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1 Introduction

Every year, the Ministry of Finance submits a
report to the Storting on developments in Nor-
wegian and international financial markets. This
year, parts of the report are made available in
English.

Chapter 2 addresses the financial industry and
the financial stability outlook in Norway. The
chapter discusses, inter alia, the macroeconomic
situation, financial market conditions, risk develop-
ments for financial institutions, as well as the sol-
vency and earnings of such institutions. It also

includes an analysis of the competition situation in
the Norwegian banking market.

Chapter 3 provides an overview of certain key
financial market regulation initiatives.

Chapter 4 addresses the main aspects of the
regulatory amendments implemented in Norway,
as well as the most important financial market
licensing cases dealt with by the Ministry of
Finance and Finanstilsynet (the Norwegian finan-
cial supervisory authority) in 2013.
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2 The financial industry and the financial stability outlook

2.1 Introduction and summary

Financial stability is conditional upon the financial
system being sufficiently robust to accept depos-
its and other repayable funds from the public,
arrange funding, make payments and reallocate
risk in a satisfactory manner. An important pre-
requisite for this is that banks and other financial
institutions are strong and function as intended.

This chapter addresses the structure of the
Norwegian financial industry, the financial stabil-
ity outlook and competition conditions in the Nor-
wegian banking industry. The initial sections pro-
vide an overview of the Norwegian financial
industry, the work being done in terms o safe-
guarding financial stability in Norway and the
macroeconomic situation. The financial stability
outlook is examined in separate sections on credit
institutions, insurance, pensions and investment
firms. These sections provide overviews and
assessments of market conditions, risk develop-
ments, as well as the solvency and earnings of
institutions. Moreover, the chapter includes a sep-
arate discussion of operational risk in financial
undertakings. Finally, it provides a review of com-
petition conditions in the Norwegian banking
industry.

Much of the background information and data
for this chapter have been obtained from Norges
Bank and Finanstilsynet.

2.2 Overview of the financial industry

2.2.1 Economicrole and structure

The financial system performs payments and facil-
itates the reallocation of risk by corporations and
households. The financial market enables smooth-
ing of consumption over time, purchasing of
homes, funding of business ventures, investment
of savings, insuring against disability and property
damage, as well as saving for retirement pension.
A wellfunctioning financial market promotes
security and economic growth.

Total household debt in 2013 was approxi-
mately NOK 2,500 billion, of which 88 pct. was

borrowed from credit institutions. The domestic
debt of non-financial corporations was NOK 1,400
billion, of which 80 pct. was borrowed from credit
institutions. In addition, corporations use the
bond and certificate market to fund their activi-
ties. 14 pct. of corporate debt is in the form of
bond and certificate debt. The bond and certifi-
cate market has become a more important source
of funding for non-financial corporations in the last
couple of years; see Box 2.1.

The financial sector funds economic activity by
providing loans and equity, and it channels and
manages large sums on behalf of its customers.
Norwegian banks manage approximately NOK
1,900 billion in deposits and borrowings from cus-
tomers. Life insurers manage approximately NOK
1,000 billion set aside for the funding of future
pension benefits.

The financial system comprises financial insti-
tutions and other market participants, market-
places and transaction infrastructure. It is import-
ant for all economies that the financial transac-
tions resulting from economic interaction can be
executed swiftly, securely and at low cost. One
characteristic of the Norwegian financial market
is the development of an efficient and well-func-
tioning financial infrastructure to handle such
transactions. The abolition of paper-based ser-
vices and the use of electronic solutions have
delivered important efficiency gains. The Finan-
cial Markets Report 2012 devoted a separate chap-
ter to the financial infrastructure in Norway.

Financial market undertakings hold licenses
based on what type of activities they are engaged
in. Credit institutions, i.e. banks, credit undertak-
ings and finance companies, are by far the largest
group in terms of total assets, followed by life
insurance companies in second place, cf. Figure
2.3 and Table 2.1. The figure illustrates develop-
ments in the relationship between the total assets
of credit institutions and insurance companies,
with the exception of pension funds, and mainland
Norway GDP. The financial sector has grown as a
portion of the overall Norwegian economy over
the period from 1970 to 2013. Growth in the total
assets of credit institutions, insurance companies
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Box 2.1 Growth in the Norwegian bond and certificate market

At yearend 2013, approximately 14 pct. of the
domestic debt of non-financial corporations was
borrowed in the bond and certificate market.
Bond and certificate debt as a portion of total
domestic debt has increased over the last couple
of years, but bond debt is nonetheless a smaller
portion of total debt than, for example, a decade
ago, cf. Figure 2.1A. Banks and other financial
institutions account for more than 80 pct. of such
debt. Like in many other European countries,
financial institutions in Norway have a dominant

position in the market for loans to non-financial
corporation. In certain other countries, for exam-
ple the UK and the US, it is more common to
engage in borrowing via the bond and certificate
market.

Norwegian non-financial corporations have
accumulated more bond and certificate debt over
the last two years; see Figure 2.1B. In 2012 and
2013, borrowing in the market accounted for 22
and 42 pct., respectively, of the increase in the
domestic debt of corporations.
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Figure 2.1 Domestic credit (C2) for Norwegian non-financial corporations from different sources of credit!

1

Financial institutions, etc., includes credit institutions, insurance companies, pension funds and the statistical grouping

«other sources» (primarily lending from Export Credit Norway).

Source: Statistics Norway.

Activity in the Norwegian bond and certificate
market is high, especially with regard to corpo-
rate bonds in the manufacturing sector, cf. Fig-
ure 2.2. In 2012 and 2013, the value of outstand-
ing bonds in this segment increased by 23 and 28
pct., respectively. A number of foreign issuers are
also using the Norwegian market, cf. the figure,
although the outstanding volume has decreased
somewhat in recent years.

Oslo Bers is the largest market in the Nordic
region for so-called high-yield bonds, i.e. bonds
issued by corporations with non-investment
grade credit ratings. Oslo Bers enjoys advan-
tages in other areas as well. It is an internation-
ally important marketplace for, inter alia, sea-
food, energy, petroleum services and shipping.
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Figure 2.2 Outstanding bonds on Oslo Bers and
Oslo ABM. Bonds issued by foreign corporations
and Norwegian manufacturing

corporations, etc. NOK billion

Source: Oslo Bers.
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Table 2.1 The structure of the Norwegian financial market (incl. foreign branches). Number of institutions
and total assets (NOK billion) in different sectors. Percent of total assets in different sectors and in total

(market share). As at 31 December 2013

Credit  Securities Non-life Life

institutions funds insurance insurance Total
Total assets 5,355 663 210 1,090 7,318
Percent of total assets
DNB 40 17 1 27 35
SpareBank1/Samarbeidende Sparebanker 15 5 7 3 12
Nordea 11 10 0 7 10
KLP 0.5 15 2 31 6
Storebrand 1 12 1 23 5
Eika group 5 1 2 0 4
Gjensidige 0.5 0 27 1 1
Total financial groups/alliances 73 60 40 92 74
Other companies 27 40 60 8 26
Overall market 100 100 100 100 100
of which foreign branches 14 29 0.3 11
of which foreign-owned subsidiaries 14 0.4 1 10

Total assets of branches and subsidiaries abroad are included for credit institutions.
Source: Finanstilsynet and the Norwegian Fund and Asset Management Association.

and other financial institutions has outpaced GDP
growth, apart from in the early 1990s and for the
last couple of years. At yearend 2013, the total
assets of these institutions were equivalent to 320
pct. of GDP. The Norwegian financial sector is not
particularly large as a portion of GDP in interna-
tional terms.

At yearend 2013, the Norwegian credit market
comprised 220 credit institutions. These institu-
tions included 124 Norwegian! banks and 54
credit undertakings (mortgage companies and
finance companies). In addition, there were 42
branches of foreign credit institutions in Norway.
Mortgage companies primarily provide mort-
gages to fund housing purchases and commercial
activities, whilst finance companies primarily
engage in financial leasing, car purchase financ-
ing, card-based lending and other consumer
credit. These credit institutions held total assets of
approximately NOK 5,355 billion.

1 This encompasses Norwegian-owned institutions and the

Norwegian subsidiaries of foreign-owned institutions.

There are 30 securities fund management
companies in the Norwegian market. These
include both institutions holding Norwegian
licenses and foreign branches operating in Nor-
way. These hold total assets of about NOK 663 bil-
lion. This is approximately NOK 100 billion more
than in 2012.

114 undertakings are engaged in insurance
activities in the Norwegian market (institutions
holding Norwegian licenses and foreign branches
operating in Norway). 95 of these are engaged in
non-life insurance. Foreign branches account for a
relatively large proportion of non-ife insurance
providers. Foreign branches accounted for
approximately 29 pct. of total non-life insurance
activity, measured by total assets.

At yearend 2013, there were 19 life insurance
companies in the Norwegian market; 2 less than
the previous year. These 19 companies include 10
Norwegian-owned and 2 foreign-owned compa-
nies, with the remainder being small branches of
foreign undertakings. Life insurance companies
held total assets of approximately NOK 1,090 bil-
lion. There are 84 pension funds in the Norwegian
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Figure 2.3 Basic value of gross product. Finance
and insurance activities as a portion of total eco-
nomic activity and mainland Norway economic
activity. Percent

Basic value is the value accruing to the producer of a product

after the payment of value added tax and other product taxes
and the receipt of any public product subsidies.

Source: Statistics Norway.

market. These hold total assets of approximately
NOK 220 billion.

Besides, the financial sector features market-
places that help to channel capital into various
commercial activities. One company in Norway is
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Figure 2.4 Equity issues. Oslo Bars. NOK million.

Source: Oslo Bers.

Figure 2.5 Basic value of gross product. Finance
and insurance activities as a portion of all indus-
tries and of mainland Norway. Percent

Source: Statistics Norway.

licensed to operate as a securities exchange. In
2013, the Oslo Bers traded equity instruments val-
ued at more than NOK 800 billion. Equity issues,
i.e. the raising of new equity, accounted for
approximately NOK 18 billion, cf. Figure 2.4. In
addition, new bond loans amounted to about NOK
160 billion.

Oslo Bers largely mirrors the Norwegian
economy. Norway is, inter alia, one of the world’s
largest fish and seafood exporters. This is
reflected on Oslo Bers, which is the world’s
largest financial marketplace for the seafood
sector. Norway is the world’s third largest gas
exporter and fifth largest oil exporter. Oslo Bers
has the second largest number of listed energy
companies in Europe and the second largest
number of listed oil services companies in the
world. Companies included in the energy index;
OSLO Energy Index, account for about half of the
market value of the Oslo Bers and Oslo Axess.
Norway is also a shipping nation. This is reflected
in Oslo Bers being the exchange in Europe with
the largest number of listed shipping companies.
Worldwide, only the New York Stock Exchange
has a larger number.

Overall, the financial industry makes a major
contribution to value added in the Norwegian
economy. Figure 2.5 illustrates developments in
the gross product of the finance and insurance
industries as a portion of the gross product of all
industries, and of mainland Norway, respectively.
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Figure 2.6 Operating profits as a portion of factor
income in selected industries

Source: Statistics Norway.

Gross product is a representation of value added,
and is defined as production less inputs.

The figure shows that gross product in the
financial industry, as a portion of gross product in
the Norwegian economy, grew significantly fol-
lowing the deregulation of the financial industry
in the 1970s and 1980s, until the banking crisis in
the late 1980s and early 1990s. After a decline in
the wake of the banking crisis, relative gross prod-
uct has rebounded since the turn of the millen-
nium.

Value added (factor income) in a sector
accrues to the owners of the factors of production,
in the form of wage income for the owners of man-
power, profits for the owners of real assets, land
rent or resource rent for the owners of land and
other resources, or taxes for the public sector.

In 2013, bank and insurance employment
amounted to about 54,000 man-years, with wage
costs of approximately NOK 45 billion. Credit
institutions, insurance companies and pension
funds registered total operating profits of NOK 89
billion. Wage costs may be considered the remu-
neration of manpower, whilst profits may be con-
sidered the remuneration of capital and natural
resource inputs. Figure 2.6 illustrates operating
profits as a portion of factor income in selected
industries. The figure shows that a relatively large
part of financial industry factor income accrues to
the owners of capital, although it should be
recalled that natural resources, etc., shall also be
remunerated from operating profits. The figure

reflects, inter alia, the capital intensiveness of the
financial industry, which results in wages account-
ing for a relatively small portion of factor income
compared to other industries.

2.2.2 Government regulation
2.2.2.1

The authorities seek to prevent solvency and
liquidity crises in the financial system through
statutory and regulatory requirements, as well as
through the supervision of financial institutions
and financial markets. In Norway, considerable
weight has been attached to comprehensive and
consistent regulation, involving, inter alia, identi-
cal regulation of the same type of risk, irrespec-
tive of where it is located, thus preventing risk
from accumulating where it is subject to the least
regulation. This principle has underpinned Nor-
wegian financial markets regulation for many
years. It is also a prerequisite for financial stability,
and an important objective in itself, to have good
consumer protection in the financial market.

Responsibility for the safeguarding of financial
stability in Norway is shared between the Minis-
try of Finance, Norges Bank and Finanstilsynet.
The Ministry of Finance has overarching respon-
sibility for ensuring that the financial system func-
tions well. Norges Bank and Finanstilsynet are
charged with promoting the robustness and effi-
ciency of the financial system, and therefore with
monitoring financial institutions, securities mar-
kets and payment systems to identify stability
threats. Moreover, Finanstilsynet supervises
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 tripar-
tite meetings, information is exchanged about,
inter alia, Norwegian and international economic
developments and the state of the financial mar-
kets. These meetings are held every six months,
and more frequently when needed. Two such tri-
partite meetings were held in 2013, whilst one has
been held thus far in 2014.

Safeguarding financial stability

2.2.2.2  Direct and indirect taxes

The Government will use the tax system to fund
communal goods, ensure social mobility, achieve
more efficient resource utilisation and improve
conditions for Norwegian businesses. The tax sys-
tem influences labour supply, consumption, sav-



2013-2014

Meld. St. 21 (2013-2014) Report to the Storting (white paper) 11

Financial Markets Report 2013

ings and investments. It is therefore important for
the tax system to be designed on the basis that
society’s resources shall be utilised in the best
possible manner. These general considerations
also apply to financial sector taxation.

Corporate taxation emphasises equal treat-
ment of different investments, forms of funding
and organisational structures, as well as symmet-
ric treatment of income (gains) and expenses
(losses). Financial institutions are in most
respects subject to the same tax rules as other
corporations. Interest income is taxed as ordinary
income, whilst interest costs are fully deductible
on the part of financial institutions. Profits are
taxed at a fixed rate of 27 pct., as for other corpo-
rations. However, there are special rules on the
loan loss provisions of banks and the fund assets
of life insurance companies.

Personal taxation includes a number of
instances of particularly favourable treatment of
certain financial products. One example is the
home investment savings scheme for people
below the age of 34 years (BSU), which offers tax
deductibility up to a specific limit for savings
intended for housing purposes. Another example
is pension savings. Employers are required, on
certain conditions, to provide a retirement pen-
sion scheme for their employees; so-called manda-
tory occupational pension (OTP). Pension savings
under such occupational pension schemes are
treated more favourably than other savings.
Under occupational pension schemes, contribu-
tions (premiums) are deductible on the part of the
employer, although these are exempted from
wage taxation on the part of the employee. The
realised, current return on the pension assets is
not taxed, and no wealth tax is levied on such
assets. Payments from the scheme are taxable as
pension income. The combination of mandatory
occupational pension (OTP) and the favourable
tax treatment has resulted in a large portion of the
total assets of life insurers being linked to such
occupational pension schemes. Private individuals
may also save through tax-stimulated individual
pension schemes (IPS).

It is especially in one respect that the tax rules
applicable to the financial industry differ from the
general tax rules. Financial services are, as a main
rule, excluded from the value added tax system.
Value added tax is a general tax on the domestic
consumption of goods and services, the purpose
of which is to raise revenues for the State. Value
added tax is collected and transferred to the tax
authorities by VATable businesses. The financial
service exemption implies that users do not pay

value added tax, but also that financial institutions
cannot deduct the value added tax on goods and
services purchased by themselves. The back-
ground to the exemption is that part of the value
added of financial institutions originates from mar-
gin-based services, including interest rate mar-
gins. It is not possible to tax margins by way of an
ordinary value added tax, and this is one of the
reasons why one has chosen to make an exemp-
tion for financial services. Financial institutions
pay some value added tax since they are unable to
deduct input VAT, and because they have some
turnover of VATable services. Rough estimates
nonetheless indicate a shortfall of about NOK 8
billion compared to a situation in which all value
added from financial services would be taxed at 25
pct. (except life insurance).

A number of countries levy special direct or
indirect taxes on the financial industry. These are
partly intended to raise revenues for government,
partly to fund any future emergency measures
through special reserves, and partly to supple-
ment traditional financial markets regulation, for
example by reducing the incentive to assume
high risk. Norway has not introduced special
direct or indirect taxes for the financial industry,
with the exception of the levy payable to the Nor-
wegian Banks’ Guarantee Fund. In the NOU
2011:1 Green Paper; Better Prepared for Finan-
cial Crises, the Norwegian Financial Crisis Com-
mission proposed, inter alia, that the authorities
should examine the scope for levying a financial
stability fee on the financial industry to correct
for the financial advantage enjoyed by that indus-
try through the expectation of a government bail-
out in the event of crisis, and a so-called financial
activities tax on profits and wage payments to
correct for the non-payment of value added tax by
the financial sector.

Some countries have introduced taxes to
partly correct for the exemption of financial ser-
vices from value added tax. France introduced a
special tax on wages in exempted sectors, includ-
ing the financial sector, in 1968. Denmark has
since 1990 levied a special tax on wage costs in a
number of sectors exempted from value added
tax, including the financial sector. The rate is
higher for the financial sector than for other sec-
tors. In 2014, it was 11.4 pct. The rate is to be
increased every year until reaching 15.3 pct. in
2021. Such extra taxation of wage costs can in
principle capture the value added accruing to
manpower, whilst the value added extracted in the
form of profits is not captured. In 2012, Iceland
introduced a financial activities tax for financial
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institutions, with the exception of pension funds,
which encompasses both wage costs and large
profits. In addition to ordinary tax, remuneration
for employees is taxed at 5.5 pct., whilst profits in
excess of ISK 1 billion are taxed at 6 pct.

Non-life insurance is taxed in many countries.
Australia and New Zealand, for example, have
ordinary value added tax subject to certain special
rules for non-life insurance. Most EU countries
levy special taxes on insurance premiums.

Several countries have introduced so-called
financial stability fees or bank levies in the wake of
the financial crisis. These fees and levies can dif-
fer very considerably from country to country in
their particulars, but are generally comparable to
the levy paid by banks in Norway to the Norwe-
gian Banks’ Guarantee Fund. Such fees and levies
often use all or part of the total assets of financial
institutions as the tax base. Solutions differ with
regard to whether the proceeds are channelled to
the treasury or into reserves intended to secure
deposits and prevent or pay for future crises in the
banking sector.

Sweden, Finland and Iceland have all intro-
duced fees or levies on balance sheet items. In
Sweden, moreover, it has been announced that
banks shall contribute to the funding of govern-
ment foreign exchange reserve accumulation,
since the international funding of banks imposes a
risk on the economy in the form of potential for-
eign exchange reserve depletion. In Norway, part
of the levy payable to the Guarantee Fund is calcu-
lated on the basis of balance sheet items, and from
1 January 2013 banks have to pay the levy each
year. They previously only paid the levy when the
Guarantee Fund was underfunded. The Banking
Law Commission is currently looking into a revi-
sion of the legislation governing our overall
deposit guarantee system in view of, inter alia, rel-
evant EU regulations; see section 3.2.5 for further
details.

2.3 The macroeconomic situation

Five years after the outbreak of the international
financial crisis, some countries still have lower
economic activity (GDP) than before the crisis.
Global economic growth nonetheless rebounded
somewhat last autumn, driven, in particular, by
developments in traditional industrialised coun-
tries. The US would appear to be experiencing a
robust revival, and the Euro zone countries are on
their way out of the longest period of negative
growth in the history of the currency union.

Important measures adopted by European author-
ities, not least by the European Central Bank,
have reduced the risk of another setback.

The last year has seen financial turbulence in
several emerging economies. Prospects for
higher returns on financial investments in the US
and other traditional industrialised countries
caused capital outflows from a number of large
emerging economies and depreciation of their
currencies. Many of these countries have little
freedom of action in economic policy. China has
not suffered capital outflows like other emerging
economies, but Chinese currency has depreciated
somewhat and economic growth is lower than
before the financial crisis. A setback in China and
other emerging economies may have serious
implications for the world economy and trigger an
oil price reduction.

The Norwegian economy has been perform-
ing well for a long time. Employment is high and
unemployment is low. Norwegian export goods
have experienced steep price growth since the
turn of the millennium, whilst some import goods
have registered low prices. A high oil price and a
large increase in investments on the Norwegian
continental shelf have resulted in high capacity
utilisation and low unemployment, whilst having
at the same time contributed to a bifurcation of
the Norwegian economy. Businesses that make
large deliveries to the petroleum industry in Nor-
way and abroad have grown, whilst the situation
for businesses competing in more traditional
export markets is challenging.

A decade of high oil prices and favourable
developments in the terms of trade has resulted in
wage increases in Norway outpacing those in
other countries for a number of years. Many Nor-
wegian businesses have been sheltered by high
prices on their products, but developments have
not been equally favourable for all industries.
Many Norwegian businesses are vulnerable to
price reduction or Norwegian kroner apprecia-
tion. 2013 registered significant Norwegian kro-
ner depreciation. Norwegian kroner depreciated
by more than 10 pct. over the course of 2013, as
measured by the trade-weighted index. The Nor-
wegian kroner depreciation has somewhat
improved cost competitiveness in Norway, thus
contributing to continued high production and
employment in the Norwegian economy.

Housing prices have been growing for a num-
ber of years; see Box 2.2 below, whilst there has
been a large increase in household debt. High
debts and predominantly variable interest rate
loans mean that even minor interest rate increases
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will swiftly result in a reduction in the purchasing
power of households.

It is likely that the high level of household
debt, together with the high cost level, served to
subdue the increase in activity in the mainland
economy last year. Although household income
growth held up, household consumption growth
was clearly weaker in 2013 than in 2012. Increased
household awareness of the risks associated with
high debts may be a contributing factor. The
strong production growth in industries supplying
the petroleum sector levelled off somewhat last
year. Growth in more traditional export industries
still remains low.

The interest rate path in the most recent mon-
etary policy report from Norges Bank in March
2014 assumes that the key policy rate will remain
at the current level until the summer of 2015, and
thereafter be increased gradually. The Ministry of
Finance expected, in its supplementary proposi-
tion for 2014, mainland Norway GDP growth of
2.5 percent this year. The levelling off in the Nor-
wegian economy throughout 2013 and thus far in
2014 indicates that mainland Norway GDP growth
may be somewhat lower than this. The Ministry of
Finance will submit new estimates in the revised
National Budget in May.

2.4 Creditinstitutions

2.4.1 Risk factors

Banking involves, inter alia, the funding of long-
term, illiquid lending and other long-term, illiquid
assets by liquid deposits. Differences in the matu-
rity structure of assets and liabilities give rise to a
risk that a bank will be unable to refinance assets
when needed. The risk that a bank is unable to
meet liabilities upon maturity despite being sol-
vent, i.e. the value of its assets exceeding the
value of its liabilities, is called liquidity risk.

Banks that fund lending by liquid deposits are
faced with a liquidity risk, which comes down to
the risk that an unusually large number of deposi-
tors may request payment of their deposited
amounts at the same time. As long as depositors
act independently of each other, one can keep
fairly good track of such risk and hold sufficient
liquid assets to handle said risk. Disquiet amongst
depositors may be difficult to handle for one sin-
gle bank, but the deposit guarantee scheme
serves to reduce the risk that disquiet arises.

Borrowing in the capital market has become
an important part of the funding of Norwegian
banks and other credit institutions over the last

O Short-term bonds and certificates
O Long-term bonds (incl. covered bonds)
B Deposits and borrowings from customers
B Loans from credit institutions
B Equity capital and subordinated debt
100 % A r 100 %
90 % A - 90 %
80% - - 80%
70% A - 70 %
60 % - - 60 %
50% A - 50%
40 % - - 40%
30% - - 30%
20% 1 - 20%
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Figure 2.7 Composition of the funding of banks
and mortgage companies. Percent of total assets.
Percent

Source: Finanstilsynet.

few decades. Market funding means that banks
can manage their liquidity risk in a manner not
possible with deposits. However, the financial cri-
sis demonstrated that the liquidity risk of a bank
may increase swiftly and steeply if these markets
become less liquid and the said bank has assumed
that new funding will always be available in the
market on short notice.

The percentage of short-term market funding
on the part of banks and mortgage companies has
declined in recent years, cf. Figure 2.7. At the
same time, bond loans with a maturity in excess of
one vyear, including covered bonds, have
increased significantly as a portion of total fund-
ing and now account for about 30 pct. Covered
bonds account for the majority hereof. Besides,
the maturity of covered bonds and other bond
loans has also increased steadily over the years
since the financial crisis. Average maturity is cur-
rently 6-7 years. These figures suggest that banks
are less vulnerable to a decline in access to new
market funding. Said figures also suggest that
NIBOR and other short-term interest rates are
now of less importance to the overall funding
costs of banks, cf. the discussion in section 2.8.2.

One of the reasons why covered bonds have
emerged as one the most important sources of
funding is that banks have profited from selling
off well-secured residential mortgages to mort-
gage companies that can issue covered bonds,
whilst retaining riskier assets on their own bal-



14 Meld. St. 21 (2013-2014) Report to the Storting (white paper)

2013-2014

Financial Markets Report 2013

ance sheets. The scope for issuing covered bonds
offers more flexibility and access to new funding
markets, but this development implies that there
will in a crisis be reduced access to secure assets
that these institutions can collateralise to secure
funding. This may, when taken in isolation, result
in less stable access to new market funding.

Banks and mortgage companies issued bond
debt in the approximate amount of NOK 440 bil-
lion in 2013. This is on a par with the average for
the last few years. Covered bonds account for a
majority of issuances, most of which are in foreign
currency. Foreign currency debt funds lending
and other assets denominated in Norwegian kro-
ner, thus giving rise to a not insignificant foreign
exchange risk on the part of these institutions.
Institutions hedge such risk through foreign
exchange swaps in the derivatives market. The
need of banks for using the derivatives market to
hedge their foreign exchange risk also represents
a potential risk that may become evident in case of
derivatives market turbulence.

It is important for institutions to manage their
liquidity risk well. New requirements to be intro-
duced in accordance with new EU regulations will
entail quantitative liquidity risk limitations; see the
discussion in Chapter 3. Whilst the liquidity cover-
age requirement (LCR) shall ensure that institu-
tions have sufficient liquid assets to handle peri-
ods of funding market failure, the net stable fund-
ing requirement (NSFR) shall ensure that funding
is sufficiently stable relative to the maturity of
assets. Final formulation of the requirements has
yet to be completed, but the reporting suggests
that the major Norwegian banks are reasonably
well placed for LCR compliance. Small banks gen-
erally have lower liquidity coverage than large
ones.

Credit institutions are primarily engaged in
lending, and hence credit risk is normally the most
important risk factor for such institutions. Credit
risk is closely linked with the ability and willing-
ness of Norwegian households and businesses to
pay interest and instalments, and with develop-
ments in the value of homes and other mortgaged
property.

In recent years, Norwegian credit institutions
have, with a few exceptions, being offering credit
in a growing domestic market. The credit indica-
tors C2 and C3 are broad measures of the gross
debt owed by the public — including, inter alia,
municipal administrations, non-financial corpora-
tions and households — to Norwegian sources of
credit and all sources of credit in total, respec-
tively. Whilst twelve-month growth in household

30 % Total debt, non-financial r 30%

corporations

Domestic debt, non-financial
25 % corporations - 25%
e Domestic debt, households

\
20 % ' - 20%

15% A - 15%
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5% - - 5%
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Figure 2.8 Twelve-month growth in domestic
credit (C2) and total credit (C3) for households
and non-financial corporations, respectively.
Percent

Source: Statistics Norway.

credit has remained stable, at just over 10 pct.
until the financial crisis and about 7 pct. for the
last few years, growth in credit to non-financial
corporations has varied by much more; see Figure
2.8. Total growth in credit to corporations has
increased quite steadily for the last couple of
years, but a change was registered in late 2013;
see the figure. A comparison of the C2 and C3
data for corporations shows that the recent reduc-
tion in credit growth reflects, in particular, a
reduction in the growth of credit from foreign
sources.

The debt burden and the interest burden are
useful ratios for assessing the ability of house-
holds to service debts. The debt burden is debt as
a percentage of disposable income, whilst the
interest burden is interest expenditure as a per-
centage of disposable income. Debt growth has
outpaced income growth for several years, thus
implying that the debt burden has increased. The
debt burden is currently about 200 pct.; see Fig-
ure 2.9. It is still increasing, but at a lower rate
than before the financial crisis. The interest bur-
den is relatively low, at 6 pct., but is sensitive to
interest rate changes.

There are significant variations behind the
average interest burden and debt burden. There
is a risk that many households may find it difficult
to cope with a major interest rate increase. Calcu-
lations from Norges Bank and Finanstilsynet
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show that many households would have to devote
a large portion of their income to debt servicing in
the event of a major interest rate increase. Norges
Bank has, for example, been calculating the
impact of an interest rate increase and a housing
price decline on the number of households that
are especially vulnerable to residential mortgage
default, i.e. households with high debts, net debts
that exceed the value of their homes, and a buffer
of less than one month’s income after the payment
of interest costs and necessary consumption. This
group represented 2.4 pct. of all households in
2011. If the residential mortgage interest rate
increases by 3 percentage points and housing
prices decline by 30 pct., then 7 pct. of households
will belong to this vulnerable group, based on the
figures as per yearend 2011.2 Finanstilsynet has
calculated, based on 2013 figures, how many
households would have an interest burden in
excess of 20 pct. if the lending rate had been
higher. If the rate had been 2 percentage points
higher in 2013, 19 pct. of households would have
been saddled with an interest burden in excess of
20 pct. In fact, 8 pct. of households had an interest
burden in excess of 20 pct. in 2013. If the lending
rate had been 5 percentage points higher, more
than 30 pct. of households would have been left
with an interest burden in excess of 20 pct., which
group of households would have accounted for
close to half of all household debt.? The growth in
the debt burden means that the interest burden is
now significantly higher for a given interest rate
level than was the case in 1988.

More than half of credit institution lending is
in the form of loans to households, of which about
90 pct. are residential mortgages. Consequently,
conditions in the housing market have a major
impact on loan demand. In recent years, demand
for residential mortgages has increased steeply,
whilst credit institutions have experienced good
access to funding at a low interest rate. The fact
that households have enjoyed good access to
loans at a low interest rate may have fuelled the
housing price increase, which has then increased
the need and demand for loans. One may there-
fore say that supply has contributed to increasing
demand. Correspondingly, one might envisage
that a reduction in loan supply might reduce hous-
ing price growth, and eventually also reduce
demand.

See Chapter 3 of Norges Bank’s report Financial Stability
2013.
See Chapter 2 of Finanstilsynet’s report Financial Outlook
2014.
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Figure 2.9 Household debt burden (right axis)
and interest burden (left axis). Percent
Interest burden is interest expenditure after tax as a percent-

age of disposable income. Debt burden is gross debt as a per-
centage of disposable income.

Source: Statistics Norway and the Ministry of Finance.

In 2013, the housing price increase came to a
halt, cf. Box 2.2. If housing prices stabilise, it may
result in debt growth gradually falling back to a
more sustainable level. However, loan demand
developments may be completely different. If
housing prices fall unexpectedly or the interest
rate increases more swiftly than expected, many
households may experience an imbalance
between assets and liabilities or between income
and loan expenditure. Such financial imbalances
on the part of households may result in credit
institutions incurring higher losses on household
loans. History shows that household imbalances
may have a significant negative impact on the
economy, even when residential mortgage losses
are relatively low. This is because many house-
holds make entirely rational decisions to restore
the balance by making repayments on residential
mortgage and cutting back on other expenses,
thus reducing overall demand in the economy.
Higher savings help to restore the financial bal-
ance of individual households, but the outcome
may be an increase in financial imbalances on the
part of households as a group, for example
through a further housing price reduction. It may
also be rational for a bank to act in a manner that
may deepen a recession. It may for example be
rational to tighten lending practices vis-a-vis both
businesses and households when the economy is
showing signs of recession. However, if many
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High real wage growth and low real interest
rates have, together with a large population
increase and, at times, good access to credit,
resulted in steep housing price increases over
several years. The increase turned into a reduc-
tion last year, and at yearend 2013 the price level
was somewhat lower than at the beginning of
the year. The average price level in 2013 was,
nonetheless, 4.6 pct. higher than in 2012. Hous-
ing prices were 2.4 pct. higher in 2013 than in
2012 when corrected for retail price growth. The
price level is very high, both historically and
compared to other countries, cf. Figure 2.10A.
Annual real growth in Norwegian housing
prices over the period 2010-2012 averaged close
to 7 pct.

Housing price growth has been significantly
lower when deflated by developments in dispos-
able income and average annual wages, but the
housing price level is also historically high when
thus measured; cf. Figure 2.10B.

Price developments for the main cities are
showing large regional differences. Tromse has
for quite some time been registering the highest
twelve-month growth, cf. Figure 2.10C. In Feb-
ruary, housing prices in Tromse were 6.7 per-
cent higher than in the same month last year.
Housing prices in Oslo declined by 3.3 pct. over
the same period. Kristiansand registered the
steepest reduction, with a decline of 6.4 pct.

Box 2.2 Housing market developments
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Figure 2.10 Real housing price developmentsin
selected countries (A), housing price develop-
ments in Norway, deflated by miscellaneous
factors (B) and housing price growth in selected
Norwegian cities (C)

Source: Federal Reserve Bank of Dallas, EFF, Finn, Eien-
domsverdi, Macrobond, Statistics Norway, Norwegian

Technical Calculation Committee for Wage Settlements
(TBU) and the Ministry of Finance.
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banks do so simultaneously, the recession will
happen more quickly and become deeper. Conse-
quently, banks that are able to maintain a fairly
stable lending practice into a recession may help
stabilising the economy.

Moreover, the lending practices of banks
during an upturn have an impact of stability in the
economy. The risk of mounting financial imbal-
ances on the part of households is especially pro-
nounced during a long period of strong economic
expansion, or when interest rates remain low for a
long time, thus implying high loan demand for an
extended period. If the residential mortgage prac-
tices of banks are too lenient during such lengthy
periods of high loan demand, large imbalances
may arise.

Every year, Finanstilsynet surveys the resi-
dential mortgage practices of banks. The most
recent survey was conducted in August and Sep-
tember 2013% and shows, inter alia, that 23 pct. of
new residential mortgages had a loan-to-value
ratio, i.e. loan as a percentage of the value of the
home, in excess of 85 pct. In comparison, 27 pct.
of the loans in the survey from 2012 had a loan-to-
value ratio in excess of 85 pct. The proportion of
loans with a loan-to-value ratio in excess of 100
pct. declined from 11 to 8 pct. Unsurprisingly,
young borrowers are especially likely to apply for
loans that a large relative to the value of their
home. Moreover, the residential mortgage survey
for 2013 shows a significant reduction in both the
number of interest-only loans and the duration of
interest-only periods. In the 2013 survey, 12 pct. of
residential mortgages were interest-only loans, as
compared to 25 pct. a couple of years ago. The
average interest-only period has been reduced by
about one year over the same period of time. The
residential mortgage survey is, inter alia, used in
the follow-up of Finanstilsynet’s guidelines on pru-
dent lending practices for residential mortgages;
see the discussion in Chapter 3.

Lending to non-financial corporations accounts
for about 40 pct. of overall lending by Norwegian
credit institutions. A large portion of lending to
corporations is in the form of loans to corpora-
tions engaged in shipping or commercial prop-
erty, which industries are especially sensitive to
cyclical developments.

Bank loans constitute the main source of fund-
ing for Norwegian corporations, but large corpo-
rations, in particular, have in recent years raised

4 The 30 largest banks participated in the survey. These
account for approximately 88 pct. of all residential mortga-
ges granted by banks.
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Figure 2.11 Equity-to-assets ratio and debt-ser-
vicing capacity of listed corporations. Percent

Source: Norges Bank.

more of their funding in the bond and certificate
market.

Levelling off in the Norwegian economy and
lower investment activity on the Norwegian conti-
nental shelf are resulting in a weaker earnings
outlook for Norwegian corporations, cf. section
2.4 over. Levelling off in the Norwegian economy
and uncertainty about international cyclical devel-
opments may have an impact on supply and
demand in major parts of the market for loans to
corporations. The debt-servicing capacity of listed
corporations has declined somewhat over the last
year, cf. Figure 2.11.

2.4.2 Solvency and earnings

The capacity of a bank to absorb loss without
depositors and other ordinary creditors incurring
any loss is highly dependent on the quantity and
quality of the total assets of such bank. The new
capital adequacy rules adopted in 2013 stipulate
that common equity tier 1 (CET1) capital shall
constitute no less than 4.5 pct. of risk-weighted
assets. CET1 capital is predominantly equity, and
is the type of capital offering the highest capacity
to absorb loss. In addition to the minimum
requirements, institutions shall have a CET1 capi-
tal buffer of no less than 4.5 pct. of risk-weighted
assets, thus implying that the sum total of the min-
imum requirement and the buffer requirement is
9 pct. The new buffer requirements will be gradu-
ally increased until 1 July 2016. By that date the
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Figure 2.12 CET1 capital as a percentage of risk-
weighted assets (CET1 capital ratio) for Norwegian
banks and banking groups, as well as CET1 capital
ratio minimum requirements and buffer require-
ments. Percent

Source: Finanstilsynet and the Ministry of Finance.

total CET1 capital requirement will be 11 pct.,
including a counter-cyclical capital buffer require-
ment of 1 pct., for banks that are not systemically
important, whilst the overall requirement will be
13 pct. for systemically important banks.”

All Norwegian banks met the minimum
requirement and buffer requirement applicable at
yearend 2013. When weighted by bank size, the
average CET1 capital ratio was 12.2 pct. at year-
end 2013, which is an increase of 1.1 percentage
points from the previous year, cf. Figure 2.12.

It is evident from the figure that Norwegian banks
have improved their solvency significantly in
recent years. For banks as a whole, the CET1 cap-
ital ratio has increased steadily by a total of 5 per-
centage points since 2008. However, if solvency
improvement is measured differently, by CET1
capital as a portion of non-risk-weighted total
assets, the increase has not been equally large.
For banks as a whole, this measure of solvency
has increased by about 1.5 percentage points over
this five-year period, to a level of 6.5 pct. at year-
end 2013. This is not high in a historical perspec-

5 The overall buffer capital requirement will increase to 5.5

pct. from 1 July 2014 and then to 6.5 pct. from 1 July 2015,
including a counter-cyclical capital buffer requirement of 1
pct., cf. Chapter 3. On top of that is added a special capital
buffer requirement for systemically important institutions
of 1 pct. from 1 July 2015 and 2 pct. from 1 July 2016.

tive. The difference between the CET1 capital
ratio and the non-risk-weighted measure has been
increasing for a number of years, and has never
been higher than at yearend 2013. The increase in
such difference may indicate higher growth in
lending that is accorded less weight when calcu-
lating risk-weighted assets for capital require-
ments purposes, for example lending for residen-
tial purposes.

Differences between various measures of sol-
vency are also large for many foreign banks. Fig-
ure 2.13 shows the robustness of the largest finan-
cial groups in the Nordic region based on three
different measures of solvency. The difference
between the CET1 capital ratio and CET1 capital
as a portion of non-risk-weighted total assets is not
large for the Norwegian bank DNB ASA when
compared to the other groups.

Large financial institutions, including all large
Nordic financial groups, often calculate risk
weights using internal models (the so-called IRB
approach). These models generally result in lower
capital requirements for banks than would have
applied if they had instead used the so-called stan-
dardised approach, under which the risk weights
are stipulated in regulations, and this is likely to
be part of the motivation for adopting the IRB
approach. In order to prevent capital require-
ments from becoming very low, a transitional
arrangement implies that institutions using inter-
nal models to calculate capital requirements need
to keep above a certain limit as to the minimum
risk weight they can attribute to their assets. This
is referred to as the Basel I floor, since the lower
limit is defined by reference to the former Basel I
rules.

If one calculates the CET1 capital ratios of
Nordic financial groups on the basis of their own
models only, i.e. without the Basel I floor, the dif-
ference between the risk-weighted measure and
the non-risk-weighted measure of solvency
becomes very large as far as many banks are con-
cerned, cf. Figure 2.13. The Swedish bank Han-
delsbanken, for example, looks very robust when
considering that its CET1 capital ratio is 18 pct.,
but the CET1 capital of the bank represents no
more than 4 pct. of its total assets. DNB ASA, on
the other hand, may seem the least robust of the
Nordic groups, since its CET1 capital ratio with-
out the Basel I floor is the lowest in the sample,
whilst DNB ASA has the highest CET1 capital rel-
ative to total assets. This topic is also discussed in
Chapter 3.
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Figure 2.13 CET1 capital ratio with and without
Basel | floor and CET1 capital as a portion of total
assets (TA) at yearend 2013. Nordic financial
groups. Percent

Source: Finanstilsynet.

Over the last five years, the CET1 capital ratios
of the six largest banking groups in Norway have
primarily been increased through retained profits
and equity issues; cf. Figure 2.14. Some of the
increase is also caused by a reduction in risk-
weighted assets relative to CET1 capital, largely
as the result of a reduction in average risk
weights.

Norwegian banks registered total profits
before tax in excess of NOK 45 billion in 2013;
about NOK 8 billion more than the previous year.
The improvement in earnings is primarily caused
by an increase in net interest income, which is the
main source of income for banks. There was a par-
ticular increase in the net interest income of
banks and mortgage companies from residential
mortgages in 2013.

Since banks are selling off lending portfolios
to mortgage companies on a large scale, there has
been a major increase in loans held by mortgage
companies. All in all, about 56 pct. of all Norwe-
gian residential mortgages are now held in resi-
dential mortgage companies that issue covered
bonds.

In aggregate, the mortgage companies,
excluding Eksportfinans ASA, registered signifi-
cantly higher earnings in 2013 than the previous
year, primarily because of higher net interest

Figure 2.14 CET1 capital ratio changes (decom-
posed). Percentage points. Weighted average of
the six largest banking groups. 2009-2013.

Source: Norges Bank.

income. Profits before tax increased by about
NOK 3.5 billion, to NOK 7.3 billion. Most mort-
gage companies that issue covered bonds are
wholly owned by a bank, thus implying that their
earnings are included in the earnings of the
banks. These mortgage companies increased
their CET1 capital ratios from 12.7 pct. to 13.1 pct.
in 2013. The remaining mortgage companies that
issue covered bonds, which are partially owned by
several banks, had a CET1 capital ratio of 10.6 pct.
at yearend 2013, which is the same as the previous
year.

Finance companies registered profits before
tax of about NOK 2.6 billion in 2013. This is some-
what higher than in 2012, and the earnings
improvement has to do with an increase in net
interest income.

Future developments are subject to uncer-
tainty, and high household debts represent a risk
of imbalances. Banks and other credit institutions
are now better prepared for turbulence than a few
years ago. They have strengthened their solvency,
and they have a less risky funding structure. It is
important for the institutions to continue to
strengthen their solvency and reduce their liquid-
ity risk. Conditions are favourable for this now
that earnings are good and markets are well-func-
tioning.
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2.5 Insurance and pensions

2.5.1 Risk factors

Life insurers promise insured persons a benefit
when a specific event occurs, for example when
the insured person becomes disabled or reaches
the age at which he or she qualifies for retirement
pension. The monetary value of these promises
constitutes the most important liabilities of life
insurers.

The insurance risk of life insurers is largely
related to whether more people become dis-
abled, or whether the insured persons live longer
than expected on average. Moreover, such risk is
related to what type of insurance customers
have. With regard to defined-benefit pensions, as
opposed to defined-contribution pensions, insur-
ers have for example often undertaken to pro-
vide a life-long retirement pension. If customers
live longer than assumed when premiums were
paid, insurance companies have to cover the
shortfall.

Life expectancy is increasing in Norway. The
life expectancy assumptions (the mortality basis)
applied in recent years; the so-called K2005 basis
for group pension schemes, do not take changes
in the life expectancy of insured persons into
account. Finanstilsynet therefore adopted a new
minimum mortality basis requirement one year
ago; see the discussion in Chapter 3 and in the
Financial Markets Report 2012. The new mini-
mum requirement is intended to ensure that life
insurers allocate sufficient capital to accommo-
date the higher life expectancy.

Transition to the new mortality basis will
require insurance companies to increase retire-
ment pension premiums in group pension
schemes. The financial allocations for previously
accrued retirement pensions will also have to be
increased. Companies may use any excess
returns from the management of customer funds
(returns on the group portfolio in excess of the
rate guaranteed to customers) to fund up to 80
pct. of this increase in allocations (reserve build-
ing); see section 3.3.4 for further details. Life
insurance companies allocated about NOK 8 bil-
lion of their excess returns to reserve building in
2013. The remaining reserve building needs are
about NOK 19 billion.

The Insurance Activities Act stipulates that
customers with group pension products and
defined benefits shall each year make prepayment
for the management of the pension assets. Insur-
ance companies carry a market risk, i.e. they may
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Figure 2.15 Developments in the average rate
guaranteed by Norwegian life insurance compa-
nies and yields on 10-year government bonds in
Norway (NOK), the US (USD) and the Euro zone
(EUR)." Percent

1 AAA-rated bonds.
Source: Finanstilsynet.

incur a loss when the market prices of assets
change. This is because companies have offered
customers a guaranteed rate, i.e. guaranteed them
a return on their funds. It is important for compa-
nies to charge for this guaranteed rate, and for
them to use the income from this to accumulate
adequate net asset buffers for those years when
customer portfolio returns are lower than the
guaranteed rate.

Companies cannot charge a guaranteed rate
premium for paid-up policies or individual insur-
ance policies established before 2008. Instead,
they earn their income by the company and the
customer sharing any excess returns from asset
management in those years when such returns
exceed the guaranteed rate. This pricing based on
the sharing of any excess returns means that life
insurers are especially vulnerable if they have
accumulated inadequate net asset buffers before a
period of low returns on customer assets.

Market yields on low-risk fixed-income securi-
ties have declined in recent years. Market yields
on government bonds are generally below the
average guaranteed rate, despite interest rates
having increased significantly in 2013, cf. Figure
2.15. A persistently low interest rate level will
make it challenging for companies to ensure a suf-
ficiently high return to match the guaranteed rate.
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Figure 2.16 Life insurance company assets. Por-
tion of total funding

Source: Finanstilsynet.

The market risk of life insurance companies
has been closely linked to developments for bonds
and certificates. Whilst the equity portion of asset
portfolios has declined, the fixed-income portion
has increased, cf. Figure 2.16.

2.5.2 Solvency and earnings

In 2013, life insurance companies earned profits
before tax of NOK 6.9 billion. This represented a
NOK 1.8 billion increase over profits in 2012.
Value-adjusted profits before tax (taking account
of unrealised capital gains) were NOK 16.4 billion
in 2013.

The buffer capital expresses the ability of life
insurance companies to absorb losses whilst
maintaining compliance with the stipulated mini-
mum capital requirements.® The buffer capital of
life insurance companies represented 6.1 pct. of
total assets at yearend 2013, which is about 0.6
percentage points higher than in 2012, cf. Figure
2.17. This is primarily the result of an increase in
the market price adjustment reserve, which
reflects unrealised changes in the market value of
group portfolio assets.

The capital adequacy ratio of companies as a
whole was 16.8 pct. at yearend 2013. This is an

6 Buffer capital comprises equity, in the form of tier 1 capital
in excess of the minimum requirement, and customer
funds, in the form of supplementary provisions, up to one
year’s guaranteed return, market price adjustment reserve
and risk equalisation reserve.

Figure 2.17 Buffer capital developments. Percent
of total assets

Source: Finanstilsynet.

increase of 0.6 percentage points from 2012. The
capital adequacy requirement applicable to life
insurance companies is, like that applicable to
credit institutions, 8 pct. of risk-weighted assets.
All companies met this capital adequacy require-
ment.

Pension funds earned profits before tax of
about NOK 2 billion in 2013.” This is equivalent to
about 1 pct. of their average total assets. A signifi-
cant unrealised increase in asset values resulted
in value-adjusted profits of NOK 14 billion in 2013.

The capital adequacy ratio of pension funds as
a whole was 15.5 percent at yearend 2013, which
is a decrease of about 1 percentage point from the
previous year.

Life insurers are facing major challenges in
relation to rising life expectancy and low interest
rates. As the Ministry of Finance has emphasised
in its financial markets reports for several years, it
is very important for life insurers to ensure that
risk and solvency are well matched, with a sub-
stantial margin of safety.

Non-life insurance companies earned profits
before tax of NOK 6.8 billion in 2013,% which is
NOK 0.3 billion less than in 2012. Total insurance
claim costs and other insurance-related operating

These pension fund figures are based on a sample repre-
senting about 93 pct. of total pension fund assets.

Not including captives, the marine insurance companies
Gard and Skuld, or the Norwegian Shipowners’ Mutual
War Risks Insurance Association.
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Figure 2.18 Developments in the cost and claims
ratios of non-life insurance companies. Percent

Source: Finanstilsynet.

costs for own account, measured as a percentage
of premium income for own account, are referred
to as the combined ratio. It expresses the profit-
ability of the actual insurance operations. A
combined ratio in excess of 100 pct. means that the
company needs other income than premium
income to break even; for example financial
income. In 2013, the combined ratio of non-life
insurance companies was 88 pct. This was 1.5 per-
centage points lower than the previous year; cf.
Figure 2.18. Both the claims ratio, i.e. claims pay-
ments as a percentage of premium income, and
the cost ratio, i.e. operating expenses as a percent-
age of premium income, declined.

Overall, the solvency situation of Norwegian
non-life insurance companies was fairly good in
2013. The capital adequacy ratio of non-life insur-
ance companies was 43.3 pct.

2.6 Investment firms

Investment firms that are not integrated into
banks registered operating income of NOK 6.5 bil-
lion in 2013, approximately NOK 1 billion more
than in the previous year. The income increase
was primarily generated within corporate finance
activities, which is a core area for these firms.
Operating profits were about NOK 1.2 billion,
which is NOK 617 million more than in 2012.
Investment firms that are integrated into banks
and branches of foreign investment firms regis-

tered a decline in operating income of 21 and 18
pct., respectively, from 2012 to 2013.

2,7 Operationalrisk in financial
undertakings

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, inter alia, legal risk and reputational
risk. The causes may, for example, be inadequate
procedures, defective information and communi-
cations technology systems (ICT systems), regu-
latory violations, fire, negative publicity or lack of
trust. Delimitation against other types of risk is
not precise, and losses classified under credit risk
or market risk may be caused or multiplied by
operational failure, for example weaknesses in
credit evaluation processes.

The Ministry of Finance promotes a system-
atic preventive effort to reduce the vulnerability of
financial institutions and financial markets, as well
as to ensure adequate preparedness for dealing
with risk events. The Financial Infrastrukture Cri-
sis Preparedness Comitee (BFI) was established
to ensure the best possible coordination of finan-
cial infrastructure preparedness efforts. The
Committee examines operational stability, risk
and vulnerability in the financial infrastructure. In
2013, the Committee held three regular meetings
and conducted one emergency preparedness
exercise. Finanstilsynet is the secretariat of the
BFI, and hence the activities of the Committee are
also discussed in Chapter 6 on the activities of
Finanstilsynet.

Banks’ access to a joint payment infrastructure
means that customers of one bank can readily and
cost-effectively perform transactions with custom-
ers of other banks. Systems stability in the Norwe-
gian financial infrastructure is quite good, and
losses as the result of misuse and fraud are small.
The infrastructure is nonetheless vulnerable to
technical failure and external threats. The Minis-
try of Finance discussed vulnerability in the finan-
cial infrastructure in Chapter 5 of the Financial
Markets Report 2012. Figure 2.19 shows that sys-
tems availability in the financial infrastructure was
somewhat better in 2013 than in previous years.?
The majority of the adverse events and errors that
occur are related to online banking problems.

An ever more relevant theme is the outsourc-
ing by financial undertakings of ICT systems
operations and development to other suppliers.
Outsourcing of ICT activities can reduce costs,
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Figure 2.19 Impact-weighted adverse events and
errors in Norwegian financial undertakings

The readings along the vertical axis represent a weighted and
totalled assessment of the scale of the adverse impact of events
within various services. The services are online banking (indi-
viduals and businesses), payment cards, mobile payments,
stock trading, international payment, internal services, as well
as clearing and settlement. The scale of the adverse impact is
derived from the number of users affected, the duration of the
event and a discretionary assessment of how serious the event
was for users. The data in the figure can only be used to com-
pare the scale of impacts across services and from year to year.

Source: Finanstilsynet

but may also make payment systems and other
parts of the financial infrastructure more vulnera-
ble to operational interruption. One may, for
example, get reduced control over systems and
more operational risk if a large part of ICT activi-
ties in the financial sector are outsourced, domes-
tically or abroad. This may also increase the risk
that unauthorised persons get access to (and
steal) confidential financial information.
Finanstilsynet classifies ICT tasks as follows:
a. ICT operations that require those responsible
for such operations to have the rights of access
necessary to ensure effective implementation
and to intervene if problems arise, for example
at night. The implications of errors and unde-
sired events can be severe.

9 The data in the figure are obtained from the mandatory
reporting of adverse events and errors to Finanstilsynet.
Finanstilsynet has developed a database of information
about such events, which base is used in its supervision.
Thus far there are not much international statistics that can
be used to compare the quality and availability of the Nor-
wegian systems with circumstances in other countries. The
reporting to Finanstilsynet only provides information about
developments from year to year in Norway.

b. Tasks that are linked to ICT operations, but do
not directly form part of ongoing operations,
are somewhat less sensitive. When such tasks
are performed abroad, the output will typically
be delivered to a coordination centre in Nor-
way before being entered into the operating
system. Such duties may be, for example, eval-
uation of new computer software, changes to
existing computer software or pre-implementa-
tion testing of such changes. The coordination
centre in Norway is responsible for quality
assurance of the output received.

c. Separate ICT development tasks performed
under a supply arrangement with the coordina-
tion centre in Norway are also less sensitive. It
is common practice for the coordination centre
in Norway to acquire and ensure control over
the developed solution, as well as to conduct its
own testing and other quality assurance, prior
to such solution being entered into use.

There is a long tradition in Norway for the out-
sourcing of ICT tasks in the financial sector. Most
ICT suppliers are independent, and often stock
exchange-listed, businesses with owners in Nor-
way and abroad.

Until about 2000, all Norwegian banks had
their ICT operations in Norway. A major part of
the ICT operations of Norwegian banks and
branches have now been relocated abroad in the
wake of, inter alia, foreign acquisitions of Norwe-
gian banks and outsourcing by remaining Norwe-
gian-owned banks. Much of the securities-related
ICT activities are also performed abroad.

Apart from those ICT operations of Norwe-
gian financial undertakings that are performed in
Sweden and Denmark, it is, in particular, separate
ICT development tasks that are performed abroad
for Norwegian financial undertakings. All major
consulting firms, which are important suppliers
for Norwegian financial undertakings, have their
own subsidiaries in low-cost countries, especially
in India. Besides, major Indian providers have
gained contracts in the Norwegian market. Tasks
relating to ICT operations are also being per-
formed abroad to an increasing extent. Develop-
ments are driven by, inter alia, the cost-reduction
needs of financial undertakings. Undertakings
may, moreover, harbour expectations that well-
known international operators will contribute to
high quality in service production.

When services are delivered from countries
located a long way from Norway, the choice of
communications solutions may have a major
impact on the risk associated with such deliveries.
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The said deliveries may be vulnerable to commu-
nications interruptions, unless one has back-up
solutions via independent channels. There have,
for example, been serious interruptions to com-
munications lines routed via cables on the seabed.
Such cables constitute a key component of the
global electronic infrastructure. Multiple indepen-
dent communications solutions for each delivery
need to be established as far as the delivery of key
services in, inter alia, the financial sector is con-
cerned. Whether or not this is possible depends
on where in the world such deliveries are made
from.

Finanstilsynet emphasises that the relocation
of ICT tasks outside Norway generally requires
sophisticated risk assessment and risk manage-
ment on the part of each financial undertaking;
see Finanstilsynet Circular 14/2010. This is an
especially important consideration when relocat-
ing tasks to areas of high country risk, i.e. politi-
cally and/or economically unstable countries.
Finanstilsynet has concluded that the ICT tasks
performed in areas of high country risk are not
critically important, and that interruptions to the
delivery of the output in question will not threaten
financial stability or otherwise represent any
threat to the relevant financial undertakings in
Norway. Thus far, the tasks performed from high-
risk areas have been limited in scale and risk.
However, this may change within a fairly short
period of time, as it would appear that more activi-
ties are being relocated to such areas. This may
not result in a material change in risk for any indi-
vidual financial undertaking, but the increase in
risk for the financial infrastructure as a whole may
nonetheless be significant. It may also represent a
threat to customers, in the form of an increased
risk of unauthorised disclosure of personal data,
etc. The authorities are developing new outsourc-
ing provisions that will specify the extent to which
outsourcing is permitted, as well as improve the
scope of the authorities for intervention against
new or modified outsourcing of activities; see sec-
tion 3.8 for further details.

It is important for the relocation of ICT tasks
to be dealt with properly, both for individual finan-
cial undertakings and for the financial system as a
whole. The relevant regulatory framework and
regulatory developments are discussed in Chap-
ter 3.

Norges Bank and Finanstilsynet annually pub-
lish one financial infrastructure report each. The
annual payment system report of Norges Bank
discusses developments in customer-oriented pay-
ment transfer and internal bank systems, whilst

the risk and vulnerability analysis of Finanstil-
synet addresses the use of information and com-
munications technology in the financial sector.

2.8 Competition in the banking
industry

2.8.1

Competition may result in more cost-effective
operation, lower prices, as well as improved allo-
cation and use of labour and capital. Conse-
quently, society and bank customers will benefit
from competition between banks. High concentra-
tion, on the other hand, can impair both competi-
tion and the financial stability outlook.

The emphasis on competition to achieve a
good allocation of capital has changed consider-
ably over the last few decades. After World War II
and until the late 1980s, interest rates and credit
allocations for various parts of the economy were
regulated and, in part, directly determined by the
authorities. Regulations resulted in banks being
able to select low-risk customers, as well as hav-
ing the incentive to do so. Banks were character-
ised by stability, despite occasional exchange rate
volatility, as well as mounting inflation and wage
growth.

Direct credit regulation was abolished in the
1980s, and replaced by a system under which
credit would be allocated in line with a market
principle. Moreover, foreign banks and foreign
finance companies were permitted to establish
representative offices in Norway, for purposes of
establishing contact between Norwegian custom-
ers and foreign creditors. All in all, such deregula-
tion resulted in, inter alia, steep lending growth
and high economic activity. Banks failed to ade-
quately handle the transition to more liberal regu-
lations, and credit institutions registered a signifi-
cant increase in losses from 1987 onwards. By the
following year, some banks were insolvent, and
the situation thereafter swiftly deteriorated into an
extensive banking crisis, as also experienced by
many other countries when abolishing compre-
hensive credit regulations.

The banking crisis and the transition from
credit regulation to more competition triggered a
need for more robust solvency rules, improved
supervision and structural changes within the
banking sector. A number of bank mergers none-
theless resulted in increased concentration in the
Norwegian banking market.

When Norway joined the EEA in 1994, the
Norwegian financial market was opened to EEA

Historical background
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service providers via the establishment of subsid-
iaries or branches or via cross-border activities.
The purpose was to create a common banking
market in the EEA, thus enabling efficient banks
to rapidly expand into countries in which margins
and prices were higher than necessary. In theory,
about 6,000 banks may now offer loans, accept
deposits and provide other banking services in
the Norwegian market. However, only a minor
portion of these are actively involved in the Nor-
wegian market, and a single banking market has
yet to be established in the EEA. The EEA Agree-
ment has nonetheless played a key role in shaping
developments in the Norwegian banking market
over the last two decades.

An important driver for change in banking
markets for the last few decades has been new
technological developments within data process-
ing and communications. Exploitation of such new
technology to develop new services and products
has become a key priority for banks, and has
reduced the need of banking service providers for
a physical presence. Norway is one of the leading
countries when it comes to making use of modern
technology within payment transfers and informa-
tion dissemination, and is in the global lead in
terms of payment card use, online banking and
e-Invoicing. See the Financial Markets Report
2012 and the Credit Report 2007 for further
details on technological developments in the
banking market.

2.8.1.1  Market concentration

The banking market in Norway is characterised
by having a small number of major market partici-
pants and a large number of minor ones. There
were 138 banks in Norway at yearend 2013, with
most savings banks collaborating via various
group constellations, such as the Eika group.
Concentration measures are frequently used
to explain competitive conduct in the banking
market.!0 Empirical evidence suggests that con-
centration on the supply side of a market may
result in high prices and high returns on equity
for suppliers. Economic theory also suggests that
concentration may give rise to such outcomes, but
theory also shows that concentration interacts
with other factors. These interactive effects can be
altogether decisive in determining by how much
concentration impairs competition. It is therefore
important to recall, if using concentration mea-
sures to shed light on competition, that the rela-

10 OECD (2011). Bank Competition and Financial Stability.
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Figure 2.20 HHI developments, based on market
shares as measured by total assets

Source: Finanstilsynet.

tionship between concentration and competition is
complex.

It can also be difficult to define the relevant
market. Moreover, there is reason to expect such
definition to change over time, for example due to
technological developments. Despite these prob-
lems, low concentration in a market can be an
indicator of high competition, and high concentra-
tion can be an indicator of low competition.

Concentration can be measured in various
ways, but the Herfindahl-Hirschmann Index
(HHI) is a very commonly used measurement
method for purposes of using concentration to
shed light on competition in a market. HHI equals
the sum of the squared market shares of the sup-
pliers in the market, and covers a range from 0 to
1, with values close to zero meaning that there is
low concentration in the market and a value of 1
meaning that there is only one supplier, ie. a
monopoly. The higher is the index value, the
higher is concentration.

Figure 2.20 illustrates HHI developments from
1990 until now, by reference to the total assets of
all banks in Norway, including total assets associ-
ated with the foreign activities of Norwegian
banks. The figure shows that market concentra-
tion has increased since 2004, with the exception
of a brief period in 2009. The steep HHI increase
between 2002 and 2004 was caused by, inter alia,
the merger between DnB and Gjensidige NOR.

Concentration in the Norwegian banking mar-
ket is now relatively high compared to, inter alia,
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Denmark, Sweden, Ireland, the UK and Germany,
when measured by the Herfindahl Index. Concen-
tration is somewhat lower in Norway than in Fin-
land, Belgium and the Netherlands. Like in Nor-
way, the Herfindahl Index has increased since
2005 in both the Netherlands and Finland. In Swe-
den and Denmark, for example, the Herfindahl
Index has, on the other hand, remained fairly sta-
ble over the same period, whilst it has declined
significantly in Belgium.

2.8.1.2

The interest rate margin; the difference between
the average lending rate of banks and the average
deposit rate of banks, is a key source of income
for banks, and must, together with other income,
be sufficiently large to cover the costs and
expected losses of banks. It can be assumed that
interest rate margins are influenced by, but not
only by, competition between banks. Cost devel-
opments, expected loss developments, as well as
the distribution between margin income and other
income may also be important.

Risk premiums in the market may also influ-
ence margins. If risk premiums in the market
increase, return on equity requirements applica-
ble to banks may for example increase in line with
the market as whole. One should therefore bear in
mind, when interpreting the interest rate margin
for recent years in Figure 2.21, that risk premiums
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Figure 2.21 Interest rate margin developments
for Norwegian banks. Percent

Source: Finanstilsynet.

for banks during the period prior to the outbreak
of the international financial crisis were very low,
and that premiums have declined significantly
from their highest levels, whilst still remaining
much higher than the levels registered prior to
the outbreak of the international financial crisis.
Figure 2.22A shows that the interest rate mar-
gin of banks has declined from just over 5.5 pct. to
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B Return on equity for Norwegian banks between
1999 - 2013 and average (dotted) for the same period.

Figur 2.22

Interest rate margin (A) and return on equity developments (B) for Norwegian banks

Source: Statistics Norway and the Norwegian Banks’ Guarantee Fund.
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about 2 pct. since 1990. The interest rate margin
has remained fairly steady at about 2 pct. from late
2006 until now, subject to some fluctuation at the
time of the turbulence during the financial crisis
in 2008.

Returns on equity in excess of normal levels,
in aggregate or within various market segments,
may be yet another indication of limited competi-
tion.'! However, banking industry earnings are
highly sensitive to cyclical fluctuations, and hence
individual years of high or low earnings do not
shed significant light on competition. If returns on
equity in the banking industry are close to a nor-
mal equilibrium level over time, this may nonethe-
less indicate that the intensity of competition in
the banking industry does not differ from that
found in other industries.

Figure 2.22B indicates that the annual average
return on equity over the period from 1999 to the
3rd quarter of 2013 fluctuated around a level of
about 11.3 pct. The annualised return on equity at
yearend 2013 was approximately 12 pct. This illus-
trates that the current return on equity is not
unusually high compared to previous years. How-
ever, this comparison does not take account of the
consideration that the return on equity require-
ment may be reduced as the equity ratio
increases.

The return on equity of banks in the Norwe-
gian market may be an indicator of competition
between banks here and now, but may also have
an important long-term impact on competition. If
the return on equity is higher in Norway than in
other banking markets, this may stimulate foreign
banks to establish operations in Norway. If we
look at profits before tax in proportion to total
assets, the profitability of Norwegian banks is rel-
atively high in an international context. The Nor-
dic countries; Norway, Sweden and Finland, were
characterised by high profitability, both before
and during the crisis, compared to, inter alia, Ger-
many, the Netherlands and Belgium. Admittedly,
profitability in the US was somewhat higher
before the financial crisis, but Norway, Sweden
and Finland were the only countries in the sample
addressed in a study by Ulltveit-Moe et.al with
strictly positive earnings, in relation to total
assets, throughout the financial crisis.}? In 2011, it
was again only in the US that the profitability of

11 Profits after tax, as a portion of book equity.

12 Karen Helene Ulltveit-Moe, Bent Vale, Morten H. Grinda-
ker and Erling Skancke (2013), Competitiveness and regu-
lation of Norwegian Banks. Norges Bank Staff Memo 18/
2013.

banks, as measured in this way, was higher than
in Norway.

In general, Nordic banks are also profitable in
international terms when measured by returns on
equity. From relatively similar levels in 1999,
developments throughout the financial crisis have
resulted in more pronounced inter-country varia-
tions in returns on equity in 2011. Whilst the UK
and Denmark registered low bank profitability,
Norwegian and Swedish banks delivered the
highest returns on equity in 2011 in the sample of
Ulltveit-Moe et.al.

28.1.3

Banking regulations are currently undergoing
change throughout the EEA. Regulatory changes
may have an impact on the costs of banks. The
degree of competition in the Norwegian market
may be of considerable importance in determin-
ing the extent to which increased costs are passed
on to customers, and the new regulations have
triggered a competition debate in several coun-
tries.

It is hard to provide exact answers with regard
to how a new regulation will influence the costs of
Norwegian banks. Stricter capital requirements
imply that banks need more equity per loan made
than before. Generally speaking, equity is more
expensive than debt.® Consequently, stricter
equity requirements may increase the total fund-
ing costs of banks. The overall effect on costs will
depend on how much more expensive equity is
than debt at the outset, and on how return on
equity requirements and risk premiums change
when banks get more equity and thus become
more robust. The latter issue, in particular, has
elicited considerable debate.

In the late 1950s, Franco Modigliani and Mer-
ton Miller developed a well-known theorem called
the Modigliani-Miller Theorem.!* The theorem
states that the value of a firm is, in equilibrium and
under certain assumptions, unaffected by the
ratio between equity and debt.1® The European

Cost impact of regulatory changes

13 Fora corporation, the return on equity requirement gene-
rally exceeds the interest rate on its debts. An important
reason for this is that equity is exposed to more risk than
debt. If the corporation reduces its equity, the risk of both
owners and creditors is increased. In other words, a corpo-
ration with low equity must expect that both the return on
equity requirement of its owners and the interest rate on its
borrowing will be higher than those of a corresponding
corporation with more equity.

14 Modigliani, F. and Miller, M. (1958), The cost of capital,
corporation finance and the theory of investment, Ameri-
can Economic Review 48(3): 261-297.
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Central Bank (ECB) has examined the extent to
which the Modigliani-Miller Theorem actually
holds true for banks.!6 The ECB has used data for
54 banks from all over the world, including the
large Nordic banks, for the period 1995-2011, and
concluded that the Modigliani-Miller effect is
likely to be in the region of 41 to 73 pct., depend-
ing on the specifics of the model. This would
imply that between 41 and 73 pct. of the costs
associated with a higher equity-to-assets ratio are
recouped by way of a lower return on equity
requirement. In addition, it would be reasonable
to also expect the risk premium on debt to
decline; cf. the above discussion. This further
reduces overall funding costs, cf. the more
detailed discussion of this issue in the Financial
Markets Report 2011.

If we assume a difference of 10 percentage
points between the return on equity and the inter-
est rate on debt, and apply the above figures for
the Modigliani-Miller effect, a 1 percentage-point
increase in the CET1 capital ratio will increase
funding costs by about 2 and 4 basis points.}” 18
Admittedly, these calculations are not definite.
They are only intended to provide an indication of
the potential effects of stricter capital require-
ments.

Residential mortgage guidelines may also
have had an impact on interest rate margins.
These guidelines imply that riskier customers do
not obtain residential mortgages. Consequently,
the lending portfolios of banks become less risky,
which should contribute to both lowering residen-
tial mortgage funding costs and reducing the mar-
gins required on such mortgages.

Expectations of future regulatory changes
may also have an impact on funding costs and
lending margins. It is likely that this has been
experienced during previous instances of exten-
sive regulatory change. Expectations of a new sys-

15 These assumptions are unlikely to apply in full because,
inter alia, tax implications and informational asymmetries
may make it more expensive to obtain funding in the form
of new share capital than in the form of debt.

European Central Bank (2011), Common equity capital,
banks’ riskiness and required return on equity, Financial
Stability Review December 2011.

Bent Vale concludes, in the article «Effects of higher equity
ratio on a bank’s total funding costs and lending» (Staff
memo 10/2011), that the return on equity of DNB was
approximately 13.86 pct. over the period 2004-2010, whilst
the borrowing rate, represented by 3-month NIBOR, over
the same period was 3.48 pct. This chapter also supports a
10-pct. difference between return on equity and borrowing
costs.

Under the assumption that risk-weighted assets represent
about 2/3 of total assets

16

17

18

tem for the winding-up of banks that enter into lig-
uidation may, for example, already now be affect-
ing the prices of long-term bank funding and
result in banks changing their margins. This is
discussed in more detail in Chapter 3.2.5. A struc-
tured arrangement for the winding-up of banks
may reduce the implicit support expectation on
the part of large banks. The value of such support
expectations may be high. The Norwegian Finan-
cial Crisis Commission assumed, for example,
that DNB enjoyed an implicit government guaran-
tee valued at between NOK 1 and 4 billion annu-
ally.1? Moreover, expectations of new liquidity and
stable funding requirements may also have an
impact on bank margins. This is discussed in
more detail in Chapter 3.2.2. It is difficult to quan-
tify the overall effect of financial markets regula-
tions and the expectations of banks and investors
in relation to these.

More formalised models have been developed
to link the degree of competition to corporate
income. The Panzar-Rosse H-statistic is a fre-
quently used model. It illustrates the income of a
bank upon a change in the price of the factors of
production. The thinking behind the model is that
banks engaged in perfect competition will in the
long run have to get their average costs covered,
but no more. Higher values of the H-statistic are
associated with more competition, and in a perfect
competition scenario the H-statistic will be equal
to 1, which represents a full cost impact. The Fed-
eral Reserve Bank of St. Louis has estimated the
H-statistic for the Norwegian banking market
based on data from the World Bank for 2010 and
arrived at a figure of 0.3. This is fairly low and indi-
cates, when taken in isolation, that competition
amongst Norwegian banks is low.

The Panzar-Rosse H-statistic has a theoretical
underpinning and may therefore offer advan-
tages in comparison with analyses seeking to
shed light on competition via structural mea-
sures such as, for example, concentration, or by
the observation of profits and margins. However,
it is not always the case that the assumptions on
which the Panzar-Rosse statistic is premised are
met in practice.

2.8.2 The retail customer market

If customers do not switch from expensive banks
to cheaper banks, the competition between banks
becomes ineffective. Low customer mobility may
result from lock-in programmes, i.e. that a bank

19 NOU 2011: 1 Green Paper
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Figure 2.23 Switching between banks in the retail
customer market. Percent

Source: Finance Norway.

offers a combination of salary account, insurance
and loans, or from prices being difficult to com-
pare, or from other circumstances that customers
perceive as barriers to switching.

Figure 2.23 shows developments in various
factors that shed light on the loyalty of Norwegian
retail customers. The percentage of retail custom-
ers that did not switch or make use of a new bank
over the last 12 months has remained stable at 88
for the last decade. More than 40 pct. participate
in some form of customer programme offered by
the bank, and this portion has increased gradually
from about 28 pct. in 2004. In 2013, five percent of
customers had switched their main bank over the
last 12 months, whilst 6 pct. started to make use of
a new bank, in most cases an additional bank. The
same survey shows that only 7 pct. have ever
checked the Finansportalen financial service com-
parison website.

Other data may nuance this. The Norwegian
Consumer Council’s switching survey for 2013
shows that one third of retail customers have
renegotiated their residential mortgages or
switched residential mortgage banks in the last
two years. This may be an indication that consum-
ers are price conscious and use market informa-
tion to improve the terms offered by the banks of
which they are already customers, but without
switching banks. Such developments may have
been boosted by technological progress within
the industry and price comparison tools like
Finansportalen.

Figure 2.24 HHIfor deposits from retail customers
and residential mortgages

Source: Finanstilsynet.

Figure 2.24 shows concentration as measured
by HHI for deposits from retail customers and res-
idential mortgages to retail customers. These
measures provide a better illustration of concen-
tration in the retail customer market than the data
presented in the introduction, which cover the
market as whole. The figure shows that concen-
tration in accepting deposits from, and lending to,
retail customers is lower than for banks as a
whole, and that concentration has declined in
recent years. The upward shifts in concentration
have to do with the merger between Postbanken
BA and Den norske Bank ASA in 1999 and the
merger between DNB NOR ASA and Gjensidige
NOR Sparebank ASA in 2003.

The interest rate margin of banks does not
reflect the fact that accepting deposits and grant-
ing loans are different activities. The lending mar-
gin of banks is the margin between the lending
rate of banks and the money market rate. NIBOR
is frequently used as a measure of the money
market rate. NIBOR is a benchmark rate, and a
very considerable number of financial market
contractual relationships are linked to such rate.
Figure 2.25 shows that there was a leap in the
margin on lending to retail customers upon the
outbreak of the financial crisis. As at yearend
2013, the lending margin in relation to private
sector businesses and retail customers was the
same, as measured by the NIBOR differential.
This indicates higher profitability and less compe-
tition in the retail customer market than in the
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Figure 2.25 Difference between lending rates on
various loan types and 3-month NIBOR. Percent

Source: Finanstilsynet.

market for private sector businesses, since mar-
gins for private sector businesses are generally
associated with higher risk.

NIBOR is an important benchmark rate in the
derivatives market and for determining the lend-
ing rates of banks, although the lending margin as
measured by NIBOR does not precisely express
the lending margins of banks, because their costs
of funding a loan may deviate from NIBOR.
Norges Bank has therefore estimated the funding
costs of banks for residential mortgages from
2010 until yearend 2013, as calculated on the basis
of the weighted interest rate on the covered bond
loan holdings and the weighted deposit rate. Fig-
ure 2.26 below shows that the lending margin on
residential mortgages has, based on these data,
increased significantly since 2012. At yearend
2013, the lending margin, defined as the interest
rate on new residential mortgages less the esti-
mated funding cost, was approximately 1.8 pct., an
increase from about 0.5 pct. in August 2011.
Besides, estimated funding costs have not
declined in the same way as money market rates
in recent years. Consequently, Figure 2.26 may
indicate that competition between banks has
weakened over the last couple of years as far as
lending to retail customers is concerned. On the
other hand, it is not evident that the lending mar-
gins from the autumn of 2011 were sufficiently
high to cover the costs and risks of banks in rela-
tion to such lending.

Figure 2.26 Residential mortgage lending mar-
gins based on average residential mortgage inter-
est rates and estimated residential mortgage
funding costs. Percentage points

Source: Norges Bank.

2.8.3 The corporate market

Loans to corporations are less homogeneous than
residential mortgages for retail customers. Loans
to corporations are more diversified and, on aver-
age, associated with more risk, and banks often
need to have detailed knowledge of the outlook
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Figure 2.27 Corporate lending margins based on
corporate lending rates and estimated corporate
loan funding costs. Percentage points

Source: Finanstilsynet.
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for the industries in which corporations are
engaged.

The funding costs of banks are not closely
linked to NIBOR as far as lending to corporations
is concerned either. As with the retail customer
market, Norges Bank has estimated a funding
cost that is assumed to better reflect the actual
funding cost. The funding cost for lending to cor-
porations is estimated on the basis of the
weighted interest rate on the senior bank bond
holdings and the weighted deposit rate.

Figure 2.27 illustrates the lending margin in
relation to corporations, based on the lending rate

for corporate loans less the estimated funding cost
for corporate loans. The figure shows that the
lending margin for private businesses has
remained relatively stable in recent years. The
estimated funding cost for corporate loans has not
declined to the same extent as the money market
rate since 2012. The lending margin in relation to
corporations has remained stable at about 2 pct. in
recent years, and was 2 pct. at yearend 2013. Cor-
porate loans are associated with more risk, and
hence one would expect the lending margin to be
higher if competition was the same as in the retail
customer.
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3 Financial market regulatory developments

3.1 Introduction

In recent years, the Ministry has reported regu-
larly on the key processes initiated to improve
international and Norwegian financial market reg-
ulation following the financial crisis, which report-
ing has included the annual financial markets
reports and national budget reports. Such pro-
cesses and the development of new regulations
may continue for a number of years. Conse-
quently, the discussion in this chapter is in many
respects based on, and represents an update of,
information previously presented to the Storting
by the Ministry.

Regulatory developments in Norway largely
reflect the development of new regulations in the
EU. The Norwegian authorities are committed to
promoting solvency, liquidity and good conduct
through government regulation and supervision
of the financial sector. Primary responsibility for
rules that promote financial stability lies with the
national authorities, and the costs associated with
financial imbalances are to a large extent imposed
on the economy of the country in question. It is
therefore important for each country to have at its
disposal the policy tools needed to ensure stability
in its financial markets. The Ministry will continue
to emphasise the need to make use of the national
freedom of action within international regulatory
frameworks, thus enabling the Norwegian regula-
tions to promote robust financial institutions.
Robust financial institutions will also support the
competitiveness of the Norwegian economy and
that of its financial institutions.

3.2 Creditinstitutions

3.2.1
3.2.1.1

Capital requirements

Capital requirements and international
developments in general

The capital adequacy rules are based on three so-
called pillars. Pillar I concerns minimum capital
requirements, whilst Pillars II and III concern cap-

ital needs assessments by institutions and infor-
mation disclosure, respectively.

The capital requirements are expressed as
minimum requirements in the form of a ratio. The
denominator, called risk-weighted assets, is the
value of all assets, with the addition of certain off-
balance sheet items, weighted on the basis of the
expected risk of loss associated with each asset or
liability. The higher is the calculated risk of an
asset, the larger is the denominator and, conse-
quently, the higher is the capital requirement.
Hence, the risk weights influence how much
CET1 capital, tier 1 capital and total capital banks
need to have behind each asset under the rules.
For most institutions, the risk-weighted asset fig-
ure is much lower than total assets, i.e. the bal-
ance sheet value.

Banks either employ risk weights stipulated
by the authorities (the standardised approach), or
risk weights calculated by using internal risk
models (often called the IRB approach), when set-
ting the denominator used in calculating the capi-
tal adequacy ratio. The risk weights are different
for different assets, but different banks may also
use different risk weights for the same asset. The
lower the risk weight, the higher the capital ade-
quacy ratio for a given amount of total capital. The
IRB approach is intended to align capital require-
ments more closely with the real risk of each
bank. The IRB approach has often turned out to
result in lower weights than would be implied by
the standardised approach, for the same asset.
Banks that employ internal models shall, under a
transitional arrangement, maintain total capital
corresponding to no less than 80 pct. of the mini-
mum capital requirement under the Basel I rules.
An important consideration is to prevent internal
models from excessively reducing risk-weighted
assets (the so-called Basel I floor). This is ensured
by requiring the denominator used in calculating
the capital adequacy ratios to be no lower than 80
pct. of what it would have been under the Basel I
rules. Many EU and EEA countries have transi-
tional Basel I floor provisions, but practical imple-
mentation differs.
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The numerator used in calculating the capital
adequacy ratio is total capital, which is the sum
total of tier 1 capital (CET1 capital and other tier 1
capital) and Tier 2 capital. Total capital, and partic-
ularly tier 1 capital, absorbs losses incurred in the
operations of institutions, thus serving as a buffer
to prevent the losses of banks and other credit
institutions from affecting their creditors and
depositors.

The regulatory framework governing capital
requirements has changed over time, and the
recent financial crisis demonstrated that require-
ments had to be made stricter. The CRR/CRD IV
regulatory framework, which was based on rec-
ommendations from the so-called Basel Commit-
tee for Banking Supervision, was adopted by the
EU on 26 June 2013 and entered into force on 17
July 2013. The regulatory framework is referred
to as CRR/CRD IV because the provisions are
now separated into a directive; the Capital Requi-
rements Directive (CRD IV), which is the fourth
version of the EU Capital Requirements Directive,
and a regulation; the Capital Requirements Regula-
tion (CRR). Whilst a directive may often offer
some scope for national adaptations, a regulation
shall as a main rule apply directly in the member
states. Nonetheless, CRR allows for some national
choices in certain respects. The new provisions
are to be introduced gradually, with full effect
from 1 January 2019 at the latest.

Under CRR/CRD 1V, the minimum capital
requirement will remain that total capital shall
represent 8 pct. of risk-weighted assets. CET1
capital shall represent no less than 4.5 pct. of risk-
weighted assets, whilst tier 1 capital, which
includes certain types of hybrid capital, shall rep-
resent no less than 6 pct.

Moreover, CRR/CRD IV includes a require-
ment for a so-called capital conservation buffer,
which shall comprise CET1 capital and represent
no less than 2.5 pct. of risk-weighted assets. The
purpose of the capital conservation buffer is to
ensure that institutions have a certain buffer for
absorbing losses during periods of market turbu-
lence and low economic activity.

Each member state may also introduce a
requirement for a systemic risk buffer. The sys-
temic risk buffer requirement may be stipulated
as a percentage of risk-weighted assets for those
financial institutions that are subjected to such a
requirement. The systemic risk buffer shall serve
to reduce non-cyclical systemic risk, which risk
may have a significant negative impact on the
financial system and the macro economy of indi-
vidual member states. Such buffer requirements

may be imposed on individual institutions, groups
of institutions or all institutions.

A financial institution may be so large, or per-
form tasks that are so important, that the said
institution in itself has a particularly large impact
on the financial system. Such institutions are also
important for the economy as a whole. It has
therefore been argued, in the international regula-
tory debate in the wake of the financial crisis, that
systemically important institutions should be
especially robust. CRR/CRD IV requires globally
systemically important institutions to be subjected
to an additional buffer requirement of between 1
and 3.5 pct. of risk-weighted assets as from 1 Janu-
ary 2016. The buffer requirement must be met
with CET1 capital. The buffer is intended to
reduce the incentives of such institutions to
assume excessive risk, thus reducing the risk that
taxpayers must absorb the cost of a potential cri-
sis. In addition, member states may stipulate that
nationally systemically important institutions shall
also meet an additional buffer requirement of up
to 2 pct. of risk-weighted assets.

Moreover, CRR/CRD 1V requires a counter-
cyclical capital buffer, which is to vary between 0
and 2.5 pct. of risk-weighted assets. The purpose
of the counter-cyclical capital buffer is to make
institutions stronger and more robust to loan
losses in a future recession and to reduce the risk
that banks will contribute to the worsening of a
potential cyclical downturn by curbing their grant-
ing of credit. This counter-cyclical buffer require-
ment is to be applied during periods of especially
high credit growth or other developments that
increase cyclical systemic risk. This counter-cycli-
cal buffer requirement may be lowered or
removed if the economy cools down. Whilst an
increased counter-cyclical buffer requirement
shall normally be announced no less than 12
months before it takes effect, such requirement
may be reduced with immediate effect. Nonethe-
less, a counter-cyclical capital buffer is not a tool
that should be used to fine-tune the economy. In a
letter of 4 December 2013 setting out advice on
counter-cyclical capital buffers, Norges Bank
states, inter alia, the following:

«Robustness considerations suggest that the
capital buffer should not be reduced as a mat-
ter of course, despite indications of a tapering
off in financial imbalances. Any future advice
on reduction of the buffer will be based on an
assessment of market turbulence, the bank
loss outlook and the risk of a creditor-driven
setback for the Norwegian economy.»



34 Meld. St. 21 (2013-2014) Report to the Storting (white paper)

2013-2014

Financial Markets Report 2013

CRR/CRD 1V also allows for the introduction of a
new minimum tier 1 capital requirement based on
non-risk-weighted assets (a leverage ratio require-
ment), in addition to the new risk-weighted capital
requirements. Such a leverage ratio requirement
is intended to limit how much debt an institution
can have relative to its balance sheet value. A
binding leverage ratio requirement may be intro-
duced from 1 January 2018 if thus agreed by the
Council and the European Parliament, based on a
report to be submitted by the Commission by
yearend 2016. Institutions shall nonetheless
report their leverage ratios from 1 January 2015.

In addition to provisions on the activities of
banks and investment firms, as well as capital
requirement for institutions, CRR/CRD IV
includes, inter alia, a revision of the provisions on
salaries and bonuses for bank and investment firm
employees, as well as bank asset liquidity and
funding requirements.

3.2.1.2
Introduction

The initial part of the incorporation of the CRR/
CRD 1V provisions into Norwegian law entered
into effect on 1 July 2013, cf. Act of 14 June 2013
No. 34 relating to amendments to the Financial
Institutions Act and the Securities Trading Act
based on proposals made by the Ministry of
Finance in Legislative Proposition No. 96 (2012—
2013) to the Storting. Draft regulations on the
incorporation into Norwegian law of remaining
parts of CRR/CRD IV are currently circulated for
consultation.

In Norway, the minimum CET1 capital
requirement will be 4.5 pct. of risk-weighted
assets from 1 July 2013. Tier 1 capital shall
account for 6 pct. of risk-weighted assets, whilst
total capital shall represent no less than 8 pct. of
risk-weighted assets. Furthermore, a capital con-
servation buffer comprised of CET1 capital, which
shall represent no less than 2.5 pct. of risk-
weighted assets, and a systemic risk buffer com-
prised of CET1 capital, which shall represent no
less than 2 pct. of risk-weighted assets, will be
required. The systemic risk buffer requirement
will be increased from 2 to 3 pct. on 1 July 2014.

The Ministry is of the opinion that stricter cap-
ital requirements for banks, and particularly
stricter CET1 capital requirements, benefit soci-
ety as a whole. Individual banks may perceive this
differently. Rate of return requirements in the cap-
ital market reflect risk. Consequently, banks must

Capital requirements in Norway

offer shareholders a higher expected return than
they offer creditors. However, risk is reduced for
both owners and creditors when the equity-to-
assets ratio is increased. Hence, economic theory
postulates that more equity will be accompanied
by lower rate of return requirements for both
equity and debt. This may nonetheless be a slow
process, without any immediate adjustment.
Whilst adjustments are taking place, this may in
practice give rise to cost of capital differences for
banks with the same underlying solvency. The
market may also differ in its assessments of the
trade-off between risks and returns, both over
time and between investors.

It is advantageous for stricter capital adequacy
requirements for banks to be introduced when the
economy is performing well, thus enabling the
capital to serve as a buffer for leaner times. This is
why new Norwegian capital requirements are
introduced somewhat earlier than required under
the EU incorporation deadline. Some other coun-
tries whose economies are performing above the
European average, including Sweden and Switzer-
land, are introducing such requirements now. The
said countries have a larger banking sector, as
measured by the ratio between total banking sec-
tor assets and GDP, than Norway. On the other
hand, large banks in these countries are likely to
have better access to equity markets than have
Norwegian banks. What Norway, Sweden and
Switzerland have in common is that they have
their own and relatively minor international cur-
rencies, as well as domestic capital markets of
moderate size.

CET1 capital buffer requirements

As mentioned, the EU framework regulates the
buffer requirements in a directive. In Norway;, it is
intended for all buffer requirements to be calcu-
lated on the same basis as other capital require-
ments. The Ministry has recently completed a
consultative process on draft regulations concern-
ing the basis for calculating new buffer require-
ments and implications if buffer requirements are
not met. Buffer requirements are discussed in
more detail in section 3.2.1.1 above.

The Ministry is of the view that it is appropri-
ate to stipulate special requirements for nationally
systemically important financial institutions in
Norway, and one reason for this is that the Nor-
wegian financial market is characterised by a
small number of banks having large market
shares, and by the largest banks being a source of
funding for the smaller banks. At the same time,
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Norway has a fairly large number of independent
banks relative to its population. The Storting has
resolved to introduce a special buffer requirement
for systemically important institutions, which will
be 1 pct. from 1 July 2015 and 2 pct. from 1 July

2016. The Ministry may, in the form of regula-

tions, stipulate, inter alia, criteria for determining

which institutions shall be characterised as sys-
temically important, as well as special operating
provisions and solvency requirements for such
institutions, including a stipulation that the special

buffer requirement shall be higher or lower than 2

pct.

On 11 November 2013, the Ministry circulated
draft provisions on systemically important institu-
tions for consultation. The draft was prepared by
Finanstilsynet in consultation with Norges Bank.
Finanstilsynet proposed that systemically import-
ant financial institutions be identified on an annual
basis, and that institutions conforming to one or
more of the criteria outlined in the consultation
memorandum shall as a main rule be defined as
systemically important. The draft proposes that
institutions shall be considered systemically
important if conforming to one or more of the fol-
lowing criteria:

a. total assets representing no less than 10 pct. of
mainland Norway GDP or aggregate total
assets in the Norwegian banking industry;

b. amarket share of no less than 5 pct. of the Nor-
wegian retail lending market;

c. amarket share of no less than 10 pct. of the cor-
porate lending market in one or more regions;
or

d. acritical role in the financial infrastructure

In addition, the draft authorises the Ministry of
Finance to include or exclude institutions from
the group of systemically important institutions
on the basis of qualitative assessments. Finanstil-
synet proposes that DNB Bank, Nordea Bank,
Sparebank 1 Nord-Norge, Sparebank 1 SR-Bank,
Sparebank 1 SMN, Sparebanken Vest, Spareban-
ken Ser and Sparebanken Pluss! be classified as
nationally systemically important and subjected
to, inter alia, an additional capital buffer require-
ment of 2 pct. Sparebanken Vest is the only one of
these not to exceed the above threshold values,
whilst Kommunalbanken is not included in the
group despite exceeding the threshold values
under criterions a and b.

1 Sparebanken Ser and Sparebanken Pluss have subsequ-

ently merged.

The Norwegian capital requirements regula-
tions authorise the Ministry of Finance to stipu-
late further provisions on counter-cyclical capital
buffer requirements. Regulations on how to deter-
mine this buffer requirement were laid down on 4
October 2013. Norges Bank shall four times a
year, and by the end of each quarter at the latest,
prepare the underlying documentation (including
a buffer guide). Norges Bank and Finanstilsynet
shall exchange relevant information and assess-
ments. Norges Bank will give advice to the Minis-
try concerning the level of the counter-cyclical
capital buffer. Finanstilsynet may also express its
views. The level shall for the time being be deter-
mined by the Ministry of Finance. Norges Bank
recommended, in its Monetary Policy Report with
financial stability assessments from December
2013, that the counter-cyclical capital buffer
should be 1 pct. of risk-weighted assets with effect
from 1 January 2015. Finanstilsynet endorsed this
advice. On 12 December 2013, the Ministry of
Finance stipulated that banks shall meet a
counter-cyclical capital buffer requirement equiva-
lent to 1 pct. of risk-weighted assets. The Ministry
of Finance chose to grant banks somewhat more
time to comply with the requirement. The
counter-cyclical capital buffer requirement will
therefore enter into effect from 30 June 2015.

The counter-cyclical capital buffer is a new pol-
icy tool. Norges Bank and the Ministry of Finance
will assess the impact of the buffer requirement
on the Norwegian economy on a regular basis,
and are monitoring developments in the determi-
nation and implantation of this buffer requirement
in other countries.

As from 1 July 2013, the CET1 capital require-
ment is 9 pct. (including buffer requirements) and
the aggregate total capital requirement is 12.5 pct.
for all banks. As from 1 July 2014, the CET1 capi-
tal requirement will be 10 pct. and the aggregate
total capital requirement will be 13.5 pct. As from
1 July 2015, the aggregate total capital require-
ment, including a systemic risk buffer of 3 pct., a
buffer for systemically important institutions of 1
pct. and a counter-cyclical capital buffer of 1 pct.,
will be 15.5 pct. of risk-weighted assets for system-
ically important banks and 14.5 pct. for other
banks. Out of the minimum total capital require-
ment of 8 pct., 4.5 percentage points shall be in
the form of CET1 capital. The remainder may be
in the form of additional tier 1 capital and subordi-
nated loans. All buffer requirements shall be met
with CET1 capital. Any capital requirements
imposed by Finanstilsynet on each of the institu-
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tions via the so-called Pillar II process will be addi-
tional to these requirements.

Internal models for the calculation of capital
requirements

As mentioned, banks may use either the stan-
dardised approach or the IRB approach to calcu-
late risk weights for their assets. It has turned out
that use of the IRB approach may result in signifi-
cantly lower risk weights than use of the stan-
dardised approach for the same loans. The risks
of comparable portfolios are often assessed differ-
ently by different banks. The internal models
used by banks in their risk weight calculations as
based on, inter alia, the magnitude of previous
losses incurred by them on similar assets. These
models may provide a lot of useful information,
but one disadvantage is that they often reflect
structural changes that only influence risk after
they occur. Since the purpose of capital require-
ments is to enable banks to cover future losses,
this is a distinct weakness, which means that the
model estimates need to be examined critically.

Residential mortgages have only entailed very
minor losses for banks over the last twenty years.
This period has largely been characterised by eco-
nomic growth, rising housing prices and steep
increases in household debts. Norwegian housing
prices and debts are now very high relative to
Norwegian household incomes, whilst the inter-
est rate level is low. This implies that risk has
increased, although the change in risk is not visi-
ble in the loss figures of banks. In addition, resi-
dential mortgages make up a significant portion of
the balance sheets of banks. It is therefore neces-
sary to examine the models used by banks to cal-
culate capital requirements for residential mort-
gages, to ensure that capital requirements are
adequately reflecting the risk. On 13 October
2013, the Ministry adopted amendments to the
Capital Requirements Regulations, which
increased the minimum residential mortgage
«loss given default» (LGD) estimates of banks
from 10 pct. to 20 pct. as from 1 January 2014.
This amendment will have less of an impact on
banks using the IRB approach, since the Basel I
floor continues to apply.

The IRB models of banks need to be approved
by Finanstilsynet before being used to calculate
the capital requirement. Finanstilsynet is cur-
rently reviewing the models of banks with a view
to, inter alia, making the requirements more
stringent. It is likely that such review will result in
somewhat higher and less disparate residential

mortgage weights for Norwegian IRB banks. The
Basel I floor will continue to be an effective
threshold for most banks. It is important not to
abolish the Basel I floor until a satisfactory level of
risk-weighted assets has been established for
banks, i.e. no less than the level currently implied
by the floor. The provisions laid down by the EU
require the Basel I floor to be applied until 31
December 2017, with scope for extension. An
increase in the model-based risk weights will also
reduce the effect of any future abolition of the
floor. The floor may be of major importance to the
banking subsidiaries of foreign banks, as foreign
authorities evaluate the IRB model used by the
group and thus, inter alia, the estimated probabil-
ity of default.

The capital requirements should be forward
looking. If capital requirements are not increased
until the risk is reflected in higher losses, there is
a danger that banks will find it very difficult to
increase their capital adequacy ratios. Because
the Norwegian economy is still performing rea-
sonably well, Norwegian banks have registered
favourable earnings and been in a position to pre-
pare for stricter capital requirements. Banks have
to some extent already taken the opportunity to
do so, and if earnings remain at the same level
ahead it will be fairly straightforward for banks to
comply with these future requirements.

The use of IRB models as a basis for determin-
ing capital adequacy requirements is quite a
recent regulatory development, and was intro-
duced into the regulatory framework during the
previous international collaboration process on
capital adequacy requirements; Basel II. Interna-
tional developments demonstrated that banks
used, during the run-up to the implementation of
these regulations, the changeover and transition
to internal modelling to expand their balance
sheets with a smaller proportion of equity fund-
ing. This tendency was also in evidence in the
Nordic region. Upon the introduction of new regu-
lations relating to the Basel III process, it has also
been noted that some banks have registered a sig-
nificant reduction in risk-weighted assets when
using IRB modelling. Since one of the purposes of
the Basel III reform is to increase the overall sol-
vency and equity of banks as a whole, this has in
some cases had unfortunate implications. This
has given rise to a debate as to how appropriate it
is to link capital adequacy requirements to the
individual risk models of banks, as well as to
higher expectations for liquidity requirements
and the use of individual non-weighted capital
requirements. The regulations are therefore still
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in development by, inter alia, the Basel Commit-
tee and the EU.

However, the use of IRB models shall primar-
ily serve as an internal management tool for each
individual bank that makes use of models. The
models shall contribute to more efficient use of
capital and provide banks with tools for improved
control of the return and risk of their commit-
ments. This effect, which has organisational impli-
cations, is independent of whether or not such
modelling serves as a basis for capital require-
ments stipulated by the authorities. The authori-
ties, on their part, need to be aware that the intro-
duction of IRB modelling may result in risk being
shifted from banks that have introduced IRB mod-
elling to banks that have not done so. However,
the fact that a bank has not introduced IRB model-
ling does not mean that its risk management is
inadequate. The size of the bank and the composi-
tion of the balance sheet of the bank are important
factors in determining whether it can make use of
sophisticated modelling tools, but also in deter-
mining whether to do so is at all necessary.

Links between banks and mortgage companies that
can issue covered bonds

Banks have over time transferred well-secured
residential mortgages to mortgage companies
that can issue covered bonds. In order to prevent
this from resulting in increased risk in the bank-
ing system, the Ministry intends to examine
whether the links between mortgage companies
that can issue covered bonds and banks are appro-
priate. This also has competition implications, as
discussed in more detail in Chapter 3.5.

3.2.2 Liquidity coverage and funding
structure requirements

Banks convert liquid, short-term deposits into
long-term lending. This maturity transformation
imposes a liquidity risk on banks. There may for
various reasons be a discrepancy between the
liquidity risk a bank deems to be beneficial and
the liquidity risk it is beneficial for society for such
bank to assume.

Moreover, since banks and mortgage compa-
nies borrow large sums from each other, liquidity
failure in one institution may cause liquidity prob-
lems in other institutions. During the interna-
tional financial crisis it was, for example, evident
that banks in a situation of uncertainty became
very reluctant to lend to each other, preferring to
deposit surplus liquidity with the central bank. In

a worst case scenario, domino effects may result
in the stability of the entire financial system being
threatened by a liquidity problem in only one or a
small number of institutions.

CRR/CRD 1V lays down new requirements
with regard to the liquidity coverage and funding
structure of banks. Section 2-17 of the Financial
Institutions Act authorises the Ministry of
Finance to stipulate detailed liquidity coverage
and funding structure requirements for the insti-
tutions falling within the scope of the Act.

The liquidity coverage requirement (LCR) is a
minimum requirement as to the volume of liquid
assets a bank needs to hold to withstand periods
of funding markets failure. The European Com-
mission shall provide a final LCR definition by the
end of June 2014. The Basel Committee com-
pleted its examination of the indicator in January
2014. The proposal from the Basel Committee
implies that a bank shall always retain a holding of
«high quality liquid assets» (HQLA) that exceeds
its net cash outflow over 30 calendar days in a
stress scenario. In order for an asset to be defined
as HQLA, it must be readily and immediately con-
vertible into cash with, at most, only a minor loss
in value. Corporate and municipal bonds may, for
example, be included if markets for these are suf-
ficiently deep and liquid, provided that such bonds
also have a high credit rating. Norway has a small
market for securities that meet the original HQLA
definition. The problem of illiquid securities is
shared by a number of small countries. CRR/CRD
proposes that institutions subject to the LCR must
meet 60 pct. of the requirement from 2015. The
requirement shall be stepped up gradually, until it
is applied 100 pct. from 1 January 2018. Finanstil-
synet has proposed that the LCR be introduced
with full effect for the systemically important
financial institutions from 1 July 2015. The Minis-
try will examine the time schedule. Norwegian
authorities have accorded priority to early phase-
in of the new capital requirements.

The LCR has been somewhat revised since the
first proposal from the Basel Committee. The
Basel Committee proposed amendments to the
requirement in January 2014. The proposal calls
for more assets to be classified as HQLA, as well
as for certain changes to the stress scenario. If
this LCR version is applied, it will become easier
for banks to comply with the LCR.

In order to further reduce the liquidity risk of
banks, the Basel Committee has proposed a net
stable funding ratio (NSFR) requirement. This
ratio expresses a requirement as to what portion
of the funding of banks needs to be “stable”. The
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Figure 3.1

Source: Finanstilsynet.

NSFR proposal of the Basel Committee has
recently been circulated for consultation. The
NSFR process lags somewhat behind the LCR
process, and completion is expected in 2018 at the
earliest.

Norwegian banks report quarterly to Finan-
stilsynet on the extent to which they meet the
anticipated liquidity and funding requirements, cf.
Figure 3.1. All banks report on the extent to which
they comply with a version of the LCR, whilst 17
banks report on compliance with the NSFR
requirement.

3.2.3 Nordic cooperation

Nordic financial markets have become more inte-
grated over time. In recent years, the Nordic
financial market supply side has seen a trend
towards the largest groups establishing opera-
tions in several Nordic countries. Competition
from such banks is important in the Norwegian
market, because it increases domestic competi-
tion between banks and results in more choice for
customers. Although there are many banks in
Norway, most of these a limited in their geograph-
ical scope. The strict regulatory requirements
applicable to banking also give rise to special bar-
riers to entry in this industry.

The large Nordic banks make extensive use of
internal models for calculating capital require-
ments and risk. Hence, such requirements may be

LCR for Norwegian banks (A) and NSFR for 17 Norwegian banks (B)

lower than the capital requirements applicable to
banks that use the standardised approach, and
may be more difficult to compare between banks
and between countries. If banking solvency
requirements in Norway become more uniform, it
will create a more level playing field in the market.
The Government is cooperating with other Nordic
authorities to promote more harmonised regula-
tions for all undertakings with operations in any of
the Nordic countries (host country regulation).
Important considerations for Norwegian authori-
ties include mutual recognition of the risk weights
for residential mortgages and counter-cyclical
capital buffers.

Cross-border harmonisation of solvency
requirements is advantageous, but this consider-
ation cannot be accorded so much priority as to
impair the solvency of Norwegian banks, or capi-
tal requirements caused by differences between
the Norwegian economy and another economies.
Primary responsibility for financial stability lies
with the authorities in each country, and experi-
ence from past crises shows that problems and
costs must in most cases be handled at the
national level. Banking market competition may
be effective despite certain differences in regula-
tory requirements between different market par-
ticipants.

Norwegian authorities are cooperating closely
with the other Nordic countries on a common
approach to capital and liquidity requirements for
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banks and financial institutions. In 2012, a Nordic
working group comprising representatives from
the Nordic ministries of finance was appointed to
look into such an approach. Specific Nordic adap-
tations based on the recommendations of the Nor-
dic working group are currently being pursued at
the supervisory authority level. Finanstilsynet
has, inter alia, received written confirmation from
the financial supervisory authorities in Denmark
and Sweden that they are interested in following
up on the Norwegian initiative on Norwegian resi-
dential mortgage weights for every entity
engaged in banking operations in Norway. Such
cooperation is also discussed in the meetings of
the Nordic Council of Ministers for Finance.

Nordic banks are not only competing for loan
and deposit customers; they are also competitors
in the international market for the funding of their
own activities by debt and equity. Major national
differences in the structure of regulatory frame-
works governing, inter alia, capital adequacy may,
even if the overall requirements are fairly similar,
create an impression of differences in solvency
and total capital between banks. If the capital mar-
ket fails to recognise the reality behind apparent
differences, it may result in different funding
terms for banks with the same or similar risk.
Such comparisons are difficult, because no two
banks are perfectly identical. Both banks and
authorities can contribute to shedding light on
real solvency similarities and differences.

In addition, Nordic authorities are also collabo-
rating on plans for handling a potential crisis in
the Nordea Group, which is identified by the
Financial Stability Board (FSB) as one of 29 glob-
ally systemically important banks. The parent
company of Nordea is domiciled in Sweden, and it
has large banking subsidiaries in Norway, Den-
mark, Finland, the Baltic countries and Poland.
The purpose of such collaboration is to seek
agreement between countries as to the handling
of potential problems in the Nordea Group, thus
ensuring that the authorities are well prepared in
the event of problems. It is intended to establish a
cooperation agreement, as well as a plan for gov-
ernment handling of a potential crisis in the Nor-
dea Group. Corresponding processes are under-
way for each of the 29 globally systemically
important banks, but none of these have been
completed. The crisis management framework in
all countries where Nordea has banking opera-
tions will change significantly upon the implemen-
tation of the planned EU Crisis Management
Directive in the EU/EEA. After the Crisis Man-
agement Directive has entered into effect, crisis

management should be in conformity with the
system defined by that directive.

3.2.4 Thedeposit guarantee scheme

Deposit guarantee schemes serve an important
consumer protection purpose and help to ensure
that retail deposits constitute a good and stable
source of funding for banks. Consequently, such
schemes boost confidence in the banking system
and promote financial stability. The Norwegian
scheme functioned well during the financial crisis.
Norway was the only EU/EEA country in the
OECD area that did not introduce extraordinary
government guarantee measures during the crisis
of 2008. In 2009, the EU adopted amendments to
the Deposit Guarantee Schemes Directive; Direc-
tive 94/19/EC, which introduced, inter alia, full
harmonisation of coverage levels, at EUR 100,000
for national deposit guarantee schemes from 1
January 2011. This directive is not implemented in
Norway. There has been an understanding
between the European Commission and Norway
that this matter shall be decided in connection
with the deliberation of the directive proposal pub-
lished by the Commission in July 2010. When the
European Commission put forward, in July 2010, a
proposal for a new, comprehensive directive on
deposit guarantee schemes to replace the current
directive, the Commission retained such full har-
monisation and also proposed, inter alia, pre-fund-
ing of the schemes, a risk premium payment
requirement for banks and a maximum reim-
bursement period for depositors of seven days.
The EU ministers of finance and the European
Parliament reached agreement on the directive on
17 December 2013. The Council of the European
Union passed a formal resolution on 3 March, and
the directive is expected to be adopted by the
European Parliament between 14 and 17 April.

While full harmonisation of the coverage level
at EUR 100,000 constitutes a major improvement
on the schemes of most EU member states, incor-
poration of such full harmonisation in Norwegian
law would reduce the coverage level in Norway by
about 60 pct.

The Ministry has, on a regular basis, kept the
Storting informed of developments in the EU reg-
ulation of deposit guarantee schemes and the
extensive efforts of the Government and the Min-
istry to maintain the current coverage level from
1996, of NOK 2 million per depositor per bank.
The Ministry of Finance stated the following in
the supplementary proposition on the National
Budget for 2014:
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Structural reforms of the financial sector, espe-
cially the banking sector, are under discussion
in various international forums. One major issue
is whether the size or scope of the activities of
banks should be limited in order to promote
financial stability. Norwegian authorities are not
currently contemplating such measures.

In February 2012, an expert group chaired
by the Governor of the Bank of Finland; Erkki
Liikanen, was appointed to examine whether
financial sector structural reforms can promote
financial stability, efficient markets and con-
sumer protection. The group was asked to pro-
pose specific measures. On 2 October 2012, the
group submitted a report to the European Com-
mission. On 29 January 2014, the Commission
published a proposed regulation following up on
some of the proposals from the Liikanen report.
The purpose of the proposal is to prevent the
largest and most complex banks from engaging
in risky proprietary trading. The proposal is
comprised of two main propositions:

1. Banks to be prohibited from trading in finan-
cial instruments and commodities for the
sole purpose of generating profits for banks.
The proposal is based on the premise that
such activities entail risk without offering
commensurate benefits to bank customers or
the economy as a whole.

Box 3.1 Systemic importance and structural measures in the banking sector

2. The supervisory authorities may require
banks to separate so-called high-risk activi-
ties and ordinary banking into separate legal
entities. Banks may avoid such separation if
they can demonstrate to the supervisory
authorities that the risk is managed other-
wise.

The Commission also states that measures are
needed to make the shadow banking market
more transparent to prevent circumvention of
the proposed rules.

The proposal pertains to very large banks,
especially those with significant trading portfo-
lios, because a liquidation of such banks will
have a major impact on the financial system and
the economy as a whole. The Commission pro-
poses that the regulation shall apply to banks
that are identified as being of global systemic
importance, or that exceed all of the following
thresholds for three consecutive years:

(1) Total assets in excess of EUR 30 billion
(2) Total trading assets and liabilities exceed
EUR 70 billion or 10 pct. of total assets.

The Commission estimates that about 30 banks
holding approximately 65 pct. of aggregate total
assets in the EU banking sector will fall within
the scope of the proposal.

«The Storting has on numerous occasions
been informed of the efforts pursued by Nor-
wegian authorities in relation to the directive
proposal on deposit guarantee schemes cur-
rently under consideration in the EU, and
unanimously supported the efforts of the
authorities to retain the Norwegian regulatory
framework and its NOK 2 million deposit guar-
antee per depositor per bank. The EU has in its
proposed directive suggested a continuation of
the full harmonisation of a cover level of EUR
100,000, or about NOK 800,000. The so-called
EU trilogue negotiations on the directive have
now been resumed. The Ministry of Finance
will continue to accord high priority to this mat-
ter.»

This matter has been pursued very actively by
both the previous and the present Government,

thus ensuring that the Norwegian position and
arguments are well known to the EU. This has
been unanimously endorsed by the Storting. The
directive, in the form it is currently expected to be
adopted, stipulates a five-year transition period,
until yearend 2018, for countries with cover in
excess of EUR 100,000 euro. In other important
areas, like the payment period and the accumula-
tion of guarantee funds, the directive proposes a
transition period of up to ten years. It is only after
the said ten years that the regulatory framework
will be harmonised in the EU. The matter will now
be submitted for technical review by the EU, and
formal adoption by the Council and the European
Parliament. Norway will subsequently negotiate
on how to incorporate the directive into the EEA
Agreement. The Norwegian deposit guarantee
provisions will under no circumstance be
amended until this has been done.
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The Government will now continue to pursue
this matter in connection with the coming negotia-
tions on incorporation of the directive into the
EEA Agreement. The Ministry will keep the Stort-
ing informed of developments in the matter.

3.2.5 Crisis management

In June 2012, the European Commission pub-

lished a proposal for a directive on the recovery

and resolution of credit institutions and invest-
ment firms in crisis (the Crisis Management

Directive). EU political agreement concerning

such directive was reached in December 2013.

The directive is assumed to be EEA relevant. It is

proposed that it be entered into effect in 2015.

Provisions on internal recapitalisation, so-called

bail-in, cf. below, shall apply from 2016 at the lat-

est. The proposed directive distinguishes between
various tools:

1. Preventive measures, for example enhanced
supervision, requirements for all institutions to
prepare recovery and resolution plans; so-
called testaments, as well as scope for group
entities to conclude agreements on the provi-
sion of intra-group support, on certain terms, if
any entity is in financial difficulties;

2. measures that enable the authorities to inter-
vene early when problems are impending; and

3. powers and tools for restructuring, separating
or liquidating institutions when a crisis has
materialised.

The objective is to be able to liquidate both small
and large institutions without creating financial
instability, and without burdening public budgets.
In order to shield public budgets, the Commission
is of the view that it is necessary to establish
emergency funds/funding arrangements that are
pre-funded by the institutions in each EU country.

The proposed directive introduces new tools
for use in situations of crisis. One of four liquida-
tion tools that may be used by national liquidation
authorities is bail-in. What is meant by bail-in in
the directive is reducing the liabilities of an institu-
tion and converting these into equity. There is a
pre-defined order for using the amounts outstand-
ing to creditors in a bail-in. Exemptions are also
specified in terms of liability types that cannot be
converted into equity. It is proposed that, inter
alia, deposits covered by a deposit guarantee
scheme and secured debts, including covered
bonds and other instruments secured in similar
ways, shall not be subject to conversion into
equity. The three other tools are sale of the busi-

ness, establishment of a bridge institution, i.e. a
provisional transfer of the «healthy» assets of an
institution to a government-controlled institution,
and separation of assets, i.e. a transfer of the
«bad» assets of an institution to a separate entity.

An overarching principle for the use of liquida-
tion tools is that the shareholders of an undertak-
ing shall incur losses before the creditors of such
undertaking. A creditor of a bank shall, as a main
rule, not incur a larger loss than such creditor
would have incurred in the event of ordinary liqui-
dation, and creditors with the same priority shall
be treated equally. The authorities must have con-
cluded, in order to be able to make use of the lig-
uidation tools, that the institution is about to fail or
likely to fail. The authorities shall reach such a
conclusion if the institution is (or is likely in the
near future to be) in violation of the conditions for
engaging in licensed activities, without net assets
(liabilities exceed assets), illiquid (unable to dis-
charge liabilities as and when these fall due) or
dependent on extraordinary government support
measures. Nor can there be any prospect of alter-
native private sector measures — including mea-
sures from so-called «institutional protection
schemes» and supervisory measures, including
the tools for early intervention and reduction or
conversion of additional tier 1 capital and tier 2
capital — preventing, within a reasonable time hori-
zon, the institution from failing.

Finally, the crisis resolution must be neces-
sary to realise, and be reasonably commensurate
with, five crisis resolution objectives, including a
requirement that liquidation of the institution by
ordinary insolvency proceedings will not to the
same extent serve to realise the objectives. The
five crisis resolution objectives are:

— to ensure the continuity of the critical functions
of the institution;

— to avoid significant adverse effects on financial
stability;

— to protect public funds by minimising reliance
on public financial support;

— to protect depositors and investors covered by
deposit guarantee and compensation schemes;

— to protect client funds

The Norwegian system for dealing with financial
institutions that encounter financial difficulties is
laid down in the Guarantee Schemes Act. The Act
authorises the implementation of a number of dif-
ferent measures, depending on how far the crisis
in the financial institution has evolved and what
can be done to remedy the situation. If need be,
the Norwegian Banks’ Guarantee Fund may, inter
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alia, grant loans, furnish guarantees and provide
equity to ensure sound and structured continua-
tion or liquidation of institutions in crisis. These
statutory provisions are additional to provisions
enabling Finanstilsynet to intervene early in insti-
tutions in difficulties. The Ministry requested, in a
letter of 26 June 2009, the Banking Law Commis-
sion to examine potential revision of the current
Guarantee Schemes Act, including appurtenant
regulations. This shall be adapted to any amend-
ments to relevant EU directives.

3.2.6 EU banking union

There is agreement in the EU on the creation of a
single supervisory authority for banks in the Euro
zone; the so-called «single supervisory mecha-
nism» (SSM). The decision to create such a super-
visory authority was made in October 2013. The
decision implies that the European Central Bank
(ECB) assumes the role of overarching supervi-
sory authority for all banks (credit institutions) in
the Euro zone. The ECB will supervise about 150
of the most important banks in the Euro zone, i.e.
banks with total assets in excess of EUR 30 billion
or representing in excess of 20 pct. of GDP of
their country of domicile, as well as banks
believed by the ECB to be of special importance
for other reasons. Supervision of the approxi-
mately 6,000 other banks in the Euro zone will
continue to be the responsibility of national super-
visory authorities, although the ECB may inter-
vene in such banking supervision if the ECB
deems such intervention to be called for.

The European Parliament and the Council
recently agreed a joint EU crisis resolution mech-
anism, the «single resolution mechanism» (SRM),
based on a proposal from the Commission. The
purpose is to centralise expertise and resources
for dealing with crises in banks in the Euro zone
and any other member states that may join the
banking union.

EU member states outside the Euro zone may
join the banking union of their own volition. The
banking union is not open to Norway and the
other EEA/EFTA states.

3.2.7 Guidelines for prudent lending
practices

Finanstilsynet issued guidelines for prudent resi-
dential mortgage lending practices in March
2010. Their purpose was to curtail the volume of
loans that are high relative to both income and
residential property value, in order to make

households and banks better prepared for poten-
tial economic downturns. The guidelines were
tightened in December 2011 by requiring, inter
alia, loans to not normally exceed 85 pct. of the
value of the residential property, cf. Box 3.2.

The guidelines laid down by Finanstilsynet
stipulate requirements for banks’ own internal
residential mortgage guidelines. These include,
inter alia, requirements for institutions to obtain
accurate information concerning the income and
overall debt of the borrower, and for institutions to
be able to calculate the ability of customers to ser-
vice the loan based on their income, expenses,
including interest and instalments, overall debt, as
well as the implications of a 5 percentage-point
interest rate increase. Finanstilsynet has embed-
ded some degree of flexibility in the guidelines.
Banks may, for example, deviate from the norm of
an 85 pct. loan-to-value ratio if additional collateral
is furnished or if the bank has concluded, based
on a specific assessment, that it would be prudent
to derogate from the guidelines.

In a letter of 25 October 2013, the Ministry of
Finance requested Finanstilsynet to examine how
the residential mortgage guidelines are imple-
mented by banks, and what effect such measure
may have had on households, banks and the hous-
ing market. The Ministry also requested an
assessment as to whether the norms laid down in
the guidelines should in future be issued in the
form of a circular (guidelines) or whether a differ-
ent legal format (regulations) might be more
appropriate.

Finanstilsynet submitted its review of the
guidelines to the Ministry on 28 January 2014.

The review indicates that the guidelines have
served to curb the accumulation of risk in the
Norwegian economy, and that banks are making
use of the flexibility embedded in the guidelines.
Finanstilsynet is noting, inter alia, that the resi-
dential mortgage survey for the autumn of 2013
showed that 23 pct. of new residential mortgages
were granted to borrowers with less than 15 pct.
of own funds. This portion was 35 pct. for borrow-
ers under the age of 35 years. 91 pct. of the loans
granted to borrowers with less than 15 pct. of own
funds were granted to customers estimated to
have surplus liquidity, i.e. positive disposable
income after the deduction of subsistence costs
and all debt-servicing expenses, and approxi-
mately 60 pct. were granted to borrowers that fur-
nished additional collateral. Finanstilsynet also
stated that it is not proposing amendments to the
guidelines or codification of bank lending prac-
tices in the form of regulations, although it may
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Finanstilsynet issued guidelines for prudent resi-

dential mortgage lending practices in March

2010. The guidelines apply to all Norwegian

financial institutions under the supervision of

Finanstilsynet, as well as to Norwegian branches

of foreign financial institutions. The contents of

the guidelines, subsequent to their tightening in

December 2011, may be summarised as follows:

(1) Accurate information should be obtained
concerning the income and overall debt of
the borrower, and concerning the residen-
tial property to be mortgaged by the bor-
rower.

(2) The bank should calculate the capacity of
the customer for servicing the loan, based
on income, all expenses, overall debt and
the implications of a certain interest rate
increase. If the borrower would end up with
a so-called liquidity deficit after a potential
interest rate increase, the loan should as a
main rule not be granted, and the bank
should dissuade the customer from obtain-
ing the loan.

(3) The loan, including any other loans secured
on the residential property, may not nor-
mally exceed 85 pct. of the residential prop-
erty value.

(4) In the event of deviations from the norms,
either additional formal collateral (other
properties, surety/guarantees) must be
furnished, or the bank must have con-
ducted a specific prudential assessment as
to whether it is appropriate to derogate
from the guidelines. Criteria for such pru-
dential assessments should be established
by the board of directors of the relevant
bank.

(5) Loans exceeding 70 pct. of the residential
property value should normally established
with payment of instalments from the first
due date.

Box 3.2 Guidelines for prudent lending practices

(6) Banks must clarify which customer groups
may be granted a home equity credit line.
Account should be taken of the fact that the
ability to pay may be significantly impaired
during the credit term due to income reduc-
tion.

(7) The granting of home equity credit lines by
a bank must be based on a prudential
assessment. Home equity credit lines
should not normally exceed 70 pct. of the
market value of the residential property.

(8) The bank must, when assessing the ability
to pay, make allowance for an interest rate
increase of at least 5 percentage points. It is
important to make the borrower clearly
aware of this. The bank should, when ren-
dering its advice, always make clear the
implications of choosing between a fixed
and a variable interest rate.

(9) Any decision by the bank to deviate from its
internal guidelines shall be made at a
higher level than that normally authorised
to grant residential mortgages.

(10)A report on the bank’s follow-up of the
guidelines shall be submitted to the board
of directors or, as far as foreign branches
are concerned, the management team of the
bank, in respect of each quarter. Any devia-
tions from the guidelines shall be identified
and reported.

Finanstilsynet is following up on the guidelines
via reporting in connection with the annual resi-
dential mortgage surveys, supervision of Nor-
wegian institutions and meetings with branches.
If institutions are in violation of the guidelines,
Finanstilsynet may order an increase in their
capital adequacy ratio pursuant to the capital
adequacy rules. If necessary, Finanstilsynet will
first contact the supervisory authorities in the
home country.

become necessary to consider new measures
depending on financial developments.

On 6 February 2014, the Ministry of Finance
sent a reply letter to Finanstilsynet concerning the
guidelines. The Ministry stated that a good debt-
servicing capacity and a documented ability and
willingness to save may compensate for a some-

what higher leverage ratio, as also evidenced by
practices observed under the guidelines. The
Ministry also stated the following:

«It is important for the discretionary assess-
ments of banks to pay heed to the ability of the
customer to discharge his or her liabilities,
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based on his or her further loan-servicing capa-
city. Clause 2 of the guidelines would, when
taken in isolation, appear to be somewhat static
with regard to this factor. Future ability to ser-
vice loans must be a permissible consideration
when banks perform their specific prudential
assessments, cf. Clause 4 of the guidelines.»

The Ministry made it clear that it may be justifia-
ble to grant residential mortgages to borrowers
with own funds down to 10 pct. if, for example,
borrowers have a satisfactory debt-servicing capa-
city, have a demonstrated ability to accumulate
savings and protect against interest rate increases
by binding the interest rate.

The Ministry noted, in its letter of 6 February
2014, that it is important for Finanstilsynet to con-
sider the contents and implementation of the
guidelines, as well as the need for codification in
the form of regulations, in view of future financial
developments. In particular, the Ministry requ-
ested an assessment as to how appropriate it is to
use a fixed nominal premium of 5 percentage
points as a test for how well loan applicants will
cope with an interest rate increase. The Ministry
is of the understanding that banks will, generally
speaking, take the selection of any fixed interest
rate option into account for purposes of calcula-
ting the interest rate sensitivity of loan applicants.

In addition, the Ministry noted that it is
necessary, in order for banks to have flexible
guidelines, for the board of directors of each bank
to adopt criteria to be used in assessing whether it
would be prudent to grant a loan. Such criteria
shall be reviewed by Finanstilsynet. Finanstilsynet
should ensure that banks do not compete through
differences in their practices under the guideli-
nes.

3.3 Insurance and pensions

3.3.1 New solvency rules (Solvency Il and

Omnibus Il)

In April 2009, the European Parliament adopted
new solvency rules for insurance companies. The
Solvency II Directive (Directive 2009/138/EC)
incorporates, inter alia, the Consolidated Life
Assurance Directive and the three «generations»
of non-life insurance directives. One of the objec-
tives of the new directive is to ensure that insur-
ance companies are subjected to allocation and
solvency requirements that better reflect the risks
of such companies than do the current EU regula-
tions. Unlike previous EU insurance directives,

the Solvency II Directive is predominantly a full
harmonisation directive. In other words, member
states can neither impose stricter, nor less strict,
requirements on companies than those implied by
the directive.

Solvency II is organised into three pillars that
have much in common with the three pillars of the
CRD rules for banks. Pillar I comprises quantita-
tive solvency requirements, including technical
provision requirements, solvency capital require-
ments (SCR) and minimum capital requirements
(MCR). In the event of non-compliance with the
solvency capital requirements, the supervisory
authorities shall require the company to take mea-
sures to remedy its solvency status. The licence of
the company may be revoked if the company fails
to comply with the minimum capital requirement
and compliance with such requirement in the near
future seems unlikely. Pillar II comprises, inter
alia, supervision and monitoring provisions. Pillar
II also authorises the introduction of a capital
requirement tailored to the risk of each insurance
company, as well as the imposition of risk manage-
ment and internal control requirements on com-
panies. Pillar III comprises provisions intended to
improve the scope for disciplining insurance com-
panies, including, inter alia, provisions on the dis-
closure obligations of insurance companies.

Inception and implementation of the Solvency
II Directive have been postponed repeatedly. It
has been necessary to amend the directive in sev-
eral important respects to, inter alia, adapt the
rules to the new EU supervision structure, but
also because impact studies have demonstrated
that a large portion of insurance companies would
have found it problematic to meet the require-
ments laid down in the original directive. The
need for new rules on long-term guarantees was
particularly evident. An impact study in the spring
of 2013 showed that about 60 pct. of EU life insur-
ance companies would not meet the requirements
as stipulated at the time. The EU has therefore
introduced considerably less strict requirements
than originally anticipated. There are, like in the
banking sector, major historical, structural and
financial differences between insurance compa-
nies and insurance markets within the EU.

In the EU, the amendments to the Solvency II
rules were made by adoption of the so-called
Omnibus II Directive. On 13 November 2013, the
Council and the European Parliament agreed, in
trilogue negotiations with the Commission, the
wording of the Omnibus II Directive. The direc-
tive was formally adopted by the European Parlia-
ment on 11 March 2014.
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It is expected that national authorities will be
given a deadline of 31 March 2015 for establishing
national rules in accordance with the Solvency II
Directive, including the amendments resulting
from the Omnibus II Directive. The rules are
scheduled to enter into effect on 1 January 2016.
However, a clear distinction needs to be made
between when the rules are to be implemented
and enter into effect, and at what speed they will
be applied, i.e. phase-in of the rules over time. It is
anticipated that national authorities will, inter alia,
be permitted to issue extensive transitional provi-
sions with the effect that the new requirements
will not be applied to companies until later, and
not be applied in full until after 16 years. It is
expected that countries will take the financial situ-
ation of the country itself, the solvency situation of
its national insurance companies, as well as inter-
national competition conditions, into consider-
ation for such purposes.

On 1 March 2012, the Storting approved incor-
poration of the Solvency II Directive into the EEA
Agreement, cf. Recommendation No. 192 (2011-
2012) to the Storting and Proposition No. 54 (2011-
2012) to the Storting. The Ministry is planning the
inclusion of general provisions on a new solvency
framework for insurance companies in the new Act
on Financial Undertakings and Financial Groups,
based on the draft submitted by the Banking Law
Commission in the NOU 2011: 8 Green Paper.

The current solvency provisions for insurance
companies in Norway are based on, inter alia, the
Solvency I Directive, which is focused on the lia-
bilities side of the balance sheet of the companies.
In order to ensure more comprehensive regula-
tion, Norwegian insurance companies are also
subject to capital adequacy requirements that take
the risk on the asset side of the balance sheet into
consideration. Fundamentally, it is favourable for
insurance companies internationally to also be
subjected to solvency rules that take risks of both
sides of the balance sheet into account.

The new solvency provisions under Solvency
II imply, inter alia, that assets and liabilities shall
be valued at so-called fair value, or market value.
Future liabilities shall therefore be discounted by
using a market yield curve. The yield curve is
determined by using observed market rates and
by extrapolation to a long-term equilibrium rate,
or ultimate forward rate. For Norwegian life insur-
ance companies, which currently discount liabili-
ties by using a fixed discount rate, these amend-
ments may result in the value of liabilities becom-
ing higher or lower than under the current rules,
depending on the interest rate level at the time of

transition. The amendment also implies that the
value of liabilities will fluctuate in future.

The challenges posed by fluctuations in the
value of insurance liabilities as the result of dis-
count rate changes have represented one of the
main difficulties in the completion of the Solvency
II rules within the EU. It has been agreed, in the
said trilogue negotiations on the Omnibus II
Directive, that national authorities may permit a
16-year phase-in period for the valuation of insur-
ance liabilities, either by phasing in the change in
the value of the provisions from Solvency I princi-
ples to Solvency II principles, or by phasing in the
use of market rates to discount liabilities.

The way ahead in Norway depends on the pro-
cess in the EU. After Omnibus II has been
adopted, supplementary EU rules are to be stipu-
lated at several levels. It is expected that the Euro-
pean Commission will adopt implementation pro-
visions in the form of a regulation. Such regula-
tion will have direct binding legal force in member
states and is intended to enter into effect simulta-
neously with the Solvency II Directive.

Finanstilsynet is charged with preparing draft
Norwegian regulations, but must await the final
EU rules. The Ministry of Finance intends to cir-
culate such regulations for consultation in the
ordinary manner.

3.3.2 Private occupational pension schemes

Ever-increasing life expectancy poses a challenge
to all aspects of the pension system. If one wishes
to maintain the same level of the annual retirement
pension, one will need to either save more per year
of work or work for more years, thus retiring at a
higher age. The alternative is lower retirement ben-
efits per year. The low interest rate level also poses
challenges to the private pension system. Pension
providers must each year deliver a guaranteed
return on major parts of the assets they manage on
behalf of customers. Low interest rates make it
challenging to deliver returns in excess of the guar-
anteed amount without assuming more risk.

The national insurance scheme has undergone
a major reform to ensure the financial sustainabil-
ity of the public pension system and to provide
individuals with an incentive to continue working
for longer.

Private sector corporations are required to
provide their employees with a retirement pen-
sion scheme. Retirement pension schemes pro-
vided in compliance with such requirement
receive preferential tax treatment, compared to
other pension savings. From 1 January 2014, a
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third alternative for such retirement pension
schemes was put at the disposal of corporations,
in addition to the traditional defined-contribution
and defined-benefit schemes. The new product
framework combines features from both defined-
contribution and defined-benefit schemes. The
product framework was adopted on the basis of a
proposal from the Ministry of Finance, submitted
in Legislative Proposition No. 199 (2012-2013) to
the Storting, which was again based on the recom-
mendations of the Banking Law Commission in
the NOU 2012: 13 Green Paper and a consultation
memorandum dated 7 January 2013 from Finan-
stilsynet. In connection with the deliberation of
the legislative proposal by the Storting, the Stand-
ing Committee on Finance and Economic Affairs
requested, in Legislative Recommendation No. 35
(2013-2014) to the Storting, the Ministry to exam-
ine whether it would be appropriate to propose
amendments to the provisions of the Defined-Con-
tribution Pensions Act and the Mandatory Occu-
pational Pensions Act concerning the minimum
pension benefit payment period and the pension
saving contributions of employees, and to revert,
if appropriate, with a legislative proposal covering
these issues. The Ministry intends to initially
request Finanstilsynet to examine these issues,
before reverting to the Storting.

The Banking Law Commission is currently
examining whether it would be desirable and
practicable to establish a form of defined-benefit
retirement pension scheme tailored to the new
national insurance scheme, cf. the mandate of 21
March 2013 from the Ministry of Finance to the
Banking Law Commission.

Self-employed persons and others that do not
meet the minimum requirement as to the number
of employees necessary to establish a group
defined-contribution pension scheme, may save
up to 4 pct. of their income between 1 and 12
times the national insurance base amount (G) in a
tax-favoured pension scheme. The Government
will examine the various types of pension schemes
in context and has, inter alia, signalled in the
Sundvolden platform that it will strengthen the
individual pension savings (IPS) scheme. The
scope of self-employed persons, etc., for making
tax-favoured pension savings should be examined
in the context of, inter alia, IPS.

3.3.3 Paid-up policies with an investment
option

When an employee resigns from a corporation
with a defined-benefit retirement pension scheme,

he or she is issued with a paid-up policy evidenc-
ing his or her accrued pension entitlements. Paid-
up policies will also be issued to employees if a
corporation terminates its defined-benefit pension
scheme.

Under defined-benefit schemes, the pension
provider promises a certain return on the pension
assets. The authorities stipulate a cap on the guar-
anteed return. Any return in excess of the guaran-
teed amount will in normal circumstances be allot-
ted to the policies as profits. For as long as the
scheme remains active, i.e. for as long as pension
entitlements continue to accrue, pension provid-
ers may collect an annual premium to cover the
return risk. Once paid-up policies are issued, the
scope for collecting annual premiums is replaced
by an arrangement under which the pension pro-
vider may retain up to 20 pct. of any excess return.

In Legislative Proposition No. 11 (2012-2013)
to the Storting, the Ministry of Finance proposed
that paid-up policyholders be permitted to waive
the return guarantee in exchange for a right to
decide for themselves how the pension assets
linked to their paid-up policies shall be managed.
This is referred to as the investment option
arrangement. Requirements are proposed with
regard to the information to be disclosed by pen-
sion providers in circumstances where such con-
version to an investment option is a possibility.
The Storting adopted the proposal submitted by
the Ministry of Finance, but the rules have yet to
enter into effect. One of the reasons for this is a
need for clarifying how to deal with paid-up poli-
cies when the pension assets linked to these are
insufficient to fund the guaranteed pension bene-
fit, cf. the below discussion of step-up plans. On 25
November 2013, the Ministry circulated a pro-
posal from Finanstilsynet for consultation, under
which proposal paid-up policies would have to be
fully provisioned prior to any conversion to the
investment option. The deadline for submitting
consultative comments was 17 January 2014, and
these comments are currently being examined by
the Ministry.

3.3.4 Step-up to new mortality rate
schedules

Finanstilsynet has stipulated new minimum
requirements as to the assumptions underpinning
life expectancy development -calculations; so-
called mortality rate schedules, in order for these
to better reflect the changes in life expectancy.
The new requirements will apply from 2014. The
new schedules are dynamic, i.e. expected life
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expectancy developments in coming years are
embedded in the schedules.

When life expectancy increases, the retire-
ment pension premiums and provisions need to
be increased. The new mortality rate schedules
make it clear that life insurers have for a number
of years made insufficient provisions for funding
the liabilities they have assumed. Companies will
be granted a step-up period to accumulate the
reserves required to comply with the new require-
ments. Moreover, Finanstilsynet intends to con-
sent to pension undertakings using customer
returns for reserve building, subject, however, to
a minimum of 20 percent of annual reserve build-
ing taking place by using the assets of the pension
undertaking itself. It has been discussed whether
pension providers should be permitted to use
excess returns on one policy to accumulate
reserves on another policy. The Ministry of
Finance stated the following in a letter of 27
March 2014 to Finanstilsynet:

«The Ministry of Finance agrees with Finanstil-
synet that considerations relating to the bal-
anced apportionment of the costs of step-up to
C2013 suggest that consent should not be
granted to excess returns on one policy being
using to boost the provisions for other policies,
and that the minimum contribution of pension
undertakings, of 20 percent of the reserve
building need, shall be attributed at the policy
level. [...]

Generally speaking, the reserve building
contributions of pension undertakings will,
within a given step-up period, be higher if cus-
tomer returns are allotted to individual policies
than if customer returns are allotted across pol-
icies («cross subsidisation»). If no change is to
be made to the contribution of the pension
undertaking, the duration of the step-up period
will have to be extended. It has previously been
assumed, as mentioned above, that the dura-
tion of the step-up plans should not exceed five
years. The Ministry of Finance expects Finan-
stilsynet to adopt step-up plans for each pen-
sion undertaking based on using customer
returns as specified above (no «cross subsidi-
sation»), with a reasonable reserve building
contribution from pension undertakings, cf.
the assumption of an equity contribution of no
less than 20 pct. outlined by Finanstilsynet in
its letter of 8 March 2013.»

This was followed by a letter of 2 April 2014 from
Finanstilsynet to all pension undertakings on

guidelines for reserve building and the use of
returns to cover increased group pension insur-
ance provisions.

Employers with defined-benefit pension
schemes for their employees, persons with paid-
up policies from group schemes and persons who
receive pension benefits from defined-benefit
schemes during the step-up period will not receive
excess returns until the reserve building has been
completed for their policy. However, the guaran-
teed pensions of employees — their contractual
benefits — will not be reduced.

3.4 Securities markets

3.4.1

Benchmark rates are used, inter alia, to deter-
mine prices and payments under various types of
financial contracts. The most frequently used
benchmark rates are intended to reflect the inter-
est rates on unsecured loans between banks for
different maturities. There is, generally speaking,
very limited activity in the markets for such loans,
so the benchmark rates are typically determined
by way of a panel of banks reporting, on a daily
basis, their estimates as to what would have been
the price of such loans if the transactions had
taken place.

Manipulation or suspected manipulation of
such important benchmark rates may have a seri-
ous impact on market integrity, and may cause
major loss for consumers and investors or disturb
the real economy. On 4 February 2014, the Euro-
pean Parliament approved a proposal from the
European Commission on new provisions to
counter market abuse, which rules include a clear
prohibition against the manipulation of bench-
mark rates, including LIBOR and EURIBOR, and
made such manipulation a criminal act by way of
including criminal sanctions in the proposal.

NIBOR («Norwegian Interbank Offered
Rate») is the corresponding Norwegian bench-
mark rate. The rules for determining NIBOR are,
as with many other «IBOR» benchmark rates
internationally, laid down by the financial industry
(Finance Norway, as far as Norway is concerned).

Investigations in several countries in the wake
of the financial crisis have identified weaknesses
in the frameworks for determining benchmark
rates, in the form of, inter alia, unclear definitions
and procedures, inadequate controls and conflicts
of interest, as well as an absence of market
anchoring, disclosure and verifiability. Some of
the weaknesses are also of relevance to Norway.

Benchmark rates
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Much has been done to remedy this over the last
year, principally by improvements in self regula-
tion within the industry.

Although significant improvements have been
made recently, there is room for additional mea-
sures both internationally and in Norway. In
August 2013, the Ministry of Finance requested
Finanstilsynet to monitor developments in best
international practice within this field and to pre-
pare draft public rules on benchmark rate deter-
mination by the end of March 2014. The Ministry
also requested a report on which types of bench-
mark rates are needed in the Norwegian market.
On 18 September 2013, the European Commis-
sion proposed a new regulation on «benchmark-
ing», which will include, inter alia, requirements
for determining benchmark rates and other pric-
ing benchmarks for financial instruments and
financial contracts. It is assumed that a future reg-
ulation will be EEA relevant.

3.4.2 Savings and investment products

Different types of investment products are cur-
rently regulated in different ways, depending on,
for example, how the products are designed, or
which sector provides them. The EU is develop-
ing a regulatory framework pertaining to advice
on, and distribution of, various savings and invest-
ment products; so-called packaged retail invest-
ment products (PRIPs). The objective is to bring
about harmonised rules for information on, and
sales of, savings and investment products. It is
intended that these new rules will largely be pre-
mised on the principles and provisions of the
existing regulatory framework, such as the Insur-
ance Mediation Directive and the so-called
Markets in  Financial Instruments Directive
(MiFID) with regard to good business practice
requirements, and the EU securities fund provi-
sions (the UCITS Directive) with regard to disclo-
sure requirements.

The Ministry of Finance is considering amend-
ments to the financial legislation to expand the
disclosure obligation of investment firms, banks
and insurance companies in relation to advice on,
and sales of, alternative savings products and the
introduction of a requirement for audio recording
of such advice and sales. Alternative savings prod-
ucts are products perceived to be similar to, or
meeting consumer needs similar to those met by,
financial instruments. Such alternative savings
products include defined-contribution products
and life insurance with an investment option. Draft
amendments to the applicable provisions were cir-

culated for consultation in October 2013. The draft
circulated for consultation calls for advice on, and
sales of, alternative savings product to be sub-
jected to the same disclosure requirements as cur-
rently apply to advice on, and sales of, financial
instruments.

3.5 Measures to enhance financial
market competition

The economy needs robust financial institutions
that compete for customers. Effective competition
promotes efficient operations, good resource utili-
sation and economically profitable capital alloca-
tion, as well as prices reflecting the costs and ben-
efits of using and creating financial products and
services. Effective competition will also benefit
consumers via, for example, lower prices, better
products, better information and scope for opting
out of using suppliers that fail to meet their per-
sonal needs.

The Ministry is committed to facilitating effec-
tive competition in the financial market and will
also continue to develop financial market regula-
tions with this objective in mind. An important
general prerequisite for effective market competi-
tion is transparent market places. It should be
easy for purchasers of financial services to get an
overview of the products offered by different ser-
vice providers, as well as the applicable prices and
other terms. It should be correspondingly easy for
sellers to disseminate information about their own
products, as well as the applicable prices and
other terms, to potential purchasers, without
thereby sharing information about future conduct
with competitors. The Finansportalen financial
service comparison website is a useful tool for cre-
ating transparent markets for consumers in their
choice of financial service providers.

Disclosure of nominal and effective interest
rate details is required when loans are marketed,
in order to ensure that information on, for exam-
ple, loan offers includes relevant details. Detailed
rules have been laid down on the calculation of
effective interest rates in order to prevent individ-
ual service providers from calculating such inter-
est rates as they deem fit. Marketing information
needs to be fairly general and brief. Financial insti-
tutions are also required to disclose, inter alia, the
effective interest rate, which includes fees and
other costs, in addition to the nominal interest
rate, prior to concluding any agreement for the
granting of a loan. The disclosure obligation is
then stricter than in a more general marketing
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context. The Ministry will take an initiative for
reviewing the disclosure requirements with a view
to making the information even more readily
accessible and understandable for consumers.
The Ministry will, inter alia, examine how it can
be ensured that financial institutions include links
to Finansportalen on their websites. Such a link
will make it easier for customers to compare
prices and other terms.

Technological developments may improve the
competition situation in the market. More readily
available information may for example make the
demand for financial services less dependent on
geographical considerations. Finansportalen facil-
itates comparison of the current prices and other
terms of different financial service providers.
Information on current prices may be of limited
value in choosing service providers, especially for
financial services whose prices may change rap-
idly, for example variable interest rate loans. Infor-
mation on the prices offered by different service
providers over a period of time may be of use to,
for example, a customer who is not envisaging fre-
quent changing of service providers in response
to ongoing interest rate changes. Finansportalen
is currently testing a solution in which historical
residential mortgage prices are made available to
the public. The Ministry is of the view that such a
tool may be well suited for stimulating competi-
tion for, inter alia, variable interest rate loans.

It should be simple and inexpensive to change
banks, in order to stimulate competition. The Min-
istry will examine to scope for facilitating easier
switching between banks. This will necessitate
assessment of new technological solutions and
developments in other countries. Relevant mea-
sures may include, inter alia, facilitating so-called
bank giro number portability, i.e. that a corpora-
tion can have one bank giro number for use by its
customers to pay for its goods and services, irre-
spective of what account and bank such corpora-
tion chooses to link to the said bank giro number.

For corporations, the bond market represents
an alternative to bank loans. Current law implies
that issuers and investors do not have access to
information about the identity of bondholders. It
has been asked whether this strengthens the posi-
tion of brokers with good access to information
through their own systems, and impairs competi-
tion. The Norwegian Fund and Asset Manage-
ment Association and Nordic Trustee have pro-
posed the establishment of Nordic Bond Pricing.
The intention is to improve public information on
bond market pricing. Moreover, the Ministry is
examining a suggestion from the Oslo Stock

Exchange, under which the issuer would be able
to stipulate a contractual right of access to infor-
mation about the identity of bondholders, includ-
ing the potential effect of this on market liquidity
and competition.

The supply side of the financial market has
changed considerably over time. One such
change is that credit undertakings issuing cov-
ered bonds have taken over a large part of the res-
idential mortgage market from banks. The inten-
tion behind admitting mortgage companies that
can issue covered bonds was more efficient and
cheaper funding of such lending. Lower costs may
benefit loan customers in the form of lower inter-
est rates.

The scope for establishing credit undertakings
that issue covered bonds may have affected com-
petition in the residential mortgage market. This
results, inter alia, in a larger number of entities in
the market that can fund residential mortgages
for Norwegian households, but mortgage compa-
nies that can issue covered bonds do not market
loan offers. Contact with the loan customers of the
mortgage companies that can issue covered
bonds is handled by the banks that originally
granted such loans. The Ministry also intends to
examine the links between banks and mortgage
companies that issue covered bonds, with a view
to establishing the competition implications of
such links.

The authorities have a number of tools at their
disposal for preventing financial institutions from
collaborating in ways that impede competition.
The Competition Authority has various powers
enabling it to intervene against arrangements that
limit market competition. Sector-specific regula-
tion also confers competition-related powers on
the Ministry of Finance. Collaboration agree-
ments between financial institutions that do not
form part of the same group shall, for example,
require the approval of the Ministry of Finance,
subject to certain exemptions, cf. Section 2-7 of
the Financial Institutions Act. Some types of col-
laboration may promote enhanced market compe-
tition. This will depend on specific assessments in
each individual case. Collaboration may, for exam-
ple, be important for small banks by keeping costs
down and adding knowhow, and scope for collabo-
ration may serve to bring more competitors into
the market. The Ministry will initiate an evalua-
tion of the regulation of competition matters in the
Financial Institutions Act, as well as the principles
to which weight has been accorded, to ensure that
effective market competition is facilitated to a suf-
ficient extent.
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Contact between authorities may strengthen
the quality of the initiatives pursued by various
authorities to improve competition. Finanstilsynet
holds annual meetings with both the Competition
Authority and the consumer protection authori-
ties, in addition to contacts whenever needed in
specific matters. The Ministry has examined
whether it may be appropriate to establish a spe-
cific forum for coordinating and exchanging infor-
mation about the financial market competition sit-
uation. The Ministry is of the view that further
expansion of such cooperation in the form of a
competition policy forum between the said bodies
may result in more effective promotion of compe-
tition and contribute to good contact and
exchange of information between public bodies
with potentially overlapping responsibilities.

3.6 Consumer protection

Consumer considerations in financial
market regulation

3.6.1

Consumers need stronger legal protection in the
financial market than do professional customers.
The activities of Finanstilsynet, which supervises
financial undertakings, are organised to promote
statutory and regulatory compliance. Finanstil-
synet is required to focus on consumer rights and
consumer interests in its supervision. Supervision
can be complex because, inter alia, new products
and multiple products are marketed to consum-
ers, and because marketing is often more per-
sonal and «tailored» to each consumer or group of
consumers.

Norwegian authorities have attached consider-
able weight to consumer considerations in draft-
ing financial markets regulations. One important
task for the authorities in protecting consumer
interests is to ensure the robustness of financial
undertakings. This is important for the economy
as a whole, but also out of consideration for con-
sumers who hold claims in the financial market,
whether in the form of bank deposits, insurance
claims, pension savings, fund units or other secu-
rities investments.

Consumer protection is reflected in, inter alia,
the Financial Contracts Act, which confers rights
on consumers that cannot be contracted out of to
the detriment of the consumer. The Financial Con-
tracts Act contains a number of detailed provi-
sions on contracts for various financial services,
and regulates various issues. The Act includes
provisions on, inter alia, what information the
financial institution shall disclose to its customer,

the right of the customer to terminate contracts,
limitations in the right of the financial institution
to terminate contracts, the obligation of the finan-
cial institution to notify the customer of any
changes before these enter into effect, the obliga-
tion of the financial institution to advise the cus-
tomer against conclusion of certain contracts, and
limitations in the right of the financial institution
to refuse to conclude contracts.

There is a clear legal distinction between the
statutory provisions governing the relationship
between a financial institution and a customer,
which are found in the Financial Contracts Act,
and the statutory provisions governing the activi-
ties and organisation of financial institutions in
general. Although the latter statutory provisions
are not designed to give consumers specific
rights, such provisions are of major importance to
consumers. It is, for example, in the interest of
consumers for the legal framework to prevent
banks and insurance companies from exposing
the funds of their customers to risks that are not
wanted by such customers, as well as from organ-
ising their activities in such a way that their own
financial interests are in conflict with the interests
of their customers. In order for consumer inter-
ests to be attended to in a good manner, it is nec-
essary to take such interests into consideration
when the authorities, for example, introduce mea-
sures to prevent financial instability, define capital
requirements for financial undertakings, and
establish bank deposit guarantee schemes.

3.6.2 Access to information

Finansportalen is a public, web-based information
solution that gathers and compares financial ser-
vice information for consumers, created at the ini-
tiative of the Ministry of Children, Equality and
Social Inclusion and the Ministry of Finance. The
portal provides an overview of banking, invest-
ment and insurance services. The portal enables
consumers to monitor the market and to compare
prices and services. Finansportalen also provides
a simple system for changing banks and a solution
that makes it easy to compare offers from differ-
ent non-life insurance providers. Finansportalen
can therefore serve as an effective tool for con-
sumers in choosing a financial service provider.
Increased awareness and use of Finansportalen
on the part of consumers may have a positive
impact on competition between banks.
Consumers may, as an alternative to contact-
ing banks and other financial institutions them-
selves, get assistance with obtaining and evaluat-
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ing offers for the provision of financial services
from, for example, credit intermediaries or finan-
cial advisers. Credit intermediaries and financial
advisers are not governed by the same regulatory
framework. Credit intermediation is classified as a
financial activity and is governed by the Financial
Institutions Act. A credit intermediary shall serve
as an impartial intermediary between the financial
institution and the customer, and attend to the
interests of both parties. He or she may also, on
certain conditions, be remunerated by both par-
ties. A financial adviser assists the customer in his
or her dealings with the financial institution, and
can only accept payment from the customer, not
from the financial institution. Financial advisers
are governed by the Financial Contracts Act.

The Financial Contracts Act also includes pro-
visions on financial agents. A financial agent acts
on behalf of the financial institution, and is its
assistant. The financial agent shall make the cus-
tomer aware of this. A financial agent cannot
receive remuneration for its services from the
customer; only from the financial institution with
which he or she has an agency agreement.

Upon the conclusion of loan agreements, a
financial institution shall comply with the obliga-
tions laid down in the Financial Institutions Act,
the Financial Contracts Act, the Anti-Money Laun-
dering Act, etc. These include, inter alia, provid-
ing the customer with information about the
agreement and the obligations assumed by the
customer. Special disclosure obligations apply in
relation to consumers. Banks will, in addition to
their statutory obligations, make a commercial
assessment as to which agreements they wish to
conclude, and banks will not normally be under
any obligation to conclude agreements. It is
important to be aware that persons or corpora-
tions that assist with obtaining and evaluating
offers for the provision of financial services, such
as credit intermediaries and financial advisers,
need to be paid for the services they provide.
Hence, there is a cost to them acting as intermedi-
aries between the customer and the financial insti-
tution, and the customer must weigh the benefits
involved against such cost.

3.6.3 New EU provisions on payment
services

The EU is in the process of revising the Payment
Services Directive, based on a directive proposal
of 24 July 2013 from the European Commission.
The purpose of the new Payment Services Direc-
tive is to modernise the regulatory framework in

line with market developments, encourage innova-
tion and promote more secure technical payment
solutions. Other objectives are expanding con-
sumer choice and reducing the costs of using pay-
ment services. The directive addresses a number
of important issues. Key issues that merit mention
are the regulation of third party payment service
providers («TPPs»), the reach of provisions gov-
erning telecom operators that process payment
transactions, the scope of payees for charging pay-
ors for the use of various payment instruments
(«surcharging»), and the scope of national author-
ities for limiting the liability of consumers for card
misuse in case of gross negligence.

The main rule with regard to card misuse,
under both the current directive and the directive
proposal, is that the customer is liable for any loss,
without limitation, if the customer has acted fraud-
ulently or with gross negligence. However, the
current directive includes an exemption authoris-
ing national authorities to limit the liability of cus-
tomers, even in cases of gross negligence on the
part of the customer. The Norwegian regulatory
framework makes use of such exemption, with the
liability for loss being limited to NOK 12,000. The
said exemption is not included in the directive
proposal, on the grounds that the Commission is
aiming for further harmonisation of the EU pay-
ment services market. The current exemption
was originally included in the Payment Services
Directive at the behest of Norway and the mem-
ber states Sweden and Denmark, with the support
of Germany and the UK.

The European Commission proposal for a new
Payment Services Directive has been circulated
for consultation in Norway, and the Ministry of
Finance is following up on this. On 14 January this
year, the Minister of Finance sent a letter to the
European Parliament in which she called for the
continuation of the current exemption, which
authorises capping of the liability of consumers
for card misuse.

Norway has also taken the initiative for a joint
statement from the EFTA member states to rele-
vant EU bodies, raising key issues relating to the
Payment Services Directive and outlining the
positions of the EFTA member states on these.

3.6.4 The Norwegian Financial Services
Complaints Board and dispute
resolution

The Norwegian Financial Services Complaints
Board is a non-judicial dispute resolution body,
which was established in 2010 by the Norwegian
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Consumer Council, the Confederation of Norwe-
gian Enterprise, Finance Norway, the Association
of Norwegian Finance Houses and the Norwegian
Fund and Asset Management Association. The
Norwegian Financial Services Complaints Board
was created by combining the former Insurance

Complaints Bureau (Insurance Complaints

Board) and Banking Complaints Board. The Nor-

wegian Financial Services Complaints Board

organises four professional boards to hear dis-
putes between financial undertakings and their
customers.

Against the background of a request from the
Storting to the Government in 2012, cf. the discus-
sion in Chapter 4 of Report No. 30 (2012-2013) to
the Storting; the Financial Markets Report 2012,
amendments have been made to the contractual
framework governing the activities of the Norwe-
gian Financial Services Complaints Board:

— Firstly, the governing documents of the Nor-
wegian Financial Services Complaints Board
now stipulate that the chair and deputy chair of
each professional board shall be highly quali-
fied lawyers who are neutral in relation to the
contracting parties and the industries and
interest groups represented by the contracting
parties. The professional boards are being
expanded. Previously, each professional board
comprised five members: one independent
chair, two members from the customer side
and two members who represented financial
undertakings. Following the amendments,
each professional board comprises seven
members, since the deputy chair shall attend
all hearings alongside the chair, and since each
professional board shall include one ordinary,
independent member who is a qualified lawyer,
and who meets the same independence
requirements as the chair and the deputy chair.
The three independent members shall be
appointed by a unanimous resolution of the
executive committee of the Norwegian Finan-
cial Services Complaints Board.

— Secondly, it becomes easier to submit well-
structured complaints to the Norwegian Finan-
cial Services Complaints Board. The Norwe-
gian Financial Services Complaints Board shall
implement measures to achieve this, and
intends to, inter alia, provide thorough guid-
ance on the Internet as to how a complaint
should be submitted, whilst also facilitating the
use of appropriate electronic solutions for the
submission of complaints. The complainant
will still receive guidance from the secretariat
of the Norwegian Financial Services Com-

plaints Board as to the structuring of a com-
plaint.

— Thirdly, financial undertakings shall ensure
that a clear distinction is made between inter-
nal complaints procedures and a neutral com-
plaints body like the Norwegian Financial Ser-
vices Complaints Board when financial under-
takings communicate with their customers.
Financial undertakings should provide clear
information about the Norwegian Financial
Services Complaints Board, and should for-
ward complaints to the Board if these are of
such a nature as to merit deliberation by an
independent body.

The Ministry of Justice and Public Security has
recently, in a letter of 14 March 2014 to the Nor-
wegian Financial Services Complaints Board,
approved the overall contractual framework gov-
erning the Norwegian Financial Services Com-
plaints Board under the Financial Contracts Act
and the Insurance Contracts Act. The approval
confers certain rights on customers of undertak-
ings affiliated with the Board: The customer is
entitled to have disputes heard by one of the pro-
fessional boards, the case cannot be brought
before the courts of justice as long as it is pending
before a professional board, and a case that has
been heard on its merits by a professional board
can be brought directly before the District Court
without first having been deliberated by the Con-
ciliation Court. The Ministry of Justice and Public
Security has previously evaluated and approved
the contractual frameworks governing the Bank-
ing Complaints Board and the Insurance Com-
plaints Board.

The Norwegian Financial Services Complaints
Board has long been a well-functioning and effec-
tive dispute resolution body, but there has none-
theless been scope for improvement. The amend-
ments now made will enhance the integrity and
expertise of the Norwegian Financial Services
Complaints Board, contribute to improving the
processing of cases and make it easier to submit
complaints. This serves to strengthen the position
of consumers in the financial market.

The Storting has adopted new statutory provi-
sions on the board hearing of disputes between
financial undertakings and their customers, cf.
Legislative Recommendation No. 116 (2013-2014)
to the Storting and Legislative Proposition No.
188 (2012-2013) to the Storting. Firstly, the new
statutory provisions authorise the King to lay
down regulations requiring financial undertakings
to be affiliated with a complaints board governed
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by a contractual framework approved pursuant to
the Financial Contracts Act or the Insurance Con-
tracts Act, for example the Norwegian Financial
Services Complaints Board. Secondly, financial
undertakings shall, if they fail to comply with the
conclusions of a complaints board in a dispute
with a consumer, cover any necessary legal costs
incurred by both themselves and the opposite
party in judicial proceedings before the court of
first instance in the same dispute between the
same parties. This will apply correspondingly to
proceedings before the court above if the financial
undertaking is the appellant. The new provisions
eliminate the financial risk to consumers when
instituting legal proceedings if financial undertak-
ings fail to comply with board conclusions that are
in favour of the customer, and have a disciplining
effect on financial undertakings. This makes the
resolution of disputes with financial undertakings
even more secure and simple for consumers. The
provisions are based on drafts and initiatives from
the Banking Law Commission and the Norwegian
Financial Crisis Commission, cf. the NOU 2011: 8
and NOU 2011: 1 Green Papers, respectively.

The Ministry of Children, Equality and Social
Inclusion is preparing new provisions on con-
sumer disputes in general. A government-
appointed commission has, in the NOU 2010: 11
Green Paper on the Board Hearing of Consumer
Disputes, proposed changes to non-judicial dis-
pute resolution arrangements in Norway. The pro-
posal calls for boards to qualify for government
approval if they meet certain requirements,
including, inter alia, requirements as to the organ-
isation of the board, requirements as to its compo-
sition, and formal requirements as to its chair.
Moreover, the commission has proposed authori-
sation for decisions made by government-
approved boards to be accorded legal effect and
enforceability, provided, however, that the con-
tracting parties behind each board shall decide
whether to accord legal effect and enforceability.
The commission has proposed procedural provi-
sions for such boards, including, inter alia, provi-
sions on adversarial proceedings (i.e. a right for
the parties to argue their case and to be informed
of the arguments invoked by the opposite party),
on neutrality and on the structuring and publica-
tion of board decisions. The follow-up of the NOU
2010: 11 Green Paper will largely run in parallel
with an ongoing process relating to new EU provi-
sions. Under new EU provisions; Directive 2013/
11/EU on Alternative Dispute Resolution for Con-
sumer Disputes and Regulation No. 524/2013 on
Online Dispute Resolution for Consumer Dis-

putes, all EU member states shall offer non-judi-
cial dispute resolution in all types of consumer
cases, and the members of the dispute resolution
bodies shall meet requirements with regard to
expertise and integrity. A supervisory body shall
supervise the dispute resolution bodies, and the
dispute resolution bodies shall report to the
supervisory body on, inter alia, the number of
complaints, processing times, outcomes and effi-
ciency. The supervisory body shall, based on the
reported details, assess whether the dispute reso-
lution bodies meet the requirements under the
directive and request any outstanding matters to
be remedied. If such matters have not been reme-
died by the stipulated deadline, the approval of the
relevant dispute resolution body shall be revoked.
If new EU provisions are incorporated into the
EEA Agreement, amendments to Norwegian law
will be required. Such amendments include, inter
alia, the requirement for a supervisory body to
supervise the dispute resolution bodies.

3.6.5 Investmentadvice

Investment advice is a personal recommendation
to a customer, at the initiative of the customer or
the investment firm, concerning one or more
transactions in certain financial instruments.
Investment advice is a service requiring a licence,
and is subject to extensive requirements laid
down in the Securities Trading Act and the Securi-
ties Trading Regulations. One important require-
ment is that any investment firm providing invest-
ment advice shall organise its activities in such a
way that the risk of conflicts of interest between
the firm and its customers is minimised. This
implies, inter alia, that the salaries of investment
advisers shall not be directly linked to what prod-
uct the customer invests in, or to whether or not
the customer chooses to invest. Moreover, the
investment firm can only accept remuneration
from other parties than the customer (for example
product providers) if such remuneration serves to
improve the quality of the investment advice and
does not detract from the obligation of the firm to
attend to the interests of the customer in the best
possible manner. Finanstilsynet may revoke the
licence to provide investment advice in case of
serious regulatory violations.

3.7 Ownership limits

Government consent is required for individual
persons or corporations to acquire so-called signif-



54 Meld. St. 21 (2013-2014) Report to the Storting (white paper)

2013-2014

Financial Markets Report 2013

icant ownership stakes of financial institutions. In
this context, a significant ownership stake is an
ownership stake representing 10 percent or more
of the assets or votes of the relevant financial insti-
tution, or otherwise offering scope for exerting
considerable influence over the management and
activities of such institution.

It is established and entrenched practice that
no single natural or legal person is permitted to
hold more than 25 percent of the shares of a bank.
This limit is introduced to, inter alia, ensure the
independence of the institution and to prevent pri-
vate banker activities. There are special excep-
tions premised on special circumstances, for
example a group context, the owner being a body
of a cooperative nature, or the licensed activities
in question being very narrow in scope. In the leg-
islative history of the Financial Institutions Act,
the reasoning behind the regulatory framework is
explained, inter alia, as follows (Proposition No.
50 (2002-2003) to the Odelsting, p. 16):

«[The Ministry is of the view] that the regula-
tory framework should safeguard the indepen-
dence of financial institutions in relation to
other businesses and owners that might con-
ceivably use their influence to favour them-
selves, their business associates or their pri-
vate associates through underpriced loans,
guarantees, etc. Control of, for example, a
major financial group provides considerable
influence over other businesses. Consequently,
one should still seek to prevent non-financial
owners from exerting undue influence over
other businesses through major ownership
stakes in Norwegian financial institutions,
since such stakes may pave the way for
arrangements motivated by extraneous consid-
erations. Furthermore, one must still seek to
prevent non-financial owners from using their
positions to obtain favours (for example cheap
credit, including credit that would otherwise
not have been granted because of excessive
risk) for themselves, their business associates
or their private associates. Such conflicts of
interest also provide incentives for imposing
especially strict conditions on customers that
are, for example, engaged in competition with
such major owner’s own business. Attaching
weight to non-commercial considerations may
also impair the position of other customers of
the relevant financial institution, as well as the
profitability of such financial institution, and
hence also the other owners. In a worst case
scenario, others will have to contribute funding

to the financial institution in a rescue operation.
Moreover, economic loss may be incurred if
capital is not allocated to the most viable proj-
ects.»

There has been a broad consensus on this in the
Storting, and the Ministry will maintain the prac-
tice under which individual persons are not per-
mitted to hold more than 25 percent of the shares
of a bank.

3.8 Outsourcing

There is an increasing tendency within the finan-
cial industry for financial institutions to use con-
tractors to perform tasks and functions that were
previously performed by financial institutions
themselves; so-called business outsourcing. The
use of contractors varies considerably between
financial institutions. Tasks that are commonly
outsourced include those relating to personnel
and administrative functions, accounting and
asset management, actuarial services, etc., whilst
for example small pension funds may in many
cases outsource the predominant part of their
activities — apart from overall coordination — to
third parties. Conversely, specialised tasks may
also be outsourced, for example if a bank or
other financial institution contracts a debt-collec-
tion agency to perform the enforcement of over-
due or defaulted loans. The outsourcing of tasks
by financial institutions has not previously been
subject to general statutory regulation in Nor-
way, although rules have been introduced in cer-
tain areas, for example the provisions in
Section 2-9 of the Financial Institutions Act and
special rules on the outsourcing of activities by
investment firms. Limitations on the outsourcing
of tasks will normally also be laid down in the
licence issued for the various activities engaged
in by financial institutions. The main rule is that
core tasks, i.e. tasks that form a necessary and
integrated part of the activities for which the
institution has been granted a licence shall not
be outsourced. Outsourcing raises a number of
key issues relating to, inter alia, the supervision
of outsourced activities, the protection of per-
sonal data, the safeguarding of ICT systems and
other financial infrastructure, emergency pre-
paredness, as well as the secure and appropriate
handling of incidents. New outsourcing provi-
sions have been considered by, inter alia, the
Banking Law Commission in the NOU 2011: 8
Green Paper. The Ministry is currently drafting a
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proposal for new outsourcing provisions in the
Financial Institutions Act and the Financial
Supervision Act. The proposed statutory provi-
sions will include rules on what tasks can be out-
sourced by financial institutions and how, as well
as rules specifically authorising Finanstilsynet to
monitor outsourcing and to take measures
against financial institutions that are outsourcing
in a manner deemed inappropriate or unlawful by
Finanstilsynet.

3.9 Financial reporting

3.9.1

A new consolidated Accounting Directive, replac-
ing the previous accounting directives, was
adopted by the EU on 26 June 2013. The main pur-
poses of the new directive are:

1. simplification and reduction of administrative
burdens, especially for small companies;

2. clearer and more comparable financial state-
ments, especially for companies in respect of
which such considerations are of key impor-
tance as the result of developments towards
ever-increasing cross-border activities and a
larger number of external stakeholders;

3. protection of important user needs via dissem-
ination of necessary accounting details to
users; as well as

4. transparent payments to governments from
companies with activities in the extractive
industry or the logging of primary forests; so-
called country-by-country reporting.

Accounting

The directive requires companies governed by
the Accounting Directive that are classified as
«large» under the threshold values of such direc-
tive, and that have activities in the extractive
industry and/or within forestry in primary for-
ests, to prepare a separate report on payments to
governments. The same obligation applies to
listed companies that are engaged in such activi-
ties. The country-by-country reporting provisions
of the directive have already been enacted in Nor-
way with individual national adaptations; see Item
4.1.5 below.

It is intended for the new directive to be incor-
porated into national legislation no later than July
2015. The Ministry intends to appoint a legislative
committee to examine potential amendments to
the Accounting Act, including any amendments
necessary to incorporate the Accounting Direc-
tive into Norwegian law.

3.9.2 Auditing

On 30 November 2011, the European Commission
proposed amendments to the Statutory Audit
Directive and a new regulation on the statutory
audit of public-interest entities (including, inter
alia, banks, insurance companies and listed com-
panies). On 17 December 2013, the Council and
the European Parliament reached political agree-
ment on new EU provisions. It is expected that
final EU provisions will be formally adopted in the
spring of 2014. The main purposes of the amend-
ments to the directive and the introduction of the
new regulation are:

1. to increase audit quality;

2. to strengthen competition between audit firms
by, inter alia, removing barriers to entry for
small and medium-sized audit firms;

3. to introduce clearer and stricter independence
requirements for auditors;

4. to strengthen the supervision of auditors and
audit firms;

5. to ensure that audit services can increasingly
be provided on a cross-border basis within the
EU through, inter alia, the emergence of truly
pan-European audit firms;

6. to reduce burdens for small and medium-sized
companies.

The proposal is EEA relevant. The Ministry
intends to appoint a legislative committee to
examine potential amendments to the Auditing
Act, including any amendments necessary to
incorporate the Statutory Audit Directive into
Norwegian law.

3.10 The new EU supervisory system

On 1 January 2011, the EU established a new
supervisory system intended to strengthen super-
vision of the entire European financial sector and
to improve the basis for financial stability. The
new supervisory system adopts a two-track
approach. Macro-prudential supervision is left to a
European Systemic Risk Board (ESRB) with
responsibility for monitoring systemic risk in the
European financial market as a whole, whilst
micro-prudential supervision is conducted by
three supervisory authorities, for the banking sec-
tor (EBA), the insurance and pensions sector
(EIOPA) and the securities sector (ESMA),
respectively.



56 Meld. St. 21 (2013-2014) Report to the Storting (white paper)

2013-2014

Financial Markets Report 2013

The micro-prudential supervisory authorities
are to advise the Commission and national super-
visory authorities, draft proposals for supplemen-
tary regulatory provisions in their sectors, pro-
mote harmonised supervisory practices within
the EU/EEA and, to some extent, supervise indi-
vidual institutions. The micro-prudential supervi-
sory authorities have decision-making powers in
certain situations: 1) in case of violation of rele-
vant EU provisions; 2) in emergencies; and 3) in
case of dispute between national supervisory
authorities. Such decisions may be binding on
national supervisory authorities or apply directly
to private parties in the EU member states. More-
over, the micro-prudential supervisory authorities
have in separate legislative acts been granted
direct supervisory powers in relation to certain
types of undertakings.

The inclusion in the EEA Agreement of legisla-
tive acts granting decision-making powers to an
EU body represents a challenge in terms of both
the two-pillar structure of the EEA Agreement and
the stipulations in the Norwegian Constitution on
the prerequisites for the transfer of executive pow-
ers. Norwegian authorities are currently involved
in discussions, alongside Iceland and Liechten-

stein, with the EU on potential models for inclu-
sion of the supervision provisions in the EEA
Agreement, taking into consideration, inter alia,
the Norwegian Constitution and the two-pillar
structure of the EEA Agreement. Until a solution
is found in this regard, new legislative acts within
the financial market area that grant such powers
to micro-prudential supervisory authorities in the
EU are not included in the EEA Agreement. The
EEA/EFTA states and the EU agree that quickly
finding a solution is now a matter of pressing
importance.

Unlike the micro-prudential supervisory
authorities, the ESRB cannot make binding deci-
sions, although it may make recommendations to
member states. Consequently, inclusion in the
EEA Agreement of the regulation establishing
ESRB does not pose the same challenge in terms
of the Norwegian Constitution and the two-pillar
approach.

Pending a formal affiliation via the EEA Agree-
ment, Finanstilsynet participates as an observer in
the micro-prudential supervisory authorities on
an informal basis. Norges Bank and Finanstilsynet
also participate on an informal basis as observers
in the ESRB «Technical Advisory Committee».
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4 Regulatory amendments and licences in
major financial market matters

4.1 Regulatory developments

Sections 4.1.1 to 4.1.6 of this chapter provide an
overview of the main financial market regulatory
amendments in 2013. Section 4.1.7 provides a
brief overview of regulations laid down in 2013.
Section 4.2 lists key licences granted that same
year, with a brief discussion of each case.

The overarching objective of regulatory
amendments within the financial markets area in
2013 was to promote financial stability and well-
functioning markets.

4.1.1 Banking

On 10 June 2013, the Storting adopted amend-
ments to the Financial Institutions Act and the
Securities Trading Act. The legislative amend-
ments are discussed in Legislative Proposition
No. 96 (2012-2013) to the Storting, Amendments
to the Financial Institutions Act and the Securities
Trading Act (new capital requirements, etc.). The
legislative amendments entered into effect on 1
July 2013.

The legislative amendments constitute a first
step in the adaptation to CRD IV, the EU regula-
tory framework based on the recommendation of
the Basel Committee on new capital and liquidity
standards adopted in December 2010. The statu-
tory capital adequacy requirements are 4.5 per-
cent CET1 capital ratio, 6 percent tier 1 capital
ratio and 8 percent capital adequacy ratio. In addi-
tion to the minimum requirements, institutions
shall have CET1 capital buffers. A 2.5 percent cap-
ital conservation buffer is required from 1 July
2013. The systemic risk buffer is introduced grad-
ually, with a 2 percent systemic risk buffer being
required from 1 July 2013, increasing to 3 percent
from 1 July 2014. The level of the said buffer may
be adjusted upwards or downwards. The buffer
for systemically important institutions shall be 1
percent from 1 July 2015 and 2 percent from 1 July
2016. The 9 percent CET1 capital ratio require-
ment remains in effect until 1 July 2014. The
requirement will then be increased to 10 percent,

and again to 11 percent from 1 July 2015. The Min-
istry of Finance proposes, in the preparatory
works of the legislative amendments, that the cap-
ital conservation buffer, counter-cyclical buffer
and systemic risk buffer requirements shall not,
for the time being, apply to investment firms.

On 4 October 2013, the King in the Council of
State laid down regulations on counter-cyclical
capital buffers. The regulations establish the sys-
tem of counter-cyclical capital buffers. The
counter-cyclical capital buffer requirement shall
apply to banks, credit undertakings and parent
companies of banking groups. The purpose of the
counter-cyclical capital buffer is to make institu-
tions stronger and more robust to loan losses in a
future recession and reduce the risk that banks
contribute to deepening a recession by curtailing
their granting of credit. The regulations stipulate
that Norges Bank shall prepare a basis for deci-
sion making and advise the Ministry of Finance as
to the level of the counter-cyclical capital buffer
four times a year. In preparing such basis for deci-
sion making, Norges Bank shall exchange rele-
vant information and assessments with Finanstil-
synet.

On 12 December 2013, the Ministry of
Finance laid down regulations on the level of the
counter-cyclical capital buffer. The regulations
stipulate that the counter-cyclical capital buffer
shall be 1 percent of risk-weighted assets as from
30 June 2015.

Amendments to the Capital Requirements
Regulations were adopted on 13 October 2013,
with the lower limit on Loss Given Default (LGD)
when using internal risk models for residential
mortgages being increased from 10 to 20 percent
for all loans secured on residential property in
Norway. The amendments entered into effect on 1
January 2014.

On 27 September 2013, the Ministry of
Finance adopted amendments to Regulations of 18
December 2009 No. 1726 relating to the Commit-
tee for the Monitoring of Anti-Money Laundering
Measures. The amendments were predominantly
of a technical nature, but also introduced supple-
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mentary requirements on the dealings of the
Monitoring Committee. The amendments entered
into effect on 1 July 2014.

On 22 March 2013, the Ministry of Finance
adopted regulations on computer system require-
ments and reporting to the Norwegian Banks’
Guarantee Fund, in replacement of Regulations of
19 May 2010 No. 706. The new regulations stipu-
late system requirements, as well as requirements
concerning the format and contents of the reports
to be submitted to the Norwegian Banks’ Guaran-
tee Fund when a decision has been made to place
a bank under public administration. The regula-
tions entered into effect on 1 July 2013.

Finanstilsynet has, at the request of the Minis-
try of Finance and in consultation with Norges
Bank, performed an assessment of the system for
determining the so-called Norwegian Interbank
Offered Rate (NIBOR) and measures to
strengthen the financial system. In 2013, Finanstil-
synet conducted inspections of the six panel
banks: DNB Bank ASA, Nordea Bank Norge ASA,
Handelsbanken, Danske Bank, Skandinaviska
Enskilda Banken AB and Swedbank Norge.

4.1.2 Insurance and pensions

On 13 December 2013, the Storting adopted the
Act relating to Occupational Pensions (the Occu-
pational Pensions Act). The Act entered into effect
on 1 January 2014 and enables businesses to
choose a new tax-favoured group occupational
pension product for their employees. The new
occupational pension product will represent an
alternative to the existing mandatory occupational
pension schemes and defined-contribution pen-
sion schemes. The amendments form part of the
process of adapting the private sector pension leg-
islation to the new retirement pension provisions
under the national insurance scheme.

On 13 December 2013, the Ministry of
Finance adopted amendments to Regulations of 22
December 2000 No. 1413 relating to Act of 24
November 2000 No. 81 relating to Occupational
Defined-Contribution Pensions (the Defined-Con-
tribution Pensions Act), which imply that the max-
imum contribution rates for defined-contribution
pension schemes are increased to the same level
as the contribution rates for the new occupational
pension product, and that the so-called levelling-
off point is increased from 6 to 7.1 times the
national insurance base amount (G). The amend-
ments shall apply from 1 January 2014.

In a letter of 8 March 2013 to all life insurers,
Finanstilsynet stipulated new minimum require-

ments for group life insurance mortality rate
assumptions.

4.1.3 Securities trading and securities funds

On 14 May 2013, the Ministry of Finance adopted
amendments to Chapter 7 of Regulations of 29
June 2007 No. 876 relating to the Securities Trad-
ing Act (the Securities Trading Regulations), in
order to implement the EEA provisions corre-
sponding to Regulation (EU) No. 311/2012, Regu-
lation (EU) No. 486/2012 and Regulation (EU)
No. 862/2012 on prospectus contents. The amend-
ment entered into effect on 1 July 2013.

On 4 July 2013, the Ministry of Finance
adopted amendments to Section 36 of Regulations
of 29 June 2007 No. 875 (the Securities Exchange
Regulations), providing for the members of the
Stock Exchange Appeals Committee to be
appointed for a term of up to four years. The back-
ground to the amendment is a need for more sys-
tematic appointment timings.

On 18 December 2013, the Ministry of
Finance repealed Regulations of 20 December
1996 No. 1247 relating to Issue Price and Obliga-
tion to Report the Issuance of Bearer Bonds, etc.
The repeal implies that there are no restrictions
on the issuance of bonds at a price below the
redemption price («at a discount»). The repeal
also implies the abolition of the obligation to
report bond issuances to Norges Bank under the
said regulations. The repeal entered into effect on
1 January 2014.

4.1.4 Estate agency

On 21 June 2013, the Ministry of Finance adopted
amendments to Regulations of 23 November 2007
No. 1318 relating to Estate Agency. The amend-
ments imply that bidding rounds organised
through an estate agent shall be documented. The
estate agent shall only process bids, acceptances
and rejections made in writing. Any information
from the estate agent to the bidders and the seller
during the bidding round shall also be in writing.
SMS and e-mail messages qualify as being “in
writing”. In addition, all bidders need to document
their identity before submitting any bids. The pur-
pose of the amendments is to make it safer for
consumers to make residential property pur-
chases, by making it simple to establish, after the
bidding round, what has been communicated to
and from the participants during such round. The
amendments entered into effect on 1 January
2014.
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4.1.5 Accounting, auditing and bookkeeping

In Act of 19 April 2013 No. 15, the Storting
enacted amendments to the Accounting Act and
certain other acts. The amendments imply that
accounting entities qualifying as large enterprises
for purposes of the Accounting Act shall, in their
annual reports or other documents, present their
policy on the integration of considerations relating
to human rights, employee rights, social matters,
the external environment and corruption preven-
tion in their business strategy, in their daily opera-
tions and in their stakeholder relations. In addi-
tion, they shall specify how they go about turning
such policy into action, and provide an assessment
of what has been achieved and expected future
achievements.

The said Act of 19 April 2013 No. 15 also
enacted an amendment to the Auditing and Audi-
tors Act, authorising Finanstilsynet to grant indi-
vidual exemptions from the requirement for audit
firms to have a permanent establishment in Nor-
way if documents pertaining to clients in Norway
are stored at a location in this country in a sound
and secure manner. Moreover, a statutory provi-
sion was added to the effect that the auditor shall
assess information disclosed in connection the
corporate social responsibility presentations pur-
suant to the Accounting Act, which are included in
annual reports or other documents. Likewise, the
auditor shall in the auditor’s report comment on
such presentations and the statements made in
annual reports or other documents with regard to
corporate social responsibility. Royal Decree of 19
April 2013 No. 395 stipulates that the amendments
shall apply with effect from financial years com-
mencing after 31 December 2012.

In Act of 22 December 2013 No. 116, the Stort-
ing enacted amendments to the Accounting Act
on so-called country-by-country reporting (CCR).
The amendments imply that accounting entities
engaged in the extractive industry and/or for-
estry in primary forests and classified as «large»
for purposes of the new Accounting Directive,
shall prepare and publish an annual report on
such activities. The report shall, inter alia, dis-
close payments to governments, at the country
and project level. Corresponding amendments
were made to the Securities Trading Act, thus
implying that the same obligation applies to corpo-
rations that are issuers of securities and engaged
in activities of the abovementioned type. The leg-
islative proposal was published in Legislative
Proposition No. 1 (2013-2014) to the Storting.
The Ministry of Finance laid down regulations

with supplementary provisions on 20 December
2013. These amendments to statues and regula-
tions entered into effect on 1 January 2014, with
effect for financial years commenced on 1 January
2014 or later.

In Act of 22 December 2013 No. 121, the Stort-
ing enacted amendments to the Bookkeeping Act.
The amendments imply that the storage period for
so-called primary documentation is reduced from
10 to 5 year. At the same time, the Ministry was
authorised to adopt regulations requiring a longer
storage period for certain types of primary docu-
mentation if necessary for mandatory financial
reporting purposes or for tax audit purposes. It
was announced, in connection with the legislative
amendment, that it would be necessary to adjust
the adjoining regulatory framework in response
to this, and that one would also review those areas
where the need for older documentation tends to
be most pronounced, to examine whether reme-
dial measures are needed. The legislative amend-
ment entered into effect on 1 February 2014. At
the same time, the Ministry of Finance adopted
regulations setting out transitional provisions, and
instructed the Directorate of Taxes to examine
whether a longer storage period is necessary for
certain types of documentation needed for tax
audit purposes, as well as for combating white-col-
lar crime.

On 17 January 2013, the Ministry of Finance
adopted amendments to the Annual Financial
Statement Regulations for banks and mortgage
companies. These amendments relate to note
information. Investments in Norwegian compa-
nies require the enterprise registration numbers
of such companies to be included in notes, and the
note requirements with regard to capital ade-
quacy have been amended in conformity with
applicable capital adequacy rules.

On 19 December 2013, the Ministry of
Finance amended Regulations of 16 December
1998 No. 1240 relating to the Annual Financial
Statements, etc., of Banks, Financial Undertak-
ings and their Parent Companies. The amend-
ments imply that banks and financial undertak-
ings that have not issued listed securities shall
also recognise and measure pension liabilities in
conformity with IFRS (IAS 19) as from the 2015
financial year. Moreover, a requirement was intro-
duced to the effect that such institutions shall pub-
lish their annual financial statements, annual
reports and auditor’s reports on their websites.

On 19 December 2013, the Ministry of
Finance amended Regulations of 16 December
1998 No. 1241 relating to the Annual Financial
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Statements, etc., of Insurance Companies. The
amendments imply that insurance companies that
have not issued listed securities shall also recog-
nise and measure pension liabilities in conformity
with IFRS (IAS 19) as from 2015. In addition, cer-
tain adjustments were made to the regulations as
the result of amendments to IFRS, principally with
effect from 2014. Besides, a requirement was
introduced to the effect that such institutions shall
publish their annual financial statements, annual
reports and auditor’s reports on their websites,
with effect from the 2013 financial year onwards.

On 19 December 2013, the Ministry of
Finance amended Regulations of 20 December
2011 No. 1457 relating to the Annual Financial
Statements of Pension Undertakings. The amend-
ments imply that pension undertakings will be
required to recognise and measure pension liabili-
ties in conformity with IFRS (IAS 19) from 2015.
In addition, certain adjustments were made as the
result of amendments to IFRS, principally with
effect from 2014. Besides, a requirement was
introduced to the effect that such institutions shall
publish their annual financial statements, annual
reports and auditor’s reports on their websites,
with effect from the 2013 financial year onwards.

On 28 June 2013, the Ministry of Finance
amended Regulations of 1 December 2004 No.
1558 relating to Bookkeeping. The amendments
are based on, inter alia, the proposals in sub-
reports number 2 and 3 from the Norwegian
Bookkeeping Standards Board, which reviewed
experience with the existing regulations. The
amendments may reduce the administrative costs
of businesses by up to NOK 300 million per year.
The amendments entered into effect on 1 January
2014.

4.1.6 Miscellaneous

For each coming six-month period, the Ministry
of Finance stipulates a late payment interest rate
pursuant to Section 3 of Act of 17 December 1976
No. 100 relating to Late Payment Interest, etc.
(the Late Payment Interest Act). The rate was
equivalent to the Norges Bank key policy rate,
with a surcharge of no less than 7 percentage
points until 1 July 2013, and with a surcharge of no
less than 8 percentage points after that date. On
26 June 2013, the late payment interest rate was
fixed at 9.50 percent p.a., cf. Regulations of 26
June 2013 No. 755 relating to Late Payment Inter-
est. At the same time, the Ministry of Finance stip-
ulated a standard debt collection cost compensa-
tion amount of NOK 300. On 20 December 2013,

the late payment interest rate was fixed at 9.50
percent p.a., cf. Regulations of 20 December 2013
No. 1586. At the same time, the Ministry of
Finance stipulated a standard debt collection cost
compensation amount of NOK 320.

4.1.7 Enacted regulations

The Ministry of Finance enacted 22 sets of finan-

cial market regulations in 2013:

— Regulations of 8 January 2013 No. 15 relating to
amendment of Regulations of 21 December
2011 No. 1467 supplementing the Securities
Fund Act (the Securities Fund Regulations)

— Regulations of 11 January 2013 No. 32 relating
to amendment of Regulations of 17 December
2004 No. 1852 relating to the Implementation of
the EEA Provisions on Adopted International
Financial Reporting Standards

— Regulations of 17 January 2013 No. 44 relating
to amendment of Regulations of 16 December
1998 No. 1240 relating to the Annual Financial
Statements, etc., of Banks, Financial Undertak-
ings and their Parent Companies

— Regulations of 20 February 2013 No. 215 relat-
ing to amendment of Regulations of 29 June
2007 No. 876 supplementing the Securities
Trading Act (the Securities Trading Regula-
tions)

— Regulations of 22 March 2013 No. 330 relating
to Computer Software Requirements and
Reporting to the Norwegian Banks’ Guarantee
Fund.

— Regulations of 13 May 2013 No. 473 relating to
amendment of Regulations of 29 June 2007 No.
876 supplementing the Securities Trading Act
(the Securities Trading Regulations)

- Regulations of 14 May 2013 No. 474 relating to
amendment of Regulations of 29 June 2007 No.
876 supplementing the Securities Trading Act
(the Securities Trading Regulations)

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

— Regulations of 21 June 2013 No. 722 relating to
amendment of Regulations of 23 November
2007 No. 1318 relating to Estate Agency (docu-
mentation of bidding rounds)

— Regulations of 26 June 2013 No. 755 relating to
Late Payment Interest and Debt Collection
Cost Compensation

— Regulations of 28 June 2013 No. 805 relating to
amendment of Regulations of 1 December 2004
No. 1558 relating to Bookkeeping
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— Regulations of 1 July 2013 No. 816 relating to
amendment of Regulations of 14 December
2006 No. 1506 relating to Capital Requirements
for Commercial Banks, Savings Banks, Finan-
cial Undertakings, Financial Group Holding
Companies, Investment Firms and Securities
Fund Management Companies, etc. (the Capi-
tal Requirements Regulations)

— Regulations of 4 July 2013 No. 859 relating to
amendment of Regulations of 29 June 2007 No.
875 relating to Regulated Markets (the Securi-
ties Exchange Regulations)

— Regulations of 27 September 2013 No. 1134
relating to amendment of Regulations of 13
March 2009 No. 303 relating to the Committee
for the Monitoring of Anti-Money Laundering
Measures.

— Regulations of 4 October 2013 No. 1170 relat-
ing to Counter-Cyclical Capital Buffers

— Regulations of 13 October 2013 No. 1301 relat-
ing to amendment of Regulations of 14 Decem-
ber 2006 No. 1506 relating to Capital Require-
ments for Commercial Banks, Savings Banks,
Financial Undertakings, Financial Group Hold-
ing Companies, Investment Firms and Securi-
ties Fund Management Companies, etc. (the
Capital Requirements Regulations)

— Regulations of 12 December 2013 No. 1440
relating to the Level of Counter-Cyclical Capital
Buffers

— Regulations of 18 December 2013 relating to
repeal of Regulations of 20 December 1996 No.
1247 relating to Issue Price and Obligation to
Report the Issuance of Bearer Bonds, etc.

— Regulations of 19 December 2013 No. 1680
relating to amendment of Regulations of 16
December 1998 No. 1241 relating to the Annual
Financial Statements, etc., of Insurance Com-
panies, Regulations of 20 December 2011 No.
1457 relating to the Annual Financial State-
ments of Pension Undertakings and Regula-
tions of 16 December 1998 No. 1240 relating to
the Annual Financial Statements, etc., of
Banks, Financial Undertakings and their Par-
ent Companies

— Regulations of 20 December 2013 No. 1586
relating to Late Payment Interest and Debt Col-
lection Cost Compensation

— Regulations of 20 December 2013 No. 1682
relating to Country-by-Country Reporting

— Regulations of 20 December 2013 No. 1668
relating to amendment of Regulations of 17
December 2004 No. 1852 relating to the Imple-
mentation of the EEA Provisions on Adopted
International Financial Reporting Standards

4.2 Administrative licences

On 5 March 2013, Gjensidige Arbejdsskade-
forsikring AS and Gjensidige Forsikring ASA
were granted a merger licence, with Gjensidige
Forsikring ASA as the acquiring company. The
licence is subject to conditions.

On 22 March 2013, Vestbo Finans AS was
granted a licence to engage in financial activities
pursuant to Section 3-3 of the Financial Institu-
tions Act. At the same time, Vestlandske Housing
Association was granted a licence to hold 100 per-
cent of the shares of Vestbo Finans AS. The
licence is subject to conditions.

On 18 April 2013, Sparebank 1 Kredittkort AS
was granted a licence to engage in financial activi-
ties pursuant to Section 3-3 of the Financial Insti-
tutions Act. The licence is subject to conditions.

On 26 April 2013, Sparebanken Hedmark was
granted a licence to expand its ownership stake of
Sparebank 1 Oslo Akershus AS from 12 percent to
40.5 percent. The licence is subject to conditions.

On 26 April 2013, the Norwegian Confedera-
tion of Trade Unions (LO) was granted a licence
to expand its ownership stake of Sparebank 1 Oslo
Akershus AS from 5.9 percent to 19 percent. At
the same time, LO and Affiliated Unions (Norwe-
gian United Federation of Trade Unions, Norwe-
gian Union of Industry and Energy Workers, Nor-
wegian Civil Service Union, Norwegian Food and
Allied Workers’” Union, Norwegian Seafarers’
Union, Norwegian Transport Workers’ Union,
Norwegian Engineers’ and Managers’ Associa-
tion, as well as the Norwegian Union of Postal and
Communication Workers) were granted a licence
to expand their aggregate ownership stake of
Sparebank 1 Oslo Akershus AS from 8.6 percent
to 28.4 percent.

On 30 April 2013, the Ministry of Finance
approved the merger of Oslo Bers ASA and its
Swedish subsidiary Burgundy AB; a Swedish reg-
ulated market licensed to operate a multilateral
trading facility. At the same time, Oslo Bers ASA
was granted a licence to engage in activities in
Sweden via a branch. Finanstilsynet granted Oslo
Bors ASA a licence to operate a multilateral trad-
ing facility, thus enabling Oslo Bers ASA to con-
tinue the operations of Burgundy AB following the
merger.

On 2 May 2013, Bo Sparebank and Seljord
Sparebank were granted a merger licence. Bo
Sparebank acquired the savings bank activities of
Seljord Sparebank, with the latter being closed
down. Two savings bank foundations were estab-
lished, which foundations hold equity capital cer-
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tificates of the merged bank. The licence is sub-
ject to conditions.

On 8 May 2013, Sunndal Sparebank was
granted a licence to issue transferable equity capi-
tal certificates. The licence is subject to condi-
tions.

On 8 May 2013, Aasen Sparebank was granted
a licence to issue transferable equity capital certif-
icates. The licence is subject to conditions.

On 21 May 2013, OBOSBanken AS was granted
a licence to engage in banking activities. OBOS
Finans Holding AS, which is the owner of OBOS,
was approved as 100 percent owner of OBOS-
Banken AS. The licence is subject to conditions.

On 10 June 2013, Hypo Neringskreditt was
granted a licence to engage in credit activities.
The licence was granted pursuant to Section 3-3 of
the Financial Institutions Act. The licence is sub-
ject to conditions.

On 28 June 2013, Safe Deposit Bank of Nor-
way AS was granted a licence to engage in com-
mercial bank activities. The licence was granted
pursuant to Section 8 of the Commercial Banks
Act. At the same time, the Ministry of Finance
approved the establishment of Safe Deposit Hold-
ing ASA as the parent company of a financial
group, with Safe Deposit Bank of Norway AS as
its wholly-owned subsidiary.

On 12 July 2013, Ria Financial Services Nor-
way was granted a licence to engage in financial
activities pursuant to Section 3-3 of the Financial
Institutions Act. The licence is subject to condi-
tions, and is restricted to currency exchange activ-
ities.

On 18 September 2013, Time sparebank was
granted a licence to issue 1 million equity capital
certificates with a nominal value of NOK 100 by
conversion of its primary capital into equity capi-
tal. At the same time, a licence was granted for the
establishment of Sparebankstiftelsen Time og HA.
The licence is subject to conditions.

On 2 October 2013, Nes Prestegjelds Spare-
bank and Hol Sparebank were granted a merger
licence, with Nes Prestegjelds Sparebank as the
acquiring bank. Two savings bank foundations
were established, which foundations hold equity
capital certificates of the merged bank. The bank
has been named Nes Prestegjelds Sparebank. The
licence is subject to conditions.

On 7 October, OBOS Factoring AS was
granted a licence to engage in financial activities.
The licence was granted pursuant to Section 3-3 of
the Financial Institutions Act.

On 15 November 2013, Sparebanken Ser and
Sparebanken Pluss were granted a licence to

merge by the transfer of the assets and liabilities
(operations) of Sparebanken Ser to Sparebanken
Pluss, cf. Section 2¢-2 of the Financial Institutions
Act. It is intended for the operations of the
merged bank to be continued under the name of
Sparebanken Ser. A licence was granted, in con-
nection with the said transfer, to issue equity capi-
tal certificates to Sparebankstiftelsen Ser in con-
sideration for the equity capital of Sparebanken
Sor. The licence also included the acquisition of
significant ownership stakes in Ser Boligkreditt
AS and Brage Finans AS, cf. Section 2-2, Sub-sec-
tion 2, of the Financial Institutions Act, and the
establishment and modification of a group struc-
ture, cf. Section 2a-3, Sub-section 2, and Section
2a-7, Sub-section 2, of the Financial Institutions
Act. The licence is subject to conditions.

On 15 November 2013, Sparebank 1 NordVest
was granted a licence to issue transferable equity
capital certificates. The licence is subject to condi-
tions, laid down pursuant to Section 2b of the
Financial Institutions Act.

On 15 November 2013, Harstad sparebank was
granted a licence to issue 1,500,000 equity capital
certificates with a nominal value of NOK 100 by
conversion of NOK 150 million of its primary capi-
tal into equity capital. At the same time, a licence
was granted for the establishment of Sparebank-
stiftelsen Harstad Sparebank. The licence is sub-
ject to conditions.

On 25 November 2013, Helse Ser st RHF
was granted a licence to establish a pension fund
for health trusts in the capital region; Pensjon-
skassen for helseforetakene i hovedstadsomradet.
The pension fund shall engage in group pension
insurance activities classified as life insurance
activities under Section 7-3 of the Insurance Activ-
ities Act of 10 June 2005. The licence is subject to
conditions.

On 28 November 2013, Ly forsikring was
granted a licence to engage in non-life insurance
activities. The licence was granted subject to con-
ditions. On 30 August 3013, Finanstilsynet con-
firmed that the conditions for activating the
licence had been met, and that the licence could
be activated.

On 20 December 2013, Komplett Bank ASA
was granted a licence to engage in commercial
bank activities. The licence was granted pursuant
to Section 8 of the Commercial Banks Act. At the
same time, Komplett AS was granted a licence to
hold up to 20 percent of the shares of the bank.
The licence is subject to conditions.

In 2013 Finanstilsynet received 19 applications
for a licence to engage in payment activities. 16 of
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these licence applications were limited to money
transfers. Two of the undertakings that submitted
applications were granted a licence to provide
money transfers, whilst two applications were
withdrawn and twelve applications were rejected.
Three of the applications remain under consider-
ation. At the same time, Finanstilsynet received 11
applications for the renewal of limited licences

granted in 2011. Three of these were granted, one
was rejected and seven remain under consider-
ation. In 2013, one licence to engage in payment
activities was revoked due to inadequate report-
ing to Finanstilsynet, as well as the corporation
failing to comply with its auditor appointment obli-
gation.
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