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Norges Bank’s financial stability reporting
Initsbi-annualFinancialStabilityReport,NorgesBankdiscusses
developmentsinfinancialmarkets,theNorwegianeconomy,banksand
otherfinancialinstitutionsandassessesthefinancialstabilityoutlook.
TheReport forH1emphasisesanalysesoffinancialinstitutions,including
astresstestofthebankingsector.InH2,emphasiswillnormallybeon
analysesofhouseholdsandfirms.Assessmentsofthecountercyclical
capitalbufferandotherrecommendationsformeasurestosafeguard
financialstabilityaremadeonthebasisoftheassessmentsandanalyses
intheReport.IntheFinancialInfrastructureReport,NorgesBank
assessesvulnerabilitiesandrisksinthefinancialinfrastructure.The
reportNorway’sfinancialsystemprovidesacomprehensiveoverviewof
Norway’sfinancialsystem,itstasksandtheperformanceofthesetasks.

NorgesBank’sMonetaryPolicyandFinancialStabilityCommittee
discussedthecontentsofFinancial Stability Report 2024H1atseminars
andmeetingson9and24Apriland2May2024.

Financial stability and Norges Bank’s role
FinancialstabilityisoneofNorgesBank’sprimaryobjectivesinitswork
onpromotingeconomicstability.NorgesBank’stasksandresponsibili-
tiesinthisareaaresetoutintheCentralBankAct,whichstatesthat
NorgesBankshall“promotethestabilityofthefinancialsystemandan
efficientandsecurepaymentsystem”and“beanexecutiveandadvisory
financialstabilityauthority”.

NorgesBankworkstoensurethatthefinancialsystemisabletoabsorb
shockssothatitcanfunctionefficientlyinbothnormalandturbulent
times.Astableandwell-functioningfinancialsystemisessentialfor
makingpayments,forsavingandborrowingandforinsuringagainst
financialrisk.Aneffectivefinancialsystemisalsoapreconditionforthe
transmissionofthepolicyratetootherinterestrates.

Throughitsanalyses,adviceandactions,NorgesBankseekstocounter
thebuild-upofvulnerabilitiesandhelpstoensurethesolvencyand
liquidityofbanksandotherfinancialinstitutionsandensurethattheycan
performtheirtasks.TheBankmonitorsdevelopmentsinfinancial
marketscloselyandispreparedtoprovideassistanceintimesofmarket
stressorinafinancialcrisis.TheBank’sactionsmaytargetindividual
banksorbeimplementedtoimprovemarketconditionsmorebroadly
whenliquiditydemandcannotbesatisfiedfromalternativesourcesand
thereisathreattofinancialstability.Asthelenderoflastresort,Norges
Bankmonitorsthefinancialsystemasawhole,withparticularfocuson
theriskofsystemicfailure.

NorgesBank’sMonetaryPolicyandFinancialStabilityCommittee
contributestotheworktopromotefinancialstabilitybyusingthe
instrumentsatitsdisposalandprovideadvicewhenmeasuresneedto
betakenbyanyotherpartythantheBank.TheCommitteedecideson
thecountercyclicalcapitalbufferrequirementfourtimesayearand
providesadviceonthesystemicriskbufferatleasteveryotheryear.
TheCommitteeshallalsoinformthepublicofitsdecisionsandthebasis
formakingthem.

Introduksjon

https://www.norges-bank.no/en/news-events/news-publications/Reports/?tab=newslist&newstype=62%2C66
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FSR 2024 H1 
In a nutshell
Most households and firms have been able to service debt so far, but 
uncertainty persists 
Sofar,mosthouseholdsandfirmshavebeenabletoservicetheirdebtin
thefaceofhigherinterestratesandhighinflation.Atthesametime,there
isconsiderableuncertaintyabouttheeconomicoutlookandfuture
marketdevelopments,notleastasgeopoliticaltensionspersist.Many
householdsarehighlyindebted,andtheyarevulnerableifaneconomic
downturnweretooccur.

Banks are solid
TheNorwegianfinancialsystemisrobust.Highearnings,efficientopera-
tionsandsolidbuffersensurethatbanksareresilient.NorgesBank’s
stresstestshowsthatbankscanstilllendeveniflossesweretoincrease
substantiallyowingtoaneconomicdownturn.Unchangedcapitalbuffer
requirementsforbankscontributetomaintainingresilience.

Banks can withstand large deposit withdrawals
Confidenceinbanksisfundamentaltostabledeposits.NorgesBankhas
conductedastresstestwhereconfidenceinbankswasputtothetestas
aresultofacyberattack.ThetestshowsthatNorwegianbankscanwith-
standlargewithdrawalsofdepositsbycustomersfollowingsuchaninci-
dent.Soundcontingencyplanninghelpsstrengthenbanks’resilience.

Climate transition may inflict losses on banks 
TheNorwegianbusinesssectormustadapttoclimatechangeandthe
useofnewformsofenergy.Thereisconsiderableuncertaintyaboutthe
costofsuchatransition,andsomefirmsmayseetheirearningsweaken.
Bankshavelargeexposurestosomesectorsthatareparticularlyvulner-
abletoclimatetransition.Ifmanyfirmsareadverselyaffected,thismay
resultinhigherbanklosses.
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 Financial stabilty 
assessment
TheMonetaryPolicyandFinancialStabilityCommitteeconsidersthatthe
financialstabilityoutlookhasnotmateriallychangedsincetheNovember
2023Financial Stability Report.TheNorwegianfinancialsystemisrobust,
butthereisstilluncertaintyabouttheeconomicoutlookandmarket
developments.Itisimportanttomaintaintheresilienceofthefinancial
systemsothatvulnerabilitiesdonotamplifyaneconomicdownturn.

There is still an elevated risk that negative events could weaken financial 
stability
TheriseininterestrateshascurbedactivityintheNorwegianeconomy,
butemploymentisatahighlevel.Lowercreditspreadsandhigherequity
valuessincetheNovemberReport reflectthemarketexpectationthata
pronounceddownturnwillnotadverselyaffecteconomicgrowthin
Norwayandabroad.Atthesametime,thereisstillanelevatedriskthat
negativeeventscouldoccurandweakenfinancialstability.Geopolitical
tensionsarestillhigh.Riskpremiumsmayincreaseabruptly,andthereis
uncertaintysurroundinggrowthinactivity,inflationandinterestrate
developments.Financialsystemvulnerabilitiescouldamplifyadownturn
intheNorwegianeconomyandleadtobanklosses.

So far, most households and firms have been able to service debt in the 
face of higher costs
Highhouseholdindebtedness,whichmeanshouseholdsmustspend
moreoftheirincomeoninterestexpenseswheninterestratesrise,isthe
keyvulnerabilityinthefinancialsystem.Sofar,thevastmajorityofhouse-
holdshavebeenabletoservicetheirdebtinthefaceofhigherinterest
ratesandhighinflation.Thisisinpartduetothefactthattheyare
employedandhaveaccumulatedamplesavingsoverthepasttenyears.

Ahigherinterestburdenhasincreasedtheriskthatmorehouseholdswill
beunabletoservicedebt.Manyhouseholdshavedrawnonaccumulated
savings.Inisolation,thissuggeststhathouseholdswouldbemorevulner-
ableif,forexample,unemploymentweretorisesharplyorifinterestrates
weretorisefurther.Ifconsumptionisthentightenedtoasubstantial
degree,corporateearningsanddebt-servicingcapacitymayfall.

TheshareofNorwegianfirmsfacingdebtcollectionhasincreased
furthersincetheNovemberReport.Theincreaseisparticularly
pronouncedintherealestatesector.Theshareofbankruptcieshas
recentlyrisensomewhatbutremainslowerthanbeforethepandemic.

AnumberofCommercialRealEstate(CRE)firmshavebeenadversely
affectedbyweakerearningsandlowerequityratiosoverthepasttwo
years.Someofthefirmshavedrawnonfinancialbuffers,raisedmore

Financialstabilityassessment
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Financialstabilityassessment
equityorsoldoffpropertytobeabletocontinueoperations.However,
therearenotclearsignsthatpropertysalesdrivenbyfinancialproblems
inindividualfirmshaveamplifiedthefallincommercialpropertyprices.
HighemploymentandgrowthinrentalincomehaveenabledmostCRE
firmstocopewithhigherinterestexpensessofar.Ifrentalincomedevel-
opmentsprovemarkedlyweakerthanexpected,forexampleifemploy-
mentfallssharply,manyfirmscouldfacedebt-servicingproblems.

Climate change may inflict losses on banks
Climatechangeandtheenergytransitionwillleadtohighercostsfor
manyhouseholdsandfirmsintheyearsahead.Bankshavelarge
exposurestosomesectorsthatareparticularlyvulnerabletoclimate
transition,includingshippingandoilextraction.Inaddition,higherenergy
efficiencystandardsareinthepipelinefortherealestatesector,where
banksalsohavelargeexposures.Intheeventofabruptchanges,higher
businessandhouseholdcostsmayentailhigherlossesforbanksthan
wouldotherwisehavebeenthecase.Atthesametime,investmentneeds
relatingtoclimatetransitionmayincrease.

Cyberattacks can be a source of liquidity risk
Depositfundingisthefoundationforbankactivities.Fordepositstobea
stablesourceoffunding,customersmusthaveconfidencethatdeposits
aresecureandaccessible.Eventhoughpreviouslossofconfidence
episodesweremainlycausedbydepositorfearsoflosingfunds,solid
bankscanalsoexperiencealossofconfidence.Turbulenttimesanda
highdegreeofdigitalisationhavemadethefinancialsystemmorevulner-
abletoeventsthatmayaffectconfidence,suchascyberattacks.Asa
result,bankdepositscouldbewithdrawnsorapidlythatbankswould
faceliquidityproblems.

TheliquiditystresstestinthisReportindicatesthatNorwegianbanksare
equippedtowithstandlargedepositwithdrawals.Atthesametime,itis
difficulttoforeseehowafuturedepositrunmightunfold.Banksmust
ensurethatriskmanagementiswelladaptedtodealingwiththeconse-
quencesofacyberattack.Inordertostrengthenresilienceagainst
liquidityproblemsingeneral,banksshouldlimitholdingsofotherbanks’
securitiesintheirliquidityportfolios.Topromotediversification,the
FinancialSupervisoryAuthorityofNorway(Finanstilsynet)recommends
thatbanksshouldlimitholdingsofcoveredbondsbackedbyNorwegian
realestatetoamaximumof50%.Intheeventoffiresalesofbonds,this
cancushionapricefall.

The capital buffer requirements should be maintained
Norwegianbankssatisfycapitalandliquidityrequirementsbyanample
margin.Banks'lossesarelowandprofitabilityishigh.Thecapitalbuffer
requirementsreflectvulnerabilitiesintheNorwegianfinancialsystem.
Thecountercyclicalcapitalbufferof2.5%andthesystemicriskbufferof
4.5%meanthatbanksarewellequippedtoabsorbhigherlosses.Inthe
eventofaseveredownturn,bufferrequirementscanbereducedto
mitigatetheriskofbankstighteningcreditstandards.Thesolvency
stresstestinthisReportillustratesthatbankscanabsorblargecredit
losseswhilestillhavingthecapacitytolend.

Ida Wolden Bache 
Pål Longva 
Øystein Børsum 
Ingvild Almås 
Steinar Holden
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1. Risks, vulnerabilities 
and resilience
1.1 Risk of abrupt changes in market conditions
FinancialmarketsinNorwayandothercountriesaremarkedbyuncer-
taintyabouttheoutlookforgrowthandinflation.SincetheNovember
2023Financial Stability Report,equitymarketshaverisen,whilecredit
premiumshavefallen.However,higherinflationorweakergrowth
expectationsmaytriggerabruptchanges.

Market participants expect that the period of frequent policy rate 
increases is over
Internationalinterestratesfellmarkedlytowardstheendof2023buthave
returnedtothehighlevelsfromNovember2023whenFinancial Stability 
ReportH2waspublished(Chart1.1).Marketshavepricedinthatthe
periodoffrequentpolicyrateincreasesisoverandthatpolicyrateswill
begraduallylowered.IntheApril2024Global Financial Stability Report 
(GFSR), theIMFaffirmsthatthefinancial systemhasprovedrobust
throughthetighteningcycle.1

LeadingequitymarketindexeshaverisenmarkedlysinceFinancial 
Stability ReportH2,andanumberofmarketshavereachednewpeaks
(Chart1.2,leftpanel).Creditmarketriskpremiumshavefallenbothin
Norwayandothercountries(Chart1.2,rightpanel).

1 SeeIMF(2024)“GlobalFinancialStabilityReport–April2024”.

Chart 1.1 Global government bond yields are at high levels
10-year government bond yields. Percent
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Section1

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-2-financial-stability/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-2-financial-stability/
https://www.imf.org/en/Publications/GFSR/Issues/2024/04/16/global-financial-stability-report-april-2024
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Section1

FinancialmarketstresslevelsmeasuredusingtheCompositeIndicatorof
SystemicStress(CISS)2havecontinuedtoberelativelylowbothin
NorwayandothercountriessinceFinancial Stability ReportH2(Chart1.3).
WhenRussiainvadedUkraineinFebruary2022,theCISSrosemarkedly.
ThewarinGazaandotheractsofwarintheMiddleEastoverthepastsix
monthshavenothadthesameimpactontheindicator.

Individual banks abroad have incurred substantial losses on commercial 
real estate (CRE) loans
CommercialpropertypricesinEuropeandtheUShavefallenoverthe
pastyear.Thefallinpricesisdrivenbyhigherinterestratesandstructural
changesindemand,suchasincreaseduseofremoteworking.3This
winter,therehasbeensometurbulenceabroadsurroundingsomebanks’

2 Thecompositeindicatorofsystemicstress(CISS)measurestheoverallstresslevel(measuredbyvolatility)
inthefinancialsystem,iethemoney,bond,equity,financialandforeignexchangemarkets.Inconstructing
theindicator,considerationisgiventothegreaterchallengetothefinancialsystemposedbysimultaneous
stressesinthesemarketsegmentsthanperiodswithoutsuchcorrelation.TheCISShasprovedtobean
accurateindicatorofasystemicbankingcrisisinrealtimeorinthenearfuture.SeeHagenM.andP.M.
Pettersen(2019)“Animprovedcompositeindicatorofsystemicstress(CISS)forNorway”.Staff Memo
3/2019.NorgesBank.

3 SeeIMF(2024)“GlobalFinancialStabilityReport–April2024”.

Chart 1.2 Lower risk premiums and higher equity prices since Financial 
Stability Report 2023 H2

Global equity indexes.   Risk premiums for US, European and  
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Chart 1.3 Low overall stress level in the financial system
CISS indicators. Selected countries
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https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2019/32019/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2019/32019/
https://www.imf.org/en/Publications/GFSR/Issues/2024/04/16/global-financial-stability-report-april-2024
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Section1

realestateexposure,whichinturnhasledtoweakequitypricedevelop-
mentsforthesebanks(Chart1.4)astheyhaveincurredsubstantiallosses
oncommercialandofficepropertyexposures,particularlyintheUS.4
Marketstresshasbeenrelatedtoindividualbanksandhasnotspreadto
otherpartsoffinancialmarkets.

Uncertainty surrounding developments in risk premiums
IntheAprilGFSR,theIMFaffirmsthatgrowingstrainsintheCREsector
andsignsofcreditdeteriorationamongcorporatesandinsome
residentialhousingmarketscouldbeexacerbatedbyadverseshocks.
Ifriskpremiumsincrease,thiscouldspreadtotheNorwegianeconomy.
CreditratingsoffirmscouldalsoworseninNorwayifeconomicgrowth
prospectsweretoweaken.

NorgesBank’ssystemicrisksurveyconductedinAprilshowsthat
Norwegianfinancialmarketparticipantsconsiderinternational
geopoliticaltensions,afallinpropertypricesandcyberattackstobethe
mainsourcesofrisktotheNorwegianfinancialsystem(Chart1.5).

4 SeeDeghi,A.,F.NatalucciandM.S.Qureshi(2024)“USCommercialRealEstateRemainsaRiskDespite
InvestorHopesforSoftLanding”.IMFBlog,18January2024.

Chart 1.4 Some banking sector stress related to CRE exposures
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Chart 1.5 Norwegian market participants identify political tensions, a fall in 
property prices and cyberattacks as the most prominent risk factors
Norges Bank’s systemic risk survey from April 2024. Which source of risk do you 
consider most likely?
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https://www.imf.org/en/Blogs/Articles/2024/01/17/us-commercial-real-estate-remains-a-risk-despite-investor-hopes-for-soft-landing
https://www.imf.org/en/Blogs/Articles/2024/01/17/us-commercial-real-estate-remains-a-risk-despite-investor-hopes-for-soft-landing
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Section11.2 Most households and firms have coped 
with higher expenses so far
Sofar,mostNorwegianhouseholdsandfirmshavecopedwithhigher
expensesresultingfromhigherinterestratesandhighinflation.This
partlyreflectsthecontinuedhighemploymentrate.Atthesametime,the
economicoutlookisuncertain.Financialsystemvulnerabilitiespersist
andmayamplifyadownturn.

High indebtedness makes households vulnerable
ThekeyvulnerabilityintheNorwegianfinancialsystemisthehighlevelof
householddebt.Householddebtisunevenlydistributed,anddebt-to-
incomeratiosareparticularlyhighamongyoungeragegroups,which
accountformanyfirst-timehomebuyers.Housepricesanddebtrose
rapidlyovermanyyearsbuthavedeceleratedinrecentyears.Sofarin
2024,housepriceinflationhasincreasedagain,whilecreditgrowthhas
slowedfurther(Chart1.6).Lowcreditgrowthreflectslowercredit
demandowingtohigherinterestratesandlownewhomesales.Ifthe
slowpaceofdebtgrowthandpropertypriceinflationcontinues,financial
systemvulnerabilitiesmayeventuallydiminish.

Owingtohighdebtlevels,householdsneedtospendalargershareof
theirincomeoninterestpaymentswheninterestratesrise(Chart1.7).The
vastmajorityofhouseholdshavebeenabletoservicetheirdebtinthe
faceofhigherinterestratesandhighinflation.Thisispartlybecause
manyhouseholdsareemployedandhaveaccumulatedsavingsoverthe
pasttenyearsthathavegiventhemasolidfoundation.Financial Stability 
Report2023H2pointsoutthathouseholdshavedrawnonaccumulated
savingstomeethighercosts.Preliminarytaxreturndataindicatethat
fewerhousholdsreducedtheirbankdepositssubstantiallyin2023.

Ahigherinterestburdenhasincreasedtheriskthatmorehouseholdswill
beunabletoservicedebt.Inisolation,thefactthathouseholdshave

Chart 1.6 The growth in credit and house prices has slowed in recent years

Twelve-month change in house prices.  Twelve-month change in credit to  
Percent  households (C2). Percent

2017 2019 2021 2023

0

5

10

15

0

5

10

15

2017 2019 2021 2023

0

2

4

6

8

0

2

4

6

8

Sources: Eiendomsverdi, Finn.no, Norwegian Association of Real Estate Agents, Real Estate Norway, Statistics Norway 
and Norges Bank



Norges Bank Financial Stability Report 2024 H1 11

Section1

drawnonaccumulatedsavingssuggeststhathouseholdswouldbemore
vulnerableifunemploymentweretorisesharplyorifinterestrateswere
torisefurther.Ifconsumptionisthentightenedtoasubstantialdegree,
corporateearningsanddebt-servicingcapacitymayfall.5Thismayinflict
lossesonbanksandamplifyaneconomicdownturnthroughtighter
creditstandards.(seealsothesolvencystresstestinSection2).

Higher interest rates lead to declining CRE selling prices
TheshareofNorwegianfirmsfacingdebtcollectioncaseshasincreased
furthersinceFinancial Stability Report2023H2.Theincreaseisparticu-
larlypronouncedintherealestatesector.Theshareofbankruptcieshas
recentlyrisensomewhat,butremainslowerthanbeforethepandemic.
(Chart1.8).

Banks’exposuretoCREfirmsisparticularlyhigh.Overall,CREfirms’debt-
to-earningsratiosarehigh,andthesefirmsarethereforevulnerableto

5 Analysesofhouseholddebtbasedonlatestavailablemicrodataonincomeandwealthwillbepresentedin
Financial Stability Report2024H2.

Chart 1.7 Interest burdens continue to increase, but leverage is declining
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Chart 1.8 No more bankruptcies than usual, but the share of firms facing debt 
collection has increased
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over the past 12 months.  collection cases. 12-month moving  
Percent average. Percent

2013 2015 2017 2019 2021 2023

0

1

2

3

4

5

0

1

2

3

4

5
Other sectors Household services

Retail trade Building contractors

Real estate developers CRE sector

Total

2013 2015 2017 2019 2021 2023

0

2

4

6

8

10

0

2

4

6

8

10
Other sectors Household services

Retail trade Building contractors

Real estate developers CRE sector

Total

Sources: Brønnøysund Register Centre, Dun & Bradstreet and Norges Bank



Norges Bank Financial Stability Report 2024 H1 12

Section1
higherinterestexpenses.Theriseininterestratesinrecentyearshasled
toamarkedincreaseinfinancingcosts.CreditpremiumsonCREfirms’
bondfinancinghavealsoincreasedmarkedlyinrecentyears,butthe
premiumshavefallensinceNovember.Highemploymentishelping
sustaindemandforofficespaceandisboostingCREfirms’rental
income.Rentinflationadjustmentunderexistingleasesisalsopushing
upCREfirms’rentalincome.Strongdevelopmentsintherentalmarket
increaseCREfirms’resiliencetohigherinterestexpenses.

Commercialpropertysellingpriceshavefallensomewhatoverthepast
twoyears(Chart1.9).Sellingpricesarecalculatedasrentalpricesdivided
byanestimatedyield.Theyieldisbasedonpropertysaleinformationand
dependsondevelopmentsinlong-terminterestratesandriskpremiums.
Theriseininterestratesoverthepasttwoyearshasresultedinmarkedly
higheryieldsandafallinsellingprices,whileasharpriseinrentshas
cushionedthefallinprices.

Inrecentyears,however,theyieldhasrisenlessthanindicatedbytherise
inlong-terminterestratesinrecentyears,whichmeansthatthespread
betweentheyieldandthefive-yearswaprate,whichisasimplemeasure
oftheriskpremium,isnowatalowlevel.Theyieldisexpectedtoincrease
somewhat.Inlinewithhighemploymentandmoderateeconomicactivity
intheyearsahead,amoderateriseinrentisexpectedtowardstheendof
theprojectionperiod.Overall,theprojectionsfortheyieldandrentinfla-
tionimplythatcommercialpropertysellingpriceswillfallsomewhat
furtherbeforerisingmoderatelytotheendoftheprojectionperiod.

Weakerearningsandlowerequityratioshavehadanimpactonanumber
ofCREfirmsoverthepasttwoyears.Somefirmshavedrawnonfinancial
buffers,raisedmoreequityorsoldoffpropertyinordertocontinue
operating.However,therearenotclearsignsthatpropertysalesdriven
byfinancialproblemsinindividualfirmshaveamplifiedthefallin
commercialpropertyprices.

Chart 1.9 Commercial property selling prices have fallen further
Prime office space in Oslo. Estimated selling prices. In thousands of NOK per 
square metre
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Section1
Anumberoffactorsmayresultinasteeperpricefallthanprojected.IfCRE
rentalincomedevelopmentsaremarkedlyweakerthanexpected,for
exampleifemploymentfallsmarkedly,profitabilityandpropertyvalues
willthenweaken.Lowerequityratiosandweakerprofitabilitywillmake
rollingovermaturingloansmoredemanding.Thismaytriggerfiresalesof
properties,whichcouldamplifyafallinpropertypricesifmanysuchsales
occuratthesametime.Ifreducingthecarryingamountofpropertyvalues
resultsinnegativeequityinbanks’collateral,banksmayincurlossesif
CREfirms’debtisdefaultedon.ExperiencesofbankingcrisesinNorway
andabroadhaveshownthatlossesonCREexposureshavebeenan
importantfactorbehindsolvencyproblemsinthebankingsector.

Climate transition may result in higher costs for firms and homeowners
Climatetransitionhasbeenongoingforsometime,butthereisreasonto
believethatintheyearsahead,thepaceofbothclimatechangeandthe
energytransitionwillincrease.Thiswillleadtohighercostsformany
householdsandfirms.Increasesareexpectedincostsrelatedto
emissiontaxes,energyefficiencyimprovementsandexpensesrelatedto
damageresultingfromchangesinweatherandclimate.Highercostswill
weakenfirms’profitabilityandmayinflictlossesonbanksandweaken
theirlendingcapacity.Atthesametime,investmentneedsrelatingto
climatetransitionmayincrease.

InSection2,theanalysisofhowclimatetransitioncanimpactNorwgian
bankbalancesheetsindicatesthatbankscanhandleanorderly
transition,wherepoliciesareincrementallyadaptedtothegoalsofthe
ParisAgreement.Nevertheless,bankshavesubstantialexposuresto
certainindustriesthatwillhavetoundergoextensiverestructuringinthe
yearsahead.Uncertaintyaboutimplementationandthedistributionof
climatechangecostsmayleadtoshort-termpricevolatility,eventhough
mostprogresswillnotbemadeuntilsomewhatfurtherout.

Inaddition,strictertransitionrequirementsinthecommercialrealestate
marketwillbeintroduced(seeFinancial Stability Report2023H1).
Moreover,homeownerscanexpectanincreaseinexpenditureonenergy
efficiencyimprovements,aswellasinsuranceagainstmultiplerisks.
Inadisorderlytransition,forexampleifemissionreductionsarenot
coordinatedglobally,orintheeventofamoreseverenaturaldisaster
thancurrentlyassumedinclimateforecasts,theriskofsubstantialcredit
losseswillbemarkedlyhigherthanassumedinthisReport.

1.3 Financial system vulnerabilities may affect 
banks’ liquidity
Themainsourcesofbankfundingaredepositsandlong-termbonds,
whichbothrepresentastablefundingbaseforNorwegianbanks.
Liquiditystressmayariseevenamongsolidbanks,forexampleasaresult
ofseverecyberattacks.Financialsystemvulnerabilitiesmayamplify
liquidityproblems.

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
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One bank’s funding is another’s liquidity reserve
BanksinNorwayareinterconnectedthroughinterbankexposuresand
commonorsimilarsecuritiesintheirliquidityreserves.Coveredbonds
accountforasubstantialshareofbankinggroups’wholesalefunding.
Atthesametime,banksownover60%ofoutstandingcoveredbonds
issuedinNOK,whichisbroadlythesamelevelasinrecentyears(see
Section3).

Thepurposeofowningliquidsecuritiesistoenablebankstosellorpledge
thesesecuritiesiftheyhavedifficultiesobtainingnewfunding.Intheevent
ofsimultaneousfiresalesofcoveredbondsbyalargenumberofbanks,
pricesmayfallsharply,reducingthevalueofbanks’liquidityreserves.
Moreover,itcouldthenbecomeevenmoredifficultforbankstoobtain
freshfunding,weakeningtheirresiliencetofurtherliquidityproblems.

Serious cyberattacks can undermine confidence in banks and lead to 
deposit withdrawals
Thefinancialsectorisanattractivetargetforcyberattacks.Accordingto
theNordicFinancialCERT’sassessment,thecyberthreattotheNordic
financialsectorishigh.6Atthesametime,inNorgesBank’sassessment,
thefinancialinfrastructureisresilient(seeFinancial Infrastructure Report 
2023).7Thebanksworkcontinuouslytomaintainandenhancetheircyber
defences,andmostattacksareavertedbeforetheyimpactbanks’
customers.8Nonetheless,seriousattackscouldarise.

Thefinancialsystem’scharacteristicscanpotentiallyamplifyandspread
theconsequencesofacyberattack.Forexample,anattackoncritical
infrastructureorkeyICTprovidersmayquicklycreateproblemsinlarge
partsofthefinancialsystem.Theconsequencesofsuchanattackcould
spreadfurtherthroughoperationalandfinancialinterconnections
betweeninstitutions.Iftheoverallconsequencesareextensive,financial
stabilitycouldbethreatened.Section3examineshowacyberattack
couldleadtoalossofconfidenceandliquidityproblemsforbanks.

1.4 The Norwegian financial system is robust 
owing to its resilience and the measures 
implemented
Firmsandhouseholdshaveampleaccesstocredit.However,financial
systemvulnerabilitiesimplythatfinancialinstitutionsmustberesilientto
enablethemtoextendcreditevenintheeventofasharpdeclinein
economicgrowth.Financialinstitutions’resilienceprimarilydependson
soundriskmanagement.Inaddition,banks’capitalandliquidityrequire-
mentsmitigatesystemicfinancialrisk.

6 NordicFinancialCERT(NFCERT)isacollaborativeinitiativefortheNordicfinancialsectortostrengthen
resiliencetocyberattacksthroughforexamplethreatinformationsharing(seethe2024CyberThreat
LandscapefortheNordicFinancialSector).

7 Cyberriskandvulnerabilitiesinthefinancialinfrastructurearealsodiscussedintheforthcoming
Financial Infrastructure Report2024,whichwillbepublishedon5June.

8 SeeFinanstilsynet(2024)“Risiko-ogsårbarhetsanalyse(ROS)2024”[Riskandvulnerabilityanalysis(ROS)
2024](inNorwegianonly,forthcominginEnglish).

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Infrastructure-Report/financial-infrastructure-2023/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Infrastructure-Report/financial-infrastructure-2023/
https://www.finansnorge.no/contentassets/a2aa8082b1e64315bab4020ededed984/nfcert-cyber-threat-landscape-2024.pdf
https://www.finansnorge.no/contentassets/a2aa8082b1e64315bab4020ededed984/nfcert-cyber-threat-landscape-2024.pdf
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.finanstilsynet.no%2Fpublikasjoner-og-analyser%2Frisiko--og-sarbarhetsanalyse%2F2024%2Fros-2024%2Frisiko--og-sarbarhetsanalyse-ros-2024%2F&data=05%7C02%7CMari.Hulbekdal%40Norges-Bank.no%7Ce51832fa36594f2e345208dc6e6f2e63%7C2f03bdf488934a2b8b81d17dd9b8e368%7C0%7C0%7C638506670993014563%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=rjdfpo3NhOSvbZ2SW9T2KrCfNwkmvyjuONGf526lCZE%3D&reserved=0
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Section1
Ample access to credit
Overthepastyear,banksinNorgesBank’slendingsurveyhavereported
unchangedcreditstandardsforbothhouseholdsandfirms.Thismeans
thatbanks’creditassessmentsarenotstricterthanbefore,buthigher
interestrateshavelimitedhowmuchhouseholdsandfirmscanborrow.

Inthebondmarket,creditriskpremiumshavefallensincetheNovember
2023Financial Stability Report,andissueactivityhaspickedup.

Capital requirements and solid profitability contribute to Norwegian 
banks’ solvency and capacity to extend credit even in turbulent times.
Capitalrequirementscompriseminimumrequirementsandanumberof
bufferrequirements.NorgesBanksetsthecountercyclicalcapitalbuffer
(CCyB)rateeachquarterandprovidestheMinistryofFinancewith
adviceonthesystemicriskbufferrateatleasteveryotheryear.

TheCCyBisintendedtoreflecttheassessmentofcyclicalvulnerabilities
inthefinancialsystemandmitigatetheriskofbanksamplifyingan
economicdownturn.Accordingtothecapitalframework,theCCyBis
intended,inprinciple,torangebetween0%and2.5%.NorgesBankwill
normallysetthebufferrateintheupperpartofthisrange.Intheeventof
particularlyhighcyclicalvulnerabilities,theCCyBratemaybesetabove
2.5%.On2May,NorgesBank’sMonetaryPolicyandFinancialStability
CommitteedecidedtokeeptheCCyBunchangedat2.5%.

Thesystemicriskbuffer(SyRB)rateshouldreflecttheassessmentof
structuralvulnerabilitiesinthefinancialsystem.NorgesBankhasadvised
theMinistryofFinancetomaintaintheSyRBrateof4.5%forallexposures
inNorway.9InNorgesBank’sassessment,keystructuralvulnerabilitiesin
theNorwegianfinancialsystemarebroadlyatthesamelevelasinthe
previousassessmentin2022.ItisfurtherassessedthatanSyRBrateof
4.5%contributestobanksholdingsufficientcapitaltowithstandfuture
downturns.

Stresstestsshowthateveninaseveredownturn,thecurrentcapital
buffersofthelargestNorwegianbanksaresufficienttoabsorbsubstantial
losseswhileallowingbankstocontinuetoextendcredit(seeSection2).
NorgesBank’sdecisiontokeeptheCCyBrateunchanged,anditsadvice
thattheSyRBrateshouldbemaintained,contributetomaintaininga
resilientbankingsector.

Norwegian banks satisfy liquidity requirements and have ample access 
to funding
Norwegianbanksmeettheliquidityandstablefundingrequirements.
Moreover,Norwegianbanks’accesstothemoneymarketandtolong-
termwholesalefundinginturbulenttimesisunderpinnedbytheir
solvency(seeSection2).TheliquiditystresstestinSection3indicates
thatNorwegianbanksareequippedtowithstandlargewithdrawalsof
bankdeposits.

9 SeeNorgesBank’slettertotheMinistryofFinanceof8May2024withadviceontheSyRBrate.

https://www.norges-bank.no/en/news-events/news-publications/News-items/2024/2024-05-08-ccb/
https://www.norges-bank.no/en/news-events/news-publications/Submissions/2024/2024-05-08-systemic-risk-buffer/
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Financial systemic risk
Thefinancialsystemcontributestostableeconomicdevelopmentsbychannellingfundsand
offeringsavingsproducts,executingpaymentsanddistributingriskeffectively.Systemicrisk,iethe
riskofdisruptiontothefinancialsystem’sabilitytoperformthesefunctions,ishighwhentheriskof
shocksisdeemedelevatedorwhenfinancialvulnerabilitiesarehigh,butsuchriskcanbemitigated
byfinancialsystemresilience(seetablebelow).

Thefinancialsystemisglobal.Shockstofinancialmarketsortherealeconomyinothercountries
canthereforespreadtoNorway.Shocksmayresultinaneconomicdownturn,whichmaybeampli-
fiedthemoreseverethevulnerabilitiesareinthefinancialsystem.Thehighindebtednessofmany
householdsisakeyvulnerability.

Financialstabilitydependsonbankshavingsufficientresiliencetobeabletoservicecustomers
throughaneconomicdownturn.Thisisbecausebanksarebyfartheprimarysourceofcreditfor
Norwegianhouseholdsandfirms,andtheonlyproviderofdepositservices.

Depositscanoftenbewithdrawnatanytime,whileloansgenerallyhavelongmaturities.Theuseof
short-termfundingforlong-termlendingisreferredtoasmaturitytransformation.Thisleadsto
substantialeconomicgainsbutatthesametimeexposesbankstoliquidityrisk.

Failureintheabilityofbankstofulfiltheirrole,forexampleinabankingcrisis,willresultinhigh
economiccosts.BanksarethereforesubjecttospecificregulationsandhaveaccesstoNorges
Bank’slendingfacilities.Soundriskmanagement,liquidityregulationandcapitalrequirements
strengthenbankresiliencesothatbanksareabletoperformtheirrole.

Chart 1.A Summary of key financial stability assessments

 

Many households are highly indebted 

Banks' CRE exposures are high

One bank’s funding is another’s liquidity reserve

Major cyberattacks may threaten financial stability

Property prices have risen substantially over many years

Banks' high exposures to customers vulnerable to 
climate transition

Resilience
of the financial system that can dampen 
vulnerabilities and downturns

Financial system vulnerabilities 
that can cause or amplify financial stress and downturns

Risk of shocks 
that can trigger financial 
stress and downturns

Financial market stress

Geopolitical tensions

Banks meet solvency and 
liquidity requirements

Countercyclical capital buffer 
maintained at 2.5%

Systemic risk buffer should be 
kept at 4.5%

Bank profitability is solid

There are three vulnerability levels, of which red is the highest:

Source:NorgesBank

https://www.norges-bank.no/en/news-events/news-publications/Reports/norways-financial-system/2023-nfs/
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2. Bank earnings 
and solvency
Stableearningsandsufficientsolvencyamongbanksimprovefinancial
systemresilience,whichalsopresupposesefficiencyandsoundrisk
management.ThissectionprimarilyexaminesNorwegianbanks’
earningsandsolvency.

2.1 Bank profitability is expected to decline 
slightly
Bankingsectorprofitabilityhasbeenhighthroughthepost-pandemic
tighteningcycle.Thereturnonequityofmanybanksabroadhasalso
increased.Lookingahead,profitabilityisexpectedtodeclinetoamore
normallevelonthebackofbothgraduallylowernetinterestincomeand
slightlyhighercreditlosses.

Norwegian banks are highly profitable
Banks’profitshaveincreasedsince2020(Chart2.1),reflectingnet
interestincomegrowthsincethetighteningcyclebeganin2021.Higher
loanlossprovisions(LLPs)attheoutbreakofthepandemicpulleddown
profits.Inthepost-pandemicperiod,losseshavebeenalmostzero.This
hasalsoboostedprofitability,andreturnonequityfor2023roseto14.8%
(Chart2.2).

Netinterestincome,whichisthemostimportantsourceofbanks’income,
isprojectedtomoderateinthecomingyears.Lossesareexpectedto
increasesomewhatbutremainmoderate,whichmeansthatbanks’return
onequityisexpectedtoremainhigh,above12%intheyearsahead.

Chart 2.1 High net interest income and low losses have increased banks’ 
earnings
Income statement items as a percentage of average total assets
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Section2

Profitability also improved in banks abroad
Sincetheriseininterestratesbeganin2021,profitabilityhasalso
improvedamongbanksinotherEuropeancountries(Chart2.3).

Inisolation,theprofitabilityofthelargeNordicbankshasalsostrength-
ened.Theratioofthemarketvalueofequitytoitsbookvalue(price-to-
book)isinfluencedbytheratiobetweenreturnonequityandthe
market’srequiredrateofreturn.1Intermsofaccounting,ifreturnismuch
higherthantherequiredrateofreturn,ahighprice-to-bookratiocanbe
expected.Fromalongerperspective,thepricingofthelargeNordic
banksinrecentyearsdoesnotindicateparticularlyhighdeviation
betweenthereturnonequityandthemarket’srequiredrateofreturn
(Chart2.4).

1 Investors’requiredrateofreturnforholdingequitiesaredeterminedbytheprofitabilitythatcanbe
achievedbyholdingotherequitieswiththesamelevelofrisk.Futuredividendpayoutsaredeterminedby
banks’returnonequity(ROE)andthedividendpayoutratio.Inamodelwhereequitypricesarecalculated
basedondiscountingfuturedividendpayouts,theprice-to-bookratioisdeterminedbyROE,thediscount
rate(themarket’srequiredrateofreturn)andfuturedividendgrowth.

Chart 2.2 Solid bank profitability
Return on equity after tax. Percent
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Chart 2.3 Improved European bank profitability
Return on equity. Percent
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Section2Chart 2.4 Large degree of covariation in the market pricing of large Nordic Banks
Developments in price-to-book ratios for large Nordic banks
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Competition is important for credit market efficiency
Inawell-functioningcreditmarket,capitalischannelledatlowcost.Itisimportantforeconomicgrowth
thatcorporatecreditischannelledtoprofitablepurposes.Inabank-basedfinancialsystemlikeNorway’s,
banksandmortgagecompaniesarethelargestprovidersofdebtfinancing.Interbankcompetitionis
importantbecauseitpromotesefficiency.

Competitionensuresthatborrowerscanchoosethebankstheywishtoborrowfrom.Thepossibilityto
switchbanksincreasescustomers’bargainingpowerandgivesbanksanincentivetoreducecostsin
ordertooffercompetitiveterms.However,banks'lendingspreadsareintendedtocoverexpectedlosses
inadditiontocosts.Highercreditriskinisolationshouldthereforeresultinhigherlendingrates.Expected
lossesmustbecoveredbybanks'currentearnings,whileparticularlyhighorunexpectedlossesmustbe
coveredbybanks'capitalreserves.Thecapitaladequacyframeworksetsouttheauthorities'regulatory
capitalrequirementsthatbanksmustmeettocoversuchhighunexpectedlosses.

MergershavereducedthenumberofbanksinNorwayinrecentyears.TheNorwegianCompetition
Authorityplaysakeyroleinassessingwhethersuchmergersareinaccordancewithcompetition
legislation.Banks’profitabilityinNorwayandotherEuropeancountrieshasincreasedasinterestrates
haverisen,raisingthequestionofwhetherinterbankcompetitionissufficientlystrong.Several
assessmentshavebeenmadeofcompetitioninthebankingmarket.TheFinancialMarketReport2024
(inNorwegianonly)summarisessomeoftheseassessmentsandreferstoanumberofmeasuresthatmay
promotecompetition,suchasbetterinformationandmeasuresthatmakeiteasiertoswitchbanks.

Solventandprofitablebanksareessentialforfinancialstability.Itisimportantthatbanksmaintain
prudentbankingpracticesandchargeforcreditriskexposure.Atthesametime,inalongerperspective,
weseethatprofitabilityinthebankingsectorvaries.Periodsofparticularlyhighorlowprofitabilityare
oftentransitory.Aperiodofhighprofitabilitydoesnotthereforenecessarilyindicatethatcompetitionis
weak.However,itisimportanttoassessmeasuresthatcanpromotecompetition.Betterbankingproduct
informationandlowercostswhenswitchingbanksmaycontributetothis.Improvedcompetitionalso
presupposesactivebankcustomersthatcompareoffersfrommorethanonebankandarewillingto
switchbanks.

https://www.regjeringen.no/no/dokumenter/meld.-st.-23-20232024/id3036414/
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Policy rate hikes typically push up net interest income
Ahigherpolicyrateleveloftenprecedeshighernetinterestincome.2An
importantreasonforthisisthatbankshavemoreinterest-bearingassets
thaninterest-bearingliabilities,entailingafasterriseininterestincome
thaninterestexpenseswhenthepolicyrateisraised(equityeffect).
Anotherreasonfortheriseisthatfollowingapolicyratehike,bankstend
toraisetheaveragelendingratemorethandepositrates(interestmargin
increase).Sincethetighteningcyclebeganin2021,abouthalfoftherise
innetinterestincomeinthelargestbankshasbeenattributabletothe
equityeffectandtheresttointerestmarginincreases.

Anincreaseintheinterestmarginislikelytobeparticularlypronounced
whenthepolicyrateisraisedfromaverylowlevel,asduringthe
pandemic,becausebanksarereluctanttosetdepositratesbelowzero
andhaveanarrowinterestmarginwhenthepolicyrateisparticularlylow
(Chart2.5).Thedepositmargin(differencebetweenthemoneymarket
rateandthedepositrate)waslowduringthepandemicbuthassince
increasedsubstantially.Alowerlendingmargin(differencebetweenthe
lendingrateandthemoneymarketrate)hashadadampeningeffecton
banks’overallinterestmargin.

Theincreaseinbanks’netinterestincomethatfollowsfromahigher
depositmarginisdampenedbythefactthatdepositsarenottheonly
fundingsource.Banks’fundingalsoincludesalargeshareofwholesale
funding.Wholesalefundingcostshaveincreasedmoreinpacewiththe
policyratelevel.

Interestmarginsmayalsobeaffectedbycompetition.Anamplesupplyof
depositsduringandafterthepandemicmayhavereducedtheneedfor
bankstocompetefordeposits.Thismayhaveamplifiedtheriseinthe
depositmargin.Thereareconsiderabledifferencesbetweenthedeposit
ratesofferedbydifferentbanks.Thespreadbetweentheseratesiswider

2 Historically,ahigherpolicyratehastypicallypulledupnetinterestincomeasapercentageofaveragetotal
assets,seeAlstadheim,R.andR.Johansen(2023)“Norwegianbanks’netinterestincomeandmacro-
economicdevelopmentsoverthepast30years”.Staff Memo17/2023.NorgesBank.

Chart 2.5 Deposit and interest margins have increased during the tightening 
cycle
Percent and percentage points
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https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2023/sm-17-2023/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2023/sm-17-2023/
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thanforresidentialmortgageratesandhaswidenedsincethegeneral
riseininterestratesstarted(Chart2.6).Thismayindicatethat
competitionisweakerfordepositsthanformortgages.Depositgrowth
fellthrough2023andthedepositmarginisexpectedtofallsomewhat
asaresultofincreasedcompetition.Basedonthepolicyrateforecastin
theMarch2024Monetary Policy Report,banks’netinterestincomeis
alsoexpectedtoeventuallyfallslightly.

Credit losses are expected to be somewhat higher, which will pull down 
earnings slightly
Banks’lossesarestilllow(Chart2.7).ReversalsofearlierLLPshave
contributedtolowlosses,particularlyforforeignbankbranchesin
Norway,whosereversalshavebeensubstantialonexposurestooil,gas
andshipping.

Inrecentquarters,defaultshaveincreasedslightlyintheretailmarket,while
fallingsteadilysincetheendof2020inthecorporatemarket(Chart2.8).
Paymentdefaultshaveincreasedsomewhatinbothmarketsinrecentquarters.

IntheMarch2024Monetary Policy Report,growthintheNorwegian
economyisprojectedtoremainlowthroughthefirsthalfof2024before

Chart 2.6 Wider spread in deposit rates than in residential mortgage rates
Estimated average quoted rates. Percent
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Chart 2.7 Foreign branches have reduced losses
Annualised quarterly loan losses. In percent of gross lending to customers. 
Contributions from different banking groups
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
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pickingup.Continuedlower-than-normaleconomicgrowth,highinterest
expensesandweakcommercialpropertypricedevelopmentsare
expectedtoresultinsomewhathighercreditlossesahead3,albeitfroma
verylowlevel(Chart2.9).Inparticular,somewhathigherlossesforfirmsin
therealestatesectorareexpected.CREfirms’debt-to-revenueratios
arehighandthereforevulnerabletohigherinterestexpenses.4Losses
arealsoexpectedtoincreasesomewhatinretailtradeowingtoweak
developmentsinhouseholdconsumption,butbanks’exposurestothis
industryarerelativelysmall.Lossesonloanstohouseholdsareexpected
torisesomewhatasaresultofthehigherinterestexpensesbutremainat
alowlevel.

3 TheBank’sexpectationsofsomewhathighercreditlosses,asapercentageofaveragetotalassets,are
supportedbyasetofsimpleVARmodelsforbanks’creditlosses.TheVARmodelsincludekeymacro-
economicvariablessuchasNorwegianmainlandGDP,policyrate,coreinflationandtherealexchange
rate.ThesetofVARmodelsisexpandedbasedonabroadsetoffinancialindicatorsthatincludes
commodityprices,propertyprices,expectationindicatorsandalternativemeasuresofactivityand
interestrates.ExpectationsaheadarebasedontheMarch2024Monetary Policy Report.TheBank’s
expectationsarealsosupportedbymodelsthatestimatecorporatebankruptcyprobabilities,which
indicatethatprobabilitieswillincreasesomewhatin2024andremainelevatedin2025.SeeHjelseth,I.and
A.Raknerud(2016)“Amodelofcreditriskinthecorporatesectorbasedonbankrupctyprediction”.Staff 
Memo 20/2016.NorgesBank.SeealsoHjelseth,I.,A.RaknerudandB.H.Vatne(2022)“Abankruptcyproba-
bilitymodelforassessingcreditriskoncorporateloanswithautomatedvariableselection".Working Paper
7/2022.NorgesBank.

4 Formoredetailedanalysesofdevelopmentsinhouseholdandcorporaterisk,seeFinancial Stability 
Report2023H2.

Chart 2.8 Slight rise in retail market defaults
Non-performing loans as a share of lending to the sector. Percent
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Chart 2.9 Somewhat higher expected credit losses
Percent
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
http://hdl.handle.net/11250/2506528
https://www.norges-bank.no/en/news-events/news-publications/Papers/Working-Papers/2022/wp72022/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Working-Papers/2022/wp72022/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-2-financial-stability/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-2-financial-stability/
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Thereisuncertaintysurroundingeconomicdevelopmentsahead.There
arewidedifferencesacrossindustriesandincreaseddefaultsinsome.
IfrentalincomedevelopmentsintheCREsectorprovemarkedlyweaker
thanexpectedandsellingpricesfallmarkedly,banklossesmayrise
substantially.Thesolvencystresstestillustratesapossibleadverse
scenariofortheNorwegianeconomyandthepotentialeffectsonbanks
(seeSection2.2).

Credit losses and loss provisioning in large 
Norwegian banks
Loansarethemostimportantassetsofbanks.Historically,mostbanking
criseshavebeencausedbysubstantialcreditlosses.In2018,anew
accountingstandard,IFRS9,forimpairmentrecognitionwasintroduced.1
Underthenewrules,loanlossprovisions(LLPs)aretobemoreforward-
lookingandreflectexpectedcreditlosses(ECLs).2Whilethestockof
LLPsprovidesanindicationofwhatbanksexpecttoloseontheirloan
portfolios,lossesrecordedinbanks’incomestatements(recognised
creditlosses)expresstheamounttobechargedagainsttheaccountsfor
theperiod.

Loss provisioning and losses under IFRS 9
Loan loss provisions (LLPs):UnderIFRS9,loansmustgenerallybeclassi-
fiedinoneofthreestages(Chart2.A).Lossprovisioningforperforming
loanswithnosignificantincreaseincreditrisksinceinitialrecognition
mustbebasedonECLsoverthenext12months(Stage1).Ifaloan’scredit
riskhasincreasedsignificantly,lifetimeECLsarerecognisedinStages2
and3.LoansareclassifiedinStage2ifthecreditriskhasincreased

1 InternationalFinancialReportingStandards(IFRS).SeeAndersen,H.andI.N.Hjelseth(2019),“Howdoes
IFRS9affectbanks’impairmentrecognitioninbadtimes?”Staff Memo9/2019,NorgesBank.Theoldrules
onlygavebankstheright(andobligation)towritedownthevalueofaloanwhentherewasobjective
evidenceofalossevent.

2 Expectedcreditlosses(ECLs)ineachperiodaredeterminedbythreecomponents:1)Probabilityofdefault
(PD),2)Lossgivendefault(LGD)and3)Exposureatdefault(EAD).

Chart 2.A Classification of loans
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Source: For stage 1–3: E&Y (2017): «Financial Instruments: A summary of IFRS 9 and its effects». March 2017.

https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2019/sm-9-2019/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2019/sm-9-2019/
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significantlyandthereisnoobjectiveevidenceofimpairment.Banks
definetheirowncriteriaforthelevelofandchangeinaloan’sprobability
ofdefault(PD)thatisindicativeofasignificantincreaseincreditrisk.3
Achangeinclassificationfromstage2tostage3requiresobjective
evidenceofimpairment,forexamplealoanpastduefor90daysormore.

Followingaperiodofhighercreditrisk,thestockofLLPswillincrease.
Correspondingly,ifestimatedcreditriskimproves,thestockofLLPswill
bereduced.ECLscanberecognisedasanactuallossinthefutureand
theloanisthenwrittenoff.4Writingoffloansmeansthatloansandrelated
LLPsareremovedfromthebalancesheet,whichreducesthestockof
LLPs.IftheactuallossisalreadycoveredbyearlierLLPs,thebank’s
incomestatementwillnotbeaffectedbythewrite-off.

Recognised credit losses: Lossesrecordedonthebanks’income
statementthatpulldownearningsinaperiod.Recognisedcreditlosses
consistoftheincreaseinLLPsresultingfromchangesinestimatedcredit
riskintheperiod,withtheadditionofnetwrite-offsnotpreviously
coveredbyLLPs.5

Developments in losses and loss provisioning since the introduction of 
IFRS 9
SincetheintroductionofIFRS9in2018,changesinestimatedcreditrisk
havelargelydrivenchangesinbanks’creditlossrecognitions.Atthe
onsetofthepandemic,highercreditriskpushedupbanks’creditlosses
insomequarters.Insubsequentyears,creditlosseshavebeencloseto
zero(Chart2.B).

3 BothexternalauditorsandFinancialSupervisoryAuthorityofNorwayareresponsibleforfollowinguphow
banksapplyIFRS9.

4 Loansarewrittenoffwhenitishighlylikelythatlossesarefinal,forexampleuponfinalliquidationofa
companyorsettlementofanestateafteradeath.

5 Thismeansthatloanwrite-offsonlyaffecttheincomestatementifthelossprovestobelowerorhigher
thanexpected,basedonthepreviousECL.

Chart 2.B Low credit losses and declining loan loss provisions after the 
pandemic
Recognised credit losses and stock of loan loss provisions as a percentage of 
gross lending
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Banks’LLPstocksincreasedatthebeginningofthepandemicandhave
sincebeengraduallyreduced(Chart2.B).LLPsarenowatalowleveland
lowerthanbeforethepandemic.Thisprovideslittleroomforasubstantial
reductioninestimatedcreditrisktopushdownfurtheronLLPstocks.
SincetheintroductionofthenewLLPrules,changesinstage3have
largelydrivendevelopmentsinbanks’LLPs.

Duringthepandemic,higherestimatedcreditriskpushedupLLPs(Chart
2.C).ForlargeNorwegianbanksasawhole,itwaswrite-offsthatlargely
pushedLLPsbackdown.Lowerestimatedcreditriskalsocontributedto
somewhatlowerLLPs.In2023,somewhathigherestimatedcreditrisk
contributedtopullingupLLPs,whilewrite-offshavepulleddownLLPs.
Overall,LLPsin2023wereapproximatelyunchanged.

Some signs of higher credit risk for large Norwegian banks’ exposures
Banks’LLPsarecurrentlyatalowlevel,butloansinstage2haverisenin
recentyears.Movingloansfromstage1tostage2canbeviewedasan

Chart 2.C Write-offs have pushed down the large banks’ loan loss provisions
Contributions to changes in loan loss provisions. Four-quarter moving average. 
Annualised percentage points as share of gross lending
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Chart 2.D Increased share of loans in stage 2
Lending by large Norwegian banks. Percent

Loans in stage 2 and stage 3 as a  Provision rate in stages 2 and 3 
percentage of total loans by stage
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2.2 Banks’ capital ratios are sufficient to 
withstand a severe downturn
Therisk-basedCET1capitalratioofNorwegianbankshasbeenabove
18%since2020,andasolvencystresstestofthelargestbanksshows
thattheyholdsufficientequitycapitaltoavoidamplifyingasevere
downturnbytighteningcredit.

Banks’ capital adequacy is expected to remain elevated
Forbanksinthestressscenario,therisk-basedCET1capitalratiois
comparedwithabaselinescenariothatisbasedonexpected
developmentsinbanks’earnings.5

IftheeconomyevolvesasprojectedintheMarch2024Monetary Policy 
Report,banks’capitalratiosareexpectedtoremainatahighlevelinthe
comingyears(Charts2.10and2.13).Theleverageratioisalsoexpectedto

5 Theanalysisdoesnottakeintoaccountpendingregulatoryamendments.IntheEU,changesareplanned
forbankcapitalrequirementsin2025,whichwillbeintroducedinNorwayundertheEEAAgreement.
Analysesshowthattheregulatorychangesmayleadtoasubstantialreductionincapitalrequirementsfor
smallandmedium-sizedbanks(standardisedapproachbanks)withlowrisk.SeeAndersen,H.andJ.
Johnsen(2023)“EffectsofthenewstandardisedapproachandthenewoutputfloorforIRBbanks”,
Staff Memo8/2023,NorgesBank.ThenewruleswillhavelimitedimplicationsforthelargestNorwegian
banks(IRBbanks),buttheymaycontributetomoreequalandcomparablecapitalrequirementsfor
Norwegianandforeignbanks.Overall,theregulatoryamendmentsmaythereforeleveltheplayingfieldfor
banksinNorway,butinisolationalsoreducebanks’capitallevelswithoutcorrespondinglyreducingrisk.

Chart 2.10 Norwegian banks’ capital ratios remain at a high level
Norwegian banks’ CET1 capital and leverage ratios. Percent
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earlywarningofdeterioratingcreditquality.ForlargeNorwegianbanks,
wehaveseenthatthestockofloansinstage2,measuredasa
percentageofgrosslending,hasgraduallyincreased(Chart2.D).
Volumelevelsin2023Q4areapproachingpandemiclevels.Atthesame
timeasloanvolumeshaveincreasedinstage2overthepasttwoyears,
theprovision rate(totallossprovisionsasashareoflendingvolume)in
stage2hasdeclined.Movementsinstage2LLPswerethereforeminor
(Chart2.B).Eventhoughthelargebanks’stocksofloansinstage3have
declinedinthewakeofthepandemic,loanswithasubstantialincreasein
creditrisk(stages2and3together)haveedgedupinrecentyears.

https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2023/sm-8-2023-irb/
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behighintheprojectionperiod,justbelow8%.Thelargestbanksallmeet
theregulatorycapitalrequirementsbyanamplemargin.TheCET1capital
ratioisalsoabovebanks’owntargetratios(Chart2.11).

The stress scenario reflects the vulnerability associated with the high 
level of household debt
Thepurposeofthestresstestistoshowthecapacityofbankstowithstand
aseveredownturnwithouttighteningcreditsupply,andahypothetical
scenarioisdesignedwithsuchadownturn.Thestresstestisbasedon
thecurrentmacroeconomicsituationandbanks’capitalratios.

ThebaselinescenarioforactivitylevelsintheNorwegianeconomyisin
linewithprojectionsintheMarch2024Monetary Policy Report(Chart2.12).
Inthestresstest,theeconomyisassumedtobeexposedtolargeshocks.
CrisisdepthinthestressscenarioreflectstheBank’svulnerability
assessment,whichispartlybasedonthegrowth-at-riskframework6.This
frameworkseekstoquantifytheextenttowhichanincreaseinfinancial

6 SeeboxinFinancial Stability Report2019(pages41–42)andSaxegaard,E.C.A.,K.R.GerdrupandR.M.
Johansen(2020)“Financialimbalancesandmedium-termgrowth-at-riskinNorway”.Staff Memo5/2020.
NorgesBank.

Chart 2.11 The largest Norwegian banks are well capitalised
At 31 December 2023. Percent
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Chart 2.12 Sharp decline in GDP
Mainland GDP in baseline and stress scenario. Index. 2024 = 100
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https://norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/financial-stability-2019/
https://www.norges-bank.no/aktuelt/nyheter-og-hendelser/Signerte-publikasjoner/Staff-Memo/2020/sm-5-2020/
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systemvulnerabilitiescanleadtogreaterdownsiderisk.Aprobabilityof
5%orlessisassumedforobservingtheGDPgrowthinthescenario.
Comparedwiththebaselinescenario,thestressscenariosuggestsa
GDPlevelapproximately8%lowerattheendof2027(Chart2.12).Inthe
stresstest,householdsareassumedtobeparticularlyvulnerable
followingaprolongedperiodofhigherinterestrates,afallingsavings
ratioandreducedfinancialbuffers.Automaticfiscalstabilisersare
assumedtofunctionnormallyinthisscenario,butnospecificfiscal
responsetothecrisisisassumed.

Thestresstestassumesnewglobalsupplyshocks,withglobalinflation
andinterestratesincreasingwhileoutputabroaddeclines.Atthesame
time,thekronedepreciates,andimportedgoodsinflationrises.More-
over,higherintermediategoodspricesforNorwegianoutputandhigher
wagespushupdomesticinflation,whichbecomessubstantiallyhigher
thanprojectedintheMarch2024Monetary Policy Report(Table2.1).Asa
technicalassumption,thepolicyratefollowsasimplerulethatgives
weighttoinflationasadeviationfromtheinflationtargetandoutputgap.7
Thesimpleruleimpliesanincreaseinthepolicyrateinresponsetohigh
inflation.

Thetighteningoffinancialconditionsresultingfromhigherinterestrates
isamplifiedbyhigherriskpremiumsonbanks’funding,whicharepassed
ontolendingrates.Theinterestmarginisheldconstantthroughoutthe

7 Seeanexampleofthesimpleruleonpage49oftheDecember2021Monetary Policy Report.Itdoesnot
representanassumptionofactualmonetarypolicyinacrisissituation.

TABLE 2.1 Macroeconomic key variables. Annual change.1 Percent

2024 2025 2026 2027

GDPformainlandNorway 0.5 -2.6 -1.9 0.8

Privateconsumption 1.0 -3.1 -0.1 1.9

Registeredunemployment(rate,level) 2.0 3.3 4.3 4.1

Houseprices 2.9 -13.6 -7.3 4.7

Credit(C2)tohouseholds 2.7 -1.9 -0.9 1.7

Credit(C2)toNFEs,mainlandNorway2 4.3 -3.6 -1.9 2.4

Countercyclicalcapitalbuffer(CCyB)(level) 2.5 0.0 0.0 0.0

Commercialpropertyprices3 -11.1 -18.5 -10.1 10.8

Totalcreditlosses(percentofloans,level)4 0.2 2.4 1.5 1.1

Corporatecreditlosses(percentofloans,level) 0.4 4.0 2.5 1.7

Householdcreditlosses(percentofloans,level) 0.1 1.2 0.8 0.6

Consumerpriceindex(CPI-ATE) 4.1 6.7 4.9 3.7

Mortgagerate(level) 5.7 8.7 7.0 5.2

CET1capitalratio(level)4 18.2 16.7 17.3 17.6

1 variablesaremeasuredasannualaverages.Projectionsfor2024forNorwegianmainlandGDP,privateconsumption,registeredunemployment,houseprices,
credit,consumerpriceindexandlendingratesaretakenfromtheMarch2024Monetary Policy Report.

2 NFCsarenon-financialcorporates.

3 PricesforprimeofficespaceinOslo.

4 TotalcreditlossesandCET1capitalratioforthemacrobank.

Sources:EiendomsverdiAS,Entra,Finn.no,JonesLangLaSalle(JLL),LabourandWelfareAdministration(NAV),RealEstateNorway,StatisticsNorwayandNorgesBank

http://norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2021/mpr-42021/
http://norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2024/mpr-12024/
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scenario.Householdsrespondtohigherlivingcostsandinterestratesby
sharplyreducingconsumption.Inaddition,activityispusheddownbya
sharpfallininvestment.Asaresultofheighteneduncertaintyand
reducedeconomicactivity,residentialandcommercialpropertyprices
fallmarkedly.Overall,thisresultsinapronouncedandprotracteddecline
inactivitylevels.

Firmsthatbenefitfromaweakerkronecoperelativelywellthroughthe
downturn,whileothersfaceasharpriseinintermediategoodspricesand
reduceddemand.CREfirmsinparticulararehithardasaresultofthefall
inresidentialandcommercialpropertyprices.Inthescenario,acounter-
cyclicalcapitalbuffer(CCyB)ofzeroisassumed,whichallowsbanksto
continuelending.

Banksmustrecognisesubstantialcorporatecreditlossesbecausemany
firmsinthescenariofaceweakdemandanddifficultiesfullypassingon
coststoprices.BanksfacesubstantiallossesonCREexposuresandalso
incurincreasedcreditlossesinthehouseholdsectorowingtoafallin
housepricesandhigherunemployment.

The stress test shows the importance of capital buffers
ThestresstestshowsthatthecapitalbuffersofthelargestNorwegian
banksasawholearesufficienttoabsorblossesinaseveredownturn
(Chart2.13).AftertheCCyBhasbeenreduced,bankswillcontinueto
haveamplemarginsabovetotalcapitalrequirements,includingFinans-
tilsynet’s(FinancialSupervisoryAuthorityofNorway)Pillar2guidance,
andthereforedonotneedtotightenlendingtomeetthecapitalrequire-
ments.Thishelpsbanksavoidcontributingtoamplifyingthedownturn.
Netinterestincomecontributestosustainingcapitaladequacy,while
higherlossesonloansandsecuritiesportfoliosreduceit.

Thereisuncertaintyastohowinterestmarginsandlosseswillevolveina
stressscenario.Creditlossesmustbetwiceaslargeasinthestress

Chart 2.13 Macro bank’s capital adequacy remains elevated in the scenario
Macro bank’s capital requirements and CET1 ratio, baseline and stress scenario. 
Percent
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Climate transition may result in higher losses 
at the same time as needs arise for new 
investment
Stricterrequirementsforclimatetransitioncanbeexpectedintheyears
ahead.Emissionsmustbereducedfasterthanhasbeenthecasesofar
inordertomeettheclimatetargetstowhichNorwayhascommitted
undertheParisAgreement.

Norwegianbanksareexposedtoindustriesthatwillhavetoimplement
substantialclimate-relatedchanges.Thisappliestocarbon-intensive
industriessuchasmanufacturing,transportandthepetroleumsector,
butalsotosomerealestatesegments.Tobringdownemissions,frame-
workconditionsmustbechanged,particularlybyincreasingemission
taxes.Higherbusinesscostsmaytriggerbanklossesoncorporate
exposures.Atthesametime,climatetransitionwillrequiresubstantial
investment.

NorgesBankhasanalysedhowthecombinationofhigheremissiontaxes
andincreasedinvestmentmayaffectbanks’customersthroughchanges
inlossriskandinvestmentneeds.Suchanalysesofhowclimatepolicy
mayaffectbanks’balancesheetsareoftenreferredtoas“climatestress
tests”.Intheperiodbetween2020and2021,theIMF,NorgesBankand
Finanstilsynet(FinancialSupervisoryAuthorityofNorway)published
variousexamplesofclimatestresstestsofNorwegianbanks.1Unlikea
solvencystresstest,asshowninSection2.2,aclimatestresstestdoes
notfocusonanextraordinarystressevent,butinsteadattemptsto
analysetheeffectsofaprojectedchosenclimatepolicyandshedlighton
thekeyrisks.

1 SeeGrippa,P.andS.Mann(2020)“Climate-RelatedStressTesting:TransitionRisksinNorway”.Working 
paper8.November2020.IMF,Haug,K.D.,L.K.Reiakvam,H.Solheim,L.T.TurtveitandB.H.Vatne(2021)
“Climateriskandbanks’loanstofirms”.Staff Memo7/2021.NorgesBankandFinanstilsynet(2021)“Risk
Outlook–December2023”.

scenarioandtheinterestmargin25basispointslowerbeforeearnings
becomesoweakthatthemacrobank8depletesasubstantialshareofthe
systemicriskbuffer(SyRB)(Chart2.13).Suchlossescanariseduringother
andmoresevereandprolongeddownturnsthanassumedinthisscenario,
forexample,ifadownturnaffectsalargerpartoftheNorwegianbusiness
sector,oronaccountofnewandunexpectedmechanismsinthefinancial
system.Ifthedownturnissteeperthanassumed,bankscouldendup
reducingtheirlendingandamplifyitfurther.TheSyRBcanalsobelowered
ifadownturnissoseverethatareductionoftheCCyBisnotsufficient.

8 ThemacrobankisanaggregateofthelargestNorwegian-ownedbankinggroupsandcomprisesDNB
Bank,SpareBank1SR-Bank,SparebankenVest,SpareBank1SMN,SparebankenSør,SpareBank1
ØstlandetandSpareBank1Nord-Norge.

https://www.imf.org/en/Publications/WP/Issues/2020/11/08/Climate-Related-Stress-Testing-Transition-Risks-in-Norway-49835
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2021/sm-7-2021/
https://www.finanstilsynet.no/en/news-archive/press-releases/2021/risk-outlook--december-2021/
https://www.finanstilsynet.no/en/news-archive/press-releases/2021/risk-outlook--december-2021/
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TheanalysisusesinformationfromthescenariosintheNetworkfor
GreeningtheFinancialSystem(NGFS)toprojectclimatetransitionand
transitionconsequences.2UndertheClimateChangeAct,Norwayhas
committedtobecomingalow-emissionsocietyin2050,whichmeans
thatannualemissionsofgreenhousegasesmustbereducedtoabout5%
of1990levels.TheNGFSscenariosindicatethatasignificantincreasein
carbontaxesand/orothertransitionmeasuresareneededtoreachthe
targetofnet-zeroemissionsin2050(Chart2.E).Thescenarioshowsthat
ifthezero-emissiontargetistobereached,thelargestcutsmustbe
madeintheperiodto2035.Therearemanywaystocutemissions,but
mostwillinvolveinvestment.Thismeansthatinvestmentgrowthresulting
fromclimatetransitiondoesnotnecessarilyliefarintothefuture.

Weuseinformationonemissionsacrossafirm’sentirevaluechain,
generallyknownas“Scopes1,2and3”.Scope1isdirectemissionsfrom
sourcesownedorcontrolledbythereportingentity.Scope2isindirect
emissionsrelatedtotheproductionofelectricityandheatusedin
operationsandScope3isindirectemissionsfromtheproductionofinput

2 SeetheNGFSScenarioPortalformoreinformation,NGFSScenariosPortal.

Chart 2.E Taxes will increase
Shadow price per tonne of C02 equivalents in USD
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Chart 2.F Norway’s scope 3 emissions are substantial
Estimates by Menon. Million of tonnes of C02 equivalents
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factors(upstream)andthefurtheruseoftheproduct(downstream).3
Duetothesubstantialemissionsfromoilandgascombustion,Norway’s
Scope3emissionsareparticularlyhigh(Chart2.F).Informationoncurrent
emissionstaxesisobtainedfromStatisticsNorwayandinformationon
costsfromemissionscutsindifferentindustriesisobtainedfromthe
NorwegianEnvironmentAgency.4

Increasedtaxesonfirms’emissionsandclean-upcostsaffectsboth
profitabilityandthevalueofthefirm’sassets.Weestimatetheincreasein
expectedlossesasaresultofemissiontaxesandclean-upcoststhat
firmsmustpaythroughthescenario.5Tofollowdevelopmentsthrough
thescenarioandtohaveatargetfortheoveralleffect,cumulativeloan
lossprovisionsarecalculatedbasedonthecurrentportfolio(Chart2.G).
ThechartshowsthatinNorwayitisoilandgas,shippingandthe
processingindustrythataccountforthehighestemissionsandhavethe
largestcumulativeloanlossprovisionsintheBank’sanalysis.Anumber
oftheindustrieswithsubstantialloanlossprovisionsarecharacterised
byhighemissionsbutalsobyfairlysmallcurrentmargins,makingthem
vulnerabletohighercosts.Oilandgasindustrieshaveveryhighmargins
andstarttofacedifficultiesasproductionvolumesbegintodecline.
NotethattheBank’sanalysiswillunderestimateindividualindustries’
abilitytoincreasepricesandcontinuetooperateprofitably.

Sincetheseindividualindustriesaccountforalimitedshareofbanks'
loanstoNorwegianfirms,totalloanlossprovisionsforcorporateloans

3 MenonEconomicshascompiled,onbehalfofNorgesBank,Scope1-3emissiondistributiondataby
Norwegianfirms(documentationinNorwegianonly).Thedistributionofemissionsisindustry-based,and
theshareofemissionsperfirmdependsonthesizeofthefirm.

4 SeeLangdal(2023):“HusholdningerbetalermestforCO2utslipp”[HouseholdspaythemostforCO2
emissions].StatisticsNorway.(Norwegianonly)and“KlimatiltakiNorge:2023”[ClimateactioninNorway:
2023].NorwegianEnvironmentAgency.(Norwegianonly).

5 Firm-levelestimatesofcostincreasesandimpairmentareusedtoprojectNorgesBank’sbankruptcy
probabilitymodel,KOSMO(cfrefHjelseth,I.andA.Raknerud(2016)“Amodelofcreditriskinthecorporate
sectorbasedonbankruptcyprediction”Staff Memo 20/2016.NorgesBank).Wecalculateincreasesin
expectedlossesduetoclimate-relatedspendingincreases.Togetherwithanestimateoflossgiven
default(LGD)thatisaffectedbyclimateexposure,anestimatecanthenbegivenofexpectedloss
provisionsasaresultofclimate-relatedadaptation.

Chart 2.G Loan loss provisions resulting from the climate shock concentrated 
around a small number of sectors
Projection of new cumulated loan loss provisions. Static balance sheet. 
Recognised losses are not deducted. In percent of lending to the sector
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https://www.menon.no/wp-content/uploads/2024-78-Menons-utslippsdatabase.pdf
https://www.ssb.no/natur-og-miljo/miljoregnskap/artikler/husholdninger-betaler-mest-for-co2-utslipp
https://www.miljodirektoratet.no/ansvarsomrader/klima/klimatiltak/klimatiltak-i-norge/klimatiltak-i-norge-2023/
http://hdl.handle.net/11250/2506528
http://hdl.handle.net/11250/2506528
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willinanyeventincreaseconsiderablylessthanimpliedbythecalcula-
tionsforthemostvulnerableindividualindustries(Chart2.H).Evenif
bankshadtorecognisetheentiredepreciationoverashorterperiodthan
indicatedinthescenarios,losseswouldbeconsiderablylowerthan
duringthebankingcrisisandcomparablewiththelossepisodes
observedoverthepast25years.Thesearelossesthatbankscanreadily
absorbwithouttriggeringacrisis,butbankprofitabilitywouldbeaffected
foraperiod.Thechartshowshowtheselossprovisionsincreaseatthe
sametimeasinvestmenttocutemissionsrisesthroughtheanalysis
period.Intheperiodto2035,financingemissionreductionmeasures
willbecomeanincreasinglyimportantreasonforadditionalborrowing.
Iflossesoccuratthesametimeassubstantialinvestmentneedsarise,
itmaybemoredifficultforbankstocontributetothefinancingofsuch
investment.

Chart 2.H Loan loss provisions on banks’ balance sheets are expected to rise 
– as are lending needs
Projection of new cumulative loan loss provisions and estimates of new loans to 
cover investment in emission reductions
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3. Liquidity and 
funding
Banks’liquidityandfundingarehighlyexposedtoconditionsinthe
securitiesmarkets,wheretheyborrowandinvest,andtothesupplyof
deposits.Confidenceinbanksiscrucialtoensurethattheyhavesufficient
accesstofunding.WhenNorgesBankassessesfinancialstabilityrisks,
scenariosthatcouldthreatenconfidencemustthereforebeconsidered.

Previouslossofconfidenceandbankrunepisodeshaveoftenbeen
triggeredbysolvencyproblems.Butliquiditystresscanalsoariseamong
solventbanks.Cyberattacksareacontinuousthreattofinancialstability,
anditisconceivablethataseverecyberattackcouldweakenconfidence
inbanks.Suchascenariothereforeformsthebasisfortheliquiditystress
testinthisReport.

3.1 Confidence in banks is fundamental to 
deposit stability – cyberattacks may result in 
loss of confidence
CustomerdepositsarethemostimportantfundingsourceforNorwegian
banks(Chart3.1).Throughthepandemic,customerdepositsatNorwegian
banksrosesignificantly,andreducedbanks’wholesalefundingneeds
(seeStaff Memo10/2022).Customerdepositsnowaccountfor41%oftotal
bankfunding.ThisisbelowtheaverageforEuropeanbanksofaround
60%,butmoreinlinewiththeotherNordiccountries.Bankswithahigh
shareofdepositfundingcanbehithardbyadepositrun.Ontheother
hand,bankswithahighshareofdeposits,andhencealowwholesale
fundingratio,willbelessaffectedbyfinancialmarketturbulence.

Chart 3.1 Deposits are banks’ most important funding source
Selected sources of funding as share of total funding. Percent
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https://www.norges-bank.no/aktuelt/nyheter-og-hendelser/Signerte-publikasjoner/Staff-Memo/2022/sm-10-2022-broad-money/
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Ifconfidenceinbanksisimpaired,depositsmayberapidlywithdrawn,
andbanksmayfaceliquidityproblems.Inspring2023,manycustomers
withdrewdepositsfromcertainUSbanksoveraveryshortperiod.
Specificbusinessmodelsandpoorriskmanagement,aswellasweak
regulationandsupervision,wereimportantreasonsforsolvency
problemsatthesebanks.Thisledtocustomersfearingthelossoftheir
deposits,andconfidencecollapsed.Ahighdegreeofdigitalisation
meantthatdepositscouldquicklybetransferredtootherbanks.The
turbulencealsoillustratedhowsocialmediacancontributetotherapid
spreadofuncertainty.

A cyberattack could lead to deposits becoming unavailable and 
customers losing confidence in banks
Acyberattackcouldleadtocustomerslosingaccessorhavingunstable
accesstotheirdeposits,forexampleifonlineandmobilebankingand
paymentservicesfailtofunction.Thiscouldundermineconfidencein
depositsbeingavailableinfuture.Asaprecaution,customersmaythen
decidetotransfertheirdepositstoanotherbankonceaccessis
restored.Theuncertaintyfollowingacyberattackcouldheightenif
customersalsofearthatdepositshavebeenstolenorthatunaffected
bankswillbeimpacted.IMFanalysesshowthatUSbankshitbyless
severecyberattacksexperiencedmoderatewithdrawalsofdepositsin
thefollowingquarters.1Thisillustratesthatcyberattackscanimpact
banks’liquidity.DuffieandYounger(2019)arguethatseverecyberattacks
couldleadtorapidandlargedepositwithdrawals.2

Withahighdegreeofdigitalisation,customersareusedtohavingafull
overviewoftheiraccountsandfullaccesstotheirdepositsaroundthe
clock.Alackofaccesstobankingserviceswouldthereforebenoticed
quickly.Nofewerthan96%ofNorwegiansusedigitalbankingservices.3
Inaddition,Norwayisamongthecountrieswherebankcustomersuse
cardsforpaymentsmostfrequently4,andmanydonotusecash.
Customersmaythereforereactmorequicklytoproblemswithaccessto
bankingservices.

Norwegianretailandwholesalecustomerstendtohaveaccountsat
morethanonebank,anditiseasytoopenanaccountatanewbank,
especiallyforretailcustomers.Thismeansthatmostpeoplecanquickly
transfertheirdepositstoanotherbank.Usually,itonlytakesafewdays
forafirmtoopenanaccountatanewbank,dependingonhowcomplex
thebusinessisandwhatchecksthebankneedstomakeundertheanti-
moneylaunderingrules.Theremaybeslightlymorerestrictionsonhow
easilyfirmscantransferoperatingaccountstiedtootherrelatedsystems
inthefirm,buttheycanquicklytransfersurplusfundstoanotherbank.

1 SeeIMF(2024)“GlobalFinancialStabilityReport–April2024”.

2 Duffie,D.andJ.Younger(2019).“Cyberruns”.HutchinsCenterWorkingPapers,51,BrookingsInstitution.

3 SeestatisticsonICTusageinhouseholdsfromStatisticsNorway.

4 Averageis1.3timesperday,seeNorgesBank(2023)“RetailPaymentServices2022”, Norges Bank Papers 
1/2023.

https://www.imf.org/en/Publications/GFSR/Issues/2024/04/16/global-financial-stability-report-april-2024
https://www.brookings.edu/wp-content/uploads/2019/06/WP51-Duffie-Younger-2.pdf
https://www.ssb.no/en/teknologi-og-innovasjon/informasjons-og-kommunikasjonsteknologi-ikt/statistikk/bruk-av-ikt-i-husholdningene
https://www.norges-bank.no/en/news-events/news-publications/Reports/Norges-Bank-Papers/2023/memo-12023-payment-services/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Norges-Bank-Papers/2023/memo-12023-payment-services/
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TheNorwegiandepositguaranteeschemecoversuptoNOK2mper
depositorperbank,5andthesedepositsarenormallyconsideredtobe
astablesourceoffundingforbanks.Overall,aroundhalfofcustomer
depositsatNorwegianbanksarecovered,whichisslightlylessthanat
theendof2019(Chart3.1).

Theguaranteeschemeprovidessolidinsuranceagainstlossofdeposits,
whichpromotesconfidence.Theschemeisdesignedforsituationswhen
abankisliquidatedunderpublicadministration6,andtheguaranteewill
thereforenotbetriggeredbyliquidityproblemsdueexclusivelyto
operationalfailures.Inascenariowherealossofconfidencestemsfrom
uncertaintyabouttheavailabilityofdepositsfollowingacyberattack,itis
thereforepossiblethatbanks’customerswillalsowanttotransfer
insureddepositstoensurecontinuedaccesstotheirfunds.7

Contingency arrangements, risk management and liquidity reserves 
can mitigate the consequences of a cyberattack
Todate,therehavebeennocyberattackswithseriousconsequencesfor
Norwegianbanks.Thebanksworkcontinuouslytomaintainandenhance
theircyberdefences,andmostattacksareavertedbeforetheyimpact
banks’customers.8

Besidesbanks’workontheirowncybersecurityandcontingency
planning,measuresatsectorlevelmayalsolimittheconsequencesofa
cyberattack.9Forexample,theNorwegianfinancialsectorhasworked
togetheroncontingencyarrangementsforcardsandpaymentterminals
thatreducethelikelihoodofcustomerscompletelylosingtheabilityto
payforgoodsandservices.Thedepositguaranteeschemeensuresthat
customersdonotlosedepositsuptoNOK2m,eventhoughtheymaybe
unavailableforaperiod.Households’owncontingencyplanningisalso
important.NorgesBankhaspreviouslynotedthatcustomerswhohave
fundsatmultiplebanksorsomecashavailablewillstillhavepayment
optionsiftheirdepositsatoneparticularbankbecomeunavailable.

Banksareuniqueinthattheyaretheonlyfinancialinstitutionsthataccept
retailandwholesaledeposits.Liquidityriskispartofbanks’business
modelandtheirroleinthefinancialsystem.Theriskarisesbecause
depositsareusuallyavailableinstantlyoratshortnotice,whereas
lendinggenerallyhasalongmaturity.Ifthereisarunondeposits,banks
willneedtoreplacethedepositswithdrawnbeforeloansarerepaid,
whichmeansthattheyfacearefinancingrisk.

5 Inaddition,depositsresultingfromspecificlifeeventsarecoveredinfullfor12monthsfromreceipt.More
informationonthedepositguaranteecanbefoundontheNorwegianBanks’GuaranteeFundwebsite.

6 GuaranteeddepositsaretobemadeavailablewithinsevenworkingdaysoftheMinistryofFinance
decidingtoclosethebank.

7 SeeEuropeanBankingAuthority(2019)“OpinionoftheEuropeanBankingAuthorityondepositguarantee
schemepayouts”.EBA,October2019andEuropeanSystemicRiskBoard(2023)“Advancingmacropruden-
tialtoolsforcyberresilience”.ESRB,February2023.

8 SeeFinanstilsynet(2024)“Risiko-ogsårbarhetsanalyse(ROS)2024”[Riskandvulnerabilityanalysis(ROS)
2024](inNorwegianonly,forthcominginEnglish).

9 NorgesBank’annualFinancial Infrastructure Reportprovidesanoverviewofcontingencyworkatthe
individualsystemlevel,sectorlevelandacrosssectors.

https://www.bankenessikringsfond.no/about-the-guarantee/category1043.html
https://www.eba.europa.eu/sites/default/files/document_library/EBA Opinion on DGS Payouts.pdf
https://www.eba.europa.eu/sites/default/files/document_library/EBA Opinion on DGS Payouts.pdf
https://www.esrb.europa.eu/pub/pdf/reports/esrb.macroprudentialtoolscyberresilience220214~984a5ab3a7.en.pdf
https://www.esrb.europa.eu/pub/pdf/reports/esrb.macroprudentialtoolscyberresilience220214~984a5ab3a7.en.pdf
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.finanstilsynet.no%2Fpublikasjoner-og-analyser%2Frisiko--og-sarbarhetsanalyse%2F2024%2Fros-2024%2Frisiko--og-sarbarhetsanalyse-ros-2024%2F&data=05%7C02%7CMari.Hulbekdal%40Norges-Bank.no%7Ce51832fa36594f2e345208dc6e6f2e63%7C2f03bdf488934a2b8b81d17dd9b8e368%7C0%7C0%7C638506670993014563%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=rjdfpo3NhOSvbZ2SW9T2KrCfNwkmvyjuONGf526lCZE%3D&reserved=0
https://www.norges-bank.no/en/news-events/news-publications/?tab=publication&newstype=67
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Banksreduceliquidityriskthroughproperriskmanagement.Forexample,
theycansourcedepositsfrommanydifferentcategoriesofdepositors,
raisewholesalefundingwithlongmaturitiesandholdliquidityreserves.
Banks’liquidityriskisalsoreducedbyliquidityrequirements.Underthe
LiquidityCoverageRatio(LCR)requirement,banksmustholdsufficient
liquidassetstomeettheirliquidityneedsforahypothetical30-day
periodofdepositwithdrawalsandfinancialmarketstress.TheLCRrules
requirebankstoholdmoreliquidassetsifalargeshareoftheirfunding
consistsofdepositsthatarenotconsideredstableorofshort-term
wholesalefunding.

TheNetStableFundingRatio(NSFR)requirementaimstoensurethat
banksfundlessliquidassets,suchasloans,withstablefundingrather
thanvolatiledepositsandshort-termloans.Thisreducesthelikelihood
thatbanks’willneedtorollovertheirfundingfrequently,andthusthe
needforlargeliquidityreserves.NorwegianbanksexceedboththeLCR
andNSFRrequirementsbyanamplemargin.Thismaymitigatethe
consequencesofacyberattack,asliquidityproblemswillbereduced
andwillnottothesameextentbeamplifiedandspillovertotherestof
thefinancialsystem.

The liquidity stress test
NorgesBank’sroleandresponsibilitiesinsupplyingliquiditytothebankingsystemandindividualbanks
requiresinsightintobanks’liquiditysituationandfinancialmarketconditions.Thepurposeoftheliquidity
stresstestistoassessbanks’resiliencetoalossoffundingandtoidentifyvulnerabilitiesthatcouldresult
inliquidityproblemsindifferentscenarios.

Theliquiditystresstestisusedasaframeworkforassessinghowacyberattackmightaffectbanks’
funding.Thepurposeisnottocalculatepreciseoutcomesbutrathertoinformdiscussionsandassess-
mentsofbanks’liquidityandfundingusingscenariosorsensitivityanalyses.Themodelisdesignedto
capturecharacteristicsofbankdepositsandthefinancialsysteminNorwaythatmaybesignificantfor
depositstabilityintheeventofabroad-basedlackofconfidenceinbanks.

Theliquiditystresstestmodelassessesindividualbanks’liquidityandfundingsituationinhypothetical
scenariosovervarioustimehorizons.Dataisusedthatbanksalreadyreporttotheauthorities,mainlyinthe
formofadditionalliquiditymonitoringmetrics(ALMM)andtheLCR.1Themodelisacashflowanalysisof
inflowsandoutflowsrelatedtoassets,liabilitiesandoff-balance-sheetitemsoveraperiodoftwomonths.

Thebanks’survivalhorizonisestimatedbasedonaninitialliquidityreserveasintheLCR.Cashflowsare
estimatedusingassumptionsaboutthebehaviourofthebankitself,customers,otherbanksandother
marketparticipantsinastresssituation.Theassumptionsarebasedonexistingliteratureinthefield,
historicaldata,stressfactorsintheLCRcalculationsandqualitativeassessments.Theestimatedcash
flowsindicatethebank’sshort-termfundingneeds.Thevalueoftheliquidityreserveisreducedcorre-
spondinglyasintheLCR.Thestresstestcanbothoverestimateandunderestimateliquidityneed.

1 AdditionalLiquidityMonitoringMetrics(ALMM)andLiquidityCoverageRatio(LCR)arepartofthereportingrequirementsforNorwegianbanksbyvirtueof
CRR/CRDIV.
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The large banks are well-equipped to cope with bank runs resulting 
from a cyberattack, but the results are uncertain
Intheliquiditystresstest,ascenarioisassumedwhereanadvanced
threatactorexecutesacyberattackagainstaproviderofcorebanking
systemsandpaymentservicestoanumberofNorwegianbanks.One
consequenceisthatbankcustomerslargelyloseaccesstoonlineand
mobilebanking,ATMs,Vippsandcardpaymentsforanentireweek.In
thisscenario,theuncertaintyisamplifiedbycustomeraccountbalances
thatdonotmatchpre-attacklevels.

Howcustomersandcreditorswouldreacttoasevereandprotracted
cyberincidentinthefinancialsystemisuncertain.NeitherinNorwaynor
abroadhavecyberincidentsyetresultedinabroad-basedlackof
confidenceandliquidityproblemsatbanks.Thereisthereforelittle
informationonwhichtobaseanassessmentofthesystemicliquidity
effectsofcyberattacks.Givendevelopmentsinthethreatlandscape,itis
neverthelessimportanttoassessthesignificanceofcyberattacksfor
banks’liquidityrisk.

Inthescenario,itisassumedthatcustomers’confidenceintheaffected
banksweakens,andthatsomechoosetotransfertheirdepositstoother
banks.WetestthelargestNorwegianbanksindividuallyandmakeno
assumptionsaboutwheredepositsaretransferred.Inthescenario,itis
assumedthatalldeposittransactionsaresuspendedforthefirstweek,
andthatcustomerscanonlytransfertheirdepositsoncethebankhas
restoreditssystems.

Differentoutflowsfordifferentcategoriesofdepositsareassumed(Table
3.1).Considerationisgiventothecompositionofdifferenttypesof
depositsintheindividualbanks,whicharethereforeaffecteddifferently.
Weassumethat15%ofcustomerdepositsarewithdrawninweek1,about
7%inweek2,andadecliningshareouttotwomonths.Thisgivesa
weighteddepositoutflowofaround30%overafour-weekperiodforthe
sevenlargestNorwegianbanks,andupto40%aftertwomonths.Other
fundingisassumedtobeaffectedlargelythesameasintheLCR
scenario.Nootheradjustmentsoractionsbythecentralbankorother
authoritiesareassumed.Theresultsindicatethatmostbankshave
sufficientliquidityreservestocovernetpaymentsforatleastfourweeks
(Chart3.2).

TABLE 3.1 Assumptions about deposit outflow. Percentage 

30-daywithdrawalfactor1 CyberscenarioFSR2024H1 Intheliquidityregulation(LCR)

Retail/SME–Guaranteed deposits 20 5

Retail/SME–Non-guaranteed 33–50 10–16

Largefirms–Operational deposits 15–40 5–25

Largefirms–Guaranteed 40 20

Largefirms–Non-guaranteed 50 40

1 Assumptionsaboutpercentagewithdrawalsofdifferentdepositcategories.
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Difficult to foresee how a future bank run might unfold
Sensitivityanalysesareusefulbecauseinformationonhowacyberattack
wouldimpactdepositfundingislimited.Welookatthemagnitudeofa
runondepositsthatwouldleadtoadepletionofbanks’liquidityreserves,
eventhoughinrealitytheywouldencounterchallengesearlier.Stressin
fundingmarketsandthefallinthevalueoftheliquidityreserveis
assumedtobeinlinewiththeLCR.Theresultsshowthatthelargest
bankscanwithstanddepositwithdrawalsofaround40%ofdeposits
(Chart3.3).Thisisaliquiditystressthatfarexceedswhatisrequired
undertheLCRruleswhereaweighteddepositoutflowfortheseven
largestbanksisaround20%.Therearedifferencesintheoutflowsthat
eachofthelargebankscancopewith,largelyreflectingdifferencesin
theirbusinessmodels,theirdepositcompositionsandthedegreeto
whichtheyexceedtheLCRrequirement.

Itisdifficulttocomparedifferentbankrunepisodes,partlybecauseof
differencesbetweentriggeringfactors,regulatoryregimes,deposit
guaranteeschemesandactionsbytheauthorities.Depositrunsfrom

Chart 3.2 Banks hold liquidity reserves to cover a deposit run
The number of banks with positive liquidity reserves after a deposit run owing to a 
severe hypothetical cyberattack
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Chart 3.3 Norwegian banks are well-equipped for a deposit run
Magnitude and speed of previous episodes and resilience of the largest 
Norwegian banks (green line) given different durations
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banksthathadproblemsduringtheUSbankingturmoilinthespringof
2023andtheglobalfinancialcrisisof2007and200810weregenerally
belowthelevelsthatNorwegianbankshavesufficientliquidityreserves
todealwith,asindicatedinNorgesBank’sanalysis.Howafuturebankrun
willpanoutisdifficulttopredictbutNorwegianbankscancopewith
largedepositwithdrawals(Chart3.3).

Banks’contributiontomaturitytransformationisanefficiencygainforthe
financialsystem(seeNorway’s Financial System2023).Atthesametime
thisexposesbankstoliquidityrisk.Theresilienceofthebanksisnever-
thelessimportantforpreservingfinancialstabilityintheeventofabank
run.Thisisensuredbybanks’soundriskmanagementandbyliquidity
ruleslimitinghowmuchliquidityriskbanksmaytake.NorgesBankwill
havearoletoplayifproblemsinthebankingsystemposeathreatto
financialstability.11NorgesBankcouldthenprovideextraordinary
liquiditytothebankingsystemasawholeortoindividualbanks.12This
optionofsupplyingextraordinaryliquiditymeansthatNorgesBankcan
helppreventfinancialproblemsfromspreadingandthenescalatinginto
majorcrises.However,itisfirstandforemostbanks’responsibilityto
managetheirliquidityrisk.TheIMFalsostressestheimportanceof
includingcyberattacksasasourceofliquiditystressinbanks’risk
assessments.13

3.2 Fire sales may contribute to market turmoil
Firesalesbybanksandotherfinancialinstitutionsmayleadtofalling
pricesforsecuritiesandmarketturmoil.Banksarelargeinvestorsinbond
markets,especiallybecausetheyholdsecuritiesaspartoftheirliquidity
reserves.Lifeinsurers,pensionfundsandmutualfunds,referredtohere
collectivelyasassetmanagers,arelargeinvestorsinbothequityand
bondmarketsandarethereforeimportantforfundingriskforbanksand
othereconomicagents.

Banks’ large covered bond holdings may affect market liquidity in a crisis
Banksholdsecuritiesaspartoftheirliquidityreserveswhichcanbesold
orpledgediftheyhavedifficultiessourcingnewfunding.Preservingthe
valueofliquidityreservesisthereforeimportantforbanks’survival
horizon.CoveredbondsmakeupmorethanhalfofNorwegianbanks’
liquidityreserves(Chart3.4).Thishighconcentrationofcoveredbondsis
analmostexclusivelyNorwegianphenomenonwhichresultsfromthe
relativelysmallsizeofthegovernmentbondmarketinNorway.14Covered
bondsgenerallyhavethehighestcreditrating.Thecreditriskislinkedto
theNorwegianhousingmarket,astheyarelargelysecuredagainst
residentialmortgages.Calculationsshowthathousepriceswouldneed

10 SeeIMF(2023)“GlobalFinancialStabilityReport–October2023”p.77foradescriptionoftheseverityof
earlierdepositruns.

11 SeeEuropeanSystemicRiskBoard(2023)“Advancingmacroprudentialtoolsforcyberresilience”.ESRB,
February2023foradiscussionofhowcentralbankliquiditycanlimitthesystemiceffectsofcyber
incidents.

12 SeeNorgesBankformoreinformation–Lenderoflastresort(emergencyliquidityassistance).

13 SeeIMF(2024)“GlobalFinancialStabilityReport–April2024”.

14 Danishbanksalsohaveahighconcentrationofcoveredbondsintheirliquidityreserves.

https://www.norges-bank.no/en/news-events/news-publications/Reports/norways-financial-system/2023-nfs/
https://www.imf.org/en/Publications/GFSR/Issues/2023/10/10/global-financial-stability-report-october-2023
https://www.esrb.europa.eu/pub/pdf/reports/esrb.macroprudentialtoolscyberresilience220214~984a5ab3a7.en.pdf
https://www.norges-bank.no/en/topics/liquidity-and-markets/Lender-of-last-resort/
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.imf.org%2Fen%2FPublications%2FGFSR%2FIssues%2F2024%2F04%2F16%2Fglobal-financial-stability-report-april-2024&data=05%7C02%7CMari.Hulbekdal%40Norges-Bank.no%7Ce51832fa36594f2e345208dc6e6f2e63%7C2f03bdf488934a2b8b81d17dd9b8e368%7C0%7C0%7C638506670993037645%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=tK5LhFBMJ0hzAjM5hCegIkm16ohf8HaQZYRlTpCtJCU%3D&reserved=0
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tofallsignificantlyforthevalueofthecollateraltodropbelowthenominal
valueofthebonds,see Financial Stability Report 2022.

Liquidmarketsarealsoimportantifbanks’liquidityreservesaretoretain
theirvalueinacrisis.NorgesBank’smarketliquiditysurveyindicatesthat
marketparticipantsregardthecoveredbondmarketasthemostliquid
segmentoftheNorwegianbondmarket.However,liquidityinnormal
timesandliquidityinperiodsofmarketturmoilcandifferconsiderably.

Banksarethelargestinvestorsincoveredbonds,holdingmorethan60%
ofoutstandingcoveredbondsissuedinNOK(Chart3.5).Inaseverecrisis,
withalossofconfidenceinbanksandmajorfiresalesbybanks,liquidity
inthecoveredbondmarketmaydryupandthevalueofcoveredbonds
mayfallsharply.Thiswillreducethevalueofbanks’liquidityreserves,
anditmaybeharderforbankstosourcefundinginthecoveredbond
market.Thisinturnmayleadtofurtherliquidityandfundingproblems.

Banks’holdingsinthecoveredbondmarkethaveincreasedoverthepast
15years,partlyasaresultoftheintroductionoftheLCRrequirement.The

Chart 3.4 The composition of liquidity reserves is stable
Liquidity portfolio in NOK by type of assets.
Norwegian banks. Value after haircut. Percent
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Chart 3.5 Banks’ share of covered bond holdings is substantial
Ownership breakdown of bonds issued by mortgage companies. Percent
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2022-financial-stability-report/
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LCRrulesrequireliquidassetsintheliquidityreservestobesufficiently
diversified,andFinanstilsynet(FinancialSupervisoryAuthorityofNorway)
hasrecommendedthatcoveredbondssecuredagainstNorwegian
propertyshouldnotmakeupmorethanhalfofbanks’liquidityreserves.
CoveredbondsissuedinNOKcurrentlymakeupalittlemorethan50%of
Norwegianbanks’totalliquidityreserves.Thisrecommendationmay
contributetobanks’holdingsintheNorwegiancoveredbondmarketnot
increasinginthefuture.Somebankswillprobablyreplacepartsoftheir
liquidityreserveswithothersecuritiestomovebelow50%.Itisimportant
forbankstoensurethatthesecuritiesreplacingcoveredbondscanbe
readilysoldorpledgedinacrisis.

Deposit run on multiple banks could trigger fire sales of covered bonds
Adepositrunonmultiplebanksmayhavesignificantimplicationsfor
securitiesmarkets.Investorunrestmaysetin,andfiresalescouldbe
triggeredifmultiplebanksneedtosellcoveredbondsfromtheirliquidity
reservessimultaneously.Ifseveralofthelargestbanksneedtooffload
coveredbondstomeettheirliquidityneeds,thiscouldextendtoasmuch
as20%ofthecoveredbondmarket.Insuchasituation,itwillbemore
difficultforbankstosourcenewfundinginthecoveredbondmarket.

HowfarNorwegiancoveredbondsmightdropinvalueintheeventof
simultaneousfiresalesbymultiplebanksisdifficulttopredict.Therehas
neverbeenafiresalebybanksintheNorwegiancoveredbondmarket,
andwedonotknowhowbanksandothermarketparticipantswould
adaptinsuchascenario.Norcanexperiencefromothercountriesbe
drawnonassimilarlinksbetweenliquidityreservesandbankfundingare
uncommon.Therehave,however,beenanumberofepisodesoffire
salesofsecuritiesbyotherfinancialinstitutionsthathavehadsignificant
effectsonmarketpricing(seeboxonpage43).Thefactthatbanks
havealargeshareofcoveredbondsintheirliquidityreservesandare
majorinvestorsinthecoveredbondmarketisconsideredavulnerability
(seeSection1).

Asset managers have improved their liquidity management
Firesalesbyassetmanagerscanalsoleadtolowerpricesforsecurities
andamplifymarketturmoil.Astheyaremajorinvestorsinbothequityand
bondmarkets,simultaneoussell-offscanincreasetheriskpremiumand
raisefundingcostswheneconomicagentsneedtoraisenewfinancing.

Theepisodefromthepandemicin2020highlightedtheliquidityrisk
associatedwithassetmanagers’currencyhedgingcontractsandhow
thiscancontributetomarketturmoil(seeboxonpage43).Information
ontheuseofcurrencyhedgingandpotentiallossesisimportantfor
assessingtheriskofnewfiresales.Tomonitortheextentofcurrency
hedgingamongassetmanagers,NorgesBankhasaskedthelargest
mutualfundmanagerstoreportontheirhedgingtoNOK.Thesefirms
managemorethan90%oftotalassetsundermanagementasstatedby
theNorwegianFundandAssetManagementAssociation(VFF).Reporting
isquarterlyandstartedwith2023Q4.
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Atend-2023,investmentsinforeigncurrencyequivalenttojustover
NOK600bnhadbeenhedgedagainstmovementsinthekrone(Chart3.6).
Aroundhalfofthesehedgeswereforinvestmentsinassetsdenominated
inUSD,andtheremainderforinvestmentsinEURandotherforeign
currencies.Assetmanagers'counterpartiesinhedgesarenormallylarge
Nordicandinternationalbanks.Ifthevalueofthesehedgedinvestments
falls,andthemanagerswanttoreducethehedgingratio,thisisdoneby
sellingNOKandbuyingforeigncurrency.Highlevelsofcurrencyhedging
thereforebringariskofsellingpressureonthekroneifthereisasharp
fallinglobalequityandbondmarkets.

What can trigger fire sales?
Uncertaintyaboutanissuerorsuddenchangesinthevalueofderivatives,canleadtolargenumbersof
investorswantingtosellcertainsecuritiessimultaneously.Firesalemeansthatasellerisforcedtosell
quicklyatabadpricefortheseller.

Mutualfundsgenerallyhaverulesentitlingcustomerstoredeemtheirunitsthesameday.Ifsufficient
numberswanttoredeemsimultaneously,themanagerswillhavetosellassetsquicklytoraisethe
necessarycash.Ifthesesalestakeplaceinperiodsoflowmarketliquidity,theywillpushpricesdown
andencourageevenmorecustomerstoredeem.Insomecases,massredemptionscanleadto
Finanstilsynet(FinancialSupervisoryAuthorityofNorway)temporarilysuspendingredemptionrights.

Therearealsoexamplesoftheuseofderivativesleadingtofiresales,asthelosingpartyonaderivatives
contractoftenquicklyneedstoprovidemargin(collateral)forcounterpartyrisktothegainingparty.Ifthe
marginrequiredconsistsofbankdeposits,thepartyneedingtoprovideitmayhavetoobtainliquidityby
sellingsecuritiesfromitsliquidityreserves.Inautumn2022,Britishgovernmentbondpricesplummeted,
andyieldssurgedintheUKasaresultofdeepuncertaintyaboutgovernmentfinancesinthecomingyears.
Manypensionfundshadhedgedtheirpositionsusinginterest-ratederivatives,andtheincreasein
long-termyieldsmeantthattheyhadtoprovideadditionalmarginforcounterpartyriskunderthese
contracts.Toobtainthiscollateral,theysoldgovernmentbonds,leadingtoafurtherdecreaseinthe
valueofsuchbonds.

AnotherexampleisthesharpdeclineinsecuritiespricesandtheNOKdepreciationinspring2020.
Norwegianassetmanagershedgethekronevalueofalargepartoftheirforeignassets,andthederivative
contractsrequirepositioningofmargins.Thisreducestheriskofinsolvency(counterpartyrisk)spreading
throughthenetworkofderivativescontracts.Ontheotherhand,thedailymarginrequirementpresentsa
liquidityrisk.Whenthekroneweakens,assetmanagersmakelossesonthesecontractsandneedto
providemarginforcounterpartyrisk.Inspring2020,thekronedepreciatedbyaround20%inaveryshort
period,leadingtoaneedtoraisefundsrapidlytomeetmargincalls.Manysoldsecuritiestoobtainthese
funds,whichcontributedtoadropinbondvalues.1Inaddition,thehedgingratioforforeigninvestments
wasreducedowingtothesteepfallinglobalequitymarkets.ThiswasachievedbysellingNOKandbuying
foreigncurrency,whichcontributedinturntoafurtherkronedepreciationandfurthermargincalls.

1 SeeAlstadheim.R.,Nordal,K.B.,Syrstad,O.,Ellen,S.T.andWassas,M.I.W.(2021)“BondmarketfiresalesandturbulenceintheNorwegianFXmarketinMarch
2020”. Staff Memo2/2021.NorgesBank.

https://www.norges-bank.no/aktuelt/nyheter-og-hendelser/Signerte-publikasjoner/Staff-Memo/2021/sm-2-2021/
https://www.norges-bank.no/aktuelt/nyheter-og-hendelser/Signerte-publikasjoner/Staff-Memo/2021/sm-2-2021/
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Givenahypotheticalimmediatedeclineinthekroneexchangerateof
20%againstallcurrencies,themanagersreportedthattheneedfor
collateralwouldincreasebyaroundNOK100bn.Thefiguresreportedare
forthemanagers’totalhedgingandnotjusthedgingformutualfunds.
Theyalsomanagesizeableassetsunderothermandates,forexample
fromlifeinsurers.

Assetmanagershaveseveraloptionswhenchoosingwhattoprovideas
collateral.Cash,bothinNOKandinforeigncurrency,maybeused.The
majorityofassetmanagersalsohaveagreementsonprovidingsecurities
ascollateral.CashcollateralinNOKamountstoaroundNOK60bnand
canberaisedbyusingcashholdings,throughrepurchaseagreements
(repos)orbysellingsecurities.

Thereportedfiguresshowthehighextentofcurrencyhedgingandthe
adjustmentsmadebyassetmanagerssince2020toimproveliquidity
management.Arrangementshavebeenmadeforincreaseduseof
repurchaseagreements,andhedgingagreementsallowsecuritiesto
serveascollateralforcounterpartyexposurestoagreaterextent.

Chart 3.6 Currency hedging increases the need for collateral in the event of 
NOK depreciation
Currency hedged amounts and increased collateral in the event of a 20 percent 
NOK depreciation. 2023 Q4. In billions of NOK

Hedged amount Increased collateral in the event
 of a 20 percent NOK depreciation
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TABLE 1 Important regulations and measures in Norway's financial system

Category Instrument
First 
introduced Current level

Depositguarantee
scheme

Guaranteeofretailandcommercial
depositsinNorwegianbanks1

1996 NOK2mperdepositorperbank2

Creditstandards
requirementsfor
mortgagesand
othersecured
loans3

Toleratehigherinterestrate(stresstest)
ontotaldebt

20154 A7%interestrateora3percentagepointinterestrateincrease,
whicheverishigher

Maximumloan-to-value(LTV)ratio 20154 85%.Additionalcollateralispermitted

Principalrepaymentrequirement 20154 2.5%ayearwithLTVabove60%orasa30-yearamortisingloan

Maximumdebt-to-income(DTI)ratio 2017 5timesgrossincome

Flexibilityquota5 2015 10%(8%forloanssecuredondwellingsinOslo)

Creditstandards
requirementsfor
consumercredit6

Toleratehigherinterestrate(stresstest) 20194 A7%interestrateora3percentagepointinterestrateincrease,
whicheverishigher

Principalrepaymentrequirement 20194 Monthlyprincipalrepayment,maximumterm5years

Maximumdebt-to-income(DTI)ratio 20194 5timesgrossincome

Flexibilityquota5 2019 5%

Risk-basedcapital
requirements7

(shareofrisk-
weightedassets)8

Pillar1MinimumCET1requirement 20139 4.5%

Pillar1MinimumTier1requirement 199110 6%

Pillar1Minimumregulatorycapital 1991 8%

Pillar1Combinedbufferrequirements:

Capitalconservationbuffer 2013 2.5%

Systemicriskbuffer 2013 4.5%

Bufferforsystemicallyimportantfinancial
institutions(SIFIs)

2015 1%forKommunalbankenASandNordeaEiendomskredittAS,and2%
forDNBASA11

Countercyclicalcapitalbuffer 2015 2.5%

Pillar2requirements 2007 Variesacrossbanks

Riskweightingfor
risk-basedcapital
requirements

Minimumrequirementforlossgiven
default(LGD)inIRBbanks’mortgage
models

2014 20%

CalibrationrequirementforIRBbanks’
mortgagemodelsforPDandLGD

2015

Floorforaverageriskweightsfor
residentialmortgages

2020 20%

FloorforaverageriskweightsforCRE
mortgages

2020 35%

Leverage-
basedcapital
requirements7

(shareofexposure
measure)

Leverageratio 2017 3%minimumrequirement

Liquidity
requirements

LiquidityCoverageRatio(LCR) 201512 100%

LCRinindividualcurrencies 2017 100%

LCRinNOK 2017 50%(forbankswithEUR/USDassignificantcurrencies)

NetStableFundingRatio(NSFR) 2022 100%
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Category Instrument
First 
introduced Current level

Minimum
requirementfor
ownfundsand
eligibleliabilities
(MREL)13

Lossabsorptionamount 2019 Minimumrequirementforregulatorycapital+Pillar2requirements+
combinedbufferrequirements14

Amountnecessaryforrecapitalisation15 2019 Minimumrequirementforregulatorycapital+Pillar2requirements
+combinedbufferrequirementsexcludingcountercyclicalcapital
bufferrequirement

TotalMREL 2022 TotalMRELisdescribedonpage39ofFinancialStabilityReport2021

SubordinatedMREL 2022 SubordinatedMRELisdescribedonpage38ofFinancialStability
Report2021

Testingoffinancial
sectorcyber
resilience

TIBER-NO16 2022 Guidanceforthreat-basedtestingoffinancialsectorcyberresilience.

1 FordepositsinNorwegianbanks’foreignbranches,alimitofEUR100000applies.
2 Additionalamountsdepositedinthecourseoftheprevious12monthsfollowingaparticularlifeevent,suchasahomesaleorinsurancepayout,arealsocovered.

Theguaranteedoesnotcoverdepositsfromcreditorfinancialinstitutionsorfrompublicauthorities.
3 From1July2023,loanssecuredoncollateralotherthanadwelling,suchascarandboatloans,willbecoveredbytheregulation’sgeneralDTIanddebt-servicing

capacityrequirements.
4 Priortobeinglaiddowninaregulation,therequirementswereissuedasguidelines,forresidentialmortgageloansin2010andforconsumercreditin2017.
5 Uptoacertainpercentageofthetotalvalueofnewmortgageloans/consumercreditgrantedbybankseachquartermaybeloansinbreachofoneormoreofthe

requirements.AseparateflexibilityquotaforOslowasintroducedin2017.Aseparateflexibilityquotaof10%forloanssecuredoncollateralotherthanhousingwas
introducedin2023.

6 ExemptionforcreditcardswithcreditlimitsbelowNOK25000andexemptionforloanrefinancingaslongasthevalueoftherefinancedloan(andnewloancosts)
doesnotexceedthevalueoftheexistingloan(andpreviousloancosts).

7 SeeexplanationofcapitalrequirementsinNorway’s financial system2023,pp112–121.
8 Risk-weightedassets.Anumberofregulationshavebeenintroducedforbanks’calculationofriskweights,especiallyforresidentialmortgageloans.
9 From2002,hybridcapitalcouldaccountforupto15%ofTier1capital.
10 In2013,theminimumrequirementincreasedfrom4%to6%whenCRR/CRDIVwereimplementedintheNorwegianrules.
11 The1%alsoappliestoSparebank1SR-BankASAfrom30September2024.
12 Appliedtosystemicallyimportantfinancialinstitutionsfrom2015butwasphasedinforotherfirmsinthecourseof2017.
13 LiabilitieseligibleforMRELmustbelowerinprioritythanseniordebt.However,before1January2024,ordinaryseniorbondsissuedbefore1January2020mayalso

beusedtosatisfyMREL.
14 Thelossabsorptionamountrequirementisthelargeroftheleverage-basedTier1capitalrequirementsandtotalrisk-basedcapitalrequirement(minimum

requirement,Pillar2requirementsandbufferrequirements).InNorway,therisk-basedrequirementisthemorebinding.
15 Appliesonlytobankssubjecttoresolutionandnotliquidationunderpublicadministration.
16 TIBER-NOistheNorwegianimplementationofTIBER-EU,whichappliesintheEU.

Sources:Finanstilsynet(FinancialSupervisoryAuthorityofNorway),MinistryofFinance,NorwegianBanks’GuaranteeFundandNorgesBank.

https://www.norges-bank.no/contentassets/c4ffd169504b47249d646ed5753b0da0/financial_stability_2021.pdf?v=11/08/2021194448
https://www.norges-bank.no/contentassets/c4ffd169504b47249d646ed5753b0da0/financial_stability_2021.pdf?v=11/08/2021194448
https://www.norges-bank.no/contentassets/c4ffd169504b47249d646ed5753b0da0/financial_stability_2021.pdf?v=11/08/2021194448
https://www.norges-bank.no/en/news-events/news-publications/Reports/norways-financial-system/2023-nfs/
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