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Norges Bank’s financial stability reporting

In its bi-annual Financial Stability Report, Norges Bank discusses
developments in financial markets, the Norwegian economy, banks and

other financial institutions and assesses the financial stability outlook.
The Report for Hl emphasises analyses of financial institutions, including
a stress test of the banking sector. In H2, emphasis will normally be on
analyses of households and firms. Assessments of the countercyclical
capital buffer and other recommendations for measures to safeguard
financial stability are made on the basis of the assessments and analyses
in the Report. In the Financial Infrastructure Report, Norges Bank
assesses vulnerabilities and risks in the financial infrastructure. The

report Norway'’s financial system provides a comprehensive overview of

Norway’s financial system, its tasks and the performance of these tasks.

Norges Bank’s Monetary Policy and Financial Stability Committee
discussed the contents of Financial Stability Report 2026 H2 at seminar
on 5 October and meetings on 27 October and 4 November 2026.

Financial stability and Norges Bank’s role

Financial stability is one of Norges Bank’s primary objectives in its work
on promoting economic stability. Norges Bank’s tasks and responsibili-
tiesin this area are set out in the Central Bank Act, which states that
Norges Bank shall “promote the stability of the financial system and an
efficient and secure payment system” and “be an executive and advisory
financial stability authority”.

Norges Bank works to ensure that the financial system is able to absorb
shocks so that it can function efficiently in both normal and turbulent
times. A stable and well-functioning financial system is essential for
making payments, for saving and borrowing and for insuring against
financial risk. An effective financial system is also a precondition for the
transmission of the policy rate to other interest rates.

Through its analyses, advice and actions, Norges Bank seeks to counter
the build-up of vulnerabilities and helps to ensure the solvency and
liquidity of banks and other financial institutions and ensure that they can
perform their tasks. The Bank monitors developments in financial
markets closely and is prepared to provide assistance in times of market
stress orin a financial crisis. The Bank’s actions may target individual
banks or be implemented to improve market conditions more broadly
when liquidity demand cannot be satisfied from alternative sources and
there is a threat to financial stability. As the lender of last resort, Norges
Bank monitors the financial system as a whole, with particular focus on
the risk of systemic failure.

Norges Bank’s Monetary Policy and Financial Stability Committee
contributes to the work to promote financial stability by using the
instruments at its disposal and provide advice when measures need to
be taken by any other party than the Bank. The Committee decides on
the countercyclical capital buffer requirement four times a year and
provides advice on the systemic risk buffer at least every other year.
The Committee shall also inform the public of its decisions and the basis
for making them.


https://www.norges-bank.no/en/news-events/news-publications/?tab=publication&newstype=66
https://www.norges-bank.no/en/news-events/publications/?selectedFacets[Type]=99815&skip=0
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The Committee’s
assessment

Norges Bank’s Monetary Policy and Financial Stability
Committee considers the Norwegian financial system
to be resilient. Most households and firms have solid
debt-servicing capacity, and debt-to-income (DTI)
ratios have declined broadly across households.
Overall, Norwegian firms are financially sound, but
higher interest rates are putting pressure on property
prices. At the same time, partly owing to geopolitical
tensions, cyber threats, high and rising government
debt in many countries and potential Al implications,
the risk of serious events that could weaken financial
stability has increased. Norwegian banks’ capital
buffer requirements are bolstering the resilience of
the Norwegian financial system to economic
downturns.

Increased risk of serious events that could weaken financial stability
The international balance of risks is marked by geopolitical tensions. The
conflicts in the Middle East and the closure of the Strait of Hormuz have
pushed up energy and commodity prices. In spite of conflicts and
considerable trade policy uncertainty, global economic activity has
remained elevated, although economic growth has been slightly slower
so far in 2026 than in 2025. A number of central banks have raised policy
rates. Long-term interest rates have risen and are at multi-decade highs
in a number of markets.

The policy rate in Norway has also been raised in 2026. Inflation has been
above target for a number of years, and the rapid rise in business costs in
recent years will likely contribute to keeping inflation elevated ahead.
Higher prices for energy and various other commodities owing to the
conflict in the Middle East are pushing up inflation both abroad and in
Norway. In recent years, the policy rate has dampened economic activity,
and capacity utilisation appears to be slightly below a normal level.
However, most households are able to service debt by an ample margin,
partly reflecting high employment. There is substantial uncertainty
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regarding the global economic outlook. Weaker global growth than
assumed may lower demand for Norwegian exports and reduce invest-
ment in Norway.

The Committee considers the Norwegian financial system to be resilient.
At the same time, the risk of serious events that could weaken financial
stability has increased. In a turbulent world, the risk of targeted cyberat-
tacks and other operational disruptions increases. Recently, more such
incidents have occurred internationally. In a global, interconnected
financial system, new external shocks can quickly affect the Norwegian
financial system. An Al-driven market correction or a marked rise in long-
term interest rates will result in lower asset values, and may result in
higher risk premiums and higher funding costs for Norwegian banks.
This may also reduce access to credit for households and firms.

Higher debt makes technology companies more vulnerable

High Al-related investment has contributed to underpinning global
economic growth and has been a key driver of developments in both
equity and fixed-income markets in 2026. High earnings and expecta-
tions of further growth have pushed up the equity prices of large
technology companies in 2026 H1. Major equity indices have fallenin
recent weeks, reflecting higher uncertainty about the framework
conditions for data centre build-outs in the US and about whether the
large Al investments will yield sufficient returns.

If expected Al-related productivity gains are realised, the technology
could push up global growth markedly. At the same time, there is consid-
erable uncertainty regarding the magnitude of these gains, how quickly
they will materialise and how they will be distributed between countries,
companies and others. Al-related investment is increasingly being
financed by debt, particularly through bond markets, but also through
banks and private credit funds. Increased debt financing makes markets
more vulnerable if companies fail to meet the high expectations. This
could trigger sharp falls in equity and bond prices and contribute to
financial system turbulence.

High and rising government debt may cause market stress

Government debt is high and rising in many countries. Higher interest
rates and steadily rising expenditure on eg defence and an aging popula-
tion, combined with growing political divisions in many countries, make it
difficult for governments to sufficiently tighten public budgets. An
increase in uncertainty about government debt sustainability could lead
to asset devaluations and higher risk premiums in global financial
markets.

Highly leveraged investors can amplify and spread market stress

In recent years, price-sensitive investors such as hedge funds have
become increasingly important in international financial markets, particu-
larly in equity and government bond markets. These funds are often
highly leveraged and may face liquidity difficulties during periods of
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severe market volatility, forcing them to fire-sell securities. Such sales
can amplify market movements and impair market liquidity, and thereby
also contribute to higher risk premiums elsewhere in the financial system.

Frontier Al models increase cyber risk

Operational resilience is essential for financial stability. In October, the
Norwegian National Security Authority raised the cyber risk level to high,
partly as a result of technological advances and a demanding threat
landscape. Al can enhance the ability to manage cyber threats but can
also enable faster and more sophisticated cyberattacks. In July, the Euro-
pean Systemic Risk Board (ESRB) warned that frontier Al models have
increased systemic cyber risk. Norges Bank and Finanstilsynet (Financial
Supervisory Authority of Norway) endorsed the warning. Increased digi-
talisation and increasing interconnectedness have made the financial
system more dependent on shared technology and service providers.

A serious operational failure or an extensive cyberattack could therefore
affect many market participants simultaneously. Financial sector entities
are making a considerable effort to strengthen the resilience of proprie-
tary systems, and it is important that this work continues.

Most households have leeway to withstand new economic shocks

The high indebtedness of many households is a key financial system
vulnerability. For a long period, debt rose faster than household income.
Nevertheless, banks have incurred low losses on loans to households
since the banking crisis in the 1990s, partly reflecting increased debt-
servicing capacity from stronger purchasing power over time. At the
same time, high debt, especially when combined with limited liquid
assets, canincrease the risk of sharp consumption cutbacks if interest
rates rise, income is reduced or house prices fall markedly. This could
weaken firms’ earnings and debt-servicing capacity. In recent years, debt
has risen less than income. Analyses in this Report show that debt
burdens have declined broadly across households and most for those
with the highest debt-to-income (DTI) ratios.

Higher interest rates and high inflation tightened household finances in
the years following the pandemic. However, most households have been
able to service debt and cover necessary expenses out of current
income by an ample margin. Over the past two years, wage growth has
outpaced inflation. Many households’ purchasing power and debt-ser-
vicing capacity have improved, even when taking higher interest rates
into account.

Many households have financial buffers that make them better able to
cope with higher expenses or income loss. After declining in the years
following the pandemic, there are signs that overall liquid buffers are
increasing again. Over the past few years, households have increased
their savings in bank deposits, funds and equities. This diversifies the
financial buffers, but also makes them more vulnerable to financial
market developments. In Norges Bank’s overall assessment, household
vulnerabilities related to high debt have diminished somewhat.
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Higher interest rates put pressure on property values

Norwegian firms’ financial positions were stable through 2025. Overall,
Norwegian firms are financially sound. Profitability strengthened some-
what in 2025 after having weakened in pace with the rise in interest rates
in recent years. Bankruptcy rates in most sectors are at approximately
the same level as the average for the past decade.

A key financial system vulnerability is the high CRE exposure of Norwe-
gian banks. In recent years, the rise in financing costs and the fall in
property values have put pressure on both CRE firms’ profitability and
solvency. However, CRE firms have strengthened their overall solvency
over the past two years. A number of firms have adapted to a higher
interest rate level by selling properties, injecting new equity and delever-
aging. Analyses in this Report show that the share of particularly
vulnerable firms with low solvency ratios and weak debt-servicing
capacity fell last year.

Over the past year, yields in the office segment have remained fairly
stable despite the rise in long-term interest rates. Strong demand from
equity-financed investors and lower lending margins on CRE loans have
likely contributed to keeping yields down. Market participants now report
that demand from equity-financed investors is increasingly shifting
towards other real estate segments, while lending margins have stabi-
lised. Higher long-term interest rates are therefore expected to put
pressure on property values ahead. Rising office vacancy rates are
curbing the rise in rents, but few new office projects are expected to
reach completion in the coming years, which will help sustain rents,
particularly in central Oslo.

High construction and financing costs have dampened demand for new
residential and commercial property in recent years and made condi-
tions challenging for real estate developers. Bankruptcies have risen
markedly, and a number of them have been among real estate devel-
opers with high bank debt. Weak demand and high costs mean that few
new construction projects are profitable. Lower land values could help
make projects financially viable. However, Norges Bank’s analyses show
that land-related values remain elevated. There is considerable uncer-
tainty surrounding developments in construction activity ahead.

A number of Norges Bank’s Regional Network contacts point out that
residential construction has troughed, but many report that the recovery
keeps getting delayed.

Norwegian banks are solid

Banks are the most important source of financing for most households
and firms in Norway, and bank deposits are important for both payments
and saving. Norwegian banks are solid and satisfy capital and liquidity
requirements by an ample margin.

Strong profitability is banks’ first line of defence against losses. Profita-
bility has declined somewhat in 2026 but remains higher than the average
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for the past ten years. The decline mainly reflects lower net interest
income. In Norges Bank’s lending survey for 2026 Q3, half of banks report
anincreased risk of breach of the terms of loan covenants and default on
loans to real estate developers. Somewhat higher bank losses on
construction exposures are expected in the year ahead. Overall, banks’
credit losses remain low, and they are also expected to continue to
record low losses and strong profitability ahead.

Norwegian banks have ample access to both deposit and wholesale
funding. Banks raise a substantial share of their funding in international
markets, some of which is converted to finance lending in NOK. Severe
market stress can lead to higher funding costs and liquidity difficulties for
banks. Liquidity needs would primarily be in NOK, and banks are well
equipped to manage liquidity stress in foreign currencies (see Financial
Stability Report 2026 H1).

Cross-border interconnectedness between banks and non-bank finan-
cial institutions is increasing. Foreign hedge funds have become an
important investor group in the Norwegian covered bond market. Fire
sales by hedge funds as a result of market stress could lead to funding
problems for banks and other participants that obtain funding in the
Norwegian market.

Should global turbulence lead to a marked economic downturnin
Norway, weaker corporate earnings and higher unemployment could
weaken corporate and household debt-servicing capacity. In such a situ-
ation, both higher default rates and a marked decline in property prices
that reduces the value of banks’ collateral can be expected. Credit losses
could then become substantially higher than currently anticipated. Sound
profitability and solvency provide banks with a solid basis for weathering
higher losses.

Rapid advances in Al may increase cyber risk and place high demands on
firms’ digital resilience. Norwegian financial institutions must have up-to-
date systems and sufficient capacity to handle vulnerabilities and to
adequately manage and control both their proprietary solutions and the
parts of their IT operations that have been fully or partly outsourced to
third parties. Norges Bank and Finanstilsynet monitor cyber risk develop-
ments and continuously assess the consequences for financial stability.

Capital requirements contribute to resilience

The European Commission is considering amendments to simplify
European banking regulations and to better facilitate how banks meet
financing needs in the real economy. Draft legislation is expected in 2027
H1and will likely have implications for banks’ capital requirements and
resilience. In the Committee’s view, there are good reasons to simplify
the regulatory framework, but international regulatory standards must be
safeguarded while national authorities retain a certain flexibility to
address national vulnerabilities.
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Norwegian banks’ capital buffer requirements should reflect the vulnera-
bilities in the Norwegian financial system and bolster resilience. In the
event of a sharp economic downturn, buffer requirements can be
reduced to mitigate the risk of tighter bank lending. The solvency stress
test in Financial Stability Report 2026 H1illustrates that banks can absorb
large credit losses while maintaining lending.

Norges Bank sets the countercyclical capital buffer (CCyB) rate each
quarter. At its meeting on 4 November 2025, the Monetary Policy and
Financial Stability Committee decided to keep the CCyB rate unchanged
at 2.5%.

Norges Bank also provides advice on the systemic risk buffer (SyRB) rate
every other year. In May 2026, the Monetary Policy and Financial Stability
Committee decided to advise the Ministry of Finance to maintain the
SyRB rate at 4.5%, and in October, the Ministry decided to keep the rate
unchanged at 4.5%.
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1. Risk, vulnerabilities
and resilience

1.1Increased risk of serious events that could
weaken financial stability

Geopolitical tensions and artificial intelligence influence the global
economy

The international balance of risks is marked by geopolitical tensions. The
conflicts in the Middle East and the closure of the Strait of Hormuz have
pushed up energy and commodity prices. Despite conflicts and consid-
erable trade policy uncertainty, global economic activity has remained
buoyant, although economic growth so far in 2026 has been slightly lower
than in 2025. A number of central banks have raised their policy rates, and
market participants now expect interest rates to remain higher than
previously assumed. Long-term interest rates have risen and are at multi-
decade highs in a number of markets.

Substantial investment related to artificial intelligence (Al) has under-
pinned global economic growth, and the technology may yield
productivity gains. At the same time, increased use of Al will likely lead to
change in demand for different types of labour, and there is considerable
uncertainty about the extent and pace of this restructuring.

Increased risk of serious events that could weaken financial stability
Although financial markets have so far proven robust, and banks are
generally well capitalised, the IMF’s October Global Financial Stability
Report points out that lower fiscal headroom and increased intercon-
nectedness between banks and highly leveraged NBFIs' may amplify the
effect of shocks. As potential triggering shocks, the IMF pointsin
particular to an Al-driven market correction, a further marked rise in long-
term interest rates and severe cyberattacks that affect critical functions
or result in a serious loss of confidence. The European Systemic Risk
Board (ESRB) also assesses that risks to financial stability have

increased.?

Global economic developments affect financial stability in Norway

The policy rate in Norway has also been raised. Inflation has been above
target for a number of years, and the rapid rise in business costs in recent
years will likely contribute to keeping inflation elevated ahead. Higher
prices for energy and various other commodities owing to the conflicts in
1 Non-bank financial institutions or intermediaries. The term includes not only traditional asset managers,

such asinsurance, pension funds and various other funds, but also hedge funds and other special purpose
vehicles (SPVs).

2 See Outcomes of the 63rd General Board meeting of the European Systemic Risk Board —10ctober 2026.
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Chart 1.1 Global economic developments are affecting financial stability in Norway @ (
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the Middle East are also pushing up inflation. In recent years, the policy
rate has dampened economic activity, and capacity utilisation appears to
be slightly below a normal level (see Monetary Policy Report 3/2026). The
krone has appreciated against many currencies in 2026, and the Oslo
Bars benchmark index has risen.

New international shocks can affect the Norwegian financial system both
through the real economy and financial markets (Chart 1.1). Should geo-
political tensions intensify or the economic gains from Al prove smaller
than expected, international growth prospects may weaken. Weaker
global growth may result in lower demand for Norwegian exports and
reduced investment in Norway, which in turn may weaken earnings and
debt-servicing capacity among Norwegian firms. An Al-driven market
correction or a marked rise in long-term interest rates will result in lower
asset values and may result in higher risk premiums and higher financing
costs for Norwegian banks and firms that obtain financing abroad. This
may also reduce access to credit for households and firms. Adaptation
among highly leveraged NBFIs may amplify and propagate stress across
markets. Strong resilience in the Norwegian financial system dampens
the risk of vulnerabilities amplifying economic downturns (see box on
vulnerabilities on page 21).

Norges Bank’s systemic risk survey conducted in October shows that
Norwegian financial market participants consider geopolitical risk and
cyberattacks to be the main sources of risk to the Norwegian financial
system (Chart 1.2). These have been the two most important sources of
risk highlighted by the survey’s respondents over the past two years.
Overall, the respondents assess that the likelihood of an incident with a
substantial impact on the financial system occurring in the next three
years has increased somewhat. However, they are highly confident that
the Norwegian financial system will remain stable.
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Chart1.2 Geopolitical risk and cyberattacks are sources of riskin the
Norwegian financial system

Norges Bank’s October 2026 systemic risk survey.
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Frontier Al models increase cyber risk

Operational resilience is essential for financial stability. Norway’s finan-
cial infrastructure is secure and efficient, but Norway'’s financial systemis
also vulnerable to cyberattacks. Increased digitalisation and increasing
interconnectedness have made the financial system more dependent on
shared technology and service providers. A serious operational failure or
an extensive cyberattack could therefore affect many market partici-
pants simultaneously and disrupt critical financial services.

In October, the Norwegian National Security Authority raised the cyber
risk level to high, partly as a result of technological advances and a
demanding threat landscape. Frontier Al models enable threat actors to
find vulnerabilities and conduct cyberattacks more rapidly and on a
greater scale than before. In July, the ESRB therefore published a warning
about higher systemic cyber risk.® The ESRB pointed out that over time,
frontier Al models are likely to eventually also strengthen cyber resilience,
but that in the short to medium term the technology provides a relative
advantage to threat actors.

More autonomous Al agents may also give rise to new forms of cyber risk.
Such agents can perform complex tasks with limited human involvement
and act in unforeseen or undesirable ways. Events over the past year
have shown that Al agents can autonomously attempt to circumvent
security mechanisms and gain access to restricted systems. Al can
therefore increase cyber risk both through threat actors’ use of the tech-
nology and through autonomous action by Al agents.

This cyber threat landscape is also relevant for the Norwegian financial
system. Norges Bank and Finanstilsynet (Financial Supervisory Authority
of Norway) endorsed the warning published by the ESRB.* Rapid techno-
logical advances require firms to maintain a high level of digital resilience.

3 SeeESRB pressrelease of 7 July 2026: Frontier Al models could strain cyber resilience in the financial
system, ESRB warns.

4 See Norges Bank news item of 7 July 2026: The European Systemic Risk Board (ESRB) warns against
frontier Almodels.
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Norwegian financial institutions must have up-to-date systems and suffi-
cient capacity to address vulnerabilities and adequately manage and
control both proprietary solutions and those parts of their IT operations
that have been fully or partly outsourced to third parties. Norges Bank
monitors cyber risk developments as part of its work on financial stability
and supervises security and contingency preparedness in key payment
and settlement systems. The Bank also conducts exercises and analyses
to assess how serious cyber incidents can affect critical financial
services and propagate through the financial system. Together with
Finanstilsynet, Norges Bank follows up the digital resilience of financial
institutions through eg testing and dialogue. See further discussion in the
Financial Infrastructure Report 2026.

Higher debt makes technology companies more vulnerable
International financial markets are increasingly influenced by develop-
ments in the Al sector. Expectations of continued strong growth in
demand for Al services have accelerated the build-out of data centres
and other Al-related infrastructure. Over the past year, high earnings and
expectations that Al investment will contribute to further earnings growth
have lifted equity prices in the large technology companies. These devel-
opments have lifted the US equity market in particular, where technology
companies account for a large share of the market value of major equity
indices (Chart 1.3). Recently, developments have been more volatile.
Increased uncertainty about the profitability of extensive Al investment
has contributed to falling equity prices in markets with a high proportion
of technology companies, including in the US and Japan (Chart 1.3).

The large technology companies that account for much of the build-out
of Al-related infrastructure, ie hyperscalers, have historically had low
debt. However, the scope of Al investment plans has increased the need
for debt financing, primarily from the bond market, but also from private
credit funds and banks.® According to the IMF, hyperscalers’ share of

Chart 1.3 Equity markets have fallen following strong gains
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5 Formore onthe Al financing and linkages to private credit, see Aldasoro, I.,S. Doerr and D. Rees (2026)
"Financing the Al boom: from cash flows to debt". BIS Bulletin 120, 7 January 2026.
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global investment-grade corporate bond issuance increased from less
than 1% in 2024 to close to 10% in 2026.5

Uncertainty about the profitability of Alinvestment has increased
recently. Debt risk premiums of some data centre and computer chip
firms with low credit ratings have risen markedly. Higher debt makes
technology companies more dependent on sufficient future earnings
from Al investment. This may also increase systemic risk as many finan-
cial system participants, eg banks, hedge funds and other large
corporate bond investors, such as insurance companies and pension
funds, are exposed to Al sector developments. If profitability expecta-
tions for Al investment weaken considerably, this could lead to a
concurrent marked repricing of both equity and credit markets.

Financial relationships have also become closer within the Al value
chain.” Some firms invest in or lend to other firms while also entering into
agreements for the future purchase of the latters’ services. Such relation-
ships can contribute to problems in one firm spreading to other parts of
the value chain.

Al investment growth has also contributed to extensive data centre
build-out in Norway. Many of the data centres are owned by foreign firms
that largely obtain financing from international capital markets. So far,
Norwegian banks therefore have limited direct exposure to these firms.
At the same time, equity and credit market investors are exposed to
these developments. Norwegian households have increased their invest-
ment in equities and mutual funds in recent years, and a marked fall in
share prices could reduce their financial buffers (see Section 2.3).

A market correction would also lead to valuation losses for Norwegian
asset managers and funds with substantial investment in international
equity markets. Norges Bank conducts stress tests of the investment
portfolio of the Government Pension Fund Global (GPFG).8 In one of the
2025 scenarios, Al did not meet the market’s productivity gain expecta-
tions, resulting in lower expected cash flows and higher equity risk
premiums. Under this scenario, the value of the GPFG fell by 35%.°

High and rising government debt may cause market stress

Long-term sovereign bond yields have risen since Financial Stability
Report 2026 H1 (Chart 1.4). The rise reflects rate hikes by many central
banks and persistently high market-implied policy rate expectations
ahead. In addition, various measures of the term premium have
increased. Large budget deficits and rising government debt in many
countries, as well as a marked rise in hyper-scalers’ debt issuance, have
led to an increased supply of long-term bonds. At the same time, demand

6 Seelnternational Monetary Fund (2026) “Resilience, Risk, and Transformation”. Chapter 1and Background
Analysis 1.1in Global Financial Stability Report. IMF, October 2026.

7 Formore onthe financial relationships, see Frost, J.,R. Kansal et al. (2026) “Circular relationships among Al
firms”. BIS Bulletin 137,1 October 2026.

8 For more information about risk managementin the GPFG, see Norges Bank Investment Management “Risk
management”.

9 For more information about the scenarios and their results for the value of the GPFG, see Norges Bank
Investment Management (2025) “Stress testing”.
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Chart 1.4 Long-termyields have risen further @ <
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from central banks and other traditional investors such as pension funds
and insurance companies has declined. More price-sensitive investors
such as hedge funds therefore account for a growing share of the
investor base'® and may require higher compensation for holding long-
term bonds. Long-term inflation expectations have also been fairly stable,
meaning that the increase in nominal interest rates likely reflects an
increase in real interest rates.

Recently, the sustainability of public finances has received renewed
focus in financial markets. In the US, large budget deficits and increasing
interest expenses are expected to increase government debt consider-
ably in the coming decade. In early October, ten-year US government
bond yields rose to above 5.3%, the highest level since 2002. In Europe,
therise in yields has been most pronounced in France. Weaker growth
prospects, higher spending on eg defence and higher interest expenses,
as well as increasing political divisions in many countries, are making it
difficult for governments to sufficiently tighten public budgets. The
spread between French and German ten-year government bond yields
has increased markedly.

Norwegian long-term yields are largely influenced by developments in
international bond yields. Norwegian long-term yields have risen in 2026,
but less than in many other European countries. The large movements in
government bond yields have lifted fixed income market volatility indica-
tors somewhat (Chart 1.5). Credit spreads have increased somewhat in
the US and euro area, in particular for firms with low credit ratings, but
also for banks’ wholesale funding. At the same time, European bank
equity prices have fallen, reflecting the fact that government bonds are
important references for the pricing of other financial instruments and
their use as collateral for loans and derivatives. In many countries, banks
also have large government bond holdings. Higher government bond
yields reduce the value of banks’ holdings and can contribute to higher
10 According to the IMF, price-sensitive investors, ie investment funds, foreign investors and households,
hold at least half of all US, Japanese, European and UK government debt. See the International Monetary

Fund (2026) “Global Financial Markets Confront the War in the Middle East and Amplification Risks”.
Chapter 10of the Global Financial Stability Report. IMF, April 2026.
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funding costs, as well as tighter credit standards for households and
firms.

Turbulence in international government bond markets can also have
implications for financial stability in Norway. During the European sover-
eign debt crisis in 2011 and 2012, Norwegian banks’ funding costs rose
markedly. Higher risk premiums for banks’ wholesale funding can result in
higher financing costs, as well as tighter credit standards for households
and firms. The rise in long-term yields puts pressure on both debt-
servicing capacity and asset values in commercial real estate (CRE),
which can give rise to higher bank losses (see discussion in Section 3).

Highly leveraged investors can amplify and spread market stress

An Al-related market correction or a marked further rise in government
bond yields can trigger considerable movements in financial markets. In
recent years, price-sensitive market participants such as hedge funds
have become increasingly important in international financial markets,
particularly in the equity and government bond markets. Hedge funds are
often highly leveraged and may, in the event of severe market volatility,
experience liquidity problems and be forced to sell securities. Such
divestment can amplify market movements and weaken market liquidity.
At the same time, hedge funds finance a large share of their highly lever-
aged investments with bank debt. In periods of severe market turbulence,
the close linkages to banks can propagate stress across different parts of
the financial system.

Significant market movements internationally may also have conse-
quences for the Norwegian financial system via NBFls with exposures
abroad. During the market turbulence in connection with the outbreak of
the pandemic in 2020, falling international equity prices contributed to a
substantial weakening of the krone. This weakening increased the collat-
eral requirements on FX swaps that asset managers use to currency
hedge foreign investment and resulted in a substantial liquidity need.
Bond sales to cover this need pulled down market liquidity and pushed
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up risk premiums in the Norwegian bond market." Such adaptations can
amplify market turbulence and weaken market liquidity, thereby posing a
financial stability risk.

In recent years, foreign hedge funds have increased their ownership
share in the Norwegian covered bond market (see Financial Stability
Report 2026 H1). Covered bonds are an important source of wholesale
funding for Norwegian banks. Should hedge funds be forced to fire-sell
covered bonds, the result could be major price fluctuations and weak-
ened liquidity in the covered bond market. This could in turn weaken
funding conditions for Norwegian banks and other bond issuers.

The international private credit market has grown substantially and
become anincreasingly important source of corporate financing. In
Norway, this market is still small, but activity levels have increased in
recent years, particularly through lending from foreign funds.” Although
private credit operates outside the traditional banking system, banks may
have indirect exposure through credit lines and other financing facilities
to private credit funds. However, the exposure of the Norwegian banking
sector to such structures appears to be very limited.

Stablecoin use is growing but does not pose a risk to financial stability
in Norway

Stablecoins are cryptoassets designed to maintain a stable value against
areference asset. They are mostly used for cryptoasset investment, but
their use is also growing in international payments and payments
requiring programmability. Stablecoins may provide benefits within such
areas, but they also lack some of the characteristics of general-purpose
means of payment (see further discussion in Financial Infrastructure

Report 2026).

In Norway, stablecoins are little used. Norges Bank’s cryptoasset surveys
from 2024 and 2026 show limited awareness and use of stablecoins
among the Norwegian public.”® Exposures among Norwegian financial
institutions are also limited.

Stablecoin issuers hold reserves in the form of bank deposits and securi-
ties. Large redemptions can trigger fire sales of reserve assets and
propagate stress to other parts of the financial system. The European
Markets in Crypto-Assets Regulation (MiCAR) sets requirements for the
reserve assets and helps mitigate risk. The Regulation has been trans-
posed into Norwegian law from 1 July 2025 through the Cryptoassets Act.
However, further regulatory development is needed. In 2026, the
European Commission conducted a consultation on the review of

1 Seebox “Asset managers faced liquidity stress during the foreign exchange market turbulence in March”
in Financial Stability Report 2020, page 20.

12 For more information on private creditin Norway, see Iden, A.E., T.F. Tho and I.L. Tobiassen (2026) “Private
creditin Norway”. Staff Memo 4/2026. Norges Bank.
13 See Norges Bank (2024) Survey on crypto-assets in Norway, Norges Bank Memo 2/2024 and Norges Bank

(2026) Survey on crypto-assets in Norway, Norges Bank Memo 6/2026. The surveys covered individuals,
notinstitutions and firms.
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MiCAR.™ The consultation response from the European System of Central
Banks (ESCB) included a recommendation to remove the minimum
percentages of the reserves that must be held as bank deposits. The
ESCB pointed out that such reserve requirements create a direct link
between stablecoin issuers and credit institutions™.

Cryptoasset theft may result in substantial losses and weaken confi-
dence in the crypto market. In October 2026, around USD 6bn was stolen
from Binance, the world’s largest crypto exchange, much of it in stable-
coins. For the time being, major international crypto platforms, such as
Binance, have limited connections to the Norwegian financial system.
Closer interconnectedness between the crypto market and the tradi-
tional financial system could increase the risk that losses and loss of
confidence will have implications for financial stability, also in Norway.

1.2 Norwegian banks are resilient

Slightly weaker bank profitability

International shocks and market stress may have implications for the
funding conditions and loss prospects of Norwegian banks. Banks’
funding markets have functioned well since the May Report. Turbulence
in international fixed-income markets has contributed to a slight increase
in risk premiums for banks’ wholesale funding in the past couple of
months. At the same time, deposit-to-loan ratios are stable. Norwegian
banks satisfy capital and liquidity requirements by an ample margin.

Profitable operations are banks’ first line of defence against losses.
Norwegian banks’ return on equity has been high in recent years (Chart
1.6). Increased net interest income and low losses in particular have

Chart 1.6 Profitability remains high but has edged down so far in 2026
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pushed up profitability. Higher net interest income reflects higher interest

14 See consultation from the European Commission between 20 May and 30 September 2026. Targeted
consultation on the review of MiCA Regulation — Finance

15 For more details on the recommendations, see the consultation response from the ESCB, September 2026:
ESCB response to the European Commission’s targeted consultation on the Markets in Crypto-Assets

Regulation (MiCAR)
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rates in the wake of the pandemic'® Profitability has declined slightly in
2026 but remains high.

Banks’ total credit losses have remained low and are in line with 2025
levels (Chart 1.7). Overall credit losses on corporate exposures are

expected to increase slightly in 2026 and 2027 but to remain at low levels.

Even though several key financial figures improved last year, the current
situation is weighing on the liquidity of many real estate developers, and
continued low construction activity is expected to result in higher losses
on corporate exposures. Prospects for higher financing costs and lower
rental income mean that losses on banks’ CRE exposures are also
expected to increase slightly but to remain low.

Losses on loans to households are low. Higher real income has strength-
ened household debt-servicing capacity in recent years, and the loss
rate on household exposures is expected to remain at a low level.

Households and firms have ample access to credit

Norwegian banks’ financial strength gives them the flexibility to extend
loans to creditworthy firms and households, even in the event of market
stress and higher losses. In Norges Bank’s lending survey for 2026 Q3,
banks reported unchanged credit standards, broadly unchanged house-
hold credit demand and slightly weaker corporate demand. In Q4, banks
expect household credit demand to be broadly unchanged and corpo-
rate demand to decline slightly further. Bond market activity has been at
a normal level this autumn. Credit spreads for investment-grade firms
increased somewhat in October but are close to the average for the past
decade. In Norges Bank’s assessment, households and firms have ample
access to credit.

Capital requirements are bolstering resilience
The Common Equity Tier 1(CET1) ratios of Norwegian banks are well
above total capital requirements. Looking ahead, continued high profita-

16 Policy rate hikes increase banks’ interestincome more than interest expenses because banks have more
interest-bearing assets than interest-bearing liabilities (equity effect). In addition, banks often raise
average lending rates more than average deposit rates (interest margin increase).
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bility and low losses are expected to help keep banks’ capital adequacy
ratios at a high level. The solvency stress test in Financial Stability Report
2026 H1shows that banks can absorb large credit losses while main-
taining lending to households and firms, and that they therefore will not
amplify an economic downturn.

Capital buffers form part of banks’ overall capital requirements and are
important macroprudential policy instruments. Norges Bank sets the
countercyclical capital buffer (CCyB) rate each quarter and provides the
Ministry of Finance with advice on the systemic risk buffer rate at least
every other year.

The CCyB is intended to reflect the assessment of cyclical vulnerabilities
in the financial system and mitigate the risk of banks amplifying an
economic downturn. At its meeting on 4 November 2026, Norges Bank’s
Monetary Policy and Financial Stability Committee decided to keep the
countercyclical capital buffer rate unchanged at 2.5 percent.

The SyRB is intended to help ensure that banks hold sufficient capital to
withstand downturns, and should reflect the structural vulnerabilities in
the financial system, ie persistent features that change little from year to
year. In May, Norges Bank advised the Ministry of Finance to maintain the
SyRB rate at 4.5% for all exposures in Norway. In November, the Ministry
of Finance decided to keep the requirement unchanged.”

The Ministry of Finance has stipulated a floor for average risk weights for
residential and CRE mortgages in banks that use an internal ratings-
based approach to calculate their capital requirements. Such floors
serve as a backstop that prevent banks’ capital levels from becoming too
low as a result of a fall in risk weights. Excessively high floors may,
however, weaken both the risk sensitivity of the capital requirements and
the incentives for sound risk management. In a consultation letter of 21
September 2026 from the Ministry of Finance, Finanstilsynet proposes
maintaining the current risk weight floor levels.”® In its consultation
response, Norges Bank has no reservations to the proposal.”®

In Norway, the financial system has proven resilient to major market
shocks and higher interest rates in recent years. The introduction of new
regulation in Norway and abroad following the financial crisis has
bolstered resilience both internationally and domestically. The European
Commission is currently considering amendments to simplify European
banking regulations and to better facilitate how banks meet financing
needs in the real economy. This work includes the interaction between
different capital requirements, macroprudential policy instruments and
crisis management requirements. Draft legislation is expected in 2027 H1

17 See news item about the decision made by the Ministry of Finance on 2 November 2026: Kravet til
systemrisikobuffer viderefgres [SyRB requirement maintained] (in Norwegian only).

18 See news item of 21 September 2026 about the Ministry of Finance’s consultation: Haring — gulv for
risikovekting av boligldn og neeringseiendomslan [Consultation - risk weight floor levels for mortgages and
CRE loans] (in Norwegian only).

19 See Norges Bank (2026). Heringsvar fra Norges Bank — gulv for risikovekting av boligl&n og
neeringseiendomslan [Consultation response — risk weight floor levels for mortgages and CRE loans] (in
Norwegian only). 11 November 2026.
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and will likely have consequences for banks’ capital requirements and
resilience. In Norges Bank’s view, there are good reasons for simplifying
the regulatory framework, but international regulatory standards must be
safeguarded while national authorities retain a certain flexibility to
address national vulnerabilities.

Key vulnerabilities in the Norwegian
financial system

The economy is regularly exposed to shocks that affect both the real
economy and the financial system. Promoting financial stability means
ensuring sufficient financial system resilience to absorb such shocks. In
this work, Norges Bank focuses on assessing systemic risk. The financial
system should contribute to stable economic developments by channel-
ling funds and offering savings products, executing payments and
distributing risk efficiently. Systemic risk is the risk of disruption to the
financial system’s ability to perform these functions.

The level of systemic risk depends on a number of factors. The risk of
economic shocks, such as geopolitical tensions, pushes up systemic risk.
Financial system vulnerabilities further increase systemic risk. At the
same time, the financial system can be designed to be more resilient to
shocks. In response to financial system vulnerabilities, a number of meas-
ures have been introduced to strengthen resilience, including
requirements for banks’ solvency, liquidity and credit standards.

Many Norwegian households are highly indebted. This vulnerability has
built up over time as debt levels rose more than household income over
an extended period. However, banks’ losses on household exposures
have been low in the past three decades, reflecting the fact that

Norges Bank assesses the following vulnerabilities to be the most important
in the Norwegian financial system:

@ Many Norwegian households are highly indebted

Banks have high CRE exposures

7O\
o ©
No”/ One bank’s funding is another bank's liquidity reserve
1
1o
I i _ .
c‘g The financial system is vulnerable to cyberattacks

[Bl Banks have substantial exposure to customers that are

vulnerable to climate transition
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increased purchasing power over time has improved debt-servicing
capacity. At the same time, high debt, especially when combined with low
liquidity, can increase the risk of sharp consumption cutbacks if interest
rates rise, household income is reduced or house prices fall markedly.
Should multiple such shocks coincide, consumption cutbacks could
weaken firms’ earnings and debt-servicing capacity, leading to higher
bank losses on corporate exposures and amplifying the downturn
through tighter credit standards.

In recent years, debt growth has been slower than income growth. DTI
ratios have declined broadly across households and most for those with
the highest ratios. In Norges Bank’s overall assessment, Norwegian
household vulnerabilities related to high debt is somewhat reduced (see
Section 2 for a further discussion of household sector vulnerabilities).

Another key vulnerability is banks’ high share of CRE exposure. This share
has remained stable in recent years. Experience from banking crises in
Norway and abroad has shown that losses on CRE exposures have been
an important factor behind solvency problems in the banking sector.
Banks incurred losses on approximately one third of their CRE loans
during the banking crisis in the period 1988-1993. In recent years, the rise
in financing costs and the decline in property values have put pressure
on CRE firms’ profitability and solvency. However, CRE defaults have
remained stable at a low level, and over the past two years, CRE firms
overall have strengthened their solvency. A number of firms have
adapted to a higher interest rate level by selling properties, injecting new
equity and paying off debts. Higher long-term interest rates and weaker
demand for office space pull in the direction of weaker developments in
profitability and property values ahead. A marked increase in long-term
interest rates and risk premiums could weaken both debt servicing
capacity and property values. If a price fall leads to lower pledged collat-
eral values than the carrying amount of loans, banks may incur losses if
the debt is defaulted on. See Section 3 for a more detailed discussion of
the CRE sector.

Furthermore, banks in Norway are interconnected through interbank
exposures and have common or similar securities in their liquidity
reserves. Covered bonds account for a large part of banks’ liquidity
reserves. If a number of banks need liquidity and have to sell such a large
quantity of covered bonds that the value of the bonds falls, the value of
covered bond holdings in the liquidity reserves of all other banks will also
fall. Cross-holdings of bonds mean that banks fund other banks. If banks
were to withdraw collectively as buyers of covered bonds during market
stress, this could weaken their ability to obtain new covered bond
funding and could more easily lead to liquidity problems spreading and
becoming self-reinforcing (see Financial Stability Report 2026 H1).

Digitalisation makes the financial system more efficient but also leads to
cyber vulnerability. Artificial intelligence (Al) increases cyber risk by
strengthening attackers’ ability to swiftly and efficiently detect and
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exploit vulnerabilities before they are addressed. Concentration,
complexity and interconnectedness may amplify the consequences of a
cyberattack that then spreads rapidly and widely across the financial
system. In a turbulent world, the risk of targeted cyberattacks and other
operational disruptions increases. Cyberattacks that disrupt critical func-
tions or lead to a broad loss of confidence may threaten financial stability.
Adequate contingency arrangements are important for managing such
serious situations (see Financial Infrastructure Report 2026).

Furthermore, banks’ substantial exposures to sectors that are particularly
vulnerable to climate transition are a financial system vulnerability. The
Norwegian business sector must adapt to climate change and the use of
new forms of energy. There is considerable uncertainty about the cost of
such a transition, and some firms may see their earnings weaken. If many
firms are adversely affected, this may result in higher bank losses. More
extreme weather events can also increase insurance premiums and
other housing-related costs and thereby impact household resilience.
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2. Most households have
adequate debt-servicing
capacity

2.1 Debt-to-income ratios have declined and
are levelling off

Many Norwegian households have high debt-to-income (DTI) ratios, and
Norges Bank has long considered this to be a key vulnerability in the
Norwegian financial system. Since the banking crisis in the 1990s, few
households have defaulted on their debt, even in downturns. At the same
time, high debt levels can increase the risk of sharp consumption
cutbacks if interest rates rise, household income is reduced or house
prices fall markedly. Analyses from Norges Bank indicate that households
with high DTl ratios tighten consumption more than households with low
DTl ratios, both when faced with higher interest rates and high inflation,
and when house prices fall markedly.! This channel is amplified if house-
holds have small liquid buffers or limited access to credit. Such cutbacks
can affect firms’ earnings and in turn lead to higher corporate credit
losses among banks. Both DTl ratios and the size of liquid buffers there-
fore have implications for household vulnerability.

Chart 2.1 Overall debt burdens have declined and are levelling off @
Percent
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Sources: Statistics Norway and Norges Bank

1 See Guldbrandsen, M.A.H.,S.L. Nilsen and E.S. Njglstad (2025) "Revisiting imputed consumption
expenditure during the recent tightening cycle in Norway". Staff Memo 13/2025. Norges Bank. See also
Aastveit, K.A., J. Béjeryd, M.A.H. Gulbrandsen, R.E. Juelsrud and K. Roszbach (2025) “What do 12 billion
card transactions say about house prices and consumption?*. Staff Memo 15/2025. Norges Bank.
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Norwegian household DTl ratios? rose over many years and are high both
historically and compared with other countries (Chart 2.1). Over the past
five years, debt growth has been slower than income growth, and the
overall household DTl ratio has declined. The debt service ratio and the
interest burden have also declined slightly over the past two years, after
rising substantially in pace with higher interest rates in the preceding
years. Looking ahead, household debt is expected to rise broadly in pace
with income, and that the DTl ratio therefore will change little. Household
interest burdens are expected to increase somewhat in the near future as
aresult of higher interest rates, before gradually falling back.

According to Finanstilsynet’s (Financial Supervisory Authority of Norway)
Residential Mortgage Survey for 2025, the average DTl ratio increased for
new mortgages and for the share of new mortgages issued with loan-to-
value (LTV) ratios close to 90%. This reflects the increase in the Lending
Regulations’ maximum LTV ratio requirement from 85% to 90%. This
year’s survey shows that both the average DTl ratio and the share of new
loans with LTV ratios close to 90% have increased somewhat further.3

Banks can use flexibility quotas to grant loans that deviate from one or
more requirements in the Lending Regulations.* After the regulatory
amendment in 2025, banks’ use of flexibility quotas related to the LTV ratio
requirement declined (Chart 2.2). In Oslo, the decline was less pronounced
than in the rest of Norway, reflecting the fact that the DTl ratio is the main
binding requirement for borrowers in Oslo. At the same time, use of flexi-
bility quotas related to the DTl requirement has increased.

Increased household purchasing power
Following the decline in 2022 and 2023, average household real dispos-
able income increased again in 2024 and 2025 (Chart 2.3, left panel).

Chart 2.2 Temporary decline in loans that deviate from the LTV limit
outside Oslo

Share of new mortgages that deviate from each requirement in the Lending Regulations.
Percent
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Sources: Finanstilsynet (Financial Supervisory Authority of Norway) and Norges Bank

2 Debtburdenis defined as debt as a share of disposable income.

3 SeeFinanstilsynet’s residential mortgage lending survey for 2026 [in Norwegian only].

The Lending Regulations allow for a share of the value of approved mortgages to deviate from one or more
requirements in the Regulations. The flexibility quota is 10% per quarter outside Oslo and 8% or up to
NOK 15 million per quarter in Oslo.
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Chart 2.3 Households’ purchasing power has strengthened and @ <
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credit growth has levelled off
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Growth in real disposable income continued through 2026 H1, partly
driven by the rise in wage income, pensions and government benefits.
Growth ahead is expected to be lower than in the past two years but at
broadly the same level as the average for the past 10 years (see Monetary
Policy Report 3/2026).

Household credit growth picked up again in 2024 and 2025 after a period
of slowing growth (Chart 2.3, right panel). So far in 2026, credit growth has
levelled off, with a 12-month rise of 4.5% in September. The higher interest
rate level and expectations of higher mortgage rates ahead may have
curbed credit demand.® Despite the rise in 2024 and 2025, credit growth
remains lower than before the pandemic. In Norges Bank’s lending
survey, banks report broadly unchanged residential mortgage demand in
2026 @3, and they expect no change in Q4.°

Consumer debt’ only accounts for slightly less than 4% of overall house-
hold debt, but has historically accounted for the largest share of banks’
credit losses on household exposures. Growth in household consumer
debt was particularly strong in 2022 and 2023, but has slowed in recent
years. Consumer credit growth has been driven by anincrease in instal-
ment loans. Despite increased credit card use, interest bearing credit
card debt has trended downwards since 2022.

The decline in household debt burdens is broad-based
Vulnerabilities related to high household debt depend not only on the
overall debt burden but also on how debt is distributed across house-
holds. Microdata are therefore used to examine more closely how DTI
ratios have developed across household groups.

Norwegian households have historically accumulated substantial debt,
particularly related to home purchases in the household formation phase.

5 Seethe Co-operative Housing Federation of Norway’s Boligmarkedsbarometer [Housing market survey, in
Norwegian onlyl. In October, around 75% of respondents expected higher mortgage rates one year ahead.

See Norges Bank’s Survey of Bank Lending 3/2026.

7 Consumer debtis unsecured debt that generally has a higher interest rate than residential mortgage loans.

See Solheim, H. and Vatne, B.H. (2024). “Ny vekst i forbruksgjelden® [New growth in consumer debt] (in
Norwegian only). Blogpost published on Bankplassen blogg. Norges Bank 11 March 2024.

Norges Bank Financial Stability Report 2026 H2

26


https://www.norges-bank.no/contentassets/fc580519ec63404980e5daada0ca7790/mpr-3-26.pdf?v=24092026144637
https://www.norges-bank.no/contentassets/fc580519ec63404980e5daada0ca7790/mpr-3-26.pdf?v=24092026144637
https://www.nbbl.no/om-oss/statistikk-og-fakta/nbbls-boligmarkedsbarometer/
https://www.norges-bank.no/en/news-events/publications/Norges-Banks-Survey-of-Bank-Lending/q3-2026-survey-of-bank-lending/
https://www.norges-bank.no/bankplassen/arkiv/2024/ny-vekst-i-forbruksgjelden/

@ C Section 2
Chart 2.4 The decline in household debt burden is broad-based
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DTl ratios therefore vary between households in different age groups
(Chart 2.4, left panel). In recent years, DTl ratios have declined in all age
groups. Since 2021, the decline has been most pronounced among
households under the age of 35, which also have the highest DTl ratios.

At the same time, there are wide differences in DTl ratios within each age
group (Chart 2.4, right panel). In the 25—-34 age group, 10% of households
had DTl ratios higher than 5.6 times after-tax income in 2025. The median
ratio in this age group was just below three times after-tax income. Many
households in the 35-44 age group are also highly indebted. Both the
differences within these age groups and the percentage with high debt
levels decline markedly with age.

The decline in DTl ratios is broad-based across the household distribu-
tion (Chart 2.5). Since 2021, the decline in DTl ratios has been most
pronounced in the upper parts of the distribution, reflecting a particular
decline in the share of highly indebted households. In 2025, the median
DTl ratio was approximately 130%.

Chart 2.5 Debt-to-income ratios have fallen across the entire @

distribution
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In Financial Stability Report 2025 H2, it was pointed out that the broad-
based decline in debt-to-income ratios has reduced vulnerabilities
related to high household debt somewhat. Developments have since
beenin line with this assessment.

2.2 Most households have adequate debt-
servicing capacity

High debt levels canincrease household vulnerability to higher interest
rates, reduced income or a marked fall in house prices. However, the risk of
households facing debt-servicing difficulties also depends on their finan-
cial leeway. A high share of expenses for ordinary consumption, housing
and debt-servicing means that less income is available for unforeseen
expenses or income loss. Developments in household expenses as a share
of after-taxincome therefore provide information on how their debt-ser-
vicing capacity has developed over time. A new analysis indicates that
household debt-servicing capacity has improved over the past 25 years, in
line with previous analyses (see box on page 38).°

Households’ necessary expenses have risen at a slower pace than
income over the past two years

In order to assess households’ debt-servicing capacity, necessary
expenses are calculated as a share of after-tax income. Necessary
expenses comprise ordinary consumer expenditure’©, fixed housing
costs, electricity expenses and interest expenses. The analysis is limited
to homeowners because they hold most of total household debt."

Partly owing to the combination of higher interest rates and high inflation
in the years following the pandemic, households’ necessary expenses
rose faster than income (Chart 2.6). Norges Bank’s calculations show that
necessary expenses on average accounted for approximately 59% of
after-tax income in 2023, up from approximately 55% in 2021. The increase
was primarily driven by higher interest expenses. Even though interest
expenses rose further in 2024, income growth contributed to necessary
expenses as a share of income falling somewhat. Preliminary figures from
tax assessments indicate that necessary expenses as a share of after-tax
income were on average approximately unchanged from 2024 to 2025.

9 For previous analyses, see eg Lindquist, K.-G., H. Solheim and B.H. Vatne (2022) “Norwegian homeowners’
debt-servicing capacity is adequate”. Staff Memo 8/2022. Norges Bank.

10 See SIFO’s Reference Budget for ordinary consumer expenditure. The reference budget specifies the
expenditure required to maintain an acceptable level of consumption for households of different sizes and
with different age and gender compositions. From a debt-servicing perspective, the reference budgetis a
useful starting point because it specifies a level of consumption that households can be assumed to adjust
down towards in order to meet their debt obligations.

1 Non-home owning households is a diverse group, and many have low income and little debt. In the sample,
these households hold around 7% of total debt, but account for around 30% of households. Some of these
households are tenants, A quarter of all households are tenants, according to Statistics Norway’s housing
conditions register. SIFO’s financial well-being barometer and Statistics Norway'’s living conditions
indicators show that a larger share of tenants experience financial insecurity and problems related to living
conditions than homeowners. According to SIFO, around 35% of tenants were in the lowest financial
security categories in 2024. The percentage was somewhat lower than in 2023, but higher than in 2021.
Statistics Norway'’s living conditions indicators also show that the share of tenants with problems relating
to living conditions increased from 2021to 2024, but that the increase was most pronounced among
homeowners.
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Chart 2.6 Households’ necessary expenses have increased more

than income since the pandemic
Expenses as a share of after-tax income. Homeowners. Average. Percent
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The share of these expenses in relation to income varies considerably
across households (Chart 2.7). In 2021, necessary expenses were equiva-
lent to more than 60% of after-tax income for around 34% of
households.”? This share increased to 43% in 2023 and fell back some-
what, to 40%, in 2025.

Developments through 2024 and 2025 mean that necessary expenses
account for a smaller share of income for many households. Despite
necessary expenses continuing to account for a larger share of income
than prior to the rise in inflation and interest rates, most households are
able, by an ample margin, to service debt and cover expenses with
currentincome.

Very few households are at risk of defaulting on debt

Around 2.5% of households do not have sufficient current income to
cover necessary expenses (Chart 2.7, rightmost bars). This does not
necessarily mean that they are at risk of defaulting on their debt. Some

Chart 2.7 For many households, necessary expenses have risen more
than income over the past two years
Share of homeowners within different intervals of necessary expenses as a share of after-

taxincome. Percent
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Share of homeowners

12 Thisis calculated by summing the share of households whose necessary expenses exceed 60% of after-
taxincome in the chart.
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Chart 2.8 The share of households with negative margins has @ <
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declined and they hold a smaller share of debt
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households may have lower expenses than assumed. They may also draw
on any accumulated savings, receive transfers from others or have
income that is not captured in the statistics.”®

To assess the number of households with weak debt-servicing capacity,
amargin is calculated that also takes into account the possibility to draw
on accumulated savings. A negative margin means that a household is
not able to pay interest expenses without having to reduce consumption
to below assumed estimated necessary expenses." The analysis finds
that slightly less than 2% of households had negative margins in 2025
(Chart 2.8). These households held around 2.2% of total debt held by
homeowners. Both the share of households with a negative margin and
the share of debt held by these households were somewhat lower in 2025
than in 2024. Overall, the analysis suggests that a very small share of
households are at risk of defaulting on their debt. This is consistent with
the low residential mortgage default figures.’®

2.3 Households’ liquid buffers are increasing
again

Accumulated savings may make households better able to manage a loss
of income and unforeseen expenses. The usefulness of such buffers
depends, among other things, on how liquid they are, ie how fast they can
be sold. The buffers can help maintain both consumption and debt-
servicing capacity.

13 Principal payments are notincluded in necessary expenses and are implicitly defined as saving. In the
event of payment problems, the household can also ask their bank for interest-only periods.

14 When calculating the margin, households are assumed to be able to draw on some of their savings to cover
necessary and interest expenses. This means drawing on bank deposits. The method builds on Lindquist.
K.-G., H. Solheim and B.H. Vatne (2022): “Norwegian homeowners’ debt-servicing capacity is adequate”,
Staff Memo 8/2022. Norges Bank.

15 This corresponds to approximately 32 000 households in the sample.

16 See Norges Bank’s banking statistics.
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Chart 2.9 Households’ net financial investment has increased @ (
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Households’ financial saving has picked up

Net financial investment shows the difference between households’
financial investment and borrowing and is a measure of households’
financial saving. Households’ borrowing has generally been higher than
financial saving and hence led to negative net financial investment (Chart
2.9).” Households' total net financial investment increased markedly
during the pandemic before declining somewhat again. The rise was
driven by higher household saving in bank deposits and securities. Over
the past four quarters, net financial investment has been positive and
equivalent to just below 1% of household disposable income. Higher
interest rates may have contributed to this development by making it more
attractive to save and less attractive to borrow. Greater uncertainty may
also have given households an incentive to build up financial buffers.”®

Chart 2.10 Households have accumulated liquid assets faster than @
debt
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17 In Statistics Norway'’s Financial accounts by sector, saving in collective pension schemes s included in net
financial investment. Since these are illiquid assets, they are excluded from this analysis.

18 Opinion’s Forbrukermeter [consumer meter] (in Norwegian only) and Finance Norway's
Forventningsbarometer [expectations barometer] (in Norwegian only) show that Norwegians’ confidence
in their own financial situation and in the Norwegian economy is still lower than before inflation picked up
and interest rates rose.
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Households’ total holdings of bank deposits, listed equities and mutual
fund units have increased more than debt since the pandemic (Chart
2.10). Both net financial investment and appreciation of securities have
contributed to this development. The increase has been most
pronounced for mutual fund units, partly reflecting rising equity prices.
Over the past four quarters, households’ total liquid assets accounted for
approximately 60% of total household debt.

Valuation gains have made a substantial contribution to the rise in liquid
buffers

As household financial buffers have increased and a large share is
invested in mutual funds and listed equities, developments in financial
markets can have a greater impact on the size of liquid buffers ahead.
Developments in households’ financial asset holdings can be divided into
contributions from active saving and value changes.

With the exception of 2022, the total stock of households’ mutual fund
units and listed equities has increased relative to disposable income
since the pandemic (Chart 2.11, left panel). Some of the increase is due to
households’ net purchase of fund units and equities, ie active saving.'
However, the largest contribution to the increase came from changes in
the value of existing financial assets.?° The contribution from value
changes was particularly large in 2024 but also considerable in 2025.7
Over the past four quarters, households’ holdings of mutual fund units
and listed equities have increased by an amount equivalent to just over
9% of disposable income. Approximately 70% of this increase is due to
value changes.

By comparison, households’ overall active saving in bank deposits
declined relative to disposable income after the pandemic but has risen

Chart 2.11 High returns have contributed to increased financial buffers
Change in holdings as a share of disposable income. Percent
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19 Shownin Chart 2.11 by transactions.

20 In Statistics Norway's financial accounts by sector, this is referred to as andre endringer [other changes]
that are not due to transactions. For securities, this primarily reflects appreciation, depreciation and
exchange rate movements, but can also be due to changes in financial market classification and structure.

21 Thereis more uncertainty than normal related to the data underlying mutual fund unit transactions from
2025. Thisis due to structural changes in Statistics Norway’ underlying data, with a number of major fund
managers having moved their portfolios abroad.
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Chart 2.12 Rise in households with a diversified portfolio of financial @ <
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again since 2023 (Chart 2.11, right panel). The rise was particularly
pronounced in 2025. Over the past four quarters, the increase in bank
deposits accounted for slightly more than 5% of households’ disposable
income.

More households have a more diversified financial portfolio
Household resilience depends not only on overall financial buffers but
also on their distribution across households. Microdata are therefore
used to examine more closely how the buffers have developed across
households.

Bank deposits are the most liquid part of households’ accumulated
savings and the dominant form of financial wealth for most households
(Chart 2.12, left panel).?? Half of households hold more than 90% of their
financial wealth in bank deposits, while just under one-third hold only
bank deposits. At the same time, the share of households holding all their
financial wealth in bank deposits has declined (Chart 2.12, right panel).
Households’ financial wealth has become slightly more diversified in
recent years as a result of more households saving in funds and other
financial assets. Some of these investments, such as broad-based index
funds, can be realised quickly to improve liquidity.

Households’ liquid buffers have increased more thanincome

For the median household, bank deposits accounted for slightly less than
30% of annual after-tax income in 2024 (Chart 2.13, left panel). After the
marked rise during the pandemic, bank deposits rose more slowly than
income across large parts of the distribution and in 2024 were approxi-
mately at the pre-pandemic level. Preliminary figures from tax
assessments indicate, however, that bank deposits rose more than
income across large parts of the distribution in 2025 (see orange bars in
the chart).

22 Underlying data are for 2024 because the figures for financial wealth from the Norwegian Tax
Administration for 2025 are not processed in the same way as the income and wealth statistics from
Statistics Norway.
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Chart 2.13 Households’ liquid buffers are increasing again
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If fund units and equity savings account balances are included in the
liquid buffer measure, the level rises substantially (Chart 2.13, right
panel).?® With this broader measure, liquid buffers increased again in
2024, despite the decline in bank deposits as a share of income. In 2024,
the median household’s liquid buffer was equivalent to more than 40% of
annual after-tax income, higher than in the pre-pandemic period.

At the same time, some households have small liquid buffers. In 2024,
approximately 19% of households with DTl ratios above three times
after-tax income had little or no liquid buffer in the form of bank deposits
(Chart 2.14). The share increased somewhat from 2023, but was approxi-
mately at the pre-pandemic level. Preliminary figures from tax
assessments indicate that the share declined somewhat in 2025.

Chart 2.14 The share of households with high debt and small liquid @
buffers has declined somewhat over the past year
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23 The data extend to 2024 because the 2025 figures for mutual funds and equity savings accounts from the
Norwegian Tax Administration have not been processed in the same way as Statistics Norway's income
and wealth statistics.
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2.4 House price inflation has declined despite
low residential construction

The housing market is key to the assessment of financial stability, partly
due to the interplay between house prices and debt.?* Housing is a key
asset for households and an important reason why they take on substan-
tial debt.

For along time, house prices increased faster than household income
(Chart 2.15). This increased household sector vulnerability as household
DTl ratios increased at the same time (Chart 2.1). In recent years, house
prices relative to disposable income have declined. Following a period of
moderate house price inflation and high turnover in the secondary
housing market in autumn 2025, house price inflation has slowed and
remained low in 2026. Low house price inflation so far in 2026 has
coincided with household credit growth levelling off (Chart 2.3, right
panel). At the same time, there are wide regional differences. House price
inflation has recently been particularly weak in the Oslo area, but high in
other cities in Norway. Annual house price inflation is expected to be a bit
lower in 2026 and 2027 than in 2025, before picking up again in pace with
anincrease in housing investment (see Monetary Policy Report 3/2026).

When house prices increase faster than household income over time,
fewer households may be able to purchase their own home. In recent
years, alternative housing purchase models that reduce the need for
accumulated equity have emerged, with rent-to-own and shared
ownership being the most common. Rent-to-own combines renting with
aright to subsequently purchase, while shared ownership involves
buying a share of the home and renting the rest, often with the option of

Chart 2.15 Household income growth has outpaced house price
inflation inrecent years
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24 Residential mortgage loans account for most household debt. Higher house prices raise the value of
collateral and thus increase borrowing opportunities. Higher house prices may result inincreased credit
demand over time, and improved access to credit may result in higher house prices through increased
housing demand.
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New legislation provides for new housing purchase models

The Norwegian Ministry of Local Government and Regional Development recently conducted a public
consultation about new regulations for borettslag and sameier, the two main forms of housing coopera-
tives in Norway. The aim is to promote rent-to-own and shared ownership models in new housing projects.
Under the proposal, model providers are permitted to own a larger share of homes in housing coopera-
tives than is the case today. At the same time, more detailed contractual requirements and special rules
are proposed to safeguard consumer protection and the balance of power in housing companies and
cooperatives.

Norges Bank has submitted a consultation response with some remarks on aspects of the housing

purchase models that may have implications for systemic risk and financial stability. These models are
currently assessed to have only minor implications for financial stability as their use is limited. However, the
models may have greater significance if their use becomes more widespread or if financing becomes
more concentrated. The rent-to-own and shared ownership models resemble financial service offerings
and their structure may make them subject to licensing under the Financial Institutions Act. In Norges
Bank’s assessment, further clarification is needed as to when providers of housing purchase models are
engaged in activities subject to licensing and which regulatory requirements then apply. Such clarifications
will contribute to equal regulatory treatment and set clearer parameters for housing purchase models.

increasing the ownership share over time. Regulatory changes are
currently under way to facilitate increased use of such models (see box
above).

Low residential construction is being offset by lower household

fo

rmation and an ample stock of existing homes

House prices are determined by a range of factors, including interest
rates, income and the tax policy stance. The housing supply also has
implications for house prices over time. The relationship between the
increase in the number of homes and household formation is an indicator

of

developments in housing market supply and demand. Residential

construction has been outpaced by household formation since 2018

Chart 2.16 The gap between household formation and residential @
construction has narrowed

Housing start permits and completions and annual change in the number of households.
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Chart 2.17 The number of households has increased more than the
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(Chart 2.16). The number of housing start permits and completions has
fallen since 2022, partly owing to higher interest rates and increased
costs.? At the same time, household formation has slowed, particularly in
2025, in line with lower population growth. Slower household formation,
combined with an increased supply of existing homes, may have
contributed to weaker house price inflation in the secondary housing
market, despite low residential construction.

The extent to which household formation has outpaced the rise in the
number of homes varies across regions in Norway. In the period between
2021 and 2024, household formation outpaced the number of dwellings in
all urbanisation classes (Chart 2.17).2° In 2025, the difference increased
further in the most urban areas outside Oslo and in urbanisation class 5.
In the other urbanisation classes, the rise in the number of households
and homes was approximately the same.

Chart 2.18 Household formation has been most pronounced in urban @
areas over time
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25 See Section 3.3 for a more detailed description of profitability and activity in the real estate development
market.

26 The chart compares the rise in the number of households with the rise in the number of homes. If these two
growth rates are the same, the observations will lie on the red diagonal line. Observations to the right of the
line indicate that the number of households has increased more than the number of homes, while
observations to the left indicate the opposite.
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Data underlying the analyses in this section

The analyses of households are based on statistics that use tax returns as the most important data source.
Tax returns include household-level information about income, debt and wealth.

For the period to end-2024, complete income and wealth statistics for Norwegian households from
Statistics Norway are used. For charts containing figures from tax assessments, tax return data from the
Norwegian Tax Administration available by 1 August 2026 is used the subsequent year ie after the income
year. As tax returns do not include information on individuals’ household status, the previous year’s data
on household composition from Statistics Norway’s income and wealth statistics are used to aggregate
the variables up to household level.

Over time, the difference has been widest in the most urban areas, which
may have contributed to higher house prices there (Chart 2.18). At the
same time, the difference is less pronounced in most areas than it has
been in the post-pandemic years.

A historical perspective on household debt-
servicing capacity

Norwegian households have high debt-to-income (DTI) ratios, and this
high debt is a key vulnerability in the Norwegian financial system. For a
long period, debt rose faster than income. At the same time, the default
rate has remained low over the past 25 years, irrespective of business
cycles. Developments in households’ debt must therefore be viewed in
the light of developments in their debt-servicing capacity.

A new analysis examines developments in household debt-servicing
capacity over time.! The analysis uses household-level microdata to shed
light on developments in debt-servicing capacity in the period between
2001 and 2024. The analysis focuses on homeowners since they hold
most of the debt among Norwegian households. The amount of debt
households can service depends, among other things, onincome,
consumer expenditure, housing costs and interest rate levels. To assess
how household debt-servicing capacity has evolved, developments in
these components are examined first.

1 SeeEllingsen, J., K.-G. Lindquist and B.H. Vatne (2026), “Et historisk blikk p& husholdningenes
gjeldsbetjeningsevne” [A historical perspective on household debt-servicing capacityl (Forthcoming in
English). Staff Memo 6/2026. Norges Bank.
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Chart 2.A Debt-servicing income has increased markedly @ (

Section 2

)

SIFO expenses as a share of Housing costs as a share of Debt-servicingincome as a
after-tax income after-taxincome share of after-taxincome

100% 25% r 100%

80% 20% 80% r

60% 15% [ 60%

40% 10% 40%

20% 5% 20%

0% 0% . . . . 0% . . . .
2001 2006 2011 2016 2021 2001 2006 2011 2016 2021 2001 2006 2011 2016 2021

Sources: Consumer Research Norway, National Federation of House Owners in Norway, Statistics Norway and Norges Bank

Debt-servicing income has increased markedly

The portion of income that can be used for debt servicing, in the form of
both interest and principal payments, is referred to as debt-servicing
income, ie income after tax and necessary expenditure on ordinary
consumption and housing costs.

As a measure of households’ ordinary consumer expenditure, the
Consumption Research Norway (SIFO) Reference Budget is used, which
provides estimates of expenditure on a modest level of consumption for
different types of households. These expenditures declined as a share of
after-tax income through the 2000s, before levelling off somewhat (Chart
2.A, left panel). For the median household, the share fell from just over
50% in 2001 to just under 40% in 2024.

Meanwhile, housing costs have been relatively stable compared to
income, accounting for around 7% of after-tax income for the median
household through much of the period (Chart 2.A, middle panel).

The National Federation of House Owners in Norway (Huseierne)
Housing Cost Index is used as a measure of these costs.?

For the median household, debt-servicing income increased from around
40% of after-tax income in 2001 to around 55% in 2024 (Chart 2.A, right
panel). There was a substantial increase in the period to 2015. This share
then levelled off, before falling somewhat around the pandemic period.
Since 2022, the share has risen again, primarily reflecting higher income.

Lower interest rates have eased the burden of higher debt

The increase in the debt-to-income (DTI) ratio over the past 25 years must
also be seen in light of interest rate developments. Through much of the
period, interest rates declined. Lower interest rates eased the burden of
increased borrowing and contributed to more stable developments in
interest burdens, measured as interest expenses as a share of after-tax

2 Theindex comprises property tax, municipal charges and costs related to energy, insurance and
maintenance, as well as interest expenses. In the analysis, maintenance is excluded, and observed interest
expenses from the microdata are included as a separate expense component.
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Chart 2.B Households’ discretionary income has also increased @ <
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income. In recent years, interest burdens have increased considerably in
pace with higher interest rates.

Households’ discretionary income has also increased over time

When interest expenses are deducted from debt-servicing income, what
remains is households’ discretionary income. This income can be used
for savings, principal payments and consumption beyond what has been
assumed in this analysis.

In line with the increase in debt-servicing income and a relatively stable
interest burden, discretionary income has increased as a share of
after-tax income. For the median household, discretionary income rose
from around 30% of after-tax income in 2001 to almost 50% in 2015 (Chart
2.B, left panel), before levelling off and declining to just over 40% in 2024.
The full distribution was shifted towards higher levels for discretionary
income in 2024 compared with 2001.

From a financial stability perspective, developments in the share of
households with low or negative discretionary income are of particular
interest, as these households have limited capacity to cope with
economic downturns. The share of households with negative discre-
tionary income fell markedly through the 2000s and has since remained
at a relatively low level (Chart 2.B, right panel). The share of total debt held
by households with negative discretionary income has also fallen consid-
erably. Compared with levels in the 2000s, the increase in the share of
households with negative discretionary income in 2023 and 2024, owing
to higher interest rates and inflation, was moderate.

Households’ debt burdens have increased less measured against debt-
servicing income

The increase in debt-servicing income has given households the oppor-
tunity to either increase consumption beyond an ordinary level or service
more debt. These developments have implications for the interpretation
of households’ debt burdens.
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Chart 2.C Household debt burdens have risen less relative to debt-

@DC

Section 2

)

servicing income
Median. Index, 2001 =100

220
200 r
180 r
160
140

120 r

100 ¥/\ I 1 1 I I I I I L L L L 1 1 1 1 1 1 1 L

2001 2003 2005 2007 2009 20M 2013 2015 2017 2019 2021 2023

—Seriesl Series2

Sources: Consumer Research Norway, National Federation of House Owners in Norway, Statistics Norway and Norges Bank

The traditional measure of debt burden assesses households’ debt
relative to income.® A supplementary measure is debt as a share of
debt-servicing income since this is the share of income available for debt
servicing.

Chart 2.C shows how developments in households’ debt burden depend
on the income measure used. Measured relative to after-tax income, the
median household debt burden more than doubled between 2001 and
2020, before declining somewhat in the subsequent years. Measured
relative to debt-servicing income, the debt burden has increased
markedly less.

Norwegian households’ strong debt-servicing capacity is well docu-
mented in previous analyses.* What is new in this analysis is the long
period over which developments are tracked and the examination of how
improved debt-servicing capacity has helped households service ever-
higher debt while defaults have remained low.

3 Grossincome, after-taxincome and disposable income are all commonly used asincome measures when
calculating debt burden.

4 SeeegLlindquist, K.-G., H. Solheim and B.H. Vatne (2022) “Norwegian homeowners’ debt-servicing
capacity is adequate”. Staff Memo 8/2022. Norges Bank.
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3. Stable corporate
developments, but
challenges in the real
estate sector remain

3.1 Overall, Norwegian firms are financially
sound

Financial positions in the Norwegian corporate sector were stable
through 2025." Annual financial statements show that corporate profita-
bility? improved, while solvency was broadly unchanged. According to
Norges Bank’s Regional Network, profitability has changed little so far in
2026 and moderate activity growth is expected ahead (see Regional
Network 3/2026). Strengthened household purchasing power, increased
defence spending and data centre buildout are contributing to the
upturn, while low construction activity is having a dampening effect. The
increase in bank and bond debt was low through 2025, and corporate
solvency is strong overall. Annual financial statements show that equity
ratios increased in most sectors in 2025 (Chart 3.1).

Chart 3.1 0verall, firms are financially sound @
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1 Thefinancial statement analysis covers Norwegian non-financial limited companies that have submitted
annual financial statements for the applicable year. Firms in oil and gas extraction and power companies
are omitted from the analysis owing to substantial earnings volatility that has a disproportionately large
impact on overall developments. Banks’ exposures to such firms are relatively small.

2 Measured as EBITDA/revenue and (EBITDA-net interest expenses)/revenue.
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Profitability, as measured by firms’ operating margins, improved in 2025
(Chart 3.2). For sectors with high debt-to-income (DTI) ratios, such as real
estate development and commercial real estate (CRE), interest expenses
have reduced profitability considerably since 2022. Adjusted for interest
expenses, operating margins in real estate development improved some-
what in 2025. Despite persistently low activity, profitability in construction
improved in the period between 2024 and 2025, and operating margins
after interest expenses are now in line with the historical average.

The real estate sector’s importance for financial stability

The financial position of real estate firms is important for financial stability because problems in these
firms can result in bank losses. Historically, banks’ losses have been higher on loans to the corporate
sector than to households.

CRE and real estate development loans amount to more than half of Norwegian banks’ total corporate
exposures (Chart 3.A). Construction firms account for a smaller share of banks’ corporate exposures
but a higher share of those employed in real estate.

In a construction project, real estate developers normally own the project and take out loans secured
on the project. Before providing financing, Banks normally require either that a substantial share of
the projectis pre-sold or that binding lease agreements have been made. The contractor and
sub-contractors are responsible for the building construction.

When a building is completed, ownership is normally handed over to a household if the property is resi-
dential or to a CRE firm if it is commercial. The new building usually becomes a part of the CRE firm’s
existing portfolio of commercial rental properties. Banks play a key role in financing building purchases,
both for households and CRE firms. For CRE firms, banks also play a key role in refinancing loans.

Banks’ credit risk on exposures to real estate developers and CRE is closely linked to price develop-
ments in the real estate market. For real estate development exposures, the risk also reflects demand
for new commercial and residential buildings, and the number of unsold units in projects that have
already been started.

Chart 3.A Norwegian banks have large exposures to the real estate
sector
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Chart 3.2 Profitability strengthened in 2025
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3.2 Higher rate of bankruptcies in real estate
development

Weaker economic developments contributed to a gradual increase in the
share of bankruptcies among Norwegian firms through 2023 and 2024. At
the same time, the increase reflects a normalisation following unusually
low bankruptcy figures during the pandemic. So far in 2026, the corpo-
rate bankruptcy rate has been relatively stable and broadly in line with the
average for the past 10 years (see broken line in Chart 3.3, left panel).®

Higher interest expenses and low construction activity have markedly
increased the bankruptcy rate in the real estate sector in recent years.
The rise has been most pronounced in real estate development, where
the bankruptcy rate has more than doubled since 2022. The firms that
have gone bankrupt are primarily individual stand-alone project

Chart 3.3 High bankruptcy rate in real estate development and higher bank
debtin bankrupt firms
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3 Inmostsectors, the bankruptcy rate increased markedly in June, primarily reflecting a rise in compulsory
liquidations. Virtually all firms that were subject to compulsory liquidation in June were alerted in March
about dissolution as a consequence of failure to submit financial statements for 2024. In previous years,
compulsory liquidations were distributed over several months. In 2026, a larger proportion was registered
in June, contributing to the marked rise in that month. Firms that were subject to compulsory liquidation
generally had little debt. The rise therefore does not reflect an underlying rise in credit risk.
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companies of a limited size.* Bank debt has also risen among bankrupt
real estate developers (Chart 3.3, right panel). Over the past 12 months, the
overall bank debt of bankrupt real estate developers has amounted to
NOK1.9bn, approximately ten times more than the average in the years
preceding the rise in bankruptcies. The six largest bankruptcies account
for about 60% of the bank debt of real estate developers that went bank-
rupt over the past 12 months.? In CRE, the bankruptcy rate has risen less.
Nevertheless, the bank debt of bankrupt CRE firms has increased in
recent years. Measured as banks’ total CRE exposure, the extent is limited.

The bankruptcy rate is normally higher in construction, as contractors
often have small margins, which makes them more vulnerable to a decline
in demand or sudden cost increases. However, debt in the construction
sector is limited.

Developments in debt collection cases indicate a slight decline in
bankruptcies in 2027

Payment remarks may provide an early indication of payment difficulties.
In recent years, among the firms with at least one outstanding debt
collection case at the end of a given month, around 10% went bankrupt
within a year. Norges Bank’s analyses find that firms with four or more
outstanding debt collection cases are around four times as likely to go
bankrupt within one year as firms with one to three such cases.® Debt
collection cases may therefore provide early information about credit risk
before problems become evident in default rates. If many firms face
payment difficulties at the same time, an increase in defaults and credit
losses could reduce banks’ profitability and capacity to lend.

Chart 3.4 Bankruptcy rate expected to remain broadly unchangedinthe
next 12 months
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4 Ofthe190real estate developers that went bankrupt in the past 12 months, 84% had no employees.

5 Onlyathird of the firms that went bankrupt in the past 12 month had bank debt. The largest of them was
Ngstad Brygge AS, aresidential project that went bankrupt in 2026 with NOK 0.6bn in bank debt according
to its last submitted financial statements, approximately a third of 'total bank debt of bankrupt real estate
developers. Other notable bankruptcies include Nordbolig Innlandet AS, Velbygd @stlandet AS and
Chistiania Eiendomsselskab AS, whose respective debt amounted to between NOK 95 and 156m. Figures
for bank debt are obtained from firms’ last submitted financial statements and are not the same as banks’
actuallosses.

6 See Hjelseth, .N. and K. Liaudinskas (2024) “Record Increase in Payment Remarks: A Red Flag for
Norwegian Firms?”. Staff Memo 9/2024. Norges Bank.
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Chart 3.5 Bankruptcy risk is expected to remain broadly unchanged
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The share of firms with debt collection cases increased steadily after the
pandemic but has levelled off over the past two years. A simple, stylised
model” for developments in the share of bankruptcies one year ahead,
based on the share of firms with debt collection cases, indicates that the
share of bankruptcies will remain broadly unchanged in 2027, close to
1.2% (Chart 3.4). This is broadly in line with the average share of bankrupt-
cies over the past ten years excluding the pandemic period.

Norges Bank’s bankruptcy probability model, KOSMO, complements this
picture (Chart 3.5). The model estimates the probability of a firm going
bankrupt within one year, based on accounting data and payment
remarks from the previous year, as well as macroeconomic indicators for
the current year. When weighted by bank debt, the bankruptcy proba-
bility has increased from a low level after the pandemic and is now higher
than before the rise in interest rates. The model indicates broadly
unchanged bankruptcy risk ahead for the sectors as a whole, but devel-
opments vary across sectors. Risk is expected to increase in real estate
and construction, with the former accounting for a growing share of
overall bankruptcy risk owing to its large share of bank debt.?

3.3 Low construction activity remains a
challenge for real estate developers

High construction and financing costs have dampened demand for new
residential and commercial property in recent years. Both new home
sales and housing start permits have remained at a low level so far in
2026 (Chart 3.6). Real estate developers are particularly vulnerable as
they bear a large share of project and financing risk, and many are highly

7 The model estimates the number of bankruptcies over the next 12 months based on the number of firms
with at least one outstanding debt collection case, the historical share of these firms that have gone
bankrupt within the following year, and the share of bankruptcies that do not receive payment remarks.
See Hjelseth, I.N. and K. Liaudinskas (2024) “Record Increase in Payment Remarks: A Red Flag for
Norwegian Firms?”. Staff Memo 9/2024. Norges Bank.

8 The projections for 2026 and 2027 are partly based on macroeconomic projections and may change when
more firms have submitted their 2025 financial statements. Hjelseth, |.N., K. Liaudinskas and S.K. Thuve
(2024) “New microdata for loan defaults provide better estimates of banks’ credit losses”. Staff Memo
10/2024. Norges Bank.
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Chart 3.6 Activity levels in the primary housing market remain low @ < Section 3 >
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indebted (see box on page 43). Lending to real estate development
accounts for approximately 7% of banks’ Norwegian corporate exposures.

The profitability of real estate development projects is under pressure on
both the demand and cost sides. In addition to high construction and
financing costs, market participants point to increased costs associated
with sequencing requirements® and lengthy planning processes.
Sequencing requirements further reduce profitability when margins are
already under pressure, while high interest rates increase the cost of
lengthy planning processes. The price differential between new and
existing homes has therefore widened considerably, which makes new
homes relatively less attractive, while high costs limit developers’ scope
for reducing prices. At the same time, a large supply of existing homes
and lower household growth have contributed to weak price develop-
ments in secondary housing market segments (see further discussion in
Section 2.4). This limits buyers’ willingness to pay for new homes.

For many housing projects, expected sales revenues are therefore insuf-
ficient to cover costs and investors’ required rate of return. Lower land
value is a possible adjustment that could make projects financially viable.
Norges Bank’s analyses indicate, however, that land-related values
remain elevated and are historically high (see box on page 49).

Weak project finances are an important reason why activity remains low.
Most developers depend on external financing from banks that normally
require a 50% pre-sale rate. Owing to weak new home sales, fewer
projects are securing sufficient pre-sales to obtain financing and
proceed to construction. Norges Bank’s Regional Network contacts
report few new residential and commercial construction projects so far in
2026. Activity remains low in most regions. South-West Norway is an
exception, where residential construction has increased, partly reflect
spillovers from high activity related to energy production. In parts of the

9 Sequencingrequirements are provisionsin land-use plans governing the order of developments. Such
requirements may include completion of certain infrastructure developments before construction can
commence or buildings can be commissioned.
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Chart 3.7 Interest coverage in real estate development has improved @ (
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region, house prices have also risen considerably more than the national
average over the past year.

Improved profitability and interest coverage ratio despite low activity
The financial position of real estate developers improved somewhat in
2025, after having deteriorated markedly in the preceding years. In the
period between 2021 and 2024, interest expenses doubled while earn-
ings were almost halved (Chart 3.7, left panel). This led to a marked
decline in the interest coverage ratio (ICR) (Chart 3.7, right panel). Profita-
bility improved in 2025 despite continued low activity. Costs fell more
than revenues and, together with lower interest expenses, contributed to
aslightincrease in the ICR, from around 1in 2023 and 2024, when earn-
ings barely covered interest expenses, to 1.2 in 2025.

The higher ICR largely reflects firms’ adjustment to the low level of
activity, but the improvement is not broad-based. Nearly 30% of firms
with interest expenses and positive earnings had an ICR below 1in 2025,
broadly unchanged from 2023 (Chart 3.8, left panel).

Chart 3.8 Improvementin real estate development is not broad-based @
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Real estate developers’ solvency has also strengthened over the past
two years. Debt and assets have declined amid lower activity and fewer
project starts, while a small number of large firms have received capital
injections from their owners. Overall, this has contributed to a marked
increase in equity ratios. Lower debt and a higher equity ratio leave firms
as a whole better able to absorb losses and withstand high financing
costs. At the same time, the share of firms with negative equity has risen
further, to 26% (Chart 3.8, right panel). Some of these firms will likely be
wound up or go bankrupt. Real estate developers that have gone bank-
rupt have generally had negative or very low equity in their most recently
submitted financial statements.

For the sector as a whole, the ICR is expected to remain broadly
unchanged in 2026 and 2027, although differences across firms are
considerable. The projections assume that interest rates follow the path
projected in Monetary Policy Report 3/2026 and that debt in the sector
remains unchanged. The policy rate has been raised in 2026, but as it was
lowered over the course of 2025, the average interest rate this year will
be broadly unchanged from last year. With unchanged debt levels,
interest expenses will therefore also remain broadly unchanged in 2026.
In 2027, higher interest rates will feed fully through to annual interest
expenses, but this will be offset to a large extent by higher revenues as

construction activity is expected to pick up somewhat. The projections
largely depend on construction activity. A number of contacts in Norges
Bank’s Regional Network report that residential construction has
troughed, but many report that the recovery continues to be delayed. Ina
downside scenario where residential investment falls further instead of
picking up, the ICR for the sector as a whole would decline to 0.9 in 2027.
Earnings would then be insufficient to cover interest expenses, and more
firms than today would need to draw on their financial buffers.

Land accounts for a larger share of residential
property values

Land value is one of several components in a real estate developer’s
project calculation (Chart 3.B).! On the revenue side are expected sales
revenues, which must cover the development costs related to the land,
the construction of the residential property, financing during the
construction period and other development costs. In addition, the devel-
oper’s margin on the project must be sufficient. If expected sales revenue
is insufficient to cover costs and provide this margin, the project may be
postponed or abandoned. Lower land value is one possible adjustment
that could make a project financially viable. In a new analysis, develop-

1 This box focuses on residential property and residential property projects, but the mechanisms described
apply to real estate projects in general.
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Chart 3.Blllustrative calculation for a residential property project @ <
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ments in land-related values for flats in Oslo are examined in the period
between 2003 and 2025.2

Land value is difficult to measure. When an existing home is sold, the
market price of the property as a whole is observed. This price reflects
the value of the building itself, the land and other development-related
components. Such components can be estimated, for example in a valu-
ation but are not observed separately in the market transaction. There
are also few directly comparable land transactions. The analysis focuses
on flats in Oslo. The land-related value of a residential property is esti-
mated indirectly, ie as the difference between the observed price of the
existing property and its estimated replacement cost.® The land-related
value is therefore a residual measure that can also capture other devel-
opment costs such as those related to planning and regulatory
requirements, as well as the developer’s margin.

Replacement cost is calculated as the sum of construction contract
costs and financing costs during the construction period (Chart 3.B).
Construction contract costs are projected based on costs per square
metre for a reference building from the 2025 Norsk Prisbok [a construc-
tion cost reference guidel. The costs are estimated retroactively using
Statistics Norway’s construction cost index and are adjusted for develop-
ments in productivity. For existing homes, replacement cost is also
adjusted for depreciation with age. This adjustment is based on the
relationship between age and prices of flats sold in Oslo, controlling for
eg attributes and location.*

Chart 3.C (left panel) shows price developments in the existing housing
market, estimated replacement costs and land-related values for flats in
Oslo since 2003. The calculations indicate that land-related value in the

2 Seelden, Nenov and Plaku (2026), “Inferring Land Values in Oslo”, Norges Bank Staff Memo 7/2026, for a
further discussion of the underlying data, methodology, results and robustness checks.

3 The methodology builds on the residual approach in Davis, M.A. and J. Heathcote (2007), “The price and
quantity of residential land in the United States”, Journal of Monetary Economics, 54(8), pp 2595-2620.

4 The adjustment for age-related depreciation is based on the median age of flats sold in Oslo, which is
29 years. The median is calculated using transaction data for the latest available year (2021), and the
deductionis held constant over time.
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Chart 3.C Land-related value hasincreased markedly more than @ <
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secondary market has increased considerably and fluctuated markedly
more than replacement costs. Developments in replacement costs have
been far more stable than residential property prices, and much of the
variation in the prices is therefore reflected in the land-related value.
Studies from the US also find that over time land values have increased
considerably and fluctuated more than building values.® The estimated
land value fell during the financial crisis, rose sharply towards 2017 and
reached a new peak around 2021. It has since fallen back somewhat but is
still high from a historical perspective. One possible explanation for the
strong growth is that housing demand in attractive areas has increased
faster than the supply of development-ready land. Limited land area and
time-consuming planning processes may have been contributing factors.
If landowners also chose to postpone the sale or development of land
sites in expectation of higher values later, supply may have been
constrained further.

A corresponding estimate is also made for the primary housing market
(Chart 3.C, right panel). A hedonic list price index for new homes is used.®
The estimate differs from that for the secondary market as replacement
costs are not adjusted for age, and replacement costs four quarters
ahead are used to account for the time between sales start and comple-
tion. As in the secondary market, land-related value in the primary market
has also increased considerably and fluctuated markedly more than
replacement costs. As the estimates are based on different homes and
land sites, the comparison focuses on developments over time rather
than on the levels of land-related values.

The estimates also suggest that land-related values in the primary and
secondary markets followed broadly similar paths until 2016. Following
the rise in house prices up to 2017, the rise in prices in the secondary

5 See egDavis, M.A. and J. Heathcote (2007), “The Price and Quantity of Residential Land in the United
States”, Journal of Monetary Economics, 54(8), pp 2595-2620. Davis, M.A. and M.G. Palumbo (2008):
“The Price of Residential Land in Large US Cities”, Journal of Urban Economics, 63(1), pp 352-384.

6 Foramore detailed description of the estimate of the list price index for new homes, see Iden A.E., P. Nenov
and S. Plaku (2026), “Price Rigidities in the Market for New Homes”, Working Paper 8/2026. Norges Bank.
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Chart 3.D Land-related values have developed differently in primary and @ <
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housing market slowed markedly, while construction costs continued to
rise. This pulled down the estimated land-related value in the secondary
housing market (Chart 3.D). In the primary market, on the other hand, list
prices continued to rise for some time, and the estimated land-related
value therefore remained higher. The introduction of the DTl requirement
in 2017 may have dampened housing demand and house prices and
thereby contributed to weaker developments in land-related values in the
secondary housing market, but higher construction costs or other condi-
tions also may have contributed.

The difference in the estimated land-related values has persisted in the
years since 2017. From 2017 Q1 to 2024 Q4, real list prices for new homes
rose by around 13%, while existing home prices were broadly unchanged.
New home prices have therefore risen relative to existing home prices,
which is also reflected in estimated land-related values. Land-related
value based on new home list prices has remained elevated, while the
value estimated based on existing home prices has been weaker. At the
same time, new home sales have been weak in recent years and housing
starts have been low.

Developments in the years since 2017 may partly reflect the fact that new
home prices adjust more slowly than existing home prices when the
market weakens.” The secondary housing market is larger and more
liquid, and prices are usually determined through bidding rounds. New
homes are normally sold at list prices set by the developers. Real estate
developers can be reluctant to reduce list prices if this entails loss reali-
sation and weakens the financial outcome. Weaker demand may
therefore result to a greater extent in fewer sales and postponed
construction rather than lower list prices.

The estimates are also used to project the share of the estimated value of
anew home that can be attributed to land-related values (Chart 3.E). The
share is calculated as the land-related value from the secondary housing

7 IdenA.E.,P.Nenov and S. Plaku (2026): “Price Rigidities in the Market for New Homes", Working Paper
8/2026. Norges Bank.
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Chart 3.E Land-related value share of new builds hasincreased @ <
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market divided by the sum of this value and the replacement cost of a
new home. The results suggest that this share has increased from around
one-third in 2003 to somewhat more than one-half at the end of 2025.
Since 2017, the share has declined somewhat, since the replacement cost
has increased while land-related values have remained fairly stable.
Overall, the estimates suggest that a larger share of housing values is
now attributable to the land-related component, which has also fluctu-
ated considerably more than the replacement cost.

These developments have implications for financial stability. A high
land-related value is not necessarily a vulnerability in itself. However,
when the land-related component accounts for a larger share of the resi-
dential property value and has historically fluctuated more than
construction costs (Chart 3.C), a decline in land-related values may have
a greater impact on house prices and collateral values. The difference
can be illustrated with a numerical example: if land-related values fall by
30%, the estimated housing value will fall by approximately 16% when the
land share is just over half and the replacement cost remains unchanged.
With a land share of one-third, the fall in value is only around 10%. Larger
falls in housing values could reduce the equity buffers of highly leveraged
households and, in the event of default, increase banks’ losses. For
developers, the land-related value can be a large and particularly vari-
able component of project viability, making the profitability of new
projects sensitive to fluctuations in the housing market.
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3.4 Higher interest rates put pressure on CRE

Banks’ high CRE exposure is a key vulnerability in the Norwegian financial
system. In recent years, higher financing costs and lower property values
have put pressure on CRE firms’ profitability and solvency. At the same
time, most firms have maintained ICRs well above critical thresholds, and
default rates have been low, supporting banks’ willingness to extend CRE
loans.

Higher interest rates contributed to a decline in the CRE sector’s ICR
between 2021 and 2024 (Chart 3.8, left panel). Overall CRE sector interest
expenses more than doubled over the period. At the same time, strong
growth in rental income, reflecting high employment and CPIl adjustments
of existing leases, supported earnings (Chart 3.9, left panel). The ICR for
CRE firms as a whole has therefore remained well above 1and also above
the minimum requirement of 1.8 widely used by lenders.™®

Continued steady rent inflation and lower interest expenses contributed
to animprovementin CRE firms’ ICR, to 2.5 in 2025 (Chart 3.9, right panel).
The ICR is expected to remain broadly unchanged in 2026. The policy
rate has been raised in 2026, but as it was lowered over the course of
2025, the average interest rate this year will be broadly unchanged from
last year. Interest expenses are therefore only rising in line with debt,
while rental income is expected to rise somewhat faster than consumer
prices. In 2027, higher interest rates will feed through to interest
expenses. Combined with more moderate rent inflation, the ICR for the
CRE sector as a whole is expected to decline slightly, to 2.4. This is well
above the minimum requirement of 1.8 widely used by lenders, but masks
differences about individual firms. In Norges Bank’s lending survey for
2026 Q3, several banks report an increased risk of breach of ICR-related
loan covenants in CRE ahead. In a downside scenario where interest

Chart 3.9 The interest coverage ratio for CRE improvedin 2025 but will
likely decline somewhat ahead
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10 Some credit rating agencies require an ICR above 1.8 if a firm that relies on bond financing is to qualify for a
high credit rating. If the ICR falls below this threshold, the bonds may be downgraded, with a marked rise in
yields on new and existing bonds.
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Chart 310 Lower debt in groups with low interest coverage ratios @ <
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rates are higher than assumed and rental income growth is substantially
weaker than expected, the ICR would fall to 1.9 in 2027.

Lower debt in groups with weak solvency and low ICR

Estimates based on consolidated financial statements” show that the
majority of CRE groups were able to cover interest expenses out of
current earnings in 2025 (Chart 3.10). The share of debt in groups with low
ICRs declined. Debt in groups with an ICR below 1roughly halved, and the
share of debt in groups with an ICR below 1.8 fell from 58% to 47%. At the
same time, the share of debt in groups with an ICR above 3 declined,
although around half of this decline was due to developments in a single

group.

Higher interest rates led to lower property values and put pressure on
CRE firms’ solvency in the years following the pandemic, and equity ratios
fell markedly in the period between 2022 and 2023 (Chart 3.11). Over the
past two years, the solvency in CRE has improved again, and the share of
debtin groups with low equity ratios has declined. Market participants

Chart 3.11Lower debtin groups with low equity ratios @
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11 Consolidated financial statements provide a more comprehensive picture of the financial situation than
financial statements at firm level and are therefore better suited for micro-level analyses.

Norges Bank Financial Stability Report 2026 H2

55



Chart 312 Lower debtin the most exposed groups @ (
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report that an increasing number of CRE firms are adjusting their
financing and balance sheets to the prospect of interest rates remaining
higher than before the rate rise. Some firms have raised equity or sold off
property to reduce debt, which has helped strengthen solvency.

The most vulnerable CRE groups are those with both low equity ratios
and weak ICRs. The share of debt in these groups increased in the period
up to 2023 but has declined over the past two years (Chart 3.12). The
improvement primarily reflects stronger debt-servicing capacity, while
change in solvency has been less pronounced. The most exposed CRE
segment remains vulnerable if earnings weaken, financing costs rise or
property values fall.

Higher long-term interest rates push up CRE yields

The rise in long-term interest rates has increased uncertainty regarding
international CRE pricing and contributed to lower office segment turn-
over in a number of European countries. Commercial property selling
prices rose at the beginning of 2025 but fell back again in 2026 Q2. Selling
prices are calculated as market rental value divided by an estimated
yield.”? The CRE yield has remained fairly stable in recent years even
though long-term interest rates have risen. The yield fell in line with long-
term interest rates in the years following the 2007-2008 financial crisis
but has only partly followed the rise in rates since the pandemic (Chart
3.13).

An important explanation is that higher nominal interest rates have largely
coincided with high inflation and a rapid rise in rents. Higher rental
income has supported investor returns without a corresponding increase
in the yield. In recent years, however, real interest rates have also risen.
Higher real rates increase returns on alternative investments without a
corresponding increase in rentalincome and therefore put upward pres-

12 Thisyieldis not the same as investors’ actual required rate of return but is a yield set by market participants
based oninformation from real estate sales and market rents for those same properties. In general,
investors’ required rate of return and therefore selling prices depend on developments in long-term
interest rates and risk premiums.
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Chart 3113 Yield has remained relatively stable despite the rise in @ <

Section 3

)

long-terminterest rates

Yield for prime real estate and ten-year swap. Percent
8 -

7 b
6
5 w~

L L L L L L L L L
2007 2009 20M 2013 2015 2017 2019 2021 2023 2025

—Yield Ten-year swap

Sources: CBRE and Norges Bank

sure on the CRE yield. Market participants nevertheless point to two
factors in particular that have so far helped keep the yield down:

¢ Strong willingness to lend and high competition among banks to extend
CRE loans have put downward pressure on CRE lending margins. Credit
spreads for CRE firms in the bond market have also declined, although
they have recently risen somewhat. This has offset some of the rise in
market interest rates. Banks continue to report strong willingness to
lend but several indicate that margins are bottoming out. Higher
interest rates are therefore likely to feed through to financing coststo a
greater extent for leveraged CRE firms going forward.

¢ Inrecent years, the CRE transactions market has been dominated by
equity investors, such as pension funds and insurance companies.
These investors have played a role in pushing down the yield to a lower
level than leveraged investors can compete with. So far this year, they
have been less active on the buyer side, while real estate companies
have accounted for a larger share of purchases in the office segment.
Such developments mean that leveraged investors’ financing costs are
again becoming more important for CRE pricing.

Higher office vacancy dampens rent inflation

Nominal rent inflation has long been elevated, driven by high employment
and low office vacancy rates. So far this year, rents have remained
unchanged and lower than projected in Financial Stability Report 2026 H1.

Slower employment growth in office-based occupations has dampened
demand for office space, and office vacancy rates in Oslo have recently
risen somewhat. The increase in the rates also reflects the fact that more
companies are reducing their office space when entering into new
leases. Some market participants highlight that such developments may
be amplified by increased use of Al. However, the effects of Al on office
space demand are uncertain. Increased use of Al could also boost
activity and create new tasks, which could in turn increase demand.
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Chart 314 Downward revision of projected CRE prices. @ <
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Weaker demand for office space will likely dampen the rise in rents. At the
same time, few new office buildings are expected to be completedin the
coming years. This will limit the supply of office space and likely help
support rents, particularly in central Oslo. Rent inflation overall is
expected to be weak in 2026 but to pick up again in the coming years.

On the whole, the projections for rent inflation and the yield imply that
commercial property selling prices will remain fairly flat in the coming
years (Chart 3.14).® Prices are expected to remain slightly lower over the
next few years than projected in the previous Report.

3.5 Slightly higher losses on CRE exposures
expected ahead

In 2026 H1, banks’ total losses on Norwegian corporate exposures
remained low and in line with 2025 levels (Chart 3.15). Losses on expo-

Chart 315 Overall corporate credit losses are low but have risen furtherin @
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13 Seling prices and the projection in this Report have been calculated based on data from CBRE. The
projection from Financial Stability Report 2026 H1was calculated using data from JLL, where rent levels are
different. The projections are therefore not on the same level.
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sures to real estate development have increased further in 2026, as
expected in the previous Report. Defaults among real estate developers
have also risen further over the past year and are now considerably
higher than the average for the past ten years (Chart 3.16).

As expected, losses on CRE exposures have remained low, and the share
of defaulted loans has remained low and stable. In construction, credit
losses rose markedly in 2026 Q1, but the increase was mainly attributable
to impairment losses on a few large exposures. Construction defaults
have also increased and are at their highest level since 2018.

The share of defaults in other sectors has remained stable in recent
years. Overall, the share of defaults on Norwegian corporate exposures is
now lower than the average for the past ten years.

Overall credit losses on corporate exposures are expected to increase
slightly in 2026 and 2027 but to remain at low levels. Even though a
number of key financial figures improved last year, the current situation is
eroding the liquidity buffers of many real estate developers, and
continued low construction activity is expected to result in higher credit
losses. In Norges Bank’s lending survey for 2026 Q3, half of banks report
anincreased risk of default and breach of the terms of loan covenants
and a higher risk of default on loans to real estate developers. This
suggests that credit risk may remain elevated. Prospects for higher
financing costs and lower rental income mean that losses on CRE expo-
sures are also expected to increase slightly but to remain low.

The outlook for credit losses is uncertain, and losses on real estate
development exposures could be higher than expected. Overall, real
estate developers are better positioned than a year ago, with lower debt
and higher equity ratios. At the same time, margins remain tight for many
firms. So far, bankruptcies have mainly involved firms with weak solvency.
If construction activity remains low for a prolonged period, firms that
currently appear financially sound will also draw on their buffers. If the
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recovery in construction activity is delayed substantially, more real estate
developers could default on their loans and banks could incur larger
losses on real estate development exposures than assumed.

There is also substantial uncertainty about the global economic outlook.
CRE is an important channel through which external shocks can affect
financial stability in Norway (Chart 1.1in Section 1). A marked increase in
long-term interest rates and risk premiums could weaken both debt
servicing capacity and property values in CRE. Should employment also
fall markedly and rental income prove appreciably lower than envisaged,
many CRE firms could face difficulties servicing debt and refinancing
loans. In a situation where many firms already have weakened profitability
owing to higher financing costs, this could trigger fire sales of real estate
and result in higher defaults and losses than currently envisaged.
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