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Securities settlement in Norway

How will developments in Europe affect the Norwegian system?

Vigdis Husevag, senior economist, Banking Department, and Kristin Bjerkeland, economist, Financial Infrastructure and Payment Systems
Department, Norges Bank!

The Norwegian securities settlement system was modernised in the spring of 2003, and the Norwegian Central
Securities Depository (VPS), which had been a foundation, became a public limited company. Servicesrelated
to securities settlements and the organisation of central securities depositories are also undergoing change in
other countries. Thisarticle examinesimportant changesin Norway and identifies some of the main trendsin
the Nordic countries and Europe in general. Against this background, we outline some possible future trends.

Securities are playing an increasingly important role in Systems for trading, settlement and registration of
financing private and public activities and as a savingecurities also change constantly in other countries. As a
and investment instrument for households and enteesult of the EEA Agreement, Norwegian regulations
prises. Market participants’ perceptions of risk and profaust comply with the same requirements as regulations
itability for different securities are affected by their conin EU member countries. The EU’s work to establish a
fidence in the marketplaces where securities are tradedmmon capital market for member countries will also
Smoothly functioning securities markets depend on ttedfect Norwegian systems. In addition, a number of
existence of safe, efficient securities settlement systentgernational fora, both private and public, are preparing
Securities settlement systems are also very important fecommendations and standards for securities settlement
other payment and settlement systems, including thosgstems. Of course, such international recommendations
of central banks. This is partly because securities amdll also influence Norwegian systems and market par-
used as collateral for various types of loans from theipants.
central bank. Thus, a smoothly functioning securities This article starts with a brief description of how the
settlement system also affects the conduct of monetaWprwegian securities settlement system functions. We
policy. then consider the impact of the most recent modernisa-
The market value of listed Norwegian securities wason on system safety and efficiertyhe market struc-
NOK 1000 billion at the end of 2002, and stock markdtire and settlement systems are also being changed in
turnover averaged NOK 11.7 billion per day in 2602.other Nordic and European countries, and we examine
Because of the size and function of the securities maeme of these trends. Finally, we identify some of the
kets, safe, efficient solutions for trading, clearing, settlehallenges and opportunities that lie ahead for the
ment and ownership registration are very important. Morwegian system. The article deals with securities, and
Norway, most securities trading takes place on the Osdther financial instruments, such as derivatives, are only
Stock Exchange. The Norwegian Central Securitigeentioned by way of exception.
Depository (VPS) and Norges Bank handle settlement,

while VPS handles clearing and registration. 1. A brief description of the
The Norwegian systems are improved at regular inte{-

vals to provide Norwegian and foreign banks, brokeellglorwe@an securities settlement

and investors with optimal conditions for securities tracsyStem

ing. During the last few years, there has been consid@|nw do securities change owner?

able focus on making the Norwegian securities settle-

ment system, VPO, safer and more efficient. The puFhe primary function of the securities market is to raise
pose of the Act relating to the Norwegian Securitiesapital in the form of loan capital or equity (primary
Depository, which entered into force on 1 Januarynarket) for private and public enterprises and to ensure
2003, is to lay the foundation for safe, orderly and effihat investors can easily trade securities, depending on
cient registration of financial instruments (securities angthat are favourable investment instruments, at any
derivatives) and appurtenant rights. The Act facilitatediven time (secondary market).

an important modernisation of the securities settlementNew capital may be acquired by issuing new securi-
process and abolished the VPS monopoly on securiti@ss. A registrar registers these securities in VPS in the
registration. The main content of the Act is presentadsuers’ securities accountAfter the investors have
briefly in Box 1. registered as buyers (subscribed shares), a settlement

1 our thanks go to colleagues at Norges Bank and other Nordic central banks, in particular to Gunnvald Grgnvik and Helgeekifié, domments and contributions.
2 By way of comparison, Norway’s GDP was approximately NOK 1600 billion in 2002.

3 Titles of Acts are given in full in the literature list.

4 see Bruflot and Flatraaker (1997) and NOU (2000:10) for a more detailed description of the system prior to the changes.

SA registrar is an enterprise that has been approved by VPS to manage securities accounts in VPS on behalf of the isgrer or inve
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will be made where the issuing enterprise is the seller

Box 1: The new Act relating to and the subscribing investor is the buyer. Somewhat
the Norwegian Securities simplified, we can say that a securities trade has been
Depository settled when the buyer has received the security and the

seller has received the money and these transactions
The new Act relating to the Norwegian Securities cannot be reversed. Securities that are settled in VPO do
Depository entered into force on 1 January 2003 anahot exist in physical form but only as registrations in
replaced the former Act relating to the NorwegianVPS. Transfer of ownership of the securities is execut-
Securities Registry of 1985. With this change, VPS’ed by means of electronic registration in VPS.
legal monopoly as a securities depository was abol- The process that occurs from the time an investor
ished, and a licence from the Ministry of Finance isdecides to trade securities until the trade has been settled
now required of any entity wishing to operate as ais called the securities chain. This process is presented
securities depository. According to the Act, a secu-schematically in Chart 1. The chart illustrates a trade
rities depository shall be organised as a public limit-that is initiated via a broker on the Oslo Stock Exchange
ed company. Since a securities depository serves letween a buyer (B) and a seller (S) (secondary market).
very important function in the securities market, anyBoth the securities and the cash leg of the transaction are
winding-up shall in general be conducted accordingsettled in VPCG. The chart also illustrates settlement in
to the rules in the Bank Guarantee Act (Propositionthe primary market, although the trade then takes place
no. 39 (2001-2002) to the Odelsting, p. 9) concern-between the issuer and the investor.
ing the initiation of insolvency proceedings.

The purpose of the new Act is to lay the foundation

for secure, orderly and efficient registration of finan- The securities chain in Norway

C|§1I instruments and appurtenant rights. _An investor

will be required to establish an account in a securi- !—7

ties depository before acquiring financial instru- Broker S S

ments. One of the main purposes of such registratio 5510 STOSK EXGIANGE:

is to establish legal protection for various transac- A e s e

tions. According to the new Act, rights in a securities R ~_

dep_osnory tr_slkg I_egal effect immediately after regis-

tration. An individual who has already entered a | |

right in the depository will have priority over collid- The Securities Settlement System (VPO):

. . . . . . 1. Banks earmark resources in Norges Bank for the securities

g gl ({mellsling) Ellalms e @reeliens) Wk g e .

been Submrtted at a Iater t|me (Proposn]on no. 3E : foreachparticipam(i.e.pcarriesou(neningoperations). Securities to
5 be settled are earmarked in seller's s_ecurities account in VF_’S.

(2001-2002) to the Odelsting, p. 9). % Aorwands,he rades re entered i he ES secuiies accounts.

All financial instruments may be entered in the =

securities depository. The Act requires registration \\\

for equities and subscription rights in Norwegian \

public Ilmlted' companies and for Np_rweglan bgarer ‘

bonds. Registration in a securities depository

assumes that the rights are not connected with B stands for buver and S for sl
physical document or that such a document has bee..
destroyed, placed in safe custody or otherwise taken Investors who wish to trade securities on the Oslo
out of circulation. Stock Exchange must have an account with a broker and
The point of departure and main rule in Norway isa bank, as indicated in the charA securities transac-
that financial instruments are registered in the securtion is initiated when a broker (securities dealer) places
ities depository in the investor’s name. In somea trade order in the Oslo Stock Exchange’s electronic
cases, the custodian bank is allowed to registertrading system, either on her own or on an investor’s
which means that the name of the actual owner doekehalf. The trade order specifies the securities that the
not appear in the securities depository. The custodiinvestor wishes to buy or sell, the volume and the bid
an bank must be approved by Kredittilsynet price. The stock exchange’s electronic system connects
(Financial Supervisory Authority of Norway). matching buy and sell orders, and trades are concluded
Registration of equities by the custodian bank is notontinuously as soon as a buy and a sell order match
permitted for Norwegian investors (see the with regard to price, volume and any other terms. The
Norwegian Public Limited Companies act). buying and selling brokers must then report the trade for
settlement in VPO.

6 Transactions that are conducted without a broker are settled in accordance with special routines described in NOU 2200:10, p. 3

7 This applies to investors that are not brokers or banks.
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In addition to Norges Bank, which is responsible focash settlement in Norges Bank and the book entry of
issuing and trading government securities, 19 banks atfe securities in VPS. As soon as the cash position is
23 brokers currently participate in VPO. There are twsettled and entered in each bank’s settlement account in
securities settlements daily in Norway, one at aroundMNorges Bank, VPS enters the transactions in the securi-
am and one at 12 noon. ties accounts with immediate legal effect. Net positions

To simplify, we present the VPO process in threemounting to about NOK 2.5 billion are settled daily in
steps. First, prior to each settlement, banks must eaonnection with securities settlements in Norges Bank.
mark funds to cover their expected position in the set-As described above, investors do not participate in
tlement. These earmarked funds are reported to VR&O unless the investor is a bank or a broker that is
The broker’s financial positions in VPS are settled ovearading on their own behalf. After the securities settle-
the banks’ accounts in Norges Bank on the basis of guarent is completed, a cash settlement must be made
antee bank agreemefitSherefore, the banks’ expectedbetween investors, brokers and banks, as shown at the
position in a settlement is the sum of the positions of thi®ttom of the chart. Norwegian investors’ stock transac-
brokers for whom the bank is a guarantor and the bankiens are entered directly in the investor's securities
own position. account in VPS9 Foreign investors may register secur-

The next stage in the process is that VPS clears ediibs in the name of their bank. Such a bank is called a
participant’s net position in the settlement on the basisistodian bank and it has an account in VPS on behalf
of stock exchange transactions that have been sent irofdhe investor. With regard to bonds, both Norwegian
VPO for settlement. A net cash position and a net posind foreign investors may register in their own name or
tion for each security is calculated for all participantsn the name of their custodian bank. Registration at the
The calculated net positions are multilateral, i.e. thagpvestor level is also very common in the other Nordic
represent the total net position of the participant in relaeuntries, while registration via the custodian bank is
tion to the other participants in the settlenfeiMet set- more common in other countries.
tlement therefore saves liquidity for participants, in con- According to CESR/ECB (2003, p. 26), the standard
trast to separate settlement of each individual transaettlement day in most countries is three days after the
tion (gross settlement). Securities to be settled amading day (T+3 settlement, where T is the trading day).
reserved in the sellers’ securities account in VPS.  T+3 is also the standard in Norway, but same day settle-

The third and final stage of the process is the actualent, or T+0 settlement, is also possible. All securities

Box 2: Risk in securities settlement

The following is a brief overview of the types of riskOperational risk
associated with securities settlement. More detail@tie risk of error in computer systems and internal

definitions are provided in BIS (2001). control. Operational risk may, for example, be the
result of inadequate procedures, malfunctions in com-
Credit risk puter systems, a breach of rules, fraud, fire or terrorist

The risk of loss equivalent to the full value of a transitacks.

action. Participants in VPO are protected against this

risk because the transfer of securities is linked to thegal risk

transfer of payment in a way that ensures payment Bine risk of loss due to a lack of clarity or uncertainty
delivery (Delivery Versus Payment - DVP). Thisbout legal aspects of the settlement system.

means that the securities are transferred if and only if

the cash settlement has been executed. Custody risk
The risk of loss when the custodian holding securities
Liquidity risk or money on behalf of others becomes insolvent or

The risk that the cash or securities are not receivediafaults.
the agreed time.
Systemic risk
Market risk (replacement risk) The risk that one market participant’s financial prob-
The risk of loss because a trade is not settled as agrésds will spread to others, thus threatening financial
making it necessary to trade again at a less favourasiiability.
price. Market risk depends on price volatility, the
length of the settlement period and liquidity in the
market.

8 When brokers are part of a bank group, their transactions are settled over the bank’s account in Norges Bank. Other lpakwmis who
pate in VPO must enter into an agreement with a bank regarding the right to draw on the bank’s account in Norges Bank.

9In such a settlement, the numerical value of participants’ net debit positions and net credit positions is the same @®e).sum g

10 Norwegian investors” refers to investors that are resident in Norway (physical persons) or companies that are registeesd in Nor
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trading entails a certain degree of risk that the tradézonversion of VPS
initiated cannot be settled on the agreed day. This ris#PS was established in 1985 as a self-owned foundation
may be due to the seller’s lack of securities, the buyeisd in spring 2003 was converted to a public limited
lack of sufficient cover or both. company through an initial public offering. The conver-
sion is described in the prospectus from VPS (see VPS
The size of the Norwegian market and the 200d3)|. \(]PS is nlow mainly ownedhby the largest users, a
. . . model that is also common in other countries. In some
degree of internationalisation countries, the central bank is also a shareholder, but
The market value of listed Norwegian securities was

NOK 1000 billion at the end of 2002, while stock mai
ket turnover in 2002 averaged NOK 11.7 billion per da
According to theAnnual Report on Payment Systems
2002, an average of approximately NOK 2.5 billion wa
settled in VPO daily (see Norges Bank 2003, p. 5:¢
The amount has been roughly the same following t
introduction of two settlements daily in March 2003
Approximately 90 per cent of the volume is settled i
the morning settlement.

There are currently 44 brokers on the Oslo Stor
Exchange. Fifteen of these are remote members, i.e. k
kers that are not established in Norway. Roughly 27 ¢
cent of the market value of shares listed on the Ot
Stock Exchange was owned by foreign investors
2002, but they accounted for more than 50 per cent
the transactions.

2. Developments in the Norwegian
securities settlement system

The new Act relating to the Norwegian Securitie
Depository has made it possible to modernise tl
Norwegian system to bring it into line with internation
al recommendations in the afdaThe Act abolishes
VPS'’s exclusive right to register securities in Norwa
and provides for important changes connected with s
tlement and collateralisation. According to the ol
Norwegian Securities Registry Act of 1985, rights regit
tered in VPS were not protected under the law in tl
event of bankruptcy until the day after registratior
Therefore, securities settlement and collateralisation
securities in VPS were executed only once a d¢
According to the new Act, rights in VPS are legall
binding immediately upon registration. The systems fi
both settlement and collateralisation were therefo
modernised in spring 2003. The modernised VPO nc
has two net settlements daily and it is possible to sel
a trade on the same day that it is initiated on the stc
exchange (T+0 settlement). Two-thirds of the collater
used by banks for various types of loans in Norges Ba
is collateralised in VPS. This collateral may now b
changed through the day with immediate legal effe
This may contribute to making the money market mo
efficient and to simplifying monetary policy manage
ment.

Box 3: The authorities’ role and
responsibility in connection with
securities settlement.

Norges Bank
According to the Norges Bank Act, “Norges Bank
shall promote an efficient payment system domesti-
cally as well as vis-a-vis other countries.” Efficiency
is also contingent on systems that are sufficiently
robust. As settlement bank for the cash leg of securi-
ties settlements, Norges Bank will regularly evaluate
the significance of these settlements for financial sta-
bility (see Norges Bank 2002, p. 11).

Pledged securities in VPS account for approxi-
mately two-thirds of the value of banks’ collateral
for loans in Norges Bank.

The Ministry of Finance

VPS'’s registration activities are subject to a licence
from the Ministry of Finance (see Act relating to the
Norwegian Securities Depository, chapter 3). VPS
was granted such a licence on 29 January 2003.

Kredittilsynet (Financial Supervisory Authority of
Norway, previously the Banking, Insurance and
Securities Commission)

Kredittilsynet’s activities are regulated by the
Financial Supervision Act. Section 3, paragraph 1
states that “The Banking, Insurance and Securities
Commission shall ensure that the institutions that it
supervises operate in an appropriate and proper man-
ner in accordance with law and provisions issued
pursuant to law and with the intentions underlying
the establishment of the institution, its purpose and
articles of association.” VPS is subject to
Kredittilsynet's supervision (Act relating to the
Norwegian Securities Depository, Section 10, para-
graph 1 and the Financial Supervision Act, section 1,
paragraph 11).

Unlike the registration activities of VPS, a licence
is not required for the securities settlement system
(VPO). According to the Payment Systems Act, such
a system must be approved by Kredittilsynet in order
to be covered by the Act’s legal protection rules for
clearing and settlement agreements. VPO has had
such approval since 6 June 2001.

11 see for instance the BIS and I0SCO recommendations concerning measures to reduce risk associated with securities settRIS#OSEO

(2001 and 2002)).
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Norges Bank has decided not to own shares in VP&lvantage of T+0 settlement is that investors’ exposure
Sveriges Riksbank has chosen the same solution.  to liquidity and market risk is short-term, while a disad-
VPS must give other market participants access to thiantage is that brokers have little time to raise cover for
VPS depository if they so desi¥éThis means that reg- the settlement. Irrespective, participants in VPO now
istration and settlement can in principle be executed Irave a wider range of choices, which can increase settle-
separate institutions. This change in type of compamyent efficiency.
will make it easier for VPS to enter into alliances and VPO was also modernised in the years before the
cooperation with other national market participants, aridtroduction of the new Act relating to the Norwegian
will allow for mergers with central securities depositSecurities Depository. In 1999, VPS implemented an
ories in other countries. It must be assumed, howeveptimisation model for clearing and a securities borrow-
that the barriers to entry are considerable for this type ioig scheme as an integrated part of cover check in VPS.
operation, in both the Norwegian and other securiti€ far, only foreign lenders have participated in this
markets. scheme. This is because Norwegian market participants’
securities lending has been taxed on a par with sale,
; : making securities lending unattractive. It has now been
Functional Changes In VPO decided that these tax rules will be changed, and this
Improved predictability in VPO will probably increase liquidity in the borrowing scheme
Previously, transactions were netted in VPO eadnd result in the settlement of a larger number of trans-
evening despite the fact that VPS had no informaticactions on the agreed d&yThis is also in line with
about how much money the participants had availabileternational recommendations. As a result of the
for the settlement. Consequently, there was no guaranbegrovements, the portion of transactions that are set-
that the settlement would be approved in Norges Bankled on the agreed day has increased from roughly 80 per
balance check the next morning. The settlement wasnt at the end of the 1990s to the current level, which is
never rejected by Norges Bank, but delays due to brabout 97 per cent (see VPS 2002, p. 15).
kers’ lack of cover were not unusual.
As of the spring of 2003, banks were rngred toe _ Developments and trends in
mark funds in Norges Bank for the securities settleme
These amounts are entered as constraints when trandakll OP€
tions are netted in VPS, and the arrangement therefqre .
places greater demands than previously on banks’ ”(%_ackground. past and present
idity management. If banks have not allocated adequaiéstorically, each country has had its own securities sys-
liquidity, transactions for which cover is lacking will betem with trading, clearing and settlement in the coun-
postponed until the next settlement. This ensures that's own currency. Trading has taken place on the
settlements are not delayed pending participants’ acquiational stock exchange, securities settlement has been
sition of financial cover, and settlements in Norges Bardxecuted in the country’s central securities depository
are now executed at fixed times of the day. VPO hasd the cash leg has been settled at the centralbank.
thus become more predictable and more in line witBoth regulations and practice have often favoured
international recommendations in this area. domestic trades and the central securities depositories
have usually had a statutory monopoly in their own
country. The national securities settlement systems have
focused activity on domestic transactions in domestic
Settlement of transactions that lack cash or securitiesrrency, while cross-border securities trading has gen-
cover in the morning settlement is automatically poserally gone through banks.
poned until the second settlement of the day, at whichin the last few years, technological developments,
time settlement is executed if there is cover. The intraleregulation of capital markets and an increase in cross-
duction of two settlements daily thus means that mob®rder trade have changed this picture. National statuto-
transactions can be settled on the agreed day. On thenonopolies have been abolished, and many market
other hand, splitting the transactions into two settlgsarticipants are expanding their services and seeking
ments may in principle result in less favourable nettingew markets with the aid of new technology.
and thus somewhat reduced settlement efficiency. Sinlcgernational recommendations and harmonisation of
about 90 per cent of the transaction volume is settledriegulations and practice in the EU have also had an
the first settlement, however, this effect is probably limmpact on developments. International recommenda-
ited. In addition, final settlement of securities and cadfons have been developed in tandem with technological
can take place on trading day (T+0 settlement). Omevelopments and have promoted modernisation of the

Is VPO more efficient?

12 potential competitors may also choose to establish their own registries.

13 Proposition No. 42 (2002-2003) to the Odelsting “Om lov om endringer i skatteloven mv. (Concerning the Act relating to @améentmefaxation
Act etc.)” was approved by the Odelsting on 8 May 2003 and by the Lagting on 27 May 2003. It has not yet been decidedmdmnteats will enter
into force.

14 5ee Padoa-Schioppa (2002) and Sveriges Riksbank (2003).
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systems in many countries, including Norway. Theecause of the economies of scale characterising infra-
introduction of the euro has played a significant role fastructure services in the securities market. Vertical con-
the EU countries, especially for those in the euro aresolidation may result in an enterprise performing sever-
The elimination of foreign exchange risk in connectioal or all services involved in trading (i.e. the enterprise
with cross-border trades in this area has been importamiay be a market place, a depository, a clearing and set-
Padoa-Schioppa (2002, p. 12) points out that investdtement house, a bank, a broker and a central counter-
are increasingly making cross-border trades within thgarty.) The primary advantage of vertical consolidation
euro area and this increases demand for a common infiklathat STP becomes simpler and that customers only
structure. have to relate to one market operator and one set of stan-
Increased cross-border trading and improved opportdards and routinel.
nities for fast settlement and less risk influence systemEfficiency gains and risk reduction have been the
design trends. In the following, we will focus on threarivers behind the consolidation and automatisation
main issues: cash settlement in the central bank or a grends. Both market participants and central banks in the
vate bank, net or gross settlement and finally, settlemdsit and the G-10 countries have worked towards such a
with exposure to an unknown counterparty or a centrdévelopment by, among other things, preparing interna-
counterparty> First, we will briefly review trends in the tional recommendations (see Box 4). The EU is seeking
redesign of infrastructure for securities trading antb promote rules and regulations that are conducive to
settlement. market-based consolidation and automatisation. Such a
development may facilitate cross-border securities trad-
ing and thus contribute to a more efficient and safe inner
market. Accordingly, extensive work is under way to
harmonise the regulations and practices in the EU coun-
The rapid technological developments in the last fetries and remove national barriers to integration and
decades have provided new possibilities for securitiesnsolidationt8 Although the EU authorities are seek-
settlements systems and have made it possible to integ to promote cross-border consolidation and coopera-
grate, consolidate and automatise systems in a cotion, it is up to the market participants to exploit the pos-
pletely new way. Automatisation allows for STPsibilities afforded by a level playing field.
(straight through processing), which means that all nec-Consolidation and automatisation may help to stabil-
essary functions in the securities chain are integratase the financial infrastructure and increase efficiency in
This means that the entire process, from the initiation tife securities markets (See Sveriges Riksbank (2003), p.
a trade to settlement, is completely automated. A systé®). On the other hand, consolidation may also raise
using STP can reduce the time lag between the conchglitically sensitive and complicated issues with regard
sion of a trade on the stock exchange and settlement amdhational considerations and competitive conditions
registration, and reduces the risk of manual errdietween different market participants, for example secu-
Integration implies that various market operators’ sysities depositories and bankConsolidation may also
tems are linked together (technically), thus enablingcrease operational vulnerability because one market
them to send transactions back and forth. This makegdrticipant’s operational problems will have an impact
easier to send transactions to systems in other countri@s.others. A breakdown in a consolidated infrastructure
Consolidation of the securities infrastructure enconprobably results in higher systemic risk, higher risk of
passes mergers, acquisitions, outsourcing, alliancesntagion and appurtenant high costs. Horizontal con-
joint ventures and reorganisation of financial institusolidation may also imply a monopoly for a market
tions. Consolidation may be horizontal or verticaloperator in a large geographical area where a number of
Horizontal consolidation entails the merger of institueompetitors operated previously. Potential problems
tions with the same functions and responsibilitiegsonnected with a monopoly may, however, be alleviated
whereas vertical consolidation involves a merger dfy means of regulatior®8.Consolidation that results in
organisations that perform different services in the seccross-border systems challenges market participants to
rities chain. Horizontal consolidation paves the way farooperate across traditions, language and culture and
acquiring larger market shares and helps to cut cogtsposes strict demands on global standards.

Dominant trends
Consolidation, integration and automatisation16

15 A central counterparty is a market operator who steps in as a legal counterparty between buyer and seller in a trade.
16 A more detailed review of trends up to 2001 is provided in Weme and Axelsen (2001).

17sTP may also be implemented with horizontal consolidation. Participants in a consolidated securities depository which ieos®uerahcountries
may then execute trades with each other quickly and without manual handling.

18 5ee European Parliament (2002), Giovannini Group (2002 and 2003) and Committee of Wise Men (2001).

19 consolidated central securities depositories may, for example, take over banks’ services connected with cross-bordesseiitesi¢ste Sveriges
Riksbank (2003, p. 65) and Berg and Kruse (2000, pp. 140-141).

20 Padoa-Schioppa (2003, p. 11) points out that the EU Commission has focused on ensuring that barriers to entry for inckehlopetatars should
be minimised and that users should have maximum freedom of choice. This type of solution may, however, be difficult tot iimplerogce because it
is expensive and technically complicated.
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Box 4: International recommenda- tems in ESCB credit operations. Requirements con-
tions cerning settlement based on delivery versus payment

Th . . - — DVP — and settlement in central bank money by
e most important international recom: 2002 led to modernisation of the systems in a number

mendations (the list is not complete) are of countries. (EMI 1998)

described briefly below. According to Financial Services Action Plan, one of
the EU’s goals is to create an integrated financial mar-
The first important international initiative came irket by 2005. To achieve this, it is necessary to mod-
1988 with the repor€learance and Settlement inthe  ernise the processes for cross-border securities settle-
World's Securities Markets from the Group of Thirty. ment. National tax rules and questions regarding legal
This report recommended establishing a central sesecurity may constitute barriers that must be eliminat-
rities depository in all national securities markets fad. A number of EU reports on these subjects have
electronic recording of securities. been prepared (European Parliament 2002,
In 1990, the central banks in the G-10 countri€siovannini Group 2002 and 2003 and Committee of
established the Committee on Payment amilise Men 2001). Legal security is taken account of in
Settlement Systems (CPSS) as a forum for monitoritige EU’s Directive on Settlement Finality from 1998.
and analysing domestic and cross-border settlement&rom a global perspective, the BIS and the
CPSS has prepared a number of international recdmternational Organization of Securities Commissions
mendations. The Bank for International Settlement®©SCO) published 19 recommendations for securi-
(BIS) has supported this initiative by providing facilties settlements in 2001 (BIS/IOSCO 2001). These
ities for the secretariat and publishing the recommemcommendations and the appurtenant methods report
dations. In 1992, the BIS published the repoftom 2002 (BIS/IOSCO 2002) are used in the IMF’s
Delivery Versus Payment in Securities Settlement Financial Sector Assessment Program.
Systems (BIS 1992). The report outlines models of Under the auspices of the European System of
how participants in the settlement can be protect€éntral Banks (ESCB) and the Committee of
against credit risk, both in gross and net settlementSuropean Securities Regulators (CESR), a working
Since the middle of the 1990s, there has been cgneup was established in 2001 to assess the
siderable focus on risk and efficiency in connectiddlS/IOSCO recommendations from a European per-
with cross-border settlements. The BIS refigndss- spective. In the summer of 2003, the group published
Border Securities Settlement discusses, among othelits consultative repor®andards for securities clear-
things, international central securities depositoriésg and settlement systems in the European Union
(BIS 1995). There are a number of internationéCESR/ECB 2003). The 19 standards are based on the
reports on this subject and in the autumn of 2002, tB&/I0OSCO recommendations but have been adapted
Group of Thirty published a report calle@lobal to conditions in the EU. When the standards are in
Clearing and Settlement of Securities. A Plan of their final form and efforts to limit the scope of the
Action (Group of Thirty 2002). standards are finalised, the standards will be more
In 1998, the European Central Bank’s predecessbinding for the members than the BIS/IOSCO recom-
the European Monetary Institute (EMI), publishechendations.
Standards for the use of EU securities settlement sys-

Settlement in a central bank or a private an increasing trend. This kind of system is operated by

bank? the two international central securities depositories
Settlement of the cash leg of securities transactions H&SDs) in Europe, Euroclear and Clearstream, both of
traditionally been made via banks’ accounts at thehich provide cash clearing and securities settlement
national central bank, primarily because there is no creskrvices. This is possible because Euroclear and
it or liquidity risk associated with deposits in the centraClearstream also offer banking services. In a multi-cur-
bank. In general, the central banks, in their capacity esncy settlement system, central bank settlements can be
settlement bank, have laid down requirements as to tingpractical since no international central bank offers
design of the system and monitored its effect on trsettlement in several currencies (see Padoa-Schioppa
country’s financial stability, in line with international 2002, p. 13). According to international recommenda-
recommendations. tions, assets used to settle the ultimate payment obliga-

Demand for systems providing settlement in a numbg&ons arising from securities transactions should carry
of currencies has risen as cross-border trade has becdittie or no credit or liquidity risk. If central bank money
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is not used, steps must be taken to protect members dfhe new Act relating to the Norwegian Securities
central securities depositories (CSDs) from potenti@lepository provides for the introduction of gross settle-
losses and liquidity pressures arising from the failure ofients in the Norwegian securities settlement system, but
the cash settlement agent whose assets are used fortbadecision has been made to establish such a system.
purpose. Participation in the European System of
Central Banks for credit ope_rfatior_]s, however, requireéentral counterparty
settlement of pledged securities in a system based on
central bank money (EMI, 1998, p. 12). A central counterparty (CCP) is an entity that interposes
itself as a legal counterparty between buyer and seller in
a securities trade so that buyer and seller do not deal
directly with each other. The buyer and seller only have
International recommendations can be followed whethesk in relation to the CCP, and not in relation to each
transactions are settled individually (gross settlement) other. All securities trading entails a certain degree of
on a net basis. In principle, gross settlement requirgsk that trades cannot be settled on the agreed day
more liquidity than net settlement, in terms of both cadbecause of insufficient cover. By settling via a neutral
and securities. Liquidity is costly for participants, and asounterparty, buyer and seller avoid exposure to this risk
the day proceeds, managing liquidity becomes mofom an unknown counterparty. Market and liquidity
important as the need for liquidity increases. Costs caisk in the event of a default of a participant is thereby
be reduced, however, by using lending arrangements fwrne by the CCP for a fee paid by the participants. In
both securities and cash and systems that optimise these situations, the CCP may impose fines and provide
use of liquidity. Net settlement is based on a specifieambmpensation in the form of cash or securities to the rel-
number of settlements per day at designated times. dmant market participants.
the event of failure to settle, the payment transaction isThe total market and liquidity risk associated with set-
postponed to the next designated time. With gross s#ement through a CCP can be reduced compared with
tlements, on the other hand, trades can be settled as soommal trading. The reason for this is that the CCP can
as cover is available. control its risk more effectively than individual partici-
Gross and net settlement systems are both availablgoants in a trade, partly through risk diversification. A
Europe, and some clearing houses offer both settlem&P can also offer other services, for example services
arrangements, enabling participants to choose the moalating to anonymity and services facilitating cross-
suitable solution for each trade. The Danish securitiberder settlement. CCPs often also offer liquidity-saving
settlement system, like the Norwegian system, is baskaohctionality to participants, for example through net-
on a number of fixed net settlements that include botimg of positions.
equities and bonds. Both in Denmark and Norway, theCCPs have traditionally been offered in connection
bulk of transactions are completed during the first setvith trade in financial derivatives. Over the past few
tlement on the settlement day. The Danish system algears, there has been an international trend towards
includes settlement in euro, and the system is synchinereased use of CCPs in securities settlements and par-
nised with settlements in Eurocléar. ticularly when large amounts and cross-border trades are
Up to autumn 2003, Sweden had net settlements oringolved. The London Clearing House, Clearnet and
every morning. These settlements were completed in tBarex Clearing offer CCP services in connection with
form of four independent net settlements: equities isecurities settlements (cf. Table 1).
Swedish kroner, equities in euro, bonds in Swedish kro-In Norway, no CCP has been established for securities
ner and bonds in euf8.Finland has had one net settlesettlement, but the Norwegian Futures and Options
ment for equities per day and gross settlement for bon@earing House (NOS) acts as a CCP for derivatives
Sweden and Finland are changing to new systems basediing. NOS also acts as central counterparty in the
on gross settlement in autumn 2003. Both the nelending arrangement for securities offered in connection
Swedish system (NewClear) and the new Finnish sysith securities settlements. The VPS states in the
tem (HEXClear) include functions for liquidity optimi- prospectus for the public offering (VPS 2003, p. 36) that
sation so that as many transactions as possible are #at-Nordic securities depositories, stock exchanges and
tled. Optimising is achieved, for example, by settlinpanks have jointly assessed the need for and alternative
several individual transactions at the same #ifi€he models for a CCP in the Nordic region. The VPS points
decision made by Sweden and Finland to change dat that even though there is little need in the Norwegian
gross settlement-based systems is largely based on rieerket for a central counterparty, a CCP solution should
aim of promoting cross-border trade. be offered to international market participants as this is

Types of settlement — gross, net or both?

21 A more detailed explanation of the synchronisation with Euroclear is given in Berg and Kruse (2000, p. 133). In Denmigdntpaate also offered simple function-
ality for gross settlements without liquidity-optimising functions, although this is not used to any extent.

22 Modernisation in Sweden is explained in more detail by Sveriges Riksbank (2002, pp. 55-56). A gross settlement arrangemttsoctiDenmark, mentioned in
footnote 21 above, has also been available to Sweden.

231n its initial phase, NewClear will have some designated settlement times every day, but the system allows for settlemetmusua basis throughout the day.
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a well-known, internationally used settlement methoghould be introduced in settlement systems in all coun-
According to the prospectus, the VPS aims to establisiies. Whether the benefits outweigh the costs depends
CCP solutions for the Norwegian market in the next fean the size of the market, the extent of cross-border
years. The VPS can establish these solutions alone otrede and participants’ demand and willingness to pay
collaboration with other actors. for this function. As the ECB points out (2003, p. 49),
In principle, a CCP can be organised in a number tfere is widespread consensus among market partici-
ways. The models known to us are based on gross se@ants that clearing with a CCP will play an increasingly
ities settlement, where a CCP function is offered onlynportant role in reshaping the securities markets.
for the most liquid securities. It is also possible to offer
fche function on a voluntary ba_sis, o] that nationthrastructure in the Nordic countries and
investors can settle trades without using a CC
Transactions can also be sent via a bank to an inter drope
tional CCR24 Major constellations in Europe
There is no legal obstacle to establishing a CCP irhe European infrastructure for securities trading and
Norway. Norwegian legislation has been modernised settlement has been changed in recent years and the
provide for sound management of a CCP arrangemefticus has shifted from national markets to solutions that
and the Securities Trading Act contains rules that appbgrve the needs of both national and international
to the establishment of both Norwegian and foreigmarkets. This has resulted in more integrated systems,
CCPs. The legal requirements applicable to a CCP atemestic and cross-border consolidation and increased
the same for both derivatives settlement and securitiastomation. However, the most prominent change in
settlement. These requirements include authorisati@urope is the establishment of some major clearing and
from the Ministry of Finance and supervision bysettlement bodies, with Europe’s two international cen-
Kredittilsynet. The Securities Trading Act includedral securities depositories Euroclear and Clearstream in
requirements with regard to risk mitigation, safety anseparate constellations.
appropriate capital for a CCP. Sveriges Riksbank (2003, p. 60) points out that the
The most recent international recommendations reld&uropean infrastructure is defined by three constella-
ing to securities settlement concern the question vdns in particular: the UK market (London), a group
CCPs. The Group of Thirty (2002, pp. 8-9) recommendscluding the French stock exchange, and a group con-
that the use of CCPs should be expanded and that m@entrated around the German stock exchange. In the
ket participants and relevant public institutions shouldondon market, trading is carried out on the London
collaborate on these issu#sThe Group of Thirty Stock Exchange, while the London Clearing House is
expects the benefits to outweigh the costs in modte CCP. Securities settlement is provided by
markets. CRESTCo, with cash settlement at the Bank of England.
The Bank for International Settlements (BIS) and th&he Paris, Amsterdam and Brussels stock exchanges
Technical Committee of the International Organizatiomerged in autumn 2000 to form the pan-European stock
of Securities Commissions (IOSCO) also recommergkchange Euronext. Clearnet is the CCP, while settle-
that the costs and benefits of a CCP be evaluated whikent services are provided by Euroclear.
at the same time emphasising the need for a sound leg&lollowing the merger in 2002, CRESTCo is now part
basis. It is stressed that the risk undertaken by a CGPthe Euroclear grouff The merger made a substantial
should be carefully managed. Neither the G30 nor Bi&ntribution to horizontal consolidation of the infra-
and IOSCO recommend without reservation that a C&®ructure of CSDs in Europe. The group is in the process

Table 1. Infrastructure for securities trading and settlement in selected European countries.

Function UK France, Netherlands, Belgium Germany, Luxembourg
Market place London Stock Exchange Euronext Deutsche Borse 2
Central counterparty (CCP) London Clearing House Clearnet Eurex Clearing @
Securities settlement, register CRESTCo (1) Euroclear (1) Clearstream 2
Cash settlement Bank of England Respective central banks Germany: Bundesbank,

Luxemburg: Clearstream

(1) CRESTCo and Euroclear are part of the same group.
(2) Deutsche Borse, Eurex Clearing and Clearstream are part of the same group.

24 For a closer study of services and risk management in central counterparties, see Sveriges Riksbank (2003), Knott a0@) Mlilts 205, Rule, Parkinson and
Young (1999).

25The Group of Thirty was established as a private, non-profit international body composed of very senior representatirasats #rel public sectors and academia
(see www.group30.org for more information).

26 For more information, see www.crest.co.uk, www.euroclear.com and press release of 23 September 2002.
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Table 2. Infrastructure for securities trading and settlement in the Nordic region

Function Norway Iceland Denmark Sweden Finland

Market place Oslo Stock Exchange Reykjavik Copenhagen Stockholm Helsinki
Stock Exchange Stock Exchange Stock Exchange (1) Stock Exchange (1)

Securities settlement, VPS ISD @ VP VPC APK (1)

depository

Cash settlement Norwegian Icelandic central bank Danish central bank Swedish central bank Finnish central bank

central bank

(1) The Stockholm Stock Exchange, the Helsinki Stock Exchange and APK are part of the same group.
(2) The Reykjavik Stock Exchange and ISD form part of the same group (from June 2002).

of integrating its systems by developing a joint settleexchange HEX to form a new company, OMHBX.
ment system for Euronext and the London Stoc®MHEX has two divisions, OM Technology and HEX
Exchange, to be completed by 2005. The Londdntegrated Markets. The latter includes the Stockholm
Clearing House and Clearnet also plan to merge undg&iock Exchange, the Helsinki Stock Exchange, the
the name of LCH Clearnet. This merger will be afrinnish Central Securities Depository (APK) and stock
important horizontal consolidation of the infrastructurexchanges and CSDs in Estonia and Latvia. A central
for CCPs in Europé’ counterparty for securities settlement in the Nordic
As mentioned above, Euroclear and Clearstream aegion has so far not been established. OMHEX, how-
both ICSDs that offer settlement in a number of curremver, is planning to establish a joint Nordic-Baltic cen-
cies. Clearstream is also the national CSD in Germainal counterparty for securities.
and Luxembourg, while Euroclear plays a similar role The stock exchanges in Copenhagen, Stockholm,
for the UK, France, the Netherlands and Belgium. Theeykjavik and Oslo have signed a cooperation agree-
cash leg of the settlement is conducted in the respectiment to form an alliance called NOREX. The alliance
central banks, except for Luxembourg where this leg @ables the stock exchanges in the different countries to
handled by Clearstream. use the same trading system and offers joint member-
The third major constellation is based on a model f@hip. The individual stock exchanges have retained the
vertical consolidation, with trading (Deutsche Borsexhare quotations and trading they had before the alliance
CCP (Eurex Clearing) and settlement (Clearstreamjas formed.
within one and the same group. This vertical consolida-Table 2 shows the institutions that offer securities
tion was completed in July 2002 with the incorporatiotrading and settlement services in the Nordic region.
of Clearstream into the Deutsche Borse G#8up Sveriges Riksbank (2003, p. 61) points out that tech-
Table 1 provides an overview of important centres farological developments in the Nordic countries are
securities trading and settlement in Europe t@8ay. advanced, and that the degree of automation is general-
Even though securities settlement in Norway if high. It is, however, difficult to achieve full straight
handled by VPS and Norges Bank, Norges Bank tkrough processing as long as trading and settlement
linked up to both Euroclear and Clearstream as about Bfbcedures are not fully integrated.
per cent of the collateral used by banks to obtain loansSweden, Finland, Iceland and Norway will be intro-
in Norges Bank consists of securities registered in thedacing new systems or making changes to their existing

two ICSDs. systems in the course of 2003. The settlement systems in
Sweden and Finland have been modernised largely to
Infrastructure and participants in the promote cross-border trade. Modernisation also pre-

. . pares the systems for the possibility of linking settle-
Nordic region ment to a future central counterparty, for example
Typical characteristics of the Nordic markets have be¢hrough OMHEX.

a lack of integration and a large number of institutions.
Despitg a number of attempts to establish cooperatign Challenges and opportunities for
and alliances over the past few years, the Nordic couy)- .

tries have largely retained their original infrastructun]ﬂ1e Norwegian system

with a stock exchange and CSD in each country. Thisternational recommendations identify principles for
picture changed somewhat from 4 September 2003 witlsk management and efficiency in securities settlement
the merger between the Swedish OM (owner of theystems. The recommendations allow for different sys-
Stockholm Stock Exchange) and the Finnish stodkm designs, so that they can be met in both gross and

27For more information see www.clearnetsa.com and www.lch.com.
28 For more information, see www.clearstream.com.
29 For more information, see ECB (2003, especially p. 535) and the relevant websites.

30 For more information, see www.omhex.com and OMHEX press releases of 4 September 2003. Economic Bulletin Q4 03



net systems, systems with or without a CCP, and sy8OK. The VPS is aware of this and, in collaboration
tems based on cash settlement in a central bank or a piith Den norske Bank, the largest private Norwegian
vate bank. When choosing functions in a system, privat@ank, has developed systems for settlement in EUR and
CSDs must identify what is in demand in their marketUSD (see VPS 2003, p. 36).

In developing the Norwegian securities settlement The conversion of the VPS into a public limited com-
system, both VPS and Norges Bank have placed emppany makes it easier to collaborate and possibly merge
sis on international standards and recommendationgth other institutions, providing the possibility of effi-
The securities settlement system is therefore maintyency gains and promoting automation (STP) in the
consistent with all the important international standardsecurities chain. A merger between national institutions
Moreover, as a member of the EEA, Norway has impleray also facilitate various forms of cooperation with
mented EU requirements in national legislation, in lineoreign institutions.
with EU countries. A joint Nordic-Baltic solution where one or more set-

Securities settlement systems are undergoing constdatnent currencies are included may also be a possibili-
development to improve efficiency and security. Privatey for the future. Further cooperation and consolidation
CSDs must assess settlement services on a continuaithin or outside OMHEX is also a viable option.
basis against demand and users’ willingness to padyordic-Baltic consolidation can create a joint Nordic-
Being the settlement bank for securities trades allovigaltic domestic market that will probably be more com-
the central bank to influence the way settlement is copetitive in relation to other markets. In order to facilitate
ducted. For example, central banks decide on the méstther consolidation, issues connected with govern-
appropriate settlement order. They can also steance, the location of the main office and job distribution
demand towards more efficient solutions through thmust be resolved.
terms and prices they set for the various services. InNCSDs in most European countries, including Norway,
addition, the central banks of the EU and G10 countriese members of the European Central Securities
are drawing up common recommendations for these sy@epositors Association (ECSDAJ. The two interna-
tems. tional CSDs Euroclear and Clearstream are also mem-

Like other national CSDs in Europe, the VPS is nowlaers. The ECSDA has developed a standard for estab-
limited company with no monopoly position. This predishing links between CSDs in order to facilitate settle-
sents new opportunities and new challenges. Possibbent of cross-border trades. The ECSDA will probably
developments in the period ahead are presented in timtinue to play an important role as a forum for coop-
following. eration between the national and international CSDs in

Europe.

Possible developments in the next few
years Possible long-term devel opments

The current securities settlement system may be develbevelopments in trading patterns and trading volume
oped in various ways. The introduction of more than twim domestic markets and across borders may influence
net and/or gross settlements will afford additionahe settlement services that are in demand and the
opportunities during the day to settle transactions foequirements imposed on settlement systems by nation-
which there is initially insufficient cover. Same-dayal and international authorities. Trading volumes, for
trading and settlement will also be possible for a longexample, will be affected by the extent to which
part of the day than is the case with today’s relativeipvestors place funds in interest-bearing securities and
short window?! The time window can also be expande@quity instruments rather than bank deposits.
by postponing the morning settlement until a later time In addition, trading patterns may shift towards stock
in the day. Opening the stock exchange earlier in tlexchanges that are open 24 hours a day in many coun-
morning will have the same effect. . tries. In a few years’ time, it may be possible for anyone

An increase in the volume of cross-border trading mayishing to do so to trade securities directly on multi-
boost participants’ demand and willingness to pay farational stock exchanges via the Internet, with multicur-
the establishment of links between CSDs to facilitatency real-time settlement in their own cash and securi-
settlement of cross-border trades. Settlement on a tratles accounts. This would require access to cash and
by-trade basis (gross) is often regarded as the most sageurities in real time, possibly using a form of credit
able method in this context. It is, however, also possibiard. A third party would then be required to guarantee
to synchronise net settlement in different countries the settlement of both cash and securities for an appro-
promote cross-border settlement. priate fee. However, how costly this solution will be is

If securities are quoted on the Oslo Stock Exchangednrrently a very open question and the extent of the
foreign currency, settlement must be conducted in a pdemand for this type of technology is unknown.
vate bank as Norges Bank only offers settlement inThe range of options available to users may also be

3litis currently only possible to conduct trades with same-day settlement from the time the stock exchange opens at lLthe.deadite for registration of transac-
tions for the morning settlement at 11.30 a.m.

32 For more information, see www.ecsda.com.
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greater in most markets in the future, enabling them @ESR/ECB (2003)Consultative report. Sandards for
choose between various settlement solutions such as neecurities clearing and settlement systems in the
or gross, with or without a central counterparty, and cashEuropean Union. Committee of European Securities
settlement in a private or a central bank. The serviceRegulators (CESR), European Central Bank (ECB),
that are in demand will probably continue to vary wide- July 2003.
ly between different types of investor. Committee of Wise Men (2001Final report of the

It is also possible that both national and international Committee of Wise Men on the regulation of European
CSDs will have a role to play in the long run, although securities markets. European Union, 15 February
the division of tasks between them may be different. The2001.
national CSDs will probably focus in particular on set-
tlement and registration of national securities, whil&CB (2003):Blue Book: payment and securities settle-
international CSDs will probably offer a wide range of ment systems in the European union. Addendum
services. International CSDs will thus supplement ratherincorporating 2001 figures. European Central Bank
than replace national CSDs. National systems may(ECB), 3 September 2003.
include various options for more advanced solutions,
offered via a link to the large international systems. EMI (1998): Sandards for the use of EU securities set-

tlement systems in ESCB credit operations. European

) Monetary Institute (EMI), January 1998.
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Liquidity and scarcity in the Norwegian
government bond market

Jesper Hein, economist in the Department for Market Operations and Analysis, Norges Bank

The Norwegian government issues debt in thebond and bill market. Market pricesfor theseinstruments con-
tain information about market expectations concerning the required real rate of return and inflation. The
quality of the information dependsin part on the efficiency of price formation.

Thisarticle describesthe structure of the Norwegian government bond market and liquidity in the market.
Thearticle also considerstheimpact of supply and demand on price formation in the government bond mar -
ket. Compared with other government bond markets, liquidity in the Norwegian market is considered to be
relatively limited, and there are signs of a scarcity premium in price formation.

Introduction The definition of liquidity implies that the market can

Pricing in financial markets is anchored in the risk-freaormally be characterised as liquid if market partici-

yield curvel It is normally derived from the governmentpants are able at all times to execute large trades quick-

securities market and contains information about the without affecting market prices to any considerable &l

market's perception of future required real rate of returxtent. Reduced tightness, greater depth and greater

and inflation. A central bank can use the information teesiliency thus imply a more liquid markét.

derive market expectations concerning monetary policy.Chart 1 shows the order book in an order-driven mar-
The quality of the information that can be derivedet. The order book contains limit orders that shows the

from prices depends on market efficiency and on thelumes that can be bought (sold) immediately in the

existence of and variations in different price premianarket, and at what prices. The depth on the sales side

Government debt policy is thus geared towards undes- defined as the volume that can be bought without

pinning liquidity in the government bond market with grice impact. Normal depth on the sales side in the order

view to reducing the price premia. This also contributdsook is shown in the chart. Tightness is the difference

to reducing government borrowing co3ts. between the price of the best limited purchase order
This article is structured as follows: After defining lig-(highest price) and the best limited sales order (lowest

uidity in general, the structure and liquidity in theprice), and is shown in the chart.

Norwegian government bond market are considered. We

then attempt to estimate different measures of the lig-

uidity premium on Norwegian government bonds com

pared with bonds issued by other institutions. The pag

concludes with a description of the impact of the ma

ket's limited size on the pricing of government bonds. Chart 1 Dimensions of liquidity
Volume of limited purchase orders in the Volume of limited sales orders in the
order book order book

1. Ligquidity in general

Liquidity is a relatively vague concept, but the follow- Limited sales

orders

ing three dimensions are often attributed to liquidity i
the literature:

00q JapI0 8y} Ul SISPJO BP.l} PaJILLI| UO 80ld

- Tightness describes the spread between tradable pric Tigfiness L Middle price
and the middle rate, and is thus an expression of trai normal
action costs in the market. Depth on the
Limited sales side
H purchase “normal®
- Depth describes the volume that can be transacted orders

without price impact.

- Resiliency describes the market’s capacity to return t
normal after a trade.

1 The capital asset pricing model (CAPM) is an example of a model that explains, against the background of risk-freegfaidngiiprbetween expected return and the risk
associated with a given investment.

2 Norges Bank functions, under agreement with the Ministry of Finance, as adviser and arranger for the State in the arad#lidssesnce. See box for a description of
government debt issuance.

3 Immediacy is another concept often used as an expression of liquidity. Immediacy, defined as the time it takes to tradef @ waltiain size within a given price interval,
incorporates elements of the other features and strictly speaking cannot be regarded as a separate feature.
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Resiliency contains a time element. Assume that
number of limited sales orders are executed so that
lowest sales price in the order book increases. Tightni Table 1. Distribution of government bond holdings,
and possibly depth are now no longer at normal leve January 2003
Resiliency then indicates the speed at which the mar
will normalise, i.e. the time it takes for tightness an
depth to return to normal levels. Note that this does r

Sector Holdings of volume of government
bonds outstanding

iy i | h h dd| ; . Foreign sectors 41.6%
necessarily imply that the middle price remain | o o0 con funds, 34.6%
unchanged. incl. life insurance companies

The impact of the various features of liquidity parth |government and social 5.5%

depends on market structure and the number of mar |security sector
participants, their size and behaviour. It is difficult t¢ |Non-life insurance companies ~ 2.5%

compare liquidity across different markets because t |Securities funds 2.3%
same measures of liquidity can provide different indici |Private limited companies 2.3%
tions of how well the markets function. Internatione |commercial banks, incl. 1.0%
comparisons of liquidity in government bond markei |Postbanken

are thus not a straightforward exercise. In the descr |Municipalities 1.4%
tion of liquidity in the Norwegian government bond mar |Others 8.9%
ket, we will nevertheless provide a brief account of o1 |Total 100.0%

findings in relation to other government bond markets. ¢ - Norwegian Central Securities Depository

2. Market structure in the
secondary market for Norwegian

government bonds funds and foreign sectors as the dominant participants.
Partici These groups combined accounted for 76 per cent of
rticipants outstanding government bond holdings at end-2002 (see
Participants in the Norwegian government bond mark&gable 1).
can be divided into three main categories: the State aJE% tradi
Norges Bank, which are respectively the borrower an € trading process
arranger of issues, banks and brokerage firms as int8econdary market trading in Norwegian government
mediaries, and investors as end-users of governméoinds takes place in two different venues. The largest
bonds. Norges Bank is also responsible for market-madhare of trading occurs in the telephone market, where
ing in the government securities market and Norgestock exchange members trade with each other and with
Bank has entered into a primary dealer agreement wittvestors. Trades that are agreed in the telephone market
a number of brokerage firms concerning pricing in thare to be reported forthwith to the Oslo Stock Exchange,
government bond market. but it is possible to defer the publication of the trade,
A heterogeneous market, where investors have diffaghich makes it easier for primary dealers to reduce their
ent perceptions as to the value of bonds, different traoiwn risk in the market. As a result, they can better
ing needs and different interests in different segments widerpin market liquidity.
the maturity spectrum, will normally feature a larger The Oslo Stock Exchange's AM sub-markét an
trading volume and a higher degree of liquidity than arder-driven market where stock exchange members’
homogeneous market. In a homogeneous market, priorders are collected in an order book for each bond that
ary-dealers will be exposed to “one-way trading”, whicls traded. Buy and sell orders are matched according to
will either increase or reduce their bond holdings and ltkee applicable rules. Primary dealers are required to
associated with an unacceptably high risk. This mayuote prices in this market, with defined limits as to the
reduce liquidity. maximum allowed difference between bid-ask prices
As a result of consolidation in the financial sector ifbid-ask spread) and a minimum requirement as to vol-
Norway, the number of banks and brokerage firms thaime (see appendix). The requirements relating to prim-
are active as intermediaries in the government bomdy dealer pricing in the AM sub-market ensures a mini-
market declined through the 1990s. Government bomaum degree of liquidity under all market conditions and
intermediation primarily occurs via the primary dealerfor all groups of investors. In addition to the trading-
today. The concentration on the investor side is also rekiented function, pricing in the AM sub-market serves as
atively high, with life insurance companies, pensioa reference for investors trading in the telephone market.

4 0slo Stock Exchange’s ordinary sub-market with automatic order matching.
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Government debt issuance Norwegian benchmark bonds, per 1 April 2003.
The government issues debt in the domestic market &¢end _Nominal - Maturity  Outstanding
the same time as a portion of the budget surplus is interest rate volume, in

.. billions of NOK
allocated to the Government Petroleum Fund. This i5
done among other things, cf. Proposition no. 1 to theisT 465 5.75% 30.11.04 38.75
Storting, Annex 14 (2002-2003), for the following NST 467 6.75% 15.01.07 35.90
EEEGTa NST 468 5.50% 15.05.09 23.60
' NST 469 6.00% 16.05.11 22.00
_ _ ) NST 470 6.50% 15.05.13 17.00
- Consideration for the balance in the money markefotal 121.25
- Consideration for the government’s cash holdings
- The intrinsic value of government loans largest bonds is currently close to NOK 40 hillion.

Government debt issuance also gives th'e 9ovefirethod of issue
ment easier and cheaper access to the capital markets
and may be viewed as a kind of insurance in the evémDecember, Norges Bank usually publishes a circu-
of a net financing need. lar containing the auction calendar for government
bonds and Treasury bills for the next year. The calen-
dar does not contain information about the issues or
volumes to be auctioned. In the bond market, this
The strategy for domestic debt issuance reflectsindormation is published one week prior to the auc-
desire to deliver a correct, risk-free yield curve up ton. Pre-announced auctions may be supplemented
10-year maturity. In recent years, borrowing in thigy ad-hoc auctions when justified by special circum-
bond market has been based on a pattern wherelstamces. In recent years, there have been five to six
new 11-year bond is introduced roughly every othauctions of government bonds each year. Issue vol-
year. Issuance has mainly refected the desire to rapidie has varied from NOK 2 billion to NOK 6 billion.
ly increase the volume in the newest (and longestNorges Bank is responsible for the sale of Treasury
loan. Table 3 shows the five outstanding benchmabskls and government bonds in the market. The sales
bonds. are executed via the Oslo Stock Exchange’s trading
Predictability of issuing activity is important forsystem, Saxess. Tenders may be offered by members
market participants. Therefore, the government doefkthe stock exchange or directly by telefax to Norges
not issue debt for short-term commercial reasons. Bank. The issue is awarded at the highest price that
Traditionally, government bonds have beewill ensure sale of the total volume, if this price is
increased to about NOK 20-30 billion. After reoperacceptable.
ing the bonds, the outstanding volume of the two

Debt issuance strategy

3. Ligquidity in the Norwegian gov- to all stock exchange members and in principle also to

ernment bond market investors via the possibility of routifdgrades directly
into a trading system. The Oslo Stock exchange registers

In the following, we evaluate liquidity in the govern-all orders that are entered in this market. This makes it
ment bond market using different indicators of markgdossible to estimate the spread exactly.
tightness and depth. The evaluation is based on price€hart 2 shows the price spreads quoted in the period
data from the order books in the AM sub-market an2001-2002. The price spread is wider for bonds with
order volume data. longer residual maturities. This is because the price risk
Tioh is normally higher for bonds with longer residual matu-
Ightness rities owing to higher price variatiohsand this has
Market tightness is normally defined as the differendenplications for the obligations primary dealers will
between bid and offer prices in the market, the spreadommit to. The lower the liquidity for a bond series the
In the government bond market, there are two spreadigher the risk because the costs of adjusting bond hold-
that are of relevance, the spread in the AM sub-markegs after a trade increase if liquidity is poor. This may be
and the spread in the telephone market. the reason for the considerable spread in the longest bond
The spread in the AM sub-market is directly availablNST 470), which is still being increased. The primary

5 According to the definition of tightness, the spread corresponds to two measures of tightness.
6 Routing means that investors that have an agreement with a stock exchange member can put in an order on the stock thelhategeetia

7 Measured in interest rate basis points, the spread for the various bonds with different maturities is approximately the same.
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Chart 3 Quoted (time-weighted) and realised (trading volume

Chart 2 Quoted price spread in basis points. 10-day moving average weighted) basis point spread in prices for NST 465, 10-day moving

of daily time-weighted spread in the AM sub-market.
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dealers’ access to borrowing bonds in Norges Bariasis points, respectively, for the maturities 2, 5 and 10
reduces such costs, and underpins liquidity in the markgears, using prices through the trading day in the AM
The average quoted spread reflects the requiremeatd-market. In comparison, the average spreads in the
concerning primary dealer spreads in the agreemddé&nish government bond market were respectively
with Norges Bank. The quoted spreads increased sona&out 6, 8 and 10 price points for the 2, 5 and 10-year
what when the volume requirements for shorter bondegmentd? The corresponding spreads for Finnish gov-
stated in the primary dealer agreement were tightenethment bonds were 4, 6 and 8 price pothf3ifferent
on 27 May 2002. measures for both volume and price and differences in
The spread in the telephone market is of relevanosarket structure make it difficult to make a direct price
because the bulk of trading takes place in this markebmparison. Nevertheless, the figures indicate that lig-
There are no data for pricing in the telephone marketidity in the Norwegian market is poorer than in the two
but all transactions are immediately reported to the Ostoher markets.
Stock Exchange. The trades executed make it possible to
estimate the spread. Depth
The spreads realised in all transactions in both markets
in government bond NST 465, with maturity on 30rhe depth of the government bond market (the volume
November 2004, calculated here as two times the dibat can be transacted in the market without price
tance from the price in the trades executed at the simiriypact) is evaluated on the basis of the volume that can
taneous middle price in the AM sub-mafketre used as be traded immediately in the AM sub-market and on
a measure of the effective spread in the total market fimtal turnover. These are indirect indicators of depth,
this bond. Chart 3 shows quoted and realised spreadsvidgrich do not provide direct information as to the vol-
government bond NST 465. The realised spread isutne that can be traded without price impact, or infor-
price basis points lower than the spread quoted in th&ation as to price sensitivity to order flows. However,
AM sub-market. The realised spread is generallyoth indicators give an impression of the trade flow that
expected to be lower than the quoted spread becausettireemarket “normally” accommodates.
trader can decide the timing and generally prefers tradNorges Bank monitors pricing in the AM sub-market
ing when the spread is small. to ensure that it is in line with the requirements in the
The spreads indicate that the liquidity in the total gowprimary dealer agreement. In this connection, the total
ernment bond market can be regarded as better than ti@time available in the AM sub-market is registered.
observed in the AM sub-market. The volumes available in the order books in the AM
In the latter part of 2002, the spread in the Norwegiaub-market reflect to a large extent the number of pri-
government bond market was about 12, 20 and 25 pricewry dealers and the agreement’s pricing requirements

8 This occurred at the same as the transition to the trading system SAXESS on the Oslo Stock Exchange and the introduigiiurimtitiay the publication of trades
until the end of the trading period.

9t is assumed that the middle price in the telephone market and the AM sub-market is the same and that the spreadonehmaeteplis symmetrical around the
middle price.

10 Average spreads at the end of the trading period, October 2002

11n the electronic MTS trading system
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picture of market depth because it depends on market

Chart 4 Volume of purchase orders in the order book in the AM sub- participants’ evaluation of transaction costs. All other
market, in millions of NOK. 10-day moving average of daily things being equal, turnover will increase when transac-
observations at 2 pm 1400. tions costs are reduced.
150 150 Turnover in the Norwegian government bond market
NST467  ——NST468 . . A
125 —NST469  ——NST465 has declined considerably since 1998 (see Chart 5),
T NST4T0 despite virtually no change in the volume of government
ey bonds outstanding. The same picture applies to the rest
75 of Europe. Consolidation in the financial sector, which
has also resulted in a fall in the number of primary deal-
%0 ers, may be one of the main explanatory factors behind
25 the decline. In addition, major international investors,
. 0 that were previously a_ctive in the Norwegian bond mar-
Jan 01 Jul 01 Jan 02 Jul 02 ket, have reduced their presence.

The turnover raf® in the Norwegian government
bond market is low in an international context. In 2002,
the average annual turnover rate for the five bond issues
outstanding was 3.5 per year (see Table 2). Government
(see Chart 4)2 The increase in the order book in midbond NST 469 functioned in 2002 as a benchmark bond
2002 reflects the increase in the volume requirenéntsin the internationally important 10-year segment. This
applying to the primary dealers, while the gradual reducentributed to relatively high turnover in the bond. By
tion in the lower volume limit through 2001 is attribut-comparison, the turnover rate for Danish benchmark
able to the reduction in the number of primary dealet®ndg6in the 2, 5 and 10-year segments was about 10,
from 7 to 5. 6 and 14, respectively, per yéar.

Higher volume requirements for primary dealers have
improved liquidity, as measured by depth. This haE
enabled stock exchange members to transact larger vo
ume at all times. The increase in volume requirementormally, investors will require compensation for
was also introduced with a view to achieving a mor@vesting in a fairly illiquid instrument. A comparison of
accurate price picture in the AM sub-market, which hake pricing of two bonds that feature approximately the
since been achieved as confirmed by various mark&me coupon, residual maturity and credit risk provides
participantst4 an indication of how the market evaluates the liquidity

Turnover in the government bond market is often uséd government bonds compared with other bonds. As a
as a measure of liquidity. Turnover can also providerale, the most liquid bond will be traded at a higher

Sources: Oslo Stock Exchange and Norges Bank

i_quidity premium

Chart 5 Annual turnover of bonds and government bonds on the Oslo Table 2 Annual turnover rate for Norwegian government

Stock Exchange. In billions of NOK bonds, 2002
1500 1500 Turnover rate (turnover/ Volume outstanding
volume outstanding) Annual average,
1200 - 1 1200 in NOK billions
900 4 900
NST 465 4.1 29.5
NST 467 2.9 29.0
S 7| B NST 468 2.9 23.2
NST 469 4.0 21.6
300 + —— Govemmentbonds 1 300 NST 470 2.4 9.0
—— Total bond turnover Total 35 109.0
0 I I I I 0
92 93 94 95 96 97 98 99 00 01 02 * NST 470 was launched in May 2002. The figures show the annual turnover rate.

Source: Oslo Stock Exchange, Norges Bank
Source: Oslo Stock Exchange

12 \/olume on the sales side of the market does not systematically deviate from the purchase side.

13 The volume requirement in pricing was changed from NOK 5 million per primary dealer in all bonds to differentiated volulagenitolumes for bonds with
shorter residual maturities.

14Dpata on pricing in the AM sub-market show that the middle price in the order book for NST 469 was changed 20 per cententisedfesy the transition to the
SAXESS trading system and higher volume requirements in the primary dealer agreement.

15Turnover rate is estimated as turnover in relation to nominal volume outstanding.
16A penchmark bond is a trendsetting bond whose price is generally perceived as an expression of market trends.

17Based on turnover in October 2002
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Chart 6 Yield on government bond NST 467 and a (synthetic) bond
with the same maturity issued by Norges Kommunalbank

Chart 7 Yield and outstanding volume for EU countries' government

bonds in the 10-year segment. 1 April 2003
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price, i.e. a lower yield. This price difference is ofterthe liquidity premium, the differential primarily reflects
referred to as the liquidity premium. differences in expected inflation and exchange rate
Chart 6 presents such a comparison of governmedgvelopments, and different premia that are normally
bond NST 467, with maturity on 15 May 2007, and attributable to differences in credit risk for the bonds.
(synthetic) government-guaranteed bond with equalThe yield spread between Norwegian and German
maturity issued by Norges Kommunalbank (privatgovernment bonds can be roughly decomposed into these
municipal bank)8 The volume outstanding in the components. Since Norwegian and German government
municipal bank bond amounted to about NOK 2.5 bibonds are both Aaa-rated, the credit risk component has
lion through 2002, while the volume outstanding in théttle impact on the yield differential in practice.
government bond was between NOK 29 and 31 billion. The impact of differences in expected inflation and
The municipal bank bond has a government guaraexchange rate developments and exchange rate risk can
tee, but has been traded at an average 21 interest tmaletermined by using interest rate swipEhe swap
basis points above the government bond through 20038te reflects expectations concerning short rates in the
The main reason for this is that the municipal bank bonmbriod to the swap’s maturity. The difference between
is less liquid. swap rates in different currencies can be looked upon as
In the market for government bonds issued by EHB rough expression of the market’'s evaluation of the
countries, similar factors explain yield spreads betwe@omponents that stem from inflation and exchange rate
government bonds issued by various countries, but witifference<2
the same creditworthiness (see Blanco (2001)). Chart Mhe difference between Norwegian and German
shows the yields on different EU countries’ benchmarfeuro) 10-year swap rates and 10-year government bond
government bonds in the 10-year segment and the vgields in the latter half of 2002 indicates that elements
ume outstanding. For AAA/Aaa-rated? EUR-denom- related to liquidity and any other factors combined
inated government bonds, there is a negative relaticgmecounted for minus 2 points. Since Chart 7 indicates
ship between yield and volume outstanding. In light dhat the liquidity premium on an Aaa-rated bond with a
this relationship, one could expect that a comparablelume outstanding equivalent to EUR 2000 million is
bond with a volume outstanding of EUR 2000 milliorat least 10 points higher than for the German govern-
would have a liquidity premium that is at least 10 intement bond, one could have expected a positive residual
est rate basis points higher than the yield on the Gerniactor.
government bond, which has the lowest yield in the The method used may thus indicate that there was a
chart. scarcity premium in the pricing of the Norwegian 10-
The yield spread between different countries’ goverryear government bond in the latter half of 2002, and that
ment bonds, denominated in different currencies, cotiis contributed to reducing the yield.
sists of several components. In addition to differences in

181he municipal bank bond consists of KOMB63, 8.15%, 95/05 and KOMB73, 5.5%, 98/08.
19 piferences in residual maturities and coupon rates give a duration between 7 and 8 years.
20 s&pP 500/Moody’s

21The parties in an interest rate swap agree to swap interest payments on a defined principal over a fixed period. Nretdiyapjirate is exchanged against a vari-
able (money market) rate. The swap rate is set so that the present value of in-going and out-going payments is equala@nalsadatesome extent influenced by sup-
ply and demand conditions.

22The participants in the swap market in Norway and Europe are fairly similar so that credit risk is not taken into aceoootripétison. It is also assumed implicitly
that the liquidity premium for the Norwegian and European swap rate is approximately the same.
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4. The significance of a shortage of
Norwegian government bonds

Fluctuating supply and demand pressures may
expressed in prices to a degree that does not reflect
market’'s assessment of fundamental factors. When o
standing volume is low, such pressures may take hold
the market and prices may be affected more permane
ly by the trading flow. This price component is oftel
called a shortage premium. Such price components
fluctuate widely if demand is relatively large and repre
sents a particularly homogeneous group. This tender
can at times be observed in the Norwegian governm
bond marke#3 Variations in the shortage premiurnr
undermine the value of the information that may &
derived from the government yield curve.

Cooper and Scholtes (2001) analyse the importar
for pricing of reduced supply (in the primary market) c
US and British government bonds. Coopers ar
Scholtes state that incorrect pricing depends on two f:
tors: i) there is a group of investors with price-inelast
demand for government bonds and ii) the supply of ga
ernment bonds is low enough that this investor groi
becomes the marginal and hence dominant investors 1
dictate the bond price. Their article suggests that pri
inelasticity of demand is a result of regulations thi
require or parameters that motivate investors to buy gc
ernment bonds in spite of a yield rate that is "too" low.

A number of conditions in the Norwegian bond mai
ket imply that supply and demand conditions may ha:
a particularly large impact on price formation:

- Outstanding volume in the government bond market
limited and has declined in the last few years relati
to the demand side of the market.

- The possibility of classifying government bonds as
fixed assets reduces in practice the remaining supp
in the secondary market.

- Prevailing regulations provide life insurance compa-
nies and pension funds with some incentive to inve:
in safe government bonds. This may apply in partic
lar in periods when negative returns on the companit
investment portfolios deplete the buffer capital and
reduce the companies’ ability to invest in instrumen
with higher expected returns and risk.

- Integration in the European (government) bond mar
ket may have increased Norwegian government
bonds’ value in the international market as an instrt
ment of diversification. At times, this may increase th
demand from abroad for Norwegian government
bonds.

Norwegian government debt in a
European perspective

As of 1 January 2003, outstanding government debt
in the note and bond markets was NOK 51.5 billion
and NOK 124.6 billion respectively.1 In an interna-
tional perspective, Norwegian government debt is
small, calculated both in absolute value and relative
to GNP, cf. chart. Outstanding volume in the individ-
ual Norwegian government bonds is therefore rela-
tively low by international standards.

Integration in the European government bond mar-
ket in recent years has led to increased competition
among issues from the various EU countries. Greater
substitutionality between different countries’ issues
in euro has contributed to this. Liquidity has become
a decisive competitive parameter, and this has con-
tributed to increasing the focus on benchmark loans
with large outstanding volume. The segments being
given priority are 2, 5 and 10-year bonds, and the
outstanding volume is often more than 5 billion,
which is the minimum requirement for listing on the
European electronic marketplace EuroMTS.

Differences in the size of the bond issues, the mar-
ket structure and the existence of substitutable
instruments means that government bond liquidity is
often better in the EU countries’ than in Norway and
that scarcity has less impact on prices.

Chart Securitised government debt as a percentage of GDP in the
OECD countries. 2000
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1 Debt issues include NOK 3.4 billion in repayment loans which were issued
during the period 1968 to 1986.

- Norwegian government bonds, which are used d%e possibility of achieving cheap financing by entering
collateral for loans in Norges Bank, give the least haiinto a buy-back agreement (réppat a low yield on

cut in the value of the loan.

government bonds with scarcity in the market may help

23 scarce supply also makes the market vulnerable to the behaviour of individual market participants, and at times alloalsniaaketiparticipants to achieve enough

market power to have a pronounced influence on prices.

24 Elasticity expresses how sensitive demand or supply is to price changes. Inelastic demand (supply) means that demanddssppbijive to price changes.

25 repo (repurchase agreement) is a buy-back agreement for a security, where the date and price is set. Because a thpgumeblass of a security at one price
and sale at another, there is an implied yield on the liquidity which changes hands during the life of the repo. In thketepepos are traded on the basis of this yield.
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to increase the willingness to pay above and beyond theunced fall in stock markets in the two preceding quar-
fundamental valué® ters, it may be assumed that life insurance companies’

The following illustrates the significance of scarcity irand pension funds’ willingness to pay for government
pricing of a Norwegian government bondbonds was relatively high. The fall in the equities mar-
Developments in the price of government bond NSHets combined with high interest rates in the krone mar-
465 in the autumn of 2002 indicate that scarcity waska&t made it favourable for foreign sectors to invest in
real and significant factor in price formation. Chart 8lorwegian government bonds. In addition, the
shows developments in the yield spread between gd\erwegian krone was considered to be a safe haven dur-
ernment bond NST 465 and an interest rate swap withiag a period marked by uncertainty in the Middle East,
equal residual maturity, i.e. the swap spread. Normallgigh oil prices and an international recession.
the swap spread consists primarily of a credit risk com-According to VPS statistics, these groups’ holdings of
ponent. As a rough approximation, it is assumed that thNST 465 increased from 69 per cent to 81 per cent of the
swap rate has been correctly priced on the basis tofal outstanding volume from the beginning of the sec-
expectations concerning real interest rates and inflatiomd quarter to year-end. The increase was primarily the
and the addition of relevant premia. This is the basis dsult of acquisitions by foreign sectors. Chart 8 also
comparison in Chart 8. The swap market may be affedhows the proportion of NST 465 owned by insurance
ed to some degree by supply and demand pressures,dmmpanies, pension funds and foreign sectors. The chart
probably to a lesser degree than the bond market, whigthows that the swap spread, as an expression of the
has real supply limitations. In addition, underlying fig-scarcity premium, tends to widen when the proportion of
ures indicate that turnover is considerably larger in ti¢ST 465 owned by the above mentioned groups
swap market than in the bond market. This underpitscreases.
efficiency in this market. The shape of the yield curve towards the end of

If pricing in the government bond market is not affectNovember 2002, cf. Chart 9, also underpins the hypo-
ed by supply and demand pressures, the swap spreadih®sis that demand has influenced pricing. This applies
means of a constant credit risk premium, will normallyn particular to the 2-year segment of the curve. The size
be relatively stable over time. The stability in theof the swap spread for longer maturities indicates that
German swap spread indicates that variations in thigere was no general widening of the swap spread,
credit risk premium in the Norwegian swap #dte the which could for example result from an increase in the
last half of 2002 have not been large. credit risk premium.

Chart 8 shows that the swap spread in NorwayOther factors also support the hypothesis that supply
widened markedly in the fourth quarter of 2002. Untihas influenced the widening of the swap spread. After
that time, the spread had shown a tendency to narrowth@ announcement of the issue of NST 465 by auction on
a level that was roughly 15 points above the Germ&b November 2002 and on 6 January 2003, cf. Chart 8,
swap spread. the swap spread narrowed considerable. The latter auc-

Life insurance companies, pension funds and foreidion did not result in any substantial change in the pro-
sectors are not considered to be very price sensitive withrtion of outstanding volume owned by insurance com-
regard to supply and demand in this period. After a prpanies, pension funds and foreign sectors. However, due

to the increase in total volume, the volume in the market

T T available for sale has increased. The volume appears to

maturities as NST 465, and the share of outstanding volume owned by be adequate so that price is not significantly affected by
life insurance companies, pension funds and the foreign sector? the shortage premium.
1 1
—— Norw. swap spread. 5-day moving average
0.8 |- — German swap spread. 5-day moving average {09 Chart 9 Swap and government yield curve. 25 November 2002
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26 a theoretical study, Duffie (1996) shows that this may be factored into the price of such papers, while Jordan an8Qrélad émpirical evidence for the phe-
nomenon in the US.

27 This is partly due to the fact that many of the same market participants are operating in the interest rate swap maitetimyatid Europe.
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Turnover of NST 465 in the repomarket also indicatesomponents in the formation of prices. This raises the
that there has been a considerable shortage of the bonestion of whether price in the government bond mar-
in the period up to the end of 2002. Repo turnovéeet provides a correct picture of market expectations
increased substantially through 2001 and 2002 awdncerning future real interest rates and inflation. The
pushed the repo rate down. In the second half of 20G#jce of NST 465 in the autumn of 2002 represents a rare
the repo raf8 for transactions in which Norges Bankand extreme case of the shortage premium in pricing. At
did not take part was an average of 20 basis points beltve same time, the ability of other instruments to serve
the sight deposit rate, while the difference in Novembeas substitutes for government bonds in Norway is limit-
2002 was 50 basis points. The possibility of obtainingd. This indicates that it may be appropriate to underpin
cheap financing by lending government bonds whehe efficiency of the government bond market.
there is a shortage in the market may therefore have disFlexibility in the management of government debt
couraged other investor groups from offering their bonahay help to prevent components that do not contain
holdings for sale despite a high price. information about fundamental factors from being fac-

In the period from the beginning of 2001 to the fourtlored in to the price. The increase of NST 465 in
quarter of 2002, the average difference between tBecember 2002 and January 2003 are examples of this.
Norwegian and German swap spreads was 17 basis
points. In the fourth quarter of 2002, the difference was 36;

. : ) - ) : Iterature
basis points, which may indicate an increase in the short-
age premium of roughly 20 basis points in this period. BIS (1999): Market Liquidity:Research Findings and

Due in part to the shortage of Norwegian governmentSelected Policy Implications, Basel. CGFS study
bonds, other market participants, for example in the for-group.
eign sector, may consider it to be favourable to iss®BiS study group on fixed income markets (2001): “The
bonds with long maturities in Norwegian krone. The changing shape of fixed income marke®I'S Paper
number of issues from highly rated issuers in theno. 5 October 2001
Eurokrone marké&®f was considerable. Demand for suctBlanco, Roberto (2001): “The euro-area government
issues from Norwegian life insurance companies proba-securities markets. Recent developments and implica-
bly contributed to this. The shortage in the governmenttions for market functioning.” Banco de Espana —
bond market will be reduced to the extent that this typeServicio de Estudio®ocumanto de Trabajo no. 0120.
of issue serves as a substitute for Norwegian gover@eoper, Neil og Scholtes, Cedric (2001): “Government
ment bonds for some investors. Therefore, such issuebond market evaluations in an era of dwindling sup-
may indirectly contribute to reducing “incorrect pricing” ply”. BIS Paper no. 5, October 2001.
of Norwegian government bonds and in this way cobanmarks Nationalbank (2003jtatens lantagning og
tribute to a more informative government yield curve. gadd 2002. (Government lending and debt).

Finnish State Treasury Internet homepage: www.val-

; tiokonttori.fi

©. Conclusion Fleming, Michael J. (2001): “Measuring Treasury
Prices in the government bond market normally reflectMarket Liquidity”. Federal Reserve Bank of New
fundamentals. In some periods, limited supply may beYork, Staff Reports, July 2001, no. 133.
observed to have had a substantial impact on prices, tdosdan, Bradford D. and Jordan, Susan D. (1997):
reducing the information content in the prices. “Special Repo Rates: An Empirical AnalysisThe
Developments in the price of NST 465 in the autumn of Journal of Finance, vol. LIl, No 5. December 1997.
2002 are an example of this. OECD (2001):Trends and recent structural changesin

A low outstanding volume, and subsequent low liqu- OECD public debt markets. Note of the Task Force of
idity, exposes the Norwegian government bond marketthe Working Party of Public Debt Management.
to both temporary and permanent supply and demaRdoposition no. 1 to the Storting, Annex 14 (2002-2003).

Annex. Price according to the primary dealer agreement:

2001 - 27 May 2002 After 27 May 2002
Residual Price spread, Volume, in Price spread, Volume, in
maturity maximum no. of millions of NOK maximum no. of millions of NOK
basis points basis points

< 2 years 15 5 15 20

2 - 4 years 20 5 20 20

4 -7 years 30 5 30 15

7 - 10 years 40 5 40 10

10 - 15 years 50 5 50 5

28Based on daily volume-weighted average repo rate

29 Eurokrone bonds are bonds in NOK issued outside of Norway.
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Norges Bank’s submission of 27 August 2003 to Kredittilsynet (the Financial
Supervisory Authority of Norway)

Application concerning a merger between
DnB Holding ASA and Gjensidige NOR ASA

We refer to the letter dated 26 May 2003 frontive group. Although the group’s main focus will be on
Kredittilsynet (the Financial Supervisory Authority ofthe Norwegian market, DnB and NOR state in their
Norway) requesting an opinion on the application corapplication that the group will be of a size and strength
cerning a merger between DnB Holding ASA andhat may make expansion possible outside of Norway in
Gjensidige NOR ASA, as well as Den norske Bank ASAreas where the new company has advantages. DnB and
and Gjensidige NOR Sparebank ASA. NOR estimate annual net synergies of NOK 1 360 mil-
Owing to its special nature and major importance ti@on for the group as from 2007. Restructuring expenses
society, the financial sector is subject to more contrake estimated at NOK 1 860 million.
and regulation than other business sectors. This means,
for instance, Ilcc_ensmg reqwrements_fo_r sta_rt—up; as W‘Fi'inancial stability and the group’s
as for changes in the structure of existing financial inst}- .
tutions. Norges Bank has a special responsibility to primanC'aI soundness
mote financial stability and foster robust and efficienRobust and efficient financial markets as well as pay-
financial infrastructures and payment systemsnent systems and financial institutions that enjoy the
Therefore, in this assessment we attach importancegeneral confidence of money and capital markets and
the financial soundness of the proposed group, risksdepositors promote financial stability. In general, a fail-
the payment system and consequences for the authare in a larger financial group will have more wide-rang-
ties’ ability to handle any crises and for the system @fig consequences than a failure in a smaller financial
guarantee funds. Because competition is essential fpoup. Thus, it is important to assess the impact on
robust and efficient financial infrastructures and payfinancial stability of a merger of the two largest
ment systems, the impact of a merger on competitidforwegian financial groups.
will be evaluated. The discussion of competition will be A merger will result in the concentration in a single
restricted to the market for banking services. financial services group of a larger share of the total risk
relating to the provision of credit and other financial ser-
Main pOiﬂ’[S in the application vices. Thus, the stability of the fi|_1ancial system WiII_
become more dependent on the risk management, risk
- Merger of the parent companies DnB Holding ASA handling and internal control of this group. If there is an
(“DnB”) and Gjensidige NOR ASA (“NOR”) with operational failure or an error in strategy at DnB NOR,
DnB as the acquiring company. The name of the the consequences may be more serious than if this were
merged entity will be DnB NOR ASA. to happen at one of the groups today. Disturbances in
- Merger of the two banks Den norske Bank ASA andmacroeconomic developments or in the securities mar-
Gjensidige NOR Sparebank ASA, with the latter bankets may also increase the risk of financial instability if

as the acquiring company. the merged group adapts itself in such a way that it is
- For the time being, the life insurance businesses in vulnerable to such developments.
Gjensidige NOR Spareforsikring ASA and Vital However, a merger will provide an opportunity for a

Forsikring ASA will continue to be run throughsomewhat greater degree of national as well as interna-
existing companies. The activities of DnB’s and tional diversification. Losses in connection with weaker
NOR's other subsidiaries are to be coordinated to tlievelopments in individual industries or regions may be
extent and manner that is reasonable from a busineksver in relation to capital for the new group than for the
standpoint. The merged group will seek to concentrasem of the two banks.
similar activities in one company. If the expected cost savings are realised, the group’s
As justification for the merger, the two banks adducability to cover losses from ongoing operations will be
the increasing importance of economies of scale seenmproved! Its size may also make the group more
light of the internationalisation of the Norwegian finanattractive in international capital markets, enabling it to
cial services market. DnB and NOR will merge as equedise new capital on more reasonable terms. Economies
parties and seek to develop a strong and more compefiscale relating to the development of systems for mea-

1n the literature there is a great deal of discussion as to whether economies of scale exist in banking. There is no snaewbidpadsuch economies of scale do not
exist.
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suring, managing and handling risk for increasinglynunication between banks will fail or break down.
complex financial products may also help to make DnBmong other things, this risk depends on the technical
NOR a sounder institution. solutions that are chosen and is to a large extent a ques-
Whether or not a merger between DnB and NOR witlon of cost. Awareness among operational staff of oper-
make the financial system more stable will depend ational risk is also important. If IT operations are
whether such gains are realised and on how capital adeerged, the impact of a failure in this system will be
quacy is affected by the strategic choices, including tlyggeater than if this failure affects one of the systems
choice of risk profile, made by the merged gréufm today. However, this may be compensated for by devot-
help to ensure that the stability of the financial system iisg more resources to security. Although Norges Bank is
not weakened by a merger, if approved, there is a nesule to set requirements in this connection, the responsi-
for close supervisory monitoring of DnB NOR'’s activi-bility for operating the settlement system and handling
ties, not least in respect of choice of risk profile and sythe operational risk lies with the bank.
tems for managing risk.
' There is reason to gxpect that DnB NOR wiill bg s“lﬁrisis management
ject to greater attention from a broader selection 0 o
lenders and credit rating agencies than the two bank&€ authorities’ role
individually are today. The monitoring by the marketn crisis situations where the existence of a business
may thus serve to discipline DnB NOR. Attempts t@appears to be threatened, the regulations that apply to
increase the group’s profitability at the expense of dmancial institutions differ from those that apply to 167
adequate risk profile would carry their own punishmertdther businesses. If neither the bank’s management and
more quickly than before in the form of a higher riskowners nor the guarantee funds can solve liquidity or
premium on funding from the capital markets. capital adequacy problems, the authorities will have to
consider appropriate crisis management.
The impact on Norwegian payment . According to the_Guarantee _Schemes _/-\ct, a bank t_hat
oes not have a financial basis for continued operation
systems and for which a private solution whereby it is acquired
Today, DnB and NOR are settlement banks for thelty or merged into another bank is not possible, will at
respective groups of savings banks. These settlemémé outset be placed under public administration.
systems are the source of various types of risk for patowever, a bank may be so important to the financial
ticipating banks and for DnB and NOR. There is reas@ystem that other solutions to the crisis may be more
to assume that DnB NOR will wish to merge the settleppropriate.
ment bank activities of the two banks. In the event of a crisis, large entities pose considerable
The participating banks’ use of DnB or NOR as a sethallenges to the authorities, challenges that may grow
tlement bank gives rise to risk because DnB or NORith the size and complexity of a financial institution.
may experience financial difficulties. The banks particHowever, the banking crisis demonstrated that the
pating in these settlement systems increase or redaedhorities were capable of dealing with a crisis involv-
their claims on DnB or NOR depending on the size afig a larger portion of the Norwegian banking system
the positions that arise in the settlements. A banktkan DnB NOR will constitute. If the supervisory
claims on another bank are not covered by deposit guatthorities closely monitor DnB NOR, and this group
antees. If financial problems should arise in the mergadso has a clearly outlined organisation and effective
bank, far more banks will be affected than if such prolzontrol systems, the basis for rapid and effective crisis
lems were to arise in one of the settlement banks todayanagement would be better.
However, calculations show that participating banks’ One concern in relation to large entities is that there
positions vis-a-vis DnB NOR are limited relative to theimay be expectations that such financial institutions will
core capital. Liquidity risk also appears to be limited. be rescued irrespective by the authorities if they experi-
DnB NOR may also suffer losses if one of the partience financial difficulties (“too big to fail”). This may
cipating banks experiences financial problems. This iead to inadequate monitoring of the bank’s activities
due to the fact that DnB NOR guarantees that the settéd insufficient risk awareness on the part of lenders and
ment will be completed vis-a-vis the other participatingredit rating agencies alike. Such an impairment of mar-
banks. However, calculations show that the maximuket discipline may contribute to moral hazard. In the
loss that DnB NOR may suffer in this connection wilview of Norges Bank, there should be no basis for such
normally be small relative to DnB NOR'’s core capital. expectations. Situations that threaten the financial sys-
Operating a settlement system is a source of opetam to the extent that the authorities must take special
tional risk, i.e. the risk that computer systems or conaction cannot be established in advance. Thus, one can-

2 The results of the G10 report “Report on consolidation in the financial sector” (BIS, 2001) show that the financial souimdinedsal institutions does not necessari-
ly increase as a result of consolidation in the financial sector and the formation of large, complex financial institctioses, Soene realise gains in the form of regional
and supranational diversification by increasing their risk-taking. Further, the size and complexity of these institutiead tagnl increase in operational risk. When this
is juxtaposed with the greater impact of such institutions’ financial problems, the risk to the financial system may aso incre
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not — regardless of the prevailing economic climate Lhe system of guarantee funds
decide in advance that certain banks are so importantibthe merger becomes a reality, it is obvious that the
so large that they cannot be placed under public admocemmercial banks’ and savings banks’ guarantee funds
istration. If public administration is not deemed approshould be merged. The two bankers’ associations are
priate in a given situation, the owners will neverthelesswow discussing how a prospective merger can be imple-
have to reckon on losing invested capital and the mamented. Norges Bank argued for a single fund in its
agement will have to be replaced. This applies regardemments on the Banking Law Commission’s Report
less of the size and complexity of the bank and will alsm. 2 (NOU 1995: 25) on the Guarantee Schemes Act.
apply to DnB NOR after a merger, if approved. Nor will There is little that weighs against a merger of the two
Norway be in a unique position internationally withguarantee funds. The business profiles and balance sheet
regard to having large entities: Sweden, Denmark asttucture of the commercial and savings banks have
Finland have an equal or larger concentration in thddecome increasingly similar. Since the savings banks
financial sectors. have been allowed to convert to limited liability compa-
A merger of the banking groups will not changeies, this trend may intensify in the future.
Norges Bank’s role or responsibility in a crisis. Should a Although the changeover to a single fund may, at the
situation arise in which the financial system is threabutset, be accomplished regardless of other possible
ened, Norges Bank, in consultation with other authorgchanges in this Act, it is the opinion of Norges Bank that
ties, will assess the need for, and, if necessary, initidtee Guarantee Schemes Act should be evaluated anew.
measures that may help bolster confidence in the finads part of Norges Bank’s comments on the Banking
cial system. Extraordinary provisions of liquidity in theLaw Commission’s Report no. 6 (NOU 2001: 23) on the
event of liquidity problems are among Norges Bank'activities of financial undertakings, we wrote the fol-
instruments. lowing: “Furthermore, an assessment of the guarantee
fund scheme should be made on a broad basis in which
one looks at how Norwegian practice affects the com-
petitiveness of Norwegian banks vis-a-vis other coun-
Through the Government Bank Investment Fund, thees.” In addition to the changeover to a single fund, it
central government owns 47.8 per cent of the shareswviril make sense in this connection to consider the size of
DnB. The merger will reduce this stake to about 28 péne deposit guarantee, the mandate for the funds and the
cent in the merged entity. The central government haie and formation of the deposit insurance fee.
previously indicated that its holdings in DnB may be
reduced, but_ not to less than 34 per cer_1t. If the C.e”t@'ompetitive conditions
government intends to hold an equally high stake in the i i
merged bank, the merger will mean that the central gol2€posit and lending markets
ernment’s direct involvement in the Norwegian bankin@nB NOR will have large market shares in some geo-
system will be substantially higher than today. graphical areas and businesses. Figures from 2002 indi-
Norges Bank assumes that decisions involving centredte that DnB NOR (including Nordlandsbanken) will
government holdings in the merged entity are a politicahve a market share of about 38 per cent in terms of
matter, but wishes to point out that negative control in doth bank lending (to parties other than financial insti-
important Norwegian bank raises certain questions relaitions) and deposits (from customers). This is approxi-
ing to the central government’s role with regard tonately equal to the market share of Nordea Bank
handling financial crises. As the supervisory and confrinland in Finland. Danske Bank has a somewhat lower
petition authority and through its economic policy as market share for bank lending and bank deposits in
whole, the central government has numerous tasks dddnmark, but has a higher market share measured by
makes a number of decisions affecting banks’ develofptal assets than what DnB NOR will have in Norway.
ments and financial soundness. Conflicts may ariseDnB NOR’s market share with regard to bank lending
between the considerations that the central governmemtd deposits will be even higher in eastern and northern
has to address as owner and the central governmei@rway, and highest in Vestfold county. In the securities
other tasks. Prior to the banking crisis, the central gofund market, the market share measured by DnB NOR’s
ernment did not have any stakes in Norwegian banks.share of combined total assets in this market will be 44
high level of central government involvement in theer cent. DnB NOR’s share of total loans from finance
banks might weaken the central government’s capacitpmpanies is even higher (47 per cent), whereas the cor-
for action if the banks’ situation were to become criticalesponding share for mortgage companies is 8 per cent.
again, since the central government, as owner, must b&he merged bank will have especially high market
assumed to have a considerable joint responsibility fshares in some geographical areas when banks that coop-
the situation. erate with Gjensidige NOR Sparebank ASA are includ-
ed. It is unfortunate that two banks in the same geo-

Ownership structure and crisis management

Economic Bulletin Q4 03



graphical area have agreements that may hinder competion Plan contains several specific measures intended
tition. In their application, the parties to the merger state ensure this. Over time, this will contribute to stronger
that agreements that cover anti-competitive arrangesmpetition in Norway as well.
ments and market cooperation will not be continued.
DnB NOR's large market shares imply Weakeneq-
competition in parts of the banking market. The question
is how much competition is weakened and whether affijhe Norwegian money market is characterised by a
measures may be initiated to counteract this deteriommall number of big players, including foreign banks,
tion. Today, competition in most markets for bankinghat are established in Norway. Although DnB NOR will
services is strong. A reduction in the number of DnBecome a significant player in the money market, the
NOR branches may prompt some customers to chamgber players are probably large enough to prevent the
banks, and many companies may wish to have manew bank from acquiring dominating market power.
than one bank. Market shares may therefore fall someDnB is already one of the largest domestic players in
what. There are competitors who may establish therire Norwegian foreign exchange market, but due to the
selves in areas where any market power is exploitddrge element of foreign players, DnB cannot be said to
New technology and the Internet are contributing to thisave power over this market either. NOR is a minor
development. This applies especially to the private cuglayer in the Norwegian foreign exchange market.
tomer market. Large corporate customers that have aVith regard to the distribution of liquidity in the bank-
credit rating from a credit rating agency and are weithg system, DnB NOR can attain a high level of domi-
known in the market will have access to financing fromance. DnB and NOR are settlement banks for a large
foreign banks as well as the securities markets. Reduaegnber of smaller banks, and this, in addition to the size
competition is likely to have the biggest impact on smatlf the merged bank, will mean that DnB NOR will have
and medium-sized enterprises in outlying regions, large percentage of the surplus liquidity in the market.
where intimate knowledge of the individual companyt may be undesirable for a single player to control a
may be essential and customer relationships limit molarge share of the banking system’s liquidity and during
ing from one bank to another. The savings banks’ futuoertain periods to be the only provider of liquidity in the
commitment to this market will therefore be importantmarket. Weighing against the possibility that DnB NOR
To ensure real alternatives to the merged bank, greateitl have undesirable market power in the very short-
activity from savings banks aimed at customers of thisrm money market is the fact that there are no entry
sort would be desirable. Expanded cooperation, rastrictions in this market, since most banks, including
change in the form of organisation and possible mergdmeign subsidiary banks and branches, already have an
are measures that may be considered to assist local sscount with Norges Bank. However, Norges Bank will
ings banks in providing competition in a wider range dbllow developments in the money market closely and,
financial services. if necessary, intervene if market power is exploited.
Competition from abroad is also considerable and
growing. First, there are several Nordic banks th%et
define the Nordic region as their domestic market.
Foreign ownership in the Norwegian finance sector i$ the settlement systems of DnB and NOR are merged,
already at a high level compared with other Nordic arttiere will be one bank fewer to operate level 2 settle-
European countries. At the end of 2002, foreign-ownadent systems, i.e. in addition to Norges Bank’s settle-
subsidiaries and branches represented about 26 per ¢eant system (NBO). This may lead to less competition
of the total capital in the Norwegian banking markein this market, and the impact of a failure in the merged
This is the highest share in the Nordic region. Botbettlement system will be greater. However, there will
Nordea Bank Norge ASA and Fokus Bank ASA arstill be potential competitors. The market situation prior
parts of Nordic financial services groups. Percentag&sDnB receiving a settlement bank licence in June 2001
are higher in Luxembourg, Ireland and the Unitedas judged to be satisfactory.
Kingdom, due primarily to these countries’ roles as
financial centres. Second, the EEA regulations provicg
ample opportunities for competition from foreign finan-
cial services companies through subsidiaries, locAl merger between DnB and NOR will mean that a lar-
branches or cross-border activity. The rules for owneger share of the overall risk of providing credit and other
ship in Norwegian financial institutions have recentlyinancial services to Norwegian businesses and house-
been relaxed so that the possibilities for setting up cro$mlds will be concentrated in a single financial services
border businesses have increased. Third, increasigiup. If a financial crisis should hit DnB NOR, its
competition among providers of financial services is @npact on the financial system will be more far-reaching
high priority goal in the EU. The Financial Serviceshan if a crisis were to hit either one of the groups today.

he money mar ket

tlement systems

ummary
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At the same time, a larger size will facilitate cost sav-
ings, diversification and better risk management, which
may contribute to stable earnings and satisfactory finan-
cial strength. Whether or not a merger will make the
financial system more stable will depend on whether
such improvements are realised and, in general, on the
strategic choices made by the merged group.

There is a need for close supervisory monitoring of
DnB NOR's activities, not least regarding choice of risk
profile and systems for managing risk. Such monitoring
will also assist the authorities in dealing more quickly
and more efficiently with serious problems, should they
arise.

In crisis situations, the proposed financial group may
pose greater challenges to the authorities due to its size
and complexity. The banking crisis demonstrated that
the authorities were capable of dealing with a crisis
involving a larger portion of the Norwegian banking
system than DnB NOR will constitute. However, the
fact that the central government is a major shareholder
may be a complicating factor in the handling of a crisis
in the merged bank.

The merger will justify a broad review of the system
of guarantee funds. Nevertheless, a changeover to a sin-
gle fund should be implemented.

Norges Bank expects that competition in most markets
for banking services will continue to be satisfactory
after the merger. Reduced competition is likely to have
the most significant impact on small and medium-sized
enterprises in outlying regions, where intimate knowl-
edge of the individual company may be essential and
where customer relationships limit moving from one
bank to another. Therefore, the savings banks’ future
commitment to this market will be crucial.

Norges Bank cannot see that financial stability con-
siderations are a decisive impediment to the merger
desired by the two banks.

Jarle Bergo
Jon A. Solheim

Copy: Ministry of Finance
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Statistical annex

Financial institution balance sheets

1. Norges Bank. Balance sheet
. Norges Bank. Specification of international reserves
. State lending institutions. Balance sheet
. Commercial and savings banks. Balance sheet
. Commercial and savings banks. Loans and deposits
by sector
. Mortgage companies. Balance sheet
. Finance companies. Balance sheet
. Life insurance companies. Main assets
. Non-life insurance companies. Main assets
10a. Securities funds’ assets. Market value
10b. Securities funds’ assets under management
by holding sector. Market value

W AW N

Nl BENRNo)

Securities statistics

11. Shareholdings registered with the Norwegian Central
Securities Depository (VPS), by holding sector.
Market value

12. Share capital and primary capital certificates registered
with the Norwegian Central Securities Depository, by
issuing sector. Nominal value

13. Net purchases and net sales (-) in the primary and
secondary markets of shares registered with the
Norwegian Central Securities Depository, by purchasing,
selling and issuing sector. Market value

14. Bondholdings in NOK registered with the Norwegian
Central Securities Depository, by holding sector.
Market value

15. Bondholdings in NOK registered with the Norwegian
Central Securities Depository, by issuing sector.
Nominal value

16. Net purchases and net sales (-) in the primary and
secondary markets for NOK-denominated
bonds registered with the Norwegian Central
Securities Depository, by purchasing, selling
and issuing sector. Market value

17. NOK-denominated short-term paper registered with the
Norwegian Central Securities Depository, by holding
sector. Market value

18. Outstanding short-term paper, by issuing sector.
Nominal value

Credit and liquidity trends
19. Credit indicator and money supply
20. Domestic credit supply to the general public, by source
21. Composition of money supply
22. Household financial balance. Financial investments
and holdings, by financial instrument
23. Money market liquidity

I nterest rate statistics
24. Nominal interest rates for NOK
25. Short-term interest rates for key currencies in the Euro-mark
26. Yields on Norwegian bonds
27. Yields on government bonds in key currencies
28. Commercial and savings banks. Average interest rates
and commissions on utilised loans in NOK to
the general public at end of quarter
29. Commercial and savings banks. Average interest rates
on deposits in NOK from the general public
at end of quarter
30. Life insurance companies. Average interest rates
by type of loan at end of quarter
31. Mortgage companies. Average interest rates,
incl. commissions on loans to private
sector at end of quarter

Profit/loss and capital adequacy data
32. Profit/loss and capital adequacy: commercial banks
33. Profit/loss and capital adequacy: savings banks
34. Profit/loss and capital adequacy: finance companies
35. Profit/loss and capital adequacy: mortgage companies

Exchangerates
36. The international value of the krone and
exchange rates against selected currencies.
Monthly average of representative market rates
37. Exchange cross rates. Monthly average of
representative exchange rates

Balance of payments
38. Balance of payments
39. Norway’s foreign assets and debt

I nternational capital markets
40. Changes in banks’ international assets
41. Banks’ international claims by currency

Foreign currency trading
42. Foreign exchange banks. Foreign exchange purchased/sold
forward with settlement in NOK
43. Foreign exchange banks. Overall foreign currency position
44. Norges Bank's foreign currency transactions with
various sectors

Norges Bank publishes more detailed statistics on its website, www.norges-bank.no. The Bank’s statistics calendar,
which shows future publication dates, is only published on this website.
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Financial institution balance sheets

Table 1. Norges Bank. Balance sheet.” ? In millions of NOK

31.12.2002  31.07.2003 31.08.2003  30.09.2003  31.10.2003
FINANCIAL ASSETS
Foreign assets 841 614 1045 744 1 082 306 1059 862 1084 353
International reserves ¥ 224226 258 144 255 806 247 461 245 587
Government Petroleum Fund investments 608 475 777 845 816 365 802919 828 934
Other foreign assets 8913 9755 10 135 9482 9832
Domestic claims 16 120 16 853 28 464 28 893 29210
Bearer bills 2088 3671 14 833 14796 14 830
Bearer bonds 10 750 10871 10 848 10972 10 876
Loans to banks 3 3 0 1 1
Loans, deposits and earned interest 2121 1389 2264 2438 2810
Other domestic claims 1158 919 519 686 693
Stocks and assets 1597 1512 1497 1499 1481
Stocks 22 21 14 14 13
Assets 1575 1491 1483 1485 1468
Costs 0 109 502 141 589 121723 141 818
TOTAL ASSETS 859 331 1173611 1253 856 1211977 1256 862
LIABILITIES AND CAPITAL
Foreign liabilities 62773 79 463 71271 64 690 63 949
IMF holdings of NOK 8 888 9729 10 109 9456 9 805
Other foreign liabilities 53 885 69 734 61 162 55234 54 144
Counterpart of SDRs in the IMF 1583 1684 1744 1685 1697
Notes and coins in circulation 44 955 41101 40724 40 262 40 816
Domestic deposits 720 367 891 815 944 478 928 037 955 808
Treasury 52492 80193 87 506 88 465 109 424
Government Petroleum Fund 608 475 777 845 816 365 802919 828 934
Banks 59 053 33503 40 373 36412 17 103
Other deposits 347 274 234 241 347
Interest accrued, not yet due, to the Treasury 0 116 248 376 563
Other domestic debt 4214 6133 4293 9 890 5804
Equity 25439 25439 25439 25439 25439
Valuation adjustments 0 98 054 131 302 102 673 120 183
Income 0 29 806 34 357 38 925 42 603
TOTAL LIABILITIES AND CAPITAL 859 331 1173611 1253 856 1211977 1256 862
Items not included in this balance sheet:
Foreign currency sold forward 14 550 30 690 35658 49 094 40314
Foreign currency purchased forward 15 806 31481 36 286 49947 41 609
Derivatives sold 159 417 151012 146 975 206 522 231484
Derivatives purchased 168 005 161 124 151 320 213759 230 825
Allotted, unpaid shares in the BIS 310 310 310 310 310

Y Some presentational changes have been made in the monthly balance sheet report, to apply as from April 2003.

The periods shown for comparison have been revised accordingly.

? The periods shown for comparison in Table 2 have not been revised.

) International reserves include fixed income instruments subject to repurchase agreements.

9 Securities and gold are valued at fair market value.
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Table 2. Norges Bank. Specification of international reserves".. In millions of NOK
31.12.2002  31.07.2003  31.08.2003  30.09.2003  31.10.2003

Gold 2 806 2776 3112 2975 3037
Special drawing rights in the IMF 2190 2348 2461 2378 2384
Reserve position in the IMF 6 886 7 049 7268 7332 7105
Loans to the IMF 834 789 811 761 753
Bank deposits abroad 87914 105 803 102 670 92 163 87310
Foreign Treasury bills 567 698 692 678 665
Foreign certificates - 1216 1176 878 1395
Foreign bearer bonds® 104 573 114 046 116 100 115 883 113 818
Foreign shares 16 357 25491 26 889 27915 29 838
Accrued interest 2053 -2071 -5373 -3501 =719

Short-term assets - - - - -

Total 224 180 258 145 255 806 247 462 245 586

D See footnotes in Table 1.
? Includes bonds subject to repurchase agreements

Source: Norges Bank

Table 3. State lending institutions. Balance sheet. In millions of NOK
30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Cash holdings and bank deposits 2 440 2 804 2285 2172 2131
Total loans 186 121 188 076 190 941 190 988 191 526
Of which:

To the general public " 183 852 185 801 188 608 188 726 189 323

Claims on the central government and
social security administration - - - - R

Other assets 7913 6192 8218 6736 6 698
Total assets 196 474 197 072 201 444 199 896 200 355
Bearer bond issues 38 34 33 29 29
Of which:

In Norwegian kroner 38 34 33 29 29

In foreign currency - - - - -
Other loans 185 776 187 482 191 156 191 056 191 539
Of which:

From the central government and

social security administration 185776 187 482 191 156 191 056 191 539
Other liabilities, etc. 6165 5231 5921 4494 5844
Share capital, reserves 4 495 4325 4334 4317 2943
Total liabilities and capital 196 474 197 072 201 444 199 896 200 355

1 .. . . . .
) Includes local government administration, non-financial enterprises and households

Sources: Statistics Norway and Norges Bank
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Table 4. Commercial and savings banks. Balance sheet. In millions of NOK

30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003
Cash 4393 5063 4030 4515 4112
Deposits with Norges Bank 54 048 57760 58 547 40119 34092
Deposits with commercial and savings banks 14 807 16 026 17763 29 494 25354
Deposits with foreign banks 21 194 29 596 23 390 37061 32315
Treasury bills 5898 4289 6395 8 866 10 469
Other short-term paper 15 104 15770 10 034 7129 7977
Government bonds etc. " 8 644 3128 2576 3702 4561
Other bearer bonds 89 697 93 450 97752 103 103 98 869
Loans to foreign countries 49 303 46 264 49 024 49 951 46 814
Loans to the general public 1089 520 1096 289 1117 134 1144 220 1163 470
Of which:

In foreign currency 85118 81765 84 446 89 541 88 806
Loans to mortgage and finance companies, insurance etc. » 94 208 96 485 96 749 107 062 107 895
Loans to central government and social security admin. 434 671 557 528 286
Other assets 94 411 104 216 153201 161 368 162 817
Total assets 1541 661 1569 007 1637 152 1697 118 1699 031
Deposits from the general public 723 986 757 632 758 326 788 394 773 152
Of which:

In foreign currency 21387 20 129 21768 22 286 23 892
Deposits from commercial and savings banks 18 503 19 369 21917 33835 29 953
Deposits from mortg. and fin. companies, and insurance etc. ? 39453 45997 45 463 46 820 44 247
Deposits from central government, social security

admin. and state lending institutions 71729 8611 9652 7341 7770
Funds from CDs 75165 78 509 80 638 65 564 65 781
Loans and deposits from Norges Bank 8 065 8812 9560 7436 7224
Loans and deposits from abroad 219 437 213583 212076 215315 199 767
Other liabilities 342 156 331113 395 441 425 782 461 891
Share capital/primary capital 28 106 28 157 28 399 28 553 28 667
Allocations, reserves etc. 73242 72 430 74 082 74 096 74 157
Net income 5819 4794 1598 3982 6422
Total liabilities and capital 1541 661 1569 007 1637 152 1697 118 1699 031
Specifications:

Foreign assets 118 426 125352 137 511 160 566 154 256
Foreign debt 377 881 370 392 416 204 431702 434 835
" Includes government bonds and bonds issued by lending institutions.
? Includes mortgage companies, finance companies, life and non-life insurance companies and other financial institutions.
? Includes unspecified loss provisions (negative figures) and loans and other claims not specified above.
Sources: Statistics Norway and Norges Bank
Table 5. Commercial and savings banks. Loans and deposits by sector”. In millions of NOK

30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003
Loans to:
Local government (incl. municipal enterprises) 10267 10 107 9817 8759 7965
Non-financial enterprisesz) 366 660 358 997 366 176 371478 364 033
Households® 712593 727 186 741 141 763 983 791 472
Total loans to the general public 1 089 520 1096 289 1117 134 1144 220 1163 470
Deposits from:
Local government (incl.municipal enterprises) 42 381 43925 42 627 40 540 39051
Non-financial enterprises” 212912 225553 219 261 221 815 220971
Households® 468 693 488 154 496 438 526 038 513129
Total deposits from the private sector and municipalities 723 986 757 632 758 326 788 394 773 152

! Includes local government administration, non-financial enterprises and households.
? Includes private enterprises with limited liability etc., and state enterprises.
¥ Includes sole proprietorships, unincorporated enterprises and wage earners, etc.

Sources: Statistics Norway and Norges Bank

Economic Bulletin Q4 03



Table 6. Mortgage companies. Balance sheet. In millions of NOK
30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Cash and bank deposits 5735 3089 4291 5730 3613
Notes and certificates 289 3504 2 869 5926 2 626
Government bonds " 1097 656 657 941 665
Other bearer bonds 54788 48 002 51 650 57 401 56 802
Loans to:

Financial enterprises 24 834 28 001 30 150 31018 33764

The general publicz) 168 558 182011 187 251 193 656 198 596

Other sectors 10230 9907 9435 9941 9 760
Others assets” 2361 1063 4413 5089 4833
Total assets 267 892 276 233 290716 309 702 310 659
Notes and certificates 33295 29 981 33809 37832 28 173
Bearer bonds issues in NOK* 62 151 62710 59 839 58 688 57 784
Bearer bond issues in foreign currency4> 83 090 89 079 94 823 104 369 110 204
Other funding 73 542 80 269 83 824 91 765 96 326
Equity capital 12 134 11554 12 345 12709 13 002
Other liabilities 3680 2 640 6076 4339 5170
Total liabilities and capital 267 892 276233 290716 309 702 310 659

Y Includes government bonds and bonds issued by state lending institutions.
? Includes local government administration, non-financial enterprises and households.
» Foreign exchange differences in connection with swaps are entered net in this item. This may result in negative figures for some periods.

¥ Purchase of own bearer bonds deducted.

Sources: Statistics Norway and Norges Bank

Table 7. Finance companies. Balance sheet. In millions of NOK
30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Cash and bank deposits 1481 1875 1651 2277 2471
Notes and certificates 114 97 123 125 99
Bearer bonds 0 0 0 0 0
Loans" (gross) to: 87 086 86 521 88919 90 943 91 657

The general publicz) (net) 83 675 83 164 85718 87 744 88 360

Other sectors (net) 3205 3218 3018 3059 3131
Other assets” 2480 2249 2474 2621 2393
Total assets 91 161 90 742 93 167 95 966 96 620
Notes and certificates 600 600 0 0 0
Bearer bonds 65 0 65 40 40
Loans from non-banks 10 287 10 840 10 989 11 146 10811
Loans from banks 63 537 60 746 64 945 68 038 68 155
Other liabilities 8 541 10 929 9 356 8 605 9 146
Capital, reserves 8131 7627 7812 8137 8 468
Total liabilities and capital 91 161 90 742 93 167 95 966 96 620

" Includes subordinated loan capital and leasing finance.
? Includes local government administration, non-financial enterprises and households.
¥ Includes specified and unspecified loan loss provisions (negative figures)

Source: Norges Bank
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Table 8. Life insurance companies. Main assets. In millions of NOK

30.06.2002  30.09.2002  31.12.2002  31.03.2003  30.06.2003
Cash and bank deposits 26 875 14 956 21163 16 066 15204
Norwegian notes and certificates 33710 33 146 37337 36 903 29 537
Foreign Treasury bills and notes 2327 7735 13 084 11 667 9133
Norwegian bearer bonds 110717 112 449 121 379 131 346 139 788
Foreign bearer bonds 84 144 105 789 96 277 99 165 104 317
Norwegian shares, units, primary capital certificates and interests 36262 32295 32730 31619 35454
Foreign shares, units, primary capital certificates and interests 47 309 33189 30236 32757 40 229
Loans to the general public b 23173 23201 23123 23 827 23 661
Loans to other sectors 1 447 680 656 680 664
Other specified assets 53242 56971 54315 56 116 54 847
Total assets 419 206 420411 430 300 440 146 452 834
" Includes local government administration, non-financial enterprises and households
Source: Statistics Norway
Table 9. Non-life insurance companies. Main assets. In millions of NOK

30.06.2002  30.09.2002  31.12.2002  31.03.2003  30.06.2003
Cash and bank deposits 7539 7285 7861 7 843 7220
Norwegian notes and certificates 5647 6 055 7949 10721 12 330
Foreign notes and certificates 405 862 860 927 951
Norwegian bearer bonds 16 308 15730 14752 13 880 14 661
Foreign bearer bonds 13706 14 582 14 138 13758 14765
Norwegian shares, units, primary capital certificates, interests 8244 7312 6 804 6781 7171
Foreign shares, units, primary capital certificates, interests 7625 7715 3960 5004 5529
Loans to the general public " 826 875 918 1021 1129
Loans to other sectors 349 138 212 281 278
Other specified sectors 41916 41499 40 541 44731 45414
Total assets 102 565 102 053 97 995 104 947 109 448
Y Includes local government administration, non-financial enterprises and households.
Source: Statistics Norway
Table 10a. Securities funds’ assets. Market value. In millions of NOK

30.06.2002  30.09.2002  31.12.2002  31.03.2003  30.06.2003
Bank deposits 4743 3523 3564 4107 5658
Treasury bills, etc." 1184 1525 2372 4099 5292
Other Norwegian short-term paper 19 440 21541 21 693 20 794 21031
Foreign short-term paper 249 224 235 0 0
Government bonds, etc.” 3949 4144 3521 3504 4121
Other Norwegian bonds 25014 24730 26 354 25 060 26 048
Foreign bonds 2533 2407 2 665 0 0
Norwegian equities 26 466 19023 19 385 16 401 20 564
Foreign equities 36 492 28 699 26 796 31423 38237
Other assets 2552 2463 2597 2 566 2956
Total assets 122 621 108 280 109 182 107 955 123 907

R Comprises Treasury bills and other certificates issued by state lending institutions.
& Comprises government bonds and bonds issued by state lending institutions.

Sources: Norges Bank and Norwegian Central Securities Depository
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Table 10b. Securities funds’ assets under management by holding sector. Market value.

In millions of NOK

30.06.2002  30.09.2002  31.12.2002  31.03.2003  30.06.2003
Central government and social security administration 427 480 422 488 639
Commercial and savings banks 3453 2 666 2 869 2 080 2452
Other financial corporations 13 104 11122 14 504 11618 14 329
Local government admin. and municipal enterprises 7993 7 688 8674 8914 10 158
Other enterprises 21102 19 649 21733 21 046 23099
Households 71209 61348 56111 57 907 66 625
Rest of the world 3745 3552 2900 3937 4641
Total assets under management 121 034 106 504 107 213 105 990 121 944
Sources: Norges Bank and the Norwegian Central Securities Depository
Securities statistics
Table 11. Shareholdings registered with the Norwegian Central Securities Depository (VPS),

by holding sector. Estimated market value. In millions of NOK
Holding sector 30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003
Central government and social security administration 198 032 214 025 196 897 230 564 228 580
Norges Bank 0 0 0 2 2
State lending institutions 3 13 14 14 18
Savings banks 2930 3007 2 886 3176 3350
Commercial banks 6976 6 834 18 007 18 521 10731
Insurance companies 21378 19756 17917 21053 23254
Mortgage companies 67 71 34 32 30
Finance companies 3 3 2 2 2
Mutual funds 20 820 21637 18 491 23310 26 280
Other financial enterprises 38 781 49 245 47 802 48 594 48 764
Local government administration and municipal enterprises 3746 3355 3182 3 805 3890
State enterprises 7705 8 340 7 830 6354 6677
Other private enterprises 128 089 129 578 117 654 137 008 143 478
Wage-earning households 39778 41941 40 108 44307 47 553
Other households 1862 1918 1791 2 005 1981
Rest of the world 198 284 186 552 151501 193777 209 647
Unspecitied sector 1011 943 705 487 720
Total 669 464 687 217 624 820 733011 754 955
Sources: Norwegian Central Securities Depository and Norges Bank
Table 12. Share capital and primary capital certificates registered with the Norwegian
Central Securities Depository, by issuing sector. Nominal value. In millions of NOK
30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Savings banks 11280 11284 11284 11422 11511
Commercial banks 15725 15595 15 845 15 845 15 845
Insurance companies 2758 2525 2525 2525 2528
Mortgage companies 2194 2194 2194 2194 2194
Finance companies 5 5 5 5 5
Other financial enterprises 19 806 20 048 20238 20114 20 092
Local government administration and municipal enterprises 2 2 2 2 2
State enterprises 18 463 18 468 18 268 18 268 18 268
Other private enterprises 45019 44 817 46 108 49 646 45 814
Rest of the world 5677 5489 5716 5631 5422
Unspecified sector 0 0 0 0 4
Total 120 929 120 426 122 184 125 652 121 684

Sources: Norwegian Central Securities Depository and Norges Bank

Economic Bulletin Q4 03




178

Norwegian Central Securities Depository, by purchasing, selling and issuing sector” .
Estimated market value. In millions of NOK

Table 13. Net purchases and net sales (-) in the primary and secondary markets of shares registered with the

Sources: Norwegian Central Securities Depository and Norges Bank
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2003 Q3 Purchasing/ selling sector
Cent.gov’t Local Wage- Rest
and State Insur.  Mort. Fin. Other gov't& Other earning  Other of
social Norges lending Sav. Comm. com- com- com- Secur. financ. munic. State  private house- house- the  Unsp.

Issuing sector security Bank inst. banks banks panies panies panies funds enterpr. enterpr. enterpr. enterpr. holds holds world sector Total?”
Commercial banks -12 0 0 66 1645 -150 0 -1 45 -279 -13 1 -247 -242 -10 -99 0 703
Insurance companies 0 0 0 -1 0 -8 0 0 12 -8 -2 0 11 4 0 -11 2 0
Mortgage companies 0 0 0 3 -3 0 0 0 0 0 0 0 0 0 0 0 0 0
Finance companies 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Other financial enterpr. -183 0 0 -53 1254 384 0 0 258 -22 -32 -71 -950 -56 -61 -461 -1 7
Local gov’t. admin. and
municipal enterprises 0 0 0 0 0 0 0 0 0 0 -93 0 0 1 0 -1 93 0
State enterprises -7 891 0 0 19 -375 250 -8 0 234 111 34 -9 833 309 33 6475 18 32
Other private enterprises -1318 2 5 10 656 -25 -21 0 -843 -230 47 2591 6047 -1849 247 6240 111 5996
Rest of the world 6 0 0 -18 2956 73 1 0 -34 -255 -12 -6 -1137 -64 5 -1316 11 210
Unspecified sector 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Total -9 398 2 5 27 6134 524 -28 -1 -327 -683 <70 -2675 4557 -1897 -280 10827 232 6 949
" Issues at issue price + purchases at market value — sales at market value — redemptions at redemption value.
? Total shows net issues in the primary market. Purchases and sales in the secondary market result in redistribution between owner sectors, but add up to 0.
Sources: Norwegian Central Securities Depository and Norges Bank

Table 14. Bondholdings in NOK registered with the Norwegian Central Securities Depository,

by holding sector. Market value. In millions of NOK
30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Central government and social security administration 26 175 26 709 24 658 25942 27 183

Norges Bank 6710 7034 6 765 3863 8275

State lending institutions 183 166 162 145 141

Savings banks 35112 33813 34 185 37036 34 638

Commercial banks 42225 44 209 42 956 49 945 45 872

Insurance companies 170 384 182923 195 999 204 979 208 000

Mortgage companies 15575 14 968 15 084 17 522 16 348

Finance companies 27 67 65 58 63

Mutual funds 29 554 28227 30 124 31639 30 387

Other financial enterprises 3706 4061 7650 7993 8245

Local government administration and municipal enterprises 18 640 18 591 20 350 22 568 22 801

State enterprises 2 600 2951 3060 2976 2813

Other private enterprises 22 624 22092 23 544 25578 23075

Wage-earning households 16 470 16 512 16 987 17 232 18 125

Other households 5154 5042 5 846 6341 6436

Rest of the world 66 338 66 810 72 625 71333 74 887

Unspecified sector 708 574 580 216 270

Total 462 187 474748 500 640 525 366 527 559



Table 15. Bondholdings in NOK registered with the Norwegian Central Securities Depository,
by issuing sector. Nominal value. In millions of NOK

30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Central government and social security administration 141793 124 640 139 843 144 841 149 395
State lending institutions 220 199 194 173 169
Savings banks 75289 77 604 81534 90 704 88 407
Commercial banks 67 557 68 756 70310 68 764 70 132
Insurance companies 915 435 435 435 317
Mortgage companies 69 988 70703 66 840 64 573 62 856
Finance companies 500 500 500 500 500
Other financial enterprises 2300 3796 3708 2 667 2617
Local government administration and municipal enterprises 44 402 43 981 48 756 48 600 48 661
State enterprises 15 621 35 060 33 454 33024 32415
Other private enterprises 37020 36 338 36476 41 156 38999
Households 23 81 196 196 196
Rest of the world 11721 13332 13780 14 230 16 397
Unspecified sector 0 0 0 239 0
Total 467 349 475 425 496 026 510 101 511059

Sources: Norwegian Central Securities Depository and Norges Bank

Table 16. Net purchases and net sales (-) in the primary and secondary markets for NOK- denominated bonds

registered with the Norwegian Central Securities Depository, by purchasing, selling and issuing sector.”
Market value. In millions of NOK

2003 Q3 Purchasing/ selling sector
Cent.gov’t Local Wage- Rest
and State Insur.  Mort. Fin. Other gov't& Other earning  Other of
social Norges lending Sav. Comm. com- com- com- Secur. financ. munic. State  private  house-  house- the  Unsp.
Issuing sector security Bank inst. banks  banks panies panies panies funds enterpr. enterpr. enterpr. enterpr. holds holds world sector Total”

Central government
and social security

admin. -2400 823 0 346 2128 13601 280 3 1126 385 907 -72 -194 -70 71 7881 11 24826
State lending inst. 0 0 -25 -2 -2 1 0 0 0 0 0 0 0 0 0 0 0 -29
Savings banks 918 0 0 822 1361 5647 1809 -5 664 -86 -67 85 810 162 393 -1097 24 11441
Commercial banks 439 0 0 -883 2604 192 -818 -5 107 133 387 24 -303 674 188 -1184 28 1582
Insurance companies 0 0 0 -22 -5 -5 -5 0 -33 25 0 0 -47 5 -1 -27 0 -115
Mortgage companies -44 0 0 -1131 -1681 -2206 238 0 -347 -340 -267 -90 -503 -162 -54 =596 -1 -7186
Finance companies 0 0 0 -40 0 6 0 0 -5 0 10 0 29 0 2 0 0 0

Other financial

enterprises 0 0 0 119 -130  -807 0 0 -3 1 70 0 -213 -28 -10 7 0 -994
Local gov’t. admin.

and municipal

enterprises 317 0 0 274 =263 2902 -89 3 342 10 2353 8 -32 17 248 -65 0 6025
State enterprises -195 0 0 477 =27 -1436 -4 0 162 -208 135 1965 268 38 275 -1101 0 349
Other

private enterprises -1008 0 0 235 -1129 988 -83 0 272 814 379 15 958 45 97 636 1 2220
Households 0 0 0 0 0 20 0 0 0 26 0 0 31 6 2 0 3 88
Rest of the world 0 0 0 16 105 1828 -15 0 212 31 38 1 139 383 11 735 6 3065
Unspecified sector 0 0 0 0 239 0 0 0 0 0 0 0 0 0 0 0 0 239
Total -1973 823 -25 211 3200 20727 1314 -5 2074 789 3944 1937 941 1070 1223 5190 71 41510

D Issues at issue price + purchases at market value — sales at market value — redemptions at redemption value.
? Total shows net issues in the primary market. Purchases and sales in the secondary market result in redistribution between owner sectors, but add up to 0.

Sources: Norwegian Central Securities Depository and Norges Bank
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Table 17. NOK-denominated short-term paper registered with the Norwegian Central Securities
Depository by holding sector. Market value. In millions of NOK

30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003

Central government and social security administration 6 635 3 806 9 037 11198 9257
Norges Bank 2590 2298 2177 3513 10288
State lending institutions 0 0 0 0 0
Savings banks 3 846 4424 3878 3890 3924
Commercial banks 16 610 14 890 10 721 9589 12 333
Insurance companies 45333 52320 49 107 50 388 58 291
Mortgage companies 1682 1238 3525 5014 3247
Finance companies 61 30 33 41 36
Mutual funds 25183 26 054 25 834 27 000 28 802
Other financial enterprises 2 196 2722 3518 2758 3695
Local government administration and municipal enterprises 7352 6526 5 860 3543 2296
State enterprises 6078 1510 12 847 6 696 4293
Other private enterprises 6877 7038 5456 3786 3676
Wage-earning households 232 274 301 258 237
Other households 1137 1049 1387 1376 1152
Rest of the world 12 457 10 980 10 814 8838 9249
Unspecified sector 7 22 6 5 0
Total 138 277 135180 144 502 137 893 150 775

Sources: Norwegian Central Securities Depository and Norges Bank

Table 18. Outstanding short-term paper, by issuing sector.” Nominal value. In millions of NOK

Issuing sector 30.09.2002  31.12.2002  31.03.2003  30.06.2003  30.09.2003
Central government and social security administration 41500 51500 62 500 64 500 79 784
Counties 1026 474 622 502 334
Municipalities 3140 4285 4241 4814 4913
State lending institutions 0 0 0 0 0
Commercial banks 18 867 18434 14 357 8090 6 090
Savings banks 39616 40 538 37 629 30133 32787
Mortgage companies 3497 1787 4255 6767 3568
Finance companies 600 600 0 0 0
Other financial enterprises 0 0 0 0 0
State enterprises 11242 6555 3370 2960 3280
Municipal enterprises 9522 8526 7044 6751 6 486
Private enterprises 11446 8412 9852 7674 8400
Rest of the world 1700 2500 3190 4220 4090
Total 142 156 143 611 147 060 136 411 149 732

b Comprises short-term paper issued in Norway in NOK by domestic sectors and foreigners and paper in foreign currency issued by domestic sectors.

Source: Norges Bank
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Credit and liquidity trends

Table 19. Credit indicator and money supply

Percentage growth

Volume figures at end of period Over past 3 months,
NOKbn Over past 12 months annualised rate”

c2" c3? m2* c2" c3? M2 2 M2
December 1994 893.5 1075.8 501.3 2.3 1.3 5.8 2.8 1.3
December 1995 936.0 1123.6 530.3 49 52 6.0 5.4 1.3
December 1996 992.5 12134 564.4 6.0 53 6.4 7.7 4.5
December 1997 1099.1 1363.7 578.5 10.2 10.2 1.8 10.1 3.0
December 1998 1192.8 1521.5 605.3 8.3 12.2 4.4 6.3 5.4
December 1999 1295.0 1697.2 670.1 8.4 8.0 10.5 9.7 8.4
December 2000 1460.9 1921.1 731.8 12.3 10.6 8.8 11.8 7.4
December 2001 1 608.2 2078.1 795.4 9.7 7.1 9.3 8.8 10.9
July 2002 1674.5 2117.1 837.1 9.3 7.4 9.0 10.3 8.9
August 2002 1682.9 2 120.5 826.4 9.1 7.8 7.6 8.8 4.0
September 2002 1 690.6 21229 820.7 8.6 7.6 6.3 7.8 3.2
October 2002 1701.7 2139.9 844.7 8.6 7.1 8.6 7.5 3.6
November 2002 1723.9 2156.7 829.2 8.9 6.9 7.8 8.4 10.1
December 2002 1724.7 2 151.7 855.3 8.9 6.9 8.3 9.5 9.7
January 2003 1734.9 2158.2 866.6 9.1 6.8 6.3 9.4 8.0
February 2003 1745.3 2183.1 858.8 8.8 6.8 6.2 8.6 2.5
March 2003 1756.6 2197.8 854.3 8.7 6.4 5.5 6.8 0.6
April 2003 1765.3 2212.8 844.5 8.2 5.9 5.9 6.8 1.2
May 2003 1779.7 22142 850.7 8.4 6.3 5.8 6.7 2.4
June 2003 1795.5 2249.2 870.3 7.7 5.6 2.8 7.4 3.4
July 2003 1797.2 22434 870.1 7.5 5.4 3.8 6.7 3.2
August 2003 1810.9 2265.8 866.3 7.5 5.4 4.5 6.7 2.5
September 2003 1817.4 854.3 7.7 4.0 6.8 1.8
October 2003 1 829.6 866.3 7.7 2.5

D' €2 = Credit indicator. Credit from domestic sources; actual figures.
? €3 = Total credit from domestic and foreign sources; actual figures.
M2 = Money supply.

Y Seasonally adjusted figures

Source: Norges Bank
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Table 20. Domestic credit supply to the general public”, by source. In millions of NOK.
12-month growth as a percentage

31.12.2000 31.12.2001 31.12.2002 31.10.2003
Amount Yo Amount %o Amount %0 Amount %0

Private banks 938 076 13.8 1 030 694 9.6 1097 144 8.2 1172417 7.1
State lending institutions 167 921 39 176 494 5.1 185932 53 189 116 24
Norges Bank 575 1.6 603 49 741 8.0 637  -16.0
Mortgage companies 144 846 20.4 167 698 15.6 182 006 10.9 200 698 17.4
Finance companies 66 809 12.1 79 474 14.6 83239 9.9 88 046 7.4
Life insurance companies 23047 -8.0 24 482 0.2 23 124 -5.5 23 600 1.9
Pension funds 4796 -3.9 3742 7.1 3742 0.0 3742 0.0
Non-life insurance companies 1649 24.8 934 434 919 -1.6 1170 31.5
Bond debt? 82838 9.7 89 671 8.2 107 399 19.8 114 542 242
Notes and short-term paper 24 259 27.0 23752 -2.1 26 145 10.1 22002  -31.1
Other sources 6038 274 10 624 76.0 14 295 34.6 13619 1.3
Total domestic credit (C2)” 1 460 854 12.3 1 608 168 9.7 1724 686 8.9 1 829 589 7.7
b Comprises local government administration, non-financial enterprises and households
? Adjusted for non-residents’ holdings of Norwegian private and municipal bonds in Norway.
3 Corresponds to Norges Bank’s credit indicator (C2).
Source: Norges Bank
Table 21. Composition of money supply. In millions of NOK

Notes  Transaction Change in
Actual figures at and account Other M2 last 12
end of period coins deposits M1" depositsz) CDs M2¥ months, total
December 1994 40 454 172 154 210 108 286 081 5116 501 305 25290
December 1995 42 069 178 653 217727 296 799 15731 530257 28 952
December 1996 43324 208 072 247937 294 741 21 686 564 364 34107
December 1997 46 014 227382 269 597 278 741 30200 578 538 14 174
December 1998 46 070 237 046 279 188 292 820 33321 605 329 26791
December 1999 48 020 300 131 343 496 295822 30 803 670 121 64792
December 2000 46 952 328 816 371 340 326 351 34152 731 843 61722
December 2001 46 633 344 109 386 147 370 172 39 049 795 368 63525
July 2002 40 945 365 142 401 902 389 106 46 078 837 086 63619
August 2002 40 649 349 274 385 825 394 607 45931 826 363 54 280
September 2002 40 188 350270 386 502 388 380 45822 820 704 44 864
October 2002 40 024 358 125 394210 404 464 45998 844 672 62 994
November 2002 40783 349 028 385824 398 522 44 822 829 168 55224
December 2002 44 955 360 340 400 622 409 703 44951 855276 59908
January 2003 41157 360 620 397901 426302 42 388 866 591 45 564
February 2003 40 236 359 575 396 153 421 505 41112 858 770 46 372
March 2003 39718 363 231 399 373 412 803 42135 854 311 41437
April 2003 40 151 354 817 391 088 417 289 36 143 844 520 44 387
May 2003 41244 360 530 397 834 416 159 36736 850729 45021
June 2003 41253 386 637 423927 414 996 31328 870 251 25765
July 2003 41101 380558 417 464 421 654 30993 870 111 33025
August 2003 40724 374 425 411389 425 181 29724 866 294 39931
September 2003 40262 375763 412350 411516 30455 854 321 33617
October 2003 40 816 384 106 421 195 416 967 28 130 866 292 21 620

Y Narrow money, M1, comprises the money-holding sector’s stock of Norwegian notes and coins plus the sector’s

transaction account deposits in Norges Bank, commercial banks and savings banks (in NOK and foreign currency).

2 Excluding restricted bank deposits (BSU, IPA, withholding tax accounts, etc).

 Broad money, M2, comprises the sum of M1 and the money-holding sector’s other bank deposits and CDs (in NOK
and foreign currency) excluding restricted bank deposits (BSU, IPA, withholding tax accounts, etc).

Source: Norges Bank
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Table 22. Household financial balance. Financial investments and holdings, by financial
instrument. In billions of NOK

Financial investments Holdings
Year Q2 Year At 30 June
2000 2001 2002 2002 2003 2000 2001 2002 2002 2003

Currency and deposits 339 357 472 209 295 4433 481.0 528.0 518.2 563.9
Securities other than shares 7.9 6.8 2.0 1.4 0.2 18.3 21.6 23.1 233 253
Shares and other equity 8.8 46 220 4.0 1.6 154.7 148.2 160.5 155.1 170.7
Mutual funds shares 114 27  -1.8 00 -05 85.7 78.1 61.4 76.8 72.0
Insurance technical reserves 21.8 399 316 -04 2.6 465.6 490.0 505.8 495.5 528.5
Loans and other assets " 18.3 8.6 152 03 -39 141.2 149.0 164.4 157.1 169.9
Total assets 102.0 98.3 116.1 255 244 1308.8 1368.0 1443.2 1426.0 1530.4
Loans from banks (incl. Norges Bank) 66.5 673 720 265 219 592.5 660.4 727.9 693.8 764.6
Loans from state lending institutions 5.7 7.7 7.5 0.0 -0.3 140.9 148.5 156.0 152.4 158.8
Loans from private mortgage and finance
companies 64 141 134 2.7 3.7 535 67.7 80.1 73.5 88.3
Loans from insurance companies 25 -0.6 0.1 0.0 -0.2 16.7 16.1 16.1 16.2 16.6
Other liabilities” 27 81 95 9.5 116 1116 1186 126.8 125.0 134.6
Total liabilities 78.7 96.6 102.5 38.8 36.7 9152 10113 1107.0 1060.8 1162.9
Net financial investments / assets 23.2 1.6 137 -133 -12.3 393.6 356.7 336.2 365.2 367.5

Y Loans, accrued interest, holiday pay claims and tax claims.
Y Other loans, securities other than shares, tax liabilities and accrued interest.

Sources: Norges Bank

Table 23. Money market liquidity. Liquidity effect from 1 January to end period. In millions of NOK

1.1-31.12 1.1-30.11

Supply+/withdrawal— 2001 2002 2002 2003
Central government and other public accounts

(excl. paper issued by state lending institutions and government) -115 094 5950 -18 562 -37 479
Paper issued by state lending institutions and government 8514 -13598 -8033 -48 889
Purchase of foreign exchange for Government Petroleum Fund 120 300 56 545 53185 14 620
Other foreign exchange transactions 91 421 421 0
Holdings of banknotes and coins b (estimate) 424 1741 5 849 3153
Overnight loans -126 0 0 0
Fixed-rate loans -6 011 -15 140 -15 140 24 000
Other central bank financing -8 135 -18 700 -24 974 18 404
Total reserves -37 17 219 -7 254 -26 191
Of which:

Sight deposits with Norges Bank -37 17 219 -7 254 -26 191
Treasury bills 0 0 0 0
Other reserves (estimate) 0 0 0 0

" The fi gures are mainly based on Norges Bank’s accounts. Discrepancies may arise between the bank’s own statements and banking
statistics due to different accruals.

Source: Norges Bank
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Interest rate statistics

Table 24. Nominal interest rates for NOK. Averages. Per cent per annum

Interest rate on

banks’ overnight

Interest rate on
banks’ sight

1-month 3-month 12-month loans in deposits with

NIDR NIBOR NIDR NIBOR NIDR NIBOR Norges Bank Norges Bank

July 2002 7.3 7.2 74 7.3 7.6 7.4 8.9 6.9
August 2002 7.3 7.1 7.4 7.3 7.5 7.3 9.0 7.0
September 2002 7.3 7.1 7.3 7.1 7.2 7.0 9.0 7.0
October 2002 7.3 7.1 7.3 7.1 7.0 6.8 9.0 7.0
November 2002 7.3 7.1 7.3 7.1 6.9 6.7 9.0 7.0
December 2002 7.1 6.9 6.8 6.6 6.4 6.1 8.7 6.7
January 2003 6.4 6.2 6.2 6.0 5.9 5.6 8.3 6.3
February 2003 6.1 59 59 5.7 5.5 5.3 8.0 6.0
March 2003 5.8 5.6 5.7 5.5 54 5.2 7.6 5.6
April 2003 5.6 54 5.5 53 52 5.0 7.5 5.5
May 2003 53 5.2 5.1 4.9 4.7 4.5 7.0 5.0
June 2003 4.7 4.5 4.3 4.0 3.8 3.6 6.8 4.8
July 2003 4.1 4.0 3.6 3.5 34 32 6.0 4.0
August 2003 3.5 33 33 3.1 34 32 54 34
September 2003 3.0 2.9 3.0 2.8 32 3.0 4.8 2.8
October 2003 2.9 2.8 3.0 2.9 32 3.1 4.5 2.5
November 2003 2.9 2.8 3.1 2.9 32 3.1 4.5 2.5

Note: NIDR = Norwegian Interbank Deposit Rate, a pure krone interest rate

NIBOR = Norwegian Interbank Offered Rate, constructed on the basis of currency swaps

Source: Norges Bank

Table 25. Short-term interest rates” for key currencies in the Euro-market. Per cent per annum

Interest rate

differential

DKK GBP JPY SEK USD EUR NOK/EUR
July 2002 3.6 4.0 0.0 4.4 1.8 34 3.8
August 2002 3.5 3.9 0.0 4.3 1.8 33 3.8
September 2002 3.4 3.9 0.0 4.3 1.8 3.3 3.8
October 2002 3.4 3.9 0.0 4.3 1.7 32 3.8
November 2002 3.2 3.9 0.0 4.1 1.4 3.1 3.9
December 2002 3.0 4.0 0.0 3.8 1.4 2.9 3.5
January 2003 2.9 3.9 0.0 3.8 1.3 2.8 3.1
February 2003 2.8 3.7 0.0 3.7 1.3 2.7 2.9
March 2003 2.6 3.6 0.0 3.5 1.3 2.5 2.9
April 2003 2.6 3.6 0.0 35 1.3 2.5 2.6
May 2003 2.5 3.6 0.0 3.3 1.2 2.4 2.4
June 2003 2.2 3.6 0.0 29 1.1 2.1 1.8
July 2003 2.1 34 0.0 2.8 1.1 2.1 1.2
August 2003 2.1 35 -0.1 2.8 1.1 2.1 0.9
September 2003 2.1 3.6 0.0 2.8 1.1 2.1 0.6
October 2003 2.1 3.8 0.0 2.8 1.1 2.1 0.6
November 2003 2.2 3.9 -0.1 2.8 1.1 2.1 0.6

" Three-month rates, monthly average of daily quotations.

Sources: OECD and Norges Bank
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Table 26. Yields on Norwegian bonds". Per cent per annum

3-year 5-year 10-year

Gov’t Private Gov’t Private Gov’t Private
July 2002 6.8 7.2 6.7 7.1 6.6 7.1
August 2002 6.5 7.0 6.4 6.9 6.3 6.9
September 2002 6.2 6.7 6.1 6.6 6.1 6.6
October 2002 6.1 6.7 6.1 6.6 6.2 6.7
November 2002 6.0 6.6 6.0 6.5 6.1 6.6
December 2002 5.6 6.3 5.7 6.3 5.9 6.4
January 2003 53 5.9 5.4 6.0 5.7 6.1
February 2003 49 54 5.0 5.5 5.3 5.6
March 2003 5.0 5.3 5.1 6.3 5.2 5.7
April 2003 49 5.3 5.0 6.3 5.3 5.8
May 2003 4.4 5.2 4.6 5.7 5.0 5.6
June 2003 3.7 4.9 4.0 49 4.5 4.9
July 2003 3.8 4.8 4.3 53 49 5.2
August 2003 3.9 4.8 4.4 5.4 5.0 5.2
September 2003 3.7 4.7 4.3 52 49 5.1
October 2003 3.9 4.7 4.4 5.4 49 5.7
November 2003 3.9 4.8 4.4 5.2 5.0 5.2

D Whole-year interest rate paid in arrears. Monthly average. As of 1 January 1993 based on interest rate on representative bonds weighted by
residual maturity.

Source: Norges Bank

Table 27. Yields on government bonds” in key currencies. Per cent per annum

Interest rate

__ differential

DEM DKK FIM FFR GBP JPY USD NOK/DEM?

July 2002 4.9 5.2 52 5.0 5.0 1.3 4.6 1.6
August 2002 4.7 4.9 4.9 4.7 4.7 1.3 42 1.7
September 2002 4.5 4.8 4.7 4.5 4.5 1.2 39 1.6
October 2002 4.6 4.9 4.7 4.6 4.6 L1 39 1.6
November 2002 4.6 49 4.7 4.6 4.6 1.0 4.1 1.6
December 2002 4.4 4.7 45 4.4 45 1.0 4.1 L5
January 2003 4.2 45 4.3 4.2 4.4 0.8 4.0 1.4
February 2003 4.0 4.3 4.1 4.0 42 0.8 39 1.3
March 2003 4.1 43 42 4.1 43 0.7 38 12
April 2003 42 45 43 42 4.4 0.7 4.0 L1
May 2003 39 4.1 39 3.9 4.1 0.6 35 1.1
June 2003 3.7 3.9 38 37 4.0 0.6 33 0.8
July 2003 4.1 4.2 4.1 4.0 43 1.0 4.0 0.8
August 2003 42 4.4 42 4.2 45 L1 4.4 0.8
September 2003 43 45 43 4.2 4.6 1.4 43 0.7
October 2003 43 45 43 4.3 4.9 1.4 42 0.6
November 2003 45 4.6 4.4 4.4 5.0 1.3 43 0.5

D Government bonds with 10 years to maturity. Monthly average of daily quotations.

? Differential between yields on Norwegian and German government bonds with 10 years to maturity.

Sources: OECD and Norges Bank
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Table 28. Commercial and savings banks. Average interest rates and commissions on
utilised NOK loans to the general public at end of quarter. Per cent per annum.

Loans, excl. non-accrual loans

Non- Non-
f1nanc1.fa|1 flnaflmal Credit lines Repayment loans
Local public private
Total govern- enter- enter- House- Overdrafts and Housing Other
loans ment prises prises holds  building loans loans loans
2002 Q3
Commercial banks 8.59 7.79 8.03 8.82 8.47 10.53 8.32 8.38
Savings banks 8.98 7.60 8.12 9.33 8.89 11.34 8.60 9.22
All banks 8.79 7.70 8.05 9.02 8.71 10.87 8.48 8.75
2002 Q4
Commercial banks 8.49 7.60 7.73 8.57 8.47 10.39 8.34 8.19
Savings banks 8.91 7.49 7.85 9.16 8.85 11.16 8.58 9.11
All banks 8.71 7.55 7.76 8.80 8.69 10.73 8.48 8.59
2003 QI
Commercial banks 7.52 6.48 6.67 7.66 7.47 9.45 7.32 7.30
Savings banks 7.94 6.48 6.98 8.32 7.84 10.25 7.56 8.26
All banks 7.74 6.48 6.75 7.92 7.68 9.81 7.46 7.71
2003 Q2
Commercial banks 6.60 6.43 5.39 6.63 6.61 8.33 6.43 6.40
Savings banks 7.09 5.40 6.88 7.54 6.97 9.33 6.69 7.50
All banks 6.86 6.01 5.78 6.99 6.81 8.79 6.58 6.87
2003 Q3
Commercial banks 491 4.29 4.09 5.21 4.76 6.83 4.52 5.05
Savings banks 5.44 4.02 4.24 6.14 5.27 8.11 4.96 6.06
All banks 5.19 4.16 4.14 5.58 5.05 7.42 4.77 5.49

Source: Norges Bank

Table 29. Commercial and savings banks. Average interest rates on deposits in NOK from the
general public at end of quarter. Per cent per annum

Non-
Local financial Non-financial Deposits on
Total govern- public private House- transaction Other
deposits ment enterprises enterprises holds accounts deposits
2002 Q3
Commercial banks 5.77 6.37 6.57 6.02 5.54 5.20 6.40
Savings banks 5.83 6.91 6.78 6.06 5.66 4.57 6.54
All banks 5.80 6.70 6.64 6.03 5.60 4.95 6.48
2002 Q4
Commercial banks 5.74 6.22 6.23 5.85 5.62 5.18 6.36
Savings banks 5.85 6.60 6.53 5.89 5.75 4.55 6.53
All banks 5.79 6.46 6.36 5.86 5.69 4.92 6.46
2003 Q1
Commercial banks 4.89 5.17 5.22 4.82 4.90 4.30 5.53
Savings banks 4.89 5.63 5.57 4.97 4.78 3.73 5.52
All banks 4.89 5.46 5.35 4.88 4.83 4.06 5.52
2003 Q2
Commercial banks 3.92 4.24 3.89 3.70 4.03 3.18 4.78
Savings banks 3.84 4.51 4.28 3.92 3.76 2.64 4.56
All banks 3.88 4.42 4.03 3.78 3.87 2.95 4.65
2003 Q3
Commercial banks 2.29 2.82 2.55 2.12 2.34 1.88 2.75
Savings banks 2.27 297 2.76 2.36 2.19 1.58 2.66
All banks 2.28 291 2.60 2.21 2.25 1.76 2.70

Source: Norges Bank
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Table 30. Life insurance companies. Average interest rates by type of loan at end of quarter.
Per cent per annum

Housing Other Total

loans loans loans

30.09.2002 8.0 7.1 7.5
31.12.2002 7.8 7.0 7.3
31.03.2003 6.9 6.4 6.7
30.06.2003 5.7 6.0 5.9
30.09.2003 4.3 5.5 49

Source: Norges Bank

Table 31. Mortgage companies. Average interest rates, incl. commissions on loans to private
sector at end of quarter. Per cent per annum

Loans to

Housing private Total

loans enterprises loans

30.09.2002 7.8 7.8 74
31.12.2002 7.8 7.7 7.3
31.03.2003 7.2 72 6.7
30.06.2003 6.6 6.8 6.3
30.09.2003 6.0 6.1 5.6

Source: Norges Bank

Profit/loss and capital adequacy data

Table 32. Profit/loss and capital adequacy: commercial banks™.
Percentage of average total assets

Q3
2001 2002 2002 2003
Interest income 7.6 7.3 7.2 5.8
Interest expenses 5.8 5.5 5.4 42
Net interest income 1.8 1.9 1.8 1.6
Total other operating income 1.1 0.8 0.7 0.8
Other operating expenses 1.9 1.8 1.7 1.6
Operating profit before losses 1.0 0.9 0.9 0.9
Recorded losses on loans and guarantees 0.3 0.5 0.2 0.5
Ordinary operating profit (before taxes) 0.7 0.4 0.6 0.4
Capital adequacy ratio? 11.7 11.1 114 114
Of which:
Core capital 8.7 8.4 8.9 8.3

D Parent banks (excluding branches abroad) and foreign-owned branches.
? As a percentage of the basis of measurement for capital adequacy.

Source: Norges Bank
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Table 33. Profit/loss and capital adequacy: savings banks.
Percentage of average total assets

Q3
2001 2002 2002 2003
Interest income 8.1 7.8 7.7 6.6
Interest expenses 5.6 53 5.2 4.2
Net interest income 2.5 2.5 2.5 2.4
Total other operating income 0.7 0.5 0.4 0.7
Other operating expenses 1.8 1.8 1.7 1.7
Operating profit before losses 14 1.2 1.1 1.4
Recorded losses on loans and guarantees 0.3 0.4 0.3 0.4
Ordinary operating profit (before taxes) 1.2 0.8 0.9 1.1
Capital adequacy ratio " 13.8 13.5 12.9 12.9
Of which:
Core capital 11.0 11.1 10.4 10.6
DAsa percentage of the basis of measurement for capital adequacy.
Source: Norges Bank
Table 34. Profit/loss and capital adequacy: finance companies".
Percentage of average total assets
Q3
2001 2002 2002 2003
Interest income 10.3 9.7 9.5 8.7
Interest expenses 6.0 5.6 55 4.1
Net interest income 42 4.1 4.0 4.6
Total other operating income 2.8 2.5 2.5 2.3
Other operating expenses 44 4.1 4.0 4.0
Operating profit before losses 2.6 2.5 24 29
Recorded losses on loans and guarantees 0.5 0.6 0.5 1.0
Ordinary operating profit (before taxes) 2.1 1.9 1.9 1.9
Capital adequacy ratio” 11.3 10.9 10.5 9.8
Of which:
Core capital 9.8 9.3 9.0 8.3
" All Norwegian parent companies (excl. OBOS) and foreign-owned branches.
YAsa percentage of the basis of measurement for capital adequacy.
Source: Norges Bank
Table 35. Profit/loss and capital adequacy: mortgage companies“.
Percentage of average total assets
Q3
2001 2002 2002 2003
Interest income 6.5 53 53 4.6
Interest expenses 5.7 4.7 4.6 39
Net interest income 0.8 0.7 0.7 0.7
Total other operating income -0,0 -0,0 -0,0 0.0
Other operating expenses 0.2 0.2 0.1 0.1
Operating profit before losses 0.6 0.5 0.5 0.6
Recorded losses on loans and guarantees 0.0 0.0 0.0 0.0
Ordinary operating profit (before taxes) 0.6 0.5 0.5 0.5
Capital adequacy” 14.7 12.7 132 125
Of which:
Core capital 11.2 10.4 10.7 10.0

DAIlN orwegian parent companies.
Y Asa percentage of the basis of measurement for capital adequacy.

Source: Norges Bank
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Exchange rates

Table 36. The international value of the krone and exchange rates against selected currencies.
Monthly average of representative market rates

Trade-
weighted

krone 1 100 1 100 100 1

exchange rate b EUR DKK GBP JPY SEK USD

July 2002 94.60 7.4050 99.66 11.60 6.32 79.90 7.46
August 2002 95.09 7.4284 100.02 11.67 6.39 80.32 7.60
September 2002 94.38 7.3619 99.12 11.67 6.22 80.30 7.51
October 2002 94.06 7.3405 98.80 11.65 6.04 80.62 7.48
November 2002 93.58 7.3190 98.53 11.49 6.02 80.59 7.31
December 2002 9291 7.2953 98.24 11.36 5.87 80.20 7.17
January 2003 92.52 7.3328 98.66 11.16 5.81 79.93 6.90
February 2003 94.75 7.5439 101.51 11.26 5.87 82.49 7.00
March 2003 98.02 7.8450 105.62 11.49 6.12 85.03 7.26
April 2003 97.78 7.8316 105.47 11.37 6.02 85.56 7.22
May 2003 97.10 7.8711 106.01 11.04 5.80 85.97 6.80
June 2003 100.77 8.1622 109.93 11.63 5.91 89.51 7.00
July 2003 102.57 8.2893 111.52 11.84 6.14 90.24 7.29
August 2003 102.40 8.2558 111.08 11.81 6.24 89.37 7.41
September 2003 102.15 8.1952 110.34 11.76 6.36 90.37 7.31
October 2003 102.26 8.2278 110.74 11.80 6.42 91.32 7.04
November 2003 101.95 8.1969 110.22 11.83 6.41 91.14 7.01

" The nominal effective krone exchange rate is calculated on the basis of the NOK exchange rate against the currencies of Norway’s 25
main trading partners, calculated as a chained index and trade-weighted using the OECD’s weights. The weights, which are updated
annually, are calculated on the basis of each country’s competitive position in relation to Norwegian manufacturing. The index is set at
100 in 1990. A rising index value denotes a depreciating krone.

Further information can be found on Norges Bank’s website (www.norges-bank.no).

Source: Norges Bank

Table 37. Exchange cross rates. Monthly average of representative exchange rates

GBP/USD EUR/GBP USD/EUR EUR/IPY JPY/USD
July 2002 1.5535 0.6386 0.992 117.1021 118.04
August 2002 1.5366 0.6363 0.978 116.3043 118.95
September 2002 1.5553 0.6306 0.981 118.3539 120.68
October 2002 1.5574 0.6299 0.981 121.5679 12391
November 2002 1.5717 0.6371 1.001 121.6472 121.49
December 2002 1.5851 0.6421 1.018 124.1810 122.01
January 2003 1.6164 0.6571 1.062 126.1147 118.74
February 2003 1.6086 0.6697 1.077 128.5750 119.35
March 2003 1.5830 0.6825 1.080 128.1511 118.61
April 2003 1.5736 0.6890 1.084 130.0741 119.97
May 2003 1.6227 0.7130 1.157 135.6071 117.20
June 2003 1.6612 0.7017 1.166 138.0045 118.38
July 2003 1.6235 0.7004 1.137 134.9582 118.69
August 2003 1.5926 0.6991 1.113 132.2774 118.80
September 2003 1.6093 0.6969 1.122 128.9269 114.95
October 2003 1.6760 0.6976 1.169 128.1083 109.57
November 2003 1.6888 0.6927 1.170 127.8064 109.25

Source: Norges Bank
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Balance of payments

Table 38. Balance of payments. In millions of NOK

January - September

2001 2002 2002 2003
Goods balance 234 046 190 755 143 888 141 661
Service balance 28 284 24 654 17 287 16 654
Net interest and transfers 23811 -14 784 -7750 -71977
A. Current account balance 238 519 200 625 153 425 150 338
Of which:
Petroleum activities " 304 721 261 947 192 521 206 271
Shipping 46707 38 682 28 400 28929
Other sectors -112 909 -100 004 -67 496 -84 862
B. Net capital transfers -815 -435 142 -81
C. Capital outflow excl. Norges Bank -17 955 27959 16 735 10907
Distributed among:
Central government sector 14 832 4439 =730 307
Local government sector 237 719 723 113
Commercial and savings banks -36 137 =74 713 =79 974 -27 671
Insurance 1493 14 559 35308 6 801
Other financial institutions -24 068 -41 656 -13 131 -28419
Shipping -232 2504 3780 -2 164
Petroleum activities -46 710 -39 802 -30911 1158
Other private and state enterprises 36 639 60 647 29 817 20473
Unallocated (incl. errors and omissions) 35991 101 262 71 853 40 309
D. Norges Bank’s net capital outflow (A + B - C) 255 659 172 231 136 832 139 350
E. Valuation changes in Norges Bank’s net foreign assets -40 908 -176 035 -166 518 76 604
Change in Norges Bank’s net foreign assets (D + E) 214751 -3 804 -29 686 215954
b Specitied by Norges Bank on the basis of items from the balance of payments.
Sources: Statistics Norway and Norges Bank
Table 39. Norway's foreign assets and debt. In billions of NOK
31.12.2001 31.12.2002 30.09.2003
Assets Debt Net Assets Debt Net Assets Debt Net
Central government admin. 28.3 64.2 -35.9 29.6 68.0 -384 30.7 68.3 -37.6
Norges Bank incl. Petroleum Fund 959.5 176.8 782.7 1060.1 273.3 786.8 1341.8 339.2 1002.6
State lending institutions 7.4 0.0 7.4 7.5 0.0 7.5 7.5 0.0 7.5
Commercial and savings banks 137.7 360.1 -222.4 126.8 375.1 -248.3 155.6 443.0 -287.4
Mortgage companies 45.6 127.1 -81.5 56.8 135.5 -78.7 54.1 169.1 -115.0
Finance companies 3.7 30.1 -26.4 2.9 25.7 -22.8 2.9 25.9 -23.0
Insurance companies 204.9 19.1 185.8 190.7 20.2 170.5 193.9 17.8 176.2
Local government 0.0 2.2 2.2 0.2 1.6 -1.4 0.2 1.5 -1.3
Municipal enterprises 0.3 8.9 -8.6 0.2 8.5 -8.3 0.3 9.5 -9.2
State enterprises 111.8 92.4 19.4 129.2 83.4 45.8 149.5 87.3 62.1
Other Norwegian sectors 456.4 441.4 15.0 435.7 416.8 18.9 447.5 433.4 141
Undistributed and errors and omissions 0.0 0.0 0.0 101.6 0.0 101.6 141.9 0.0 141.9
All sectors 19556 13223 633.3 21413  1408.1 733.2 25259 15949 931.0

Norges Bank calculates the holdings figures on the basis of Statistics Norway’s annual census of foreign assets and liabilities and sectoral

statistics for financial industries.These are combined with the figures on changes in the form of transactions and valuation changes from

the balance of payments and sectoral statistics for insurance and mortgage companies.

Sources: Statistics Norway and Norges Bank
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International capital markets

Table 40. Changes in banks' international assets." In billions of USD

Q1 Outstanding

2000 2001 2002 2002 2003 At 31.03.03

Total 1221.5 859.4 740.8 57.3 341.4 13991.6
Of which vis-a-vis:

Non-banks 288.8 442.1 280.9 47.8 233.3 4 882.6

Banks (and undistributed) 932.7 417.3 459.9 9.5 108.2 9108.9

1) International assets (external positions) comprise
— cross-border claims in all currencies
— foreign currency loans to residents
— equivalent assets, excluding lending

Source: Bank for International Settlements

Table 41. Banks’ international claims by currency. Percentage of total international assets

December Ql

2000 2001 2002 2002 2003
US dollar (USD) 433 452 41.8 45.7 413
Deutsche mark (DEM) . . . . .
Swiss franc (CHF) 2.2 2.1 2.0 22 2.0
Japanese yen (JPY) 8.2 6.1 5.5 54 5.2
Pound sterling (GBP) 4.4 4.4 4.2 4.4 4.0
French franc (FRF)
Italian lira (ITL) . . . . .
ECU/EURO" 27.8 28.5 333 28.7 34.8
Undistributed” 14.2 13.7 13.2 13.6 12.7
Total in billions of USD 10 778.6 11 631.5 13377.2 11 562.9 13991.6

Y From January 1999.
? Including other currencies not shown in the table, and assets in banks in countries other than
the home countries of the seven currencies specified.

Source: Bank for International Settlements
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Foreign currency trading

Table 42. Foreign exchange banks. Foreign exchange purchased/sold forward with settlement

in NOK." In billions of NOK at end of month

Purchased net from: Purchased gross from: Sold gross to:
Other Non- Non- Non-

Central financial financial Foreign financial Foreign financial Foreign

gov’t2) inst.” sector sector Total sector sector sector sector
October 2002 0.0 20.7 46.0 28.2 94.9 99.8 606.6 53.8 578.4
November 2002 -0.1 22.3 47.9 32.0 102.1 99.6 592.5 51.7 560.5
December 2002 0.0 22.1 483 65.0 1354 102.2 645.6 539 580.6
January 2003 0.0 239 222 55.0 101.1 110.0 632.2 87.8 577.2
February 2003 0.0 327 46.7 64.9 144.3 121.7 630.8 75.0 565.9
March 2003 0.1 49.4 42.4 322 124.1 114.4 595.9 72.0 563.7
April 2003 0.0 36.3 44.1 55.5 1359 110.7 620.7 66.6 565.2
May 2003 0.1 23.5 36.1 86.4 146.1 94.0 625.9 57.9 539.5
June 2003 0.1 14.1 30.1 914 135.7 60.7 556.8 30.6 465.4
July 2003 0.1 16.3 30.6 117.4 164.4 60.1 573.6 29.5 456.2
August 2003 0.1 14.5 359 118.2 168.7 62.1 591.8 26.2 473.6
September 2003 0.1 18.6 32.7 131.1 182.5 64.2 631.2 31.5 500.1
October 2003 0.1 -10.8 31.6 17.4 38.3 63.7 570.4 32.1 553.0
! Excl. exchange rate adjustments.
? Central government administration, social security administration and Norges Bank.
9 Incl. possible discrepancies between forward assets and forward liabilities within the category of foreign exchange banks.
Source: Statements from commercial and savings banks (registered foreign exchange banks) to Norges Bank
Table 43. Foreign exchange banks. Overall foreign currency position. In millions of NOK

30.09.2002 31.12.2002 31.03.2003 30.06.2003 30.09.2003

Foreign assets, spot 194 813 192 705 215543 241 240 223 876
Foreign liabilities, spot 351361 326 594 365732 388 607 392 606
1. Spot balance, net -156 548 -133 889 -150 189 -147 367 -168 730
2. Forward balance, net 122975 136 072 108 394 97 941 189 974

Source: Norges Bank
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Table 44. Norges Banks' foreign currency transactions with various sectors. In billions of NOK

2002 Week in 2003

1-52 37 38 39 40 41 42 43 44 45 46 47 1-47
1. Norwegian customers 48 -0.7 14.6 112 -37.6 2.5 4.5 -7.9 7.7 240  -11.1 11.7 63.5
Net spotl) 10 -6.3 13.6 11.0 -29.3 -5.4 5.7 -1.3 -0.7 212 -11.4 14.5 355
Net forward" 38 5.6 1.1 0.2 -8.4 79 -1.2 -0.6 8.4 2.8 0.3 -2.8 28.0
-Change in purchase contracts” -12 -2.7 -1.9 43 11.6  -10.1 1.6 -0.3 -7.4 -9.5 -1.6 -4.3 -934
- Change in sales contracts” 26 29 -0.8 4.5 33 -2.2 0.4 -0.9 1.0 -6.7 -1.4 -7.1 -65.1
2. Foreign sector -81 -2.4 -10.6 -13.5 40.7 1.1 94 14.0 -10.6 -244 13.0 -13.1 -55.7
Net spotl) -18 39 0.6 -0.2 0.9 -1.0 -1.0 -0.2 -4.6 1.1 -7.1 -6.2 -7.6
Net forward" -63 -6.3 -11.2 -13.3 39.8 2.1 -8.4 14.3 -6.0 -25.5 20.0 -6.9 -48.1
-Change in purchase contracts” -126 8.8 -4.9 -3.5 35 -4.2 109  -13.7 43 -10.0 -86  -506  -111.3
- Change in sales contracts” -189 2.5 -16.0 -16.8 36.2 -2.1 2.5 0.6 -10.3 -35.5 11.5 -57.5 -159.5
3. Norges Bank 53 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 12.5
Net spotl) 53 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 12.5
Net forward" 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
-Change in purchase contracts” 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
- Change in sales contracts” 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4. Other
Increase in Norwegian customers’ net
currency claims on banks -11 -1.7 3.1 -0.4 -1.3 1.1 33 -3.5 24 -0.9 4.2 0.9 -23.7
Increase in banks’ total positions 4 1.3 -0.2 0.6 L5 -1.0 -0.4 -0.9 -1.0 -1.3 22 -0.5 -9.9
Specification of foreign sector spot:
Net NOK claims on banks” -13 3.8 -0.5 0.9 1.7 -1.0 -0.3 1.3 -4.5 2.3 -5.9 -7.3 8.9
VPS-registered shares’ 2 03 01 03 03 04 01 06 01 05 05 03 226
VPS-registered bonds” -5 01  -06 08  -09 03 06  -08 03 05 08  -02 3.0
VPS-registered notes and certificates” 1 -0.2 1.6 -1.5 -0.3 0.0 -0.1 -0.2 -0.2 -1.1 0.2 1.0 2.1
Foreign sector purchases of VPS-reg. securities, total - 24.5 25.7 36.8 352 31.7 30.0 359 353 50.1 355 326 17725
Foreign sector sales of VPS-registered securities, total - 24.7 26.8 35.8 343 317 29.3 34.3 353 48.9 344 33.7 17490

Y positive figures denote that the sectors in question purchase foreign currency from Norwegian banks.

? Positive figures denote that the sectors in question increase their contracts for purchase of NOK, and negative figures denote a decline in purchase contracts.
¥ Positive figures denote that the sectors in question increase their sales contracts in NOK, and negative figures denote a decline in sales contracts.

 Positive figures denote a reduction of NOK deposits from the foreign sector in Norwegian banks.

% Positive figures denote net sales of VPS-registered securities by the foreign sector.
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