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(Government Solberg)

1  Introduction

The Ministry of Finance annually submits a 
report to the Storting on developments in Norwe-
gian and international financial markets. This 
year, selected sections of the report are made 
available in English.

Chapter 2 addresses the financial stability out-
look in Norway. The chapter includes reviews and 
assessments of market conditions, risk outlook for 
financial institutions, and the solvency, liquidity 
and earnings of such institutions.

Chapter 3 discusses a holistic approach to 
financial markets policy. It covers topics such as 
structure and competition in the Norwegian finan-
cial market, and access to capital for Norwegian 
businesses.

Chapter 4 provides a summary of imple-
mented regulatory changes in 2015. 

Chapter 5 contains a review of Norges Bank’s 
conduct of monetary policy and the Ministry’s 
assessment of this. The chapter corresponds to 
section 6.5 of the Norwegian version of the report.

In addition to the chapters included in the 
English version, the Norwegian version of the 
report includes chapters on key legislative initia-
tives, and the activities of Norges Bank, Finanstil-
synet and Folketrygdfondet (which manages the 
Government Pension Fund Norway). 
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2  Financial stability outlook

2.1 Introduction

The financial sector consists of financial institu-
tions, financial markets and financial infrastruc-
ture. It provides a wide range of products and ser-
vices, including savings products, mortgages, 
damage and personal injury insurance, pension 
saving, payment services, and commercial loans. 
Well-functioning financial markets are a prerequi-
site for economic growth and contribute to indi-
vidual economic security.

Financial stability implies that the financial 
system is sufficiently resilient to receive deposits 
and other repayable funds from the public, 
arrange financing, make payments and reallocate 
risk in a satisfactorily manner. This chapter shows 
that in 2015, financial institutions improved their 
ability to absorb losses without seriously weaken-
ing these important functions. Financial institu-
tions also boosted their ability to function when 
access to new funding is reduced.

The financial stability outlook is affected by 
economic developments outside the financial sec-
tor. Losses among banks and other parties hold-
ing receivables from Norwegian households and 
businesses remained small in 2015. However, as 
the discussion of the macroeconomic picture, the 
market situation and risk developments shows, 
the risk of losses on loans to Norwegian house-
holds and businesses increased in 2015. 

2.2 The macroeconomic situation 

The decline in oil prices since the summer of 2014 
has reduced growth and increased unemployment 
in the Norwegian economy. Lower interest rates 
are helping to maintain consumption and invest-
ment growth, while a weakened Norwegian krone 
is fuelling production among businesses compet-
ing abroad. Fiscal policy is now having an expan-
sionary effect on the economy.

Growth among Norway’s trading partners 
picked up slightly last year, driven by growth in 
the OECD countries. While the Eurozone 

recorded a modest increase, the Swedish econ-
omy grew strongly. The European Central Bank 
has ramped up its programme of expansionary 
measures. Sveriges Riksbank is also pursuing 
strongly expansionary monetary policy. In China, 
growth remains relatively high despite a slight 
slowdown, and the Chinese authorities are imple-
menting expansionary budgetary and monetary 
policies. Russia and Brazil have been hit hard by 
low commodity prices. There is considerable 
uncertainty about future developments in China 
and other emerging economies. The situation in 

Box 2.1 Responsibility for financial 
stability

Responsibility for the safeguarding of financial 
stability in Norway is shared between the Min-
istry of Finance, Norges Bank (the central 
bank of Norway) and Finanstilsynet (the 
Financial Supervisory Authority of Norway. 
The Ministry of Finance has overarching 
responsibility for ensuring that the financial 
system functions well. Norges Bank and 
Finanstilsynet are tasked with promoting the 
robustness and efficiency of the financial sys-
tem, and therefore with monitoring of financial 
institutions, securities markets and payment 
systems to identify stability threats. Moreover, 
Finanstilsynet supervises individual financial 
institutions and marketplaces. Norges Bank is 
the lender of last resort.

In 2006, so-called tripartite meetings were 
established between the Ministry of Finance, 
Norges Bank and Finanstilsynet. At these 
meetings, information is exchanged about 
Norwegian and international economic 
developments and the state of the financial 
markets. These meetings are held every six 
months, and more frequently when needed. 
Two such meetings were held in 2015.
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the Middle East, refugee flows to Europe and the 
United Kingdom’s referendum on EU member-
ship also contribute to uncertainty.

Uncertainty about economic developments 
has fuelled market turbulence. International stock 
market indices recovered somewhat during the 
second half of February and March, after strong 
falls at the beginning of 2016. Several emerging 
economies have experienced capital outflows and 
sharp currency devaluations. Turbulence in inter-
national financial markets may undermine real 
economic growth going forward.

The weakening of the Norwegian krone and 
more moderate wage growth has improved com-
petitiveness among Norwegian businesses. Some 
companies are reporting higher earnings due to 
the krone’s depreciation. However, it may take 
time for improved profitability to raise activity lev-
els, partly because firms are uncertain about 
future developments and partly because some 
businesses have hedged against large movements 
in the krone exchange rate. The volume of 
exports from the mainland economy has risen 
despite falling demand from the international 
petroleum industry. Increased competitiveness 
has also helped Norwegian exporters win many of 
the contracts linked to the development of the 
Johan Sverdrup oil field.

Although consumers became more pessimis-
tic in their assessments of the economic outlook 
in 2015, household demand for goods and ser-
vices continues to grow at a moderate pace.

While house price inflation has slowed some-
what, there are substantial geographical differ-
ences. For example, house prices rose by 8 per-
cent in Oslo over the past year but fell by close to 
5 percent in Rogaland.

Although the rise in registered unemployment 
declined in the first quarter, LFS unemployment 
has risen markedly so far this year. The difference 
between the two figures has also increased as a 
result. The rise in LFS unemployment in the first 
quarter is linked to an increase in the number of 
young job seekers. Since they are not entitled to 
unemployment benefits, they probably do not reg-
ister as unemployed with the Norwegian Labour 
and Welfare Administration (NAV). Figures pro-
vided by NAV show that unemployment has pri-
marily risen in counties with strong ties to the oil 
industry.

In the National Budget 2016, the Ministry of 
Finance forecast growth in mainland Norway 
GDP of 1.8 percent this year. Oil price develop-
ments have been significantly weaker than antici-
pated. This indicates that growth in the Norwe-

gian economy may be less than forecast in the 
budget published last autumn. The Ministry of 
Finance will present new estimates in the revised 
national budget in May.

2.3 Financial stability outlook

In 2015, the fall in oil prices and low interest rates 
were two main trends which potentially could 
affect financial stability in Norway.

Oil-related businesses account for a consider-
able proportion of the Norwegian economy.1 The 
central role of the oil industry in the Norwegian 
economy means that falling oil prices may 
threaten financial stability. The fall in oil prices 
may impact financial stability both directly – when 
banks have to accept losses on loans to the oil 
industry – and indirectly in the form of weakened 
growth prospects for the Norwegian economy. 
Bank exposure to the oil sector is discussed in 
section 2.3.1. The drop in oil prices is also affect-
ing activity levels in the Norwegian securities 
market, where the high-yield bond segment is 
dominated by companies with direct or indirect 
links to the oil sector; see section 2.3.6.

Internationally, interest rates have fallen since 
the financial crisis, and are now at record lows 
both in nominal and real terms. Key policy rates 
are close to zero in many countries, and in some 
cases negative; see Box 2.2. The experience of 
Norway and other countries thus far is that cut-
ting the interest rate level helps reduce losses and 
defaults in bank lending portfolios, and that low 
interest rates boost demand for credit from banks 
without weakening banks’ interest rate margins. 
Experience also shows that low interest rates may 
encourage excessive borrowing by households 
and businesses. To date, there are few signs that 
Norwegian businesses in general have reduced 
their capital ratios, despite low borrowing rates in 
recent years. However, highly indebted Norwe-
gian households are vulnerable to economic 
shocks such as falling oil prices and rising unem-
ployment. Issues relating to debt growth in Nor-
way are discussed in section 2.3.3.

Pension funds and life insurance companies 
have generally refocused their sales and market-
ing in recent years, focusing on products and ser-
vices which assign market risk to the insured par-
ties. This transition began after the adoption of the 

1 Calculations show that petroleum industry demand 
amounts to between 12 and 17 percent of mainland Norway 
GDP. Source: Finanstilsynet, Financial Trends 2015.
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Defined Contribution Pension Schemes Act in 
2000. See also the discussion in section 2.3.5.

2.3.1 Bank exposure to the oil sector

Lower oil prices mean lower petroleum industry 
earnings. Lower earnings reduce the debt-servic-
ing capacity of companies in the industry, in turn 
potentially requiring banks to accept larger losses 
on loans to the oil industry and oil-related sectors. 
The largest Norwegian banks are the primary 
lenders to the oil industry and oil-related sectors. 
In January 2015, Finanstilsynet gathered informa-
tion on the credit exposures of the seven largest 
Norwegian banks to the oil industry and oil-
related sectors and companies. The banks them-
selves estimated that lower oil prices would have a 
direct negative impact on between 5 and 25 per-
cent of the individual banks’ aggregate business-
market portfolios. Four of the banks also specified 
their credit exposure to companies which are indi-
rectly affected by oil prices. Among these banks, 
the proportion varied from 4 to 12 percent.2

A sensitivity analysis conducted by Finanstil-
synet shows that, in an extreme but not unrealistic 
situation, several of the Norwegian banks with the 
highest oil exposures may achieve only a break-
even pre-tax result due solely to loan losses on oil 
and oil-related exposures.3 The analysis shows 
that the banks with the greatest oil-sector expo-
sures are most vulnerable to drops in oil prices. 
Since fewer projects are profitable when oil prices 
are depressed, such drops cause oil industry 
actors to cut investment. A decline in oil-related 
investments also increases the risk of losses on 
loans to companies which are less directly 
affected by oil prices, such as commercial real 
estate companies and consultancy firms. In 2015, 
bank losses remained small, even in the counties 
with the highest rates of oil-industry employment. 
However, credit risk has increased, and banks 
must also be prepared for increased losses on 
loans to companies less directly impacted by oil 
prices if low oil prices weaken longer-term growth 
in the Norwegian economy.

As part of its Financial Sector Assessment Pro-
gram (FSAP), the IMF has analysed links and rip-
ple effects between different sectors in the Nor-
wegian economy.4 In particular, the IMF exam-

ined the impact of other industries on the develop-
ment of the financial industry. The results of the 
IMF analysis indicate that approximately 30 per-
cent of bank results can be explained by develop-
ments in oil-related activities and the effect of 
such activities on other mainland industries. This 
proportion is higher than indicated, in isolation, 
by the share of total lending accounted for by 
bank loans to the oil sector. The IMF analysis also 
shows that the outlook for the real estate sector 
depends on oil industry developments.

2.3.2 Improved bank solvency

The years after the financial crisis have been a 
period of prolonged strong development of the 
Norwegian economy. The economic growth has 
been a boon to Norwegian banks as it has contrib-
uted to low losses, high demand from borrowers, 
and easy access to financing. This has allowed 
banks to deliver strong results for several years. 
In 2015, banks achieved a pre-tax profit of more 
than NOK 57 billion – the highest ever annual 
profit and around 6 percent higher than in 2014. 
However, profits as a proportion of average capital 
under management dropped slightly, to 1.1 per-
cent. The return on equity (calculated as the post-
tax profit/loss relative to equity), was 12.2 percent 
in 2015, 0.6 percentage points lower than in the 
previous year; see Figure 2.2.

Net interest income, i.e. the difference 
between interest income and interest costs, 
accounts for approximately three-quarters of Nor-
wegian banks’ total revenues. The interest rates 
charged by banks on their loans have fallen in 
recent years, see Figure 2.6, although cheaper 
bank financing in the securities markets has 
helped reduce interest costs. A contributory fac-
tor is that creditor risk has declined, not least as a 
result of higher equity holdings among banks. 
Higher equity levels also help reduce the need for 
banks to debt finance their lending activities.

The need for monetary policy measures follow-
ing the financial crisis has renewed interest in how 
the interest rate level and the shape of the yield 
curve, respectively, affect bank profits. On the one 
hand, low interest rates reduce defaults in the 
short term and increase securities gains, which in 
turn boost bank profits. Nonetheless, an empirical 

2 In the case of banks with no estimated exposures to compa-
nies indirectly affected by lower oil prices, Finanstilsynet 
estimates that lower oil prices will have an indirect negative 
impact on around 3.5 percent of the corporate loan port-
folios of these banks.

3 Finanstilsynet, Financial Trends 2015.

4 The International Monetary Fund (IMF) regularly con-
ducts thorough reviews of the financial systems of its mem-
ber countries under its Financial Sector Assessment Pro-
gram (FSAP). Norway was the subject of a review from the 
summer of 2014 to the summer of 2015; see Box 4.3.
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study by the Bank for International Settlements 
(BIS) indicates that the positive contributions are 
insufficient to counter a reduction in banks’ net 
interest income.5 In the case of banks, which con-
vert liquid or short-term deposits into long-term 
loans (so-called maturity transformation), a flatter 
yield curve will, all other things being equal, also 

reduce net interest income. Moreover, a flatter 
yield curve and low interest rates may arise simul-
taneously, as at present in many European coun-
tries. The Bank for International Settlements finds 
that the links between the interest rate level and 
bank earnings are not linear, and that the negative 
effect on bank interest income is stronger as the 
yield curve flattens or the interest rate level 
approaches zero; see Box 2.2.5 BIS Annual Report 2015.

Figure 2.1 Net interest income as a proportion of 
average capital under management and interest rate 
margin. Percent

Source: Finanstilsynet
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Box 2.2 Negative interest rates

After the financial crisis, key policy rates have 
reached very low levels, in many cases 
approaching zero. Four European central banks 
have introduced negative key policy rates since 
mid-2014. The primary motivations behind neg-
ative key policy rates have been to counter weak 
inflation (in the Eurozone and Sweden) and to 
depreciate a strong currency (in Switzerland 
and Denmark).

Economic literature has often assumed that 
the nominal interest rate level cannot fall (sig-
nificantly) below zero because it will always be 
possible to achieve a nominal interest rate level 
of zero by holding cash. In reality, however, 
holding cash gives rise to costs (e.g. security 

measures, transportation and insurance), and 
the effective lower bound therefore lies some-
what below zero. Countries with negative key 
policy rates have found that the money markets 
mostly track falling key policy rates. However, 
the deposit rates offered to customers by banks 
appear to correlate less closely, and demand for 
bank deposits has thus not dropped off mark-
edly.

Negative interest rates have also presented 
practical challenges, including clarification of 
tax questions (Denmark), adjustment of settle-
ment systems (Sweden) and changes in the con-
tract terms of residential mortgages indexed to 
the key policy rate (Switzerland).

Figure 2.2 Profits of Norwegian banks in NOK billion 
(left axis) and return on equity (right axis)

Source: Finanstilsynet
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Strong profits and moderate dividends have 
allowed Norwegian banks to improve their sol-
vency in recent years by retaining profits. Their 
improved solvency means that Norwegian banks 
are now better equipped to absorb losses.

Only capital capable of protecting ordinary 
customers against losses may be approved as reg-
ulatory capital. However, regulatory capital con-
sists of elements of differing quality (loss-absorp-
tion capacity). CET1 capital is the highest-quality 
part of the total capital, and is used first to cover 
any losses. CET1 capital largely comprises bank 
equity. The remainder of the total capital consists 
of tier 2 capital and other instruments which share 
characteristics with both debt and equity, and can 
only be used to cover losses if the CET 1 capital is 
lost.

Banks with substantial CET 1 capital have a 
lower risk of suffering financial difficulties due to 
losses. Such banks also present a lower risk of 
pre-empting potential problems by tightening 
lending practices during an economic downturn. 
The level of CET 1 capital is thus more important 
for the stability of the economy and the banking 
system than the level of other total regulatory cap-
ital. A particular stabilising factor is that systemi-
cally important banks have a strong ability to con-
tinue operating after making losses. If such a bank 
tightens its lending practices during a downturn, 

this alone may impact the economy in terms of 
accelerating and deepening the downturn. Solvent 
banks stabilise both one another and the economy 
during a downturn.

CET1 capital adequacy expresses a bank’s 
CET 1 capital as a percentage of risk-weighted 
assets, and is the most important indicator for 
measuring and comparing the solvency of banks 
internationally and in Norway. Risk-weighting 
entails adjusting the value of an asset, such as a 
loan, based on the likelihood and size of the poten-
tial loss. CET 1 capital adequacy thus provides a 
figure designed to reflect loss-absorption capacity. 
However, this figure greatly simplifies compli-

Figure 2.3 CET1 capital as a percentage of risk-
weighted assets for Norwegian banks and banking 
groups, and CET 1 capital adequacy minimum and 
buffer requirements

Source: Finanstilsynet and the Ministry of Finance
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Box 2.3 Losses and default

Loan losses were 4 percent higher in 2015 
than in 2014, and amounted to 0.17 percent of 
the total lending balance. Losses amounted to 
10 percent of banks’ pre-loss profits, or 1.7 per-
cent of their equity. The volume of defaulted 
loans was reduced by 5 percent in 2015, 
although it increased slightly in the fourth 
quarter. Defaulted loans accounted for 1.1 per-
cent of total bank loans at the end of 2015, rep-
resenting a drop of 0.2 percentage points from 
2014; see Figure 2.4.1

Figure 2.4 Defaults on loans from Norwegian 
banks. Percent of lending volume

Source: Finanstilsynet

1 Classified as being in default no later than 30 days after 
the due date/date of overdrawing.
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cated interconnections, and may also be mislead-
ing if, for example, the risk weights are too low 
relative to real risk. Different risk-weighting of the 
assets of different banks may also produce consid-
erable differences in CET 1 capital adequacy, 
without the banks necessarily having different 
risk levels.

Another key solvency indicator is the leverage 
ratio, i.e. a bank’s tier 1 capital as a percentage of a 
non-weighted exposure measure (total assets and 
non-balance sheet items). There is some concern 
that risk weights internationally have fallen too 
low, and plans have therefore been made to intro-
duce a leverage ratio requirement to prevent the 
absolute volume of loss-absorption capital from 
becoming too small; see further discussion in sec-
tion 3.3.5.

The average risk-weighted CET 1 capital ade-
quacy ratio of Norwegian banks was 14.7 percent 
at the end of 2015; see Figure 2.3, representing an 
increase of 1.8 percentage points from 2014. The 
CET 1 capital adequacy ratio for banks as a whole 
has risen steadily since 2008, by a total of 7.6 per-
centage points. The increase in the CET 1 capital 

Box 2.4 Counter-cyclical capital buffer requirement

The counter-cyclical capital buffer requirement 
is an element of the new capital requirements 
legislation introduced in Norway in 2013, which 
are based on the EU’s new capital requirements 
rules (the CRR/CRD IV framework). The level 
of the counter-cyclical requirement is to be 
adjusted in view of developments in the Norwe-
gian economy, and is set to ensure that banks 
reinforce their solvency in periods of economic 
growth. The requirement will vary between 0 
and 2.5 percent of risk weighted assets. The pur-
pose of the counter-cyclical capital buffer is to 
improve the capacity of banks to absorb loan 
losses during a future downturn and reduce the 
risk of banks amplifying an economic downturn 
through more restrictive lending practices. The 
counter-cyclical buffer requirement is a tool 
which shall be applied during periods of particu-
larly high credit growth or other developments 
which increase cyclical systemic risk. If eco-
nomic activity declines, the requirement may be 

lowered or reduced to zero. Whereas an 
increase in the counter-cyclical buffer require-
ment normally has to be notified at least 12 
months in advance, a reduction can be imple-
mented immediately.

The Ministry of Finance sets the level of the 
counter-cyclical capital buffer every quarter. 
Norges Bank is mandated to provide supporting 
data and advise the Ministry on the appropriate 
level. The bank does this through both its mone-
tary policy reports and separate letters of advice 
to the Ministry.

In December 2013, the Ministry of Finance 
decided that banks must meet a counter-cyclical 
capital buffer requirement of 1 percent of risk 
weighted assets as from 30 June 2015. The deci-
sion remained in force throughout 2014. In June 
2015, in line with advice from Norges Bank, the 
Ministry decided that the counter-cyclical capi-
tal buffer requirement should be increased to 
1.5 percent with effect from 30 June 2016.

Box 2.5 Systemically important 
financial institutions

To reduce the likelihood of individual institu-
tions experiencing financial problems with 
serious negative consequences for the finan-
cial system and the real economy, section 14-3 
of the Financial Undertakings Act requires 
systemically important financial institutions to 
maintain a CET 1 capital buffer totalling 2 per-
centage points in addition to the minimum 
CET 1 capital requirement, the capital conser-
vation buffer and the systemic risk buffer.

Every year, the Ministry of Finance is 
required to decide which financial institutions 
are of systemic importance in Norway. The 
Ministry identified DNB ASA, Nordea Bank 
Norge ASA and Kommunalbanken AS as sys-
temically important financial institutions in 
May 2014, and reaffirmed their status in June 
2015.
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adequacy ratios of Norwegian banks following the 
international financial crisis indicates that Norwe-
gian banks are now significantly better equipped 
to deal with a downturn in the Norwegian econ-
omy. The increase in the CET 1 capital adequacy 
ratio reflects stricter requirements, and all Norwe-
gian banks met the current minimum require-
ments and buffer requirements at the end of 2015. 
The leverage ratio of Norwegian banks totalled 
7.1 percent at the end of 2015. The difference 
between the (risk-weighted) CET 1 capital ade-
quacy ratio and the leverage ratio has been 
increasing for several years. 

2.3.3 Debt

2.3.3.1 Household debt growth

Loans from financial institutions represent debt in 
other sectors. Loans to households account for 
more than half of the total lending balance of Nor-
wegian banks and mortgage companies, and over 
90 percent of household debt consists of residential 
mortgages. Norwegian banks’ credit risk is there-
fore closely linked with the ability of Norwegian 
households to pay interest and instalments on their 
residential mortgages. The actions of households 
also impact indirectly on bank credit risk, for exam-

ple through bank loans to businesses vulnerable to 
changes in household consumption.

The debt burden and the interest burden are 
indicators of the ability of households to service 
debt. The interest burden is interest expenditure as 
a percentage of disposable income. Due to low resi-
dential mortgage rates in recent years, the interest 
burden of Norwegian households has not been par-
ticularly high; see Figure 2.7. Average residential 
mortgage interest rates fell by 0.9 percentage 
points in 2015; see Figure 2.6. Interest rates are 
expected to remain low in the near future.   

Low interest rates stimulate demand for loans, 
and Norwegian households’ debt growth has out-
paced their income growth among for several 
years, increasing the debt burden. According to 
Norges Bank, the debt burden (gross debts as a 
percentage of disposable income) now exceeds 
215 percent – a high level both from a historical 
perspective and compared with other countries. 
Household indebtedness has been identified as 
one of the primary vulnerabilities of the Norwe-
gian financial system not only by national authori-
ties such as Finanstilsynet and Norges Bank, but 
also by international organisations like the IMF 
and OECD.

High debt levels increase the vulnerability of 
households in the event of adverse economic 

Figure 2.5 CET1 capital of Norwegian banks.1  
Percent of risk weighted assets
1 Medium-sized banks are defined as banks with more than 

NOK 10 billion in capital under management. Small banks 
are banks with less than NOK 10 billion in capital under 
management.

Source: Finanstilsynet
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Figure 2.6 Interest rate on residential mortgages 
issued to private customers. Weighted average of all 
banks in Norway, including mortgage companies 
that can issue covered bonds. Percent

Source: Finanstilsynet
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developments such as falling housing prices, and 
thus increase the likelihood of a subsequent cut in 
consumption. Debt growth more in line with 
household income growth may therefore promote 
a more stable growth in demand for goods and 
services. With the aim of more sustainable hous-
ing price and household debt growth, the Minis-
try of Finance adopted regulations on new resi-
dential mortgages on 15 June 2015; see section 
4.1.2. There are signs of a slowdown in household 
credit growth. In February 2016, the annualized 
growth rate was 6.0 percent. Nevertheless, debt 
growth remains higher than income growth, and 
there is considerable uncertainty about future 
developments.

The proportion of households with debts 
exceeding five times disposable income has 
increased since the late 1990s; see Figure 2.8. 
These highly indebted households also hold an 
increasing share of total debt. However, this 
group comprises primarily younger households 
and households with medium to high incomes. 
Although a high debt burden renders households 
more vulnerable, it should generally be easier to 
handle for households with high incomes or 
expected income growth. 

Thorough credit assessment and correct loan 
pricing may restrain households from amassing 

more debt than they are able to service, and may 
therefore also assist in limiting the development 
of debt problems among households. Lenders 
require information about matters such as a bor-
rower’s total debt burden in order to run an opti-
mal assessment process. A register of personal 
debt, available to lenders in the credit assess-
ment process, could be a useful tool for provid-
ing such information. One measure proposed in 
the Government’s strategy for the housing mar-
ket, presented in the spring of 2015, was to per-
mit the creation of such a debt register by private 
actors.

The risk of financial imbalances developing in 
households is particularly acute during a pro-
longed upturn or – as in recent years – when inter-
est rates remain low and demand for loans 
remains high for a long period of time. If banks’ 
lending practices are imprudent during such peri-
ods of high loan demand, major imbalances may 
develop in an economy. Finanstilsynet reviews 
banks’ mortgage lending practices annually. The 
most recent residential mortgage survey, from 
the autumn of 2015, shows that banks have tight-
ened lending practices somewhat but continue to 
grant a significant number of loans resulting in 
high borrower indebtedness; see Box 2.7.

Figure 2.7 Household debt burden (left axis) and 
interest rate burden (right axis). Percent

Source: Statistics Norway and Norges Bank
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Figure 2.8 Households with debts exceeding five 
times disposable income. Proportion of households 
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Source: Statistics Norway and Norges Bank
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Box 2.6 Consumer loans

Various financial institutions and some banks 
engage in consumer financing. Consumer loans 
are generally unsecured and entail high credit 
risk. Strong profitability has attracted new pro-
viders to the consumer loans market, and the 
growth in such loans has outpaced general 
household credit growth.

Household borrowing for consumption pur-
poses accounts for a small, but increasing, pro-
portion of total household debt. Demand for such 
loans has risen significantly in recent years; see 
Figure 2.9. Unsecured consumer loans accounted 
for approximately 3 percent of total household 
debt at the end of 2015. The annual consumer-
lending growth rate of selected1 banks and finan-

cial institutions was 12.4 percent at year-end 2015, 
up from 9.7 percent the previous year. 

Losses on consumer loans were low in 2015, 
at 0.2 percent of lending volume, down from 1.3 
percent in 2014; see Figure 2.10. The level of 
losses was on a par with the previous year 
(when adjusted for recognition of previous 
losses). However, the gross default rate on con-
sumer loans increased from 4.5 percent at the 
end of 2014 to 5.3 percent at year-end 2015.

1 The selected companies cover the majority of the market. 
The sample comprised 22 companies at the end of 2015 
(12 banks and 10 finance companies). It includes both 
Norwegian companies and Norwegian branches of 
foreign entities.

Figure 2.9 Consumer loans in NOK billion and 
annual growth in percent, selected banks and 
financial institutions

Source: Finanstilsynet
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Figure 2.10 Gross defaults (90 days) as a  
percentage of consumer loans and loan losses as  
a percentage of lending volume

Source: Finanstilsynet

0 %

1 %

2 %

3 %

4 %

5 %

6 %

7 %

0 %

1 %

2 %

3 %

4 %

5 %

6 %

7 %

2008 2010 2012 2014

Gross defaults Losses



2015–2016 Meld. St. 29 Report to the Storting (white paper) Summary 15
Financial Markets Report 2015
2.3.3.2 Corporate debt

Around 30 percent of bank loans in Norway are 
made to commercial parties. The debt-servicing 
capacity of Norwegian businesses is therefore an 
important indicator of banks’ credit risk.

The growth rate of bank lending in the domes-
tic business market was 5.6 percent at the end of 
2015, although the rate declined towards the end 
of the year, sinking by 2.3 percentage points in the 
fourth quarter. In Norges Bank’s fourth-quarter 
lending survey, banks reported somewhat stricter 
corporate credit practice, including in relation to 
loans for the purchase of commercial real estate. 
Corporate debt growth has generally been lower 
after the financial crisis than in the years leading 

up to the crisis. Corporate debt and corporate 
investment are more closely linked to the eco-
nomic cycle than the debts and investments of 
households, and in a downturn banks typically 
tighten credit standards for businesses. Corporate 
debt growth is therefore more volatile than house-
hold debt growth. However, volatility has 
decreased since the financial crisis.

Bank margins on commercial loans – mea-
sured as the difference between the lending rate 
and the three-month effective Nibor rate – have 
fallen in the past two years. Together with the 
declining interest rate level, this has lowered cor-
porate lending interest rates; see Figure 2.13. The 
premium on bonds with a five-year maturity 
issued by low-risk industrial enterprises fell 

Box 2.7 Finanstilsynet’s residential mortgage survey

Finanstilsynet reviews banks’ issuance of resi-
dential mortgages every year. The most recent 
residential mortgage survey was conducted in 
the autumn of 2015. Among loans included in 
the survey, 30 percent related to housing pur-
chases. Some 6 percent of these loans were used 
to buy a second home. The proportion of loans 
used for second-home purchases has remained 
unchanged since 2012. The remaining loans 
were linked to the refinancing of an existing 
mortgage from the same bank (60 percent) or 
another bank (10 percent).

The survey findings include that around 16 
percent of new residential mortgages had an loan-
to-value (LTV) ratio of more than 85 percent – a 
drop of 3 percentage points from the previous 
year; see Figure 2.11. Accounting for additional 
collateral, 7 percent of loans had an LTV ratio 
exceeding 85 percent. The average LTV ratio rose 
from 65 percent in 2014 to 68 percent in 2015. For 
loans used for house purchases, the average LTV 
ratio was 76 percent. Some 28 percent of loans 
used for housing purchases had an LTV ratio 
above 85 percent, while 12 percent had an LTV 
ratio exceeding 100 percent. When additional col-
lateral is included, these figures drop to 13 per-
cent and 1 percent respectively.

Banks had obtained additional collateral for 
about two-thirds of amortising loans with a LTV 
ratio above 85 percent – an increase of approxi-
mately 10 percentage points compared to the 
period 2012–2014.

Average indebtedness, measured as total 
debt relative to gross income, was 297 percent 
among borrowers taking up amortising loans 
secured by residential mortgage. This rep-
resents a drop of 8 percentage points from 2014. 
Average indebtedness among young borrowers 
under the age of 35 was 341 percent, a drop of 15 
percentage points compared to the previous 
year.

Figure 2.11 Distribution of loans by LTV ratio.  
Residential mortgage survey

Source: Finanstilsynet
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Box 2.8 Housing market developments

As an annual average, housing prices increased 
by 7.2 percent in nominal terms in 2015. Cor-
rected for consumer price inflation, the increase 
was around 5 percent, clearly stronger than in 
2014, when housing prices rose by 0.3 percent in 
real terms. House price inflation has slowed 
over the past half-year, presumably due to lower 
growth and higher unemployment in the Nor-
wegian economy.

The high level of housing prices in Norway 
is linked to a preceding period of high income 
growth, strong population growth and low inter-
est rates. Easy access to bank credit has also 
pushed up prices. Expectations of continued 
price inflation may also have contributed. In 
addition, factors such as a shortage of building 
plots, higher wage costs, stricter design require-
ments for new-builds and lower productivity in 
the construction industry have inflated building 
costs. Some of the cost increase has been rolled 
over into housing prices.

Increased urbanisation and differences in 
activity levels and income development have 
contributed to regional differences in housing 
price developments. Lower petroleum industry 
activity has resulted in rising unemployment in 
southern and western Norway. As a result, 
housing price growth has been significantly 
weaker in Stavanger than in other major cities 
over the past year; see Figure 2.12. Whereas 
housing prices in Oslo rose by 8.1 percent from 
February last year to February this year, in 
Stavanger they fell by 7.4 percent during the 
same period. 

Figure 2.12 Housing price developments

Source: Real Estate Norway, Finn, Eiendomsverdi AS, 
Statistics Norway, Macrobond and Ministry of Finance
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throughout 2014 before stabilising at a low level in 
the first half of 2015. The premium rose from 
around 60 basis points above three-month Nibor 
in the summer of 2015 to approximately 140 basis 
points by the end of the year.

Loans from credit institutions make up the 
majority of domestic corporate debt; see Figure 
2.14. Norwegian corporate debt growth in Nor-
way and abroad are highly correlated, indicating 
that corporate borrowing abroad is generally not 
the result of low supply in Norway, and vice versa. 
A lower share of foreign borrowing is taking the 
form of traditional loans from credit institutions; 
see Figure 2.15, which shows the distribution of 
total corporate debt at the end of 2014. It is typi-
cally large companies and smaller companies in 
oil and oil-related industries which are borrowing 
through the bond market. Following the drop in 
oil prices, companies in these industries have 
found it difficult to finance their securitised debts 
on maturity. In the years ahead, there will be a 
considerable need for refinancing in the Norwe-
gian high-yield bond market; see Figure 2.26 and 
the discussion in section 2.3.6.

Loans to commercial real estate companies 
amount to approximately 46 percent of Norwe-
gian-owned banks and mortgage companies’ out-
standing corporate loans. A further 10 percent of 
loans are linked to the construction and building 
industry. Changes in real estate prices are there-

fore a substantial risk factor for Norwegian banks. 
Real prices for commercial real estate rose in 
2015, but are sensitive to rental market develop-
ments and investors’ required rates of return, and 
have historically fluctuated significantly in line 
with general economic trends. Economic down-

Figure 2.13 Margin on corporate loans in percent-
age points (left axis) and interest rate (right axis). 
Outstanding loans

Source: Norges Bank
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Figure 2.14 Domestic corporate debt by credit 
source

Source: Statistics Norway and Finanstilsynet
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turns quickly lead to a reduction in commercial 
real estate rents and vacant premises, and thus 
lower prices and property values. The activity 
level in the commercial real estate market 
increased considerably in 2014, and continued to 
rise throughout 2015. The higher activity is due to 
several factors, including low financing costs and 
broader demand due to the weakened krone mak-
ing Norwegian commercial real estate more 
attractive to foreign investors.

Corporate profitability and liquidity are import-
ant for debt-servicing capacity. The capacity of com-
panies to service debt (cash revenues as a percent-
age of interest-bearing debt) improved in the early 
2000s, but declined in the period leading up to the 
financial crisis. Since the crisis, corporate debt-ser-
vicing capacity has stabilised at a lower level. Debt-
servicing capacity varies from industry to industry, 
and may change quickly if demand for an indus-
try’s products changes. For example, falling oil 
prices and the drop in oil-investment have contrib-
uted to a sharp reduction in the debt-servicing 
capacity of companies in the oil service industry. 
High household debt increases the risk of a sudden 
drop in the debt-servicing capacity of companies in 
industries which base their activities on demand 
from Norwegian households.

Debt-servicing capacity is generally lower in 
the commercial real estate sector than in other 
industries; see Figure 2.17. Real estate is consid-

ered a reliable form of collateral, and property 
owners thus have easier access to debt financing. 
Many real estate companies therefore have high 
interest-bearing debts.

Corporates’ equity ratio is another important 
indicator of a company’s ability to absorb eco-

Figure 2.16 Lending by banks and mortgage 
companies by industry1, as of June 2015
1 The figures exclude loans to companies registered abroad.
Source: Statistics Norway and Finanstilsynet
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Figure 2.17 Corporate debt-servicing capacity. 
Defined as cash earnings as a percentage of interest-
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Figure 2.18 Corporate equity ratios. Equity as a per-
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Source: Norges Bank
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nomic shocks. A high equity ratio can serve as a 
buffer during periods when earnings are weaker. 
Robust companies may also find it easier to get 
credit when economic uncertainty is high. Corpo-
rate equity ratios have risen since the financial cri-
sis. Companies in the construction and building 
and commercial real estate sectors have typically 
had lower equity ratios than other companies. 
These sectors have experienced particularly 
strong equity ratio growth; see Figure 2.18. How-
ever, corporate equity in these sectors is sensitive 
to falling real estate prices.

2.3.4 Bank financing and liquidity

One of the most important banking functions in 
any economy is the conversion of short-term 
deposits into long-term loans to customers. In 
such maturity transformation, banks assume fund-
ing risks. Banks are primarily financed by cus-
tomer deposits and borrowing from the money 
and securities markets (wholesale funding). Cus-
tomer deposits have proven to be a relatively sta-
ble source of financing, even during periods of 
market unrest. This is partly due to the deposit 
guarantee scheme. Nonetheless, the financial cri-
sis has shown that banks’ access to wholesale 
funding can worsen when markets are turbulent.

Wholesale funding for banks consists of bonds 
and shorter-term borrowing in the form of certifi-
cates, as well as covered bonds issued by mort-
gage companies. Mortgage companies are often 
members of banking groups. Wholesale funding 
allows banks to manage their liquidity risk in a 
way which deposits do not permit. However, if 
banks operate on the assumption that new financ-
ing will always be available in the market on short 
notice, their liquidity risk may increase rapidly 
and substantially if relevant markets become less 
liquid. 

Approximately 40 percent of the total financing 
of Norwegian banks and mortgage companies 
comprises customer deposits; see Figure 2.19. 
The proportion of short-term wholesale funding 
has declined in recent years, while long-term 
wholesale funding (covered bonds and other 
bonds with maturities exceeding one year) 
accounts for an increasing share of total financing. 
At the end of 2015, covered bonds constituted 43 
percent of wholesale funding, an increase of one 
percentage point compared to the previous year. 
One reason why covered bonds have become a 
leading source of financing is that banks have 
profited from transferring residential mortgages 
with good collateral from their balance sheets to 

mortgage companies which can issue covered 
bonds. Around 60 percent of the wholesale fund-
ing of banks and mortgage companies is denomi-
nated in a foreign currency. Short-term foreign 
debt, i.e. with maturities less than three months, 
accounted for 20 percent of total wholesale fund-
ing at the end of 2015.

Norwegian banks have good access to whole-
sale funding, although the financial terms on 
which new financing can be obtained have devel-
oped unfavourably recently. Risk premiums on 
new financing were higher at the beginning of 
2016 than the average margins on banks’ out-
standing bond financing. If the risk premiums 
remain at this level, the average margin on banks’ 
outstanding bank financing will rise somewhat 
going forward.

Fears of weaker economic growth internation-
ally contributed to increased risk premiums in 
credit markets in the autumn of 2015 and the first 
months of 2016. Risk premiums rose for compa-
nies across industries and countries. However, in 
the banking sector, risk premiums increased 
more than in other sectors, and credit insurance 
premiums for banks rose sharply in the first 
weeks of 2016. In the autumn of 2015, the increase 
in risk premiums was somewhat higher for Nor-
wegian banks with substantial exposure in 
regions with extensive petroleum-related activity 
than for other Norwegian banks.

Figure 2.19 Composition of bank and mortgage 
company financing. Percentage of capital under 
management

Source: Finanstilsynet
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Management of liquidity risk is important for 
banks. During the financial crisis, many banks 
and other financial institutions experienced liquid-
ity problems because they had become too depen-
dent on short-term wholesale funding, which sub-
sequently dried up when the crisis began. As 
access to new financing dropped, many banks rap-
idly and simultaneously experienced serious 
liquidity problems. Pursuant to new EU rules, new 
requirements have been introduced which limit 
permitted liquidity risk; see Box 2.9. 

2.3.5 Insurance and pensions

Problems experienced by insurance companies 
and pension funds do not normally represent a 
direct threat to financial stability. Traditional 
insurance activity generates little systemic risk, 
but potential problems in life insurance companies 
and pension funds may impact financial stability 
indirectly, including through such companies’ 
investments in debt securities issued by banks, 

such as covered bonds. Any uncertainty relating 
to large life insurance companies may also spread 
to other financial institutions and affect confi-
dence in these, as illustrated by experiences from 
the financial crisis. The authorities have therefore 
introduced rules to promote solvency among 
insurance companies and pension funds. Further-
more, solvent pension institutions are a prerequi-
site for secure and predictable pension saving by 
individual customers.

Life insurance companies and pension funds 
promise insured persons a benefit if a defined event 
occurs, for example if the insured person becomes 
disabled or reaches retirement age. The monetary 
value of these commitments constitutes the most 
important liability of life insurance providers and 
pension funds. The risk borne by such companies 
is linked to the types of insurance policies held by 
customers and how contracts are designed.

Interest rates have fallen in recent decades, 
and are at present at historical lows. Life insurance 
companies and pension funds have gradually reori-

Box 2.9 New liquidity coverage requirement

At the end of 2015, Norwegian banks and bank-
ing groups had a total liquidity reserve of 132 
percent. The liquidity reserve is measured as 
liquid holdings as a percentage of net liquidity 
outflows during a given stress period of 30 calen-
dar days. In other words, a high liquidity 
reserve indicates that banks and other credit 
institutions are well equipped to absorb a certain 
amount of stress. The reserves of larger banks 
totalled 133 percent, while medium-sized and 
smaller banks had reserves of 119 percent and 
129 percent, respectively; see Figure 2.20. The 
liquidity reserve can be measured separately for 
individual currencies, or cumulatively for cur-
rencies. The Norwegian krone-denominated 
liquidity reserve of Norwegian banks totalled 66 
percent at year-end 2015.

In accordance with regulatory provisions 
adopted by the Ministry of Finance in Novem-
ber 2015, systemically important banks in Nor-
way (DNB, Nordea and Kommunalbanken) are 
required to meet a minimum liquidity coverage 
requirement of 100 percent as from 31 Decem-
ber 2015. A corresponding requirement for 
other banks will be phased in over a period of 
two years.1

Figure 2.20 Liquidity reserve (liquidity coverage 
ratio) of Norwegian banks at the end of 2015.  
Percent

Source: Finanstilsynet

1 The requirement is 70 percent from 31 December 2015, 
80 percent from 31 December 2016 and 100 percent from 
31 December 2017.
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ented their business models during this period, 
transferring risk to insured persons in exchange 
for greater personal influence over how pension 
assets are managed. This applies particularly to 
market risk, where the sale of products in which 
the insurance providers bear risk has ceased 
almost completely. The authorities facilitated the 
development of markets for new products with dif-
ferent risk properties when they granted defined-
contribution pension schemes the same preferen-
tial tax treatment as guaranteed (defined-benefit) 
pension products in the year 2000.

However, life insurance policies are generally 
long-term agreements, and contracts specifying an 
annual guaranteed rate continue to make up a mate-
rial proportion of the liabilities of Norwegian pen-
sion institutions. The low international interest rate 
level is a challenge for providers with a high propor-
tion of guaranteed products. The average guaran-
teed rate among life insurance providers was just 
over 3.1 percent at the end of 2015; see Figure 2.21. 
The market rate on most government bonds is now 
lower than the average guaranteed rate, and con-
tinuing low interest rates may make it difficult to 
achieve a return exceeding the guaranteed rate. 
Providers currently hold many bonds purchased 
when the interest rate level was higher, and when 

these mature they will have to be replaced by new 
bonds carrying lower interest rates.

Subject to certain exceptions, for example paid-
up policies, companies can charge a guaranteed 
rate premium for pension products offering a guar-
anteed rate. Life insurance companies have in 
recent years collected approximately NOK 1 billion 
in annual guarantee rate premiums from private-
sector enterprises, as well as a corresponding 
amount from the municipal sector. This does not 
include guaranteed rate premiums collected by pen-
sion funds. The ability to change the premium from 
year to year allows the premium to be adjusted in 
line with developments in return prospects.

Companies’ interest risk can also be reduced 
by lowering guaranteed rates. To limit risk-taking 
by companies, the authorities have long capped 
the guaranteed rate companies are permitted to 
offer customers. Companies have always had dis-
cretion to decide whether to offer the maximum 
guaranteed rate permitted or a lower one. In view 
of low interest rates and weak return prospects, 
Finanstilsynet reduced the maximum guaranteed 
rate from 2.5 percent to 2.0 percent as of 1 Janu-
ary 2015; see Figure 2.21. The decision only 
affects the guaranteed rate for subsequent pen-
sion accruals. Accordingly, if companies have 

Box 2.10 Stress testing of pension funds

Modelling different crisis scenarios allows cen-
tral banks, supervisory authorities and others to 
improve their insight into how well banks, insur-
ance companies and pension funds are equipped 
to deal with potential periods of weaker eco-
nomic growth and financial instability.

In 2015, the European Insurance and Occu-
pational Pensions Authority (EIOPA) stress-
tested pension institutions subject to the Institu-
tions for Occupational Retirement Provision 
Directive. The participating pension funds had a 
market share of over 50 percent (measured by 
capital under management) in the countries cov-
ered by the test. During the test, assets were 
stressed in two different scenarios featuring 
share and real estate price falls as well as 
changes in the interest rate and foreign 
exchange markets. Liabilities were stressed in a 
separate scenario featuring rising life expec-
tancy due to a 20 percent drop in the mortality 
rate.

Pension institutions from 17 countries were 
stressed in the test, which was the first of its 
kind. Finanstilsynet was responsible for the con-
duct of the stress tests in Norway. The seven 
largest pension funds, which account for almost 
60 percent of total capital under management in 
Norwegian pension funds, participated in the 
part of the stress test covering defined-benefit 
occupational pensions.

The results of the stress tests were pub-
lished on 26 January 2016. The results show that 
there are substantial shortfalls in many Euro-
pean pension funds, even before these are sub-
jected to negative shocks. Norwegian pension 
funds performed relatively well during stress 
testing compared to funds in most other coun-
tries. Norwegian authorities have long given 
high priority to applying identical solvency rules 
to parties which assume identical risk, including 
through identical regulation of pension funds 
and life insurance companies.
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already concluded contracts and received premi-
ums relating to pension accruals subject to a 
higher guaranteed rate, the higher guarantee will 
continue to apply to the insured person.

A lower guaranteed rate means that premium 
payments for a given benefit must be increased. 
Together with the increased guaranteed rate pre-
mium for previous accruals, this makes schemes 
offering agreed benefits more expensive for 
employers to finance when interest rates fall. 
Many private-sector enterprises have shifted to 
defined-contribution schemes in recent years; see 
Figure 2.22. Defined-contribution schemes do not 
offer a fixed level of future payments. Instead, 
these depend on the return achieved during the 
accruals period. Switching from defined-benefit 
schemes to defined-contribution schemes shifts 
risk away from employers and insurance compa-
nies. Instead the insured persons carry risk by 
increasing their exposure to the securities mar-
kets. As stated above, in return the insured per-
sons usually gain greater influence over the man-
agement of their pension assets.

However, for insurance companies an under-
taking’s shift from a defined-benefit pension 
scheme to a defined-contribution pension scheme 
often means the conversion of assets saved 

Box 2.11 Capital requirements in the Solvency II framework

To calculate solvency capital under the Solvency 
II framework, liabilities and assets are to be val-
ued at the amount for which they can be traded 
in a transaction at arm’s length between well-
informed parties (“fair value” or “market 
value”). In the absence of market prices, the 
value of insurance liabilities must be set as the 
expected value of future cash flows linked to 
each individual insurance liability, discounted 
using risk-free market rates and based on a 
probability assessment of different levels of 
future cash inflows and outflows. Finally, a risk 
margin must be added.1

Solvency II contains two new capital require-
ments: the solvency capital requirement (SCR) 
and the minimum capital requirement (MCR).

The solvency capital requirement is 
designed to take into account all types of quanti-
fiable risk, and to cover unanticipated losses in 
existing operations as well as losses which may 
arise in operations established in the next 12 
months. Account must be taken of the effect of 

risk-reduction measures, diversification and cor-
relation between different risks. Solvency capital 
must total at least an amount that is 99.5 percent 
likely to exceed the undertaking’s total losses 
over a period of 12 months, calculated in accor-
dance with a standard method or using internal 
models. The minimum capital requirement must 
be calculated as a linear function of insurance-
related provisions, written premiums, capital-at-
risk, deferred tax and administrative expenses. 
The minimum capital must total at least an 
amount that is 85 percent likely to exceed the 
undertaking’s total losses over a period of 12 
months, and may not be lower than 25 percent 
or higher than 45 percent of the solvency capital 
requirement. 

1 The risk margin is intended to ensure that the valuation is 
not excessively low, and must be set as an amount corre-
sponding to the cost of holding capital to meet the sol-
vency capital requirement linked to the liabilities in ques-
tion over the lifetime of these liabilities.

Figure 2.21 Development of average guaranteed 
rate among Norwegian life insurance companies, 
long-term interest rates (10-year government 
bonds) and maximum calculation rate

Source: Finanstilsynet
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through the old scheme into paid-up policies. 
Paid-up policies are fully paid insurance policies 
which confer entitlement to a future pension with-
out the employer having to make further pre-
mium payments. The winding-up of defined-bene-
fit schemes has increased the volume of paid-up 

policies, which now account for around 20 percent 
of life insurance company liabilities. In the munici-
pal sector, defined-benefit schemes may not be 
converted into defined-contribution schemes, and 
thus no paid-up policies are issued.

Insurance companies are not permitted to 
charge a guaranteed rate premium for paid-up pol-
icies or individual insurance policies established 
before 2008. Instead, companies are entitled to a 
share of any excess return from asset manage-
ment. An excess return exists if the return is 
higher than the guaranteed rate. This makes life 
insurance companies and pension funds vulnera-
ble if they have accumulated inadequate net asset 
buffers before a period of low returns.

New statutory and regulatory provisions effec-
tive as of September 2014 allow insurance compa-
nies and paid-up policy holders to conclude volun-
tary agreements to convert paid-up policies into 
paid-up policies with investment choices. With 
such voluntary conversion into a new contract, the 
paid-up policy holder surrenders the guaranteed 
rate and is therefore no longer entitled to a speci-
fied annual benefit upon reaching retirement age. 
In return, the holder of the paid-up policy can 
decide how capital is to be managed, and keeps all 
returns. Currently, most paid-up policy holders 
have a guaranteed rate which far exceeds what 
can be achieved through low-risk investments in 
the market. For many holders of paid-up policies it 
is therefore in principle most profitable to keep 

Figure 2.22 Gross payable premiums in defined-
benefit and defined-contribution pension schemes 
in Norwegian life insurance companies. NOK billion

Source: Finance Norway
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Box 2.12 Building reserves to address rising life expectancy

Life expectancy in Norway is rising. In 2013, 
Finanstilsynet introduced a new minimum 
requirement for the so-called mortality table 
(K2013) to help life insurance companies and 
pension funds allocate sufficient capital to 
address increased life expectancy. The switch to 
the new mortality table requires insurance com-
panies to raise premiums for retirement pen-
sions in collective pension schemes. Financial 
provisions in respect of already accrued retire-
ment pensions also have to be increased. Life 
insurance providers have been given up to seven 
years from 2014 to implement such reserve 
building. Providers may use any profits from 
their management of customer assets – which 
should in principle be credited to customers – to 
fund up to 80 percent of reserve building. Such 
profits are equal to the return on the collective 

portfolio exceeding the interest rate the com-
pany has guaranteed to customers. The provid-
ers themselves must provide at least 20 percent 
of the reserves.

Providers have built up most of their 
required reserves over the past three years. Life 
insurance providers built up reserves in respect 
of increased life expectancy of approximately 
NOK 7.4 billion in 2015, leaving an outstanding 
reserve building need of just under NOK 6 bil-
lion at year-end. In total, pension funds allocated 
around NOK 10.5 billion to reserve building by 
the end of 2015. The majority of pension funds 
are fully provisioned, and Finanstilsynet’s stress 
tests as of Q4 2015 showed that the funds have a 
remaining reserve building need of just under 
NOK 500 million.
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the paid-up policy and instead adjust the remain-
ing portfolio, for example to assume more risk to 
achieve a higher expected return. The positive 
value of the guaranteed rate to customers is 
accompanied by a corresponding negative value 
for companies. This may give companies exces-
sive incentives to conclude agreements on invest-
ment choices. Consequently the authorities have 
introduced strict statutory requirements relating 
to the advice companies give to customers. 

Due to rising life expectancy, life insurance 
companies and pension funds have to set aside 
more capital to cover their pension liabilities. Such 
reserve building has largely been completed; see 
Box 2.12. The Ministry of Finance has introduced a 
requirement that paid-up policies must be fully pro-
visioned before they are converted into paid-up pol-
icies with investment choices. 

Using different buffer fund mechanisms, life 
insurance companies can smooth return and risk 
results over several years. The use of such buffer 
funds allows companies to use strong results in 
certain years to make up for weaker returns in 
others. The size of these buffer funds is an indica-
tor of the companies’ ability to absorb weak 
returns and higher risk in the future. At the end of 
2015, the buffer funds of life insurance companies 
totalled NOK 82 billion, equivalent to 9.4 percent 
of insurance liabilities.

All life insurance companies met the capital 
adequacy requirement of 8 percent at year-end 
2015. On 1 January 2016, the capital adequacy 
requirement was replaced by the solvency capital 
requirement and the minimum capital require-
ment in the Solvency II framework. The new Sol-
vency II capital requirements are designed to 

Box 2.13 Profits and profitability among insurance companies and pension funds

Life insurance companies generated pre-tax 
profits of NOK 8.2 billion in 2015, an increase of 
NOK 2.3 billion on 2014. The value-adjusted pre-
tax profits, which include unrealised capital 
gains, totalled NOK 9.8 billion, significantly less 
than the 2014 figure of NOK 20.2 billion. The 
decline is due to factors including weaker stock 
market growth in 2015 than in 2014.

The pre-tax profits of pension funds were 
NOK 3.1 billion in 2015, up from NOK 1.9 billion 
in 2015.1 The fluctuation reserves grew by less 
in 2015 than in 2014, amplifying the drop in 
value-adjusted profits from NOK 6.6 billion in 
2014 to NOK 4 billion in 2015.

Non-life insurance companies achieved pre-
tax profits of NOK 7.8 billion in 2015 – a drop of 
NOK 2.3 billion compared to the previous year. 
The decline is primarily due to a fall in financial 
income of more than 50 percent.

The combined ratio of non-life insurance com-
panies – measured as incurred losses and 
expenses over earned premium – was 86.2 percent 
in 2015; see Figure 2.23. This was one percentage 
point higher than the previous year. A combined 
ratio in excess of 100 percent means that the com-
pany needs other income than premium income to 
break even; for example financial income. The 
claims ratio, i.e. claim payments as a percentage of 
premium income, increased by around 0.6 per-
centage points from 2014, to 68.9 percent in 2015. 

The cost ratio, i.e. operating expenses as a per-
centage of premium income, rose by 0.4 percent-
age points in 2015, to 17.3 percent.

Figure 2.23 Developments in the combined, 
claims and cost ratios of Norwegian non-life 
insurance companies. Percent

Source: Finanstilsynet

1 The figures relate to the 48 largest pension funds in 
Norway, which represent around 95 percent of total 
capital under management by pension funds.
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reflect the risks assumed by companies better 
than the former requirements; see Box 2.11. In 
the period 2008–2015, insurance companies have 
reported stress test results based on a simplified 
variant of the solvency capital requirement in Sol-
vency II. The stress tests provide information on 
the size of so-called loss potential relative to a 
company’s loss-absorption capital (buffer capital). 
If this ratio – referred to as buffer capital utilisa-
tion – is 100 percent or lower, the company can be 
said to be compliant with a simplified variant of 
the solvency capital requirement in Solvency II. At 
the end of 2015, average buffer capital utilisation 
was 116 percent among life insurance companies 
as a whole. However, if account is taken of a key 
transitional provision in the Solvency II frame-
work (stating that any increase in the value of 
insurance liabilities due to a change to a new valu-
ation under the Solvency II rules can be phased in 
over a period of 16 years), the estimated average 
buffer capital utilisation was 75 percent.

2.3.6 The securities markets

Oslo Stock Exchange is a small financial market-
place in global terms. The stock exchange and other 
marketplaces facilitate matching of the capital needs 
of businesses with the investment needs of capital 
owners. Information and transparency in the mar-
ketplace allow professional parties to evaluate risk 
and where capital can achieve the highest returns.

The Norwegian State owns a relatively large 
proportion of the securities listed on Oslo Stock 
Exchange. Around 66 percent of the assets on the 
exchange are privately held, with international 
owners accounting for approximately 37 percent 
of private sector holdings. The Norwegian market 
for high-yield bonds, i.e. bonds issued by compa-
nies with weaker credit ratings, is an example of a 
sub-market with a considerable proportion of 
international investors. Oslo Stock Exchange is 
the largest Nordic market for such securities. It is 
an internationally important marketplace for 
industries such as seafood, energy, oil service and 
shipping. Energy-sector companies accounts for 
approximately 27 percent assets listed on Oslo 
Stock Exchange, which is home to the greatest 
number of energy-related companies of any 
exchange in Europe. Oil service has become a 
key energy-sector segment in recent years. Mea-
sured by number of listed companies, Oslo Stock 
Exchange is the second-largest oil-service 
exchange in the world. It is also the world’s sec-
ond-largest financial shipping marketplace, and 
the world’s largest marketplace for seafood com-
panies.

The Norwegian market for high-yield bonds 
attracts substantial interest from international 
investors. Norway’s strong position in industries 
like oil, shipping and seafood explains some of the 
growth in this market, in addition to simpler legal 
requirements than elsewhere in Europe and the 

Figure 2.24 Outstanding volume of high-yield 
bonds, by sector at the end of 2015

Source: Finanstilsynet
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Figure 2.25 High-yield bonds issued in the 
Norwegian market. NOK billion

Source: Stamdata
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US. It is difficult to estimate the market’s size, 
since there are no mandatory reporting require-
ments. Moreover, as issuers are not credit-rated, 
the availability of market data depends on a range 
of assumptions relating to the relevant part of the 
market. 

Figure 2.25 provides an overview of the vol-
ume of high-yield bonds issued in the Norwegian 
high-yield bond market from 2006 to present day. 
In 2015, the high-yield bonds issued in the Norwe-
gian bond market totalled approximately NOK 
37.5 billion, a decrease of more than NOK 27 bil-
lion compared to 2014. Figure 2.24 shows that, 
measured by outstanding volume, 40 percent of 
the high-yield bonds are related to offshore ser-
vice, 32 percent to manufacturing and 15 percent 
to shipping. These are sectors which have histori-
cally been affected by fluctuations in oil prices. In 
the years ahead, there will be a considerable need 
for refinancing in the high-yield bond market; see 
Figure 2.26. It is uncertain how the market will 
meet this need going forward.

2.4 Operational risk in financial 
institutions

Operational risk is the risk of loss as the result of 
incomplete or inadequate internal processes, sys-
tems failure or human error. Operational risk 
includes legal risk and reputational risk. The 

causes may, for example, be inadequate proce-
dures, defective information and communications 
technology systems (IT systems), regulatory vio-
lations, fire, attacks and breaches of duty by 
employees. Delimitation against other types of 
risk is not precise, and losses classified under 
credit risk or market risk may be caused or exac-
erbated by operational vulnerability, for example 
weaknesses in credit evaluation processes.

Important instruments for reducing opera-
tional risk include identification of vulnerabilities 
and subsequent preventive efforts to make finan-
cial institutions and financial markets less vulnera-
ble and ensure adequate preparedness for dealing 
with risk events. Although much of this work 
must be done at the individual company level, 
there is also a need for a strategic overview and 
coordinated measures. The Financial Infrastruc-
ture Crisis Preparedness Committee (BFI) is 
mandated to promote coordination of financial 
infrastructure preparedness efforts. The Commit-
tee evaluates operational stability, risk and vulner-

Figure 2.26 Maturity structure of corporate bonds 
in NOK billion

Source: Stamdata
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Box 2.14 Mutual funds

Mutual funds are a collective investment 
where many savers (unit holders) jointly 
invest their funds in the securities market. 
Management is undertaken by a fund manage-
ment company based on a defined mandate 
which specifies the markets and segments in 
which capital is to be invested, and how. The 
most common fund types in Norway are 
equity funds, money market funds, bond funds 
and combination funds. At the end of 2015, 
Norwegian-registered mutual funds had NOK 
904 billion in capital under management. Net 
new subscriptions in 2015 show that demand 
for equity funds has fallen considerably in 
favour of combination funds and money mar-
ket/bond funds.1 Net equity-fund redemptions 
totalled NOK 24 billion in 2015, while net sub-
scriptions amounted to NOK 4.5 billion and 
NOK 30 billion, respectively, for combination 
funds and money market and bond funds.

1 Combination funds invest in both shares and the inter-
est rate market, but are not permitted to invest more 
than 80 percent of their assets in shares. Bond funds 
invest in different debt securities. Money market funds 
are interest rate funds which invest in short-term inter-
est-bearing securities, i.e. certificates and bonds.
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ability in the financial infrastructure, and can be 
convened in the event of a serious incident. In 
2015, the Committee held three regular meetings 
and conducted one emergency preparedness 
exercise. 

Systemic stability in the Norwegian financial 
infrastructure is good, and losses as the result of 
misuse and fraud are small. The infrastructure is 
nonetheless vulnerable to technical failure and 
external threats. Figure 2.28 shows that there 
were generally fewer problems with financial 
infrastructure systems in 2015 than in 2014 and 
previous years. This improvement was achieved 
despite several financial institutions changing 
their operational locations and suppliers in 2015, 
which entailed some risk of problems and disrup-
tions. Attacks and other adverse events relating to 

financial infrastructure have only resulted in small 
direct losses thus far. Much of the reason for this 
lies in the measures and precautions taken by 
individual companies, as well as the joint efforts of 
the stakeholders.

New technology has rationalized financial ser-
vice provision and enabled the financial industry 
to offer new services. In recent years, many new 
internet-based and mobile solutions and products 
have been introduced in the area of payment ser-
vices. New technology, new services and out-
sourcing of IT systems operation and develop-
ment may give rise to new, previously unknown, 
vulnerabilities and challenges for those tasked 
with evaluating and monitoring operational risk in 
the financial system. Until around the year 2000, 
the IT operations of all Norwegian banks were 

Box 2.15 Investment firms

Investment firms arrange the buying and selling 
of financial instruments and provide investment 
advice in connection with such transactions. 
They also advise companies and facilitate merg-
ers and acquisitions. Investment firms analyse 
and advise on the risk and return prospects of 
investment projects. Over the past 15 years, the 
most important revenue sources for investment 
firms have been corporate finance activities and 
the brokering of equity instruments. Figure 2.27 
illustrates the relative development of these two 
revenue sources among investment firms that 
are not integrated into banks. During this 
period, corporate finance activities have become 
far more important than the revenues generated 
by brokering equity instruments.

Investment firms that are not integrated into 
banks registered operating income of NOK 5.85 
billion in 2015, approximately NOK 0.6 billion 
less than in 2014. Total operating profits were 
just under NOK 1 billion, NOK 446 million less 
than in the previous year. The main reason for 
the decline is structural changes in the industry 
following the entry into force of the AIF Act – a 
new act relating to the management of alterna-
tive investment funds (AIFs) – and the fact that a 
number of investment firms have thus become 
AIF managers.

Investment firms that are integrated into 
banks generated total revenues from investment 
services of around NOK 7.1 billion in 2015, 

approximately NOK 200 million more than in 
the previous year. This equates to an increase of 
3 percent from 2014 to 2015.

Norwegian branches of foreign investment 
firms achieved revenues of NOK 2.5 billion in 
2015, approximately 3 percent more than in the 
preceding year.

Figure 2.27 Relative development of the two 
traditionally most important revenue sources of 
investment firms not integrated into banks,  
2001–2015

Source: Finanstilsynet
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located in Norway. Today, a majority of the IT 
operations of Norwegian banks and branches 
have been relocated abroad. Outsourcing of IT 
operations may alter the quality and stability of 
systems and weaken oversight and control of vul-
nerabilities in systems which underpin compa-
nies’ operations. It is important that IT tasks are 
outsourced responsibly, bearing in mind the situa-
tions of both the individual financial institution 
and the financial system as a whole. Accordingly, 
in 2014 the Government proposed new statutory 
rules defining what kinds of tasks financial institu-
tions may outsource as well as laying down rules 
granting Finanstilsynet power to monitor out-
sourcing and implement measures to address 
irresponsible outsourcing. The rules were 
adopted by the Storting on 20 June 2014, and 
entered into force on 1 July 2014.

Norges Bank and Finanstilsynet publish 
annual reports on financial infrastructure. Norges 
Bank’s Annual Financial Infrastructure Report 
reviews developments in the areas of retail pay-
ment services and interbank systems, while 
Finanstilsynet’s Risk and Vulnerability Analysis 
examines the use of information and communica-
tions technology in the financial sector.

Figure 2.28 Impact-weighted adverse events and 
errors in Norwegian financial institutions1

1 The data in the figure are taken from mandatory reports on 
adverse events and errors to Finanstilsynet. Finanstilsynet 
has developed a database of information about such events 
which it uses in its supervisory activities. Thus far, few 
international statistics are available for use in comparing the 
quality and availability of the Norwegian systems with other 
countries’ systems. The reports received by Finanstilsynet 
only provide information on developments from year to year 
in Norway. The values along the vertical axis express a 
weighted cumulative appraisal of the scale of damage 
caused by events affecting certain services. These services 
are online banking (private and corporate), payment cards, 
mobile payments, securities trading, cross-border pay-
ments, internal services and settlement. The scale of dam-
age is derived from the number of users affected, the dura-
tion of each event and a discretionary assessment of the 
impact of the event on users.

Source: Finanstilsynet 
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3  A holistic approach to financial markets policy 

3.1 Introduction

Banking and financial services are a key compo-
nent of society’s infrastructure. A healthy financial 
industry is crucial for financial stability, and pro-
motes economic growth, value creation, produc-
tivity growth and restructuring. An unhealthy
financial industry may foster structural chal-
lenges, financial instability and major economic 
challenges.

During its consideration of the National Bud-
get 2015, the Storting asked the Government to 
“put forward a proposal for a holistic policy for the 
financial industry as part of the Financial Markets 
Report”. In chapter 3 of the Financial Markets 
Report 2014, the Government identified important 
features of Norwegian financial market policy and 
pointed out that other policy areas also have a sig-
nificant impact on the conditions for Norway’s 
financial industry. The report also discussed some 
of the instruments the authorities use to ensure 
proper risk management and strong customer 
protection in the financial market, how the finan-
cial sector supports effective resource use in the 
economy and the conditions for the production of 
financial services in Norway. In section 3.6 of the 
report, the Ministry listed a number of topics to 
be examined in future reports.

This chapter discusses certain topics by way 
of follow-up of last year’s Financial Markets 
Report, including the structure of and competition 
in Norway’s financial markets and Norwegian 
businesses’ access to capital from financial under-
takings and the securities markets. 

3.2 The objectives of Norwegian 
financial markets policy

The financial markets and the financial system are 
important in all modern economies. The financial 
sector channels capital from savers to investors, 
and from sellers to buyers. The financial system 
reallocates risk between different sectors of the 
economy. Successful use of the capital distributed 
by the financial sector encourages saving and 

reinforces economic growth capacity. History 
shows that serious miscalculations and problems 
in the financial sector can trigger severe, pro-
longed economic downturns. Accordingly, a suc-
cessful financial market policy is an important ele-
ment in a holistic economic policy.

The Government wants the financial sector to 
promote the greatest possible value creation in 
the Norwegian economy over time. The financial 
industry’s contribution to total value added in 
the Norwegian economy has two main compo-
nents:
1. Direct value creation: the financial sector pays 

wages to employees, dividends to owners, 
interest to creditors and taxes to the Treasury.

2. Indirect value creation: financial services such 
as credit, insurance and payment services pro-
vide a foundation for value creation in the rest 
of the economy.

Around 50,000 persons are employed in the Nor-
wegian financial sector. The sector accounts for 
just over 5 percent of mainland Norway GDP 
and has in recent years generated between 
around 15 percent and 30 percent of total corpo-
ration tax revenues (excluding petroleum, etc.). 
The contribution of the financial sector to valued 
added in other sectors is difficult to quantify. 
The complicated underlying structure of a mod-
ern economy demands a comprehensive range 
of financial services. High-quality financial ser-
vices can help to ensure the correct allocation of 
capital and high value creation in non-financial 
sectors. Quick, cheap and secure payment solu-
tions improve trading conditions, among other 
things. The quality of relatively simple financial 
services, such as payments services, can be 
measured. Payment services in Norway perform 
well in international comparisons; see further 
discussion in section 3.4.3 of the Financial Mar-
kets Report 2014. The quality of other financial 
services – such as investment advice, savings 
products and loans – is closely linked with the 
quality of assessments of potential returns and 
risk. Accurate return and risk assessments can 
help reduce the number of bad investments and 
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promote good risk diversification. Satisfied cus-
tomers, low prices, strong competition and high 
innovation in financial service provision may 
indicate that such services are of high quality. 
However, it can take many years for the full eco-
nomic consequences to emerge after products 
are developed, marketed and sold. Even then, it 
may be difficult to determine the connection 
between the outcome and the quality of the ser-
vices provided. An illustrative international 
example is the development of the sub-prime 
market in the US and subsequent financial cri-
sis.

Financial marketplace quality can be 
assessed by reference to opening times, regular-
ity, liquidity and number of regulatory breaches, 
etc., as well as whether the prices achieved by 
buyers and sellers are correct. The so-called 
efficient markets hypothesis is well-known in 
the field of financial economics, and states that a 
market is efficient if securities prices reflect all 
available information. Public regulation may 
thus aim to facilitate marketplace efficiency, 
among other things. The closer to efficiency the 
marketplace comes, the simpler it becomes to 
compose strong investment products, give good 
investment advice and evaluate returns and risk 
for investors. However, it is difficult to evaluate 
whether, and to what extent, securities markets 
are efficient. If it is assumed that securities mar-
kets are inefficient, it becomes more difficult to 
assess the quality of financial services and 
advice. Providers of financial services may have 
a vested interest in stating that markets are inef-
ficient and that they have knowledge which is 
not already reflected in market prices.

One of the primary advantages of a well-func-
tioning, well-regulated financial sector with 
regard to value creation in the rest of the econ-
omy is a reduced likelihood of financial crises. 
This can have substantial economic benefits. 
Experience from Norway and other countries 
strongly indicates that the sharp reduction in the 
range of available financial services which often 
follows a financial crisis can have a very severe 
and long-lasting negative impact on value cre-
ation in other sectors. The discipline of econom-
ics has made a major contribution in terms of 
systematising and researching lessons in this 
area, and the effects of financial crises are there-
fore far better known and mapped than previ-
ously. Nonetheless, this field of research is also 
in constant development.

The Government wishes to reduce the threat 
to the Norwegian economy’s growth capacity 

presented by disruptions to the financial system. 
First and foremost, this entails ensuring good 
solvency among financial undertakings to pre-
vent losses or weaker earnings from causing or 
intensifying economic downturns. This policy 
contrasts with the policy pursued in some coun-
tries in the years preceding the international 
financial crisis, under which risk levels were 
inflated by a combination of weak solvency 
requirements and rapid growth in the financial 
sector. When losses arose, financial undertak-
ings were too weak to absorb these while still 
providing their services to the rest of the econ-
omy. It is important that solvency requirements, 
etc. are not eased to promote short-term growth 
in the financial sector. In Norway, there has long 
been broad political agreement on the impor-
tance of strong financial sector solvency, and 
both experiences and research have underlined 
the importance of robust regulation. The finan-
cial services produced by the Norwegian finan-
cial sector could have been imported from 
abroad. However, the existence of an indepen-
dent domestic financial sector has several advan-
tages, and generates added value beyond the 
individual services and direct value creation. It is 
also generally desirable to have a diversified 
business sector which includes the production of 
financial services.

The acceptable levels of stability and quality in 
the provision of financial services may vary from 
country to country, based on factors such as 
adopted priorities and risk tolerance. Views may 
also differ on how best to achieve a given level of 
stability and quality in service provision. Norwe-
gian financial market policy is designed to secure 
a high level of stability and quality through 
requirements relating to solvency and the conduct 
of financial undertakings which are frequently 
stricter than international minimum require-
ments. Norwegian policy emphasises confidence, 
security and long-term growth. The supply side as 
a whole should be able to resist external disrup-
tions without encouraging the development of 
imbalances or other risks capable of triggering 
problems. The supply side should be diversified, 
but identical risks should be regulated identically, 
irrespective of factors such as type of entity. Regu-
latory provisions should be tailored to structural 
circumstances and special risks in the Norwegian 
economy, like industry structure, household debt 
level, vulnerability to changes in the prices of oil 
and other commodities, etc. Cyclical factors 
should also be taken into account when develop-
ing requirements for financial undertakings. 
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Finally, it is important that consumer interests are 
properly safeguarded.

Regulation of financial institutions’ solvency is 
necessary in the interests of financial stability. 
Regulatory provisions should help give house-
holds and businesses continuous access to a reli-
able range of savings and loan products. When 
formulating financial markets policy, a balance 
should be sought between different consider-
ations. For example, it is not an objective to skew 
the granting of credit towards or away from differ-
ent aims, groups or risk categories, or to influence 
the intertemporal saving and investment deci-
sions of businesses and households. Accordingly, 
if capital requirements skew, increase or reduce 
access to capital for businesses or households 
beyond such stabilisation, this is in principle unde-
sirable. 

Further, the interests of producers of financial 
services must be balanced with factors such as 
the need for financial and economy stability, cus-
tomer security and cheap services produced 
through competition as free as possible. Regula-
tion and other aspects of financial market policy 
also help to safeguard the interests of financial 
service producers, in various ways. For example, 
solvency requirements, liquidity requirements 
and insurance schemes improve the stability of 
the financial sector. This in turn may increase the 
long-term value of relevant undertakings. When 
the authorities introduce and enforce require-
ments, this raises confidence among customers, 
investors and other counterparties that financial 
undertakings will meet their obligations. This is 
important, especially during periods of financial 
market turbulence.

The Norwegian economy faces challenges in 
the years ahead, and the importance of having a 
financial sector capable of supporting necessary 
restructuring to address weaker economic devel-
opment has seldom been as high. Banks and other 
parts of the Norwegian financial sector have 
improved their solvency in recent years, on the 
back of very high banking sector profitability. 
Future developments may increase losses and 
reduce solvency at the same time as demand for 
capital-intensive loans remains high in the econ-
omy. Unless Norway’s financial sector is robust, 
businesses, households and authorities may find it 
difficult to deal with the shift in the Norwegian 
economy. The Government will therefore continue 
to give priority to satisfactory financial sector sol-
vency in its financial market policy. This is also the 
best way of ensuring the long-term strength and 
competitiveness of the financial sector.

3.3 Structure and competition in  
the Norwegian financial market

3.3.1 Actors

In Norway, the financial sector comprises a 
smaller part of the economy than in many other 
countries. One reason for this is that the opera-
tions of Norwegian financial undertakings focus 
primarily on service provision in the domestic 
financial markets. Through the EEA Agreement, 
Norway is part of the EU/EEA common market, 
and financial undertakings from across the EU/
EEA are thus free to offer their services in the 
Norwegian markets. Foreign entities have gradu-
ally increased their presence in Norway in recent 
years, through both acquisitions and organic 
growth. While this trend has boosted diversity 
and competition among financial service provid-
ers, it has also impacted the influence Norwegian 
authorities can exercise over the management of 
risk in the financial markets, since foreign finan-
cial undertakings are in principle subject to super-
vision and regulation in their home state.

Banks and mortgage companies make up a 
substantial proportion of the supply side of the 
Norwegian credit market. DNB is the largest 
actor with its market share of around 30 percent; 
see Figure 3.1. It is followed by Nordea (a subsidi-

Figure 3.1 Lending to customers in Norway by all 
banks, mortgage companies and branches at the 
end of 2015. Norwegian institutions, subsidiaries 
and branches of foreign institutions are marked in 
blue, green and grey, respectively.

Source: Finanstilsynet
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ary of a foreign bank), two medium-sized 
branches of Danish and Swedish banks, and a 
handful of medium-sized Norwegian savings 
banks. The rest of the market comprises various 
smaller Norwegian savings and commercial 
banks, as well as some subsidiary banks and 
branches of foreign banks. The foreign branches 
had a total market share of approximately 13.5 
percent in 2015, and have in recent years 
recorded higher lending growth than other actors 
in both the residential mortgage market – in 
which foreign branches generally have to follow 
“Norwegian“ capital requirements – and the com-
mercial lending market, in which branches are 
subject to the capital requirements of their home 
states; see Figure 3.2.

When the Norwegian banking crisis occurred 
in the early 1990s, there were few foreign actors in 
the Norwegian credit market who could compen-
sate for the loss of credit supply from affected 
Norwegian banks. Branches of foreign banks can 
help diversify the supply side of the Norwegian 
credit market, and help ensure that not all institu-
tions are equally vulnerable to fluctuations with a 
particular impact on the Norwegian economy. 
Accordingly, foreign branches can have a stabilis-
ing effect on credit supply in Norway during a 
downturn in the Norwegian economy. The effects 
may differ in the event of a broad international cri-
sis or a crisis in a branch’s home state.

As Figure 3.2 shows, branches of foreign 
banks recorded higher growth in lending to busi-
nesses and personal customers than Norwegian 
banks in the years preceding the international 
financial crisis, although the growth rate slowed 
materially once the crisis hit. Although this trend 
does not necessarily mean that the foreign banks 
were less solvent (since the observed develop-
ments may also be explained by other factors), the 
approach taken is the one less solvent banks can 
be expected to adopt in such situations. Foreign 
banks may also wish to prioritise their home mar-
kets during periods of turbulence or weak interna-
tional growth. The design of the EU common mar-
ket for financial services does not take into 
account that banks may tend to give priority to 
activities in their home states rather than host 
states in times of economic unrest.

The Norwegian financial market benefits 
when the supply side is structurally diverse. Local 
savings banks, regional savings banks, Norwe-
gian commercial banks and foreign banks play dif-
ferent roles, and compete with one another.

The Norwegian life insurance and pensions 
market is among the most concentrated in 
Europe, and is primarily served by a small num-
ber of life insurance companies and various pen-
sion funds; see Figure 3.3. The three largest life 
insurance companies hold around 64 percent of 
the total capital under management in the market. 

Figure 3.2 Lending growth among Norwegian 
banks and branches of foreign banks

Source: Finanstilsynet
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The industry currently faces challenges, particu-
larly linked to higher life expectancy and low 
interest rates. These factors are impacting, for 
example, earnings, competition and customers’ 
switching opportunities.

The structure of the non-life insurance market 
is more similar to that of the credit market, with 
one large actor, two large branches of foreign 
undertakings and several smaller Norwegian and 
foreign actors; see Figure 3.4. There is consider-
able competition between the undertakings in the 
Norwegian non-life insurance market, and a low 
threshold for new actors to enter the market.

Although market concentration can be mea-
sured in different ways, the Herfindahl-
Hirschmann Index (HHI) is a commonly used 
method when concentration is to be used to shed 
light on competition conditions. HHI is the total of 
the squared market shares of suppliers in a given 
market, and falls into the range 0 to 1, where a 
value close to 0 indicates low market concentra-
tion and a value close to 1 signifies that there is 
only one supplier, i.e. a monopoly. The higher the 
HHI figure, the higher the market concentration. 
Figure 3.5 shows developments in HHI since 1998 
based on market shares in the Norwegian mar-
kets for residential mortgages (banks), life insur-
ance (life insurance companies) and non-life insur-
ance (non-life insurers). The figures indicate that 
market concentration has fallen somewhat in all 

three markets in recent years, and that concentra-
tion is generally higher in the life insurance mar-
ket than in the other markets.1

3.3.2 Innovation in financial services

The Norwegian financial industry is an interna-
tional leader in the use of cost-effective electronic 
solutions throughout the value chain. The finan-
cial industry has long been an example for other 
Norwegian business sectors in relation to restruc-
turing and the ability to develop and use new tech-
nology. Technology development, digitisation and 
regulatory changes facilitate increased efficiency 
and value creation.

The emergence of new actors who are using 
technology to provide financial services in new 
ways is observable both internationally and in 
Norway. The rise of financial technology, or Fin-
Tech, as a separate industry may also imply 
changes in the supply side interfacing with cus-
tomers in Norwegian markets. For example, in 
the payment services and financing segments, 
new actors are entering the market and offering 
financial services outside the established financial 
system, at the same time as financial undertakings 

Figure 3.4 Gross premiums payable to non-life 
insurers in 2015. Norwegian undertakings (blue) and 
branches of foreign undertakings (grey)

Source: Finanstilsynet
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Figure 3.5 Herfindahl-Hirschmann Index for three 
Norwegian financial markets
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are developing competing services within the sys-
tem. This trend has similarities with the emer-
gence of the so-called sharing economy in other 
areas, where service provision largely entails 
arranging for private persons to trade services 
directly with one another.

Developments in the area of financial technol-
ogy primarily offer opportunities for the Norwe-
gian financial industry, which has a tradition of 
innovation and productive technology exploita-
tion. New business models can provide new reve-
nue opportunities for the industry. However, these 
developments also come with challenges, which 
must be handled appropriately. 

When financial services are provided in new 
ways and outside the established systems, ques-
tions arise in relation to matters such as regula-
tory adjustments, data and consumer protection 
and financial stability consequences. The financial 
industry, new actors, customers and the authori-
ties have to address changes in risk and vulnera-
bility. An important task for the authorities is to 
ensure that innovation in the context of financial 
service provision does not undermine customer 
confidence through weaker solvency and security 
requirements for actors, irrespective of whether 
services are provided within or outside the estab-
lished, regulated financial system. 

3.3.3 Solvency requirements set at the 
national level

The regulations applicable to financial undertak-
ings are growing in scope and complexity, and are 
increasingly based on international rules. Interna-
tional cooperation is particularly close in the EU/
EEA, where the aim is to develop a single rule 
book for the common market. International coop-
eration and binding commitments can help 
improve regulatory systems and supervision in 
countries in which national standards have been 
weak, reduce protectionism and favourable treat-
ment of domestic financial industry, improve com-
parability and transparency, and intensify supervi-
sory collaboration.

The quality of the EU financial markets legisla-
tion has improved in recent years, but much work 
remains to be done. The need for national rules in 
addition to minimum requirements has therefore 
declined. Nonetheless, financial markets regula-
tion should be deliberate and knowledge-based, 
and national authorities should always assess 
whether the desired result is being achieved, even 
when minimum requirements have been intro-
duced.

International committees and other coopera-
tion bodies cannot be expected to investigate and 
consider the specific consequences in individual 
countries of the regulations they recommend or 
adopt. In any event, national authorities will usu-
ally be in the best position to assess the conse-
quences of such regulations for their markets. 
National authorities may also have fiscal motiva-
tions to introduce stricter requirements in order 
to reduce the risk of financial crises and down-
turns in the national economy, not least to protect 
their taxpayers. For example, problems in the 
banking sector may develop quickly, forcing the 
authorities to implement costly measures to pro-
tect the rest of the economy. The costs associated 
with problems in the financial sector are primarily 
borne by the country in which the problems 
arise.

The new EU capital requirements for banks, 
the CRR/CRD IV framework, offer significant 
scope for national authorities to increase sol-
vency requirements above the minimum require-
ments, including through the use of different 
permanent and temporary capital buffer require-
ments. There are considerable differences in 
how the EU/EEA member states have utilised 
this scope; see Figure 3.6, which shows CET 1 
capital adequacy requirements (risk-weighted) 
as at 1 January 2016. Most EU member states are 
phasing in stricter requirements over several 

Figure 3.6 CET1 capital adequacy requirements (risk-
weighted) in the EU and Norway as at 1 January 2016

Source: ESRB
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Box 3.1 Risk-weighting, capital requirements and floor rules

The solvency requirements applicable to banks 
and other credit institutions in Norway are 
based on the EU capital requirements regula-
tions (the CRR/CRD IV framework), which in 
turn reflect recommendations made by the 
Basel Committee on Banking Supervision. Sim-
ply put, the requirements are formulated as min-
imum requirements for bank equity as a per-
centage of bank assets. According to the rules, 
assets must be risk-weighted based on assumed 
loss risk. Previously, regulations specified the 
risk weights to be used for different types of 
assets. For example, a typical residential mort-
gage was to be weighted at 50 percent of its 
value. Since 2007, banks operating internation-
ally and in the EU/EEA have been permitted to 
use their own models to calculate risk weights 
(the IRB approach). To prevent such modelling 
from producing excessively low risk weights, 
the Basel Committee recommended a floor, i.e. a 
minimum permitted total value of the risk-
weighted assets (RWAs). This value was not 
allowed to be lower than 80 percent of what it 
would have been under the old rules (the Basel I 
rules), which had fixed weights for different 
asset types. This is the so-called Basel I floor.

The percentage capital requirement for 
banks – expressed as a minimum of 8 percent of 
RWAs – was not amended in 2007. Accordingly, 
it was insignificant for the actual floor require-
ment whether it was formulated as (1) a floor for 
risk-weighted assets or (2) a floor for the nomi-
nal capital requirement. Both these variants of 
the Basel I floor required banks to have at least 
80 percent of the capital they would have had to 
have under the old Basel I rules. However, the 
different variants of the floor rule affect banks’ 
capital adequacy figures. When the floor relates 
to risk-weighted assets, capital adequacy may 
fall because the same capital is divided by a 
higher number. In the EU rules, the floor rule 
was implemented in a way that gave individual 
countries scope to choose which variant they 
wished to use. The Norwegian authorities chose 
to use the Basel I floor for risk-weighted assets.

Figure 3.7 Example of risk-weighting of bank 
assets. NOK billion

Figure 3.8 Capital requirement for an example 
bank, with and without different variants of the 
Basel I floor. NOK billion

30 

40 

50 

100 

0 20 40 60 80 100

Risk-weighted 
by models (IRB)

Basel I floor (80 pct. 
of Basel I weights)

Risk-weighted by 
Basel I rules

No risk-weighing

3.2 

6.8 

3.2 3.2 

2.4 

5.1 

0

1

2

3

4

5

6

7

8

0

1

2

3

4

5

6

7

8

8 pct. requirement 17 pct. requirement

RWA floor

Minimum requirement floor

No floor



36 Meld. St. 29 Report to the Storting (white paper) 2015–2016
Financial Markets Report 2015
Box 3.1 (cont.)

The percentage capital requirement applicable 
to banks in the EU/EEA was raised after the 
financial crisis, and is now around 11–18 per-
cent, depending on the capital buffer require-
ments adopted by different countries. There-
fore, it is now significant whether the floor 
relates to risk-weighted assets or the nominal 
capital requirement. For many banks, a floor 
for the capital requirement will have no effect, 
even if a bank uses very low risk weights, since 
the percentage capital requirement has 
increased.

Figures 3.7 and 3.8 illustrate the difference 
in the case of an example bank with NOK 100 
billion in assets. In the example, risk-weighting 
in accordance with the Basel I rules results in 
NOK 50 billion in RWAs, while the bank’s inter-
nal models produce NOK 30 billion in RWAs. If 
the capital requirement is 8 percent, the bank’s 
capital requirement will thus be NOK 3.2 bil-
lion irrespective of which floor variant applies, 
because both floor rules provide that the 
requirement must total at least 80 percent of 
the capital requirement calculated under the 
Basel I rules. In the absence of any floor rule, 
the capital requirement would be 8 percent of 
the RWAs calculated using the bank’s internal 
models, i.e. NOK 2.4 billion. If, instead, the cap-
ital requirement is 17 percent,1 the two variants 
of the Basel I floor will produce different 
results. The more lenient variant (based on the 
nominal capital requirement) produces the 
same result as before, namely 80 percent of the 
capital requirement calculated in accordance 
with the Basel I rules, i.e. NOK 3.2 billion. The 
second variant of the floor is based on 80 per-
cent of the RWAs calculated under the Basel I 
rules, and sets the requirement at 17 percent of 
this amount, i.e. NOK 6.8 billion. The more 
lenient variant of the floor has no effect in this 
example, since it results in a lower capital 
requirement than 17 percent of the RWAs pro-
duced by the bank’s internal models, i.e. NOK 
5.1 billion.

As stated, Norway applies the Basel I floor 
for RWAs, and the level of the capital require-
ment is set on the basis that risk weights should 
not be too low. This application of the floor rule 
is closest to the variant adopted by the Basel 
Committee in the Basel II recommendations 
from 2005.2 Sweden and Denmark are among 
the countries which use the other variant of the 
Basel I floor, and banks in those countries are 
therefore able to report relatively high capital 
adequacy figures based on low risk weights. 
Since the rules on risk-weighting of assets differ, 
it is important to highlight actual bank solvency; 
see section 3.3.5.

The Basel Committee is currently working 
on new floor rules to be implemented in the EU/
EEA in a few years’ time; see e.g. the discussion 
in Box 3.5 in the Financial Markets Report 2014. 
New floor rules may stimulate more uniform 
practice across countries and more accurate 
minimum requirements. In addition, the EU is 
working on a non-risk-weighted capital require-
ment (leverage ratio), which is intended to func-
tion as an additional floor for risk-weighted 
requirements and promote transparency and 
comparability.

1 Since 1 July 2016, the total capital adequacy requirement 
for systemically important banks in Norway has been 17 
percent, including a counter-cyclical capital buffer 
requirement of 1.5 percent.

2 See the Basel Committee on Banking Supervision (2005), 
“International Convergence of Capital Measurement and 
Capital Standards – A Revised Framework”. The floor rule 
is described in several stages in paragraphs 46 to 49 of the 
document. According to the Basel Committee’s descrip-
tion, banks were first to calculate the capital requirement 
of 8 percent under the old (Basel I) and new (Basel II) 
rules. If 80 percent of the old capital requirement (Basel I) 
was higher than 100 percent of the new capital require-
ment (Basel II), the difference between the two amounts 
was to be multiplied by 12.5 and added to the bank’s risk-
weighted assets. This entailed increasing the RWAs to 80 
percent of the Basel I level if it exceeded 100 percent of 
the Basel II level. Multiplication by a factor of 12.5 – the 
inverse of 8 percent (such that 12.5 x 8 = 100) – is a techni-
cal solution which “translates” the capital requirement of 
8 percent of the RWAs into the RWAs as a whole. 
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years, and some countries have only just begun.2

One difficulty inherent in risk-weighted capital 
requirements is that risk-weighting can vary 
between banks and between countries without 
necessarily reflecting underlying risk factors; see 
Box 3.1.

Norway is among the countries which have cho-
sen to adopt solvency requirements which are 
stricter than international minimum requirements, 
and economic developments in Norway have 
allowed quicker introduction of new requirements 
in Norway than provided for in the EU’s phasing-in 
plans. The Norwegian authorities have long empha-
sised that the requirements are to support eco-
nomic stability and growth over time, and that regu-
lations which promote bank solvency and financial 
stability offer substantial economic gains. As dis-
cussed in section 3.3.4, however, it may be difficult 
to achieve this if Norwegian and foreign banks are 
subject to materially different requirements.

Several studies have estimated the net eco-
nomic benefits from increased bank solvency. The 
results show that banks should generally have 
considerably more capital than the levels pre-
scribed by Basel Committee standards and EU 
rules; see further discussion in e.g. Box 2.9 of the 
Financial Markets Report 2011. 

EU/EEA law makes a fundamental distinction 
between domestic financial undertakings and 
branches of financial undertakings from other 
EU/EEA countries. In principle, foreign branches 
are subject to the regulatory and supervisory 
jurisdiction of their home states, although some 
non-mandatory components of the EU capital 
requirements regulations are applicable to all 
actors operating in the country which sets the 
requirements. An example is the counter-cyclical 
capital buffer requirement, which is intended to 
strengthen banks during periods when imbal-
ances may develop. National authorities also have 
less influence over banks which are members of 
groups based in other EU/EEA countries, particu-
larly as regards supervisory follow-up of internal 
risk models and systems. As in the case of 
branches of foreign banks, the supervisory 
authority of the home state has the final say on the 
approval of e.g. internal models for calculating 

capital requirements for such subsidiaries, even if 
the host country’s supervisory authority partici-
pates in the evaluation.

Supervisory follow-up of internal models and 
systems has become a more important aspect of 
solvency regulation post-2007, as many banks 
have begun using internal models to calculate cap-
ital requirements. The methods and assumptions 
banks are permitted to adopt in their calculations 
have a considerable effect on the risk-weighting of 
assets, and thus also on the actual level of the cap-
ital requirements; see Box 3.1. The impact of 
supervisory follow-up of such matters can be illus-
trated by new requirements introduced by Finans-
tilsynet in 2014 relating to banks’ calculation of 
residential mortgage risk. The new requirements 
imply that banks’ models may not produce risk 
weights for residential mortgages below approx. 
20–25 percent. Previously, risk weights could be 
as low as 10 percent. In principle, doubling the 
risk weight also means doubling the capital 
requirement (ignoring the effect of floor rules, 
etc.)

3.3.4 Identical requirements for sub-markets

Identical risk should be regulated identically, irre-
spective of what type of financial undertaking 
assumes the risk. The aim is to prevent risk from 
accumulating where it is the least regulated. For 
example, two identical residential mortgages 
issued in the same market should trigger identical 
capital requirements for the lenders. If the capital 
requirements are sufficiently high, this will pro-
mote robust solvency and competition among pro-
viders in the market. If there are differences in 
the regulation of the same risk in a market, less 
regulated actors will win market share and thus 
undermine the solvency of the financial system in 
question. In some areas, inconsistencies have 
developed between the different parts of the EU 
regulatory framework; see below.

Following the introduction of the Solvency II 
framework in January 2016, risk management in 
European insurance markets has become far 
more uniform than before. The new insurance 
framework strongly emphasises harmonisation, 
although it also permits the use of internal models 
for capital requirement purposes, much like the 
EU banking rules. It is too early to conclude on 
how the opportunity to use internal models in the 
insurance sector will impact actual solvency 
requirements in national insurance markets.

As stated, solvency regulations in the banking 
sector vary widely due to differing levels of capital 

2 For example, all countries must have a so-called capital 
conservation buffer requirement of 2.5 percent in place no 
later than 1 January 2019. The requirements applicable in 
Norway are also to be increased beyond what is shown in 
the figure. The buffer requirement applicable to systemi-
cally important banks is to be increased by one percentage 
point on 1 July 2016. The counter-cyclical capital buffer 
requirement will increase from 1 to 1.5 percent as of the 
same date.



38 Meld. St. 29 Report to the Storting (white paper) 2015–2016
Financial Markets Report 2015
requirements and differing national requirements 
relating to modelled risk weights. The Govern-
ment is focused on ensuring that actual solvency 
requirements applicable to banking operations in 
Norway are as identical as possible for Norwegian 
and foreign actors and reflect risk factors in the 
Norwegian market. If different groups of actors in 
the Norwegian market are subject to different sol-
vency requirements, this may have a negative 
impact on competition, advantage the most 
weakly regulated actors and create challenges for 
Norwegian financial undertakings. As stated, this 
in turn may undermine the solvency of the finan-
cial system as a whole and increase the risk of 
financial instability.

Developments in this area are going in the right 
direction. For example, the counter-cyclical capital 
buffer requirement under the EU rules is to be set 
by the respective national authorities, and will 
apply to all banks operating in a given country, 
including branches of banks resident in other EU/
EEA member states. The EU is discussing whether 
this principle should apply more generally to bank 
solvency requirements, so that the requirements of 
the country in which a bank operates more often 
take precedence over the requirements of the 
country in which the bank has its head office. The 
European Commission recently released for con-
sultation a document on the effects and need for 
improvement of EU financial markets regulations. 
Among other things, it identified “inconsistencies 
and gaps“ in the regulations applicable to financial 
undertakings, including differing regulation of dif-
ferent types of financial undertakings, such as 
banks and insurance companies. The Ministry of 
Finance has submitted comments,3 not least 
emphasising the importance of sufficiently strict 
requirements and that each individual country 
should in relevant cases be permitted to set stricter 
requirements for all actors in its market:

“In recent years, much of the new or revised 
EU/EEA legislation on financial services has 
prescribed a greater deal of harmonisation of 
rules in the internal market, and generally 
stricter prudential requirements. In some 
areas, however, the EU/EEA legislation may 
open for practises that may be deemed too lax 
for some countries seeking to ensure strong 
and robust financial institutions. The result 
may be uneven playing fields, and market pres-
sure to lower prudential requirements down to 

the EU/EEA minima. We hope that the Com-
mission will continue its efforts to promote bet-
ter and more harmonised rules, both at the 
national and EU/EEA level. If harmonisation of 
appropriately prudent requirements is not fea-
sible at the EU/EEA level, the legislation 
should allow for stronger rules at the national 
level, as well as a greater degree of harmonisa-
tion between some countries, making host-
country-determined rules applicable for both 
domestic and foreign institutions’ operations in 
the country in question.”

Most foreign actors in the Norwegian banking 
market are based in other Nordic countries. The 
authorities in the Nordic region cooperate effec-
tively in the area of financial markets supervision. 
Among other things, this has facilitated agree-
ment among the Scandinavian supervisory 
authorities that Finanstilsynet’s stricter require-
ments relating to internal models for residential 
mortgages should also apply to the operations of 
Swedish and Danish banks in Norway. This is an 
important contribution to uniform solvency 
requirements and robust, equal competition in the 
Norwegian residential mortgage market.

As stated in Box 3.1, work is also ongoing 
internationally to define new “floors“ for bank sol-
vency based on simpler and more transparent 
rules than those applicable under general sol-
vency regulations. Such floor rules may mean sig-
nificantly stricter requirements for banks which 
are currently permitted to apply low risk weights 
to different types of loans.

The Government will continue to promote 
effective competition between banks and financial 
undertakings. As the international financial crisis 
has demonstrated, requirements which facilitate 
effective competition within a framework of finan-
cial stability are policies which support economic 
growth capacity. The Government has discussed 
competition in the Norwegian financial markets 
on previous occasions, including in section 2.8 of 
the Financial Markets Report 2013 and section 
3.4.2 of the Financial Markets Report 2014.

3.3.5 Visible solvency

The solvency requirements applied to banks vary 
from country to country, both in formal terms and 
in practice. Differences may be due to differing 
national practice regarding the types of internal 
models banks are permitted to use to calculate 
risk and capital requirements. In some countries, 
the supervisory authorities permit banks to rely 

3 Letter of 29 January 2016 from the Ministry of Finance to 
the European Commission.
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primarily on their own data and experience when 
performing such calculations, while other super-
visory authorities require banks to allow for more 
frequent and larger losses, for example on loans.4

Moreover, differing application of floor rules may 
produce different capital adequacy figures for a 
given undertaking; see Box 3.1 above. Such differ-
ences in rules and practice make the use of official 
figures to compare actual solvency across banks 
challenging. In addition, changes in rules and 
practice may make it difficult to evaluate solvency 
developments over time.

The solvency of banks impacts their funding 
costs.5 Investors in the capital markets accept 
lower rates of interest on loans to more solvent 
banks than on loans to less solvent banks. If there 
is uncertainty about the true solvency of a bank, 
that bank’s borrowings may be incorrectly priced. 
Such pricing errors may be favourable or unfa-
vourable to individual banks.6 To promote correct 
pricing of banks’ funding, it may therefore be 

important to make properly visible banks’ true 
solvency.

Norway is one of the countries with somewhat 
higher bank solvency requirements than implied 
by international minimum standards, both in for-
mal terms and in practice. Among other things, 
Norwegian banks which use internal models to 
calculate risk and capital requirements must apply 
slightly more conservative assumptions than 
banks in certain other countries. In addition, Nor-
way’s implementation of the Basel I floor means 
that the value of risk-weighted assets cannot fall 
below a certain level under any circumstances; 
see Box 3.1. In some cases, the result is that a 

4 The latter means that loans must be assigned higher risk 
weights when calculating a bank’s capital adequacy and 
capital requirements. Accordingly, if the supervisory 
authority has decided that the bank must apply more con-
servative assumptions in its internal models, capital ade-
quacy may be lower for a given undertaking and a given 
volume of bank capital.

Figure 3.9 CET1 capital adequacy (CET1 capital as  
a percentage of risk-weighted assets) among the 
largest Nordic banks at the end of 2015. With and 
without application of the Basel I floor on risk-
weighted assets

Source: Finanstilsynet
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5 See for example Box 2.9 in the Financial Markets Report 
2011 for a discussion of the benefits and costs of higher 
bank capital. Note also that the Modigliani-Miller theorem, 
which states that cost increases due to higher capital are 
countered by lower required rates of return on capital and 
lower borrowing rates, may become more applicable as 
new rules on the treatment of banks in crisis are adopted 
and implemented. The EU Crisis Management Directive 
contains, among other things, rules designed to ensure 
that bank owners and investors bear the majority of losses 
suffered by banks in crisis. 

6 For example, more solvent banks may have to pay more for 
their borrowings than indicated by the risk involved, while 
less solvent banks may get away with paying a lower rate of 
interest than investors should actually receive in view of 
the risk they assume.

Figure 3.10 Estimated CET1 capital adequacy of the 
largest Nordic banks at the end of 2015. With and 
without application of a potential new Basel Com-
mittee floor rule to the calculation basis (risk-
weighted assets)

Source: Deutsche Bank
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Norwegian bank may need more capital to 
achieve a given capital adequacy ratio than a simi-
lar bank in another country.

The Ministry of Finance is focused on the visi-
bility of the true solvency of Norwegian banks. 
This is important to maintain strong international 
confidence in the Norwegian financial system, 
and may also promote correct pricing of Norwe-
gian banks’ borrowings in the capital markets. 
The Ministry of Finance has discussed the reali-
ties behind bank capital adequacy figures in vari-
ous contexts over many years, including in white 
papers and in its dialogue with foreign authorities 
and market participants.7 The Ministry has also 
urged the Norwegian financial industry to high-
light and compare actual bank solvency in banks’ 
reports and presentations to market participants 
and the general public.

The Ministry of Finance and Finanstilsynet 
have pointed out what the CET1 capital adequacy 
ratios of the largest Nordic banks would be with 
and without Norway’s implementation of the 
Basel I floor (i.e. a floor for the value of risk-
weighted assets). Figure 3.9 shows the situation 
at the end of 2015. At that time, the Norwegian 

bank DNB had a CET1 capital adequacy ratio of 
14 percent. If the other major Nordic banks had 
been subject to the same Norwegian Basel I floor 
as DNB, none of them would have had a CET1 
capital adequacy ratio higher than 11.6 percent. 
However, since Swedish and Danish banks are not 
subject to such a floor rule, they may in some 
cases report CET1 capital adequacy ratios more 
than twice as high as the Norwegian rules would 
permit. 

A new floor rule may contribute to more uni-
form practice across countries, and more accurate 
minimum requirements. In last year’s financial 
markets report, the Ministry of Finance discussed 
the Basel Committee’s work on a new floor rule to 
replace the current – varyingly applied – Basel I 
floor; see Box 3.5 of the Financial Markets Report 
2014. In the box, the Ministry referred to the fact 
that Deutsche Bank had calculated the effects of a 
new floor rule based on one potential variant of 
the rule (the Basel Committee had not formulated 
the rule in detail in its consultation document). 
Figure 3.10 reproduces the results for the major 
Nordic banks, and again shows that the Norwe-
gian bank has the highest solvency when a floor is 
set for the value of the risk-weighted assets.

The EU is planning to introduce a non-risk-
weighted capital requirement, referred to as the 
leverage ratio requirement. This requirement is 

7 See for example Box 3.4 and Box 3.5 in the Financial Mar-
kets Report 2014, section 3.4.2 of the National Budget 2016 
and section 2.4.2 of the Financial Markets Report 2013.

Figure 3.11 Leverage ratios of Norwegian banks

Source: Finanstilsynet
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Figure 3.12 Leverage ratios of selected European 
banks at the end of 20151

1 The leverage ratios are taken from the banks’ annual 
reports. Some banks may have applied slightly different 
definitions of this indicator.

Source: Finanstilsynet
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likely to be defined as a bank’s tier 1 capital8 as a 
percentage of a non-risk-weighted exposure mea-
sure comprising total assets and certain non-bal-
ance sheet items. The leverage ratio provides a 
simple and easily comprehensible picture of a 
bank’s capacity to absorb losses, but provides lit-
tle information on risk. Nonetheless, studies have 
shown that it may be a better indicator of bank 
performance during financial crises than risk-
weighted measures of solvency.9

According to EU plans, a leverage ratio 
requirement may be introduced effective as of 1 
January 2018, as a supplement to the risk-
weighted requirements. The Ministry of Finance 
has circulated for comments a draft version of a 
Norwegian leverage ratio requirement of 6 per-
cent for banks (and 3 percent for mortgage com-
panies). It will be permissible to use the same tier 
1 capital to meet both this requirement and the 
risk-weighted capital requirement, and generally 
only one of the requirements may constitute the 
effective minimum tier 1 capital requirement for a 
given bank. In principle, a leverage ratio require-

ment of around 6 percent will not require Norwe-
gian banks to hold more tier 1 capital; see Figure 
3.11. In setting the leverage ratio requirement, the 
Ministry will seek to find a level which in principle 
does not increase capital requirements faced by 
Norwegian banks. Figure 3.12 shows that Norwe-
gian banks have high leverage ratios compared to 
selected banks in other European countries. 

Under the current CRR/CRD IV framework, 
banks in the EU/EEA are required to report on 
and publish their leverage ratios together with 
information on their compliance with the risk-
weighted capital requirements.10 This makes it 
easier for market participants and other parties to 
compare the solvency ratios of different banks. 
Norwegian banks perform well in such compari-
sons. However, market participants also empha-
sise official requirements, and strict requirements 
in real terms promote market confidence in the 
banking sector’s solvency.

A leverage ratio requirement which is materi-
ally higher than the requirements currently being 
discussed in the EU will clearly signal that Norwe-

8 This is a somewhat wider term than CET1 capital.
9 See Norges Bank’s Financial Stability Report 2015 and e.g. 

Haldane, Andrew and Vasileios Madouros (Bank of Eng-
land), “The dog and the frisbee”, prepared for the Federal 
Reserve’s symposium at Jackson Hole on 31 August 2012.

Figure 3.13 Owners of shares issued by non- 
financial undertakings registered in VPS at  
the end of 2015 

Source: SSB
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10 Currently, the EU regulations do not contain a final defini-
tion of the leverage ratio, and the relationship between the 
reported figures and the final definitions is still somewhat 
unclear.

Figure 3.14 Owners of bonds and certificates issued 
by non-financial undertakings registered in VPS at 
the end of 2015

Source: SSB
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gian banks hold substantial amounts of high-qual-
ity capital. 

The Ministry of Finance will continue its 
efforts to make visible the solvency of Norwegian 
banks vis-à-vis customers, market participants, 
analysts and others. This work is made easier by 
the fact that studies and comparisons of the true 
solvency of European banks consistently show 
that Norwegian banks are among the most sol-
vent in Europe, particularly when more conserva-
tive and robust solvency indictors, in which banks’ 
own assumptions play a lesser role, are applied.

3.4 Access to capital for Norwegian 
businesses

3.4.1 Source of capital

Equity accounts for approximately 40 percent 
of the financing of the companies listed on the 
Oslo Stock Exchange. The remainder comprises 
various forms of debt. Figure 3.13 shows VPS-
registered owners of capital in the form of shares 
at the end of 2015. The public administration and 
foreign nationals owned some 30 percent each, 
while other Norwegian undertakings owned 
approximately one-quarter. Norwegian securities 
funds and financial undertakings accounted for 
around 4 percent each, while investment compa-
nies and private equity funds owned 0.13 percent. 
Although their ownership share is very small, 

investment companies and private equity funds 
can play an important role in the financing of, for 
example, start-ups, and can support restructuring 
in the business sector. 

About 4 percent of the shares listed on the 
Oslo Stock Exchange are held by Norwegian pri-
vate individuals. The Government is of the view 
that private Norwegian ownership should be 
boosted as part of improving the competitiveness 
of the Norwegian business sector.11 It should be 
more profitable to start businesses, work, save 
and invest, and the Government is working to 
strengthen private ownership through a broad set 
of measures. These include changes to the tax 
system, simplification of requirements and regula-
tions, investment in research and the facilitation of 
increased entrepreneurship. The Government is 
also following up on the Storting’s petition resolu-
tions relating to employee co-ownership and 
accounts for long-term share investment 
(KLAS),12 and working on a new white paper on 
industrial policy.

Figure 3.14 shows the owners of debt instru-
ments (bonds and certificates) issued by non-
financial undertakings as at the end of 2015. The 

Figure 3.15 Gross domestic debt of non-financial 
undertakings – main sources

Source: SSB

Financial 
firms
 

Securities  

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

0 %

10 %

20 %

30 %

40 %

50 %

60 %

70 %

80 %

90 %

100 %

2000 2003 2006 2009 2012 2015

11 See the discussion in the Government’s political platform 
(the Sundvolden platform) and the white paper Diverse and 
value-creating ownership (Meld. St. 27 (2013–2014)).

12 Resolution nos. 398 and 399 (2014–2015) of 5 February 
2015. The Government will consider the two questions 
together and come back to the Storting at a later date.

Figure 3.16 Growth in gross domestic debt of non-
financial undertakings

Source: SSB
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holdings of Norwegian financial undertakings and 
securities funds are larger in this context – 42 per-
cent and 23 percent, respectively. As in many 
other European countries, however, bank loans 
are the most important source of credit for busi-
nesses in Norway. More than 80 percent of non-
financial undertakings’ domestic debt is held by 
banks and other financial undertakings; see Fig-
ures 3.15 and 3.16. This proportion has been rela-
tively stable over time. The bond and certificate 
markets are discussed further in chapter 2.3.6.

In addition to the ordinary funding markets, 
various public schemes provide Norwegian busi-
nesses with capital. These include Innovation Nor-
way and Export Credit Norway; see Box 3.2.

Surveys show that investors invest more in the 
equity of companies in their home states than 
implied by a globally diversified investment port-
folio. This phenomenon – i.e. investors preferring 
to invest in “local” equity – is referred to as “home 

bias”. Although observable in Norway, surveys 
suggest that a “home bias” is not particularly 
strong among Norwegian investors.13

The Norwegian Securities Dealers Association 
has gathered data on the purchasers of equity 
instruments in selected (74) equity issues in the 
period 2011–2015, for companies on Oslo Stock 
Exchange. The equity portion purchased by for-
eign investors generally increased with the size of 
the issue; see Figure 3.17. In smaller issues (less 
than NOK 200 million), Norwegian owners pro-
vided the majority of capital, although there was a 
wide spread; see Figure 3.18. The figures suggest 
that equity issues by Norwegian businesses are 

Box 3.2 Innovation Norway, Export Credit Norway and the Norwegian Export Credit 
Guarantee Agency (GIEK)

Innovation Norway is owned by the Ministry of 
Trade, Industry and Fisheries and county 
authorities, and has a broad mandate. Its core 
task is to promote value creation by stimulating 
commercially and socially profitable business 
development all over Norway. Innovation Nor-
way provides financing, skills-building, advisory, 
networking and promotional services. In 2014, 
Innovation Norway distributed NOK 6.1 billion 
in loans, grants and similar support measures to 
businesses, funded by allocations from minis-
tries, county authorities and other public enter-
prises. This support helped release both sub-
stantial investment by businesses themselves 
and other financing, resulting in the investment 
of some NOK 15.7 billion in relevant innovation 
activities in 2014.

Export Credit Norway is owned by the Min-
istry of Trade, Industry and Fisheries, and pro-
vides loans to Norwegian and foreign busi-
nesses which purchase goods and services from 
Norwegian exporters. Export Credit Norway 
issues so-called Commercial Interest Reference 
Rate (CIRR) loans and CIRR-qualified market 
loans on commercial terms. CIRR loans are 
fixed-rate loans granted in accordance with the 
OECD Arrangement on Officially Supported 

Export Credits. All loans provided by Export 
Credit Norway must either be guaranteed by a 
state export guarantee institution and/or a 
financial institution with a good credit rating, or 
be otherwise secured in accordance with Export 
Credit Norway’s credit policy. At the end of 
2015, Export Credit Norway’s lending balance 
totalled approximately NOK 76.5 billion.

The Norwegian Export Credit Guarantee 
Agency (GIEK) is a subordinate body of the 
Ministry of Trade, Industry and Fisheries, and 
is mandated to promote Norwegian exports and 
investments abroad by issuing guarantees on 
behalf of the Norwegian State. GIEK primarily 
provides guarantees to undertakings which 
make loans to purchasers of Norwegian export 
goods and services, and in doing so assumes the 
risk of purchaser non-payment. GIEK also 
issues building loans and energy guarantees, 
and performs a number of administrative tasks. 
GIEK’s guarantee schemes, including any pri-
mary capital, must break even in the long run, 
and guarantees are generally issued on terms 
identical to those offered by banks in the com-
mercial market. At the end of 2015, GIEK’s out-
standing guarantee liability under all schemes 
totalled around NOK 100 billion.

13 See for example Figure 4 in Shinagawa, Yoko (2014), 
“Determinants of Financial Market Spillovers: The Role of 
Portfolio Diversification, Trade, Home Bias, and Concen-
tration”, IMF Working Paper. The figure shows that investor 
“home bias” is higher in certain other countries, including 
Denmark and Sweden, than in Norway.
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attractive investment objects for foreign investors, 
but also that Norwegian private ownership is an 
important source of capital for Norwegian busi-
nesses, particularly those that have relatively 
modest market funding needs. Most businesses in 
Norway are significantly smaller than the listed 
businesses included in the two figures provided 
by the Norwegian Securities Dealers Association.

3.4.2 Stable and diversified credit supply

Economic growth capacity and value creation 
depend, among other things, on whether profit-
able projects and businesses in general have 
access to capital at prices which reflect the risk 
levels of individual undertakings. Norwegian busi-
nesses have varying access to capital from differ-
ent sources. The Norwegian securities market is 
well-functioning, Norwegian financial undertak-
ings are solvent, and Norway has appropriate pub-
lic schemes for the financing of projects for which 
it is difficult to secure ordinary wholesale funding. 
Moreover, larger businesses obtain capital in for-
eign securities markets and from foreign financial 
undertakings. Together, the Norwegian supply 
side and integration with foreign markets give 
businesses access to a diverse range of financing 
options. New and smaller businesses may find 

supply to be more restricted and concentrated 
around Norwegian and local sources of capital.

The European Commission is seeking to 
strengthen the role of the securities markets in 
the financing of European businesses by estab-
lishing a so-called capital markets union. This 
measure is intended to give small and medium-
sized businesses easier access to wholesale fund-
ing, and to encourage increased integration of 
European securities markets. The Government 
has responded positively to the Commission’s 
aims, including in a consultation statement from 
the Ministry of Finance.14 In its comments, the 
Ministry also pointed out that Norway and the 
other Nordic countries have well-developed bond 
markets, and that the Norwegian bond market is 
characterised by an efficient market structure fea-
turing 
– low costs; 
– flexible, standardised and simple issuance and 

listing processes;
– transparency in the secondary market; and
– appropriate infrastructure and investor sup-

port functions, such as trustee services and 
digital trading platforms.

Figure 3.17 Proportion of equity purchased by 
Norwegian owners in selected equity issues on Oslo 
Stock Exchange in the period 2011–2015 

Source: Norwegian Securities Dealers Association
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14 Letter of 13 May 2015 from the Ministry of Finance to the 
European Commission.

Figure 3.18 Proportion of equity purchased by 
Norwegian owners in selected smaller equity issues 
(less than NOK 200 million) on Oslo Stock Exchange 
in the period 2011–2015

Source: Norwegian Securities Dealers Association
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The Ministry also pointed out the role of the Nor-
wegian high-yield bond market in meeting 
demand for cost-effective and simple non-bank 
financing. In January 2016, the Oslo Stock 
Exchange launched a new marketplace (Merkur 
Market) designed specifically for trading in 
shares and equity certificates issued by small and 
medium-sized businesses. Among other things, 
the listing requirements are less stringent than for 
ordinary listings. By the end of Q1 2016, equity 
instruments valued at approximately NOK 2 bil-
lion were listed on Merkur Market.

The securities markets may become a more 
important source of financing for Norwegian busi-
nesses in the years ahead, not least due to mea-
sures implemented as part of the EU capital mar-
kets union project. As shown above, however, 
bank financing is the most important source of 
credit for Norwegian businesses, and banks and 
other financial undertakings will remain key 
credit providers going forward. Solvency is a cru-
cial prerequisite for banks to be able to extend 
credit to businesses and other borrowers. If sol-
vency insufficiently reflects bank risk levels, there 
is a high risk that banks will have to cut back lend-
ing in future. As stated in section 3.3, the Govern-
ment is focused on ensuring robust solvency 
throughout the supply side of the Norwegian 
banking market.

The EU capital requirements for banks (the 
CRR/CRD IV framework) contain a transitional 
provision on loans to small and medium-sized 
enterprises (SMEs) which provides for a reduc-
tion of approximately 24 percent in banks’ capital 
requirement linked to such loans. The provision is 
often referred to as the “SME discount”, and is to 
be evaluated by the EU shortly. The provision was 
included in the EU rules in response to the diffi-
cult economic situation in many European coun-
tries, and has not been implemented in Norway. 
Such a reduction in the capital requirement will 
not alter the actual risks associated with lending 
activities. Implementation of the provision may 
give SMEs easier access to bank loans in the 
short term, but this will not necessarily be the 
case if banks take the actual risks attaching to 
such loans into account. This type of reduction in 
the capital requirement may weaken bank sol-
vency over time.

The most important contributions to good, sta-
ble capital access for Norwegian businesses are a 
solvent financial sector and well-functioning securi-
ties markets. It is particularly important that bank 
solvency is not diminished at times when the Nor-
wegian economy has weaker growth prospects.

As well as being credit providers, banks are 
important financial advisers to Norwegian busi-
nesses. The advice and guidance banks give to 
customers and potential borrowers should include 
the suitability of different financing forms for dif-
ferent businesses, and how individual businesses 
should proceed to secure appropriate financing. 
Banks therefore often play an important role as a 
financial adviser, beyond the simple granting of 
credit. 

3.4.3 Private pension savings as a source of 
investment capital

As at 2015, life insurance companies and pension 
funds were managing approximately NOK 1,200 
billion on behalf of customers. A large proportion 
of this sum comprises assets intended to fund 
future pensions and may thus be suitable for long-
term, less liquid investment. Infrastructure invest-
ments may in some cases be well suited to provide 
long-term, stable returns for life insurance compa-
nies and pension funds.

Insurance companies are generally prohibited 
from borrowing capital, and their assets therefore 
correspond to either customer claims or equity. 
While capital management is largely unregulated, 
the management of funds corresponding to cus-
tomer claims is subject to quantitative restrictions 
– not least to maintain confidence in management 
– including requirements for investments to be 
adequately diversified and liquid. Norwegian 
insurance companies have previously pointed out 
that liquidity requirements may reduce invest-
ment in infrastructure by life insurance compa-
nies. In response, the Norwegian authorities facil-
itated increased investment of customer funds in 
infrastructure in 2011, among other things by 
establishing a separate asset class for infrastruc-
ture investments and generally reducing the 
liquidity requirement applicable to customer port-
folios.

In 2012, the Ministry of Finance commis-
sioned a survey of the regulation and scale of 
infrastructure investment by pension providers in 
Sweden, Finland, Denmark, Germany, the United 
Kingdom, Italy and France. The survey, which 
was conducted by Finanstilsynet, showed that 
these countries lacked a clear definition and over-
view of insurance company investments in infra-
structure. Generally speaking, the scale of such 
investments appeared limited, and no country 
other than Norway had a regulatory provision 
granting especially broad permission to invest in 
infrastructure.
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If entire industries are characterised by com-
panies in which ownership is concentrated, insti-
tutional investors may find it difficult to secure a 
sensible stake in a given industry. Investors seek-
ing control of a limited stake may face particular 
difficulties. Accordingly, it is entirely possible that 
the general prohibition which prevents Norwe-
gian insurance companies from owning more than 
15 percent of the undertakings in which they 
invest may impact ownership by insurance compa-
nies. Some actors have claimed that it is challeng-
ing for insurance companies to achieve sensible 
ownership interests in the infrastructure sector 
solely by taking stakes of less than 15 percent.

Following the introduction of Solvency II, 
quantitative investment restrictions have been 
replaced by qualitative prudential requirements 
and capital requirements dependent on invest-

ment risk. In connection with the development of 
an EU capital markets union, the European Com-
mission has given notice of changes in the Sol-
vency II implementation provisions to encourage 
investment in infrastructure by insurance compa-
nies and pension funds. The changes include the 
establishment of a separate asset class for qualify-
ing infrastructure investments, which will be 
assigned a lower risk classification than such 
investments would otherwise be given. This in 
turn will reduce the capital requirements applica-
ble to such investments.

The Ministry of Finance will consider possible 
amendments of the regulatory framework to facili-
tate increased investment of private pension capi-
tal in infrastructure. This must be balanced with 
customer pension security.



2015–2016 Meld. St. 29 Report to the Storting (white paper) 47
Financial Markets Report 2015
4  Regulatory amendments in 2015

4.1 Regulatory developments

This chapter provides an overview of the most 
important financial market regulatory amend-
ments in 2015. It also details key licences granted 
during the year, with a brief discussion of each 
case.

The overarching objective of regulatory 
amendments within the financial markets area in 
2015 was to promote financial stability and well-
functioning markets. 

4.1.1 Financial undertakings and financial 
groups

The Act relating to financial undertakings and 
financial groups (Financial Undertakings Act) was 
adopted by the Storting on 10 April 2015, and 
entered into force on 1 January 2016. The Savings 
Banks Act, the Commercial Banks Act, the Guaran-
tee Schemes Act and the Financial Institutions Act 
were repealed as of the same date. Existing regula-
tions under these acts will continue to apply until 
further notice. The Financial Undertakings Act 
contains rules on licensing, organisational rules, 
general operational rules and rules on guarantees 
schemes and solvency failure, as well as provisions 
on penalties for banks, insurance companies and 
other financial undertakings. The Act made consid-
erable changes to the Insurance Activity Act. The 
Act of 4 December 2015 No. 96 relating to changes 
to finance legislation, etc. remedied a number of 
oversights in the Act and authorised the Ministry 
to require banks to provide links to the 
Finansportalen financial services portal.

On 17 November 2015, the Storting adopted 
amendments to section 9 of the Act of 7 December 
1956 No. 1 relating to supervision of financial 
undertakings, etc. (the Financial Supervision Act) 
on the allocation of Finanstilsynet’s expenses. The 
Act retains the general principle that Finanstil-
synet’s expenses must be distributed among the 
institutions which are subject to its supervision 
according to the amount of supervisory work. The 
amendments have simplified the system for allo-
cating such expenses and reduced the amount of 

discretion which can be exercised. The arrange-
ment that Finanstilsynet’s allocation proposal 
requires the Ministry’s approval has been 
dropped. The statutory rules authorise the Minis-
try to issue supplementary provisions in alloca-
tion regulations. The Ministry has issued regula-
tions setting out rules for the distribution of 
expenses between institutions. Both the new stat-
utory provisions and the regulations entered into 
force on 1 January 2016.

On 18 December 2015, the Ministry of 
Finance issued new regulations relating to consol-
idation, etc. in cross-sector financial groups. The 
Ministry has also adopted new consolidation rules 
for bank- and insurance-dominated financial 
groups by amending the CRR/CRD IV Regula-
tions and Solvency II Regulations, respectively. A 
financial group is formed when a financial under-
taking, investment firm, securities fund manage-
ment company or holding entity in a financial 
group has a capital interest in or is subject to joint 
management with another undertaking. Financial 
groups must meet solvency requirements on a 
consolidated basis, as though the entire group’s 
operations were located in a single undertaking, 
although capital requirements apply to each indi-
vidual financial institution in the group. Previ-
ously, the Norwegian consolidation rules were 
identical for all types of financial groups. The reg-
ulations adopted on 18 December 2015 adjusted 
the consolidation rules to ensure consistency with 
the Solvency II Regulations and CRR/CRD IV 
Regulations, and introduced dedicated rules for 
bank-dominated financial groups, insurance-domi-
nated financial groups and cross-sector financial 
groups, respectively. The new regulatory provi-
sions entered into force on 31 January 2016.

Also on 18 December 2015, the Ministry of 
Finance adopted regulations relating to the alloca-
tion of supervisory expenses pursuant to section 9 
of the Act relating to supervision of financial insti-
tutions (the Financial Supervision Act). The regu-
lations govern the distribution of Finanstilsynet’s 
expenses among the different groups which are 
subject to its supervision, and state that supervi-
sion expenses must be distributed among the 
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institutions which are under supervision at the 
end of the fiscal year and that a minimum amount 
must be set for undertakings which become sub-
ject to supervision during the course of the fiscal 
year. The regulations permit Finanstilsynet to set 
annual minimum and maximum amounts for allo-
cation to the individual entities subject to supervi-
sion. Further, a licence application processing fee 
has been introduced for payment institutions and 
electronic money institutions. The regulations 
entered into force on 1 January 2016.

On 18 December 2015, the Ministry of 
Finance adopted regulations relating to holding 
entities in insurance groups. The regulations pro-
vide that holding entities in insurance groups are 
deemed to be insurance companies for the pur-
poses of the Financial Undertakings Act and must 
meet a minimum capital requirement equal to 45 
percent of the solvency capital requirement under 
Solvency II. The regulations entered into force on 
31 January 2016.

On 21 December 2015, the Ministry of 
Finance issued regulations containing transitional 
rules to supplement the Financial Undertakings 
Act. The transitional rules are based on a discus-
sion document from Finanstilsynet, and represent 
an interim solution until the issue of comprehen-
sive, updated regulations. 

4.1.2 Banking

On 15 June 2015, the Ministry of Finance adopted 
regulations setting out requirements for new resi-
dential mortgages. The regulations are based on 
guidelines previously issued by Finanstilsynet. 
The purpose of the regulations is to promote more 
balanced development of the housing and credit 
markets. Among other things, banks are required 
to calculate a customer’s ability to service a mort-
gage based on income and all relevant expenses, 
and to include a potential interest rate rise of 5 
percentage points in the calculation. Amortising 
loans secured by residential mortgage may not 
exceed 85 percent of a property’s value, while 
home equity credit lines may not exceed 70 per-
cent of the property value. These requirements 
may be satisfied by providing additional security 
in the form of a mortgage over other real estate or 
a personal guarantee. Residential mortgages 
exceeding 70 percent of property value must be 
amortising. To ensure that banks retain sufficient 
flexibility to make loans to creditworthy custom-
ers who do not meet all the regulatory require-
ments, the regulations permit up to 10 percent of 
loans granted each quarter to be loans which do 

not meet the regulatory requirements relating to 
servicing capacity, leverage ratio or amortisation. 
The regulations entered into force on 1 July 2015, 
and are due to be evaluated in light of develop-
ments in the housing market, household borrow-
ing and any effects on inter-bank competition. The 
regulations will remain in effect until the end of 
2016 unless the evaluation reveals a need for con-
tinued application.

Through the Act of 19 June 2015 No. 45 relat-
ing to amendment of the Norges Bank Act (the 
organisation of Norges Bank), the Storting made 
the following changes to the Act of 24 May 1985 
No. 28 relating to Norges Bank and the Monetary 
System, etc. (the Norges Bank Act): the number 
of deputy governors was increased from one to 
two. Both deputy governors are members of the 
Executive Board. The total number of members of 
the Executive Board was increased from seven to 
eight to maintain the existing number of external 
members. The system of personal substitutes for 
members of the Supervisory Council was 
replaced by an arrangement under which the 
Storting appoints two permanent substitute mem-
bers. The Executive Board was also granted 
power to establish subsidiaries as part of the man-
agement of the Government Pension Fund Global. 
The changes took effect on 1 January 2016.

The Regulations relating to relationships 
between members of Norges Bank’s Executive 
Board and other credit institutions and enter-
prises were amended with effect from 1 January 
2016 to take account of the inclusion of two deputy 
governors in Norges Bank’s Executive Board as 
of that date. A further change was the replace-
ment of “private undertakings“ with “undertak-
ings engaged in commercial activities“ in section 1 
of the regulations.

On 25 November 2015, the Ministry of 
Finance adopted regulations relating to amend-
ment of the CRD IV Regulations containing provi-
sions on a liquidity coverage requirement (LCR). 
These entered into force on 31 December 2015. 
Finanstilsynet adopted supplementary rules on 22 
December 2015. 

4.1.3 Insurance and pensions

By Act of 22 May 2015 No. 31, the Storting made 
amendments to the Occupational Pension 
Schemes Act concerning detailed limits and rules 
for disability pensions under private occupational 
pension schemes which are afforded preferential 
tax treatment. The changes adapt the regulatory 
framework governing private-sector disability 
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pension schemes to the new disability insurance 
rules under the national insurance scheme. The 
new rules took effect on 1 January 2016. On 15 
December 2015, the Ministry of Finance adopted 
regulations setting out transitional rules and a 
number of specific provisions on the calculation of 
disability pensions and transfers to undertakings’ 
premium funds; see the Regulations of 15 Decem-
ber 2015 No. 1640.

On 25 August 2015, the Ministry of Finance 
issued regulations to implement detailed rules 
corresponding to the new EU solvency regula-
tions for insurance companies (Solvency II). The 
main rules under the new Solvency II regime have 
been incorporated into the Financial Undertak-
ings Act. The Solvency II Directive is supple-
mented by implementation provisions, technical 
standards and recommendations. The regulations 
contain more detailed rules and transitional provi-
sions (applicable for up to 16 years) relating to the 
new requirements. The Act and the regulations 
both entered into force on 1 January 2016, the 
date Solvency II became effective in the EU.

On 18 December 2015, the Ministry of 
Finance adopted regulations relating to the annual 
accounts of non-life insurance companies, and reg-
ulations relating to the annual accounts of life 
insurance companies. These regulations replace 
the Regulations of 16 December 1998 No. 1241 
relating to annual accounts, etc. of insurance com-
panies. The regulations entered into force on 1 
January 2016, with effect for financial years begin-
ning 1 January 2016 or later.

On 21 December 2015, Finanstilsynet issued 
regulations containing rules supplementing the 
Solvency II Regulations. The new regulations 
include provisions corresponding to Commission 
Delegated Regulation (EU) 2015/35 which adjust 
the capital requirement in connection with expo-
sures to Norwegian municipalities and county 
authorities. The regulations are framed as an 
interim solution since the Commission regulation 
has not yet been incorporated into the EEA Agree-
ment. 

4.1.4 Securities trading, securities funds and 
alternative investment funds 

Through the Act of 4 December 2015 No. 96 relat-
ing to changes to finance legislation, etc., the 
Storting made changes to instruments including 
the Act of 25 November 2011 No. 44 relating to 
securities funds (the Securities Funds Act). First, 
a new provision was adopted on the ability of secu-
rities funds to combine different investments vis-

à-vis a single issuer. This change took effect on 1 
January 2016. Second, the provision in the Securi-
ties Funds Act on the power of securities fund 
management companies to lend financial instru-
ments on behalf of the securities fund was 
repealed and replaced by a regulatory power per-
mitting rules to be issued by regulation on the use 
of portfolio management techniques. Lending of 
financial instruments is considered one of several 
such techniques. A change was also made to the 
Securities Funds Act which permits securities 
fund management companies to provide fund 
assets on behalf of the fund as security for con-
tracts concluded to achieve efficient portfolio 
management. These changes will take effect on 1 
July 2016.

On 17 April 2015, the Ministry of Finance 
adopted amendments to the Regulations of 29 
June 2007 No. 876 under the Securities Trading 
Act (the Securities Trading Regulations). The 
amendments allow undertakings listed in a regu-
lated Norwegian market to apply standard Chi-
nese, Canadian or South Korean accounting prin-
ciples in their financial reporting, since these are 
deemed consistent with International Financial 
Reporting Standards (IFRS) adopted pursuant to 
Regulation (EC) No. 1606/2002. The amendments 
implement EEA rules corresponding to Commis-
sion Implementing Decision 2012/194/EU.

On 1 September 2015, the Ministry of Finance 
made changes to the Regulations of 29 June 2007 
No. 876 under the Securities Trading Act, the Reg-
ulations of 21 December 2011 No. 1467 under the 
Securities Funds Act and the Regulations of 26 
June 2014 No. 877 under the Act relating to the 
management of alternative investment funds. The 
changes require investment firms and securities 
fund management companies to submit reports 
on their operations to Finanstilsynet every six 
months instead of every quarter. Managers of 
alternative investment funds are now also 
required to report on their operations to Finanstil-
synet every six months. The changes came into 
force on 1 October 2015.

Through the Regulations of 3 September 2015 
No. 1022, the Ministry of Finance introduced 
amendments to the Regulations of 21 December 
2011 No. 1467 under the Securities Funds Act. 
The changes related to manager registration of 
securities fund ownership interests in a fund’s reg-
ister of ownership interests. The amendments per-
mit managers – instead of maintaining a running 
overview of the beneficial owners of security fund 
ownership interests – to ensure by means of 
agreement that sub-managers meet the duty to 
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register beneficial owners and provide informa-
tion to the securities fund management company 
on request. The regulatory amendments make no 
changes to other manager duties, such as the duty 
to provide information on beneficial owners to the 
tax assessment authorities. The reason for the 
regulatory amendments was that the duty of man-
agers to register beneficial owners on an ongoing 
basis created difficulties for both foreign manag-
ers and the export-focused segment of the Norwe-
gian industry which wished to market its funds via 
European fund platforms. The changes took effect 
on 1 January 2016.

The Act relating to the setting of benchmark 
rates was adopted on 4 December 2015. In the 
Regulations of 4 December 2015 No. 1410, the 
Ministry of Finance introduced rules on a transi-
tional scheme and entry into force. The Act 
became effective on 1 January 2016 and will apply, 
among other things, to the setting of the Norwe-
gian money market rate Nibor (Norwegian Inter-
bank Offered Rate). The regulations provide that 
administrators of benchmark rates must satisfy 
statutory and any regulatory requirements by 1 
July 2016 and submit authorisation applications by 
the same date.

4.1.5 Estate agency

Through the Regulations of 9 June 2015 No. 618, 
the Ministry of Finance made amendments to the 
Regulations of 23 November 2007 No. 1318 repeal-
ing the provision setting out detailed require-
ments applicable to the qualifying examination for 
estate agents. Following the amendments, estate 
agency students are subject to university colleges’ 
own programme and examination regulations, 
like other students. The changes entered into 
force on 1 July 2015.

By means of the Regulations of 11 December 
2015 No. 1466, the Ministry of Finance made a 
number of changes to the Regulations of 23 
November 2007 No. 1318 relating to estate 
agency. The changes concerned practical experi-
ence requirements for personal estate agency 
authorisation. The changes took effect on 1 Janu-
ary 2016. 

4.1.6 Accounting, auditing and bookkeeping

On 30 June 2015, Finanstilsynet approved an 
amendment to the Regulations relating to the 
authorisation of accountants, etc. The amendment 
concerned the content of the aptitude test require-
ment in the case of applicants with professional 

qualifications from other EEA member states 
(Directive 2005/36/EC). The amendment harmo-
nises the professional content of the aptitude test 
with the concentration requirement in the educa-
tional requirement for authorised accountants 
(recommended plan for the bachelor’s degree in 
economic and business administration with con-
centration in external accounting).

On 21 August 2015, the Ministry of Finance 
adopted changes to the Regulations of 17 Decem-
ber 2004 No. 1852 relating to implementation of 
EEA rules on adopted international financial 
reporting standards. The purpose of the regula-
tory amendments was to incorporate into Norwe-
gian law EEA rules corresponding to three Euro-
pean Commission regulations concerning 
changes to international financial reporting stan-
dards (respectively 2014/1361, 2015/28 and 
2015/29).

Changes to the Accounting Act relating to 
social responsibility reporting entered into force 
on 1 June 2013. The Ministry of Finance intro-
duced transitional rules pending regulatory provi-
sions on such reporting in accordance with inter-
national standards. On 9 December 2015, the Min-
istry adopted amending regulations which 
extended the transitional rules to the financial 
years 2016 and 2017. The transitional rules permit 
reporting under the Global Compact and the 
Global Reporting Initiative (GRI) to replace the 
social responsibility statement required by section 
3-3c, first paragraph, of the Accounting Act.

4.1.7 Miscellaneous

In June and December of each year, the Ministry 
of Finance sets a late payment interest rate for the 
next six-month period; see section 3 of Act of 17 
December 1976 No. 100 relating to Late Payment 
Interest, etc. (the Late Payment Interest Act). The 
rate equals the Norges Bank key policy rate, with 
a surcharge of no less than eight percentage 
points. On 22 June 2015, the late payment interest 
rate for the second half of 2015 was fixed at 9.00 
percent p.a.; see the Regulations of 22 June 2015 
No. 729 relating to late payment interest. At the 
same time, the Ministry of Finance stipulated a 
standard debt collection cost compensation 
amount of NOK 330; see section 3a of the Late 
Payment Interest Act. The late payment interest 
rate for the first half of 2016 was set at 8.75 per-
cent p.a.; see the Regulations of 17 December 
2015 No. 1694. The same regulations set the stan-
dard debt collection cost compensation amount 
for the first half of 2016 at NOK 370.
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On 16 June 2015, the Ministry of Finance 
adopted regulations permitting all central counter-
parties to be deemed “qualified” pursuant to the 
provisions of the Capital Requirements Regula-
tions until 15 December 2015. This transitional 
arrangement corresponds to the rules adopted by 
the European Commission in Regulation (EU) 
2015/880. The transitional arrangement was 
extended until 15 June 2016 by regulatory amend-
ment of 14 December 2015. This corresponds to 
the rules adopted by the European Commission 
on 11 December 2015 in Regulation (EU) 2015/
2326.

4.2 Enacted regulations

In total, the Ministry of Finance and Finanstil-
synet enacted 40 sets of financial market regula-
tions in 2015:
Regulations of 17 April 2015 No. 384 relating to 

amendment of regulations under the Securities 
Trading Act (the Securities Trading Regula-
tions)

Regulations of 9 June 2015 No. 618 relating to 
amendment of the Regulations relating to 
estate agency 

Regulations of 15 June 2015 No. 634 relating to 
requirements applicable to new residential 
mortgages

Regulations of 16 June 2015 No. 661 relating to 
amendment of the Regulations of 14 December 
2006 No. 56 relating to capital requirements for 
commercial banks, savings banks, financial 
undertakings, financial group holding compa-
nies, investment firms and securities fund man-
agement companies, etc. 

Regulations of 18 June 2015 No. 691 relating to 
amendment of the Regulations relating to the 
level of counter-cyclical capital buffers

Regulations of 19 June 2015 No. 712 relating to 
amendment of the Regulations relating to 
mortgage companies which issue covered 
bonds secured on public loans, residential 
mortgages or other real estate

Regulations of 22 June 2015 No. 729 relating to 
interest in connection with late payment and 
compensation for collection costs (second half 
of 2015)

Regulations of 30 June 2015 No. 822 relating to 
amendment of the Regulations relating to the 
authorisation of accountants, etc.

Regulations of 21 August 2015 No. 975 relating to 
amendment of the Regulations of 17 December 
2004 No. 1852 relating to implementation of the 

EEA provisions on adopted international finan-
cial reporting standards

Regulations of 25 August 2015 No. 999 under the 
Financial Undertakings Act relating to imple-
mentation of the Solvency II Directive (the Sol-
vency II Regulations)

Regulations of 1 September 2015 No. 1016 relating 
to amendment of regulations under the Act 
relating to the management of alternative 
investment funds

Regulations of 1 September 2015 No. 1017 relating 
to amendment of regulations under the Securi-
ties Trading Act

Regulations of 1 September 2015 No. 1018 relating 
to amendment of regulations under the Securi-
ties Funds Act

Regulations of 3 September 2015 No. 1022 relating 
to amendment of regulations under the Securi-
ties Funds Act

Regulations of 30 September 2015 No. 1137 relat-
ing to amendment of the Regulations relating 
to the disclosure duty of insurance companies 
in respect of agreements concerning insurance 
other than life insurance

Regulations of 2 October 2015 No. 1144 relating to 
amendment of the Regulations relating to rela-
tionships between members of Norges Bank’s 
Executive Board and other credit institutions 
and enterprises (Regulations of 7 August 2000 
No. 809)

Regulations of 9 October 2015 No. 1175 relating to 
amendment of regulations under the Act of 24 
November 2000 No. 81 relating to defined-con-
tribution pension schemes in employment rela-
tionships (the Defined-Contribution Pensions 
Act) 

Regulations of 9 October 2015 No. 1177 relating to 
amendment of regulations under the Occupa-
tional Pension Act

Regulations of 30 October 2015 No. 1247 relating 
to amendment of regulations relating to the 
jurisdiction of the Norwegian Labour and Wel-
fare Administration (NAV) to determine pen-
sionable income and social security contribu-
tions

Regulations of 25 November 2015 No. 1357 relat-
ing to amendment of the Regulations relating 
to capital requirements and national adaptation 
of CRR/CRD IV (the CRR/CRD IV Regula-
tions)

Regulations of 25 November 2015 No. 1358 relat-
ing to amendment of the Regulations relating 
to appropriate liquidity management

Regulations of 1 December 2015 No. 1375 relating 
to approval of amendments to the articles of 
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financial undertakings and financial founda-
tions

Regulations of 1 December 2015 No. 1376 relating 
to approval of amendments to the articles of 
financial undertakings and financial founda-
tions

Regulations of 4 December 2015 No. 1410 under 
the Act on the setting of benchmark rates (the 
Benchmark Rate Regulations)

Regulations of 9 December 2015 No. 1432 relating 
to amendment of the Regulations of 3 June 
2013 No. 568 relating to transitional provisions 
supplementing the Act of 19 April 2013 No. 15 
relating to amendments to the Accounting Act 
and certain other statutes 

Regulations of 11 December 2015 No. 1464 relat-
ing to amendment of the Regulations relating 
to capital requirements and national adaptation 
of CRR/CRD IV (the CRR/CRD IV Regula-
tions)

Regulations of 11 December 2015 No. 1466 relat-
ing to amendment of the Regulations relating 
to estate agency

Regulations of 15 December 2015 No. 1640 relat-
ing to amendment of regulations under the 
Occupational Pension Schemes Act

Regulations of 17 December 2015 No. 1694 relat-
ing to interest in connection with late payment 
and compensation for collection costs (first half 
of 2016)

Regulations of 18 December 2015 No. 1760 relat-
ing to amendment of the Regulations of 14 
December 2006 No. 56 relating to capital 
requirements for commercial banks, savings 
banks, financial undertakings, financial group 
holding companies, investment firms and secu-
rities fund management companies, etc. 

Regulations of 18 December 2015 No. 1762 relat-
ing to amendment of the Regulations relating 
to capital requirements and national adaptation 

of CRR/CRD IV (the CRR/CRD IV Regula-
tions)

Regulations of 18 December 2015 No. 1763 relat-
ing to amendment of the Regulations relating 
to implementation of the Solvency II Directive 
(the Solvency II Regulations)

Regulations of 18 December 2015 No. 1764 relat-
ing to consolidation, etc. in cross-sector groups

Regulations of 18 December 2015 No. 1765 relat-
ing to capital requirements for holding compa-
nies in financial groups primarily comprising 
insurance companies

Regulations of 18 December 2015 No. 1775 relat-
ing to the annual accounts of non-life insurance 
companies

Regulations of 18.desember 2015 No. 1776 relating 
to the settlement of supervision costs

Regulations of 18 December 2015 No. 1780 relat-
ing to repeal of the Regulations relation to 
application of robustness provisions on a con-
solidated basis, etc.

Regulations of 21 December 2015 No. 1807 relat-
ing to provisions supplementing the Solvency 
II Regulations. Adopted by Finanstilsynet pur-
suant to the Regulations of 25 August 2015 No. 
999 under the Financial Undertakings Act 
relating to implementation of the Solvency II 
Directive (the Solvency II Regulations)

Regulations of 18 December 2015 No. 1824 relat-
ing to the annual accounts of life insurance 
companies

Regulations of 21 December 2015 No. 1794 relat-
ing to transitional provisions, etc. supplement-
ing the Act of 10 April 2015 No. 17 relating to 
financial undertakings and financial groups 
(the Financial Undertakings Act) 

Delegation of 21 December 2015 No. 1803 of the 
Ministry’s powers under the Financial Under-
takings Act to Finanstilsynet
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5  Implementation of monetary policy

5.1 Monetary policy guidelines

Pursuant to section 1 of the Norges Bank Act, 
Norges Bank shall be an executive and advisory 
body for monetary, credit and foreign exchange 
policy. The Bank shall issue banknotes and coins, 
promote an efficient payment system and monitor 
the money, credit and foreign exchange markets.

The current monetary policy guidelines were 
introduced by regulation on 29 March 2001; see 
Box 6.1. The guidelines were explained and 
expanded on in Report No. 29 (2000–2001) to the 
Storting on economic policy guidelines, published 
the same day.

According to the regulations, Norges Bank’s 
implementation of monetary policy must focus on 
low, stable inflation, defined as annual growth in 
consumer prices which over time is close to 2.5 
percent. Report No. 29 (2000–2001) further stated 
that Norges Bank must adopt a forward-looking 
approach when setting the interest rate, and take 
sufficient account of uncertainty associated with 
macroeconomic forecasts and assessments. When 
the Executive Board of Norges Bank sets the 
interest rate, it must take into account that it may 
take time for changes in policy to take effect. 

The long-term task of monetary policy is to 
help give the economy a nominal anchor point. 

Box 5.1 Regulation on monetary policy

Established by Royal Decree of 29 March 2001 
pursuant to section 2, third paragraph, and sec-
tion 4, second paragraph, of the Norges Bank Act.

I

Section 1

Monetary policy shall be aimed at stability in the 
Norwegian krone’s national and international 
value, contributing to stable expectations con-
cerning exchange rate developments. At the 
same time, monetary policy shall underpin fiscal 
policy by contributing to stable developments in 
output and employment.

Norges Bank is responsible for the imple-
mentation of monetary policy.

Norges Bank’s implementation of monetary 
policy shall, in accordance with the first para-
graph, be oriented towards low and stable infla-
tion. The operational target of monetary policy 
shall be annual consumer price inflation of 
approximately 2.5 percent over time.

In general, the direct effects on consumer 
prices resulting from changes in interest rates, 
taxes, excise duties and extraordinary tempo-
rary disturbances shall not be taken into 
account. 

Section 2

Norges Bank shall regularly publish the assess-
ments that form the basis for the implementa-
tion of monetary policy.

Section 3

The international value of the Norwegian krone 
is determined by the exchange rates in the for-
eign exchange market. 

Section 4

On behalf of the State, Norges Bank communi-
cates the information concerning the exchange 
rate system ensuing from its participation in the 
International Monetary Fund; see section 25, 
first paragraph, of the Act on Norges Bank and 
the Monetary System. 

II

This regulation comes into force immediately. 
Regulation No. 0331 of 6 May 1994 on the 
exchange rate system for the Norwegian krone 
is repealed from the same date.
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The regulations established flexible inflation tar-
geting as a guideline for monetary policy. In the 
short and medium term, Norges Bank must bal-
ance the consideration of low, stable inflation with 
the consideration of stability in output and 
employment. Often, there is no conflict between 
these two considerations. If a conflict arises, 
Norges Bank must exercise discretion and weight 
the two considerations against one another. 

5.2 Instruments and balancing 
exercises in the context of 
monetary policy

The most important instrument in the conduct of 
monetary policy is the key policy rate, i.e. the inter-
est rate on banks’ overnight deposits with Norges 
Bank. In normal circumstances, changes in the key 
policy rate have a strong effect on the very short-
term money market rates. Market rates for loans 
and investments with longer terms are influenced 
by the level of the key policy rate and by the expec-
tations of market participants regarding the future 
development of the key policy rate. 

Market expectations regarding the key policy 
rate depend on the market participants’ beliefs 
concerning economic developments, particularly 
in relation to growth and price rises, and their 
view on the central bank’s future actions. Market 
rates influence the krone exchange rate, the 
prices of securities, housing prices and demand 
for loans, investment and consumption. Norges 
Bank’s key policy rate also influences expec-
tations regarding economic developments and 
future inflation. Through all of these channels, 
the interest rate influences the total demand and 
output situation, as well as prices and wages.

In its 2015 Annual Report, Norges Bank wrote, 
among other things, the following about flexible 
inflation targeting:

Norges Bank seeks to maintain inflation close 
to 2.5% over time. In its conduct of monetary 
policy, Norges Bank operates a flexible infla-
tion targeting regime, so that weight is given to 
both variability in inflation and variability in 
output and employment when setting the key 
policy rate.

Norges Bank publishes their Monetary Policy 
Report four times a year, simultaneously with the 
interest rate decisions of the Executive Board. In 
the reports, Norges Bank analyses the economic 
situation and developments. The reports also con-

tain Norges Bank’s assessments of the counter-
cyclical capital buffer; see the discussion in chap-
ter 2.

Norges Bank publishes forecasts of future 
developments, including forecast for the key pol-
icy rate. The bank describes how different mone-
tary policy considerations are balanced. If Norges 
Bank’s monetary policy actions are regarded as 
stable and credible, the effect of monetary policy 
is also strengthened. Norges Bank has developed 
a set of criteria for what the bank considers to be a 
good future development of the interest rate. The 
criteria are discussed in the Monetary Policy 
Reports. 

The implementation of monetary policy 
requires good access to information about eco-
nomic developments. Since 2002, Norges Bank 
has gathered information about output and price 
trends and planned investment and employment 
levels from its own regional network of firms and 
public enterprises. Around 1,500 contacts are 
linked through this network. Along with available 
official statistics, the reports from the regional 
network constitute an important part of the 
Bank’s decision-making basis.

5.3 Implementation of monetary 
policy in 2015

Monetary policy takes effect with a time lag. 
Developments in inflation, output and employ-
ment in 2015 are therefore also influenced by the 
monetary policy pursued in preceding years.

At the interest rate meeting in December 2014, 
Norges Bank reduced the key policy rate by 0.25 
percentage points, to 1.25 percent. The key policy 
rate strategy adopted by the Executive Board in 
the December 2014 Monetary Policy Report was 
that the interest rate should lie in the interval ¾–
1¾ percent in the period until publication of the 
next report in March 2015, unless the Norwegian 
economy was exposed to major new shocks.

Prior to the March interest rate meeting, sev-
eral central banks, including the European Cen-
tral Bank (ECB) and Sveriges Riksbank, imple-
mented further monetary policy easing. Growth 
among trading partners was moderate, and 
approximately as forecasted in the December 
2014 Monetary Policy Report. Both oil prices and 
the Norwegian krone developed somewhat 
weaker than anticipated. According to Norges 
Bank, the Norwegian economy developed gener-
ally as expected, although the future outlook was 
weaker than previously assumed. At the interest 
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rate meeting in March, Norges Bank emphasised 
that the key policy rate had been cut in December 
2014 to counter the risk of a sharp weakening of 
the Norwegian economy due to falling oil prices. 
Until then, the impact on the real economy had 
been relatively small. Following an overall assess-
ment, the Executive Board decided to keep the 
key policy rate unchanged at 1.25 percent. In 
Monetary Policy Report 1/15 (PPR 1/15), the 
bank presented a key policy rate projection indi-
cating that the rate would lie around 1 percent for 
the next few years, before increasing gradually. 
The key policy rate projection was lower than in 
December 2014, for the entire projection period.

During the spring, growth among trading part-
ners was slightly weaker than forecasted in PPR 1/
15. Nevertheless, growth in the Norwegian econ-
omy was about as expected. The outcome of the 
wage settlement process indicated that wage 
growth in 2015 would be lower than estimated. 
Housing prices had continued to rise, and house-
hold debt growth was higher than expected. Con-
sumer price inflation was close to 2.5 percent, 
approximately as forecasted. At the interest rate 
meeting in May, the Executive Board decided to 
keep the key policy rate unchanged at 1.25 percent.

Prior to the interest rate meeting in June, 
growth among trading partners was weaker than 
anticipated. In June, oil prices lay between USD 60 
and USD 65 per barrel, i.e. a little higher than 
assumed in the March Monetary Policy Report. 
Thus far in the quarter, the Norwegian krone had 
developed as projected by Norges Bank in PPR 1/
15, although it depreciated in the weeks preced-
ing the interest rate meeting. New information 
indicated that growth in the Norwegian economy 
was a little weaker than expected, and Norges 
Bank also considered the future outlook to have 
weakened. Consumer price inflation had fluctu-
ated between 2 and 2.5 percent recently. Norges 
Bank pointed out that the depreciation of the 
krone was likely to raise inflation for a period of 
time, but that longer-term inflation would be 
dampened by the drop in the wage growth. At the 
June interest rate meeting, Norges Bank empha-
sised that longer-term growth prospects and infla-
tion drivers had weakened. Following an overall 
assessment, the Executive Board decided to cut 
the key policy rate by 0.25 percentage points, to 
1.0 percent. In Monetary Policy Report 2/15, the 
bank presented a key policy rate projection indi-
cating that the rate would lie just above ¾ percent 
for the next year, before increasing gradually. The 
key policy rate projection was somewhat lower 
than in March 2015 for the period until the second 

half of 2017, but a little higher towards the end of 
the projection period.

Oil prices fell throughout the summer. The 
Norwegian krone depreciated sharply, and was 
weaker than forecasted in the June Monetary 
Policy Report. Estimated growth among Nor-
way’s trading partners was somewhat lower than 
in June, and prices in the interest rate market 
indicated further postponement of the expected 
rise in foreign interest rates. Growth in the Nor-
wegian economy was approximately as predicted 
in PPR 2/15, although the future growth outlook 
appeared weaker. Consumer price inflation was 
higher than forecasted by Norges Bank in June. 
At the interest rate meeting in September, the 
Executive Board of Norges Bank emphasised 
that the decline in oil prices would slow the 
growth in the Norwegian economy. It was 
pointed out that the krone depreciation was 
likely to boost consumer price inflation in the 
short term, but that inflation was expected to fall 
in the longer term. At the September interest 
rate meeting, the Executive Board decided to cut 
the key policy rate by 0.25 percentage points, to 
0.75 percent. The bank also published a projec-
tion for the key policy rate indicating that it 
would fall to just over ½ percent in 2016. The key 
policy rate projection was lower than in June 
2015, for the entire projection period.

In the period leading up to the November 
interest rate meeting, trading partners’ growth 
was approximately as forecasted in Monetary Pol-
icy Report 3/15. Several central banks had sig-
nalled further monetary policy easing. Oil prices 
developed generally as expected by Norges Bank, 
although the krone was weaker than forecasted in 
PPR 3/15. Growth in the Norwegian economy 
was slightly weaker than anticipated. At the inter-
est rate meeting in November, following an overall 
assessment, Norges Bank decided to keep the key 
policy rate unchanged, at 0.75 percent.

Oil prices continued to decline after the 
November interest rate meeting, falling just below 
USD 40 per barrel in December 2015. There were 
prospects of slightly higher growth among trading 
partners, about as forecasted in PPR 3/15. The 
Norwegian economy’s growth in December was 
in line with Norges Bank’s September estimates. 
However, there were signs that the oil-price drop 
was having an impact on other sectors of the Nor-
wegian economy; ones which had continued to 
grow thus far. On the other hand, the krone’s 
depreciation improved the profitability of export-
ers and import-competing industry. Consumer 
price inflation was approximately as forecasted by 
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Norges Bank in September. At its December inter-
est rate meeting, the Executive Board emphasised 
that the Norwegian economy had developed gen-
erally as predicted in PPR 3/15. The future 
growth outlook was a little weaker than expected. 
However, the Executive Board also stated that 
uncertainty about the effect of monetary policy 
suggested that a gradual approach should be 
adopted in the interest rate setting. Following an 
overall assessment, Norges Bank decided to keep 
the key policy rate unchanged, at 0.75 percent. In 
Monetary Policy Report 4/15, the bank presented 
a projection for the key policy rate indicating that 
it would decline to just under ½ percent in 2016. 
The key policy rate projection was lower than in 
September.

Figure 5.2 shows changes in the projected key 
policy rate from Monetary Policy Report 4/14 to 
Monetary Policy Report 4/15. Norges Bank 
reduced its key policy rate projection for the next 
three years throughout 2015. The bars show the 
individual contributions of different factors to 
changes in Norges Bank’s interest rate projection. 
The prospect of lower domestic demand and 
reduced wage growth both pulled the interest rate 
projection down during the course of the year, 
while the depreciation of the krone had the oppo-
site effect. 

5.4 Development of money-market 
risk premiums

Risk premiums in the Norwegian money market 
rose from 2014 to 2015. Measured as the differ-
ence between the three-month money market rate 
on loans denominated in Norwegian kroner and 
market participants’ expected key policy rate in 

the same period, the average premium was just 
above 30 basis points in 2015. 

In its 2015 Annual Report, Norges Bank wrote 
the following regarding the reason for the 
increase in the risk premium:

Nibor panel banks base their daily Nibor quot-
ing on a USD interest rate intended to reflect 
the banks’ cost of borrowing USD in the unse-
cured interbank market. The USD interest rate 
is adjusted for the forward premium between 
USD and NOK. With this construction of Nibor 
as a currency swap rate, external factors can 

Source: Norges Bank

Table 5.1 Interest rate decisions of the Executive Board of Norges Bank in 2015

Interest rate  
meeting

Change in 
percentage points

Key policy rate 
post-meeting

Projection for the average of 
the key policy rate in 2017

March 0.00 1.25 1 

May 0.00 1.25 –

June -0.25 1.00 1

September -0.25 0.75 ½

November 0.00 0.75 –

December 0.00 0.75 0.4

Figure 5.1 Projections for the key policy rate in 
various monetary police reports. Percent.  
2008 Q1 – 2018 Q41 
1 Figure 5.1 is identical to Figure 1.2 in Norges Bank’s annual 

report for 2015.
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have a contagion effect on Norwegian money 
market rates.

In 2015, the European Central Bank (ECB) 
decided to increase its securities purchases. 
This increased the supply of EUR relative to 
USD and raised the cost of swapping EUR for 
USD in the FX forward market. This indicates 
a higher premium in the Kliem USD interest 
rate, on which Nibor is based.

The forward premium between USD and 
NOK is influenced by the relative supply of 
USD and NOK. Low structural liquidity may 
make banks more uncertain of their own NOK 
liquidity situation. Periodically low structural 
liquidity, particularly towards the end of the 
year, is therefore likely to have contributed 
somewhat to the increase in premiums in 2015.

In recent years, the risk premium in the Norwe-
gian money market has been higher in Norway 
than in many other countries. This fact is an 
important driver of the authorities’ efforts over 
several years to introduce structural measures for 
the Norwegian money market.

Rules on the setting of Nibor and correspond-
ing interest rates in other countries have largely 
been left to the involved banks and their organisa-
tions. However, misuse and manipulation have 
been uncovered in various other countries, and the 
credibility of Nibor has also been questioned. By 
Royal Decree of 4 December 2015, it was decided 
that the Act relating to the setting of benchmark 
rates (the Benchmark Rate Act) would be intro-
duced on 1 January 2016. The Act is based on a 
consultation paper prepared by the Financial 
Supervisory Authority of Norway (Finanstilsynet), 
and its purpose is to make the setting of Norwegian 
benchmark rates subject to public regulation and 
supervision. The new act requires appropriate 
organisation of the setting of generally used bench-
mark rates, and approval of the administrator (the 
party responsible for setting the benchmark rate) 
and organisational arrangement by the Ministry of 
Finance. Finanstilsynet will supervise the setting of 
benchmark rates, and may order changes if such 
setting is found to be improper or otherwise con-
trary to the rules. 

Figure 5.2 Factors behind changes in the interest 
rate forecast between MPR 4/14 and MPR 4/15. 
Percentage points. 2016 Q1 – 2017 Q41

1 Figure 5.2 is identical to Figure 1.7 in Norges Bank’s annual 
report for 2015.

Source: Norges Bank
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5.5 Developments in inflation, 
production, employment and the 
exchange rate

The consumer price index (CPI) may vary consid-
erably from one month to the next, for example as 
a result of large fluctuations in electricity prices. 
Different indicators of underlying price growth 
attempt to eliminate consumer price changes 
occasioned by temporary disruptions. Consumer 
price inflation adjusted for tax changes and 
excluding energy products (CPI-ATE) is one such 
measure. Since 2008, Norges Bank has also calcu-
lated the CPIXE indicator of underlying inflation, 
in which CPI is adjusted for tax changes and tem-
porary changes in energy prices. CPIXE seeks to 
incorporate any applicable energy price trends.

Consumer price inflation (CPI) totalled 2.1 
percent from 2014 to 2015, up from 2.0 percent the 
previous year. The increase in CPI-ATE was 2.7 
percent in 2015. Over the past five years, CPI has 
increased by an average of 1.7 percent per year. 
Figure 5.4 shows consumer price inflation in 
recent years. 
In its 2015 Annual Report, Norges Bank wrote the 
following regarding the development of inflation 
over time:

Experience of flexible inflation targeting in 
Norway has been favourable. (…) Over the 
past 15 years, inflation has averaged somewhat 
below, but close to, 2.5%. The deviation from 
the inflation target may reflect a number of the 
supply-side characteristics of the 2000s, such 
as solid productivity growth, high labour immi-
gration and a low rise in prices for imported 
consumer goods.

If participants in the economy have confidence 
that the central bank will achieve its inflation tar-
get, they will expect inflation to equal the target in 
the long run. In its 2015 Annual Report, Norges 
Bank stated the following:

The stabilising effect of monetary policy on 
developments in output and employment is 
dependent on confidence that the inflation tar-
get will be achieved. Inflation will not be at tar-
get at all times, but if there is confidence in 
monetary policy, expected inflation will be 
close to the inflation target over time, which in 
itself helps to stabilise inflation.

Norges Bank has engaged Epinion to conduct 
quarterly surveys on topics including expected 

Figure 5.4 CPI and CPI-ATE. Twelve-month change. 
Percent. January 2010 – February 20161

1 Figure 5.4 is almost identical to Figure 1.33 in Norges 
Bank’s Monetary Policy Report 1/16.

Source: Norges Bank.
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inflation. Figure 5.6 shows the development in 
expected price growth in recent years. In the first 
quarter of 2016, economists expected consumer 
price inflation to be 2.3 percent in two years’ time 
and 2.2 percent in five years’ time. The social part-
ners expected price growth of 2.6 percent in two 
years’ time and 2.7 percent in five years’ time. 
Households’ expectations for the price growth 
have normally been somewhat higher.

Norges Bank uses measures including a calcu-
lated output gap to express its assessment of total 
capacity utilisation in the economy. The output 
gap illustrates deviations between mainland Nor-
way GDP and a calculated normal level. Figure 5.7 
shows Norges Bank’s calculated output gap and 
the variation in the output gap from 1982 to 2015. 
In its 2015 Annual Report, Norges Bank wrote 
that, by this measure, fluctuations in the economy 
have been reduced over time.

Considerable uncertainty attaches to the calcu-
lation of the output gap. Norges Bank Staff Memo 
8/12 stated the following, among other things:

Potential output is not observable and has to be 
estimated. There is thus uncertainty surround-
ing the output gap not only today and ahead, 

but also historically. Sources of uncertainty are 
whether the model chosen is appropriate for 
estimating potential output and the output gap 
(model uncertainty), the parameters in the var-
ious approaches have to be projected or esti-
mated (parameter uncertainty), and the histor-
ical figures and the estimates on which the out-
put gap is based may be revised ex post (data 
uncertainty). For example national accounts 
are often revised.

Norges Bank therefore considers that other indi-
cators must also be employed when evaluating 
capacity utilisation in the economy. Examples of 
such indicators include developments in unem-
ployment, employment and capacity utilisation 
reported by Norges Bank’s regional network. 

5.6 Other parties’ assessments of 
Norges Bank’s conduct of 
monetary policy

Several reports have been made on how monetary 
policy in Norway has been applied in the period 
following the presentation of the Financial Mar-

Figure 5.6 Expected consumer price inflation 2 and 
5 years ahead.2 Percent. 2003 Q1 – 2016 Q1 1

1 Figure 5.6 is identical to Figure 2.2 in Norges Bank’s Mone-
tary Policy Report 1/16.

2 Average of the expectations of social partners and econo-
mists in the financial industry and academia.

Source: Norges Bank
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kets Report 2014 in April 2015. The following sec-
tion briefly discusses the assessments in the fol-
lowing reports:
– “Norges Bank Watch 2016”, a report by a group 

of experts appointed by the Centre for Mone-
tary Economics (CME) at BI Norwegian Busi-
ness School. The Ministry of Finance contrib-
utes in the funding of these reports

– The OECD’s country report on Norway, which 
was published on 18 January 2016.

– The IMF’s report from September 2015, which 
was prepared in connection with an Article IV 
consultation.

– “Økonomisk utsyn over året 2015” (Economic 
perspectives 2015) by Statistics Norway, which 
was published on 10 March 2016.

The Norges Bank Watch report includes the fol-
lowing assessment on Norges Bank’s conduct of 
monetary policy in 2015: 

On the surface, monetary policy execution has 
been very successful this year. The Norwegian 
currency weakened sharply in 2013 and 2014, 
and this has continued during the year. The 
downturn has not markedly spread to indus-
tries and regions not directly hit by the oil price 
tumble, but we do not know to what extent this 
is a result of monetary policy or simply is the 
result of currency markets reacting to the 
weaker prospects of the Norwegian economy.

While we applaud the gradual lowering of 
the interest rate itself and the interest rate fore-
cast path, we have some critical remarks on 
Norges Bank’s communication with the public 
during the year. This has both to do with the 
communication given more continuously in 
monetary policy reports and otherwise, but we 
also wonder about to what degree Norges 
Bank’s mandate and the Bank’s own interpreta-
tion of the mandate in policy making enlightens 
us about what to expect when the economy 
enters uncharted terrain.

The Norges Bank Watch group is critical of 
Norges Bank’s monetary policy communications 
in connection with certain interest rate meetings 
in 2015. This applies particularly to the March 
meeting, when market participants and analysts 
expected Norges Bank to reduce the key policy 
rate but the rate was instead kept unchanged. The 
group comments as follows:

It is hard to avoid the conclusion that 2015 was 
a bad year for Norges Bank in terms of predict-

ability and consistency. It made a decision in 
March which few understood and no one fore-
saw. The meeting made it clear that shifts in 
risk assessment are not possible for outsiders 
to follow.

The group has put forward several proposals for 
improving monetary policy communications. For 
example, the group takes the view that, in connec-
tion with meetings after which no monetary policy 
report is published, Norges Bank should state 
more clearly whether new information indicates 
higher or lower future interest rates. The group 
also considers that information about whether the 
bank considered making a different decision at an 
interest rate meeting should be published in writ-
ing, not simply be provided orally at the press con-
ference.

The Norges Bank Watch group is also of the 
opinion that adopting a more explicitly formulated 
monetary policy mandate could help to make 
monetary policy more foreseeable. The group has 
discussed whether the mandate should define 
more explicitly how structural shocks and tempo-
rary disruptions are to be dealt with in the mone-
tary policy context. Theoretically, there are good 
reasons why monetary policy should aim to stabi-
lise domestic inflation. Nevertheless, the group 
argues that the forward-looking inflation target 
should be linked to consumer prices, as at pres-
ent. The group’s arguments include that a con-
sumer price inflation measure is easier to commu-
nicate, and that it is difficult to split inflation into a 
foreign and a domestic component. Monetary pol-
icy should nonetheless be applied in such a man-
ner that total inflation may deviate from the infla-
tion target for a period when the economy is hit by 
structural shocks and temporary disruptions. The 
group argues that, in the present situation, it is 
sensible for monetary policy to permit a consider-
able proportion of the adjustment of the real 
exchange rate to lower oil prices to occur through 
krone depreciation and temporary higher infla-
tion. In the report, the group writes the following:

We think – 15 years after the current macroeco-
nomic regime was introduced in Norway – it is 
time to evaluate the mandate and see if it needs 
to be reformulated. As mentioned, we think the 
current price flexible interpretation of the man-
date is sound in the present economic circum-
stances. Norges Bank states that it will abstract 
from “temporary disturbances” when setting 
its policy rate. Supply-driven high or low infla-
tion lasting a few years, as the low inflation fol-
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lowing the China-shock and today’s oil-price 
shock, could perhaps be denoted temporary 
disturbances. A sharper formulated mandate 
could make monetary policy more predictable, 
and the impact of monetary policy on the econ-
omy is often thought to depend critically of the 
public to anticipate future policy.

According to the group, Norges Bank exercises 
excessive discretion in taking robustness and 
financial stability into account when setting the 
interest rate path. In this regard, the group con-
siders that the monetary policy mandate should 
be amended to state more clearly whether and 
how monetary policy should promote financial 
stability and robust economic development. The 
group also questions whether the inflation target 
should be reduced from 2½ to 2 percent.

In its most recent Economy Survey of Norway, 
which was published on 18 January 2016, the 
OECD writes the following:

Norway’s flexible inflation-targeting regime 
has a good track record in delivering low and 
stable inflation. In parallel with many econo-
mies, the policy rate has been notched down in 
recent months; as of September 2015 the policy 
rate has been 0.75%. Within the current macro-
economic context, both globally and domesti-
cally, this further monetary easing has been 
warranted, reflecting renewed fears about the 
strength of the global economy generally, and 
in particular for Norway, in view of the oil price 
declines. There remains further room to 
manoeuvre. Inflation is temporarily boosted by 
currency depreciation but otherwise is con-
tained by remaining economic slack and infla-
tion expectations appear well anchored. Mone-
tary policy should therefore remain supportive 
for some time, but eventually tighten when 
growth picks up further. 

The IMF has commented as follows in a September 
2015 report linked to an Article IV consultation:

Directors supported the current monetary pol-
icy stance, while urging a careful monitoring of 
inflation and financial stability risks. They 
agreed that monetary policy should be the first 
line of defense if growth turns out significantly 
weaker than projected, as long as inflation 
expectations remain well anchored. They rec-
ommended the timely implementation of mac-
roprudential measures to contain rising house-
hold credit, in order to leave room for mone-

tary policy to support growth while pursuing 
the inflation target. 

In “Økonomisk utsyn over året 2015” (Economic 
perspectives 2015), Statistics Norway states that 
the key policy rate was reduced twice in 2015 and 
that money market rates are at record lows. It also 
stated that:

Increasingly expansionary monetary policy is 
also an important reason why the decline has 
not been greater. Combined with the fall in oil 
prices, lower interest rates have contributed to 
the krone’s depreciation by almost 30 percent 
from its peak at the start of 2013 until the end 
of last year. This entails a major improvement 
in cost competitiveness, which in turn is easing 
the situation for all Norwegian businesses 
competing internationally.

Financial stability is discussed further in chapter 2 
of this report. 

5.7 The Ministry’s assessment

The monetary policy guidelines were adopted on 
29 March 2001, and there was broad agreement in 
the Storting on these. Market participants, aca-
demics and the general public all appear to have 
confidence in Norwegian monetary policy. 
Norges Bank is mandated to exercise case-by-
case discretion within the framework of the guide-
lines. In the Ministry’s view, the division of 
responsibility between the political authorities and 
Norges Bank achieves the desired purpose.

The Ministry is of the opinion that the frame-
work for Norges Bank’s conduct of monetary pol-
icy is reliable and has proven itself to be robust 
even during the financial crisis. The guidelines 
enabled Norges Bank to cut interest rates sharply 
when inflation expectations and output dropped in 
the autumn of 2008. Expansionary monetary pol-
icy helped to stabilise the development of the Nor-
wegian economy. The framework is highly consis-
tent with practice in other countries which employ 
flexible inflation targeting

The framework has also coped well with the 
sharp drop in oil prices since June 2014. Norges 
Bank reduced the key policy rate to 0.75 percent 
in 2015, and further to an all-time low of 0.50 per-
cent in March 2016. Combined with falling oil 
prices, these interest rate cuts have caused a 
marked depreciation of the krone and improved 
the competitiveness of Norwegian businesses. 
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These developments have helped curb the slow-
down in the Norwegian economy’s growth rate 
and rising unemployment.

In April 2015, an official commission was 
appointed to consider modernisation of the Norges 
Bank Act. The commission is due to deliver its 
report by 10 April 2017. Parallel to the commis-
sion’s work, the Ministry will evaluate the need to 
modernise the Regulation on Monetary Policy.

The Regulation states that Norges Bank’s 
implementation of monetary policy shall be ori-
ented towards low and stable inflation, defined as 
annual consumer price growth of approximately 
2.5 percent over time. In the short and medium 
term, monetary policy shall balance the objective 
of low and stable inflation with the objective of sta-
ble output and employment.

Monetary policy is the first line of defence in 
the context of stabilisation policy. Monetary policy 
instruments can quickly be changed if the eco-
nomic outlook changes.

Monetary policy must be forward-looking. 
Norges Bank sets the interest rate with the aim of 
stabilising inflation close to the 2.5 percent target 
in the medium term. The time horizon depends on 
the disruptions to which the economy is exposed, 
and on what effects such disruptions have on 
inflation and the real economy looking forward. In 
its conduct of monetary policy, Norges Bank is 
required to balance the objective of stable inflation 
with the objective of stable output and employ-
ment in the short to medium term.

When evaluating price trends over time, the 
key measure is the development in total CPI. Over 
the past 15 years, inflation has averaged out at 
somewhat less than, but close to, 2.5 percent. 
Increased global division of labour has resulted in 
low growth and, at times, falling prices for 
imported consumer goods during this period. 
This has strengthened the purchasing power of 
Norwegian households and helped maintain prof-
itability among Norwegian businesses.

There appear to be firm expectations that infla-
tion will be close to target for several years to 
come; see section 5.5 above. Such confidence in 
the inflation target makes it easier for Norges 
Bank to contribute to stability in output and 
employment.

Total CPI development varies significantly 
from year to year, not least due to large fluctua-
tions in electricity prices. When assessing current 
inflation and the future outlook, therefore, CPI 
does not provide the best assessment basis. 
Underlying inflation cannot be observed directly, 
and must thus be calculated. Norges Bank uses 

several indicators to obtain a picture of underlying 
inflation. Consumer prices adjusted for tax 
changes and excluding energy products (CPI-
ATE) is a key index. Norges Bank also calculates 
the CPIXE index, which has methodological simi-
larities to CPI-ATE but takes account of trends in 
the development of energy prices. No single indi-
cator can provide a complete answer to the ques-
tion of what underlying price inflation is or will be 
in the near future. Using several different indica-
tors of this quantity, as Norges Bank does, helps 
to improve the assessment basis.

The Norwegian krone has depreciated mark-
edly in recent years. Measured by the import-
weighted krone exchange rate, the krone weak-
ened by 5.1 percent in 2014 and 9.4 percent in 2015. 
The weakening of the krone is linked to the drop in 
oil prices and the weakened growth prospects of 
the Norwegian economy. The krone’s depreciation 
has been supported by Norges Bank’s interest rate 
cuts. In a floating exchange-rate system, the 
exchange rate must be expected to vary. This can 
help to stabilise economic developments and ease 
economic restructuring. The recent depreciation of 
the krone has helped improve the situation for 
enterprises in Norway engaged in international 
competition at a time when demand from the oil 
industry has fallen sharply.

Clear communication of the intentions behind 
the orientation of monetary policy helps to stabi-
lise expectations among participants in the econ-
omy. Norges Bank’s publication of its own future 
interest rate path is important in this respect.

Norwegian monetary policy seeks to be robust 
and to address the risk of especially unfavourable 
economic outcomes. Norges Bank has stated that 
monetary policy should help to counteract the 
development of financial imbalances. When there is 
particular uncertainty about future economic devel-
opments, it may be right to focus monetary policy 
on avoiding or alleviating the most unfavourable 
outcomes. In such situations, more proactive mone-
tary policy may also be indicated.

Robustness is not an independent objective, 
but Norges Bank emphasises that robustness may 
lead to a better development in inflation, output 
and employment over time. 

Responsibility for the safeguarding of financial 
stability is shared between the Ministry of Finance, 
Norges Bank and the Financial Supervisory 
Authority Of Norway (Finanstilsynet). Norges 
Bank and Finanstilsynet are charged with verifying 
that the financial system is robust and efficient, and 
therefore monitor financial institutions, securities 
markets and payment systems to identify stability 
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threats. Norges Bank is the lender of last resort for 
banks. Norges Bank is mandated to prepare a deci-
sion-making basis and advise the Ministry on the 
size of the counter-cyclical capital buffer require-
ment for banks. The bank does this through both 
its quarterly monetary policy reports and separate 
letters of advice to the Ministry. The Ministry of 
Finance has no comments on the form of the deci-
sion-making basis or the way in which Norges 
Bank explains its advice relating to the counter-
cyclical capital buffer requirement for Norwegian 
financial institutions. Chapter 2 of this report con-
tains further discussion of financial stability efforts. 
The counter-cyclical capital buffer is discussed in 
Box 2.4.

To allow households and other participants in 
the economy to make appropriate adjustments, it 

is important that Norges Bank provides clear 
information on its monetary policy assessments. 
The bank has published its own interest rate pro-
jections since the autumn of 2005. The bank has 
attracted international attention due to its trans-
parency and reliable communication of the assess-
ments behind the application of monetary policy. 
Norges Bank also reports on the factors empha-
sised by the Executive Board when preparing 
interest rate decisions. The Ministry considers 
that, overall, Norges Bank communicates assess-
ments relating to the use of monetary policy 
instruments clearly.

The Ministry sees no grounds for commenting 
on Norges Bank’s conduct of monetary policy in 
2015.
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