
 

 

NORGES BANK PAPER 
   

 

 

 
Appendix for                                      
Norges Bank Paper no. 4 | 2019:         
«A framework for advice on the 
countercyclical capital buffer» 

  

 



 

 

 

2 

 Indicators for assessing financial 
imbalances and access to credit 

Assessment of financial imbalances 

Norges Bank’s assessments of financial imbalances can be divided into 
three main elements: (a) pricing of risk and lending conditions; (b) real 
estate market vulnerabilities; and (c) vulnerabilities in the household 
and corporate sectors. Norges Bank uses different indicators to assess 
these three elements. Indicators that will be used regularly are 
described below. 

Pricing of risk and lending conditions. Persistently low bond market 
risk premiums may be a sign that financial market participants 
underestimate risks (Chart 1.1). Equity market developments (for 
example indicators of overvaluation and low volatility) may also be 
useful. 

        

Low lending margins may reflect strong competition between banks for 
borrowers and lenient lending conditions. Other indicators for lending 
conditions, such as credit standards  measured in Norges Bank’s 
lending survey, debt-to-income (DTI) and loan-to-value (LTV) ratios for 
new loans, for example from Finanstilsynet’s residential mortgage 
lending survey, will also be used. 
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Real estate market vulnerabilities. Residential and commercial 
property prices have risen substantially ahead of periods of financial 
instability in Norway (Charts 1.3, 1.4, 1.5 and 1.6). Other indicators may 
also be used for assessing vulnerabilities in the real estate market. Data 
for housing starts and completions, population growth and housing 
market activity can provide information on further developments in 
house prices. In the same manner, required rates of return, vacancy 
rates and office rents may be used for assessing vulnerabilities in 
commercial real estate. 
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 Vulnerabilities in corporate and household sectors. Total credit-to-
GDP ratio (and measured against alternative trend estimates) is a key 
indicator (Charts 1.7 and 1.8) set out in the Regulation on the 
Countercyclical Capital Buffer. It is, however, also important to look at 
the breakdown of credit by borrower groups (different groups of 
households and enterprises) and source (banks, bond market, foreign) 
(Chart 1.9). Households’ and enterprises’ savings and net lending may 
also shed light on whether credit developments are sustainable (Charts 
1.10 and 1.11). The wholesale funding ratio can also be used to assess 
credit developments. In periods where banks’ lending growth exceeds 
deposit growth, banks must raise a larger share of their funding directly 
in financial markets. 

The ESRB also recommends using indicators for external imbalances. 
Norway has a large current account surplus owing to oil and gas 
exports and the fiscal rule for petroleum revenue spending. Other 
measures of external imbalances may therefore be more useful, such 
as the private sector’s net lending and banks’ funding from abroad 
(Chart 1.12). 
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Debt-servicing capacity can be assessed using both an aggregate 
estimate of debt servicing costs (comparison of the current level with 
historical developments) (Chart 1.13 and 1.14), and measures of debt 
at risk based on studies of individual household and enterprise data 
(see for example Solheim and Vatne (2013)). Studies at the household 
level will capture vulnerabilities that may be related to skewed 
distribution of debt burdens even when debt at the macro level does not 
appear particularly high. Studies show that debt servicing burdens have 
peaked close to crises, and the associated risks are reflected in losses 
by financial institutions.1 

                                            

1 See Drehmann, Juselius and Korinek (2017). 
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Norges Bank also uses model-based and composite indicators to 
assess financial imbalances. Norges Bank has developed an early 
warning model for financial crises based on a large number of 
combinations of explanatory variables and trend estimation models 
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 (Chart 1.15).2 Norges Bank has also developed a ribbon heatmap as a 
tool for assessing systemic risk in the financial system in Norway (Chart 
1.16)3.  

The heatmap tracks developments in a broad range of indicators in 
three main areas: risk appetite and asset valuations, non-financial 
private sector vulnerabilities (household and corporate) and financial 
sector vulnerabilities. Developments in each individual indicator are 
mapped into a common colour coding scheme, where green (red) 
reflects low (high) levels of vulnerability. The heatmap thus provides a 
visual summary of current vulnerabilities in the Norwegian financial 
system compared with historical episodes.  

 

                                            

2 See Norges Bank (2014) and Anundsen et al. (2016).  
3 See Arbatli and Johansen (2017). 



 

 

 

12 

 

 

Assessment of access to credit 

Norges Bank examines indicators in three different areas to establish 
an overall assessment of access to credit: (a) stress in financial 
markets; (b) developments in credit and credit practices; and (c) banks’ 
profitability.  

Financial market stress. Indicators of financial market stress (for 
example, risk premiums) provide information on the tightening of 
financial conditions. The CISS indicator, which is a composite stress 
indicator, can shed light on vulnerabilities related to correlation and 
close interlinkages between markets (Chart 1.17).4 Banking sector 
stress may be measured by a number of indicators, for example money 
market premiums (Chart 1.18), risk premiums on bonds issued by 
Norwegian and Nordic banks, equity price developments in the banking 
sector and CDS prices for Nordic banks (Chart 1.19). Since banks from 
other Nordic countries have significant market shares in Norway, these 
banks should also be included in the assessment. 

                                            

4 See Hagen and Pettersen (2019). 
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Developments in credit and credit practices. Higher lending margins 
may be an indicator of a tighter credit supply (Chart 1.2). Developments 
in credit (to different sectors and from different sources) may, combined 
with a measures of banks’ credit practices such as in Norges Bank’s 
lending survey, provide information about financing conditions faced by 
households and enterprises (Chart 1.20). 
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 Banks’ profitability. If bank losses increase or are expected to 
increase, capital requirements can be a binding constraint for lending. 
In such situations banks will probably reduce their lending activity. 
Return on equity (Chart 1.21), share of non-performing loans (Chart 
1.22), loan losses (Chart 1.23) and losses on securities along with 
developments in capital ratios (Chart 1.24) may be used to assess 
banks’ profitability. 
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