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Discussions were held in Oslo during December 1-9, 2003. The mission,
comprising Mr. Ford (head), Ms. Cerra, Mr. Bonato, and Mr. Jafarov (all EUR),
met with the Minister of Finance, the Governor of the central bank, other senior
officials, representatives of labor and business organizations, private-sector
analysts, and academics. Advisor to the Executive Director Mr. Gulbranson
participated in the meetings.

Norway has accepted the obligations of Article VIII, Sections 2, 3, and 4, of the
Articles of Agreement, Tts payment system is free of restrictions on current
transactions. Norway subscribes to the Special Data Dissemination Standard,
and its economic statistics are satisfactory for surveillance purposes. Norway is
a member of the European Economic Area, which provides for free movement
of goods, services, labor, and capital with the European Union.

A minority coalition was formed in September 2001. National elections are
scheduled for 2005.

The authorities intend to publish this report.
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I. BACKGROUND

1. At the time of the last consultation, concluded on March 7, 2003 (on a lapse of time
basis), Directors supported the authorities’ commitment to low inflation and the policy of
investing the bulk of oil revenues abroad (PIN 03/34). They welcomed the easing of
monetary policy in light of weakening economic activity, while urging wage restraint. They
noted the importance of preserving the credibility of the fiscal rule and cautioned against
slippages. In view of population aging, they recommended pension reforms. Directors
welcomed initiatives to enhance labor supply, while arguing for further reforms.

2. The Norwegian economy performed strongly through the 1990s. Following a
financial crisis at the beginning of the decade, several years of strong output growth resulted
in rising employment and falling unemployment rates (Figure 1). However, the tightening of
the labor market eventually began to put pressure on wages, gradually increasing inflation
and eroding international competitiveness (Figure 2).

3. Petroleum revenues ensure medium-term fiscal and external sustainability.
Petroleum (oil and gas) exports have bolstered the trade balance (Figure 3), and will ensure a
healthy current account surplus for several years to come. Fiscal surpluses also rose during
the decade, driven largely by petroleum revenue (Figure 4). At the same time, the policy of
saving the bulk of this revenue has fed the rapidly growing Government Petroleum Fund
(GPF). The structure and management of the GPF, which is invested in bonds and equities
overseas, are considered among the best in the world. *

4. In 2001, the authorities reformed the monetary and fiscal policy frameworks.
Monetary policy had been based on nominal exchange-rate stabilization, but this became
more difficult to execute as the 1990s wore on. In 2001, inflation targeting was adopted
instead. Under this framework, the independent central bank (Norges Bank) has an
operational target of core inflation (the consumer price index excluding the effects of direct
taxes, excises, and extraordinary temporary disturbances) of 2.5 percent, normalily within two
years.2 Regarding fiscal policy, political pressures to spend more petroleum revenue
intensified (indeed, they remain strong). The fiscal rule, also adopted in 2001, was meant to
allow some use of this revenue, while preserving the capital of the GPF. Accordingly, it
provides that structural non-oil central government budget deficits should not exceed the
long-term real return on the GPF, assumed to be 4 percent. Guidelines allow transitory
deviations from this rule over the business cycle, and in the event of extraordinary changes in
the value of the GPF.

! For a discussion of the operation of the GPF, see Martin Skancke, “Fiscal policy and
petroleum fund management in Norway”, in Fiscal Policy Formulation and Implementation
in Oil-Producing Countries {(IMF, 2003).

? See Jarkko Soikkeli, “The inflation targeting framework in Norway”, IMF working paper
02/184.
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Figure 1. Norway: Cyclical Indicators

The slowdown and expected recovery mirror
developments in the EU.

The negative output gap is expected to persist
next year.
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Figure 2. Norway: Wage and Pricc Developments

Wage growth in Norway has owtpaced that of the EU for several years in a row...
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Figure 3. Norway: The Petroleum Sector and External Balance

The production and exportation of ol have risen to peak levels...
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Figure 4. Norway: Public Finances

Norway's large fiscal surpluses...

wcompare well with the EU.
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5. In 2003, domestic and external factors slowed real GDP growth to an estimated
0.5 percent. Norges Bank held its policy rate near 7 percent until very late in 2002,
maintaining a tight stance longer than other central banks did (Figure 5). The decision to keep
rates high, which was criticized in Norway but supported by the staff in last year’s report, was
motivated by surprisingly strong wage growth in mid-2002 and the fiscal stimulus in place.
This monetary stance widened interest differentials with respect to other countries. This
premium, along with the prospect of fiscal crowding out, resulted in a significant appreciation
of the krone in 2002, which squeezed exporting and import-competing industries (the
exposed sector). The macroeconomic effects of these factors were reinforced by continuing
weakness in global economic activity. As a result, while household consumption held up, in
part because past rises in house prices had boosted wealth, business investment and, to a
lesser degree, non-oil exports fell (Tables 1 and 2).

6. With inflationary pressures waning, Norges Bank cut interest rates aggressively.
As activity weakened, the unemployment rate rose and wage growth began to fall. Core
inflation also eased, due in large part to falling import prices, and stood at only 0.1 percent in
January (year-on-year). Beginning in late 2002, NB cut its intervention rate in several steps,
to 2 percent by end-January 2004, well below levels considered cyclically neutral. As a result,
the interest rate differential with the euro area narrowed sharply, contributing to a reversal of
the exchange-rate appreciation; following the cut in late January, the krone fell to a five-year
low against the euro.

7. The non-oil fiscal position has deteriorated somewhat over the past two years,

only partly reflecting the cycle (Tables 3 and 4). The central

government non-oil balance deteriorated sharply in 2002, partly Norway: Implementation of 2003 Budget
due to cyclical factors but also to a one-time transaction with (Percen; of mainland GOP)

local governments. The central government non-oil deficit Initial budget Proj. outtum
narrowed somewhat to an estimated 4.7 percent of mainland Total revenue 576 55.4
GDP in 2003, but it substantially exceeded the budget estimate O o I
(text table). The fiscal stance has recently been somewhat Total exponditure 55 12
expansionary, with a cumulative rise in the central and general oil 13 16
government non-oil structural deficits of just over 1 percent of N 4.2 .6
mainland GDP during 2002-03.> e s Y bl

Source: Ministry of Finance, and IMF slall,

* The central government structural balance is used for the purposes of the fiscal rule. It is
produced by the authorities and excludes both cyclical factors and extraordinary items. The
general government cyclically adjusted balances account for only cyclical factors, and the
authorities and staff use different adjustment methods.
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Figure 5. Norway: Monetary Conditions

Policy interest rates were cut sharply in Norway

since late 2062... reducing differentials with the euro area...
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II. PoLiCY DISCUSSIONS

8. Discussions covered the short-term outlook and policy options, the monetary and
fiscal policy frameworks, aging and long-term fiscal sustainability, and structural
reform. Norwegian monetary and fiscal policy have been broadly consistent with Fund
recommendations (Box 1), though the mission suggested measures to strengthen both. While
oil and gas revenues ensure a very strong medium-term fiscal position, the authorities and
staff agreed that fiscal prudence and pension reform would be required to meet the cost of
population aging. The Norwegian labor market performs well by international comparison,
but social programs have been enlarged over the years, and recent increases in some of them
may threaten labor supply.

Box 1. Policy Recommendations and Implementation

Consistent with Fund recommendations, and in light of falling core inflation and easing
wage pressures, Norges Bank cut interest rates aggressively through 2003, Three
suggestions by staff—regular appearances by the central bank governor before
parliament, an improved mechanism for selecting Norges Bank board members, and
periodic outside policy reviews—were implemented. However, Directors’
recommendation to remove the reference to the international value of the krone in the
regulation on monetary policy has not been implemented.

The authorities have continued their efforts to adhere to the fiscal rule which limits the
structural non-oil central government budget deficit to 4 percent of the GPF, but have
not yet succeeded. The 2004 budget projected the rule would not be met until 2009.
The policy of further tax cuts remains, but the multi-year spending ceilings
recommended by Directors are not under consideration. The report of the Pension
Commission in January, 2004 begins a process which, if carried through, would be
consistent with Directors’ recommendations for significant pension reform.

The authorities are pursuing a gradualist and consensual approach to labor market
reform, and have not yet taken decisive action to contain the rapidly growing sick leave
and disability programs.
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A. Short-term Outlook and Policies

9. The mission agreed with the authorities that prospects for a recovery in 2004
were good. The substantial easing of monetary conditions in 2003 was beginning to stimulate
household consumption, and a recent survey indicated relatively strong investment intentions.
On the external side, it seemed increasingly likely that the world economy would turn the
corner. Accordingly, the staff projects real mainland GDP growth of 2% percent in 2004,
somewhat above its estimate of potential growth of 2'4 percent and the 2004 budget
assumption of 2.6 percent.* Moreover, with inflation expected to rise only gradually—staff
projects headline inflation of 1% percent in 2004—the preconditions seemed in place for a
sustained expansion.

10.  The projection was viewed as balanced, but carried risks. Both world growth and
the exchange rate could prove different from current expectations, with important effects on
the exposed sector. The authorities expressed concern that past rises in house prices and
associated high growth in household borrowing had created a risk of a correction. If it
occurred, consumption would be cut and firms’ balance sheets weakened, with adverse
repercussions on investment and the financial system. The staff raised the risk that a tighter
labor market produced by the upswing might lead to rising wage increases, forcing Norges
Bank to tighten its stance. This risk was mitigated, however, by the apparent willingness of
the social partners to reach a moderate settlement in the upcoming negotiations for 2004-05.

11.  The financial system has weathered the downturn, though with some weakening
of profitability. Banking profits had fallen somewhat, reflecting higher loan-loss provisions,
but capital ratios and return-on-equity remained satisfactory (Figure 6). Some debtors,
notably the fish farming industry, had come under stress, but the authorities saw no systemic
concerns. The financial system is highly exposed to residential mortgages but these carry a
low default risk. Indeed, studies conducted by the financial supervisor to assess the effects of
Basel II concluded that the concentration in mortgage lending would imply an improved
position for Norwegian banks, relative to current rules. The merger of two large banks had
been approved by the relevant authorities, which considered, among other things, that
financial stability considerations were not a major obstacle to the merger. An FSAP is
scheduled to conclude at the time of the next Article TV consultation.

* The February Consensus Forecast is 3.0 percent growth of real mainland GDP.
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Figure 6. Norway: Indicators of Financial Sector Health
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12, Regarding monetary policy, it was agreed that the tight conditions in 2002 had
wrung inflationary pressures out of the system, although late in 2003 it appeared the
inflation target was being undershot. At least partly in response to NB’s policy, the social
partners had adopted a realistic stance on the upcoming wage negotiations for 2004-05, and
the traditional bargaining pattern (with the exposed sector, which is most concerned about
competitiveness issues, taking the lead in negotiations) appeared to have been reasserted.
Taylor rules prepared by the staff suggest the monetary stance in 2002 was appropriate given
the inflation projections of the time, but too tight ex post, in view of the surprisingly weak
inflation outturn (Figure 7). The sharp fall in core inflation was concentrated in imported
goods, and the authorities pointed out that world prices for many goods had been depressed.
There was also agreement that the inflation decline reflected the lagged pass-through effect of
the earlier appreciation of the krone. To this extent, the decline should be transitory, and
inflation might be temporarily pushed up in 2004 due to the subsequent depreciation;
however, this has yet to appear in the data through January 2004,

13.  The mission endorsed the authorities’ policy of maintaining accommodative
monetary conditions for the time being. The absence of indications of a rise in underlying
inflation and the tentative nature of the recovery argued for such a policy. There was
agreement, however, that current very low rates would have to be increased as the expansion
took hold. The authorities acknowledged the possibility that these rates, if maintained too
long, might feed a house-price bubble. At the same time, they noted that interest rate
developments in the United States and the euro area could have a considerable impact on the
krone. The mission argued that an appreciation of the krone, if it occurred, would be part of
the transmission mechanism and should be taken into account to the extent it affected
progress in achieving the inflation target.

14. Turning to fiscal policy, the 2004 budget is again expected to result in an
increase in the central government non-oil deficit of about % percent of GDP, further
undermining fiscal credibility (Box 2). The general government non-oil deficit would rise
by about 0.7 percent of GDP and, since growth is projected at somewhat above potential
rates, the corresponding cyclically adjusted non-oil deficit would rise by more. Regarding the
central government budget, the authorities argued that the composition of spending and
revenue changes, and the different multipliers attached to each, implied no net fiscal
stimulus. The mission felt that a structural deterioration was nonetheless unwarranted during
an expected recovery. More importantly, this slippage implied the gap between the deficit and
the fiscal rule would not be narrowed, undermining medium-term fiscal credibility, an issue
discussed below.
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Figure 7. Norway: Actual and Taylor Rule Based Interest Rates
(In percent)

Ex post, Norges Bank was slow to reduce interest rates in 2002 ...
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B. The Monetary Policy Framework

15. The authorities reported that the flexible inflation targeting framework was
operating successfully. The two-year horizon anchored medium-term expectations, while
allowing policymakers to reduce unnecessary short-term volatility in output and the exchange
rate. They noted that this horizon could be shortened or extended if warranted by
extraordinary circumstances. They also pointed out that exchange-rate volatility had been
lower in Norway than in other inflation-targeting countries, although the mission argued that
this might reflect different shocks, rather than intrinsic stability. For example, since inflation
had been well contained even under the old policy framework, Norway’s monetary policy had
yet to be severely tested.

Box 2, The 2004 Budget

The non-cil deficit is expected to rise by 0.5 percent of mainland GDP in 2004, reflecting
additional spending. The expenditure ratio is projected to increase by 1.5 percent of mainland
GDP, boosted by transfers to firms, capital expenditure, rising wage costs, and transfers to
households due to higher unemployment. A number of relatively small tax cuts (reduction of the
tax on the imputed income of owner-occupied housing, lower day-care fees, and a temporary
exemption of firms from the electricity tax) are also in the budget. However, the revenue effect
of these measures will be more than offset by stronger GDP growth and by increases in alcohol
and tobacco excises. The overall surplus is expected to fall by 2.8 percentage points of mainland
GDP, mostly reflecting declines in petroleum revenues due to lower projected krone prices.

The budget implies a moderately expansionary stance. While growth is projected to be
somewhat above potential in 2004, the structural non-oil deficit (which is used for assessing the
fiscal rule) is projected to rise from 3.3 percent to 3.9 percent of trend mainland GDP.

Norway: Central Government Fiscal Accounts

(In. pereent of mainland GDP)

Est. Proj.

2000 2001 2002 2003 2004

Revenue 1/ 58.4 652 57.2 55.8 53.5
Expenditure 1/ 44.5 445 48.4 47.2 47.7
Balance 139 2018 8.9 8.6 5.8
of which : non-oil balance -0.7 -0.1 -5.2 -4.7 -5.2
Structural non-oil balance 2/ -2.2 2.4 3.0 -3.3 -3.9
Net assets 3/ 60.6 71.8 72,6 76.5 82.0

Source: Ministry of Finance

1/ Budget definition. Ministry of Finance estimates and projections.
2/ Pergent of trend mainland GDP. Adjusted for cyclical effects and extraordinary items.
3/ Percent of GDYP.
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16. Three recent institutional reforms to strengthen monetary policy oversight and
formulation were welcomed by the mission. First, the governor of the NB is to periodically
appear before parliament; his first appearance, judged very successful, was during the
mission team’s visit to Oslo. Second, a new procedure to choose central bank board members
was instituted as of January, 2004 to ensure a more independent and less political board. And
third, monetary policy is now subject to regular review by outside experts.

17.  As was the case last year, the mission was concerned that the reference to the
external stability of the krone in the regulation on monetary policy risked confusing
markets (Box 3). The authorities interpret this reference to mean that inflation targeting
fosters medium-term exchange-rate stability. Nevertheless, some outside observers (including
business and labor economists, and academics), appeared to perceive a greater sensitivity to
the exchange rate on the part of Norges Bank in the wake of the 2002 appreciation. The
mission, arguing that this situation could result in misinterpretation of central bank actions or
in undue difficulty in communicating policy to markets, reiterated its advice to remove the
exchange rate reference. The authorities, however, did not favor opening up the regulation,
since doing so might itself cause confusion, especially as they believed that markets
understood the framework.

Box 3. The Regulation on Monetary Policy

The following is the text of Section 1 of the regulation adopted by parliament in 2001
governing the inflation targeting framework:

“Monetary policy shall be aimed at stability in the Norwegian krone’s national and
international value, contributing to stable expectations concerning exchange rate
developments. At the same time, monetary policy shall underpin fiscal policy by
contributing to stable developments in output and employment.

Norges Bank is responsible for the implementation of monetary policy.

Norges Bank’s implementation of monetary policy shall, in accordance with the first
paragraph, be oriented towards low and stable inflation. The operational target of
monetary policy shall be annual consumer price inflation of approximately 2Y; percent
over time.

In general, the direct effects on consumer prices resulting from change in interest rates,
taxes, excise duties and extraordinary temporary disturbances shall not be taken into
account.”
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C. Medium and Long-term Fiscal Policy

18. The short and medium-term budgetary outlook is to be governed in part by the
2001 fiscal guidelines, but the key rule limiting deficits has not been adhered to. Central
government non-oil structural deficits exceeded 4 percent of the GPF in both 2002 and 2003
(see text chart). Moreover, the budget does not anticipate the fiscal rule being met until 2009.
The authorities noted that deviation from the rule was permitted by the significant slowdown
in cconomic growth and the collapse in Norsay: Central Government Deficit, 2002-09
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19. The planned tax reform in 2005 may add further to fiscal pressures, heightening
the need for expenditure control. Specific measures have not been announced, but the
authorities will be guided by the recommendations of a high-level commission, which are
designed to improve economic efficiency.” The authorities noted, however, that one
recommendation, to raise property taxes, would be politically difficult. The mission felt that
property taxation should be raised to finance cuts elsewhere. It is likely that the reform,
regardless of the exact measures, would result in a net revenue loss of perhaps 0.6 percent of
GD?P (although no decision had been taken). This would be broadly in line with past
government commitments to reduce the tax burden, an objective supported by the mission.
However, the mission also stressed that strict spending discipline would be needed to square
further tax cuts with a return to the fiscal rule.

® Two key recommendations are: reduce opportunities for tax arbitrage by lowering marginal
labor tax rates and imposing the normal tax rate on dividends and capital gains on shares to
the extent it exceeds a risk-free rate of return; and focus on less mobile tax bases by
climinating the wealth tax and raising real property taxes (which are relatively low in Norway
in comparison with other capital taxes and by international comparison).
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20. In view of these developments, the mission underscored the advantages of
buttressing the fiscal framework with explicit multiyear spending ceilings and foregoing
discretionary fiscal policy. Similar rules have been adopted by the Netherlands, Sweden,
and the United Kingdom. Multi-year spending ceilings would complement the current rule,
which focuses on deficits. Eschewing discretionary countercyclical policy, while continuing
to use the automatic stabilizers, would avoid possible conflicts with the inflation targeting
framework. Otherwise, the central bank might have to offset discretionary fiscal action in .
order to achieve the inflation target. In the case of a fiscal expansion, the result could be an
undesirable policy mix of loose fiscal and tight monetary conditions. The authorities noted
that the government had already announced a policy of holding spending growth to that of
mainland GDP, and argued that because discretionary policy might prove necessary such a
fiscal framework could prove unduly restrictive.

21.  The authorities and the mission agreed that the effect of population aging on
pension spending was the dominant long-term fiscal issue. Age-related spending is
projected to rise by more than in almost any other advanced economy, which points to the
need for both fiscal restraint and pension reform. ® The projected growth in spending does not
reflect relatively adverse demographics, but rather a system that is both quite generous and
still maturing. As a consequence, in the absence of tax increases or program reform, the long-
term fiscal situation is unsustainable, even though Norway has the advantage of the large
petroleum fund (Appendix I). Indeed, the authorities noted that the existence of the GPF had
led to excessive public complacency regarding the pension problem.

22. A high-level Pension Commission recently recommended important reforms to
the old-age pension program. ’ The report, transmitted to the government on January 13,
projects spending on old-age pensions alone to rise from the current 5.9 percent of GDP to
15.2 percent of GDP in 2050, under current rules. The package of reforms is designed to
improve work incentives, notably by having benefits accrue with age, even after 67, the
minimum age of eligibility. Crucially, a number of recommendations would reduce
expenditure growth: to index pensions to a simple average of wages and prices, rather than
wages; relate benefits to average lifetime earnings, rather than the best 20 years; and reduce
payments as life expectancy at 67 rises. And two recommendations would strengthen long-
term fiscal discipline: to incorporate the GPF into a formal pension fund; and institute a new
fiscal rule forbidding increases in the remaining unfunded pension liability.

® Chapter IV of the OECD Economic Qutlook No. 69 (2001) compares aging costs across
countries. Although Norway is classified as a “slower aging” country, the increases (in
percentage points of GDP between 2000 and 2050) in old-age related and pension spending
are the highest of the countries studied.

7 See http://www.pensionsreform.no. See http://www.pensjonsrcform.no/english.asp for an
extensive English summary.
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23.  In preliminary discussions (before the commission report had been finalized) the
mission supported the thrust of the reforms, but noted that they alone did not ensure
fiscal sustainability. Initiatives to improve incentives to stay in work and to reduce projected
costs would surely prove helpful. Staff was especially concerned that political pressures
would result in the capital of the GPF being spent, weakening long-term public finances and
intensifying medium-term upward pressure on the real exchange rate; policies to protect the
GPF were therefore welcomed. Nevertheless, the projected savings from the commission’s
recommendations would not altogether close the financing gap, a point also noted by the
authorities. ® Thus, further pension reform, compression of other spending, or future tax
increases (which would be undesirable given the already high tax burden) will be needed.
The mission argued that the second option would require tight control of social spending, a
policy which would alsc prove important to secure continued strong labor market
performance.

D. Structural Issues

24.  The Norwegian labor market is characterized by high employment rates and low
unemployment rates, though aspects of the welfare system are increasingly seen as
impediments to labor supply. Social transfers are substantial and have grown in the past
couple of decades, in part thanks to oil wealth (Figure 8). ° Recently, rising enrollment in the
sickness and disability programs have been of increasing concern, both from a budgetary
perspective and because it could begin to cut into labor supply. A tripartite agreement
(between employers, unions, and the government) had been put in place to stem this trend.
The number of beneficiaries has nevertheless continued to grow, although as labor
representatives pointed out the rate of increase slowed. Despite these negative results the
agreement has been extended. The disability scheme has been separated into a temporary
disability benefit and a permanent pension, which could result in better control of inflows,
and efforts have been made to move people from sickness to training programs. The mission

¥ The commission estimates its proposals would reduce the projected nearly 10 percentage
point of GDP increase in old-age pension spending between now and 2050, to about 7
percentage points of GDP. The GPF might yield 3 or 4 percentage points of GDP in
permanent revenue, above what is being spent today. Such figures depend on estimates of its
ultimate size, which are very uncertain, and adherence to the 4 percent fiscal rule. This would
leave some 3 or 4 percentage points of GDP to be covered by other means.

s According to the OECD summary measure of benefit entitlements, Norway was the fourth
most generous country in the OECD in 1999 (OECD, Benefits and Wages, 2002). However,
because benefits are more highly taxed in Norway than in some other countries (such as the
United Kingdom or the United States), differences in net benefits may be less than those in
gross benefits. See Willem Adema, “Net Social Expenditure, Second Edition”, OECD Labor
Market and Social Policy Occasional Paper 52 (2001).
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Figure 8. Public Social Expenditire 1980-1998 1/
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argued, however, that stricter administrative procedures and, especially, a reduction in the
generosity of these programs would probably be needed to roll back the take-up of these
programs.

25. A number of reforms have recently been introduced to improve labor markets.
Active labor market programs have become somewhat more widely used. In 2003, the
maximum unemployment benefit duration and replacement rate were reduced, the waiting
period before receiving benefits has been mcreased (though only to 5 days), and rules for
temporary workers and others with weak labor-force attachment have been tightened. The
vocational rehabilitation scheme, another program experiencing rapid growth, has been
tightened in several respects. Caps on overtime have been eased. And proposals to liberalize
fixed-term contracts, rejected by parliament in 2003, are being assessed by a tnpartite
commission.

26. Regarding product markets, reform is also underway, particularly regarding
regulation. Public ownership is still substantial in Norway-—about 40 percent of the value of
the Oslo stock exchange is in public hands. Parliament authorized a reduction in state
ownership of Statoil, currently 81.8 percent, to 67 percent, and there were a few
privatizations of smaller enterprises last year. Also, the so-called statutory companies lost the
benefit of state guarantees for debt incurred after 2002. Based on proposals in a 2003 white
paper, regulators and supervisors (“tilsyn”) will have increased autonomy, although
parliament delayed consideration of a proposal for independent appeal bodies (currently,
appeals are to the ministry concerned) until 2005. Finally, competition law is to be
strengthened in several respects, to remain consistent with practice in the EU, which is about
to devolve considerable competence in this area to the national level.

27.  Regarding trade policy, the authorities reported that policies remain largely
unchanged from previous years. A priority is to restart WTO negotiations, and they support
the inclusion of investment and competition rules. While the authorities accept the
importance of agricultural trade to many developing countries, Norwegian tariffs are likely to
remain high, in order to meet the social goal of support to sparsely populated regions of the
country. However, some “nuisance” tariffs on agricultural products were dropped; also
certain textile and clothing tariffs were lowered. Norway is also pursuing increased market
access through EFTA. Norway had intended to extend free movement of workers to the new
countries joining the EU, but the government announced in early February that it was
considering some restrictions for an interim period in light of decisions in other countries.
Norway has deposed all relevant documents with regard to the OECD’s anti-bribery
agreement, and in 2003 passed legislation toughening the treatment of bribery of foreign

' Sickness benefits, for example, are the most generous among developed countries, with a
gross replacement rate of 100 percent for up to 52 weeks.
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public officials. Finally, overseas development aid was 0.94 percent of GNP in 2003, well
above the United Nations target of 0.7 percent of GNP. The goal is to raise this figure to 1
percent of GNP.

IIl. STAFF APPRAISAL

28. A strong macroeconomic policy framework has underpinned enviable prosperity
and a high degree of social equity in Norway. Real incomes are among the highest in the
world; employment is high and unemployment low; and petroleum revenues ensure large
current account and fiscal surpluses for several years to come. The key challenges facing
policymakers are to continue to pursue strong monetary and fiscal policies, and to implement
initiatives as soon as possible to ensure long-run fiscal solvency and continued good labor-
market performance.

29. After a sharp slowdown in 2003, the prospects for an economic recovery are
promising. Activity slowed last year due to weak external demand and—against a backdrop
of strong wage growth and possibility of further fiscal expansion—tight monetary conditions
in 2002. As inflation pressures eased significantly, the central bank cut interest rates
aggressively, and appropriately, through 2003. These interest rate cuts also helped to reverse
the krone appreciation which, together with the improving world economic outlook, should
boost exports.

30.  The accommodative monetary stance is appropriate for the time being. Core
inflation is well below the 2.5 percent target, and the upcoming round of wage negotiations is
likely to produce a moderate settlement. As the recovery takes hold, however, interest rates
will have to move toward a more neutral stance. A sustained expansion will depend on the
social partners contributing to a benign inflation ocutlook, with continued wage moderation
being key. In addition, a prudent fiscal policy that preserves the credibility of the fiscal
guidelines will help to forestall pressures for a real exchange rate appreciation that would
damage the exposed sector, Finally, recent movements in the nominal exchange rate are
likely to continue to pass through into inflation, and careful judgment will be required to
ensure a monetary stance consistent with achieving the two-year-ahead inflation target.

31. Against the backdrop of strengthening economic activity, policy makers face a
number of medium-term challenges. Control of both spending and the non-oil deficit is the
key to a strong fiscal position, and measures need to be taken soon to reform pensions. The
monetary policy framework has been strengthened by recent institutional changes, although
the mandate should be clarified. On the structural side, strong labor market performance
would be bolstered by ensuring adequate work incentives, and productivity enhanced by
promoting dynamic product markets able to exploit new opportunities.

32. Despite the adoption of fiscal guidelines and efforts to control non-oil deficits,
the structural budget position is expected to deteriorate again in 2004. The expected
widening of the non-oil central government structural balance implies a further deviation
from the fiscal rule. This development, and the fact that the rule has never been met, risks
weakening fiscal credibility. It would therefore be important to take advantage of the coming
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economic expansion to achieve the rule significantly sooner than now envisaged. In addition,
tax reforms to be proposed next year seem likely to reduce revenues and thus need to be
coupled with spending restraint to avoid further fiscal deterioration.

33.  Thereis scope to buttress the fiscal guidelines. Consideration should be given to
introducing a binding expenditure rule, as have a number of other countries, with a view to
ensuring room for desirable tax cuts consistent with the current rule governing the non-oil
central government deficit. The antomatic stabilizers should continue to operate, but
discretionary countercyclical policy should be foregone. This would reduce the temptation for
asymmetric policies that would, over time, enlarge the deficit. In any case, with inflation
targeting, discretionary fiscal expansion would tend to be offset by monetary policy.

34, The rise in pension costs as the population ages is the most important long-term
fiscal policy issue facing Norway. The recent report of the Pension Commission contains
many welcome recommendations which, after discussion and refinement, should be
implemented quickly. As a first step, the fact that future pension payments depend in part on
the petroleum fund should be made explicit by formally linking the two, as the Commission
has suggested.

35. The petroleum fund will not be enongh to meet these costs. Thus, spending
containment will also be necessary. Price, rather than wage, indexation of benefits, linking
eligibility or benefits to increases in life expectancy; broadening the base of the benefit
calculation to lifetime earnings; and enhancing incentives to stay in work will all contribute
to bolstering the public finances in the long-term. Even these measures, however, are unlikely
ensure long-run sustainability, and further pension reform or measures to compress other
spending should be considered as soon as possible.

36.  In sum, both recent and prospective long-run developments point to the need for
a stronger framework to achieve the necessary fiscal consolidation.

37.  The flexible inflation targeting framework is well suited to the small, open
Norwegian economy. Recent reforms will further strengthen policy formulation and
implementation. Regular hearings before parliament with the governor of Norges Bank will
increase monetary policy transparency, and are particularly appropriate in an inflation
targeting framework, since the central bank is given considerable autonomy and
responsibility to pursue the target. The new procedure for choosing bank board members will
enhance independence and expertise at the highest policy making levels. And regular outside
policy reviews will promote best practices. However, to clarify markets’ perceptions of policy
objectives, the reference to exchange rate stability should be removed from the regulation.

38. The financial sector appears to have dealt well with the economic downturn.
Higher loan losses have reduced profits, but the overall health of the banking sector remains
strong. An abrupt decline in house prices, should it occur, would hurt aggregate demand and
thus raise losses on business loans, but would not threaten the banking system directly given
low default rates on mortgages. Looking forward, the Basel II capital requirements will
improve the financial position of Norwegian banks but, since capital requirements will
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generally be leaner, both financial institutions and supervisors will have to exercise close
oversight of risks.

39.  Norwegian labor markets perform very well by international comparison, and
the challenge will be to maintain, and even improve, this sitnation in the years ahead. Of
immediate concern is the rapid uptake of sickness and disability benefits, which erodes labor
supply and is costly to the budget. Recent reforms of the disability and rehabilitation schemes
are welcome, but these measures will probably have to be bolstered by tighter administrative
controls and, to reduce incentives to enter the programs, lower replacement rates. Norway has
one of the lowest average working hours among advanced economies. While to some extent
this reflects individual choice, high labor tax rates pose a significant disincentive to work
longer hours. Substantial cuts in tax rates thus hold some promise of further raising labor
supply, but need to be accompanied by appropriate spending control.

40.  Dynamic product markets will be the key to strong long-term productivity
growth. The government can contribute by ensuring an efficient and neutral tax system, and
the recommendations of the tax commission provide a map for the way forward. Reducing
tax arbitrage possibilities and raising the currently low tax rates on property would improve
the tax structure. Streamlining the regulatory framework is an important priority, and recent
progress in this area is welcome. Supervisory agencies are gaining greater operational
independence and their roles are being clarified. Further reduction in the government’s large
ownership position in the economy would be desirable.

41.  Norway’s economic statistics are adequate for surveillance purposes. Coverage,
quality, and timeliness are satisfactory. As well as the usual economic and fiscal statistics, the
authorities publish comprehensive information on the GPF, including asset composition and
investment performance. A Report on the Observance of Standards and Codes (ROSC)
regarding data was published in July, 2003 (Country Report No. 03/207).

42. Policies regarding international trade are generally commendable, apart from
the agricultural sector. Norway’s strong support of multilateral trade negotiations is
welcome. Again, however, high protection of agriculture 1s a weak point that should be
addressed, preferably by meeting the social goals of the policy in a way that does not distort
trade. Norway’s high level of development assistance 1s commendable, as is the intention to
raise it to 1 percent of GNP,

43.  Itis proposed that the next Article IV consultation be held on the standard 12-month
cycle.
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Table 1. Norway: Selected Economic Indicators

2000 2001 2002 20031/ 2004 1/
Annual percent change

Private consumption 3.6 2.6 3.6 2.3 3.8
Public consumption 1.3 2.7 3.2 1.5 2.0
Gross fixed investment -3.6 -4.2 -3.6 0.8 1.8
Export of goods and services 4.0 4.1 -0.5 1.1 27
Gf which: Oil and gas 5.0 5.2 0.2 1.0 0.6
Import of goods and services 2.7 0.9 1.7 4.5 4.0
GDP 2.8 1.9 1.0 0.6 23
Mainland GDP 2/ 2.5 1.7 1.3 0.5 2.8
Unemployment 3.4 3.6 3.9 4.6 4.6
Consumer prices 31 3.0 1.3 2.5 1.3
Wages 5.0 5.5 6.0 4.9 4.5

Nominal effective exchange rate -2.8 2.9 8.8 -2.2

Broad money, M2 9.2 8.6 8.2 1.9

Domestic credit 12.4 9.8 8.9 7.4

Three-month interbank rate 3/ 6.7 7.2 6.9 4.1

Ten-year government bond yield 3/ 6.2 6.2 0.4 5.0

(In percent of mainland GDP)

Central government

Revenues 58.4 65.2 57.2 55.8 53.5
Expenditures 44.5 44,5 48.4 47.2 477
Overall balance 13.9 20.8 3.9 8.6 5.8
General government financial balance 20.0 18.0 11.6 11.7 8.2
Current account balance 15.6 15.6 132 12.6 12.7

Sources: Ministry of Finance; Norges Bank; Statistics Norway;
International Financial Statistics; and IMF siafT estimatcs.

1/ Staff estimates and projections as of February 2004.
2/ Excludes items related to petroleum exploitation and ocean shipping.
3/ Period average, in percent.
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Table 2. Notway: External Indicators
(In billions of U.S. dollars, unfess otherwise indicated)

2000 2001 2002 2003 2004 2003 2006 2007 2008

Projections
Balance of payments
Goaods and services
Exports 719 77.6 79.0 90.3 99.7 969 4.4 94.4 94.3
Goods 60.3 59.3 59.4 68.3 74.4 70.9 68.9 6%.4 68.0
o/w: oil and natural gas 34.8 335 332 38.9 40.6 3163 348 33.9 330
Mon-factor services 17.6 18.2 19.6 22.0 253 260 25.6 26.0 26.4
Imports 49.0 48.4 52.0 61.8 69.7 709 715 73.7 75.9
Goods 34.4 333 355 399 45.0 458 46,1 47.3 49.0
Non-factor services 14.6 13.1 16.3 218 247 251 253 26.1 269
Trade balance 259 26.0 239 28.4 2%.4 25.2 28 209 190
Services balance 30 31 31 0.0 0.6 0.8 0.2 -0.2 -0.6
Balance of goods and services 289 26,2 27.0 28.4 300 26.0 23.0 207 18.4
Balance of factor payments -2.9 -2.6 -1.9 -0.7 0.3 L1 2.0 2.8 36
Current account balance 26.0 26,5 25.1 27.8 30.3 27.1 249 235 22.0
(In pereent of GDP) 15.6 15.6 13.2 12,6 12.7 11.3 10.3 2.6 8.9
MNet capital flows 3.2 -0.1 0l 0.1 -0.1 -0.1 =01 -1 -0.1
Net financial flows -13.9 -25.2 -8.2 =217 -30.2 -27.0 -24.8 -23.4 -21.9
Reserve changes -3.4 238 -4.2 0.8 0.0 [X1] 0.0 9.0 0.0
Memorandum items:
Net foreign asseis
(In percent of GDE) 29.6 41.6 511 63.5 78.2 29.6 99.9 109.5 1183
Governiment Petrolenm Fund
(In percent of GDP} 1/ 25.3 40.6 39.8 54.8 628 69.5 757 79.0 848
Nominal effective cxchange rate (1995=100) 3/ 02.8 95.5 103.9 161.6
Reul effective exchange rale {1995=100) 2/ 3/ 95.1 99.6 1079 1054

Sources: Statistics Norway; Ministry of Finance; and staff estimates,

1/ National Budget 2004 projection for end of years 2003-2004.
2/ Based on CPL.
3/ Nunibers for 2003 are for the Janvary-November period.
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Table 3. Norway: Fiscal and Monetary Indicators

(In percent of mainland GDP; official projections)

Est. Proj.
2000 2001 2002 2003 2004
Central Government 1/
Revenue 58.4 65.2 57.2 55.8 53.5
of which: oil revenue 16.8 23.1 15.4 14.9 12.6
Expenditure 44.5 44.5 48.4 47.2 477
af which : oil expenditure 2.1 2.2 1.3 1.6 1.6
Balance 13.9 20.8 8.9 8.6 3.8
of which : non-oil balance -0.7 -0.1 -5.2 -4.7 -5.2
less adjustments:
Extraordinary items 2/ 0.6 0.2 -1.8 -0.4 0.4
Cyeclical correction 3/ 2.0 2.0 -0.4 -1.1 -1.3
Structural non-oil balance -2.1 23 -2.9 232 -3.9
In percent of trend mainland GDI* 2.2 -2.4 3.0 33 -3.9
General Government 4/
Revenue 73.6 72.3 67.3 683 65.0
of which : oil revenue 19.6 18.3 15.1 159 13.1
Expenditure 53.6 54.4 5359 56.6 56.8
of which ; oil expenditure 0.0 0.0 0.0 0.0 0.0
Balance 20.0 18.0 11.6 117 8.2
of which: non-oi] balance 0.4 -0.4 -3.5 -4.2 -4.9
Cyclically-adjusted non-oil balance 5/ -1.7 -2.4 -3.1 31 -3.6
Net assets 6/ 60.6 719 72.0 70.5 82.0
Monetary Indicators:
M2 7 6.2 8.6 82 1.9
Domestic credit 7/ 12.4 5.8 89 7.4
Three-month interbank rate 8/ 6.7 7.2 6.9 4.1
Ten-year government bond yield 8/ 6.2 6.2 6.4 5.0

Sources: Ministry of Finance; Norges Bank.

1/ Budget definition. Ministry of Finance estimates and projections.

2/ Includes exceptional transactions with local government and accounting discrepancies.
3/ Includes cyclical adjustments for transfers from Norges Bank and net interest income.
4/ National accounts definition. Ministry of Finance estimates and projections.

5/ Percent of trend mainland GD¥. Adjusted for cvclical effects.

6/ Percent of GDP.

7/ End-period, percent change, national definition.

8/ Period average, in percent.
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Table 4. Norway: General Government Financial Accounts, 2000-2004

{Staff projections}
2000 2001 2002 2003 2004
Act. Act. Act. Est. Proj.
{In billions of krone)

Total revenue 810.5 841.0 8153 8305 846.1
Oil revenue 1/ 2155 2132 182.8 198.4 170.3
Non-oil revenue 595.0 027.8 632.6 652.1 675.8

Financial income 39.8 454 47.9 44.0 42,4
Tax revenue 534.6 561.4 570.9 592.4 ¢19.1
Transfers 193 19.7 12.6 144 13.1
Capital revenue 1.3 13 1.2 14 12

Total expenditure 590.5 632.3 6748 703.1 7393
Oil expenditure 0.0 0.0 0.5 0.5 0.1
Non-cil expenditure 590.5 632.3 674.2 704.6 739.2

Financial expenditure 3.7 29.2 285 28.1 269

Consumption 281.1 309.8 3325 3469 364.6

Transfers 254.4 2759 297.0 314.0 3311

Capital expenditure 233 17.4 16.3 156 16.6

Overall balance 220.0 208.7 140.6 1454 106.9

Non-oil balance 4.5 -4.5 -41.7 -52.5 -63.4
(In percent of mainland GDP)

Total revenue 73.6 723 67.5 68.8 65.4
Oil revenue 1/ 19.6 18.3 15.1 16.0 13.2
Non-vil revenue 54.0 54.0 524 327 52.3

Financial income 3.0 39 4.0 3.6 33
Tax revenue 48.5 483 47.3 479 47.9
Transfers 1.8 1.7 1.0 1.2 1.0
Capital revenue 0.1 0.1 0.1 0.1 0.1

Total expenditure 53.6 54.4 559 57.0 57.2
Oil expenditure 0.0 0.0 0.0 0.0 0.0
Non-oil expenditure 336 4.4 35.9 570 57.2

Financial expenditure 29 25 24 23 2.1
Consumption 2535 26.6 275 28.0 282
Transfers 231 237 24.6 254 256
Capital expenditure 2.1 1.5 1.3 1.3 1.3

Overall balance 20.0 18.0 11.6 11.8 83

Non-oil balance 0.4 -0.4 -35 -4.2 -4.9

Cyeclically-adjusted non-oil balance 2/ -0.7 -1.2 -3.6 3.6 4.6

Memorandum items:

Net public assets
in billions of krone §90.4 1,097.6 1,103.5 1,208.2 1,312.9
in percent of GDP 60.6 71.9 72.6 773 80.9
Nominal GDP /3 1,469.1 1,526.6 1,520.7 1,562.7 1,622.7
Nominal mainland GDP /3 1,101.5 1,162.5 1,207.1 1,237.0 1,252.9
Trend nominal mainland GDF /3 1,075.4 1,449 1,202.0 1,252.1 1,301.1
Output gap /3 24 15 0.4 -1.2 -0.6

Source: Ministry of Finance, and IMF staff calculations.

1/ Includes Government Petroleum Fund dividends .

2/ Percent of trend mainland GDP. Adjusted for cyclical effects. IMF staff estimates and projections.

3/ IMF staff estimates and projections.
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Talle 5. Norway: Indicators of External and Financial Vulnerability
(In pervent of GDP, unless otherwise indicated)

1995 1597 1994 1959 2000 2001 2002 2003
External Indicators
Exports of goods and services (annual percentage change, in U8, dollars) 15.8 0.3 -133 10.1 252 03 2.4 4.9
Imports of goods and serviees (armual percentage change, in U.8. dollars} -1.3 -27 -3.1 6.4 29 1.3 B Kk
“Terms ol Trade (annusl percentage chanpe) -1.6 1.6 9.2 12.0 27.2 2.3 3.1 -1.2
Current account balance 6.0 6.3 0.0 5.4 158 15.6 132 12,6
Capital and financial account talance =50 =33 4.3 237 -is -13.3 4.5 G2
Direct investment, ngt =17 -0.7 0.8 13 -1.6 L& -21 =21
Porifolio invesiment, net -6.1 63 -1.4 1.8 -4.7 -16,4 -12.0 =it
Central Bank intemational reserves (end of peried, in billions of U8, dollars} 26.6 214 1B.6 20.7 0.4 157 211 175
Exchange rate against US dollar (NOK, period overage) 64 71 1.5 78 23 9.0 B.G kR
Exchange rate against Curo (NOK, period average) 8.2 8.0 8.5 33 8.1 8.0 75 &0
Reul effective exchange rale (bused on CF1, annual percenlage change) -0.4 14 =23 -7 -1.4 31 L] 5.6
Financial Markets Indicators
Gross public debt (end of period) kY 275 6.2 20.8 0.0 02 202 w2
3-month T-bill yield {neminai, in percent per wunnum) 4.5 33 58 8.3 5.7 72 Tl p)
3-monrh T-bill yield {ex post real, in pervent per annum} 36 1.2 3 4.2 7 6.2 5.8 2.3
spread of 3-month T-bill vs. Germany (percentage points, end of period} 1.6 u4 2.3 3.6 2.4 a0 3.1 0.9
spread of L0-year T-hill vs. Germany (percentage poinls, end ol penod) 0.5 02 0.8 1.0 0.9 1.3 L3 0.4
General stock index (perceniage change; end of period) 308 210 258 42.3 9.8 -17.0 -8 40.3
Real estate price index (percentage change; end of period) 0.3 108 £.8 18.6 9.8 T 2.8 4.1
Credit from domestie sources (percentage change; end ol periad) 6.0 102 83 8.3 12,4 a8 8.7 14
Finaucial Sector Rlsk Indleslors
Luans to assets, commercial and savings banks (in percent} T3 311 §2.2 gl.2 8040 9.8 RO.G 7
Tier | capital ratic, conmercial banks 6 8.0 B0 2.0 7R 87 8.4 33
Tier | capital ratio, savings banks 122 11.7 1.7 1.2 1.0 1.0 11.1 0.6
Share of foreign exchange loans 1/ 49 5.4 7.2 7.1 8.6 563 78 114
Share of toreign exchange deposils 1/ 4.1 4.0 1.6 14 35 37 28 2.8
Operating profits before tax, commerical banks (in percent of average otal assets) 1.1 1.0 0.7 1.2 1.1 1.0 [k 0¥
Operating profits before $ux, savings banks (in percent of average total assets} 14 1.2 1.2 1.8 1% 1.4 12 1.4
Household debt (in percent of disposable income) 116.4 120.1 118.2 i22.3 1271 135.1 141.8
Private non-financial enterprise debt {in percent of cash surplus excluding interest expense) 366.0 3838 3520 430.0 3030 6491 4290

Sources: Norges Bank, IFS, and Fund siafl caleulations.

U/ Percent of commereisl and savings banks loans to / depusits from the private sector and municipalities,

Noylid

2003Q2
2003Q4
200303
200303
200303
200502
2003Q2
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Long-run Fiscal Projections

Norway faces long-term fiscal challenges as public pension costs rise and petroleum reserves
fall. This appendix presents scenarios of long-term fiscal dynamics assuming no change in
pension provisions (and a few selected reforms) under alternative fiscal assumptions. '' These
simulations illustrate the need for pension reform to ensure long-term fiscal sustainability.
The staff intends to analyze the authorities’ pension reforms in the wake of the work of the
Pension Commission, which reported on January 13, 2004,

Income from oil wealth, most of which goes to the Government Petroleum Fund (GPF), will
generate sizeable fiscal surpluses for the next few years, but will decline sharply after about
2010 (Figures 1 and 2, bottom panels). By contrast, spending related to population aging is
projected to rise from 7% percent of GDP today to around 18 percent of GDP by 2040.

In the absence of pension reform or other spending or tax changes (and on current projections
of petroleum revenues), the fiscal rule that the non-oil central government structural deficit
equal 4 percent of the GPF cannot be achieved. Rather, the GPF would top out in another
decade as a percent of GDP and then shrink rapidly (Figure 1).

Figure 2 illustrates a simulation in which the fiscal guideline is adhered to, but non-pension
spending falls by almost 10 percentage points of GDP by 2040 to compensate for rising
pensions.

Figure 3 illustrates the sensitivity of the analysis to alternative assumptions. An increase in
the real return on GPF assets or higher oil revenue (due to higher prices or more extraction)
would raise the GPF relative to the baseline and reduce the required adjustment to non-
pension expenditure. Pension reform that reduces the maximum pension cost ratio by about

5 percentage points of GDP, taking effect in the 2020s would dramatically reduce the
required adjustment to non-pension expenditure. Such reform could include indexing pension
benefits to prices rather than wages, reducing replacement rates, or raising the retirement age.

Figure 4 shows the use of debt, rather than non-pension spending compression, to finance
pension costs. The budget components are the same as in the bottom panel of Figure 1, but
the GPF profile is that in Figure 2. Debt explodes to make up the difference. This policy may
give the appearance of preserving the GPF, but in fact violates the 4 percent fiscal rule and
thereby allows the government’s financial position to deteriorate.

' Budget projections are used through 2004, after which the fiscal assumptions vary by
simulation. The authorities’ projections are used for future oil revenue and pension
expenditures. WEQ projections are used for GDP, trend non-oil GDP, and consumer prices
through 2008, after which potential growth is assumed to be 2.25 percent and inflation

2.5 percent. The baseline assumes a future real return on the GPF of 4 percent.
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Figure 1A. Norway: No Policy Change, 1995-2040
(Percent of GDT?)
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Figure 2A. Norway: Adhering to Fiscal Rule, 1995-2075
(Percent of GDP)
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Figure 3A. Norway: Sensitivity Analysis, 1995-2075
(Percent o[ GDP)
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Figure 4A. Norway: Debt Financing Scenario, 1995-2075
(Percent of GDP)
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NORWAY: FUND RELATIONS
(As of December 31, 2003)

I Membership Status: Joined 12/27/45; Article VIII

IL General Resources Account: SDR Million % Quota
Quota 1,671.70 100.00
Fund holdings of currency 1,002.21 59.95
Reserve position in Fund 669.50 40.05

118 SDR Department: SDR Million % Allocation
Net cumulative allocation 167.77 100.00
Holdings 22542 134.36

Iv. Outstanding Purchases and Loans:None
V. Financial Arrangements: None
VL Projected Obligations to Fund: None

VIL.  Exchange Rate Arrangement: The present exchange rate arrangement for the krone
is classified as an independent float, following the adoption of an inflation targeting regime
on March 29, 2001.

As of February 5, 2002, exchange restrictions against the Federal Republic of
Yugoslavia (Serbia/Montenegro) were limited to former President Slobodan Milosevic and
people closely affiliated with him. As of May 25, 2003, sanctions against Iraq were limited to
financial assets belonging to Saddam Hussein and his family, and members and
representatives of the former Iraqi government.

VIII. Article IV Consultation: Discussions for the 2002 Article IV Consultation were held
in Oslo, December 4-11, 2002. The Staff Report was considered by the Executive Board on
March 7, 2003.

IX.  Technical Assistance: Technical assistance missions organized by the MAE
Department were conducted in March 1997 and September 1998,

X. Resident Representative: None



Date of Latest

Observation

Date Received

Frequency of Data

Frequency of Reporting

Source of Update

Mode of Reporting
Confidentiality

Frequency of Publication

1/ Government finance figures are updated three times a year in connection with the presentation of next year’s budget proposat (early October), the final budget proposals (late November),

Norway: Core Statistical Indicators

{As of February 26, 2004)

Central Overall
Bank Reserve/ Consumer Current  Govern- External
Exchange International Balance Base Broad Interest Price Exports/ Account  ment GDP/ Debt/Debt
Rates Reserves Sheet money Maoney Rates Index Imports Balance  Balance 1/ GNP Service
Feb. 26, Jan. 2004  |Jan. 2004  |Jan. 2004  |Jan. 2004  |Feb. 26, Jan. 2004  |Dec. 2003  |Nov. 03 2002 2003 Q3 2003 Q3
2004 2004
Jan. 31, Feb. 2004 |Feb. 2004 |Feb. 2004 {Feb. 2004 |Feb. 26, Feb. 2004 (Jan. 2004 Jan. 2004 Nov. 20603  [Dec. 2003  [Jan. 2004
2004 2004
Daily Monthly Monthly Monthly Monthly Daily Monthly Monthly Monthly Annual Quarterly  |Variable
Three times
Daily Monthly Moznthly Monthly Monthly Daily Monthly Monthly Monthly a year Quarterly  [Quarterly
Norges Norges Norges Norges Norges Bank|Norges Bank{ Statistics Statistics Statistics Ministry of |Statistics Norges
Bank Bank Bank Bank Norway Norway Norway Finance Norway Bank
Elecironic  [Electronic  jElectronic  |Electronic  |Electronic  |Electronic  |Electronic  {Electronic  {Electronic  |Electronic  {Electronic  |Electronic
None None None None None None None Nane None None Noue None
Three times
Daily Monthly Monthly Monthly Monthly Daily Monthly Monthly Meonthly a year Quarterly Quarterly

and the revised budget (early May).
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1. This note provides information relevant for the Board discussion that beca