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2004 IN BRIEF

W 2004 1n brief

m Inflation, in terms of the change in the consu-
mer price index (cp1) and the commonly used
measure of underlying inflation UNDIX, avera-
ged 0.5 per cent and 0.9 per cent, respectively,
during the year. Economic growth in Sweden
stood at 4.6 per cent, according to the

Riksbank’s most recent estimate.

m The stability of the financial system continued

to be sound.

m The Riksbank decided on 5 February to lower
the repo rate by 0.25 percentage points to 2.5
per cent. On g1 March the Bank decided to
cut the repo rate by 0.5 percentage points to

2.0 per cent.

® During the year the Riksbank published four
Inflation Reports and two Financial Stability
Reports.

m The overhaul of the Riksbank’s cash mana-
gement activities, begun in 1997, entered its
final stages. The activities at Pengar 1 Sverige
AB were wound up and the operational acti-
vities at Svensk Kontantforsérjning AB (SkAB)

were transferred to the Bank.

m The Riksbank reported a loss for the year of
sEK 2.8 billion. The appreciation of the krona

had a negative impact of sex 5.6 billion.



W The year in figures

THE YEAR IN FIGURES

Key data 2004 2003 2002
At year-end

Result for the year (SEK billion) -2.8 -9.3  -0.1
Gold and foreign exchange

reserves (SEK billion) 163 159 166
Number of employees

(full-time equivalents) 434* 426 440
Repo rate (per cent) 20 275 375
Short-term interest rate

(three-month T-bills, per cent) 199 2.65 3.57
Long-term interest rate (ten-year

government bonds, per cent) 4.03 478 471
Annual averages

GDP (percentage change) 3.6** 15 2.0
Unemployment (per cent) 55%* 49 4.0
Headline inflation, CPI

(percentage change) 05 20 24
Underlying inflation, UND1X

(percentage change) 09 23 25

* of which 33 relate to previous employees of SKAB
** forecast in Inflation Report 2004:4

THE YEAR IN FIGURES
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STATEMENT BY THE

M Statement by the Governor

In 2004 | visited a number of different places in Sweden prior to the Riksbank taking interest rate

decisions. The aim of these visits was to meet local representatives of the business community, public

administration and the general public, both to understand what is going on in the economy and to

inform the public about the Riksbank's work. Gaining a picture in this way of the economic situation

in different parts of the country is an important aspect of my work.

Many of those I have met have reported that
activity has been high over the past year. This
has also been confirmed by official data, which
point to economic growth of around 3.5 per cent.
It therefore seems that 2004 will be one of the
best years in terms of growth in the past three
decades. Among the factors contributing to this
performance is a relatively expansionary econo-

mic policy, including historically low interest rates.

INFLATION BELOW TARGET

Despite the firm economic growth, inflation has
remained low. In terms of the cp1 and uNpIx (the
measure that the Riksbank has normally used in
its conduct of policy in recent years) inflation was
0.5 per cent and 0.9 per cent, respectively, in 2004.
The sharp drop in the rate of price increases was
expected, since electricity prices had driven up
inflation temporarily at the start of 2003. But the
total fall was larger than forecast. The low inflation
in Sweden has mainly been a result of low dome-
stic cost pressures, owing to robust productivity
growth, but also weak imported inflation.

We do not know with certainty what has been
driving the rise in productivity. One likely factor
is the tough competition that more and more
companies and industries are facing; another is
the increasing use and spread of information
technology. I myself have witnessed both phe-
nomena during many of my visits to different
companies.

The strong productivity gains have been
reflected in a weak labour market, where a pick-up
has been delayed compared with what is normal
at this stage of the business cycle. A debate has
thus arisen in the public domain regarding pos-
sible measures to boost employment as well as
regarding the effects of monetary policy in this

context.

THE RIKSBANK CAN CONTRIBUTE TO
FAVOURABLE CONDITIONS FOR GROWTH

By maintaining price stability the Riksbank can
help lay a solid foundation for economic growth
and high employment in the long term. That is
because it is easier and more secure for households
and firms to make economic decisions when their
calculations are not distorted by swings in
inflation.

In addition the Riksbank can often contribute
to smoothing the business cycle when trying to
stabilise the value of money. There are indications
that real economic developments in recent deca-
des have become more stable in many countries
that have adopted a monetary policy regime
targeting low inflation. However, that does not
mean that we can expect to be able to completely
avoid fluctuations in growth and employment.
We simply don’t know enough about how the
economy functions to be able to do so.

Nor 1s it possible to attain an inflation rate of
exactly two per cent every year, as demonstrated
by the outcomes in Sweden and other countries
over the past ten years. That is largely due to the
fact that monetary policy affects inflation with a
lag, which means that we have to base our repo
rate decisions on forecasts.

What the Swedish people can count on is that
we are always aiming to ensure that inflation is on
target. It also seems that we have got this message
across; the expected rate of inflation a couple of
years ahead has remained stable around 2 per
cent.

It is also worth observing that the fluctuations
in inflation since the end of the 1990s have lar-
gely been due to supply shocks that have not
had any markedly adverse effects on demand
developments in the economy. Instead, what we
are seeing at the moment — robust productivity
growth and low import prices — has rather had a
positive impact. In terms of growth Sweden’s

performance has been considerably better since



the mid-199os, when economic policy was

reformed and inflation stabilised.

DEBT LEVELS AND HOUSING PRICES

A SOURCE OF CONCERN

Tor about the last ten years the Riksbank has also
been monitoring and analysing financial stability
in the economy. One much-debated issue in
2004 was the continued rise in both Swedish
household debt and housing prices. A few ques-
tion marks were raised over households’ debt-
servicing ability as well as regarding the risks of
a decline in the housing market, with possible
repercussions for the banking system and
Sweden’s economic performance in general.
This led to calls from some quarters for higher
interest rates to check the developments.

The Riksbank’s analyses indicate that the
indebted houscholds on average have relatively
good financial margins to cope with rising interest
rates. The prices of owner-occupied housing also
appear to be explainable by reasonable economic
models, suggesting that there is not a more gene-
ral speculative bubble in the housing market. We
have not found any cause for concern over the
stability of the banking system. Nevertheless, there
are many indications that issues related to hous-
ing prices and household debt will attract atten-
tion in the coming years as well, especially if
interest rates remain low due to a continued

favourable inflation outlook.

MORE EFFICIENT WORK METHODS

The Riksbank continued to rationalise its work
methods in 2004. This has been reflected in many
tangible ways.

The change in the Bank’s cash management
activities was essentially concluded with the sale
of Tumba Bruk, the winding up of Pengar i
Sverige and the integration of the activities at
Svensk Kontantférsérjning AB into the Riksbank’s
organisation. What remains to be done now is
to put the final touches to the new structure in
cooperation with the Swedish banks and other
market participants. On the whole, these changes
have entailed a reduction in the number of
employees (in full-time equivalent terms) at the
Riksbank and its subsidiaries from 1,281 to 423

over the past two years.

=i

STATEMENT BY THE
GOVERNOR
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Following a reorganisation of the Bank the
number of departments has been reduced, and
further responsibility for the day-to-day tasks has
been delegated to the department heads. The
changes in the organisation and management
structure have clarified the lines of responsibility
at the Bank, created conditions for more coherent
governance and enabled the Executive Board to
focus to a greater extent on overall strategic issues.

In conclusion, I would like to thank all of the
Bank’s staff for their excellent work over the year.
I would also like to thank my colleagues on the
Executive Board and the members of the General

Council for a fruitful cooperation.

o Catorn i

Lars Heikensten

p

Lars Heikensten, Anna
Bernstrom and Viktor
Akerblom Nilsson during
the production of the
Riksbank's film for upper
secondary school students.
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THE TASKS AND ROLE
OF THE RIKSBANK

B The tasks and role of the Riksbank

Sveriges Riksbank is Sweden's central bank and a public authority under the Swedish parliament

(the Riksdag). The Riksbank is responsible for the conduct of Swedish monetary policy with the

objective to maintain price stability. The Bank is also entrusted with the task of promoting a safe

and efficient payment system.

MAINTAINING THE VALUE OF MONEY

- PRICE STABILITY

The Riksbank’s price stability objective, laid down
by the Riksdag, requires the Bank to keep inflation
at a low and stable rate. This lays the foundations
for a favourable, sustainable rate of economic
growth.

The Riksbank has defined its price stability
objective in terms of keeping inflation (the rate
of price increases), as measured by the consumer
price index (cpI), at 2 per cent per year. This target
has been supplemented with a fluctuation band
of %1 percentage point. The purpose of the band
is to clarify that deviations from target are likely
but that the Riksbank aims to limit these devia-
tions. In practice, monetary policy is often based
on measures of underlying inflation, i.e. measu-
res from which the effects of temporary shocks
have been excluded. The most commonly used
measure in this regard has been uND1X, which
excludes the effects of mortgage interest expen-
diture and the direct effects of changes in indirect
taxes and subsidies.

The repo rate is the Riksbank’s key instrument
for influencing inflation. The rate determines
what the commercial banks must pay when bor-
rowing funds from the Bank, thereby affecting the
interest costs of households and firms.

It takes time for an interest rate adjustment to
have its full impact on the rate of price increases.
The greater part of this impact is estimated to
occur with a lag of one to two years. As a result
the Riksbank bases its policy decisions on a fore-
cast of inflation developments a couple of years
ahead.

A SAFE AND EFFICIENT PAYMENT SYSTEM
- FINANCIAL STABILITY
The Riksbank has interpreted its task of promo-
ting a safe and efficient payment system to mean
that it should foster stability in the entire financial
system. The task also includes responsibility for
providing the country’s banknotes and coins.
Furthermore, the Bank has operational respon-
sibility for the system that enables banks to safely
execute large-value payments with each other.
The Riksbank publishes a bi-annual report
on the stability of the Swedish financial system.
The report assesses mainly the risks of problems
arising in major Swedish banks and in the central
financial infrastructure, since these are considered
to be crucial for the stability of the system as a
whole. Financial stability is also an important
precondition for the Riksbank’s ability to main-
tain price stability. However, the Bank does not
have an instrument such as the repo rate for
directly influencing the stability of the financial
system. It can, on the other hand, provide emer-
gency liquidity assistance to banks under certain

conditions in the event of a crisis.

THE RIKSBANK'S INDEPENDENCE

The Riksbank is a public authority under the
Riksdag. The Riksdag appoints the eleven mem-
bers of the Riksbank’s General Council. The
General Council appoints the six members of the
Riksbank’s Executive Board on a rotating basis
for a period of six years. Otherwise, the role of
the General Council is to oversee and scrutinise

the work of the Executive Board.



The Riksdag voted at the end of the 1990s to
give the Riksbank independent status. This means
that the Executive Board of the Riksbank is
responsible for making decisions regarding
Swedish monetary policy without taking instruc-
tions from other parties. The aim of formally dele-
gating the task of price stability to the Riksbank
was to give monetary policy a long-term perspec-
tive and to enhance the prospects for attaining
credibility for the monetary policy objective. The
Chairman and Vice Chairman of the General
Council have the right to attend Executive Board
meetings and to express an opinion, but not to
make proposals or participate in the decision-

making.

OPERATIONAL FOCUS

In recent years the Riksbank’s work has been
guided by an explicit focus on efficiency and on
the Bank’s core activities, an endeavour to attain
transparency and a continual improvement of the
professional competence of the organisation.

The Riksbank has a central role in the econo-
my and an independent status. As a result it is
important that the Bank’s activities be conducted
efficiently. The Bank’s focus on its core tasks aims
to ensure efficiency in its activities. In recent years
the Riksbank has endeavoured to concentrate
its activities on analytical work in the fields of
monetary policy and financial stability. The
Riksbank’s independent status requires a high
degree of openness and clarity. In order for the
Bank’s monetary policy to be credible and have
wide support in society, it is important that it can
be understood by the general public, that it is
discussed openly and that it can be evaluated.
Openness and clarity are guiding principles for
the Riksbank’s other activities as well.

A high degree of professional competence is
necessary within all the Riksbank’s spheres of
activity. Competent analyses are a precondition
for well-founded decisions and the Riksbank
works continuously to develop its understanding
of issues related to monetary policy and the
payment system. To this end the Bank aims for
close links between the practical application of

analysis and theoretical and empirical research.

THE TASKS AND ROLE
OF THE RIKSBANK
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B Maintaining the value of money — price stability

Inflation in 2004 averaged 0.5 per cent in terms of the increase in the consumer price index.

Underlying inflation, measured as the change in UND1X, was 0.9 per cent on average. The low rate

of price increases was mainly due to developments in electricity prices, but also to weak imported

inflation and surprisingly high productivity growth. The Riksbank lowered the repo rate a total of

0.75 percentage points in 2004, and at year-end the rate stood at 2.0 per cent.

DESCRIPTION OF THE ACTIVITIES

According to the Sveriges Riksbank Act the objec-
tive of the Riksbank’s activities is to maintain price
stability. The Riksbank has specified this objective
as keeping inflation at 2 per cent a year, with a
tolerance for deviations of %1 percentage point.
The purpose of the tolerance band is to clarify
that deviations from target are likely but that the
Bank’s ambition is to try to limit these deviations.
The inflation target has been defined in terms of
the change in the consumer price index (cp1). The
cpI measures the price of a basket of goods and
services for household consumption and is cal-
culated every month by Statistics Sweden. The
Riksbank’s monetary policy is usually based on
measures of underlying inflation which are assum-
ed to provide a better picture of underlying, cyc-
lical inflationary pressures. The most commonly
used measure is UNDIX, which excludes house-
holds’ mortgage interest expenditure and direct

effects of changes in indirect taxes and subsidies.

THE TRANSMISSION MECHANISM

OF MONETARY POLICY

The Riksbank controls inflation by adjusting its
key policy rate — the repo rate. This is changed
with a view to influencing other interest rates in
the economy, which in turn affect economic acti-
vity and inflation. But it is not just the level of the
repo rate that determines the impact of mone-
tary policy. Households’ and firms’ expectations
regarding future interest rate developments and
inflation are other significant factors.

The way in which repo rate adjustments affect
inflation and the rest of the economy is usually
called the transmission mechanism of monetary
policy. This mechanism is actually composed of
several different interacting mechanisms. Some
of these act on inflation more or less immediately

whereas others take longer to have an effect. It is

generally held that a repo rate adjustment has its
greatest impact on inflation after one to two years.

The Riksbank steers the market’s shortest
interest rate — the overnight rate — by meeting
the banking system’s demand for loans from the
Riksbank at the repo rate. Once a week the banks
can obtain funds from the Riksbank through
repurchase agreements. In the intervening period
the banking system can borrow or deposit funds
at the Riksbank at a rate of interest close to the
repo rate. That essentially enables the Bank to
control the market’s overnight rate.

Short-term market interest rates of up to a year
or so are strongly influenced by expectations of
how the overnight rate will evolve, and thereby
also by expectations of how the Riksbank’s repo
rate will develop. Longer-term interest rates are
also affected by other factors such as expecta-
tions of future inflation and growth, as well as
interest rate developments abroad. The quanti-
tative effect that a repo rate adjustment has on
other interest rates depends, among other things,
on how expected the change is. The Rikshank
aims to prepare the general public and market
players in good time for future changes in mone-
tary policy through speeches and other commu-
nication.

Thus, the commercial banks’ lending rates as
well as interest rates on securities are influenced
by both the actual and expected repo rate. If the
repo rate is expected to be raised, market rates
will normally rise before the actual rate hike. The
subsequent rate hike will not necessarily have any
further impact on market rates if it merely
confirms what the market was expecting.

So monetary policy has an effect through the
repo rate on the interest rates offered to the
general public, and thereby also on factors such
as consumption, debt levels and investment. That

in turn affects aggregate demand and resource

MAINTAINING THE
VALUE OF MONEY
- PRICE STABILITY
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MAINTAINING THE
VALUE OF MONEY
- PRICE STABILITY

utilisation in the economy. The key channels
through which monetary policy works are the
interest rate channel, the credit channel and the
exchange rate channel. The relative importance
of these channels can vary considerably over time.
For example, higher interest rates do not always

result in a stronger exchange rate.

MONETARY POLICY DECISION-MAKING

AND COMMUNICATION

The Riksbank aims to explain the analytical fra-
mework that governs its conduct of monetary
policy and to present and account for the forecasts
and assessments on which it bases its policy. The
Bank does this mainly in its Inflation Report,
which is published four times a year, but also
through press conferences and speeches, the
minutes of rate-setting meetings and newspaper
articles. The purpose of the Inflation Report is
to make it easier for external parties to follow and
understand the Bank’s monetary policy, as well
as to encourage discussion of monetary policy
1ssues. Since monetary policy affects inflation with

a lag the Riksbank must base its decisions on

FIGURE 1
Outline of the transmission mechanism of monetary policy.

forecasts of future developments. Both the
Inflation Report and the Executive Board’s
monetary policy discussions focus on a forecast
of inflation one to two years ahead.

The Inflation Report gives an overview of the
determinants of inflation and an account of how
the Riksbank arrived at its inflation forecast. In
recent times the Report has usually begun with
an assessment of financial market developments,
such as movements in the exchange rate and
interest rates. That is then followed by an assess-
ment of international economic activity and
inflation. International price developments and
the exchange rate are important determinants
of imported inflation. Subsequently, there is an
analysis of Swedish economic developments,
which is an important determinant of domestic
inflation. Inflation expectations are also studied
here. That is because they affect inflation through
their impact on price and wage formation, but
also because the expectations themselves are
influenced, for example, by the Riksbank’s
monetary policy signalling and macroeconomic

developments in general. Coupled with an assess-
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ment of various temporary shocks to inflation,

such as sharp swings in energy prices, the assess-
ment of imported inflation and domestic inflation
results in an inflation forecast in a main scenario.

When making monetary policy decisions the
Bank also takes account of any uncertainty sur-
rounding the forecast. The risks that inflation will
turn out higher or lower than in the main scena-
rio are assessed and weighed up. The inflation
forecast in the main scenario may then be adjusted
up or down depending on whether the upside or
downside risks carry more weight.

If inflation is forecast to overshoot the target
one to two years ahead the Riksbank normally
raises the repo rate. Correspondingly, the repo
rate is usually lowered when inflation is forecast
to fall short of the target one to two years ahead.
There may be situations, however, when the Bank
sees reason to depart from this simple policy rule.
Firstly, inflation may be affected by factors that
are not deemed to have any significant long-term
impact on inflation or the inflation process. In
such a case the Riksbank may decide against
trying to counter the disturbance. Secondly, as a
result of a shock, inflation may be deviating
sharply from target. Here, the Riksbank may
choose to bring inflation back to target over a
slightly longer period than the normal one to
two years so as to avoid excessive fluctuations in

economic activity.

THE WORK PROCESS UNDERPINNING
MONETARY POLICY

The Executive Board usually holds eight sche-
duled monetary policy meetings a year. Four of
these coincide with the publication of an Inflation
Report. At the other four meetings the Executive
Board makes its decision on the basis of a shorter
internal report that presents the new information
received since the previous meeting. If necessary
the Board may call extra monetary policy meet-
ings in addition to those scheduled.

The process of producing an Inflation Report
begins about six weeks before the publication date.
The Bank uses both small, partial models and
large econometric models in its work and com-
bines them with assessments from sector experts.
This is then summarised in an internal report

that describes the expected future situation. The

report is presented to the Executive Board and
revised into an Inflation Report that reflects the
Board’s view of the economic and inflation out-
look.

The Executive Board convenes for a monetary
policy meeting the day before the Inflation Report
is published. The Board forms an opinion on the
basis of the Report and decides on the level of the
repo rate. The Inflation Report and interest rate
decision are released the following day. The
interest rate decision comes into force at the time
of the next monetary policy repo transaction.
About two weeks after the monetary policy meet-
ing the Bank publishes the minutes of the meeting,
which recount the Executive Board’s discussion.
The minutes also show whether one or more of
the Board members entered a reservation against

the decision and why.

INTERNATIONAL WORK, RESEARCH, STATISTICS
PRODUCTION AND CONSULTATION PAPERS
The Riksbank follows and contributes to the
analysis of current monetary policy and exchange
rate policy issues in central bank circles and in
international organisations. The members of the
Riksbank’s Executive Board participate in inter-
national meetings arranged by the Eu, the
European System of Central Banks (Escs), the
Bank for International Settlements (B1s), the Inter-
national Monetary Fund (MF) and the Organi-
sation for Economic Co-operation and Develop-
ment (OEcD). As regards the field of monetary
policy the aim of the Riksbank’s international
work is firstly to obtain information for the Bank’s
monetary policy analysis, and secondly to con-
tribute with the Bank’s own experiences and
analyses in issues concerning the international
monetary and financial system.

With a view to enhancing the material under-
pinning its monetary policy decisions, the Riksbank
carries out empirical and theoretical research in
the area of price stability.

The Riksbank is required by the Eu Treaty to
produce Sweden’s balance of payments statistics
and some financial statistics. The Bank uses these
statistics in its monetary policy analysis.

The Riksbank also serves as a consultation body

for many economic policy issues.

MAINTAINING THE
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Sweden's nature has
always been an important
asset. Now it is also an
important factor for the
tourist industry. Tourism is
one of the fastest growing
industries in Sweden. Be-
tween 1995 and 2002 its
export value rose by 72%
and employment in the
industry increased by 34%.

Source: Swedish Tourist
Authority

ACTIVITIES IN 2004

Sweden’s economic performance during the year
was characterised by high growth and markedly
low inflation. At the start of 2004 it became inc-
reasingly clear that the Swedish economy was
beginning to recover after a relatively mild slow-
down. Household consumption was growing
steadily, partly as a result of expansionary fiscal
policy and low interest rates. Also, a revival in
world trade was contributing to strong export
activity, although this slackened somewhat towards
the end of the year. The moderation in export
growth was offset in some measure by an upturn
in investment. The robust demand developments
were estimated in Inflation Report 2004:4 to

have resulted in ¢pP growth of 3.6 per cent in

2004.

Monetary policy decisions

In February the repo rate was lowered by 0.25
percentage points to 2.5 per cent. The decision
reflected the Bank’s forecasts of weak domestic
and international cost pressures. Activity in the
Swedish labour market was still low, even when
taking account of the fact that employment has
tended to react with some lag to changes in out-
put. As a result the rate of wage increases was
forecast to be somewhat more subdued than
previously assumed. Meanwhile, productivity
had turned out surprisingly strong, which also
contributed to dampening inflation prospects.
So even though it had become increasingly evi-
dent that the international cyclical upswing had
picked up as expected and that economic activity
had strengthened in Sweden as well, there was
reason to lower the repo rate.

At the monetary policy meeting in March the
Riksbank observed that electricity prices, as anti-
cipated, had contributed to a sharp fall in the
inflation rate in early 2004. The drop in inflation
was bigger than expected, though, despite the
increasingly evident cyclical upswing. This had
gradually contributed to a change in the Bank’s
outlook on domestic wage and price pressures.
The reason for the subdued inflation was lower
import prices, a weaker labour market and higher
productivity growth than forecast. Inflation was
projected to rise gradually as resource utilisation
picked up, but on average it was expected none-
theless to be sharply lower than target in the
coming two years. Against that background the
Executive Board decided to cut the repo rate by
0.5 percentage points to 2 per cent.

The Bank’s outlook on the Swedish economy
became more optimistic during the second half
of the year, and the growth forecast was revised
up. New information indicated that the strong
performance would continue in the coming years.
Given that economic activity was expected to
develop favourably there was reason to assume
that inflationary pressures would gradually inc-
rease. That suggested that monetary policy would
sooner or later need to be tightened. Even though
inflation was forecast to be low in the years ahead
it was expected to rise in line with a pick-up in

resource utilisation. At the same time, favourable



cost conditions were anticipated to contribute to
keeping the rise in inflation at a modest level.
The inflation forecasts after the repo rate cut in
March still pointed to an inflation rate consistent
with the target at the end of the two-year period.
Consequently, the repo rate was left unchanged

for the rest of 2004.

International work, research, statistics
production and consultation papers
The Riksbank has continued to take an active part
in monetary policy issues in the international
domain. The Bank does so as a member of inter-
national organisations and through bilateral con-
tacts with other central banks. During the year,
for example, the Bank exchanged experiences
with the central banks of the new Eu member
states with inflation targets. Some of the issues
discussed at international meetings during the
year included the effect of o1l price levels on the
world economy, how to manage the current global
financial imbalances, whether the ample supply
of liquidity entails risks for financial stability, and
how to improve the EU’s Stability and Growth Pact.

The Riksbank’s research activities in 2004
concentrated on enhancing the methods used in
monetary policy analysis. For example, the Bank’s
researchers have developed general equilibrium
models based on theoretical and empirical
research, both for the euro area and Swedish
economies. The purpose of this work is to streng-
then the links between the Bank’s monetary policy
analysis and current research, but also to provide
the Executive Board with tools that can efficiently
manage the complex issues that arise in the prac-
tical conduct of monetary policy. Parallel with
these development activities, which will gradu-
ally affect the Bank’s work with monetary policy
data in the coming years, the Bank has invested
resources in documenting and systematising the
data, methods and forecasts on which the analy-
sis so far has been based. The aim is to facilitate
the comparison and evaluation of different
forecasting methods.

As regards the production of statistics the inc-
reasing financial integration, which has been
evident, for example, in cross-border mergers in

the financial sector, has resulted in more intensi-
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ve cooperation in the statistics field between the
Nordic central banks.

In 2004 the Riksbank issued six responses to
consultation papers in the field of economic policy:
See the Bank’s consultation responses on pages
65 - 66.

FOLLOW-UP OF THE RIKSBANK'S

MONETARY POLICY

Target deviations in 2004

Even though the economic upswing that began in
the second half of 2003 was increasingly conso-
lidated in 2004, inflation turned out considerably
lower than the Bank’s target of 2 per cent. The
cpl rose by 0.5 per cent on average, implying a
target deviation of 1.5 percentage points. The
Riksbank’s monetary policy is usually based on
different measures of underlying inflation as these
are assumed to provide a better picture of cyclical

inflationary pressures. According to the most

|
Interest rate decisions in 2004

W 5 February: The repo rate was cut by 0.25 percentage points to 2.5 per cent.
Kristina Persson entered a reservation against the decision, favouring a rate cut
of 0.5 percentage points. Among other things, Ms Persson observed that the
inflation forecast in December had already pointed to scope for a rate cut and
that developments since then had indicated even weaker price pressures.

B 31 March: The repo rate was lowered by 0.5 percentage points to 2.0 per cent.
Villy Bergstrdom and Eva Srejber entered a reservation against the decision,
believing instead that the rate should be cut by 0.25 percentage points. The
two deputy governors recommended greater caution with the monetary policy
stimulus, partly to avoid encouraging a build-up of household debt. Another
reason put forward was the uncertainty over the strength and durability of the
productivity growth and increasing international competition that had been
keeping inflation down in spite of expansionary economic policy in several
parts of the world.

W 28 April: The repo rate was left unchanged at 2.0 per cent.

W 27 May: The repo rate was left unchanged at 2.0 per cent.

M 23 June: The repo rate was left unchanged at 2.0 per cent.

W 19 August: The repo rate was left unchanged at 2.0 per cent.
M 13 October: The repo rate was left unchanged at 2.0 per cent.

B 8 December: The repo rate was left unchanged at 2.0 per cent.

($)}

SVERIGES RIKSBANK 2004

T



N
(&)

SVERIGES RIKSBANK 2004

MAINTAINING THE
VALUE OF MONEY
- PRICE STABILITY

DIAGRAM 1
CPI, UND1X and UND1X

excluding energy, 1993-2004.

Annual percentage change

— CPI

——— UND1X excluding energy
UND1X

Sources: The Riksbank and
Statistics Sweden

commonly used measure, UNDIX, inflation stood
at 0.9 per cent in 2004. Thus, the deviation from
target was less for this measure than for the cpr.
The bulk of the uxp1x deviation was due to the
fact that unpIx fell more than expected in 2004.
Another important reason for cpr inflation being
significantly lower than the UNDIX measure was
that the relatively substantial monetary easing
that began at the end of 2002 held down house-
holds’ mortgage costs.

Developments during the year were characte-
rised by an initial sharp fall in inflation. From a
rate of 1.4 per cent in December 2003 the twelve-
month change in the cpr1 (the change in relation
to the corresponding month a year earlier)
dropped to -0.4 per cent in February 2004. The
fall in inflation between February 2003, when

the twelve-month change in the cp1 was §.4 per

TABLE 1

Comparison of different inflation measures.
Annual percentage change

Source: Statistics Sweden.

Annual average
2004 1995-2003

CPI 0.5 1.5
UND1X 0.9 2.0
UNDIMPX -0.6 0.7
UNDINHX 1.7 25
UND1X excluding energy 0.8 1.9
5
4

N |
1A |
ERVAT AN
W

93 94 95 96 97 98 99 00 O1

02 03 04

cent, and February 2004 is the largest in any single
year since the inflation target was introduced.
Inflation then rose in the spring, but remained

at a low level.

Why was wflation so low in 2004?
The rapid drop in inflation in early 2004 was
partly a recoil from the temporary rise in energy
prices at the beginning of 2003. Such an effect
had been forecast by the Riksbank as early as the
first Inflation Report in 2003. Since the fluctua-
tions in energy prices were predicted to only affect
inflation temporarily, the Bank did not deem the
rise in inflation in early 2003 or the forecast dec-
line at the start of 2004 to give cause for any
monetary policy measures. With a view to clari-
fying that actual and forecast inflation were being
heavily affected by temporary shocks to energy
prices and could therefore be expected to deviate
from target, the Riksbank decided to base policy
during most of 2003 and the beginning of 2004
on forecasts of inflation excluding energy prices
— the inflation measure UNDIX excluding energy.
In spite of the increasingly evident cyclical
upswing, domestic cost pressures remained weaker
than expected in 2004. One key reason for this
was that productivity was growing stronger than
expected by both the Rikshank and many other
economic forecasters. The causes of the high
productivity gains are not fully understood but
there are some indications that at least part of the
gain is permanent. One hypothesis supporting
such a view is that the large-scale 1T investment
in many sectors at the end of the 1990s is now
beginning to pay off. Another theory argues that
Sweden is a highly open economy and is there-
fore benefiting from global structural change.
Reflecting the high productivity growth was an
expectedly weak performance in the labour mar-
ket. At the same time that resulted in somewhat
lower wage increases than anticipated. The weak
domestic cost pressures helped dampen the rate of
price increases for domestically produced goods.
Imported inflation, too, was low in 2004.
Developments in imported inflation depend on a
number of circumstances that are often difficult
to predict, such as variations in the exchange rate
and developments in international price pressures.

Conditions in Sweden also have an impact on



imported inflation, for instance because foreign
exporters’ prices to Swedish importers may be
governed by the Swedish demand situation and
because importers’ pricing decisions may be
influenced by changes in competition in the
Swedish market. The fact that the prices of
imported consumer goods (excluding oil) have
fallen since spring 2003 is probably mainly due
to low international price pressures and the streng-
thening of the exchange rate in recent years.
Imported inflation rose during the autumn, chiefly
as aresult of the rise in oil prices. The krona’s
appreciation against the dollar, however, helped
dampen the oil price increase in krona terms.
Changed competitive conditions in the Swedish
economy may also have contributed to the low
inflation during the year. That is especially true
of the Swedish retail food sector, where several
low-price chains have sprung up in recent years.
The resultant increase in competition has pro-
bably subdued the price increases for both dome-

stically produced and imported products.

Forecasts in 2002-2003

Since the effects of monetary policy are exerted
with a lag, inflation in 2004 was mainly affected
by the policy conducted in 2002 and 2003. An
analysis of monetary policy should therefore
primarily focus on the forecasts and repo rate
decisions in these two years.

One difficulty when following up the Riksbank’s
forecasts is that they are based on the assumption
of an unchanged repo rate. Since the repo rate is
usually adjusted during the Bank’s forecast period
it is not possible on the basis of the published
forecasts to get an exact idea of their accuracy:.
It is usually possible, however, to form a fairly
good, qualitative picture of how successful the
Bank has been in its forecasting.

6DP growth in 2003, which can be assumed to
have affected the inflation outcome in 2004, was
overestimated to a relatively large degree in the
Bank’s forecasts at the start of 2002. The over-
estimation reflected the delay in the global cycli-
cal upswing, which was partly due to concerns
over the war in Iraq. The growth forecast was
gradually revised down during the year, however,
as it became increasingly clear that Swedish and

international economic activity would not be as
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strong as previously forecast. At the start of 2003
the forecast was in line with what proved to be
the actual outcome. Since monetary policy
affects the economy with a lag it is likely that the
Riksbank’s rate cuts in 2003 had a relatively
limited impact on the Gpp outcome that year.
The Bank’s reappraisal of its shorter-term
economic outlook at the start of 2003 resulted in
a slight downward revision of the inflation forecast
for 2004 as well. The subsequent forecasts in 2009
for underlying inflation in 2004 were relatively
consistent with the final outcome. The fact that
that the forecasts were based on the assumption

of a constant repo rate while the rate in actual fact

|
Different measures of inflation:

M Consumer price index (CPI): The change in the CPI measures how the prices of
goods and services for private consumption evolve over time.

W Underlying inflation (UND1X): CPI inflation excluding household mortgage interest
expenditure and direct effects of changes in indirect taxes and subsidies.

B Imported underlying inflation (UNDIMPX): UND1X excluding mainly domestically
produced goods and services.

W Domestic underlying inflation (UNDINHX): UND1X excluding mainly imported
goods and services.

W Harmonised Index of Consumer Prices (HICP): An EU-harmonised index that was
developed to measure inflation in the EU and that enables comparisons between
EU countries. A significant part of the changes in housing costs that are included
in the CPI are not included in the HICP. However, the HICP includes certain com-
ponents that are currently excluded from the CPI, such as charges for childcare
and care of the elderly.

DIAGRAM 2

Forecasts for UND1X at
different times and actual
outcome.

Annual percentage change

UND1X, outcome

Inflation Report 2004:4

Inflation Report 2003:1

Inflation Report 2002:1

97 98 99 00 01 02 03 04 05 06

and the Riksbank (forecasts)

-
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Sources: Statistics Sweden (outcome)
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TABLE 2

was lowered a total of one percentage point in
2003 indicates nonetheless that the forecasts
produced in 2009 overestimated inflation deve-
lopments.

The inflation forecast for 2004 was revised down
a second time at the beginning of 2004. The
inflation outcomes at the time had proven even
lower than predicted despite the increasingly
strong cyclical upswing. That led to a reappraisal
of domestic and international cost pressures and
a further easing of monetary policy in the first
quarter of that year. The reappraisal partly
reflected a stronger outlook for productivity
growth and a comparatively sharp downward
revision of the forecast for imported inflation. The
forecasts for domestic cost developments were
revised down further during the course of 2004,
while that for imported inflation was revised up
somewhat, partly against the background of the
steep rises in oil prices. That meant that the fore-
cast for unpix inflation in 2004 was back at
roughly the same level as in 2009 and in line with

the final outcome.

The Riksbank's forecasts and outcomes for some variables of importance.

Annual average

Both the economic slowdown at the end of
2002 and the low international and domestic cost
pressures appear to have surprised the majority
of forecasters. If we study an average of the fore-
casts of some twenty forecasters we find a similar
pattern as in the Riksbank’s projections. The fore-
casts for GpP growth in 2004 were revised down
gradually in the second half of 2002 and begin-
ning of 2003. That also resulted in a downward
revision of the inflation forecasts for 2004. The
Riksbank was one of the first forecasters to revise
down its inflation estimates. A couple of forecas-
ters, however, did predict somewhat earlier than
the Riksbank that 2004 inflation would come in
below the Bank’s lower tolerance band.
Nevertheless, at the end of 2003 most forecas-
ters still overestimated the actual inflation out-

come in 2004 to a relatively large degree.

The Executive Board’s monetary policy
decisions in 2002-2003
At the beginning of 2002 the repo rate stood at

3.75 per cent. It was then raised in the spring in

Sources: Statistics Sweden, OECD, International Petroleum Exchange (outcomes) and the Riksbank (forecasts)

IR02:1 [R02:2 IR02:3 [R0O2:4 IR03:1 [RO3:2

IRO3:3  IR03:4 |R04:1 IR04:2 [R04:3 IR04:4Outcome

GDP growth 2003
GDP growth 2004
GDP growth 2005

GDP OECD 19 2003
GDP OECD 19 2004

TCW
Oil price USD

Private consumption

Wages in business sector

3 2.7 2.3 2.1 1.7 1.2

2.6 25 21 2.3 2.4 2.4
2.4 2.4

2.7 2.6 2.4 2.2 2.0 1.7
2.8 2.7 2.8 2.7 2.7 25
123.7 123.8 125 125 1245 124
22 22 225 222 224 223
25 2.4 2 2.1 1.8 2.1
4.3*  43*  4.2* 4 3.7 35

Labour productivity in business sector 1.9*  1.8* 1.8* 23 23 23
Unit labour costs in business sector  2.4*  2.4*  2.4* 17 1.6 1.5

International export prices* * 1.4 1.4 1.3 1.2 1.4 1.3
UNDINHX 2.7 2 1.8
UNDIMPX 02 -03 -03

UND1X

UND1X excluding energy

CPI

* whole economy

1.9 1.2 1.1
1.8
2.2 15 1.3

** international producer prices from Inflation Report 2004:1

1.5 15 1.5
2.4 2.4 2.8 2.9 3.6 3.6
25 25 2.6 2.8 3.2 3.0
1.9 2.0 2
2.8 2.9 3.2 3.3 3.5 3.4
124 124 1245 1265 126.7 126.2 125.92
252 266 315 329 373 384 382
23 23 2.6 2.6 25 2.4
3.6 35 3.4 3.3 3.2 3.1
2.1 2.2 2.7 3.2 35 3.4
1.8 1.6 0.2 -0.4 -0.8 -0.9
1.7 1.7 1.4 1.4 23 2.4
2 2.2 1.7 1.7 1.7 1.7 1.7
-0.5 -1.1 -1.6  -0.6 -0.5 -05  -0.6
1.2 1.1 0.6 0.9 1.0 1.0 0.9
1.7 1.6 0.9 0.8
1.1 11 0.4 0.4 0.5 0.5 0.5



two steps to 4.25 per cent. At the start of
November that year the Bank began a gradual
easing of monetary policy. The repo rate was
cut in five steps, to 2.75 per cent in July 2003.

Rates were hiked in spring 2002 because the
expansionary policy that followed the terrorist
attacks in the us in September 2001 was deemed
to have laid the foundation for a relatively stable
upswing in the international economy. In addition
there were indications of a nascent recovery in
both Sweden and abroad. The gradual rise in
underlying inflation, coupled with unexpectedly
high wage increases in mainly the service industri-
es, seemed to point to higher resource utilisation
in the Swedish economy than the Bank had assu-
med in previous assessments. The growth in wages
and domestic prices also raised questions regar-
ding the inflationary tendencies in the Swedish
economy.

The end of 2002 saw the beginning of the
easing cycle that continued into 2004. The reason
for the change in monetary stance was that the
international economic upswing had begun to lose
pace amidst heightening concerns over the situ-
ation in Iraq. Manufacturing activity had dete-
riorated once more both in Sweden and abroad,
while persistent unease in the financial markets,
including sharp falls in equity prices, meant that
the confidence of households and firms had begun
to fall again in many countries. The weaker
demand in Sweden and abroad, as well as an
expected appreciation of the krona, was judged
to imply more subdued inflation developments
than previously forecast.

In 2003 the Riksbank continued to ease mone-
tary policy, lowering the repo rate in March, June
and July by 1 percentage point in total. The back-
ground to the rate cuts was that the international
and Swedish economic outlook had gradually
continued to deteriorate and that the still expected
recovery had been postponed. Among other things
the developments appeared to confirm fears that
the adjustment of houscholds’ and firms’ balance
sheets following the dramatic equity market dec-
line since 2000 would be drawn-out and that it
would hamper consumption and investment for
a relatively long period. At the beginning of the

year geopolitical concerns, which resulted in high
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DIAGRAM 3

Forecasts of GDP growth in 2003 at various times:
the Riksbank and an average of forecasters.
Annual average
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DIAGRAM 4

Forecasts of CPI inflation in 2004 at different times:
the Riksbank and an average of forecasters.

Annual percentage change
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Reindeer herding is not just
a way of making an income,
it is also the bearer of a
long cultural tradition and
of Sami identity. Reindeer
herding generates about
SEK 150 million a year.

Source: The National
Association of Swedish Lapps

|
Repo rate decisions 2002

B 7 February: The repo rate was left unchanged at 3.75 per cent. Eva Srejber entered
a reservation against the decision, believing instead that the repo rate should be
raised by 0.25 percentage points. According to Ms Srejber, the uncertainty over
international developments that had motivated the rate cut in September no
longer existed and there was therefore reason to tighten the monetary policy
stance to ensure that also future inflation expectations were anchored at the
Bank's inflation target.

W 18 March: The repo rate was raised by 0.25 percentage points to 4.0 per cent.
Villy Bergstrom entered a reservation against the decision, proposing instead that
the rate be hiked 0.5 percentage points. Among other things Mr Bergstrom cited
high wage outcomes and the risk of compensation demands in the wage bar-
gaining round.

W 25 April: The repo rate was raised by 0.25 percentage points to 4.25 per cent.

B 5 June: The repo rate was left unchanged at 4.25 per cent. Eva Srejber entered
a reservation against the decision, favouring a rate hike of 0.25 percentage points.
Ms Srejber argued that economic policy in most countries was already highly
expansionary and that the recovery in the Swedish economy was occurring from
a position where resource utilisation was already high and where inflation and
inflation expectations were above target.

M 4 July: The repo rate was left unchanged at 4.25 per cent.
B 15 August: The repo rate was left unchanged at 4.25 per cent.

M 16 October: The repo rate was left unchanged at 4.25 per cent. Kristina Persson
entered a reservation against the decision, believing that the repo rate should be
lowered by 0.25 percentage points. According to Ms Persson, the outlook in the
Inflation Report gave good grounds for a rate cut, while there were large risks
of an even weaker performance in Sweden and abroad due to the security policy
situation in the Middle East, continued unease in the financial markets, softer
domestic demand and a lower fiscal stimulus.

H 14 November: The repo rate was cut by 0.25 percentage points to 4.0 per cent.

W 4 December: The repo rate was lowered by 0.25 percentage points to 3.75 per
cent. Eva Srejber entered a reservation against the decision, proposing that the
repo rate be kept unchanged. According to Ms Srejber, it was likely that the infla-
tionary risks from the labour market and wage formation had been underestimated.

oil prices in connection with the hostilities in Iraq,
also fuelled expectations of weaker performance.

After the rate cut in July 2003 the Bank held off
on further monetary easing. In short, this reflected
the Executive Board’s view that the delayed reco-
very had now begun, partly underpinned by the
previous repo rate cuts. Inflation was in line with
the Bank’s forecasts and, excluding the energy
price effects, it was expected in the period ahead
to develop according to paths that could normally
be anticipated during a cyclical upswing. As
mentioned earlier, however, the inflation outco-
mes at the start of 2004 were even lower than
expected, prompting the Riksbank to reappraise
its view of underlying inflationary pressures. It
seemed that these pressures were lower than anti-
cipated, in spite of somewhat more robust eco-
nomic activity. Consequently, the repo rate was
cut a further 0.75 percentage points in total
between February and March 2004.

In order to clarify the developments in the
Executive Board’s interest rate decisions in 2002
and 2009 the adjacent boxes give a detailed
account of the decisions and of individual Board

members’ reservations against the decisions.

Relationship between interest rate

decisions and forecasts

One important question when following up
Swedish monetary policy is whether the Riksbank’s
rate adjustments have been easy to understand,
given its forecasts. In those cases where the
inflation forecast was above target the Riksbank
should normally have raised the repo rate,
whereas inflation forecasts below target should
normally have resulted in a rate cut.

Diagram 5 illustrates the relationship between
repo rate decisions and forecast deviations two
years ahead, measured in terms of risk-adjusted
UNDIX (that 1s, UNDIX adjusted up or down depen-
ding on whether the risk of higher or lower
inflation is larger) in the period 2002-2004. When
the Bank’s rate-setting meetings do not coincide
with an Inflation Report the Bank does not publish
an inflation forecast. Instead, it presents a more
qualitative inflation assessment in a press release.
Table g summarises the qualitative assessments
and the interest rate decisions at these rate-setting

meetings. There is a positive relationship between



forecast deviations and interest rate decisions.
Small forecast deviations have not always resulted
in a change in the repo rate, however, and the
forecast deviations have to be sizable for the rate
to be adjusted by more than 0.25 percentage
points, which has been the most common adjust-
ment in recent years.

As the diagram and table show, the repo rate
was left unchanged on a number of occasions even
though risk-adjusted unp1x inflation a couple of
years ahead was forecast to undershoot the Bank’s
target. That was because the fluctuations in
energy prices were assumed to have a sharp but
temporary impact on inflation, which was not
predicted to fully subside within two years. As a
result the Riksbank decided for a period to focus
on an inflation measure that had been adjusted
for energy prices, UNDIX excluding energy. The
forecast for this measure was in line with the
inflation target two years ahead on those occasions
when the repo rate was left unchanged even
though the forecast for unpix fell short of the
target. At the rate-setting meeting in March 2004
the Executive Board’s assessment was that the
temporary effects of the energy price fluctuations
would subside from mid-2005 and that there was
no longer any reason to exclude energy prices
from the conduct of policy.

This illustrates that there is normally a fairly
strong relationship between interest rate decisions
and inflation forecasts, but also that it can be
difficult to describe and communicate monetary
policy in terms of a very simple policy rule at all
times. On a number of occasions the Riksbank
has departed from its normal pattern by focusing
on a different inflation measure than uNpIxX. One
possible alternative would have been to retain the
focus on vNDIX inflation but instead illustrate its
expected path by extending the forecast somewhat
further ahead in time. Since the effects of the
energy price fluctuations were predicted to be
temporary, UNDIX could be expected to be in line
with the inflation target beyond the normal two-

year horizon.

Inflation expectations
Inflation expectations can be seen as a measure of
the general public’s confidence that the Riksbank

will meet its inflation target. When inflation falls

0.50

-0.50

M 6 February: The repo rate was left unchanged at 3.75 per cent.
W 17 March: The repo rate was lowered by 0.25 percentage points to 3.5 per cent.

MW 24 April: The repo rate was left unchanged at 3.5 per cent. Lars Nyberg and
Kristina Persson entered a reservation against the decision, favouring instead a
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rate cut of 0.25 percentage points, partly because the Bank's policy rule pointed
to such a move and because the international downside risks to inflation could .:. .

be assumed to slightly outweigh the domestic upside risks.

M 4 June: The repo rate was lowered by 0.5 percentage points to 3.0 per cent.
M 3 July: The repo rate was lowered by 0.25 percentage points to 2.75 per cent.
W 14 August: The repo rate was left unchanged at 2.75 per cent.

M 15 October: The repo rate was left unchanged at 2.75 per cent. Kristina Persson |

entered a reservation against the decision, proposing that the rate be lowered
by 0.25 percentage points. Ms Persson argued that the labour market was still
weak and that it would be another while before firms began to hire new staff
and the economic upturn stabilised.

B 4 December: The repo rate was left unchanged at 2.75 per cent. Villy Bergstrom

and Kristina Persson entered a reservation against the decision, favouring a rate
cut of 0.25 percentage points. Among other things the two deputy governors
argued that Swedish economic activity risked turning out weaker than forecast

in the Inflation Report.

030 plAGRAM 5
Relationship between interest
1R02:1 rate decisions and forecasts.
— 025 Repo rate change on vertical
IR02:3 axis and deviation from
IRO3:4 [R04:3 . .
IR04-2 1RO4.4 forecast on horizontal axis
0.00 *~—o * 0.00
IR03:3 1R02:2
-0.25 |- * —1-0.25
1RO2:4 Note. The forecasts refer to
IR03:1 risk-adjusted UND1X two
RO32 | IROAT | ‘ years ahead.
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DIAGRAM 6

Different players' expectations in 2004 regarding 2006 inflation.
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short of the target as much as it did in 2004, it is
reasonable to ask whether economic agents
expect the Bank to succeed in bringing inflation
back to target in a couple of years. Diagram 6
shows different economic agents’ expectations of
inflation in 2006. The currently low inflation does
not appear to have affected their confidence in the
inflation target. All the agents expect inflation a

couple of years ahead to be close to 2 per cent.

TABLE 3

Inflation assessments and interest rate decisions at
rate-setting meetings that did not coincide with the
publication of an Inflation Report.

Source: The Riksbank

Interest rate

Date Qualitative assessment decision
7 Feb 2002 Inflation forecast
in line with target  unchanged
25 Apr 2002 Inflation forecast rate hike of 0.25
above target percentage points
4 July 2002 Inflation forecast
in line with target  unchanged
15 Aug 2002 Inflation forecast
in line with target  unchanged
14 Nov 2002 Inflation forecast rate cut of 0.25
below target percentage points
6 Feb 2003  Inflation forecast
in line with target  unchanged
24 Apr 2003 Inflation forecast
below target unchanged
3 July 2003 Inflation forecast rate cut of 0.25
below target percentage points
14 Aug 2003 Inflation forecast
in line with target  unchanged
5 Feb 2004  Inflation forecast rate cut of 0.25
below target percentage points
28 Apr 2004 Inflation forecast
in line with target  unchanged
27 May 2004 Inflation forecast
in line with target  unchanged
19 Aug 2004 Inflation forecast
in line with target  unchanged

Summary

The drop in inflation in 2004 was largely due to
factors that the Riksbank had foreseen in 2002
and early 2003, but also to factors that had unex-
pectedly depressed the rate of price increases.
The anticipated component of the decline was
mainly a result of the fact that the price level at
the end of 2002 and beginning of 2004 had been
pushed up unusually high, primarily by a sharp
temporary rise in energy prices. As a result there
was reason to expect inflation to turn out unusu-
ally low at the start of 2004. Since these swings
in energy prices were not assumed to have any
lasting effects on inflation or the inflation process
the Riksbank did not deem it warranted to try to
counter them with monetary policy measures, in
line with the Bank’s clarification of monetary
policy formulation that was published in 1999.
The main reason for the rate cuts between
November 2002 and July 2003 was instead a
deterioration in the economic outlook.

The component that proved more difficult to
predict can briefly be described as a result of both
unexpectedly low domestic cost pressures and
surprisingly weak developments in the prices of
imported goods. The low domestic cost pressures
were not due to unexpectedly weak economic
growth, however. Instead, cpp growth proved
stronger than forecast by the Riksbank.
Employment, however, did not increase as quickly
as it usually does at this stage of the business cycle.
That meant that firms’ costs were kept down,
partly by high productivity growth and partly by
weak labour market conditions that helped subdue
wage increases. The low imported inflation was
due to a number of factors. One explanation is
the krona’s appreciation in recent years, but it is
likely that other factors such as tougher interna-
tional competition have played a part. Both the
Riksbank and other forecasters failed to predict
that these factors would push down 2004 inflation

as much as they did.



Thus, the low inflation out-turn in 2004 was
partly a development that the Riksbank had fore-
seen but chosen not to try to counter, owing to the
sharp fluctuations in inflation that were being
caused by temporary shocks. It was also in some
measure a result of unexpected developments on
the supply side of the economy that turned out
differently than forecast. It is worth pointing out
that the surprisingly low inflation was due to a
large extent to factors that essentially are positive
for the Swedish economy and that also contribu-
ted to growth turning out stronger than expected.

When it became clear that the low inflation was
not only attributable to the swings in energy pri-
ces the Riksbank reappraised its view of under-
lying inflationary pressures in the economy. That
resulted in a further easing of monetary policy at
the start of 2004, even though economic prospects
appeared very favourable at the time.

Several factors contributed to a difficult deci-
sion-making climate for the Riksbank in 2004.
One was the sharply rising oil price and how eco-
nomic activity and inflation would be affected by
it. Although this did lead to some revisions of the
international outlook the Riksbank judged that
the effects of the o1l price rise would not be
sufficiently large to have any crucial significance
for the formulation of monetary policy.

The combination of a more evident cyclical
upswing, low interest rates and weak inflationary
pressures also gave rise to questions regarding
the appropriate policy stance. In 2004 it became
increasingly clear that the rate cuts in 2004 had
achieved their goal and helped to boost domestic
demand. Consumption grew steadily during the
year and investment rebounded after a number
of years’ negative growth. So the additional rate
cuts at the start of 2004 came at a stage when
demand was already firm, something that com-
plicated the Bank’s policy deliberations.

The Bank lowered the repo rate nevertheless,

as discussed above, on the grounds that weaker

labour market developments and higher produc-
tivity growth than expected were holding back cost
pressures. In addition, imported inflation turned
out surprisingly low. This, too, gave cause for some
consideration since it can sometimes be risky to
use monetary policy to compensate for low impor-
ted inflation by generating higher domestic
inflation. That can help to establish excessively
high domestic price pressures at the same time
as imported inflation quickly picks up again.

An additional factor that was discussed was the
risks that the low interest rate levels had contri-
buted to a large build-up of houschold debt and
a fast increase in house prices. Although this was
not a decisive factor in the Riksbank’s monetary
policy decisions it has nonetheless advocated a
certain amount of caution as regards further

monetary stimulus.

Sweden has been a signi-
ficant producer of mine-
rals and metals since the
Middle Ages. Commodity
prices have risen sharply
in recent times, partly due
to high global demand.

MAINTAINING THE
VALUE OF MONEY
- PRICE STABILITY
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W A safe and efficient payment system

— financial stability

The Sveriges Riksbank Act states that the Riksbank shall promote a safe and efficient payment system.

In addition to regular surveillance of the financial system and crisis management this task involves a

legal responsibility to provide Sweden'’s banknotes and coins as well as an operational responsibility

for the system that enables banks to securely execute large-value payments with each other.

This section first describes the Riksbank’s work
to prevent and manage financial crises. It then
discusses the Bank’s operational functions as
regards the payment system and the provision of

notes and coins.

Financial stability

DESCRIPTION OF THE ACTIVITIES

In light of its central role in the financial system
the Riksbank has been entrusted with the task of
promoting a safe and efficient payment system.
This function is also closely related to the
Riksbank’s objective of maintaining price stabi-
lity; if the payment system does not function
efficiently it may be difficult to safeguard the
value of money.

A central bank’s traditional role in the payment
system s to issue banknotes and coins as well as
to provide accounts that enable banks to securely
execute payments with each other. However,
financial companies and markets have become
increasingly important for the functioning of the

payment system. For that reason the Riksbank has

FIGURE 2

interpreted its task to include fostering stability
and efficiency in the entire financial system.

The functions of the financial system consist of
converting savings into investment, facilitating
payments and managing financial risks. An
inefficient financial system gives rise to conside-
rable costs in the economy. That creates a strong
incentive for the state to safeguard stability and
promote efficiency in the financial system, for
example through legislation and by monitoring

the companies that operate in the system.

The banking system’s significance

lo the payment system

The payment system is especially important
because all economic activities presuppose the
ability to make payments. The most significant
form of payment today is the electronic transfer
of funds between bank accounts. The banking
system has therefore a pivotal role in the payment
system. Were the whole banking system to fail, the
payment services provided by banks could not be

carried out by other players.

The Riksbank's activities to promote a safe and efficient payment system.

The Riksbank shall promote a safe and efficient payment system

The Riksbank promotes
financial stability:

The Riksbank’s operational tasks:

M Issue banknotes and coins

Preventive work

W Oversight of banks and
infrastructure

I Influence regulations and legislation

W Research

I Financial Stability Report

Mitigate the effects if a crisis arises
[ Crisis management exercises
W Emergency liquidity assistance

W Provide a system for large-value
payments between banks

A SAFE AND EFFICIENT
PAYMENT SYSTEM

- FINANCIAL STABILITY
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Forestry is a key part of
the Swedish economy. An
abundance of woodland
resources in relation to the
population provides the
foundation for a highly
export-oriented industry.
Forest products accounted
for some 12 per cent of
Swedish goods exports in
2004.

Source: Statistics Sweden

Owing to the large volume of interbank pay-
ments there is a risk that a crisis in one bank will
spread to other banks via the payment system.
Other reasons that problems can spread easily
between banks are that they borrow from one
another, they are exposed to the same borrower
categories and they obtain funding in the same
markets. At the same time, banks are inherently
unstable due to the fact that both their deposits
from the general public and their loans from
other banks could quickly be withdrawn in a
crisis situation, whereas it takes longer for them

to realise their assets.

Oversight of the financial system
The Riksbank’s task to promote a safe and
efficient payment system involves overseeing the
financial system as a whole. Because banks hold
such a unique role in the payment system, the
Riksbank mainly concentrates its oversight on
them, in particular the major banks, as well as on
the payment infrastructure. The payment infra-
structure includes the technical systems, rules and
routines that apply to payments for securities,
currencies, goods and services. The primary aim
of this oversight is to prevent financial crises.
The Riksbank’s oversight of the financial
system has much in common with the activities
of Finansinspektionen (the Swedish Financial
Supervisory Authority), which supervises indivi-
dual institutions that operate in the Swedish finan-
cial markets. For that reason the two authorities
have come to an agreement delineating their

areas of responsibility.

Crisis management
Should a crisis arise in spite of the Riksbank’s
preventive work the Bank must act to limit the
economic costs of the crisis. To ensure readiness
for effective crisis management the Riksbank
organises and participates in crisis management
exercises with Swedish and foreign authorities.
In the event of a crisis the Riksbank can pro-
vide emergency liquidity assistance to a bank or
other financial institution under the supervision
of Finansinspektionen that has encountered pay-
ment problems. For a bank to be able to borrow
from the Riksbank without putting up the requi-
red collateral it must firstly be solvent and secondly
there must be a risk that the financial system will
be so seriously disrupted that its functions cannot
be maintained without liquidity assistance. The
fact that a bank is large is not sufficient reason in
itself to obtain assistance from the Riksbank. The
Bank’s preventive oversight is a precondition for
being able to make such assessments in a crisis

situation.

T he work process for the Financial Stability Report
The Riksbank’s capability to prevent disruptions
in the banking system and the payment infrastruc-
ture is primarily based on its ability to identify

risks and to influence the players that are impor-



tant to the stability of the financial system. These
players include banks, the systemically impor-
tant infrastructure, legislators and international
institutions. In order to be able to exert influence
it is vital that the Bank enjoys high credibility.
This requires a high level of professional com-
petence and openness at the Riksbank.

The Riksbank presents its assessment of finan-
cial system stability in its Financial Stability
Report, which is published twice-yearly. The
report aims to facilitate a discussion of stability
issues and to influence the players of significance
to stability. The recurrent chapters present assess-
ments of international risks that may affect the
banking system, the ability of different borrower
categories — in Sweden and abroad — to service
debt, and the resilience of the Swedish banks. The
important systems in the financial infrastructure
are evaluated on a regular basis.

The reports also contain articles on subjects
of relevance to the stability and efficiency of the

financial system.

International activities, research and
consultation papers
Payment flows across national boundaries have
risen considerably in the past decade, making the
international financial system increasingly integ-
rated. Cross-border banking and jointly owned
infrastructures have become more prevalent. In
order to create common regulations and routines,
thus ensuring the stability of financial systems,
there is an extensive international cooperation
in place. As far as the Riksbank is concerned the
cooperation in the EU/EcB and the Bank for
International Settlements (B1s) is of particular
importance. The Riksbank also collaborates with
central banks and supervisory authorities in above
all the Nordic countries, where the same banks
and infrastructure are systemically important. The
Riksbank’s position as Sweden’s point of contact
with the International Monetary Fund (M) entails
good opportunities to monitor financial stability
developments in other countries and in the inter-
national monetary and financial system.

With a view to enhancing professional compe-
tence and maintaining a high analytical level the
Riksbank conducts research in areas of relevance

to financial stability.

As a consultation body the Riksbank can influ-
ence the design of the regulations governing

Swedish financial institutions.

ACTIVITIES IN 2004

The two Financial Stability Reports published
during the year gave a fairly bright picture of
developments in the banking system. The major
Swedish banks improved their profitability and
thereby their ability to meet unexpected losses.
Their Tier 1 capital, which acts as a buffer if large
losses should be incurred, grew during the year.
The Riksbank’s assessment was that the favou-
rable economic outlook reduced the risk that the
banks’ borrowers would cause them substantial
loan losses in the near term. That applies to the
banks’ customers in both Sweden and the rest of
Europe.

The continued strong build-up of household
debt was in focus throughout 2004, prompting
the Riksbank to carry out a number of in-depth
analyses of this issue. The bulk of this debt seemed
to be used to finance housing purchases, as reflec-
ted by the fact that house prices rose in line with
household borrowing. Rising incomes and low
interest rates were seen as the principal driving
forces behind the high demand for loans and
housing. At the end of 2004 households’ debts

A SAFE AND EFFICIENT
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DIAGRAM 7

Earnings before loan losses
and loan losses (net) in

the major banks.

Summed up over four quarters,
SEK billion, 2004 prices

Earnings before
loan losses

Loan losses

Sources: The banks' reports
and the Riksbank

DIAGRAM 8

Households' debts and
interest payments in relation
to disposable incomes.

Per cent

Debt ratio
(left scale)

Post-tax interest ratio
(right scale)

Sources: Statistics Sweden
and the Riksbank

amounted to 120 per cent of their disposable
incomes, which is high in a historical perspective
but lower than the early 1990s. The low levels of
interest rates meant, however, that households’
post-tax interest expenditure comprised a relati-
vely small share —less than four per cent —of their
disposable incomes. Neither did households’
indebtedness rise in relation to their real and
financial wealth during the year. Households’
debts increased but so did their assets, mainly due
to developments in residential property prices.
The ability of households to service debt was

deemed to be good owing to both low interest

920

60

160 16

120 /\J\\ 12

80 8

40 4

0 0
1980 1984 1988 1992 1996 2000 2004

costs and high real and financial wealth. A study
based on a sample of households confirmed that
this picture also applied when examining the
indebted households only. The study showed that
the highly indebted households also had substan-
tial margins and that not even sharp rises in
Interest rates or unemployment were deemed to
greatly increase the risks in the banking system.

The second report of 2004 discussed the con-
sequences of Swedish banks’ increasing depen-
dence on funding from the international capital
markets as their deposits from the general pub-
lic decrease. This development, which has been
going on for some time, has meant that the banks
have diversified their funding, which in itself may
have reduced their vulnerability. But the ability to
obtain credit in the international capital market
can quickly disappear if suspicions arise over a
bank, as shown by the experiences of the Swedish
banking crisis in 1992. Were foreign lenders to
lose faith in a specific Swedish bank it could have
repercussions for the entire banking system.

In 2004 the Riksbank continued its assessment
of the financial infrastructure. The Stockholm
Stock Exchange was evaluated fully for the first
time. The Bank concluded that the regulations
and technical systems essentially met the inter-
nationally agreed standards. Following the pre-
vious assessments of the Riksbank’s payment
system RIX, of BGG (the bank giro centre) and vpc
(the central securities depository), all central sys-
tems in the financial infrastructure have now been
evaluated once. The intention is to regularly follow

up these evaluations.



The second Financial Stability Report in 2004
presented an assessment of the krona’s first year
as a participant in Continuous Linked Settlement
(cLs). cLs 1s a system for settling foreign exchange
transactions. The assessment showed that certain
risks had increased after the introduction of cLs,
for example that tight pay-in schedules place high
demands on the participants’ liquidity planning
and their management of operational risks. The
new risks are small, however, compared with the
considerable benefits in terms of security that the
new settlement system has entailed.

A crisis management exercise was carried out
in 2004 with Finansinspektionen in order to iden-
tify the problems that arise when a cross-border
bank is hit by a disturbance. The exercise helped
clarify the Riksbank’s and Finansinspektionen’s

different roles in the event of a crisis.

International activities, research and

consultation papers

After many years of preparation the central bank
governors and heads of bank supervisory autho-
rities in the 610 countries endorsed in June 2004
a new capital adequacy framework for banks
(Basel II). The intention is that the new frame-
work be implemented from the beginning of
2007. Basel II will put greater responsibility on
the banks to develop and introduce comprehen-
sive systems for measuring and managing risks and
capital. The new framework will increase the
demands on banks, central banks and supervisors.

During the year the Riksbank participated in
various EU forums to discuss the potential pro-
blems facing central banks and supervisory aut-
horities now that banking and infrastructure
ownership is becoming increasingly cross-border
in nature. A representative from the Riksbank
currently heads a working group for issues related
to the management of financial crises in cross-
border banks.

Riksbank representatives head a number of B1s
and c10 working groups that focus on different
countries’ methods to finance housing, oversight
of the financial infrastructure and reviews of
standards for banking supervision.

The Riksbank also conducts practically ori-
ented research in the area of payment system

efficiency. One study of Swedish banks’ costs in

connection with the production of payment ser-
vices shows that the fees the banks charge do not
fully reflect their production costs. This under-
mines one of the key tasks of the price mecha-
nism, that is to say, to give consumers the infor-
mation they need to make rational choices. The
results indicate that the banks’ pricing may have
encouraged consumers to use cash, for example,
instead of bank cards when making payments.
This analysis is presented in the year’s second
Financial Stability Report. In August 2004 the
Riksbank organised an international research
conference on the theme “Banking, financial
stability and the business cycle”. The aim was to
illustrate the interaction between the financial
system and monetary policy. In recent years there
has been growing interest in academic circles in
the linkages between the banking sector and the
macroeconomy and their consequences for finan-
cial stability.

In 2004 the Riksbank issued 18 responses to
consultation papers from the government, inclu-
ding the supervisory authority, and its staff’ took
part in six government inquiries in areas related
to financial stability and efficiency. See the

Riksbank’s consultation responses on pages 65-66.

FOLLOW-UP OF THE RIKSBANK'S WORK TO
PROMOTE FINANCIAL STABILITY

There is no easy way to judge whether the
Riksbank has fulfilled its task in the area of finan-
cial stability. The financial system is stable as long
as it can carry out its key functions in the economy.
It is only if a serious disturbance arises that one
can say that the task has not been fulfilled.
Nevertheless, the absence of significant crises

does not necessarily mean that the Riksbank has
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Forestry companies have
been identified as a strong
cluster in Sweden. They
cooperate with suppliers
in the engineering sector,
the chemicals industry, the
transport sector, the IT
industry, the construction
sector, and the research
and education system.
The forestry-based cluster
accounts for 25-30 per
cent of Swedish industry.

Source: Swedish Forest
Industries Federation

carried out its task since it can take a very long
time before systemic risks give rise to a crisis. As
aresult it i3 also important to evaluate whether
the Bank’s stability analysis has focused on the
right issues and come to the right conclusions,
whether its communication has been satisfactory
and whether it is considered to be in a position to
manage a financial crisis efficiently.

In 2004 the Riksbank asked a group of external
experts to assess the Financial Stability Report.
The group, which consisted of a professor from
the University of Pennsylvania, an experienced
ivF official and an executive from a Swedish com-
mercial bank, presented their views in a report.
Their conclusion was that the Riksbank’s stability
work is relevant and that it focuses on the right
issues. The report revealed that the major Swedish
banks have been influenced by the analyses in the

Stability Reports.

The experts’ recommendations for improve-
ments have been discussed and some were taken
into account in the second Stability Report of
2004. These include a clearer description of the
Riksbank’s financial stability objectives and of the
boundaries in relation to Finansinspektionen’s
activities.

The recommendation that the group conside-
red most important was that the Riksbank should
introduce a chapter on current policy develop-
ments that affect stability in the financial system.
The Riksbank shares this view and is considering
including such a chapter in the Stability Report
each year.

Another recommendation was that the
Riksbank’s oversight should be broadened to
cover other aspects of the financial system than
the major banks and the central infrastructure.
That is something the Bank intends to do if rele-
vant to its stability analysis. But the banks must
continue to be the focal point of the analysis of
financial stability. A more comprehensive focus
on international conditions was another recom-
mendation that is in keeping with the Riksbank’s
plans.

The crisis management exercise in 2004
clarified the different roles of the Riksbank and
Finansinspektionen in the event of a crisis. The
exercise also demonstrated how cross-border ban-
king can give rise to uncertainty over the roles of
different countries’ authorities. The lessons lear-
ned here have therefore helped to improve the

Bank’s state of preparedness to manage a crisis.



Payment system

DESCRIPTION OF THE ACTIVITIES

The Riksbank’s system for settling payments, RIX,
can said to be the hub of the Swedish payment
system. All payments between banks and other
players are processed finally in RIX. RIX currently
has 19 participants.

The Rix system consists of two parallel systems:
one for settling payments in Swedish kronor
(k-rIxX) and one for settling payments in euro
(E-RIX). E-RIX 1$ linked to the payment system of
the European System of Central Banks, TARGET,
which enables payments to be made between
banks throughout the Eu. Payments in RIx are
settled on a real-time gross settlement (RTGs) bass.
The Riksbank has set the following targets for the
RIX system:

m The system should be accessible for 99.9 per
cent of its opening hours during a calendar year.

m Customer satisfaction should be above the
average for public authorities.

m The costs for k-r1x should be covered by the

participants’ fees.

ACTIVITIES IN 2004

The daily turnover in 2004 averaged SEK 421 bil-
lion in k-R1x and EUR 7 billion in E-R1x. Turnover
in K-RIX fell somewhat in relation to the year
before, mainly because of changed payment
patterns due to the Swedish krona’s inclusion in
Continuous Linked Settlement (cLs), a global
system for settling foreign exchange transactions.

In 2004 the Bank completed a project to intro-
duce new technology for swirT communication
in the payment system. SWIFT is an internationally
agreed format for electronically transferred pay-
ment messages.

The Rrix system was put into operation in 1990
and needs to be replaced by a more modern
design. As a result the Bank launched a project in
2004 with the aim of replacing the current system
for krona payments (K-R1X) by 2007 at the latest.
It is hoped that the new system will better match
users’ requirements and be more cost-efficient in
the long term as well as have at least the same
level of security as the present system. The system
requirements are being drawn up in close coope-

ration with the participant institutions in RIX.

During the year the Riksbank also took part in
an EScB project with the aim of replacing the cur-
rent TARGET system for settling euro payments
with a new central settlement system for the Eu

countries’ central banks.

FOLLOW-UP OF THE RIKSBANK'S

PAYMENT SYSTEM ACTIVITIES

Accessibility in the RIX system was 99.7 per cent
in 2004, somewhat lower than the set target of
99.9 per cent. The lower figure was mainly due
to some disruptions in connection with the intro-
duction of new technology, such as that for swirr
communication. The Riksbank last measured
customer satisfaction in 2004 and the results were
considerably higher than the established target.
The goal of full cost coverage for K-RTx was

achieved in 2004.

Banknotes and coins

DESCRIPTION OF THE ACTIVITIES
According to the Sveriges Riksbank Act the
Riksbank is responsible for supplying Sweden’s
banknotes and coins. The Bank has the exclusive
right to issue notes and coins and to determine
their design. The Swedish cash management
market has undergone major change in recent
decades. Consistent with the Bank’s strategy to
focus on its core activities, and with a view to
attaining a more efficient cash management pro-
cess in society, the Riksbank has gradually scaled

back its involvement in the operational activities.
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Sweden is the largest
exporter of sawn wood
products to the European
market.

Source: Swedish Forest
Industries Federation

ACTIVITIES IN 2004

Cash management

In 2004 the Riksbank decided to further rationa-
lise the cash management process and to stream-
line the Bank’s role in it. A task group at the Bank
established guiding principles for the Bank’s role
in the cash management process. In accordance
with the group’s recommendations it was deci-
ded to limit the Riksbank’s responsibilities to the
following:

m Provision of a system of accounts (the banks’

accounts at the Riksbank)

m Development and design of banknotes and
coins

m Procurement of banknotes and coins

m Keeping stocks of banknotes and coins

m Transportation of cash to the Riksbank’s stocks

» Authenticity checks, especially in connection
with the destruction of banknotes

= Maintaining satisfactory banknote quality

m Redemption of defect and invalid banknotes
and coins

m Destruction of worn out banknotes

On 1 October 2004 the activities of the
Riksbank’s subsidiary Svensk Kontantforsorjning
AB (skaB) were transferred to the Rikshbank with
a view to coordinating them with the Bank’s own
activities in the cash management field. For more
information about the Riksbank’s subsidiaries see
pages 48 - 49.

From having had offices in almost all Swedish
counties at the start of the 1980s, and in eleven
locations as late as 1998, the Riksbank has now
reduced the number of offices with operational
cash management activities to four: Stockholm/
Tumba, Molndal, Malmé and Harnosand.

In accordance with the task group’s recommen-
dations a decision was also taken to wind up the
offices in Harnosand and Malmo in 2005. At the
same time the Riksbank decided to offer banks
the opportunity to set up private depots for depo-
siting and distributing cash. It has been proposed
that the banks receive interest compensation from
the Riksbank for the cash held in these depots.
This procedure is similar to the present value
dating process, whereby the banks avoid interest
costs when they return cash to the Riksbank. By
providing the banks with interest compensation
for cash in these depots the Riksbank will avoid
unnecessary deliveries to and from its local offices.
The banks have collaborated with the Riksbank
in this work. In autumn 2004 work began on

analysing the need for cash depots.

Banknotes and coins

Swedish banknotes are forged on a relatively small
scale by international standards. However, since
the security features of the 100- and 500-krona
notes were improved there has been an increase
in the number of counterfeit 50-krona notes.

1000-krona notes have also been subjected to



forgery at times. As a result the Riksbank decided
in 2004 to raise the security level of 50- and
1000-krona banknotes. The Riksbank also decided
to issue a 20-krona banknote on more durable
paper. The aim here is to enhance the quality of
the 20-krona notes, which tend to wear out faster
than other notes.

In 2004 the Bank also decided that three bank-
notes would become invalid at the end of 2005:
the older versions of the 100- and 500-krona notes
(without a foil strip) and the older, larger version
of the 20-krona banknote. The old, silver-colou-
red 50 6re coins will also become invalid at the
end of 2005.

The Riksbank issued a commemorative coin
during the year to celebrate the 250th anniversary
of the Royal Palace in Stockholm.

FOLLOW-UP OF THE RIKSBANK'S CASH
MANAGEMENT ACTIVITIES
The Riksbank’s cash management activities are
currently being restructured. The restructuring
process will take another few years to conclude.
In 2004 the cash management activities func-
tioned smoothly. The stock of banknotes and
coins in circulation has shown a trend increase
of about three to four per cent a year in the last

ten-year period, although the rate of increase

declined at the end of 2004. At year-end the stock
was more or less the same as a year earlier,
approximately sEk 109 billion.

In February 2009 there was a change in the
terms and conditions for inward and outward
deliveries of cash at the Riksbank’s/skaB’s offices.
The purpose of the change was to achieve more
efficient cash management in society by lower-
ing the economic incentive for banks to deposit
notes at the Riksbank overnight with the sole aim
of receiving interest on the amount deposited.
That resulted in a sharp drop in the amount of
cash deposited at and delivered from the
Riksbank’s/skaB’s offices. The low deposit and

delivery frequency continued in 2004.
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FINANCIAL STRUCTURE,
RESERVE MANAGEMENT
AND RISK CONTROL

M Financial structure, reserve management

and risk control

On the basis of the Riksbank's different tasks the Bank's balance sheet can be divided into four items:

banknotes and coins, capital, the gold and foreign exchange reserve and krona-denominated assets.

The first two are found on the liability side of the balance sheet and the latter two on the asset side.

FINANCIAL STRUCTURE

In practice, the liability side of the Riksbank’s
balance sheet cannot be influenced in the short
term. The volume of banknotes and coins in
circulation is determined by public demand, and
the size of the Riksbank’s capital by the Bank’s
reported financial result and dividend to the State.
The liability side of the balance sheet thus governs

the size of the Bank’s total assets.

Banknotes and coins

The Riksbank is responsible for providing Swedish
banknotes and coins. The Bank also has the sole
right to issue these notes and coins. There is no
target for the size of this item; instead, it is deter-
mined entirely by public demand for cash. This
demand is in turn influenced in the short run by
interest rate levels and in the long run by the struc-
ture of the cash market as well as the availability
and cost of alternative methods of payment. The
stock of notes and coins in circulation totalled
some SEK 109 billion at the end of 2004. The stock
is largest ahead of major holidays and monthly
salary payments, when public demand for cash

rises.

Capital
In order for the Riksbank to be able to conduct
its activities credibly and independently it is vital
that the Bank has sufficient capital so that it is not
dependent on injections of funds. The Riksbank
therefore needs capital to meet its operating costs
and to cover any losses incurred in its activities.
Such losses can arise in conjunction with pro-
viding emergency liquidity assistance to avert a
threat of a disturbance in the payment system.
Emergency liquidity assistance can only be gran-
ted to solvent banks or Swedish companies that
are supervised by Finansinspektionen (the
Swedish Financial Supervisory Authority). In a
crisis situation, however, there may be a risk that

a liquidity problem will develop into a solvency

FIGURE 3
Functional breakdown of the Riksbank's balance sheet.

Gold and foreign Banknotes and coins
exchange reserve

Capital

Krona-denominated assets

issue. That in turn entails a risk of the Riksbank
incurring losses.

Losses can also stem from the Bank’s manage-
ment of its gold and foreign exchange reserve,
which chiefly comprises debt securities denomi-
nated in currencies other than the krona. As the
Riksbank values its assets at market prices their
value is influenced by changes in exchange rates
and market interest rates. It is very seldom, how-
ever, that such changes in value are realised due
to the Bank selling securities and exchanging
currencies for kronor. Unrealised losses do have
an impact on the Bank’s capital, though. If, for
example, the krona appreciates, the value of the
currencies in the foreign exchange reserve falls.
This results in an unrealised loss. If the Riksbank
previously had made unrealised gains, the losses
should be offset against these gains. But if the
unrealised gains in the balance sheet do not cover
the losses, the losses must be charged to the finan-
cial result for the year, which in turn reduces the
Bank’s capital.

Since the Riksbank holds foreign currency
assets for the purpose of carrying out its policy

tasks, the Riksdag has normally decided to exclude

w
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The debate on fishing
quotas and the environ-
ment has brought the
fishing industry into focus
more than ever. Today the
industry is regulated both
at national and European
level. In 2004 the total
catch from Swedish sea
fishing was 252,930 ton-
nes. This was worth some
SEK 820 million at the first
point of sale.

Source: Preliminary facts
from the National Board of
Fisheries

exchange rate effects when calculating the divi-
dend payable to the State. Such effects are instead
recorded in the Riksbank’s balance sheet. As a
result the Bank accumulated large reserves of
unrealised currency gains during the krona’s
period of depreciation in the 19gos. Some of
these unrealised gains were transferred to the
State following the Riksdag’s decisions in 2001
and 2002 to request an additional dividend. The
appreciation of the krona in recent years has resul-
ted in unrealised exchange rate losses that have
led to a further reduction of the accumulated
reserves. So the Bank’s financial result can vary
sharply from year to year, mainly owing to fluctu-
ations in the krona exchange rate. The Riksbank’s
Interest income is more stable even though there
are also variations in the valuation of the Bank’s

security holdings.

Guidelines for the allocation of the Riksbank’s
net income were adopted by the General Council
in 1988. In accordance with the guidelines, 8o per
cent of the Bank’s average income for the past five
years, excluding exchange rate effects, is normally
transferred to the State, with the remainder being
put in funds. The Riksbank’s capital, in other
words its capital and reserves as well as the finan-
cial result for the year, amounted to around

SEK 64 billion at the end of the year.

Gold and foreign exchange reserve

For the purpose of conducting exchange rate
policy the Riksbank is required to hold assets in
foreign currency, foreign receivables and gold.
The primary aim of holding a gold and foreign
exchange reserve is to enable the Bank to inter-
vene in the foreign exchange market if necessary.
The reserve can also be used in a crisis to provide
emergency liquidity assistance in foreign currency
to the banking system.

Currency market intervention is most common
under a fixed exchange rate. Since 1992 Sweden
has had a floating exchange rate, which means that
the value of the krona in relation to other curren-
cies 1s determined in the market. Interventions
may also occur, however, under a floating
exchange rate with a view to counteracting
exchange rate movements that threaten price
stability. The Riksbank did not intervene in the
market in 2004.

More information about the Riksbank’s asset
management can be found on page 37. At year-
end the gold and foreign exchange reserve was

valued at approximately sEk 163 billion.

Krona-denominated assels

The Swedish banking system normally has an
overall borrowing requirement in kronor in rela-
tion to the Riksbank. The size of this requirement
is determined by the structure of the Bank’s
balance sheet. The important items in this regard
are the capital and the foreign exchange reserve,
which are relatively stable over time. This means
that under normal circumstances the banking
system’s need to borrow from the Riksbank will
vary mainly with the public’s demand for cash.
These loans are booked as an asset on the Bank’s

balance sheet.



The bulk of the lending to banks is carried out
through the Bank’s main refinancing operations,
also known as monetary policy repos. This type
of repo means that the Riksbank meets the banks’
borrowing requirement by buying securities from
them and simultaneously agreeing to re-sell the
securities to them after a certain period. The term
of the repo is usually one week. The amount of
the repo is decided on the basis of a forecast of
the payments or flows that pass between the
Riksbank and the banks and that affect the relevant
items on the Bank’s balance sheet. In addition to
lending via repos, some deposit and lending acti-
vities are carried on with banks via accounts. At
year-end, lending to the banks totalled

SEK 17 billion.

MANAGEMENT OF THE GOLD AND
FOREIGN EXCHANGE RESERVE
The gold and foreign exchange reserve consists
of gold and securities denominated in foreign
currency, as well as Special Drawing Rights with
the International Monetary Fund (mvF). The Riks-
bank manages these assets with a view to genera-
ting the highest possible return, given the guide-
lines set by the Executive Board and without com-
promising the Bank’s ability to carry out the statu-
tory tasks assigned to it by the Riksdag. As regards
the gold and foreign exchange reserve this refers
mainly to the Bank’s ability to intervene in the
foreign exchange market. Currency market inter-
vention means that the Riksbank purchases and
sells foreign currency in exchange for Swedish kro-
nor with the aim of influencing the exchange rate.
To enable currency market intervention the
foreign currency assets must be liquid, which
means that the liquidity and credit risks in the
portfolio of assets need to be low. As a result the
foreign currency reserve is mainly invested in
government-backed securities. In addition to
government bonds the Riksbank can also invest
in bonds issued by government-backed institu-
tions, international organisations and us Agencies.
These holdings generate a higher return than
government bonds and can only comprise a max-
imum of g5 per cent of the foreign exchange
reserve. The Riksbank’s foreign reserve assets
are denominated in six different currencies as

follows: us dollars (37 per cent), the euro (37 per

cent), British pounds (11 per cent), Japanese yen
(8 per cent), Canadian dollars (4 per cent) and
Australian dollars (g per cent).

The Riksbank actively manages the interest rate
risk in its assets, which involves taking positions
in relation to a benchmark portfolio consisting of
a series of government bonds. For example, the
positions may entail buying or selling government
bonds with a view to generating a higher return
than that of the benchmark portfolio. The Riks-
bank lends some of its securities in exchange for
collateral via three custody banks, with the aim
of increasing the Bank’s return.

The Riksbank manages its gold assets in accor-
dance with the Central Bank Gold Agreement
(cBGA), a framework established by 15 European
central banks that originally entered into force on
27 September 1999. The agreement, which was
renewed in 2004, runs until 2009 and allows the
Riksbank to sell up to 60 tonnes of gold over the
agreement period. The Bank sold a total of 15
tonnes of gold during 2004 and the start of 2005,
reducing its holding to around 170 tonnes in
January 2005. The proceeds from the sale were
reinvested in the foreign exchange reserve, i.e. in
foreign currency securities. The aBca also sets a
cap on gold lending. As a result the Riksbank only
lends some of its gold reserve.

Receivables from the MF are not actively mana-
ged, generating instead the return set by the Mr’s
regulations on return, allocation of the MF’s costs
and the sDR interest rate.

In 2004 the Riksbank initiated a review of its
reserve management. The aim is to increase the

risk-adjusted return on the Bank’s financial assets.

FINANCIAL RISK MANAGEMENT

The Riksbank’s financial risks stem mainly from
its management of the gold and foreign exchange
reserve, its implementation of monetary policy
operations and from transactions in the payment
systems. Financial risks refer to the possibility of
incurring losses due to the Bank’s exposures to
credit risk, market risk, liquidity risk and opera-
tional risk. Managing these risks is an integral part
of the Riksbank’s activities. Prudent risk-taking
within set boundaries, coupled with established
risk management methods, helps safeguard the

Bank’s independence and reputation.

FINANCIAL STRUCTURE,
RESERVE MANAGEMENT
AND RISK CONTROL
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Some 90 per cent of

all Swedish exports and
imports are transported
by cargo ship and ferry.

The Executive Board adopts the overall frame-

work for managing the Bank’s financial risks. The
department heads are responsible for ensuring
that the risks in their respective activities are
managed in a satisfactory way. The Risk Control
Division independently monitors the Riksbank’s
financial risks and also evaluates the results of the
Bank’s asset management. The Internal Audit
Department audits and evaluates the efficiency
and integrity of the risk management framework.

Liguidity risk is the risk of the Bank incurring
losses or significantly higher costs than estimated
due to its failure to meet its payment obligations
on time. To reduce liquidity risk the Riksbank
only invests in securities for which there are large,
liquid markets and does so in several different
currencies.

Credit risk 1s the risk of incurring losses due to
the inability of a counterparty to fulfil its obliga-
tions in relation to the Riksbank. Credit risk stems
from claims that arise on other financial institu-
tions when executing financial transactions. The
Bank manages credit risk by setting qualitative
standards (such as credit ratings) for its counter-
parties and for the securities it accepts as collateral
when lending to financial institutions. When len-
ding against collateral the Riksbank generally
requires additional margin above the lent amount.

Market risk is the risk of incurring losses owing
to changes in the price of gold, in exchange rates
or interest rates. The Riksbank’s market risk is
high because its assets chiefly comprise the gold

and foreign exchange reserve, which is invested

in gold and debt securities in foreign currency.
In terms of Swedish kronor the Riksbank’s cur-
rency risk was the single biggest risk at the end
of the year. This risk is managed by investing the
currency reserve in assets with a well-diversified
currency composition. The allocation between the
different currencies is decided by the Executive
Board. A change of 10 per cent in the value of the
krona would have had an impact at the end of
the year of sk 14 billion on the Bank’s financial
result. Interest rate risk is managed through the
Bank’s choice of duration, which is a measure of
the sensitivity of the reserve’s market value to
changes in interest rates. The Riksbank uses
modified duration to this end, which gives the
Interest rate sensitivity in per cent. The Executive
Board has set the modified duration at 4 per cent,
with an allowance for deviations of * 1.5 per-
centage points from that level. This means that
a1 per cent rise in interest rates in the markets
in which the Bank invests would lower the value
of the portfolio by 4 per cent, corresponding at
the end of the year to sEk 4.7 billion.

These risk measures are supplemented by other
measures such as Value-at-Risk (VaR) and stress
and scenario analyses. The VaR model is capable
of handling different market risks homogenously,
thus enabling comparisons between, and summa-
tion of, various kinds of risks such as those related
to currencies, the price of gold and interest rates.
The Riksbank’s average VaR was sex 2.8 billion
n 2004, of which currency risk comprised 61 per
cent, interest rate risk 21 per cent and gold price
risk 18 per cent. The risk level has decreased some-
what since last year, mainly due to lower volatility
in some of the currencies in which the Bank
invests.

Operational risk 1s the risk of incurring losses due
to incidents, other than market events, inside or
outside the Bank, such as contractual problems,
fraud, insufficient knowledge or weakness in the
Bank’s internal controls. The risks of operational
losses are mainly countered by ensuring that the
Bank’s staft is both competent and risk-conscious.
Further contributing to this end are internal regu-
lations and an explicit delineation of responsibili-
ties. The level of the operational risks in the Bank’s
financial activities is measured and evaluated

annually.



™ Organisation

The guiding principles for work at the Riksbank in recent years have been to improve efficiency and

focus on the bank's core activities, to strive for openness and clarity and to continually improve the

professional competence of the organisation.

Focus on the core activities

The focus on the core activities aims to ensure
efficiency in the bank’s work. In recent years, the
Riksbank has endeavoured to refine its activities
to analytical work in the fields of monetary policy
and financial stability. In this process the bank’s
former operations in the fields of cash manage-
ment and production of statistics have been trans-
ferred to other bodies. New 1T support for finan-
cial activities has also contributed to increased
efficiency. As part of the endeavour to keep costs
down, the Executive Board decided in 2009 to
reduce the number of posts by ten per cent over
a three-year period. Great restraint has been
practiced when refilling vacant posts and when
making new recruitments. Over the past decade
the number of employees at the Riksbank has
declined by more than 300, measured as full-time
equivalents. Including the Riksbank’s subsidiaries,
the reduction in the number of employees has

been even greater, approximately 700.

Openness and clarity
The Riksbank’s independent status requires a high
degree of openness and clarity. To ensure there
is confidence in the Riksbank’s monetary policy
in Swedish society, it is important that a broad
general public can understand the policy, that it
is discussed openly and that it can be evaluated.
Carefully-prepared analytical frameworks and
policy rules are one way of increasing clarity. For
instance, the Executive Board has specified how
the price stability target should be interpreted,
which time horizon is considered most relevant for
monetary policy decisions and how various types
of shock should be managed. Correspondingly,
the bank makes available descriptions of the bases
for the bank’s analyses of financial stability and the
conditions under which the Riksbank could pro-
vide emergency liquidity assistance to the banks.
The Riksbank considers it very important to

explain its work in regular reports, speeches, press

releases and other publications produced regularly.
An Inflation Report is published four times a year,
aiming to make it easier for external parties to
follow and understand monetary policy as well
as to encourage discussion of monetary policy
issues. A Financial Stability Report is published
twice a year, with the aim to create a debate on
stability issues and to influence agents who are
important to financial stability. The separate
minutes of the Executive Board’s monetary policy
meetings are also published regularly and provide
a detailed account of the discussion on which the

interest rate decisions are based.

Professional competence
Skilled analytical work is necessary for making
well-founded decisions and the Riksbank con-
stantly strives to improve professional competence
in its fields of analysis. This is achieved partly by
endeavouring to establish close links between the
practical application of the analysis and the theo-
retical and empirical research activities.
Participation in international cooperation also
contributes to greater professional competence.
Opver the past few years a comprehensive re-
newal of the professional competence within the
Riksbank has taken place. Analytical competence
in economics has been extended, while the need
for administrative and operational staff has de-
clined as a result of the Riksbank’s activities being
made more efficient and certain activities being

transferred to other bodies.

ORGANISATION AND MANAGEMENT FORMS
The Riksbank is organised into seven departments
and a secretariat for the General Council. Three
of the departments work directly with the Bank’s
main tasks: the Monetary Policy Department, the
Financial Stability Department and the Market
Operations Department.

In 2004 a number of improvements were made

in the Riksbank’s management and governance.

ORGANISATION
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FIGURE 4
The Riksbank’s organisation.

General Council

The first change was made on 1 June 2004, when
the number of departments was reduced from
eleven to seven. Three smaller departments — the
International Department, the Communications
Department and the Secretariat of the Executive
Board — were merged to form a General Secre-
tariat. The Research Department was transferred
to the Monetary Policy Department and the Risk
Management Department was moved into the
Financial Stability Department.

In December 2004, further changes were deci-
ded, which would apply from 1 January 2005.
These changes are aimed at clarifying the allo-
cation of responsibility between the members of
the Executive Board and the heads of department
and at achieving a more coherent governance of
the Riksbank:

m The Executive Board members’ responsibility
for the departments was discontinued. This
meant that the heads of department’s respon-
sibility for daily activities was made clearer.

m The Executive Board allocated special respon-
sibility to individual members for each of the
following areas: monetary policy issues, finan-
cial stability issues, asset management, respon-
ses to consultation documents, and strategic

information and communication issues. The

Promote a safe and

responsibility delegated to the members entails
presenting proposals for decisions by the
Executive Board and taking decisions within
a predetermined framework. At the same time,
it was decided that the Governor has manage-
ment responsibility for all heads of department.
» A Management Group was established, con-
sisting of the heads of the six largest depart-
ments and with the head of the General
Secretariat as chairman. The head of the
General Secretariat was also given responsibi-

lity for interdepartmental coordination.

The changes mean that the Executive Board
is given greater scope to focus its work on the
Riksbank’s core functions, i.e. the conduct of
monetary policy and the promotion of a safe and
efficient payment system, as well as the strategic

governance of the Bank’s activities.

THE DEPARTMENTS OF THE RIKSBANK

The Monetary Policy Department

Responsible for the monetary policy analyses that
provide a basis for the decisions made to meet the
price stability target. The department monitors
and analyses price developments and is respon-

sible for financial market and balance of payments

Maintain price stability

efficient payment system

Executive Board Financial Stability

Department

Internal Audit
Department

General Secretariat

Secretary to the
General Council

Riksbank subsidiaries

Market Operations
Department

Monetary Policy
Department

Administration
Department

IT Department



statistics. This department also comprises the
Riksbank’s Research Division.

Head of Department: Anders Vredin

Number of employees: 79

The Financial Stability Department

Responsible for analysing the stability of the finan-
cial system, which provides a basis for decisions
made to meet the objective of promoting a safe
and efficient payment system. The department
monitors and analyses the payment system infra-
structure, major individual banks and the private
sector’s cash management. The department is
also responsible for controlling the risks that arise
in the Riksbank’s financial activities.

Head of Department: Martin Andersson

Number of employees: 33

The Market Operations Department

Implements monetary and foreign exchange
policy measures with the aim of influencing the
Interest rate or exchange rate according to the
monetary policy decisions. In addition, the depart-
ment manages the Riksbank’s assets in foreign
currency and compiles statistics on interest rates
and foreign exchange markets. The department is
also responsible for the operation of the Riksbank’s
payment system for large-value payments between
banks and for the supply of banknotes and coins.
Head of Depariment: Kai Barvell

Number of employees: 82

The Admunistration Department

Responsible for development of personnel and
professional competence, office services, building
maintenance, transport, security, business plan-
ning and budgets, accounting, wages and finan-
cial systems and financial administration.

Head of Department: Agneta Ronstrim

Number of employees: 104

General Secretariat
Responsible for coordinating daily activities and
supporting the Executive Board’s management

and strategic development of the Bank’s activities.

The secretariat coordinates the Riksbank’s com-
munications activities and international work and
is responsible for legal issues.

Head of Department: Mats Galvenius

Number of employees: 52 (including the Executive
Board)

The I'T Department

Administers and maintains the Bank’s I'T infra-
structure, and develops and purchases new appli-
cations.

Head of Department: Marie Rudberg

Number of employees: 78

The Internal Audit Department

Examines and evaluates the bank’s activities and
contributes to making the work at the Riksbank
function in an efficient and secure manner.
Head of Department: Ulrika Bergelv

Number of employees: 5

In addition, there is a secretariat for the General
Council that 1s also responsible for winding-up
the Riksbank’s subsidiaries. The head of this
function is Bjérn Hasselgren.

The number of employees refers to the number

of full-time equivalents at the end of the year.
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Staff’

In 2004 the Riksbank’s personnel work has mainly
aimed at providing support to managers during
the changeover work, including the incorporation
of skaB’s cash management activities into the
Riksbank. The Personnel Division has also worked
in various ways to increase internal mobility and
provide employees with opportunities to progress
in their professional roles. During 2004 there has
also been focus on extending the systematic work
to promote the working environment at the
Riksbank.

Managers at the Riksbank have taken the
second part of a special management course.
The course primarily focused on communication
and the managers have been trained in active
listening and clear communication. The course
also dealt with the fundamental requirements and
expectations that employees have regarding their
manager, as well as what is expected of managers
in their role as employer. The aim is for managers
to develop their own leadership skills and also to

create a common approach to leadership at the
Bank.

DEVELOPMENT OF PROFESSIONAL
COMPETENCE

In a knowledge-intensive organisation like the
Riksbank, the development of professional com-
petence is particularly important. A major part
of this development comes through learning from
one another in work. The Riksbank also provides

in-house courses within various fields. Employees

DIAGRAM 9
Educational level.

[ Compulsory school or
upper-secondary school

University degree

PhD or licentiate

Note. Around 60 per cent of
the Riksbank’s employees
are graduates.

Source: The Riksbank

also have the opportunity to participate in exter-
nal courses, both nationally and internationally,
with a view to gaining more in-depth knowledge
of specialist areas. Seminars, participation in
international committees and working groups,
and exchanges with other central banks provide
excellent opportunities for employees to attain a
deeper and broader understanding of their own

work areas.

EQUALITY AND DIVERSITY

It is the Riksbank’s ambition that all employees
should be assessed on the basis of performance
and personal attributes, and not according to
other characteristics such as gender or ethnicity.
For along time now the Riksbank has worked
successfully to improve gender equality. Itis a
long-term effort that is based on increasing aware-
ness of, and changing attitudes to, equality and
diversity. The gender distribution is currently
relatively even (44 per cent women and 56 per
cent men). At management level the distribution
is 40 per cent women and 60 per cent men. The
distribution is equal in the Riksbank’s Executive
Board; three men and three women. As part of
the Bank’s equality plan, there have been con-
tinued efforts to even out unwarranted pay dif-
ferences. Attitudes to equality and the different
communication methods used by men and
women have been taken up in the management
training programme. The Personnel Division has
reviewed the recruitment process from a diversity
perspective, and managers at the Riksbank have
received training in what the legislation on diver-

sity and the employer role involve in this field.

WORKING ENVIRONMENT

The Riksbank endeavours to be a workplace
where employees can combine private life and
high professional ambitions. Efforts to improve
the working environment at the Riksbank aim to
increase employees’ motivation, job satisfaction

and efficiency. Personal development talks and



exit interviews are used to form a picture of how
employees perceive their work situation. In this
way the Riksbank can identify areas for improve-
ment and set goals for a better working climate.
In 2004, the systematic working environment
work has been extended.

The Riksbank offers extensive keep-fit activities
that include different forms of physical exercise,
relaxation and nutritional advice. The building

also houses a well-equipped gym.

STAFF TURNOVER AND ABSENTEEISM

The average number of employees amounted to
420 full-time equivalents (FTE) in 2004, consisting
of 189 women and 231 men. At the end of the
year the number of employees was 434 FTES,
which included g3 people previously employed
by skaB. There has been a large reduction in the
number of employees over the past ten years. In
1995, the Riksbank had an average of 755
employees in FTE terms.

Staff turnover decreased somewhat in 2004,
from g to 8 per cent. The average period of
employment was 10 years.

The total absenteeism due to illness as a share
of total hours worked amounted to 6.0 per cent

for women and 3.0 per cent for men.

TABLE 4
Average number of employees (FTEs)

1995 2002 2003 2004

The Riksbank 755 437 439 420

of which the
Cashier's Department 390 - -

of which incorporated

from SKAB - - 33
The Riksbank's
subsidiaries 381 844 540 3
of which SKAB/PSAB - 555 540 3*
of which AB Tumba
bruk/Crane AB 381 289 ** -
Total 1136 1281 979 423

* at the end of the year

** the company was sold at the end of the year
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Governance

THE EXECUTIVE BOARD OF THE RIKSBANK
The Riksbank is led by an Executive Board with

the following six members:

Lars Heikensten,

term of office of six years from 1 January 2003

Lars Heikensten is Governor of the Riksbank and
Chairman of the Executive Board. In 2004 Mr
Heikensten was responsible for preparing matters
relating to the General Secretariat and the Internal
Audit Department. He is a member of the General
Council of the EcB and a member of the Board
of Directors of the Bank for International Settle-
ments (B15). He is also Sweden’s governor in the
International Monetary Fund. He has previously
worked as chief economist at Svenska Handels-
banken and the Swedish National Debt Office, and
he has also been head of the economics depart-
ment at the Ministry of Finance. Mr Heikensten
has a PhD in economics and was Deputy

Governor during the period 1995-2002.

LEuva Srejber,

term of office of six years from 1 January 2003

Eva Srejber is First Deputy Governor and First
Vice Chairman of the Executive Board. In 2004
Ms Srejber was responsible for preparing matters
relating to the 1T Department and the Market
Operations Department. Ms Srejber is the
Governor’s alternate on the EcB General Coouncil
and a member of the EU’s Economic and Financial
Committee. She is also a member of the Inter-
national Relations Committee of the EscB. Ms
Srejber is an economist and has previously been
head of the Riksbank’s Monetary and Foreign
Exchange Policy Department, a member of the
Executive Board of the mvr, and Deputy cto of
Swedbank, where she was responsible, among

other things, for EMU issues.

Villy Bergstrim,

term of office of six years from 1 January 2002
Villy Bergstrom is Deputy Governor and was
responsible in 2004 for matters concerning the
Riksbank’s research and for the Riksbank’s opin-
ions on consultation documents. Mr Bergstrom

represents the Riksbank in the oecp’s Working

Party Three. He is an associate professor in econo-
mics and has previously been Head of the Trade
Union Institute for Economic Research (F1eF),

member of the sNs economic council and editor-

in-chief of the Dala Demokraten newspaper.

Lars Nyberg,

term of office of six years from 1 January 2000

Lars Nyberg is Deputy Governor and was respon-
sible in 2004 for preparing matters relating to the
Financial Stability Department. Mr Nyberg is also
amember of the Board of Finansinspektionen
(the Swedish Financial Supervisory Authority)
by appointment of the Government. He is the
Riksbank’s representative in the group of deputies
for the o Ministers and Governors, and he is a
member of the Banking Supervision Committee
of the Esc. Mr Nyberg is an associate professor
in economics and has previously been Deputy
cieo at Svenska Handelsbanken and Swedbank

and ceo of Liansforsakringsbolagens forening

Kristina Persson,

term of office of six years from 1 May 2001
Kristina Persson is Deputy Governor and was
responsible in 2004 for preparing matters rela-
ting to the Administration Department and for
vF issues. Ms Persson is a graduate in business
administration, has been governor of the county
of Jamtland, and has worked at the Ministry of
Finance, the Institute for Futures Studies, and as
economist at the Swedish Confederation of
Professional Employees (Tco). She has also been
a Member of Parliament and its Committee on
Finance, a member of the Riksbank’s General
Council and a member of the European

Parliament.

Irma Rosenberg,

term of office six years from 1 January 2003

Irma Rosenberg is Deputy Director and was
responsible in 2004 for preparing matters relating
to the Monetary Policy Department and for mat-
ters concerning the ownership of the Riksbank’s
subsidiaries. Ms Rosenberg participates in BIs
meetings together with the Riksbank Governor.
She has a PhD in economics and has worked as
chief economist at the mortgage institution SBAB

and at Sweden Post and Postgirot Bank. Prior to



this, Ms Rosenberg was head of research and
head of forecasting at the National Institute of

Economic Research.

The Executive Board’s tasks

The Executive Board is responsible for the bank’s
entire activities, 1.e. monetary policy, issues of
financial stability, market operations and the pay-
ments system. The Executive Board is also respon-
sible for the Bank’s administration and budget.
In 2004 the Board members were responsible for
preparing matters relating to the various depart-
ments. As of 1 January 2005, this responsibility
has been discontinued and replaced with a respon-
sibility for different subject areas to be decided
by the Executive Board, as follows:

Lars Heikensten is responsible for presenting
proposals regarding appointments to posts de-
cided by the Executive Board and for manage-
ment of the heads of department.

Eva Srejber is responsible for presenting pro-
posals in the field of asset management.

Villy Bergstrom is responsible for presenting
proposals regarding consultation opinions invol-
ving major principles and for making decisions in
other matters relating to consultation documents.

Lars Nyberg is responsible for presenting pro-
posals for Financial Stability Reports and on
measures aimed at ensuring the stability and
efficiency of the payments system.

Kristina Persson is responsible for presenting
proposals regarding strategic information and
communication issues.

Irma Rosenberg is responsible for presenting
proposals for Inflation Reports and for decisions
on monetary and exchange rate policy measures.
She is also responsible for issues relating to the
Riksbank’s subsidiaries.

The Executive Board makes decisions collec-
tively at its meetings, which are usually held on
alternate Thursdays. The Chairman and Vice
Chairman of the General Council have the right
to attend and speak at Executive Board meetings,
but not the right to make proposals or to vote.
Prior to making important monetary policy deci-
sions, the Riksbank is required to inform the
Government. In 2004 the Board held 30 meetings,

eight of which were monetary policy meetings.

Villy Bergstrém,
Lars Nyberg

ORGANISATION

Lars Heikensten,
Eva Srejber

Kristina Persson,
Irma Rosenberg
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ORGANISATION

The Executive Board in 2004

In 2004 the members of the Executive Board
made around fifty public speeches. These covered
subjects such as current monetary policy and the
economic situation, financial stability and general
political issues, such as globalisation and demo-
graphy.

One Executive Board meeting each year is held
outside of Stockholm. The purpose of this is to
glve greater opportunity to discuss economic
developments with representatives of various
industries and regions in the country, as well as
to obtain views on the Riksbank’s activities. The
Executive Board meeting on g June 2004 was
held in Harnosand.

The Executive Board presents a written report
on monetary policy to the Riksdag Committee
on Finance twice a year. The Inflation Report was
used as the report to the Riksdag and supple-
mented with two public hearings in the Committee
on Finance attended by the Governor of the
Riksbank.

THE GENERAL COUNCIL

The General Council consists of eleven members
and as many alternates. They are appointed by
the Riksdag (the Swedish parliament) for the same
period as members of parliament. The General
Council elects from among its number a Chair-
man and a Vice Chairman.

The members of the General Council are Jan
Bergqvist (Chairman), Johan Gernandt (Vice
Chairman), Sinikka Bohlin, Susanne Eberstein,
Peter Egardt, Kenneth Kvist, Lennart Nilsson,
Kjell Nordstrom, Mats Odell, Karin Pilsiter and
Bengt Westerberg. The alternate members are
Marianne Carlstrom, Camilla Dahlin Andersson,
Lars U. Granberg, Siv Holma, Sonia Karlsson,
Maria Larsson (who replaced Géran Hiagglund
according to a parliamentary decision on 29 April
2004), Carin Lundberg, Stephan Tolstoy,
Margareta af Ugglas, Gote Wahlstrom and
Tommy Waidelich.

The General CGouncil’s tasks
The General Council appoints the members of
the Executive Board and decides on their salaries

and other terms of employment. It also adopts

the Riksbank’s Rules of Procedure and decides
on the design of banknotes and coins.

The General Council, appointed by the Riks-
dag, functions as a bridge between the Riksdag
and the Riksbank. The General Council has the
task of regularly monitoring the Riksbank’s acti-
vities and how the Executive Board conducts its
business. One of the ways the General Council
can exercise control is through the Chairman and
Vice Chairman having the right to attend the
Executive Board meetings. The General Council
also has an Audit Unit that examines how mem-
bers of the Executive Board exercise their duties
and examines the calculation of the Riksbank’s
profits in the procedures for closing the accounts.
The Audit Unit’s work is carried out by an exter-
nal chartered auditor.

The General Council may present opinions
within its field of competence on issues officially
referred to the Riksbank for consideration. In
consultation with the Executive Board, the General
Council may present proposals to the Riksdag and
the Government regarding statutory amendments
or other measures in its sphere of responsibility.

The General Council presents proposals to the
Riksdag and the Swedish National Audit Office
regarding the allocation of the Riksbank’s profits.

General Council in 2004

In 2004 the General Council met on eleven occa-
sions. The Chairman and Vice Chairman usually
attended the meetings of the Executive Board.
The Council received regular reports on activities
from the Executive Board.

The General Council decided in 2004 on the
design of a coin to commemorate the 250th
anniversary of the Royal Palace in Stockholm
and also decided to issue a special banknote in
2005 to commemorate the 250th anniversary of
the founding of Tumba Bruk banknote paper mill.

The General Council’s Audit Unit mainly fo-
cused on ensuring that the Riksbank’s Rules of
Procedure and Internal Instruction do not contra-
dict one another and that they were observed, as
well as on how the Executive Board members
discharged their duties and on the Riksbank’s
proposals for allocation of profits. Their exami-

nation did not give rise to any criticism.
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THE RIKSBANK'S
SUBSIDIARIES

B The Riksbank’s subsidiaries

The Riksbank owns — directly or indirectly — a total of eight public limited companies. All of these

companies are the result of the restructuring implemented in the field of cash management and are

since 2004 in the process of being wound up.

Svensk Kontantférsérjning AB (skAB) is parent
company to six companies in the skap Group.
This includes, as well as Pengar 1 Sverige AB, a
further five public limited companies, two of
which are dormant. The two larger companies,
skaB and Pengar 1 Sverige AB, have undergone
major changes during 2004. The other three com-
panies manage two former Riksbank properties,
which are being sold. Tumba Kulturfastigheter
AB manages some land from the former AB
Tumba Bruk, located in Botkyrka municipality,
outside of Stockholm.

The Riksbank decided in 1998 to transfer op-
erations and personnel from what was then the
Cashiers’ Department to a wholly-owned sub-
sidiary, Pengar 1 Sverige AB. The purpose of this
was to develop and restructure operations to make
the Riksbank’s cash management more efficient

and contribute to greater efficiency in cash man-

FIGURE 5
The Riksbank's subsidiaries.

agement in society. A new owner for the company
would be found as quickly as possible.

However, it proved more complicated to change
operations than the Riksbank had estimated. To
achieve sufficient breadth and turnover in the
operations, cash-in-transit operations were built
up during 2002. It was still not possible to achieve
profitability in the company, and the Riksbank
chose to split the company mto two parts in 2002.
One part contained the task more closely related
to central banking of providing four depots in
different regions of Sweden for cash storage and
for receiving and distributing banknotes and coins.
This part of the operations was put into the com-
pany skaB. Other parts of the original company
were transferred to the “new” Pengar 1 Sverige.
Pengar i Sverige AB conducted only commer-
cial activities after the split in September 2002.

These mainly took the form of counting services

SVERIGES
RIKSBANK




for banks and the retail trade, and cash-in-transit
operations.

The Riksbank has been working on selling
Pengar i1 Sverige AB since 2002. Extensive mea-
sures were taken in 2002 and 2003 to restructure
the company’s operations. However, these were
not sufficient to achieve profitability. In 2004 the
sales work intensified and was aimed at finding
owners for the company’s assets when it became
clear that there was no prospective buyer willing
to acquire the shares in the company.

An agreement to sell the majority of the assets
in Pengar 1 Sverige AB to Securitas Virde AB was
signed at the beginning of 2004. The transfer was
reported to the Swedish Competition Authority,
which in May 2004 announced that it intended
to conduct a special investigation into the trans-
fer. Securitas Virde then decided to cancel the
agreement. Consequently, Pengar i Sverige AB
arranged a tender, offering all of the company’s
assets for sale. Following an assessment of all the
tenders received, an agreement was signed with
Securitas Virde AB in July 2004 covering the
majority of the assets. The Swedish Competition
Authority announced in August 2004 that it did
not intend to examine this transfer, which was
therefore effected on 1 October 2004.

All of Pengar 1 Sverige’s customer agreements
were cancelled during spring 2004 and all of the
approximately 250 employees were given notice
of redundancy with effect from 1 July 2004.
Activities in Pengar 1 Sverige AB were thus wound
up at the beginning of July 2004 and the activities
of skaB were transferred to the Riksbank on 1
October 2004. Parallel with this the Riksbank has
decided on a new structure for cash management,
which will be introduced during 2005,

During autumn 2004 the work has consisted of
terminating the company’s remaining customer
agreements and obligations to suppliers, as well
as closing down premises. The rental agreement
for the property in Malmo rented by skaBs, where
the Riksbank currently conducts operations, has
been transferred to the Riksbank with effect from
1 January 2005. The former staff of the company
has been given redundancy payments. The aim
has been to wind up as much of the remaining

operations as possible by the end of 2004.

THE RIKSBANK'S
SUBSIDIARIES
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ACCOUNTING
PRINCIPLES

B Accounting principles

The balance sheet and the profit and loss account
for the Riksbank have been compiled pursuant
to the Sveriges Riksbank Act and in accordance
with the Rules for Bookkeeping and Annual
Accounts at Sveriges Riksbank adopted by the

Executive Board.

CHANGES IN ACCOUNTING PRINCIPLES

In December 2004 the Executive Board decided,

with effect from the financial year 2004, to re-

place the Accounting Instruction for the

Riksbank with Rules for Bookkeeping and Annual

Accounts at Sveriges Riksbank. The accounting

rules are taken from the Bookkeeping Ordinance

(sFs 2000:606) and the rules for annual accounts

from the Guideline of the European Central Bank

on the legal framework for accounting and fin-
ancial reporting in the European System of

Central Banks (EcB/2002/10). This change was

made possible when a new accounting system was

introduced. The decision entailed the following
important changes in the Riksbank’s accounting:

m Unrealised price and exchange rate gains and
losses are reported separately. Unrealised gains
are no longer reported in the profit and loss
account but entered directly in a special re-
valuation account in the balance sheet. Un-
realised losses are reported in the profit and
loss account if they exceed unrealised gains
booked in the balance sheet, see note 22.

B Accrued interest is reported under special
balance sheet items.

m Capital is reported in the balance sheet items
Capital and Reserves, which means that the
reserve fund, contingency fund and balancing
account are included in the Reserves item.

B When securities are purchased and sold, the
amounts are reported in the balance sheet as
of the settlement date instead of the trade date,
which means that the items claims for securities
settlement proceeds and liabilities on securities

settlement proceeds will be omitted.

The comparison figures in the balance sheet as
of g1 December 2004 have been converted with
regard to the change in accounting principles,
see note 38. The effect of reporting unrealised
gains and losses in special revaluation accounts

is reported in comparison with future figures as

it cannot be established with reasonable precision

for previous years.

BASIC ACCOUNTING ASSUMPTIONS

The following fundamental accounting principles

have been applied:

® Accounting shall reflect the economic reality
and be characterised by transparency.

m The valuation of assets and liabilities, like the
recognition of income, shall be carried out
prudently.

m Assets and liabilities shall be adjusted to take
into account events that occur between the end
of the financial year and the date the annual
accounts are adopted by the Executive Board,
on condition that these events have affected the
value of the assets or liabilities on the closing
day:.

B When assessing assets and liabilities, it must
be assumed that the activities will continue.

® Income and expenditure will be reported as
mcome and expenditure during the accounting
period they were earned or arose, regardless
of when payment is made.

m The criteria for estimating balance sheet items
and for the profit and loss account should be

applied consistently.

RECOGNITION OF ASSETS AND LIABILITIES
Assets and liabilities are only reported in the
balance sheet if it is probable that any future fin-
ancial results connected to the asset or liability
will comprise a flow to or from the Riksbank
and that in principle all risks and rights related
to the asset or liability have been transferred to
the Riksbank.

TRADE-DATE ACCOUNTING

Toreign exchange transactions and securities
transactions are registered on the trade date in
off-balance sheet accounts. On the settlement date
the amount is transferred from these accounts to
the balance sheet accounts. Realised gains and

losses from net sales are booked on the trade date.

BALANCE SHEET VALUATION RULES
Marketable assets are valued at the market rates

and market prices applying on the closing day.



REPURCHASE AGREEMENTS

Repurchase agreements are reported as loan trans-
actions and therefore do not affect the holdings
of securities and gold. A repurchase agreement
1s an agreement to sell assets, such as securities
or gold, whereby the seller simultaneously under-
takes to repurchase the assets at a specified price
on a specific date in the future.

Assets pledged by the Riksbank as collateral
for repos are still reported in the balance sheet
and are valued in accordance with the applicable
rules for the Riksbank’s other holdings of secu-
rities and gold. An amount equivalent to the re-
ceived purchase sum is reported as a liability, while
the transferred assets are reported as memoran-
dum items.

Assets received by the Riksbank under reverse
repurchase agreements are not reported in the
balance sheet because they constitute loan collat-
eral. An amount equivalent to the paid purchase
sum is reported as a receivable. The difference
between the two payments in a repurchase agree-
ment (spot and forward) is treated on an accrual
basis over the term of the agreement.

Transactions carried out within the framework
of agreements on automatic repurchase agree-
ments are only reported in the balance sheet if
collateral is pledged in the form of cash for the

entire duration of the transaction.

BANKNOTES AND COINS

The balance sheet item “banknotes and coins in
circulation” is calculated by deducting from the
value of the banknotes and coins the Riksbank
has received from the manufacturers both the
value of the banknotes and coins the Rikshank
has destroyed and the value of the banknotes and

coins in the Riksbank’s stocks.

RECOGNITION OF INCOME
Realised gains and losses are transferred to the
profit and loss account.

Unrealised gains are transferred to the revalu-
ation account in the balance sheet.

Unrealised losses are transferred to the profit
and loss account if they exceed unrealised gains
that may have been previously registered in the
corresponding revaluation account. Unrealised

losses that are transferred to the profit and loss

ACCOUNTING
PRINCIPLES

account may not be reversed during later years
to offset new unrealised gains. Unrealised losses
in a particular security, a particular currency or
gold are not netted against unrealised gains in
other security, currencies or gold.
Premiums and discounts on securities pur-

chased are calculated and reported as part of
interest income and are written off during the

security’s remaining time to maturity.

COST OF TRANSACTIONS

With regard to gold, instruments in foreign cur-
rencies and securities, the average method is used
daily to establish the acquisition cost of items
sold when calculating effects of exchange rates
and prices. When net acquisitions of currency
and gold are made, the average acquisition cost
for the day’s acquisition with regard to each in-
dividual currency and gold is added to the pre-
vious day’s holdings to obtain a new weighted
average of the exchange rate and the gold price
respectively. To calculate net sales, the realised
outcome is calculated on the basis of the average
acquisition cost on the previous day for the hold-

ing in question.

OFF-BALANCE SHEET INSTRUMENTS
Off-balance sheet instruments with a positive net
market value are reported as assets and those with

a negative value as liabilities.

TANGIBLE AND INTANGIBLE FIXED ASSETS
The Riksbank’s tangible and intangible fixed
assets are booked at acquisition value and de-
preciated according to plan. Write-downs are
made when the reduction in value is judged to
be permanent. Write-ups are only allowed if the
asset has a reliable and lasting value that signi-
ficantly exceeds the book value. Buildings are
depreciated over a period of 50 years, other fixed
assets over 5-10 years. Machinery and equipment,
including computers, is written off’ over 3-7 years.
Direct staff costs attributable to I'T investments
developed in-house are included in the asset’s

acquisition value.
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BALANCE SHEET

B Balance Sheet s« uuion

Assets NOTE 31-12-2004 31-12-2003
Gold 1 17 393 18 030
Claims on residents outside Sweden denominated
in foreign currency
Receivables from the IMF 2 10 148 12 241
Balances with banks and security investments 3 135 108 129 031
145 256 141 272
Lending to monetary policy counterparties denominated
in Swedish kronor
Main refinancing operations 4 17 000 23 800
Fine-tuning operations 5 - -
Marginal lending facility 6 2 0
17 002 23 800
Other assets
Tangible and intangible fixed assets 7 538 509
Financial assets 8 410 324
Prepaid expenses and accrued income 9 1963 2 005
Other assets 10 294 291
3205 3129
Total assets 182 856 186 231
Liabilities and capital NOTE 31-12-2004 31-12-2003
Banknotes and coins in circulation
Banknotes 11 103 452 103 675
Coins 12 5442 5265
108 894 108 940
Liabilities to monetary policy counterparties denominated
in Swedish kronor
Deposit facility 13 86 49
Fine-tuning operations 14 527 491
613 540
Liabilities to residents outside Sweden denominated
in Swedish kronor 15 306 125
Liabilities to residents outside Sweden denominated
in foreign currency 16 4912 998
Counterpart of Special Drawing Rights allocated by the IMF 17 2 537 2 647
Other liabilities
Off-balance sheet instruments 18 85 16
Accrued expenses and deferred income 19 100 81
Otbher liabilities 20 69 71
254 168
Provisions 21 304 396
Revaluation accounts 2 1523 -
Equity capital
Capital 23 1000 1 000
Reserves 24 65 317 80 697
66 317 81 697
Result for the year -2 804 -9 280
Total liabilities and capital 186 231

Memorandum items, see Note 37.

182 856



B Profit and Loss Account s mion

PROFIT AND LOSS

NOTE 2004 2003
Interest income 25 4778 5316
Interest expenses 26 -290 -121
Net result of financial operations 27 -6 317 -13 287
Fees and commission income 28 19 18
Fees and commission expenses 29 -9 -8
Income from equity shares 30 42 185
Other income 31 24 5
Total net income -1753 -7 892
Staff costs 32 -309 -323
Administrative expenses 33 -231 -228
Depreciation of tangible and intangible fixed assets 34 -69 -72
Banknote and coin expenses 35 -160 -244
Other expenses 36 -282 -521
Total expenses -1 051 -1388
Result for the year -9 280

-2 804
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NOTES

. Notes SEK MILLION. FIGURES IN BRACKETS REFER TO 2003.

Note 1 Gold
31-12-2004 31-12-2003

Quantity

Troy ounces (million) 5.96 5.96
Price

USD per ounce 439.05 416.50

SEK/USD 6.65 7.26
Book value 17 393 18 030

As of 31 December 2004, the Riksbank holds 5.96
million ounces (troy/oz) of gold, which is equivalent
to 185.4 tonnes. During 2004 the Riksbank has carried
out forward transactions corresponding to the sale of
384,000 ounces (12 tonnes) of gold by forward ex-
change agreements falling due in 2005. See also Notes
18 and 37.

Note 2 Receivables from the IMF

31-12-2004 31-12-2003
Special Drawing Rights 1387 1430
Reserve position in the IMF 8 570 10 611
Other receivables 191 200
Total 10 148 12 241

The Riksbank holds Special Drawing Rights of SDR 135
million. The Riksbank's total capital contribution (quota)
to the IMF amounts to SDR 2 395.5 million and is
booked net with the IMF's account for Swedish kronor
under the item Reserve position in the IMF.

The item Other receivables refers to an interest-free
deposit with the IMF as manager of contributions to
the IMF's share of the debt relief initiative HIPC (Heavily
Indebted Poor Countries) and to the Fund's concessional
lending. The deposit of a total of SDR 18.6 million shall
be repaid by 1 January 2019.

Note 3 Balances with banks and security investments

31-12-2004 31-12-2003
Balances with banks 13 270 8329
Security investments 121 838 120 702
Total 135 108 129 031

This item consists mainly of foreign government secu-
rities and state-guaranteed securities as well as balances
with foreign banks, such as deposits and nostro accounts.
The securities are denominated in US dollars, euro,
British pounds, Japanese yen, Canadian dollars and
Australian dollars. The net balance of TARGET/E-RIX
is also reported here.

Note 4 Main refinancing operations

The Riksbank's regular monetary policy repo operations
are reported under this item. The decline is principally
due to the fact that the dividend payment to the Treasury
in 2004, totalling SEK 6,100 million, was financed
through a reduction in the monetary policy repo.

Note 5 Fine-tuning operations
This item is used to report funds lent with a view to
fine-tuning liquidity in the financial system.

Note 6 Marginal lending facility

This item is used to report overnight loans to banks on
their K-RIX accounts at the Riksbank.

Note 7 Tangible and intangible fixed assets

31-12-2004 31-12-2003

Land and buildings

Acquisition value 340 331

Accumulated depreciation ~ -98 -90

Book value land

and buildings 242 241
Machinery and equipment

Acquisition value 532 492

Accumulated depreciation  -236 -224

Book value machinery

and equipment 296 268
Total 538 509

The Riksbank owns two properties, the head office
and Baggensnds. The item Book value machinery
and equipment includes application systems in an
amount of SEK 121 million (SEK 129 million). When
the Riksbank took over cash operations in Svensk
Kontantforsorjining AB on 1 October 2004 the Riksbank
acquired fixed assets from the company to a value of
SEK 40 million. In addition, on 1 January 2005 the
Riksbank acquired fixed assets to a value of SEK 13
million from the company in connection with taking
over a rental contract for the office in Malmé.

Note 8 Financial assets

31-12-2004 31-12-2003
Shares and participation rights
Svensk Kontantforsérjning AB
150 000 shares with a par value
of SEK 100 each 61 0

Eskilstuna Penningsmedja AB
1 000 shares with a par value
of SEK 100 each - 0

Tumba Kulturfastigheter AB

1 000 shares with a par value

of SEK 100 each 0 0
Swift

33 shares with a par value of EUR 125 each 0 0
BIS

16 021 shares with a par value of
SDR 5 000 of which 25% has
been paid up 267 267

European Central Bank
7% (5) of 2.4133% (2.6537)
of the total amount 82 57

Total 410 324



In 2004 the Riksbank has booked SEK 431 million,
SEK 370 million of which has been paid as capital
injections to Svensk Kontantforsérjning AB and Pengar
i Sverige AB, which initially increased the book value.
The shareholding was thereafter written down by SEK
370 million, SEK 150 million of which was booked as
a provision in the previous year.

Eskilstuna Penningsmedja AB was dissolved on 19
May 2004 in connection with the liquidator's final
report.

The Riksbank's capital subscription to the European
Central Bank increased by EUR 25 000 on 1 January
2004, due to a change in the capital key and by EUR
2.7 million on 1 May 2004 as a result of the Riksbank's
capital subscription changing when ten new countries
became members of the European Union.

Note 9 Prepaid expenses and accrued income

This item is used to report prepaid expenses and accrued
income.

Note 10 Other assets

31-12-2004 31-12-2003
Staff loans 252 245
Claim on Crane & Co. Inc. 25 24
VAT recoverable 13 17
Other 4 5
Total 294 291

The item Claim on Crane & Co. Inc. refers to part of the
sale amount for Crane AB and will be settled by the
payment of USD 1 million in 2008 and USD 3 million
in 2011.

Note 11 Banknotes
The value of banknotes in circulation, by denomination:

31-12-2004 31-12-2003
1 000 kronor 45 561 45 652
500 kronor 45 116 44 788
100 kronor 9 621 10 091
50 kronor 1207 1192
20 kronor 1639 1643
10 kronor 228 229
5 kronor 80 80
Total 103 452 103 675

Note 12 Coins
The value of coins in circulation, by denomination:

31-12-2004 31-12-2003
10 kronor 2 150 2 051
5 kronor 1171 1156
2 kronor 8 8
1 kronor 1195 1159
0.50 kronor 288 276
Commemorative coins 630 615

Total 5 442 5265

NOTES

Note 13 Deposit facility

Overnight deposits from the banks in their K-RIX
accounts at the Riksbank are reported here.

Note 14 Fine-tuning operations

This item is used to report deposits for the purpose of
fine tuning liquidity in the financial system.

Note 15 Liabilities to residents outside Sweden
denominated in Swedish kronor
Accounts in Swedish kronor that the Riksbank holds
on behalf of other central banks and international

organisations are reported here.

Note 16 Liabilities to residents outside Sweden
denominated in foreign currency

Amounts corresponding to purchase amounts received

in foreign currency for deposit repos are reported here.

Note 17 Counterpart of Special Drawing Rights
allocated by the IMF

The Riksbank's liability corresponding to the special

drawing rights allocated by the IMF is reported here.

The accumulated amount granted totals SDR 246.5.

Note 18 Off-balance sheet instruments
31-12-2004 31-12-2003

Gold forwards, negative value 22 -

Gold forwards, positive value -9 -
FX swaps, negative value 150 94
FX swaps, positive value -78 -78
Total 85 16

Off-balance sheet instruments with a negative net
market value are reported here. The nominal amount
of the off-balance sheet contract, which is reported as
a memorandum item — see Note 37, is shown below:

31-12-2004 31-12-2003

Gold forwards, negative value 683 -

Gold forwards, positive value 479 -

FX swaps, negative value 1618 5 051
FX swaps, positive value 4 821 2 696
Total 7 601 7747

Note 19 Accrued expenses and deferred income

This item is used to report accrued expenses and
deferred income.

Note 20 Other liabilities

31-12-2004 31-12-2003
Accounts payable - trade 47 55
Other 22 16
Total 69 71

O
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NOTES

Note 21 Provisions

31-12-2004 31-12-2003
Pension liability 171 184
Other provisions 133 212
Total 304 396

Pension liability refers to pensioners and has been cal-
culated by the National Government Employee Pensions
Board (Statens pensionsverk).

The item Other provisions includes SEK 123 million
for a capital injection that has not yet been paid to
Pengar i Sverige AB and the estimated cost of managing
the rental contract for the office in Malmé in connection
with its winding up during 2005. There is also an allo-
cation of SEK 7 million regarding a commitment to pro-
vide compensation to the National Property Board for
neglected maintenance of the buildings donated by
Tumba Kulturfastigheter in 2002. In addition, there is
SEK 3 million concerning funds for competence de-
velopment and competence renewal that were agreed
in connection with the reduction of the fee to the Job
Security Foundation.

Note 22 Revaluation accounts

31-12-2004 31-12-2003
Price effect 1500 -
Exchange rate effect 23 -
Gold valuation effect - -
Total 1523 -

With effect from 2004, unrealised gains and losses are
reported in special revaluation accounts. If the unrealised
losses exceed the unrealised gains at the end of the
year, the difference is reported in the profit and loss
account. This calculation is made security by security
and currency by currency.

Note 23 Capital
The Sveriges Riksbank Act states that the Riksbank
shall have capital in an amount of SEK 1 000 million.

Note 24 Reserves

fixed assets. The value of the BIS shares was written

up in 1996 to correspond to the market value of the
gold used as payment for the share allocation in that
year. The above-mentioned allocations and write-ups
are shown in the table below:

31-12-2004 31-12-2003

Allocations of net revenue

Exchange rate effects 11 938 24 418

Gold valuation effects 4196 4376

Other allocations of

net revenue 7 223 7 221
Write-up of assets

Gold reserve 12 686 12 686

Fixed assets 118 120

BIS shares 235 235
Total 36 396 49 056

The changes in the items Capital, Reserves and Result
for the year are explained in the table below:

Result for
Capital Reserves the year Total

Balance 31 December 2003 1 000 80697 -9280 72417
Transfer to the Treasury -6 100 -6 100

Transfer to/from

Balancing account -2720 2720 0
Contingency fund -12 660 12 660 0
Result for the year -2804 -2804

Balance 31 December 2004 1000 65317 -2804 63513

Note 25 Interest income

2004 2003
Foreign assets 4492 4702
Main refinancing operations 274 598
Other 12 16
Total 4778 5316

This item primarily includes bond interest and interest
received from the main refinancing operations.

31-12-2004 31-12-2003  Note 26 Interest expenses
Reserve fund 500 500 2004 2003
Contingency fund 36 396 49 056  Foreign liabilities -280 -112
Balancing account 28 421 31141 Domestic liabilities -10 -9
Total 65 317 80 697 Total -290 -121

The Sveriges Riksbank Act states that the Riksbank shall
have a reserve fund amounting to SEK 500 million.
The contingency fund and the balancing account have
been used since 1988, according to guidelines for the
Riksbank's allocation of net revenue adopted that year.
The contingency fund has also been used for entering
the amounts of asset write-ups. The Riksbank's gold
reserve was written up to market value on 31 December
1998 and fixed assets were entered in the balance sheet
in1994 at acquisition value minus depreciation. During
2004, a transfer of SEK 2 million was made between the
sub-items Write-up of fixed assets and Allocation of net
revenue, due to the year's depreciation of written-up

Interest expenses mainly consist of interest on deposit
accounts.

Note 27 Net result of financial operations

2004 2003
Price effect -109 -627
Exchange rate effect -5 617 -12 480
Gold valuation effect -591 -180
Total -6 317 -13 287



The comparison figures include unrealised exchange
rate gains, which are reported in special revaluation
accounts with effect from 2004.

The price effect consists of realised gains and losses on
securities amounting to SEK 128 million and unrealised
gains and losses on securities amounting to a loss of
SEK 237 million.

The exchange rate effect includes realised exchange
rate gains and losses amounting to SEK 491 million and
unrealised exchange rate gains and losses amounting
to a loss of SEK 6 108 million. The realised exchange
rate effect includes SEK 618 million regarding conversion
of the IMF's account for Swedish kronor. The conversion
arises because the account is hedged in SDR against
the IMF and regulated through payment transactions
in Swedish kronor on the account.

The gold valuation effect includes realised gold price
gains and losses amounting to SEK 0.2 million and un-
realised gold price losses amounting to SEK 591 million.

Note 28 Fees and commission income
This item mainly includes annual fees and transaction
fees with regard to the RIX system.

Note 29 Fees and commission expenses

This item mainly includes expenses for securities custody
accounts.

Note 30 Income from equity shares

Dividend has been received from BIS amounting to
SEK 40 million (SEK 38 million). In addition, SEK 2 million
was received from Eskilstuna Penningsmedja AB when
it was liquidated.

Note 31 Other income

Other income refers both to settlement of SEK 4 million
regarding the sale of Crane AB and to cancelling of
reserves regarding this settlement amounting to SEK 7
million. In addition, SEK 5 million is included for bank-
note and coin delivery charges and SEK 4 million for
compensation from Vardepapperscentralen, VPC (the
Swedish central securities depository) for work on the
Newclear project.

Note 32 Staff costs

2004 2003
Salaries and benefits -183 -173
Pension costs -48 -74
Social security charges -68 -64
Other -10 -12
Total -309 -323

Salaries and benefits to the members of the Executive
Board amounted to SEK 10.1 million in 2004, broken
down as follows.

2004 2003
Lars Heikensten 1.5 1.4
Eva Srejber 1.8 1.8
Villy Bergstrom 1.8 1.7
Lars Nyberg 1.7 1.7
Kristina Persson 1.6 1.6
Irma Rosenberg 1.7 1.6
Summa 10.1 9.8

In addition, Lars Heikensten received SEK 0.6 million
in remuneration during 2004, as in 2003, from the
Bank for International Settlements.

The General Council has decided that during the
statutory qualification period after the end of employ-
ment, members of the Board shall receive a full salary
without a work requirement. However, deduction will
be made for any income from other employment
during this period.

According to a decision of the General Council on
21 May 1999 regarding guidelines for pension condi-
tions for members of the Riksbank's Executive Board,
the regulation (RFS 1996:4) issued by the Administra-
tive Board of the Riksdag on the implementation of the
ordinance on pensions for senior government officials,
etc. (1995:1038) shall apply to members of the Exec-
utive Board. This regulation stipulates, however, that
earlier provisions shall apply to persons covered by the
regulations that were rescinded on 31 December 1996,
which means that Eva Srejber and Lars Heikensten are
covered by the earlier regulation (1991:1160) on pen-
sions for senior government officials, etc., while the
four other Board members are covered by the newer
regulation (1995:1038). Lars Heikensten will also re-
ceive, according to the present system, a pension from
the BIS. This pension is payable to board members who
have held a commission at BIS for at least four years,
but is not paid out until they reach the age of 65. The
pension is calculated on the basis of the board fees paid,
amounting to 1.82 per cent of these.

During 2004, staff costs attributable to IT invest-
ments developed in-house have been included in the
acquisition value of the asset in an amount of SEK 3
million (SEK 15 million).

The average number of employees (FTEs) in 2004
totalled 420 (439), of which 189 (199) were women
and 231 (240) men. The number of FTEs at the end
of the year was 434 (426). Sick leave in 2004 corre-
sponded to 4.4 per cent (4.3 per cent) of employees’
total working hours. Sick leave over a continuous period
of 60 days or more in 2004 corresponded to 63.5 per
cent (66.8 per cent) of total sick leave. Women's sick
leave in relation to total regular working hours for
women amounted in 2004 to 6.0 per cent (6.3 per cent),
while the corresponding figure for men in 2004 was
3.0 per cent (2.6 per cent).

NOTES
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The table below shows sick leave for each age
group in relation to the total regular working hours
for the group:

2004 2003
29 years or younger 1.5% 1.6%
30-49 years 1.9% 22%
50 years or older 8.6% 8.9%

Note 33 Administrative expenses

2004 2003
Information, hospitality -1 -13
Transport, travel -13 -18
Consulting assignments -37 -41
Other external services -38 -37
IT operation -49 -51
Economics prize -19 -17
Office and property
maintenance -47 -44
Other -17 -7
Total -231 -228

Information expenses include costs for the Riksbank's
regular publications (Inflation Report, Financial Stability
Report, Annual Report, Economic Review, etc.), special
information projects, etc.

The largest individual item in Other external services
consists of costs for statistics, mainly supplied by
Statistics Sweden, corresponding to SEK 30 million
(SEK 22 million). The result for Other external services
in 2003 also included a fee of SEK 7 million to Svensk
Kontantforsérjning AB for destruction and authenticity
checks of banknotes, which for 2004 is reported under
the cost group Other and amounts to SEK 9 million.
These activities were incorporated into the Riksbank
on 1 October 2004.

The Economics prize item includes the prize sum of
SEK 10 million and administration costs for the prize of
SEK 9 million. The administration costs have increased
by SEK 2 million compared with 2003, because the
Riksbank signed an agreement with the Nobel
Foundation in 2004 that includes an annual payment
of SEK 1 million and a one-off payment of SEK 1 million
regarding the Internet-based Nobel Prize Museum the
foundation has constructed.

Note 34 Tangible and intangible fixed assets

This item is used to report depreciation according to
plan of tangible and intangible fixed assets.

Note 35 Banknote and coin expenses

Of the total cost for banknotes and coins of SEK 160
million (SEK 244 million), SEK 64 million (SEK 131 mil-
lion) is in respect of the purchase of banknotes, SEK 84
million (SEK 99 million) for the purchase of circulation
coins and SEK 12 million (SEK 14 million) for the pur-
chase of commemorative coins.

Note 36 Other expenses

The item Other expenses refers to capital injections to
Svensk Kontantforsorjning AB and Pengar i Sverige AB,
and also the estimated cost for managing the rental
agreement for the office in Malmo in connection with
winding up the office in 2005.

Note 37 Memorandum items

Pledged collateral

Securities with a market value equivalent to SEK 4 876
million (SEK 991 million) have been pledged in connec-
tion with foreign securities repos.

Securities with a market value equivalent to SEK 199
million (SEK 64 million) have been pledged as marginal
collateral.

Gold with a market value equivalent to SEK 3 643 million
(SEK 9 972 million) has been lent.

Contingent liabilities

Agreements under GAB (General Arrangements to
Borrow) and NAB (New Arrangements to Borrow) to
provide the IMF with a credit facility of up to SDR
850 million (SDR 850 million).

Agreements where the Riksbank guarantees the value
of Swedish government bonds, Treasury bills and mort-
gage bonds pledged as collateral for intraday credits
between commercial banks and central banks in the
euro area.

The nominal value of outstanding FX-swaps, whose
market value is shown in Note 18, totalled SEK 6 439
million (SEK 7 747 million).

The nominal value of outstanding gold forwards, whose
market value is shown in Note 18, totalled SEK 1 162
million (SEK O million).

An undertaking to pay KPA Pensionsforsakring AB
supplementary compensation if so required as a result
of index-linking the pension benefits to which the in-
sured is entitled. This undertaking refers to personnel
transferred from the Riksbank to AB Tumba Bruk (now
Crane AB) in 1971.

Undertaking to provide the Nobel Foundation with
funds annually for the award of a prize in economic
sciences in memory of Alfred Nobel and also administ-
ration costs for this prize. This undertaking amounted
to SEK 19 million in 2004 (SEK 17 million).

Undertaking to pay BIS, if so demanded, the remaining
75 per cent of the nominal value of the Riksbank’s
shareholding in BIS. This undertaking corresponded to
SEK 618 million at the end of 2004 (SEK 645 million).



Note 38 Converted comparison figures as of
31 December 2003

31-12-2003 31-12-2003
before after
conversion 1. 2. 3. 4. conversion

Asset items
Receivables from
the IMF 12 267 -26 12 241

Balances with banks
and security

investments 130809 -1898 120 129 031
Main refinancing
operations 23 826 -26 23 800
Prepaid expenses
and accrued income 10 1995 2 005

Claims for securities

settlement proceeds 193 -193 -
Other assets 336 -45 291
Total 167 441 0 -73 167 368

Liabilities and capital items

Counterpart of SDRs
allocated by the IMF 2 654 -7 2 647

Accrued expenses
and deferred income 6 7 68 81

Liabilities on securities

settlement proceeds 73 -73 -
Other liabilities 535 -464 71
Provisions - 396 396
Balancing account 31 141 -31 141 -
Equity capital 50 556 -50 556 -
Capital - 1000 1 000
Reserves - 80 697 80 697
Total 84 965 0 0 -73 0 84892

1. Transfer of accrued interest to the items “Prepaid
expenses and accrued income" and “Accrued
expenses and deferred income".

2. Transfer of the items “Balancing account” and “Equity

capital” to the items “Capital” and “Reserves".

3. Transfer of the items “Claims for securities settlement
proceeds” and “Liabilities on securities settlement
proceeds” to the item “Balances with banks and
security investments”.

4. Transfer of provisions of SEK 212 million and pen-
sion liability of SEK 184 million, excluding reserved
special employer's contribution, to the item “Pro-
visions". In addition, transfer of reserved special em-
ployer's contribution regarding pension liability of
SEK 44 million and transfer of holiday pay liability
of SEK 24 million including reserved social security
charges to the item “Accrued expenses and deferred
income".
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FIVE-YEAR OVERVIEW

B Five-year overview semiuon

The five-year overview presents the balance sheet and
profit and loss account in accordance with current ac-
counting principles, with the exception of no translation
being made for the years 2002-2003 with regard to re-
porting unrealised gains and losses in special revaluation

accounts.

Balance Sheet

31-12-04 31-12-03 31-12-02 31-12-01 31-12-00

Assets

Gold 17 393

Claims on residents
outside Sweden
denominated in
foreign currency

Receivables from

the IMF 10 148

Balances with
banks and security

investments 135 108

18 030

12 241

129 031

18 210

14 269

133 659

17 436

13 254

132 321

15 428

10 608

139 038

145 256

Lending to monetary
policy counterparties
denominated in
Swedish kronor

Main refinancing

operations 17 000

Fine-tuning
operations -

Marginal lending
facility 2

141 272

23 800

0

147 928

29179

1415

87

145 575

65 030

3986

29

149 646

40 817

2284

48

17 002

Securities of residents
in Sweden denominated
in Swedish kronor -

Other assets

Tangible and

intangible fixed assets 538
Financial assets 410
Off-balance sheet
instruments -

Prepaid expenses
and accrued income 1 963

Other assets 294

23 800

509
324

2 005
291

30 681

455
382

2 558
226

69 045

406
617

2238
215

43 149

19 893

372
667

3 400
207

3205

Total assets 182 856

Liabilities and capital

Banknotes and coins
in circulation

103 452
5442

Banknotes

Coins

3129

186 231

103 675
5265

3621

200 440

101 979
5005

3476

235 532

102 367
4744

4 646

232762

93 229
4434

108 894

Liabilities to monetary
policy counterparties
denominated in
Swedish kronor

Deposit facility 86

Fine-tuning

operations 527

108 940

49

491

106 984

87

107 111

48

97 663

108

613

540

87

48

108

Balance sheet

cont. 31-12-04 31-12-03 31-12-02 31-12-01 31-12-00

Liabilities to residents

outside Sweden

denominated in

Swedish kronor 306 125 207 161 159

Liabilities to residents

in Sweden denominated

in foreign currency - - - 2198 1410

Liabilities to residents

outside Sweden

denominated in

foreign currency 4912 998 356 3548 4101

Counterpart of SDRs

allocated by the IMF 2 537 2 647 2929 3258 3042

Other liabilities

Off-balance sheet

instruments 85 16 17 176 130

Accrued expenses

and deferred income 100 81 143 143 167

Other liabilities 69 71 77 1927 108

254 168 237 2246 405

Provisions 304 396 443 394 384

Revaluation

accounts 1523 - - - -

Equity capital

Capital 1 000 1 000 1 000 1 000 1 000

Reserves 65317 80697 88268 96291 104181
66317 81697 89268 97291 105181

Result for the year -2 804 -9 280 <71 19277 20309

Total liabilities

and capital 182 856 186231 200440 235532 232762

Profit and Loss

Account 2004 2003 2002 2001 2000

Interest income 4778 5316 7220 9197 9572

Interest expenses -290 =121 -206 -445 -548

Net result of financial

operations -6317 -13287 -5717 11410 12 009

Fees and commission

income 19 18 10 11 12

Fees and commission

expenses -9 -8 -3 -4 -7

Income from equity

shares 42 185 39 35 38

Other income 24 5 4 11 21

Total net income ~ -1753 -7 892 1347 20215 21097

Staff costs -309 -323 -337 -279 -253

Administrative

expenses -231 -228 -216 -211 -160

Depreciation of

tangible and intangible

fixed assets -69 -72 -69 -63 -62

Banknote and

coin expenses -160 -244 -322 -332 -209

Other expenses -282 -521 -474 -53 -104

Total expenses -1 051 -1388  -1418 -938 -788

Result for the year -2 804 -9 280 <71 19277 20309



B The Riksbank's subsidiaries s« miuon

Svensk Kontantférsorjning AB and subsidiaries

The group includes as well as Svensk Kontantférsérjning
AB (SKAB) the subsidiaries Pengar i Sverige AB, Svenska
Kontanthanteringssystem AB, Swedcash AB (dormant)
and Svenska Kontanthanteringsfastigheter AB with two
property management subsidiaries.

Pengar i Sverige AB has been up for sale for a long
time. In February 2004 an agreement was reached
with Securitas Vdrde AB on the transfer of the majority
of the staff and assets. This agreement was examined
by the Swedish Competition Authority, which announced
in May 2004 that it intended to conduct a special in-
vestigation into the transfer. Securitas then decided to
cancel the agreement at the beginning of June. It was
therefore decided to wind up operations in Pengar i
Sverige AB. The remaining staff were given notice of
redundancy and the company's assets were sold by
tender.

In August the Riksbank decided that the activities of
SKAB would be transferred to the Riksbank with effect
from 1 October, after which this company also began
to be wound up. A decision was made to reduce the
number of offices from four to two, which would be
located in Tumba and Mélndal. During a transition period
the offices in Malmo and Harnodsand are also being run
by the Riksbank.

The running of IT operations for SKAB was transferred
from the subsidiary Svenska Kontanthanteringssystem
AB to the Riksbank in July 2004. This company is being
wound up.

The two property management companies with prop-
erties in Harndsand and Véxjo are up for sale. Once they
have been sold, Svenska Kontanthanteringsfastigheter
AB will also be wound up.

SKAB's costs for winding up operations amounted
to a net total of SEK 185 million for 2004, which in-
cludes all costs that have arisen after the decision to
wind up the respective companies. The costs are pri-
marily related to notices of redundancy and retirement
of staff, write-down of fixed assets and early termina-
tion of agreements with customers. Earlier reserves for
future rental expenses for unused premises have been
restored, as some rental agreements have been trans-
ferred to external parties.

The rental agreement for the property in Svdgertorp,
Malmo, has been transferred from SKAB to the
Riksbank with effect from 1 January 2005.

The Riksbank has over the year provided a capital
injection of SEK 20 million to SKAB and issued a capital
cover guarantee of SEK 275 million to Pengar i Sverige
AB, SEK 261 million of which has been requisitioned.

THE RIKSBANK'S

SUBSIDIARIES

Profit and Loss Account (consolidated), SEK million

2004 2003
Operating income 143 292
Operating expenses -413 -688*
Operating profit/loss -270 -396*
Financial items -9 -23
Profit/loss after financial items  -279 -419*
Tax on the year's result - -
Result for the year -279 -419*
Balance Sheet (consolidated), SEK million
31-12-2004 31-12-2003
Fixed assets 29 176
Current assets 111 524
Total assets 140 700
Equity capital 68 66*
Provisions 42 94*
Current liabilities 30 540
Total equity capital and liabilities 140 700

*These items have been changed in accordance with

the adopted annual accounts.

Board of directors (parent company)
Bjorn Hasselgren, Chairman

Kai Barvell

Kersti Eriksen

Heine Andersson, employee representative

Address

Svensk Kontantforsérjning AB
Peter Mommas vdg 2

SE-147 43 Tumba
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THE RIKSBANK'S
SUBSIDIARIES

Tumba Kulturfastigheter AB

The company is 100 per cent owned by the Riksbank
and was acquired in December 2001 with the purpose
of buying premises and equipment from AB Tumba Bruk
(now Crane AB). The mill area in Tumba designated as
cultural heritage, consisting of buildings and adjoining
land, was transferred to the National Property Board
in 2002, after approval by the Riksbank and the Riksdag.
The purpose was to ensure that the unique mill environ-
ment with industrial and cultural heritage importance,
along with the buildings and park should be preserved
for future generations.

In 2004 the last of the company's four house plots
was sold. There has been some investigation into a
separate land area with the aim of planning for housing
construction and later sale. The remaining land (arable
and woodland) will be retained by the company until
Botkyrka municipality begins planning this area for future
housing construction. Alternatively, the land may be
transferred to the Riksbank.

The National Property Board is currently converting
and renovating premises to encompass a mill museum.
A Tumba Bruk foundation (Stiftelsen Tumba Bruk) has
been formed to finance the museum activities, following
a decision by the Executive Board of the Riksbank and
with the Riksdag's approval. The museum will be run
by the Royal Coin Cabinet and will open in June 2005.

Once the museum has opened and the remaining
land has been sold or transferred to the Riksbank, the
aim is to wind up the company.

Stockholm, 10 February 2005

(s Croni

Lars Heikensten
Governor

£ Ak,

Eva Srejber
First Deputy Governor

tons K.
Lars Nyberg Kristina Persson

Deputy Governor

Deputy Governor

Profit and Loss Account, SEK million

2004 2003
Operating income 0.4 1.8
Operating expenses 0.0 -0.1
Operating profit/loss 0.4 1.7
Financial items 0.0 -0.1
Profit/loss after financial items 0.4 1.6
Tax on the year's result -0.1 -4.2
Result for the year 0.3 -2.6
Balance Sheet, SEK million
31-12-2004 31-12-2003
Current assets 1.8 2.0
Total assets 1.8 2.0
Equity capital 1.8 1.5
Liabilities 0.0 0.5
Total equity capital and liabilities 1.8 2.0

Board of directors
Kersti Eriksen, Chairman
Bjorn Hasselgren

Adress

Tumba Kulturfastigheter AB
c/o Sveriges Riksbank
SE-103 37 Stockholm

M)ff, K%W—__

Villy Bergstrom
Deputy Governor

sl e

Irma Rosenberg
Deputy Governor



B Proposal for the allocation of profits for 2004

The Riksdag approved in connection with its con-
sideration of the Riksbank’s management for the
year 2003 (2003/04 Fiu2g) that the allocation of
profits for 2003 should be based on the 1988 prin-
ciple of allocation of profits with the supplements
to the principle made since then, which was the
proposal put forward by the General Council.
The principle of allocation of profits entails 8o
per cent of the average profits for the past five years,
excluding exchange rate and gold revaluation
effects, being transferred to the Treasury. The
General Council also applies this principle to the
calculation of the allocation of profits for 2004.

Pursuant to Chapter 10, Article g of the Sveriges
Riksbank Act (1988:1385), the General Council
has received a report for the financial year 2004
from the Executive Board. The General Council
has noted that in accordance with the Executive
Board’s decision, unrealised gains are no longer
included in the Riksbank’s reported financial result,
with effect from 2004. This means that when the
General Council has calculated the allocation of
profits, it has added unrealised price effect gains to
the Riksbank’s reported financial result to achieve
the same transfer proposal as if this change in
accounting principles had not taken place.

In this context the General Council wishes to
draw the Riksdag’s attention to the fact that the
accounting principles that have now been intro-
duced at the Riksbank will enable a transition to a
model for profit allocation that more clearly links
the Riksbank’s equity capital to its different tasks.
The General Council would welcome a continued
discussion of the question of future regulation of
the Riksbank’s allocation of profits with the aim

of legislation on principles for profit allocation.

The Audit Unit of the General Council has ex-
amined the basis for calculating the profit alloca-
tion proposal. The Audit Unit did not find any
reason for objections.

The General Council decided on 11 February
2005 to submit the following proposal for the allo-
cation of the Riksbank’s profits.

The result before appropriations for 2004
amounts to a loss of sek 2,804 million. The

General Council proposes that:

SEK million

Transfer to the Treasury
(according to the allocation

of profits principle) 6 700
Transfer from the
contingency fund -6 208
Transfer from the
balancing account -3 296

PROPOSAL FOR THE
ALLOCATION OF
PROFITS FOR 2004
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AUDITOR'S REPORT

B Auditor’s report

The Swedish National Audit Office (Riksrevisionen)
has audited the Annual Report of Sveriges
Riksbank, approved by the Executive Board of the
Riksbank on 10 February 20035, for the financial
year 2004.

The Executive Board of the Riksbank is respon-
sible for the annual accounts.

It is the responsibility of Riksrevisionen to ex-
amine the Riksbank’s Annual Report in accordance
with generally accepted auditing standards with
the aim of reaching an assessment of whether the
Annual Report and the underlying documentation
are reliable, that the accounts are true and fair,
and whether the Executive Board’s administration
has observed applicable regulations and special
decisions.

The audit has been carried out in accordance
with generally accepted auditing standards. This
means that the audit has been planned and per-
formed with the aim of obtaining reasonable
grounds for making an assessment of whether the
Annual Report is true and fair. The examination
has accordingly included a selection of significant
transactions and administrative decisions.

The audit gives reasonable ground for the state-

ments set out below.

The Annual Report has been prepared in ac-
cordance with the Sveriges Riksbank Act and with
the application of the principles for bookkeeping
and annual accounts adopted by the Executive
Board of the Riksbank.

It is the opinion of Riksrevisionen that the
Annual Report gives a true and fair picture of
the Riksbank.

Riksrevisionen recommends to the Swedish
Parliament (the Riksdag) that the balance sheet
and the profit and loss account be adopted.

Furthermore, Riksrevisionen recommends to
the Swedish Parliament that the General Council
of the Riksbank be discharged from liability for
its operations and that the Executive Board be
discharged from liability for administration of the
Riksbank in 2004.

The decision in this matter was made by
Lennart Grufberg, Auditor General. The audit
was presented by Iilip Cassel, Audit Director.

Stockholm, 11 February 2005

Lennart Grufberg Filip Cassel



B Consultation responses

The following consultation responses were presented by
the Executive Board in 2004. Unless otherwise stated,
the decision was taken by Deputy Governor Villy Berg-
strom, who is the Executive Board member responsible
for preparing consultation responses.

European Commission

11-03-2004

Comments on the consultation document for the
Commission concerning a New Legal Framework for
Payments in the Internal Market (COM (2003)718).

Ministry of Finance

18-11-2004

Comments on the interim report of the Prospectus
Inquiry regarding new regulations on prospectuses, etc.
(SOU 2004:95).

15-10-2004

Comments on a consultation document containing the
National Debt Office's proposals for guidelines for the
management of the Swedish national debt.

13-10-2004
Comments on the report from the Market Abuse Inquiry
(SOU 2004:69).

15-09-2004
Comments on the memorandum (Ds 2004:25) the Sixth
AP Fund in the reformed pension system.

14-09-2004

Comments on the Ministry of Finance's memorandum
on portability of pensions savings. A decision on this
matter was taken by the Executive Board of the Riks-
bank.

27-08-2004

Comments on a consultation document regarding pro-
posed directives for new capital adequacy rules and
an invitation to a consultation meeting. A decision on
this matter was taken by Bjoérn Hasselgren, delegated
by Villy Bergstrom.

29-06-2004

Comments on the Long-term Planning Commission’s
Report (SOU 2004:19). A decision on this matter was
taken by the Executive Board of the Riksbank.

22-06-2004
Comments on the Ministry of Finance's memorandum
on certain stamp duties.

15-04-2004

Comments on the ministry memorandum new princi-
ples for formulating the central government budget
(Ds 2003:49). A decision on this matter was taken by
the Executive Board of the Riksbank.

25-03-2004
Comments on a memorandum on stamp duties in con-
nection with floating charges.

12-03-2004

Comments on the Ministry of Finance's proposals for
regulations concerning reforming the rules for banking
and financing businesses.

24-02-2004
Comments on the proposed regulation with measures
for implementation regarding the Prospectus Directive.

03-02-2004
Comments on the memorandum on stronger protection
for insurance policyholders in life assurance companies.

29-01-2004

Comments on the memorandum on special issues re-
garding financial companies that apply the International
Accounting Standards, IAS.

19-01-2004

Comments on the proposal for changes in the provisions
regarding recovery for retirement pension policyholders
in Chapter 14 of the Act on income-related old age
pension (1998:674) and the changes in Chapter 9,
Article 2 and Chapter 12, Articles 2 and 3 of the same
act.

16-01-2004

Comments on the Ministry of Finance's memorandum
regarding changes resulting from the new rules for
banking and financing businesses and deposit activities.

16-01-2004
Comments on the ministry memorandum stricter re-
gulations against money laundering (Ds 2003:52).

Finansinspektionen (the Swedish Financial
Supervisory Authority)

07-12-2004

Comments on the proposal for changed business
regulations resulting from the IAS directive and new
IAS-adapted legislation.

17-11-2004
Comments on a consultation document with proposals
for changes in the capital adequacy provisions.

25-10-2004

Comments on a consultation document regarding pro-
posed changes in Finansinspektionen’s regulations and
general guidelines (FFFS 2004:X) on annual reporting
by credit institutions and securities companies and Fin-
ansinspektionen’s regulations and general guidelines
(FFFS 2004:Y) on annual reporting by insurance com-
panies.

27-08-2004

Comments on a consultation document regarding
changes in reporting of qualified holdings, subsidiaries
and general register information. A decision on this
matter was taken by Bjorn Hasselgren, delegated by
Villy Bergstrom.

06-05-2004

Comments on a consultation document regarding Fin-
ansinspektionen’s general guidelines on applying for a
licence to conduct banking and financial business or to
issue electronic money.

22-04-2004
Comments on Finansinspektionen’s proposed regula-
tions and general guidelines regarding secured bonds.

CONSULTATION
RESPONSES
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17-03-2004

Comments on a proposed change in Finansinspektionen’s
regulations and general guidelines (FFFS 2003:13)
concerning annual reporting by insurance companies —
improved information on remuneration and benefits
to employees in prominent positions. A decision on
this matter was taken by Bjorn Hasselgren, delegated
by Villy Bergstrom.

20-02-2004

Comments on a proposal for Finansinspektionen’s
general guidelines on credit risks in credit institutions
and securities institutions.

19-01-2004

Comments on a proposal to change Finansinspektionen’s
regulations and general guidelines (FFFS 2003:10)
concerning capital adequacy and large exposures.

Ministry of Justice

29-09-2004

Comments on the report Confidence and Business
(SOU 2004:47) and on the Swedish Code of Corporate
Governance (SOU 2004:46). A decision on this matter
was taken by the Executive Board of the Riksbank.

25-03-2004
Comments on a draft consultation document to the
Council on Legislation, European insolvency.

The Swedish Emergency Management Agency
26-08-2004

Comments on a consultation document regarding the
Agency's focus on the coming web-based planning tool.

29-06-2004
Comments on “SEMA's guidelines for emergency plan-
ning for 2006".

Ministry of Industry, Employment and Communications
14-09-2004

Comments on the interim report on society's need of
basic cashier services (SOU 2004:52). A decision on
this matter was taken by the Executive Board of the
Riksbank.

National Post and Telecom Agency, PTS
29-09-2004

Comments on a consultation document on the need
for confidentiality regarding information on premises
used for electronic communications.

22-06-2004

Comments on a consultation document regarding the
National Post and Telecom Agency's proposals for guide-
lines for electronic communications services for users
of particular importance to society.

22-06-2004

Comments on a consultation document regarding the
National Post and Telecom Agency's proposal to intro-
duce prioritising in the telecommunications network.

Riksdag Administration

22-01-2004

Comments on the Riksdag Administration's consultation
document regarding security in parliament, etc.

Ministry of Health and Social Affairs

18-06-2004

Comments on the memorandum proposing a qualifying
deduction instead of an initial qualifying day for sick
leave.

18-05-2004
Comments on the memorandum incentives for reduced
sickness absence.



B Glossary

Balance of payments The statistical reporting of a
country's economic transactions with the rest of the
world.

BIS The Bank for International Settlements. Sometimes
known as “the central banks' bank" and acts as bank
and cooperation organisation for the central banks in
55 countries. BIS has its head office in Basle.

Consumer price index (CPI) Official price index esta-
blished each month by Statistics Sweden regarding
price trends in private consumption. The change in the
CPI forms a basis for the Riksbank's definition of its
price stability target.

Currency market intervention When a central bank
buys or sells currency in the currency market with the
aim of influencing its own country's exchange rate.

Duration A measure of how the value of a securities
portfolio changes when interest rates change.

ECB The European Central Bank. The ECB is the joint
central bank for the twelve EU member states who have
adopted the euro. The ECB is situated in Frankfurt.

EFC The EU's Economic and Financial Committee. It
advises the ECOFIN Council on financial and economic
policy issues.

EMU Economic and Monetary Union. Cooperation
within the EU aimed at adopting the euro as single
currency. Decisions on monetary policy are then trans-
ferred from the national central banks to the ECB Gov-
erning Council. Twelve of the EU member states have
adopted the euro so far.

ESCB The European System of Central Banks. This is the
generic term for the ECB and the 25 national central
banks in the EU countries.

Eurosystem Term referring to the ECB and the national
central banks in the twelve EU member states that have
adopted the euro.

Exchange rate The price of a currency expressed in units
of another currency.

Exchange rate policy A central bank’s actions to
influence its own currency's exchange rate against
other currencies.

Foreign exchange reserve A central bank’s holdings of
foreign currency to enable intervention when necessary
and to affect the value of the country’'s own currency
in relation to other currencies.

G10 The Group of Ten. An association of industrial na-
tions, eleven in total, to promote cooperation on inter-
national financial issues and to support the IMF with
liquidity for its loans. Sweden is a member of the G10.
Finance ministries, financial supervisory authorities and
central banks are involved in various forms of coopera-
tion. A number of G10 committees have secretariats
in BIS and work on developing standards for financial
activities that can strengthen international financial
stability.

GLOSSARY

IMF The International Monetary Fund. The Internatio-
nal Monetary Fund was formed in 1944 to promote
trade and growth by fostering economic, monetary
and financial stability. The organisation currently has
184 member countries and the Riksbank serves as the
contact body for the IMF in Sweden.

Inflation General price rises that cause a reduction in
the value of money. The opposite is known as deflation.

Key interest rates The interest rates the Riksbank sets
for deposits from and loans to the banking system.

Long-term interest rate Interest on loans with a term
of more than one year.

Monetary policy The Riksbank's actions to influence
the interest rate level and, indirectly, the price level.

Money market A market consisting of banks and other
financial institutions that accept short-term deposits
and grant short-term loans for a period of one day up
to one year.

Payment system The systems, routines and regulations
needed to implement payments.

Price stability A fixed value of money. According to
the Riksbank's definition, price stability means keeping
CPl inflation at 2 per cent +1 percentage point.

Real-time gross settlement A settlement system where
payments are mediated and settled in real time (contin-
uously) as the orders are received (without netting).

Repo A repurchase transaction whereby the Riksbank
lends money to the banks through so-called monetary
policy repos. A monetary policy repo means that the
Riksbank supplies funds to the banking system by
buying securities from the banks and simultaneously
agreeing to re-sell the securities to the banks after one
week (among market participants this is known as a
reverse repo). The Riksbank then receives back the funds,
and the securities are returned to the original owner.
The Riksbank usually carries out repos every week.

Repo rate The interest rate banks have to pay when
borrowing from the Riksbank through a repo transaction.

Riksbank reference rate An interest rate set half-yearly
by the Riksbank and corresponding to the Riksbank'’s
repo rate at the end of the previous half-year, if necessary
rounded off to the nearest half a percentage point.

RIX The Riksbank's system for the settlement of large-
value interbank payments. The system settles payments
both in kronor (K-RIX) and in euro (E-RIX) in accordance
with the principle of real-time gross settlement. RIX is

linked to TARGET (see below).

SDR Special Drawing Rights. An international reserve
asset created by the IMF to supplement the existing
official reserves of member countries. See the Riksbank’s
balance sheet. The value of the SDR is based on a
basket of dollars, euro, yen and sterling.
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Settlement The final regulation of a debt, that is to say,
when money or assets are transferred from one party
to another. In RIX, settlement occurs by transferring
funds between two participants’ accounts.

Short-term interest rate Interest on loans with a term
of less than one year.

TARGET The EU's common payment system to which
member countries’ national payment systems for pay-
ments in euro are connected. It links together the central
banks in the EU and around 5 000 commercial banks.

Underlying inflation A measure of cyclical inflation. The
Riksbank usually uses UND1X as a measure of under-

lying inflation. UND1X is defined as the change in the
CPI excluding household mortgage interest expenditure
and the direct effects of changes in indirect taxes and

subsidies.

Value dating A physical transaction whereby cash is
placed in/distributed from the Riksbank’s cash stocks
on behalf of a bank or the Swedish Cashier Service
(Svensk kassaservice). The cash is thereby deposited
in/withdrawn from the bank’s account at the Riksbank
and the calculation of interest for the bank in question
changes.

VaR (Value at Risk) A measure of the estimated market
risk in a portfolio of assets, based on historical correla-
tions and variations in the market value of different
assets in the portfolio.

B Publications

The Riksbank produces a number of publications each
year. The most important are:

The Inflation Report is issued four times a year. The
report forms a basis for monetary policy decisions. It is
also intended to make the Riksbank's assessments gene-
rally accessible in order to stimulate interest in and
facilitate understanding of monetary policy.

The Financial Stability report is issued twice a year. The
report describes the Riksbank's views of developments
in the financial system and what these developments
entail for stability. The aim is to promote better stability
in the financial system and to stimulate discussion re-
garding issues concerning the stability of the payment
system.

Sveriges Riksbank Economic Review is issued four
times a year. This quarterly journal contains in-depth
articles on subjects in the Riksbank’s field of operations.

The Annual Report provides an account of monetary
and foreign exchange policy during the past year and
of how the Riksbank has worked to promote a safe and
efficient payments system. The Annual Report contains
the Riksbank's annual accounts.

The Working Paper Series presents reports connected
to the Riksbank's field of operations that are also con-
sidered to be of interest to parties outside the bank.

Publications from the European Central Bank (ECB).
Information material about the Riksbank.

All the Riksbank's publications are available on its
website (www.riksbank.se). The majority of them are
published in both Swedish and English. The simplest
way to order them is through the order function on
the website. The Riksbank also publishes press releases,
speeches, articles and minutes from the meetings of
the Executive Board and the General Council on its
website.

Address

Sveriges Riksbank

SE-103 37 Stockholm
Telephone +46 8 787 00 00
www.riksbank.se



B The Riksbank’s Prize in Economic Sciences

Sveriges Riksbank’s Prize in Economic Sciences in Memory of Alfred Nobel was awarded in 2004

to Finn E. Kydland at Carnegie Mellon University, Pittsburgh and University of California, Santa

Barbara, USA, and Edward C. Prescott at Arizona State University, Temple and Federal Reserve Bank

of Minneapolis, USA. They received the prize for their contributions to dynamic macroeconomics:

the time consistency of economic policy and the driving forces behind business cycles.

Sveriges Riksbank’s Prize in Economic Sciences
was established in connection with the Riksbank’s
gooth anniversary in 1968. In making its donation,
the Riksbank committed itself to irrevocably and
for all time to enable the prize to be awarded by
putting at the disposal of the Nobel Foundation
each year a sum for the prize money and a sum
to cover the Foundation’s costs for management
and finance. The Government has established the
statutes governing Sveriges Riksbank’s Prize in
Economic Sciences in memory of Alfred Nobel.

The prize is awarded every year to a person
or persons in the field of economic sciences who
have produced work of outstanding importance.
The Royal Swedish Academy of Sciences appoints
the prize-winner(s) according to the same prin-
ciples as for the Nobel Prizes. The prize amount
is also the same as for the Nobel Prizes, sk 10
million, and is paid by the Riksbank. If there is
more than one winner, the prize amount is shared
equally between them.

The Riksbank provided support to the Nobel
Foundation in 2004 to contribute to financing
the further development of the website that the
Foundation maintains for the Economics prize.
The Riksbank is also going to develop, together
with the Nobel Foundation, an interactive edu-
cational game that will illustrate the application
of economic theory in the same way as has been

done for the other prize areas.

® I'inn E. Kydland was born in 1944 in Norway
(Norwegian citizen). PhD from Carnegie
Mellon University, Pittsburgh 1973. Professor
at Carnegie Mellon University and University

of California, Santa Barbara, usa.

m Edward C. Prescott was born in 1940 in Glen
Falls, Ny, usa (US citizen). PhD 1967 from
Carnegie Mellon University, Pittsburgh.
Professor at Arizona State University, Tempe
and researcher at the Federal Reserve Bank of

Minneapolis, USA.

Finn E. Kydland and Edward C. Prescott received
Sveriges Riksbank's Prize in Economic Sciences in
Memory of Alfred Nobel in 2004.

THE RIKSBANK'S PRIZE
IN ECONOMIC SCIENCES

Previous prize-winners

The prize has been awarded every 1987 R.M. Solow

year from 1969 as follows: 1988 M. Allais

1969 R. Frisch and J. Tinbergen 1989 T. Haavelmo

1970 P. A. Samuelson 1990 H.M. Markowitz, M.H. Miller
1971 S. Kuznets and W.F. Sharpe

1972 J.R. Hicks and K.J. Arrow 1991 R.H. Coase

1973 W. Leontief 1992 G.S. Becker

1974 G. Myrdal and FA. von Hayek 1993 R.W. Fogel and D.C. North

1975 L.V. Kantorovich and 1994 J.C. Harsanyi, J.F. Nash Jr and
T.C. Koopmans R. Selten

1976 M. Friedman 1995 R.E. Lucas, Jr.

1977 B. Ohlin and J.E. Meade 1996 J.A. Mirrlees and W. Vickrey

1978 H.A. Simon 1997 R.C. Merton and M.S. Scholes

1979 T.W. Schultz and A. Lewis 1998 A. Sen

1980 L.R. Klein 1999 R.A. Mundell

1981 J. Tobin 2000 J.J. Heckman and D.L. McFadden

1982 G.J. Stigler 2001 G.A. Akerlof, A.M. Spence and

1983 G. Debreu J.E. Stiglitz

1984 R. Stone 2002 D. Kahneman and V. L. Smith

1985 F. Modigliani 2003 R.F. Engle and C.W.J. Granger

1986 J.M. Buchanan Jr 2004 F.E. Kydland and E.C. Prescott
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