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Norges Bank’s reports on financial stability
Initsbi-annualFinancial Stability Report,NorgesBankdiscusses
developmentsinfinancialmarkets,theNorwegianeconomy,banksand
otherfinancialinstitutionsandassessesthefinancialstabilityoutlook.
TheReportforH1normallyemphasisesanalysesoffinancialinstitutions,
includingastresstestofthebankingsector.InH2,emphasiswillnormally
beonanalysesofhouseholdsandfirms.Assessmentsofthecounter-
cyclicalcapitalbufferandotherrecommendationsformeasurestosafe-
guardfinancialstabilityaremadeonthebasisoftheassessmentsand
analysesintheReport.IntheFinancial Infrastructure Report,NorgesBank
assessesvulnerabilitiesandrisksinthefinancialinfrastructure.The
reportNorway’s Financial Systemprovidesacomprehensiveoverviewof
Norway’sfinancialsystem,itstasksandtheperformanceofthesetasks.

NorgesBank’sMonetaryPolicyandFinancialStabilityCommittee
discussedthecontentsof Financial Stability Report2025H1atseminars
on4and30Aprilandatmeetingson7and16May2025.

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

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

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

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

Introduksjon
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FSR 2025 H1 
In a nutshell
Increased risk of market turbulence and downturn
Asaresultofgeopoliticaltensionsanduncertaintyaboutfuturetrade
policies,thereishigheruncertaintythannormalabouteconomic
developments.Therehavebeenlargefinancialmarketmovements,and
growthprospectsabroadappeartohaveweakened.TheNorwegian
economyiswell-positionedtohandlethis,butthereisanincreasedrisk
ofmarketturbulenceanddownturnsthatmayweakenfinancialstability.

Financial institutions must be prepared for large market movements 
Intheeventoflargemarketmovements,financialinstitutionsmayneed
additionalliquidityandmaybeforcedtosellsomeoftheirsecurities
holdings.Ifmanyinstitutionssellbondsatthesametime,bondprices
mayfallsharply,anditmaybecomedifficultforfirmsandbankstoobtain
newwholesalefunding.NorgesBank’sliquiditystresstestshowsthat
bankshavesufficientliquidityreservestocontinuetomeettheirpayment
obligationsevenifitweretobecomeimpossibletoobtainnewwholesale
fundingforanextendedperiodoftime,enablingthemtocontinueto
provideloans.

The Norwegian financial system is robust
HouseholdsinNorwayarestillhighlyindebted.However,manyhavehad
solidincomegrowthinrecentyears,andthevastmajorityareableto
servicedebtbyanamplemargin,aslongastheyareemployed.Banks
havebuiltuprobustcapitalbuffersandsatisfyliquidityrequirementsby
asolidmargin.Evenifbanks’creditlossesweretoincrease,Norwegian
bankshavesufficientequitytoabsorbthelossesandsatisfycapital
requirements.Inadeepdownturnwithsubstantiallosses,the
requirementscanbereduced,thusenablingbankstocontinuetoprovide
loans,eveninaseveredownturn.
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 Financial stabilty 
assessment
Theglobaleconomyismarkedbyuncertaintyabout
futuretradepolicies,andgrowthprospectsabroad
appearweaker.Thereisahigherriskofmarket-
turbulenceanddownturnsthatcouldweaken
financialstability.However,NorgesBank’sMonetary
PolicyandFinancialStabilityCommitteeconsiders
theNorwegianfinancialsystemtoberobust.Banksin
Norwayareprofitableandhaveliquidityandcapital
buffersthatenablethemtowithstandconsiderable
lossesandfinancialmarketturbulencewithout
havingtotightenlending.Inthefaceofheightened
uncertainty,maintainingthisresilienceisimportant.

Heightened uncertainty 
Inrecentyears,theglobaleconomyandfinancialmarketshavebeen
markedbypandemic,inflationandwar.Thishasresultedinsignificant
marketvolatilityandsubstantialuncertainty,butthefinancialsystemhas
copedwithoutcontributingtoaneconomicdownturn.Considerable
governmentmeasureshavedampenedtheimpactontheeconomy,while
adaptationstohighercapitalrequirementsandimprovedriskmanage-
mentfollowingthefinancialcrisishavemadethefinancialsystemmore
resilienttoshocks.

AftertheUSannouncedtheintroductionofconsiderabletariffincreases,
uncertaintyindicatorsincreasedsubstantially,andtherehavebeenlarge
pricemovementsinfinancialmarkets.Oilpricesfell,thekronedepreci-
atedandriskpremiumsrose.Marketmovementshavelargelybeen
reversed,butuncertaintyregardingglobaltradepoliciesandpersistent
geopoliticaltensionsappeartohaveweakenedtheeconomicoutlook
internationally.

Evenwithareversalofintroducedandannouncedtariffs,theuncertainty
generatedregardingtheframeworkforinternationaleconomicrelations
willlikelypersist.Thisincreasestheriskofshocksthatcanbeasourceof
bothmoredifficultfundingconditionsandcreditlosses.Financialsystem
vulnerabilitiesmayamplifytheeffects.

Financialstability
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Financialstability
Continued prospects for low bank losses
Thehighindebtednessofmanyhouseholdsisakeyvulnerabilityinthe
Norwegianfinancialsystem.Highdebtlevelscanamplifyeconomic
downturnsbecausetheycanmakethehouseholdsectorvulnerableto
interestrateincreasesorincomelosses.Forsomehouseholds,coping
withhigherinterestrateshasbeendifficult.However,defaultratesare
low,partlyreflectinghighemployment.

Inrecentyears,debthasrisenlessthanincome.Suchdevelopmentsmay
reducehouseholdvulnerabilityfurtherout.Iflooserfinancialconditions
resultinrapidlyrisinghousepricesanddebt,vulnerabilitycouldincrease
again.

Anotherkeyfinancialsystemvulnerabilityisbanks’highcommercialreal
estate(CRE)exposure.Higherinterestrateshaveweakenedtheprofita-
bilityofCREfirmsandrealestatedevelopers.Whilehighemployment
andrentalincomegrowthhavesofarenabledmostCREfirmstoservice
higherinterestexpensesoutofcurrentearnings,thesituationismore
difficultforrealestatedevelopers.NorgesBank’sanalysesindicatethat
corporatecreditlosseshaveincreasedsomewhat,albeitfromlowlevels.

Uncertaintysurroundingglobaleconomicdevelopmentsaheadishigher
thannormal.Extensivetraderestrictionsandheighteneduncertainty
couldleadtoadownturnabroadwithspillovereffectstotheNorwegian
economy.Firms’earningsanddebt-servicingcapacitycouldthenfall,
andbanks’creditlossescouldincrease.Ifemploymentweretodecline
markedlyandrentalincomeweretobeappreciablylowerthanenvis-
aged,manyrealestatefirmscouldfacedebt-servicingproblems.The
directeffectoftraderestrictionsonbanklossesislikelyrelativelymodest
asbanks’exposuretothelargestexportindustriesismoderate.

Thecyberthreattothefinancialsectorisincreasing.Successfulcyberat-
tacksmaydisruptfinancialinstitutionsandimposesignificantcostson
thesector.Ifcyberattacksimpactcriticalfunctionsorcauseabroad-
basedlossofconfidence,theycouldposeathreattofinancialstability.

Inthesomewhatlongerterm,banks’exposurestofirmswithsubstantial
greenhousegasemissionsmayrepresentasourceofvulnerability.When
thesefirmshavetorestructure,theirdebt-servicingcapacitymaybe
weakened.Naturaldisastersresultingfromclimatechangemustbe
expectedtocontributetohighercostsintheyearsaheadbecause
considerableinvestmentwillbeneededtopreventdamageandbecause
insurancepremiumsmayincreasemarkedly.

Banking sector resilience is strong and must be maintained
Currentearningsandsoundriskmanagementarebanks’firstlineof
defenceagainstlosses.Thismaybeinsufficientintheeventofdown-
turnsorseverestand-aloneincidents.Banks’minimumcapitalrequire-
mentsandbufferrequirementsareintendedtocoverunexpectedlosses.
Thisresultsinincreasedresilienceandconstitutesbanks’secondlineof
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Financialstability
defenceagainstlosses.Whenthereisheighteneduncertainty,main-
tainingresilienceisparticularlyimportant.NorgesBankprovidesadvice
onthesystemicriskbuffer(SyRB)rateandsetsthecountercyclical
capitalbuffer(CCyB)ratebasedonanassessmentoffinancialsystem
vulnerabilities.On7May,theMonetaryPolicyandFinancialStability
CommitteedecidedtokeeptheCCyBrateunchangedat2.5%.

ThesolvencystresstestinthisReport showshowbanksasawholecan
absorblargecreditlosses,whilestillmaintaininglendingifthebuffer
requirementisreduced.However,banksaredifferent,andindividual
banksmayneedtotightenlendinginresponsetoasevereeconomic
downturn.Moreover,allbankcustomersmayexperiencereducedaccess
tocreditasaresultofnewcreditriskassessmentsmadeinadownturn.

Banks’ liquidity positions are vulnerable to covered bond market 
turbulence
Bank’sfundamentalbusinessmodelentailsliquidityrisk,whichmay
cometotheforeduringmarketturbulenceanddownturns.Theliquidity
stresstestinthisReport assumesanotverylikelyyetconceivable
scenarioandshowshowbanksasawholeholdsufficientliquidity
reservestoweatheranextendedperiodofpronouncedstresswithout
newwholesalefunding.Theimpactdiffersacrossbanks.

Coveredbondsaccountforalargepartofbanks’liquidityreserves.Ifa
numberofbanksneedliquidityandhavetosellsuchalargequantityof
coveredbondsthattheirvaluefalls,thevalueofcoveredbondholdings
intheliquidityreservesofallotherbankswillalsofall.Cross-holdingsof
bondsmeanthatbanksfundotherbanks.Ifbanksarenolongerbuyersof
coveredbondsduringmarketstress,thiscouldweakenthepossibilityof
otherbanksissuingnewcoveredbondfunding,andcouldmoreeasily
leadtoliquidityproblemsspreadingacrossbanksandbecomingself-
reinforcing.

Turbulenceinthecoveredbondmarketmayalsoariseifotherlarge
coveredbondholdersengageinlarge-scaledivestment,forexampleif
theyareinneedofliquidity.Suchbondholdersincludealternative
investmentfunds(hedgefunds).Theyareoftenveryfreetoinvestwith
moderateequitycapitalandarenotsubjecttospecificregulation.
NegativeeventsthatarenotlinkedtotheNorwegianeconomyorto
Norwegianbankscanrapidlypropagatethroughhedgefundsandspill
overtoNorwegianmarkets.Turbulenceinthecoveredbondmarket
mayalsobelinkedtotraditionalassetmanagers,suchasinsurance
companiesandmutualfunds,whichfordifferentreasonsneedtorevise
downtheircoveredbondexposure.

Ifhedgefunds,assetmanagersorothersneedtocarryoutcoveredbond
firesales,fundingcostsinthecoveredbondmarketcouldrisesubstan-
tiallyorthemarketcouldceasetofunction.Thismayleadtoliquidity
difficultiesforbanksandimpacttheentirecreditmarket.
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Financialstability
Thereisoftenunsufficientinformationontheactivityoflightlyregulated
marketparticipants.Moreinformationon,andanalysesof,theintercon-
nectednessofbanksandotherfinancialinstitutionsisneededtoidentify
andunderstandvulnerabilitiesandchannelsofcontagion.Thisrequires
internationalcooperation.

Regulatory simplification must not be at the expense of necessary 
resilience
Theharmonisationandsimplificationofregulationsisnowhigherupon
theinternationalagenda,andinanumberofcountriesthereisincreased
pressuretoeasebanks’capitalrequirements.Therearegoodreasonsto
exploreopportunitiestosimplifycomplexandcomprehensiveregula-
tions,butthisshouldnotbeachievedbyeasingrequirementsnecessary
tolimitthebuild-upofriskandmaintainfinancialsystemresilience.Itis
importanttoavoidinter-jurisdictionalcompetitionforthemostaccom-
modativeregulations–thiswouldmakeusallmorevulnerable.

Ida Wolden Bache 
Pål Longva 
Øystein Børsum 
Ingvild Almås 
Steinar Holden



Norges Bank Financial Stability Report 2025 H1 9

1. Risks and 
vulnerabilities

Section1

Theglobaleconomyismarkedbyuncertaintyaboutfuturetradepolicies,
andmarketmovementshavebeensubstantial.Thiscontributestoa
higherriskofmarketstressanddownturnsthatcouldweakenfinancial
stability.Vulnerabilities,suchashighlyindebtedbankborrowers,can
haveanamplifyingeffect.ThisSectionprovidesasummaryofrisksand
keyfinancialsystemvulnerabilities.

1.1 Market stress and an uncertain economic 
outlook
Considerable market impact of trade policy and geopolitics
USeconomicpolicyuncertaintyincreasedafterthenewadministration
tookofficeinJanuary.MarketparticipantsreviseddowntheirGDPgrowth
expectationsfortheUS,andUSyieldsandequityindicesfell(Chart1.1).
AnumberofEuropeancountriesannouncedsubstantialdefenceand
infrastructureinvestments,whichcontributedtohighergrowthexpecta-
tionsinEuropeandariseinEuropeanyieldsandequityindices.

AtthebeginningofApril,theUSannouncedextensiveimporttariffs.
Togetherwithothercountries’countermeasures,thisweighedonglobal
growthexpectations.Globalyieldsandequityindicesfellmarkedly,the
USdollardepreciated,indicatorsofmarketstressroseandcredit
premiumsincreasedglobally(Chart1.2).Intheweeksthatfollowed,news
abouttraderestrictionsledtohighmarketvolatility.Manyfirmsreported
thattheywerepostponingplanstoraisecapitalorfinancing.Atthesame

Chart 1.1 Large movements in global bond yields and equity indices
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Source: Bloomberg
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Section1

time,therewerefewsignsofmarketsnotfunctioningsufficientlyorthat
banksorotherfinancialinstitutionswerefacingliquidityproblems.

Withpositivesignalscomingfromtheongoingnegotiationsbetweenthe
USanditstradingpartners,turbulencerelatedtothetradeconflicthas
abatedthroughspring.MarketmovementsinAprilhavethuslargelybeen
reversed.Nevertheless,considerableuncertaintypersistsaboutgrowth
andinflationprospects.

Large impact also on Norwegian financial markets
MarketstressalsoledtolargemarketmovementsinNorway.Bothshort-
termandlong-termyieldsfell.TheOsloBørsBenchmarkIndex,which
reachedanall-timehighjustbeforethemarketstress,fellsharply.
Norwegianfinancialmarketriskpremiumsroseabruptlyformostrisk
classes,withthemostpronouncedrisefornon-financialcorporateswith
lowcreditratings.PremiumsalsoroseforbondsissuedbyNorwegian
bankinggroups(Chart1.3).Thekronedepreciatedmarkedly,anddaily
fluctuationsweresubstantial.LiquidityintheNOKmarketshowed
deterioration,andtheFXmarketbid/askspreadwaswiderthannormal.

Chart 1.2 Higher market stress and higher credit premiums after 
announcement of tariffs

Source:Bloomberg
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Chart 1.3 Higher risk premiums and low issuance activity for Norwegian 
banking groups recently

Sources: Bloomberg, Stamdata and Nordic Bond Pricing 
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Section1
Despitelargemarketmovementsanddeterioratedliquidityconditionsin
NOKandotherassetclasses,marketswerewell-functioning.

Asinothercountries,marketsinNorwayhavestabilisedastheturbu-
lencehasabated.Bondriskpremiumshavefalleninrecentweeksbut
remainhigherthanbeforethemarketturbulencestarted.

Banks’accesstowholesalefundinghasbeenamplebutissuance
volumeshavefallen.In2025Q1,issuancevolumeswereathistorically
highlevels(Chart1.3).However,afterthemarketturmoilinApril,activity
declinedconsiderably,reflectingissuersdelayingissuancesuntil
uncertaintysubsided.Turnoverinthesecondarybondmarkethasbeen
high,buttransactioncostshaverisenslightly.

Uncertainty about economic developments is higher than normal
Tradeconflictsandothergeopoliticaltensionshaveresultedinhigher-
than-normaluncertaintyabouteconomicdevelopments.IntheApril
Global Financial Stability Report,theIMFreviseddownitsglobalgrowth
projectionsandemphasisedtheheightenedlevelofuncertainty.

TheglobaleconomyaffectsfinancialstabilityinNorwayboththrough
financialmarketsandtherealeconomy(Chart1.4).TheNorwegian
economyiswell-positionedtodealwithlargeshocksandpossiblelower
globalgrowth.Unemploymentislow,andcapacityutilisationisclosetoa
normallevel.Banksareresilient,andtheNorwegianfinancialsystemis
robust(seefurtherdiscussioninSections2and3).Inordertomaintain
banks’resilience,itisimportantthatcapitalandliquidityrequirements
arenoteased(seeboxonpage21).

AccordingtoNorgesBank’ssystemicrisksurveyconductedinMarch,
Norwegianfinancialmarketparticipantsarehighlyconfidentthatthe
Norwegianfinancialsystemwillremainstabledespitetheriskofshocks
(seeboxonpage12).

Chart 1.4 Global economy affects Norwegian financial stability

Source: Norges Bank
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Systemic risk survey
NorgesBank’ssystemicrisksurveyconductedinMarchshowedthatNorwegianfinancialmarket
participantsconsiderinternationalpoliticaltensionsandcyberattackstobetheprimarysourcesofrisk
intheNorwegianfinancialsystem(Chart1.A).Respondentswereaskedhowtheyassesstheprobability
ofaneventwithasubstantialimpactonthefinancialsystemoccurringinthenextthreeyearsandhow
thisprobabilityhaschangedoverthepastsixmonths(theresponsealternativeswere:decreased,
decreasedsomewhat,unchanged,increasedsomewhatandincreased).Mostrespondedthatthe
probabilityhadincreasedsomewhat.Norespondentsansweredthattheprobabilityhaddecreased.
RespondentswerealsoaskedabouthowconfidenttheywerethattheNorwegianfinancialsystem
wouldbestableoverthenextthreeyears,withtheresponsealternativesbeing:verylow,low,medium,
highorveryhigh.Mostrespondedthatconfidencelevelswerehigh(norespondentsansweredlowor
verylow).

Chart 1.A Norwegian market participants highlight international political tensions and 
cyberattacks as the primary sources of risk in the Norwegian 
Norges Bank’s systemic risk survey from March 2025. Which source of risk do you consider most probable?

financial system

Source: Norges Bank
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1.2 Vulnerabilities in the Norwegian financial 
system
Financialsystemvulnerabilitiescanamplifyturbulenceanddownturns.
Highhouseholdindebtednessposesthegreatestrisktofinancial
stability.Othervulnerabilitiescanexistinfinancialinstitutions,for
examplelargemarketmovementscanbeamplifiedbyfundingstructures
andlinksbetweenbanksandnon-bankfinancialinstitutions.

High indebtedness makes households vulnerable to higher interest 
rates and loss of income
Manyhouseholdsarehighlyindebted.Thismayamplifyaneconomic
downturnasmanyhouseholdsmayfacedebt-servicingproblemsormay
havetoreduceconsumptionsubstantially.Atighteningofconsumption
mayreducefirms’earningsanddebt-servicingcapacityandinflictlosses
onbanks.
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Section1

Sofar,Norwegianhouseholdshavebeenabletoservicetheirdebtinthe
faceofhigherinterestratesandhighinflation,partlyreflectinghigh
employmentlevelsandrealwagegrowthin2024.Furthermore,accumu-
latedsavingsoverthepasttenyearshaveprovidedmanyhouseholds
withasolidfoundation.SeeFinancial Stability Report 2024H2foranal-
ysesofhouseholddebt-servicingcapacity.

Inrecentyears,debtgrowthhasbeenslowerthanincomegrowthand
contributedtolowerdebtburdens(Chart1.5).Householdcreditgrowth
hasedgedupoverthepastyearafterhavingslowedoveralongperiod
(Chart1.6).Creditgrowthisnormallycloselylinkedtohouseprice
inflation.HousepriceinflationpickedupsharplyinJanuaryandFebruary
butslowedinMarchandApril(Chart1.7).Turnoverinthesecondary
housingmarkethasbeenhighin2025.Activityintheprimaryhousing
marketremainslow,butthenumberofhousingstartspickedupinMarch.
Theregulatoryreductionintheshareofequityrequiredtofinancehouse
purchasesatyear-end2024haslikelyhadthelargestimpactonthe
purchasingpowerofnon-homeowners.Forsmallflatsinthelargest

Chart 1.5 Household debt-to-income ratios decline
Percent

Sources:StatisticsNorwayandNorgesBank
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Chart 1.6 Somewhat higher household credit growth
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Section1

cities,therisesinpricesandturnoverwerehigherthanforother
segmentsatthebeginningof2025.

Thehighindebtednessofmanyhouseholdsisakeyvulnerabilityin
theNorwegianfinancialsystem(seeboxonpage16).Shouldthedebt-
to-income(DTI)ratiodeclineovertime,thehouseholdsectorcould
becomelessvulnerabletointerestrateincreasesandlossofincome.
Vulnerabilitiescouldriseagainiflooserfinancialconditionsresultin
rapidlyrisinghousepricesanddebt.

Banks are vulnerable to negative developments in the real estate sector
CREloansaccountforclosetohalfofbanks’loanstonon-financial
corporates.ExperiencesfrombankingcrisesinNorwayandabroadhave
shownthatlossesonCREexposuresduringsharpeconomicdownturns
havebeenanimportantfactorbehindsolvencyproblemsinthebanking
sector.

Overall,CREfirms’debt-to-earningsratiosarehigh.Firms’profitability
hasbeenimpairedduetohigherinterestrates,butbecauseofarapid
riseinrentalincomeowingtohighemploymentalongwithinflation

Chart 1.7 House prices have risen
House price inflation. Percent

Sources:Eiendomsverdi,Finn.noandRealEstateNorway
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Chart 1.8 Moderate rental and selling price inflation expected further out
Prime office space in Oslo. Estimated selling prices. In thousands of NOK per square metre

Sources: JLL and Norges Bank

40

60

80

100

120

140

160

180

2006 2010 2014 2018 2022 2026

Th
ou

sa
nd

s

CRE prices  Projections FSR 2025 H1 Projections FSR 2024 H2



Norges Bank Financial Stability Report 2025 H1 15

Section1
adjustmentsunderexistingleases,growthinrentalincomehassofar
enabledmostCREfirmstoservicehigherinterestexpenseswithcurrent
earnings.

Commercialpropertysellingpricesfellsomewhatfromthepeakin
autumn2022(Chart1.8).Estimatedsellingpricesfallwithincreasing
yieldsandwithdecreasingrents.Rentsandsellingpriceshaveincreased
slightlyoverthepastyear.Lookingahead,sellingpricesareexpectedto
continuetorisemoderately.

Thereisstilluncertaintysurroundingfurtherdevelopmentsinthereal
estatesector.WhileCREfirmsappeartohavemanagedtomaintain
activitylevelsinspiteofhigherinterestrates,therearestillchallengesfor
realestatedevelopers(seeFinancial Stability Report 2024H2fora
detaileddiscussion).

ForCREfirms,profitabilityandpropertyvalueswilldeteriorateiflong-
terminterestratesorriskpremiumsrisemarkedlyorrentalincome
provesmarkedlylowerthanexpected.Profitabilitywillalsoweakenwith
highershort-terminterestrates.Lowerequityratiosandprofitabilitymay
makerollingovermaturingloansmoredemandingandmaynecessitate
propertyfiresales,whichcouldinturnamplifyafallinpropertypricesif
manysuchsalesweretocoincide.Writingdownpropertyvaluesmay
resultinconsiderablyhigherbanklossesthanassumedinSection2.

Concentration and cross-holdings in the covered bond market are 
sources of vulnerability for banks’ liquidity
Alargeshareofbankinggroups’fundingcomesfromdeposits,and
approximatelyhalfiscoveredbythedepositguaranteescheme.
Wholesalefundingprimarilyconsistsofbondsandshort-termpaper,
includingcoveredbonds.Thecross-holdingsbetweenbankinggroups
aresubstantialasbanksthemselveshavelargecoveredbondholdings,
whilecoveredbondsaccountforanimportantshareofbanks’liquidity
reserves.

Thecreditriskoncoveredbondsislowbecausetheyarebackedby
NorwegianmortgageswithlowLTVratiosandcollateralvaluesare
substantiallyhigherthanthefacevalueofthebonds.Housepricesmust
fallsubstantiallyandthedebt-servicingcapacityofNorwegianhouse-
holdsmustdeterioratesignificantlybeforecreditlossesareincurredon
coveredbonds.1

However,pricesofcoveredbondsandotherfixed-incomeinstruments
canfallsharplyandrapidlywhenanumberofmarketparticipantssell
heavilyatthesametime.Suchsalesmayforexamplereflectmanybanks’
wishtoselltoobtainliquidity.Ifotherbankssimultaneouslydecidenotto
buycoveredbondswhentheyneedliquidity,cross-holdingswillallow

1 Ananalysisonpage39ofFinancial Stability Report 2022showsthathousepricescanfallbyabout50%
beforemortgagecompaniesasawholeareatriskofbreachingthecollateralisationrequirementin
coveredbondcontracts.

https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2024-2-financial-stability/
https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2022-financial-stability-report/
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liquiditystresstospreadquicklyacrossbanks,liquidityproblemscan
becomeself-reinforcingandmarketscanceasetofunction.

Moreover,assetmanagers,suchasinsurancecompaniesandsecurities
funds,mayseektorebalancetheirportfoliosorsellcoveredbondsto
obtainliquidityforcollateral(margining)inderivativescontracts(see
discussioninSection2.3).Adivestmentfromcoveredbondsbyforeign
hedgefundsmayalsohaveanegativeimpactontheseprices(seebox
onpage17).

Key vulnerabilities in the Norwegian financial system
Theeconomyisregularlyexposedtoshocksthataffectboththerealeconomyandthefinancial
system.Promotingfinancialstabilitymeansensuringsufficientfinancialsystemresiliencetoabsorb
suchshocks.Inthiswork,NorgesBankfocusesonassessingsystemicrisk.Thefinancialsystem
shouldcontributetostableeconomicdevelopmentsbychannellingfundsandofferingsavings
products,executingpaymentsanddistributingriskefficiently.Systemicriskistheriskofdisruptionto
thefinancialsystem’sabilitytoperformthesefunctions.

Thelevelofsystemicriskdependsonanumberoffactors.Theriskofeconomicshocks,suchas
geopoliticaltensionsandtraderestrictions,exacerbatessystemicrisk.Financialsystem
vulnerabilitiesfurtherincreasesystemicrisk.

Chart1.BsummarisesNorgesBank’skeyassessmentsofvulnerabilities.

Inresponsetofinancialsystemvulnerabilities,anumberofmeasureshavebeenintroducedto
strengthenresilience,includingrequirementsforbanks’solvency,liquidityandlendingpractices.

Chart 1.B Summary of key financial system vulnerabilities

Source: Norges Bank

KKeeyy  ffiinnaanncciiaall  ssyysstteemm  vvuullnneerraabbiilliittiieess
that may cause or amplify downturns and financial turbulence

Many households are highly indebted

Banks exposures to CRE are high

Thefinancialsystemisvulnerabletocyberattacks

Bankshavelargeexposurestocustomersvulnerabletoclimatetransition

Therearethreevulnerabilitylevels,ofwhichredisthehighest:
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Section1Hedge funds own an increasing share of 
covered bonds issued in NOK
Alternativeinvestmentfunds(hedgefunds)ownanincreasingshare
ofcoveredbondsissuedinNOK.Inthecoveredbondmarket,this
contributestoownershipdiversificationandisgenerallyadvantageous
forliquidity.Thefunds’purchasesareleveragedwithrepurchase
agreements(repos,seeexplanationinbox)withNordicbanks.Lever-
agingenablesthefundstoachievehighreturnsbutalsomakesthem
vulnerabletoeventsthatmayforcefiresalesofcoveredbonds.Thismay
leadtostressinthecoveredbondmarket,whichmayspreadtoother
partsofthecreditmarket.

Why are hedge funds and banks doing this?
Hedgefunds’Norwegiancoveredbondholdingshaveincreasedin
recentyears.Since2020,outstandingreposbackedbyNorwegian
coveredbondsbetweenNordicbanksandhedgefundshaveincreased
fromaroundNOK50bntoslightlybelowNOK200bn.Measuredasa
shareofoutstandingcoveredbondsissuedinNOK,thisamountstoan
increasefromaround10%to20%overthesameperiod(Chart1.C).Afew
hedgefundsaccountfornearlyallofthevolume.

Manyhedgefundsfinancetheirinvestmentsusingleveragetoachieve
highreturnsfortheirinvestors,forexamplebyfinancingcoveredbond
purchaseswithrepos.Whenusingrepostofinancecoveredbond
purchases,ahedgefundreturnsthecoveredbondtothecounterparty
ascollateralsothatmostofthepurchaseisleveraged.Hedgefunds
generateprofitprovidedthatthereturnoncoveredbondsfromyields
andpricefluctuationsishigherthantheinteresttheypayonrepos.In
recentyears,theaveragecouponrateoncoveredbondsinNOKwith
floatingrateshasbeenaround40basispointshigherthanreporates
(Chart1.D).Atthesametime,thepricefluctuationsoffloatingrate

Chart 1.C Hedge funds own an increasing share of  covered bonds
Hedge funds' holdings of covered bonds issued in NOK (left) and as a share of 
outstanding covered bonds issued in NOK (right). In billions of NOK and percent

Sources: Stamdata and  Norges Bank's money market data reporting

0

50

100

150

200

2020 2021 2022 2023 2024 2025
0%

5%

10%

15%

20%

25%

2020 2021 2022 2023 2024 2025



Norges Bank Financial Stability Report 2025 H1 18

Section1

coveredbondshavebeenverysmall.Stablecurrentreturnscombined
withhighleveraginghavemadethisstrategyprofitableforhedgefunds.

Hedgefunds’repocounterpartiesaremarketmakersamongthelarge
Nordicbanksthatalsofacilitatebondissuancesforcoveredbond
mortgagecompanies.Banksofferrepofinancingwhenissuingbondson
behalfofcoveredbondmortgagecompanies.Thismayprovidebetter
accesstoinvestorsand,inisolation,reducefinancingcostsforcovered
bondmortgagecompanies.Inaddition,banksearnaninterestmarginas
theborrowingrateonNOKtohedgefundsinreposishigherthanbanks’
borrowingcosts.Thisisbecausethereporateonlendingtohedgefunds
ishigherthaninterbankreporates.

Risk
Hedgefundsassumethehighestrisk,andinprinciple,therisktobanking
groupsislow.

Slightlysimplified,hedgefundsfacetwotypesofrisk.First,theyfacea
riskoflossesonthepositionitself,becausecoveredbondpremiumscan
riseandcouponratescanfallbelowthereporate.Second,theyface
refinancingriskastheyrisknotbeingabletorollovertherepowhenit
matures.Repostypicallyhavematuritiesoflessthanonemonth,and
hedgefundsarelikelytohavetorolloverrepostocontinueholding
coveredbonds.Ifforsomereasontheyareunabletorollovertherepos,
theymayhavetosellcoveredbondsinthemarket.Thehighdegreeof
leverageresultsinahighriskoflosses.

Generally,therisktobankinggroupsislow.Banks’loansaresecured,
andifreposaredefaultedupon,bankswillacquirethecoveredbonds
andcanthenfreelyselltheminthemarkettorecovertheloan.Unless
hedgefundsdefaultonbanks’loans,theycarrythemarketrisk.Ahaircut
of2%to3%(overcollateralisation)istypicallyappliedtoreposasabuffer
tolimitthelikelihoodofbankstakingalossonbondstheymayacquire
duetoafallinprices.Normally,pricefluctuationsforfloatingratecovered
bondsaremuchsmallerthanrepohaircuts.Coveredbondmortgage

Chart 1.D Norwegian covered bond coupon rate and two-week repo rates
Average coupon rate for covered bonds issued in NOK and two-week repo rates. 
Percent

Sources: Stamdata and  Norges Bank's money market data reporting
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companies,ontheotherhand,receivedmoneyuponissuanceofthe
coveredbondandarenotdirectlyimpactedifhedgefundsdefaultorsell
coveredbonds.

However,thisstructurecancreateproblems.Forexample,anunex-
pectedeventthatisnotdirectlyrelatedtothecoveredbondmarketor
banksmayresultinhedgefundshavingtosellcoveredbondstoreduce
riskorobtainliquidity.Iftheneedforsuchasell-offispressingandarises
quickly,itmaybedifficulttofindbuyers.Highownershipsharesand
concentratedownershipmayincreasethelikelihoodofsuchdevelop-
ments.Thismaythenleadtoasharpriseincreditpremiums,whichinturn
mayleadtopooreraccesstomarketfundingforbankinggroupsand
havenegativespilloverstootherpartsoffinancialmarkets.Thelargerthe
shareofthecoveredbondmarketthatisownedbyhedgefundsinthis
way,andthemoreconcentratedtheownershipisamongthesefunds,the
greaterthepotentialfornegativeeffects.

What is a repurchase agreement?
A repurchase agreement (repo) is a financial transaction similar to a loan, with collateral in the form of secu-
rities (see p. 23 of Norway’s Financial System 2024). Party A sells a security to party B, with an agreement to 
repurchase the security in the future. The spread between the sale price and the repurchase price repre-
sents the repurchase agreement rate (repo rate). The repurchase price is normally higher than the sale 
price, meaning that party B, which provides (lends) money, receives interest. In addition, the borrowing 
amount is also typically limited by a haircut, meaning that party A that sells the security borrows less than 
the market value of the security. Party B, which buys the security, can use it freely until the repo matures 
and will permanently acquire the security if party A is unable to repurchase the security at maturity. Repos 
are therefore loans with substantially lower counterparty risk than unsecured loans.

Vulnerability to cyber attacks
Digitalisationmakesthefinancialsystemefficientbutalsogivesriseto
vulnerabilities.Concentration,complexityandinterconnectednessmay
entailthattheconsequencesofacyberattackareamplifiedandspread
quicklyandwidelyacrossthefinancialsystem.Iftheoverallconse-
quencesareextensive,financialstabilitycouldbethreatened.Sucha
scenariomayariseif,forexample,criticalfinancialsystemfunctionsare
disabled,ifthereisuncertaintyabouttheintegrityofthesystemsandif
sucheventsweakenconfidenceinthefunctioningandsecurityofthe
financialsystem.

Sofar,noattackswithconsequencesforNorwegianorglobalfinancial
stabilityhavebeenobserved,butcyberattacksagainstthefinancial
sectorareontherise.Foramoredetailedreviewofcyberattackvulnera-
bilitiesinthefinancialsystemandmeasurestoreducetheriskof

https://www.norges-bank.no/en/news-events/publications/norways-financial-system/2024-nfs/
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systemicconsequencesofcyberattacks,seethediscussioninNorges
Bank’sFinancialInfrastructureReports.

Climate transition increases the need for financing and may be a source 
of higher risk for banks
ManyindustriesinNorwaywillfaceconsiderablechallengesrelatedto
reducingtheirgreenhousegasemissions.Thetransportindustry,the
processingindustryandtheoilandgasindustryareparticularlyvulner-
able,butallindustriescouldexperiencenewclimatetargetrequirements
andhighercostsrelatedtocounteractingtheeffectsofclimatechange.
Restructuringandadaptingtoclimatechangeswillmeanhighercostsfor
householdsandfirms.Thiswill,inisolation,weakentheirdebt-servicing
capacity.Itisimportantthathouseholdsandfirmsrecognisetheimplica-
tionsofclimatetransitionandclimatechangewhenplanningtoinvest
andborrow,andthatbanksassesshowclimate-relatedfactorsaffect
theircustomers.

Changestoweatherpatternsandvegetationowingtohighertempera-
turesmayexacerbatenaturaldisasters.Floodsandwildfireshavecaused
substantialeconomiclossesabroadoverthepastyear.Insurance
companiesmaybeparticularlyvulnerablewhenmajoreventsoccur(see
boxonpage22).Overtime,thereisreasontoassumethatinsurance
companieswillpassonthiscosttotheircustomersthroughhigher
premiums.Forsomeobjects,privateinsurancemaybecomeprohibitively
expensive.Insuranceisnecessaryifrealestateistobepledgedas
collateral.

Othertypesofrestructuringneedsmayalsobeasourceofhigherriskfor
banks.Ifglobaltradepolicyortheneedforsupplysecuritywereto
changepermanently,aneedforrestructuringandanincreasedriskof
lossesonexistingcorporateexposuresmayarise.

Increasing interconnectedness between cryptoassets and traditional 
finance
Cryptoassetsarefinancialinstrumentsthatmayaffectthepricingof
traditionalinstrumentssuchasequitiesandbonds.Cryptoassetshave
historicallyfluctuatedsubstantiallyinvalueandprimarilyserveas
investmentorspeculativeassets.InconnectionwiththeUSelection
resultsinNovember2024,thecryptoassetmarketsurged,partly
reflectingexpectationsofamoreaccommodativeUSregulatory
framework.

Abruptrisesincryptoassetvalueshaveoftenbeenfollowedbyabrupt
falls.Uncertaintyaboutfundamentalvalues,debtfinancing,aswellas
herdingandpanicbehaviourcontributetosubstantialswingsinvalue.
Therisksmaybehighforindividualcryptoassetinvestors.Increasing
interconnectednesshasbeenobservedbetweentraditionalfinance
andcryptoassets.Inthelongterm,thesemayprovideavenuesfor
systemicrisk.Moreinvestmentproductshaveemergedthatmakeit
easierforbothtraditionalfirmsandfinancialinstitutionstogainexposure

https://www.norges-bank.no/en/news-events/publications/?selectedFacets[Type]=80159&skip=0


Norges Bank Financial Stability Report 2025 H1 21

Section1
tocryptoassets.Inaddition,theuseofstablecoins,iecryptoassetsthat
seektomaintainastablevalueagainstreferenceassets,egUSdollars,
hasincreased.Thelargeststablecoinshavereservesheldinbank
depositsandsecurities.Thesereservesmustbesoldquicklywhenthere
isalossofconfidence.

RegulatorydevelopmentsintheUSthatpertaintostablecoinsandbanks’
involvementinservicesrelatedtocryptoassetsmaystrengthentheinter-
connectednessbetweencryptoassetsandtraditionalfinance(TradFi).In
theEU/EEA,thecapitalframeworkforbanksandinsurancecompanieswill
limittheriskofexposureforsuchentities.Systemicriskrelatedtocrypto-
assetsisdiscussedingreaterdetailintheFinancial Infrastructure Report.

Heightened uncertainty regarding the 
implementation of international banking 
regulation
BaselIIIisaninternationalregulatoryframeworkdevelopedbythe
BaselCommitteeonBankingSupervisioninresponsetothefinancial
crisisof2007-2008.TheaimofBaselIIIistostrengthentheregulation,
supervisionandriskmanagementofthebankingsector.MuchofBaselIII
hasbeenimplementedinEuropeanbankingregulation.ThefinalBaselIII
standards,referredtoasthe“endgame”,arenowthesubjectofinter-
nationaldiscussion.Someofthefinalkeyelementsintheendgame
includealowerlimitforthecalculationofrisk-weightedassets,new
approachesforcalculatingcreditandoperationalrisk,andreforms
relatedtotheFundamentalReviewoftheTradingBook(FRTB).The
finalisationofBaselIIIisexpectedtoprovidelong-termadvantagesfor
theglobalfinancialsystembutwillrequirebankstomakeextensive
adjustments.

Ithasbeenarguedthattheregulationsmaydampeninnovationand
economicgrowth,andthatrequirementsshouldbesimplifiedandeased.
AuthoritiesintheUShavesignalledapossibledelayforfinalisingthe
implementationofBaselIIIstandardsto2026andlowerrisk-weightsfor
certainassetssuchasresidentialmortgagesandretailtradeexposure.
Therearealsodiscussionsabouttherequirementforanadditional
leverageratiosurchargeforglobalsystemicallyimportantbanks(G-SIBs),
astherequirementmaylimittheirabilitytoholdalargesecurities
portfolioandthusmaintainsufficientmarketliquidity.

AnumberofthenewheadsofvariousUSregulatorybodieshave
expressedtheneedforgreaterflexibility,moregrowth,more
responsibilitytofinancialinstitutionsandlessregulation.Ontheother
hand,theformerheadsofthesebodieshavehighlightedtheneedfor
internationalregulationandsufficientlyhighcapitalrequirements.

https://www.norges-bank.no/en/news-events/publications/?selectedFacets[Type]=80159&skip=0
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IntheUK,theBankofEnglandandthePrudentialRegulationAuthority
(PRA)havedelayedtheimplementationofBaselIIIstandardsto1January
2027.TheCEOofthePRAhashighlightedtheneedforabalanced
approachthatsupportsbothgrowthandcompetitiveness.

InEurope,theEuropeanCentralBank(ECB)andothersupervisory
authoritieshavedelayedfinalisingtheimplementationoftheFRTBto
1January2026.Thishasbeendonetopreservealevelplayingfield
internationallyandtoadjusttodelaysinotherjurisdictions.

Insurance companies can manage the costs 
from natural disasters
MajorfloodsinsouthernEuropeinsummer2024andwildfiresinLos
Angelesatthebeginningof2025drewattentiontothepotentialconse-
quencesofnaturaldisastersfortheinsuranceindustry.Thefinancial
basisofinsuranceassumesthattheprobabilityofdamagesissmalland
generallyoccursrandomlyacrosspolicyholders.Ifeveryonepaysa
smallpremium,thisissufficienttocoverthesubstantialexpensesof
individualpolicyholdersthatariseeachtimealossoccurs.However,
naturaldisastersdifferfromstandardinsurancelosses,suchas
residentialfires.Naturaldisastersoftenaffectmanypolicyholdersatthe
sametime,sowhendamagesoccur,payoutsareparticularlylarge.In
manycountries,thistypeofinsuranceisvoluntary.Norwaystandsout
withitsveryhighlevelofinsurancecoverageformosttypesofnatural
disasters.Since1979,Norwayhasdevelopedastatutoryscheme,based
oninsuranceprinciples,whereindemnityfornaturaldisasterdamageis
coveredbyinsurancecompanies.1Today,suchcoverageisorganised
throughtheNorwegianNaturalPerilsPool,whichismandatoryforall
policyholdersthathavefireinsurance.

Insurance companies can manage even major natural disasters
TheLosAngeleswildfiresarereportedtohavedamagedmorethan
10000homes.Thetotaldamageshavebeenestimated,albeitwitha
significantdegreeofuncertainty,atmorethanofNOK2500bn.2
However,thisincludesmanycoststhatcannotbeinsured.Thetotal
expectedinsurancepayoutisintheorderofNOK300bn.Nevertheless,it
isassessedthattheinsurancecompaniesshouldbeabletohandlethis
withoutjeopardisingtheirsolvency.

Thecompaniesthatsellinsurancepoliciestohouseholdsandfirms,sell
(allorpartsofthesepolicies)toagroupofreinsurers–theinsurance

1 Since1990,thisisoutlinedinLovomnaturskadeforsikring[Actonnaturalperilsinsurance](inNorwegianonly).

2 SeeAccuWeatherwebsiteforcostestimates.Notethatthisfigureincludescostsrelatedtoestimatedloss
oflabourinput,temporaryrelocationanddamagetopublicinfrastructure.Suchcostswouldnormallynot
beincludedinclaimssubmittedtoprivateinsurancecompanies.

https://lovdata.no/dokument/NL/lov/1989-06-16-70
https://www.accuweather.com/en/weather-news/accuweather-estimates-more-than-250-billion-in-damages-and-economic-loss-from-la-wildfires/1733821
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companiesofinsurancecompanies.3Thesearethecompaniesthat
ultimatelybearthelossesincurredfromthelargewildfires.Reinsurers
annuallysetasidereservestocoverpotentialnaturaldisasterclaims.
IthasbeenestimatedthatdamagesfromtheLosAngeleswildfiresmay
amounttocloseto30%ofEuropeanreinsurers’reservesfornatural
disasterclaimsin2025.4Thisisaconsiderableamount,butaslongasno
moredisastersofthesamescaleoccur,thesecompaniesstillhave
adequatebuffers.Forthetimebeing,ratingagenciesdonotexpectthe
lossesinLosAngelestomateriallyaffectinsurancecompanies’abilityto
achievetheirearningstargetsfor2025.

OneofthereasonswhythelossesfromtheLosAngeleswildfiresare
manageableisthatinsurancecompanieshavereducedtheirexposure
tofire-pronebuildingsinthisareaoverseveralyears.Thechallengeis
thatmorehouseholdsandfirmsmustnowbearthecostofrebuilding.
InLosAngeles,itisestimatedthatoftheapproximately10000affected
buildings,only25%wereinsuredagainstfiredamage.5Wheninsurance
companiesreducetheirexposure,insurancepremiumsmaybecome
significantlymoreexpensive,or,atworst,unavailableforsome
customers.Climatechangeincreasestheprobabilityofsometypesof
disasters,suchasfloodingandforestfires.Someareasaremore
exposedthanothers.Insurancecompaniescanchoosetoavoidthese
customersbyincreasinginsurancepremiumsforthehighlyexposedor
bynolongerofferingcoverageinsuchareas.KeysandMulder(2024)6
showthatUShomeinsurancepremiumshaverisen33%intheperiod
between2020and2023alone(17%inrealprices).Thisisprimarily
becausereinsurershavenowraisedtheirprices.

Ithasalreadybeenreportedthatchangesininsurancetermsand
conditionsaffectaccesstoresidentialmortgages.TheUSmortgage
companiesFannieMaeandFreddieMachavereportedlyblacklisted
propertiesthattheydeemtobeinsufficientlyinsurable.7Banksarenow
scepticalofprovidingloansifpropertiesarenotfullyinsuredorwhere
thedeductibleissettoohigh.Whenlendersarenolongerwillingto
providemortgagestopotentialbuyers,propertiescannotbesold.The
costfortheindividualhomeownermaybehigh,butsuchadjustments
reducetheriskofbankshavingtoabsorbclimate-relatedlosses.

The Norwegian Natural Perils Pool reduces insurance companies’ 
exposure in Norway
InNorway,naturaldisastersarecoveredthroughtheNorwegianNatural
PerilsPoolandtheNorwegianNationalFundforNaturalDamage
Assistance.Naturaldisastersentaildamagedirectlycausedtobuildings
orcontentsbylandslides,avalanches,storms,floods,stormsurges,
earthquakes,volcaniceruptions,tidalwavesormeteoriteimpacts.

3 ExamplesofEuropeanreinsurersareSwissRe,MunichReandHannoverRe.

4 SeeFitchRatingswebsite.

5 SeeMinterEllisonRuddWattswebpage.

6 KeysB.J.andP.Mulder(2024):Propertyinsuranceanddisasterrisk:Newevidencefrommortgageescrow
data.Workingpaperno.32579.NBER

7 ThelawfirmAllcockMarcushaspublishedalistofproperties.

https://www.fitchratings.com/research/insurance/la-fires-may-consume-30-of-european-reinsurers-2025-catastrophe-budgets-22-01-2025
https://www.minterellison.co.nz/insights/the-los-angeles-wildfires-devastating-losses-with
https://www.nber.org/system/files/working_papers/w32579/w32579.pdf
https://www.nber.org/system/files/working_papers/w32579/w32579.pdf
https://www.amcondolaw.com/resources/fannie-mae-blacklist/
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Damagesresultingfromotherwateringress,suchasstormwater,isnot
covered.TheNorwegianNaturalPerilsPoolfunctionslikeagroup
insuranceschemewherealltheinsuranceschemesthatofferfireinsur-
ancemustincludenaturaldisasterinsurance.Themandatorypremium
forparticipationintheNaturalPerilsPooliscurrently0.008%ofthefire
insurancepremium.Thisensuresthatallpropertiesarecoveredagainst
naturaldisastersandthatthecostsofsuchdamagesaredistributed
evenlyacrossinsurancecompanies.

TheNorwegianNationalFundforNaturalDamageAssistanceisinsured
tobeabletocoverdamagesuptoNOK16bn.8Thelargestpayoutmade
bytheFundsofarwasin2023,slightlyhigherthanNOK3.7bn.9Thiswas
theyeartheextremeweatherevent“Hans”hitNorway,withclaims
totallingapproximatelyNOK1.7bn.10Otheryearswithnotablenatural
disastersinclude2011,whenpayoutsamountedtoNOK3.5bn,and1992,
whenNorwaywashitbyawinterstormsystemjustafterthenewyearand
payoutsamountedtoNOK2.7bn(allin2023NOK).Giventhehistorical
levelofpayouts,itappearsthatNorwayhasasoundschemeinplaceto
handlenaturaldisasters,whichprovidesadditionalsecurityforboth
insurancecompaniesandtheircustomers.

Sofar,thecostsofnaturaldisastershavebeenlimitedanddistributed
overmanyregionsinNorwayandpaymentstotheNorwegianNatural
PerilsPoolhavebeenlimited.Thelegitimacyoftheschemehastherefore
beenhigh.Ifpayoutsfromthepoolweretoincreaseinsomeregionsat
thesametimeaspricesrisesubstantially,theschememaycomeunder
pressure.

Lookingahead,itmaybecomenecessarytoincreasepaymentstothe
NaturalPerilsPooltocoverexpectedcostsintheyearstocome.Atthe
sametime,insurancepremiumsforweather-relateddamagethatisnot
coveredbytheNaturalPerilsPool,suchasstormwaterintrusionorroof
leakscouldincreaseinthecomingyears.Thereisthereforereasonto
believethatinsurancecostswillriseintheyearsahead,alsofor
Norwegianhomeowners.

TheNorwegianNaturalPerilsPoolcontributestothehighlevelof
insurancecoverageinNorwayformanytypesofclimate-related
damages.Achallengewiththecurrentcoveragesystem,however,isthat
coveringallpropertiesautomaticallyatthesamepriceprovidesless
incentivetopreventdamage.Ifdamagesweretooccur,theywouldbe
coveredbytheinsurancepolicy.Ontheotherhand,thecostofdamage
preventionmustbebornebytheindividualhomeowner.Overtime,this
maycontributetohigherinsurancepayouts.Toensurethatthescheme
remainssustainableovertime,itisimportanttoworkproactivelyon
measurestopreventdamagecausedbynaturaldisasters.

8 SeetheNorwegianNaturalPerilsPoolwebsite.

9 Bycomparison,theinsurancepayoutforordinaryfireinsurancewasapproximatelythesameinthatyear.
In2023,morethanNOK15bnwaspaidoutinmotorvehicleclaims,seeFinansNorgewebsite(inNorwegian
only).

10 Thesinglelargestpayouteventin2023was,however,notweather-related,butwasaNOK1.2bnclaimfora
rockslidethathitNorskeSkog’sfacilityinHalden.

https://www.naturskade.no/en/
https://www.finansnorge.no/tema/statistikk-og-analyse/forsikring/nokkeltall-skadeforsikring/#skader
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2. Developments in 
financial institutions
Financialinstitutionsprovidesaving,loansandpaymentservices,and
theyredistributerisk.Tobeabletoperformthesetasks,theinstitutions
mustbeprofitableandrobust,eveninperiodsofmarketstressand
increasedlosses.

2.1 Banks are resilient
Norwegianbanksareprofitableandsolid.IntheBank’sprojections,the
netinterestincomeandprofitabilityofthelargestbanksareexpectedto
fallsomewhatinthecomingyears.Atthesametime,lossesareexpected
toremainatalowlevel.Nevertheless,aheightenedriskofmarket
turbulenceanddownturnentailthatthereisuncertaintysurrounding
developmentsahead.InthisReport,thelargestNorwegianbanksare
definedasthemacrobank,whichcomprisesthesevenlargest
Norwegian-ownedbankinggroups:DNBBank,SpareBank1Sør-Norge,
SparebankenVest,SpareBank1SMN,SparebankenSør,SpareBank1
Nord-NorgeandSpareBank1Østlandet.1

Norwegian banks are highly profitable
Norwegianbankshavebeenhighlyprofitablethroughthepost-pandemic
tighteningcycle,andthereturnonequityinNorway’slargestbankshas
continuedtoincreasethrough2024(Chart2.1).Thisincreaseinprofita-
bilityhasbeenmainlydrivenbyincreasednetinterestincomeandlow
losses.Thereturnonequityisexpectedtofalltoaround13.5%towards

1 On2May2025,SparebankenVestandSparebankenSørmergedtobecomeSparebankenNorge.

Chart 2.1 Banks are highly profitable
Return on equity after tax. Percent

Sources: S&P Capital IQ and Norges Bank
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2028,stillwellabovetheaverageforthepast10years(Chart2.1).In2024,
anumberofbanksreviseduptheirreturnonequitytargets,indicating
thatthebanksexpectcontinuedhighprofitabilityinthecomingyears.

Increased profitability in European banks strengthens resilience
LikeNorwegianbanks,Europeanbankshaveincreasedtheirprofitability
throughthetighteningcycle.Atthesametime,theprofitabilityof
Europeanbanksis,ingeneral,lowerthanScandinavianbanks(Chart2.2).
Increasedprofitabilityimprovesbanks’resilienceandprovidesa
strongerfoundationtoweathercapitalmarketstressandtomanage
economicdownturns.Againstabackdropofdecliningnetinterest
incomeduetolowerinterestratesinmanyEuropeancountries,banks’
returnonequitynowappearstohavepeakedinanumberofcountries
(Chart2.2).

Turbulence abroad increases uncertainty regarding future losses
Theglobaleconomyismarkedbyuncertaintysurroundingthefuture
traderegime(seeSection1).Asawhole,Norwegianbankshavemoderate
directexposuretoexport-orientedindustries,iethosedirectlyimpacted
bytraderestrictions.Justabove15%ofbanks’corporatelendingisto
industriessuchasfishing,shipping,manufacturingandwholesaletrade,
butsincethereareregionalvariationsinindustrystructure,theexposures
ofbankswithdifferentregionaltiescanvary.Whilearoundathirdof
corporatelendingofsomeofthelargeNorwegianbanksistoexport-
orientedindustries,theexposureofotherlargebanksislow.Banksare
wellequippedtowithstandsubstantiallossesonloanstotheseindustries.
However,ifactivitylevelsweretofallsharplyandunemploymentrise
markedly,bankscouldfacelargelossesoncorporateexposuresacrossa
broadrangeofindustries.Asseeninthepast,lossesmayalsoincrease
whenmarketturbulenceincreases.2Ifeconomicdevelopmentsareinline
withprojectionsinMonetary Policy Report 1/2025,banks’creditlosses
areneverthelessexpectedtoremainlow.

2 SimpleVARmodelsforthemacrobankthatcapturetheeffectsofthemacroeconomyandothervariables
onbanklossesindicatethatanincreaseintheVIXindexmayleadtoincreasedbanklosses.

Chart 2.2 Improved profitability among European banks
Return on equity. Percent

Sources:EBARiskDashboard,S&PCapitalIQandNorges Bank
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Credit losses are low
Norwegianbankshavehadlowcreditlossesthroughthetightening
cycle,andlossesalsoremainedlowthrough2024.Reversalsofprevious
loanlossprovisionshavepulleddownrecognisedcreditlosses(Chart2.3).
Theshareofloanswithasignificantincreaseincreditrisk(stages2and3
combined)roseslightlythrough2022and2023(seeboxCredit losses 
and loss provisioning in large Norwegian banksinFinancial Stability 
Report2024H1).Theimpactonbanks’creditlosseswassmall(Chart2.3).
Through2024,theshareofloanswithhighcreditriskfellbacksomewhat,
indicatingimprovedcreditqualityinbanks’loanportfolios.

Corporatedefaultshavefallensteadilyforseveralyearsfromthepeakin
2020andarenowatahistoricallylowlevel.Corporatepaymentdefaults
haveincreasedslightlysince2023(Chart2.4,leftpanel).Lowereconomic
growthandweakpropertymarketdevelopmentsinrecentyearshave
likelyreducedthebusinesssector’sdebt-servicingcapacity.Since2023,
defaultsintheretailmarkethaveincreasedslightlybuthavelevelledoffin
recentquarters(Chart2.4,rightpanel).

Chart 2.3 Credit losses are at a low level
Credit losses as a share of gross lending to customers. Contributions from different banking groups. 

Percent

Source:NorgesBank
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Chart 2.4 Defaults have increased slightly in the retail market but remained 
stable in the corporate market
Defaults as a share of lending to the sector. Percent

Source: Norges Bank
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Theshareofcorporatebankruptcieshasincreasedsincethebeginning
of2023(Chart2.5).Theriseinbankruptcieslikelyreflectslowereconomic
growthandanormalisationfollowingunusuallylowbankruptcyfigures
duringthepandemic.Theshareofcorporatebankruptciesisnowclose
totheaverageforthepast10years.Theincreaseinbankruptcieshas
beenmostpronouncedintherealestatesector,reflectingthefactthat
thissectorhasbeenhitparticularlyhardbyrisinginterestratesand
decliningconstructionactivity(seediscussioninSection1).

Defaultsintherealestatesectorhaveincreasedsignificantly,particularly
inrealestatedevelopment(Chart2.6).Inthe2025Q1surveyofbank
lending,halfofbanksreportedthattheriskofloandefaultsamongreal
estatedevelopershadincreasedsomewhatoverthepastsixmonths.
Continuedhighinterestcostsandlowconstructionactivityareexpected
tocontributetosomewhathigherdefaultsandcorporatecreditlosses
ahead,withthelargestincreaseinlossesexpectedonloanstoreal
estatedevelopers.SeeSection3inFinancial Stability Report 2024H2for
adetaileddiscussionontheriskoflossesindifferentindustries.

Chart 2.5 Bankruptcy rates have increased more in real estate than in other 
sectors
Share of firms that have gone bankrupt over the past 12 months. Percent

Sources:Dun&BradstreetandNorges Bank
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Chart 2.6 Default rates in real estate development are substantially 
higher than the average for the past 10 years
Defaults as a share of lending to the sector. Percent

Sources: Finanstilsynet (Financial Supervisory Authority of Norway) and Norges Bank
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Creditlossesasashareofaveragetotalassetsareestimatedtobe
around0.1%intheperiodto20283(Chart2.7).Thisisclosetotheaverage
forthepast20years.InMonetary Policy Report 1/2025,growthinthe
Norwegianeconomyisprojectedtopickupsomewhatthrough2025.
Highergrowthandasomewhatlowerhouseholdinterestburdenare
expectedtocontributetokeepingbanklosseslow.Ontheotherhand,
conditionsarestilldifficultforsomerealestatefirms,andtheoutlook
forrealestatedevelopmentisuncertain.Thispushesupcreditloss
projectionssomewhat.Atthesametime,thereislimitedpotentialthat
creditlosseswillbepulleddownbyreversalsasthestockofloanloss
provisionsisnowatalowlevel.

Net interest income and banks’ margins are expected to decrease
Ahigherpolicyrateisoftenfollowedbyhighernetinterestincome
becausebanksholdmoreinterest-bearingassetsthaninterest-bearing
liabilities.Whenthepolicyrateisraised,interestincomewillincrease
morethaninterestexpenses(equityeffect).Theequityeffecthas
accountedforaroundhalfoftheincreaseinnetinterestincomeofthe
largestbankssincethetighteningcyclebeganin2021.4

Inaddition,changesininterestmarginsusuallyleadtoincreasednet
interestincomewhenthepolicyrateisraised.Sincethetighteningcycle
beganinautumn2021,developmentsinbanks’residentialmortgageand
depositrateshavediverged.Ingeneral,banks’interestrateshave
increasedlessthanthepolicyrate,butlendingrateshaveincreased
morethandepositrates,whichhaspushedupbanks’interestmargins.
Wholesalefundingaccountsforalargeshareofbanks’funding,andthe
increaseinnetinterestincomehasbeenrestrainedsomewhatbythefact
thatmarketfundingrateshaverisenmorethandepositrates.

3 ThelossestimatesaresupportedbyasetofsimpleVARmodelsforbanks'creditlosses.TheVARmodels
includekeymacroeconomicvariables,suchasmainlandGDPgrowth,thepolicyrate,coreinflationandthe
realexchangerate.ThesetofVARmodelshasbeenexpandedtoincludeabroadrangeoffinancial
indicators,suchascommodityprices,realestatepricesandexpectationindicators,aswellasalternative
measuresofactivityandinterestrates.

4 SeeAlstadheim,R.andR.Johansen(2023)Norwegianbanks’netinterestincomeandmacroeconomic
developmentsoverthepast30years.Staff Memo 17/2023.NorgesBank.

Chart 2.7 Banks' credit losses are expected to remain low
Percent

Sources:S&PCapitalIQ,StatisticsNorwayandNorges Bank
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Chart2.8showsthatthespreadinhouseholddepositratesacrossbanks
haswidenedthroughthetighteningcycle,whereasthespreadinresi-
dentialmortgagerateshasnarrowed.Thismaysuggestthatcompetition
fordepositsisweakerthancompetitionforresidentialmortgages.
Historicaldistributionsofsimilarinterestrateseriesshowthatthespread
indepositratesisalsowiderthanitwasduringprevioustighteningcycles.
Through2024,thespreadinresidentialmortgagerateshascontinuedto
narrow,atthesametimeasthespreadindepositratesremainswide.

Developmentsinbanks’depositratesduringthetighteningcyclemust
alsobeseeninlightofbanks’ampleaccesstodepositfundingduring
andafterthepandemic.Growthinhouseholddepositsdeclinedinthe
yearsfollowing2020buthasedgedupagainsince2023H2.Furthermore,
banksarereluctanttosetdepositratesbelowzeroandhavelowmargins
whenthepolicyrateisparticularlylow.Therefore,depositmarginsmay
haveincreasedconsiderablyowingtothepolicyratebeingraisedfroma
verylowlevel.

Chart 2.8 Spread in deposit rates is wider than in mortgage rates
Distribution of banks average rates. Percent

Source:NorgesBank
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Chart 2.9 High net interest income and low losses have boosted 
banks' earnings 
Income statement items as a percentage of average total assets

Sources: S&P Capital IQ and Norges Bank
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InMonetary Policy Report 1/2025,thepolicyrateisprojectedtodeclinein
theyearsahead.Continuedstrongcompetitionisexpectedtocontribute
toastrongpass-throughfromthepolicyratetoresidentialmortgage
rates.Thiscontributestoresidentialmortgageratesbeingadjusted
slightlymorethandepositrates,resultinginbanks’interestmarginsbeing
graduallyreducedsomewhat.Thedeclineinbanks’interestmargins,
togetherwithalowerinterestratelevelahead(equityeffect),willpull
downnetinterestincomeandthusbanks’profitability(Chart2.9).

Banks are still cost-efficient 
Norwegianbankshavereducedoperatingexpensesoverrecent
decades,partlythroughautomationanddigitalisation.5Atypicalmeasure
ofbanks’costefficiencyisoperatingexpensesasashareofbanks’
assetsoroperatingincome.Inrecentyears,inflationhasincreasedwage
andcostgrowthforfirmsandbanks.Nevertheless,costsasashareof
assetsandincomehaveremainedrelativelystable(Chart2.10).

Norwegian banks have built up buffers and are solid
StrongprofitabilityovermanyyearshashelpedensurethatNorwegian
banksonthewholearesolidandsatisfythecapitalrequirementsbyan
amplemargin.Themacrobank’srisk-weightedCommonEquityTier1
(CET1)capitalratiohasremainedaround18%since2019,andtheleverage
ratioiswellabovetheminimumrequirementof3%(Chart2.11).The
solvencystresstestinSection3showsthatthemacrobankhassufficient
capitaladequacytodealwithaseveredownturn,assumingthatthe
countercyclicalcapitalbuffer(CCyB)issetatzero.Thereissome
variationacrossbanksinhowtheyperforminthestresstest.

Lookingahead,continuedhighprofitabilityandlowlossesareexpected
tokeepbanks’capitaladequacyratiosatahighlevel(Chart2.11).Inthe
projections,newregulationsandmergersnotreflectedinfinancial
statementsat31December2024arenottakenintoaccountasthereis
uncertaintysurroundinghowbankswilladjusttothesechangesandthe

5 SeeAndersen,H.(2020).ThecostefficiencyimprovementofNorwegianbankscanbeexplainedby
automationanddigitalisation.Staff Memo9/2020.NorgesBank.

Chart 2.10 Norwegian banks' operating expenses are low
Banks' operating expenses as a share of operating income and average total assets.
Percent

Source:NorgesBank
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effectontheCET1ratioahead.Inisolation,theamendmentstothe
CapitalRequirementsRegulation(CRR3)andtheincreasedriskweight
floorforresidentialmortgagesforIRBbankswilllikelyreducethemacro
bank’sCET1capitalratiobyaround0.5percentagepoint.Furthermore,
financialstatementsfor2025Q1showthatDNB’sacquisitionofCarnegie,
inisolation,contributedtopushingdownthemacrobank’sCET1capital
ratioby0.7percentagepoint(Chart2.11).

2.2 Multiple drivers of structural change in the 
banking sector
Increased number of mergers in the banking sector
Overthepast20years,thenumberofbanksinNorwayhasfallenfrom
around150to120(Chart2.12).TheNorwegianbankingsectorconsistsof
varioustypesofbankswithdifferentownershipstructuresandtraditions,
includingsavingsbanks,commercialbanksandbranchesofforeign
banks.Overtime,thenumberofbranchesofforeignbankshasincreased,
whilesavingsbankshavebecomefewerandlarger(Chart2.12).
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Chart 2.11 Norwegian banks' capital adequacy remains high
CET1 capital ratio and leverage ratio. Percent

Sources:S&PCapitalIQandNorges Bank
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Competitionforbankingservicesfostersinnovationandefficiency.Over
time,thisisimportantforfinancialstability.Itisuncertainwhether
increasedmarketconcentrationresultingfrombankmergershas
resultedinweakenedcompetitioninthebankingsector.Thedegreeof
competitioninthemarketforbankingservicesdependsonmany
differentfactors,includingthecostofswitchingbanks,customermobility
andwhetherservicesareofferedbymultiplebanksorotherfinancial
institutions.Customers’abilitytoswitchbanksandchoosebetween
differentprovidersofbankingservicesiskeytoanefficientmarketwith
well-functioningcompetition.Therefore,fewerprovidersofbanking
servicesmayweakencompetition.Ontheotherhand,mergersmaylead
tomorebankshavingthecapacitytocompeteinalargergeographical
areaforlargercustomersandforabroaderrangeofservices,whichmay
strengthencompetitionandovertimestrengthenfinancialstability.

Mergers may make banks more cost-efficient
Costefficiencyisapossiblereasonforbankmergers.Iftheongoing
mergersinthebankingmarketyieldeconomiesofscale,thismayresultin
morecost-efficientinstitutionsandpotentiallystrengthenfinancial
stabilityifcompetitiveintensityismaintained.Theliteraturesupportsthe
existenceofeconomiesofscaleinthebankingsector.6Datafromthe
Norwegianbankingsectorindicatethatlargebanksgenerallyhavea
lowercost-to-incomeratiothansmallbanks(Chart2.13).

Regulatorycompliancecostsmaybeanothersourceofeconomiesof
scaleinthebankingsectorandonereasonwhyseveralbanksarenow
choosingtomerge.Bankregulationhasbecomemoreextensiveover
time.Asignificantshareofcompliancecostsisfixedandwilltherefore
weighheavierforsmallbankscomparedwithlargebanks.Thismaymake
mergersprofitable,eventhoughlargebanksareoftensubjecttomore

6 Seeeg:Wheelock,D.C.,andP.W.Wilson(2018).TheEvolutionofScaleEconomiesinU.S.Banking.Journal 
of Applied Econometrics,Vol.33(1),pp16–28;Kovner,A.,J.VickeryandL.Zhou(2014).DoBigBanksHave
LowerOperatingCosts?.FRBNYEconomic Policy ReviewVol.20(2);Hughes,J.P.,andL.J.Mester(2013).
Whosaidlargebanksdon’texperiencescaleeconomies?Evidencefromarisk-return-drivencostfunction.
Journal of Financial Intermediation,Vol.22(4),pp559–585.

Chart 2.13 Large banks typically have a lower cost-to-income 
ratio than small banks
Operating costs as a share of operating income. The natural logarithm of total assets in thousands of NOK. 2024 Q4
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extensiveregulationsthansmallbanks.Furthermore,thelargestbanks
applyaninternalratings-basedapproach(IRB)tocalculatecapital
requirements.Suchinternalmodelsusuallyresultinlowercapitalrequire-
mentsthanthestandardisedapproach(SA),whichsmallbanksmust
apply.AnumberofNorwegianbankshavereportedthatthereasonfor
mergingwithanotherbankwasaneasingofcapitalrequirements,asthe
mergedbankcanapplytheIRBapproachfortheentireloanportfolio.

Regulatory changes may affect interbank competition
TransposingtheCRR3intoNorwegianlawaffectsbothSAandIRBbanks
(seediscussioninFinancial Stability Report 2024H2).Thechangestothe
standardisedapproach,whichenteredintoforceon1April2025,mean
thatSAbankswillhavelowercapitalrequirementsforlow-riskexposures.
Atthesametime,thedecisionhasbeenmadetoincreasetherisk-weight
floorforresidentialmortgagesforIRBbanksfromthecurrentlevelof
20%to25%,witheffectfrom1July2025.

Thechangestothestandardisedapproachwillreducedifferencesin
capitalrequirementsbetweenlargeandsmallbanks.Inisolation,thismay
strengthenthecompetitivenessofsmallbanks,inparticularforlow-risk
loans.Onaverage,thenewrisk-weightfloorforIRBbankresidentialmort-
gageswillbebindingandthusresultinincreasedcapitalrequirements
forthelargestNorwegianbanks.Inisolation,thechangespullinthe
directionofsomewhatweakerincentivesforapplyingtheIRBapproach.
Thismayinturnslightlyreducetheattractivenessofmergerswherethe
intentionistoapplytheIRBapproachontheentirenewbank’sloan
portfolio.Ontheotherhand,thewishtoexploiteconomiesofscale
maystillpullinthedirectionofmoremergers.

Proposed changes may result in a simplified capital structure and 
increased transparency in the savings bank sector
Initsreport,theSavingsBankCommitteeproposedanewcapital
structureforequitycertificatebanksthatislesscomplicatedthanthe
currentownershipstructure.7Intheproposedequitysharemodel,
primarycapitalandequitysharecapitalaretreatedequally,withthe
samelossabsorptionandpriorityforthetwotypesofequity.Thismeans
thattheequitysharemodelcansatisfytheCET1capitalrequirements
undertheCRR3.Aclearerandstraightforwardcapitalstructurewillalso
simplifytheassessmentofbanks’financialpositions,solvencyand
compliancewithregulatoryrequirements.NorgesBanksupportedthe
proposalfortheequitysharemodelinitsconsultationresponsebut
notedthatsuchamodelisneverthelessmorecomplexthanthecapital
structureofpureprimarycapitalbanksorlimitedliabilitysavingsbanks.
Furthermore,NorgesBanksupportedtheSavingsBankCommittee’s
proposalthatbanksthemselvescanchoosewhethertoorganise
themselvesasaprimarycapitalbank,anequitysharebank–cftheequity
sharemodel–oralimitedliabilitysavingsbank.

7 NOU2024:22."Norskesparebanker–tradisjonogtilpasning"[Norwegiansavingsbanks–traditionand
adaptations](inNorwegianonly).

https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2024-2-financial-stability/
https://www.norges-bank.no/aktuelt/nyheter/Brev-og-uttalelser/2025/2025-02-06-horing-sparebanker/
https://www.regjeringen.no/no/dokumenter/nou-2024-22/id3074798/?ch=1
https://www.regjeringen.no/no/dokumenter/nou-2024-22/id3074798/?ch=1
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TheCommitteealsoproposedremovingtheoptiontopayoutcustomer
dividends.Whencustomerdividendsarepaidout,paymentsaremadeto
customersdependingonthesizeoftheirloansand/orthedepositsthey
havehadovertheprecedingyear.Customerdividendshelpmaintaina
highownershipratio,makingitmoreattractivetoinvestinsavingsbanks
withcustomerdividends.Thismayimproveaccesstoequityandfacilitate
recapitalisationinbadtimes.Ontheotherhand,customerdividendsmay
weakencompetitioninthebankingsectorbecauselendinganddeposit
ratesbecomelesstransparent,whichmakesithardertocompareprices
acrossbanks(seeFinancial Stability Report 2022).NorgesBanksupported
theCommittee’sproposaltoremovetheoptiontopayoutcustomerdivi-
dends,inparticularbecauseitmakesthecomparisonofbanks’rates
morecomplicatedandthusweakenscompetition.

2.3 Non-bank financial institutions influence 
systemic risk
Importantfunctionsinthefinancialsystemareperformedbynon-bank
financialinstitutions(NBFIs)8,suchasinsurancecompanies,asset
managersandinvestmentfunds.9Bankshavehistoricallybeensubjectto
fairlystrictregulationbecausetheyengageinmaturitytransformation,
takeonliquidityriskandcreatemoneyintheformofdeposits.Inrecent
years,theEuropeanSystemicRiskBoard(ESRB),theFinancialStability
Board(FSB)andtheInternationalMonetaryFund(IMF)havecalledfor
stricterregulationofNBFIs(seefurtherdiscussionintheboxonpage
42),andthepotentialcontagionofstressfromNBFIstotherestofthe
financialsystemhasgainedincreasedattention.

The share of total assets held by NBFIs has increased over time
Inmanycountries,includingNorway,thetotalassetsheldbyNBFIshave
grownmorethanthetotalassetsheldbybanks.From2013to2023,
NorwegianNBFIs’shareofthefinancialsector’stotalfinancialassets

8 NBFIisanabbreviationfornon-bankfinancialInstitutionsornon-bankfinancialintermediation.

9 SeeSection2of Norway’s Financial System 2024foradescriptionoffinancialinstitutions.

Chart 2.14 NBFIs account for a growing share of the financial sector
Different Norwegian participants' share of financial sector assets. Percent

Sources:FSB,StatisticsNorwayandNorges Bank
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rosebyaround4percentagepoints,thesameasineuroareacountries
(Chart2.14).NBFIs’shareofthesefinancialassetsinNorwayisaround
40%,comparedwithmorethan50%ineuroareacountries.

TheNorwegianfinancialsectorispartoftheglobalfinancialsystem.This
givesinterconnectednessbetweencountriesthroughglobalfinancial
markets,transactionswithnon-Norwegiancounterpartiesandcross-
borderactivitiesbynon-Norwegianfinancialinstitutions.Theimportance
ofNBFIsfortheNorwegianfinancialsystemthereforedependsonboth
NorwegianandinternationalNBFIs.

Insurance companies and mutual funds have shown the strongest 
growth
ThelargestgroupsoffinancialinstitutionsamongNBFIsareinsurance
companiesandmutualfunds(Chart2.15).Thesefinancialinstitutionsare
largeinsizeandhavegrownoverthepast10yearsduetothefactthat
theymanagealargeproportionoflong-termsavings.Lifeinsurance
companiesandpensionfundsmanagepensionsavingsandthese
savingsarepartlyinvestedinmutualfunds.

Chart 2.15 Total assets under management among insurance 
companies and mutual funds have increased most
Norwegian financial institutions' financial assets. In billions of NOK 

Sources: Statistics Norway and Norges Bank

0

2000

4000

6000

8000

10000

12000

NBFIs Banks NBFIs Banks

Banks and mortgage companies
Insurance companies and pension funds
Mutual funds
Other

20242014

Chart 2.16 Higher net subscription of fund units in mutual funds
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Theincreaseinmutualfunds’totalassetsisduetotheriseinthevalueof
securitiesandthenetsubscriptionoffundunits.Intheperiodsince2003,
netsubscriptionsonanannualbasiswerepositiveapartfromin2008
(Chart2.16).10SinceJanuary2024,netfundsubscriptionhasbeen
positiveeverymonthwiththeexceptionofNovember2024.

A number of proposed regulatory changes for mutual funds
In2024,anumberofmutualfundsrelocatedfromNorwaytocountries
suchasSwedenandFinland.Disadvantageousregulationof
Norwegian-registeredfundsweregivenasthereasonfortherelocations.
Anothercitedreasonwasloweradministrationcostswhenthefundsare
basedinonecountry.

Theauthoritieshavechangedandarecurrentlychangingsomeofthe
regulatoryframeworkformutualfundsandtheirassetmanagers.11
Aprimaryobjectiveofthesechangesistostrengthenthecompetitive-
nessoftheNorwegianmutualfundsector.Itremainstobeseenwhether
theproposedchangeswillreducetherelocationofmutualfunds.Over
time,therelocationofmutualfundsmayimpacttheactivityofasset
managementcompanies,potentiallyresultinginmoreemployeesbeing
basedabroadthaninNorway.Assetmanagementcompaniesandthe
mutualfundsthemselvesdecidewheretheiroperationsaretobe
registered.

Throughcross-borderactivities,foreignfundsoffersavingsandinvest-
mentopportunitiestoNorwegiancustomers,theyinvestinNorwegian
securitiesandactascounterpartiesinderivativetransactionswith
Norwegianfinancialinstitutions.Relocatedfundsthereforeretaintheir
significanceforthefinancialsectorinNorway,butthedirectregulationof
thesefundsbyNorwegianauthoritiesisreduced.

The share of loans from Norwegian NBFIs is low, but the ownership 
share of bonds issued by non-financial corporates is high
NorwegianNBFIsaccountforonlyasmallshareofloanstohouseholds
andnon-financialcorporates,butmutualfunds,lifeinsurancecompanies
andpensionfundsholdasignificantshareofbondsissuedbynon-
financialcorporates.Intotal,securitieslendinganddirectlendingfrom
NBFIsaccountedforaround20%ofdomesticcredittonon-financial
corporatesandaround3%tohouseholdsattheendof2024.Thisshare
haschangedlittleoverthepast10years.Bycomparison,banksand
mortgagecompaniesaccountforaround80%ofdomesticcreditto
non-financialcorporatesandaround90%tohouseholds.

Interconnectedness between NBFIs and banks
Directownershipofoneanother’sequityorliabilitiesisanexampleof
directinterconnectednessbetweenNBFIsandbanks.Directownership

10 Notethatforeign-registeredfundsarenotincludedinthemutualfundstatisticsfromStatisticsNorway.
Foreign-registeredfundsmarketedinNorwayareincludedinthemarketstatisticsfromtheNorwegian
FundandAssetManagementAssociation.

11 InNovember2024,theMinistryofFinancebeganallowingcurrencyhedgingwithindifferentshareclasses
inafund.InJanuary2025,theMinistryofFinancesubmittedaconsultationproposaltochangetaxationof
mutualfundsandtheirunitholders.TheMinistryofFinancehasalsosubmittedaconsultationproposalto
allowincome-sharingagreementsbetweenassetmanagementcompaniesandunitholders.
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maybepositiveforfinancialstabilitythroughincreaseddiversification
butmaybeundesirableifownershipisconcentratedamongafew
financialinstitutionsorsimilarfinancialinstitutionsthatwillactuniformly
duringforexamplemarketturbulence.

Assetmanagersareoftenbanks’counterpartiesinderivativecontracts.
Moreover,banksenterintorepurchaseagreements(repos)withhedge
funds(seeboxinSection1onpage17).Suchinterconnectedness,
combinedwiththefactthatNBFIsarekeyownersofbanks’issueddebt,
mayleadtofinancialstressspreadingfromdifferenttypesofinstitutions
tobanks.

Banks’andmortgagecompanies’directassetexposuretoNorwegian
NBFIswasjustunder2%oftotalclaimsattheendof2024(Chart2.17).
Thissharehasfluctuatedovertimebuthasremainedaround2%since
2012.Thelargestexposureistofinancialinstitutionsinthegroup“other
financialcorporations”12andthisisrelatedtobanklendingandbanks’
ownershipshareofequityissuedbyNBFIs(Chart2.17).Inaddition,there
isexposuretothenon-NorwegianNBFIsector,whichisdifficultto
quantifyowingtoalackofdata.ForeignNBFIs’cross-borderactivitywith
Norwegianbanksisshowninofficialstatistics,suchasinfinancialsector
accounts,underthebroadcategory“abroad”.Thereisthereforeaneed
formoredataandanalysesinthisareaanddatacollectioninitiativeshave
beenmadebothinEuropeandinternationally(seeboxonpage42).

Banks’andmortgagecompanies’directliabilityexposuretoNorwegian
NBFIsontheirbalancesheetswas7.5%attheendof2024(Chart2.18),of
which,NorwegianNBFIs’depositsinbanksaccountedforaround2%,
equityholdingsaccountedfor1.6%andbondholdingsaccountedfor
around3.8%.DirectliabilityexposuretotheNorwegianNBFIsectorhas
variedovertimeandhasshownadownwardtrendsince2018.The
largestexposurewastomutualfundsandinsuranceandpensionsfirms.

12 Thisgroupcomprisesfinancecompanies,financialholdingcompanies,financialauxiliaries,statelending
institutions,stateinvestmentcompaniesandotherinvestmentcompanies.
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Chart 2.17 Banks' direct exposure to the Norwegian NBFI sector is low
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Life insurance companies, pension funds and mutual funds are 
key participants in securities markets
Eventhoughbanks’directexposuretoNorwegianNBFIsisrelativelylow
comparedtobanks’totalassets,theNorwegianNBFIsectorisimportant
forbanks’wholesalefunding.Attheendof2024,Norwegianfundsand
insuranceandpensioncompaniesheldjustunder30%ofbondsissued
bybanksandcreditinstitutionsregisteredintheVPS(NorwegianCentral
SecuritiesDepository)(Chart2.19).13Moreover,NorwegianNBFIscan
contributetobanks’fundingbyowningbondsthatarenotregisteredin
theVPS.

Banksholdoneanother'scoveredbondsintheirliquidityportfolios(see
Section3),whichisreflectedinthefactthatbanksholdjustunder40%of

13 BasedonORBOFaccountingstatistics,bonds(coveredbonds,bankbonds,andcertificates)accounted
forapproximately30%ofbanks’andmortgagecompanies’totalassetsattheendof2024.Justunder50%
ofthesebondsareregisteredinVPS.TheshareofVPS-registeredbondsheldbyfundsandinsuranceand
pensioncompaniesisthereforelessthan4%,measuredinrelationtobanks’andmortgagecompanies’
totalassets.

Chart 2.18 Banks have reduced their direct liability exposure to the 
Norwegian NBFI sector
Banks' and mortgage companies' liability exposure to Norwegian NBFIs. As a percentage of 
banks and mortgage companies' total financial assets (liabilities and equity) 

Sources:StatisticsNorwayandNorgesBank
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bondsregisteredintheVPS(Chart2.19).Inrecentyears,foreignowner-
shiphasincreasedto16%.

Ifmanyassetmanagersrebalancetheirportfoliosatthesametimeand
selllargeholdingsofequitiesorbonds,pricesmaybesignificantly
reducedwhenmarketliquidityislow.Onereasonwhyassetmanagers
sellsecuritiesatthesametimemaybetheneedtoraiseliquidityfor
collateral(margining)forcurrencyhedgingcontracts(seeboxbelow).14,15
Acceptedformsofcollateralareagreeduponwhenenteringintoderiva-
tivecontractsandtheseareusuallybankdepositsandtoacertainextent
safebonds.Bankdepositscanbeobtainedbysellingsecuritiesinthe
marketorusingrepos.Inspring2020,directsalesofbondsinthemarket
contributedtoasignificantriseincreditpremiums.Figuresfromasample
ofassetmanagersshowthattheextentofcurrencyhedgingisstillhigh
(seeboxbelow).Moreover,thesurveyshowsthattheabilitytopledge
securitiesascollateralhasincreased.

14 Otherreasonsareoutlinedintheboxonpage51inFinancial Stability Report 2022.

15 Marginspledgedarereferredtoasinitialmarginandvariationmargin,seediscussionintheboxonpage13
inFinancial Stability Report 2022.ForOTCFXswaps,noinitialmarginisrequired.

Survey of Norwegian asset managers
Sincetheendof2023,NorgesBankhascollecteddatafromasampleof
assetmanagersabouttheircurrencyhedgingagainstNOK.1Thiswasdue
totheneedforinformationonhowmuchliquidityassetmanagerswould
requireintheeventofadepreciationofthekrone.Inconnectionwiththe
marketturbulenceinspring2020,NorgesBankfocusedonthepotential
forgreaterflexibilityinthecontractualframeworkbetweencounter-
partiesinthederivativesmarket,andthatanexpandednetworkof
counterpartiescouldincreasethesupplyofliquidityduringperiodsof
stress(seeFinancial Stability Report 2020).Adjustmentsnowappearto
havebeenmadetothecontractualframework:Therehasbeenan
increaseintheuseofreposthatcanincreaseaccesstocashandmargin
agreementsthatallowforusingsecuritiesascollateralinsteadofcash
(bankdeposits).Thismeansthatsellingpressureonsecuritiestoobtain
depositmoneyintheeventofmarketmovementsmaybereduced.

ThetotalhedgedamountisaroundNOK680bn,andtherehavebeen
nosignificantchangesintheextentofcurrencyhedgingsincetheend
of2023(Chart2.A).TheassetshedgedagainstNOKareprimarily
denominatedinUSD.Therespondentsestimatehowmuchcollateralwill

1 Thesampleconsistsof10mutualfundmanagementcompanies.Thesurveycovershedgesmadewithin
thefundsandhedgesmadeforclientsoutsidethefunds.The10companies(listedalphabetically)are:
AlfredBergKapitalforvaltningAS,DanskeInvestAssetManagementAS,DNBAssetManagementAS,Eika
KapitalforvaltningAS,HolbergFondsforvaltningAS,KLPKapitalforvaltningAS,NordeaFunds,Norwegian
Branch,ODINForvaltning,ParetoAssetManagementASandStorebrandAssetManagementAS.

https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2022-financial-stability-report/
https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2022-financial-stability-report/
https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2020-financial-stability/
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needtobepledgedforcounterpartyrisk(variationmargin)ifthekrone
abruptlydepreciatesby20%againstallothercurrencies.Attheendof
2025Q1,respondentsestimatedthattheywouldhaveneededtopledgea
totalofNOK104bn(Chart2.A),aslightincreasecomparedwith2023Q4.

Astothetypeofcollateralthatcanbepledged,therespondentsonthe
wholeestimatethataround60%ispledgedasdepositmoneyinNOK
(Chart2.B)iebankdeposits.Securitiesthatcanbepledgedascollateral
areprimarilyhigh-gradefixed-incomeinstruments.Justover25%ofthe
collateralisexpectedtobepledgedinforeigncurrencysecurities.Itis
alsoestimatedthatNorwegiansecuritiescanbepledgedforaround10%
ofthetotalcollateralrequirement.

Toobtaincashformargincalls,therespondentsonthewholeestimate
thataround40%canbedrawnfromcashreserves2,over20%canbe

2 NotethatCharts2.A-Cshowtotalhedging,whichincludeshedgingofmanagedassetsnotplacedinfunds.
Cashreservesaremainlyheldoutsidethefunds.

Chart 2.A Asset managers' variation margin increases when the krone 
depreciates
Amounts secured in NOK and variation margin when the krone depreciates by 20%.
In billions of NOK

Source: Norges Bank
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Chart 2.B Around 60% of collateral will be posted as cash 
denominated in NOK
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obtainedbysellingsecuritiesandjustunder40%canbeobtained
throughrepos(Chart2.C).3

3 Reposaredescribedintheboxonpage17.

Chart 2.C Cash collateral is raised using cash holdings, repos and the 
sale of securities
Raising cash collateral. Percent

Source: Norges Bank
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Need to expand macroprudential supervision 
to non-bank financial institutions
Macroprudentialmeasuresareaimedatcurbingthebuild-upofvulnera-
bilitiesinthefinancialsystemasawholeandstrengtheningresilience
againstshocks.Sincethefinancialcrisis,thefocushasbeenon
assessingandimplementingmeasuresforbanks,suchashighercapital
requirementsandrequirementsforlargerliquiditybuffers.Ontheother
hand,therehasbeenlessemphasisonthemacroprudentialsupervision
ofnon-bankfinancialinstitutions(NBFIs).Internationally,anumberof
processeshavebeeninitiatedtoinvestigatewhetherthisisadeficiency
inthecurrentregulatoryframework.

Risks and regulation
Regulationshouldseektocorrectformarketfailures.Forexample,itis
importantthatmarketparticipantsunderstandwhichriskstheyexpose
themselvesto.Moreover,itisdifficultforparticipantstoassessthe
consequencesforothersoftheriskstheyassume,andthereforethey
mayunderestimatetheconsequencesifmanyparticipantstakeonthe
samerisksatthesametime.Thiscancausesystemicrisk.Ontheother
hand,participantscapableofbearingriskshouldbepermittedtodosoif
theysochoose,providedtheyareabletoabsorbthepotentiallosses.
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Banksarestrictlyregulatedbecauseacollapseinthebankingsystem
couldhaveseriousconsequencesfortheentirefinancialinfrastructure
andposeasystemicrisk.NBFIshavelongbeenregulatedtoensurethat
theymeettheobligationsassociatedwiththeproductstheyoffer.In
somecases,NBFIsassumingbanks’riskytasksmayhelptransferriskto
institutionsthatarebetterequippedtomanagesuchrisk.Ontheother
hand,itisnotbeneficialifthisisbecausetheregulationisweakerfor
NBFIs,andsystemicriskistransferredfromwell-regulatedbanksto
NBFIs.Itisalsounfortunateifcustomerswiththesameriskaretreated
differently,dependingonwhetherthecounterpartyisabankoranNBFI.1

ItisalsounfortunateifshocksresultingfromNBFIstakingonriskiertasks
propagatetootherpartsofthefinancialsystem.Thiscanoccurthrough
severalchannels.ManyNBFIshavesignificantcreditlineswithbanks,
makingthemco-dependent.Furthermore,banksareoftencounter-
partiesinderivativecontractsenteredintobyNBFIs,creatingadditional
interconnectednessbetweenthesectors.Undernormalcircumstances,
suchinterconnectednessmaycontributetoanefficientallocationofrisk
andliquiditybetweenbanksandNBFIs.However,duringcrises,closeties
mayamplifyeconomicfluctuationsandspreadstresstodifferentpartsof
thefinancialsystem–evenbetweensectorsthatinitiallyappearrela-
tivelyindependent.

International challenges
RegulationiscomplicatedasmanyNBFIscaneasilyrelocatetheir
activitiestootherjurisdictions.Historically,bankshavegarneredtheir
marketadvantagebyoperatingdomestically,whereasnon-banksthat
investinsecuritiescanbelocatedalmostanywhere.Thechoiceof
cross-borderlocalisationisoftendrivenbydifferencesintaxratesand
regulation.2Minordifferencesinregulatoryimplementationmayprompt
therelocationoffundsbetweencountries.Thishas,amongotherthings,
beenbroughttotheforebytherelocationofseveralfundsfromNorway
toSwedenandFinland(seeSection2.3).Cross-borderholdingsalso
complicatethecollectionofdatathatcanprovideabetteroverviewof
interconnectedness,systemicriskandpotentialregulatoryrequirements.
Effectiveregulationthusrequiresbuildingontheextensiveinternational
collaborationthatexistsinbothEuropeandglobally.

Measures and proposals
Inrecentyears,boththeFinancialStabilityBoard(FSB)3andtheInterna-
tionalMonetaryFund(IMF)4havecalledformoreextensiveregulationof
NBFIs.Inspring2024,theEuropeanCommission5initiatedaconsultation
onmeasurestoregulatethisfinancialmarketsegment.Forexample,
thesebodieshaveproposedalimitfortheuseofdebttoincreaserisk,

1 Forexample,loan-basedregulationshouldapplyindependentlyofthetypeofinstitution.InNorway,thisis
solvedbytheLendingRegulationsforlendingtohouseholdsapplyingtoallfinancialinstitutionsoperating
inNorway.

2 Forexample,manyEuropeaninvestmentfundsarelocatedinLuxembourgandmanypensionfundsare
locatedintheRepublicofIreland.

3 SeeLeverageinNon-BankFinancialIntermediation:Consultationreport–FinancialStabilityBoard

4 SeeIMFGlobalFinancialStabilityreport,April2023.

5 Macroprudentialpoliciesfornon-bankfinancialintermediation(NBFI)–EuropeanCommission

https://www.fsb.org/2024/12/leverage-in-non-bank-financial-intermediation-consultation-report/
https://www.imf.org/en/Publications/GFSR/Issues/2023/04/11/global-financial-stability-report-april-2023
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/financial-markets/macroprudential-policy/macroprudential-policies-non-bank-financial-intermediation-nbfi_en
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iefinancialleverage.Leveragecanbeincreasedthroughderivativesand
swapsandisoftendifficulttoidentifybyfinancialcounterparties.They
havealsoproposedprovisioningrequirementstoensureliquidityduring
crises.Inaddition,theyalsopointouttheneedtoenhancetheunder-
standingofhowdifferentmarketsareinterconnected.Thisnecessitates
aneedformoredata,analysisandguidelinesonhowauthoritiesshould
interveneduringvariousshocks.

European regulation
AtaEuropeanlevel,investmentfundsaresubjecttotheUCITSdirective6,
whichregulatessecuritiesfundsmarketedacrossEuropeancountries,
andtheAIFMdirective7,whichregulatesalternativeinvestmentfunds.In
2017,newregulationsforEuropeanmarketinfrastructures(EMIR)8were
introduced.InsurancecompaniesareregulatedthroughtheSolvencyII
directive.9TheAIFMdirective,EMIRandSolvencyIIdirectiveframeworks
havebeentransposedintoNorwegianlaw.Todate,theseregulations
haveprimarilyfocusedonensuringrobustinstitutions,withlimited
considerationgiventosystemicriskelements.

MeasuresproposedattheEUlevel10include:

1. ConductingastresstestoftheentireEuropeanfinancialsystemto
quantifyriskandinterconnectedness.

2. Strengtheningthemacroprudentialperspectivethroughamore
effectiveframeworkforoverseeingnon-bankinstitutions.

3. Improvingdataaccessandriskassessmentswithinthenon-bank
sector.

Overthepastyear,otherinitiativeshavealsobeenpresented.For
example,theBankofEnglandhasproposedregulatinglargeNBFIsmore
inlinewithbanksduringcrises,includingapplyingdirectcrisismeasures.
InNorway,Norges Bank Papers3/2021outlinesprinciplesforliquidity
policy.

Forthetimebeing,NBFIsconstituteasmallerpartofthefinancialsystem
inNorwaycomparedtomanyothercountries.Nevertheless,itisimportant
tocloselymonitordevelopmentsinthissegmentofthefinancialmarketin
thecomingperiod.

6 “Undertakingsforcollectiveinvestmentintransferablesecurities”,seeDirective–2009/65.

7 “AlternativeInvestmentFundManagersandamendingDirectives”,seeDirective–2011/61.

8 “EuropeanMarketInfrastructureRegulation”,seeDerivatives/EMIR–EuropeanCommission

9 SeeDirective–2009/138.

10 SeeFinancialintermediationbeyondbanks:takingamacroprudentialapproach

https://www.norges-bank.no/en/news-events/publications/Norges-Bank-Papers/2021/papers-32021/
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex%3A32009L0065
https://eur-lex.europa.eu/eli/dir/2011/61/oj/eng
https://finance.ec.europa.eu/capital-markets-union-and-financial-markets/financial-markets/post-trade-services/derivatives-emir_en
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=celex%3A32009L0138
https://www.ecb.europa.eu/press/blog/date/2024/html/ecb.blog20241128~09c5bff32d.en.html
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3. Stress testing 
banks
NorgesBankistaskedwithpromotingfinancialstabilityandconducts
regularstresstestsofbanks’liquidityandsolvency.Thestresstestsare
usedtoanalysehowexternalshocksandvulnerabilitiesintheNorwegian
financialsystemmaycausefundingproblemsandbanklosses.
Accordingtotheresults,banksarerobustandcanweathersevere
marketturbulenceanddownturnsintheNorwegianeconomy,enabling
themtomaintaintheirfunctionsandthereforenotamplifyadownturn.

3.1 A severe global stress scenario results 
in market turbulence and an economic 
downturn
Therehavebeensubstantialpricemovementsinfinancialmarketsin
recentmonths,andtheeconomicoutlookismoreuncertainthannormal.
Ifbanksarenotrobustinthefaceofmarketturbulenceanddownturns
thatmaycausesubstantialliquidityshortfallsorcreditlosses,suchshocks
cantriggerfinancialcrises.Thiswillentailsubstantialeconomiccosts.

Inthestressscenario,asituationisoutlinedwithahighlyuncertain
domesticandglobaleconomicoutlook.Intheliquiditystresstest,
conditionsareappliedthatinfluencebanks’liquidityandfundingovera
periodofsixmonths.Inthesolvencystresstest,conditionsareapplied
thatinfluencebanks’profitabilityandlossesoverathree-yearperiod.
Bothstresstestsarebasedonthesamescenario.

Norwegian financial markets are severely impacted in the scenario
Thescenarioassumessubstantialnegativeeffectsininternational
financialmarketsandaglobaleconomicdownturnwhereriskpremiums
increasesubstantiallyasaresultofheighteneduncertaintyandreduced
confidenceineconomicstability.Investorsshiftcapitalfromriskyassets
insmalleconomiestopresumedsaferinvestmentsinlargeeconomies
withmoreliquidcurrencies.Thisresultsinparticularlynegativeeffects
forsmall,openeconomies.

Inthescenario,marketstressisexpectedtoresultinlargemovementsin
thekroneexchangerateintheshortterminresponsetothedepreciation
ofthekroneandotherminorcurrencies.Largefallsinglobalequity
marketsalsoforceNorwegianassetmanagerstosellNOKandbuy
foreigncurrencytomaintaintheextentofFXhedginginglobalinvest-
mentportfolios.Thisamplifiesmovementsinthekroneexchangerate
andcausesmoreinternationalinvestorstoexitNorway.

Section3
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Inthescenario,uncertaintyleadstohigherfundingmarketriskpremiums.
Forthefirstsixmonthsofthescenario,itisassumedthattherepomarket
ceasestofunctionandNorwegianbanksloseaccesstofundingin
foreignmoneymarkets(Table3.1).Theredistributionofliquidityis
weakenedandthemoneymarketrateincreasessignificantly.Itisalso
assumedthatNorwegianbankshavenoaccesstothedomesticand
globalbondandshort-termpapermarketsforthefirstsixmonths.
Norarefirmsabletoobtainfinancinginthebondmarketandthushave
todrawontheircreditlinesinNorwegianbanks.

Economic developments in Norway weaken in the scenario
Thesolvencystresstesthighlightsbanks’abilitytomanageasharp
economicdownturn.Financialmarketstressandthedownturninthe
internationaleconomyareassumedtocauseapronouncedand
protracteddeclineinactivitylevels(Table3.2).Asaresultoflower

Table 3.1 Assumptions about net payments and falls in value in the 
liquidity scenario

0–30
days

1–2
mths

3–6
mths

ProxyLCR
30days

The percentages specify the share of contractual payments that are not refinanced but must be paid

Money market

InterbankdepositsinNorway 0% 0% 0% 100%

Repomarket 100% 100% 100% 100%

Depositsfromfinancialinstitutions,inFX1 100% 100% 100% 100%

Derivatives

Currencyswaps 0% 0% 0% 100%

Kronedepreciationthatrequirescollateral2 -20% 12% 6% HLBA

Short-term paper and bonds 100% 100% 100% 100%

Customer deposits3 

Retail/SME–guaranteed 1.0% 1.5% 2.5% 5.0%

Retail/SME–non-guaranteed 2–4% 2–4% 5–10% 10–16%

Largefirms–operationaldeposits 1–7% 1.5–8% 2.5–10% 5–25%

Largefirms–guaranteed 4% 10% 10% 20%

Largefirms–non-guaranteed 6% 10% 20% 40%

Othercontractualinflowsandoutflows 100% 100% 100% 100%

The percentages specify a fall in value

Liquidity reserves

Centralbankreserves 0% 0% 0% 0%

Treasurybillsetc(Level1) 5% 0% 0% 0%

Coveredbonds(Level1) 10% 0% 0% 7%

Other 15–50% 0% 0% 15–50%

1 Includescustomerdepositsfromotherfinancialinstitutions.
2 Thepercentagesspecifychangeinthekroneexchangerate.AnegativechangeisaNOKdepreciationand

generatesinflowsforthebank.HBLA:Historiclook-backapproach,cf.LCRrules.
3 Thepercentagesspecifyoutflowsasshareoforiginalbalancesheetamounts.
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consumerconfidenceandaweakereconomicoutlook,households
increasesavingandreduceconsumption.Thedeclineindemandleads
toadeclineinGDPandhigherunemployment,whichinturnresultsinan
increasingnumberofhouseholddefaults.Thefallintheequitymarket
alsoreducethewealthofmanyhouseholds.

Inthesolvencystresstest,asubstantialfallininvestmentweighson
demand.Inaddition,thecreditsupplyforfirmsthatrelyonbond
financingislimitedandriskpremiumsareelevated.Heighteneduncer-
taintyandreducedeconomicactivityleadtoasharpfallinresidential
andcommercialpropertyprices.Firmsthatbenefitfromaweakerkrone
copebetterthanothersthroughthedownturn.Realestatesectorfirms
arehitespeciallyhardbyafallinresidentialandcommercialproperty
prices.

VulnerabilitiesintheNorwegianfinancialsystemresultinhigherriskof
aparticularlysteepdeclineinGDP.Aseveredownturnis,forexample,
illustratedbythe5thpercentileofGDPgrowthtwoyearsahead(see
Chart2.Bonpage20inMonetary Policy Report 1/2025).Greater-than-
normaluncertaintyisreflectedinthestressscenariobyamore
pronounceddeclineinGDPformainlandNorwaythanthe5thpercentile
nowindicates.Automaticfiscalstabilisersareassumedtofunctionas
normal,butnospecificfiscalresponsetothecrisisisassumed.

Table 3.2 Macro-economic aggregates. Annual change.1 Percent

2025 2026 2027 2028

GDPformainlandNorway 1.2 -3.7 -2.6 1.2

CPI-ATE 3.4 2.3 2.0 1.5

Privateconsumption 2.2 -2.0 -0.4 1.3

Businessinvestment 1.7 -8.7 -14.9 5.1

Registeredunemployment 2.0 3.7 4.9 4.0

Policyrate 4.4 2.4 0.1 0.0

Moneymarketpremium 0.2 0.7 0.5 0.4

Residentialmortgagerate 5.5 4.5 2.0 1.8

CREprices2 5.7 -19.2 -19.0 6.3

Houseprices 8.1 -10.5 -7 5.2

Creditgrowth(C2)tohouseholds 3.8 -1.5 -0.7 1.5

Creditgrowth(C2)toNFCs.mainlandNorway3 3.7 -4.5 -2.5 2.0

Totalcreditlosses4 0.1 2.8 1.8 1.2

CET1capitalratio 18.9 15.4 15.2 15.2

1 Unlessotherwisestated.Levelvariablesaremeasuredasannualaverages.Projectionsfor2025forGDPfor
mainlandNorway,privateconsumption,registeredunemployment,houseprices,credit,consumerprice
indexandmortgageratesaretakenfromMonetary Policy Report 1/2025.

2 PricesforprimeofficespaceinOslo.
3 NFCsarenon-financialcorporates.Four-quarterchangeasatQ4.
4 TotalcreditlossesasapercentageoflendingtocustomersandCET1capitalratioforthemacrobank.

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

https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2025/mpr-12025/
https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2025/mpr-12025/
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Section33.2 Substantial market turbulence results in 
liquidity problems, but banks are equipped 
to cope for an extended period
Intheliquiditystresstest,banksareassessedinanassumedsituation
withsubstantialmarketturbulenceandfundingshortfalls,specifiedinthe
scenariodescribedabove.Theresultsshowthatthemacrobank(the
sevenlargestNorwegian-ownedbankinggroups)hassufficientliquidity
reservestoweatheranextendedperiodofseverestresswithout
receivingnewwholesalefunding.

Banks should expose themselves to liquidity risk
Banksfaceliquidityriskbecausecustomerscantakeoutlong-termloans
whiledepositorscanwithdrawtheirfundsatanytime.Bankscontributing
tomaturitytransformationisefficientforsociety,anditisthereforenotan
objectivepersethatbanks’liquidityriskisaslowaspossible.When
banksaresufficientlyliquid,peoplecanmakepayments,save,borrow
andhedgeagainstfinancialrisk.Banksmustthereforeberesilient
enoughtohandleextraordinaryoutflowsandmaintainoperations,even
duringmarketstress.Financialstabilitycanbethreatenedifmanyor
largebanksfaceseriousliquidityproblems.

Contractualmaturitiesshowmaturitytransformationinnormaltimes
(Chart3.1).Bankshavesubstantialcontractualmaturitieswithveryshort-
termhorizons.Thisisduetodemanddepositsaccountingforalarge
shareofbanks’funding.Inaddition,banks’wholesalefundingmaturities
rangefromonedaytomorethanfiveyears.Banks’inflowsaremainly
fromcustomers’loanrepayments.

Attheendof2024,allNorwegianbanksmettheliquidityrequirements,
seeFinanstilsynet’s(FinancialSupervisoryAuthorityofNorway)Solvency
reportforfinancialinstitutionsetc.of31December2024(inNorwegian
only).Theliquidityruleshelpreducevulnerabilitiesinthefunding
structureastheliquiditycoveragerequirementmakesitmorecostlyfor

Chart 3.1 Banks take liquidity risk
Contractual cash flows. Macro bank. February 2025. In billions of NOK

Source: Finanstilsynet (Financial Supervisory Authority of Norway)
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bankstohaveahighshareofshort-termdebtandunstablefunding.
Undertheliquiditycoverageratio(LCR)requirement,banksmustholda
bufferofliquidassetsthatcanwithstandnetliquidityoutflowsand
fundingproblemsfor30days,seeNorway’s Financial System 2024.
Banksmustalsomeetthenetstablefundingratio(NSFR)requirements
thatrequirebankstofundilliquidassetswithlong-termfunding,thereby
limitingrefundingrisk.

Asthelenderoflastresort,NorgesBankcanprovideextraordinary
liquiditytothebankingsystemorindividualbanksandtherebyhelpto
preventfinancialproblemsfromspreadingandescalatingintoamajor
crisis.However,itisfirstandforemosttheresponsibilityofbanksthem-
selvestomanagetheirliquidityrisk.Banksmustadjusttheirbalance
sheetstomanagesubstantialriskwithoutliquiditysupportfromthe
centralbank.Theliquiditystresstestassumesnoexplicitmeasuresfrom
NorgesBankorotherauthorities.

About the liquidity stress test
Theliquiditystresstestmodelisatoolforsheddinglightonhowseveremarketstresscanimpactbanks’
funding.1Theaimofanalysingscenariosinthemodelisnottocalculatepreciseoutcomes,butratherto
structurechallengesandassessmentsrelatingtobanks’liquidityandfunding.Themodelisdesignedto
captureliquidityandfundingcharacteristicsofthesevenlargestNorwegian-ownedbankinggroups.The
stressintheliquidityscenariodoesnotoriginatewithindividualbanksbutareduetoshocksthatimpact
theentirebankingsector.Banksarestress-testedindividually,andtherearenoexplicitlinksbetweenthe
banksinthemodel.Themodelispartialinthesensethatthesituationofbanksdoesnothaveafeedback
effectonthebehaviourofothermarketparticipants.Forexample,itisconceivablethatdepositors
transferfromthehardesthitbankstothelessaffected,butstressfactorsareequalforallbanksThe
resultsmustthereforebeinterpretedwithcaution,buttheydoprovideanoverviewofhowbankswill
managesubstantialliquidityproblems.Theimpactondifferentbankswillvary.

Themodelisacashflowanalysisofinflowsandoutflowsrelatedtoassets,liabilitiesandoff-balance
sheetitems.Inaddition,eachbankhasinitialholdingsofliquidassets,whichalsoprovidethebasisfor
theLCRcalculation.

WhiletheLCRrequirementrequiresbankstoholdliquidassetsasabufferagainstagivenlevelof
liquiditystressovera30-dayperiod,theliquiditystresstestcoversaperiodofsixmonths.Thestress
assumptionsalsodifferfromtheLCR.Themodelisbasedonthedataset“AdditionalLiquidityMonitoring
Metrics”fromFebruary2025,whichbanksreporttoFinanstilsynet(FinancialSupervisoryAuthorityof
Norway).Thedatasetincludesadetailedoverviewofbanks’contractualinflowsandoutflows.Cashflows
understressareestimatedusingassumptionsaboutthebehaviourofthebankitself,customers,other
banksandothermarketparticipants(Table3.1).

Theliquiditystressteststressesbank’sliquidityforallcurrenciescombined,andassumesthattheFX
marketfunctions.

1 SeeErardetal(2025).“Liquidityriskinthebankingsystem–anewmodelandastresstestwithacyberscenario”[inNorwegianonly]Staff Memo2/2025.
NorgesBank

https://www.norges-bank.no/en/news-events/publications/norways-financial-system/2024-nfs/
https://www.norges-bank.no/aktuelt/publikasjoner/Staff-Memo/2025/staff-memo-2-2025/
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Section3
Banks have liquidity reserves to withstand financial market turbulence
Theliquiditystresstestisbasedonbanks’contractualmaturitiesand
includessomeofthetheassumptionsunderlyingtheLCRrequirement.
Thisyear’sstresstestexaminestheeffectsofliquiditystressovera
periodlongerthantheLCR’s30-dayhorizon.Theassumptionsalso
includemorepronouncedliquidityeffectsfromkroneexchangerate
movementsthroughmargincallsthanassumedundertheLCRrequire-
ment(seeboxonpage51andTable3.1).Inaddition,amajorfallin
valueoftheliquidityreserveisassumed.Theadjustmentsenablean
assessmentofhowanotlikelyyetconceivablescenariomayimpact
banks’liquiditysituation.

Wholesalefundingisakeysourceoffundingforbanks,andbonds,
short-termpaperandotherdebtamounttoslightlylessthan50%of
bankinggroups’funding(seeTable4inbankstatisticsonNorgesBank’s
website).Inthefirstweeksofthescenario,bankshavesubstantialnet
liquidityoutflowsastheyareassumedtobeunabletorollovershort-term
fundingintheinternationalmoneymarket,andcustomerdepositsin
foreign-currencyfromfinancialinstitutionsareassumedtobewithdrawn
frombanksintheirentirety(Chart3.2).Whentherepomarketceasesto
function,thisresultsininflowstothemacrobankatthebeginningofthe
scenario,atthesametimeastheliquidityreserveisdrawndown.Thisis
becausebanksasawholearenetlendersintherepomarketandreceive
bondsascollateral.Lackofopportunitiestorefinancemorelong-term
wholesalefundingwillresultinoutflowsforbanks,inparticularinthe
latterhalfofthestressperiod.

Thepotentialsizeofcustomerdepositwithdrawalsduringsixmonthsof
marketstressisuncertain.Thebankingturmoilinspring2023,when
severalsmallandmedium-sizedUSbanksexperiencedliquidityand
solvencyproblems,showedthatdepositscandisappearveryquicklyif
confidenceinabankislost.Inthescenario,alossofconfidenceisnot
assumed,butitisneverthelesstakenintoaccountthatsomebanksmay
experiencedepositwithdrawals.Forexample,disinformationand

Chart 3.2 Net outflow varies through the scenario
Net outflow per period as a share of total net outflow throughout the 6-month 
period. Macro bank in the stress scenario. Percent

Sources: Finanstilsynet (Financial Supervisory Authority of Norway) and Norges Bank
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Section3
misinformationmaycontributetoalossofconfidenceandarunon
depositsinbanksthatdidnotoriginallyfacedifficulties,anddeposits
maybetransferredtootherbanksinNorwaythanthoseincludedinthe
stresstest.

Manycustomerswillnotwanttomovetheirdepositstomutualfunds
whenpricesfallinbondandequitymarkets.Iftheyhadnevertheless
movedtheirdepositstomutualfundsthatinvestinNorwayorbought
securitiesfromNorwegianmarketparticipants,thiswouldnothave
reducedtotalbankdeposits.Thedepositswouldthenhavemerelybeen
heldbysomeoneelse.ThisisnotthecaseintheUS,wheresomemoney

Movements in the krone exchange rate affect the liquidity needs of 
financial system participants
Largemovementsinthekroneexchangeratewillreduceorincreasethevalueofbanks’foreign-currency
assetsandliabilities.Norwegianbankshavelargelyhedgedforeignexchangeriskthroughforeign
exchangeandcurrencyswaps,andopenFXpositionsareverysmall.Exchangeratevolatilitycan
neverthelessaffectliquidityneeds.

Toensurethatthecounterpartywillhonouraswapagreement,marginsaregenerallyrequiredtobe
postedforthedurationofthecontract.Marginisoftenpostedintheformofdeposits(cash).Bankshave
moreforeign-currencyliabilitiesthanassetsandwillthereforehavetopostmarginwhenthekrone
appreciates.Assetmanagershavelargeforeign-currencyinvestmentsthatarecurrency-hedgedand
mustpostmarginwhenthekronedepreciates.Banksarelargelytheassetmanagers’counterpartiesin
theseswapagreements.

With a weaker krone, banks receive liquidity inflows, but funding markets may weaken
Intheliquiditystresstestscenario,thekroneexchangerateisassumedtodepreciatetemporarilyby
20%,appreciatingtosomewhatbelowtheoriginallevelthereafter.Thisresultsinmarginpaymentsby
assetmanagersandotherstobanks,thereforestrengtheningbanks’liquiditypositionatthebeginningof
thescenario(seetheitem“derivatives”inChart3.2).

Atthesametime,thekronedepreciationinthescenariomaycontributetofiresalesbyassetmanagers
tobeabletopostsufficientmarginatshortnotice.Inthescenario,itisassumedthatthiscontributesto
afallinthemarketvalueofbanks’liquidityreserves.DuringthemarketturbulenceinMarch2020,selling
pressureonbanks’fundinginstrumentshadanegativeimpactonbanks,eventhoughtheyreceivedan
inflowofliquidityfromassetmanagers.Sincethen,anumberofassetmanagershaveenteredinto
agreementsthatallowformoreflexibleformsofcollateral,andvulnerabilitiesrelatingtofiresaleshave
likelybeenreducedsomewhat(seeboxonpage40inSection2).

With a stronger krone, banks will need liquidity
Ifthekroneweretoappreciate,bankswouldhavetopostcollateral.Thiswould,inisolation,weakentheir
liquiditypositions.TheLCRrequirementdoesnotrequirethatbanksmustholdliquidityreservestofully
coverliquidityneedsintheeventoflargeexchangeratemovements.However,astrongerkronewillnot
constitutesignificantliquiditystressforthemacrobank.A20%appreciationofthekroneequalsa
liquidityneedofaround8%ofthemacrobank’sliquidityreserves.Forindividualbanks,liquidityneeds
mayvaryconsiderably.
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Section3
marketfundscanplacedepositsatthecentralbank,withtheresultthat
depositscanbewithdrawnfromthebankingsystem.Ifcustomersplace
moreoftheirdepositsinmutualfundsthatinvestabroad,banks’
customerdepositsmaydeclineatthesametimeasnetforeignfunding
increases,butthisisnotanassumptioninthisyear’sstresstest.Inthe
scenario,5%ofguaranteedretaildepositsarewithdrawnoveraperiod
ofsixmonths(Table3.1).Bycomparison,theassumptionintheLCR
requirement,whichisintendedtoreflectbothaspecificinstitutional
shockinadditiontomarketturbulence,isa5%withdrawalover30days.

Asthereisalackofhistoricalexamplesofbanksdrawingdowntheir
liquidityreserves,asharpfallinthevalueofliquidityreservesisassumed
inthestresstest(Table3.1).Thisistoenableanassessmentofbanks’
robustnessinanevenmoreseverecrisisthanassumedintheLCRstress
test.Thefallinvalueisalsointendedtoreflectsecond-roundeffects.In
thescenario,thevalueofcoveredbondsfallsby10%,reflectingahigh
concentrationinthecoveredbondmarket(seeboxonpage54).The
valueofotherveryhighqualitysecurities,suchasgovernmentsecurities
anddebtsecuritiesissuedbylocalgovernmentsandinternationalbodies
fallsby5%.OtherliquidreservesareassumedtofallinvalueasintheLCR
scenario,leadingtoafallinthevalueofthemacrobank’sliquidity
reservesofjustunderNOK70bnover30days.

Theresultsoftheliquiditystresstestindicatethatmostbankshave
sufficientliquidityreservestocovernetoutflowsforsixmonths(Chart
3.3).Theextenttowhichbanksexceedtheliquidityrequirementsaffects
theoutcomeoftheliquiditystresstest.Themoreliquidtheassetsand
themorestablethefundingstructure,thebetterequippedbanksareto
copewithliquiditystress.

Liquidity reserves are a buffer that can be used
Banksholdsecuritiesintheirliquidityreservesthatcanbesoldor
pledgediftheyhavedifficultiesobtainingnewfunding.Althoughmost
bankshavesufficientliquidityreservestocovernetpaymentsfora

Chart 3.3 The liquidity stress test shows that banks can weather market 
stress
The number of banks with positive liquidity reserves in the stress scenario and aggregated 
residual liquidity reserves as a percentage of the macro bank's original liquidity reserves

Sources: Finanstilsynet (Financial Supervisory Authority of Norway) and Norges Bank
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Section3

periodofsixmonths,banks’LCRwillweakenthroughthescenarioperiod
(Chart3.4).Thisisprimarilybecausebanksusetheirliquidityreservesto
coverfundingshortfalls.Afallinthevalueofthereservealsoleadstoa
lowerLCR.

Banksaredependentontheirabilitytoissuenewcoveredbondstokeep
theirLCRabovethe100%requirement.Thisrequiresanopencovered
bondmarket.Inthescenario,themarketisassumedtobeclosedand
banks’donotsatisfytheLCRrequirement.

Banks’liquidityreservesserveasabufferthatcanbedrawnuponduring
periodsofliquiditystress,anditisthereforeunderstoodthattheLCRcan
fallbelowtherequirementintimesofmarketturbulencethatresultin
fundingproblemsforbanks.Allbankshaverecoveryplansthatinclude
measurestobeimplementediftheyfaceconsiderabledifficulties.When
abankdrawsonliquidityreserves,resultinginlowlevelsofLCR,thebank
isrequiredtopresentaplantoFinanstilsynetonhowitwillrestorethe
reserves.Finanstilsynetwillassesstheplaninlightofthemarketsituation
anddecidewhetherthebank’smeasuresandthetimeallocatedto
restoringtheliquidityreservesarerealisticandsufficientforthebankto
buildresiliencesothatitcanagaincopewithfutureliquidityandfunding
difficulties.

Chart 3.4 LCR proxy through the stress scenario
Macro bank. Percent

Sources:Finanstilsynet (FinancialSupervisoryAuthorityofNorway)andNorgesBank
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Section3Concentration in the covered bond market 
may weaken banks’ liquidity
Coveredbondsarebondsprimarilycollateralisedbyresidentialmort-
gagesandarethemostimportantsourceoffundingforbanksafter
customerdeposits.Inaddition,halfofliquidityreservesinNOKconsistof
coveredbonds(Chart3.A).Banksalsousecoveredbondsascollateral
forloansfromNorgesBank.Preservingthevalueandmarketliquidityof
coveredbondsisthereforeimportantforbanks’liquidity.

Fire sales may amplify market stress and impair banks’ liquidity
Ingeneral,allinvestorswithliquiditydifficultiescangenerateselling
pressureiftheyhavesubstantialinvestmentsinonesingleclassof
securities.Sellingpressurecanleadtoafallinvalueortoaless
well-functioningmarketfortheclassofsecurities.Liquiditydifficulties
maybeduetotheinabilityofinvestorstoobtainrefinancingorhaving
largecollateralrequirementsinfinancialcontracts.Investorscanalso
generatesellingpressurewithmajorchangestotheirinvestmentprofile,
forexampleasaresultofweakerreturnsorchangedpreferences.Such
“voluntary”divestmentwilloftenenableinvestorstosellsecurities
efficientlyandthereforemorerarelytriggerseverefiresalesand
substantiallyimpactmarketprices.

BanksoperatinginNorway,includingbranchesofforeignbanks,areby
farthelargestinvestorsincoveredbonds,accountingforaround60%.
Theyholdcoveredbondsinliquidityreservessincecoveredbondsare
deemedhigh-qualityliquidityassets.Thismeansthatcoveredbondscan
berealisedorborrowedagainstifbanksneedliquidity.Firesalesmaybe
triggeredifmanybanksexperienceliquiditydifficultiessimultaneously.
Thismaymakeitmoredifficultforbankstoobtainnewfundinginthe
coveredbondmarket,whichinturnmayamplifyliquidityandfunding
problems.

Chart 3.A The composition of liquidity reserves is stable
NOK liquidity reserves by type of asset. Norwegian banks.
Value after haircut. Percent

Source: Finanstilsynet (Financial Supervisory Authority of Norway)
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Section3
Intheliquiditystresstest,themacrobanksellscoveredbondstocover
liquidityneeds.Thesalesaccountforapproximately15%ofallcovered
bondsinthemarket.IfallbanksintheNorwegianbankingsector
experiencethesameproblemsasthemacrobank,thesaleisestimated
toamounttoaround40%ofthecoveredbondmarket.Thisfigurealso
includessalesfromotherNorwegianbanksandNorwegianbranches
offoreignbanks.

OtherNorwegianfinancialinstitutionssuchasassetmanagers,also
investheavilyincoveredbonds.Sellingpressurefromtheseinvestors
mayleadtoafallinpricesandamplifymarketstress,asseenduringthe
pandemicin2020.Inaddition,mutualfundsmay,inaseveremarket
stressscenario,needtoconductfiresalesofsecuritiesiftherearelarge
withdrawalsoffundunits.

Foreignalternativeinvestmentfunds(AIFS,hedgefunds)havebecome
importantinvestorsinthecoveredbondmarketinrecentyears(seebox
onpage17inSection1).HedgefundsholdaroundNOK200bnof
coveredbonds,amountingto20%ofthemarket.Thesefundsfinancethe
purchaseofcoveredbondsbyborrowingfrombanksthroughrepur-
chaseagreementsthatarewellsecuredbycoveredbonds.Thespread
betweentheborrowingrateandthecoveredbondyieldisnotwidebut
canneverthelessgenerateasolidreturnonequitybecausethehedge
fund’sequityratioislow.Thiscanbeavulnerableconstruction,aseven
smallmovementsinmarketpricesmayleadtonegativehedgefund
returns,whichmayforcethefundtoretreatfromthecoveredbond
market.Asignificantsell-offmayhavenegativeconsequencesforthe
valueofcoveredbondsandincreasebankinggroups’fundingcostsin
thecoveredbondmarket.Ultimately,thismaypreventthemfrom
obtainingnewfundinginthecoveredbondmarket.

3.3 Banks can withstand a severe economic 
downturn
Theaimofthesolvencystresstestistoshowbanks’capacitytowith-
standadeepeconomicdownturnwithlargelosses.Itcastslighton
whetherbankshavesufficientcapitaltowithstandlargelosseswithout
amplifyinganeconomicdownturnbytighteninglending.

Thesolvencystresstestisbasedonthecurrentmacroeconomicsituation
andbanks’capitalratios.1Thebaselinescenarioforactivitylevelsinthe
NorwegianeconomyisinlinewithprojectionsinMonetary Policy Report 
1/2025.Inthesolvencystresstest,itisassumedthattheeconomyis
exposedtolargeshocks(seeSection3.1)andthatbanksareexposedto

1 Thebaselinescenariodoesnottakeintoaccountnewregulationsandmergersthatarenotreflectedinthe
financialstatementsatyear-end2024asitisuncertainhowbankswilladjusttothesechangesandwhat
theeffectwillbeoncapitalratios(seeSection2).

https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2025/mpr-12025/
https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2025/mpr-12025/
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Section3
significantliquiditystresswithafallinthepriceofsecuritiesinthefirst
yearofthecrisis(seeSection3.2).

Banks’capitalratios,earningsandlossesinaneconomicdownturnare
analysed,giventheassessmentoffinancialsystemvulnerabilities.The
analysistakesintoaccountthatbanksarebothaffectedbyandaffect
economicdevelopments.

Substantial losses on corporate exposures but banks have sufficient 
buffers
Inthesolvencystresstest,banksincursubstantiallossesoncorporate
exposures.Thisisduetomanyfirmsfacingweakdemandanddifficulties
fullypassingonhighercoststoprices.Banksincursubstantiallosseson
CREexposures,aswellashigherlossesonloanstohouseholdsowingto
afallinhousepricesandhigherunemployment.

Stableearningsandsufficientsolvencyamongbankshelpthemwith-
standadeepdownturnwithouttighteningcreditsupply.Themacrobank
maintainsitscapitalratiosinexcessoftheregulatoryrequirements
throughoutthescenario(Chart3.5).Thecountercyclicalcapitalbuffer
(CCyB)rateisassumedtobesetatzero,givingbanksmoreroomto
providecredit.Themacrobankisalsowellabovetheleverageratio
requirement.

Thesolvencystresstestprimarilyfocusesonhowthemacrobankcopes
inthescenario.Theperformanceofindividualbanksvariesbecausethey
havedifferentstartingpoints.Thismayforexamplebedifferences
betweenactualcapitalratiosandthecapitaladequacyrequirement,
differentlevelsofnetinterestincomeordifferentexposuretocorporate
loansorthesecuritiesmarket.Eventhoughaweightedaverageofthe
sevenlargestNorwegian-ownedbankinggroups’CET1ratiosmeetsthe
requirementthroughthescenario,differentpathsforindividualbanks
mayresultinthembreachingcapitalrequirements.Changesincapital
requirementsandmergersin2025,whichhavenotbeentakeninto
account,mayalsohavesomeeffectontheresults.

Chart 3.5 Macro bank’s capital adequacy remains elevated in the scenario 

Percent
Macro bank’s capital requirements and CET1 ratio, baseline and stress scenario. 

Sources: Banking groups’ quarterly reports, Finanstilsynet (Financial Supervisory Authority of Norway), S&P Capital IQ and Norges Bank 
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Section3
Tocounterafallincapitalratios,somebanksmaywishtocurtaillending
growth,andothersmaybelesswillingtoacceptnewcustomers.Other
factorsmayalsolimitbanklending,forexample,ademandingliquidity
situationforbanksorconsiderableuncertaintyaboutwhetherfuture
developmentsmayresultinchangestocreditratingsandtighterlending
conditionsforbothfirmsandhouseholds.Atthesametime,lowercredit
demandinthescenariowilldampentheneedforcreditfrombanks,and
tighterlendingbybankswilllikelynotamplifyaneconomicdownturn.

The systemic risk buffer provides additional resilience
Howlossandearningswilldevelopinastressscenarioisuncertain.Ifthe
downturnissoseverethatareductionoftheCCyBrateisnotsufficientto
enablebankstomeetcreditdemand,thecapitalrequirementregulations
alsoprovideforareductionofthesystemicriskbuffer(SyRB)rate.This
willimprovethemacrobank’slendingcapacity.Nevertheless,theneeds
ofindividualbankstokeepcapitalratioselevatedwilllikelyresultincredit
tightening,whichmayamplifyaneconomicdownturn.

Inorderforthemacrobank’scapitalratiotobeweakenedtosuchan
extentthattheentireSyRBislost,creditlosseswouldhavetoincrease
byafurthertwo-thirdscomparedwiththescenario.Asituationmayarise
inwhichspecificindustriesareparticularlyhardhitorinwhichthe
Norwegianeconomyisaffectedgenerally,moreseverelyandforlonger
thanassumedinthesolvencystresstest.Netinterestincomedevelop-
mentsinastressscenarioarealsouncertain.Shouldnetinterestincome
behalvedcomparedwiththeassumptionsinthestresstest,themacro
bankwillloselargepartsoftheSyRB.Thismayoccurforexampleasa
resultofnewandunexpectedmechanismsinthefinancialsystem.
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Annex

Table 1 Important regulations and measures in Norway’s financial system

Category Instrument
First
introduced Currentlevel

Depositguarantee
scheme

Guaranteeofretailandcommercial
depositsinNorwegianbanks1

1996 NOK2mperdepositorperbank2

Creditstandards
requirementsfor
mortgagesand
othersecured
loans3

Toleratehigherinterestrate(stresstest)
ontotaldebt

20154 A7%interestrateora3-percentagepointinterestrateincrease,
whicheverishigher

Maximumloan-to-value(LTV)ratio 20154 90%.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%interestrateora3-percentagepointinterestrateincrease,
whicheverishigher

Principalrepaymentrequirement 20194 Monthlyprincipalrepayment,maximumterm5years

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

Flexibilityquota5 2019 5%

Risk-basedcapital
requirements7
(shareof
risk-weighted
assets)8

Pillar1MinimumCET1requirement 2013 4.5%

Pillar1MinimumTier1requirement 19919 6%

Pillar1Minimumregulatorycapital19918% 1991 8%

Pillar1Combinedbufferrequirements:

Capitalconservationbuffer 2013 2.5%

Systemicriskbuffer 2013 4.5%

Bufferforsystemicallyimportantfinancial
institutions(SIFIs)

2015 1%forKommunalbankenAS,NordeaEiendomskredittASand
SpareBank1Sør-NorgeASA,and2%forDNBASA11

Countercyclicalcapitalbuffer 2015 2.5%

Pillar2requirements 2007 Variesacrossbanks

Riskweightingfor
risk-basedcapital
requirements

Floorforaverageriskweightsfor
residentialmortgages

2020 20%.25%effective1July2025.

FloorforaverageriskweightsforCRE
mortgages

2020 35%

Leverage-based
capitalrequire-
ments7(shareof
exposuremeasure)

Leverageratio 2017 3%minimumrequirement

Liquidity
requirements

LiquidityCoverageRatio(LCR) 201510 100%

LCRinindividualcurrencies(Pillar2
requirements)

2017 Variesacrossbanks

NetStableFundingRatio(NSFR) 2022 100%
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Category Instrument
First
introduced Currentlevel

Minimum
requirementfor
ownfundsand
eligibleliabilities
(MREL)11

Lossabsorptionamount 2019 Minimumrequirementforregulatorycapital+Pillar2requirements+
combinedbufferrequirements12

Amountnecessaryforrecapitalisation13 2019 Minimumrequirementforregulatorycapital+Pillar2requirements
+combinedbufferrequirementsexcludingcountercyclicalcapital
bufferrequirement

TotalMREL 2022 TotalMRELisdescribedonpage39ofFinancialStabilityReport2021

SubordinatedMRELisdescribedonpage38ofFinancialStability
Report2021

Testingoffinancial
sectorcyber
resilience

TIBER-NO14 2022 Guidanceforthreat-basedtestingoffinancialsectorcyberresilience.

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

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

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

requirements.AseparateflexibilityquotaforOslowasintroducedin2017.Aseparateflexibilityquotaof10%forloanssecuredoncollateralotherthanhousingwas
introducedin2023.

6 ExemptionforcreditcardswithcreditlimitsbelowNOK30000andexemptionforloanrefinancingaslongasthevalueoftherefinancedloan(andnewloancosts)
doesnotexceedthevalueoftheexistingloan(andpreviousloancosts).

7 SeeexplanationofcapitalrequirementsinNorway’s Financial System2023,Appendix2.
8 Risk-weightedassets.Anumberofregulationshavebeenintroducedforbanks’calculationofriskweights,especiallyforresidentialmortgageloans.
9 In2013,theminimumrequirementincreasedfrom4%to6%whenCRR/CRDIVwereimplementedintheNorwegianrules.
10 Appliedtosystemicallyimportantfinancialinstitutionsfrom2015butwasphasedinforotherfirmsinthecourseof2017.
11 LiabilitieseligibleforMRELmustbelowerinprioritythanseniordebt.However,before1January2024,ordinaryseniorbondsissuedbefore1January2020mayalsobe

usedtosatisfyMREL.
12 Thelossabsorptionamountrequirementisthelargeroftheleverage-basedTier1capitalrequirementsandtotalrisk-basedcapitalrequirement(minimum

requirement,Pillar2requirementsandbufferrequirements).InNorway,therisk-basedrequirementisthemorebinding.
13 Appliesonlytobankssubjecttoresolutionandnotliquidationunderpublicadministration.
14 TIBER-NOistheNorwegianimplementationofTIBER-EU,whichappliesintheEU.

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

https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2021-financial-stability/
https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2021-financial-stability/
https://www.norges-bank.no/en/news-events/publications/Financial-Stability-report/2021-financial-stability/
https://www.norges-bank.no/en/news-events/publications/norways-financial-system/2023-nfs/
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