29 October 2020

Earnings outlook for Norwegian banks more

nuanced than zero interest rates suggest

Unlike in most of Europe, interest rates in Norway were in positive territory as the
Covid-19 pandemic began to spread. As part of the monetary response, the key
policy rate was reduced to 0.25% from 1.5% in March and subsequently to 0% in
May. According to the central bank, this is unlikely to change until the second half
of 2022.

This has helped support the Norwegian economy, with GDP expected to decline by 3.6%
for the year, less severe than in many other countries. Unemployment has also come
down from a peak of 10.4% in April to 3.7% at the start of October.

Banks quickly repriced their loans, facilitated by the largely variable rate nature of
mortgage loans. Cuts to deposit rates and lower financing costs followed. Consequently,
during the first half of 2020, banks’ net interest margins declined on average by 20%.

With net interest income accounting for a relatively high proportion of Norwegian banks’
operating income (about 70% on average), this puts pressure on earnings. We see some
stabilisation, however, and even some recovery compared to the second quarter as
repricing both on the asset and liability sides of the balance sheet takes full effect and
loan growth continues to be positive.

Further, non-interest income such as fees and commissions from product distribution and
real-estate broking continues to sustain earnings. Meanwhile, with clients benefiting from
lower debt servicing costs, this should be supportive for the level of credit impairments.
Underpinned by a recovering economy, the earnings outlook for Norwegian banks is
more nuanced than suggested by zero interest rates.

Figure 1: Norwegian banks’ interest margins
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Note: Averages based on a universe of banks with more than NOK 10bn in assets.
Source: SNL, Scope Ratings
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© 2020 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Analysis GmbH, Scope Investor
Services GmbH and Scope Risk Solutions GmbH (collectively, Scope). All rights reserved. The information and data supporting
Scope’s ratings, rating reports, rating opinions and related research and credit opinions originate from sources Scope considers
to be reliable and accurate. Scope does not, however, independently verify the reliability and accuracy of the information and
data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are provided ‘as is’ without any
representation or warranty of any kind. In no circumstance shall Scope or its directors, officers, employees and other
representatives be liable to any party for any direct, indirect, incidental or other damages, expenses of any kind, or losses arising
from any use of Scope’s ratings, rating reports, rating opinions, related research or credit opinions. Ratings and other related
credit opinions issued by Scope are, and have to be viewed by any party as, opinions on relative credit risk and not a statement of
fact or recommendation to purchase, hold or sell securities. Past performance does not necessarily predict future results. Any
report issued by Scope is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit
ratings and related research and opinions with the understanding and expectation that parties using them will assess
independently the suitability of each security for investment or transaction purposes. Scope’s credit ratings address relative credit
risk, they do not address other risks such as market, liquidity, legal, or volatility. The information and data included herein is
protected by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use
for any such purpose the information and data contained herein, contact Scope Ratings GmbH at Lennéstralle 5 D-10785 Berlin.

Scope Ratings GmbH, Lennéstrale 5, 10785 Berlin, District Court for Berlin (Charlottenburg) HRB 192993 B, Managing
Director: Guillaume Jolivet.
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