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Norges Bank’s financial stability reporting
Initsbi-annualFinancial Stability Report,NorgesBankdiscussesdevel-
opmentsinfinancialmarkets,theNorwegianeconomy,banksandother
financialinstitutionsandassessesthefinancialstabilityoutlook.The
Report forH1emphasisesanalysesoffinancialinstitutions,includinga
stresstestofthebankingsector.InH2,emphasiswillnormallybeonanal-
ysesofhouseholdsandfirms.Assessmentsofthecountercyclicalcapital
bufferandotherrecommendationsformeasurestosafeguardfinancial
stabilityaremadeonthebasisoftheassessmentsandanalysesinthe
Report.IntheFinancial Infrastructure Report,NorgesBankassesses
vulnerabilitiesandrisksinthefinancialinfrastructure.Thereport
Norway’sfinancialsystemprovidesacomprehensiveoverviewof
Norway’sfinancialsystem,itstasksandtheperformanceofthesetasks.

NorgesBank’sMonetaryPolicyandFinancialStabilityCommittee
discussedthecontentsofFinancial Stability Report 2023H2atseminars
andmeetingson29September,24Octoberand1November2023.

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

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

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

NorgesBank’sMonetaryPolicyandFinancialStabilityCommittee
contributestotheworktopromotefinancialstabilitybyusingtheinstru-
mentsatitsdisposalandprovideadvicewhenmeasuresneedtobe
takenbyanyotherpartythantheBank.TheCommitteedecidesonthe
countercyclicalcapitalbufferrequirementfourtimesayearandprovides
adviceonthesystemicriskbufferatleasteveryotheryear.The
Committeeshallalsoinformthepublicofitsdecisionsandthebasisfor
makingthem.

Introduksjon

https://www.norges-bank.no/en/news-events/news-publications/Reports/?tab=newslist&newstype=62%2C66
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In a nutshell
The financial system is marked by higher interest rates
InterestrateshaverisenfurtherinNorwayandothercountries.Thereis
stillaheightenedriskthatnegativeeventscanoccurandweakenfinan-
cialstability,partlyreflectingtheriseininterestratesputtingpressureon
debt-servicingcapacityinmanycountriesandgeopoliticaltensionsthat
arehigherthantheyhavebeeninalongtime.

Households draw on savings
Norwegianhouseholdsarehighlyindebted,andhigherinterestrates
meanthattheyneedtospendalargershareoftheirincomeoninterest
payments.Ahighsavingratioovermanyyearshasgivenhouseholdsa
solidfoundation,butmanyarenowdrawingonaccumulatedsavings.The
vastmajorityofhouseholdscanservicetheirdebt,butmorehouseholds
willlikelyhavetotightenconsumption.

Higher interest rates mean higher business costs
Ascommercialrealestate(CRE)firmsarehighlyindebted,profitability
declineswheninterestratesrise.CREfirms’rentalincomeisexpectedto
riseandmostfirmswillthereforebeabletocopewithhigherinterest
rates.Ifrentalincomeandpropertypricesshouldfallmarkedly,many
firmswillhaveproblemsservicingdebt.Thiswouldinflictheavylosseson
bankssincealargeshareofbanks’exposuresistoCRE.Banksalsohold
someloanstorealestatedevelopers,whoseearningshavebeen
impairedbyhigherinterestrates,increasedconstructioncostsandalow
levelofconstructionactivity.Thesefactorsmaymakeitdifficultto
servicedebt.

Norwegian banks are well equipped to absorb higher losses
TheNorwegianfinancialsystemisresilient.Norwegianbankssatisfy
capitalandliquidityrequirementsandarehighlyprofitable.Thisis
expectedtocontinue,evenintheeventofincreasedlosses.Intheevent
ofasevereeconomicdownturn,banklossesmaybesubstantial,which
banksarewell-equippedtoabsorbwhilemaintaininglending.Thecoun-
tercyclicalcapitalbufferrequirementmakesacontributioninthisregard.
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 Financial 
stabilty 
assessment
The financial system is marked by higher interest rates
SincethepreviousFinancial Stability ReportpublishedinMay2023,
policyratesinbothNorwayandothercountrieshavebeenraisedfurther
tobringdowninflation,andlong-terminterestrateshavecontinuedto
rise.Economicgrowthisexpectedtobesluggishoverthenextyear,
andthereisstillaheightenedriskofnegativeeventsoccurringthatcan
weakenfinancialstability.Thepolicyratehikesarenowputtingpressure
onthedebt-servicingcapacityofsomesovereigns,firmsandhouse-
holds.Atthesametime,geopoliticaltensionsarehigherthantheyhave
beeninmanyyears.

Households draw on savings to meet higher costs
Manyhouseholdsarehighlyindebted,andhousepriceshaverisenover
manyyears.Thesevulnerabilitiescouldamplifyadownturninthe
Norwegianeconomy.Formanyyears,debtrosefasterthanhousehold
income,butoverthepasttwoyears,debtgrowthhasbeenslowerthan
incomegrowth.Owingtohighdebtlevels,householdsneedtospenda
largershareoftheirincomeoninterestpaymentswheninterestrates
rise.

Householdfinancialwealthhasrisenfasterthanincomeoverthepast
10years,andtherisewasparticularlypronouncedin2020.Theaccumu-
latedsavingshavehelpedreducehouseholdsectorvulnerabilities.Last
year,manyhouseholdsdrewonsavingsonthebackofhighinflationand
higherinterestrates.AnalysesinthisReportshowthatbankdepositsfell
mostamonghighlyleveragedhouseholds.Lessleveragedhouseholds
hadhigherdepositsattheendof2022thanbeforethepandemic.

Thevastmajorityofhouseholdscanservicedebtinthefaceofhigher
costs,butmanywilllikelyhavetotightenconsumption.Ifconsumptionis
tightenedtoasubstantialdegree,corporateearningsanddebt-servicing
capacitymayfall.Thismayleadtobanklossesoncorporateexposures
andamplifyaneconomicdownturnthroughtightercreditstandards.
Losseswillmostlikelybelimitedbecausebanks’exposurestothemost
consumption-orientedindustriesarerelativelylow,butproblemsinthese
industriesmayresultinspillovers.

Financial stability assessment
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Financialstabilityassessment
Housepricesroseatthebeginningof2023,afterfallingtheprevious
autumn.SinceMay,housepriceshaveedgeddownagaininresponseto
higherinterestrates,andthenumberofunsoldhomeshasincreased.
Housepricedevelopmentsaremoreuncertainthannormal.Largeand
abruptfallsinhousepricesmaytriggerhigherlossesonbanks’expo-
sures.Theriskofalargedeclineinhousepricesisdampenedbylow
constructionactivityandlowunemployment.

Higher interest rates affect the real estate sector in particular
Banks’highcommercialrealestate(CRE)exposuresareakeyfinancial
systemvulnerability.Foralongperiod,lowinterestratesfuelledarapid
riseincommercialpropertyprices.Overthepastyear,priceshave
decreased,andfuturepricedevelopmentsaremoreuncertainthan
normal.Somewhatlowercommercialpropertypricesareexpected
ahead.

CREfirmsarefacingreducedprofitabilityasaresultofhigherinterest
rates,andlowercommercialpropertypricesareloweringtheirequity
ratios.Ifbothrentalincomeandpropertypricesshouldfallmarkedly,
manyfirmswillhaveproblemsservicingdebt.Sincehighemploymentis
helpingsustaindemandforofficespace,rentalincomeisstillexpected
torise,whichmeansthatmostCREfirmswillbeabletocopewithhigher
interestexpenses.Lowerequityratiosandprofitabilitywillmakerolling
overmaturingloansmoredemanding.Thismayforcefiresalesof
properties,whichcanamplifyafallinpropertyprices.

Banksalsoholdsomeloanstorealestatedevelopers,whoseearnings
havebeenimpairedbyhigherinterestrates,increasedconstruction
costsandalowlevelofconstructionactivity.Thesefactorswillmakeit
moredifficultforrealestatedeveloperstoservicedebtoutofcurrent
earnings.Thesefirms’equityratiosappeartobefairlygood,which
reducestheriskofbanklosses.

Norwegian banks are well equipped to absorb higher losses
Resilientbanksarecrucialtofinancialstability.Inspringtherewas
financialmarketturbulenceowingtoproblemsatsomeinternational
banks.TherewasariskthattheturbulencewouldaffectNorwegian
banks’accesstofunding.SinceMay,thisturbulencehaseased
considerably.Norwegianbankssatisfycapitalandliquidityrequirements
byasolidmarginandhaveampleaccesstobothdepositandwholesale
funding.Creditworthyfirmsandhouseholdshaveampleaccesstocredit.

Banks’profitabilityisthefirstlineofdefenceagainstlosses.Norwegian
banksarehighlyprofitable,andinterestmarginshaverisensincethe
tighteningcyclebeganin2021,atthesametimeaslosseshavebeenlow.
Interestmarginsareexpectedtodeclineandlossestoedgeup,but
profitabilityislikelytocontinuetobesolid.Lossesonloanstohouse-
holdsareexpectedtoremainlow.Thereisgreateruncertaintyabout
lossesonloanstofirmsintherealestatesector,butsomeincreaseis
expected.IfrentalincomedevelopmentsintheCREsectorprove
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Financialstabilityassessment
markedlyweakerthanexpectedandsellingpricesfallsharply,bank
lossesmaybesubstantial.

ThecapitalrequirementsreflectthevulnerabilitiesintheNorwegian
financialsystemandthecountercyclicalcapitalbufferrequirementof
2.5%helpsensurethatbanksarewellpositionedtoabsorbhigherlosses.
Ifthereisasharpeconomicdownturn,creditlossesmayprovetobeso
largethatbankswilloperateatalossandhavetodrawonthecapitalthey
havebuiltup.Stressandsensitivitytests,includinginFinancial Stability 
Report 2022,showthatbankscanabsorbsubstantialcreditlosses,while
stillmaintaininglending,andthusnotamplifyaneconomicdownturn.

ThefinancialsysteminNorwayisresilient,andtheoverallfinancial
stabilityoutlookhasnotmateriallychangedsincetheMayReport.
Financialsystemvulnerabilitiesarelittlechangedoverthepastsix
months,andthereisstillaheightenedriskthattheycanamplifyan
economicdownturn.Inthefaceofhighinflationandhigherinterestrates,
somehouseholdsandfirmsmayexperienceproblemsservicingtheir
loans,butNorwegianbanksaresolidandwellequippedtoabsorbhigher
losses.

Ida Wolden Bache 
Pål Longva 
Øystein Børsum 
Ingvild Almås 
Jeanette Fjære-Lindkjenn

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2022-financial-stability-report/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2022-financial-stability-report/
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1. Financial system 
risks, vulnerabilities 
and resilience
1.1 Continued risk of shocks that can weaken 
financial stability
Thefinancialsystemisglobal.Shockstofinancialmarketsorthereal
economyinothercountriesmaythereforespreadtoNorway.

Sharp and rapid rise in interest rates
Globalinflationhasrisensharplysinceautumn2021.Centralbanksworld-
widehavethereforeraisedpolicyratessharplyandrapidly.Disinflationis
importantforthelong-termstabilityoftheeconomyandthefinancial
system.Theriseinpolicyrateshasledtoarapidriseinlong-terminterest
ratesfromalowlevel(Chart1.1).

Theriseininterestrateshascontributedtofinancialmarketunrestover
thepastyear.InMarch,problemsaroseatcertainbanks,andtheauthori-
tiesintheUSandSwitzerlandimplementedmeasurestopreventthe
turbulencefromspreadingtootherpartsofthefinancialsystem.The
eventsillustratethattherapidriseininterestratesmayuncovervulnera-
bilitiesandthatitisdifficulttoforeseewherethesevulnerabilitieswill
emerge.

SinceFinancial Stability Report2023H1inMay,inflationhasdeclinedin
manycountriesandisexpectedtodeclinefurther.However,economic

Chart 1.1 Sharp and rapid rise in long-term interest rates
Yields on 10-year government bonds in selected countries. Percent
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Section 1

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
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Section1

growthhasremainedhigherthanexpected.Internationalpolicyratesare
thereforeexpectedtoremainhigherforsomewhatlonger.Thishas
pusheduplong-terminterestrates(Chart1.1),reflectingprospectsfor
higherborrowingrequirementsinmanycountries,whilemanycentral
banksunwindtheirassetpurchaseprogrammesandthusreducedemand
forlong-termfixed-incomeinstruments.Thishaslikelypushedupthe
premiumsrequiredbyinvestorstoholdlong-datedratherthanshort-
datedbonds,measuredasthetermpremium.1Uncertaintyaboutthe
inflationoutlookandfuturepolicyratedevelopmentsisstillhigh,asillus-
tratedbythecontinuedhighvolatilityinfixedincomemarkets(Chart1.2).

Followingthemarketturbulenceinspring,equitymarketvolatilityhas
declined.Stronger-than-expectedeconomicgrowthhasdrivenupequity
prices,whilehigherinterestrateshavepulleddownequityprices.

1 SeeNorgesBank’sestimationsofthetermpremiumon10-yeargovernmentbondyieldsinNorwayanda
sampleofothercountriesinBenumA,V.Ø.OpheimandE.S.Wasberg(2023)“Estimationsoftheterm
premiumonNorwegiangovernmentbonds”.Government Debt Management Memo3/2023.NorgesBank.

Chart 1.3 Equity prices have shown 
little change since May
Selected equity indexes. 
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Chart 1.2 Continued high volatility in fixed income markets
Volatility indicators for equity and fixed income markets
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Chart 1.4 Bond risk premiums have 
fallen slightly
Percentage points above the 
benchmark index
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https://www.norges-bank.no/en/news-events/news-publications/Papers/government-debt-management-memo/2023/3-23/
https://www.norges-bank.no/en/news-events/news-publications/Papers/government-debt-management-memo/2023/3-23/
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Section1
ExaminingtheperiodsinceMay2023asawhole,leadingequityindexes
intheUSandEuropehaveshownlittlechange(Chart1.3).InNorway,
higheroilpriceshavefuelledanadvanceonOsloBørs.Corporatebond
riskpremiums,bothinNorwayandinternationally,havefallenslightly
sinceMay(Chart1.4).

Risk of negative shocks that can weaken financial stability
LowbutpositiveeconomicgrowthamongNorway’stradingpartnersis
expectedoverthenextyear(seeMonetary Policy Report3/2023).
However,thereisstillaheightenedriskofadverseeventsweakening
financialstability.

Increasedcostsputpressureonthedebt-servicingcapacityofsover-
eigns,firmsandhouseholds.Nevertheless,consumptionhasbeen
sustainedinmanycountries.Thisislikelybecauseofrobustlabour
marketsandsubstantialsavingsaccumulatedbyhouseholdsduringthe
pandemic.Thereisstillariskofafallinconsumptionthatcouldleadtoa
morepronouncedeconomicdownturn.InitsOctoberGlobal Financial 
Stability Report,theIMFpointstothefactthathighinflationandhigher
interestratesarecontributingtoraisingtheriskofweaker-than-expected
growth.

Inthecommercialrealestate(CRE)sector,higherinterestrateshave
resultedinsubstantiallyhigherfinancingcosts.Manyfirmsaretherefore
facinghigherrefinancingriskasmuchoftheirdebtwillmatureinthe
comingyears.Thisincreasestheriskofweakenedfinancialstability
becausetheCREexposuresofmanybanksandotherfinancialinstitu-
tionsarehigh.Commercialpropertypriceshaverisenoveralongperiod,
butoverthepastyear,theriseininterestratesandprospectsforlower
economicactivityhaveledtoapricefall.Inmanycountries,thedecline
inpricesisbeingamplifiedbystructuralchangesinthedemandfor
commercialproperty,partlyowingtotheriseinremoteworking.

Chart 1.5 Norwegian market participants consider a fall in property prices and 
geopolitical tensions to be the main sources of risk
Norges Bank’s systemic risk survey from October 2023. Which source of risk do 
you consider most likely?
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
https://www.imf.org/en/Publications/GFSR/Issues/2023/10/10/global-financial-stability-report-october-2023
https://www.imf.org/en/Publications/GFSR/Issues/2023/10/10/global-financial-stability-report-october-2023
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Section1
Furthermore,geopoliticaltensionsarehigherthantheyhavebeenfora
longtime.Anescalationofwarorconflictmayresultinrenewedfinancial
marketstressandmajordisruptionstoworldtrade.Thismayinturnlead
tonewinflationarypressuresandweakerglobalgrowthprospects.

NorgesBank’ssystemicrisksurveyconductedinOctobershowsthat
Norwegianfinancialmarketparticipantsconsiderafallinpropertyprices,
geopoliticaltensions,recessionandcyberattackstobethemain
sourcesofrisktotheNorwegianfinancialsystem(Chart1.5).Theyalso
assessthattheprobabilityofaneventwithasubstantialimpactonthe
financialsystemoccurringinthenextthreeyearshasincreasedsome-
what,butthatconfidenceinastablefinancialsystemremainshigh.

Banks in a number of countries have tightened credit standards
Banksarethemostimportantsourceoffinancingformosthouseholds
andfirms.Asdepositrateshavenotbeenincreasedasmuchaslending
rates,higherinterestrateshavealsoboostedprofitabilityformanybanks.

Ontheotherhand,higherinterestrates,uncertaingrowthprospects
andafallinpropertypricesincreasetheriskofdefaultamongbanks’
customers.Thishascontributedtobanksinmanycountriesbecoming
morerestrictiveinextendingcredit.LendingsurveysindicatethatUS
bankshavetightenedcreditstandardssubstantiallyoverthepastyear,
particularlyforfirms.Europeanbankshavealsotightenedcredit
standardsbutlessthanUSbanks.

In Norway, creditworthy households and firms have ample access to 
credit
InNorway,creditworthyhouseholdsandfirmshaveampleaccessto
credit.ThebanksinNorgesBank’slendingsurveyreportedunchanged
creditstandardsforfirmsandhouseholdsin2023Q3,astheydidin
2023Q2.

BankshavereportedsomewhattighterstandardsfortheCREsectorover
thepastyear.Inthesurveyfor2023Q3,themajorityofbanksreporteda
somewhathigherriskthatCREfirmsandrealestatedeveloperswill
breachthetermsofexistingloancovenantsandareimposingsomewhat
stricterequityrequirementsfornewloans.

1.2 Vulnerabilities in the Norwegian financial 
system are not building up further
VulnerabilitiesintheNorwegianfinancialsystemmaygiverisetoor
amplifyaneconomicdownturn.Debtandpropertypricesrosesubstan-
tiallyovermanyyears.Recently,householddebtgrowthhasslowed,and
propertypriceshavefallen.NorgesBank’soverallassessmentisthat
vulnerabilitiesarenotbuildingupfurther.However,thereisstillaheight-
enedriskthatvulnerabilitiescouldresultinaneconomicdownturn.Ifthe
slowpaceofdebtgrowthandpropertypriceinflationcontinues,financial
systemvulnerabilitiesmayeventuallydiminish.
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Section1
Household debt is falling from a high level, and many households are 
drawing on savings to cover increased costs
Thefactthatmanyhouseholdsarehighlyindebtedandthereforehaveto
spendmoreoftheirincomeoninterestpaymentswheninterestratesrise
isthemostseriousvulnerabilityinNorway’sfinancialsystem.This
increasestheriskthathouseholdswillbeunabletoservicedebt.This
alsoincreasestheriskthathouseholdsreduceconsumption.Asharp
tighteningofconsumptionwillreducefirms’earningsanddebt-servicing
capacity,whichmayinflictlossesonbanksandamplifyaneconomic
downturnthroughtightercreditstandards.

Overmanyyears,householddebthasrisenfasterthanincomeand
contributedtoincreasedvulnerabilityofthefinancialsystem.Inrecent
years,debtgrowthhasgraduallyslowed,andoverthepasttwoyears,
indebtednesshasrisenlessthanincome.Thiscontributesinisolationto
reducingvulnerability.

Inresponsetohigherinterestrates,alossofincomeorhousepricefall,
householdscanforaperioduseliquiditytoservicedebtordampenafall
inconsumption.Overthepast10years,householdfinancialwealthhas
risenfasterthanincome.Therisewasparticularlypronouncedin2020.
Thishashelpedreducehouseholdsectorvulnerabilities.In2022,many
householdsdrewonaccumulatedsavingsinresponsetohighinflation
andhigherinterestrates.TheanalysesinSection2showthathouseholds
withthehighestdebt-to-income(DTI)ratiosreducedbankdepositsthe
most.HouseholdswithlowerDTIratioshadhigherdepositsattheendof
2022thanbeforethepandemic.

Thevastmajorityofhouseholdsareabletoservicedebtinthefaceof
highercosts,butmanywillprobablyhavetotightenconsumption.Should
consumptioncutsprovesubstantial,corporateearningsanddebt-
servicingcapacitycoulddecline.Thiscouldleadtocreditlosseson
corporateexposuresandamplifyaneconomicdownturnwithtighter
bankcreditstandards.Householdsectorvulnerabilitiesarediscussed
furtherinSection2.

House prices have fallen a little, and future developments are uncertain
Housepricesroseatthebeginningoftheyearafterfallingtheprevious
autumn.SinceMay,housepriceshaveedgeddowninresponsetohigher
lendingratesandalargestockofunsoldhomes.Housepriceinflationis
expectedtobeweakin2024beforepickingupagain(seeMonetary 
Policy Report 3/2023).Thisreflectslowresidentialconstructionactivity
andexpectationsthatresidentialmortgagerateswillstabiliseand
declinefurtherout.Thereisariskthathousepriceinflationwillbeweaker
thancurrentlyenvisaged.Residentialmortgagerateshaverisenrapidly
fromalowlevel,andhouseholds’responsetohigherinterestrates
remainsuncertain.

Overalongperiod,housepriceshaverisenmorethanhouseholdincome
(Chart1.6).Thishasincreasedhousingmarketvulnerabilitiesandtherisk

https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
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Section1

ofasharppricefallthatcouldtriggeratighteningofhousehold
consumptionandleadtohigherbanklosses.Overthepasttwoyears,
housepriceshaverisenbroadlyinpacewithincome.Inthenearterm,
housepricesareexpectedtorisesomewhatlessthanincome.Such
developmentsmayreducehousingmarketvulnerabilities.

Thelowlevelofconstructionactivityandlowunemploymentare
dampeningtheriskofalargedeclineinhouseprices.Overthepast
15years,theincreaseinthenumberofhomeshasbeenlowerthan
householdformation.Thisappliesparticularlyinurbanareas,where
householdformationhasbeenhigh(Chart1.7).Thistrendisexpected
tocontinueintothecomingyears.

Fall in commercial property prices and lower CRE sector earnings in 
response to higher interest rates
Banks’highCREexposuresisakeyfinancialsystemvulnerability.Fora
longperiod,lowinterestratesfuelledarapidriseincommercialproperty
prices.Priceshavefallenoverthepastyear,butthepriceoutlookismore
uncertainthannormal.Commercialpropertypricesareexpectedtobe
somewhatlowerahead.

Chart 1.6 House prices are expected to fall relative to income
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Chart 1.7 Lower residential construction activity than household formation
Past 15 years (2007–2022). Percent
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Section1
CREfirmsarefacingreducedprofitabilityasaresultofhigherinterest
rates,andlowercommercialpropertypricesareloweringtheirequity
ratios.Ifbothrentalincomeandpropertypricesshouldfallmarkedly,
manyfirmswillhaveproblemsservicingdebt.Sincehighemploymentis
helpingsustaindemandforofficespace,rentalincomeisexpectedto
rise,whichmeansthatmostCREfirmswillbeabletocopewithhigher
interestexpenses.Lowerequityratiosandweakerprofitabilitywillmake
rollingovermaturingloansmoredemanding.Thismayforcefiresalesof
properties,whichcanamplifyafallinpropertyprices.Thisisdiscussed
furtherinSection3.

Other key vulnerabilities in the Norwegian financial system
Digitalisationandthecloseinterconnectednessofbanksmakethe
financialsystemmoreefficientbutalsogiverisetovulnerabilities.Serious
cyberincidentscanspreadquicklyacrosssectorsandthreatenfinancial
stability(seeFinancial Infrastructure Report2023).Forexample,
Norwegianbanksareinterconnectedthroughtheircross-holdingsof
coveredbonds.Thefactthatonebank’sfundingisanother’sliquidity
reservemeansthatproblemsatonebankmaymoreeasilyspreadto
otherbanks.Thisincreasesfinancialsystemvulnerabilities(seeFinancial 
Stability Report2023H1).

1.3 The financial system is resilient
BanksareclearlythemostimportantsourceofcreditforNorwegian
householdsandfirms,andresilientbanksarethereforeimportantfor
financialsystemstability.Norwegianbankssatisfycapitalandliquidity
requirementsbyanamplemargin.

Currentearningsarebanks’firstlineofdefenceagainstlosses.Large
Norwegianbanks’returnonequityhasbeenhighinrecentquartersand
hasbeenrisingsince2020(Chart1.8).Thisprimarilyreflectshighernet
interestincomeandlowcreditlosses.Analysesshowthatpolicyrate

Chart 1.8 Bank profitability is solid
Return on equity after tax. Percent
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Infrastructure-Report/financial-infrastructure-2023/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
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Section1

hikesoftenleadtohighernetinterestincome.2Animportantreasonfor
thisisthatfollowingapolicyratehike,banksgenerallyraiselendingrates
morethandepositrates,ietheinterestmarginincreases.3Another
reasonisthatbanksdonotpayinterestonequitycapital,whichresultsin
agreaterriseininterestincomethaninterestexpenseswhenthepolicy
rateisraised.

Theinterestmarginhasincreasedsincethetighteningcyclebeganin
2021.Theincreaseintheinterestmarginisbeingdrivenbyahigher
depositmargin(Chart1.9).Someoftheincreasereflectstheunusuallylow
depositmarginduringthepandemicowingtoverylowinterestrates.
Anamplesupplyofdepositsafterthepandemicmayhaveamplifiedthe
increaseinthedepositmargin.Alowerlendingmarginhasdampened
theincreaseinbanks’interestmargin.

Depositsarenottheonlysourceofbankfundingaswholesalefunding
accountsforalargeshareoftotalbankfunding.Wholesalefundingcosts
haveincreasedconsiderablymorethandepositratesandhavecurbed
theincreaseinbanks’netinterestincome.

Lookingahead,thedepositmarginisexpectedtoedgedownasaresult
ofincreasedcompetitionforhouseholddeposits,partlybecausehouse-
holdsarereducingtheirdeposits(seeSection2).Thiswillpulltheinterest
margindownsomewhat,butprofitabilityisexpectedtoremainsolid.

Bankcreditlossesarelow,partlyreflectingreversalsofprevious
impairment,particularlyforoil-relatedexposures.Thereversalsreflect
better-than-expectedeconomicdevelopmentsinthesesectors.Inthe
periodahead,reversalsareexpectedtobelower,whichmeanslosses
willbesomewhathigher.

2 SeeAlstadheim,R.andR.Johansen(2023)“Norwegianbanks’netinterestincomeandmacroeconomic
developmentsoverthepast30years”.Staff Memo17/2023.NorgesBank.

3 Thisappliesespeciallywhenthepolicyrateisraisedfromaverylowlevel,sincedepositmarginsare
usuallylowornegative.

Chart 1.9 The interest margin has increased
Percent and percentage points
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Section1
InFinancial Stability Report2023H1,creditlosseswereprojectedtoedge
upandlieataroundtheaverageforthepast20years.Sofarthisyear,
losseshavebeenlowerthanprojected.Somewhathigherlossesonloans
tohouseholdsareexpectedowingtoincreasedinflationandhigher
interestexpenses,butthelevelwilllikelyremainlow(seetheanalysesin
Section2).Somewhathigherlossesarealsoexpectedonloanstothe
propertysector(seetheanalysesinSection3).Onthewhole,develop-
mentssinceMaysuggestthatbanks’creditlossesmaybeslightlyhigher
thantheprojectionsintheMayReport,withlossessurroundedbygreater
uncertaintythannormal.IfrentalincomedevelopmentsintheCREsector
provemarkedlyweakerthanexpectedandsellingpricesfallmarkedly,
banklossesmayrisesubstantially.

Norwegianbanksaresolid.Thisgivestheflexibilitytolendtocredit-
worthyfirmsandhouseholds,evenintheeventofhigherlossesand
marketturmoil.Forbanksasawhole,theCommonEquityTier1(CET1)
capitalratiohasbeenover18%since2020.Thisiswellabovetotalcapital
requirementsandabovebanks’owntargetratios.Capitaladequacyis
expectedtoremainbroadlyatthesamelevelinthecomingyears.

StresstestsconductedbyNorgesBankandFinanstilsynetshowthat
sharpeconomicdownturnscanresultinsuchlargelossesthatbankswill
drawdowntheircapitalbuffers.4InthestressscenarioinFinancial 
Stability Report2022,asharpdownturnresultedinsignificantlyhigher
inflationandinterestratesthanareexpectedahead.Inthescenario,
householdswerehithard,whichresultedinbanklosses.Banksalso
incurredconsiderablelossesoncorporateexposuresowingtoasharp
fallinpropertypricesandbelt-tighteningbymanyhouseholds.Theseare
stillrelevantrisksforbanklosses(seeSections2and3).Thestresstest
showedthatthelargestNorwegianbanksoverallarecapableof
absorbingsuchlargelosses,whilestillcontinuingtomaintainlendingto
householdsandfirms,andtherebydonotcontributetoamplifyingan
economicdownturn.Thecountercyclicalbufferrateof2.5%willenable
bankstoabsorbhigherlosses.

4 ThelossesinNorgesBanksstresstestwereinsomeyearsapproximately10timeshigherthanwhatis
expectedahead.

https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2022-financial-stability-report/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2022-financial-stability-report/
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Systemic risk in the Norwegian financial system
Keytofinancialstabilityanalysesisassessingtheriskofshocks,vulnerabilitiesandresilienceinthe
financialsystem.

Shockscancomefromdifferentpartsoftheeconomyandfinancialmarkets,andcantriggerfinancial
turbulenceordownturns.Higherinterestratesarenowaffectingthefinancialsystemandincreasingthe
riskofnewshocksoccurring.Theshocksthatmayaffectfinancialstabilityaredifficulttoforesee.

Thevulnerabilityassessmentsarebasedonhistoricalexperienceregardingwhatcausesoramplifies
downturnsandfinancialturbulenceandonassessmentsofnewfeaturesofthefinancialsystem.We
distinguishbetweencyclicalvulnerabilities,whichtypicallyfluctuatemoreovertime,andstructural
vulnerabilities,whicharemorepersistent.Itisdifficulttoclearlydistinguishamongvulnerabilities,and
vulnerabilitiescanbemutuallyreinforcing.

TheconsiderableriseinpropertypricesovermanyyearsisakeycyclicalvulnerabilityintheNorwegian
financialsystem.Highhouseholdindebtednessandbanks’highCREexposuresarekeystructural
vulnerabilities.NorgesBank’sassessmentsofthesevulnerabilitiesarepresentedinthisReport.Other
keystructuralvulnerabilitiesarethefactthatonebank’sfundingisanotherbank’sliquidityreserve
(seeFinancial Stability Report2023H1),andthatseriouscyberincidentscanthreatenfinancialstability
(see Financial Infrastructure Report2023).

Financialsystemresiliencecanmitigatevulnerabilitiesandeconomicdownturns.Anumberofmeasures
havebeenintroducedtoboostresilience,suchassolvencyandliquidityrequirementsforbanksandcredit
standardsrequirements(seeFinancial Stability Report2023H1foranoverviewofthemeasures).

Chart 1.A. Summary of key financial stability assessments
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Infrastructure-Report/financial-infrastructure-2023/
https://www.norges-bank.no/en/news-events/news-publications/Reports/Financial-Stability-report/2023-1-finansiell-stabilitet/
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2. Households 
draw on savings to 
meet higher costs
An analysis of Norwegian households based 
on new data

Norwegianhouseholdsarehighlyindebted,andNorgesBankhaslong
consideredhighhouseholddebttobethekeyvulnerabilityinNorway’s
financialsystem.OwinginparttotheLendingRegulation,somehouse-
holdshaveborrowedlessthantheywouldotherwisehavedone.
Nevertheless,in2021,debtheldbyapproximately20%ofNorwegian
householdsexceeded400%ofafter-taxincome.Giventhecombination
ofhighindebtednessandfloatingrates,1householdshavetospendmore
incomeoninterestpaymentswhenlendingratesrise.

Householdexpenseshaverisenonthebackofhighinflationandhigher
interestrates,whichincreasestheriskthathouseholdswillbeunableto
servicedebtandalsoincreasestheriskthathouseholdsreduce
consumption.Asharptighteningofconsumptionwillreducefirms’earn-
ingsanddebt-servicingcapacity,whichmayinflictlossesonbanksand
amplifyaneconomicdownturnthroughtightercreditstandards.

Recentresearchshowsagreaterreductioninconsumptionamonghighly
indebtedhouseholdswithfloating-rateloansthanlessindebtedhouse-
holdsinresponsetointerestrateincreases(seeboxonpage31).
Accesstoliquidityintheformofavailableaccumulatedsavingsand
accesstocreditmaycushionthereductioninconsumption.Numerous
studiesalsofindthatitisaccesstoliquidity,notthelevelofdebt,that
affectschangesinhouseholdconsumptionintheeventofunexpected
changesinincomeorhouseprices.

Inthissection,weanalysehouseholds’overallfinancialposition,ieboth
indebtedness(Section2.1)andaccesstoliquidity(Section2.2)andwe
assesstheriskthathouseholdsdefaultondebtorsharplyreduce
spending(Section2.3).Thesectionpresentsanalysesofhousehold
sectorvulnerabilitiesandrisksanddoesnotincludenewprojectionsof
householdconsumption.2

1 InNorway,94%ofhouseholds’totalloansareatafloatingrate.

2 TheprojectionsinMonetary Policy Report3/2023implythathouseholdconsumptionwilledgedowninthe
courseof2023beforerisingslightlyin2024.

Section 2

https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
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Section22.1 Household leverage declines from a 
high level
Norwegianhouseholdleverage3hasrisenovermanyyearsandishigh
bothhistoricallyandcomparedwithothercountries(Chart2.1).An
importantreasonfortheincreasedindebtednessisthelongperiodof
decliningandlowinterestrates.Thisiswhytheinterestburden,ie
interestpaymentsasashareofincome,declineddespitetheincreasein
debt.Thefirstpost-pandemicpolicyratehikewasin2021Q3,andsince
theninterestrateshaverisenrapidly.Householdsareexpectedtospend
approximately10%oftheirincomeoninterestpaymentsattheendof
2023.Thisisdoublethesharesinceautumn2021.Householdshaveto
spendjustover15%ofincometoserviceinterestandestimatedprincipal
payments,calledthehouseholddebtserviceratio.Theincreaseinthe
debtserviceratioislessthantheincreaseintheinterestburdensince
someprincipalpaymentsaredeferredwheninterestratesonself-
amortisingmortgagesareincreased.4

Leveragehasdeclinedsomewhatsince2021andisexpectedtofall
furtheroverthecomingyears(seeMonetary Policy Report3/2023).High
inflationreducestherealvalueofdebtandhasledtohighernominal
wagegrowth.Togetherwithdecliningcreditgrowth,thisreduces
leverage.5Lowerleveragewillreducethevulnerabilityofhouseholds
furtherout.

TheDTIratiohasincreasedoverthepast10yearsinallageandincome
groups(Chart2.2).In2021,whichisthelatestyearwithcompletestatistics
forindividualhouseholdincomeandwealth6,theDTIratiodeclinedin

3 Leverageisdefinedasdebtrelativetodisposableincome.

4 Forself-amortisingmortgages,thesumofinterestandprincipalpaymentsaredistributedoverthelifeof
theloansothateachpaymentisthesameamount.

5 SeeJayaseela,N.,K.Gerdrup,,andM.A.H.Gulbrandsen(2023):Høyereinflasjonharbidratttilåredusere
husholdningenesgjeldsbelastning[Higherinflationhascontributedtolowerhouseholddebt-to-income
ratios].Bankplassen blog.21August2023(inNorwegianonly).

6 StatisticsNorway’sincomeandwealthstatisticsforhouseholds.

Chart 2.1 The interest burden is increasing, but the DTI ratio is declining
Percent
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
https://www.norges-bank.no/bankplassen/arkiv/2023/hoyere-inflasjon-har-bidratt-til-a-redusere-husholdningenes-gjeldsbelastning/
https://www.norges-bank.no/bankplassen/arkiv/2023/hoyere-inflasjon-har-bidratt-til-a-redusere-husholdningenes-gjeldsbelastning/
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Section2

mosthouseholdgroups.Thedeclinewasmostpronouncedinthehighest
incomedecile,whichmayreflecttheirhighaccrueddividendsin2021.
Forotherincomegroups,theDTIratiowasbroadlyunchangedbetween
2020and2021.

Finanstilsynet’s(FinancialSupervisoryAuthorityofNorway)residential
mortgagesurvey7for2023showsadeclinedebtasshareofgrossannual
incomeamongborrowersthattakeoutanewresidentialmortgage.8The
declineinleveragewasobservedinallagegroups.Theresultssuggest
thatthedebt-servicingrequirementratherthanthemaximumDTIratiois
moreofabindingconstraintonhouseholdsthanearlier.Thisisshownby
thefactthatasmallershareofloansisbeinggrantedtoborrowerswitha
DTIratioabove4,whilealargershareisbeinggrantedtoborrowerswith
lowliquidityinaccordancewiththeinterestratestresstestintheLending
Regulation.

Therearewidedifferencesinleverageacrosshouseholdgroups.The
youngestandthehighest-incomehouseholdsarethemosthighly
leveraged(Chart2.2),whichiscloselylinkedtothelifecycleandhome
purchases.Newlyestablishedyounghouseholdswilltypicallybemore
highlyleveraged,whichincreaseswitheducationlevels(Chart2.3,left
panel).Thesearehouseholdswiththehighestexpectedincomegrowth
(Chart2.3,rightpanel).Thesehouseholdsareexpectedtohavesolid
debt-servicingcapacityovertheirlifespan,afactorwhichbanksalso
likelyassesswhengrantingloans.Olderhouseholdstendtohavehigher
incomeandlowermortgagebalancesandarethusnotashighly
leveraged.Differencesinbothleverageandincomegrowthacross
educationlevelsdeclinewithage.

7 TheresidentialmortgagesurveyisbasedoninformationreportedtoFinanstilsynetbythe28largestbanks
oncloseto12000newresidentialmortgageloansgrantedafter1August2023.Closeto8000ofthese
wererepaymentmortgagesandcloseto4000werehomeequitylinesofcredit.

8 TheLendingRegulationincludesamaximumDTIrequirementof500%.InFinanstilsynet’sresidential
mortgagelendingsurvey,theDTIratioisthereforedebt as a share of gross income.

Chart 2.2 Household DTI ratios are declining in most age and income groups
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2.2 Households have accumulated savings 
over many years and are now drawing on 
savings
Manyhouseholdbudgetshavebeentighteroverthepasttwoyearsthan
inpreviousyears.Thisisbecauseinterestexpenseshaverisenand
inflationhasbeenhigherthanwagegrowth,bothofwhichreducehouse-
holdpurchasingpower.9

Liquidassetsmaybeusedasabufferforaperiodtoservicedebtorto
dampenafallinconsumption.Currentincomeandaccumulatedsavings
intheformofbankdepositsarethemostusualformofliquidity.Other
financialwealthandaccesstocredit,suchashomeequitylinesofcredit,
mayalsoforaperiodalleviatethesituationofhouseholdsfacing
increasedexpensesoralossofincome.Householdsthatspendall
currentincomeeachmonthwithoutaccesstootherliquidityhaveto
makegreateradjustmentsthanotherhouseholdstomeetatemporary
increaseinexpensesorlossofincome.Iftheincreaseinexpenses
persists,forexampleifinterestratesremainhighforalongtime,even
householdswithampleliquiditywillneedtomakeadjustments.Ina
situationwheremanyhouseholdshavelimitedornofinancialbuffers,
theeconomyasawholeismorevulnerabletoshocks.

Households’ financial buffers were high at the beginning of 2022
Householdfinancialwealth,whichincludesbankdeposits,mutualfunds
andequities,hasrisenfasterthanincomeoverthepast10years.Therise
appliestoallagegroupsandwasparticularlypronouncedin2020

9 SeeKrogh,TandM.Mæhlum(2023):“Hvordanpåvirkeshusholdningeneskjøpekraftavhøyererente,
prisvekstoglønnsvekst?”[Howhigherinterestrates,inflationandwagegrowthaffecthousehold
purchasingpower].BlogpostontheBankplassen blog,30May2023(inNorwegianonly).

Chart 2.3 Differences in DTI reflect different phases of the life cycle and 
education level
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https://www.norges-bank.no/bankplassen/arkiv/2023/hvordan-pavirkes-husholdningenes-kjopekraft-av-hoyere-rente-prisvekst-og-lonnsvekst/
https://www.norges-bank.no/bankplassen/arkiv/2023/hvordan-pavirkes-husholdningenes-kjopekraft-av-hoyere-rente-prisvekst-og-lonnsvekst/
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(Chart2.4).Developmentspointinisolationtoahouseholdsectorthatis
lessvulnerableovertime.

Theincreaseinfinancialwealthmayreflectbothassetinflationovertime
andgreaterhouseholdinvestmentinfinancialassets.Netfinancial
investment,ietotalpurchaseandsaleoffinancialassetslesschanges
indebt,isameasureofhouseholdfinancialsavingbehaviour.Formany
households,netfinancialinvestmentisnegative,butthisisbecausethe
largestamountsborrowedareforahomepurchase,andhousingwealth
isnotincludedinfinancialinvestment.10Ananalysisofhouseholdnet
financialinvestmentshowsahighleveloffinancialassetsavingacrossall
wealthgroupsduringthepandemic(Chart2.5).11Thisreflectslimited
consumptionopportunitiesandheighteneduncertainty.In2021,the
wealthiesthouseholdsinparticularhadsubstantialsavingsinfinancial
assets,whilethesavingratioofhouseholdsinthelowerwealthdeciles
wasclosetoitspre-pandemiclevel.

10 Totalhouseholdsaving,comprisingbothfinancialsavingandsavingintheformoftangibleassets,suchas
adwelling,hasgenerallybeenpositivesincetheearly1990s.

11 SeeLindquistK.-G.andM.D.Riiser(2023):“Householdfinancialsaving”.Staff Memo18/2023.NorgesBank
(Forthcoming).

Chart 2.4 Financial wealth has increased over a long period
Gross financial wealth as a share of annual after-tax income for different age 
groups. Percent
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Chart 2.5 Saving during the pandemic was high
Net financial investment in billions of NOK
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Bankdepositsaremosthouseholds’primaryandmostliquidformof
financialwealth.Overall,bankdepositsrosesubstantiallyin2020,and
morethannormalin2021too.Astheincreaseinbankdepositswas
broad-basedacrosshouseholds,households’liquidfinancialbuffers
werehighatthebeginningof2022comparedwithbeforethepandemic.

Eventhoughhouseholdfinancialwealthhasincreasedovertime,there
aresomehouseholdswithasmallornofinancialbufferintheformof
bankdeposits.Theshareofhouseholdsinthisgrouphasdeclinedover
thepast10years(Chart2.6).Householdsthatarebothhighlyleveraged
andholdlittleliquidityareparticularlyvulnerabletointerestrate
increases.Theshareofhouseholdsinthisgrouphasdeclinedthemost
overthepast10years.Thissuggestsinisolationthatthehousehold
sectoratthebeginningof2022waslessvulnerabletoshocksthan
previously.

Households draw on savings on the back of high inflation and higher 
interest rates
Inthefaceofhigherlivingcostsandinterestrates,alargeshareof
Norwegianhouseholdshasdrawnonaccumulatedsavings.Overallbank
depositgrowthslowedthrough2022andhascontinuedtodeclinesofar
in2023.Bankdepositsarenowrisingataslowerpacethanbeforethe
pandemicandatamarkedlyslowerpacethanincomegrowth.

Taxreturnsfor2022providethelatestavailablemicrodataforanalyses
ofchangesinindividualhouseholds’bankdeposits.12Thedatashow
thatbankdepositsfellforhouseholdsinmostincomedecilesin2022
(Chart2.7,leftpanel).WhenhouseholdsaregroupedbyDTIratio,thefall
inbankdepositsincreaseswiththeDTIratio(Chart2.7,rightpanel).
However,thereductioninbankdepositswassmallerthantheincrease
ininterestpaymentsformosthouseholdgroups.

12 TheseanalysesarebasedonNorwegiantaxpayerdatafor2022thathadbeenprocessedbythe
NorwegianTaxAdministrationat5July2023.Ourunderlyingdataconsistsofapproximately4.2mtax
returns.WecombinethisinformationwithinformationfromStatisticsNorway’sincomeandwealth
statisticstoverifydataandobservedevelopmentsovertime.Thesefinalcalculationsandanalysesare
basedonapproximately2.2mhouseholds,comparedwith2.5mhouseholdsinNorwayin2022.

Chart 2.6 Share of households with a small financial buffer has fallen
Share of households with bank deposits amounting to less than half a month’s 
after-tax salary. At 31 December. Percent
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Thereductioninbankdepositssuggestsinisolationthathouseholdsare
morevulnerabletonewnegativeshocks.However,attheendof2022,
manyhouseholdsstillhadasmuchorhigherlevelsofbankdeposits
relativetoincomethanbeforethepandemic(Chart2.8).Thisreflectsthe
largeincreaseinbankdepositsin2020,aroundhalfagrossmonthly
salaryforthemedianhousehold.Bankdepositgrowthwasslowerthan
incomegrowthformosthouseholdsin2021and2022.Giventhe
continuedincreaseincoststhisyear,manyhouseholdshavelowerbank
depositsthanattheendof2022.

Forthemosthighlyleveragedhouseholds(5orhigher),medianhouse-
holdbankdepositsrelativetoincomewereataroundthesamelevelat
theendof2022asbeforethepandemic(dotinChart2.8).Thisgroup
representsaround13%ofhouseholds.Aquarterofthemheldclosetoor
belowhalfagrossmonthlysalaryinbankdeposits(triangleinChart2.8).

Chart 2.7 Most households reduced their bank deposits in 2022
Change in median bank deposit. In thousands of NOK
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Chart 2.8 Households with high DTI ratios have depleted their savings the most
Bank deposits as a share of gross monthly salary. At 31 December
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Section22.3 Risk of default and sharp tightening of 
spending
Vast majority of households are able to service debt
DefaultratesamongNorwegianhouseholdshavebeenlowsincethe
bankingcrisisintheearly1990s,andhouseholdinterestburdensarenow
attheirhighestlevelsincethebankingcrisis.Theriskofdefaultisnever-
thelesslimitedby,forexample,strongrealincomegrowthoverthe
period,sothatmoreincomecanbeusedtoservicedebt.Inaddition,the
LendingRegulationhaslongsetlimitsonthemaximumriseininterest
rateshouseholdsmustbeabletotolerateandhowmuchtheycanborrow
basedonincomeandhomevalue.Basedonmicrodatafor2021,Norges
Bankstaffhaveanalysedhowhigherinterestratesinfluencehousehold
debt-servicingcapacity.

Theanalysisshowsthatthevastmajorityofhouseholdsthatowntheir
homeareabletoservicedebt,evenifinterestpaymentsrise.13Itis
assumedthathouseholdscanservicedebtbydrawingonincomeor
accumulatedsavingsorbyincreasingtheLTVontheirmortgagetoupto
60%ofthehomevalue.Theshareofhouseholdsthatmayfinditdifficult
topayregularexpensesrisesaslendingratesincrease(Chart2.9).The
averageresidentialmortgagerateisexpectedtoriseto5.7%in2024
(seeMonetary Policy Report3/2023).Accordingtotheanalysis,justbelow
2%ofhouseholdsmayexperiencepaymentproblemsatthatrate.These
householdsaccountforapproximately4%ofresidentialmortgagedebt
(Chart2.10).

13 Thecalculationsuseactualfiguresfortheindividualhousehold’safter-taxincome,grossfinancialwealth,
debtandhousing,andestimatedfiguresfornormallivingexpensesandinterestexpenses.Normal
expensesarebasedontheNationalInstituteforConsumerResearch(SIFO)ReferenceBudgetfor
ConsumerExpenditure.Inaddition,fixedlivingexpensesareprojected,whichincludemunicipalfees,
propertytaxandelectricity.Forafurtherdescriptionofthemethod,seeFinancial Stability Report2022
andLindquist,K.-G.H.SolheimandB.H.Vatne(2022)"Norwegianhomeowners’debt-servicingcapacityis
adequate".Staff Memo8/2022.NorgesBank.

Chart 2.9 A larger share of households will have difficulties covering normal 
expenses as interest rates rise
Share that may have deb-servicing problems at different lending rates. 
By income quintile. Percent
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https://www.norges-bank.no/en/news-events/news-publications/Reports/Monetary-Policy-Report-with-financial-stability-assessment/2023/mpr-32023/
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.norges-bank.no%2Faktuelt%2Fnyheter-og-hendelser%2FPublikasjoner%2FFinansiell-stabilitet---rapport%2F2022-finansiell-stabilitet%2F&data=05%7C01%7Cmari.hulbaekdal%40aksell.no%7C69ec6161fb594f8c4d1e08dbdee3f658%7C4341cb4aa3c54cbdb924e90fcb6f0fca%7C0%7C0%7C638348842910466854%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=gmU5187Cu6mdpi6c9UTkthxoEHfwVVyo3xkkYY4X2MU%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.norges-bank.no%2Faktuelt%2Fnyheter-og-hendelser%2FSignerte-publikasjoner%2FStaff-Memo%2F2022%2Fsm-8-2022-gjeldsbetjeningsevne%2F&data=05%7C01%7Cmari.hulbaekdal%40aksell.no%7C69ec6161fb594f8c4d1e08dbdee3f658%7C4341cb4aa3c54cbdb924e90fcb6f0fca%7C0%7C0%7C638348842910466854%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=D3kHwp4afGQs7OJnu0lqFOSoJmcDQZsyAK9in03IfWg%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.norges-bank.no%2Faktuelt%2Fnyheter-og-hendelser%2FSignerte-publikasjoner%2FStaff-Memo%2F2022%2Fsm-8-2022-gjeldsbetjeningsevne%2F&data=05%7C01%7Cmari.hulbaekdal%40aksell.no%7C69ec6161fb594f8c4d1e08dbdee3f658%7C4341cb4aa3c54cbdb924e90fcb6f0fca%7C0%7C0%7C638348842910466854%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=D3kHwp4afGQs7OJnu0lqFOSoJmcDQZsyAK9in03IfWg%3D&reserved=0
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Theanalysisshowsthatmosthouseholdswithpaymentproblemsarein
low-incomegroups.However,atinterestratesabove5%,theriskof
defaultincreaseseveninthehighestincomegroups.Sincemuchofthe
debtisheldbythesegroups,theirshareofdebtatriskofdefaultrises
more.

Consumerdebtismorevulnerabletolossesthanmortgagedebtbut
accountsforasmallshareoftotaldebt.AnalysesofNorwegianhouse-
holds’consumerdebtshowthatmuchofthehighlyvulnerableconsumer
debtisheldbylow-incomeindividualswhodonotownahome.14These
householdsspendalargeshareofincomeonfoodandrent,forwhich
priceshaverisensubstantiallyoverthepasttwoyears.Since2019,
consumerdebthasrisenmoreslowlythanincome,andnolargeincrease
inlossesisexpected.

Theanalysisinthissectionsuggeststhatbanks’creditlossesonloansto
householdsareexpectedtoedgeup,buttheywilllikelyremainlow(see
Section1).Beforebankshavetorecogniselosses,manyhouseholdswill
probablytightenconsumptionfurtherormakeotheradjustments,such
assellingassets.Shouldlendingratesprovehigherthanexpected,
householdswithhighdebtandlittleliquiditywillbeparticularlyvulner-
able.

Risk of a sharp tightening of household consumption
Mosthouseholdsstillhaveliquidbuffersthattheycanuseforconsump-
tion.Moreover,householdswithanLTVratiobelow60%canincrease
theirmortgagesorreduceprincipalpaymentsrelativelyeasilytoalleviate
theirsituation.ThebanksinNorgesBank’slendingsurveyreportedin
2023Q3someincreaseduseofinterest-onlyperiodsonresidentialmort-
gagesandtheyexpectsomefurtherincreaseahead.Somehouseholds

14 SeeLindquist,K.-G.,H.SolheimandB.H.Vatne(2022):Personermedlavinntektogutenboligholdermest
avsærligutsattforbruksgjeld[Lowincome,non-homeownersholdthelargestshareofthemostvulnerable
consumerdebt].BlogpostpublishedontheBankplassen blogon17August2022.NorgesBank(in
Norwegianonly).

Chart 2.10 Largest reduction in discretionary income for the highest income 
groups
Discretionary income is income quintiles for different interest rate levels in 2021. 
In thousands of NOK
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willbeunabletoincreasetheirborrowingormakeuseofinterest-only
periods.Forthem,currentincomewillincreasinglygotomeetingliving
expenses,astheirliquidbuffersshrink.Smallliquidbuffersincreasethe
sensitivityofconsumptiontounforeseenchangesinincomeoramarked
fallinhouseprices.

Theextenttowhichahouseholdtightensconsumptionwilldependonits
initialconsumptionlevel.NorgesBankdoesnothavemicro-leveldataon
householdconsumptionbutisabletoestimatehouseholddiscretionary
income,ieincomeaftertaxesandnecessities.Discretionaryincome
canbeusedforconsumptionandsaving,includingloanrepayment.
Substantialdiscretionaryincomealsomeansthathouseholdscan
managewithhigherinterestpaymentswithoutdefaultingondebt.

Overalongperiodoflowinterestrates,mosthouseholdshavehadahigh
levelofdiscretionaryincome,withdiscretionaryincomehighestinthe
highest-incomegroups(Chart2.10).Wheninterestratesrise,discre-
tionaryincomefallsthemostforhouseholdsinthehighestincome
groups.Thereasonisthatthisgroupisthemosthighlyindebtedandthus
facesthelargestincreaseininterestpayments.Ontheotherhand,
householdswiththehighestincomenormallysavemorethanothersand
havehighersavings,enablingthemtosmoothconsumptionovertime.

Ananalysisthatlooksattwohouseholdsthatpurchasedahomein2021
illustratestheadjustmentsthatneedtobemadetomeettherecent
higherlivingcostsandinterestrateincreases(seeboxonpage28).
Higherinterestratesandweakrealwagegrowthleadtoapronounced
fallindiscretionaryincomeforbothhouseholds.Thehouseholdthat
borrowedthemaximumamountundertheLendingRegulationexperi-
encesasteeperfallindiscretionaryincome.Thereis,however,littlerisk
ofdefaultbythehouseholdsaslongasincomelevelsaremaintained,but
theywillhavetospendanincreasinglylargershareoftheiraccumulated
savingstosustainconsumption.

Howtotalhouseholdconsumptionwillbeaffectedaheadremainshighly
uncertain.TheBank’sanalysesindicatethathighlyleveragedhouseholds
havespentthemostoftheirbankdeposits.Mosthouseholdsarestillable
tospendmoreoftheiraccumulatedsavingsinthefaceofhighercosts
andhaveasolidhouseholdbalancesheet,butmorehouseholdswillalso
havetoreduceconsumption.Forthebroaderpopulation,suchatight-
eningofconsumptionwillnotaffectspendingonnecessities.Shouldthe
tighteningofconsumptionbecomeparticularlypronounced,however,
firms’earningsanddebt-servicingcapacitymayfall,whichinturnmay
resultinlossesonbanks’corporateloansandthusleadtotightercredit
standardsandamplifyaneconomicdownturn.
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SpecialfeatureExpenses for households that purchased 
a home in 2021 considerably higher than 
expected
Theeconomicoutlookhaschangedconsiderablyinrecentyears.Infla-
tionandinterestrateshaverisensharplysinceautumn2021.Wage
growthhasalsobeenhigh,butnotashighasinflation,andpurchasing
powerhasthereforefallen.Therehavethereforebeentwonegative
surprisesforahouseholdthatpurchasedahomein2021:higherinterest
ratesandlowerrealwagegrowth.

Toillustratehowthesechannelsaffecthighlyindebtedhouseholds,we
examinetwohouseholdsthatboughtahomein2021.Thegrossannual
incomeofbothhouseholdswasNOK950000,whichcorrespondstothe
averagehouseholdincomeinNorwayin2021.Oneofthehouseholdsis
assumedtohaveborrowedthehighestpossibleamountunderthe
LendingRegulation.Sinceinterestrateswerelowin2021,thishousehold
wasboundbythedebt-to-income(DTI)ratiorequirementandtherefore
receivedaloanequivalenttofivetimesitsgrossannualincome.We
assumethattheotherhouseholdborrowedtheequivalentofthreetimes
grossannualincome.1Bothhouseholdsareassumedtohavehad
sufficientequitytomeetthe85%loan-to-value(LTV)ratiorequirement.
Bothloansare30-yearamortisingannuitymortgages.Thesecalculations
takeintoaccountthefactthatsomeoftheprincipalrepaymentsare
deferredwheninterestratesrise.

Ouraimistoestimatethechangeinthesehouseholds’consumptionand
savingopportunitiessince2021.Todoso,weexaminedevelopmentsin
household’sdiscretionaryincomeafterprincipalrepayments.2In2021,
discretionaryincomeaccountedforjustunder22%ofafter-taxincome

1 Forexample,thishouseholdpurchasedahomeinalessurbanisedareathanthehouseholdthatborrowed
more.

2 Thedataandthemethodologyforestimatingdiscretionaryincomearethesamethatareusedinthe
analysisofdefaultriskinSection2.3.

Chart 2.A Discretionary income has fallen more than households could have 
expected in 2021
Discretionary income as a share of after-tax income. Percent
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forhighlyindebtedhouseholds,and43%ofafter-taxincomeforhouse-
holdswithlowdebt.

BasedontheprojectionsofmacroeconomicdevelopmentsinMonetary 
Policy Report3/2021,thehouseholdscouldexpectaslightriseindiscre-
tionaryincome,eventhoughinterestrateswereexpectedtoedgeup
(seebrokenlinesinChart2.A).Instead,lowrealwagegrowthandhigh
interestrateshavesteadilyerodedthediscretionaryshareofafter-tax
income.Forthemoreindebtedhousehold,discretionaryincomewillhave
fallento10%ofafter-taxincomeattheendof2024.

Eventhoughinterestratesareexpectedtobehighin2024,discretionary
incomeissettofall,butarestillexpectedtobepositive.Householdswill
magagetomaintainnormalconsumptionwhileservicingtheirdebt.For
themoreindebtedhousehold,interestrateswouldneedtorisetoalmost
10%foralldiscretionaryincometodisappear(seebluelineinChart2.B).
Thelessindebtedhousehold’sdiscretionaryincomewillbereducedat
thatinterestratebutwillstillamountto30%ofincome.

Thefallindiscretionaryincomemeansthathouseholdsmustadjust
consumptionandsaving.Householdscan,atleastforaperiod,drawon
financialwealthtomaintainconsumption.3Toillustratethis,bothhouse-
holdsareassumedtohavefinancialwealthofapproximately30%of
grossincome.4Iftheeconomicdevelopmentshadbeeninlinewiththe
projectionsin2021,thehouseholdscouldhavemaintainedconsumption
withouthavingtodrawonfinancialwealth(seebrokenlineinChart2.C).
However,givenactualdevelopments,thefinancialwealthofthehighly
indebtedhouseholdwouldfalltojustunder10%ofgrossincomein2024,
assumingthatthehouseholdintendstomaintainconsumptionwhen
wagesarenolongersufficient.Thefinancialwealthofthelessindebted
householdwillfalltojustover15%ifitsconsumptionismaintained.

3 Thehouseholdscouldhaveappliedforinterest-onlyperiodsinordertoboostdiscretionaryincome.Since
bothhouseholdsinourexamplehaveanLTVratioabove60%,banksmust,undertheLendingRegulation,
usetheirflexibilityquotastograntthesehouseholdsinterest-onlyperiods.

4 Thisbroadlycorrespondstomedianhouseholdwealthofhighlyindebtedhouseholdsinthisincome
segment.

Chart 2.B Discretionary income falls when interest rates rise
Discretionary income as a share of after-tax income. Percent
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Thistakesintoaccountthefactthathouseholdshavetospendincreas-
inglymoreinordertomaintainconsumptionat2021levelsinresponseto
theriseinprices.

Thisanalysisshowsthatthefinancialsituationhaschangedmoreforthe
householdtakingonmoredebtin2021andthatitmustthereforeeither
reduceconsumptionordrawdownonitsfinancialwealth5.Ahigher-than-
assumedinterestrateleadstoagreaterreductionindiscretionary
income,allelseequal.Thehighlyindebtedhouseholdinparticularwill
havetochoosebetweensubstantiallylowerconsumptionorreducing
debt,forexamplebydownsizinginthehousingmarket.Aslongasincome
ismaintained,thereislittleriskofeitherhouseholddefaultingonitsdebt.

5 Foranin-depthlookatwhichexpensesahighlyindebtedhouseholdcanhandle,seetheblog
“Enhusholdningmedmyelånklarerutgiftenei2024–hvisdeikkefårtvillinger”[Ahouseholdwithalot
ofdebtcanmanageitsexpensesin2024–iftheydon'thavetwins],publishedontheBankplassen blogg
on8November2023(inNorwegianonly).

Chart 2.C Financial wealth has to fall in order to maintain consumption
Financial wealth as a share of after-tax income. Percent
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SpecialfeatureHousehold access to liquid assets is important 
for changes in consumption
Historically,economicdownturnsfollowingperiodsofhighdebtgrowth
havebeendeeperandmoreprolongedthanothers.1Afterthefinancial
crisis,anumberofstudiesshowedthathighlyindebtedhouseholds
reducedconsumptionmorethanothers.2Theserelationshipshavebeen
interpretedtomeanthathighindebtednessmakeshouseholdconsump-
tionmoresensitivetoshocks.Inrecentyears,however,anumberof
microdata-basedresearchpapershavebeenpublishedthatprovide
morenuancetothenotionthathighindebtednessinitselfisimportantfor
householdconsumptionresponsestohigherinterestrates,alossof
incomeandafallinhouseprices.3

Changesinlendinganddepositratesaffectdisposableincomeifhouse-
holdshavefloating-rateloansanddeposits.Thedirecteffectofinterest
ratechangesonconsumptionviadisposableincomeisusuallycalledthe
“cash-flowchannel”.Researchbasedondatafromcountrieswheremany
householdshavefloating-rateloansshowsthatchangesininterest
expensesandincomefeedthroughtochangesinconsumption.4This
channelisstrongestforthemosthighlyindebtedandlow-liquidity
households.Thereductioninconsumptionisoftenbroadlyequaltothe
increaseininterestexpenses,buthouseholdswithliquiditydonot
tightentheirconsumptiontothesameextent.Furthermore,theanalysis
basedonNorwegiandatafindsthatforhouseholdswithnetfinancial
wealthearninghigherinterestincomewheninterestratesrise,
consumptionrises.Theincrease,however,issmallerthantheadditional
incomewouldsuggest.

Intheeventofalossofincomeowingtounemployment,moststudies
findthathouseholdsreduceconsumption.Thereductioninconsumption
ismorepronouncedthanwhatsimpleeconomictheorywouldsuggest,ie
thathouseholdconsumptionresponsestotemporaryincomelossesare
smallbecausehouseholdsattempttosmoothconsumptionovertime.
Studiesthatlookattemporaryincomeincreasesordecreasesshowthat
low-liquidityhouseholds,whichhavelimitedscopetosmoothconsumption,

1 SeeegJordà,Ò.,M.SchularickandA.M.Taylor(2013)“Whencreditbitesback”.Journal of Money, Credit 
and Banking, 45(s2),pp3–28;Jordà,Ò.,M.SchularickandA.M.Taylor(2015)“Leveragedbubbles”Journal of 
Monetary Economics, 76,pp1–20;Jordà,Ò.,M.SchularickandA.M.Taylor(2016)“Thegreatmortgaging:
Housingfinance,crisesandbusinesscycles”.Economic Policy 31(85),pp107–152.

2 SeeMian,A.,K.RaoandA.Sufi(2013)“Householdbalancesheets,consumption,andtheeconomicslump”.
The Quarterly Journal of Economics,128(4),pp1687–1726;Mian,A.andA.Sufi(2014)“Whatexplainsthe
2007–2009dropinemployment?”.Econometrica, 82(6),pp2197–2223;Dynan,K.,A.MianandK.M.Spence
(2012)“Isahouseholddebtoverhangholdingbackconsumption?”.Brookings Papers on Economic Activity,
pp299–362.

3 Foramorethoroughreviewofthisliterature,seeGulbrandsen,M.A.H.(2023)“Doeshighdebtmakehouse-
holdsmorevulnerable?Asurveyofempiricalliteratureusingmicrodata”Staff Memo3/2023.NorgesBank.

4 SeeHolm,M.B.,P.PaulandA.Tischbirek(2021)“Thetransmissionofmonetarypolicyunderthemicro-
scope”.Journal of Political Economy,129(10),pp2861–2904;Flodén,M.,M.Kilström,J.SigurdssonandR.
Vestman(2021)“Householddebtandmonetarypolicy:Revealingthecash-flowchannel”.The Economic 
Journal,131(636),pp1742–1771.

https://onlinelibrary.wiley.com/doi/full/10.1111/jmcb.12069
https://www.sciencedirect.com/science/article/pii/S0304393215000987
https://academic.oup.com/economicpolicy/article/31/85/107/2392378
https://academic.oup.com/economicpolicy/article/31/85/107/2392378
https://academic.oup.com/qje/article/128/4/1687/1849337
https://onlinelibrary.wiley.com/doi/abs/10.3982/ECTA10451
https://onlinelibrary.wiley.com/doi/abs/10.3982/ECTA10451
https://www.jstor.org/stable/23287219
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2023/sm-3-2023/
https://www.norges-bank.no/en/news-events/news-publications/Papers/Staff-Memo/2023/sm-3-2023/
https://www.journals.uchicago.edu/doi/full/10.1086/715416
https://www.journals.uchicago.edu/doi/full/10.1086/715416
https://academic.oup.com/ej/article/131/636/1742/6039341
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changetheirconsumptionthemost.5Debtlevelsinthemselvesdonot
determinethechangeinconsumption.

Theeffectofachangeinhousepricesonconsumptionismoreuncertain.
Aslongashouseholdsresideinthesamedwelling,achangeinthe
dwelling’spriceisoflittleconsequenceforcurrentincomeand
expenses.Atthesametime,higherhousepricesallowahomeownerto
takeoutanadditionalmortgage.Moststudiessuggestthatachangein
housepricesinfluencesconsumptionbyaffectinghouseholdaccessto
credit,althoughtheseeffectsgenerallyareminor.6

5 SeeFagereng,A.,M.B.HolmandG.J.Natvik(2021)“MPCheterogeneityandhouseholdbalancesheets”.
American Economic Journal: Macroeconomics,13(4),pp1–54;Baker,S.R.(2018)“Debtandtheresponseto
householdincomeshocks:Validationandapplicationoflinkedfinancialaccountdata”.Journal of Political 
Economy,126(4),pp1504–1557.

6 SeeBrowning,M.,M.GørtzandS.Leth-Petersen(2013),“HousingWealthandConsumption:AMicroPanel
Study”.The Economic Journal, 123(568),pp401–428;Aladangady,A.(2017)“Housingwealthandconsump-
tion:Evidencefromgeographically-linkedmicrodata”.American Economic Review, 107(11),pp3415–3446;
Andersen,H.Y.andS.Leth-Petersen(2021)”Housingwealthorcollateral:Howhomevalueshocksdrive
homeequityextractionandspending”.Journal of the European Economic Association, 19(1),pp403–440.

https://www.aeaweb.org/articles?id=10.1257/mac.20190211
https://www.journals.uchicago.edu/doi/full/10.1086/698106
https://www.journals.uchicago.edu/doi/full/10.1086/698106
https://academic.oup.com/ej/article/123/568/401/5079489
https://academic.oup.com/ej/article/123/568/401/5079489
https://www.aeaweb.org/articles?id=10.1257/aer.20150491
https://www.aeaweb.org/articles?id=10.1257/aer.20150491
https://academic.oup.com/jeea/article/19/1/403/5810063
https://academic.oup.com/jeea/article/19/1/403/5810063
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3. Higher interest 
rates affect the real 
estate sector in 
particular
An analysis of Norwegian firms’ financial 
positions based on financial reporting data

Highinflationandhigherinterestratesimpactallfirms,albeitindifferent
ways.Inthefinancialstabilityassessment,therearethreechannelsin
particularthroughwhichthebusinesssectorisaffected:higherinterest
expenses,lowerconstructionactivityandlowerhouseholdconsumption.
First,higherinterestratesaffectfirmsdirectlybyincreasingtheirinterest
expenses.Particularlyvulnerabletohigherinterestratesistherealestate
sector,bothcommercialrealestate(CRE)andrealestatedevelopers.
Thisisbecausedebtburdens,measuredasdebtrelativetoannual
earnings,arerelativelyhighinthissector(Chart3.1).Forothersectors,
aninterestrateincreaseaccountsforasmallershareofcurrentearnings.
Second,higherinterestratesandconstructioncostshavereduced
constructionactivity,whichhasprimarilyaffectedrealestatedevelopers
andbuildingcontractorsandtheirsub-contractors.1Third,consumption-

1 Itisnormallyrealestatedevelopersthatowntheconstructionprojectandtakeoutloanssecuredonthe
project,whilethebuildingcontractorandsub-contractoraccountformostoftheeconomicactivity.

Chart 3.1 CRE and real estate developers are most exposed to rising 
lending rates
Debt burden. Five-year moving average. Percent
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orientedsectorssuchasretailtradeandhouseholdservicesareaffected
whenhigherpricesandinterestratesreducehouseholdconsumption.

Approximatelyone-thirdofbanks’lendingistoNorwegiannon-financial
corporates,andbanklosseshavehistoricallybeenhighestoncorporate
loans.Lendingtovulnerablesectorsaccountsforapproximately
two-thirdsofbanks’totalcorporateexposures(Chart3.2).Section3.1
describesdevelopmentsinthevulnerablesectorsinrecentyearsand
providesanassessmentoftheoutlookahead.InNorgesBank’sview,real
estateexposuresrepresentthelargestfinancialstabilityrisk,particularly
totheCREsector,becausebanks’exposurestothesefirmsarehighest
andtheyarethereforemostaffectedbyhigherinterestrates.Should
banksincursubstantialcreditlosses,tighterbankcreditstandardscould
amplifyadownturn.TheCREsectorandrealestatedevelopersare
analysedinSections3.2and3.3,respectively.

3.1 Firms were favourably positioned at end- 
2022, but payment problems have increased 
somewhat in 2023
Corporate financial positions were solid at end-2022
Formostsectors,economicdevelopmentsweresolidduringthe
pandemicyears2020and2021.Forvulnerablesectors,keyfiguresin
2022financialstatementsweresomewhatweaker,buttherearenosigns
ofconsiderablechangeintheiroverallfinancialposition.2

Corporatesectorfinancialstrengthissolid.Equityratioshaverisen
steadilyoveranextendedperiod(Chart3.3).Overallcorporatesector
profitability,measuredasfirms’operatingmargins,wasclosetoits
historicalaveragein2022(Chart3.4).Duringthepandemic,profitability
washigherthanaverage,especiallyinretailtrade.In2022,profitabilityin

2 ThefinancialstatementanalysiscoversNorwegiannon-financiallimitedcompaniesthathavesubmitted
annualfinancialstatementsfortheapplicableyear.Firmsinoilandgasextraction,andpowercompanies
areomittedfromtheanalysisowingtosubstantialearningsvolatilitythathasadisproportionatelylarge
impactonoveralldevelopments.Bankexposuretosuchfirmsisrelativelysmall.

Chart 3.2 Banks’ exposure to vulnerable sectors is substantial
Bank loans to Norwegian non-financial corporates at 31 December 2022
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retailtradeandhouseholdservicesweakenedsomewhatpartlyowingto
higheroperatingcosts.Profitabilityfelltowellbelowaverageinreal
estatedevelopmentduetoafallinrevenue,whileitremainedsolid
amongconstructionfirms.CREfirms’operatingmarginsaretypically
high,asoperatingexpensesrelatedtoleasingbuildingsarelowand
becausemuchoftheiroperatingprofitsgotointerestpayments.
Operatingmarginshavefallensomewhatfromthehighlevelsin2019.

Liquidbuffersincreasefirms’resiliencetoperiodsofreducedearnings.
Duringthepandemic,corporatebankdepositsincreasedmorethan
firms’currentliabilities(Chart3.5).3In2020,theincreaseinbankdeposits
wasbroadlydistributedacrossindustries.Thislikelyreflectsfirms’desire
tobuilduplargerliquidbuffersandthefactthattheyreceivedgovern-
mentsupport.Certainindustries,suchasretailtrade,postedveryfavour-
ableresults,whichcontributedtosharpdepositgrowthforthese

3 Forafurtherdiscussionofdevelopmentsincorporatebankdeposits,seeHjelseth,I.N.andS.J.Kirkeby
(2023)“Hvorforøkteforetakenesbankinnskuddmyeunderogetterpandemien?”.[Whydidfirms’bank
depositsincreasesubstantiallyduringandafterthepandemic?]BlogpostpublishedontheBankplassen 
blog,8November2023.NorgesBank.

Chart 3.3 Equity ratios are high
Equity ratios. Percent
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Chart 3.4 Corporate profitability has been solid in recent years
Operating margins. Percent

Household
services 

Retail trade   Building 
contractors

Real estate
developers 

CRE Other sectors Total

0

10

20

30

40

50

60

0

10

20

30

40

50

60
Average 1999-2021

2019

2020

2021

2022

Sources:BrønnøysundRegisterCentral,Dun&BradstreetandNorgesBank

https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.norges-bank.no%2Fbankplassen%2Farkiv%2F2023%2Fhvorfor-okte-foretakenes-bankinnskudd-mye-under-og-etter-pandemien%2F&data=05%7C01%7Cmari.hulbaekdal%40aksell.no%7C6125bbf506a3493625e308dbdf891ff4%7C4341cb4aa3c54cbdb924e90fcb6f0fca%7C0%7C0%7C638349552272165325%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=zfP7j7L5qBt6kU5vQeZKIczH0AlAjeNN6ENdALFugl4%3D&reserved=0


Norges Bank Financial Stability Report 2023 H2 36

Section3

industries.Growthintotalbankdepositscontinuedin2021,driventhen
byoilandpowersectorfirms.Thesharpriseindepositsfromthese
industriescontinuedin2022.Growthinmostotherindustriesslowedin
2022andbankdepositsrelativetocurrentliabilitiesfellbacktopre-
pandemiclevels.

Number of bankruptcies still low, but some increase in payment 
problems in 2023
Owingtosolideconomicdevelopmentsinrecentyears,theshareof
corporatebankruptciesisrelativelylow(Chart3.6).Thenumberofcorpo-
ratebankruptcieshasrisensinceautumn2022buttheshareofcorporate
bankruptciesisnothigherthanbeforethepandemic.Duringthe
pandemic,bankruptciesfellconsiderablyamongconsumption-oriented
firms(ieretailtradeandhouseholdservices),whichsawthelargest
increaseinbankruptciesoverthepastyear.Mostofthefirmsthathave
gonebankruptarerelativelysmall.Bankruptfirms’bankdebtasashare
oftotalcorporatedebtisstilllowerthanbeforethepandemic.

Chart 3.5 Corporate liquidity has returned to its pre-pandemic level
Bank deposits as a percentage of current liabilities. Percent
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Chart 3.6 No more bankruptcies than usual
Share of firms that have gone bankrupt over the past 12 months. Percent
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In2023,growthintheNorwegianeconomyhasslowed,andlowgrowthis
expectedahead(seeMonetary Policy Report 3/2023).Profitabilityamong
listedfirmsdeclinedsomewhatinthefirsthalfof2023.

Ittakessometimeforfinancialproblemstofeedthroughtobankruptcies.
Developmentsinreportsoffirms’past-duepaymentsisanindicatorof
futurebankruptcydevelopments.Theshareoffirmsfacinganewly
reportedpast-duepaymenthasincreasedsteadilysince2022(Chart3.7).
Inallsectors,alargershareoffirmsisnowfacingdebtcollectionthan
beforethepandemic,buttheincreaseisrelativelygreaterinthe
vulnerablesectorsthaninotherindustries.Thismaybeasignthatthe
numberofbankruptcieswillcontinuetoedgeupinthesesectors.

Normally,fewrealestatedevelopersfacedebtcollectionorfilefor
bankruptcy.Thisis,however,thesectorthathasexperiencedthelargest
relativeincreasesinboththeshareoffirmsfacingdebtcollectionandin
bankruptcyrates.Itisalsothesectorwiththeweakestfinancialperfor-
mancein2022.

Amongconsumption-orientedbusinessesandconstructionfirms,debt
collectioncasesandbankruptciesarenormallymorecommonthanin
othersectors.Thisreflectsthesesectors’typicallysmallprofitmargins
andlowcapitalisationwhichthereforemakesthemlessresilientto
temporarydeclinesindemand.Highercostsputfurtherpressureon
thesesectors.Ifconsumptionandconstructionactivityweretofallmore
thananticipated(seetheprojectionsinMonetary Policy Report 3/2023),
paymentproblemscouldquicklyescalateandbankruptciescouldpick
upfurther.Theriskofsubstantialbanklossesisneverthelesslimitedby
thefactthatthesesectorsaccountforarelativelysmallpartoftotal
exposures(Chart3.2).However,consumption-orientedsectorsand
buildingcontractorsaccountforalmosthalfofprivatesectoremployees.
Problemsinthesesectorshavelargespilloverstothewidereconomy
andposearisktoCREfirms’rentalincome.

Chart 3.7 Share of firms facing debt collection is increasing
Monthly share of firms with new collection cases. 12-month moving average
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interest rates
Higher interest rates are weakening CRE firms’ earnings
Overall,CREfirms’debt-to-earningsratiosarehigh,andthesefirmsare
thereforevulnerabletohigherinterestexpenses.Sincewinter2022,the
riseininterestratesandcreditpremiumshaveledtoamarkedincrease
inCREfirms’financingcosts.

Theinterestcoverageratio(ICR),ameasureofafirm’scurrentearnings
(EBITDA)relativetointerestexpenses,4roseintheyearsprecedingand
duringthepandemicforCREfirmsoverall,drivenbybothsolidearnings
andlowinterestrates.In2022,theICRfellclosetoitsaveragevalueover
thepast20years(Chart3.8).Estimatesbasedonconsolidatedfinancial
statements5showthatalmostallCREgroupswereabletocoverinterest
expenseswithcurrentearningsin2022.Atthattime,6%ofthetotaldebt
inCREgroupswasheldbygroupswithanICRbelow1(Chart3.9).

ForCREfirms,interestexpensesareassumedtoincreasebyapproxi-
matelytwo-thirdsintheperiodbetween2022and2024.Higherinterest
expensesaregraduallyphasedintofirms’cashflows,sinceportionsof
theirdebtareatafixedrate,andhighercreditpremiumsdonotnormally
affectcashflowsuntilthedebtisrolledover.

Highemploymentisdrivingupdemandforofficespace.Rentalincome
forCREfirmsisexpectedtoincreasebyapproximately10%between
2022and2024.Asrentinflationoverthepastfewyearshasbeenhigh,it
willbemorelikelythatnewleaseswillbeenteredintoathigherrentsthan
expiringleases,evenifthereareweakdevelopmentsinmarketrents.

4 AnICRequalto1meansthatearnings(EBITDA)coverinterestexpensesexactly.Thismaybeviewedasa
minimumrequirementforwhatearningsmustbeoversometime.

5 Consolidatedfinancialstatementsprovideabroaderpictureofthefinancialsituationthanthoseatthefirm
levelandarethereforebettersuitedformicro-levelanalyses.Thesampleofconsolidatedfinancialstate-
mentsforCREgroupsrepresentstotalinterest-bearingdebtofjustoverNOK460bnbytheendof2022.
Bycomparison,totalinterest-bearingdebtofallNorwegianCREfirmsamountstojustoverNOK850bnat
thispoint.

Chart 3.8 ICR in commercial real estate expected to fall further
Scenarios for ICR
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CPIadjustmentofrentsunderexistingleaseswillalsoboostrental
income.

Theprojectionsforinterestexpensesandrentalincomeshowthatmost
firmsarestillabletocoverhigherinterestexpenseswithcurrentearnings.
Inthebaselinescenario,theICRisprojectedtofalltoslightlybelow2in
2024(Chart3.8).DebtheldbyCREgroupswithanICRbelow1is
projectedtorisetoapproximately20%oftotaldebtforCREgroups
(Chart3.9).

Inadownsidescenario,whereaverageinterestratesrisemorethan
projected,andrentalincomeismarkedlyweakerthanexpected,theICR
forCREfirmsasawholecouldfalltojustover1(Chart3.8).Insucha
scenario,justoverhalfofthetotaldebtisheldbyCREgroupswhere
interestexpensesexceedcurrentearningsin2024(Chart3.9).

Increased refinancing risk for CRE firms
Eventhoughmostfirmsareexpectedtobeabletoservicehigherinterest
expenseswithcurrentearnings,NorgesBank’sanalysesindicatethatthe
shareofCREfirmsbreachingloancovenantswillincreasesomewhatin
thenextfewyears.Thisalonecouldweakendebt-servicingcapacity.
ManybankssetrequirementsforICR.Breachingsucharequirement
could,amongotherthings,leadtoevenhigherinterestratesonexisting
loans.Forfirmsthatrelyonbondfinancing,somecreditratingagencies
requireanICRabove1.8toqualifyforaninvestment-gradecreditrating.
IftheICRfallsbelowthisthreshold,thebondsmaybedowngraded,with
amarkedriseinyieldsonnewandexistingbonds.Inthebaseline
scenario,theshareofthetotaldebtheldbyCREgroupswithanICR
below1.8increasesfromjustabove20%in2022toslightlymorethan
60%in2024(Chart3.9).

TheriseinfinancingcostsandlowerequityratiosduetolowerCRE
pricesmayposechallengestoCREfirmsthatneedtorefinancetheir
debt.BankdebtaccountsforthelargestshareofCREfirms’debt,but

Chart 3.9 Most firms can still service interest expenses out of current earnings 
in the baseline scenario
Share of CRE debt with ICR below 1 and 1.8. Percent
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bonddebthasincreasedsubstantiallyoverthepastdecade.Overthe
pastyear,bondissuancevolumesbyCREfirmshavebeenlow(Chart
3.10).Lifeinsurancecompaniesareimportantinvestorsinrealestate
bonds.Theirdemandforthesebondshasfallenoverthepastyear,likely
reflectingthehigheryieldsandhigherreturnsonthesafestsecurities.
Fallingdemandfromthelargestrealestatebondinvestorsmayhave
madeitmorecostlyforCREfirmstoraisecapitalinthebondmarket.
Muchthebonddebtwillmatureinthecomingyears,andsomeCREfirms
mayfinditdifficulttoissuenewbonds.Norwegianbanks’exposuresto
firmswiththelowestequityratiosandwithsubstantialbonddebtthatwill
soonmaturearelow(seeFinancial Stability Report 2023H1).

BanksinNorgesBank’slendingsurveyreportedtightercreditstandards
forCREfirmsoverthepastyear.Inthisperiod,mostbanksreportedtight-
eningequityanddebt-servicingcapacityrequirementsfornewloansto
CREfirms.Furthermore,mostbanksreportedanincreasedriskthat
borrowerswillbreachthetermsofloancovenantsrelatedtoequityand
interestcoverageratios.Nevertheless,growthinbanks’CRElendinghas
remainedsteady(Chart3.10),reflectingthefactthatCREfirmshave
issuedfewbondsoverthepastyearandahalf.NorgesBank’sanalyses
showthatCREfirmsgiveconsiderableweighttofinancingcostswhen
choosingbetweenbankandbondfinancing.6

Firmsstrugglingwithprofitabilityorrefinancingmustdrawonfinancial
buffers,selloffpropertyorraisemoreequityinordertocontinue
operating.Firesalesofpropertiescouldamplifythedeclinein
commercialpropertyprices.

Commercial property prices fall on the back of higher interest rates
Commercialpropertypriceshavefallenoverthepastyearafterrising
overafairlylongperiod(Chart3.11).Sellingpricesarecalculatedasrental
pricesdividedbyayield.Theyielddependsondevelopmentsinlong-
terminterestratesandriskpremiums.Sincelastautumn,therisein

6 SeeBjørland,C.(2023)“CREfirms’refinancingandcashflowsatatimeofhighinflation”.Staff Memo
11/2023.NorgesBank.

Chart 3.10 Growth in banks' CRE landing remains steady, while the growth in 
bond debt is weak
Domestic credit to the CRE sector. Twelve-month change. Percent
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interestrateshasresultedinmarkedlyhigheryieldsandafallinselling
prices.However,theyieldhasincreasedlessthanlong-terminterest
ratesoverthepastfewyears.

Anincreaseintheyieldisexpectedoverthenexttwoyears,sothat
thegapbetweenlong-terminterestratesandtheyieldnormalises.
Amoderateriseinrentsisalsoexpectedaseconomicactivityslows,
whilehighemploymenthelpssustaindemandforofficespace.Overall,
theprojectionsfortheyieldandrentinflationimplythatcommercial
propertysellingpriceswillfallsomewhatfurtherintonextyearbefore
levellingoff(Chart3.11).Sincethefallinpricesismainlydrivenbyhigher
interestrates,itislikelytobebroad-basedacrosssegments.

Commercialpropertypricesmayfallmorethancurrentlyenvisaged.
Renewedperiodsofmarketstressmayleadtoahigherriskpremiumand
yieldthanassumed.Iflong-terminterestratesrisefurther,thismaypush
uptheyieldmorethanexpected.Furthermore,higherfinancingcosts
mayforcemanyfirmstosellpropertiesquicklytoimprovetheirfinancial
position,whichmayamplifyapricefall.

Developmentsinrentslargelydependondevelopmentsinemployment
andthelevelofeconomicactivity.Amorepronounced-than-expected
slowdownintheeconomymayresultinlower-than-projectedrentaland
sellingprices.Structuralchangesasaresultofextensiveremoteworking
haveledtoamarkedincreaseinofficevacancyratesinmanycountries.
InNorway,therearesofarnosignsthattheuseofremoteworking
arrangementshassignificantlyweakeneddemandforofficespace,butif
thischanges,rentalandsellingpricesmayfallmarkedly.

Lower commercial property prices are lowering CRE firms’ equity ratios
ReducedpropertyvaluesareputtingpressureontheequityofCREfirms.
Ifthepricefallleadstolowercollateralvaluesthanthecarryingamount
ofloans,banksmayincurlossesifthedebtisdefaultedon.

Chart 3.11 Commercial property prices have fallen and are expected to fall further
Prime office space in Oslo. Estimated selling prices. In thousands of NOK per 
square metre
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Eventhoughlosseshavehistoricallybeenlowinnormaltimes,during
severecrises,CREisthesectorwherebanklosseshavebeenhighest.
Duringthebankingcrisisbetween1988and1993,banksincurredlosses
onapproximatelyone-thirdoftheirCREexposures.Duringthefinancial
crisisin2008,commercialpropertypriceswerealmostreducedbyhalf,
whilebanklossesremainedatmoderatelevels.Arapidrecoveryof
commercialpropertypriceslikelycontributedtodampeninglosses.CRE
firmshavehigherequityratiosnowthantheydidpriortothefinancial
crisis(seeboxonpage46).Furthermore,surveysofmarketparticipants
regardingbanklendingpracticesindicatethatbankshaveoverseveral
yearsincreasedtheequityrequirementforloanstoCREfirms.

LossesonCREloanshaverisenslightlyoverthepastyearbutremainat
lowlevels.Theexpectedfallinpriceswilllikelyleadtosomewhathigher
lossesonbanks’CREexposures.Asimplesolvencyexerciseshowsthat
ifallCREfirmsreducethecarryingamountoftheirpropertiesby30%,
whichisequivalenttoasomewhatgreater-than-expectedpricefall,
almostone-fourthofexposureswillbetoCREfirmswithnegativeequity
(Chart3.12).TheequityratiooftheCREsectoris,however,betterthan
whatbookequitywouldsuggest.Thecarryingamountsofmany
NorwegianCREfirms’propertiesreflectpurchaseprices,whichare
oftenlowerthanfairvalue(seeboxonpage46).Whenmorerealistic
assumptionsaremadeaboutbuildings’actualimpairment,thevast
majorityoffirmsarefoundtostillhavepositiveequity,evenintheevent
ofasteeper-than-expectedpricefall.

Anumberoffactorsmayresultinafarsteeperpricefallthanassumedin
thisexercise.Ifrentalincomedevelopmentsaremarkedlyweakerthan
expected,bothearningsandpropertyvalueswillfall.Thestresstestin
Financial Stability Report 2022showsthatinasharpeconomicdownturn
wherecommercialpropertypricesarereducedbynearlyhalf,banks’
lossesonloanstothissectormaybesubstantial.

Chart 3.12 Positive equity in CRE firms even in the event of a steeper price fall 
than expected
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estate developers
Theriseinconstructioncostsoverthepastyearshasledtoarapid
increaseinnewhomeprices(Chart3.13).Togetherwithhigherinterest
ratesanduncertaintyaboutfurtherhousepricedevelopments,thishas
resultedinasharpfallinnewhomesales,inturnleadingtolower
residentialconstructionactivity.ThelatestprojectionsinMonetary Policy 
Report 3/2023suggestthathousinginvestmentwillcontinuetofall
slightlyfurtherbeforepickingupagain(Chart3.14).Commercialbuilding
constructionactivityisalsoatalowlevel.

Lowerconstructionactivitymeanslowerincomeforbothrealestate
developersandbuildingcontractors,butrealestatedevelopersare
particularlyvulnerableasthesectorhasfarhigherdebttoserviceandis
thereforemoresensitivetohigherinterestrates.InNorgesBank’slending
surveyfor2023Q3,mostbanksreportasomewhathigherriskthatreal
estatedeveloperswillbreachthetermsofloancovenantsrelatingto
bothdebt-servicingcapacityandequityratios.

In2022,realestatedevelopers’interestexpensesincreasedsomewhat,
whileearningsfellslightly.ThisresultedinadeclineintheICR(Chart3.15).
SimpleestimatesshowthattheICRmayfallmarkedlyin2023and2024.
Theextentofthefallwillprimarilydependonhowhighinterestratesrise,
howmuchrevenuesdeclineandwhetherrealestatedevelopersareable
tomaintainmargins.

Inthebaselinescenario,theICRisreducedbyhalffrom2in2022toalittle
below1in2023andfurtherto0.7forthesectorasawhole(Chart3.15).
Thatis,allearningsin2023willgotoservicinghigherinterestexpenses,
whileinterestexpensesin2024willexceedtotalearnings.Inthebaseline
scenario,itisassumedthatrevenuewillfallasmuchashousinginvest-
mentandthatinterestexpenseswilldoublebetween2022and2024.

Chart 3.13 High construction costs
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Chart 3.14 Low housing investment 
in 2023
Seasonally adjusted. In billions of NOK
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Thereisariskthatthecostlevelwillbehigherthanassumedinthe
baselinescenario.Anotherriskisthatmanyofthehomesnowbeing
completedwillremainunsoldforsometime.7Inadownsidescenario,
weassumeamarkeddeclineinearningsresultingfromeitherahigher
costlevel,ahigher-than-normalstockofunsoldhomes,oracombination
ofthetwo.Thismeansthatcurrentearningswillbeverylow.Inthe
scenario,theICRfallstowellbelow1in2023andto0.2in2024.

ToassesstheconsequencesofadeclineintheoverallICR,theBankhas
analysedthefinancialstatementsofasampleofcorporategroups,8
coveringjustabove40%ofbanks’totalexposurestorealestate
developers.Theanalysisshowsthat12%ofexposuresweretocorporate

7 Inthatcase,developersmustpaythedwelling’sconstructioncosts,atthesametimeastheydonot
receiverevenuesuntilthedwellingissold.Nevertheless,giventhatthelevelofresidentialconstruction
hasbeenmoderateandbanksoftenhavepre-salerequirementsforresidentialprojectstheyfinance,the
numberofdwellingsthatcanremainunsoldislimited.

8 AsfortheCREsector,consolidatedfinancialstatementsprovideabroaderpictureofthefinancialsituation
thanthoseatthefirmlevel.Manyrealestatedevelopersarepartoflargercorporategroupsthatoftenmay
havetheirmainactivitiesinothersectors.Thesamplecomprisescorporategroupswhererealestate
developmentaccountsforatleast30%ofthegroups’bankloans.

Chart 3.15 ICR for real estate developers may decline significantly
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Chart 3.16 Real estate developers will find it more difficult to service interest 
expenses
Share of loans to real estate developers in groups with an ICR below 1. Percent
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Section3

groupswithanICRbelow1in2022(Chart3.16).Inthebaselinescenario,
thissharerisestojustbelow50%in2023andtojustbelow60%in2024.
Inthedownsidescenario,thesharerisestoover60%in2023andto75%
in2024.

Theestimatessuggestthatitwillbecomemoredifficulttoservice
interestexpensesoutofcurrentearnings.Whenearningsbecome
insufficienttocoverinterestexpenses,firmsmustdrawontheirfinancial
buffers.Manyfirmsarelikelytohavesufficientliquiditytofaceaperiodof
losses.Itmaybenecessaryforfirmswithoutsufficientliquidityavailable
toselllandandpropertydevelopmentprojectsorraisemorecapital.

Groupswithsolidequityratiosarebetterpositionedtomeetchallenges.
Inthesample,justover20%ofrealestatedevelopmentexposuresareto
groupsthathadequityratiosbelow20%in2022(Chart3.17).Thisshare
wasapproximately10%amongthegroupsinthebaselinescenariowith
anICRbelow1in2024.Thissuggeststhatthegroupsthatwilllikelyface
challengesservicingdebtoutofcurrentincomehavemoreequityto
drawonthanothergroups.

Givenpropertydevelopers’financialsituation,banksmayexpectsome-
whathigherlossesonloanstothissector(seeSection1).Ifthereisa
sharperreductioninpropertydevelopers’earningsthanexpectedand
asignificantfallinequity,lossesmaybemuchlarger.Nevertheless,
propertydevelopmentaccountsforonly10%ofbanks’corporate
exposures.Thislimitsthepossiblesizeoflossesontheseloansrelative
tothetotalcorporateloanportfolio.

Chart 3.17 Little debt in real estate developers with low ICR and low equity ratios 
Percent
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SpecialfeatureMany CRE firms’ equity is higher than shown in 
their financial statements
Theamountofimpairmentchargesintheeventofafallinpropertyprices
largelydependsontheaccountingstandardsappliedbythefirm.Under
theNorwegianAccountingAct,propertiesarecarriedathistoricalcost,
whileunderInternationalFinancialReportingStandards(IFRS),invest-
mentpropertymaybecarriedatfairvalue.1Sincecommercialproperty
priceshaverisenovermanyyears,thefairvalueofabuildingmaybe
considerablyhigherthanthecarryingamountforfirmsapplyingthe
NorwegianAccountingAct.FortheyearthataCREgrouptransitioned
fromtheNorwegianAccountingActtoIFRS,themedianbalancesheet
increasedbyabout50%,whichsuggestsasharpupwardrevaluationof
propertyassets.Bycomparison,thebalancesheetsofgroupsthathave
notchangedaccountingstandardshaveincreasedbyabout5%peryear.

AllNorwegianfirmsarepermittedtoapplyIFRS.Listedfirmsandfirms
withdebtsecuritieslistedonOsloBørsarerequiredtoapplyIFRS.
Nevertheless,mostCREgroups,especiallythesmallerones,applythe
NorwegianAccountingAct,andtheirpropertiesmaybecarriedat
historicalcost.2Overtime,anumberofgroupshavetransitionedtoIFRS.
Theshareofequityandinterest-bearingdebtinCREgroupsapplying
IFRShasrisenfrombelow10%toaround50%in2022(Chart3A).

Sinceunderthehistoricalcostprinciple,thecarryingamountoften
reflectsthepurchasepricefrommanyyearsago,alargefallinfairvalue

1 TheaccountingtreatmentofinvestmentpropertyunderIFRSisinaccordancewithIAS40.Underthis
standard,anentitymayapplyeitherafairvaluemodeloracostmodelwhenaccountingforinvestment
properties.

2 IFRSisanextensivesetofrules.Itisfarlessresource-intensivethantheNorwegianAccountingActasan
accountingstandard.

Chart 3.A Share of equity and liabilities held by firms that apply fair value 
accounting has increased over time
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Specialfeature

willnotnecessarilytriggeranimpairmentlossoninvestmentproperties.
OurestimatesindicatethatatypicalCREfirmthatappliestheNorwegian
AccountingActmayhavetoreducethecarryingamountofitsproperties
byaround10%ifmarketpricesfallby30%.Areductioninthecarrying
amountofonly10%insteadof30%forgroupsapplyingtheNorwegian
AccountingActwillsignificantlycushionthedeclineinthefirm’sequityin
theeventofapricefall(Chart3.16).

Since2007,thebookequityofCREgroupshasrisen(blacklinesinChart
3.B).SomeofthisincreasereflectsrestatementtofairvaluebyCREfirms
whentheytransitionedfromtheNorwegianAccountingActtoIFRS.Atthe
sametime,someoftheincreaseinbookequityhasbeendrivenbyan
increaseinactualequity,asillustratedbythefactthattheequityratiosof
CREgroupsapplyingtheNorwegianAccountingActarehigherin2022
thanin2007(orangelinesinChart3.B).

Chart 3.B CRE firms have become more resilient since previous downturns
Percent
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