OIL AND GAS STO
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A large fund

2.5 times Norwegian GDP
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.‘ As at 30.09.2017. Source: Statistics Norway and Norges Bank Investment Management.
GDP as at 3Q 2017 is estimated based on GDP as at 2Q 2017
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A significant share of
The fund makes up 2/3 of petroleum wee
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NBIM’s strategy plan 2017 - 2019

Reflecting the rising importance of the fund

ADVICE

Norges Bank is required to advise the asset
owner on the need for changes to the
management framework. Our advice is founded
on academic and market insights, and

supported by our experience as the manager of

the fund. We will broaden the scope of our

;3-?76;5?: advisory activities, and take national wealth
NORGES BANK considerations into account.

INVESTMENT
MANAGEMENT




From oll and gas resources
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The graph shows smoothed proportion of the remaining value on the Norwegiz
shelf and the real value of the fund. Historical and estimated.
Source: Ministry of Finance and Norges Bank Investment Management



RiIsSINg exposure to C
As the value of the fund has grown
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The graph shows implied GPFG strategic benchmark holdings in oil & gas stocks using FTSE’s Industry Classification Benchmark (ICB),
industry classifications mapped to ICB for consistency. Source: FTSE and NBIM calculations



...also as a component
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Notes: Implied GPFG strategic benchmark holdings in oil & gas stocks using FTSE’s Industry Classification Benchmark (ICB), with pre-2006 industry
classifications mapped to ICB for consistency. Value of stake in Statoil based on government ownership of 70.9% in 2006 and 66.7% in 2017.
Source: FTSE, Ministry of Finance and NBIM calculations




Long-term: Same rett
Total returns on oil stocks not signif
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Shorter term: Significe
Oil stocks outperformed during the 2C
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Return differentials d
Investing in oil stocks and not in the
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Oil price sensitivity
Oil & Gas standing out
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.‘ Source: Bloomberg, Ken French, MSCI, NBIM



OlIl price sensitivity c
Cash flow news (persistent), Discoun
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Oill & Gas sector ro
10-year returns relative to equity mark
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Equity market refers to MSCI World, Oil & Gas to MSCI World Energy sector, Oil price refers to spot WTI price deflated using the U.S.
consumers, all series are measured in USD



Does It matter? Yes
20 percent decline for 12m forward —
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Notes: estimated loss calculated from USD monthly return regressions vs. associated market (MSCI World) and WTI 12 month future price re
.‘ depending on availability of data. FTSE Oil & Gas sector has history since Jan 1994 and Statoil since Jun 2001. Asset value is then multiplied b
loading to the oil price to get the estimated loss. Statoil NAV = 2/3 of equity value of Statoil market cap. NAV measured as of month end Septemb




Will 1t lower expected
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Notes: FTSE QOil & Gas stocks relative return regressions, monthly observations from January 1994 to July 2017, with all series measured In
.‘ standard errors calculated using the Newey-West (1987) methodology (with 3-mongh lag length). Source: FTSE, Ken French, NBIM




Summary
Advice submitted to MoF

" Relative to other stocks, the Fund’s Olil & Gas stocks
= _..adding to the oll price sensitivity of Norway’s (petroleum)

= \We can reduce the oll price sensitivity by not investing in Oll & G
expected return

= We have proposed to remove Oil & Gas stocks from the fund’s reference |

" This advice Is based on financial considerations only.
It does not reflect any views about the future development of the oll price,
the profitability and/or sustainability of the oil and gas sector




APPENDIX




Norway’s petroleum wealth

Net present value of government cash flow Statoil Oil & Gas stocks in GPFG
from petroleum activities

Source: Norwegian Ministry of Finance, NBIM



Sector

(Intercept)

Market

AOI

Note: Newey and West (1
3-month lag), * indicates significance at p < 0.05. Intercept annualised and in percent.

S0
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Sector relative return regressions
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Change in R2 when adding oil price ch
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Sensitivity to different olil price va
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Regression analysis -
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Notes: FTSE QOil & Gas stocks relative return regressions, monthly observations from January 1994 to July 2017, with all series measured In
.‘ standard errors in parentheses calculated using the Newey-West (1987) methodology (with 3-mongh lag length). Source: FTSE, Ken French, N
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