyse
av a innfore elektronisk faktura (e-faktura) i staten”
(Economic analysis of the introduction of e-invoicing
in the central government sector). 8 December 2011
(Norwegian only)

Ministry of Government Administration, Reform and
Church Affairs (2011c¢): “Samfunnsekonomisk analyse:
Innforing av elektronisk faktura i kommunal sektor”
(Economic analysis of the introduction of e-invoicing
in the local government sector). 17 November 2011
(Norwegian only)

Gresvik and Haare (2009): “Costs in the Norwegian
payment system”, Staff Memo no. 4/2009. Oslo:
Norges Bank



Husevag, Vigdis (2010): “TARGET2-Securities — billigere
og sikrere verdipapiroppgjer i Europa?”’ (TARGET2-
Securities — cheaper and safer securities settlement in
Europe?), Penger og Kreditt 38. Oslo: Norges Bank
(Norwegian only)

Langbraaten, Nina (2012): “Nye betalingsmater” (New
methods of payment), forthcoming article in Penger og
Kreditt 40 (Norwegian only)

Norges Bank (2002): Annual Report on Payment Systems
2001. Oslo: Norges Bank

Norges Bank (2007): Annual Report on Payment Systems
2006. Oslo: Norges Bank

Norges Bank (2008): Annual Report on Payment Systems
2007. Oslo: Norges Bank

Norges Bank (2010): Det norske systemet for bank-
kriselgsninger — mulige forbedringer (The Norwegian
system of bank crisis management — possible improve-
ments). Enclosed with Norges Bank’s letter to the
Ministry of Finance of 29 November 2010. Oslo:
Norges Bank (Norwegian only)

Norges Bank (2011a): Hering — Banklovkommisjonens
utredning om ny finanslovgivning (Consultative docu-
ment — report from the Banking Law Commission on
new financial legislation). Letter to the Ministry of
Finance of 30 September 2011. Oslo: Norges Bank
(Norwegian only)

Norges Bank (2011b): Annual Report on Payment Systems
2010. Oslo: Norges Bank

Norges Bank (2012a): “Quotas in the system for the
management of bank reserves”. Circular no.2/1 March
2012. Oslo: Norges Bank

Norges Bank (2012b): “Guidelines for pledging securities
and fund units as collateral for loans in Norges Bank”.
Circular no.1/8 February 2012. Oslo: Norges Bank

Sevik, Ylva (2011): “Banktestamenter — krav om av-
viklingsplaner for banker” (Living wills for banks —
requirements for resolution plans), Penger og Kreditt
39. Oslo: Norges Bank (Norwegian only)

VPS (2012): T2S — Framework Agreement between the
Eurosystem and the CSDs. Letter to the ECB of 25 April
2012. Oslo: VPS



Index of tables

General data

Table 1:

General statistical data for Norway

Means of payment in Norway

Table 2:

Table 3:
Table 4:

Means of payment used by the public (at
yearend, in millions of NOK)

Bank liquidity (in millions of NOK)

Banknotes and coins. Annual average
(in millions of NOK)

Payment infrastructure

Table 5:
Table 6:
Table 7:

Institutional infrastructure
Number of agreements

Number of issued cards (in thousands),
number of functions in issued cards
(in thousands) and number of terminals

Retail payment services

Table 8:

Table 9:

Table 10a:

Table 10b:

Table 11:

Table 12:

NORGES BANK

Use of payment services
(in millions of transactions)

Debit and credit transfers (giros)
(in millions of transactions)

Use of payment cards
(in millions of transactions)

Use of terminals
(in millions of transactions)

Cross-border transfers registered in the
Register of Cross-border Transactions
and Currency Exchange

(in thousands of transactions)

Use of payment services (in billions of NOK)

ANNUAL REPORT ON PAYMENT SYSTEMS 2011

Table 13:  Debit and credit transfers (giros)
(in billions of NOK)

Table 14a: Use of payment cards
(in billions of NOK)

Table 14b: Use of terminals
(in billions of NOK)

Table 15:  Cross-border transfers registered in the
Register of Crossborder Transactions and
Currency Exchange (in millions of NOK)

Interbank

Table 16:  Average daily turnover in clearing and
settlement systems (transactions)

Table 17:  Average daily turnover in clearing and
settlement systems (in billions of NOK)

Table 18:  Number of participants in clearing and
settlement systems (at year-end)

Table 19:  Participation in SWIFT

Table 20:  SWIFT message traffic to/from Norway
(in thousands of transactions)

Prices

Table 21:  Prices for domestic payment services,
retail customers. Weighted average (NOK).
1 January each year

Table 22:  Prices for domestic payment services, corpo-
rate customers. Weighted average (NOK).
1 January each year

Table 23:  Prices for transfers from Norway to
EU/EEA countries. Weighted average (NOK)
for a sample of banks. 1 January each year

Table 24:  Prices for receipt of payments from

EU/EEA countries. Weighted average (NOK)
for a sample of banks. 1 January each year

41




General data

Table 1: General statistical data for Norway

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Population (as at 1 January, in millions) 4.51 453 4.56 458
GDP, market value (in billions of NOK) 1637 1532 1592 1753 1
Mainland GDP, market value (in billions of NOK) 1180 1225 1273 1366 1
Total household consumption {in billions of NOK) 641 670 710 757
1USD in NOK (annual average) 8.99 797 708 6.74
1 EUR in NOK (annual average) 8.06 751 8.00 8.37

4.61 4.65 4.69 4.75 4.81 487 4.93
959 2181 2306 2560 2357 2523 27
465 1603 1757 1863 1876 198 2088
798 8563 9N 958 979 1038 1074
6.45 6.42 5.86 5.64 6.28 6.05 5.61
8.01 8.05 8.02 8.22 8.73 8.01 779

Means of payment in Norway

Table 2: Means of payment used by the public

(at year-end, in millions of NOK)

2001 2002 2003 2004 2005

Money supply (M2) 818858 882915 904217 972013 1085 330
Narrow money supply (M1) 384630 399712 427689 472058 552246
Banknotes and coins 42038 40283 41685 43340 46530
Deposits in current accounts 342592 359429 386004 428718 505716
Other deposits 370171 409704 407457 423184 435483
Certificates of deposit + units in
money market funds 64057 73499 69072 76771 97601

Tabell 3: Bank liquidity (in millions of NOK

2001 2002 2003 2004
Sight deposits, annual average 11804 15647 24690 21337

Banks' deposits at the central bank at the reserve rate,
average as from 3 October 2011

Deposits at the central bank (F-deposits), average as from
3 October 2011

Lending (Floans + D-loans), annual average 13 356 538 2978 18788

42

2006 2007 2008 2009 2010 201
1233749 1440205 1494802 1529940 1609936 1705282
679503 760448 736491 744260 788613 825188
48247 495643 49128 48399 48725 48981
631256 710905 687363 695861 739888 776207
473108 559351 657162 693888 731271 780195

81138 120406 101149 91792 90052 99 899

)

2005 2006 2007 2008 2009 2010 2011
28666 24536 24867 41713 75111 46832 46498

1039

26 344
14694 34411 46670 67515 66242 72759 32351



Table 4: Banknotes and coins. Annual average (in millions of NOK)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201
Total 42 947 41767 41562 43728 45887 49 218 50439 50413 50356 50450 50 315
Total banknotes 3927 3781 37429 39429 41382 44523 45858 45838 45704 45676 45463
1000-krone 24713 22599 22167 23 555 24 649 25818 26179 25371 24382 23134 21678
500-krone 6921 7626 7732 8278 9060 10 374 11213 11882 12722 13623 14542
200-krone 4446 4573 4674 4792 4819 5296 5381 5522 5580 5846 6103
100-krone 2464 2270 2091 2012 2021 2119 2121 2083 2029 2062 2099
50-krone 727 744 765 793 833 916 964 980 993 1012 1041
Total coins 3676 3955 4133 4299 4506 4695 4581 4575 4 652 4774 4 852
20-krone 1124 1387 1561 1667 1778 1849 1665 1541 1556 1599 1629
10-krone m 1085 1051 1049 1076 1145 1214 1259 1276 1307 1323
5-krone 497 505 515 538 563 598 630 654 664 674 679
1-krone 641 666 686 718 753 799 845 884 912 91 962
0.5 krone 174 182 191 199 208 218 228 237 245 253 260
0.1 krone 130 130 129 128 128 86
Payment infrastructure
Table 5: Institutional infrastructure
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Number of banks 153 152 148 149 147 149 149 149 145 142
Savings banks 129 129 127 126 124 123 121 118 13 m
Commercial banks 16 15 13 14 15 16 18 20 20 19
Number of foreign bank branches in Norway 8 8 8 9 8 10 10 " 12 12
Electronic money institutions 4 3 5 4 3 3 3 8 3
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Table 6: Number of agreements

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201

Online banking agreements 1340661 1934318 2429694 2976690 3282793 4009321 4438137 4841244 5299502 5549230 5779 207
Online banking agreements -
retail customers : : : 1 3221839 3683843 4089644 4471351 4865720 5097505 5300353
Online banking agreements - cor
porate customers : : : . 60954 325478 348493 369893 433782 451725 478854

Agreements to offer electronic
invoicing (eFaktura) - corporate

customers : : : : : 330 460 532 648 770 945
Agreements on reciept of electronic

invoicing (eFaktura) - retail customers : : : : 02149356 2914946 4074429 5249722 6358929 7932093
Company terminal giro agreements : : : : o 27904 28707 29127 32983 33466 26 153
Postal giro agreements 2361031 1787462 1707428 1540768 1453825 1189770 1152349 906957 810818 76999 723867
Direct debit agreements (AvtaleGiro

and AutoGiro) 4044848 4483286 4901219 5505933 6305218 7523461 8544208 9523732 10707639 11933080 13 162 659
AvtaleGiro - payees 6473 6883 7194 7905 8761 9554 10373 11135 11 945 12619 13130
AutoGiro - payees 1200 1265 1232 1187 1243 1441 1350 1170 1342 716 708

Table 7: Number of issued cards (in thousands), number of functions in
issued cards (in thousands) and number of terminals

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Number of issued cards 6081 6395 6931 7616 7872 9187 9908 10629 11644 12190 12345
Chip cards : : : : © 1235 2540 3848 6516 10066 11600
Magnetic stripe cards : : : : . 7953 7368 6781 5127 2124 745

Number of functions in issued cards 10075 10575 11322 12298 12449 14169 15335 16772 17837 19015 19480
Debit functions 7991 8212 8600 9326 9107 10138 10519 11899 11789 12968 13564

BankAxept 4287 4362 4527 498 4894 5537 5569 6218 6057 6620 6897

Payment cards issued by international card companies 3704 3850 4073 4341 4214 4601 4949 5681 5732 6349 6667

Billing functions (payment cards issued by

international card companies) 445 438 451 470 451 478 522 535 542 528 593
Credit functions 1638 1925 2271 2502 2891 3553 4294 4338 5506 5519 5322
Domestic credit cards 630 681 646 535 546 548 647 625 629 642 662

Payment cards issued by international card companies 1008 1244 1624 1967 2345 3005 3647 3713 4877 4877 4660
Number of terminals that accept BankAxept cards 73832 82294 93456 94386 96591 100021 109821 119953 122359 125684 130397

ATMs 2144 2188 2217 2180 2184 2250 2272 2283 2253 2193 2194
Payment teminals (EFTPOS) 71688 80106 91239 92206 94407 97771 107549 117670 120106 123491 128 203
Owned by banks 59184 65374 66207 68197 66786 74303 75460 77804 77892
Owned by others 12504 14732 25032 24009 27621 23468 32089 39866 42214
Number of locations with payment terminals
(EFTPOS) that accept BankAxept cards 49328 52705 59100 63976 73242 78656 85490 94708 96152 97722 100758
44
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Retail payment services

Table 8: Use of payment services (in millions of transactions)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Total 848.3 9604 10393 11449 12355 13410 14763 16026 16998 18356 19754
Debit and credit transfers (giros) 3975 440.5 442.8 465.6 480.4 489.3 510.7 526.6 540.0 561.9 573.9
Electronic' 268.1 3313 348.9 384.3 411.8 4374 462.3 483.9 503.6 533.5 550.0
Paperbased 129.3 109.3 93.9 813 68.6 51.9 484 427 36.5 284 23.9
Payment cards (goods purchases) 448.0 5178 595.0 678.1 754.2 851.0 965.1 1075.6 11595 12735 14014
Electronic 439.0 508.0 584.7 664.2 7379 830.7 960.3 10732 11577 12718 1399.6
Manual 9.0 9.8 10.3 13.9 16.3 204 4.8 24 1.9 1.7 1.8
Cheques 29 2.0 15 1.2 0.8 0.7 0.5 04 0.3 0.2 0.2

" Number of electronic giros in 2001 does not include miscellaneous credit transfers, e.g. standing orders.

Table 9: Debit and credit transfers (giros) (in millions of transactions)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Total 396.7 4403 4428 4656 4804 4893 510.7 5266  540.0 5619 5739
Credit transfers’ 3435 393.9 395.5 418.2 431.6 439.6 453.5 467.2 4745 4913 4979
Electronic 2345 2999 3148 3485 3719 3956 4127 4305 4436 4671 4771
Company terminal giro 143.8 153.2 164.4 160.2 95.8 515 46.1 432 44.1 44.9 471
Online banking 62.0 814 101.5 138.4 2278 2936 3188 3404 3497 3716 3788
Online banking solutions for retail
customers 62.0 : 916 112.0 131.8 144.0 154.2 1712 2054 2202 230.4
Online banking solutions for corporate
customers - 4 9.9 26.4 96.0 149.6 164.6 169.2 144.4 1514 148.5
Telegiros 28.7 26.8 255 24.8 21.8 16.9 13.9 12.2 12.7 1.1 9.7
Miscellaneous other electronic credit
transfers : 385 234 25.1 26.4 336 338 34.7 371 395 415
Paper-based 109.1 94.0 80.6 69.7 59.8 4.0 40.8 36.7 309 242 20.8
Company terminal giros and online
banking as money order 5.6 49 4.2 3.0 2.6 1.0 1.7 1.3 12 0.9 0.7
Postal giros 744 61.7 52.1 44.6 38.0 326 29.0 26.1 23.8 19.9 177
Giros delivered at the counter - account
debits 28.3 271 244 22.0 19.2 104 10.1 93 5.9 34 24
Miscellaneous giros registered in banks? 0.8 0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Direct debits 33.6 313 34.1 35.8 399 41.8 49.6 53.4 59.9 66.4 72.8
Giros delivered at the counter - cash
payments 19.5 15.0 13.2 1.6 8.9 78 76 6.0 5.6 4.2 31

" Figures for credit transfers in 2001 do not include miscellaneous credit transfers, including standing orders.
 Miscellaneous giros registered in banks include both cash payments and account debits.
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Table 10a: Use of payment cards (in millions of transactions)’

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Total use of Norwegian cards (in Norway and abroad) 563.6 6311 7047 786.6 8622 9576 1070.7 11820 1259.7 1368.8 14929

Goods purchases 4480 5178 5950 6781 7545 851.0 965.1 10756 11595 12735 14014
Goods purchases without cashback 3238 3852 4568 5336 6185 7691 8874 10024 10885 12083 13408
Goods purchases with cashback 1242 1326 1382 1446 1359 819 777 73.2 711 65.2 60.6

Cash withdrawals without goods purchases 1157 1133 1097 1085 1078 1066 1056 1064  100.1 95.3 91.6

Use of Norwegian cards by function

Debit functions 5365 6014 6695 7436 809.2 9042 10013 11028 11721 12706 13754

BankAxept 496.7 5483 6153 681.7 745.7 8174  896.1 9877 10450 11236 12077

Payment cards issued by international card companies ~ 39.8 53.1 54.2 619 63.5 86.8 1063  115.1 1271 146.9 167.7
Billing functions (payment cards issued by

international card companies) 14.8 13.9 14.8 16.3 19.1 177 205 22.6 214 19.1 19.5
Credit functions 12.3 15.7 20.4 26.7 339 35.7 438 56.5 66.2 791 98.1
Domestic credit cards 3.6 45 5.3 5.7 6.1 6.5 78 8.8 8.0 6.7 6.2

Payment cards issued by international card companies 8.8 11.2 15.1 21.0 278 29.2 40.9 478 58.2 72.4 919

Use of Norwegian cards abroad 26.2 315 36.2 383 388 50.6 704 4.4 827 1034 1229
Goods purchases 19.0 232 270 298 30.6 423 58.2 60.3 69.0 889 1077
Cash withdrawals 71 8.3 9.2 8.6 8.3 8.3 122 14.1 137 145 15.2

Use of foreign cards in Norway 78 8.6 9.5 10.8 13.6 14.3 14.3 16.3 175 19.3 21.6
Goods purchases 6.5 73 8.1 9.3 124 12.6 1.7 13.5 15.1 170 19.2
Cash withdrawals 13 14 1.4 15 13 17 2.7 28 24 23 2.3

' Figures in the table apply to both manual and electronic card use (card use in EFTPOS terminals and online). Figures for 2001 do not include the use of international payment cards in terminals
owned by entities other than banks and oil companies.
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Table 10b: Use of terminals (in millions of transactions)

2001 2002

Use of Norwegian terminals’ 5783 6333

Cash withdrawals from ATMs 109.0 1035
Goods purchases in EFTPOS terminals that accept

BankAxept 446.1  500.8

Of which BankAxept goods purchases with cashback ~ 124.2  132.6

Goods purchases in other Norwegian payment terminals 232 29.0

Use of Norwegian cards in Norwegian terminals 5712 6217
Cash withdrawals from ATMs 1077 1021
BankAxept 102.0 96.6
Domestic credit cards 12 1.0
Cards issued by international card companies 45 45
Goods purchases in payment terminals 4635 519.6
BankAxept - goods purchases (including purchases
with cashback) in EFTPOS terminals 3947 4517
Domestic credit cards - goods purchases 2.0 3.0
Cards issued by international card companies - goods
purchases 29.7 34.4
Cards owned by oil companies 371 30.5
Use of foreign cards in Norway Al 1.6

2003
709.6
102.1

575.6
138.2
319
696.2
100.3
95.6
14
33

595.9

519.7
38

419
30.4
134

2004 2005 2006 2007 2008 2009

780.9
993

638.5
144.6
43.1
772.3
99.2
93.2
11
49

673.1

588.4
4.1

518
28.8
85

" Figures for card use for goods purchases at payment terminals/EFTPOS terminals include online card use.

8573
98.7

718.1
135.9
405
846.8
98.8
917
08
6.3
748.0

654.1
48

61.3
278
105

9411 1035.1 11463 12214
99.8 95.9 94.9 88.8
7976 8681 9675 1064.5
819 777 732 71
43.7 710 84.0 68.2
9270 10219 1130.0 1203.9
98.1 93.3 92.1 86.4
88.7 86.7 84.5 789
11 0.9 0.8 0.7
8.4 5.6 6.8 6.7
8289 9286 10379 11175
7287 8094 9031  966.1
5.3 6.7 78 1
704 909 1069 1195
245 216 211 24.8
141 13.2 16.3 175

2010
1308.6
83.0

11512
65.2
A4

1289.2
80.7
7A6

0.7
54

1208.5

1048.9
5.8

133.5
203
19.4

20M
14117
786

1236.8
60.6
96.3

1390.0
763
705

0.6
5.2
13137

11371
b3

164.6
16.7
217

Table 11: Cross-border transfers registered in the Register of Crossborder
Transactions and Currency Exchange (in thousands of transactions)

Transfers from Norway

SWIFT

Foreign currency cheques

Other transfers (MoneyGram, Western Union, etc.)
Transfers to Norway

SWIFT

Foreign currency cheques

Other transfers (MoneyGram, Western Union, etc.)

NORGES BANK ANNUAL REPORT ON PAYMENT SYSTEMS 2011

2006
54225
51711
970
164.5
27848
27137
32
79

2007
6 298.6
58614
133.1
304.1
27917
27435
36.7
115

2008
6521.9
5919.3
159.2
4435
28729
28227
348
156.5

2009
6785.1
60949
170.1
520.1
29123
28632
28.7
204

2010
73372
6576.5
171.5
589.2
31249
30725
283
241

201
81449
73409
158.6
645.4
33511
3299.3
259
258
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Table 12: Use of payment services (in billions of NOK)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201

Total 59518 62251 69347 89635 82479 93016 108659 117146 11536.7 12522.0 133035
Debit and credit transfers (giros) 56951 59435 66533 86560 79095 89048 104288 11229.7 11031.0 11986.0 127273
Electronic’ 5156.0 54572 62420 82836 76621 8680.1 102122 110429 108685 118647 126076
Paperbased 539.0 486.3 ans 372.4 2474 224.7 2165 186.8 162.5 131.3 119.7
Payment cards (goods purchases) 184.2 224.9 236.6 265.0 305.5 381.0 424.3 4735 493.6 525.7 568.5
Electronic 175.4 2154 2279 2541 289.5 365.1 418.3 470.0 4911 523.2 565.6
Manual 8.9 9.5 8.7 10.9 16.0 156.9 6.0 3.5 25 225 2.9
Cheques 725 56.6 44.9 425 329 15.8 12.9 13 12.0 103 17

" Number of electronic giros in 2001 does not include miscellaneous credit transfers, e.g. standing orders.

Table 13: Debit and credit transfers (giros) (in billions of NOK)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Totalt 56951 59435 66533 86560 79095 89048 10428.8 11229.7 10031.0 11986.0 127273
Credit transfers’ 54105 57144 64315 83965 76126 8624.8 101494 109917 107985 11740.3 12482.8
Electronic 49712 53080 60774 81051 74492 8456.6 99925 10859.6 10681.2 11636.4 123771
Company terminal giro 47162 46784 52253 65534 29766 22941 29214 21029 25762 29047 32254
Online banking 1973 409.1 650.7 13518 42728 57724 64963 82394 75677 80524 84930
Online banking solutions for retail
customers 1973 : 3326 4364 5173 5854  650.1 7756 9669 10783 1185.6
Online banking solutions for corporate
customers - : 318.1 9154 37556 51870 58462 74638 66008 69741 73074
Telegiros 576 54.3 51.0 48.4 43.8 375 310 297 328 29.0 26.1
Miscellaneous other electronic credit
transfers : 166.3 150.4 1515 1559 3526 543.8 4876 504.5 650.2 632.6
Paper-based 4393 4064  354.1 291.4 163.5 168.2 156.9 132.1 172 103.9 105.7
Company terminal giros and online
banking as money order 42.0 36.8 334 272 45 1.7 15.7 10.5 13.8 114 77
Postal giros 195.5 175.7 184.6 161.1 103.0 81.7 72.0 62.6 53.1 435 38.0
Giros delivered at the counter -
account debits 189.0 190.0 136.1 103.1 55.9 747 69.2 59.0 50.3 48.9 60.0
Miscellaneous giros registered in banks? 12.9 3.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Direct debits 184.8 149.2 164.6 1785 2129 2235 2197 183.4 1873 2183 2305
Giros delivered at the counter - cash
payments 99.7 79.8 572 81.0 83.9 56.5 59.7 54.7 453 274 14.0

" Figures for credit transfers in 2001 do not include miscellaneous credit transfers, including standing orders.
? Miscellaneous giros registered in banks include both cash payments and account debits.
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Table 14a: Use of payment cards (in billions of NOK)'

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Total use of Norwegian cards (in Norway and abroad) 355.7 3829 4116 4400 4808 5108 556.6 609.0 625.1 6537 695.2

Goods purchases 1842 2249 2366 265.0 3054 3522 3961 4458 4658  500.1 5442
Cashback from EFTPOS terminals 44.7 475 48.3 48.3 494 28.8 28.1 278 278 25.7 24.3
Cash withdrawals without goods purchases 1268 1104 1266 1267 1260 1298 1324 1365 1314 1280 1267
Use of Norwegian cards by function
Debit functions 3200 3445 3710 3935 4291 4473 4837 5259 5358 5614 5895
BankAxept 2918 309.7 3357 3541 3869 3980 4222 4617 4652 4870 5076
Payment cards issued by international card
companies 28.2 34.8 354 394 422 49.2 615 64.3 70.6 74.4 819
Billing functions (payment cards issued by
international card companies) 18.1 175 16.9 178 19.7 19.0 22.9 25.1 22.9 20.5 217
Credit functions 176 20.8 23.8 28.8 32.0 445 50.0 58.0 66.4 7.9 84.0
Domestic credit cards 74 8.3 75 76 53 8.7 o1 10.1 8.9 8.3 84
Payment cards issued by international card
companies 10.3 12.5 16.2 211 26.7 35.8 40.4 479 574 63.5 75.7
Use of Norwegian cards abroad 25.6 29.3 33.6 34.4 355 40.5 58.5 62.2 66.8 75.1 876
Goods purchases 15.0 174 204 21.8 235 285 40.7 419 45.6 53.8 65.9
Cash withdrawals 10.6 1.9 13.3 12.6 12.0 12.0 178 20.3 211 214 21.7
Use of foreign cards in Norway 5.8 5.9 6.9 85 9.6 10.2 10.0 12.2 12.6 13.7 14.8
Goods purchases 4.1 4.2 5.0 6.3 77 79 6.3 8.4 9.3 10.6 1.7
Cash withdrawals 17 17 19 22 1.8 24 37 38 33 3.1 3.1

" Figures in the table apply to both manual and electronic card use (card use in EFTPOS terminals and online). Figures for 2001 do not include the use of international payment cards in terminals
owned by entities other than banks and oil companies.
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Table 14b: Use of terminals (in billions of NOK)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Use of Norwegian terminals’ : 3670 3951 4197 4548 4831 5154 5706 583.7 6050 633.1
Cash withdrawals from ATMs 1158 1140 1150 131 1120 1192 1178 185 1132 1095 1079
Goods purchases in EFTPOS terminals that accept
BankAxept cards . 1835 2112 2312 2726 3058 3197 3647 3957 4225 4504
Cashback with goods purchases using BankAxept
cards 447 475 48.3 48.3 494 28.8 28.1 278 278 25.7 243
Goods purchases at other Norwegian payment terminals 18.3 219 20.5 271 20.8 29.3 49.8 59.6 470 473 50.4

Use of Norwegian cards in Norwegian terminals 339.0 3576 3875 4133 4524 4731 5058 5585 571.0 591.0 6183
Cash withdrawals from ATMs 143 1124 1126 1128 1121 1169 141 1148 1099 1064 1048

BankAxept 1070  105.0 1057 1042 1019 1031 1032 102.8 98.4 96.8 95.4
Domestic credit cards 14 14 2.1 17 13 1.6 14 14 12 11 1.0
Cards issued by international card companies 5.9 6.0 49 70 8.9 12.2 9.5 10.6 10.4 8.5 8.4
Cashback with goods purchases using BankAxept
cards 4.7 475 48.3 48.3 49.4 28.8 28.1 278 278 25.7 24.3
Good purchases in payment terminals 1800 1976 2265 2522 2909 3274 363.6 4159 4333 4589 4887
BankAxept - goods purchases in EFTPOS terminals 140.1 1572 1816 2017 2354 2661 2909 3310 3389 3643 3874
Domestic credit cards — goods purchases 32 43 5.0 5.1 5.7 5.9 6.8 77 6.7 6.0 5.8
Cards issued by international card companies — goods
purchases 225 24.6 28.0 33.1 36.6 44.8 55.1 63.9 73 76.1 84.7
Cards owned by oil companies 14.2 11.6 12.0 12.4 13.1 10.6 10.8 13.3 13.4 12.5 10.8
Use of foreign cards in Norwegian terminals : 9.4 75 6.3 25 10.0 9.6 121 12.7 14.0 14.8

! Figures for card use for goods purchases at payment terminals/EFTPOS terminals include online card use.

Table 15: Cross-border transfers registered in the Register of
CrossborderTransactions and Currency Exchange (in millions of NOK)

2006 2007 2008 2009 2010 201

Transfers from Norway : 5791416 6503064 6549533 7124450 9909615
SWIFT © 5153212 5818297 5544906 5496777 7928954
Foreign currency cheques 766 232 636 924 683 043 1002 642 1625499 1978 367
Other transfers (MoneyGram, Western Union, etc.) 620 1280 1724 1985 2174 2294
Transfers to Norway : 4047008 4578060 4377504 4366061 5023605
SWIFT © 4039783 4574037 4376451 4365003 5022860
Foreign currency cheques 5184 7150 3928 910 934 620
Other transfers (MoneyGram, Western Union, etc.) 43 75 95 144 125 125
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Interbank

Table 16: Average daily turnover in clearing and settlement systems
(transactions)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

NICS
NICS Gross 303 300 596 611 532 547 593 605 524 568 548
NICS SWIFT Net' 4719 4925 5155 4480 4744 5301 5908 6390 6269
NICS Net (million)? 34 3.7 4.0 43 4.7 5.1 55 59 6.5 6.8 72
NBO
Total number of transactions : : : : : : : : 1151 1138
RTGS Gross transactions outside of NICS?® : : : : : : 199 272 1568 288 288

" Phased out in June 2010.
2 Previous NICS Retail and NICS SWIFT Net payments below NOK 25m included as from June 2010 in NICS Net.
3 Does not include transactions related to account management, interest, notes/coins or the government consolidated account scheme (SKK).

Table 17: Average daily turnover in clearing and settlement systems (in
billions of NOK)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

NICS 2114 2125 2487 195.7 2008 2248 2545 2466  213.1 1965 2214
NICS Gross 1512 149.5 1878 129.4 135.5 155.3 176.8  165.9' 124.1 1072 119.1
NICS SWIFT Net? 16.1 16.2 12.6 52 5.7 6.7 76 73 6.1
NICS Net® 441 46.8 483 61.1 59.6 62.8 70.1 734 829 89.3 1023

NBO 1721 1692 2068 152.3  160.8 1852 2261 2249 186.6 1764  183.4
NICS Gross 150.7 149.5 1877 128.9 136.5 1565.3 180.2  163.9' 122.0 106.7 119.3
RTGS Gross transactions outside of NICS 6.9 48 72 11 12.1 16.1 311 45.6 377 42.8 42.5
NICS SWIFT Net? 53 5.5 2.1 1.0 0.9 1.0 1.2 11 1.6
NICS Net® 6.8 6.9 6.7 76 8.5 8.1 8.1 9.2 171 16.4 12.5
VPO and Oslo Clearing 2.3 25 3.1 37 38 47 5.5 5.1 8.2 10.5 9.0

VPO : : : : : 4.4 5.1 4.9 8.0 10.4 8.9
Oslo Clearing : : : : : 0.3 0.4 0.3 0.2 0.1 0.1

" Gross transactions through NICS: The difference in value under NICS and NBO is partly due to the use of a backup solution in October 2008.
? Phased out in June 2010.

% Previous NICS Retail and NICS SWIFT Net payments below NOK 25m included as from June 2010 in NICS Net.
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Table 18: Number of participants in clearing and settlement systems
(at year-end)

2006 2007 2008 2009 2010 201

Norges Bank's settlement system (NBO): Banks with account in Norges Bank 145 142 143 140 134 129
Norges Bank's settlement system (NBO): Banks with retail net settlement in Norges Bank 23 23 22 21 21 21
DNB 104 103 103 106 105 103
Sparebank 1 Midt-Norge 17 18 16 16 13 12
Norwegian Interbank Clearing System (NICS) 146 146 143 145 142 138

Table 19: Participation in SWIFT

2005 2006 | 2007 | 2008 2009 2010  20M
Nor- Total Nor- Total Nor- Total Nor- Total Nor- Total Nor- Total Nor- Total
wegian wegian wegian wegian wegian wegian wegian

Total 32 783 32 8103 32 838 35 8830 36 9281 37 9705 38 10118

Members 14 2229 13 2289 13 2268 13 2276 13 2356 13 2344 13 2334
Sub-members/domestic users covered

by members abroad 1 3060 1 3124 10 3209 12 3305 12 3306 12 3331 13 3355

Participants 7 2574 8 2690 9 2909 10 3249 n 3619 12 4030 12 4429

Tabell 20: SWIFT message traffic to/from Norway (in thousands of
transactions)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 201

Number of messages sent 10 521 11239 12 931 18590 22 060 30090 42 300 57 640 52 994 45071 35 266
Number of messages

received 8163 8747 10 391 13650 13 500 15 250 17 300 20 200 19430 20362 21784
Global SWIFT-traffic 1533906 1817444 2047564 2299074 2518290 2864540 3501200 3854000 3760314 4031935 4431100
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Prices

Table 21: Prices for domestic payment services, retail customers.
Weighted average (NOK). 1 January each year

| 2009 to 20122
Non-loyalty schemes Loyalty schemes
2004 2006 2008 2009 2010 2011 2012 2009 2010 2011 2012

2004 to 2008’

Payments
Online banking (with CID), per payment 2.0 2.1 2.0 1.6 1.6 15 17 0.1 0.1 0.0 0.0
Online banking, annual fee : : 228 290 10.6 19.6 0.0 0.2 0.3 1.6
Direct debit (AvtaleGiro), per payment : : 2.1 1.6 1.6 1.5 1.6 0.2 0.1 0.0 0.0
Mobile banking (with CID), per payment : : : 1.6 1.7 1.6 17 0.2 0.1 0.1 0.0
Mobile banking - transfers between own accounts, per transfer : : : 0.2 0.2 0.2 0.1 0.1 0.1 0.1 0.0
Mobile banking - information by SMS : : : 26 24 2.5 25 17 18 2.1 14
Credit transfer via postal giro, per payment 6.5 6.9 70 72 72 75 8.1 74 77 8.1 8.3
Giro over the counter - account debit, per payment 300 334 336 404 469 490 565 3bB5 386 399 546
Giro over the counter - cash payment, per payment 419 420 437 606 628 634 791 55.4 574 599 782
BankAxept cards in payment terminals (EFTPOS), per payment 2.1 23 23 17 17 1.6 1.8 0.0 0.0 0.0 0.1
Credit cards from international card companies, annual fee : : © 1692 1369 1585 1503 253 1756 202 274
BankAxept cards (combined with debit card from int. card
comp.), annual fee 2669 260.7 2666 2435 2433 2462 2607 1715 1921 1911 208.6
Cheques - retail customers, per cheque booklet : : | 285 14.1 19.3 213 199 208 15.3 4.2
Cheques - retail customers, per cheque payment 20.6 273 : 196 235 21.0 400 175 228 237 357
ATM withdrawals using BankAxept
Own bank’s ATMs during opening hours, per withdrawal 0.0 0.2 0.2 0.3 0.3 0.3 0.3 0.0 0.0 0.0 0.0
Own bank's ATMs outside opening hours, per withdrawal 39 39 3.8 28 25 24 25 0.1 0.0 0.0 0.1
Other banks" ATMs during opening hours, per withdrawal 4.7 6.4 6.6 5.3 5.0 49 49 5.0 5.1 5.2 5.5
ATM withdrawals using credit cards from international card
companies
Own bank's ATMs during opening hours, per withdrawal : : : 272 253 253 248 301 298 294 293
Other banks" ATMs during opening hours, per withdrawal : : : 273 254 249 249 303 299 295 293

" Average prices for customers who do not belong to loyalty schemes or receive any other discounts. Prices are based on a survey of 24 banks with an 85% market share by deposits in
transactional accounts. Average prices are calculated by weighting each bank's prices by deposits in transactional accounts and then weighting average prices for commercial and savings banks
by their percentage share of payment service transactions.

2 New average prices as from 2009 for 104 banks with a 93% market share by deposits in salary accounts. Prices from Finansportalen (Norwegian Consumer Council). Average prices are
calculated by weighting each bank's prices by the bank's percentage share of deposits on salary accounts. For banks with several customer loyalty schemes, the median price for the bank’s
customer loyalty schemes has been used to calculate the average price for all banks for services under customer loyalty schemes.
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Table 22: Prices for domestic payment services, corporate
customers. Weighted average (NOK). 1 January each year'

2002 2004 2006 2008 2009 2010 2011 2012
Payments

Electronic giro services

Direct Remittance without notification 28 3.0 34
Direct Remittance with notification 4.8 5.2 55
Direct Remittance with CID 14 1.5 1.6
Other company terminal giro without notification 2.1 1.6 1.7
Other company terminal giro with notification 36 3.8 3.7
Other company terminal giro with CID 1.0 1.0 2.0
Online banking - without notification : : : 15 15 15 15 15
Online banking - with notification : : : 4.2 4.1 42 4.2 42
Online banking - with CID : : : 11 11 11 11 11
Paper-based giro services
Direct Remittance sent as money order 32.6 35.7 479
Other company terminal giro sent as money order 32.6 35.3 372 : : : : :
Corporate online banking sent as money order : : : 50.2 B3 73.1 73.0 74.8
Receipt of payments

Electronic giro services

Direct debits (Avtalegiro) without notification from the bank 14 15 14 13 14 12 13 13

Optical Character Recognition (OCR) - File 11 1.2 13 13 13 13 14 14

GiroMail : : : 0.0 0.0 0.0 0.0 0.0
Paper-based giro services

Optical Character Recognition (OCR) - Return 3.7 3.9 44 3.3 3.2 39 44 2.9

' Average prices for customers who do not belong to loyalty schemes or receive any other discounts. Prices are based on a survey of 24 banks with an 85% market share by deposits in
transactional accounts. Average prices are calculated by weighting each bank's prices by deposits in transactional accounts and then weighting average prices for commercial and savings banks
by their percentage share of payment service transactions.
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Table 23: Prices for transfers from Norway to EU/EEA countries.
Weighted average (NOK) for a sample of banks. 1 January each year

Electronic payment order/ automated processing ‘ Manual payment order

2006 2007 2008 2009 2010 2011 2012 2006 2007 2008 2009 2010 2011 2012
Ordinary SWIFT transfer in NOK
Without BICand IBAN, NOK2500  59.9 647 647 658 638 643 613 1364 1364 1468 1578 1571 1617 1629
With BIC and IBAN, NOK2500 406 456 454 583 570 569 564 12560 1286 1310 1430 1461 1502 1523
Ordinary SWIFT transfer in EUR
Without BIC and IBAN,

NOK 2 500 equivalent 59.9 634 636 64.6 60.9 65.1 613 1364 1364 1468 1578 1671 1579  169.1
With BIC and IBAN,
NOK 2 500 equivalent 325 339 299 29.7 289 287 287 101 1226 1265 1399 1428 1466 1487

SWIFT express transfer in NOK
Without BIC and IBAN,

NOK 150 000 2992 3480 3327 3493 3302 3317 3389 3811 3816 3877 4050 3963 4027 402.6
With BIC and IBAN,
NOK 150 000 2899 3057 3003 3081 2994 3001 30756 3715 3739 3730 3903 383 3913 3918

SWIFT express transfer in EUR
Without BIC and IBAN,

NOK 150 000 equivalent 2992 3480 3332 3498 3302 3409 3485 3811 3816 3878 4051 3963 3993 399.1
With BIC and IBAN,

NOK 150 000 equivalent 2824 3034 2980 3048 2965 2968 2944 3623 3739 3724 3896 3846 3905 3911
Cheques to other countries

Equivalent to NOK 2 500 - - - - - - - 2025 2046 2071 2215 2184 2036 2229

Table 24: Prices for receipt of payments from EU/EEA countries.
Weighted average (NOK) for a sample of banks. 1 January each year

Receipt of payments from EU/EEA countries
2005 2006 2007 2008 2009 2010 2011 2012
Receipt of payments in EUR

Without BIC and IBAN, NOK 2 500 equivalent’ 96.4 86.4 80.8 80.8 59.9 63.0 611 60.8
Without BIC and IBAN, NOK 150 000 equivalent 979 93.0 85.1 84.6 62.8 66.0 64.4 81.6
With BIC and IBAN, NOK 2 500 equivalent’ 216 132 126 10.4 16.0 172 185 18.6
With BIC and IBAN, NOK 150 000 equivalent 9.8 296 12.6 104 16.0 172 18.5 18.6
Receipt of payments in other currencies

Without BIC and IBAN, NOK 2 500 equivalent’ 979 96.5 929 90.6 70.2 716 705 70.2
Without BIC and IBAN, NOK 150 000 equivalent 979 9.5 98.0 9.4 96.7 932 922 914
With BIC and IBAN, NOK 2 500 equivalent' 95.8 96.5 923 90.2 69.6 711 705 70.2
With BIC and IBAN, NOK 150 000 equivalent 95.8 9.5 95.2 94.5 .2 739 733 90.4

The amount was NOK 50 000, not NOK 2 500, in 2005 and 2006.
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Only definitions and abbreviations that are specific to the
Norwegian system are included. The international
reader is assumed to find definitions of general concepts
in material released by the BIS, EU, etc.

Autogiro: A form of direct debit whereby payment for
an enterprise’s outstanding claim is drawn directly from
the payer’s bank account on the due date.

Avtalegiro: A form of direct debit whereby funds to cover
recurring payments are automatically drawn from the
payer’s bank account on the due date.

BankAxept card: Debit card issued by Norwegian banks
and linked to the customer’s bank account for use in
Norway. It is the dominant card system for transactions
in Norway.

Bedriftsterminalgiro (company terminal giro systems):
Payment solutions for enterprises. The solutions require
installation of software in the user’s / enterprise’s com-
puter system. Used for both individual payments and
retail payments to payees with or without bank accounts.

BSK (Bankenes Standardiseringskontor): Bank-owned
company with tasks related to the establishment, mainte-
nance and further development of Norwegian banking
standards related to payment and information in banking
infrastructure.

Combined payment card: Payment card with more than
one of the following three functions: BankAxept card,
domestic credit card and/or payment card issued by an
international card company.

EVRY: Formerly EDB ErgoGroup. IT company estab-
lished through the merger of Ergo Group AS and EDB
Business Partner ASA. The company is a key provider of

IT services to DNB, the Sparebank 1-group and Norges
Bank.

FNO: Finance Norway (FNO) is the trade organisation
for banks, insurance companies and other financial insti-
tutions in Norway.

Nasdaq OMX Oslo NUF: Central counterparty for en-
ergy derivatives.

NBO: Norges Bank’s settlement system in which banks
can settle claims and liabilities with other banks through
their accounts in Norges Bank. The NBO comprises both
gross and net settlement facilities.

NBO online: System providing real time information on
banks’ balance, liquidity and transactions in payment
queues in NBO.

Nets: Nordic company providing payment, card and in-
formation services established through a merger of BBS
(Norwegian company providing centralised management
of payment transactions) and its Danish counterpart PBS
Holding.

Nets Norge Infrastruktur: Subsidiary of Nets respon-
sible for deliveries to NICS.

NICS: Norwegian Interbank Clearing System is the
banks’ joint clearing system for transactions denomi-
nated in NOK. It is used by all banks that are part of the
industry’s common payment services infrastructure.
Cleared positions in NICS are settled in NBO.

NICS Gross: Transaction format for transactions that are
sent one by one via NICS to NBO for settlement.

NICS Net: Transaction format for multilateral clearing
of transactions for net settlement in NBO at set times of
the day.

NOS Clearing: Central counterparty for freight deriva-
tives, seafood derivatives, etc.



Oslo Clearing: Central counterparty for trading in eq-
uity capital instruments and derivatives with securities as
the underlying instrument.

Postal giro: Paper-based credit transfer sent by the payer
through the post to Nets Norway AS, which executes the
payment transaction on behalf of the payer’s bank. The
payment is sent to NICS for clearing and settlement and
information is forwarded to the payee’s bank.

VPO: Norwegian securities settlement system.

VPS: Norwegian central securities depository.

NORGES BANK ANNUAL REPORT ON PAYMENT SYSTEMS 2011



Guide to the tables

The following section provides an explanation of sourc-
es for figures, data quality, calculation methods for aver-
ages and further details concerning the contents of the
tables. Statistics for general data, means of payment in
Norway, clearing and settlement have been compiled by
Norges Bank, while other statistics have been compiled
by Statistics Norway (SSB) as commissioned from
Norges Bank.

Some data that appeared in the Annual Report on Payment
Systems in 2010 have been revised in the current report.

Sources
* Information about cash in Norway: Norges Bank.

* Information about clearing and settlement: Norges
Bank, NICS Operations Office, SWIFT and DNB.

* General data: Statistics Norway and Finanstilsynet
(Financial Supervisory Authority of Norway).

» Information about giros, cheques, payment cards,
ATMs and payment terminals: Finance Norway
(FNO), Nets Norway AS, EVRY (formerly EDB
ErgoGroup), Skandinavisk Data Center AS, Terra-
Gruppen AS, Nordea Bank Norge ASA, DNB, Fokus
Bank NUF, SEB Merchant Banking AB Oslo branch,
Cultura Bank, SEB Kort AB, Tkano Bank SE Norway
branch, Handelsbanken, Elavon Financial Services
Norway branch, American Express Company AS, GE
Money Bank, Entercard Norge AS, Statoil Norge AS,
ST1 Norge AS, Uno-X Finans AS and A/S Norske
Shell.

* Information about withdrawals from ATMs using
domestic credit cards and payment cards issued by
international card companies was provided by the
owners of the ATMs until end-2005. Information as
from 2006 has been provided by card issuers.

* Information about cross-border payments other than
those executed using payment cards: Register of
Crossborder Transactions and Currency Exchange
(Norwegian Directorate of Customs and Excise).

* Information about banks’ income from payment
services: Database for public reporting of financial
statements from banks and finance companies
(ORBOF database, Statistics Norway).

* Prices for retail payment services as from 2009 are
based on price information for 99 banks from www.
finansportalen.no. These banks had 93% of the mar-
ket measured by salary account deposits at the end
of November 2011. Prior to 2009, prices for retail
customers, prices for corporate customers and cross-
border payments were collected from price lists and
a survey of 24 banks. These banks had 85% of the
market measured by deposits. All prices are as at 1
January.

Comments on individual tables
Table 6 — Number of agreements

*  The number of agreements to offer and receive elec-
tronic invoices concerns agreements linked to the
eFaktura service for retail customers (eFaktura B2C).

Table 7 — Number of issued cards, number of functions
in issued cards and number of terminals

*  The number of physical cards is lower than the num-
ber of functions in the cards. This is due to the large
number of combined cards (i.e. cards with more than
one function, see definition list).

*  The statistics for the number of payment terminals
only include EFTPOS terminals that accept Bank Ax-
ept cards. The number of EFTPOS terminals owned
by banks in the period 1991-2009 refers to terminals
owned and leased by banks. Since 2009, most banks
have transferred their lease agreements to Nets, so
that the terminals are owned by Nets instead. Thus,
as from 2010, only a minority of terminals are owned



by banks. The number of locations with payment
terminals refers to shops, post office branches, etc.

Tables 8 and 12 — Use of payment services

Miscellaneous other credit transfers (standing orders
etc,) are not included in the figures for electronic
credit transfers prior to 2002.

Approximately 30% payments by cheque up to 2005
have been estimated by Norges Bank.

Tables 9 and 13 — Debit and credit transfers (giros)

Figures for miscellaneous giros registered in banks
include both cash payments and account debits. Fig-
ures for cash payments in 2005 have been estimated
by Norges Bank in consultation with Nets (formerly
BBS). Turnover figures for company terminal giros
to end-2002 and money orders to end-2005 are in
some cases based on estimates from Norges Bank.
As from 2007, figures for online banking also include
payments made by mobile phone/mobile banking.

Tables 10a and 14a — Use of payment cards

Figures for use of cards in 2001 refer to manual use
of payment cards and use of such cards in terminals
that accept Bankkort/BankAxept cards. Figures as
from 2002 refer to all manual and electronic use of
payment cards.

Figures for goods purchases with cashback are for
cashback in EFTPOS terminals that accept BankAx-
ept cards, whereas the figures for other cash with-
drawals are for cash withdrawals at the counter and
from ATMs.

Figures for the use of Norwegian cards abroad and
foreign cards in Norway refer primarily to payment
cards issued by international card companies, includ-
ing Visa, Eurocard, MasterCard, Diners, American
Express and JCB cards (Japan Credit Bureau). There
is some uncertainty attached to the figures for cards
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used across national borders in 2004-2006. As from
2006, the use of BankAxept cards in Norwegian-
owned EFTPOS terminals abroad has been included
in figures for the use of Norwegian cards abroad. In
2011, 4% of transactions and 3% of the turnover
constituted such use of cards abroad.

Tables 10b and 14b — Use of terminals

»  The tables show total use of Norwegian and foreign
cards in domestic terminals. To illustrate terminal
usage, the use of oil companies’ cards are included,
even though such cards are not defined as payment
cards and included in Tables 10a and 14a.

* Figures for cashback up to 2006 are based on esti-
mates from BBS and Norges Bank. The lower figures
as from 2006 refer to registered cashback only.

»  Figures for the use of payment cards in other Norwe-
gian payment terminals refer to domestic credit cards
and international payment cards in EFTPOS terminals
that do not accept BankAxept cards and the use of
various payment cards over the Internet.

* Information on ATM withdrawals using domestic
credit cards and payment cards issued by interna-
tional card companies until end-2005 comes from
ATM owners, whereas information as from 2006
comes from card issuers.

Tables 11 and 15 — Cross-border transfers registered in
the Register of Crossborder Transactions and Currency
Exchange

* The statistics refer to payments registered in the
Register of Crossborder Transactions and Currency
Exchange in the period 2006-2011. There is some
uncertainty attached to the figures for 2006.

Tables 21 to 24 — Prices for domestic payment transactions
and cross-border transactions, cash withdrawals and re-
ceipt of payments.
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Prices for retail payment services (Table 21) are based
on price information from www.finansportalen.no.
There are two average prices for each service, one
for loyalty scheme customers and one for non-loyalty
scheme customers. Average prices are calculated by
weighting prices for each bank based on that bank’s
share of salary account deposits. When a bank has
more than one loyalty scheme with different prices
for a service, the median of these prices is used to
calculate the average price for all banks for services
in loyalty schemes.

Prices for corporate customers are collected from
online price lists, and prices for cross-border pay-
ments are taken from surveys. Prices relate only to
customers that do not belong to loyalty schemes or
receive any other discounts. Average prices are cal-
culated by weighting prices for each bank based on
the bank’s share of deposits in transactional accounts.

The price for a postal giro refers to each form sent.
Postage is an additional charge.

Prices for receipt of direct debit (AvtaleGiro) pay-
ments refer to receipt of payment without notification.

Cross-border prices refer to fixed sum transfers in the
EEA with or without BIC and IBAN information.
Prices do not include additional costs for cash pay-
ments, third country currency, confirmations or costs
that the payer must cover for the payee.

Standard symbols in the tables

Incomplete information/will not be published
Zero

0 Less than 0.5 of the unit used
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