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The Government Pension Fund 2018
Meld. St. 13 (2017–2018) Report to the Storting (white paper)

Recommendations of the Ministry of Finance of 10 April 2018,
approved by the Council of State on the same day.

(Government Solberg)

1  Executive summary

The purpose of the Government Pension Fund is 
to support long-term considerations in the govern-
ment’s spending of petroleum revenues, as well as 
saving to finance pension expenditure under the 
National Insurance Scheme. The Fund’s contribu-
tion to the financing of government expenditures 
will be of particular importance as the population 
ages and government finances are subjected to 
mounting pressure. An aging population will 
mean increased expenditure on pensions, as well 
as on health and care services, while government 
revenues at the same time will be weakened as the 
result of a smaller portion of the population work-
ing and paying tax. Sound long-term management 
of our joint savings in the Government Pension 
Fund will help ensure that Norway’s petroleum 
wealth can benefit both current and future genera-
tions. 

The Government Pension Fund comprises the 
Government Pension Fund Global (GPFG) and 
the Government Pension Fund Norway (GPFN). 
The funds are managed by Norges Bank and 
Folketrygdfondet, respectively, under mandates 
laid down by the Ministry of Finance. 

The GPFG is an integral part of the fiscal bud-
get and the fiscal policy framework. The govern-
ment’s petroleum revenues are transferred to the 
GPFG in their entirety, while spending via the fiscal 
budget over time shall follow the expected real rate 
of return on the Fund (the fiscal policy guidelines). 

The Government Pension Fund is managed 
with an objective to achieve the highest possible 
return with an acceptable level of risk. Manage-
ment shall be transparent, responsible, long-term 
and cost effective. There is broad political consen-
sus that the Fund should not be used as a foreign 
policy or climate policy instrument. 

This report concerns the management of the 
GPFG and the GPFN. It includes a presentation of 
fund performance in 2017 and a comprehensive 
review of Norges Bank’s management of the 
GPFG. The report also discusses further develop-
ment of the investment strategy and the responsi-
ble management framework. 

Starting this year, the report will be named 
after the year in which it is published. The title has 
thus been changed to the Government Pension 
Fund 2018.
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The investment strategy for the Fund 

The investment strategy has been developed over 
time based on financial studies, practical experi-
ence and thorough assessments. Important strate-
gic choices have been endorsed by the Storting 
(Parliament). This contributes to the sustainabil-
ity of the chosen long-term strategy, also in peri-
ods of financial market turbulence.

The investment strategies for the GPFG and 
GPFN are set out in the management mandates 
for the funds, as laid down by the Ministry of 
Finance, with, inter alia, the preferred level of risk 
being reflected in the weighting of the equity and 
fixed-income benchmarks. The equity share of the 
GPFG is being gradually increased from 62.5 per-
cent to 70 percent, in line with the Storting’s delib-
eration of last year’s report. The equity share stip-
ulated for the GPFN is 60 percent. Fixed-income 
securities account for the remainder of the bench-
mark indices. 

The investment strategy adopted for the Gov-
ernment Pension Fund is based on the premise 
that risk can by reduced by diversifying the invest-
ments across different asset classes, countries, 
sectors and companies. It is also based on the 
premise that financial markets largely are well-
functioning, thus implying that it will be difficult 
to systematically outperform the general market. 
This approach suggests that investors should 
diversify their investments broadly and seek to 
minimise asset management costs. 

Hence, the Government Pension Fund is man-
aged close to the benchmark indices defined by 
the Ministry of Finance. These benchmarks can 
be closely mimicked at a low cost. This involves 
the investments being diversified across a large 
number of individual equities and fixed-income 
securities, intended to reflect the investment 
opportunities available in international financial 
markets. For the GPFG, more than 99 percent of 
the volatility of Fund returns can be attributed to 
the benchmark index. Costs are low compared to 
those of other large funds. 

Norges Bank and Folketrygdfondet deviate 
somewhat from the benchmark indices. This 
enables the asset managers to track the bench-
marks in a cost-effective manner, as well as to 
exploit distinctive characteristics of the funds to 
outperform the benchmark indices. The Ministry 
has in the mandate for the GPFG stipulated cer-
tain requirements that also entail deviations from 
the benchmark index, including, inter alia, on 
environment-related investments. Both Norges 
Bank and Folketrygdfondet have generated 

excess return over time by deviating from the 
benchmark index. 

High returns in 2017 

2017 was a year of high returns and historically 
low volatility in global financial markets. There 
was increasing economic growth, low inflation 
and low interest rates. For last year as a whole, the 
GPFG achieved a return of 13.7 percent, mea-
sured in the currency basket of the Fund. The 
return was positive for both fixed-income securi-
ties and real estate, but highest for equities. The 
market value at the end of 2017 was 
Norwegian kroner (NOK) 8,484 billion, net of 
management costs. Measured in NOK, the mar-
ket value increased by 977 billion, predominantly 
as the result of favourable returns on the invest-
ments measured in foreign currencies.

Returns in the Nordic financial markets in 
2017 were more or less in line with those in the 
rest of the world. Measured in NOK, the return on 
the GPFN was 13.2 percent. Equities generated a 
significantly higher return than fixed-income 
securities. The market value at yearend 2017 was 
NOK 240 billion.

Norges Bank and Folketrygdfondet seek to 
generate the highest possible return, net of costs, 
within the mandates laid down by the Ministry of 
Finance. Last year, the GPFG outperformed the 
benchmark index by 0.70 percentage points, and 
the annual average excess return since 1998 has 
been 0.28 percentage points. This amounts to a 
total of about NOK 140 billion, before asset man-
agement costs. In 2017, the GPFN outperformed 
the benchmark index by 0.46 percentage points, 
and the annual average excess return since 2007 
has been 1.06 percentage points.

Measured as a proportion of assets under 
management, costs last year were 0.06 percent in 
the GPFG and 0.07 percent in the GPFN. This is 
within the limits stipulated by the Ministry of 
Finance. 

Expected return and future developments in the value 
of the Fund 

International financial markets have generated 
very high returns over the last few years. At the 
same time, volatility has been relatively low. There 
is reason to expect considerable volatility in the 
value of the Government Pension Fund over time. 
Norges Bank estimates annual expected fluctua-
tions in the value of the GPFG at yearend 2017 at 
NOK 920 billion, measured by standard deviation. 
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This implies that annual fluctuations in fund value 
are expected to exceed this amount in one out of 
three years. Any Norwegian krone exchange rate 
changes are additional to this.

The low international interest rate level 
reduces the expected return on the Government 
Pension Fund going forward. A number of observ-
ers have noted that a significant share of the inter-
est rate decline in recent years reflects structural 
changes in the world economy – thus being of a 
long-term nature. The Ministry of Finance esti-
mates the expected real rate of return on the 
GPFG over time at about 3 percent with an equity 
share of 70 percent. The actual real rate of return 
on the Fund can be significantly higher or lower 
than this, both in individual years and over longer 
periods.

Lower oil and gas revenues also mean that 
growth in the value of the Fund is expected to 
level off in coming years. Production on the Nor-
wegian continental shelf appears to have peaked, 
and oil prices have for the last few years been 
below the average over the last 10–15 years. This 
reduces the central government’s net cash flow 
from petroleum activities. For many years, petro-
leum revenue inflows have boosted the GPFG cap-
ital year by year, also in periods of negative 
returns. Going forward, it should be expected that 
developments in the value of the Fund to a greater 
extent will be determined by returns in the inter-
national financial market.

When measured in Norwegian kroner, the 
value of the Fund is also affected by developments 
in the Norwegian krone exchange rate. The 
depreciation of the Norwegian krone can, when 
taken in isolation, be estimated to have increased 
the Fund’s value by about NOK 1,000 billion since 
its inception. Most of this has happened over the 
last four years. The Norwegian krone exchange 
rate has no impact on the international purchasing 
power of the Fund.

Review of Norges Bank’s management 

The Ministry of Finance has since 2009 reviewed 
Norges Bank’s management of the GPFG at the 
beginning of each term of the Storting. The objec-
tive of such reviews is to facilitate transparency 
and insight into Norges Bank’s management of 
the Fund. This is important for inspiring confi-
dence in such management, and may serve to 
strengthen the ability to retain the commitment to 
profitable, long-term investment strategies, also 
during periods of weak performance. The Minis-
try has commissioned several external evalua-

tions as part of its review, including, inter alia, 
from an expert group and from Norges Bank.

The review in this report follows up on the 
Storting’s petition resolution for an assessment of 
costs and benefits of the various investment strat-
egies used by Norges Bank in its active manage-
ment. The Ministry of Finance measures benefits 
by excess returns and costs by the risk and man-
agement cost impact of the strategies.

The expert group has assessed the excess 
return achieved by Norges Bank relative to the 
benchmark index defined by the Ministry of 
Finance. Various models and methods have been 
used to shed light on performance. In some analy-
ses, the expert group seeks to distinguish 
between the return achieved by the asset man-
ager by taking on systematic risk and returns that 
are the result of other choices. This can provide 
insight into how performance is achieved. The 
expert group’s analyses suggest that part of the 
excess return appears to be the result of 
increased systematic risk taking. The mandate 
allows for Norges Bank to assume more or less 
risk than is inherent in the benchmark index.

An assessment of achieved performance also 
needs to take into consideration that the bench-
mark index return cannot be achieved at zero 
cost. Costs are incurred in making investments in 
line with the benchmark index; so-called passive 
management. The expert group notes that the 
return contributions of the manager should be 
measured after deduction of the extra costs asso-
ciated with active management. It is possible to 
estimate how much of the costs would also have 
been incurred under passive management and 
how much have been incurred as the result of 
Norges Bank’s deviations from the benchmark 
index, but such estimates are uncertain.

Overall, Norges Bank’s management perfor-
mance has been good. The total excess return 
over the period from January 1998 to June 2017 is 
estimated at between NOK 75 and 112 billion, 
depending on how costs are calculated. This illus-
trates the benefit of Norges Bank being able to 
deviate somewhat from the benchmark index to 
exploit the distinctive characteristics of the GPFG, 
such as size, long time horizon and low liquidity 
need. Such deviations offer scope for generating 
excess return, while at the same time enabling 
Norges Bank to handle ongoing index changes in 
a cost-effective manner.

The equity investments have generated the 
largest excess return contribution over the period 
as a whole. In terms of strategies, as measured 
over the period from 2013, the excess return has 
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predominantly been generated through external 
security selection in equity management and 
through market exposure strategies, including 
index adaptation, factor strategies and securities 
lending income. Some strategies have delivered 
small or negative overall performance contribu-
tions, including, inter alia, fixed-income invest-
ments over the period as a whole and allocation 
strategies over the sub-period from 2013. Alloca-
tion strategies include, inter alia, investments in 
countries outside the benchmark index. This gen-
eral conclusion also applies when costs and risk 
are factored in. Internal security selection has 
over the most recent period delivered an excess 
return that more or less covers the asset manage-
ment costs, but provides little financial compensa-
tion for estimated risk. 

The GPFG is invested for the long term, and 
performance needs to be evaluated over time. 
The Ministry of Finance notes, at the same time, 
that the Executive Board of Norges Bank is 
responsible for Norges Bank’s management of 
the GPFG being appropriately organised, within 
the limits stipulated by the Ministry. This also 
includes the choice of strategies, the assessment 
of the return and risk performance of such strat-
egies over different time horizons and market 
conditions, as well as transparency and reporting 
on said strategies. Based on this division of 
responsibilities, external analyses and evalua-
tions, as well as management performance as a 
whole, the Ministry is not proposing any change 
to the limit on deviations from the benchmark 
index in this report.

The expert group recommends more transpar-
ency in the determination and implementation of 
Norges Bank’s internal benchmark indices. This 
will provide more insight into the performance of 
the various strategies, the exploitation of risk lim-
its, the apportionment of costs and the asset man-
agement incentives. The Ministry will follow up 
on this in its dialogue with Norges Bank.

As part of the review of Norges Bank’s man-
agement, the consultancy firm Inflection Point 
Capital Management (IPCM) prepared a report 
on global responsible investment best practices. 
This is an evolving field, but with major differ-
ences between investors in their commitment and 
approach to such issues. The consultancy report 
provides a useful overview and shows that respon-
sible investment needs to be tailored to the pur-
pose, size and political context of each fund. IPCM 
believes that there is not one joint approach, and 
highlights a set of best practice characteristics. 
The Ministry is of the view that these characteris-

tics are largely reflected in the responsible invest-
ment practices of the GPFG. 

Larger equity share and more risk taking in listed 
markets for the GPFG 

The equity share of the strategic benchmark 
index is the single decision with the greatest 
impact on expected return and risk in the GPFG. 
The expected return on equities is higher than on 
fixed-income securities, thus implying a greater 
contribution to the objective of maximising the 
purchasing power of the Fund. At the same time, 
equities involve more risk. This increases the vol-
atility of realised returns, as well as the risk of 
long-term losses.

In last year’s report, the Ministry of Finance 
proposed an increase in the equity share of the 
strategic benchmark index for the GPFG from 
62.5 percent to 70 percent. This was endorsed by 
the Storting. As a basis for deciding the equity 
share of the Fund, a comprehensive process had 
been initiated. The Ministry of Finance received, 
inter alia, advice from a government-appointed 
commission chaired by Knut Anton Mork and 
from Norges Bank. The Ministry also received 
input via a public consultation on the commission 
report. 

A plan for the implementation of the new 
equity share has been established in consultation 
with Norges Bank. The Storting will be informed 
after the equity share of the strategic benchmark 
index has reached 70 percent. The Ministry of 
Finance will review the rebalancing rules in view 
of the new equity share.

The fixed-income investments in the GPFG 

The fixed-income investments in the GPFG shall 
contribute liquidity, reduce the volatility of Fund 
returns, as well as facilitate the harvesting of risk 
premiums associated with, inter alia, interest rate 
risk and credit risk. The current fixed-income 
benchmark reflects a trade-off between these pur-
poses. In view of the decision to increase the 
equity share to 70 percent, the Ministry of 
Finance proposed a review of the fixed-income 
benchmark in last year’s report.

Norges Bank submitted its advice and assess-
ments in letters to the Ministry of Finance in the 
autumn of 2017. Norges BankNorges Bank rec-
ommends a considerable narrowing of the bench-
mark index, to comprise only nominal govern-
ment bonds with a maturity of less than 10.5 years 
that are issued by the US, the UK or eurozone 
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countries. This implies, inter alia, that corporate 
bonds and about 20 currencies would no longer 
be included in the benchmark index. In its advice, 
Norges Bank did not propose changing the invest-
ment universe.

The Ministry of Finance is of the view that the 
advice from Norges Bank entails several changes 
to the main principles underpinning the invest-
ment strategy. These include, inter alia, the princi-
ple of broad diversification of the investments in 
the benchmark index and, as a main rule, inclu-
sion in the benchmark index of the risk factors to 
which exposure is wanted. The Ministry finds that 
additional analyses are needed and has therefore 
appointed an expert group to assess the fixed-
income investments in the GPFG. The Ministry 
intends to present its assessment in the report on 
the Government Pension Fund in the spring of 
2019. 

Unlisted equities in the GPFG 

The Ministry of Finance assesses the investment 
opportunities of the GPFG on a regular basis in 
view of, inter alia, research and financial market 
developments. This report addresses whether 
unlisted equities should be allowed in the GPFG 
on a general basis. In assessing this issue, the 
Ministry of Finance has commissioned several 
external analyses and evaluations from, inter alia, 
an expert group and Norges Bank.

Investors primarily gain access to the unlisted 
equity market via private equity funds. In such 
funds a manager is authorised to invest in and 
manage a small number of unlisted companies. 
The manager raises capital from a number of 
investors and seeks to generate a return before 
the private equity fund is dissolved, normally after 
ten years. This is done by restructuring the gover-
nance, management, capital structure and opera-
tions of the companies. The largest segment is lev-
eraged buyout, which aim to improve the perfor-
mance of established, profitable companies.

Unlisted equities can provide Norges Bank 
with additional investment opportunities in its 
management of the GPFG, but only via so-called 
active management. There are no benchmark 
indices for such investments that can be closely 
mimicked at low cost, and performance will 
depend on the specific investments chosen by 
Norges Bank. A key issue is whether distinctive 
characteristics of the GPFG may place Norges 
Bank at an advantage or a disadvantage in making 
investments through private equity funds, com-
pared to other investors. Investing the GPFG 

directly in unlisted companies, which are not 
under the control of such funds, is not considered 
a viable option by the Ministry.

The size of the GPFG may confer a cost advan-
tage. However, this is conditional upon a significant 
portion of the GPFG being invested in the unlisted 
equity market, predominantly through leveraged 
buyout. A minor portion of the investment opportu-
nities for the GPFG would be in venture capital for 
start-up companies, for the reason that such funds 
tend to be small. At the same time, it is not cost 
effective to invest in a very large number of private 
equity funds. Another advantage for the GPFG is a 
low liquidity need. A strategy involving consider-
able investments being made during periods of 
market turbulence could nonetheless be challeng-
ing to implement in practice.

The Ministry believes that investments in 
unlisted equities would challenge key characteris-
tics of the current management model, such as 
low asset management costs, closely tracking the 
benchmark and a high degree of transparency. 
This means that the issue of whether to allow this 
type of investment is of key importance to the 
nature of the Fund in the long run.

Low costs are a characteristic of the GPFG. 
External equity management costs in the listed 
market are about 0.5 percent, while the overall 
costs of the Fund are about 0.06 percent, mea-
sured relative to assets under management. In 
comparison, the annual cost of investing in private 
equity funds can be estimated at about 6 percent 
of assets under management.

The management of the GPFG closely tracks 
the benchmark, thus implying that the Fund is dif-
ferent from other investors in that it primarily 
takes systematic risk in listed markets, with a lim-
ited element of active management. This is 
reflected in the GPFG having a larger public 
equity allocation and a smaller allocation to 
unlisted investments than many other large funds. 
The majority of the Mork Commission’s members 
emphasized this as an argument in favour of 
increasing the risk taking in the GPFG by increas-
ing the equity share to 70 percent.

Transparency is an important prerequisite for 
broad support for, and confidence in, the manage-
ment of the GPFG. Many private equity funds dis-
close little information about their activities, and 
unlisted companies are not subject to the same 
reporting requirements as listed companies. It is 
not clear to the Ministry that the same transpar-
ency can be achieved for investments in unlisted 
equities as for the other investments of the Fund. 
Necessary transparency requirements may nar-
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row the investment opportunities for Norges 
Bank. Transparency and democratic anchoring 
also imply that the reputation of the GPFG is more 
vulnerable to non-financial risk than that of many 
other investors. 

Whether to allow unlisted equity investments 
in the GPFG is a matter of weighing advantages 
and disadvantages. Allowing such investments 
can provide Norges Bank with additional invest-
ment opportunities in its operational manage-
ment. The Ministry holds that advantages such as 
size and liquidity could give grounds for expecting 
a somewhat higher return than that of the average 
investor. However, such advantages are uncertain, 
and the contribution to overall risk and return of 
the GPFG would in any event be limited. At the 
same time, unlisted equity investments may affect 
the reputation of the Fund and challenge key 
characteristics of the current management model. 
The Ministry is also taking into account that the 
equity share is now being increased to a level 
where it may be inappropriate to expose the 
GPFG to other types of risk.

Based on an overall assessment, the Ministry 
of Finance does not propose that investments in 
unlisted equities should be allowed in the GPFG 
on a general basis. Moreover, the Ministry notes 
that Norges Bank may currently invest in unlisted 
companies whose board of directors has 
expressed an intention to seek a listing, which the 
Ministry will follow up on in its dialogue with 
Norges Bank.

Environment-related mandates and unlisted infra-
structure investments in the GPFG 

In the last two reports on the Government Pen-
sion Fund, the Ministry of Finance has addressed 
whether to allow unlisted infrastructure invest-
ments in the GPFG. These comprise various types 
of infrastructure that are available to investors in 
the unlisted market, from airports and toll roads 
to solar power plants and hospitals. The conclu-
sion has been not to allow unlisted infrastructure 
investments at the present time. In the report sub-
mitted in the spring of 2017, it was noted, inter 
alia, that a transparent and politically endorsed 
sovereign fund like the GPFG is not well suited to 
carry the particular risks associated with such 
investments.

This conclusion was endorsed by the majority 
of the members of the Standing Committee on 
Finance and Economic Affairs in its deliberation 
of the report, subject to the following comment:

«The investment strategy for the GPFG has 
been developed gradually over time, and the 
majority refers to the ongoing efforts of the Gje-
drem Commission with regard to the Central 
Bank Act, next year’s in-depth review of Norges 
Bank’s management and further market develop-
ments, which when considered as a whole make it 
appropriate to revert to the issue of expansion of 
the investment universe in the near future.»

The Ministry of Finance intends to follow up 
on the said comment of the Standing Committee 
on Finance and Economic Affairs by assessing 
whether unlisted renewable energy infrastructure 
investments can be effected within the scope of 
the special environment-related mandates, with 
the same transparency, return and risk require-
ments as apply to the other investments in the 
GPFG. In this context, the Ministry also intends 
to review the regulation of the environment-
related mandates in general, including the size of 
the mandates. 

Responsible investment 

The Government Pension Fund has an overarch-
ing financial objective. Within this scope, the 
Fund shall also be a responsible investor. Strong 
long-term financial returns are assumed to 
depend on well-functioning markets and sustain-
able development. This applies, in particular, to a 
large, diversified, long-term investor whose 
returns primarily follow value added in the global 
economy.

The mandates for the GPFG and the GPFN 
refer to internationally acknowledged standards 
and principles for responsible investments. 
Norges Bank and Folketrygdfondet exercise the 
ownership rights of the funds. Important responsi-
ble management tools are, inter alia, the promo-
tion of international standards and research, com-
pany dialogue, clarification of expectations, as well 
as the submission of proposals and the casting of 
votes in general meetings. A new expectations 
document on tax and transparency was published 
by Norges Bank in April 2017. An additional 
expectations document, on anti-corruption, was 
published in February 2018.

The Ministry of Finance has adopted ethically 
motivated guidelines for the observation and 
exclusion of companies from the GPFG. Certain 
criteria in the guidelines are based on products, 
such as tobacco, weapons and coal. Other criteria 
are based on conduct, such as serious human 
rights violations or severe environmental damage.
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The Council on Ethics provides recommenda-
tions on exclusion and observation of companies. 
The decisions are made by Norges Bank. Norges 
Bank may in some cases opt for a different instru-
ment than recommended by the Council on Eth-
ics. The overarching objective is to identify the 
most appropriate instrument for each individual 
case. For the coal criterion, Norges Bank may 
make decisions without any recommendation 
from the Council on Ethics.

Climate is an important financial risk factor for 
the Government Pension Fund in the long run. 
The fund report submitted in the spring of 2017 
included a comprehensive discussion of climate 
risk, which is integral to the management of the 
GPFG and the GPFN. This year’s report discusses 
a climate risk reporting framework, based on the 
recommendations of an international working 
group (TCFD), and how such recommendations 
can be implemented by Norges Bank and Folket-
rygdfondet. 

Ongoing initiatives 

In November 2017, Norges Bank advised the Min-
istry of Finance on omitting the oil and gas sector 
from the equity benchmark for the GPFG, with a 
view to reducing oil price risk in central govern-
ment wealth.

The issue raised by Norges Bank is complex 
and has many aspects. The Ministry of Finance 

intends to subject the advice to thorough and 
proper examination, as is the existing practice for 
all key choices in the management of the GPFG. 
In order to establish a comprehensive basis for 
decision making, the Ministry has therefore 
appointed an expert committee, circulated the 
advice from Norges Bank for public consultation 
and written to Norges Bank to obtain additional 
information. The Government intends to present 
its assessment to the Storting in the autumn of 
2018.

In June 2017, a commission chaired by former 
central bank governor and former secretary gen-
eral of the Ministry of Finance Svein Gjedrem 
submitted its proposal for a new Central Bank Act. 
The commission proposed that the Government 
Pension Fund Global (GPFG) be managed by a 
separate statutory entity demerged from Norges 
Bank. The commission also presented two alter-
native management models should the Fund be 
kept under Norges Bank. The Ministry of Finance 
will continue its follow-up of the proposal and 
revert to the Storting in due course.

Norges Bank is considering Norwegian 
instead of foreign holding companies for the 
unlisted real estate investments. This matter rai-
ses several issues that need to be examined 
before Norges Bank is in a position to make a 
decision. The Ministry of Finance will revert to 
this matter. 
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2  Selected topics

2.1 Unlisted equity investments

2.1.1 Introduction

The Ministry of Finance assesses the investment 
opportunities of the GPFG on a regular basis in 
view of research and market developments. The 
scope of Norges Bank for investing the Fund in 
unlisted equities is currently limited to unlisted 
real estate companies and companies whose 
board of directors has expressed an intention to 
seek a listing. 

The issue of whether to allow the GPFG to 
invest in unlisted equities on a general basis was 
last assessed in the report on the Government 
Pension Fund in the spring of 2011. It was at that 
time noted, inter alia, that such investments entail 
high external asset management costs and higher 
risk than listed equity investments, without inves-
tors having been adequately compensated in the 
form of higher returns. It was also noted that 
unlisted equity investments are more challenging 
and require different expertise than the manage-
ment of listed equity investments. It was noted, at 
the same time, that it would be appropriate to 
revert to this issue at a future date in view of, inter 
alia, new research and a detailed assessment of 
whether distinctive characteristics of the GPFG 
may place it at an advantage in such investments. 

Whether to allow unlisted equity investments 
in the GPFG on a general basis is now being 
assessed anew, as announced in the report on the 
Government Pension Fund in the spring of 2017. 
This assessment does not encompass unlisted 
infrastructure investments.

The Ministry of Finance has as part of this 
effort commissioned several external analyses 
and assessments. An expert group comprising 
Professors Trond Døskeland and Per Strömberg 
has prepared a report on unlisted equity invest-
ments. The consultancy firm McKinsey has 
examined the scale and scope of such invest-
ments amongst other large institutional inves-
tors. Neither the expert group, nor McKinsey, 
has been asked to advise, or has advised, on 
whether to allow such investments. Norges Bank 

recommends in a letter of 8 January 2018 that the 
definition of the investment universe allow for 
unlisted equity investments, but emphasises that 
allowing for this would not automatically mean 
that Norges Bank will invest the GPFG in 
unlisted equities. The Ministry has also held a 
dialogue meeting with other experts from Nor-
wegian research centres to shed light on various 
issues that should be given weight in the assess-
ment.

The reports and the letter from Norges Bank 
are available on the Ministry of Finance website.

The discussion of unlisted equity investments 
is organised as follows: Section 2.1.2 provides a 
description of the unlisted equity market avail-
able to professional investors, whilst the size of, 
and developments in, this market are addressed 
in section 2.1.3. Cost, return and risk are dis-
cussed in section 2.1.4. External evaluations that 
are specific to the GPFG are summarised in sec-
tion 2.1.5. The Ministry of Finance’s assessments 
are set out in section 2.1.6. 

2.1.2 The unlisted equity market

A large portion of the world’s companies are nei-
ther listed, nor available to professional investors. 
Many of these companies are small, have few 
employees, few assets and limited scope for 
growth. Other companies may be large and profit-
able companies with growth opportunities, but are 
not for sale. Such enterprises are typically funded 
by bank loans and equity from their founders, 
their families or other close associates. 

For purposes of the present discussion, the 
unlisted equity market is only comprised of invest-
ments that are available to professional investors. 

In principle, institutional investors may them-
selves invest in, and run, unlisted companies. 
However, this requires different and more spe-
cialised skills than investments in listed compa-
nies. The expert group refers, inter alia, to the 
need for comprehensive due diligence review 
prior to making investments in unlisted compa-
nies, and extensive active ownership involvement 
once such investments have been made. Most 



2017–2018 Meld. St. 13 (2017–2018) Report to the Storting (white paper) 13
The Government Pension Fund 2018
institutional investors therefore use external 
managers for such investments. 

Unlisted equity investments are principally 
organised through so-called private equity funds1. 
In private equity, a manager (GP)2 with special-
ised skills will invest in, and actively exercise own-
ership of, unlisted companies on behalf of an 
investor group or a partnership (LP)3.

Investors commit themselves to providing a 
certain amount of capital, but have limited influ-
ence beyond the agreements concluded upon 
inception. The investor group is primarily com-
prised of institutional investors such as pension 
funds, sovereign wealth funds and insurance com-
panies, but also high-net-worth individuals. 

The expert group considers the emergence of 
private equity funds in the context of changes in 
ownership structure in the listed equity market. 
Over the last few decades, ownership of listed 
companies has become more fragmented, with 
fewer large owners that assume responsibility for 
the strategic choices of companies. Different 
views are expressed in the research literature as 
to the significance of this development, but it may 
according to the group intensify conflicts of inter-
est, with senior executives of listed companies 
making different choices than those generating 
the highest return for the owners. The group is of 
the view that private equity funds may serve to 
reduce conflicts of interest by taking controlling 
stakes in unlisted companies, and thus being able 
to improve the profitability of such companies. 
New conflicts of interest may, at the same time, 
arise between investors and GPs.

Private equity fund investments are commonly 
classified into three main segments4:
– Leveraged buyout funds are the largest segment 

and represent about 60 percent of the unlisted 
equity market. Investments in this segment are 
focused on mature companies. The acquired 
companies are normally profitable, but GPs see 
a potential for higher efficiency and further 
growth. The average fund size of leveraged 
buyout funds is about USD 1 billion. 

– Venture capital funds represent about 20 per-
cent of the unlisted equity market. These 
funds provide funding for companies that 
need start-up capital, as well as established 
start-up companies and companies in an 
expansion phase. The joint characteristic of 
such companies is that these are at any early 
stage and often have a negative cash flow, but 
a large growth potential. The average fund 
size of leveraged venture funds is about 
USD 0.1 billion. 

– Growth equity funds represent about 15 percent 
of the unlisted equity market, and invest in 
companies that are between the market seg-
ments for start-up and leveraged buyout funds. 
These companies tend to be profitable and 
offer a large growth potential, but need more 
capital to sustain their growth. The average 
fund size of leveraged growth equity funds is 
about USD 0.3 billion.

Private equity funds normally have a lifespan of 
about ten years, with investments in unlisted com-
panies typically being made over the first six 
years. The objective over the subsequent four 
years is to divest from all of the companies at a 
higher value. Each private equity fund normally 
invests in 10–15 individual unlisted companies.

Although there are differences in terms of 
which types of company private equity funds invest 
in and how the GPs add value, the funds are struc-
tured around a joint model. Private equity funds 
acquire a large portion of the equity of selected 
companies in order to achieve controlling stakes. 
The strategy is for the GP to seek to increase the 
value of the companies through active ownership 
before divesting their holdings. Specifically, the 
expert group notes that GPs add value through 
governance engineering, financial engineering and 
operational engineering, see Box 2.1.

The acquired companies may previously have 
been listed, privately held or part of another com-
pany. Upon divestment, the companies may end 
up on a stock exchange, through either an IPO or 
a sale to a listed company, or remain unlisted, for 
example through a sale to another private equity 
fund or another unlisted company. The entire pro-
cess from a company is acquired until the GP 
exits it tend to be completed within a period of 
three to seven years.

Private equity funds form part of a composite 
investment structure. The activities of the private 
equity fund itself tend to be limited, as its relies on 
the GP to make the investment decisions. The GP 
will, on its part, often be supported by an invest-

1 The term «private equity fund» here also encompasses ven-
ture capital funds, in line with European terminology and 
the report from Professors Døskeland and Strömberg 
(2018). The term «investor» is here used to denote the 
institutional investor that invests in private equity funds 
(«limited partner»).

2 «General Partner»
3 «Limited Partner»
4 The size of the various market segments and the averages 

for various funds, as measured by committed capital, are 
estimated as at 30 November 2017; see Døskeland and 
Strömberg (2018).
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ment advisor, which performs much of the invest-
ment activities. The investment advisor proposes 
investments and provides other services to the 
GP. On the part of the GP, decisions are made by a 
designated board, comprised of members who are 
not affiliated with the investment advisor. 

The intermediaries in such investment struc-
tures – the private equity fund and the GP – are 
normally registered in low-tax jurisdictions, with 
some even being registered in so-called closed 
jurisdictions. This facilitates, inter alia, taxation of 
any profits only on the part of the investor, if the 
investor is a taxpayer. The investment advisor 

company is normally registered in the jurisdiction 
in which it has its operations. 

Most investors in the unlisted equity market 
invest in private equity funds, but other investment 
models may also be used; see Figure 2.1. Investors 
may delegate the selection of private equity funds 
to an external manager, via investments in so-called 
fund of funds. Such a model may facilitate greater 
diversification of risk, since the investor will hold a 
smaller portion of many private equity funds. At the 
same time, investments via fund of funds mean 
extra costs and less control of which private equity 
funds investments are made in. 

Box 2.1 How do private equity funds add value?

The expert group Døskeland and Strömberg 
(2018) refers to research on private equity funds 
which indicates that GPs of start-up funds and 
leveraged buyout funds add value to the unlisted 
companies through active ownership. The group 
notes that the companies become, on average, 
more profitable, and refers, inter alia, to higher 
growth and more innovation in start-up compa-
nies, and to the products of such companies 
being launched more rapidly on the market. For 
companies acquired by leveraged buyout funds, 
the group observes increased productivity, but 
also some job losses on average.

Active ownership requires control over com-
panies. Leveraged buyout funds tend to achieve 
such control by acquiring large equity stakes in 
companies, whilst for venture funds it is more 
common to take smaller equity stakes in the 
companies whilst at the same time concluding 
agreements with other shareholders.

The expert group notes that GPs primarily 
add value through three types of active owner-
ship:

Governance engineering 

GPs typically make changes to company boards, 
for example by appointing smaller boards com-
prising individuals with extensive background 
from similar enterprises, as well as representa-
tives from the GP itself. These boards are, 
according to the expert group, more active than 
others in following up and monitoring compa-
nies, and often replace some of the senior execu-
tives. Moreover, GPs seek to establish the best 
possible alignment of interests by requiring 

board members, senior executives and key per-
sonnel to invest in the company. 

Financial engineering

The investments made by private equity funds 
are highly leveraged, and the expert group 
notes, for example, that leveraged buyout funds 
will at all times borrow as much as possible. 
According to the group, high leveraging does, 
inter alia, facilitate better investment decisions 
in companies, whilst interest deductions result 
in lower tax. The group observes that private 
equity funds can take more financial risk than 
others, as these are experienced in handling 
high leveraging and control the companies in 
which they invest.

Operational engineering

GPs often make considerable changes to com-
pany operations. The expert group notes, inter 
alia, that GPs seek to professionalise the man-
agement of the companies in which they invest, 
as well as make operations more efficient by 
reducing costs and increasing productivity. In 
addition, venture capital fund GPs provide 
start-up companies with an extensive contact 
network, as well as entrepreneurship experi-
ence. Leveraged buyout fund GPs tend to have 
experience from financial transactions and 
often seek, according to the expert group, to 
develop market-leading companies by first 
achieving control over a large company, and 
then acquiring and amalgamating smaller com-
petitors.
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The investor may also acquire direct stakes in 
an unlisted company controlled by the GP, by way 
of so-called co-investments. Such investments are 
typically made as part of a strategic collaboration, 
with the investor also holding interests in the pri-
vate equity fund. Shareholders’ agreements are 
concluded to ensure that control over, and active 
ownership of, the unlisted company continues to 
be delegated to the GP. Asset management fees 
will not normally accrue on co-investments, thus 
reducing the asset management costs of the inves-
tor measured as a portion of invested capital. On 
the other hand, co-investments will require more 
expertise, and thus entail higher internal asset 
management costs for the investor. At the same 
time, co-investments afford the investor the 
opportunity to invest large amounts in selected 
individual unlisted companies. 

A small number of institutional investors make 
themselves direct investments in unlisted compa-
nies. This requires more and very different inter-
nal expertise than investments in, and jointly with, 
private equity funds, but mean lower costs and 
more freedom in the selection of investments. 
When making direct investments, the investor is 
itself seeking to add value to the unlisted compa-
nies. 

2.1.3 Size and developments 

The scale of unlisted equity investments is limited 
as a portion of the global capital market available 
to investors. The consultancy firm MSCI (2016) 
estimated, at the request of the Ministry of 
Finance, that such investments accounted for 
about 2 percent of the investable capital market as 
at the end of the first half of 2015; see Figure 2.2. 
The magnitude of unlisted equity investments was 
at that time somewhat larger than MSCI’s esti-
mate for unlisted infrastructure, and somewhat 
smaller than its estimate for unlisted real estate.

It is generally difficult to quantify the size of 
the unlisted equity market. This is, inter alia, 
because much of the information pertaining to 
such investments is private and thus not readily 
accessible. Norges Bank and McKinsey both note 
that private equity fund investments as at the end 
of the first half of 2016 amounted to about USD 
2,500 billion. The expert group estimates the size 
of the unlisted equity market at about USD 2,400 
billion as at the end of June 2017. The group’s esti-
mate includes co-investments and direct invest-
ments, in addition to private equity fund invest-
ments. The group adjusts this estimate for capital 
committed to private equity funds, but not rein-
vested in unlisted companies by the GPs, so-called 
«dry powder». According to the expert group, the 

Figure 2.1 Unlisted equity investment models

Source: McKinsey (2017). 
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investable market for the GPFG will be consider-
ably smaller than this as the result of the size of 
the Fund; see section 2.1.5.

The expert group notes that the estimate for 
unlisted equity investments also corresponded to 
about 2 percent of the global capital market avail-
able to investors as at the end of 2017. Compared 
to the listed equity market, the magnitude of 
unlisted equity investments has increased gradu-
ally since the mid-1980s. The expert group notes 
that the value of the unlisted equity market repre-
sented about 5 percent of the global listed equity 
market as at the end of the first half of 2017, and 
estimates historical growth at about 0.2 percent-
age points per decade based on US figures.

There is no consensus within financial 
research as to the causes of this development. 
Both the expert group and McKinsey note that 
relatively high historical returns may have made 
the unlisted equity market more attractive, espe-
cially in a low interest rate situation in which many 
institutional investors are seeking higher returns 
to meet future liabilities. One contributory factor 
may also have been that the valuation of unlisted 
investments is less volatile than that of compara-
ble listed investments, which may entail account-
ing benefits on the part of investors.

The total number of listed companies and 
new listings has declined in parallel with the 

increased magnitude of unlisted equity invest-
ments, especially in the US. The expert group 
refers to research indicating that the reduction in 
the number of listed companies is not caused by 
listed companies being acquired, to a greater 
extent than before, by leveraged buyout funds 
and then delisted, or by a large portion of listed 
companies being delisted in order to be merged 
with unlisted companies. Instead, this develop-
ment is linked to an increase in economies of 
scale, as well as regulatory changes which have 
increased the costs of being listed. Small listed 
companies have over time been merged with 
larger listed companies. A larger number of 
small unlisted companies have also been merged 
with larger companies over time, rather than 
seeking their own listings. 

Over the same period as the number of listed 
companies and new listings has declined, the 
value of the listed equity market as a whole has 
increased, also relative to the size of the economy. 
Hence, there is little indication that the proportion 
of economic activity taking place in listed compa-
nies has declined over time.

It is uncertain whether the increase in unlisted 
equity investments has impacted on the composi-
tion of the listed equity market. The expert group 
observes that some start-up companies appear to 
have responded to the increased supply of capital in 

Figure 2.2 The global investable capital market specified by different assets as at 30 June 2015. Percent

Source: MSCI (2016).
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the unlisted equity market by deferring a listing. 
Reference is made, at the same time, to new 
research indicating that start-up companies con-
tinue to account for a large and growing proportion 
of US listings. Such companies accounted for more 
than half of all listings over the period 2011–2016.

Increased economies of scale and regulatory 
changes may, according to the expert group, have 
resulted in reduced diversification of risk when 
only investing in the listed equity market. It would 
appear that fewer and larger listed companies, 
especially within the technology sector, are 
accounting for a growing proportion of value 
added in the listed equity market over time. It is 
noted, at the same time, that such concentration is 
not a new phenomenon. A small portion of listed 
companies can explain a large part of the histori-
cal excess return from investing in the listed US 
equity market.

Both the expert group and Norges Bank has 
compared private equity fund investments with 
the listed equity market. Norges Bank finds that 
private equity funds invest relatively more in sec-
tors such as consumer services, health care and 
information technology, and relatively less in sec-
tors such as finance. The expert group also high-
lights differences in geographical allocations. In 
comparison with the listed equity market, it would 
appear that private equity funds invest a larger 
proportion in China, and a smaller proportion in 
the US and developed markets in Asia. The group 

refers, at the same time, to historical sector com-
parisons in the listed equity market which suggest 
that such allocations may change considerably 
over time. Norges Bank notes that a broader 
investment universe may mean investments in 
other types of companies than those available in 
the listed equity market.

Total private equity fund investments may fluc-
tuate significantly from year to year, and can 
respond more strongly to developments in other 
economic variables than the listed equity market; 
see Figure 2.3. The expert group notes, inter alia, 
that private equity funds attracted considerably 
more capital during the periods leading up to the 
large equity market slumps in 2001–2002 and in 
2008, and considerably less during the subsequent 
periods, measured in relation to listed equity mar-
ket developments. The group notes, at the same 
time, that private equity fund investments were at a 
historically high level as at the end of the first half 
of 2017, and that a large portion of these invest-
ments – about one third – comprise «dry powder».

Private equity fund investments can to some 
extent be traded in a secondary market. The expert 
group observes that secondary market liquidity 
has historically been low, both as a result of low 
transparency regarding private equity fund perfor-
mance and because managers typically have the 
right to block investors’ sale of fund units. Norges 
Bank states that there is currently a functioning 
secondary market for private equity fund units, 

Figure 2.3 Annual capital committed to private equity funds in the US and Canada, in aggregate and specified 
by segment, measured as a portion of the market value of the listed US equity market. Percent

Source: Døskeland and Strömberg (2018).
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although investors that are forced to sell fund units 
quickly will often have to accept that the sale is 
made at a discount. Such discount varies over time, 
between fund types and between GPs.

2.1.4 Cost, return and risk

Assessments of cost, return and risk for unlisted 
equity investments is more challenging than for 
listed investments. This is because less data is 
available, especially outside the US, and because 
many private equity funds do not publish their 
financial performance. Prices are not quoted on 
an ongoing basis for unlisted companies, thus 
implying that financial performance is not directly 
comparable to that of listed equities. Neither are 
unlisted companies subject to the same reporting 
requirements as listed companies.

Private equity funds have a complex cost 
structure. Private equity fund investments involve 
management fees, performance-related fees and 
indirect costs. Management fees to the GP typi-
cally represent between 1.5 percent and 2 percent 
of committed capital. In addition, the GP is com-
pensated by way of a performance-related fee of 
about 20 percent of any profit in excess of a pre-
defined hurdle rate. The expert group and McK-
insey note that the said hurdle rate is determined 
independently of which return could alternatively 
be achieved in the listed equity market. Fees are 
also payable from the GP to the investment advi-
sor. In addition, indirect costs will be incurred, 
including, inter alia, consultancy fees directly 
from the unlisted companies to the GP. Investors 
will also incur internal costs in the selection and 
oversight of private equity funds.

In total, the average annual cost of investing in 
private equity funds is estimated at about 6 per-

cent of assets under management5. Such esti-
mates are uncertain and will, inter alia, depend on 
specific agreements and achieved performance. 
McKinsey’s estimate for average annual costs as a 
portion of assets under management is 5.7 per-
cent; see Figure 2.4. The expert group refers to 
own analyses with more or less the same findings, 
and notes that annual costs may be about 6–7 per-
cent of assets under management. 

The cost structure of private equity funds can 
be highly advantageous for the GP. In order to 
reduce potential conflicts of interest between the 
GP and the LP one seeks to establish the best pos-
sible alignment of interests, both by requiring the 
GP itself to invest in the private equity fund and 
via a fund agreement that includes financial incen-
tives. Conflicts of interest may nonetheless arise 
that can affect the returns of investors.

Investors can seek to reduce the costs of 
unlisted equity investments through negotiations 
with the GP, via co-investments and by making 
direct investments of their own. For investments 
in funds of funds, on the other hand, investors 
must expect higher asset management costs; 
according to McKinsey about 2 percent higher 
annually, measured as a portion of assets under 
management. 

Private equity fund investors have, even after 
substantial costs, historically achieved somewhat 
higher returns than in the broad listed equity mar-
ket.6 Returns have nonetheless varied over time 
and between segments. The analyses of the 

5 The term «assets under management» refers, for private 
equity funds, to the estimated net asset value of the compa-
nies under management. The percentage cost will be lower 
if measured against the total capital committed by the 
investor to the private equity fund, which tends to be hig-
her. 

Figure 2.4 Cost structure of private equity fund investments, measured as a portion of assets under 
management. Percent

Source: McKinsey (2017).
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expert group encompass the US and Europe, for 
which most data are available, and stretch back to 
the 1980s. The analyses show that leveraged buy-
out funds have delivered relatively stable perfor-
mance, with a return that has on average been 
about 20 percent higher than the listed market 
over the lifespan of the investments. This corre-
sponds to an annual excess return of about 3 per-
centage points.7 For venture capital funds, perfor-
mance is driven by a number of individual funds 
with very high returns, especially in the US in the 
1990s. For Europe and for other time periods, ven-
ture capital fund returns have been lower than 
those in the listed market. In aggregate, the 
excess return on venture capital funds has aver-
aged about 35 percent over the lifespan of the 
investments, corresponding to an annual excess 
return of about 2 percentage points. However, 
Norges Bank observes that the excess return rel-
ative to the listed market appears to have declined 
somewhat in recent years, and that this has been 
interpreted as an indication of a more mature mar-
ket and increased competition between private 
equity funds.

The expert group also highlights other return 
variations. Historically, there has been a tendency 
for GPs with strong performance in a private 
equity fund to have a higher probability of also 
registering strong performance in their next fund. 
The correlation has been particularly high for 
venture capital fund GPs, but it has declined in the 
2000s. The expert group also refers to research 
indicating that the return is lower for private 
equity funds established in years with high supply 
of capital from investors, and higher in years with 
low access to capital. These characteristics sug-
gest that an investor that picks the best GPs and 
invests countercyclically can potentially outper-
form the average investor. 

The expert group highlights three types of 
risk that can explain the excess return on private 
equity funds. Firstly, unlisted equity investments 
involve exposure to liquidity risk. This refers both 
to investors’ capital being locked into an invest-
ment that may be difficult to divest (market liquid-
ity), and to private equity funds potentially draw-
ing down committed capital from investors at 
unfavourable points in time (funding liquidity). 

Secondly, unlisted equity investments may involve 
higher market risk as the result of, inter alia, 
leveraging of the unlisted companies, as well as 
exposure to other systematic risk factors such as 
size and value. Unlisted equity investments may 
furthermore, according to the expert group, entail 
exposure to other risk factors that are specific to 
the unlisted equity market, but the group also 
notes that there is little research to support this. 

The expert group is of the view that private 
equity fund investments will on average not pro-
vide investors with risk-adjusted excess return, 
so-called alpha. Higher return on private equity 
funds than on the broad listed equity market 
reflects higher risk. The group notes, at the same 
time, that there is no consensus in the research lit-
erature as to how private equity fund performance 
should be adjusted for risk. As prices are not 
quoted for unlisted companies on an ongoing 
basis, reported risk will be lower than for corre-
sponding listed companies. Norges Bank also 
raises these issues and notes that whether inves-
tors have on average been adequately compen-
sated for carrying the risk entailed by such invest-
ments remains a matter of debate.

In addition to financial risk, private equity 
fund investments are exposed to non-financial 
risk; see Figure 2.5. Sources of such risk may, 
first of all, be circumstances pertaining to the pri-
vate equity fund itself. Private equity funds have 
traditionally not been particularly transparent 
about their investments, and parts of the fund 
structure are normally established in low-tax 
jurisdictions. In addition, investors are exposed 
to circumstances pertaining to the companies in 
which the private equity fund is investing. This 
includes all types of risk in the normal operations 
of a company, and especially risk during periods 
when the GP of the private equity fund is restruc-
turing the operations of the company. The criti-
cism levelled at private equity funds include job 
losses and non-sustainable business models, as 
highlighted by both the expert group and 
Norges Bank.

Investors can seek to handle non-financial risk 
through thorough assessments and specific 
agreements upon the establishment of the private 
equity fund. These may address transparency, tax 
structures and the scope for excluding invest-
ments in specific sectors or companies. There will 
nonetheless remain residual risk that may materi-
alise over the lifespan of the fund. Private equity 
fund investors will be part owners of a fund struc-
ture with control of the underlying company, but 
with the exercise of ownership rights being dele-

6 The expert group has used the performance measure 
«public market equivalent» or PME, which compares the 
return on private equity funds, net of costs, to investments 
in a broad, listed equity index over the same time period 
and with the same cash flow.

7 Average annualised excess return has been calculated by 
way of the internal rate of return method; «direct alpha».
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gated to the GP. Investors will thus be exposed to 
non-financial risk, but with limited scope for influ-
encing risk management. 

Non-financial risk may impose reputational 
losses on investors. The expert group notes that 
funds with high transparency and public attention 
will involve higher reputational risk, which may in 
itself influence the approach to such investments. 
In order to avoid further reputational loss upon 
the materialisation of risk, an investor may be 
forced to divest its entire interest in a private 
equity fund or, in case of co-investments, in spe-
cific companies. Investors may incur losses upon 
such divestment, especially during periods of low 
liquidity in the secondary market.

2.1.5 The GPFG and the management of 
unlisted equity investments

The expert group observes that investors with a 
portfolio of different private equity funds typically 
hold about 5 percent of their interests in each pri-
vate equity fund. Interests in excess of 10 percent 
are avoided in order to diversify risk. Nor would 
investors want to be invested in too many private 

equity funds at the same time, since collaboration 
with, and follow-up of, the GP involves fixed costs. 
Such costs will be incurred irrespective of the size 
of the private equity fund. This may, according to 
the expert group, result in large institutional 
investors refraining from investment in small pri-
vate equity funds with a fund size of less than USD 
1 billion.

The expert group has on this basis estimated 
the size of the unlisted equity market investable 
for the GPFG, with investment opportunities 
involving smaller amounts being omitted. The 
group estimates the market investable for the 
GPFG at about USD 1,500 billion as at the end of 
the first half of 2017, corresponding to about 60 
percent of the overall unlisted equity market esti-
mate in section 2.1.3. Private equity funds account 
for about USD 1,200 billion of the expert group’s 
estimate for the GPFG, whilst co-investments and 
direct investments represent about USD 180 bil-
lion and USD 160 billion, respectively. 

The expert group observes that distinctive 
characteristics of the GPFG may entail both 
advantages and disadvantages in relation to 
unlisted equity investments, compared to other 

Figure 2.5 Non-financial risk of unlisted equity investments

Source: McKinsey (2017).
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investors. They discuss, in particular, the size, 
liquidity, responsible investment practices and 
transparency of the GPFG. Norges Bank observes 
that the size, long investment horizon and limited 
liquidity need of the GPFG suggest that the Fund 
may be well placed to invest in unlisted equities. 

The expert group is of the view that the 
approach to unlisted equities should depend on 
the size of investors, as measured by capital avail-
able for management. For smaller investors, the 
group holds that best practice can be found 
among US endowment funds. These have histori-
cally invested a considerable share of their capital 
in unlisted equities, and have sought to outper-
form the average investor by selecting the best 
private equity funds, typically within the start-up 
segment. The expert group notes that such a 
strategy is difficult to emulate for larger investors 
for reasons of cost and risk diversification, and 
because one contributory cause of such perfor-
mance is the alumni network of universities, 
which has historically provided access to the best 
US venture capital funds.

The expert group emphasises that it may for a 
large investor like the GPFG be more relevant to 
pursue a cost-reduction strategy, in line with best 
practice amongst other large pension funds and 
sovereign wealth funds. Such a strategy would 
require a large investment in unlisted equities in 
order to exploit bargaining power and economies 
of scale. If unlisted equity investments were to be 
allowed in the GPFG, the group observes that 
Norges Bank should start out making invest-
ments through private equity funds. The size of 
the Fund may mean that a reduction in the cost of 
such investments can be negotiated. Thereafter, 
Norges Bank should, according to the expert 
group, embark on a relatively swift accumulation 
of internal expertise to enable co-investments 
with private equity funds, thus facilitating further 
cost reduction. Norges Bank also notes that 
investments in, and jointly with, private equity 
funds appear to be the most relevant investment 
model. 

Neither the expert group, nor Norges Bank, 
believes that the GPFG is currently particularly 
well suited for direct investments, i.e. inde-
pendently acquiring large ownership stakes in 
unlisted companies. The expert group observes 
that a small number of institutional investors 
invest directly in unlisted companies in order to 
minimise costs, although this requires, inter alia, 
a high level of expertise and flexible remunera-
tion, which it will be difficult to realise in the man-
agement of the GPFG. 

The size of the GPFG affects, at the same time, 
the investment opportunities available to it in the 
unlisted equity market. The expert group 
observes that most unlisted equity investments 
which will be available to the GPFG are within the 
leveraged buyout segment (76 percent). There 
will be fewer investment opportunities within the 
growth and venture capital segments (12 percent 
and 7 percent, respectively). Private equity funds 
are on average significantly smaller within these 
segments, as measured by assets under manage-
ment. Investments in small private equity funds 
are not particularly well suited for large investors, 
for cost and risk diversification reasons. The 
group’s assessments of the composition of the 
investment opportunities available to the GPFG in 
unlisted equities appear to match the investments 
of other large institutional investors, as mapped 
by McKinsey; see Box 2.2.

Unlisted investments are generally less liquid
than listed investments. The expert group is of the 
view that the GPFG may have a greater capacity to 
absorb liquidity risk than other investors. Periods 
of market turbulence may result in many investors 
having to sell fund units in the secondary market 
at a large discount. According to the expert group, 
this has historically offered opportunities for 
investing in private equity funds when the 
expected return from carrying liquidity risk is 
high.

The responsible investment practices of the 
GPFG may, according to the expert group, be an 
advantage within unlisted equity investments. Pri-
vate equity funds may be attracted by the strong 
reputation of the GPFG in this regard and there-
fore be very accommodating in negotiations with 
Norges Bank. The expert group notes that this 
may be most notable with regard to leveraged 
buyout funds. It is noted, at the same time, that 
Norges Bank may find that the same practices 
represent a disadvantage with regard to venture 
capital funds, where some GPs may perceive 
transparency and responsibility requirements as a 
cost. This is especially applicable, according to the 
group, to those venture capital funds whose GP 
has historically delivered high returns, and does 
not have any problem in attracting capital. 

Both the expert group and Norges Bank note 
that unlisted equity investments will expose the 
GPFG to non-financial risk. For private equity 
fund investments, such risk will be related, inter 
alia, to circumstances with regard to the GP itself, 
its employees and its processes. Norges Bank 
notes that thorough evaluations need to be made 
prior to any potential investment in private equity 
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Box 2.2 Unlisted equity investments amongst selected institutional investors

McKinsey (2017) has mapped the scale and 
scope of unlisted equity investments in twelve 
selected pension funds and sovereign wealth 
funds, of which six North American funds, four 
European funds (including two Scandinavian 
ones) and two Asian funds. As at the end of 
2016, these institutional investors had, on aver-
age, 8.5 percent of their capital invested in 
unlisted equities. McKinsey reports that the pro-
portion invested in unlisted equities was highest 
for the North American investors and lowest for 
the European ones. Moreover, private equity 
fund investments accounted for the majority of 
such investments. McKinsey highlights that 
most institutional investors also make co-invest-
ments in unlisted companies controlled by GPs, 
and that some of the largest investors, especially 

the North American ones, are increasingly mak-
ing direct investments in unlisted companies on 
their own.

Figure 2.6 shows the composition of the 
unlisted equity investments of large institutional 
investors, across regions, sectors and segments. 
The figure shows that unlisted equity invest-
ments are spread across several sectors, and that 
North America is the region with the highest 
level of investment. All the examined investors 
primarily invest in, and jointly with, leveraged 
buyout funds, and only to a limited extent in ven-
ture capital funds. McKinsey observes that ven-
ture capital funds are generally smaller, as mea-
sured by assets under management, and that it is 
therefore difficult to scale up investments in this 
segment to suit large institutional investors.

Figure 2.6 Composition of unlisted equity investments for selected large institutional investors as at the 
end of 2016. Percent

Source: McKinsey (2017).
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funds, and that one may be able to draw on exist-
ing processes and experience from external 
equity management. For co-investments, Norges 
Bank will in addition have to conduct a broad risk 
assessment of the unlisted company it is consider-
ing an investment in.

There is a high degree of transparency in the 
management of the GPFG. The expert group 
notes that a high degree of transparency and pub-
lic attention increases the non-financial risk of 
investing in unlisted equities. The risk may also 
increase as the result of the investments available 
to the GPFG being primarily in leveraged buyout 
funds, which have historically, according to the 
expert group, been facing reputational challenges. 

Even with thorough evaluations in advance, 
circumstances may arise where Norges Bank 
needs to divest unlisted investments in the sec-
ondary market. This may happen out of regard for 
the reputation of the GPFG, or because a com-
pany in which the fund is directly or indirectly 
invested is excluded under the ethically motivated 
guidelines for observation and exclusion. The 
expert group notes that liquidity in the secondary 
market has historically been limited. Hence, such 
divestments may impose losses on the GPFG. 
Norges Bank also notes that there is reason to 
expect that any divestment may on average take 
somewhat longer time than divestments in listed 
companies. 

The expert group is of the view that invest-
ments in, and jointly with, private equity funds pri-
marily require expertise in screening GPs, assess-
ment of the underlying company investments and 
the execution of transactions. The group observes 
that the GPFG should be able to attract the exper-
tise necessary for this investment model, and 
refers, inter alia, to Norges Bank’s experience 
from the management of unlisted real estate, as 
well as to individuals with this type of expertise 
not commanding as large pay packages as would 
apply in relation to direct investments. Norges 
Bank notes that one would be able to draw on 
expertise from external equity management to 
assess GPs, as well as on experience with unlisted 
real estate investments. 

The expert group notes that unlisted equity 
investments are demanding in terms of gover-
nance structure and the division of responsibili-
ties. The group emphasises that leading investors 
within this field of investment, both endowment 
funds and large pension funds, share some key 
characteristics. These include a flexible gover-
nance model with a high degree of delegation, a 
significant portion of the capital invested in 

unlisted equities, a countercyclical approach and a 
long-term perspective with less emphasis on 
short-term performance. Furthermore, the group 
emphasises that for unlisted equity investments it 
is important to embed and communicate expecta-
tions at all levels of the governance structure, 
since it may take up to ten years before perfor-
mance can be properly evaluated. Large costs will 
be incurred during the establishment phase of 
such a program, which may typically be for the 
first 5–6 years. Furthermore, the group is of the 
view that methods should be developed for evalu-
ating performance, against both risk-adjusted 
listed equity indices and indices for unlisted 
investments.

The Ministry of Finance indicated, in a letter 
of 29 June 2017 to Norges Bank, that no separate 
allocation will be stipulated for unlisted equity 
investments in the GPFG, instead such invest-
ments might potentially be made within the scope 
of Norges Bank’s active management. Such devia-
tions from the benchmark index are regulated via 
the limit on expected tracking error and other 
supplementary risk limits. In addition, the Minis-
try may specify an upper limit on what portion of 
the Fund may be invested in unlisted equities. 
Norges Bank observes that such limit might be 
put at about 4 percent of the Fund, if the Fund’s 
percentage holding in the unlisted equity market 
is to be approximately the same as the Fund’s 
average percentage holding in the companies 
included in the equity benchmark. 

All in all, Norges Bank is of the view that the 
risk represented by unlisted equity investments 
could be appropriately delimited in the manage-
ment mandate. Norges Bank adds that the 
detailed investment strategy for unlisted equity 
investments would in such case be laid down by 
the Executive Board at a later date, based on addi-
tional analyses and assessments.

Norges Bank states that unlisted equity invest-
ments are more similar to investment activities 
currently conducted by Norges Bank than was the 
case when the Ministry of Finance first permitted 
unlisted real estate investments. Norges Bank 
also observes that unlisted equity investments, 
within the limits outlined in Norges Bank’s letter, 
will probably not materially increase asset man-
agement complexity beyond that already implied 
by parts of the GPFG being invested in unlisted 
real estate. If unlisted equity investments are per-
mitted, Norges Bank will approach the investment 
opportunities and build expertise gradually, invest 
through and together with others in a responsible 
manner that attends to the ownership interests of 



24 Meld. St. 13 (2017–2018) Report to the Storting (white paper) 2017–2018
The Government Pension Fund 2018
the GPFG, and share relevant information with 
the public. It is noted, moreover, that the need to 
hire additional personnel is expected to be limited 
to begin with, although co-investments will 
require somewhat more manpower.

Norges Bank also states that the Ministry of 
Finance should, if permitting unlisted equity 
investments in the GPFG, consider making the 
special unlisted real estate provisions applicable to 
unlisted equities as well. This includes, in particu-
lar, the scope for investing through other legal 
entities in order to protect the balance sheet of 
Norges Bank. This will, according to Norges 
Bank, be needed even for private equity fund 
investments. 

2.1.6 The Ministry’s assessments

Investors primarily gain access to the unlisted 
equity market via private equity funds. Such pri-
vate equity funds involve a GP being authorised to 
invest in and manage a handful of unlisted compa-
nies. The GP raises capital from a number of 
investors and seeks to generate a return before 
the private equity fund is dissolved, normally after 
ten years. GPs add value by governance engineer-
ing, financial engineering and operational engi-
neering. The largest segment is leveraged buyout 
funds, which aim to improve the performance of 
established, profitable companies. 

Many large investors also invest directly in 
unlisted companies controlled by private equity 
funds. Such co-investments may involve lower 
costs, but also require more expertise on the part 
of investors. The most sophisticated investors 
may also opt for direct investments in unlisted 
companies that are not controlled by private 
equity funds. Both Norges Bank and the expert 
group emphasise that such direct investments on 
a stand-alone basis would not appear to be appro-
priate for the GPFG. The Ministry agrees with 
this assessment.

High costs imply that much of the value added 
in private equity funds accrues to the GPs. Histor-
ically, private equity fund investments have none-
theless provided investors with a somewhat 
higher return than investments in the broad listed 
equity market, net of costs. According to the 
expert group, leveraged buyout funds have deliv-
ered a relatively stable excess return to investors, 
whilst the excess return on venture capital funds 
is largely attributable to the strong performance 
of some US funds in the 1990s.

When adjusting for risk, it is the view of the 
expert group that the return on private equity 

funds is, all in all, in line with the broad listed 
equity market. The group emphasises that private 
equity funds involve higher risk than the broad 
equity market as the result of, inter alia, high 
leveraging, low liquidity and exposure to system-
atic risk factors. Norges Bank notes that whether 
investors have on average been adequately com-
pensated for exposure to the risk entailed by such 
investments remains a matter of debate. 

The Ministry notes that unlisted equities may 
provide Norges Bank with more investment 
opportunities, but only through active manage-
ment. Unlisted equity investments cannot be man-
aged passively. There exist no benchmark indices 
that can be closely replicated at a low cost. Perfor-
mance will depend on Norges Bank’s advantages 
and specific investment choices.

As with other active management, the perfor-
mance achieved by different investors may vary 
significantly. A key issue is whether distinctive 
characteristics of the GPFG may place Norges 
Bank at an advantage or a disadvantage in making 
unlisted equity investments, compared to other 
investors. It is assumed that investors with advan-
tages can outperform the average investor.

The Ministry is of the view that the size of the 
GPFG can serve to reduce costs. The expert 
group highlights cost reduction as a best practice 
on the part of other large institutional investors. 
This requires a significant portion of the GPFG to 
be invested in the unlisted equity market. Large 
investments may enable Norges Bank to negotiate 
lower costs with private equity funds. Co-invest-
ments in unlisted companies controlled by GPs 
may further reduce costs, and the size of the 
GPFG suggests that Norges Bank can exploit 
economies of scale by accumulating internal 
expertise on such investments.

Such an approach implies that any unlisted 
equity investments in the GPFG would primarily 
be in leveraged buyout funds, as with other large 
institutional investors. Only 7 percent of the 
investment opportunities of the GPFG would, 
according to the expert group, be in venture capi-
tal funds. This is because venture capital funds are 
often small, whilst it would not be cost effective to 
invest in a very large number of private equity 
funds. The Ministry notes that the size of the 
GPFG suggests that it would not be appropriate to 
focus on a strategy of attempting to pick the best 
private equity funds, an approach often adopted 
by smaller investors. 

The Ministry also notes that a low liquidity
need means that the GPFG can be invested in pri-
vate equity funds when these have less access to 
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capital from other sources. Historically, the return 
has turned out to be higher on private equity 
funds established in years with low access to capi-
tal. Secondary market fund unit valuations may 
also be low during such periods, thus offering 
attractive investment opportunities for investors 
with access to capital. Such a strategy would, at 
the same time, entail Norges Bank having to 
invest relatively more in unlisted equities during 
periods of financial market turbulence and 
decline. The Ministry is of the view that such a 
strategy can be challenging to implement in prac-
tice, also because periods of financial market tur-
bulence will in themselves serve to increase 
Norges Bank’s utilisation of the scope for devia-
tions from the benchmark index.

The Ministry believes that unlisted equity 
investments would challenge key characteristics of 
the current asset management model. Whether to 
allow this type of investment in the GPFG is not 
only a matter of investment opportunities, but 
also a matter of costs, the scope of active man-
agement and transparency. Hence, it is a matter 
of key importance to the nature of the Fund in 
the long run. 

A key characteristic of the GPFG is low costs. 
The external equity management costs of the 
GPFG in the listed market are about 0.5 percent – 
while the overall costs of the Fund are about 0.06 
percent – measured as a proportion of assets 
under management in 2017. In comparison, the 
annual cost of investments in private equity funds 
can be estimated at about 6 percent of assets 
under management. Experience suggests that it 
can be challenging to communicate and gain 
acceptance for high fees to external managers, 
even if the investments were to generate a net 
excess return on the part of the GPFG.

The investment strategy of the GPFG closely 
replicates the benchmark. The GPFG is distin-
guished from other funds in that it primarily takes 
systematic risk in listed markets, with a limited 
element of active management. This is reflected in 
the GPFG having a larger equity share and a 
smaller unlisted investment share than many 
other large funds. The majority of the Mork Com-
mission’s members invoked this as an argument 
in favour of increasing the risk taking in the GPFG 
by increasing the equity share to 70 percent, as 
endorsed by the Storting. 

There may be a need for increasing the limit 
on deviations from the benchmark index if 
unlisted equity investments are allowed, as noted 
by Professors Dahlquist and Ødegaard in their 
review of Norges Bank’s active management; see 

section 2.5. It might be more challenging to mea-
sure return and manage risk for unlisted equity 
investments than for listed investments. This 
would also make it more difficult to evaluate and 
communicate Norges Bank’s active management 
performance. 

Transparency is an important prerequisite for 
broad support for the management of the GPFG. 
The Ministry is of the view that it is uncertain 
whether the same overall transparency can be 
achieved for unlisted equity investments as for 
listed equity investments. Many private equity 
funds disclose little information about their activi-
ties, and unlisted companies are not subject to the 
same reporting requirements as listed companies. 
Generally, there will thus be less information on 
unlisted equity investments in the public domain 
than on listed investments. The Ministry assumes 
that unlisted companies would be included in the 
annual lists of the holdings of the GPFG, along 
with the listed companies in which the Fund is 
invested. Some private equity funds may not want 
their investments to be made public, or to comply 
with other transparency or responsible invest-
ment requirements. This particularly applies, 
according to the expert group, to venture capital 
funds, in which there may be considerable compe-
tition to invest. Consequently, transparency 
requirements, which would be a prerequisite, may 
also narrow the investment opportunities of the 
GPFG. 

Furthermore, transparency and democratic 
endorsement requirements imply that the repu-
tation of the GPFG is more vulnerable to non-
financial risk. This encompasses both circum-
stances with regard to GPs and all types of risk in 
the normal operations of a company – especially 
risk during a period when the GP is restructur-
ing the activities of the portfolio company. Such 
risk would, according to the expert group, be 
greater for investments in leveraged buyout 
funds, where the GPFG would find most of its 
investment opportunities. Norges Bank may 
assess risk before investing in private equity 
funds and seek to limit such risk through agree-
ments. The selection of companies and the exer-
cise of ownership rights will thereafter be dele-
gated to GPs. Investments can probably be 
traded in the secondary market, for example if a 
company in which the GPFG is directly or indi-
rectly invested is excluded from the investment 
universe of the Fund, but then in the form of 
entire fund holdings and in a low-liquidity mar-
ket. The Ministry emphasises that any divest-
ment must, according to Norges Bank, be 
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expected to take somewhat longer on average 
than the divestment of listed company holdings.

Unlisted equity investments are also demand-
ing in terms of governance structure and the divi-
sion of responsibilities. Many large institutional 
investors investing in unlisted equities have a gov-
ernance model in which the owner delegates deci-
sions relating to investment strategy and risk tak-
ing to the manager to a much greater extent than 
for the GPFG. The issue of whether to allow 
unlisted equity investments in the GPFG is there-
fore also an issue of what would be an appropriate 
structure for the asset management model. Allow-
ing unlisted equities in the GPFG would be a long-
term strategic choice requiring broad support, 
since considerable amounts would have to be 
invested and it may be difficult to subsequently 
divest holdings. All levels of the governance struc-
ture would need to appreciate that large costs 
would be incurred during the development of 
such an investment program, whilst the perfor-
mance of each investment can only be properly 
evaluated after about ten years.

Whether to allow unlisted equity investments 
in the GPFG is a matter of weighting advantages 
against disadvantages. Allowing such investments 
can provide Norges Bank with additional invest-
ment opportunities in its active management. The 
Ministry holds that advantages such as size and 
liquidity would make it reasonable to expect the 
Fund to slightly outperform the average investor. 
However, such advantages are uncertain, and the 
contribution to overall return and risk in the 
GPFG would in any event be limited. At the same 
time, unlisted equity investments may affect the 
reputation of the Fund and challenge key charac-
teristics of the current asset management model, 
such as transparency, low costs and an emphasis 
on systematic risk in listed markets. The Ministry 
is also taking into account that the equity share is 
now being increased to a level where it may be 
inappropriate to expose the GPFG to other types 
of risk. 

Based on an overall assessment, the Ministry 
of Finance does not propose that unlisted equity 
investments should be allowed in the GPFG on a 
general basis. Besides, the Ministry notes that 
Norges Bank may currently invest in unlisted 
companies whose board of directors has 
expressed an intention to seek a listing, which the 
Ministry will follow up on in its dialogue with 
Norges Bank.

2.2 Environment-related mandates 
and unlisted infrastructure 
investments

In the last two reports on the Government Pen-
sion Fund, submitted in the spring of 2016 and the 
spring of 2017, the Ministry of Finance has 
addressed whether to allow unlisted infrastruc-
ture investments in the GPFG. These comprise 
various types of infrastructure that are available to 
investors in the unlisted market, from airports and 
toll roads to solar power plants and hospitals. As 
part of the basis for its assessments, the Ministry 
solicited advice and assessments from an expert 
group, an external consultant and Norges Bank. 

The Government’s conclusion was not to allow 
unlisted infrastructure investments at the present 
time. In the fund report submitted in the spring of 
2017, it was noted, inter alia, that a transparent 
and politically endorsed sovereign fund like the 
GPFG is not well suited to carrying the particular 
risks associated with such investments.

The Government’s conclusion was endorsed 
by the majority of the members of the Standing 
Committee on Finance and Economic Affairs in its 
deliberation of the report; see Recommendation 
No. 357 (2016–2017) to the Storting. However, the 
majority added the following comment: 

«The investment strategy for the GPFG has been 
developed gradually over time, and the majority 
refers to the ongoing efforts of the Gjedrem 
Commission with regard to the Central Bank 
Act, next year’s in-depth review of Norges Bank’s 
management of the GPFG and further market 
developments, which when considered as a whole 
make it appropriate to revert to the issue of 
expansion of the investment universe in the near 
future.»

The Ministry of Finance intends to follow up on 
the said comment of the Standing Committee on 
Finance and Economic Affairs by assessing 
whether unlisted renewable energy infrastructure 
investments can be effected within the scope of 
the special environment-related mandates, with 
the same transparency, return and risk require-
ments as apply to the other investments in the 
GPFG. In this context, the Ministry also intends 
to review the regulation of the environment-
related mandates in general, including the size of 
such mandates. 

The last time the Ministry reviewed the envi-
ronment-related mandates was in 2014, about five 
years after the creation of such mandates. The 
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investments shall be subject to the same expected 
return and risk requirements as the other invest-
ments of the Fund. The environment-related man-
dates form part of Norges Bank’s active manage-
ment and draw on the scope for deviations from 
the benchmark index. As at the end of 2017, their 
market value was about NOK 75 billion. 

The Ministry of Finance will revert to the 
Storting with assessments of the environment-
related mandates and the prospects for investing 
in unlisted renewable energy infrastructure within 
the scope of these mandates. 

2.3 The fixed-income investments

2.3.1 Background

The fixed-income investments of the GPFG serve 
three purposes: reducing the volatility of overall 
Fund returns, contributing liquidity and providing 
exposure to risk factors such as interest rate risk 
and credit risk.

The current fixed-income benchmark reflects 
a trade-off between these purposes and was speci-
fied on the basis of a 60-percent equity share. It is 
appropriate to review the trade-off anew in view of 
the decision to increase the equity share to 70 per-
cent. The Ministry of Finance therefore 
announced, in the fund report in the spring of 
2017, a review of the fixed-income benchmark. 
This includes, inter alia, an assessment as to 
whether more weight should be attached to the 
purposes of liquidity and volatility reduction.

This section outlines the status of the Minis-
try’s work on a new fixed-income benchmark.

2.3.2 The current benchmark index

The fixed-income benchmark for the GPFG is stip-
ulated by the Ministry of Finance and is based on 
index products provided by Bloomberg. It is com-
prised of a government bond portion (70 percent) 
and a corporate bond portion (30 percent); see 
Figure 2.7. The allocation between the two parts 
of the benchmark is fixed and is rebalanced to the 
chosen weights on a monthly basis. The fixed-
income benchmark is exclusively comprised of so-
called investment-grade securities. Bonds from 
Norwegian issuers or bonds issued in 
Norwegian kroner are not included in the bench-
mark index.

The composition of the government bond por-
tion of the fixed-income benchmark is based on 
the currencies and individual securities included 
in the sub-benchmarks8 chosen at any given time, 

and comprises nominal government bonds in 
local currency, inflation-linked government bonds 
and bonds issued by international organisations. 
The country weights are calculated on the basis of 
the size of the economies of the countries as mea-
sured by gross domestic product (GDP) and are 
rebalanced to their original weights on a monthly 
basis. Within each country, sub-segments and 
individual bonds are weighted in accordance with 
market weights. 

Some country weights in the government 
bond portion have been supplemented by adjust-
ment factors out of consideration for the investa-
bility of the benchmark index.9 Unmodified GDP 
weights might result in high percentage owner-
ship stakes in countries with high GDP relative to 
the size of the government bond market. The 
investability requirement is of particular impor-
tance in view of the size of the Fund. 

The corporate bond portion10 is comprised of 
corporate bonds and covered bonds issued in 
seven approved currencies11. The composition of 
the corporate bond portion of the fixed-income 
benchmark is based on market weights. 

An appropriate basis for determining the com-
position of the benchmark indices for the GPFG is 
market size; see appendix. However, market 
weights may be a less appropriate basis with 
regards to investments in government bonds than 
in equities and corporate bonds. The overall sup-
ply of government bonds is influenced by the bor-
rowing needs of individual states. Market weights 
imply a large and growing exposure to countries 
with large and growing government debt and 
does not necessarily facilitate good diversification 
of risk. When compared to market weights, coun-
try weights based on the sizes of economies as 
measured by gross domestic product (GDP) have 
been considered a relevant basis for allocating 
government bond investments; see the fund 
report in the spring of 2012. 

The Ministry of Finance notes, at the same 
time, that the size of a country’s economy is not a 
precise measure of the issuer’s ability or willing-
ness to repay bond loans. The mandate for the 

8 Bloomberg Barclays Global Treasury GDP Weighted by 
Country Index, Bloomberg Barclays Global Inflation Lin-
ked and the «Supranational» sub-segment of Bloomberg 
Barclays Global Aggregate Index.

9 An adjustment factor of 0.25 has been applied to the coun-
try weights of Chile, Hong Kong and Russia, whilst other 
countries have a factor of 1.

10 Selected securities from the sub-segments «Corporates» 
and «Covered Bonds» in Bloomberg Barclays Global 
Aggregate Index.

11 USD, CAD, EUR, GDP, SEK, DKK, CHF.
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management of the GPFG laid down by the Minis-
try therefore includes a requirement for Norges 
Bank to take into account differences in fiscal 
strength in the composition of the government 
bond portfolio. Key figures such as a country’s 
debt-to-GDP ratio, budget balance and current 
account balance are often used as a measure of fis-
cal strength. 

Furthermore, the mandate defines an invest-
ment universe for interest-bearing securities12

which is broader than the fixed-income bench-
mark. Norges Bank may deviate from the bench-
mark index within the mandate’s limit on 
expected tracking error, as well as other risk lim-
its in the mandate. In order to prevent Norges 

Bank from having to immediately divest fixed-
income securities upon these being omitted from 
the benchmark because their credit rating is 
downgraded, it is permitted for up to 5 percent of 
the fixed-income portfolio to be invested in high-
yield bonds (credit rating lower than investment 
grade).

2.3.3 Norges Bank’s advice on a new 
benchmark index

The Ministry of Finance has in letters of 9 June 
and 26 October 2017, respectively, requested 
Norges Bank to analyse and assess the framework 
governing the GPFG’s investments in fixed-
income securities. Norges Bank has submitted its 
advice and assessments in letters of 1 September 
2017 and 14 December 2017, respectively. The let-

12 Interest-bearing securities include, inter alia, bills, bonds 
and interest rate derivatives.

Figure 2.7 The current fixed-income benchmark

Source: Ministry of Finance.
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ters are available on the Ministry of Finance web-
site. 

Norges Bank recommends extensive 
changes to the benchmark index. It proposes, 
inter alia, that the number of currencies be 
reduced from 23 to three, as well as a further 
narrowing of the benchmark to only include 
nominal government bonds issued in their own 
currency by the US, the UK and the eurozone 
countries13. Figure 2.8 provides an overview of 
Norges Bank’s proposed fixed-income bench-
mark as compared to the current benchmark. In 
addition, it is proposed that the maturity of indi-

vidual securities be capped at 10.5 years. Norges 
Bank does not propose any changes to the cur-
rent investment universe.

Norges Bank’s proposal for a reduction in the 
number of countries and currencies in the fixed-
income benchmark is based on analyses con-
ducted by Norges Bank. The analyses show that 
the long-term gain from diversification of risk in 
the form of a broad geographical spread is larger 
for equities than for fixed-income securities. 
Norges Bank’s recommendation entails a fixed-
income benchmark composition with about 
50 percent in US dollars, about 40 percent in 
euros and the remainder in pound sterling. 

Norges Bank proposes, furthermore, that cor-
porate bonds, covered bonds, inflation-linked 
bonds and bonds issued by international organisa-
tions be omitted from the benchmark index. 

13 The benchmark included 23 currencies as at the date on 
which Norges Bank submitted its advice. South-African 
rand were omitted from the benchmark as at the end of 
November 2017 as the result of their credit rating being 
downgraded below investment grade.

Figure 2.8 Diagrammatic presentation of Norges Bank’s proposals for changes to the fixed-income 
benchmark

Source: Norges Bank.
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Norges Bank’s analyses indicate that a fixed allo-
cation for corporate bonds will have little impact 
on return and risk in a portfolio with 70 percent 
equities. This is because of a presumed positive 
correlation between the risk premiums on corpo-
rate bonds and equities. The rationale behind the 
proposal to omit inflation-linked bonds and bonds 
issued by international organisations is that these 
segments are less liquid than nominal govern-
ment bonds issued in own currency. 

The rationale behind Norges Bank’s recom-
mendation to cap the maturity of fixed-income 
securities in the benchmark index at 10.5 years is 
that this would reduce uncertainty with regard to 
the GPFG’s volatility risk without reducing 
expected return. The analyses of Norges Bank are 
based on the assumption that the maturity pre-
mium will be close to zero for the foreseeable 
future.

Besides, Norges Bank assumes that the cur-
rent principle of applying GDP weights in the 
composition of the benchmark be maintained, but 
proposes annual rather than monthly rebalancing 
within the government bond portion to reduce 
transaction costs. GDP weights will, according to 
Norges Bank, facilitate a stable currency alloca-
tion in the fixed-income benchmark and limit the 
proportion of lending to heavily indebted euro-
zone countries.

2.3.4 The Ministry’s assessments

Key principles underpinning the investment strategy

The composition of the fixed-income benchmark 
and the framework governing the fixed-income 
investments must reflect the purpose of the fixed-
income investments of the GPFG and the key 
principles underpinning the investment strategy; 
see appendix. The Ministry is of the view that 
Norges Bank’s advice on a new fixed-income 
benchmark implies several deviations from such 
key principles.

The principle that risk can be reduced through 
broad diversification is a central tenet behind the 
investment strategy and the design of the bench-
mark indices. Whilst the Fund’s equity bench-
mark largely represents the global listed equity 
market, the fixed-income benchmark encom-
passes a somewhat more limited part of the 
investment opportunities. Some sub-segments 
have been omitted on the basis of, inter alia, 
assessments relating to market structure, concen-
tration risk and whether the sub-market is suited 
for passive management; see the discussion in the 

report on the Government Pension Fund submit-
ted in the spring of 2012. 

The risk in the fixed-income benchmark is 
broadly communicated and endorsed. The Minis-
try is of the view that any risk factors one would 
want exposure to should, as a main rule, be 
included in the benchmark index. Consequently, 
there should not be too much of a divergence 
between the benchmark index and the investment 
universe for fixed-income securities. In addition, a 
high degree of overlap between the investment 
universe and the benchmark index implies that 
the benchmark is better suited for measuring 
Norges Bank’s fixed-income management perfor-
mance. Exposure to risk factors that cannot be 
incorporated in the benchmark index in a practica-
ble manner may, if applicable, be achieved in the 
context of Norges Bank’s active management.

Expert group

In view of the key role of the benchmark index in 
the governance and management of the GPFG, 
including the presumption of a moderate element 
of active management, the Ministry believes that 
there is a need for commissioning additional anal-
yses before adopting a new strategic benchmark 
index. 

On 21 March 2018, the Ministry appointed, 
against this background, an expert group to 
assess the fixed-income investments of the GPFG. 
The group is chaired by Professor Ralph Koijen, 
Professor of Finance at NYU Stern School of Busi-
ness. In addition, the expert group includes Pro-
fessor Jules van Binsbergen. Jules van Binsber-
gen is Professor of Finance at Wharton School, 
University of Pennsylvania. The terms of refer-
ence of the expert group are available on the Min-
istry website.

Certain changes to the current benchmark

In parallel with the effort of the expert group, the 
Ministry intends to make certain technical modifi-
cations to the fixed-income benchmark. 

Full monthly rebalancing to GDP weights 
within the government bond portion has over 
time turned out to involve significant transaction 
costs, primarily because of exchange rate move-
ments. Furthermore, full monthly rebalancing to 
GDP weights (measured in USD) may involve 
transaction costs in the various bond markets in 
the event of large exchange rate fluctuations. The 
Ministry will therefore consider making certain 
technical modifications to reduce the transaction 
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costs. Such modification will have no impact on 
overall risk in the Fund.

The index provider’s minimum credit rating 
requirement for fixed-income securities included 
in the benchmark implies that government bonds 
from countries that are close to such minimum 
may enter or leave the benchmark in response to 
even minor changes in the credit rating. This has 
applied, in particular, to emerging economies. 
Turkey was, for example, included in the index in 
April 2014 and thereafter omitted again in the 
autumn of 2016. The Ministry will continue to 
address this issue in the ongoing effort relating to 
the fixed-income benchmark.

The process ahead

The Ministry aims to present its assessments in 
the report on the Government Pension Fund in 
the spring of 2019.

2.4 Investments in energy equities

Norges Bank has in a letter of 14 November 2017 
advised the Ministry of Finance to omit the oil and 
gas sector from the equity benchmark for the 
GPFG. In its letter, Norges Bank suggests that 
such a change to the benchmark index will serve 
to reduce oil price risk in central government 
wealth. Norges Bank emphasises that the advice 
does not reflect any specific view on oil price 
development, future profitability or sustainability 
in the oil and gas sector. 

The index provider FTSE Russell has 
announced that the sector Norges Bank has 
advised on omitting from the benchmark index 
will be designated as the energy sector from 1 Jan-
uary 2019. As classified by the index provider 
FTSE Russell, the sector encompasses energy 
activities in the broader sense, including inte-
grated oil and gas companies, petroleum services 
companies and renewable energy companies. The 
equity investments of the GPFG in the energy sec-
tor account for about 4 percent of the Fund’s over-
all investments, corresponding to just over NOK 
300 billion.

The issue raised by Norges Bank is complex 
and has many aspects. The Ministry of Finance 
intends to subject the advice to thorough and 
proper examination, as is the existing practice for 
all key choices in the management of the GPFG. In 
order to establish a comprehensive basis for deci-
sion making, the Ministry has therefore appointed 
an expert group, circulated the advice from Norges 

Bank for public consultation and written to Norges 
Bank to obtain additional information.

The expert group is chaired by Øystein 
Thøgersen, Professor and Rector of the Norwe-
gian School of Economics. Other members of the 
group are Chief Economist Harald Magnus 
Andreassen and former Chief Executive Officer 
Olaug Svarva. 

The letters, the consultation paper and the 
terms of reference of the expert group are avail-
able on the Ministry of Finance website. The Gov-
ernment intends to present its assessment to the 
Storting in the autumn of 2018.

2.5 Review of Norges Bank’s 
management of the GPFG

2.5.1 Introduction 

The Ministry of Finance has since 2009 reviewed 
Norges Bank’s management of the Government 
Pension Fund Global (GPFG) at the beginning of 
each term of the Storting. Such reviews were dis-
cussed in the fund reports submitted in 2010 and 
2014. The Ministry is in this report presenting a 
new evaluation of Norges Bank’s execution of the 
management assignment. 

The purpose of conducting such reviews on a 
regular basis is, inter alia, to contribute to trans-
parency in, and insight into, Norges Bank’s man-
agement of the GPFG. The reviews are important 
to maintain confidence in the management of the 
Fund and may serve to strengthen the ability to 
maintain profitable long-term investment strate-
gies, also during periods of weak performance. 

The Ministry has since the previous review in 
2014 stipulated more detailed risk reporting 
requirements, as well as a supplementary risk 
limit for large negative deviations from the bench-
mark index that can be expected to occur infre-
quently (tail risk). Furthermore, the limit on devi-
ations from the benchmark index, as measured by 
expected tracking error, has been increased from 
1.0 percentage point to 1.25 percentage points.

The Ministry of Finance commissioned, as part 
of the review, an expert group comprising Profes-
sors Magnus Dahlquist and Bernt Arne Ødegaard 
to evaluate Norges Bank’s active management of 
the GPFG. Moreover, the consultancy firms McK-
insey and Inflection Point Capital Management 
have been engaged to prepare reports on the costs 
incurred in managing the Fund and global respon-
sible investment best practices, respectively. The 
latter report is discussed in section 2.6. The Minis-
try has also received analyses and assessments 
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from Norges Bank. All the reports and Norges 
Bank’s letter are available on the Ministry website.

The below discussion starts out with the 
excess return achieved by Norges Bank over the 
return on the benchmark index defined by the 
Ministry. It thereafter moves on to analyses seek-
ing to shed light on how such excess return has 
been achieved, including exposure to various 
types of risk and the costs incurred. Assessments 
are also presented as to performance under the 
various investment strategies used by Norges 
Bank in its management of the Fund. This is in fol-
low-up of the Storting’s petition resolution no. 761 
(2015–2016) of 3 June 2016: 

«The Storting requests that next year’s review 
also assess performance, and the relationship 
between costs and benefits, under the various 

investment strategies, in both the short and the 
long run, and propose any changes in view of 
such assessments in connection with the fund 
report for 2017.»

The Ministry of Finance has in its follow-up of this 
resolution assessed benefits as measured by 
excess return, and costs as measured by relative 
risk and asset management costs.

The Ministry of Finance would like to point 
out that the mandate for the GPFG allows for 
Norges Bank to assume somewhat more or less 
risk than is implied by the benchmark index. The 
mandate also requires Norges Bank to seek to 
compose the investments in the equity and fixed-
income portfolios in such a way that the devia-
tions from the benchmark index entail a broad 
diversification of risk.14

Box 2.3 Costs of active and passive management

Investing fully in line with the benchmark index, 
so-called passive management, is not a zero-cost 
option. Passive management involves, inter alia, 
fixed costs. In addition, transaction costs are 
incurred upon the purchase and sale of securi-
ties, both in response to modifications of the 
benchmark index and upon capital flows to or 
from the Fund. The return on the benchmark 
index for the GPFG is not adjusted for such 
costs. Securities lending will, on the other hand, 
generate income that is additional to the return 
on the benchmark index. 

The expert group comprising Professors 
Dahlquist and Ødegaard (2018) states in its 
report that a manager’s return contribution 
should be measured after deduction of the addi-
tional costs of active management. 

The costs incurred in the management of the 
GPFG in 2017 came to about 6 basis points, or 
just under NOK 5 billion. 

It is possible to estimate how much of the 
costs would also have been incurred under pas-
sive management and how much have been 
incurred as the result of Norges Bank’s active 
management. However, such estimates will be 
uncertain. 

McKinsey has in its report estimated the 
asset management costs of notional passive 
management of the GPFG, based on data from 

other funds, gathered by CEM. Passive manage-
ment costs are estimated to be in the range of 
2.8–2.9 basis points. McKinsey has in this esti-
mate not taken into account that there would 
most likely be administration cost savings when 
compared to the current management of the 
Fund. It states in its report that the estimate 
must therefore be considered cautious, and that 
somewhat lower management costs than those 
indicated by the estimate may be feasible. 
Norges Bank estimates, in its annual reporting 
for 2017, that the GPFG could over the last three 
years have been managed passively at a cost of 
three basis points. Neither transaction costs, nor 
securities lending income, are included in these 
estimates. 

Norges Bank has estimated net additional 
costs of active management of the GPFG, includ-
ing both transaction costs and securities lending 
income. Norges Bank estimates that the addi-
tional cost over the period from 1998 to 2017 was 
about one basis point per year, whilst the addi-
tional cost over the last five years was about four 
basis points per year. These additional costs 
cover a broad range of activities that would not 
form part of purely passive management. They 
include, inter alia, responsible investment, 
excess return strategies and cost-effective adap-
tation to the benchmark.
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2.5.2 Excess return

The expert group has assessed the historical per-
formance of Norges Bank in the management of 
the GPFG, with a special emphasis on perfor-
mance over the last few years. Various analyses 
have been carried out for the entire period from 
January 1998 to June 2017 and for the sub-period 
from January 2013 to June 2017. For the most 
recent period, the group has had access to return, 
risk and cost data specified by what Norges Bank 
defines as key investment strategies. For the real 
estate investments, the group has assessed per-
formance over the period from March 2011 to 
June 2017, as this covers periods when Norges 
Bank has invested in unlisted real estate.

The element of deviations from the bench-
mark index in the GPFG, or so-called active man-
agement, is moderate. The expert group refers to 
analyses indicating that the deviations only 
explain a minor portion of the historical volatility 
in the return on the Fund.15 This suggests that 
the deviations are minor. Moreover, said portion 

has declined over time, thus indicating, according 
to the group, that the scope of active management 
has been reduced over time.

The calculations of the expert group show that 
Norges Bank has over the period from January 
1998 to June 2017 achieved an average annual 
excess return of 0.29 percentage points for the 
GPFG as a whole. The net excess return after the 
deduction of total asset management costs was 0.20 
percentage points. After the deduction of costs, per-
formance was the same over the last four years as 
for the period as a whole; see Table 2.1. 

The expert group notes in its report that parts 
of the asset management costs of the GPFG would 
have been incurred also if the Fund was only man-
aged passively. The estimate of net value added, 
after the deduction of total asset management 
costs, is therefore held to be conservative.

The excess return was considerably higher in 
the equity portfolio than in the fixed-income port-
folio, both over the entire period since 1998 and 
during the sub-period from 2013. This applies 
both before and after the deduction of asset man-
agement costs. For the sub-period, the return on 
the fixed-income portfolio was lower than the 
return on the benchmark index, i.e. a negative 
excess return.

The expert group highlights that the excess 
return on the equity portfolio during the sub-
period from 2013 was caused by the selection of 
equities within countries, industries and sectors, 

14 This is in the mandate worded as a requirement for the 
expected relative return to be exposed to several systema-
tic risk factors.

15 The calculations of the expert group show that the bench-
mark index explains 99.4 percent of the volatility in the 
return on the Fund over the period from January 1998 to 
June 2017 and 99.6 percent over the period from January 
2013 to June 2017.

1 A * indicates so-called statistical significance at the 5-percent level, i.e. that there is less than a 5-percent probability of getting 
this estimate if the unobservable true average excess return is zero.

2 Average annual excess return is here calculated as the arithmetic mean of monthly excess return figures, multiplied by 12.
Source: Dahlquist and Ødegaard (2018). 

Table 2.1 Average annual excess return in the management of the GPFG. Percentage points1, 2

GPFG Equity portfolio
Fixed-income 

portfolio

A. January 1998 – June 2017

Excess return 0.29 0.49* 0.15

Costs 0.09 0.13 0.05

Excess return after the deduction of costs 0.20 0.36 0.11

B. January 2013 – June 2017

Excess return 0.25 0.37 -0.03

Costs 0.05 0.07 0.03

Excess return after the deduction of costs 0.20 0.30 -0.06
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whilst the variation in the portion invested in vari-
ous countries, industries and sectors over time 
has delivered small, but negative, excess return 
contributions. They note that this shows that the 
excess return over this period is caused by the 
selection of individual equities, rather than the 
selection of countries, industries and sectors.

The expert group observes that data for long 
time periods are needed to assess whether 
achieved excess return is statistically significantly 
different from zero.16 This is because there are 
often large variations in monthly return figures, 
and because a time period of close to two decades 
is considered short in this context. Based on the 
analyses of the expert group, it is only the esti-
mate of average annual excess return on the 
equity portfolio for the entire period that is statisti-
cally significant.

2.5.3 Analyses of achieved excess return, 
with due regard for risk

Section 2.5.2 showed the contributions made by 
Norges Bank’s management of the GPFG to the 
overall return on the GPFG. Below follows a dis-
cussion of analyses shedding light on achieved 
performance with due regard for risk.

The expert group has in its report used mod-
els utilised in the financial literature to explain his-
torical performance. Such models distinguish 
between returns achieved by the manager by tak-
ing so-called systematic risk and returns attribut-
able to other choices. The latter tends to be 
referred to as risk-adjusted excess return, so-
called alpha. Risk-adjusted excess return esti-
mates are uncertain, and the specific model cho-
sen will be of considerable significance; see the 
discussion in the fund report in the spring of 2016.

In practice, systematic risk can be taken by, for 
example, investing a larger proportion in equities 
and fixed-income securities that tend to increase 
(decline) more in value than the average in the 
event of an upturn (downturn) in the equity and 
bond market than would be implied by the bench-
mark index. If the market gains in value over time, 
such a strategy is expected to generate an excess 
return. Another way of taking risk is to give the 
portfolio composition a bias towards other sys-
tematic risk factors. Such risk factors are a gen-
eral label for various return patterns historically 
observed in the equity and bond markets. An 

example of such a factor is «value», which refers 
to companies with low valuations relative to com-
pany fundamentals having historically generated 
higher returns than companies with high valua-
tions. Consequently, one can expect to achieve 
excess return over time by biasing investment 
composition towards such factors. Such strategies 
may at the same time involve a somewhat differ-
ent and higher risk than is implied by the bench-
mark index.

Risk adjustment involves methods for adjust-
ing the excess return to reflect such risk taking. A 
positive excess return caused by high risk will for 
example be deducted when calculating the risk-
adjusted excess return in such analyses. 

Excess return adjusted for market risk 

The analyses of the expert group indicate that 
about half of the average annual excess return of 
0.29 percentage points on the GPFG over the 
period from January 1998 to June 2017 can be 
explained by the element of market risk being 
higher than that implied by the benchmark index 
defined by the Ministry.17 The estimated excess 
return after adjustment for such risk is 0.15 per-
centage points; see Table 2.2A. After deducting 
average asset management costs over the same 
period, the expert group estimates the net risk-
adjusted excess return on the GPFG over this 
period at about 0.07 percentage points. As men-
tioned above, the group observes that parts of the 
asset management costs would also have been 
incurred under a notional passive management 
approach, and that the said figure must be consid-
ered a conservative estimate of net risk-adjusted 
excess return.

For the equity portfolio, the expert group has 
estimated risk-adjusted excess return at 0.40 per-
centage points and net risk-adjusted excess return 
at 0.27 percentage points; see Table 2.2A. The esti-
mate is statistically significant. For the fixed-
income portfolio, the risk-adjusted excess return 
is estimated at 0.07 percentage points, and 0.03 
percentage points after the deduction of asset 
management costs.

The expert group estimates net risk-adjusted 
excess return on the GPFG at 0.13 percentage 
points over the period from January 2013 to June 

16 If it can be excluded, with reasonable certainty, that it is 
accidental that an estimated variable is different from zero, 
such variable is said to be significantly different from zero.

17 Ang, Brandt and Denison (2014) referred to the Fund’s 
high estimated exposure to the benchmark index during 
the financial crisis as a statistical artifact driven by high cor-
relation between the equity and fixed-income benchmarks, 
and between the fixed income credit factors and the equity 
benchmark.
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2017. For the equity and fixed-income portfolios, 
net risk-adjusted excess return over the said 
period is estimated at 0.15 and -0.05 percentage 
points, respectively. The estimated risk-adjusted 
excess return on the fixed-income portfolio is 
higher than the actual excess return. This indi-
cates that the market risk in the fixed-income 
portfolio over this period has been lower than in 
the benchmark index.

Excess return explained by systematic risk factors 

Financial literature has identified a number of sys-
tematic risk factors, or return patterns, which 
have historically generated excess return. Several 
models have been developed for purposes of 
explaining achieved performance by such risk fac-
tors. The expert group highlights a model with 
five systematic risk factors developed by Fama 
and French as a reasonable basis for such analy-
ses of the equity portfolio. The model includes 
four systematic risk factors in addition to market 
risk.18 The group observes that there is no profes-
sional consensus as to which factors should be 

used to calculate the excess return on bond 
investments after adjustment for various risk fac-
tors. The expert group has started out by using 
two systematic risk factors that capture interest 
rate risk and credit risk, respectively.19 

The expert report notes that such analyses are 
important in order to understand the risk taking 
in asset management, although it is an open ques-
tion whether the Fund should be credited for the 
active return generated by factors. It may, accord-
ing to the group, be argued that the manager adds 
value through factor investing.

The expert group notes, moreover, that expo-
sure to systematic factors cannot be achieved at 
zero cost because, inter alia, it requires ongoing 
rebalancing of the portfolio, which imposes trans-
action costs on the Fund. They are of the view that 
it can be interpreted as an accomplishment to 
achieve the desired exposure to systematic risk 
factors even if no risk-adjusted excess return net 
of costs is estimated.

18 See Dahlquist and Ødegaard (2018) for further discussion 
of the model and which return patterns the risk factors are 
intended to capture.

1 A * indicates statistical significance at the 5-percent level, i.e. that there is less than a 5-percent probability of getting this  
estimate if the unobservable true average excess return is zero.

Source: Dahlquist and Ødegaard (2018).

Table 2.2 Average annual risk-adjusted excess return in the management of the GPFG. Percentage points1

January 1998 – June 2017 January 2013 – June 2017

Before 
costs

After the 
deduction of 

total asset 
management 

costs
Before 

costs

After the 
deduction of 

total asset 
management 

costs

A. Excess return adjusted for market risk

GPFG 0.15 0.07 0.18 0.13

Equity portfolio 0.40* 0.27 0.22 0.15

Fixed-income portfolio 0.07 0.03 -0.02 -0.05

B. Excess return adjusted for factor risk

GPFG 0.07 -0.02 0.17 0.12

Equity portfolio 0.39–0.41 0.26–0.28 0.23–0.26 0.16–0.19

Fixed-income portfolio -0.20–0.10 -0.25–0.05 -0.03–0.17 -0.06–0.14

19 The risk factor «interest rate risk» captures the excess 
return from investing in government bonds with a long 
time to maturity, compared to government bonds with a 
short time to maturity. «Credit risk» captures the excess 
return from investing in corporate bonds, compared to 
more secure government bonds, adjusted for differences in 
maturity.
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The analyses of the expert group show that 
the exposure to systematic risk factors in the man-
agement of the GPFG has varied over time. The 
group finds that parts of the excess return over 
the period from January 1998 to June 2017 can be 
explained by higher market risk and overweights 
in small-cap stocks, profitable companies and 
companies that invests aggressively, as well as 
more exposure to credit risk, compared to the 
benchmark index. For the sub-period from Janu-
ary 2013 to June 2017, parts of the excess return 
can be explained by higher market risk and a bias 
in the investments towards small companies. 
Moreover, the analyses indicate that the invest-
ments in the GPFG over this period have featured 
a smaller portion of bonds with a long time to 
maturity than the benchmark index. 

As far as the equity portfolio is concerned, the 
analyses of the expert group show that the esti-
mated excess return over both periods can be 
partly explained by higher market risk, while the 
bias towards other systematic risk factors has var-
ied over time. 

The analyses of the expert group suggest that 
the focus in Norges Bank’s management of the
fixed-income investments has changed significantly 
over time. For the period as a whole, they high-
light, in particular, exposure to credit risk and 
refer to the negative performance during the 
financial crisis in 2008–2009, as discussed by Ang, 
Brandt and Denison (2014). For the sub-period, it 
would appear that the management of the fixed-
income portfolio has adopted a different focus, 
and the group’s analyses suggest that a major part 
of the risk taking has been in the form of a shorter 
maturity for the fixed-income investments than in 
the benchmark index. Such a focus implies that 
Norges Bank achieves an excess return if the 
interest rate level increases, and a negative excess 
return if the interest rate level decreases.20 

Analyses of risk-adjusted excess return com-
monly assume that the exposure to each risk fac-
tor is constant. The analyses of the expert group 
show, however, that such exposures have varied 
over time in the GPFG, and the group states that 
this makes it difficult to interpret estimated risk-

adjusted excess return for the entire period. The 
group therefore puts more emphasis on the find-
ings for the sub-period. 

About one third of the achieved excess return 
on the GPFG, averaging 0.25 percentage points 
per year over the period from 2013, can be 
explained by systematic risk factors. The expert 
group estimates the risk-adjusted excess return at 
0.17 percentage points per year on average; see 
Table 2.2B. This estimate is not statistically signif-
icant. Average net risk-adjusted excess return on 
the GPFG is estimated at 0.12 percentage points 
per year by deducting the total asset management 
costs of the Fund over the same period.

Depending on which systematic risk factors 
are included in the analysis, the expert group has 
estimated the average annual risk-adjusted excess 
return on the equity portfolio over the period from 
2013 at between 0.23 percentage points and 
0.26 percentage points, and between 0.16 percent-
age points and 0.19 percentage points when 
deducting asset management costs; see Table 
2.2B. For the fixed-income portfolio, estimated 
risk-adjusted excess return is, to a greater extent, 
dependent on the specific choice of model, but is 
estimated at between -0.03 percentage points and 
0.17 percentage points per year, and between -0.06 
percentage points and 0.14 percentage points after 
the deduction of asset management costs. The 
group notes that the chosen model with interest 
rate risk and credit risk appears not to capture all 
credit risk in the fixed-income portfolio, and 
points, inter alia, to exposure to bonds issued by 
emerging economies as a potential explanation. 
They find that none of the estimates of risk-
adjusted excess return on the equity and fixed-
income portfolios are statistically significant.

The GPFG has since 2013 featured lower inter-
est rate risk than the benchmark index. Since the 
interest rate level has largely been declining over 
that period, this has been a loss-making strategy 
for the Fund. Negative excess return caused by 
lower risk than the benchmark index is added 
when estimating risk-adjusted excess return. The 
risk-adjusted excess return on the fixed-income 
portfolio in such analyses is therefore higher than 
the actually achieved excess return. 

2.5.4 Value added measured in 
Norwegian kroner 

The expert group has calculated the value added 
from Norges Bank’s management of the GPFG, 
i.e. an estimate of the excess return measured in 
Norwegian kroner. Such an estimate converts 

20 Interest rate changes cause changes in the price of bonds. 
The longer the maturity of a bond, the larger the price 
change caused by a certain change in interest rates. Dura-
tion is the measure typically used in respect of a fixed-
income portfolio, which is the average maturity of all bonds 
in the portfolio based on a weighting of all future interest 
and instalment payments. The longer the duration, the lar-
ger the capital gain or capital loss in the fixed-income port-
folio in response to an interest rate increase or an interest 
rate decrease, respectively.
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percentages into amounts.21 This takes into 
account that a small percentage excess return 
earned on a large asset base may be more valu-
able than a large percentage excess return earned 
on a small asset base. Value added calculated 
before adjustment for costs can, according to the 
group, show how much value Norges Bank 
extracts from capital markets through active man-
agement, whilst value added net of costs seeks to 
estimate how much value accrues to the capital 
owner.

The calculations of the expert group show that 
the value added over the period from January 
1998 to June 2017 can be estimated at NOK 112 
billion, and NOK 65 billion over the period from 
January 2013 to June 2017; see Table 2.3A. Value 
added after the deduction of asset management 
costs is estimated at NOK 75 billion since 1998, 
and NOK 50 billion since 2013. The group empha-
sises that this must be considered a low estimate 
of the value added accruing to the capital owner, 
because costs would also have been incurred in 
passive management.

The main part of the estimated value added 
stems from equity management, with NOK 73 bil-
lion net of costs for the entire period and NOK 52 
billion over the period from 2013; see Table 2.3A. 
After the deduction of costs, the analyses of the 
expert group show that fixed-income manage-
ment made a negative contribution, estimated at 
NOK -1 billion since 1998 and NOK -7 billion since 
2013. For the period from 2013, the estimated con-
tribution from fixed-income management is nega-
tive also before the deduction of asset manage-
ment costs.

The estimated contributions from the equity 
and fixed-income portfolio, respectively, are not 
necessarily equal to the total estimated value 
added for the GPFG. One reason for this could be 
that Norges Bank has opted for a different alloca-
tion between equities and fixed-income securities 
than in the benchmark index, which difference 
may itself have contributed to the value added. 

The Ministry of Finance presents annual esti-
mates of value added, as measured in Norwegian 
kroner, in the reports on the Government Pension 
Fund. The Ministry’s own estimates show that 
accumulated value added over the period from 
January 1998 until the end of 2017 can be esti-

mated at NOK 141 billion, whilst the value added 
over the period since January 2013 can be esti-
mated at NOK 88 billion. The difference between 
these figures and the estimate of the expert group 
is primarily caused by Norges Bank achieving a 
high excess return on the equity portfolio in the 
second half of 2017, a period that is not included in 
the analyses of the expert group.

Risk-adjusted value added measured in 
Norwegian kroner

The expert group has also calculated the value 
added from Norges Bank’s management of the 
GPFG after taking account of risk. The purpose is 
to estimate the portion of the value added, mea-
sured in Norwegian kroner, which cannot be 
attributed to systematic risk taking. The group 
has analysed the net value added both after adjust-
ment for market risk and with due regard for 
other systematic risk factors. The group attaches 
most weight to the findings for the period from 
2013, since the focus of Norges Bank’s manage-
ment of the GPFG, and thus the risk taking, has 
changed over time.

Tables 2.3B and 2.3C show that net value 
added can to a large extent be explained by a 
larger element of market risk, especially in fixed-
income management. When adjusted for market 
risk and asset management costs, the analyses of 
the expert group show that net value added from 
Norges Bank’s management of the GPFG can be 
estimated at NOK -1.5 billion over the period from 
January 1998 to June 2017. For the equity portfo-
lio on its own, net value added is estimated at 
NOK 42 billion over the same period, whilst the 
contribution from the fixed-income portfolio is 
NOK -14 billion.

The estimated value added for the GPFG is not 
necessarily equal to the sum of the contributions 
from the equity and fixed-income portfolios. This 
is especially evident when adjusting for market 
risk, as measured by the benchmark index, over 
the period from January 1998 to June 2017.

For the period from January 2013 to June 
2017, Norges Bank’s value added in the manage-
ment of the GPFG is estimated at NOK 32 billion, 
after adjustment for market risk. There is little 
change in the estimate if also taking account of 
other systematic risk factors. As with the entire 
period from 1998, the value added is estimated to 
come from equity management, whilst the contri-
bution from fixed-income management is nega-
tive.

21 The value added is calculated by multiplying the excess 
return in each month by the capital as at the beginning of 
the month. The excess returns are thereafter added up 
over all months. Norwegian kroner have been chosen as an 
illustration, but the estimate can also be calculated for 
other currencies.
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2.5.5 Description of investment strategies

The expert group emphasises that characteristics 
of the GPFG, such as the broad diversification of 
its investments, its size and its long investment 
horizon, generally would make the Fund suitable 
for investment strategies that seek to achieve 
excess return relative to the average investor. 
Like earlier reports, the group specifically notes 
that the long investment horizon of the Fund 
makes it well placed to seek excess return from 
systematic risk factors.22 

The expert group also notes that Norges Bank 
may seek to exploit other investors’ purchases 
and sales of securities in connection with index 
changes to achieve an excess return. Passively 
managed funds must, inter alia, adapt to index 
changes by purchasing securities that are added 

to the benchmark index, and selling securities 
that are omitted, at the relevant time of the index 
changes. The report refers to research literature 
indicating that such index adaptations can result 
in predictable securities transactions on the part 
of some investors. Other market participants can 
achieve excess return by avoiding portfolio adap-
tations that are concurrent in time with the index 
changes or by offering liquidity to investors that 
have to trade.

More recent research may, according to the 
expert group, indicate that large institutional 
investors can achieve excess return by accumulat-
ing expertise within the selection of external man-
agers, especially in emerging markets. Moreover, 
the group observes that the size and long time 
horizon of the GPFG can put Norges Bank at an 
advantage in selecting good external managers 
with local knowledge of the various markets.

The expert group notes that the size of the 
GPFG may limit Norges Bank’s opportunities in 

22 See Ang, Göetzman and Schäefer (2010) and Ang, Brandt 
and Denison (2014).

1 The estimated value added for the GPFG is not necessarily equal to the sum of the contributions from the equity and fixed-in-
come portfolios. This is especially evident when adjusting for market risk.

Source: Dahlquist and Ødegaard (2018).

Table 2.3 Accumulated value added from Norges Bank’s management of the GPFG1. NOK billion

January 1998 – June 2017 January 2013 – June 2017

Before 
costs

After the 
deduction of 

total asset 
management 

costs
Before 

costs

After the 
deduction of 

total asset 
management 

costs

A. Value added

Total 111.7 75.4 65.1 49.7

Equity portfolio 99.3 72.7 63.0 51.6

Fixed-income portfolio 7.7 -0.9 -3.6 -6.6

B. Value added adjusted for market risk

Total 34.8 -1.5 46.9 31.5

Equity portfolio 68.8 42.2 39.8 28.4

Fixed-income portfolio -5.8 -14.3 -2.2 -5.2

C. Value added adjusted for factor risk

Total -10.2 -46.4 48.0 32.5

Equity portfolio 49.4 22.8 42.7 31.2

Fixed-income portfolio -59.8 -68.3 -0.8 -3.8
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its management of the Fund, since several invest-
ment strategies are not scalable and may entail 
high transaction costs. It is observed, at the same 
time, that size may be an advantage for strategies 
involving index adaptation, securities lending and 
external management. 

Several of the investment strategies referred 
to by the expert group are strategies currently 
used by Norges Bank. Norges Bank notes in its 
letter of 15 December 2017 that the investment 
strategies used in its management of the GPFG 
are classified into three main categories; alloca-
tion, security selection and market exposure, 
respectively. The strategies supplement each 
other in that they have different time horizons, 
are based on different analytical frameworks and 
are expected to generate excess return under dif-
ferent market conditions. Norges Bank has not 
addressed these issues in further detail or linked 
them to the specific Fund management strategies.

Allocation strategies

Norges Bank’s allocation strategies involve allo-
cation of the Fund’s investments between asset 
classes and markets. The strategies include, 
inter alia, equity investments in new emerging 
markets («frontier markets») and investments in 
government bonds issued in currencies of 
emerging economies that are not included in the 
benchmark index defined by the Ministry of 
Finance. The strategies also include strategic 
allocations to systematic risk factors such as 
value, size and quality. 

The mandate laid down by the Ministry of 
Finance requires the establishment of environ-
ment-related investment mandates, and also 
requires Norges Bank to seek to take account of 
differences in fiscal strength between countries in 
the composition of the government bond invest-
ments. These mandate requirements imply that 
Norges Bank must deviate from the benchmark 
index, and the adaptations are made as part of the 
allocation strategies. For the environment-related 
investment mandates, the decision as to which 
specific equities shall be underweighted in order 
to release capital for the environment-related man-
dates will form part of the allocation strategies, 
whilst actual management under said mandates 
forms part of external security selection; see 
below.

The Ministry’s regulation of the real estate 
investments in the GPFG has been restructured 
with effect from 1 January 2017. The new regula-
tion implies that the scale, scope and funding of 

the real estate investments are decided by Norges 
Bank, within the limit on deviations from the 
benchmark index, as measured by an expected 
tracking error of 1.25 percentage points, as well as 
an upper limit on unlisted real estate of 7 percent 
of the Fund’s capital. The real estate investments 
are funded by selling a combination of local equi-
ties and fixed-income securities tailored to the rel-
evant real estate investment. These sales also 
form part of Norges Bank’s allocation strategies. 

Internal security selection

The analyses of individual companies shall, 
according to Norges Bank, contribute to a sound 
basis for Norges Bank’s responsible investment 
efforts. They shall also contribute to excess 
return by way of the information being used in 
active investment choices. Internal security selec-
tion strategies make use of this information to 
seek excess return by investing more or less in 
individual equities, relative to the weights in the 
benchmark index laid down by the Ministry of 
Finance. Norges Bank has focused these strate-
gies on large companies in developed markets.

External security selection

External security selection strategies are focused 
in markets where, according to Norges Bank, it is 
infeasible to build internal capacity. Mandates are 
given to external managers with specialised skills 
within clearly defined investment fields. The 
majority of the Fund’s investments in emerging 
equity markets, as well as all investments in fron-
tier markets, are managed by external managers 
with a local presence. 

Norges Bank also uses external managers for 
market segments whose characteristics are simi-
lar to those of emerging equity markets. These 
include, inter alia, market segments with small, 
illiquid and under-analysed companies in devel-
oped equity markets. External managers are also 
used for parts of the environment-related invest-
ment mandates. 

Market exposure strategies

Market exposure strategies shall ensure that the 
desired market and risk exposure, as implied by 
other investment strategies, is implemented in a 
cost-effective manner. The management of the 
broad equity and fixed-income portfolios, the 
execution of ongoing securities trading, as well 
as the handling of cash, foreign exchange and 
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securities lending, form part of these strategies. 
Norges Bank seeks, inter alia, to achieve excess 
return over time by modifying the composition of 
the portfolio gradually and at other times than 
would be implied by more mechanical index 
adaptation.

Dynamic, systematic factor strategies are man-
aged as part of market exposure strategies. The 
strategies have thus far been focused on equities. 
The factor strategies are additional to the expo-
sure to systematic factors that forms part of the 
allocation strategies. Moreover, market exposure 
strategies seek to benefit from differences in the 
valuation of securities with similar properties. 
Norges Bank notes that these strategies may 
expose the Fund to shortfall risk and emphasises 
that this type of risk is monitored on an ongoing 
basis.

Market exposure strategies also include secu-
rities lending. Norges Bank lends parts of its hold-
ings of equities and fixed-income securities to 
other investors in return for a fee. The borrower 
must at the same time put up collateral in respect 
of the value of the securities lent, in the form of 
cash or other securities. 

2.5.6 The performance of Norges Bank’s 
investment strategies

Data and reporting on strategies are available 
from 2013 onwards only, as the result of, inter 
alia, expanded reporting requirements from the 
Ministry of Finance. In addition, data further 
back in time are available for external security 
selection.

Norges Bank’s reporting

Excess return, cost and relative risk can be bro-
ken down by the various strategies used by 
Norges Bank in management of the GPFG. 
Norges Bank implements and reports such break-
down by strategies in its annual reporting; see 
Table 2.4 for a summary of the information in the 
expanded return and risk reporting for 2017.

Table 2.4 shows that market exposure strate-
gies contributed the most to the excess return 
over the four-year period 2013–2017, with a total of 
0.22 percentage points on average per year. 
Income from securities lending accounted for 0.06 
percentage points of this. Security selection strate-
gies made a positive contribution, especially exter-
nal equity management strategies. Allocation 
strategies made a negative contribution as the 
result of a negative excess return on fixed-income 

securities, which averaged 0.10 percentage points. 
Negative performance contributions were, 
according to Norges Bank, made by, inter alia, 
emerging market government bonds, lower dura-
tion and fiscal strength adjustments, whilst envi-
ronment-related equity mandates made positive 
contributions.

All in all, the excess return contributions over 
the period 2013–2017 predominantly came from 
equity management, whilst the contributions from 
fixed-income management and real estate were 
close to zero. 

Security selection strategies contributed the 
most to asset management costs over this period, 
partly because of the payment of performance-
related fees to external managers. The conclu-
sions with regard to which strategies contribute to 
the overall excess return on the Fund are not 
materially affected by the deduction of asset man-
agement costs. 

One measure of the risk associated with the 
various investment strategies is their contribution 
to total relative risk in the GPFG, measured as 
both expected tracking error and tail risk. Norges 
Bank reports the relative contributions to risk as 
at the end of 2017, and not the average contribu-
tion for the entire period; see Table 2.4.

As at the end of 2017, allocation strategies con-
tributed the most to relative risk in the GPFG. 
Unlisted real estate investments accounted for a 
major portion of this, but the other allocation strat-
egies also contributed. Security selection made a 
smaller contribution to relative risk last year, with 
a somewhat larger contribution from internal 
strategies than from external ones. Out of the 
three main strategies, market exposure made the 
smallest contribution to relative risk, as measured 
by tracking error, but a relatively larger contribu-
tion to tail risk. This indicates that market expo-
sure strategies may entail tail risk that could gen-
erate considerable negative excess return during 
periods of financial market turbulence, as also 
noted by Norges Bank.

The reporting from Norges Bank may also 
provide an indication of the ratio between return 
and risk for the various strategies. Such a com-
parison of performance in a period and relative 
risk at the end of such period will not reflect any 
changes in risk contributions over that period. 
The figures nonetheless suggest that the alloca-
tion strategies, with negative excess return and a 
large risk contribution, have delivered the weak-
est ratio between return and risk for the period. 
As far as security selection strategies are con-
cerned, the figures suggest that the ratio 
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between return and risk is better for external 
than for internal strategies. This may reflect 
stronger competition and fewer opportunities for 
profitable security selection in developed mar-
kets than in emerging markets. Market exposure 
strategies appear to have made the largest contri-
bution to excess return and the smallest contri-
bution to relative risk as measured by tracking 
error, but a somewhat larger contribution as 
measured by shortfall risk.

The assessments of the expert group 

The expert group notes that Norges Bank attri-
butes tailored internal benchmark indices to each 
investment strategy. These benchmarks typically 
comprise a large portion of the securities included 
in the investment universe for the specific strat-
egy in question.

Potential interlinkages between the various 
investment strategies make it difficult, according 
to the expert group, to isolate and individually 
assess each of Norges Bank’s active manage-
ment strategies. The group notes that the inter-
nal benchmark indices are important to under-
stand performance under the various strategies, 
the utilisation of risk limits, the allocation of 
costs, as well as incentives in the management of 
the Fund. More transparency in the determina-
tion and implementation of the internal bench-
mark indices would, according to the expert 
group, make it feasible to conduct more compre-

hensive analyses of the various investment strat-
egies used by Norges Bank in its management of 
the Fund. 

The expert group has, against this back-
ground, analysed performance under the various 
investment strategies as measured against 
Norges Bank’s internal benchmark indices. The 
assessments are based on return figures for the 
period from January 2013 to June 2017, with the 
exception of internal security selection strategies 
in the fixed-income portfolio, for which figures for 
the period from October 2014 to June 2017 are 
used. External equity management performance 
is assessed separately, based on return figures 
from 1999 onwards.

The expert group notes that the various strat-
egies appear to be, to some extent, specialised 
and to supplement each other. The excess 
returns on each of the three main strategies 
appear to be characterised by low correlation 
between each other and different exposure to 
systematic risk factors, within both the equity 
portfolio and the fixed-income portfolio. This 
may indicate, according to the group, that the 
strategies seek to achieve excess return in differ-
ent ways. Furthermore, the analyses of the 
expert group show considerable differences in 
realised relative risk for the various strategies, as 
measured by the standard deviation of the 
excess return; see Table 2.5. The realised rela-
tive risk, as measured against the internal bench-
mark indices, appears to be highest for security 

1 Contribution to the Fund’s total asset management costs. Includes cost of both active and passive management.
2 As at the end of 2017.
Source: Norges Bank.

Table 2.4  Annual excess return contributions from various strategies over the period 2013–2017, as well as 
the contributions of such strategies to asset management costs, expected tracking error and shortfall risk as 
at the end of 2017. Percentage points

Equities

Fixed-
income 

securities
Real 

estate
Asset 

allocation Total

Contribu-
tion to asset 

manage-
ment costs1

Contribu-
tion to 

expected 
tracking 

error2

Contribu-
tion to 

expected 
shortfall 

risk2

Allocation strategies -0.01 -0.10 0.01 0.03 -0.07 0.01 0.28 1.17

Security selection 0.14 -0.01 0.14 0.03 0.13 0.37

Internal strategies 0.03 -0.01 0.02 0.01 0.10 0.30

External strategies 0.11 0.11 0.02 0.06 0.19

Market exposure 0.13 0.08 0.01 0.22 0.02 0.08 0.44

Total 0.27 -0.02 0.01 0.04 0.29 0.06 0.33 1.49
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selection strategies and considerably lower for 
allocation strategies and market exposure strate-
gies. However, the table does not show how 
much capital has been allotted to the various 
strategies or to which extent the various strate-
gies are correlated. Hence, it is not possible to 
determine how much each strategy has contrib-
uted to overall relative risk in the Fund. Besides, 
there may be discrepancies in the table between 
the contribution at the level of the Fund and the 
sum total of the sub-contributions from equities 
and fixed-income securities because, inter alia, 

the respective contributions are measured for 
different time periods as mentioned above. 

The expert group notes that the analyses indi-
cate that some of Norges Bank’s strategies have 
had a skewed return distribution which may peri-
odically generate significant losses, and observes 
that these strategies will draw more on Norges 
Bank’s limit on expected tail risk. 

Table 2.5 shows the so-called information ratio 
for the various investment strategies, which is 
defined as excess return divided by relative risk, 
represented by the realised standard deviation of 

1 Figures for the period October 2014 – June 2017.
Source: Dahlquist and Ødegaard (2018) and Norges Bank.

Table 2.5 Excess returns, costs, standard deviations and information ratios for various investment strategies, 
as measured against Norges Bank’s internal benchmark indices. January 2013 – June 2017. Percentage points

Excess return Costs Standard deviation Information ratio

A: GPFG

GPFG 0.25 0.06 0.39 0.64

Allocation strategies -0.07 0.25 -0.27

Security selection strategies 0.64 0.18 1.42 0.45

Internal strategies -0.06 0.07 1.76 -0.03

External strategies 2.88 0.48 2.02 1.43

Market exposure strategies 0.27 0.03 0.09 2.92

B: Equity portfolio

Equity portfolio 0.37 0.47 0.79

Allocation strategies -0.01 0.29 -0.04

Security selection strategies 0.91 1.67 0.54

Internal strategies 0.20 2.10 0.10

External strategies 2.88 2.02 1.43

Market exposure strategies 0.28 0.11 2.57

C: Fixed-income portfolio

Fixed-income portfolio -0.03 0.50 -0.06

Allocation strategies -0.25 0.46 -0.54

Security selection strategies1 0.55 1.09 0.51

Internal strategies 0.55 1.09 0.51

External strategies - - -

Market exposure strategies 0.27 0.17 1.58
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the excess return over the period. As measured in 
this manner, it may be noted from the table that 
Norges Bank has on average been well compen-
sated for the relative risk in market exposure 
strategies, within both equity and fixed-income 
management. Norges Bank has not, on the other 
hand, been compensated for the relative risk in 
the allocation strategies. This applies, in particu-
lar, to fixed-income management. As far as secu-
rity selection strategies are concerned, each per-
centage point relative risk has on average been 
compensated by about 0.5 percentage points of 
excess return, in both the equity portfolio and the 
fixed-income portfolio. In the equity portfolio, 
external security selection has been well compen-
sated for the risk assumed, whilst the compensa-
tion for risk in internal security selection strate-
gies has been low. Adjusting for costs has little 
impact on these observations.

Furthermore, the expert group highlights that 
analyses of external equity management over the 
period from January 1999 to June 2017 show that 
Norges Bank has been well compensated for the 
relative risk in this part of the management of the 
Fund. External equity management has over this 
period outperformed, on average, corresponding 
internal benchmark indices by about 2.1 percent-
age points in annual return terms. When mea-
sured in relation to realised tracking error, each 
percentage point of relative risk has on average 
been compensated by 0.8 percentage points of 
excess return over the period since 1999, as com-
pared to 1.4 percentage points over the period 
from 2013.

The expert group notes that external equity 
management in the GPFG involves well-defined 
internal benchmark indices, which facilitate more 
thorough analyses and assessments. The excess 
return in external equity management is not, 
according to the expert group, caused by higher 
risk taking, and the group observes that average 
excess return is higher than suggested in Table 
2.5 when adjusting for risk. Net of costs and risk 
adjustment, the excess return on the external 
mandates has averaged between 2 percentage 
points and 2.8 percentage points per year over the 
period since 2013, and between 2.1 percentage 
points and 2.2 percentage points per year over the 
period since 1999.

2.5.7 The Ministry’s assessments of the 
review of Norges Bank’s management 
of the GPFG

The mandate laid down by the Ministry of 
Finance for the GPFG allows for Norges Bank to 
deviate somewhat from the benchmark index, for 
purposes of achieving excess return and cost-
effective execution of the management assign-
ment. The scale of such deviations, so-called 
active management, is nonetheless limited. Analy-
ses conducted by the expert group (Dahlquist and 
Ødegaard) indicate that the deviations Norges 
Bank make from the benchmark index laid down 
by the Ministry of Finance only explain a minor 
portion of the historical volatility in the overall 
return on the Fund, and that such portion has 
declined over time. As measured in this way, the 
management of the GPFG can be characterised as 
close to index investing.

The expert group has assessed the excess 
return achieved by Norges Bank in equity and 
fixed-income management over the period from 
January 1998 to June 2017. Special weight has 
been attached to the period from January 2013 to 
June 2017, for which the group has had access to 
more detailed figures on return, cost and risk, 
specified by individual strategies. Several meth-
ods and models have been used to shed light on 
the performance achieved by Norges Bank.

The expert group has estimated that Norges 
Bank’s management of the GPFG has increased 
the value of the Fund by between NOK 75 and 112 
billion over the period from January 1998 to June 
2017, depending on what portion of the total asset 
management costs of the Fund is deducted. For 
the sub-period from January 2013 to June 2017, 
which is specifically highlighted by the group, 
Norges Bank’s net value added is estimated at 
between NOK 50 and 65 billion. The Ministry has 
noted that this value added does predominantly 
stem from equity management, whilst the contri-
bution from fixed-income management is weakly 
negative.

In order to explain historical performance, the 
expert group has, inter alia, used models distin-
guishing between return achieved by the man-
ager by taking systematic risk, for example mar-
ket risk, and return caused by other deviations. 
The latter is often referred to as risk-adjusted 
excess return; so-called alpha. The Ministry notes 
that such analyses are useful for purposes of retro-
spectively shedding light on how performance 
has been achieved. The group’s analyses indicate 
that parts of the excess return achieved by 
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Norges Bank in the management of the GPFG can 
be explained by increased systematic risk taking. 
Norges Bank appears to have included a some-
what larger element of market risk in the Fund’s 
portfolio than would be implied by the benchmark 
index, and the investment composition has to 
some extent been biased towards other system-
atic risk factors. The Ministry would , in this con-
text, like to point out that the mandate from the 
Ministry of Finance allows for Norges Bank to 
assume somewhat more or less risk than is 
implied by the benchmark index. 

The mandate also requires Norges Bank to 
seek to compose the investments in the equity 
and fixed-income portfolios in such a way that the 
deviations from the benchmark index entail a 
broad diversification of risk.23 The Ministry of 
Finance stated, in the fund report in the spring of 
2013, that the GPFG is well placed to be exposed 
to systematic risk factors. However, because of 
the size of the Fund, there is a need for tailoring 
how this can be implemented in practice with 
regard to investability and transaction costs. It is a 
challenging task to identify the most suitable 
adaptations, and which adaptations are most suit-
able may change over time. Consequently, it is 
challenging to incorporate such factors in the 
benchmark index. The Ministry noted that such 
deviations can best be implemented by the 
manager, which position was endorsed by the 
Storting. 

Upon its deliberation of the fund report in the 
spring of 2016, the Storting requested, in petition 
resolution no. 761 of 3 June 2016, that the Minis-
try of Finance, in its review of Norges Bank’s 
management of the GPFG, assess performance, 
and the relationship between costs and benefits, 
under the various investment strategies, in both 
the short and the long run, and propose any 
changes in view of such assessments. 

The Ministry assumes, for purposes of this 
report, that benefits can be represented by 
achieved excess return, whilst asset management 
costs and how much risk is taken under the vari-
ous strategies can be considered costs. The extent 
to which the various strategies draw on the limit 
on relative risk is a relevant risk measure for pur-
poses of assessing individual strategies, but one 
should also consider the extent to which the vari-
ous strategies draw on the limit on tail risk.

Allocation strategies have contributed nega-
tively to the excess return on the GPFG over the 
period from 2013, especially because of negative 
contributions from the fixed-income portfolio. The 
Ministry has noted that Norges Bank’s strategies 
for exploiting interest rate differences between 
certain emerging economies and the countries 
encompassed by the fixed-income benchmark 
have generated negative excess return over the 
period. The bias in the fixed-income investments 
towards bonds with a shorter time to maturity, in 
order to profit from a potential interest rate 
increase, has also delivered negative excess 
return over the period. The Ministry of Finance 
has in the mandate for the management of the 
GPFG required Norges Bank to take account of 
fiscal strength in government bond investments. 
The Ministry notes that such adjustments have, 
when taken in isolation, contributed to negative 
excess return, which should be considered in the 
context that this requirement is intended to high-
light that one of the purposes of the government 
bond investments is to reduce the volatility of 
overall returns over time. Out of the three main 
strategies, allocation strategies contribute the 
most to relative risk, as reported by Norges Bank 
as at the end of 2017.

Security selection strategies within the equity 
portfolio have contributed positively to the excess 
return on the GPFG over the period from 2013. 
The Ministry notes that it is especially the exter-
nal managers that have achieved excess return, as 
measured against their benchmark indices, even 
after the deduction of asset management costs. 
This also applies after risk has been taken into 
account. The Ministry has noted, at the same 
time, that Norges Bank’s internal security selec-
tion strategies have contributed excess return cor-
responding, more or less, to the asset manage-
ment costs incurred, although the strategies have 
beyond that provided little financial compensation 
for the risk taken. These findings may reflect that 
developed markets are more exposed to competi-
tion, with fewer opportunities for profitable secu-
rity selection than emerging markets. Norges 
Bank focuses on large and medium-sized compa-
nies in developed markets in its internal security 
selection strategies, whilst emerging markets are 
largely delegated to external managers. The Min-
istry has noted that the company analyses con-
ducted as part of the implementation of the inter-
nal security selection strategies contribute, in the 
assessment of Norges Bank, to a sound basis for 
responsible investment efforts.

23 This is in the mandate worded as a requirement for the 
equity and fixed-income portfolios to be sought composed 
in such a way that the expected relative return is exposed 
to several systematic risk factors.
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Market exposure strategies account for a consid-
erable portion of the excess return in the manage-
ment of the GPFG over the period from 2013. 
These are, inter alia, strategies intended to ensure 
cost-effective adaptation to changes in the bench-
mark index, dynamic management of systematic 
factor strategies and strategies exploiting differ-
ences in valuation between securities presumed to 
have similar characteristics. These strategies have 
delivered high compensation for the relative risk 
assumed, also net of costs. The Ministry notes, at 
the same time, that these strategies can in some 
periods generate considerable negative excess 
return.

The Ministry of Finance has noted that perfor-
mance in Norges Bank’s management of the 
GPFG has, all in all, been good. The overall 
excess return over the period January 1998–June 
2017 is estimated at between NOK 75 and 112 bil-
lion, depending on how one adjusts for costs. The 
achieved value added can in itself make a contri-
bution to the funding of government expenditure 
via the fiscal budget estimated at around NOK 2–3 
billion annually, as measured by the expected 
return stipulated in the fiscal policy guidelines. 
This illustrates the benefit of Norges Bank being 
able to deviate somewhat from the benchmark 
index, in order to pay heed to the distinctive char-
acteristics of the GPFG, such as size, long time 
horizon and low liquidity need. Such deviations 
offer scope for achieving excess return, whilst at 
the same time enabling Norges Bank to handle 
ongoing changes in the benchmarks in a cost-
effective manner.

The Ministry of Finance has noted that the 
main excess return contributions stem from the 
equity investments. Breaking it down by individ-
ual strategies, as measured over the period from 
2013, the excess return is predominantly gener-
ated by external security selection within equity 
management and by market exposure strategies. 
The Ministry has also noted that parts of the asset 
management activities have contributed little or 
negatively to overall performance. This applies, 
inter alia, to the fixed-income investments over 
the period as a whole and allocation strategies 
over the period from 2013. This overall observa-
tion holds true both before and after cost and risk 
are taken into account. 

The GPFG is invested for the long term. The 
Ministry focuses on overall performance over 
time. Several of the strategies used by Norges 
Bank in its execution of the management assign-
ment must be evaluated over a longer time hori-
zon than a few years. The reviews conducted of 

Norges Bank’s management of the GPFG on a 
regular basis contribute to risk and performance 
transparency, and can support its ability to main-
tain profitable long-term strategies, also during 
periods of negative excess return. 

The Ministry of Finance would, at the same 
time, like to point out that the Executive Board of 
Norges Bank is responsible for Norges Bank’s 
management of the GPFG being appropriately 
organised, within the limits laid down by the Min-
istry. This also encompasses the choice of asset 
management strategies, assessment of the return 
and risk associated with such strategies over dif-
ferent time horizons and market conditions, as 
well as transparency and reporting on said strate-
gies. 

The investment strategies used by Norges 
Bank in its management of the GPFG appear, 
according to the expert group, to be interlinked to 
some extent, which makes it challenging to isolate 
the contributions from the various strategies. The 
Ministry has noted that the group recommends 
more transparency in the determination and 
implementation of Norges Bank’s internal bench-
mark indices. This will, according to the group, 
provide additional insight into performance under 
the various strategies, the utilisation of risk limits, 
the allocation of costs, as well as incentives in the 
management of the Fund. The Ministry will follow 
up on this in its dialogue with Norges Bank.

2.5.8 The Ministry’s assessments of the limit 
on deviations from the benchmark 
index

The mandate for the GPFG defines the scope for 
deviation from the benchmark index by a limit on 
expected tracking error. The limit has been 
changed several times, most recently in 2016, 
when it was increased from 1 percentage point to 
1.25 percentage points. Unlisted real estate was 
encompassed by such limit, on a par with other 
deviations from the benchmark index, with effect 
from 1 January 2017. The limit of 1.25 percentage 
points was not changed. 

As at the end of 2017, Norges Bank was only 
utilising about one fourth of the limit on devia-
tions from the benchmark index,as measured by 
expected tracking error; see Figure 2.9. One of 
the reasons for the low utilisation is a low level of 
measured risk in financial markets. If such risk 
were to increase, expected tracking error in the 
GPFG would probably also increase, even without 
Norges Bank making changes to the composition 
of the Fund’s investments. A potential increase in 
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the portion of unlisted real estate in the Fund will 
also entail a higher utilisation of the limit on devia-
tions from the benchmark index. 

The Ministry deems it appropriate that the 
limit on deviations from the benchmark index is 
not fully utilised during a period of low volatility in 
financial markets. This means that Norges Bank 
can avoid having to make expensive modifications 
to the investments if market risk were to suddenly 
increase. There will, at the same time, still remain 
a considerable margin up to the upper limit on 
expected tracking error, even in the event of a sig-
nificant increase in market volatility.

There may be several reasons why Norges 
Bank’s utilisation of the limit is low, also when 
adjusting for low market volatility. The Fund’s size 
may result in Norges Bank having difficulties in 
identifying profitable, scalable investment oppor-
tunities by deviating from the benchmark index. It 
may also be that Norges Bank is seeking to 
exploit time variation in risk premiums, and takes 
the view that the current market situation 
requires low risk taking. Norges Bank may, fur-
thermore, want to utilise the limit to increase the 
portion of unlisted real estate beyond the current 
level of 2.6 percent of the value of the Fund.

. The Ministry’s assessment of the historical 
performance in Norges Bank’s management of 
the GPFG is that Norges Bank has, all in all, made 
a positive contribution to the value of the Fund, 
also after the deduction of costs. The Ministry 
deems it appropriate for Norges Bank to have 

scope for deviating somewhat from the bench-
mark index in order to be able to utilise distinctive 
characteristics or accumulated strengths of the 
Fund to achieve a higher return than the bench-
mark index. The scope for deviations also facili-
tates cost-effective adaptation to the benchmark 
index. 

Both the expert group (Professors Dahlquist 
and Ødegaard) and Norges Bank recommend 
keeping the current tracking error limit 
unchanged, given the current investment strategy. 
The Ministry agrees with this recommendation 
and is not proposing any changes to the limit on 
deviations from the benchmark index at the pres-
ent time. It may be added that the Ministry deems 
it appropriate for the limit on deviations to be con-
sidered in connection with the reviews of Norges 
Bank’s management of the GPFG, as conducted 
on a regular basis. 

2.6 Report on global responsible 
investment best practices

2.6.1 Introduction

The Ministry of Finance aims for the responsible 
management of the GPFG to be in line with lead-
ing practice internationally. The Ministry has, as 
part of the review of Norges Bank’s management 
of the GPFG, commissioned the consultancy firm 
Inflection Point Capital Management (IPCM) to 
prepare a report on global responsible investment 
leading practices. 

IPCM was requested to assess leading respon-
sible investment practice in other large funds with 
which the GPFG can be compared. The asess-
ment should include a description of how respon-
sible investment efforts are organised within the 
funds, as well as the funds’ policy, guidelines, 
tools and use of resources. Furthermore, IPCM 
was asked to assess the extent to which active 
management is a prerequisite for, or improves, an 
investor’s ability to act as a responsible investor. 
The terms of reference did not call for an evalua-
tion of the responsible investment efforts of the 
GPFG.

The report from IPCM is based on interviews 
with key personnel in 18 selected funds that are 
considered leading responsible investment practi-
tioners.24 In addition, 11 individuals deemed by 
IPCM to be experts in the field were interviewed, 
including academics, consultants and people with 
experience from the investment industry, regula-

Figure 2.9 Expected tracking error and scope for 
benchmark deviations. Percentage points

Source: Dahlquist og Ødegaard (2018), Norges Bank.
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tory authorities, international organisations, stan-
dard setters and civil society. 

2.6.2 The Ministry’s assessments

Responsible investment is a field in development. 
Investors are increasingly focused on environ-
mental, social and corporate governance issues. 
There nonetheless remain major differences in 
commitment and approach to such issues. The 
Ministry is of the view that the report from IPCM 
provides a useful overview of the status of interna-
tional responsible investment efforts. The Minis-
try has noted, at the same time, that the report is 
based on interviews conducted by the consultant, 
in which the interviewees express their views 
based on their own experience. 

The Ministry of Finance notes that IPCM is of 
the view that responsible investment needs to be 
tailored to each investor, including purpose, man-
date, size and political context, and that there is 
not one joint approach to best practice. IPCM 
identifies certain characteristics which leading 
funds within the field have in common, but notes, 
at the same time, that none of the funds inter-
viewed in connection with the report had all of 
these characteristics. 

The Ministry aims for the responsible invest-
ment practices for the GPFG to be in line with 
best practice internationally. It is the assessment 
of the Ministry that many of the characteristics 
highlighted by IPCM are also reflected in the 
responsible investment practices of the GPFG. 
The strategy for, and the implementation of, 
responsible investment practice is tailored to the 
distinctive characteristics of the Fund as a large, 
long-term and universal owner, for example by 
emphasising standard setting, research support 
and broad initiatives. Company dialogue and vot-
ing are key tools and Norges Bank’s reporting 
shows a systematic approach to risk monitoring of 
factors associated with environmental, social and 
corporate governance issues. 

The Ministry of Finance will continue its com-
mitment to keeping abreast of leading responsible 
investment practices. 

2.7 Climate risk reporting

2.7.1 Background

For a broadly diversified long-term fund like the 
GPFG, the return over time will be closely linked 
to value creation in the world economy. Corre-
spondingly, the return on the GPFN will be 

largely in line with value creation in the markets 
in which the GPFN is invested. Climate risk in the 
form of climate change, climate policy and their 
effects on technological development may have 
implications for the long-term returns. Knowledge 
and awareness of the financial risk resulting from 
climate change, but also the investment opportu-
nities occasioned thereby, are therefore important 
in the management of the two funds. 

The fund report submitted in the spring of 
2017 included a broad discussion of climate risk. 
The report noted, inter alia, that climate risk has 
for many years been an integral component in the 
management of the GPFG and the GPFN, and the 
efforts of Norges Bank and Folketrygdfondet in 
that regard were outlined. 

The below discussion addresses climate risk 
reporting frameworks. It starts out from the rec-
ommendations of an international working group 
and how these are followed up in the management 
of the Government Pension Fund. The Task Force 
on Climate-related Financial Disclosure (TCFD) 
was a working group appointed by the Financial 
Stability Board.25 The working group published 
its final report on 29 June 2017. 

The recommendations of TFCD aim to facili-
tate better, more accessible and more comparable 
climate risk reporting. The report from the work-
ing group outlines a climate risk reporting frame-
work and can be split into four themes of rele-
vance to companies across sectors, countries and 
regions: governance, strategy, risk management, 
as well as metrics and targets. In addition, the 
working group makes separate recommendations 
for specific sectors and industries, including, inter 
alia, the financial sector, including capital owners 
and asset managers. A key recommendation of 
the group is that companies should analyse their 
business models against various climate policy 
scenarios, including a scenario in which global 
warming is limited to 2 degrees or less above pre-
industrial levels.26 

The Ministry of Finance requested, in a letter 
of 2 October 2017, Norges Bank and Folketrygd-
fondet to assess whether the recommendations of 
the working group will have implications for their 
climate risk efforts. The below discussion is 
based on the reply letters from the managers.27 

25 The Financial Stability Board (FSB) was established by the 
G20 countries.

26 The Paris Climate Agreement aims for global warming to 
be limited to well below 2 degrees above pre-industrial 
levels, whilst seeking to limit global warming to 1.5 grader.

27 The letters are available on the Ministry website.
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2.7.2 Norges Bank’s climate risk reporting 
efforts

Norges Bank has in a letter of 21 February 2018 
outlined its assessments of the TFCD recommen-
dations. Norges Bank endorses the recommenda-
tions and joined a declaration in support of these 
in connection with the climate summit28 in Paris 
in December 2017. Besides, Norges Bank contrib-
uted to the TFCD effort by submitting consulta-
tive comments. Norges Bank expressed its sup-
port for the group’s efforts, but also identified cer-
tain informational and methodological challenges 
in the operationalisation of the recommendations.

Norges Bank is of the view that the recommen-
dations support those aspects of companies’ cli-
mate efforts and reporting emphasised by Norges 
Bank over time. Climate change in general has 
been a strategic focal area for Norges Bank in its 
management of the GPFG since 2006. In 2009, 
Norges Bank published an expectations document 
on climate change, which is aimed at the compa-
nies in which the Fund is invested and outlines the 
principles underpinning its exercise of ownership 
rights. The contents of the expectations document 
largely reflect the TFCD recommendations, espe-
cially the emphasis on the role and responsibilities 
of the board of directors, as well as expectations 
that companies will integrate climate assessments 
in their strategic plans, risk management and 
reporting. In 2017, Norges Bank made certain 
changes to the expectations document to further 
align it with the recommendations of the working 
group.

The working group is of the view that climate 
risk reporting of financial significance shall be 
integrated in ordinary company reporting. 
Norges Bank has assessed the climate reporting 
of companies in selected sectors since 2010, and is 
in regular contact with companies that have room 
for improvement in their reporting. In 2017, 
Norges Bank initiated a dialogue with selected 
major banks on climate reporting and how these 
will be following up on the recommendations of 
the working group. Norges Bank has also sought 
to have the recommendations reflected in estab-
lished company climate reporting frameworks, 
including in reporting to the CDP initiative on 
transparency about companies’ environmental 
impact.29 

In addition to supporting reporting by compa-
nies, Norges Bank has since 2015 been focusing on 

developing its own database of information on envi-
ronmental, social and corporate governance issues. 
In 2015, Norges Bank also published its first esti-
mates of greenhouse gas emissions in the equity 
portfolio, and has subsequently expanded this anal-
ysis to corporate bonds. Norges Bank notes that 
the Fund’s carbon footprint has been reduced over 
time, but also points out that emission figures alone 
do not provide a complete basis for the assessment 
of climate risk. The risk assessments have there-
fore been supplemented with other factors, includ-
ing water intensity, air pollution and the age of the 
carbon capture and storage facilities. 

Norges Bank observes that only a small num-
ber of companies currently report scenario analy-
ses. Norges Bank will in 2018 continue its efforts 
relating to such analyses for selected sectors, mar-
kets and companies. Moreover, Norges Bank par-
ticipates in a working group under the auspices of 
the United Nations Environment Programme 
which is charged with preparing guidance notes 
for investors on the recommendations of the 
working group. 

2.7.3 Folketrygdfondet’s climate risk 
reporting efforts

Folketrygdfondet supported, in a letter of 15 Feb-
ruary 2018, the intention behind the TFCD rec-
ommendations. It is highlighted as positive and 
important that the recommendations address 
both how companies are affected by climate risk 
and how they affect the climate. Folketrygdfondet 
notes that company reporting in line with the rec-
ommendations of the working group is expected 
to provide investors with better information on cli-
mate risk exposure and handling at the company 
and sectoral level. 

One of the recommendations is that investors 
shall encourage companies to make better climate 
risk disclosures. Folketrygdfondet has raised cli-
mate risk in its active ownership efforts for a num-
ber of years, and encourages the companies in 
which the Fund is invested to report on their 
emissions, prepare strategies and targets, as well 
as introduce measures that will make them less 
exposed to climate risk.

Folketrygdfondet also refers to its expecta-
tions document on companies’ climate approach, 
and notes that this is in line with the recommenda-
tions of the working group. This includes, inter 
alia, the recommendation that companies facing 
material climate-related threats and opportunities 
should describe how business models and strate-
gies may be affected, and also that such compa-

28 One Planet Summit.
29 Formerly the Carbon Disclosure Project.
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nies should report relevant indicators and metrics 
as part of their financial reporting. 

Folketrygdfondet has been preparing emis-
sions analyses of the equity portfolio since 2013. 
Emissions analysis contributes to both improved 
understanding of the financial risk associated with 
a change in emissions prices, as well as better 
insight into companies’ preparedness for handling 
climate risk. Folketrygdfondet notes that emis-
sions analysis nonetheless has its limitations, and 
the analysis does not provide any insight into how 
the portfolio companies are positioned for the 
impact of legislative amendments or transition 
risk.

TFCD recommends handling these weak-
nesses by using other tools in addition to emis-
sions analyses, for example scenario analyses. 
Folketrygdfondet notes that it is necessary to 
develop a robust method for climate-related sce-
nario analyses in order for this information to be 
perceived as useful and relevant to investors and 
companies. The working group also observes that 
the preparation and use of climate-related sce-
nario analysis is still in an early phase, and encour-
ages further development of practices. Folket-
rygdfondet states, furthermore, that it will engage 
in relevant external initiatives to contribute to the 
development of a robust approach to investors’ 
identification, management and reporting of mate-
rial climate risk. 

2.7.4 The Ministry’s assessments

The objective of the investments in the Govern-
ment Pension Fund is to achieve the highest pos-
sible return at an acceptable risk. There is a broad 
political consensus that the Fund shall not be used 
as a foreign policy or climate policy tool. The 
assessments in this section thus reflect a financial 
perspective.

Climate is an important financial risk factor for 
the Government Pension Fund over the long 
term. This applies to climate change, climate pol-
icy and their effects on technological develop-
ment. The Fund is large, has a long time horizon 
and has investments spread across several thou-
sand companies. It is therefore particularly 
exposed to systemic risk, inasmuch as economic 
growth and overall company earnings are affected 
by, inter alia, climate change. The mandates for 
the management of the GPFG and the GPFN are 
based on the premise that good long-term returns 
depend on sustainable development and well-func-
tioning markets.

Information is a prerequisite for markets func-
tioning well, thus implying that climate risk is 
reflected in securities prices and in financial mar-
kets. This will again affect company investments 
and the overall allocation of capital. Climate risk 
reporting and the recommendations of the TCFD 
working group are important in this regard. The 
efforts of the Norwegian climate risk commission 
may also be of relevance to the development of 
standards and reporting practices. 

The Ministry of Finance notes that both 
Norges Bank and Folketrygdfondet support the 
recommendations of the working group on cli-
mate risk reporting. The recommendations 
largely reflect the expectations already estab-
lished by Norges Bank and Folketrygdfondet on 
reporting from the companies in which they are 
invested, as set out in their respective expecta-
tions documents on climate. The expectations 
documents outline the basis for the exercise of the 
ownership rights of the funds. Climate risk in the 
broader sense has long formed an integral part of 
the management of the GPFG and the GPFN. 

Norges Bank and Folketrygdfondet are cur-
rently estimating the greenhouse gas emissions of 
the companies in the portfolio. This is a useful 
starting point, but an incomplete basis for the 
assessment of climate risk, as also noted by the 
managers themselves. Such analyses will not cap-
ture, inter alia, how the companies are positioned 
for handling various climate scenarios.

The working group recommends scenario 
analyses to gain a better understanding of how 
business models and strategies are affected by cli-
mate risk, including by a scenario in which global 
warming is limited to 2 degrees or less above pre-
industrial levels. The Ministry of Finance agrees 
that scenario analyses may contribute relevant 
information. The Ministry has noted, however, 
that companies’ pursuit of such analyses is in an 
early phase, as also emphasised by the working 
group itself. Norges Bank observes that few com-
panies currently report such analyses. Folket-
rygdfondet emphasises that a robust method 
needs to be developed in order for the information 
to be perceived as useful and relevant for compa-
nies and investors. 

The Ministry expects Norges Bank and 
Folketrygdfondet to continue their climate risk 
reporting involvement in view of the recommen-
dations of the working group by, inter alia, con-
tributing to the development of standards and 
reporting practices.



50 Meld. St. 13 (2017–2018) Report to the Storting (white paper) 2017–2018
The Government Pension Fund 2018
3  Appendix

3.1 The current investment strategy

3.1.1 Background

The government is saving the revenues from 
petroleum activities in the Government Pension 
Fund Global (GPFG) on an ongoing basis. Such 
savings are fully integrated in the fiscal budget; 
see Box 3.1. Annual withdrawals from the Fund; 
the non-oil deficit, are determined in the fiscal 
budget. The deficit shall, over time, follow the 
expected real rate of return on the GPFG (the fis-
cal policy guidelines). 

The Fund is a financial investor. The objective 
for the investments is to achieve the highest possi-
ble return, net of costs and measured in foreign 
currencies, given an acceptable level of risk. The 
investment strategy is expressed in the mandate 
laid down by the Ministry of Finance for the 
GPFG, whilst operational implementation of the 
mandate falls within the remit of Norges Bank; 
see section 3.1.7. 

The strategy is derived from the purpose of 
the Fund and its distinctive characteristics, 
assumptions as to the functioning of financial mar-
kets, as well as the strengths of the asset manager. 
It has been developed over time on the basis of 
public domain knowledge, research, practical 
experience and thorough assessments. The strat-
egy is summarised in Figure 3.1. 

The benchmark indices defined by the Ministry 
of Finance are closely replicated in the manage-
ment of the GPFG. More than 99 percent of the vol-
atility in the return of the Fund can be explained by 
volatility in the benchmark index. Although the 
scope for deviations from the benchmark index is 
limited, Norges Bank has over time achieved 
excess return in its management of the Fund.

Transparency is important and a prerequisite 
for widespread confidence in the management of 
Norway’s national savings in the GPFG. Import-
ant decisions are endorsed by the Storting. Broad 
support for the key features of the management of 
the Fund facilitates consistent adherence to the 
long-term investment strategy, also during peri-
ods of financial market turbulence. 

3.1.2 Broad diversification of the 
investments

A key premise underpinning the investment strat-
egy for the GPFG is that risk can be reduced by 
broad diversification of investments. Risk is 
reduced when investments are diversified across 
asset classes, countries, sectors and individual 
companies. This makes the Fund less vulnerable 
to events that impinge on individual equities or 
individual markets. Such an approach makes it 
feasible to eliminate major parts of the risk that is 
specific to individual investments, also called 
unsystematic risk, and contributes to improving 
the ratio between expected return and risk in the 
Fund.

The principle of broad diversification of the 
investments is reflected in the Ministry’s choice 
of equity and fixed-income benchmarks in the 
mandate for the management of the GPFG. The 
benchmark indices comprise several thousand 
individual equities and bonds and are intended to 
reflect the investment opportunities in interna-
tional financial markets; see Figure 3.2. The indi-
ces specify an allocation across countries, sectors, 
individual companies and bonds. They are com-
posed in such a way as to enable investors to read-
ily replicate them closely and at a low cost. The 
chosen index providers are leading internationally 
and have established their own criteria for which 
markets, companies and issuers to include in the 
benchmark indices.

The equity benchmark is based on an index 
from FTSE Russell and includes all countries, with 
the exception of Norway, classified by the index 
provider as developed markets, advanced emerg-
ing markets or secondary emerging markets. The 
allocation of investments internally in each region 
is based on the size of the listed equity markets in 
the countries included in the index. The allocation 
between regions deviates somewhat from market 
weights in that a larger portion is invested in 
Europe and a smaller portion in the US and 
Canada. The chosen geographical allocation is 
outlined in the report on the Government Pension 
Fund submitted in the spring of 2012. 
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The fixed-income benchmark is based on indi-
ces provided by Bloomberg Barclays, and com-
prises sub-benchmarks for government bonds 
and corporate bonds. The Ministry has stipulated 
an allocation of 70 percent government bonds and 
30 percent corporate bonds across the two sub-
benchmarks. Norwegian fixed-income securities 
are omitted from the benchmark. Whilst the allo-
cation of investments within the sub-benchmark 
for corporate bonds is based on market weights, 
the allocation within the sub-benchmark for gov-
ernment bonds is based on the relative size of the 
economies as measured by GDP. At the same 
time, certain adjustments have been made in 
order to, inter alia, ensure broad geographical 
diversification of the investments. See section 2.3 
for further details on the benchmark index and 
fixed-income investments.

3.1.3 Reaping of risk premiums

Broad fluctuations in the market prices of equi-
ties, currencies, commodities and interest rates 

are generally referred to as market risk or system-
atic risk. According to financial theory, investors 
can expect to be compensated for accepting this 
type of risk. The expected excess return is termed 
a risk premium. Investors need to accept risk over 
time in order to achieve a satisfactory expected 
return. Higher risk implies a higher expected 
return, but also larger fluctuations in the value of 
the investments and a higher probability of long-
term loss.

A key risk premium is the equity premium, i.e. 
the expected excess return from investing in equi-
ties rather than fixed-income securities. Corre-
spondingly, those investing in fixed-income secu-
rities can expect a compensation; a so-called 
credit premium, depending on how high the risk 
is that the borrower will default on its obligations. 
The magnitude of these premiums is uncertain 
and may vary over time. The investment composi-
tion reflects investors’ trade-off between expected 
return and risk. 

Investors differ in their time horizons for 
investments and in their capacity to absorb risk. 

Figure 3.1 Assumptions of the Ministry of Finance as to the functioning of markets, distinctive characteristics 
of the GPFG and the investment strategy

Source: Ministry of Finance.
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The central government, as owner of the GPFG, 
aims to preserve the principal of the Fund over 
time, thus enabling future generations to benefit 
from the petroleum revenues as well. The proba-
bility of large and unexpected withdrawals from 
the Fund is held to be relatively low. Its long 
investment horizon makes the GPFG well placed 
to carry risk that requires a long time horizon. 
This is exploited in order to, inter alia, reap the 
expected excess return from investing in equities 
rather than fixed-income securities. The equity 
investments mean that the Fund is benefiting 
from global economic growth and value creation, 
and these are expected to make major contribu-
tions to the return on the Fund over time. Fixed-
income securities are expected to generate a 
lower return than equities, but also lower risk. 
The role of fixed-income investments in the Fund 
is to reduce overall return variations, improve 
liquidity and reap risk premiums. 

For the GPFG, the share invested in equities is 
the choice with the greatest impact on total return 
and risk in the Fund. Said share is indirectly deter-
mined by combining the equity and fixed-income 

benchmarks into an overall strategic benchmark 
index for the Fund. In 2017, the Storting endorsed 
an increase in the equity share of the strategic 
benchmark index for the GPFG from 62.5 percent 
to 70 percent. The phase-in is to be carried out 
over time in accordance with a plan established in 
consultation with Norges Bank. Once the plan has 
been implemented, fixed-income securities will 
represent 30 percent of the strategic benchmark 
index. 

The market prices of equities and fixed-
income securities fluctuate considerably, and will 
often develop differently over time. Given these 
constant price changes, maintaining a fixed alloca-
tion between equities and fixed-income securities 
is considered inexpedient, not least because this 
would entail unnecessary transaction costs for the 
Fund. An actual benchmark index has therefore 
been stipulated, in which the equity and fixed-
income shares may deviate from their long-term 
weights, subject to a specified limit. Figure 3.3 
shows how the strategic and actual benchmark 
indices for the GPFG were composed as at the 
end of 2017. 

Box 3.1 The fund structure and the fiscal policy framework

The ongoing inflow of capital to the GPFG pre-
dominantly represents a conversion of the petro-
leum wealth on the Norwegian continental shelf 
into financial wealth abroad. The oil and gas rev-
enues accruing on an ongoing basis differ from 
other central government revenues in that these 
represent a conversion of wealth. Moreover, 
these revenues are highly volatile and will come 
to an end at some point in the future. 

A key objective of the GPFG and the fiscal 
policy guidelines is to facilitate permanently 
high value creation and stable development in 
the mainland economy. To this end, the central 
government’s net cash flow from petroleum 
activities is transferred to the Fund in full. An 
amount is withdrawn from the Fund annually 
pursuant to a resolution passed by the Storting 
to cover the deficit in the remainder of the fis-
cal budget (the non-oil budget deficit). Since 
2001, the following guidelines have applied to 
withdrawals from Fund (the fiscal policy guide-
lines):
– The spending of fund revenues shall, over 

time, follow the expected real rate of return 
on the GPFG.

– Considerable weight shall be attached to the 
smoothing of fluctuations in the economy to 
ensure good capacity utilisation and low 
unemployment. 

The Fund and the fiscal policy guidelines serve 
to shelter the fiscal budget from short-term 
petroleum revenue fluctuations and provide fis-
cal policy room for manoeuvre, thus enabling 
economic setbacks to be countered. At the same 
time, petroleum revenue spending via the fiscal 
budget becomes an integral part of a compre-
hensive budget process. As long as the central 
government does not accumulate debt by fund-
ing expenditure through borrowing, the capital 
in the GPFG will reflect real financial savings on 
the part of central government. The fiscal policy 
framework facilitates preservation of the real 
value of the Fund for the benefit of future gener-
ations. Whilst the capital of the Fund can only be 
spent once, the real return may fund a perma-
nently higher level of central government 
expenditure. The fiscal policy guidelines sup-
port the long time horizon of the Fund.
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If the equity share in the actual benchmark 
index is materially higher or lower than the strate-
gic allocation, this may result in different risk and 
expected return characteristics than those origi-
nally endorsed through the choice of equity share. 
The Ministry of Finance has therefore adopted 

rules on rebalancing of the equity share when the 
deviation exceeds a certain limit (four percentage 
points). Rebalancing also gives the investment 
strategy a certain counter-cyclical element, in that 
over time the Fund purchases the asset class 
which in relative terms has depreciated substan-

Figure 3.2 Allocations of the equity and fixed-income benchmarks across geographical regions and sectors 
as at 31 December 2017

Source: Barclays, FTSE Russell, Norges Bank and the Ministry of Finance.
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tially in value and sells the asset class which has 
appreciated strongly in relative terms. Special 
rebalancing rules apply over the period when the 
equity share of the GPFG is being increased to 70 
percent. 

3.1.4 Limited scope for deviations from the 
benchmark index

The investment strategy for the GPFG is pre-
mised on financial markets largely being well-
functioning. Competition between market partici-
pants is generally high, and new publicly available 
information is thus assumed to be rapidly 
reflected in securities prices. Hence, systemati-
cally outperforming the general market, i.e. the 
average investor, in well-functioning markets will 
be difficult. This suggests that investors should 
diversify their investments broadly and seek to 
minimise asset management costs.

Some investors may nonetheless have distinc-
tive characteristics or advantages which allow 
them to achieve an excess return over time. Size 
is a distinctive characteristic of the GPFG, which 
may make the Fund suited for reaping economies 
of scale. Size may, at the same time, be a disadvan-
tage, since some strategies are difficult to scale up 
and since it is more challenging to make large 

changes to the portfolio within a short period of 
time without incurring high transaction costs. 

The mandate laid down by the Ministry of 
Finance for the GPFG allows Norges Bank to devi-
ate somewhat from the benchmark index. The 
purpose of such deviations is to utilise the distinc-
tive characteristics and advantages of the Fund to 
achieve excess return and cost-effective imple-
mentation of the strategy. Deviations from the 
benchmark index require market knowledge and 
proximity, and implementation has therefore been 
delegated to Norges Bank. 

The scope for deviations from the benchmark 
index is specified in terms of expected tracking 
error in the mandate, and is stipulated at 1.25 per-
centage points. Expected tracking error 
expresses how much the return is expected to 
deviate from the benchmark index in a normal 
year. 

The mandate also defines which assets can be 
included in the Fund (the investment universe) 
and stipulates other requirements intended to cur-
tail the risk associated with deviations from the 
benchmark. Norges Bank may, inter alia, only 
invest outside Norway, only in tradable debt 
instruments and only in equities which are listed 
or planned listed on recognised market places. 
The Fund may only own up to 10 percent of the 

Figure 3.3 Composition of the strategic and actual benchmark indices for the GPFG as at the end of 2017
1 The equity share is being increased to 70 percent; see section 3.1.
Source: Norges Bank and the Ministry of Finance.
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voting shares of any one company.1 There are, 
moreover, provisions intended to ensure consider-
able overlap between the benchmark index and 
the actual investments.

This strategy implies that the benchmark 
index largely reflects the investment opportuni-
ties open to the Fund. The benchmark specifies 
the desired allocation of the equity and fixed-
income investments. This distinguishes the GPFG 
from some other large funds, for which the role of 
the benchmark index is to define overall risk lim-
its, whilst the detailed investment composition is 
delegated to the manager. As far as the GPFG is 
concerned, the strategy implies that the return is 
predominantly determined by the benchmark 
index. More than 99 percent of the historical fluc-
tuations in the return on the Fund can be 
explained by fluctuations in the return on the 
benchmark index.

The mandate allows for Norges Bank to invest 
a minor portion of the Fund in unlisted real estate. 
It is more difficult to measure return and manager 
risk in the unlisted market than in the listed mar-
ket. There are no good benchmark indices, and 
the investments cannot be diversified broadly via 
small ownership stakes in a large number of prop-
erties in a simple and cost-effective manner. 
Achieved performance will depend on the man-
ager’s strengths and specific investment choices. 
The unlisted real estate investments have there-
fore, based on an overall assessment, been made 
subject to the limit on expected tracking error, 
alongside other deviations from the benchmark 
index. The scale and scope of the real estate 
investments are determined by Norges Bank. As 
far as these investments are concerned, the 
benchmark index cannot be replicated closely and 
at a low cost. 

The mandate for the GPFG imposes extensive 
reporting requirements on Norges Bank with 
regard to return, risk and cost, also for individual 
strategies used in its management of the Fund. 
The equity and fixed-income benchmarks are 
broadly composed and can, as a general rule, be 
closely replicated, and at a low cost. This makes 
them well suited to measuring achieved perfor-
mance. The performance of the equity and fixed-
income portfolios is measured against the respec-
tive benchmark indices. The performance of 
these portfolios may be affected by which equities 
and fixed-income securities are divested in order 
to fund the purchase of unlisted real estate. The 

contribution from such funding shall therefore be 
specified separately. The overall benchmark index 
is a performance measure for the investments of 
the GPFG as a whole. 

3.1.5 Responsible investment

The GPFG shall be a responsible investor, within 
the overarching financial objective. The mandate 
laid down by the Ministry is based on the premise 
that good financial returns over time will depend 
on well-functioning markets and sustainable 
development. There is a broad political consensus 
that the Fund shall not be used as a foreign policy 
or climate policy tool.

The GPFG can, as a responsible and global 
investor, contribute to reducing externalities that 
may arise as the result of the production or con-
sumption of one market participant affecting oth-
ers, positively or negatively, without this being 
reflected in prices. One example is pollution in the 
event of inadequate regulation on the part of the 
authorities. For a large, long-term investor like 
the GPFG, with ownership stakes in thousands of 
companies globally, externalities from one com-
pany in the portfolio may reduce the return or 
earnings of other companies in the portfolio over 
time. It is thus in the self-interest of an investor 
like the GPFG to take such potential interaction 
effects into account.

3.1.6 Cost effectiveness

A number of circumstances facilitate low costs in 
the management of the GPFG. The investment 
strategy involves the Fund being predominantly 
invested in listed equities and fixed-income securi-
ties, whilst the scope for deviations from the 
benchmark index is limited. Moreover, the size of 
the Fund enables economies of scale to be 
achieved and internal expertise to be developed. 
Costs will generally increase in response to any 
increase in active management and unlisted 
investments, and the same applies to any increase 
in the portion of the management activities con-
ducted externally. Asset management costs, mea-
sured as a portion of fund capital, will therefore be 
lower for a large fund than for a small fund. 

The Ministry of Finance and the Storting have 
emphasised that the management of the GPFG 
shall be cost effective. The mandate laid down by 
the Ministry instructs Norges Bank to seek the 
highest possible return net of costs. The actual 
asset management costs of Norges Bank are cov-
ered up to a maximum limit stipulated annually by 

1 An exception has been made in respect of real estate 
companies.
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the Ministry of Finance. Such limit is specified as 
a portion of the assets under management. The 
Supervisory Council of Norges Bank adopts, 
within such limit, a budget for Norges Bank’s 
management of the GPFG, measured in 
Norwegian kroner, based on a proposal from the 
Executive Board of Norges Bank. Comparisons 
with other large funds show that the asset man-
agement costs of the GPFG are low, measured as 
a portion of assets under management. 

However, the objective is high net returns, not 
low costs as such. In order to assess Norges 
Bank’s management of the GPFG, one needs to 
assess both the costs and the excess return 
achieved over time. Notional passive index man-
agement would somewhat reduce asset manage-
ment costs, but also implies less scope for seeking 
excess return and meeting other requirements 
under the mandate. Such a comparison also needs 
to take into account that the return on the bench-
mark index cannot be achieved at zero cost as the 
result of, inter alia, the transaction costs associ-
ated with securities trading. 

3.1.7 Clear governance structure

The Storting has, under the Government Pension 
Fund Act, made the Ministry of Finance responsi-

ble for the management of the GPFG, while Nor-
ges Bank is responsible for operational implemen-
tation. The Storting, the Ministry of Finance and 
Norges Bank have different roles in the manage-
ment of the GPFG. A clear division of roles bet-
ween the various governance levels, from the 
Storting down to the individual portfolio manager, 
clarifies responsibilities. Tasks and authorisati-
ons are delegated downwards in the system, whe-
reas performance and risk are reported upwards; 
see Figure 3.4. Regulations and delegations 
necessarily become more detailed further down in 
the hierarchy. Each part of the system has its own 
supervisory unit which receives reports from, and 
supervises, its subordinate unit. The exception to 
this principle is that the Executive Board of Nor-
ges Bank is subject to the supervision of the 
Supervisory Council, a governing body appointed 
by the Storting, which also appoints Norges 
Bank’s auditor. 

The governance structure must ensure that 
the investment strategy and risk profile of the 
Fund are supported by the owner, represented by 
the Government and the Storting. Major strategic 
choices in the management of the Fund are there-
fore endorsed by the said bodies prior to imple-
mentation. This is effected through, inter alia, the 
deliberation of the annual fund reports. Broad 

Figure 3.4 Governance structure of the GPFG

Source: Ministry of Finance. 
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Box 3.2 International standards and principles

The mandates for the GPFG refer, in particular, 
to three international sets of standards and prin-
ciples intended to address environmental, social 
and corporate governance considerations.

OECD Guidelines for Multinational Enterprises 

The OECD Guidelines for Multinational Enter-
prises are voluntary recommendations intended 
to promote responsible conduct in all business 
sectors. The guidelines were launched in 1976, 
and most recently updated in 2011. They are not 
legally binding, and individual enterprises 
should independently assess how the guidelines 
can be implemented. 

The guidelines aim for companies to contrib-
ute positively to economic, environmental and 
social conditions worldwide. They stipulate prin-
ciples and internationally recognised standards 
for responsible business conduct. The guide-
lines encourage companies to avoid causing or 
contributing to negative social or environmental 
effects through their own operations, and to fol-
low-up cases in which such effects do occur. 
Guidance is also provided on how companies 
should follow up on their business relations and 
supply chains. The guidelines also ask compa-
nies to conduct due diligence assessments to 
ensure that obligations are met. For certain 
selected sectors, the OECD has prepared spe-
cific and more practical guidance notes for such 
due diligence assessments. 

Countries that have adopted the OECD 
guidelines are obliged to establish a national 
contact point for responsible business conduct. 
The contact points are mandated to spread 
knowledge about the guidelines and offer dia-
logue and mediation in individual cases. The 
Norwegian contact point is an independent spe-
cialist body subject to the administrative over-
sight of the Ministry of Foreign Affairs.

UN Global Compact 

The UN Global Compact is currently the world’s 
largest corporate social responsibility initiative, 
with more than 12,000 participants in about 170 
countries. The initiative is voluntary and focuses 

primarily on the commercial sector. Companies 
are encouraged to comply with 10 universal prin-
ciples relating to human rights, labour rights, 
the environment and anti-corruption. In addi-
tion, participants shall report annually on their 
efforts to implement the principles in their oper-
ations. The results are published in the annual 
Global Corporate Sustainability Report. 

The principles are based on the Universal 
Declaration of Human Rights, the ILO Declara-
tion on Fundamental Principles and Rights at 
Work, the Rio Declaration on Environment and 
Development, and the UN Declaration Against 
Corruption and Bribery in International Com-
mercial Transactions. The principles are general 
in nature and state, inter alia, that businesses 
should respect fundamental human rights, 
should uphold the freedom of association and 
collective bargaining, and eliminate all forms of 
forced and compulsory labour, child labour and 
discrimination with respect to employment and 
occupation. Furthermore, businesses should 
support a precautionary approach to environ-
mental challenges and promote the environ-
ment, development and environmentally 
friendly technologies. They should also combat 
all forms of corruption, including extortion and 
bribery. 

G20/OECD Principles of Corporate Governance 

The G20/OECD Principles of Corporate Gover-
nance discuss the distribution of roles and 
responsibilities between the owners, the board 
of directors and the senior executives of a com-
pany. The principles are designed to promote a 
common understanding of best practice in areas 
such as transparency and disclosure, equitable 
treatment of shareholders, and the responsibili-
ties and liabilities of the board of directors. 

The principles are based on the view that 
good governance over time promotes growth in 
company value, access to financing and well-
functioning capital markets. Effective corporate 
governance and capital allocation will in turn 
promote welfare and general economic growth. 
The revised principles were launched in 2015 
and were endorsed by the G20.
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endorsement and appreciation of the risk profile 
of the Fund facilitates consistent adherence to the 
investment strategy, also during periods of finan-
cial market turbulence. Experience from the finan-
cial crisis in 2008–2009 shows that it can be more 
challenging to identify, communicate and obtain 
support for risk in active management than for 
risk implied by the benchmark index. This is refle-
cted in the strategy for the Fund inasmuch as the 
risk taking is predominantly determined by the 
chosen benchmark index.

The governance structure must at the same 
time be sufficiently flexible, through the delega-
tion of authority, to enable ongoing operational 
investment decisions to be made close to the 
markets in which the Fund is invested. It is neit-
her desirable, nor feasible, for the operational 
management of the GPFG to be regulated and 
managed in detail by the Ministry of Finance. The 
mandate expresses the overarching investment 
strategy and limits. Norges Bank is required 
under the mandate to make investment decisions 
independently of the Ministry. Such indepen-
dence also pertains to the exercise of the owners-
hip rights implied by the investments. This divi-

sion of responsibilities is broadly endorsed by the 
Storting. 

In Norges Bank, responsibility for adopting 
the investment strategies and for other key 
choices lies with the Executive Board, whilst daily 
operations are delegated to the head of Norges 
Bank Investment Management (NBIM).

As a more general observation, the delegation 
of authority implies that the governance structure 
must also serve to reduce potential conflicts of 
interest that may arise because the person issuing 
an assignment (the principal) and the decision-
maker (the agent) may generally have conflicting 
interests or different information (so-called princi-
pal-agent problems). Such conflicts of interest 
may arise at different levels, for example between 
the owners and the board of directors of an enter-
prise, or between the board of directors and the 
senior executives. In asset management there 
may be conflicts of interest between the capital 
owner and the asset manager. As far as the GPFG 
is concerned, the governance structure must, in 
addition to contributing to the maximum align-
ment of interests between the owner and the man-
ager, also facilitate a high degree of transparency. 

Figure 3.5 Responsible investment roles and responsibilities 

Source: Ministry of Finance. 

Ministry of Finance

Norges Bank Council of Ethics
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Integration of 
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Box 3.3 Guidelines for Observation and Exclusion from the GPFG

The Ministry of Finance has adopted ethically 
motivated guidelines for the observation and 
exclusion of companies from the GPFG. The 
guidelines include exclusion criteria that are 
based on what the companies produce (prod-
ucts) or on their conduct. Companies may be 
placed under observation if there is doubt about 
whether the exclusion conditions are met. The 
Fund is also prohibited from investing in bonds 
issued by certain sovereign states. 

The product criteria

The Fund shall not be invested in companies 
which themselves or through entities they con-
trol:
– produce weapons that violate fundamental 

humanitarian principles through their nor-
mal use;

– produce tobacco; 
– sell weapons or military materiel to sovereign 

states in whose government bonds the Fund 
is barred from investing (the government 
bond exemption); or

– have a significant element of thermal coal in 
their operations.

The weapons criterion encompasses chemical 
weapons, biological weapons, anti-personnel 
mines, undetectable fragmentation weapons, 
incendiary weapons, blinding laser weapons, 
cluster munitions and nuclear arms.1 Moreover, 
the Fund shall not be invested in companies that 
develop or produce key components for these 
types of weapons.

The tobacco criterion is limited to the actual 
tobacco product, and does not include associ-
ated products such as filters and flavour addi-
tives or the sale of tobacco products. All compa-
nies that grow tobacco plants or process tobacco 
into end products, whether directly or through 
entities they control, shall be excluded. Tobacco 
is a product distinguished by its normal use 
entailing a risk of severe illness and death. This 

is reflected in strict regulations, both nationally 
and internationally. In 2009, when it was decided 
to exclude tobacco producers from the GPFG, 
an international tobacco control convention had 
been adopted. 

The product-based coal criterion implies that 
observation or exclusion can be decided for min-
ing companies and power producers which 
themselves or through entities they control 
derive 30 percent or more of their revenue from 
thermal coal or base 30 percent or more of their 
operations on thermal coal.

There is a broad political consensus that 
there should be a high threshold for excluding 
an entire sector from the Fund. In Recommen-
dation 290 (2014–2015) to the Storting, the 
Standing Committee on Finance and Economic 
Affairs stated, in its deliberation of investments 
and policy initiatives targeting coal and petro-
leum companies, that it is not considering fur-
ther product exclusions for other operations/
sectors in this regard. 

Conduct criteria 

Observation or exclusion may be decided for 
companies where there is an unacceptable risk 
that the company contributes to or is responsi-
ble for:
– serious or systematic human rights viola-

tions, such as murder, torture, deprivation of 
liberty, forced labour or the worst forms of 
child labour;

– serious violations of the rights of individuals 
in situations of war or conflict;

– severe environmental damage;
– acts or omissions that on an aggregate com-

pany level lead to unacceptable greenhouse 
gas emissions;

– gross corruption; or
– other particularly serious violations of funda-

mental ethical norms.

1 See the Revised National Budget 2004.
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3.2 The current framework for 
responsible investment

The Government Pension Fund is a financial 
investor. The objective is the highest possible 
return, given an acceptable level of risk. The Fund 
shall be a responsible investor, within the overar-
ching financial objective. The Ministry of Finance 
has in the mandate for the GPFG adopted the 
premise that good long-term returns are held to 
depend on sustainable development and well-func-
tioning markets. Such an interrelationship is 
assumed to be of particular importance to a large, 
diversified long-term fund like the GPFG, whose 
return will over time be determined by global 
value creation. 

The Fund’s role as a responsible investor is 
reflected in guidelines and limits for Norges Bank’s 
responsible management of the GPFG. The manda-
tes for the Fund refer to international principles 
and standards, such as the UN Global Compact, 
the G20/OECD Principles of Corporate Gover-
nance and the OECD Guidelines for Multinational 
Enterprises; see Box 3.2. Norges Bank applies 
these standards in its responsible investment 
practice. Norges Bank also participates in the furt-
her development of such international standards. 

The Ministry of Finance and Norges Bank 
have joined the Principles for Responsible Invest-
ment (PRI). The initiative is focused on asset 
owners, asset managers and professional collabo-
ration partners, and is supported by two UN part-
ners: the Global Compact and the UN Environ-
ment Programme Finance Initiative (UNEP FI). 
The PRI encompasses six responsible investment 
principles, including respect for the environment, 
society and corporate governance. 

Norges Bank makes investment decisions and 
exercises ownership rights independently of the 
Ministry, in line with established mandates and 
guidelines. It is neither desirable, nor feasible, for 
the operational management of the Fund to be 
regulated and managed in detail by the Ministry 
of Finance. Such a division of responsibilities is 
broadly endorsed by the Storting. Figure 3.5 
shows the distribution of responsible investment 
roles and responsibilities in the Government Pen-
sion Fund. 

The Ministry of Finance has adopted ethically 
motivated guidelines for the observation and 
exclusion of companies from the GPFG; see Box 
3.3. Certain criteria in the guidelines are based on 
the products produced by companies, such as 
tobacco, weapons and coal. Other criteria are 
based on the conduct of companies, such as 
serious human rights violations and severe 
environmental damage. The Executive Board of 
Norges Bank makes decisions on the observation 
and exclusion of companies from the Fund, based 
on recommendations from the Council on Ethics. 
An exemption is made for the product-based coal 
criterion, for which Norges Bank can make decisi-
ons without a recommendation from the Council 
on Ethics. 

The mandate from the Ministry of Finance 
implies that the GPFG cannot be invested in inter-
est-bearing instruments issued by states that are 
subject to large-scale UN sanctions or other inter-
national initiatives of a particularly large scale and 
where Norway supports the initiatives. The Minis-
try of Finance decides which countries are 
encompassed by this provision. The list of 
excluded countries is reviewed on a regular basis, 
as international sanctions and initiatives are 
changed over time. North Korea and Syria are 
currently excluded from the investment universe 
under this provision.

Environmental, social and corporate gover-
nance issues form an integral part of the manage-
ment of the GPFG. Key responsible investment 
tools include the promotion of principles and 
expectations based on internationally recognised 
standards. Furthermore, Norges Bank pursues dia-
logue with companies on relevant issues and mat-
ters, while also voting in general meetings of com-
panies in which the funds are invested. Risk man-
agement is also a key responsible investment focus.

The Ministry of Finance

r e c o m m e n d s :

Recommendation of 10 April 2018 from the 
Ministry of Finance on the Government Pension 
Fund 2018 is submitted to the Storting.
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