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The foreign exchange reserves are to be available for intervention in the foreign exchange 

market in connection with the implementation of monetary policy or to promote financial 

stability. The reserves are divided into a money market portfolio and a long-term portfolio. In 

addition, a buffer portfolio is used for the regular foreign exchange purchases for the 

Government Pension Fund Global. Transfers are made to the buffer portfolio from the State’s 

Direct Financial Interest in petroleum activities (SDFI) and from Norges Bank’s foreign 

exchange purchases in the market. Within Norges Bank, the long-term portfolio and buffer 

portfolio are managed by Norges Bank Investment Management (NBIM), while the money 

market portfolio is managed by Norges Bank Monetary Policy and reported on separately. 

 

The long-term portfolio has a long-term investment horizon where the aim is to generate the 

highest possible return within the constraints set out in the guidelines issued by Norges 

Bank’s Executive Board. The portfolio has a strategic allocation to equities of 40 percent and a 

strategic allocation to bonds of 60 percent. In March 2011 the Executive Board made a 

number of changes to the guidelines for the investment of the foreign exchange reserves. The 

main aim of these changes, which entered into force on 1 April 2011, was to further 

strengthen the liquidity requirement.  

 

 

1 Key figures 

 

The market value of the long-term portfolio was 212 billion kroner on 30 September 2011. 

The portfolio returned -3.36 percent in the third quarter, which was 0.48 percentage point 

lower than the return on the benchmark portfolio defined by Norges Bank’s Executive Board. 

 

Chart 1-1 Long-term portfolio. Market value. Billions of kroner 
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 2 

 

 

Since 1998, the long-term portfolio has generated an annual return of 4.67 percent. The 

annual net real return (i.e. the nominal return less management costs and inflation) since 

1998 has been 2.64 percent. The return that NBIM generates on the actual portfolio is 

measured against the return on a benchmark portfolio defined by the Executive Board. The 

average annual excess return during the period has been 0.13 percentage point. 

 
 

2 Market value and return 
 

The long-term portfolio’s market value was 212 billion kroner at the end of the third quarter, 

a decrease of 6.8 billion kroner during the quarter. A negative return on investment 

decreased its value by 7.6 billion kroner, while a weaker krone against the currencies in which 

the portfolio is invested increased its value by 13.7 billion kroner, and 12.9 billion kroner was 

transferred to the money market portfolio. 

 

The long-term portfolio returned -3.36 percent in the third quarter, measured in international 

currency. There was a return of -15.39 percent on the equity portfolio and 5.67 percent on 

the fixed-income portfolio. The annualised return for the overall portfolio over the past ten 

years was 4.72 percent. 
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The return on the actual portfolio was 0.48 percentage point lower than the return on the 

benchmark portfolio in the third quarter of 2011, and 0.16 percentage point higher over the 

past ten years. 

 

Chart 2-1 Quarterly and accumulated annualised return since 1 January 1998. Percent  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 2-2 Quarterly and accumulated annualised excess return since 1 January 1998. 

Percentage points  
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3 Market risk and management guidelines 
 

Expected fluctuations in the value of the portfolio’s investments are measured using the 

statistical measure expected volatility. The calculations use historical prices to estimate how 

much annual returns can be expected to vary. As can be seen from Chart 3-1, expected 

absolute volatility was 10.6 percent throughout the quarter.  

 

Chart 3-1 also shows expected absolute volatility calculated with the method used prior to 

2011, which is based on a shorter dataset and is therefore more sensitive to short-term 

changes in market conditions. 
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Chart 3-1 Expected absolute volatility1. Percent (left-hand scale) and billions of kroner (right-

hand scale) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Relative market risk is measured partly as expected relative volatility (tracking error). This is a 

statistically-defined measure of risk which says something about the amount of variation we 

can normally expect between the return on the benchmark portfolio and the return on the 

actual portfolio. 

 

The guidelines for the long-term portfolio issued by Norges Bank’s Executive Board require 

the portfolio to be managed with the aim that expected tracking error does not exceed 1 

percentage point (100 basis points). At this limit, the annual return on the actual portfolio 

under normal market conditions can be expected to deviate from the return on the 

benchmark portfolio by less than 1 percentage point in two out of every three years. As can 

be seen from Chart 3-2, expected tracking error varied little in each asset class in the third 

quarter but increased significantly for the portfolio as a whole. This was due to changes in 

asset allocation during the quarter, with the portfolio now containing a higher percentage of 

equities than the actual benchmark portfolio. Expected tracking error was estimated at 80 

basis points at the end of the quarter. 

 

As with absolute volatility above, tracking error is presented using two different datasets (see 

Charts 3-2 and 3-3). The method in Chart 3-2 is the one used for the Government Pension 

Fund Global from 2011. 

 

                                                           
1
 Volatility estimated using the new method from 2011, which is based on equally weighted weekly price 

observations over the past three years. Data since December 2009. 
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Chart 3-2 Expected tracking error2. Basis points 

 

 

 

 

 

 

 

 

 

 

 

Chart 3-3 Expected tracking error. Method used prior to 2011. Basis points 

 

 

 

 

 

 

 

 

 

 

 

 

Table 3-1 breaks down the fixed-income portfolio (excluding cash) by type of instrument and 

credit rating.

 

                                                           
2
 Volatility estimated on the basis of equally weighted weekly price observations over the past three years. Data 

since December 2009. 
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Table 3-2 provides an overview of risk and exposure in the long-term portfolio. There were no 

breaches of the Executive Board’s guidelines in the third quarter of 2011. 

 
 

4 Buffer portfolio 
 

The purpose of the buffer portfolio is to ensure an appropriate supply of new capital to the 

Government Pension Fund Global. The portfolio is built up continuously by means of foreign 

exchange transfers to Norges Bank from the State’s Direct Financial Interest in petroleum 

activities (SDFI) and Norges Bank’s foreign exchange purchases in the market to meet the 

foreign exchange requirements of the Government Pension Fund Global. With the exception 

of December, capital is normally transferred to the fund each month. A benchmark portfolio 

has not been defined for the buffer portfolio. 

 

In the third quarter of 2011, 41 billion kroner was transferred to the buffer portfolio from the 

SDFI, and 77.8 billion kroner was transferred from the buffer portfolio to the Government 

Pension Fund Global.  

 

The return on the buffer portfolio in the third quarter was 6.24 percent, measured in kroner. 

The market value of the portfolio at the end of the quarter was 15.8 billion kroner. The 

portfolio is invested in short-term money market instruments, primarily in euros, US dollars 

and pounds sterling. 

 

’
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5 Financial reporting 
 

Financial information for the buffer and long-term portfolios in Norges Bank’s foreign 

exchange reserves is presented below. The financial reporting forms part of, and comprises 

excerpts from, Norges Bank’s financial statements.  

 

Accounting policies 

The accounting information for the third quarter of 2011 includes profit and loss accounts and 

balance sheets prepared in accordance with the classification, measurement and 

presentation policies for Norges Bank, but without notes. A presentation of the accounting 

policies applied in the preparation of the accounting information can be found in Norges 

Bank’s interim accounts for the third quarter of 2011, which consist solely of the financial 

reporting for the investment portfolio of the Government Pension Fund Global. 

 

The preparation of the financial reporting for Norges Bank involves the use of estimates and 

judgements which can affect assets, liabilities, income and expenses. The accounting policies 

presented in the interim accounts for Norges Bank for the third quarter of 2011 contain 

further information on significant estimates and assumptions. 

 

Operating expenses 

NBIM’s total costs associated with the management of the long-term portfolio amounted to 

79.4 million kroner in the third quarter of 2011, which corresponds to 0.05 percent of average 

assets under management. 
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Long-term portfolio – profit and loss account and balance sheet 
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Buffer portfolio – profit and loss account and balance sheet 
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Appendices 

 


