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Update

Summary
Our credit view of Norway reflects its high and relatively evenly distributed wealth, well
educated labor force, strong government and external balance sheets as well as consensusdriven political framework. Norway's institutions are robust and proactively responsive to
both short-term and long-term risks. The government’s balance sheet is supported by its
very large sovereign wealth fund, the Government Pension Fund Global (GPFG), that allows
fiscal flexibility to respond to shocks. Political risk drives susceptibility to event risk, which
increased In light of the military conflict between Russia and Ukraine (Caa2 on review for
downgrade).
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Credit strengths
» The government's substantial fiscal buffer and track record of fiscal surpluses
» Very high and evenly distributed wealth that supports economic resilience
» A sound macro policy framework and a stable, consensus-oriented political system

Credit challenges
» Dependence (albeit declining) on petroleum production and exports
» Adapting over the medium-to-long term to a steadily lower petroleum output potential
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» A heavily indebted household sector and elevated real estate prices

Rating outlook
The stable outlook on Norway is supported by the overall resilience of Norway’s credit metrics to the Russia-Ukraine military conflict,
the pandemic and commodity price shocks, as large fiscal buffers and very strong institutions allow for an effective fiscal response
that significantly softens the economic impact of the different shocks. Moreover, we expect that Norway’s authorities will successfully
address via very effective policy-making the country’s key challenges related to vulnerabilities in the housing market, adverse
demographic trends and a reduced contribution from the petroleum sector to economic growth and government revenue over the
medium-to-long-term.

Factors that could lead to a downgrade
Norway’s Aaa rating would come under pressure if the prudent macroeconomic and fiscal framework that underpins the country's
strong credit profile were to weaken significantly, leading to a material and multi-year erosion of Norway's accumulated, very sizeable
fiscal buffers with a lasting negative impact on the country's economic and fiscal strength.
In addition, Norway's Aaa ratings would come under pressure were susceptibility to event risk to rise significantly due to further
escalation in geopolitical risk.

Key indicators
Exhibit 2
Norway [1]

2016

2017

2018

2019

2020

2021

2022F

2023F

Real GDP (% change)

1.1

2.3

1.1

0.7

-0.7

3.9

3.8

2.6

Mainland (non-oil) real GDP (% change)

0.9

2.0

2.2

2.0

-2.3

4.2

3.6

2.5

Inflation (CPI, % change, Dec/Dec)

3.5

1.6

3.5

1.4

1.4

5.3

3.3

2.0

Gen. gov. financial balance/GDP (%)

4.1

5.0

7.9

6.6

-2.6

9.1

12.0

11.0

Gen. gov. primary balance/GDP (%)

4.8

5.7

8.5

7.3

-1.9

9.5

12.5

11.6

Gen. gov. debt/GDP (%)

37.2

37.8

39.1

40.3

45.9

43.2

42.5

42.3

Gen. gov. debt/revenues (%)

68.0

69.2

70.0

70.3

83.4

75.2

70.9

71.6

Gen. gov. interest payment/revenues (%)

1.4

1.2

1.2

1.2

1.2

0.8

0.8

1.0

Current Account Balance/GDP (%)

4.5

5.5

8.0

2.9

1.1

15.3

20.9

18.0

[1] Economic forecasts based on an assumed average price for the benchmark Brent crude oil of $71/b in 2021, $113/b in 2022 and $97/b in 2023. Our broad expectations are that prices
will remain volatile within a range of $50-$70/b in the medium term.
Source: Moody's Investors Service

Detailed credit considerations
On 6 May 2022, we affirmed Norway's Aaa ratings. The key drivers for the affirmation of the Aaa ratings were: (1) Norway’s ample
fiscal space stemming from its sovereign wealth fund and very strong fiscal metrics that were sustained during the pandemic; (2)
Norway’s elevated economic strength which has proven to be resilient to the pandemic shock and the military conflict between Russia
and Ukraine and (3) Norway’s very robust institutional set-up which is in our view one of the strongest globally.
At the same time, we maintained the stable outlook reflecting our view that key challenges to Norway’s very strong credit profile
such as vulnerabilities in the housing market, adverse demographic trends and a reduced contribution from the petroleum sector
to economic growth and government revenue over the medium-to-long-term are effectively mitigated by the country’s very high
economic resilience, ample fiscal space and a very strong institutional set-up.
Norway’s credit profile is determined by its economic strength score of “aa3”, score for institutions and governance strength of “aaa”,
fiscal strength score of “aaa” and score for susceptibility to event risk of “baa”.
This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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We assess Norway's economic strength as “aa3” which is one notch above the initial score of “a1” reflecting the country’s highly
competitive position in the oil and gas market, the material support by sizeable assets of the GPFG representing an additional form of
economic diversification being not captured in nominal GDP and a large fiscal buffer than can be used to soften economic shocks.
Our economic strength assessment also reflect Norway’s large economy, low volatility in real GDP growth and a GDP per-capita
that is with 65,804 (PPP, Intl$) materially above the median of Aaa-rated peers (58,401) though trend growth is with an average
1.9% over 2016-25 slightly below the Aaa-rated median of 2.1%. Norway's strong competitiveness reflects the flexibility of the wagesetting model and exchange rate as well as the success of past cost-cutting efforts in the oil and gas sector. That said, long-term
growth challenges for Norway include its rapidly ageing population, which will slow the projected growth of the labor force and
exposure to the implications of carbon transition. We view carbon transition risks to be effectively mitigated by the country’s highly
competitive and flexible mainland economy, accumulating petroleum revenues in its very sizeable sovereign wealth fund and building
comparatively “clean” and very competitive oil and gas production.
Norway's stable, consensus-based political framework and a track record of successive governments that have followed prudent macro
strategies underpin institutions and governance strength at “aaa”, the highest possible level. The efficient and very transparent
institutional framework provides a high degree of confidence in the government and its ability to implement effective policies. In terms
of quantitative indicators, Norway’s institutional set-up is one of the strongest globally.
The government's fiscal strength is assessed at “aaa”. The government's financial position is very healthy compared with most other
sovereigns, many of which face similar pressures of ageing populations but have net liabilities instead of net assets. Fiscal rules require
that the government transfers all of its oil and gas-related income to the GPFG. The government then withdraws just a small portion of
the fund (equivalent to its estimated real rate of return) to finance the non-oil fiscal deficit. The GPFG is the world's largest sovereign
wealth fund and its value was NOK10,914 billion (or 697.9% of general government debt) at end-2020, increased to NOK12,340
billion (or 689.9% of general government debt) at end-2021. The market value of the GPFG fell to NOK 11,657 billion (or 621% of
general government debt) at the end of the first quarter of 2022 mainly related to the impact of the Russia-Ukraine military conflict on
financial markets. The annual return and the net annual return of the fund were 6.3% and 4.2%, respectively, between 1998 and the
end of the first quarter of 2022.
The GPFG is invested solely abroad to prevent the economic distortions (in particular asset price inflation and currency appreciation)
that would occur if invested domestically. The rule was formally tightened and the estimated real rate of return of the fund was
lowered to 3% from 4%, with effect from 2018, which also reduces what can normally be drawn from it for the budget, although it
allows for some flexibility.
Susceptibility to event risk is assessed at “baa” being driven by political risk. In light of the Russia-Ukraine conflict, we have changed
Norway's susceptibility to political event risk score to “baa” from “aa”. Although Norway’s NATO membership is ultimately a guarantor
of national security, the country also faces contagion risks from the Russia-Ukraine military conflict as it is bound by NATO’s Article
5 collective defense clause, which treats an attack on any NATO member as an attack on all treaty signatories. While this is not our
base case because of the deterrent effect of this clause, there is a heightened risk that this treaty obligations could ultimately result
in Norway needing to use armed force to restore and maintain stability in Europe. The probability of such risks materializing have
increased in light of the ongoing military conflict between Russia and Ukraine.
We assess domestic political risks of Norway as very low driven by Norway’s consensus-driven political framework, which has shown
itself to be proactive in addressing the country’s long-term economic and fiscal challenges. Norway has a long track record of stable
coalitions and cooperation in parliament. In addition, the consensus style of governance limits risks of an abrupt change in policy
direction, regardless of the parties in government.
Our assessment of banking sector related risks is “a”. This score reflects the intrinsic strength of Norway's banking sector marked
by a strong “a3” average asset-weighted Baseline Credit Assessment, as well as a total bank assets to GDP ratio of 205% as of
year end 2020. In general, we expect that Norwegian banks will maintain good asset quality, as well as strong capitalization and
solid profitability. Moreover, the bank's dependence on market funding will remain high, although offset by ample liquidity. That
said, potential vulnerability of the banking sector stems from high household indebtedness and high commercial property prices.
Macroprudential measures imposed by banking regulators reduce some of the risks posed by the large scale of mortgage financing.
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We assess government liquidity risk and external vulnerability risk both as “aaa”. Relatively small government gross financing needs and
strong market access are limiting government liquidity risks, while Norway's very high structural current-account surplus of an average
7.9% over the past decade, coupled with a sizable and growing net asset international investment position shield the country from
external liquidity pressures.

ESG considerations
NORWAY's ESG Credit Impact Score is Positive CIS-1
Exhibit 3

ESG Credit Impact Score

Source: Moody's Investors Service

Norway's positive (CIS-1) ESG Credit Impact Score reflects neutral to low exposure to environmental risk, the credit benefits deriving
from its social profile and very strong governance. In addition, Norway’s capacity to respond to costly environmental hazards or
social demands is very high. This is based on Norway’s very high resilience score related to the country’s very high-income levels, an
exceptionally robust government balance sheet and very high quality of governance.
Exhibit 4

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
The E issuer profile score is neutral to low (E-2), reflecting neutral to low exposure to environmental risks across all categories. While
Norway’s economy has a material dependence on its petroleum sector, the country’s exposure to the implications of carbon transition
is effectively mitigated by the country’s highly competitive and flexible mainland economy, accumulating petroleum revenues in its
very sizeable sovereign wealth fund which successfully separates petroleum-sector related revenues from government expenditure and
building comparatively “clean” and very competitive oil and gas production.
Social
Moody’s assesses its S issuer profile score as positive (S-1). Norway is among the few sovereigns for which a number of social attributes
supports the rating. The score reflects well-educated labor forces, evenly distributed wealth, and very good quality healthcare and basic
services while the demographic challenges posed its ageing population are manageable.
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Governance
Norway's very strong institutions and governance profile support its rating, as captured by a positive G issuer profile score (G-1) as
the efficient and very transparent institutional framework provides a high degree of confidence in the authorities' ability to implement
effective policies. Coupled with exceptionally high wealth levels and financial strength, this supports a high degree of resilience.
ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.
All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our report on how the scores depict varied and largely credit-negative impact of ESG factors and our cross-sector
methodology General Principles for Assessing Environmental, Social and Governance Risks Methodology.

Recent developments
Norway's economic exposure to the military conflict between Russia and Ukraine is very low compared to European peers
We forecast GDP growth of 3.8% in 2022, which is 0.3 percentage points weaker compared to our February forecast. For mainland
GDP (excluding the petroleum sector and ocean transport), we expect growth of 3.6%. Norway’s economy is relative resilient to
the economic impact from the Russia-Ukraine military conflict compared to European peers because it is a large energy exporter,
renewables account for a large share of the country’s energy mix and it has a low trade exposure to Russia and Ukraine.
Moreover, Norway entered 2022 with a very strong economic momentum as highlighted by the carry-over effect of 2.2%. GDP
contracted with 0.7% only mildly compared to peers (mainland GDP decreased 2.3%) when the pandemic had the largest impact in
2020 and showed a strong recovery already reaching its pre-pandemic level in the third quarter of 2021. The quick recovery combined
with supportive fiscal and monetary support measures resulted in very limited scarring from the pandemic.
In addition, high-frequency and sentiment indicators as well as the booming labour market pointed to a sustained recovery before
Russia invaded Ukraine in late February 2022. The registered unemployment rate is with 1.8% in March 2022 on its lowest level since
October 2008 and the employment rate increased to 69.3% in January 2022 being on the highest level since October 2009.
The main impact on the Norwegian economy from the Russia-Ukraine military conflict will be indirectly mainly from weaker growth
of trading partners, prolonged global supply chain disruptions and higher energy prices which will feed through into already elevated
inflation and limit growth this year by hitting household's disposable incomes. However, this is softened by the temporary electricitybill compensation scheme for household and improved outlook for the petroleum sector.
Consumer price inflation was accelerating already before the invasion and reached 3.5% in 2021 after 1.3% in 2020. We expect
inflation to stay elevated and reach 3.6% on average and 3.3% at the end of 2022 and to moderate to 2.0% in 2023. We expect
secondary round effects to be limited mainly related to the Norwegian wage-setting model being oriented on the benchmark collective
agreement in the manufacturing sector which traditionally focuses on sustaining its high competitiveness. However, risks to our
consumer price inflation forecast are tilted to the upside as second-round effects could be stronger than expected by us and energy
prices could be higher than expected related to the ongoing military conflict between Russia and Ukraine.
For 2023, we revised our GDP growth forecast lower to 2.6% from 2.8%. We expect mainland GDP growth of 2.5%. GDP growth in
2022-23 will be supported by increased demand because of increasing investment in the petroleum sector, the reception of a refugees
from Ukraine and raised defense investments.
Norway's direct exposure to the Russia-Ukraine military conflict is low because of low trade linkages and Norway is a large
exporter of energy
We expect the Norwegian economy to be very resilient to the impact of the military conflict compared to other EU economies since
Norway is a large exporter of oil and gas and renewables account for a large portion of Norway's energy mix (see Exhibits 5 and 6). In
addition, trade links with Russia and Ukraine are limited. The share of Norwegian goods exports to Russia and Ukraine account for just
0.3% and 0.2% of total goods exports in 2021, respectively. Moreover, the share of goods imports from Russia and Ukraine is also low
at 2.6% and 0.1% of total goods imports, respectively.
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Exhibit 5

Exhibit 6

Norway is a very large exporter of oil and gas

Renewables and biofuels account for a very large share of the
energy mix in Norway

% of net imports in the gross available energy

% of fuels in gross available energy, 2020
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Sources: Eurostat and Moody's Investors Service

Sources: Eurostat and Moody's Investors Service

Norges Bank initiated the begin of a gradual tightening of monetary policy in September 2021
Norges Bank launched its hiking cycle in September 2021 reacting to rising inflation created by the normalising economy. On 23 March
2022, it increased its policy rate to 0.75%, which is the highest level since March 2020. On 4 May 2022, Norges Bank's monetary
policy and financial stability committee decided unanimously to keep its policy rate unchanged at 0.75% and maintained its forward
guidance pointing to a likely further policy rate hike in June 2022. The policy rate forecast of Norges Bank points to a gradual increase
of the policy rate to around 2.5% at end-2023.
In addition, Norges Bank’s Monetary Policy and Financial Stability Committee has unanimously decided on 24 March 2022 to raise the
countercyclical capital buffer rate to 2.5 percent, effective from 31 March 2023. The buffer was increased to 1.5% in June 2021 and to
2% in December 2021, effective from 30 June 2022 and 31 December 2022, respectively.
Authorities will begin fiscal tightening in 2022 after large fiscal support provided during the pandemic
Norway’s rapid and comprehensive government support measures softened the impact of the pandemic on the economy in 2020 and
2021. The economic impact of the pandemic on fiscal metrics and the support measures of the government increased the structural
non-oil fiscal deficit of 2020 and 2021 to 11.5% and 10.8% of mainland trend GDP, respectively, from 7.7% in 2019. The structural nonoil fiscal deficit as a percentage of the capital in the GPFG at the beginning of the respective year was 3.6% in 2020 and 3.2% in 2021.
The revised 2022 budget estimates a structural non-oil fiscal deficit worth 9.5% of mainland trend GDP or 2.6% of the value of the
GPFG at the beginning of the year. The authorities will start to tighten fiscal policy in 2022. This is highlighted by the fiscal impulse
(measured by the percentage-point change in the structural non-oil budget deficit as a percentage of trend GDP for mainland Norway)
of -2.6 percentage points in 2022 after 0.6 percentage points in 2021 and 3.8 percentage points in 2020. The 2022 budget estimates
do not include additional spending items related to the pandemic, electricity, refugees from Ukraine and defense yet, but when taking
those into account the structural non-oil fiscal deficit will likely still narrow compared to 2021.
The general government fiscal balance turned into a substantial surplus of 9.1% in 2021 after a deficit of 2.6% in 2020. This was mainly
because of the jump in petroleum revenue to 11.8% of GDP in 2021 from 1.8% of GDP in 2020. As a consequence of the elevated oil
and gas prices, we forecast renewed, substantial fiscal surpluses of 12.0% of GDP In 2022 and 11.0% of GDP in 2023.
The non-oil budget deficit is covered by transfers from the GPFG and therefore does not imply any borrowing requirement. The main
reason for the existence of central government debt is that the central government borrows to cover lending to and capital injections
into state lending institutions, such as state banks and government lending schemes and to refinance or repay maturing debt. In
addition, liabilities associated with repurchase agreements (repos) in the GPFG are counted as loan debt, according to the ESA95
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government finances methodology. Norway’s gross general government debt, which also includes municipal debt, decreased to 43% of
GDP in 2021, from 46% in 2020.
While the general government debt burden increased 5.6 percentage points to 45.9% of GDP in 2020, it was slightly below the Aaarated median increase (+5.7 percentage points). At 43.2% in 2021, the debt-to-GDP level remains slightly higher compared to the Aaarated median (42.2% in 2021). We expect the debt-to-GDP ratio to decrease to 42.5% in 2023 and the distance to the Aaa-median to
remain roughly unchanged.
In addition, Norway’s debt affordability is very strong, reflected in a low interest payments-to-revenue ratio of 0.8% in 2021 which is
unchanged compared to 2019. This is slightly lower than the Aaa-median (1.1%). Debt affordability has improved significantly in the
last decade, with the interest payments-to-revenue ratio at 2.0% in 2011.
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Moody's rating methodology and scorecard factors: Norway – Aaa stable
Factor / Sub-Factor

Indicator Year

Metric

Indicator

Initial

Final
Weights

Factor score

Factor 1: Economic strength

a1

Growth dynamics

Average real GDP growth (%)
Volatility in real GDP growth (%)

Scale of the economy

Nominal GDP ($ billion)

National income

GDP per capita (PPP, Intl$)

Adjustment to factor 1

# notches

aa3

50%

1.9
1.0

ba2
aaa

25%
10%

2020

362.2

a1

30%

2020

65,804

aaa

35%

2016-2025F
2011-2020

Factor 2: Institutions and governance strength

aaa

1

max ±9

aaa

50%

Quality of institutions

Quality of legislative and executive institutions
Strength of civil society and the judiciary

aaa
aaa

20%
20%

Policy effectiveness

Fiscal policy effectiveness
Monetary and macroeconomic policy effectiveness

aaa
aaa

30%
30%

Specified adjustment

Government default history and track record of arrears

Other adjustment to factor 2

# notches

F1 x F2: Economic resiliency

Factor 3: Fiscal strength

0

max -3

0

max ±3

aa2

aa1

aaa

aaa

Debt burden

General government debt/GDP (%)
General government debt/revenue (%)

2020
2020

45.9
83.4

a3
aa2

25%
25%

Debt affordability

General government interest payments/revenue (%)
General government interest payments/GDP (%)

2020
2020

1.2
0.7

aaa
aa1

25%
25%

Specified adjustments

Total of specified adjustment (# notches)
Debt trend
Foreign currency debt/general government debt
Other non-financial public sector debt/GDP
Public sector assets/general government debt

3
0
0
-1
4

3
0
0
-1
4

max ±6

5.9
0.0
21.3
697.9

0

max ±3

F1 x F2 x F3: Government financial strength

aa1

aa1

Factor 4: Susceptibility to event risk

baa

Other adjustment to factor 3

2016-2021F
2020
2020
2020

# notches

Political risk
Domestic political risk and geopolitical risk

baa

Ease of access to funding
High refinancing risk

aaa

Government liquidity risk
Specified adjustment

aaa

Min

a
Risk of banking sector credit event (BSCE)
Total domestic bank assets/GDP
# notches

External vulnerability risk

Latest available
2020

a3
205.2

External vulnerability risk
# notches

Overall adjustment to F4

# notches

F1 x F2 x F3 x F4: Scorecard-indicated outcome

max -2

a

aaa-a3
180-230
0
aaa

Adjustment to F4 EVR

aaa
0

Banking sector risk

Adjustment to F4 BSR

baa
baa

max ±2

aaa

aaa

Aaa - Aa2

0

max ±2

0

max -2

Aaa - Aa2

Note: While information used to determine the grid mapping is mainly historical, our ratings incorporate expectations around future metrics and risk developments that may differ from the ones implied by the
scorecard-indicated outcome. Thus, the rating process is deliberative and not mechanical, meaning that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account
that may result in an assigned rating outside the scorecard-indicated outcome. For more information please see our Sovereign Ratings Methodology.
Footnotes: (1) Initial factor score: scorecard indicators combine with the automatic adjustments to produce an initial factor score for every rating factor, as detailed in Moody’s Sovereign Ratings Methodology. (2)
Final factor score: where additional analytical considerations exist, initial factor scores are augmented to produce a final factor score. Guidance on additional factors typically considered can be found in Moody’s
Sovereign Ratings Methodology; details on country-specific considerations are provided in Moody’s research. (3) Scorecard-indicated outcome: Factor 1: Economic Strength, and Factor 2: Institutions and
Governance Strength, combine with equal weight into a construct we designate as Economic Resiliency (ER). An aggregation function then combines ER and Factor 3: Fiscal Strength, following a non-linear pattern
where Fiscal Strength has higher weight for countries with moderate ER and lower weight for countries with high or low ER. As a final step, Factor 4, a country’s Susceptibility to Event Risk, is a constraint which can
only lower the government financial strength as given by combining the first three factors. (4) There are 20 ranking categories for quantitative sub-factors: aaa, aa1, aa2, aa3, a1, a2, a3, baa1, baa2, baa3, ba1,
ba2, ba3, b1, b2, b3, caa1, caa2, caa3, ca and 8 ranking categories for qualitative sub-factors: aaa, aa, a, baa, ba, b, caa, ca (5) Indicator value: if not explicitly stated otherwise, the indicator value corresponds to
the latest data available.
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Moody's related publications
» Credit Analysis: Government of Norway, 6 July 2021
» Country Statistics: Norway, Government of
» Rating Methodology: Sovereign Ratings Methodology, 25 November 2019
To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this report and that more recent reports may be available. All
research may not be available to all clients.
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Government of Norway – Aaa stable: Update following rating affirmation, outlook unchanged

