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EXECUTIVE SUMMARY  
The purpose of this thesis is to find the optimal debt allocation for Norwegian developers of office 

properties in Oslo. The profile of the borrower will be identified and an analysis will be made of 

the Norwegian bond and bank market.  
 
Before making their lending decision, the lenders of capital measure the property developer’s risk 

of default. This is measured through the macroeconomic variables and the firms’ ability to 

generate cash flow and hold other assets. The Norwegian economy is currently strong, with high 

GDP growth and low unemployment, as the petroleum sector activates the mainland economy. 

The current and forecasted high office rent level, is triggered by increased demand for office space 

from high employment and lower supply from increased construction costs. The combination of 

high-expected rent level and low degree of vacancy, provides the office developers in Oslo with a 

strong ability to generate cash flow. The investors are willing to accept a low yield, i.e. pay a high 

price for office properties. Future oil price developments, relating to the instabilities in emerging 

markets and European countries are identifiable risks. The consequences could be fatal for the 

Norwegian economy as a whole and for the office developers in Oslo. 
 
New international regulations, Solvency II and Basel III, were created after the financial crisis in 

2008. As a consequence, Norwegian banks’ lendings became more restrictive. Higher margins 

have been imposed, along with shorter durations and tighter lendings. The banks currently high 

stake in the mortgage loans to over-indebted households, financed by covered bonds, imposes a 

future risk. The future development is uncertain, a lower oil price could result in fatal domino 

effects. Some fear a new Norwegian banking crisis. The bank market is identified by uncertain 

future instabilities and expected margin increases. The bond market, offering fixed rates, no 

installments and long duration bonds, is then an attractive source of finance.  
 
Large and listed firms are recommended to combine short term bank certificates with long term 

lending in the bond market in the coming refinancing period. Especially property developers with 

long-term stabile portfolios are recommended to use bond financing. The bond and the currently 

restrictive bank market are however, offering a limited degree of capital to the smaller and 

unlisted firms. Foreign capital is identified to be an alternative choice of finance for these players.  
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INTRODUCTION 

1. Introduction  

Real property or real estate1, from now on property, transactions in Norway has traditionally been 

financed through bank loans.2 The financial crisis in 2008 reflected the financial institutions over-

leverage, excessive risk taking and poor liquidity management. Regulatory changes now underway 

in the EU aim to address these lessons by requiring banks and other institutions to hold more 

capital as well as more liquid assets.3 The stricter requirements, which have already contributed to 

changes in Norwegian financial institutions, affect the banks funding and therefore also their 

ability and eagerness to finance commercial property projects. This raises the banks own costs, 

which the borrowers pay for through higher lending costs.4 The interest rate spread imposed by 

banks to property companies is therefore not currently as favorable as it has been historically.5 The 

stricter loans from banks will affect not only the cost of the loans but also the maturities of the 

loans, forcing the commercial property developers to refinance their loans every five years.6  

 

The large volumes of commercial loans entered into in 2006-2008 are now about to expire. The 

loans must be refinanced, but the Central Bank now warns that some will face not only higher 

funding costs but also a reduced debt serving.7 The question is then, whether or not the real estate 

developers will turn to other sources of debt financing such as bonds in this coming refinancing 

period. Firms in need of longer maturities of financing are those who are especially expected to 

turn to other forms of debt.8 However, for the bond formation to be representative for all users, the 

bond market needs to be of a significant size where a satisfying liquidity is realized.9 The lending 

terms of the bond and the bank market will be analyzed and compared, to find an optimal debt 

allocation for Norwegian office developers in Oslo. 

 

                                                
1 See Appendix: 1.1 Real Property 
2 See Appendix: 11. Interview with Bjørn Henningsen 
3 State	  Secretary	  Morten	  Søberg,	  "Learning	  from	  Crises"	  Ministry	  of	  Finance,	  6/14/11,	  2011).	   
4 See Appendix: 11. Interview with Bjørn Henningsen 
5  EKESETH F. C., 2012. For dyrt for bankene å låne ut penger. edn. DN.no - Dagens Næringsliv. 
6  BRUN T. A.  31. august 2012, , Dyrere og vanskeligere å få lån [Homepage of Estate Nyheter]  
7  REVFEM J., 2012. Minimalt tapsproblem. edn. NE Nyheter. 
8  EKESETH F. C., 2012. For dyrt for bankene å låne ut penger. edn. DN.no - Dagens Næringsliv. 
9 Folketrygdefondet, "Det Norske Obligasjonsmarkedet," , no. Folketrygdfondets årsrapport for 2008 (2008). 
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1.1 Problem Statement 
The main goal of this thesis is to identify the differences between debt and bond financing, and to 

provide a recommended financial strategy for the property developer. Hence, the following overall 

problem statement will be answered: 

What is the optimal debt allocation for Norwegian developers of office properties in Oslo? 

To answer the problem statement, the Norwegian economy, the developments in the market for 

office space, international regulations, the bond market and the bank market will be analyzed. The 

positions of both the borrowers: the property developers in Oslo and the lenders: the bond and 

bank market, will be identified. And an analysis will be made on the borrowers in the credit 

markets. 

1.2 Sub Questions 
In order to answer the overall problem statement more efficiently, a number of sub questions are 

stated. The sub questions will be answered throughout the different sections of the thesis, divided 

by the three overall analyses.  

1.2.1  THE BORROWER 

The first part of this thesis will identify the position of Norwegian property developing firms as 

borrowers in the credit market.  

a. Introduction: The Theoretical Foundations of Debt Finance  

It is important to understand the elements of the credit market and the foundations of debt finance. 

This sets the basis for analyzing the profile of the borrower. 

-How is debt finance presented in the literature and what factors are relevant in identifying the 
profile of the borrowers? 

b. Macroeconomic Analysis 

The macroeconomic analysis is of upmost importance, as it is one of the two contributing factors 

to the borrower’s profile. The condition of the Norwegian economy is identified in this section. 

The analysis will then seek to answer the following question:  

-Which macroeconomic factors affect the property market? 
-What is the current state of the Norwegian economy, and what are the future predicted 
developments?  
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c. Analysis of the Borrower’s Risk Position 

The second contributing factor to the borrower’s profile is the risk position of the borrower. An 

analysis of the market situation is made, based on an introductory presentation of the property 

market and the theory of supply and demand. 

-What identifies office properties, and what are the characteristics of property development in this 
relation? 
-What are the driving forces behind supply and demand for commercial property properties? 
-What is the market situation for office property in Oslo, and what are the future perspectives? 

d. Sub Conclusion 

In this section the property developers’ borrowing position will be identified. 

-What are the property developer’s position and profile as borrowers in the credit market? 

1.2.2  THE LENDER 

The second part of the thesis presents the borrowers’ debt opportunities. The availability and 

opportunities of borrowing capital in the credit markets is then recognized. The two types of 

lenders acknowledged in this thesis, the bank and the bond market, are therefore identified and 

analyzed in this part.   

a. Introduction: Theories of Bank Versus Bond Finance  

This section presents literature and scientific research of bank finance versus bond finance. 

-What are the differences between financing through the bond and bank market in theory? 

b. Analysis of the Financial Market 

In this section, different characteristics of the debt alternatives are identified, through interviews 

with Norwegian property firms and through secondary data. The analysis of the financial market 

contains current and historical information of the bond and bank market. This section aims to 

understand the answers to the following questions: 

-What is the historical development and current situation of the Norwegian bank and bond 
market?  
-How has and how will Solvency II and Basel III affect the Norwegian financial market?  

c. Sub Conclusion 

This section will identify lenders’ profiles. 

-What are the advantages and disadvantages of the bond and the bank market? 
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1.2.3  THE BORROWER IN THE CREDIT MARKET 

The third part of the thesis presents the borrower in the credit market. Some identified borrower 

characteristics will prove to influence the optimal debt allocation. 

a. Introduction: Characteristics of the Borrowing Firms Influence on the Choice of Debt Finance 

The credit markets eagerness to finance loans will depend on the borrower. Different type of 

borrowers characteristics in this relation will be identified in this section. 

-How do the risk and the size of the firm influence the borrower’s accessibility in the credit 
markets? 

b. Analysis of the Borrower’s Characteristics Influence on the Choice of Debt Finance 

The different office property developers in Oslo will be identified in relation to the theoretical 

introduced characteristics. The different types of office developer’s opportunity to lend from the 

two credit markets will be identified. 

-Which type of property firms, obtain financing from the bond and the bank market? 

1.3  Methodology 
The purpose of this thesis is to identify the Norwegian office developers’ lending opportunities as 

borrowers in the credit market. Where the main focus is on the property firm's borrowing profile 

and their choice between the traditional use of the bank market and the currently low, but 

increasing use of the bond market. The inductive method10 was chosen for this thesis, because it 

was suited for the analysis and presentation of the topic.11 The thesis is based on theoretical and 

empirical research with both primary12 and secondary13 data continuously used to resolve the 

research question.  

 

The primary research for the thesis consists of a qualitative14 interview with Mr. Bjørn 

Henningsen15. Mr. Henningsen spent 25 years in the Norwegian property market, before his 

current position as Managing Director in UNION Gruppen16. He has extensive experience 

working with property investments as well as experience from the banking sector. In banking his 

main focus was financing commercial properties and property development. He is currently the 
                                                
10 Based on an interpretivism paradigm with the assumption that social reality is in our minds and is subjective and multiple.  
11 	  COLLIS J. and HUSSEY R., 2009. Business Research: A practical guide for undergraduate and postgraduate students. Third 
edn. Palgrave Macmillian. 
12 Data generated from original source through own interviews. 
13 Data collected from an exisiting resource from hard copy forms and the Internet.  
14 Data which is rich in detail with an emphasis on the quality and the depth of the data. J. COLLIS and R. HUSSEY, 2009. 
Business Research: A practical guide for undergraduate and postgraduate students. Third edn. Palgrave Macmillian. 
15 For more information on Mr. Henningsen see appendix: 2.2 Bjørn Henningsen 
16  UNION Gruppen - Market Report. 2013. UNION Gruppen. 
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Manager of UNION Eiendomskapital17, which manages commercial property on behalf of their 

investors.18 UNION Eiendomskapital manages among others Storebrand Eiendomsfond AS19, 

which represents one of the larger unlisted players in the field. Mr. Henningsen experience from 

banking and property investments, makes him an optimal interviewee subject with experiences 

and insight of both the lenders’ and the borrowers’ perspectives. In addition, he possesses a great 

deal of knowledge and experiences working with various property firms, in relation to their size, 

risk and access to the financial markets.  

 

As qualitative data within an interpretive methodology needs to be understood within it’s 

context,20 background information was collected before the actual interview was held. The 

interview was structured through semi-structured interview, where some questions/topics were 

prepared beforehand. A majority of the interview questions however were based on probes, asked 

in response to what the interview subject said.21 In this way, different and unforeseen aspects of 

the topic were revealed. 22 Mr. Henningsen experiences from the credit markets and the possibility 

to ask relevant follow-up questions throughout the interview brought forth a deeper insight to the 

firm’s experience as a borrower and the credit market’s experience as lenders.  

 

In order to create a minimum of disruption the dialog, the interviews were recorded, transcribed 

and later added to the appendix.23 Some sensitive information was discussed and recorded. The 

recording was therefore destroyed after the completion of the transcription. To ensure that the 

essence of the answers had been grasped correctly, the firm reviewed and approved the written 

summary at the completion of the interview based on the transcribed material.  

 

With an interpretive methodology the research is not based on statistical analysis of quantitative 

data, and therefore leads to a broader conclusion. Through an interpretivism study I try to capture 

the essence of the debt financing for property firms and collect data that provide rich and detailed 

explanations. The number of participants in the research is low and therefore the discussions 

concerning the lending decisions and opportunities are somewhat narrow. However Mr. 

                                                
17  See Appendix: 2.1 Unione Eiendomskapital  
18 Eiendomskapital manages commercial property worth approximately NOK 9 billion on behalf of their investors. 
19  Storebrand Eiendomsfond 2013 [8/2/13]   
20 	  COLLIS J. and HUSSEY R., 2009. Business Research: A practical guide for undergraduate and postgraduate students. Third 
edn. Palgrave Macmillian. 
21 	  COLLIS  J. and HUSSEY R., 2009. Business Research: A practical guide for undergraduate and postgraduate students. Third 
edn. Palgrave Macmillian. 
22 	  COLLIS J. and HUSSEY R., 2009. Business Research: A practical guide for undergraduate and postgraduate students. Third 
edn. Palgrave Macmillian. 
23 See Appendix: 11. Interview with Bjørn Henningsen 
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Henningsen´s experiences made him an interesting and well-qualified candidate to illustrate the 

situation, for all the different types of firms in relation to size and positions in the market, and to 

give a sound basis for the analysis. Furthermore, as Managing Director, Mr. Henningsen is 

directly involved in all the financial choices of the firm. In order to strengthen the analysis, 

secondary sources have also been used. Scientific literature’s findings and analysis of the debt 

market, as well as the market reports made by Akershus Eiendom24 and UNION Eiendom25 has 

been especially useful.  

1.4  Research Design 
Two main parties are involved in a loan, the borrower and the lender. Both parties regard the other 

party’s position and market situation. The borrower observes the opportunities in the credit market 

and the lender screens each borrower’s situation. In this thesis the borrower’s profile will first be 

analyzed, which measures the lenders desire to finance property-developing firms. Then the lender 

positions will be analyzed, to regard the borrowing conditions in the bond and bank market. In 

both cases the general market will be analyzed, and not specific banks or borrowing firms. Finally 

the lender and the borrower are regarded together, as the credit market’s willingness to finance the 

borrower depends on certain borrower characteristics.  

The Borrower 
The theoretical foundations of debt finance is presented first, in order to recognize the theoretical 

and scientifically proven factors that affect the lending decision from the financial markets to the 

borrower. Secondly, the analysis of the borrower’s position will be illustrated in accordance to the 

two main acknowledged factors: the macroeconomy and the risk position of the borrower. The 

first of the two factors, which will be presented, is the macroeconomic situation in Norway. The 

macroeconomy will be studied through a theoretical introduction and a subsequent market 

analysis. Thirdly the property developers risk position and ability to generate cash flow will be 

studied. These will first be presented through a general introduction of the field of property 

development and how the business functions. Finally the theories of the property market 

dynamics, and a subsequent analysis of the state of the Norwegian property market will be made. 

The Lender 
The theories of debt finance are then introduced with a focus on the lenders of capital. This 

involves both the scientifically proven differences between debt financing in the bond and the 

                                                
24 AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
25 UNION Gruppen - Market Report. Spring 2013. UNION Gruppen. 
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bank market. The national and international regulations affect on the two credit markets is then 

analyzed. The bond and bank market are then discussed separately, where both primary and 

secondary data are used. The debt choice of property firms is then analyzed by comparing the 

relevant factors in the credit markets.  

The Borrower in the Credit Market 
The choice between the bank and the bond market will depend on the characteristics of the 

borrowing firm, and is analyzed in relation to the risk and size of the firm. In this section a 

theoretical presentation will be given before an identification of the different property developer’s 

accessibility to the credit markets is analyzed.  

 

 

 

THE BORROWER 
 

 
 
 
                

 

 
                 
 

                                                              THE LENDER 
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1.5  Delimitations 
In order to compare the terms of the bank and the bond market optimally, a view of the property 

developing firm’s historical and ongoing debt contracts would have been ideal. However, 

obtaining exact numbers and terms of loan agreements has been limited. Some general examples 

were given from the interviewed firm, but a detailed list of all their lending contracts through time 

is confidential. Consequently, it has been difficult to get exact numbers, which has made it more 

challenging to provide tangible results. The interview with a professional on the topic of debt 

finance has however provided a deeper understanding of the concept, both in related challenges 

and important aspects. Thus, the focus points of this thesis are influenced by the information 

obtained through the interviews.  

 

Other limitations have also been necessary in regards to limitations in the number of pages and the 

size of the assignment.   

- A general market analysis will be made of the borrower’s and lender’s profile. However 

analyses of individual firms and banks will not be made.   

- Restricted to office properties and not other forms for commercial properties26. In some 

sections however, commercial properties will be discussed, since some trends involve 

office space as well as the other segments.  

- This thesis will only look at banks’ lendings and public debt offers in the form of bonds 

and certificates.27 Mortgage bond market is also just shortly introduced. 

- The thesis will not discuss the firm's capital structure, involving the degree of gearing 

and the subsequent theories of Miller & Modigliani28 etc.  

- The thesis will only focus on commercial property geographically limited to the central 

area of Oslo. Only the firms investing and developing property will be considered, not 

the firms restricted to just the construction of properties. 

- There is focus on the environment in the property industry, however this is not a crucial 

part in property financing yet29 and will not be considered in the thesis. 

- When observing the national laws, in relation to taxes etc. only the crucial subjects 

affecting the property developing firms, the transactions and choice of finance are 

acknowledged. For more information on national laws see appendix30.  

                                                
26 See definition in Appendix: 1.2 Commercial Property 
27 Covered bonds will be discussed but only as a part of the bank's financing. 
28  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.   
29  BRUN T. A., 31. august 2012, , Dyrere og vanskeligere å få lån [Homepage of Estate Nyheter]  
30 See Appendix: 6.2 Tax 



 

 12 

- The thesis will be limited to the capital requirements of Basel III, as these are the 

requirements that affect the financial market’s lending to property development the most. 

For information on the liquidity requirements see the appendix31.  

- The thesis will not go in depth into the characteristics of different types of bonds 

(convertible bonds, callable bonds etc.) Information is found in the appendix32.  

1.6  Literature Review 
The analysis performed in this thesis is conducted on the basis of theoretical background. The 

analysis of the Norwegian market is based on the primary data of interviews but also empirical 

literature. The empirical literature’s scientific value is based on sound research and contributes 

significantly to the analysis. As the primary research base is relatively small, the analysis is 

broadening significantly by secondary data. This was done in order to make a well-founded 

analysis. All articles used in this thesis have been critically reviewed with regards their origin. 

This involves the author’s perspective on economic theory and his or her motivation for writing 

the literature. To my knowledge, all the scientific literature used in this thesis is well founded in 

their theoretical knowledge and thereby strengthening the foundation of the analysis. Secondary 

data and information is thus primarily gathered from professional market reports, relevant 

websites, annual reports and academic literature. 

 

 

 

 

 

 

 

 

                                                
31 See Appendix: 7.3 Liquidity Requirements of Basel III 
32 See Appendix: 9.3 Bond Characteristics 
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I. THE BORROWER        

I. INTRODUCTION 

2. Theoretical Foundations of Debt Finance  

In this section the theories of debt finance will be introduced. When the financial markets lend 

capital to the borrowing firm, they base the lending decision on analyses of the borrowing firm 

and developments in its corresponding market.33 The relevant factors in such analyses will 

therefore be introduced in this section. This sets the basis of the analysis of the borrower: 

Norwegian property developers in Oslo.  

2.1 Debt Finance: Identifying the Borrower’s Profile 

2.1.1  The Risk of Default 

The lenders of capital measure the default risk when lending money to firms such as property 

owners.34 The risk of default refers to the possibility of not collecting interest and principal in the 

way that is stated in the debt contract. The overall risk on an individual debt instrument varies 

with two factors35:  

1. One factor is the risk position of the borrower, involving their ability to generate enough 

cash flow to cover both the interest and the principal. This relates to the firms variability of 

cash flow, availability of liquidity or other assets to repay the debt.  

2. A second factor for default risk depends on the macroeconomic variables, such as interest 

rates, unemployment and factor-prices.  

Overall, the debt capability of the firm depends on the risk of the firm (their future earnings) and 

the chance of financial distress.36 The lender is then likely to demand a higher expected return to 

compensate for additional risk.37 

2.1.2  The Cost of Debt Finance  

In the process of debt finance, there are costs related to the uncertain probability that the borrower 

will default, given asymmetric information38 and/or incomplete contracts.39 The lender therefore, 

needs to screen the potential borrowers before making an advance, and then monitor the borrowers 
                                                
33  PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
34  PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
35  PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
36 See Appendix: 12.2.2 The View of Bolton and Freixas  
37  PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
38 The borrower knows more about his characteristics than the lender 
39 Lenders cannot control all aspects of the borrower’s behavior 
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behavior after the loan has been made.40 In the case of screening, the lemons problem41 of 

asymmetric information is relevant. The lender does not necessarily know if the borrower is a 

good risk or a bad risk, thereby a lemon.  

2.1.3  Collateral and Pledge 

The lenders of capital seek some type of security in the case of default. For example asset-backed 

bonds are secured debt. In the event of bankruptcy, specific assets are pledged as a collateral that 

bondholders or the bank have a direct claim to. 42 The creditor’s priority, the debt’s seniority43, in 

claiming assets is important since there may be other debentures outstanding. The lender can also 

secure the loan through negative pledge.44 

2.1.4  Theories of Monitoring 

Monitoring will ensure the lender that the borrower is not acting contrary to his interest; problem 

of Moral Hazard45, during the time the loan is outstanding. Since firms are very different 

considering their risk characteristics, the way to measure this is through costly monitoring. 

II. ANALYSIS 

As recognized in the above section, the lender needs to screen the borrowers before making an 

advance. This part of the thesis will therefore try to identify the current situation of the borrower 

by studying the developments in the Norwegian economy and the property market. The 

macroeconomic situation will be presented before the property developers’ risk position is 

assessed. 

3. Macroeconomy 

This section analyzes one of the two factors influencing the risk profile of the borrower. The 

macroeconomic situation is presented through a theoretical introduction, which sets the basis for 

the subsequent analysis of the Norwegian market. 

                                                
40  PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
41 “When a seller has private information about the value of a good, buyers will discount the price they are willing to pay due to 
adverse selection” -  BERK, DEMARZO, ed., Corporate Finance, Global Edition, Second ed.Pearson, 2011).  P. 535 
42  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.   
43  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  
44 Negative pledge is a promise by the borrower to not allow any liens to be placed upon some or all of the borrower’s 
assets. Traditionally in the Norwegian market the bank debt has been senior to the bondholders. Where the banks have senior 
claim in the case of default before the bondholders with junior claim. 
45  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  P. 528 
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3.1 Macroeconomic Theories 
Statistical tests46 have proven that the commercial property markets are found to be strongly 

related to the macroeconomy47. Analyzing current macroeconomic trends is therefore critical 

when evaluating the current status of the commercial property market, and in predicting the future 

outcome.  

 

The macroeconomy is proven to explain an extensive part of the variations in the property 

market.48 One of these macroeconomic factors is the GDP, often used to indicate the state of the 

economy. By observing the movements in the GDP, economic growth and/or recessions become 

apparent. The demographics, the composition of the population in sense of income, population 

growth, migration patterns etc. influence the demand for properties of various types. Furthermore, 

the employment rate can measure and predict the purchasing power of the population as well as 

the demand for commercial space. Thus, a low employment rate would mean a low demand for 

office space, which decreases rent levels and therefore the value of the property valuation49.  

 

The property market is also affected by monetary policies50, where the interest rate (key policy 

rate) is the key instrument for monetary policy, as it is a proxy for short-term monetary decisions 

and short-term loans. The key policy rate affects the overall interest rates in the market, and 

thereby the capital markets, affecting the availability of capital and the demand for investment. 

These capital flows influence the supply and demand for property. As a result, they affect property 

prices.51 Statistically tests have shown that the nominal interest rates are amongst the most 

important factors, in explaining the variation in property returns.52 Furthermore, interest rates 

affect returns on substitute investments, and the prices will change in order to stay in line with the 

inherent risk in property investments.  

 

                                                
46 	  BOUCHOUICHA R., and FTITI Z., 2012. Real estate markets and the macroeconomy: A dynamic coherence framework. 
Economic Modelling, 29(5), pp. 1820-1829.	   
47 Findings measured on the degree of interaction between macroeconomic factors and the real estate market in a large market 
(the US) and smaller market (the UK). 
48 MCCUE T. E., KLING J. L. 1994. Real Estate Returns and the Macroeconomy: Some Empirical Evidence from Real Estate 
Investment Trust Data, 1972-1991. Vol 9, number 3.  
49  FISHER J. D. and BRUEGGEMAN W. B., 2005. Real Estate Finance and Investments..   
50  KASHYAP A.K., STEIN J.C., and WILCOX D.W., 1992. Monetary Policy and Credit Conditions, Evidence From the 
Composition of External Finance. Cambridge, Mass: National Bureau of Economic Research.  
51 	  INVESTOPEDIA, How Interest Rates Affect Real Estate Prices. 2009 	   
52 MCCUE T. E., KLING J. L., 1994. Real Estate Returns and the Macroeconomy: Some Empirical Evidence from Real Estate 
Investment Trust Data, 1972-1991. Vol 9, number 3.  
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A key task in monetary policy is also to keep a stabile inflation rate. High inflation is almost 

always accompanied by high variety in the inflation rate. This makes it difficult to predict the 

future, thus reducing the markets economic efficiency. 

3.2 The Norwegian Economy and Trends in Oslo 
To illustrate the trends in the Norwegian market with a focus on Oslo some selected economic 

figures53 will be presented in this section. As stated, having a view on current macroeconomic 

trends is critical when evaluating the current and future status of the commercial property market. 

We can use this information to predict future developments in the general market, which can be 

used to predict the future trends in the property market.  

3.2.1  The International Financial Crisis  

The Norwegian economy was affected by the financial crisis in 2008 as other countries were. 

However, banks and other institutions in the Norwegian financial sector were only mildly affected 

in comparison to other countries, as observed in figure 2. The Norwegian economy is currently 

stronger compared to many European countries, even neighboring economies such as Sweden and 

Finland. The Norwegian economy survived due to lessons learned from earlier crisis,54 as well as a 

strong fiscal and monetary stimulus.55 The usage of oil revenues increased by aprx. NOK 42 

billion from 2008 to 2009, which historically is a very powerful stimulus to the economy.56 

 

The financial crisis in 2008 is considered to be the worst financial crisis since the great depression 

in the 1930s. According to figures from 2013 the number of unemployed workers in Spain and 

France has reached an all-time high, and the aftereffects of the crisis is considered to be far from 

over.57 The record figures in these countries are merely a part of a broad rise in unemployment 

throughout the EU. The majority is centered on countries that have undergone EU bank bailouts 

since the outbreak of the economic crisis. The risk and fear is that all of Europe will be drawn into 

an economic downward spiral.58 

 

                                                
53 Selection based on the statistical proven factors influencing the property market, presented in Section: 3.1 Macroeconomic 
Theories 
54 See: 7.1.1 The Banking Crisis in the 1980´s-1990´s  
55 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge. 2011. edn. Finansdepartementet. 
56 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge. 2011. edn. Finansdepartementet. 
57 WEARDEN G., May 2013, Europeans disillusioned and divided by debt crisis, survey finds. 
58 WEARDEN G., May 2013, Europeans disillusioned and divided by debt crisis, survey finds. 
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Figure 2.  Current  Status in  European Countries  and the U.S.  Source:  Arct ic59 

 

3.2.2  Introducing Norway 

The uniqueness of the Norwegian economy is especially visible in the current economic recession. 

Many countries are currently facing the after effects of the financial crisis of 2008. In comparison 

the Norwegian economy is running smoothly. The Norwegian economy is strongly affected by the 

petroleum sector60 and by petroleum wealth management,61 and enjoys a strong fiscal policy.62 

The Norwegian economy is characterized by a fully developed welfare system, and is one of the 

wealthiest industrialized countries in the world.63 

3.2.3  The Norwegian GDP 

The Norwegian economy is growing at a steady and solid pace. The high petroleum prices in the 

petroleum sector activate the mainland economy, where the capacity utilization is measured as 

somewhat above the normal level. With continuing high oil prices as observed in recent years64, 

the petroleum sector is expected to keep providing a strong impulse into the mainland economy. 

The world economy is growing with maturing markets, and the price of oil is therefore expected to 

                                                
59 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
60 Wealth from large findings of hydrocarbon on the Norwegian coast, resulting in large production of crude oil and gas. 
61 The revenues are invested world wide through “Oljefondet” also known as “Statens Pensjonsfond”, and the Norwegian 
government has access to a restricted amount of the capital. MINISTRY OF FINANCE, 2012. Financial Markets Report. edn. 
Ministry of Finance. 
62 	  DET KONGELIGE FINANSDEPARTEMENT, 2013. Statsbudsjettet, for budsjettåret 2013. Prop. 1-S.	   
63  BRÆKHUS DEGE, 2011. Norwegian Business Law.	   
64  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
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remain at the current high levels.65 The expected investments, of 198,7 billion NOK in 2013, in 

the oil and gas industry are expected to contribute to the economic growth in the market.66 

Recently however, some have questioned the positive oil price outlook.67 Split opinions can be 

observed in the latest predictions.68 China’s high growth economy has slowed down, and some 

fear that this will affect the entire world’s economy.69 The Norwegian economy would be 

indirectly affected by lower demand from China, since this is a vital part of the export industries 

of many countries70 in the world.71 Some believe that there will be a slowdown in the global 

economy, which will lead to a sharp fall in the oil price, down to $50 a barrel if the Eurozone 

conforms to a worst-case scenario.72 This would have a huge impact on the Norwegian economy.  

 
The starting point of the recession in 2008 can be observed in figure 3, where the decline in GDP 

reached an annual fall of 1,6% by the end of 2009. The predicted GDP change for 2012 was 

2,7%73, and ended on an even higher level of 3,2% change. However, the length of this steady 

pace and the growth prospects are more uncertain in the long run due to the continued debt crisis 

and the weak growth in the European economy. The world economy is expected to grow by 2¾ % 

this year, but this expectation is weighted by huge uncertainty in the development in the 

international economy.74  

Figure 3.  Mainland Norwegian GDP Growth.  Source:  Stat is t ics  Norway75 

                                                
65  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
66  STATISTICS NORWAY, 2013. Oil and gas activities, investments. SSB.  
67 Nordea Markets reduced their expectations as of June 2013, with A downgrade of 3 dollars to 109 dollars per barrel oil in 
2013, and 111 dollars in 2014 respectively 
68  MONK E. and OXLADE A., 2012. Oil Price predictions: What next for crude?. 
69  TAKLA E., 25.06.2013. Kina-krise vil ramme hele verden. Aftenposten. 
70 For examples see Appendix: 3.1 Countries Exporting to China 
71  TAKLA E., 25.06.2013. Kina-krise vil ramme hele verden. Aftenposten. 
72  MONK E. and OXLADE A., 2012. Oil Price predictions: What next for crude?. 
73  As of February 2012. AKERSHUS EIENDOM, 2012. The Norwegian Commercial Property Market, Autumn 2012.  
74  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
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As the figure indicates, Statistics Norway76 expects the GDP to keep up the growth in the coming 

years. There is however, a separation in the market, where higher activity is expected in the 

construction industry and other industries positively affected by the oil industry. Other industries, 

not related to the oil industry, however, are negatively affected by the lower demand from the 

international market, especially as a result of the currently high Norwegian krone as well as higher 

mainland costs.77  

3.2.4  Demography 

The Norwegian population has had a high growth through the last years. The largest contributing 

reason for this population growth is the large numbers of immigrants moving to Norway.78  

The Norwegian population per 1st of January 2013 was 5.051.275 people, and is expected to 

surpass 6 million people in 2030.79 The increasing number of people living in and moving to the 

largest urban areas, is another demographical trend. By January 1, 2013, Oslo, Norway capital and 

largest city had 623.966 residents.  

Figure 4.  Populat ion in  Norway and Oslo.  Source:  Stat is t ics  Norway80 

 
 
 
 
 
 

                                                                                                                                      
75 	  STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts. 	   
76 	  STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts. 	   
77  KREUTZER I. FNO, CEO, 2013. Finansmarkedet i 2013 - Hva kan vi vente oss? FNO: Finans Næringens Fellesorganisasjon.  
78  STATISTICS NORWAY, 2012. Estimated population at the term of the year, 1. january 2013. edn. SSB. 
79  STATISTICS NORWAY, 2012. Estimated population at the term of the year, 1. january 2013. edn. SSB. 
80 	  STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts. 	   
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3.2.5  Employment  

The unemployment rate is very low in Norway, especially compared to some of the South 

European countries. As observed in the below illustration the unemployment rate in 2012 was 

2,5% on national levels and 3,2% in Oslo. Over the last two years, national employment has risen 

simultaneously with an increase in the labor force, keeping changes in the unemployment rate 

quite moderate. The unemployment rate is expected to continue at low levels throughout 2013 and 

in the coming years.81  

 

Figure 5.  Unemployment  Rate.  Source NAV and forecasted from Stat is t ics  Norway82 

If the oil and gas industry continue creating spillover effects and increasing demand in all sectors, 

the positive employment trend is expected to continue throughout 201383. The nominal wages, 

which are also driven by the oil and gas industry, are also expected to increase, by 4-5%, in the 

coming years.84 However, the strong krone and high wages may reduce the demand for labor in 

exporting firms. In total even if the unemployment rate should rise, the total number of people 

employed will still increase and a positive trend with demand for office space is expected. So far 

in 2013 the employment has increased at a lower rate than the previous year.85 

 

 

 

 

 

                                                
81  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
82 	  STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts. 	   
83 See graphic illustration in Appendix: 3.4 Employment  
84 See:  Figure 6. Annual Household Consumption and Wages.  
85  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
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3.2.6  Household Earnings and Consumption 

Private consumption was strongly affected by the financial crisis, and is still currently low as 

observed in the below graph. In general, people are saving their money, except for their increased 

investments in residential property. In cases where households are increasing their demand for 

housing, prices increase at a high rate.86 The wages were also affected by the financial crisis, and 

are expected to increase in the coming years. There is currently a trend where Norwegian 

households debt87 is increasing at a higher rate than the income, an increase from an already high 

level.88 

Figure 6.  Annual  Household Consumption and Wages.  Source SSB89 

3.2.7  Key Interest Rates  

Norges Bank key policy rate is still at the same levels after the reduction to 1,5% as of March 

201290, due to the uncertainty in the economic environment in Europe and the strengthening of the 

Norwegian krone, NOK91.92 The appreciation of the NOK has affected the export industry, except 

for the oil industry, negatively. The exporting industries also face a strong growth in wages, 

influencing their competition on a global scale. The rate is expected to stay unchanged for a year93 

and is first expected to increase in the autumn of 2014.94 The abnormal expansionary monetary 

policy is justified by the low inflation rate observed in the market95 and the low interest rates 

                                                
86  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
87 See Appendix: 3.5 Household Debt and Receivables 
88  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
89 STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts.  
90 	  NORGES BANK, 14. March 2013, Key policy rate unchanged at 1.5 percent  
91 See Appendix: 3.3 The Norwegian Krone  
92  AKERSHUS EIENDOM, 2012. The Norwegian Commercial Property Market, Autumn 2012.  
93 As noted on the last monetary policy meeting of March 2013 
94  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
95 See Appendix: 3.2 Norges Bank- Inflation 
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abroad. The continuing uncertainty in the European debt crisis is also an influential factor. 

However, some believe that the rate will be reduced further in the case of a fall in the economy in 

the US and European countries96, where the strong NOK rate will be in even greater danger.  

Norwegian government bonds are an attractive investment in today’s market where investors are 

even willing to allocate funds with negative real returns.97 3-month NIBOR98 fell below 2% for 

the first time since 2009 in September 2012 and has stayed on this lower level since.  

 

Figure 7.  Key Policy Rate.  Source:  Norges Bank99 

The NIBOR rate100 is the designation of Norwegian interbank rate, which is set by a group of six 

larger Nordic banks.101 It is an average of the rates the six banks would demand for unsecured 

loans to other banks. The 10-year swap rate is down by almost 27 basis points since the same time, 

14th of July, last year.  

                                                
96  KAPITAL, 2012. "I vår egen boble". 22/2012. Hegnar Media..  
97 See Appendix: 3.6 10-year Government Bond 
98 The Norwegian Interbank Offered Rate, a collective term for Norwegian money market rates at different maturities. 
99 The Norwegian Central Bank, http://www.norges-bank.no/no/om/  
100 See Appendix: 3.7 NIBOR 
101 DNB, Danske Bank, Handelsbanken, Nordea, SEB and Swedbank  

0.00	  
1.00	  
2.00	  
3.00	  
4.00	  
5.00	  
6.00	  
7.00	  

%	  

Key	  Policy	  Rate	  (2003-‐2013)	  



 

 23 

 
Figure 8.  Key Interest  Rates .  Source:  Norges Bank102 

3.2.8  Inflation 

The operational target of monetary policy is that the inflation is low and stable. The Norwegian 

government has a targeted an annual consumer price inflation of 2,5%.103  

3.2.9  Future Developments 

The Norwegian economy is expected to grow in the coming years. The currently strong economy 

contributes to a positive outlook for commercial property in Oslo. The expected growth in the 

economy also gives rise to high growth in the population, employment rate and the private 

consumption. However, the weak development in the European market contributes to limited 

growth in the mainland export industry. Furthermore, uncertainty involving oil prices is an 

important risk factor.104 A substantial and prolonged reduction in oil prices could happen if the 

feared reductions in the global growth outlook materialize. This would reduce the oil related 

demand directly, and reduce the demand for mainland goods and services.105 As a result reduced 

confidence effects and reversal of immigrant inflows will decrease the demand for housing and 

significantly reduce the housing prices. Given the current high household debt and elevated level 

of prices this could be fatal for the Norwegian economy.106 Adverse consequences will appear in 

consumption for retail trade, construction and commercial property as well as lenders to these 

sectors.  
                                                
102 NORGES BANK, 2013, SWAP Arrangement 
 
103 	  NORGES BANK, 29. June 2006. Inflation	   
104 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
105 Concluding statement of IMF Article IV mission to Norway, 24th of may 2013, [IMF - International Monetary Fund]  
106 Concluding statement of IMF Article IV mission to Norway, 24th of may 2013, [IMF - International Monetary Fund]  
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The following could have negative impacts on oil prices: stalled or incomplete delivery of policy 

commitments in the EU area, a protracted period of slower emerging market, or European market 

growth.107 The demand for Norwegian non-oil exports will then fall. The effect could be lower 

funding for Norwegian banks and stricter lending conditions. 

4. The Borrower’s Risk Position 

As stated earlier, the overall default risk on an individual debt varies with the borrower’s risk 

position and the economic environment.108 Property developer’s risk position is illustrated in this 

section. In order to understand the market analysis, a general introduction to the field of property 

development is given with a subsequent presentation of the property developer. Then the 

dynamics of supply and demand in the real estate market will be illustrated. These are important 

theories as they illustrate the dynamics and changes in the property developers’ earnings and the 

risk position, and can be used to predict future market changes.  

4.1 Introducing Property Development and Property Value 
The debt markets is concerned with the firms ability to generate enough cash flow to cover both 

the interest and the principal. In this section the general characteristic of property development 

will be introduced as a framework for how this type of business generates cash flows.  

4.1.1  Developing Property 

The Property Developer 

Property developers can either be a person or a company that develops land or buildings with the 

goal of increasing their value.109 The developers are the ones who convert ideas into real 

properties. By observing the market, the developers see opportunities, predict demand in the 

market, and develop buildings thereafter.  

Property Transaction 
In Norway close to all business property is held by single purpose vehicles (SPVs), in the form of 

limited liability companies (AS) or public limited liability companies (ASA).110 The reason for 

this is that there are tax exemption rules for profit from sale of shares if the seller also is an AS or 

                                                
107 Concluding statement of IMF Article IV mission to Norway, 24th of may 2013, [IMF - International Monetary Fund]  
108 PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
109  D. C. LING and W. ARCHER, 2005. Real Estate Principles, A Value Approach. New York, N.Y.	  McGrawHill	   
110 See Appendix: 6.1 National Regulations 
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ASA.111 Thus, when buying a business property the purchase will most likely involve buying 

shares in the company owning the property.  

Characteristics of Property Development  

Property112, is often used to refer to the industry activities associated with evaluating, managing, 

producing, acquiring and selling real property assets.113 Development of commercial buildings114 

requires time to plan and build, and the actual choice to start the projects depends on the current 

demand information and historical data. In general, property investments involve high transaction 

costs. Along with other factors, this makes the investment irreversible after the intermediate 

term.115 Very few investors will therefore stop production once it has begun, even in the event of 

costs increase towards completion. Developing property is furthermore time demanding and is a 

so-called “time-to-build problem”. One expects the reactions to changes in the economy will take 

place with a lag.116 Therefore, the decision to construct new buildings will be based on expected 

future demand for office space, when the structure is finished.  

4.1.2  Property Yield for Valuation 

Since the property will be either fully or partially security for the loan depending on the terms, the 

calculated value sets the basis for the lending decision. The lenders need assurance that not only 

the initial property value, but also the pattern of the property value, through time exceeds the 

outstanding loan balance for the specific property through out the term of the loan.117 The lending 

firms should therefore follow the developments in the economic market continuously. In the 

property market, the income yield is known as initial yield118 and used to calculate a property’s 

value.119  

𝐼𝑛𝑖𝑡𝑖𝑎𝑙  𝑌𝑖𝑒𝑙𝑑 = !"#$%&'()*  !"#  !"#$%&'()  !"#$%&,      !"#$  !
!"#$%

                                           120 
  

The different Norwegian lending players have a small degree of consistency in the exact yield 

method used in evaluating property projects. In practice, the banks have a quite conservative 

                                                
111 BRÆKHUS	  DEGE,	  "Norwegian	  Business	  Law,"	  (2011). 
112 See Appendix: 1.1 Real Property 
113  KLING J.L. and MCCUE T. E., 8709. Office Building Investment and the Macroeconomy: Empirical Evidence, 1973–1985. 
Real Estate Economics, 15(3), pp. 234-255.  
114 See Appendix: 1.2 Commercial Property 
115  KLING J.L., and MCCUE T. E., 8709. Office Building Investment and the Macroeconomy: Empirical Evidence, 1973–1985. 
Real Estate Economics, 15(3), pp. 234-255.  
116  KLING J.L., and MCCUE T. E., 8709. Office Building Investment and the Macroeconomy: Empirical Evidence, 1973–1985. 
Real Estate Economics, 15(3), pp. 234-255.  
117  FISHER JEFFREY D. and BRUEGGEMAN W. B., 2005. Real Estate Finance and Investments.   P. 257 
118 HUNGRAI-GARCIA, 2004. Property yields as tools for valuation and analysis. Royal Institute of Technology. Report No.52 
119 where the higher the expected risk, the higher the income yield; the higher the expected income growth, the lower the income 
yield; and the higher the expected depreciation, the higher the income yield. 
120  BÆRUG S., 2012. Verdsetting av Næringseiendom. (Institutt for landskapsplanlegging, UMB). 
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approach to the demanded yield, and use robust valuations compared to other investors.121 

However, larger Norwegian brokerage firms122, have a good understanding of the rent levels and 

the future development in the rent levels, as well as good economic calculations related to 

property transactions.  

4.2 Supply and Demand in the Property Market  
Property investments may differ from other types of investments in multiple ways, but the basics 

of demand and supply also apply for the property market. Current and future development in 

earnings from property investments can be analyzed, by identifying the drivers of supply and 

demand.  

Property Demand  
The traditional theory presents the demand function as a schedule, showing the quantity of space 

consumers wish to purchase/rent at various prices123.124 Where the sensitivity of the demand 

function is measured by the price elasticity of demand125.126 

In the case of office buildings and property in submarkets, the price elasticity is higher than for 

whole metropolitan areas.127 This illustrates the concept of how demand is determined by 

substitutes128, where the elasticity depends on the number of substitutes.  

Determinants of the Demand Function: 
The demand is not only affected by changes in price, but by other exogenous factors129. These 

exogenous factors can induce shifts in demand and can be divided into the following four 

categories130:  

1. Market size (population, employment) 

2. Income/wealth  

3. Price of substitutes  

4.Expectations.  

The categories drive the demand in a different degree depending on the property type.131 In the 

case of office space the most relevant market factor is office employment. 132  

                                                
121  THRONSEN J. F., 2008. Verdivurdering av næringseiendom sett med långivers perspektiv. edn. idunn.no. 
122  Such as Akershus Eiendom, DNB Næringsmegling, Union Næringsmegling etc. 
123 Where the quantity rises as the price of the product falls. 
124  FRANK R.H., 2005. Microeconomics and behavior.   P. 10 
125 ∈= ∆!/! !"#$"%&'("  !!!"#$  !"  !"#$%&%'  !"#$%!"!

∆!/! !"#$"!"#$%  !!!"#$  !"  !"#$%
 

126 The price elasticity the percentage change in the quantity demanded for each 1% change in the price. - FRANK R.H., 2005. 
Microeconomics and behavior. Fifth edn. McGrawHill 
127   MOUROUZI- SIVITANIDOU R., 2011. Market Analysis for Real Estate Chapter 2 
128   MOUROUZI- SIVITANIDOU R., 2011. Market Analysis for Real Estate Chapter 2 
129   MOUROUZI- SIVITANIDOU R., 2011. Market Analysis for Real Estate Chapter 2 
130 The elements of these categories are further described in Appendix: 4.2 Demand 
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The Supply of Property 
The supply of property, is illustrated by an upward sloping curve, reflecting the “law of 

supply”133, where larger quantities are supplied at higher prices. It takes time to develop and 

construct buildings, and in the short run the supply of property is entirely price inelastic.  

New Construction Behavior and the Supply of Property 
From a market analysis perspective, new construction134 is the most important supply concept. It 

illustrates how property markets move and adjust with time. Below the price minimum level, the 

development cost can no longer be covered and the developing firm will not make a reasonable 

profit. New constructions are on average very price elastic, which holds even more true in the 

market for office space.  

Determinants of the Supply Function 
The determinants of the property supply functions are the factors involved in determining the 

profitability of development projects. The uncertainty associated with the profit is influencing this 

prospect. The factors involved in this concept are therefore the ones that affect135:  

-The availability and cost of production (capital, labor, land and building materials) 
-The expectations of future revenue in terms of demand and prices 
-The risk in the market.  

Historically, property production has been a volatile process since the cost and prices for property 

development are volatile.136 Shocks in the capital market can for example affect the supply, 

whereas increased interest rates reduce the value of properties thereby making new construction 

less profitable.137 The construction costs can also be very volatile, due to organized labor disputes 

or unexpected events in shortages of building materials. When considering the revenue 

expectations, expected growth in the demand, rents and prices will all have a positive effect on 

new construction and increase supply. Whenever an investor makes an investment, he considers 

the future cash flows but also the risk and uncertainty of the project before he commits to the 

investment. The way for commercial property developers to measure this risk is by studying the 

volatility in market factors such as office employment or office rental rates. Furthermore, an 

                                                                                                                                      
131 For example may some of the strong influences on housing demand not have a strong impact on the demand for commercial 
real estate 
132   MOUROUZI- SIVITANIDOU R., 2011. Market Analysis for Real Estate Chapter 2 
133  FRANK R.H., 2005. Microeconomics and behavior. Fifth edn. McGrawHill P. 31 
134 For detailed information see Appendix: 4.1 New Construction 
135   MOUROUZI- SIVITANIDOU R., 2011. Market Analysis for Real Estate Chapter 2 
136  D. C. LING and W. ARCHER, 2005. Real Estate Principles, A Value Approach. New York, N.Y.	  McGrawHill	   
137  D. C. LING and W. ARCHER, 2005. Real Estate Principles, A Value Approach. New York, N.Y.	  McGrawHill	   



 

 28 

increase in the supply by producers tend to lower rents in the user markets, and therefore reduce 

the property values as well as the feasibility of adding new constructions138. 

The Market Equilibrium 

The market price/rent of property is determined by the interaction of demand and supply. The 

price increases from higher demand will be higher in the short run than in the long run. In the long 

run, developers will have time to increase the stock by responding to the increase in demand. The 

elasticity of the supply curve determines the degree of this effect, whereas very responsive 

markets will have a more elastic supply curve for price increases. The property demand-supply 

equilibrium is not necessarily valid in the real market, due to market inefficiencies. As stated 

earlier, property is highly heterogeneous, thereby requiring a high degree of project specific 

information. This is costly and time consuming, and therefore creating lengthy processes, and 

preventing the developers from quickly adjusting to changes in prices and demand. Furthermore 

construction-lags prevent quick adjustments of supply to changes in demand and price. In the 

property market the leases can be long-term. The tenant and the landlord are then bound to both 

the contract and the signed rate, and cannot adjust quickly to match the current market rates.139  

4.3 Analysis of the Oslo Property Market 
As stated in the theoretical introduction, the lenders of capital observe the borrowing market in 

their lending decision. In this section, the property market in Oslo is analyzed with a focus on 

office space. The current and future prospects in relation to the property developer’s ability to 

generate cash and revenues will be considered.  

4.3.1  Introducing Property in Oslo 

This section will give a general introduction to the Oslo property market. The geographic region 

of Oslo is comprised of the Central Business District, hereafter the CBD, and other central areas of 

Oslo. Together with the geographic introduction, the transaction volume and the related yield are 

introduced. In general, all property types are presented but there is a main focus on the Oslo 

market for office space. 

Oslo and the CBD 

The CBD in Oslo, visible in the map below (Figure 13. Oslo Office Area), involves the area from 

Solli Plass in the west to Bjørvika in the east. During the last five years, the city center has seen 
                                                
138  D. C. LING and W. ARCHER, 2005. Real Estate Principles, A Value Approach. New York, N.Y.	  McGrawHill	   
139 MCCUE T. E., KLING J. L., 1994. Real Estate Returns and the Macroeconomy: Some Empirical Evidence from Real Estate 
Investment Trust Data, 1972-1991. Vol 9, number 3.  
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major urban redevelopments.140 Two new areas have been developed, Tjuvholmen and Bjørvika. 

They are both situated next to the waterfront and are a mix of residential and commercial areas. 

Oslo generally has an expansive urban sprawl, and the developed area covers a great deal of land 

compared to the size of the population.141 Most of the office buildings (stock) are concentrated in 

densely built areas, as visible on the map. Office zones outside the Central Business District are 

generally found along the outer perimeter from Lysaker through Nydalen, Økern and Helsfyr-Bryn 

to Ryen.142  

4.3.2  Developments in the Oslo Office Market 

In the theoretical introduction the dynamics of the supply and demand for commercial property 

was presented. The market size (employment), the market income, the price of substitutes and 

expectations in the market all affect the 

demand for office space. The supply of 

office space on the other hand, is affected 

by the availability and cost of production 

(capital, labor, land and building materials), 

the expectations of future revenues 

(demand and prices) as well as the risk in 

the market. These factors will be considered 

as the office market is analyzed. First 

however, a general introduction to the Oslo 

office market will be presented.   
Figure 9.  Oslo Off ice  Area.  Source:  Akershus Eiendom  

The Oslo Office Stock 

 The mass of Oslo office buildings seen in the map (including the many districts in Oslo143 from 

Lysaker/Fornebu to Oslo Outer East) consists currently of aprx. 8.3 million m2. Roughly 3.2 

million m2 of the total volume is situated within the CBD.144 The office buildings are often 

combined with retail business in the first floor, especially in the central area.145 The users of the 

office space tend to move close to one other. Lawyers and financial institutions are located in the 

central districts. The Western area of Oslo (consisting of Skøyen-Lysaker-Fornebu-Sandvika) is 

                                                
140  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
141  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
142 See map: Figure 9. Oslo Office Area 
143 See Appendix: 5.3 Districts in Oslo  
144  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
145  BÆRUG S., 2012. Verdsetting av Næringseiendom. (Institutt for landskapsplanlegging, UMB). 
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dominated by consulting firms and companies with technical focus. The Helsfyr and Bryn areas 

are dominated by public operations.146 

Advantages and Disadvantages 

The general advantages and disadvantages in the market for office space is summed up in the 

below table: 

Advantages Disadvantages 
- Central/prestigious premises are easy to sell 
- The right location always has good land value 

- High risk, rent and yields move together with the economic 
development 

- High re-letting costs and challenging tenants 
- Management intensive 

 
Figure 10.  Advantages and Disadvantages of  Off ice  Space.  Source RS Platou 147  

Office space is furthermore characterized by moderate/high risk. The yield for office space in Oslo 

is usually between 5-6,5%.148  

New Constructions in Oslo 

Already in 2013, some new major building project contracts have been signed.149 In the figure 11 

we can observe a high degree of construction activity throughout the last years. The expected size 

of new office space, which is to be finalized in 2013, is aprx.160.000m2.  However, for 2014 and 

2015 the office market is expected to supply aprx. 65.000m2 and 45.000m2 respectively.150  

 

The reasoning behind the lower expected development in the office segment from 2014 and 

onwards is lower profitability in office segments compared to the strong development in the 

residential market with higher demand and rising prices. The size of office space 

converted/demolished for residential purposes is expected to be 65.000m2 in both 2014 and 2015. 

However, if the expected economic growth in the coming years is realized, then the rent increase 

in the fringe segments is expected to increase, thereby increasing the development in the office 

market. In previous years property developers have initiated many speculative new buildings in 

cyclical upturns, with the expectations that the market would remain strong. 

                                                
146  BÆRUG S., 2012. Verdsetting av Næringseiendom. (Institutt for landskapsplanlegging, UMB). 
147  REVFEM J., 2013. Gå for det sikre. 01-2013, 1(Nærings Eiendom), pp. 78-81.  
148 To compare with other property segments See Appendix: 5.2 Characteristics of Property Segments 
149 Including new major projects such as: Ullern Panorama, Fornebuporten, Fornebubygget and Schweizgaards gate 16. Which 
adds up to 74.000m2 new office space. See detailed map in appendix 
150  See Appendix: 5.1 Property Development 2013-16 and 5.6 New Office Buildings 2013-2016 
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Figure 11.  Total  Construct ion Act ivi ty  in  Norway.  Source:  Stat is t ics  Norway 

Increased building costs and difficulties in relation to financing has triggered and limited the 

supply. Construction companies currently have a high reserve, producing a solid inflow of 

residential buildings over the last quarters, but with a lower degree of activity in the commercial 

sector.151 With both the construction companies as well as engineers focusing on recent years 

growth in the residential sector, the cost for commercial property development increases. The cost 

to develop new office buildings is set to be NOK 20.000 per m2 office space compared to NOK 

14.000 per m2 in 2009152.153  

Rent Levels 
The Financial Crisis released a fear of bankruptcy and thereby also a fear of large office space 

vacancy. The volume of vacant office area increased at a high rate throughout 2008 and into 

2009.154 In this period, many office owners met their tenant’s wishes of lowering rents to avoid 

empty space.155 As illustrated in figure 12, the rent levels reached bottom in 2010. Throughout the 

last two- three years, the levels have increased. Especially in the central and CBD area. The 

increase has spread to most areas and segments, especially space-effective properties with high 

standards. Most renegotiations have also ended on higher rent levels.156 The Oslo rental market 

has been strong throughout 2012. Over the last year the rent levels in the CBD have increased by 

                                                
151  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
152 See Appendix:  5.5 Estimated Turnkey Cost 
153  With variations considering the quality, size etc. of the building 
154 See Oslo Office Vacancy 
155 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
156 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
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aprx. 10%, due to high demand and low vacancy.157 In the fringe areas the rent levels has had a 

more or less similar development.  

 

Figure 12.  Rent  Levels  Based on New Signings and Renegotiat ions.  Source:  Akershus Eiendom 158 

Moving Patterns  

After a significant decrease in the number of tenants deciding to relocate within the CBD area in 

2011, the number is now back to a historically normal level as seen in the illustration.159 70% of 

the tenants in the CBD area choose to stay in 2012.  

 

 

 

 

 

 

 

 

 

 

 
 

Figure 13.  Moving Trends 2005-2012.  Source:  Akershus Eiendom160 

                                                
157  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
158  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
159 All the tenants included in the survey have signed a new lease contract. It is not a condition that the company has physically 
moved during the year. However the tenants included have to occupy more than 500 m2 of office space in their new location. 
160  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
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The majority of tenants relocating from the CBD area prefered the eastern to the western 

locations. The net effect of the CBD areas are positive throughout 2012. Overall the figure shows 

that tenants in both the CBD and Oslo west prefer to relocate within the same area. However, for 

the last consecutive years, the east has received a larger share of tenants moving out of the CBD 

compared to Oslo west.161 

Office Vacancy in Oslo 

Even though the supply of new space was great in 2012, the vacancy only increased by 40.000 m2 

throughout 2012. As seen in figure 14, the degree of vacancy depends on the location of the office 

space. The vacancy in the CBD area is low with an average of 4,3%, which is the same level as 

2012.162 Frictional vacancy or upgrades on properties is the greatest reason for the minimum 

vacancy in the CBD. The forecasted Oslo Office vacancy can be based on future expected 

developments in the employment rate, estimates of new constructions and future demand. 

 

 As the future economic outlook is strong both in Norway and the Oslo region, the current 

absorption level is even higher than the general employment growth. This indicates a strong 

demand for office space. 

 

As noted earlier,163 the estimated supply of space after 2013 is 

expected to have a downward trend as new office space 

construction in 2014 and 2015 is expected at 65.000m2 and 

45.000m2 respectively. Furthermore, the conversion of office 

space to residential space contributes negatively to the supply of 

office space. The reduced net supply forces vacancy down, and 

rent is expected to be affected in all Oslo areas from the end of 

2013.164 

 
Figure 14.  Oslo Off ice  Vacancy.  Source:  Akershus Eiendom165 

Supply and Demand  
The rent levels are expected to continue increasing in the years to come. This is based on many 

factors including the economic environment as well as the supply and demand functions. 
                                                
161  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
162  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
163 See New construction in Oslo 
164  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
165  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  

Areas Vacancy 
Skøyen < 10% 
Lysaker < 15% 
Fornebu < 5% 
Ullevål < 2.5% 
CBD < 2.5%-5% 

Majorstuen < 2.5% 
Inner City West < 5% 
Inner City East < 15% 

Inner City North < 7.5% 
Oslo Outer South < 12.5% 
Oslo Outer East < 5% 
Oslo Outer West < 7.5% 

Ryen < 10% 
Helsfyr-Bryn < 7.5% 
Alna-Ulven < 17.5% 

Sinsen,Storo, Kjelsås,Grefsen < 12.5% 
Nydalen < 7.5% 
Økern < 17.5% 
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Moderate upturns in the Norwegian economy with increased income, indicates a future reduction 

in space vacancy. Furthermore, the expected employment growth, points to lower vacancies. The 

supply is also reduced by the current increases in office space development cost166 and the 

conversion trend from offices to residential properties. Increased demand, together with a reduced 

space volume can support a positive trend in the future rent movements of office space in Oslo. 

Furthermore, the moving patterns signal movement from the less expensive to more expensive 

areas in the central areas of Oslo. Another observed trend is that the tenants seems to prefer space 

close to public transportation and high effectivenes instead of the lowest possible rent/cost.167 It is 

not then surprising, that the CBD has had the most favorable position for growth through the last 

years, and has currently the highest rent in NOK/m2 per year. The graph illustrating the rent levels 

shows that a significant gap between the CBD and the fringe areas has opened. The question is 

then what will happen in the coming years. There could be an opportunity to save 30-50% of 

rental costs by moving to the fringe areas.168 

 

As of February 2013, aprx. 400 companies are searching for aprx. 800.000m2 of office space in 

Oslo.169 An increase in the demand has been observed in new signed leases, by an increase in the 

average space rented.170 The demand for office space is expected to remain strong throughout 

2013. At the same time, there seems to be an opposite trend in the movements in supply. The 

number of new space completed171 is expected to fall, and the supply of new office space shows 

signs of slowing down.  

4.3.3  Commercial Property Transactions in Oslo 

Transaction Volume 

As illustrated in figure 15, the transaction volume of 2012 was NOK 56,4 billion and the strongest 

since 2006. Following two slow quarters, investment activity boomed in the 4th quarter, 

amounting to 40 % of the 2012-volume.172 The office and retail markets were the largest segments 

in 2012.  

                                                
166 See Appendix: 5.5 Estimated Turnkey Cost 
167 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
168  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
169  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
170  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
171 See New Constructions Oslo  
172  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
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Figure 15.  Annual  Transact ion Volume and Transact ion Per Segment .  Source:  Union Gruppen 173 

The increased transaction volume is realized despite the challenging debt market. Although the 

key policy rate is low, lending from banks has been limited. The financing situation was eased 

somewhat during the fall of 2012 due to an increasing volume of bond issues.174 This is further 

discussed later on in the thesis.175  

 

The office space was the largest transaction segment amounting to NOK 21,9 billions in 2012. In 

the Oslo/Akershus transaction market, 2012 was characterized by many larger transactions and 

developing type of property in the market for office space. 
 

Property/location 
Floor 

space m2 
Price NOK 

mill. 
Net initial 

yield 
Seller Buyer 

Wald. Thranesgate 84,86,98 23 600 Conf. Conf. Oslo Areal Ragde Eiendom 
Drammensveien 149-151 16 000 695 3,95% Norwegian Property 

ASA 
Orkla Eiendom AS 

Hoffsveien 21-23 8 440 140 6,9% DNB Næringseiendom Hoffsborg AS 
Fyrstikkaleen 1-3, Helsfyr 25 000 Conf. Conf. Fearnley Finans Oslo Areal 
Statoil Regional HQ, Fornebu 65 000 3 200 6,0% IT Fornebu Properties Arctic Securities 
Universitetsgata 10 3 250 Conf. Conf. J.B Ugland Eiendom 

AS 
Nordea Liv 

Kirkegata 17 6 100 Conf 5,5%-6% Stor Oslo EIendom Foreign Investor 
Grini Næringspark 13 4 500 114 6,0% Havila Ariel Statsbygg 
Lille Grensen 5 4 700 Conf. Conf.  Eiendomsspar Patrizia 
Essendropsgate 3 11 100 Conf. Conf.  DNB Næringseiendom NRP 
Youngskvartalet  16 700 567 n.a. Entra Eiendom Industri Energi 
Wergelandsveien 21 2 800 116 5,9% Aberdeen Asset Mngt. Pareto Project 

Finance 
Stortorvet 7 30 000 950* Conf. DNB Næringseiendom Schage Eiendom  

 
Figure 16.  Oslo Off ice  Transact ions.  Source:  Akershus Eiendom 176 *=Estimate 

In total there were 82 transactions in the Oslo/Akershus area, involving a volume of over NOK 50 

billion, where the majority of the buyers have local presence. From the table, figure 17, it may 
                                                
173 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
174  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
175 II. The Lender  
176  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
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seem like the property firms were the large net sellers, however they bought just as many 

properties as they sold when excluding the sales of the DnB office, Statoil building at Fornebu and 

IT-Fornebu. When excluding these transactions, the property firms were net buyers in 2012 

purchasing property for an amount of aprx. NOK 4 billions.177 
Players Buy Sell Net Buy Buy Sell 

Property firms 42% 71% -8,0 11,6 19,6 
Norske Fond 1% 3% -0,6 0,2 0,8 
Syndicating players, incl. club deals 19% 2% 4,7 5,3 0,6 
Foreigners incl. Funds 2% 1% 0,1 0,4 0,4 
Life Insurance Companies and Pension 
Funds 

25% 11% 4,0 7,0 3,0 

Private investors 4% 5% -0,3 1,1 1,4 
Users of the property  5% 5% 0,1 1,4 1,3 
Other or confidential 3% 4% 0,1 0,9 0,8 
Sum    27,8 27,8 

 
Figure 17.  Players  in  Commercial  Property  Transact ions.  Source:  Union Gruppen178 

The life insurance companies and pensions funds are also large net buyers in the market. Their 

contribution in the transaction market is however questioned for the future, when the new EU 

directives are implemented.179 New risk requirements imposed on this group may make them turn 

to other forms of investments. The bond market with investments in property is considered to be a 

potential location for these investments. This is further discussed in later sections.180 

Yield 
The average yield has declined to 6,77% in Q1 2013.181 The development does not however reflect 

a yield decline, but most of the properties sold have been of low risk.182 Throughout 2012, prime 

Oslo office transactions were absent compared to previous years. The investor activity shifted 

from typical cash flow transactions towards properties with development potential. Especially land 

plots made a record share of the total transaction volume.183 Although there were few prime 

properties sold during 2012, there were at least 7 office transactions with a net yield below 5,6% 

in the Oslo/Akershus area.184 This gives rise to the currently estimated prime yield of 5,25% for 

Oslo. A low yield represents a higher expected income growth and/or market expectations of 

future low interest rate levels. The yield is expected to stay stable and low because of the positive 

outlook on rent levels. According to Nordea Bank Norge’s forecasts, 185 the interest rates are 

                                                
177 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
178 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
179 See 6.2.4 Solvency II 
180 See 8. The Norwegian Bond Market 
181 See yield developments: Current Developments: Attractive Yield-Gap After Bank margin 
182 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
183  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
184 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
185 See Appendix: 8.1 Norwegian Bank´s Market Share  
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expected to increase.186 However, only to a limited degree, and still stay on historically low levels. 

The investors are willing to pay a low yield and thus a high price for such properties.  

4.3.4 International Developments  

European Office Investments 
The Norwegian property market attracts many investors with its solid market fundamentals and 

economic growth. This is reflected in the 2012 investment activity with an increase of 34% 

compared to the 2011 levels. Oslo was furthermore the sixth most traded office market in Europe 

in 2012.  

 

 
Figure 18.  European Off ice Investment  Volumes and Market  Act ivi ty .  Source:  Arct ic  Securi t ies 187 

Concluding Remark 

 The market for office space in Oslo is currently at strong levels, showing a positive development 

since the crisis in 2008. The transaction volume is now back to 

2006 levels, and high and increasing rent levels and relatively 

low vacancy rates dominates the market. The trend is expected  

to go on in the future, where the prime rental growth forecasts 

are expected to remain at aprx. 6,9% per year.  
 

Figure 19.  Prime Off ice Rental  Growth Forecasts  (2012-2016).  Source:  Jones Lang LaSalle 188 

The Oslo office market rent is expected to increase at a higher rate compared to other larger 

European cities. 189 

                                                
186 See Figure 26. Predicted Market Rates 
187 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
188 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
189 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
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III. SUB CONCLUSION: The Office Developer’s Borrowing Profile 

The first part of this thesis analyzes the borrower’s profile, since the lenders of capital base their 

lending decision on screenings of the borrower. The theoretical foundations of debt finance190 

stated that the borrower’s risk of default depends on the macroeconomy and the risk position of 

the borrower. These two factors were therefore analyzed in detail. They will be summarized in this 

sub conclusion to identify the office developer’s borrowing profile.  

 
The state of the macroeconomy shows that the Norwegian is currently stable and in growth. The 

petroleum sector provides a particular strong impulse to the Norwegian economy. Furthermore, a 

high and increasing trend in employment with high purchasing power and increasing household 

consumption, is observed. These factors, together with an increased national population as well as 

an increased population in Oslo, all indicate a high and increasing demand for office space in Oslo 

in the years to come. The key policy rates are currently low and affect the overall interest rates in 

the market, increasing the availability of capital and demand for investment. This is observed in 

the current household debt, which is at high levels. The property market also had the strongest 

transaction volume in 2012 since before the crisis, where the bond market contributed 

significantly to this growth.191  

 
The central property market in Oslo flows with the overall economic trends in the country. The 

positive demand can be seen in the current trends, after the financial crisis, with high and 

increasing office rent levels and the low degree of vacancy in the central areas. New construction 

of office space is affected, by the increased demand for residential space and the increased 

construction costs. The high degree of conversion of office space to residential space and the low 

degree of new constructions reduces the growth in the supply of office space. The combination of 

high demand and a lower supply in the years to come gives a positive outlook for the office rent 

levels. The higher rent levels increase the borrower’s ability to cover the lending costs and reduce 

the chance of financial distress. This contributes to a positive effect on the risk position of the 

borrower. The yield is currently low. The future expected high rent levels indicates a low future 

yield, however the interest rate development may have an opposite effect. Only small increases are 

expected in the interest rate level, and should only affect the yield to a limited degree. Thus the 

value of the office properties and the banks security based on this information should not change 

dramatically in the coming years. 
                                                
190 See 2. Theoretical Foundations of Debt Finance 
191 The bond market is further discussed: 8. The Norwegian Bond Market 
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As identified in the characteristics of office space192 the risk, rents and yields of office space move 

together with the trends in the Norwegian economy. The borrower’s ability to generate cash flow 

is therefore dependent on the future developments. The Oslo property market will be strong in the 

years to come as long as the oil prices remain stable and high, then the European instabilities 

influences the Norwegian economy to a limited degree only. However, as mentioned193, the 

economy can take many turns and the consequences could be fatal for the currently stabile 

economy and high rent levels in the office market. Reduced oil price from slower growth in the 

emerging markets or European market will reduce the demand also for non-oil exports, which 

could be fatal for the Norwegian economy. A relapse in the Norwegian economy could affect the 

employment rate and thereby the demand for office space. This would reduce the prices and the 

property companies’ ability to repay the debt. 

 
As a concluding remark to “II. THE BORROWER”, the lenders of capital will take both the 

currently strong economic situation as well as the economic risks into account when screening and 

measuring the profile of office developers in Oslo. The borrower’s profile is currently strong with 

positive rental outlooks with high property values as security. In spite of this, the lenders also 

consider the future risks in the international and Norwegian economy.  

 

 

 

 

 

 

 

 

 

                                                
192 See: 4.3.6 Developments in the Oslo Office Market 
193 See: 3.2.9 Future Developments 
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II. THE LENDER          

I. INTRODUCTION 

5. Theoretical Introduction: The firms Choice of Bank versus Bond Finance 

The Borrower’s profile was identified in the above section. Now, the lenders’ profiles will be 

analyzed and identified. Many theories have been written and research has been done on the 

subject of debt financing. In order to understand the dynamics and differences in the lending 

markets, some relevant and general theories will be presented to better understand the dynamics in 

this section.  

5.1.1  Covenants 

Creditors often restrict the borrowing firms actions.194 For example, when a bank195 lends money 

to a firm, covenants are set by the bank to control the borrowers behavior.196 The banks are known 

to have stricter covenants than other lenders.197 This increases the banks’ control over the lender, 

and reduces their risk. Covenants may limit the firm to pay large dividends, or restrict the firm of 

what kind as for the type of investments they can make. This reduces the agency costs, since the 

covenants are often designed to prevent management from exploiting debt holders. Since the 

covenants hinder the management’s flexibility, sometimes the covenants may hinder the 

borrowing firms from positive NPV investments.198  

5.1.2  Duration 

Under the assumption that it is costly for banks to commit to holding a claim for multiple periods, 

it is suggested199 that the transferability of the bonds makes this a cheaper choice for long-term 

financing. Banks can often face regulatory requirements. One regulatory requirement could for 

example be to make specific provisions against individual loans that become impaired in the 

interim.200 The banks can then face regulatory requirement to provision against expected losses on 

loans. In the bond market however, since there is public monitoring and the information is 

published the long-term bonds can be traded in the secondary market, thereby eliminating the 

                                                
194  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  
195 Bank loans are considered as private debt, as it is not publicly traded as other types of debt. In this assignment the focus is on 
commercial banks, which deals with lending activity with corporations and large businesses. 
196  PHILIP DAVIS E.  ,1957-, 1992. Debt, financial fragility, and systemic risk.  
197  LAM P.I, CHIANG Y.H.and CHAN S., 1201. Financing real estate development using bonds in Asia. International Journal 
of Strategic Property Management, 15(4), pp. 340-355.  
198  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  
199  TANAKA M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.   
200 See Appendix:  12.3.1 The View of Tanaka 
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adverse selection problem201.202 This implies that bondholders that have this form of provisioning 

rule can sell their claim in the interim to another bondholder who does not have this kind of 

constraint. The durations of corporate bonds can therefore be longer, and provides an incentive for 

the property developer to choose bond financing.  

5.1.3  Monitoring and Relationship 

Several studies203 promote the idea that banks have a monitoring advantage that bondholders do 

not have. Diamond (1984) promotes the idea that banks have scale economics and comparative 

costs advantages in information production, involving a debt-related monitoring superior to others. 

Other theories indicate that the bank can function as an extended internal capital market. As the 

asymmetry between borrower and lender is reduced, allowing firms to finance investments even 

when adverse selection problems make it difficult to raise funds from the public markets.204 The 

banks use rather restrictive covenants to monitor the borrowers, whereas bondholders have limited 

powers to influence management and are usually less participative.205 

 

Through banking relations, the banks are often closer to their customers than the bondholders are 

to the bond issuer.206 The bondholders seldom meet with the issuer, and most of the contact goes 

through the trustee. The breach of bond obligations is therefore more devastating to an issuer than 

a breach of loan terms in the event of default,207 since banking relationships can reduce the 

problems associated with financial distress. The problems related to continued financing of a 

distressed firm is therefore less severe than when creditors are numerous and dispersed.208 

5.1.4  Monetary Policies 

Studies209 have proven that a tighter monetary policy leads to a shift in the structure of external 

financing, where commercial issuance rises while loans from banks fall. For example during the 

                                                
201 “When a seller has private information about the value of a good, buyers will discount the price they are willing to pay due to 
adverse selection” -  BERK, DEMARZO, ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  P. 535 
202  TANAKA M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.   
203 ALTMAN, E.I., GANDE, A. and SAUNDERS, A., 2006. Bank Debt versus Bond Debt: Evidence from Secondary Market 
Prices. Journal of Money, Credit and Banking, 42(4), pp. 755-767. 
204 Monetary policies and Credit conditions. See Appendix: 12.2.3 The View of Altman, Gande and Saunders 
205  LAM P.I, CHIANG Y.H. and CHAN S., 1201. Financing real estate development using bonds in Asia. International Journal 
of Strategic Property Management, 15(4), pp. 340-355.  
206  LAM P.I., CHIANG Y.H.  and CHAN S., 1201. Financing real estate development using bonds in Asia. International Journal 
of Strategic Property Management, 15(4), pp. 340-355.  
207  LAM P.I., CHIANG Y.H.  and CHAN S., 1201. Financing real estate development using bonds in Asia. International Journal 
of Strategic Property Management, 15(4), pp. 340-355.  
208 HOSHI et al. (1990) and GILSON S. et al. (1990)  
209 See Appendix: 12.4.1 The View of Kashyap, Stein and Wilcox 
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1966 credit crunch many potential were rejected and forced to the commercial paper market.210 

This included those formerly considered reliable by the bank. The function shows that when 

monetary policies affect the relative cost of commercial paper and loans there will be changes in 

the firm’s mix of debt finance.  

II. ANALYSIS 

The theoretical introduction clarified some main concepts in the lending markets. The borrower’s 

profile is important, and different borrowers will meet different terms in the lending markets. In 

this part of the thesis, two credit markets will be analyzed. Their historical developments and their 

terms for lending will be presented. From the analysis a sub conclusion will be drawn in order to 

identify the advantages and disadvantages of the two credit markets. Before making the in depth 

analysis of the two credit markets, the national laws and international regulations will be 

presented. There have been significant changes in the international regulations, changes that have 

and will affect both the bank and the bond market.  

6. National Laws and International Regulations 

National laws and international regulations impose restrictions and challenges on the credit 

markets. They will therefore be presented individually.  

6.1 National Laws  
In this section the Norwegian legal system, will be introduced, along with a presentation of some 

possible challenges ahead in the Norwegian financial market. 

6.1.1  Norway 

To understand the Norwegian national and international laws and regulations better, it is important 

to clarify the Norwegian political and economic system. The Norwegian political system is a 

constitutional monarchy combined with a parliamentary election of government. Norway is not a 

member of the EU. The Norwegian financial market is fully integrated in the single European 

market, based on the European Economic Area (EEA) Agreement.211 Thus, Norwegian capital and 

property markets face regulatory requirements from both national laws and international 

regulations.  

                                                
210 KASHYAP, A.K., STEIN, J.C. and WILCOX, D.W., 1992. Monetary Policy and Credit Conditions, Evidence From the 
Composition of External Finance. Cambridge, Mass: National Bureau of Economic Research. 
211 GRETTE, 2013, Covered Bonds 
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6.1.2  Financial Laws 

Currently, the government has signaled an increased taxation of the bank sector and requiring 

banks to increase the guarantee fund. This will increase costs substantially, and reduce the returns 

for banks. This can result in higher prices for the banks’ customers.212 The proposal has received 

negative responses. The Norwegian government has therefore delayed the implementation until 

the year of 2014 at the earliest.213  At that time, the effect of the new international regulations on 

the bank sector will be evaluated. 

6.2 International Regulations  
The international financial institutions were over-leveraged before the crisis. They took excessive 

risks and had poor liquidity management.214 New international regulations were therefore 

developed. The current consequences are more restrictive banks, and less satisfied property 

developers. The systems might be beneficial in the long run however, as the quality of the 

financial institutions is expected to increase. The requirements on banks before the crisis were too 

low, and lasting stability will first appear as the requirements are increased once and for all.215 

Currently the financial sector has met new restrictions through the international regulations; Basel 

III and Solvency II. In this section a detailed description of the new regulations and the 

consequences of their implementation will be presented. The results of the currently ongoing 

regulation process,216 has already and will have essential consequences on the Norwegian financial 

industry.217  

6.2.1  Basel III 

From Basel I to Basel III 

The Basel I accord was presented in 1988, and was the first major international regulation that 

focused on the credit risk, being the main risk at the time. As the Basel I was criticized for being 

inefficient, the Basel II was established later on, in June 2004, to cover operational risk etc. 218 

Norway along with other Nordic countries, is still in a developing phase. Moving from the Basel I 

to the Basel II rules.219  

                                                
212 	  KREUTZER I.-FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
213 	  Regjeringen utsetter bankskatt., 2013. edn. Aftenposten. 
214  STATE SECRETARY MORTEN SØBERG, 2011. Learning from crises, , 6/14/11 2011, Ministry of Finance. 	   
215 See Appendix: 11. Interview with Bjørn Henningsen 
216 Focusing on financing from the banking and insurance sector 
217 KREUTZER	  I.  -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
218 BALTHAZAR L., 2006. From Basel 1 to Basel 3. Palgrave McMillan. 
219 DET KONGELIGE FINANSDEPARTEMENT, 2013. Statsbudsjettet, for budsjettåret 2013. Prop. 1-S  
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A broad international agreement for improvements in the market was generated after the collapse 

in the international financial markets in 2008. The agreement involved a greater emphasis by 

authorities, to ensure financial stability through regulation and supervision.220 In December 2010 

the Basel Committee on Banking Supervision showed its continuous effort to enhance the banking 

sectors regulatory framework by issuing its third iteration of the Basel Accords, The Basel III 

Framework221. The Basel III was developed to tighten the already existing international rules, 

thereby strengthening supervision, regulation and risk management in the banking sector.222 The 

implementation of Basel III has been problematic so far. Protests from banks regarding the burden 

of the new regulatory requirements as well as more rigorous requirements by the national financial 

authorities from a number of countries have been expressed.223  

Minimum Capital Requirements and New Capital Buffer 
From the start, the Norwegian authorities have supported international efforts of strengthening the 

credit institutions capital base. They are meeting the obligations before the current internationally 

demanded date224. The amount of capital the banks and other credit institutions are required to 

hold compared to its assets, known as the minimum own funds requirement225, is one of the key 

components of the Basel III standards. The capital is calculated as a percentage of its’ risk-

weighted assets (RWAs)226, where increases in the risky assets increase the capital requirements of 

the institutions. Both the CET1 and the tier 1 ratios are more stringent227 to improve the quality of 

institutions capital. To cover losses in strongly stressed periods, additional capital buffers are 

required.  

 

 

 

 

 

 

 

                                                
220 	  MINISTRY OF FINANCE, 2012. Financial Markets Report. edn. Ministry of Finance. 
221 The Commissions’ proposals divide the current Capital Requirements Directive (CRD) into two legislative instruments: the 
Capital Requirements Regulation (The CRR) and the Capital Requirements Directive (The CRD IV). 
222 Internationally regulatory framework for banks (Basel III). 2013. edn. Bank for International Settlements. 
223  BALTHAZAR L., 2006. From Basel 1 to Basel 3. Palgrave McMillan. 
224 The current set Basel III arrangements is recommended to reach full effect from the 1st of January 2015. 
225  CRD IV- 10 things you should know. 2013. edn. Norton Rose Fulbright. 
226 Where the regulatory authorities weigh the banks assets according to their risk. 
227 The minimum total capital an institution needs to hold are kept at Basel II standards of 8%, but the minimum common equity 
tier 1 (CET1) to RWA ratio increases from 2,0% to 4,5%. 
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Figure 20.  Norwegian Capital  Requirement  Proposal  Source:  Finans Norge 228 

The sum of the proposed new CET1 capital ratio requirements will together with the systematic 

buffer requirements equal a 9% CET1 capital requirement from the 1st of July 2013.229 The capital 

requirements will increase even further in cases of financial instability and strongly stressed 

periods in the market. Here the cyclical capital buffer of 2,5% will be added. In economic stressed 

periods, the banks’ losses will be determined by this capital buffer. This buffer concerns all banks 

in Norway.230 They will then face a total of 12,5% capital requirement, while the Systematically 

Important Financial Institution’s (the SIFIs) will have to meet a 13,5% and 14,5% as of July 2015 

and July 2016 respectively. The additional capital buffer231 will concern some Norwegian 

financial institutions. They will be chosen by the requirements made by the Financial 

Ministry232.233  

Norwegian Implementation 
The Norwegian banks have increased their capital levels and long term funding since 2008. The 

Norwegian credit institutions have already started building up their capital. By the end of 2012 

they had a total CET1 capital ratio a little above 11%.234 Overall, the changes through CRD IV 

and Basel III impose new challenges and will have a major impact on the banks liquidity, 

capitalization and risk management.  

                                                
228  Om nye norske kapitalkrav. 2013. 
229 	  MINISTRY OF FINANCE, 2012. Financial Markets Report. edn. Ministry of Finance. 
230  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
231 	  MINISTRY OF FINANCE, 2013. Endringer i finansieringsvirksomhetsloven og verdipapirhandelloven. edn. Ministry of 
Finance. 
232 Based on the criteria’s to be a systematically important institution set by the Financial Stability Board (FSB) and the Basil 
Committee on Banking Supervision (BCBS). 
233 DnB, Nordea Bank Norge and SR- Bank is the one fulfilling the Danish requirements and might fall into the SIFI category. 
For more detailed information see appendix: 7.2 Systematically Important Financial Institutions (the SIFI´s) 
234 See Figure 22. Capital Adequacy Ratio 
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6.2.2  Solvency II 

The Solvency II Directive235 is a new regulatory framework for the European insurance industry. 

The goal is a more solid industry to reduce the risk of bankruptcy with a 0,5% probability of 

failure. It will introduce a unified legal framework for all insurance and reinsurance entities 

operating in the EU.236 An improved Solvency regime was necessary since Solvency I did not 

adequately capture a number of key risks.237 The Solvency II brings a more risk-based and market-

consistent approach. Where all the risks are identified in the framework, reflecting and capturing 

the actual risks that the insurers are exposed to.238 The new solvency rules have similar structure to 

the Basel II rules for the banking sector, based on three pillars: 

 
Pillar 1 Pillar 2 Pillar 3 

Quantitative requirements, 
including solvency capital 
requirements, requirements for 
calculating technical provisions 
and minimum capital 
requirements 

Qualitative requirements regarding corporate governance and 
risk management of insurers, as well as the supervision of 
insurers. Permits more individual capital requirements tailored 
to the individual insurer’s risk. Also includes rules on internal 
control and self-assessment of risk and solvency 

Rules on market 
discipline and 
transparency, including 
regulatory and public 
disclosure 

 
Figure 21.  Source:  Finance Norway-FNO 239 

The regulations are still in an early phase however, where full implementation of the new rules are 

not expected before 1st of January 2015.240 The Omnibus II Directive needs approval first.  

Norwegian Implementation 
Implementing the current plans of the Solvency II requirements into the Norwegian market 

imposed some challenges. One of the capital requirements of Solvency II is that structured credit 

products and derivatives will depend partly on the issuer’s creditworthiness.241 The majority of the 

Norwegian market does not however have a credit rating, nor do most Norwegian savings banks. 

This will impose a higher solvency capital requirement for insurers investing in bonds issued by 

these banks or other unrated firms, giving Norwegian savings banks possible problems with their 

funding.  

 
Another important rule the Norwegian insurance firms must follow is the new regulations 

demanding that the assets and the obligations in the balance need to be registered at market 

                                                
235 The European Insurance and Occupational Pension Authority (EIOPA) is responsible for further guidance of the Solvency II 
Directive (Level 3), based on the Level 1 introduced on the 25th of November 2009. 
236 KPMG, 2011. Solvency II. edn. KPMG 
237 Market risk, credit risk and operational risk 
238 	  KREUTZER I.-FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
239 	  KREUTZER I. -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
240 	  KREUTZER I.  -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
241 	  KREUTZER I.  -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
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value242.243 The value will then fluctuate with changes in market interest rates, imposing an 

increase in the volatility of the capital. Norwegian insurance companies will need to implement 

actions that increase the buffer capital or reduce the imposed risk.244 For life insurance companies 

with long-term pension liabilities a solution could be to invest in fixed-income securities with the 

same maturities as the liabilities, so that they move together.245 However this does not fit well with 

the current Norwegian life insurance rules where the required annual guarantee states that 

companies must invest in low-duration assets to avoid fluctuations. There is also a limited amount 

for the Norwegian insurers to close the duration gap by investing in assets with low risk and high 

durations, as the market for fixed income securities issued by the public sector is small.246  

6.2.3  Basel III and Solvency II Affect on Property Financing 

The overall effects of the restrictions have made the banks restrictive to lending. They need to 

strengthen their core capital, while the insurance companies are holding back their allocation of 

capital, awaiting the new regulations to be set.247  

 

The effects of the current capital restrictions on banks have already made a difference in the 

market. The capital restrictions are considered to be a major contributor to the shortening of 

lending to commercial property. EU rules in this area are often written with large, European 

financial institutions in mind. When implementing this in the Norwegian market, especially the 

smaller firms will feel the restrictive banks. So far, Storebrand Bank has not been able to meet the 

new requirements and is shutting down their commercial division. 248 Other financial institutions, 

most likely the bond market,249 will now have to cover the capital they previously supplied. The 

bond market is then expected to become an even more important financial source for the property 

developers.250 Solvency II’s capital restriction is predicted to reduce the insurance firms’ exposure 

to investments in property, and increase their investments in more liquid assets such as bonds.251 

The bonds issued by property firms are considered suitable and liquid. Their underlying assets are 

attractive with long maturity rent contracts and suitable security for the loan.  

                                                
242 This means that the present value of technical provisions must be calculated using the current risk free interest rate curve, 
rather than the guaranteed interest rate as used in Norway today. 
243 WEYER LARSEN L. P., 2012. Finansierer Eiendom med Obligasjonslån. edn. Selmer.  
244 WEYER LARSEN L. P., 2012. Finansierer Eiendom med Obligasjonslån. edn. Selmer.  
245 KREUTZER I. -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
246 Market participants, such as Finance Norway, are working on making good solutions to the correct these imbalances. 
247  EKESETH, F. C. 2013. Bankkrav struper norsk investeringsvilje. edn. Dagen Næringsliv.  
248 See Appendix: 11. Interview with Bjørn Henningsen 
249 See Appendix: 11. Interview with Bjørn Henningsen 
250 See Appendix: 11. Interview with Bjørn Henningsen 
251  WEYER LARSEN	  L. P., 2012. Finansierer Eiendom med Obligasjonslån. edn. Selmer.  
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7. The Norwegian Bank Market  

In Norway, bank loans have traditionally been the source of debt finance.252 This is especially true 

for the commercial property market, the sector with the highest degree of lending from Norwegian 

banks. The banks have provided a high degree of loans with long maturities.253 However, over the 

past years, the trend has changed, as the financial crisis has demanded stricter international 

requirements on banks, increasing their capital requirements. This has imposed higher demanded 

margins, shorter durations, as well as general reductions in the lending volume offered by banks. 

This gives way for other forms of debt financing, where a substantial growth in the degree of bond 

financing has already been observed in the property transactions.254 First an introduction to the 

subject is presented, describing the historical developments in the Norwegian bank market.  

7.1 Historical Development  

7.1.1  The Banking Crisis in the 1980’s-1990’s 

The Norwegian financial market experienced a comprehensive crisis in the late 1980’s/beginning 

of the 1990’s. The crisis topped in 1991, forcing the Norwegian government to intervene and save 

the banks.  

 

A great credit expansion developed in mid-1980 as a consequence of relaxation of credit 

constraints along with a booming economy. This created an imbalance in the Norwegian economy, 

with difficulties surfacing in 1987.255 In this period, the banks’ loans increased by aprx. 20% each 

year, from NOK 157 billions in 1983 to NOK 415 billions in 1987.256 The banks’ policies were 

the main driver to the increased investment and consumption growth. In 1988, the Norwegian 

commercial banks’ loans to the commercial property market constituted about 40% of their loans. 

At the end of the 1980’s the property prices fell massively making a huge impact on the bank’s 

losses, along with other factors. In 1988 the first banks lost their equity holdings. Many efforts 

were set into effect; among them bank mergers and favorable loans given by Norges Bank. Some 

banks were also engaged by public administration. In 1989 the banks had positive results. 

However, it became clear that there was a risk of a general crisis in the bank industry.257 The 

banks’ guaranteed funds were greatly weakened, and could no longer cover the banks’ capital 

                                                
252 See Appendix: 11. Interview with Bjørn Henningsen 
253 BRUN T. A., 31. august 2012, , Dyrere og vanskeligere å få lån [Homepage of Estate Nyheter]  
254  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
255  STATE SECRETARY MORTEN SØBERG, 2011. Learning from crises, , 6/14/11 2011, Ministry of Finance. 	   
256 	  TORSVIK R. M., 1999. Bankkrisen. edn. Statistics Norway.   
257  Involving a situation where larger parts of the banking system could not perform their duties 
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requirements. As a result the Government Bank Insurance Fund258 was created in the spring of 

1991. The fund was established to support the solvency of the Norwegian banking system in crisis 

situations and to ensure that the banks guaranteed fund could ensure depositors interests in such 

situations.259 Furthermore, new rules regarding capital requirements were established to ensure 

that the banks had an appropriate degree of capital and good solvency at all times.  

7.1.2  The Financial Crisis 

The experiences and lessons learned from the banking crisis were helpful in the global financial 

downturn of 2008. Effective regulation, good risk management and limited exposure to risky 

foreign investments helped the banks and the Norwegian economy to cope well through the 

crisis.260 The Norwegian institutions were subject to more stringent regulations than what is 

common internationally, including the terms of capital requirements and securitization of loan 

portfolios. This, together with good earnings in the years subject to the crisis, gave the financial 

institutions a sound basis from which to meet the credit crisis.  

The impact of the international financial crisis has been less severe on the Norwegian economy 

than in most industrial countries.261 Banks and other institutions in the Norwegian financial sector 

were only mildly affected. The Norwegian economic structure contributed to a relatively safe 

position throughout the crisis, with public finances remaining sound and unemployment low. The 

Norwegian government made targeted actions to mitigate the affects with implementation of 

extensive liquidity and credit policy actions, as well as expansionary fiscal and monetary policy 

measures.262 The management reflected the experiences from previous crises, where the efforts 

were quickly acted out and sufficient extensive measures were implemented right away.263 The 

Norwegian economy and financial markets were therefore stabilized by these overall efforts. 

Although Norway pulled through the crisis, the effects on the economy while the crisis was at 

hand, was great.264 The crisis proved that the financial markets are international and affect many 

countries, and that financial stability cannot be secured by domestic regulations alone. The bank’s 

funding should therefore be more robust for the future, both in regards to reducing the 

vulnerability in the international funding markets as well as having consistent regulations across 

countries. 
                                                
258  Lov om Statens Banksikringsfond. 1991. 
259 	  TORSVIK R. M., 1999. Bankkrisen. edn. Statistics Norway.   
260 	  KREUTZER I.  -FNO, 2013. The Norwegian Financial Industry 2013. edn. Finance Norway-FNO. 
261 See Figure 2. Current Status in European Countries and the U.S 
262  TORSVIK R. M., 1999	  R. M.. Bankkrisen. edn. Statistics Norway.   
263 	  TORSVIK R. M., 1999. Bankkrisen. edn. Statistics Norway.   
264 See 3. Macroeconomy  
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7.1.3  Further Reflections  

A number of aspects in the Norwegian economy however, involving the financial market and the 

regulation of the financial market, may impose vulnerabilities in other crisis scenarios. In the 2008 

scenario the large petroleum sector was a huge advantage. However if there had been a sharp and 

prolonged decline in the oil price, this would have had major consequences for the Norwegian 

Economy.265 Furthermore, the Norwegian households are extremely vulnerable to the housing 

market, as most Norwegian households own their own homes and have floating rate debt. This had 

a positive affect in the 2008 crisis, as the disposable income of households increased due to the 

cuts in the interest rates.266 The defined benefit pension plan has been active in the Norwegian 

market only a few years. The capital in such schemes is relatively low. In few years however, a 

large part of the total pension assets are likely to be in such schemes. In this case the employee 

carries the risk of value-reductions, and a sharp decline in the security markets could have a 

different turn for the workers and the economy as a whole than the current crisis. In general, 

Norwegian banks and the Norwegian financial sector have a small degree of businesses abroad.267 

This was an advantage since the Norwegian economy was stronger through this crisis than other 

economies. If the crisis had imposed a greater negative impact on Norway than other countries, or 

there had been a new financial crisis as the banking crisis in the 1990’s, a more diversified activity 

would have reduced the bank’s risks. The Norwegian management of the crisis can therefore be 

characterized by a unique blend of luck, skill and caution.268 

7.2 The Norwegian Banks 

7.2.1  The Norwegian Bank Market Through the Crisis 

The Norwegian banks and credit institutions increased their activity proportion sharply in the 

period from 2005 to 2008, by financing themselves through loans from the money and credit 

markets.269 The high availability of market financing270 made it easy for the banks to grow and 

meet the increased demand from firms and households. The quick growth increased the risk of the 

financial system, and historical high levels from 2008 characterize the financial market share.  

 

                                                
265 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge.2011. edn. Finansdepartementet. 
266 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge. 2011. edn. Finansdepartementet. 
267 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge.2011. edn. Finansdepartementet. 
268 	  Bedre rustet mot finanskriser - Kriseforløpet i Norge. 2011. edn. Finansdepartementet. 
269  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
270 See Appendix: 8.1 Norwegian Bank´s Market Share 
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In the summer of 2007 the instabilities in the financial market led to higher premiums for both 

banks and Norwegian firms. Simultaneously the central banks in many countries increased their 

key policy rate, and activity in the Norwegian interbank market declined.271 The availability of 

financing with maturities exceeding one year were reduced. These loans also became especially 

expensive, reducing the banks ability to comply with the internal framework for long-term 

financing. Research from FSA and Norges Bank shows significant reductions in the supply of 

finance to households and firms from March 2008. When the U.S. investment bank Lehman 

Brothers filed for bankruptcy the 15th of September 2008, a confidence-crisis broke out 

internationally amongst financial institutions.272 In periods the interbank markets almost collapsed. 

The increased risk premiums in the U.S soon affected the Norwegian money market. When the 

financial turmoil intensified in the autumn of 2008, the Ministry of Finance and Norges Bank 

implemented measures to improve the banks access to liquidity. Measures were implemented to 

help maintain the bank’s lending operations, to narrow the distance between Norges Bank’s key 

interest rate and the bank’s lending-rate to the market. The goal was to prevent solvent banks from 

experiencing payment problems due to lack of liquidity access.273 

7.2.2  Current State of Norwegian Banks 

Currently the Norwegian banks have good access to finance in the money and credit-markets. 

However, the price is higher than prior the crisis. Earnings are high and losses are currently low.274 

The new international regulations have however imposed new capital requirements on banks. The 

higher capital ratio from 2011 to 2012, in the below graph, indicates that the banks are increasing 

their financial strength and increasing the capital ratios through different measures. The banks can 

improve the capital adequacy ratio by enhancing the equity, through share issues or by retaining 

earnings. The composition of assets can also be changed to reduce the holdings of risk-weighted 

assets to improve the capital adequacy. Furthermore, the banks can increase their lending margins 

to boost earnings. This will have an indirect effect on credit growth. A continuation of the bank’s 

present behavior suggests a combination of high margins, weak growth in corporate loans and 

moderate dividend payments.275  

                                                
271  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
272  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
273  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
274  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
275  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
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Figure 22.  Capital  Adequacy Ratio.  Source:  Norges Bank276 

The growth in lending to households from Norwegian banks and credit institutions has been kept 

at the same high levels. The growth in loans to the commercial sector has however been reduced. 

This development can be related to Basel III and the expected future capital requirements. The 

banks can reduce their capital requirements by reducing their degree of risky investments. 

Mortgage lending’s to households is measured as a lower risk than lending to firms and therefore 

explains the development in the banks preferences.277 

7.3 Bank Lending 

7.3.1  Terms of the Bank Lending 

To be able to realize property developments the firm needs capital. The bank’s debt contract can 

include multiple factors. Some of the more common features are introduced below.  

Fixed versus Floating Rate 

The interest rate of bank loans can either be fixed or variable in relation to a benchmark rate. A 

fixed interest rate is usually more expensive than a floating interest rate in the long run.278 The 

borrowers use the fixed rate to reduce the risk of changes in rates, but the banks will then apply an 

additional cost for their additional risk. In the case of shorter maturities, borrowing through banks 

has traditionally been cheaper than issuing bonds. However this often relates to debt with floating 

interest rates, where the banks can increase and change the margins through the duration of the 

loan. They often increase the margins in cases where the banks’ own funding costs increases or 

when there are other changes in the framework of the banks.  

                                                
276  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
277  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
278 PHILIP DAVIS E.,1957-, 1992. Debt, financial fragility, and systemic risk.  
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Duration 
The loan also specifies the maturity of the loan and when the loan needs to be repaid. The duration 

of Norwegian bank loans has dropped throughout the last years, together with the stricter bank 

lending trends. With fixed margins the duration is even shorter.279 The average length of the bank 

loans in 2012 was 4 years, compared to 6 years in the bond market.280 However, the banks lending 

is considered flexible as the contracts give the firms the opportunity to repay parts of or the whole 

loan earlier if desired.281  

Covenants 
As mentioned in the theoretical introduction, banks are known to have more and stricter covenants 

than other forms of debt. One of the most important covenants to property financing is the 

securitization of property assets.282 The lender will want to know what security will be offered for 

the loan, and then include the value and the salability of the asset. The banks’ security in the 

firm’s assets reduces the cost of borrowing through lower interest rates. The disadvantage of 

security borrowing for the firm is that they lose some flexibility in handling the properties that are 

charged as securities in a portfolio.283 For one, the firm cannot sell the properties with the existing 

finance.284 The banks also have interest coverage ratio (ICR) requirements.285 The difference in 

this requirement compared to other requirements, such as LTV and Equity requirements, is that it 

is impossible to fix mistakes as the ICR measures 4 quarters back in time.286 If they are not 

fulfilled, it is considered a breach of the covenants. 

Relationships and Refinancing 

An advantage of bank loans (which are not syndicated) compared to debt issued in the bond 

market, is that the borrowing firm can negotiate directly with the banks.287 The banks usually have 

a more long-term interest in the borrowing firm, and wish to retain them as customers and build a 

long-term relationship with them. In cases of default or refinancing, the banks are often more open 

to suggestions and negotiations of the terms, as they often want to keep the firm as a long-term 

customer.288 In general Norwegian bank loans can be refinanced at any time and are quite flexible. 

 

                                                
279 See Appendix: 11. Interview with Bjørn Henningsen 
280 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
281 ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
282  ISAAC D., 1994. Property Finance. London: MacMillan Press LTD. 
283 	  ISAAC D. 1994. Property Finance. London: MacMillan Press LTD. 
284 	  ISAAC D., 1994. Property Finance. London: MacMillan Press LTD. 
285 See Appendix: 11. Interview with Bjørn Henningsen 
286 See Appendix: 11. Interview with Bjørn Henningsen 
287 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
288 See Appendix: 11. Interview with Bjørn Henningsen 
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In the case of default, the firms can refinance if the bank believes in future cash flow based on 

information given. The quality and the spread of tenants as well as the term and review pattern of 

the leases are all crucial in reassuring the banks. The firm can then show the bank that they can 

achieve acceptable levels of cash flow from a property.  

The Documentation Process 
The banks have higher demands in the documentation process, a process considered very time and 

resource consuming.289 Especially in comparison to the quick process in the bond market. The 

banks usually demands comprehensive documentation, due diligence etc. this is true especially in 

cases of syndicating bank loans.  

7.3.2 Developments in Lending  

The commercial property market is the industry to which the Norwegian banks have the highest 

lending. Loans to commercial property have constituted 35-40% of the total bank lending to the 

corporate sector and accounts for aprx. NOK 350 billion.290 In the end of 2011-beginning of 2012 

as much as 39%, equal to NOK 347,7 billions, of the Norwegian bank’s lendings were to property 

operations.291 There is a small degree of loan losses when investing in this segment compared to 

others, as illustrated in the below graph. In the period from 2003 to 2011, the bank’s losses on 

lending to commercial property was in total 0,14 % which is considerably lower than the loss to 

the total commercial market of 0,39 %.  

Figure 23.  Bank´s loss on lending Source: Norges Bank and NE Nyheter292   

                                                
289 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
290  REVFEM J., November 2012. Bankene har strammet inn. edn. NE Nyheter.  
291  REVFEM J., 2012. Minimalt tapsproblem. edn. NE Nyheter. 
292  REVFEM J., 2012. Minimalt tapsproblem. edn. NE Nyheter. 
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7.3.3 The New Lending Terms 

The massive lending volume from Norwegian banks in the period from 2006 to 2008 is now about 

to expire.293 The capital requirements from the new international regulation, Basel III, have 

affected the banks lending. Much emphasize has been given to the fact that the banks have become 

more selective with respect to the projects they finance. Property development firms express their 

concern with bank loans that are not only characterized by higher margins, but also tighter loan 

volumes.294 As the banks have tightened their credit practice many firms will face a worsening of 

their lending terms as they refinance their loans. The Central Bank warns that this will increase 

financial costs and reduce the debt service capability of many property firms in the time to 

come.295 Property financing is stricter than it has ever been before, and some banks are expecting 

even stricter regulations in the time to come.296  

Developments in the Bank Margin 
The demand for financing is currently higher than the supply, affecting the margins. As a 

consequence, the margins increase even though the banks funding cost is decreasing.297  

One of the largest player’s in the Norwegian property market is The Olav Thon Group298. Olav 

Thon Eiendomsselskap ASA (OTE) is one of the few Norwegian property firms that is listed on 

the Norwegian stock exchange and is rated as a BBB+ (with first priority pledge) investment.299  

 
Figure 24.  Credit  Margins – Olav Thon Eiendomsselskap.  Source:  DnB Markets300 

                                                
293  REVFEM J., 2012. Minimalt tapsproblem. edn. NE Nyheter. 
294  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
295 EKESETH F. C., 2011. Man må nok spytte inn noe mer. edn. DN.no. 
296  BRUN T. A., 31. august 2012, , Dyrere og vanskeligere å få lån [Homepage of Estate Nyheter]  
297 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
298 See Appendix 9.2 The Olav Thon Group  
299 See Appendix 9.2 The Olav Thon Group 
300 Ongoing market reports by DnB Markets 
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As the figure shows, the margins have increased substantially through the financial crisis. The 

margin decreased again after the crisis, but the current levels are still significantly higher than 

before the crisis. In 2007 OTE paid a margin of 32 basis points (0,32%) for a 5-year loan and 55 

basis points (0,55%) for a 10-year loan, in addition to the swap rate (of 5 and 10 years 

respectively). In comparison OTE currently faces a credit margin of 140 points for a 5-year loan 

and 170 points for a 10-year loan.  

Current Developments: Attractive Yield-Gap After Bank margin 

Figure 25 illustrates the average yields and rates through the continuously last 30 transactions. 

Since mostly low risk properties have been sold, the average yield of has declined to 6,77% in Q1 

2013.301 The graph furthermore shows the different yield gaps based on financing with 5-year 

swap rate. In Q1 2013 the average 5 year rate was 2,64%, while the bank-margin was 2,47%, 

equaling approximately half of the financial rate of aprx. 5,1%. The yield gap after bank margin 

has seen a net increase from 1,30% in Q1 2011 to 1,66% in Q1 2013. Since the winter 2011, the 

bank margin has increased by about 100 points, while the 5-year swap rate has been reduced by 

aprx. 150 points. The investors are left with better conditions than in 2011. Assuming a more 

ordinary property transaction with a net yield of 7,5% the yield gap after bank margin would now 

be a total of 2,4%. The credit margin will probably fall a little in time, once the instabilities in the 

European and emerging markets slow down.302 

 

 

 

 

 

 

 

 

 
                                    Net yield-gap after bank margin    Average bank margin                   Yield gap before bank margin 

                                   5-year swap rate                            Net yield-gap after bank margin Yield gap after bank margin  
                                                                                                                                                                           given 7,5% yield  
 
Figure 25.  Average yield in  the last  continously  30 transact ions divided by 5-year swap rate ,  bank margin and yield gap.  
Source:  Union Gruppen 303 

                                                
301 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
302 See Appendix: 11. Interview with Bjørn Henningsen 
303 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
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According to Nordea Bank Norge’s forecasts, 304 the market rates are expected to increase. 

Nordea Forecasts – May 2013 Spot 3M Dec.13 Jun.14 Dec. 14 
3-Month NIBOR 1.74 1.79 1.78 2.03 2.07 
10-Year Swap 3.09 3.05 3.54 3.93 4.09 

 
Figure 26.  Predicted Market  Rates .  Nordea 15 t h  of  May 2013 305 

Other terms 

Nordea, one of the largest banks in Norway,306 is now considering many factors before lending to 

property projects, including: Market risk, ownership structure/ historical customer relations, 

tenant-risk, location and operational risk. Nordea and other banks will even take the firm’s choice 

of entrepreneur into consideration before 

lending money to the projects. 

 

The banks already demand that property firms have a higher degree of equity today of 30-35% 

compared to 20-25% before.307 Furthermore, loans entered into in 2000-2005 could have durations 

of 10-15 years, compared to 5 years today. This increases the refinancing risks of both the banks 

and their customers.308 The solid firms still receive financing although the banks have become 

more restrictive, but the cost of lending has increased significantly. The banks are currently very 

restrictive in building new relations in the commercial property sector. Only 3 out of 9 banks 

express their openness to new customers in general. Two banks are totally closed while 4 banks 

are willing to take on new customers in exceptional cases. As the banks become more restrictive, 

the smaller firms will be affected the most. An increase in the sales volume of properties is 

therefore expected from these players. 

 

Even though financing has become stricter, when buying prime office properties it is still possible 

to realize a gearing of 75% and an interest rate below 5%.309 Good location always has high land 

value.310 Exit risk is highly stressed, and the banks give priority to existing clients who already 

have a sound track record.  

                                                
304 See Appendix: 8.1 Norwegian Bank´s Market Share  
305 UNION Gruppen - Market Report. Spring 2013. UNION Gruppen.  
306 See Appendix: 8.1 Norwegian Bank’s Market Share 
307  EKESETH F. C., 2011. Man må nok spytte inn noe mer. edn. DN.no. 
308  EKESETH F. C., 2011. Man må nok spytte inn noe mer. edn. DN.no. 
309 UNION Gruppen - Market Report. Winter 2013. UNION Gruppen.  
310 See Appendix: 5.2 Characteristics of Property Segments 
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7.3.4  Uncertain Future Development in the Bank Market 

Many Norwegian banks have warned that they will continue increasing their interest on loans, 

giving the borrower rent-increases in the years to come.311 The reasoning behind the increases is 

the expected higher and stricter capital requirements. The government is also considering 

implementing additional stricter national rules, with additional taxation of the banking sector.312 In 

order to cool the housing market and prevent a repeat of the 1990’s bank crisis.  

 

International uncertainty has so far had little effect on Norwegian economy and office market. 

Future predictions however identify a risk of lower demand for office space, as identified in the 

analysis of the borrower313, as there is still a high uncertainty related to the international 

developments affects on the Norwegian economy. The employment rate and demand for office 

space will fall in the case of a relapse in the Norwegian economy. This will reduce the property 

company’s ability to repay debt and the assets the banks have security in, will fall. If a relapse 

occurred in the Norwegian economy, the result could be an enormous loss for Norwegian banks, 

and the consequences would be tremendous.  

 

A current hot topic is the growing threat of a possible property bubble in the housing/residential 

market.314 This would be disastrous for the Norwegian economy as the banks have a high degree 

of mortgage lending to over-indebted households. Norwegian households have never previously 

had such high levels of debt compared to their net income. The central bank estimates indicate that 

the household debt burden will surpass 200% of disposable income through 2013.315 If the income 

should fall, in the case of for example reduced oil prices, there could be a fatal domino effect.316 

The industries revenues would fall, and private households as well as commercial business 

solvency would fall. Norges Bank fears this domino effect. Furthermore DNB, Norway’s largest 

bank317, along with other banks, has issued a large amount of covered bonds since this type of 

bonds implementation in the Norwegian market in 2007.318 86% of DNB’s mortgage loans are 

now transferred to DNB Boligkreditt. In a crisis scenario the security in the assets will be passed 

                                                
311  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
312 See 6.1.2  Financial Laws 
313 See III. SUB CONCLUSION: THE BORROWERS PROFILE 
314  Har vi en Boligboble? 14. feb 2013. edn. Aftenposten. 
315  KREMER J., 2012. Norway Banks under pressure as asset-bubble risks swell. edn. Bloomberg.. 
316  BRUASET	  I., 2013. Vi har mer gjeld enn noen gang. edn. Aftenposten.  
317 See Appendix: 8.1 Norwegian Bank´s Market Share 
318  TEIGEN C., 2013, 6/12/13. DNB mest aggressiv av alle. Finansavisen.	   
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to the covered bondholders and not the bank.319 This would intensify the feared domino effect and 

the banks’ situation if the oil price should fall.  

8. The Norwegian Bond Market  

In this section the Norwegian bond market is identified. The development in the bond market and 

its importance as an alternative source of finance, especially after the financial crisis, will be 

illustrated. The bond characteristics will be described and the property bonds in the Norwegian 

market will be analyzed.  

8.1 Scandinavian Bond Financing 
The Norwegian bond market is very small compared to neighboring and comparable markets. The 

Swedish bond market was about two to three times the size of the Norwegian bond market, while 

the Danish was assumed to be about four times the Norwegian market in 2008.320 Despite its small 

size the Norwegian bond market is currently increasing, and its future development and 

attractiveness for property developing firms is explored in this section. 

8.2 Bonds in the Norwegian Market 

8.2.1 Bonds – The Spare Tire 

The Norwegian banks are currently restrictive in their lending to the commercial property market, 

and the bond market is therefore considered to replace some of this lending.321 Having alternative 

debt sources has furthermore proved to save some economies in difficult times. Diversity within 

the financial sector can give insurance against financial problems turning into economy-wide 

distress.322 “The lack of spare tires is of no concern if you do not get a flat. East Asia had no spare 

tires”323. In other words it is important to have diversified sources of financing to fall back on, 

especially in difficult times. 

                                                
319  TEIGEN C.,  2013, 6/12/13. DNB mest aggressiv av alle. Finansavisen.	   
320  FOLKETRYGDEFONDET, 2008. Det norske obligasjonsmarkedet. (Folketrygdfondets årsrapport for 2008). 
321  REVFEM J., 2013. Jeg har blitt mer skeptisk. edn. NE Nyheter. 
322  CHAIRMAN A. GREENSPAN, Do Efficient Financial Markets Mitigate Financial Crises? 1999. edn. THE FEDERAL 
RESERVE BOARD. 
323  CHAIRMAN A. GREENSPAN, Do Efficient Financial Markets Mitigate Financial Crises? 1999. edn. THE FEDERAL 
RESERVE BOARD. 
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8.2.2 Public Debt 

Corporate bonds324 are in focus in this thesis. Involving securities issued by corporations.325 

Norwegian property developers issue bonds for, among others, three reasons326: 

1.Locking a fixed rate cost of finance in expectation of rising market rates 

2.Balancing their debt portfolio with longer maturity funds that are not offered through bank loans 

3.Diversifying sources of finance 

8.2.3 Developments in the Norwegian Bond Market 

Corporate bonds327 involve interest-bearing debt with maturity over one year, which is securitized 

and traded in the secondary market.328 Certificates are similar to bonds, with durations only up to 

12 months. The size of the Norwegian property loans usually varies from NOK 100 millions up to 

several billions in the bond market, depending on the issuer and the bond.329 The duration of the 

bonds is usually between 3-5 years, with durations of 7-10 years are not uncommon.330 As seen in 

figure 27, the Norwegian bond market has had an explosive development since the financial crisis. 

It has become an alternative financial resource to the traditionally used bank loans. The 

Norwegian high-yield market has a long history and is one of the most developed high-yield 

markets in the world, especially in relation to oil, offshore and shipping industries. 2012 was a 

record year in the Norwegian bonds market, where NOK 95,4 billion were issued in company 

bonds in the Norwegian market, compared to NOK 41,7 billion in 2011.331 The trend seems to 

keep increasing. As of April 2013 NOK 39,8 billions worth of bonds have already been issued.332 

 

 

 

 

 

 

 

                                                
324 A bond is a debt security that obligates the issuer to make periodical payments (coupon or interest) and then repay the 
principal amount through installments and/or at the set future date known as the maturity date. 
325 BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson. P. 799: What rate if interest would 
be earned on an investment of PV today, held for n years and sold for R. 
326  FOLKETRYGDEFONDET, 2008. Det norske obligasjonsmarkedet. (Folketrygdfondets årsrapport for 2008). 
327 The corporate bonds are interest bearing transferable debt intruments, which is issued by Norwegian and foreign companies. 
328  DNB, 2013, Hva Er Sertifikater Og Obligasjoner?  
329 See Appendix: 10.2 List of Outstanding Property Bonds  
330 See Appendix: 10.2 List of Outstanding Property Bonds  
331  RAVN L. K., 23. april 2013. En gavepakke til hele landet. Dagens Næringsliv, 26. 
332  RAVN L. K., 23. april 2013. En gavepakke til hele landet. Dagens Næringsliv, 26. 
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Figure 27.  Outstanding Amount .  Source:  Norsk Ti l l i tsmann 333 (numbers updated 24/6/2013) 

The increase in the bond market can be described by many factors. The increase is primarily due 

to the restrictive bank lending.334 The borrowing companies are therefore in search of alternative 

sources. Many companies have turned to the bond market, and use this as an alternative or 

supplementing source of finance.  

8.2.4 Norwegian Bond Characteristics 

When issuing debt through the bond market, there are some terms and conditions that differ from 

traditional bank lending. These will be presented in this section. 

Margin 

In 2006-2007 with extreme competition in the lending markets, the bond market offered bonds 

with 40 points while the bank 45-50 points.335 Although not a major difference, the margins 

floated out as the financial crisis hit the Norwegian economy. The banks changed their margins 

more rapidly, while only newly issued bonds were settled with newer and higher margins.336 Since 

then, except for a lag, the bond market has had similar margin developments as the bank 

market.337 In lag periods the difference was relatively high. That is not the case today. The bonds 

margins are a slightly lower than what is offered in the bank market. What used to be a difference 

of perhaps 100 basis points (1%) through the crisis are now down to 30-50 basis points (0.30-

0,50%).338 The durations offered from the two financial markets however, are very different. 

                                                
333 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Data. 
334 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
335 See Appendix: 11. Interview with Bjørn Henningsen 
336 See Appendix: 11. Interview with Bjørn Henningsen 
337 See Appendix: 11. Interview with Bjørn Henningsen 
338 Approximate numbers. See Appendix: 11. Interview with Bjørn Henningsen 
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Durations 
Observations from the Norwegian bond market show that they are willing to take on longer 

durations than the bank market as long as the risk is not too high.339 Bonds with durations up to 10 

years have been observed. which is a great deal compared to the duration of bank loans with 

currently no more than 5 years.340 The long-term bonds are therefore a more predictable cost, 

guaranteeing a fixed and controllable cost of finance for the property developers. Short-term 

through bank loans expose the developers to an interest rate risk, since the bank loans require re-

financing at market rates.  

Security 

A common feature of the Norwegian property bonds is that they are pledged with security in 

assets, and a significant amount is negatively pledged.341 

Covenants 

The bond market has fewer covenants than the bank market. One can sell the company of the 

borrowing firm with the finance without any conditions, as there are no owners-clauses. 

LTV and Installments 

In the bond market the property developer can get 55% LTV on 10 year loans, while in the bank 

maybe a higher degree of LTV of 65% for 7 years. 342  In the bond market however, there is no 

installments in this period. The bonds repaying process usually involves interest-only with no 

installments together with a fixed interest rate or fixed interest margin in addition to a reference 

rate.343 This is advantageous for property developers who “live for creating cash flows” 344. 

Redemption of the Loan 
In the presentation of the bank market the flexibility of bank loans is mentioned. The borrower can 

repay parts of, or the entire loan through the lending period without any additional costs. This is 

not possible in the bond market. However, there might be a possibility of repaying the debt but in 

this case there will be high penalties involved.345  

Relationship and Negotiations 

Bonds also differ from bank lending in the case of relationship building. Since the firm issuing 

bonds does not know the lenders of capital in the bond market, there are no long-term 

                                                
339  EKESETH F. C. , 2011. Man må nok spytte inn noe mer. edn. DN.no. 
340 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
341 See 10.1.2 Unlisted Firms  
342 See Appendix: 11. Interview with Bjørn Henningsen 
343 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
344 See Appendix: 11. Interview with Bjørn Henningsen 
345 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
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relationships between the two parts. The intentions and strategies of the lenders are therefore an 

uncertain momentum from time to time for the firm issuing bonds.346 This is especially true when 

the firm issuing debt wishes to change the contract, or in the case of default. In these cases the 

banks can be more predictable opponents than a group of anonymous investors, even though the 

bondholders are represented through Norsk Tillitsmann. The property developers experience the 

differences as they cannot meet the bondholders face to face and negotiate as they can with the 

banks. The issuer might not even know who the bondholder is. When the bondholder says no to 

new terms or refinancing then that is the end of the discussion, which is the bondholders full 

right.347 The difference here is that the banks also have the full right to say no. This is seldom used 

however, since they are interested in upholding customer relations with the firm. It is important for 

the property developer to know and consider this before choosing the form of finance. 

The Stability of the Bond Market 
Fixed rates make the bond market a very attractive alternative for property owners with stabile 

portfolios.348 Approximately half of the current outstanding amount of property bonds, are fixed at 

a certain coupon rate.349 

Bonds Through the Documentation Process 
The details of the offering are presented in a prospectus or offering memorandum350.351 The 

Norwegian market for corporate bonds is small, but standards and securitizations have been 

established by the Norwegian trustee- Norsk Tillitsmann.352 The standardized bond contract can 

only be changed and adjusted at a limited degree and is usually completed in a couple of weeks.353 

The security documents presents the details of the bond agreement and state the interest rate 

(coupon) that will be paid, when the loaned funds are to be repaid (principal value), and the 

repayment date (the maturity date).  

Intermediate: Norsk Tillitsmann- Norwegian Trustee354 

Norsk Tillitsmann355 is the Loan Trustee of more than 95 % of the bond issues made under 

Norwegian law. Norsk Tillitsmann, also known as Norwegian trustee manages third party 

contractual rights in Norway. Bringing the Loan Trustee into the bond structure gives more 
                                                
346 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
347 See Appendix: 11. Interview with Bjørn Henningsen 
348 See Appendix: 11. Interview with Bjørn Henningsen 
349 See Appendix: 10.2 List of Outstanding Property Bonds  
350 Involving an indenture, which is the formal contract between the bond issuer and a trust company. 
351  BERK, DEMARZO., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  
352 See Intermediate: Norsk Tillitsmann- Norwegian Trustee 
353 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
354  NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Company informations.  
355 Their core business is to offer trustee services to bond loan investors, and was established in 1993, based on the idea of an 
independent and qualified loan trustee function. 
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flexibility and better protection of bondholder’s rights.  

The trustee acts as an intermediary between the borrower and the bondholders, allowing the 

borrower to deal solely with the trustee and not many different parties.356 Communication with the 

trustee is considered to be very relaxed compared to the obligatory semi-annual and annual 

meetings with the banks.357 

 

 

 

8.2.5  Property Bonds in the Norwegian Market 

The financial crisis made the banks lending’s more restrictive, and many firms started looking for 

alternative financial sources. The last couple of years the bond market has therefore, become a 

viable source of debt finance in property transactions358. It has played an increasingly important 

role in keeping the market liquid.  

 

Figure 28.  Bonds Outstanding.  Source:  Norsk Ti l l i tsmann359(per 06/08-2013) 

Few property companies issued bonds in Norway, compared to other countries, and the amount 

outstanding was typically relatively low.360  

                                                
356 More information on the Norwegian Trustees tasks can be seen in Appendix. 9.4 Norskt Tillitsmann – Norwegian Trustee 
357 See Appendix: 11. Interview with Bjørn Henningsen 
358  AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.  
359 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Data. 
360  RAKKESTAD K. J. and BULL HEIN J. , 2004 Q4. Long-term benchmark rates in the Norwegian bond market. Norges 
Bank. 
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However, as the Norwegian bond market has matured, other types of Norwegian industries, such 

as property bonds, are issued and sought in the bond market. Historically, the property market has 

been less active in the bond market, but contributed significantly to growth in 2012. 

 

Figure 29.  Developments  in  the Bond Market .  Source:  Norges Bank 361 

The gross issuance volume in the property sector in 2012 was 7 times larger than the previous 

year.362 This was the largest percentage change of the industries. Many new participants joined the 

market, approximately half of the property companies had never been in the bond market before. 

Even the larger firms that received sound funding and signals of future financing from the banks 

are looking for broader finance sources through the bond market.363   

8.3 The Bondholders  

8.3.1  The Stock Market and Foreign Investors 

Holding bonds can be compared to investing in stocks, as they are bought and sold in the same 

way. However they differ as they are given a specific interest rate.364 If the firm issuing the bond 

develops financial problems, the price of the bond will fall and the effective interest rate 

increases.365 In the opposite situation where the value of the bond increases since the firm is solid, 

the effective interest rate will fall. 

 

The public offering activity in the Norwegian stock market is at historically low levels. The risk of 

investing in the stock market is high as market- and firm volatility increases.366 The brokerage 

                                                
361  HØEG HAUGEN C., 2013. Utstedelser av Foretaksobligasjoner i det norske markedet. 2. Norges Bank. 
362  HØEG HAUGEN C., 2013. Utstedelser av Foretaksobligasjoner i det norske markedet. 2. Norges Bank. 
363 	  DUGSTAD L. OG SÆTER K., 31. august 2012. Det koker i obligasjonsmarkedet. Dagens Næringsliv. 
364 	  DUGSTAD L. OG SÆTER K., 31. august 2012. Det koker i obligasjonsmarkedet. Dagens Næringsliv. 
365 	  DUGSTAD L. OG SÆTER K., 31. august 2012. Det koker i obligasjonsmarkedet. Dagens Næringsliv. 
366  KAPITAL, 2012. Mer kreditter, mindre aksjer. 15/2012. Hegnar Media. 
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firms are adjusting to the new changes. They are converting their use of intern resources into new 

products such as high yield367 bonds. The reason behind this is reduced general interest for stocks 

in the client market, together with increased faith in credit bonds as a new permanent revenue 

driver368.369 The high yield bonds offers lower volatility than stocks, with a return between 5-10%, 

and therefore also a higher risk and return than putting money in the bank. 370 After observing the 

current financial crisis, where some government bonds turned out not to be risk-free. Many 

investors were forced to find alternative placements such as credit bonds.371 After the financial 

crisis in 2008, another trend arose. The investors are requiring more company information on the 

bond issuers. This is even more evident in the case of High-yield loans with higher investor risks.  

 

A transaction in the Norwegian market can be conducted within 6-7 weeks compared to 4 months 

in the US market.372 The Norwegian bond market is unique, as there is no rating requirement and 

no requirements to any preparation of prospectus. The country stands out even in comparison to 

our neighboring countries, Sweden and Denmark who are trying to implement the same 

regulations.373  

Ownership Structure 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Companies 6.7 6.9 5.8 5.8 6.1 6.6 5.9 4.6 5.7 4.3 3.3 4.2 2.4 
Government & 
municipalities 3.3 3.5 4.5 5.3 4.5 4.3 3.6 3.4 2.6 2.1 2.0 1.9 2.0 

The national bank 2.0 1.5 1.4 1.2 * * * * * * * * * 
Social security 
administration 7.0 6.4 5.6 5.2 6.0 5.8 6.5 6.9 8.6 13.4 15.0 14.7 11.7 

Banks 14.3 14.2 15.9 15.7 16.4 14.7 15.7 10.6 11.8 10.6 12.0 15.9 17.9 

Bond funds 5.4 6.9 5.9 5.8 8.1 10.2 11.1 9.5 7.1 6.6 5.9 5.6 6.2 

Mortgage companies 4.7 4.0 4.6 4.0 4.5 3.3 2.5 2.0 1.5 2.9 3.9 3.7 4.8 
Insurance & Private 
pension funds 36.5 37.7 37.9 38.4 38.6 37.9 34.7 32.6 32.0 27.8 23.7 22.7 21.9 

Private investors 3.1 3.9 3.9 3.9 4.0 4.3 3.4 0.9 0.6 0.6 0.6 0.5 1.2 

Foreign investors 16.8 14.4 14.3 14.3 11.4 13.1 16.7 29.4 30.1 31.5 33.6 30.8 31.8 

Others 0.2 0.6 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 

Total 100 100 100 100 100 100 100 100 100 100 100 100 100 

 
Figure 30.  Ownership Structure.  Source:  Norges Bank 374  

                                                
367 See Appendix: 9.5 Norwegian High-Yield Bonds 
368 See Appendix: 9.1 Return on High yield Bonds versus Stocks the Last 5 Years 
369  KAPITAL, 2012. Mer kreditter, mindre aksjer. 15/2012. Hegnar Media. 
370  KAPITAL, 2012. Mer kreditter, mindre aksjer. 15/2012. Hegnar Media. 
371  KAPITAL, 2012. Mer kreditter, mindre aksjer. 15/2012. Hegnar Media. 
372  NYHEIM A. AND RAVN L. K., 9. november 2012. Dumper USA- drar til Norge. edn. Dagens Næringsliv, 8-9.. 
373  NYHEIM A. AND RAVN L. K., 9. november 2012. Dumper USA- drar til Norge. edn. Dagens Næringsliv, 8-9.. 
374 	  Årsstatistikk 26/6/2013, [Homepage of Oslo Børs].   
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As seen in the ownership structure, there has been an increase of foreign investors in the 

Norwegian bond market. Especially bonds with high yield are popular in this investor group, 

where the efficiency of the Norwegian bond market is a main contributing factor.375 

8.3.2 Life Insurance Companies and Private Pension Funds  

As shown in figure 30, life insurance companies and private pension funds have a high share in 

the bond market. The new solvency rules for insurance firm impose new restrictions on the degree 

of risky investments, which are expected to further increase their exposure to the property bond 

market.376 The bonds issued by property firms are considered to be suitable and liquid, with 

underlying and attractive assets, with long maturity rent contracts and suitable security of the loan. 

As soon as the Solvency II regulations are set and implemented, their investment in the property 

bonds is expected to increase. At the same time, their high degree of property investments are 

expected to decrease, as they will be too risky in relation to the new risk measuring standards.   

8.4 Oslo Stock Exchange 377 
The Norwegian bond market is not only known to be more effective than other countries such as 

The US and The UK, but the transaction costs are also lower than other markets.378 The Oslo 

Stock Exchange offers a quick and effective listing process. The strong position of the Oslo Stock 

Exchange therefore attracts an increasing number of investors.379 

 
Figure 31.  Capital  Obtained in  the Bond Market  from the OSE and ABM. Source Oslo Børs 380  

The Norwegian property bonds may be listed on the Oslo Stock Exchange, the Nordic ABM or 

they may be unlisted.381 When a firm is listed, the firm commits to a continuing duty of disclosure 

                                                
375  NYHEIM A. AND RAVN L. K., 9. november 2012. Dumper USA- drar til Norge. edn. Dagens Næringsliv, 8-9.. 
376 See Appendix: 11. Interview with Bjørn Henningsen 
377  OSLO BØRS, 2013-last update, About Oslo Børs  
378 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
379 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
380 OSLO BØRS, 2013. Obligasjonsmarkedet. 
381 See Appendix: 10.2 List of Outstanding Property Bonds  
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and therefore often receives a higher investor base than the firms that are not listed.382 The Oslo 

Stock Exchange offers the two marketplaces: Oslo Stock Exchange and Nordic ABM for listing 

and trading bonds and certificates.383 The listing process is different in the two marketplaces, 

where the Nordic ABM384 offers a quick listing process without any prospectus requirements or 

approval by the FSA385.386 Nordic ABM is designed for companies that do not follow reporting 

procedures in accordance with the IFRS, and the firms that do not wish to meet the requirements 

in a regulated market. The process only takes about a week for companies not already listed on 

any of the marketplaces of the Oslo Børs.  

 

III. SUB CONCLUSION: The Lenders’ Profiles 

The many loans issued through the high activity period before the crisis, are now expiring. A high 

degree of refinancing is therefore expected, where loans will have more negative lending terms 

than before the crisis.  

 

As acknowledged in the theoretical introduction, banks often meet more regulations than other 

credit markets. This was identified in the current bank market. The new international regulation, 

Basel III, was developed because of the international financial institutions over-leverage before 

the crisis. The banks first increased the margins substantially through the financial crisis. Then as 

the new regulations arrived, the banks chose to keep the margin at a high level in order to boost 

the capital adequacy ratio. Although the margins are now lower than during the crisis, they are still 

substantially higher than before the crisis. As banks increased their margins and reduced their debt 

serving, property developers started looking for other sources of finance.  

Current Situation 
The theoretical introduced differences between bank and bond financings was identified in the 

Norwegian market. The advantages and disadvantages of the two markets have been summed up 

in the table below.  

 

 

 

                                                
382 OSLO BØRS, 2013. Obligasjonsmarkedet. 
383 See Appendix: 9.6 OSE – Oslo Stock Exchange 
384 The Nordic ABM was established in June 2005, and is a self-regulated marketplace, operated by the Oslo Stock Exchange. 
385 The Financial Supervisory Authority of Norway 
386 OSLO BØRS, 2013. Obligasjonsmarkedet. 
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Traditional Bank Loans Bond Loans 

Advantages 
- Flexible, the loan can be refinanced  
- Possibility of repaying the loan if desired  
- Has traditionally been cheaper than bond loans 

with shorter maturities 
- Use more of the banks services in order to 

receive better terms 

- No installments through the duration of the loan 
- Fixed rates and credit margin 
- Longer maturities 
- Few and simple covenants (LTV and dividend) 
- Simple standard loan documentation 
- Quick and effective listing process through OSE. 
- Nordic ABM provides listing process without 

prospectus requirements or FSA’s approval 
- Can sell the company (borrower) with the finance 

without any conditions – no owners-clauses 
- Relaxed communication and no meetings with trustee 

Disadvantages 
- Floating credit margin, risky vs. the banks 

borrowing costs 
- More covenants, becomes more and more 

challenging (LTV, ICR and dividend 
restrictions) 

- More restrictive lending and shorter durations 
- Documentation and time-consuming 
- Cannot sell the property with existing financing 

- Can not be repaid or be refinanced during the loan 
period  

- The Game for the Large Players 

 
Figure 32.  Own Creation 

Future Developments 

The current choice of finance will depend on future expected developments in the credit markets.  

 
The property developers have used the bond market at an increasing rate the last couple years. The 

bonds proved to be a good spare tire as the banks became restrictive in difficult times. Both 

lending terms and the simplicity of the documentation process at OSE attract the property 

developers to the bond market. Use of the bond market amongst property developers seems to be a 

continuous trend, especially as many investors seem interested in investing in property bonds. One 

consequence of the international financial crisis, was the high number of new, foreign investors 

moving their focus to the Norwegian property bond market. They consider the Norwegian 

economy and its assets as safer alternatives than other investment possibilities such as the stock 

market. Furthermore, Solvency II is expected to impose new solvency capital regulations on 

financial institutions such as pension funds and life insurance companies. These firms are 

therefore expected to reduce their direct investments in properties, and increase their degree of 

investment in property bonds with long maturity rent contracts and suitable securities of the loan.  

 

Norwegian banks survived the financial crisis by a combination of skill, caution and good luck. 

The future development in the bank market is uncertain however, where some risks were 

identified in the banking market. The bank’s high exposure to the housing market through 
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mortgage bonds financed by covered bonds, has caused a fear of a new banking crisis similar to 

the one in the 1990’s. Lower oil price could then have a fatal domino effect. The capital 

requirements would increase, due to international and possible national regulations in the time to 

come, and the bank´s margin is expected to increase accordingly. The systems however, might be 

beneficial in the long run as the quality of the financial institutions increase. Lasting stability in 

the bank market will first become apparent once the requirements have increased to a suitable 

level where stability is reached and the current instabilities in the European and emerging markets 

have slowed down. Until then the margins will increase and the bond market offers a good 

alternative source of debt. 

 

The bond market has gained popularity due to fixed rate and long durations. With bank financing 

the loans will be short-term and the developers are exposed to an interest rate risk, since the loan 

will be re-financed at market rates. The advantage of bonds becomes apparent when expecting 

increased market rates, where the bond issuer can reduce the risk of interest rates increases by 

bonds with long durations. The predicted 10-year swap rate and 3-month NIBOR is expected to 

increase in the near future, to 4.09% and 2.27%  respectively by December 2014. With the 

exception of a lag, the bond and bank margins have shown similar movements since the financial 

crisis. Based on these previous developments, there is an expected increase in both bank and bond 

margins in the future. The bond markets may therefor currently be a strategic market for the 

property developers to lend from, at this point in time. This is especially true for property 

developers with more stable portfolios, since renegotiations and redemption of the loans are more 

difficult in the bond market than the more flexible bank market. No installments in the bond 

market are also an attractive attribute. 
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III. THE BORROWERS IN THE CREDIT MARKETS 

I. INTRODUCTION 

9. Choice of Debt: Characteristics of the Borrowing Firms 

This chapter shows and discusses the lending markets availability to different types of borrowers. 

The theories will show that different characteristics of the borrowing firm make them more or less 

attractive to the two credit markets.  

9.1 The Size of the Firm  
The two credit markets, the bond and the bank market, differ in their willingness to lend to 

different types of firms, in relation to the size of the firm. The bank loans are more accessible to 

smaller companies than bond financing. Among other factors the size of the investment and the 

amount of lending needs to be of a certain size before the borrower can issue debt in the bond 

market.387   

9.2 The Risk of the Firm 
Bolton and Freixa´s model388 illustrates that the choice between bank lending and issuing bonds 

depends on the risk of the firm. They claim that lending from banks is used since the bank can 

help the firm through financial distress, but that this flexibility is costly. High-risk firms use bank 

loans, while the lower-risk firms choose bond financing.  

9.2.1  Public Listed versus Private Firms 

When a firm needs to raise money from a bank or issue bonds, the bank and the bondholders need 

information about the firm in order to evaluate their credit worthiness. The importance of 

information is critical in the bond market, as it is difficult to issue bonds without some kind of 

credit rating.389 The publicly listed firms have already been through this costly process, with their 

rating and information already accessible to the public. The rating reduces the asymmetric 

information. Without a public rating, the reduced information can increase the risk and therefore 

the cost of debt financing.390 Tests391 have proven that the primary choice of debt source depends 

                                                
387 BOLTON P., and FREIXAS X., 2000. Equity, Bonds, and Bank Debt: Capital Structure and Financial Market Equilibrium 
Under Assymetric Information. The Journal of Political Economy, 108(2), pp. 324-351. 
388 See Appendix: 12.2.2 The View of Bolton and Freixas	   
389 See Appendix: 12.2.1 The view of Tanaka 
390  REVFEM J., 2013. Jeg har blitt mer skeptisk. edn. NE Nyheter. 
391  DENIS D. J. and MIHOV V. T., 2002. The choice among bank debt, non-bank private debt and public debt: Evidence from 
new corporate borrowings. 
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on the credit quality of the issuer. Firms with the highest credit quality borrow from public 

sources, while firms with medium credit quality borrows from banks.392 

9.2.2  The Importance of Credit Rating in Tight Credit Conditions 

A credit rating provides access to the public market, and does not only improve debt pricing but 

also provides an opportunity to enter foreign bond markets and gain international visibility.393 

Statistics have proven that rating provides broader sources of debt, and as a result these firms have 

a higher leverage ratio394 compared to unrated firms. It has overall been proven that the impact 

credit rating has on leverage, varies more greatly in the years with tight credit conditions.395 

II. ANALYSIS 

10. Property Developers’ Opportunities in the Bond and the Bank market 

In the theoretical introduction, the bond and bank market proved to be more or less accessible for 

the different types of borrower. This section will present the characteristics of Norwegian property 

developers’ opportunities and choices in the credit markets are illustrated.  

10.1 Lendings to Norwegian Property Firms – Depending on Risk 

10.1.1  Listed Firms 

Listed Norwegian Property Bonds 
A rating identifies the issuer’s capability to meet its’ debt obligations. 396 Only a few Norwegian 

property developers are listed and rated on the Norwegian stock exchange, including Norwegian 

Property ASA (NPRO), Entra Eiendom AS  

(A-) and Olav Thon Eiendomsselskap ASA (BBB+, first priority pledge).397 Such investment 

grade companies398 with low risks have good access to capital in both the bond and the current 

restrictive bank market. A mix of shorter-term certificates together with more long-term lending in 

the bond and bank market will then give the best conditions.399 Some unlisted firms have also 

                                                
392  DENIS D. J. and MIHOV V. T., 2002. The choice among bank debt, non-bank private debt and public debt: Evidence from 
new corporate borrowings. 
393  JUDGE A. and KORZHENITSKAYA A., 1212. Credit market conditions and the impact of access to the public debt market 
on corporate leverage. International Review of Financial Analysis, 25, pp. 28-63.  
394 Gearing ratio= A measure of leverage obtained by looking at debt as proportion of value.-   BERK, DEMARZO., ed, 2011. 
Corporate Finance, Global Edition. Second edn. Pearson.  
395  DARRAT A., GLASCOCK F., GLASCOCK J., and GLASCOCK L., 8909. Real estate returns, money and fiscal deficits: Is 
the real estate market efficient? The Journal of Real Estate Finance and Economics, 2(3), pp. 197-208.  
396 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
397  REVFEM J., 2013. Jeg har blitt mer skeptisk. edn. NE Nyheter. 
398  Firms rated BBB or better, See Appendix: 10.1 Credit Rating  
399 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
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issued listed bonds, through both OSE and ABM. This involves major firms in the Norwegian 

market such as Steen & Strøm AS, OBOS Forretningsbygg AS and Selvaag Gruppen AS.400 What 

is similar to all of these firms is that their annual report is public and some even follow the IFRS 

requirements. The public information and the size of these firms give the bondholders a 

satisfactory level of credit quality. 

Bonds in Tight Credit Conditions 

The number of Norwegian property bonds increased significantly in the years following the 

financial crisis, observed in figure 29. The tight credit conditions with restrictive banks pushed the 

property developers over to alternative sources of finance. The importance of being listed or 

having public information in the market was then highlighted as these firms were given the 

advantages of the bond market. The unlisted firms did not have access to these.  

10.1.2  Unlisted Firms  

Unlisted Firms in the Bond Market 

31%401 of the total outstanding number of property bonds, as can be seen in the List of 

Outstanding Property Bonds402, is unlisted bonds issued by unlisted firms. The unlisted bonds 

however are not attached to the OSE or Nordic ABM and the identified advantages and 

disadvantages of the bond market do not apply for these bonds in the same way as for the rated 

bonds. They are not traded in the secondary market and the bondholder normally holds the bond to 

maturity. The firms with listed bonds on the other hand, have access to a broader source of 

investors, including foreign investors.  

 

The lower the rating of the firm (or with no rating at all), the higher will the margin mark be, 

increasing at an explosive rate. Some therefore question how much cheaper the expected bond 

financing will be for all property developers, compared to bank loans.403 The current average 

margin of the unlisted bonds is higher than average margin rate for listed bonds.404 

 

 

 

 

                                                
400 See Appendix:  10.2 List of Outstanding Property Bonds 
401 27 unlisted bond issues of the total 88 property bonds. (27/88=0.307) 
402 See Appendix: 10.2 List of Outstanding Property Bonds 
403  REVFEM, J.  2013. Jeg har blitt mer skeptisk. edn. NE Nyheter. 
404 See Appendix: 10.2 List of Outstanding Property Bonds 
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Figure 33.  The Risk Class  of  Property  Bonds.  Source:  Norsk Ti l l i tsmann 405(per 07/08-2013) 

Furthermore, a higher degree of the unlisted bonds have pledged securities in the bonds and 

thereby a lower flexibility than the listed firms.406 The current outstanding amounts of property 

bonds are mostly pledged or negatively pledged. 

Unlisted Firms in the Bank Market 

The unlisted property firms current usage and access to bond financing proved to be smaller than 

for the listed firms. According to theory, these firms are supposed to turn to the bank market for 

financing. However, the changes in the credit standards from Basel III are changing the allocation 

of the banks investments, favoring the lower risk assets. As earlier acknowledged,407 the banks are 

currently very restrictive in their lendings, considering a number of risk factors before considering 

lending money to projects. The more risky and unlisted firms are therefore currently meeting 

stricter financing also from the bank market. 

10.2 Lendings to Norwegian Property Firms – Depending on Size 

10.2.1  The Bond Market – The Game for the Large Players 

Many smaller players are identified in the Norwegian market408. The bond market is however not 

as available for smaller firms as it is “really the game for the large players”409. To be able to issue 

bonds the firms need to fulfill the lending terms in the bond market.410 The issued bonds need to 

                                                
405 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Data 
406 See Appendix: 10.2 List of Outstanding Property Bonds 
407 See 7.3.8 The New Lending Terms  
408 See 10.2.4 Bank Lending to Smaller Players  
409 See Appendix: 11. Interview with Bjørn Henningsen 
410 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
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be a minimum of NOK 250-300 millions411 in order to be beneficial to the investors.412 With 

lower sums, the investor’s interest will be lower as there will be low liquidity and secondary 

trading involved. Some investors may even have mandates preventing them from investing in 

smaller bonds. Good, and long-term lending conditions (more than 5 years) in the bond market, 

generally involve bond issues of properties with a minimum value of NOK500 million.413  

 

The size of the firm is significant in the bond market, where the largest firms in the Norwegian 

market issue the majority of the unlisted bonds. This is observed when comparing the List of 

Outstanding Property Bonds and the List of the Largest Property Owners in Norway414, where the 

largest property owners in Norway are the ones that mainly issue bonds (both listed and unlisted 

firms). The number of companies that are currently expected to be able to issue bonds in the 

Norwegian market, is limited to aprx. 5-10%415 of the property developers. This leaves a large part 

of the Norwegian property market out of the bond market 

10.2.2 Bank Lending to Smaller Players 

As the Norwegian bond market is not a choice for the small property developers in Norway, the 

smaller borrowers are in theory supposed to turn to bank financing.  

However, the banks’ tightened credit standards will have consequences for the small and medium-

sized enterprises (SME’s)416. The fear is therefore that it will especially affect the businesses that 

rely on bank financing the most.417  

 

In Norway 97% of enterprises have less than 20 employees and 99,5% have less than 100 

employees. The SME’s stands for 54% of annual sales and 61% of total employment in 

enterprises.418 Substantial portions of the SME’s are dependent on the bank loans to fund projects. 

The fear is that the capital requirements may therefore have a negative effect on economic 

activity. As the SME’s are less likely to be able to receive capital through alternative financial 

sources as the bond market. The SME’s is therefore expected to be affected at a higher degree in 

                                                
411 See Appendix: 11. Interview with Bjørn Henningsen 
412 	  DAHL H., STENSRUD A., DAGSLET P., 2013. Foretaksobligasjoner i Norge. 
413 See Appendix: 10.2 List of Outstanding Property Bonds 
414 See Appendix: 5.3 List of the Largest Property Owners in Norway 
415 See Appendix: 11. Interview with Bjørn Henningsen 
416 Enterprises with less than 100 employees 
417  NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013.  
418  KREUTZER I.  - FNO, CEO, 2013. Finansmarkedet i 2013 - Hva kan vi vente oss? FNO: Finans Næringens 
Fellesorganisasjon.  
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the coming refinancing period, than the larger companies who can issue debt through the bond 

market.419 

10.2.3 Mortgage Bond Market 

Norwegian Mortgage Bond Market - Obligasjonsutstedende Kredittforetak 
Obligasjonsutstedende Kredittforetak was a borrowing market available for all property 

participants, including the smaller players. It functions as an intermediate between many 

customers and many properties.420  So instead of one investor investing in one property, through 

Obligasjonsutstedende Kredittforetak many customers could invest in many properties at the same 

time. The organization had special institutes, to finance the commercial property market amongst 

others. This market functioned well and showed positive results. However, the banks bought them 

up in order to increase their own balance.421 Many smaller investors and borrowers thereby lost 

their opportunity to invest in such environments. A comeback for Obligasjonsutstedende 

Kredittforetak has been discussed. Until then, financing may come from other countries. 

The Association of Danish Mortgage Banks 

Through the Danish Mortgage Model, Denmark however, has a well functioning mortgage bond 

market.422 The mortgage bond market is more than four times the size of the Danish government 

bond market. Mortgage bank lending exceeds commercial bank lending423. The market conveys 

contact between the parties that need financing in order to buy properties and investors wanting to 

finance the transaction by purchasing the bonds.424 Both private households as well as commercial 

firms can issue bonds. The loans can vary in size.425 The borrower is informed as to which bond is 

financing the loan. As the market offers a market-based prepayment system, the borrower has 

good opportunities to redeem its loan. The Danish Mortgage Banks also proved to be robust 

through the financial crisis in 2008, even increasing their lendings in the second quarter of 2008. 

Some of these firms are now offering to lend money to commercial property developers in 

Norway. Nykredit offers mortgage financing426, with loan terms up to 10 years and minimum loan 

amounts of NOK 53 million427.428 

                                                
419  KREUTZER I. - FNO, CEO, 2013. Finansmarkedet i 2013 - Hva kan vi vente oss? FNO: Finans Næringens 
Fellesorganisasjon.  
420 See Appendix: 11. Interview with Bjørn Henningsen 
421 See Appendix: 11. Interview with Bjørn Henningsen 
422 REALKREDITRÅDET, 2009-last update, Facts about Danish Mortgage. 
423 The Danish mortgage bond market is one of the largest in the world, with outstanding mortgage bonds exceeding DKK 2,300b  
424 	  REALKREDITRÅDET, 2008. Den Klassiske Danske Realkreditmodel. 
425 The loans can have a maximum LTV of 60% and up to 30 years maturity. 
426 	  NYKREDIT, International Erhvervsudlån.  
427 Converted in Nordea´s currency converter: DKK 50.000.000 = NOK 52.595.000 on the 7th of August 2013. 
428 For more information on the lending terms see Appendix: 10.3 Nykredit: Lendings in Norway 
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CONCLUSION   
In this section the problem statement will be answered based on the discussions and analyses made 

in the thesis.  

 

The office developer’s borrowing profile proved to be in a currently strong state. The analysis of 

the Oslo office market revealed high rent expectations and low vacancy rate. The economic 

uncertainties in the developments in emerging markets as well as the European instabilities are 

however uncertain risk factors for future development. A fear of reduced oil prices and fatal 

domino effects in the Norwegian economy was identified. The future risks in the economy and the 

property developers’ future development involve some uncertainties, which are considered in the 

office developers’ borrowing profile.  

 

The economic uncertainties also affect the lenders of capital, and both the margins and the 

reference rates are expected to increase in the coming years. Especially the banks are expected to 

increase their margins because due to the current and future predicted increased requirements from 

Basel III. Furthermore, there is currently fear of a new banking crises, similar to the one in the 

1980-1990’s. Risk has been identified in the banks’ high exposure to the mortgage debt market, 

especially as the securities lie with the covered bondholders, instead of the banks. In comparison, 

the bond market offers a stabile alternative. The bond market offers bonds with long durations, no 

installments, fixed interest rates and access to international capital. Especially when considering 

future possible instabilities in the Norwegian economy, the bond market should be a highly used 

resource in the upcoming refinancing period. As access to bond markets proved especially 

important in years with tight credit conditions. The number of  bonds issued by property 

developers has already increased. However, the advantages of the bond market proved to be 

available for some, but not all, office developers in the market. 

 

The bond market proved to be a game for the large players. The larger and listed firms (or firms 

with public information available), represent the issuers of the listed bonds in the Norwegian 

market. These firms also have good opportunities in the bank market, which is currently 

prioritizing lower risk assets. In the analysis of the bond and the bank market, the bond market 

proved to be a tactical choice for long-term financing. The larger and listed firms should therefore 

in the coming refinancing period combine short term certificates with long term lending in the 

bond market. The office developers then have a combination of short term more flexible bank 



 

 78 

loans and long term financing through bonds with long durations, no installments and fixed rates. 

This recommendation especially applies for property developers with more stabile portfolios. Each 

firm will have to consider the advantages and disadvantages of the bond and the bank loans and 

find the optimal debt allocation fitting to the individual firms’ preferences. The advantage of these 

larger and listed firms is that they have the opportunity to obtain loans from diversified sources 

and receive good terms.  

 

The unlisted bonds in the market represent 31% of all outstanding bonds in the Norwegian market. 

They have been issued by larger though unlisted firms. The unlisted bonds do not provide the 

same advantages as listed bonds. The average margins are identified as higher and a higher degree 

of security is required. However, in comparison to the borrowing opportunities in the bank market, 

the unlisted bonds offer long-term lendings with fixed rates. Overall, the holders of long and 

stabile portfolios are recommended to use bond financing.  

 

The Norwegian bond market was identified as unique as it does not require any ratings or 

prospectus to issue bonds. However, the firms issuing bonds are still limited to the larger and 

listed firms. In the coming refinancing period only 5-10% of the property developers in Norway 

are expected to be able to receive financing from the bond market. This eliminates a large part of 

the property developers, and the smaller and risker firms are currently underrepresented in the 

bond market. The Norwegian bond market has expanded at a quickly through the last couple of 

years, and may offer their services to these players in the long run. Currently, the bond market is 

not available for these firms and they are in theory supposed to turn to the bank market. The bank 

market is however, currently restrictive and not willing to finance risky projects. The smaller firms 

may receive bank financing, but higher margins, shorter durations and less flexibility in the assets 

are then expected. Mortgage financing could have been an alternative for these office developers. 

As Obligasjonsutstedende Kredittforetak has not yet had a comeback, Danish mortgage banks 

may be an alternative. The Danish Mortgage Model proved to be a well functioning mortgage 

bond market, also through tight credit conditions. Danish mortgage banks are currently offering 

good term loans to commercial property developers in Norway. Smaller and unlisted office 

developing firms could therefore try to obtain capital from these players. However, the Danish 

mortgage banks offer loans of a minimum of NOK 53million. For short-term and smaller loans the 

smaller and riskier players can try to turn to the bank market.  
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THE THESIS IN PERSPECTIVE 
 

When viewing the thesis in perspective, a brief discussion of some of the underlying assumptions 

is made. 

 

My purpose for writing this thesis was to give a financial recommendation to as many office 

developing firms in Oslo as possible. All types of office developing firms were therefore included 

in the analysis and divided into groups, considering their risk and size characteristics. The 

recommendation might not however fit each property firm perfectly. Individual firms may have 

unique individual cases and portfolios, which could change the optimal allocation of debt. The 

discussions and analysis in this thesis can however be used as a basis. Each firm can find an 

optimal debt allocation by applying their own firm specific information.  

 

As individual firms and portfolios were not studied, exact recommendation in relation to LTV, 

duration of loans and other specific factors were not given. These will be firm and portfolio 

specific. An interesting subject for further study could be to analyze an individual office 

developing firm in Oslo, and identify their optimal debt allocation. 
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1. Dictionary 
1.1  Real Property 
The term real estate or real property is used to refer to assets that are not movable, both land and 

improvements, that are permanently attached to the land429. We can divide the assets of real 

property into tangible and intangible assets.430 A person can have interest in real property, where a 

given degree of right is given to this person, to control or use the property and may also receive 

payment for the sale of such an interest431. This interest can also be used as a collateral for a loan. 

Another interesting fact about real property is that it tends to be heterogeneous. In this relation 

implying that each property has unique features considering the location, size, age, building design 

and more.432 These are differences that in total make variations to the value of the properties. 

Especially location is one of the more critical factors.  

1.2  Commercial Property 
Commercial property can be broken into the two subcategories of office buildings and retail 

space.433 In this figure we can think of commercial property as buildings or land that involve 

generating income, either by rental income or capital gain. A building can have a combination of 

different end users, for example a building with a mix of retail and office. Some of the important 

factors in valuing commercial properties in terms of location may involve visibility, and access to 

customers, suppliers and employees or the availability of communications infrastructure.434 

Commercial properties may also involve hotels and logistic space.435  

1.3  The Functions of Interest Rate 
The interest rate is a function of the length of the loan, but also represents the credit risk of the 

firm.436 The longer the maturity of the loan the larger is the exposure to interest rate risk and 

therefor the larger is the interest rate. The extra margin paid also depends on the risk of the 

investment, the rating of the firm as well as other factors.437 The bond can be very different also 

depending on the type of property, for example for property involved in retail, the generating 

income varies with the CPI and the payment of bond can then vary in relation to this rate. 

                                                
429 FISHER JEFFREY D and WILLIAM B. BRUEGGEMAN, 2005. Real Estate Finance and Investments.  
430 The tangible assets involve the physical components and improvements of location and space. The intangible assets are the 
non-physical assets, and involve the contractual rights, including mortgage and lease agreements, financial claims, including 
stocks and bonds, and other assets like interests, patents or trademarks. 
431 FISHER JEFFREY D and WILLIAM B. BRUEGGEMAN, 2005. Real Estate Finance and Investments.  
432 LING DAVID, C. and ARCHER WAYNE R, 2005. Real Estate Principles, A Value Approach. New York, N.Y: .  
433 FISHER JEFFREY D and WILLIAM B. BRUEGGEMAN, 2005. Real Estate Finance and Investments.  
434 FISHER JEFFREY D and WILLIAM B. BRUEGGEMAN, 2005. Real Estate Finance and Investments.  
435 AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.   
436 FREDRICK CHR. EKESETH, 2012. For dyrt for bankene å låne ut penger. edn. DN.no - Dagens Næringsliv. 
437   JAN REVFEM, 2013. Jeg har blitt mer skeptisk. edn. NE Nyheter.   
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Furthermore, the interest rate on corporate bonds issued by private firms is usually higher than the 

rate of government bonds. 

2.  Introduction 
2.1  Union Eiendomskapital  

UNION Eiendomskapital is a leading and independent property investment management company within the 
Norwegian commercial property market. The company was founded in 2004, and currently consists of 16 highly 
skilled employees with many years of experience in the property and financial market. UNION Eiendomskapital 
manages commercial property worth approximately NOK 9 billion on behalf of our investors. 

Investment strategy: 

- High quality commercial property with moderate risk profile in Norway’s largest cities 

- Office buildings, commercial space, shopping centres and warehouses/logistics/industrial properties 

UNION Eiendomskapital assumes comprehensive responsibility for our clients’  investments and focuses on 
generating wealth and added value, by: 

- Allocation: The optimal composition of the  property portfolio that provides the  highest risk adjusted rate of return 

- Selection: Negotiating properties for the best purchase price, and selling at the best profit 

- Asset management: Efficient management and leasing to optimise the return on the property portfolio 

We offer investment opportunities in commercial property through diversified property funds and specific syndicates. 
Our investment portfolio is suited to all types of investors who wish to join us in harvesting the benefits of the 
commercial property market. 

Figure 34.  Source:  Union Eiendomskapital438 

 

2.1  Bjørn Henningsen439 

Bjørn Henningsen is Managing Director of UNION and a Partner of the Group.  Mr. Henningsen 

leads UNION’s Asset Management Team and is involved in the purchase and sale of 

properties.  Prior to co-founding UNION in 2004, Mr. Henningsen spent 25 years in the 

Norwegian property market, including 13 years of experience working with property investments 

and 12 years of experience in banking where his main focus was on the financing of commercial 

properties, and property development.  Mr. Henningsen has a Bachelor of Business 

Administration from the Herriot-Watt University in Scotland. 

                                                
438   UNION Eiendomskapital 2013 
439  UNION Eiendomskapital 2013   
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3.  Macroeconomics 
3.1  Countries Exporting to China 

• About 25% of the export from South Korea goes to China.  

• Approximatly 18% of the export from Japan goes to China.  

• China is the third most important export market for the U.S. and account for 

approximately 7% of the nations total export.  

• China is the fifth most important export market for Germany and account for 

approximately 7% of the nations total export. 

3.2  Norges Bank – Inflation 
The CPI exclusive taxes and energy is what Norges Bank440 observes, since this measure focuses 

more on the underlying inflation.441 The moderate levels are partly from imported inflation, a 

strong NOK, but also from a relative low growth in Norwegian produced products.442 

 

 

Figure 35.  Source:  Norges Bank443 

 
 
 
 
 
 
 
 
 
 
 

                                                
440  NORGES BANK, 29. June 2006. Inflation 
441 As of  the above figure the inflation measured by CPI-ATE, adjusted for tax changes and excluding energy products, is at low 
levels. 
442  KAPITAL, 2012. "I vår egen boble". 22/2012. Hegnar Media..  
443  NORGES BANK, 29. June 2006. Inflation 
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3.3  The Norwegian Krone 
The Norwegian krone got stronger through the year of 2012,444 and the growth continued into 

2013 with only a small reduction in February. When comparing to the average of the last 20 years, 

the krone was approximately 10% stronger in the end of 2012/beginning of 2013.445 The Krone is 

expected to keep on staying strong, but an improved financial market and increased willingness of 

risk might increase the demand for other currencies.  

Figure 36.  Source:  Norges Bank446 

3.4  Employment 

 
 

Figure 37.  Source Stat is t ics  Norway447 

                                                
444 In the end of 2012, for 1 Euro one would have to pay 7,34 NOK, which is an annual increase of approximately 5%. 
445 IIDAR KREUTZER - FNO, CEO, 2013. Finansmarkedet i 2013 - Hva kan vi vente oss? FNO: Finans Næringens 
Fellesorganisasjon.  
 
446 NORGES BANK, 2013. Exchange Rates 
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3.5  Household Debt and Receivables 
 

Figure 38.  Source:  Norges Bank448 

 
3.6 10-year Government Bond  
 

Figure 39.  Source:  Norges Bank449 

 
 
 
 
 
 
 
 
 
 

                                                                                                                                      
447 	  STATISTICS NORWAY, 2013. Main economic indicators 2003-2016. Accounts and forecasts. 	   
448 NORGES BANK, 2013. Pengepolitisk rapport - med vurdering av finansiell stabilitet. 1st Quarter 2013. 
449 NORGES BANK, 2013, Government Debt 
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3.7  NIBOR 

NIBOR - the Norwegian Interbank Offered Rate - is a collective term for Norwegian money market rates at different 
maturities. NIBOR is intended to reflect the interest rate level lenders require for unsecured money market lending in 
NOK with delivery in two days after trade. The rules adopted by FNO apply to NIBOR with maturities of one week, 
two weeks, one month, two months, three months, four months, five months, six months, nine months and twelve 
months. 

NIBOR is calculated as a simple average of interest rates published by the NIBOR panel banks for each maturity, after 
omitting low and high rates based on provisions laid down in the rules. The interest rates published by the panel banks 
shall reflect which interest rate the bank charges on lending in NOK to a leading bank that is active in the Norwegian 
money and foreign exchange markets. The rates are to be regarded as best possible estimates, not binding offers. 

NIBOR is published as an annual nominal interest rate over 360 days, in accordance with foreign exchange market 
standards. The percentage return over the term is thus calculated by dividing the interest rate by 360 and multiplying it 
by the actual number of days to maturity. 

The NIBOR panel banks are: 
DNB Bank ASA, Danske Bank, Handelsbanken, Nordea Bank Norge ASA, SEB AB 
Figure 40.  NIBOR. Source:  Norges Bank450 

4.  Supply and Demand for Commercial Properties 
4.1  New Construction 
The Pipeline Effect 

The development process of property can be illustrated by the “pipeline effect” 451, showing that 

the development of property goes through the following three stages when identified as a so-called 

new construction: 

 
Figure 41.  New Construct ion.  Source:  Rena Mourouzi-Sivi tanidou452 

From the above process of property development, we can see that there are three stages where the 

project may drop out of the process, like a pipeline with leakages.  

Measuring the Supply of Property and New Construction 

The factors involved in measuring the supply of property can be seen in the stock-flow identity.453 

By using this measure one can se at any given point in time t, how the property stock, S, can be 

measured. 

                                                
450 NORGES BANK, 2013, NIBOR 
451  RENA MOUROUZI- SIVITANIDOU, 2011. Market Analysis for Real Estate Chapter 2 p. 43 
452  RENA MOUROUZI- SIVITANIDOU, 2011. Market Analysis for Real Estate Chapter 2 p. 43 
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𝑆! =   𝑆!!! 1− 𝑑 + 𝐶!            𝑜𝑟          𝑆! =   𝑆!!! 1− 𝑑 + 𝑎𝑃𝑅𝑀!!!     

The identity states that the property stock in one period, t, is equal to the previous period, St-1, 

minus the depreciation of the stock and then adding the completions during the period, Ct. The 

depreciation is however including three types of depreciation: physical, economic and functional 

depreciation, and is quite difficult to measure.  

The Question of Redevelopment of Real Property 
For a developer of commercial property the question to redevelop obsolete property can be 

measured by the fundamental redevelopment rule454: 

𝑃!"# − 𝐶!"# ∗   𝐹𝐴𝑅!"# − 𝑃!"#$%#&' ∗ 𝐹𝐴𝑅!"#$%#&'   ≥ 𝑅𝑒𝑑𝑒𝑣𝑙𝑜𝑝𝑚𝑒𝑛𝑡  𝑐𝑜𝑠𝑡𝑠    455 

The condition is that the difference between the residual land value (RLV) of the existing structure 

of a property plus the RLV of a new building should be larger than or equal to the cost of 

redevelopment.  

4.2  Demand 
Net Absorption 
The property developers should however be careful before jumping into a constructing frenzy just 

because of increased net absorption456. Increased absorption may not necessarily reflect current 

increased demand (from for example higher employment rate), but could be pent-up demand. This 

is demand that has been unrealized in previous years due to supply constraints or high rents, and 

does not necessarily indicate future growth. Expectations of future rent increases may also 

increase the firm’s current demand for space above what is currently needed, but is rented for 

future needs. 

The Price of Substitutes and Expectations 

Increased income may increase the demand for office services and consumption of goods, and 

thereby also increasing the demand for commercial property space. In the case of price of 

substitutes if for example the rents for class A office space rises, then the firms that can’t afford 

this price increase may be forced to search for class B office space instead. Expectations can also 

trigger shifts in the demand function where for example growth expectations of firms can affect 

the commercial space demanded. The expectation of rent increases may also motivate firms to 

lease more space then they currently need for future use.457 

                                                                                                                                      
453 RENA MOUROUZI-SIVITANIDOU, MARKET ANALYSIS FOR REAL ESTATE, 2011). P. 42 
454 From article .. p. 42. 
455 RENA MOUROUZI-SIVITANIDOU, MARKET ANALYSIS FOR REAL ESTATE, 2011). P. 42 
456 Net absorption is defined as the change in a particular time in a market’s occupied stock 
457 RENA MOUROUZI-SIVITANIDOU, MARKET ANALYSIS FOR REAL ESTATE, 2011). P- 33-34 
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5.  Property Development in Norway 
5.1  Property Development 2013-2016 
 

Property/building Floor space m2 Completion Developer 
Barcode B12, DNB 3rd building 20 000 2013 Oslo S Utvikling 
Schweigaardsgate 21, Gjensidige HQ 13 500 2013 Rom Eiendom 
Schweigaardsgate 23, NSB HQ 13 500 2013 Rom EIendom 
Norbygata 1 12 500 2013 Attivo Eiendom 
Lilleakerveien 4 (PGS) 10 000 2013 Mustad Eiendom 
Sandstuveien 70 9 500 2013 Watrium Eiendom 
Østre Aker vei 90 20 000 2013 FG Eiendom/Winta Investments 
Barcode B11 (Deloitte) 15 500 2013 Oslo S Utvikling  
Drengsrudbekken 3-15 18 000 2013 Oxer Gruppen 
Østensjøveien 27 12 300 2013 NCC Property Development 
Rolfsbuktveien 2, Accenture 5 000 2013 ITFP 
Ryensvingen 5-7 8 900 2013 Salto/Wolff Eiendom 
Akersveien 26 (partly conversion from 
school) 

16 500 2014 Pareto Project Finance 

Drammensveien 131 10 800 2014 Berner Gruppen 
Hasle, Aller Media 10 000 2014 Hasle Utvikling 
Storgata 14-18 8 500 2014 Olav Thon Gruppen 
Ullernschausseen 56 20 000 2014 OCCIAS 
Schweigaards gate 16 12 000 2015 Entra Eiendom  
Silurveien 2 18 000 2015 Selvaag 
Hasle, Bymiljøetaten 16 000 2015 Hasle Utvikling 
Fornebuporten (1.2/1.3) 28 000 2016 Aker 
 

Figure 42.  Source:  Akershus Eiendom458 

5.2  Characteristics of Property Segments 

 
 
Figure 43.  Source:  RS Platou459 

 
 
 

                                                
458 AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.   
459 JAN REVFEM, 2013. Gå for det sikre. 01-2013, 1(Nærings Eiendom), pp. 78-81. 

Pro´s	  and	  con´s	  divided	  by	  segment	  
	  	   Pro´s	   Con´s	  

Office	   	  -‐	  Central/prestigious	  premises	  are	  easy	  to	  sell	   	  -‐	  High	  risk,	  rent	  and	  yields	  move	  together	  with	  the	  economic	  development	  

	  	   	  -‐	  Move	  to	  quality	  in	  bad	  times	   	  -‐	  High	  re-‐letting	  costs	  and	  challenging	  tenants	  

	  	   	  -‐	  The	  right	  location	  always	  has	  good	  land	  value	   	  -‐	  Management	  intensive	  

Retail	   	  -‐	  Possible	  upside	  in	  the	  form	  of	  turnover	  based	  rent	   	  -‐	  Few	  players	  dominating	  the	  market	  

	  	   	  -‐	  Tenant	  usually	  takes	  on	  a	  large	  share	  of	  the	  costs	   	  -‐	  Trade	  boxes	  have	  few	  alternatives	  of	  usage	  

	  	   	  -‐	  Often	  stabile	  rentlevels	   	  -‐	  In	  peripheral	  areas	  there	  is	  low	  land	  value	  when	  contract	  expires	  

Logistic	   	  -‐	  Low	  occurance	  of	  speculative	  development	  	   	  -‐	  Shoppingmalls	  are	  demanding	  to	  manage	  

	  	   	  -‐	  Often	  long	  contracts	  towards	  one	  user	   	  -‐	  Low	  constructioncosts	  increase	  the	  risk	  of	  the	  lesee	  to	  leave	  

	  	   	  -‐	  Very	  stabile	  rents	   	  -‐	  In	  peripheral	  areas	  there	  is	  low	  land	  value	  when	  contract	  expires	  

	  	   	  -‐	  Easy	  and	  inexpensive	  to	  manage	   	  	  

Residential	   	  -‐	  Minimal/Zero	  vacancym	  low	  risk	  of	  re-‐letting	   	  -‐	  Lower	  current	  returns	  

	  	   	  -‐	  High	  current	  ownership	  cost,	  marginal	  maintenancelag	   	  -‐	  Need	  for	  external	  management	  of	  rental	  

	  	   	  -‐	  Large	  demand	  in	  the	  Oslo	  region	   	  	  
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Main	  characteristics	  divided	  by	  segment	  

	  	   Risk	   Yield	   Maturity	   LTV	  

Office	   Moderate/High	   5,0	  -‐	  6,5%	   4	  -‐	  12	  years	   Moderate/High	  

Logistics	   Moderate/low	   6,5	  -‐	  7,5%	   10	  -‐	  15	  years	   High	  

Retail	   Moderate	   6,0	  -‐	  7,0%	   5	  -‐	  10	  years	   Moderate	  

Residential	   Low	   4,0	  -‐	  5,5%	   3	  months	  -‐	  3years	   Low	  

 
 
Figure 44.  Source:  RS Platou460 

5.3  List of the Largest Property Owners in Norway 

# Public, listed companies  

Property 
value, 
NOK 
bln 

Number 
of 

properti
es 

Portfolio 
size(spm) 

LTV 
(%) 

Market 
cap 

(NOK 
bn) Main owners 

1 Olav Thon Eiendomsselskap 29.2  122   1,300,000  66%  9.34   Thon Gruppen, Folketrygdfondet  
2 Norwegian Property 14.6  42   555,555  68%  4.73   Folketrygdefondet, Canica AS  

  Life insurance companies 

Property 
value, 
NOK 
bln 

Number 
of 
properti
es 

Portfolio 
size(spm) 

LTV 
(%) 

Market 
cap 
(NOK 
bn) Main owners 

4 KLP Eiendom n.a.  38   1,600,000   n.a.   n.a.   Kommunal Landspensjonskasse  
5 DNB Livsforsikring 42.7  n.a.   1,500,000   n.a.   n.a.   DNB Livsforsikring  
6 Oslo Pensjonsforsikring 6.9  n.a.   340,000   n.a.   n.a.   Oslo Kommunes pensjonskasse  
7 Nordea Liv 7.1  33   332,251   n.a.   n.a.   Nordea Liv  
8 Storebrand Liv            Storebrand  

  Property funds 

Property 
value, 
NOK 
bln 

Number 
of 
properti
es 

Portfolio 
size(spm) 

LTV 
(%) 

Market 
cap 
(NOK 
bn) Main owners 

9 Storebrand Eiendomsfond 6.9 58  466,000   n.a.   n.a.    
10 Aberdeen Property Investors      n.a.   n.a.    
11 DNB Eiendomsfond             

  Real Estate companies 

Property 
value, 
NOK 
bln 

Number 
of 
properti
es 

Portfolio 
size(spm) 

LTV 
(%) 

Market 
cap 
(NOK 
bn) Main owners 

12 Fredensborg AS 15.00 438 920,000     Ivar Tollefsen 

13 
Eiendomsspar, Pandox, 
Victoria Eiendom 14.50 77    n.a.   n.a.  

Helene og Christian Grüner 
Sundt 

14 Home Invest 5.90      n.a.   n.a.  Petter Stordalen 

15 Søylen Eiendom  5.75 18 230,000  n.a.   n.a.  
Carl Erik Krefting, Runar Vatne 
og Hans Petter Krohnstad 

16 Fram Eiendom 5.60 16 350,000  n.a.   n.a.  Torstein Tvenge 

17 Höegh Eiendom 5.10   407,000  n.a.   n.a.  
Leif, Thomas, Morten og Harald 
Höegh 

18 Schage Eiendom 5.00      n.a.   n.a.  Knut og Bjørn Schage 
19 Reitan Eiendom 4.70      n.a.   n.a.  Odd Reitan 

20 
Eiendomsspar og Victoria 
Eiendom 4.70 77    n.a.   n.a.  Christian Ringnes 

21 First Hotels 4.60      n.a.   n.a.  Asmund Haare 
22 City Finansiering 4.50 10 175,000  n.a.   n.a.  Kim Erla 
23 Aspelin Ramm 4.35      n.a.   n.a.  Knut Aspelin og Jonas Ramm 

                                                
460 JAN REVFEM, 2013. Gå for det sikre. 01-2013, 1(Nærings Eiendom), pp. 78-81. 
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24 Ragde Eiendom 3.90   292,000  n.a.   n.a.  Edgar Haugen 
25 Rieber Eiendom 3.90      n.a.   n.a.  Rieber familien 
26 Seabrokers 3.40      n.a.   n.a.  Rangvald og Frode Albretsen 
27 Mustad Eiendom 3.30 12 158,000  n.a.   n.a.  Mustad familien 
28 Avantor 3.10 15 260,000  n.a.   n.a.  Einar Rasmussen 
29 Pecunia 3.10      n.a.   n.a.  Petter og Mette Neslein 
30 Smedvig Eiendom 2.90 27    n.a.   n.a.  Petter T. Smedvig 
31 Linstow Eiendom  2.80      n.a.   n.a.  Wilhelmsen familien 

32 Braathen Eiendom 2.80 8 150,000  n.a.   n.a.  
Ole Martin, Bjørn Anders og 
Anne Lise Braathen 

33 Wenaasgruppen 11.50 25    n.a.   n.a.  Lars Wenaas 
34 Selvaag Eiendom 2.30      n.a.   n.a.  Olav H. og Fredrik Selvaag 

35 
Eiendomsselskapet 
Merkantilbygg  2.30   24,280  n.a.   n.a.  Pål Georg Gundersen 

36 Pasab Eiendom 2.30      n.a.   n.a.  Arthur og Anders Buchart 
37 Berg Jacobsen Gruppen  2.60      n.a.   n.a.  Stig O. Jacobsen og Erik Berg 
38 Norgesgruppen  2.20 11 600,000  n.a.   n.a.  Aage Thoresen 
39 Torvald Klavness Group 2.00      n.a.   n.a.  Tom Erik Klaveness 

40 Kløver Eiendom 2.00      n.a.   n.a.  
Geir Hove og Tom Rune 
Pedersen 

41 Rica Eiendom 1.90      n.a.   n.a.  Jan E. Rivelsrud 
42 Løvenskiold Eiendom 1.85      n.a.   n.a.  Peder og Nicolai Løvenskiold 
43 LL Holding  1.80      n.a.   n.a.  Lars O. Løseth 
44 Bryn Eiendom 1.80      n.a.   n.a.  Jan Ivar og Erik Nyraard 
45 Andenæs Eiendom 1.70      n.a.   n.a.  Kjell, Mads og Tor Andenæss 
46 Bertel O. Steen Eiendom 1.70      n.a.   n.a.  Bertel O. Steen 
47 Koteng Eiendom 1.70   236,000  n.a.   n.a.  Ivar Koteng 
48 Watrium Eiendom AS 1.65      n.a.   n.a.  Anders Wilhelmsen 
49 Caiano AS 1.60      n.a.   n.a.  Kristian Eidesvik 
50 Ferd Eiendom 1.55      n.a.   n.a.  Johan H. Andersen 
51 Wahl Eiendom AS 1.50 11 100,000  n.a.   n.a.  Sigurd Wahl 

52 Odfjelll Eiendom 1.50 10 
above 100 

000  n.a.   n.a.  Tore Odfjell 
53 O. G. Ottersland Eiendom 1.45 6 84,000  n.a.   n.a.  Ole G. Ottersland 
54 Mosvold Eiendom  1.35      n.a.   n.a.  Knut Mosvold 
55 Canica 1.30      n.a.   n.a.  Stein Erik Hagen  
56 Øgreid Eiendom AS 1.25   280,000  n.a.   n.a.  Knut Øgreid 
57 Periscopus AS 1.25      n.a.   n.a.  Trygve Hegnar 
58 Hustadlitt Eiendom  1.25      n.a.   n.a.  Stein Sturla Steinsvik 

59 Lasse Damsund Eiendom AS 1.20      n.a.   n.a.  Sidsel Damsund 
60 Tandberg Eiendom 1.20   40,000  n.a.   n.a.  Tanberg Familien 

61 AS Forretningsbygg  1.20   
above 150 

000  n.a.   n.a.  Halgrim Thon 
62   1.15      n.a.   n.a.  Knut Hage 
63 Haugans Hus  1.15      n.a.   n.a.  Terje Haugan 
64 JBU Ugland 1.10 6    n.a.   n.a.  Johan Benad Ugland 
65 Barjo Invest 1.10      n.a.   n.a.  Knut Galtung Døsvig 
66 Fabritius Eiendom 1.10      n.a.   n.a.  Bjørn Runde Gjelsten 
67 Realinvest AS 1.00 35 100,000  n.a.   n.a.  Hans og Mona Hoff 
68 Tvedt Eiendom 1.00      n.a.   n.a.  Arild Tvedt 
69 Prima Invest 1.00   65,000  n.a.   n.a.  Lloyd Kleivene 
70 Havila Eiendom 1.00      n.a.   n.a.  Per Sævik 
71 Tom Hagen Eiendom AS 1.00 5    n.a.   n.a.  Tom Hagen 
72 Kjeldsberg Eiendom 1.00 15 92,000  n.a.   n.a.  Kjeldsberg-Familien 
73 Ticon Eiendom AS 0.85 5    n.a.   n.a.  Christian Falck-Pedersen 
74 Avant Eiendomsutvikling  0.85      n.a.   n.a.  Oddvar Røisi 
75 Elliot AS 0.85      n.a.   n.a.  Tom Chr. Steckmest 
76 Stenshagen Eiendom 0.85      n.a.   n.a.  Egil Stenshagen 
77 Rugland Finans  0.80      n.a.   n.a.  Britt og Ole Rugland 
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78 Steffe Invest  0.80      n.a.   n.a.  Bjarne Haagensen 
79 Aw Capital 0.75      n.a.   n.a.  Alain Angelil 
80 AS Pellerin 0.70 17    n.a.   n.a.  Roar Dons 
81 Centennial Eiendom ASA 0.65      n.a.   n.a.  Endre Røsjø 
82   0.65      n.a.   n.a.  Wilhelm Wilhelmsen 
83 Warbo Eiendom 0.65      n.a.   n.a.  Jan-Erik Warbo 
84 Ac Nor Gruppen 0.60      n.a.   n.a.  Asbjørn F. Abrahamsen 

 
Figure 45.  Source:  Arct ic  Securi t ies461 

 

5.4  Districts in Oslo 
All areas have seen new development over the last 10 years, but Fornebu and Nydalen have seen 

the highest activity. The area between the CBD and the outer ring road (in the map, seen as the 

Inner city West, North and East) is mostly in use for residential, university and retail purposes. 

The other areas involve residential and logistic activity.  

DISTRICTS OF OSLO 
Inner City Outer City 

Other smaller 
districts 

Inner city 
East Inner city West 

Outer city 
West 

Outer city 
East Outer city South 

Gamle Oslo St. Hanshaugen Ullern Bjerke Østensjø Sentrum 
Grünerløkka Frogner Vestre Aker Grorud Nordstrand Marka 
Sagene   Nordre Aker Stovner Søndre 

Nordstrand 
Uopgitte 
bydeler i Oslo 	  	   	  	   	  	   Alna	  

 
Figure 46.  Oslo Distr ic ts .  Source:  Source:  Inst i tut t  for  landskapsplanlegging,  UMB 462 

The typical players in the Norwegian property market are the following: 
 

 
Figure 47.  Oslo Distr ic ts .  Source:  Source:  Inst i tut t  for  landskapsplanlegging,  UMB 463 

 
 
 

                                                
461 	  ARCTIC SECURITIES, 2013. Norwegian Transaction Market vs. The Rest of Europe.  
462 SØLVE BÆRUG, 2012. Verdsetting av Næringseiendom. (Institutt for landskapsplanlegging, UMB) 
463 SØLVE BÆRUG, 2012. Verdsetting av Næringseiendom. (Institutt for landskapsplanlegging, UMB) 

Players Examples in the Norwegian market 
Pension funds and life insurance 
companies 

Vital Forsikring, Storebrand, Gjensidige, Nordea 
Liv, Oslo Pensjosnforsikring AS, KLP  

Property companies Norwegian Property, Norgani, Olav Thon, Steen & 
Strøm, Eiendomsspar 

Property Funds Aberdeen Eiendomsfond, Vital Eiendomsfond, 
Storebrand Eiendomsfond 

Syndicates Joint ownership between private persons, typically 
in one single property 

Private single-investors Ferd Eiendom 
Public and half-public players Entra, ROM eiendom, HAV eiendom, OSL 
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5.5  Estimated Turnkey Cost 
Akershus Eiendom’s official estimate of turnkey cost is based upon information from recent 

initiated projects and input from valuations. 

 

 

 

 

 

 

 

 

 

 

 

 

 
Figure 48.  Source:  Akershus Eiendom464 

5.6  New Office Buildings 2013-2016 
 

 
Figure 49.  Source:  Akershus Eiendom 465 

                                                
464 AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.   
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6.  National Laws and Regulations 
6.1  National Regulations 
Business Organizations in Norway 

The principal forms of business organizations in Norway are private or public limited liability 

companies (AS or ASA)466, general partnerships (ANS), divided liability partnerships (DA), sole 

proprietorship (self-employed business) and branches of foreign companies. The main difference 

between an AS and ASA, is that only ASA can be listed on the stock exchange. Furthermore more 

stringent requirements apply to public limited companies than to private limited companies 

regarding equity, accounting and financial reporting. In Norway close to all business property is 

held by single purpose vehicles (SPVs), in the form of limited liability companies (AS) or public 

limited liability companies (ASA).467 The reason for this is that there are tax excemption rules for 

profit from sale of shares if the seller also is an AS or ASA. Thus, when buying a business 

property the purchase will most likely involve buying shares in the company owning the property.  

 

In Norway close to all business property is held by single purpose vehicles (SPVs), in the form of 

limited liability companies (AS) or public limited liability companies (ASA). 468 The reason for 

this is that there are tax exemption rules for profit from sale of shares if the seller also is an AS or 

ASA. Thus, when buying a business property the purchase will most likely involve buying shares 

in the company owning the property.  

6.2 Tax 
The Norwegian enterprises face a number of both indirect and direct taxes, where the most 

common taxes are; Corporate Income Tax (28%), Value Added Tax-VAT (25%) and employers 

part of social security contribution (0- 14,1%).469   

Corporate Income Tax 

The rental income from property in Norway is subject to corporate income tax of 28%. However 

all expenses related to the business, including interests on loans, are in principle deductible. The 

fixed assets are depreciated according to the declining balance method. 470 

                                                                                                                                      
465 AKERSHUS EIENDOM, 2013. The commercial property market. Spring 2013.   
466 The shareholder´s have no personal liability for the company´s obligations in private limited liability companies (AS) and 
public limited liability companies (ASA).   
467 BRÆKHUS	  DEGE,	  "Norwegian	  Business	  Law,"	  (2011). 
468 BRÆKHUS	  DEGE,	  "Norwegian	  Business	  Law,"	  (2011). 
469 BRÆKHUS	  DEGE,	  "Norwegian	  Business	  Law,"	  (2011). 
470 BRÆKHUS	  DEGE,	  "Norwegian	  Business	  Law,"	  (2011). 
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7.  International Regulations 
7.1  International Phase-in Arrangements According to the Basel III Standards 

All dates are as of 1 
January 

2011 2012 2013 2014 2015 2016 2017 2018 2019 

Min. CET1 Ratio: 2,0% 2,0% 3,5% 4,0% 4,5% 4,5% 
Min. tier 1 ratio: 4,0% 4,0% 4,5% 5,5% 6,0% 6,0% 
Min. total capital 
ratio: 

8,0% 8,0% 8,0% 8,0% 8,0% 8,0% 

Min. cons. buffer      0,625
% 

1,25% 1,875
% 

2,5% 

Max. counter-c 
buffer: 

     0,625
% 

1,25% 1,875
% 

2,5% 

Min LCR req:     60% 70% 80% 90% 100% 

 
Figure 50.  Source:  Regjeringen471 

7.2  Systematically Important Financial Institutions (the SIFIs) 
The Committee on Systematically Important Financial Institutions in Denmark has propose three 

criterias for identitifying national SIFIs 472: 

1.Total asset to GDP  

2.Deposits as percentage of total national deposits  

3.Lending as percentage of total national bank lending  

In order to be deemed systematically important the bank’s total asset indicator has to exceed 10%, 

the lending indicator 5% or the deposit indicator 5%. When applying the Danish approach to the 

Norwegian market only a limited number of the banks fulfill the Danish requirements of national 

SIFIs. DnB and Nordea Bank Norge are above the tresholds on all indicators, thus both will be 

given a 2% SIFI surcharge. The SR-Bank is the only saving bank with lending reaching 5% of 

total loans from banks and covered bond companies. This gives an indication to the Norwegian 

banks fulfilling the Danish tresholds, but a qualitative assessment as made in Denmark, will also 

play a vital part in classifying the Norwegian SIFIs.   

 

 

 

 

 

 

 

                                                
471 	  "Nordic	  Working	  Group	  on	  Basel	  III/CRD	  IV	  Ant	  National	  Discretion."	  (2012). 
472 THE COMMITTEE ON SYSTEMATICALLY IMPORTANT FINANCIAL INSTITUTIONS IN DENMARK, 2013. 
Systematically important financial institutions in Denmark: Identification, requirements and crisis management 
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 Total 
assets in % 
of GDP 

Loans in % 
of bank 
lending 

Deposit in 
% of total 
deposits 

Regional market share 

DnB 103% 39% 32% National presence-relatively higher 
market share in Eastern Norway 

Nordea Bank 
Norge 

26% 14% 9% No specific regional tilt. 

SpareBank1 SR-
Bank 

9% 5% 3% Market share in Rogaland of 40% and 
20% for retail and corporate, 
respectively 

SpareBank1 SMN 6% 3% 3% A market share in the Trøndelag 
region above 30% 

SpareBank1 
Nord-Norge 

4% 2% 2% A market share in Northern part of 
Norway of 30% 

Sparebanken Vest 6% 3% 2% Local market share of 20% (retail) and 
20% (corporate). Higher in Hordaland 

Sparebanken 
Møre 

2% 1% 1% Market share in Møre og Romsdal of 
30% (retail) and 20% (corporate) 

Helgeland 
Sparebank 

1% 1% 0% A market share above 50% (retail and 
corporate in the Helgeland region 

SpareBank1 
Ringerike 
Hadeland 

1% 1% 0% A market share of 50% in several 
municipalities surrounding Oslo 

 

 
 

7.3  Liquidity requirements of Basel III 
Quantity liquidity requirements:  

One of the key components of the Basel III reforms is the LCR (Liquidity Coverage Ratio), to 

strengthening global capital and liquidity regulations to promote a more resilient banking sector. 

473 The LCR is introduced as a binding requirement as of 2015 at the earliest.474 The reform 

ensures that the global banks have a sufficient degree of high quality liquid assets to meet their 30 

days needs in short term scenarios. The banks will therefore have an amount of high-quality liquid 

assets (HQLA) in liquidity stressed scenarios that can easily be converted into cash in the private 

markets. By improving the banking sectors ability to handle shocks in the market from financial 

and economic stress, the risk of spillover effects from the financial sector to the real economy is 

reduced. 475  

 

The goal is to reach a threshold of 100% minimum LCR requirement in normal times, while in the 

times of stress banks can use their pool of liquid assets. The LCR implementation schedule will be 

                                                
473  LAURENT BALTHAZAR, 2006. From Basel 1 to Basel 3. Palgrave McMillan. 
474  Nordic Working Group on Basel III/CRD IV ant National Discretion. 2012. edn. Regjeringen.. 
475 LAURENT BALTHAZAR, 2006. From Basel 1 to Basel 3. Palgrave McMillan.    
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as of 1st of January 2015, where the minimum requirement will begin at 60%, rising in equal 

annual steps of 10 percentage points to reach 100% by the 1st of January 2019. 

 

Furthermore the NSFR is an additional liquidity buffer introduced by the CRR, intended to ensure that 

institutions have a satisfactory degree stable funding to support its assets.476 The Net stable Funding 

Requirement (NSFR) measures the amount of stable funding available to the institution against the 

required amount of stable funding for a 1-year period.477 The Commission intends to develop a NSFR 

legislative proposal and introduce it sometime before 1st of January 2018. 478 

Other 

The CRD IV proposals also introduce a required ratio of leverage, however the Commission will 

be gathering more information before making it a binding requirement. Furthermore some 

corporate governance provisions have been made to reduce excessive risk taking by the banks and 

credit institutions. 479 

Norwegian implementation 

The LCR have however have imposed some challenges for the Norwegian market. There have 

been many easying changes to the LCR requirements since its first introduction, in relation to what is 

considered as liquidity (HQLA).480 Currently the LCR states that 60% of the liquidity shall be claims 

on the government or the central bank.481 This may pose some challenges for Norwegian institutions 

due to the limited availability of liquid assets in NOK. The Norwegian markets for both government 

bonds and covered bonds are relatively small.482 However some Norwegian banks are on a good way 

on meeting the demands of LCR, however the more long-term demands of NSFR impose more 

difficulties. 

 

 

 

 

                                                
476 	  CRD IV- 10 things you should know. 2013. edn. Norton Rose Fulbright.   
477 Required amount of stable funding: defined as the type and amount of equity and liability financing that through a periode of 
one-year will be reliable sources of funds, under extended stress conditions.  
478  Nordic Working Group on Basel III/CRD IV ant National Discretion. 2012. edn. Regjeringen.. 
479 	  CRD IV- 10 things you should know. 2013. edn. Norton Rose Fulbright.   
480  Lettelser i likviditetskravene. 2013. edn. Finance Norway.    
481 With a conservative interpretation of the CRD IV proposals implies that no NOK denominated securities, other than 
government paper, will qualify for the LCR. 
482  Lettelser i likviditetskravene. 2013. edn. Finance Norway. 



 

 106 

8.  The Bank Market 
8.1  Norwegian Bank’s Market Share  

  
Net loans to customers as of December 
31, (group figures) NOK mill 

Market 
share (%) 

        
1 DNB Bank-konsernet  1,291,660  33.3 
2 Nordea Bank Norge  464,403  12.0 
3 Kommunalbanken  210,189  5.4 
4 Fokus Bank  178,832  4.6 
5 Handelsbanken  125,128  3.2 
6 Statens lånekasse for utdanning  119,068  3.1 
7 Husbanken  108,550  2.8 
8 SpareBank 1 SR-Bank  100,588  2.6 
9 Sparebanken Vest  99,304  2.6 

10 Eksportfinans  96,541  2.5 
11 SpareBank 1 SMN  72,643  1.9 
12 Santander Consumer Bank  53,498  1.4 
13 SpareBank 1 Nord-Norge  51,210  1.3 
14 Sparebanken Møre  40,305  1.0 
15 Sparebanken Hedmark  34,451  0.9 

  Others 831,512 21.4 
        
  TOTAL 3,877,882 100 
    

 
Figure 51.  Source:  FNO 483 

8.2  Top Managers in 2013 – Bonds 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 52.  Norsk Ti l l i tsmann484 

                                                
483 Markedsandeler – utlån til og innskudd fra kunder. 2012. FNO 
484 See Appendix:  9.4 Intermediate: Norskt Tillitsmann – Norwegian Trustee 

Name Volume 
(mNOK) 

Share 
(%) 

# of 
issu
es 

DNB 32 982,9 19,41 129 
Swedbank Frist Securities 28 032,5 16,49 148 
Nordea 27 799,8 16,36 148 
Danske Bank Markets 21 414,2 12,60 94 
SEB Merchant Banking 17 287,2 10,17 90 
Pareto 12 391,6 7,29 32 
SpareBank 1 Markets 11 821,6 6,96 57 
Handelsbanken 7 801,0 4,59 21 
Arctic Sec. 6 738,0 3,96 17 
ABG Sundal Collier 1 460,8 0,86 2 
Norne Securities 1 235,0 0,73 22 
Carnegie 502,2 0,30 3 
Fondsfinans 350,0 0,21 1 
Fearnleys 150,0 0,09 1 
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9.  The Bond Market 
9.1  Return on High yield Bonds versus Stocks the Last 5 Years 
 

 
Figure 53.  Source:  Kapital 485  

 
9.2  The Olav Thon Group 
 
The Olav Thon Group is the collective name for all the companies and operations where Olav 

Thon is the majority owner. The Group is mainly involved in hotel operations and property, and is 

divided into Thon Holding AS and Olav Thon Eiendomsselskap ASA.  

 
Thon Holding AS486 

Thon Holding is mainly involved in property and hotel operations, but also has involvement and 

ownership in other types of sectors. The main activity is in Norway with some activity in Belgium, 

The Netherlands and Sweden aswell. The rental income is mostly from the Oslo region, consisting 

of 71% of the total rent income.  

The property portfolio is consisting of the following segments (measured by rent levels): 

-44% Retail  - 17% Office 

-30% Hotel  - 9% Other 

In 2012 the group owned and managed 17 shopping malls, where 7 is wholly or partly owned by 

Thon Holding. 

 

 

 

 

                                                
485 SIGURD E. ROLL, 2012. Bill.Merk: Mer Kreditter, mindre aksjer. Kapital 5/2012 
486 OLAV THON GRUPPEN 
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Date Company  Issue 5Y 10Y Avg 10Y 
3-Sep-07 BBB+ A- 32 55 161.7394958 
3-Oct-07 BBB+ A- 50 70 161.7394958 
6-Feb-08 BBB+ A- 53 87 161.7394958 
7-Feb-08 BBB+ A- 58 92 161.7394958 

20-Feb-08 BBB+ A- 60 95 161.7394958 
12-Mar-08 BBB+ A- 72 106 161.7394958 

2-Apr-08 BBB+ A- 85 110 161.7394958 
9-Apr-08 BBB+ A- 85 112 161.7394958 

16-Apr-08 BBB+ A- 85 114 161.7394958 
4-Jun-08 BBB+ A- 85 115 161.7394958 

11-Jun-08 BBB+ A- 87 115 161.7394958 
18-Jun-08 BBB+ A- 95 117 161.7394958 
6-Aug-08 BBB+ A- 100 120 161.7394958 
1-Oct-08 BBB+ A- 125 135 161.7394958 
8-Oct-08 BBB+ A- 145 150 161.7394958 

15-Oct-08 BBB+ A- 170 175 161.7394958 
5-Nov-08 BBB+ A- 190 190 161.7394958 

12-Nov-08 BBB+ A- 190 200 161.7394958 
19-Nov-08 BBB+ A- 190 190 161.7394958 

3-Dec-08 BBB+ A- 235 245 161.7394958 
7-Jan-09 BBB+ A- 220 225 161.7394958 

14-Jan-09 BBB+ A- 220 235 161.7394958 
21-Jan-09 BBB+ A- 220 245 161.7394958 
4-Feb-09 BBB+ A- 225 255 161.7394958 

11-Feb-09 BBB+ A- 225 265 161.7394958 
25-Feb-09 BBB+ A- 230 275 161.7394958 
18-Mar-09 BBB+ A- 230 275 161.7394958 

1-Apr-09 BBB+ A- 230 275 161.7394958 
22-Apr-09 BBB+ A- 230 275 161.7394958 
29-Apr-09 BBB+ A- 230 275 161.7394958 

13-May-09 BBB+ A- 235 285 161.7394958 
20-May-09 BBB+ A- 235 285 161.7394958 

3-Jun-09 BBB+ A- 200 255 161.7394958 
10-Jun-09 BBB+ A- 195 250 161.7394958 
22-Jul-09 BBB+ A- 185 235 161.7394958 
29-Jul-09 BBB+ A- 170 215 161.7394958 
5-Aug-09 BBB+ A- 150 185 161.7394958 

19-Aug-09 BBB+ A- 130 160 161.7394958 
2-Sep-09 BBB+ A- 125 155 161.7394958 
9-Sep-09 BBB+ A- 120 150 161.7394958 

16-Sep-09 BBB+ A- 120 150 161.7394958 
23-Sep-09 BBB+ A- 125 155 161.7394958 
30-Sep-09 BBB+ A- 125 155 161.7394958 
14-Oct-09 BBB+ A- 125 155 161.7394958 
21-Oct-09 BBB+ A- 120 150 161.7394958 
28-Oct-09 BBB+ A- 110 145 161.7394958 
4-Nov-09 BBB+ A- 100 140 161.7394958 

25-Nov-09 BBB+ A- 95 130 161.7394958 
2-Dec-09 BBB+ A- 90 120 161.7394958 
9-Dec-09 BBB+ A- 90 120 161.7394958 
6-Jan-10 BBB+ A- 90 120 161.7394958 

20-Jan-10 BBB+ A- 95 120 161.7394958 
27-Jan-10 BBB+ A- 95 125 161.7394958 
10-Feb-10 BBB+ A- 100 130 161.7394958 
24-Feb-10 BBB+ A- 105 130 161.7394958 
10-Mar-10 BBB+ A- 105 135 161.7394958 
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24-Mar-10 BBB+ A- 105 140 161.7394958 
7-Apr-10 BBB+ A- 105 140 161.7394958 

21-Apr-10 BBB+ A- 105 140 161.7394958 
5-May-10 BBB+ A- 110 140 161.7394958 

19-May-10 BBB+ A- 115 140 161.7394958 
2-Jun-10 BBB+ A- 120 140 161.7394958 

16-Jun-10 BBB+ A- 120 140 161.7394958 
30-Jun-10 BBB+ A- 120 140 161.7394958 
14-Jul-10 BBB+ A- 120 145 161.7394958 
28-Jul-10 BBB+ A- 120 145 161.7394958 

11-Aug-10 BBB+ A- 120 145 161.7394958 
25-Aug-10 BBB+ A- 125 150 161.7394958 

8-Sep-10 BBB+ A- 125 150 161.7394958 
22-Sep-10 BBB+ A- 125 150 161.7394958 

6-Oct-10 BBB+ A- 120 145 161.7394958 
20-Oct-10 BBB+ A- 120 145 161.7394958 
3-Nov-10 BBB+ A- 120 140 161.7394958 

17-Nov-10 BBB+ A- 120 140 161.7394958 
1-Dec-10 BBB+ A- 125 145 161.7394958 

15-Dec-10 BBB+ A- 125 145 161.7394958 
29-Dec-10 BBB+ A- 125 145 161.7394958 
12-Jan-11 BBB+ A- 125 145 161.7394958 
26-Jan-11 BBB+ A- 120 142 161.7394958 
9-Feb-11 BBB+ A- 115 142 161.7394958 

23-Feb-11 BBB+ A- 112 140 161.7394958 
9-Mar-11 BBB+ A- 112 140 161.7394958 

23-Mar-11 BBB+ A- 112 140 161.7394958 
6-Apr-11 BBB+ A- 112 140 161.7394958 

20-Apr-11 BBB+ A- 112 140 161.7394958 
4-May-11 BBB+ A- 110 140 161.7394958 

18-May-11 BBB+ A- 110 140 161.7394958 
1-Jun-11 BBB+ A- 110 140 161.7394958 

15-Jun-11 BBB+ A- 110 140 161.7394958 
29-Jun-11 BBB+ A- 110 140 161.7394958 
13-Jul-11 BBB+ A- 110 140 161.7394958 
27-Jul-11 BBB+ A- 115 140 161.7394958 

10-Aug-11 BBB+ A- 115 145 161.7394958 
11-Aug-11 BBB+ A- 120 150 161.7394958 
12-Oct-11 BBB+ A- 130 160 161.7394958 
16-Nov-11 BBB+ A- 130 160 161.7394958 
23-Nov-11 BBB+ A- 130 160 161.7394958 
11-Jan-12 BBB+ A- 140 170 161.7394958 
25-Jan-12 BBB+ A- 140 170 161.7394958 
8-Feb-12 BBB+ A- 135 165 161.7394958 

22-Feb-12 BBB+ A- 140 160 161.7394958 
14-Mar-12 BBB+ A- 140 160 161.7394958 
28-Mar-12 BBB+ A- 135 155 161.7394958 
11-Apr-12 BBB+ A- 135 155 161.7394958 
2-May-12 BBB+ A- 135 155 161.7394958 

23-May-12 BBB+ A- 155 180 161.7394958 
13-Jun-12 BBB+ A- 165 190 161.7394958 
27-Jun-12 BBB+ A- 165 190 161.7394958 
11-Jul-12 BBB+ A- 165 190 161.7394958 
25-Jul-12 BBB+ A- 165 190 161.7394958 
8-Aug-12 BBB+ A- 160 180 161.7394958 

22-Aug-12 BBB+ A- 160 180 161.7394958 
12-Sep-12 BBB+ A- 150 170 161.7394958 
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3-Oct-12 BBB+ A- 150 170 161.7394958 
17-Oct-12 BBB+ A- 150 170 161.7394958 
21-Nov-12 BBB+ A- 150 175 161.7394958 
28-Nov-12 BBB+ A- 155 175 161.7394958 

5-Dec-12 BBB+ A- 155 175 161.7394958 
27-Dec-12 BBB+ A- 160 180 161.7394958 

 
Figure 54.  Source:  Olav Thon Gruppen487 

 

9.3  Bond Characteristics  
The common way for repayment of a bond issuer is by making coupon and principal payments as 

it is stated in the bond contract. Though, there are also other factors that can play in when repaying 

bonds. A call provision gives the issuer of the bond the right, but not the obligation, to retire all 

outstanding bonds on or after a specific date stated in the contract as the call date, for the call 

price. The bond can also be repaid through sinking funds, where the issuer of the bond makes 

regular payments into a sinking fund, which is administered by a trustee. Convertible bond is 

another type of bond in which the bond is retired by converting the bonds into equity. Where the 

number of shares given by converting each bond is given by the conversion ratio.488   

9.4  Intermediate: Norsk Tillitsmann- Norwegian Trustee489 
Norsk Tillitsmann490 also known as Norwegian trustee manages third party contractual rights in 

Norway.491 Bringing the Loan Trustee into a bond structure gives more flexibility and better 

protection of bondholder’s rights. Norwegian banks, life assurance companies and securities 

companies mainly own Norsk Tillitsmann ASA. 

 

 

 

The trustee acts as an intermediary between the borrower and the bondholders, in this way the 

borrower only need to deal with the trustee and not many different parties. The tasks of the 

Norwegian trustee can be divided into three categories. 

 

                                                
487 OLAV THON GRUPPEN  
488 BERK, De Marzo., ed, 2011. Corporate Finance, Global Edition. Second edn. Pearson.  
489 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Company informations. 
490 Their core business is to offer trustee services to bond loan investors, and was established in 1993, based on the idea of an 
independent and qualified loan trustee function. 
491 Loan Trustee of more than 95 % of the bond issues made under Norwegian law  

Issuer Loan Trustee 

B
ondholders 
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1. Documentation 2. Monitoring 3. Crisis management  

Preparation of loan 
agreements and security 
documents in collaboration 
with other parties 
Verification (resolutions, 
approvals, legal opinions)  
Meaningful and workable 
terms and conditions 

Payment of principal, interest 
and other forms of yield 
estimations 
Call and put options 
Negative Pledge / Covenants 
/Pledged Assets 
Changes, modifications or 
waivers 

Handling of 
restructuring and 
enforcement 
Declaration of default 
Enforcement 
Restructuring 

 
Figure 55.  Source:  Norwegian Trustee492 

The Norwegian trustee is however not a rating institute assessing the issuer’s financial situation or 

giving financial advice. It also does not get involved in the cash flow between the issuer and the 

bondholder; they can only act upon terms and conditions in the bond loan agreement. There are 

several benefits of having a Norwegian trustee, for both the bondholders as well as the issuer. 493  

Benefits to 

the 

Bondholders  

Monitoring of the terms and conditions of a bond issue to protect the 
interests of the Bondholders 
Legal action can be taken as a class action on behalf of all 
Bondholders  
A fair and equal distribution of costs arising from legal action, 
enforced collection or restructuring 
Protection from proceedings towards the Issuer taken by other 
Bondholders with manipulative interest 
Loan Trustee will be able to hold security/collateral on behalf of all 
Bondholders 

Benefits to 

the Issuer 

Issuer can relate to one single legal entity as creditor -protected against 
individual Bondholders  
Loan Trustee can agree to minor amendments and clarifications of 
the Bond Loan Agreement 
Issuer may discuss in confidence with the Loan Trustee the process of 
amending the Loan Agreement 
Issuer will be protected from proceedings taken by Bondholders with 
special interest 
Issuer can issue Bonds secured by collateral held by the Loan Trustee 
on behalf of all the Bondholders 

 
Figure 56.  Benefi ts  to  the Bondholders  and the Issuer Source:  Norwegian Trustee 494 

 
                                                
492 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Company informations. 
493 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Company informations. 
494 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Company informations. 
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9.5  Norwegian High-Yield Bonds 

 
Figure 57.  Source:  Arntzen de Besche Law f irm 495 

The Norwegian high yield market is increasing, where the number of bonds issued increases 

together with a larger investor base. The market has high activity with an increase in the number 

of active firms, which increases the liquidity and the attention to the market. The bonds with the 

highest risk rating (CCC-rating) has had the best return, of about 11% YTD.496 In investment 

grade bonds there has also been good returns, between 3-8%, which is good considering the lower 

risk. The question is then of how long this return can go on. As more and more investors join, the 

risk and therefore the return will fall. However with the uncertainty still fluctuating in the 

European area, this will contribute to an ongoing increase in the risk premiums. 497   

9.6  OSE- Oslo Stock Exchange  
Nordic ABM 
The Nordic ABM was established in June 2005, and is a self-regulated marketplace, operated by 

the Oslo Stock Exchange.498 The rules can therefore be more tailored to the market participants 

needs, regardless of the EU-directives. Nordic ABM is designed for companies that do not follow 

the reporting in accordance with the IFRS and the firms that do not wish to meet the requirements 

in a regulated market. The process only takes about a week for companies not already listed on 

any of the marketplaces of the Oslo Børs. However the ongoing market and close to identical 

                                                
495 HEGE DAHL, ATLE STENSRUD, PER DAGSLET, 2013. Foretaksobligasjoner i Norge.   
496 SIGURD E. ROLL, 2012. Bill.Merk: Mer Kreditter, mindre aksjer. Kapital 5/2012 
497 SIGURD E. ROLL, 2012. Bill.Merk: Mer Kreditter, mindre aksjer. Kapital 5/2012 
498 OSLO BØRS, 2013. Obligasjonsmarkedet. 
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policy on current liabilities and trade policy as on the Oslo Stock Exchange, ensures quality in the 

marketplace.  

The Oslo Stock Exchange 

The Oslo Stock Exchange is the traditional marketplace, since 1881, for listing and trading of 

stocks and bonds.499 Listing on the Oslo Børs however is stricter compared to the Nordic ABM, 

and requires the prospectus to be in accordance with the EU’s prospectus directives. Furthermore 

the accounting must be prepared in accordance with the IFSR rules and the listing needs the 

approval of the FSA.  

10.  The Borrowers in the Credit Markets 
10.1  Credit Rating 
 

Rating Credit Rating 
Moody´s S&P & 

Fitch 
Investment 
grade 

Strongest 
ê 

Aaa 
Aa 
A 
Baa 

AAA 
AA 
A 
BBB 

Not 
investment 
grade, High 
yield/ junk 
bonds 

 
 
 
 
é 

Weakest 

Ba 
B 
Caa 
Ca 
C 
C 

BB 
B 
CCC 
CC 
C 
D 

 
Figure 58.  Source:  Foretaksobligasjoner 500 

 
 
 
 
 

 

 

 

 
10.2  List of Outstanding Property Bonds501 

                                                
499 OSLO BØRS, 2013. Obligasjonsmarkedet. 
500 HEGE DAHL, ATLE STENSRUD, PER DAGSLET, 2013. Foretaksobligasjoner i Norge.   
501 NORWEGIAN TRUSTEE - NORSK TILLITSMANN, 2013-last update, Data. 
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10.3  Nykredit: Lendings in Norway 
Primary properties subject to financing: 

• Offices 

• Retail 

• Residential 
 

General business terms: 

• Loan term up to 10 years 

• Repayment profile is individually negotiated 

• Loans are offered in NOK, SEK, DKK and EUR 

• Loan and mortgage documentation is subject to Norwegian legislation 

• The property is valued by an authorised Norwegian valuation company approved by 

Nykredit. The valuation is made in cooperation with Nykredit, and costs related thereto will be 

payable by the borrower 

• Legal fees will be payable by the borrower 

• Minimum loan amount of the equivalent value of DKK 50m 

11. Interview with Bjørn Henningsen 

 
27th of June 2013  
 
Hvilke erfaringer har du med det norske obligasjonsmarkedet i forhold til bankmarkedet? 
 
Nå har obligasjonsmarkedet blitt veldig i vinden. Vi gikk jo ut i obligasjonsmarkedet i 2006, 
gjennom SEF. Bakgrunnen for at vi gikk dit, var fordi det var enkle låneavtaler og gode marginer. 
Vi fikk et par og 40 punkter (41-42) på lånet, som ikke var veldig mye lavere enn bank. Vi lånte 
på den tiden fra bank til ca. 45-50 punkter. Så selve lånemarginen i obligasjonsmarkedet var ikke 
spesielt mye lavere, men vi fikk da en fast margin gjennom hele perioden. I bank så fikk 
tilsvarende kanskje bare fast margin i 1-3 års periode. Jeg har jobbet en del år i ledende stilling i 
bank, og i forhold til banken så skjønte jeg at banken ikke klarer å leve med et lån til et par og 40 
punkter over lengre tid. Derfor låste vi alle marginene vi kunne så langt som mulig, fordi vi hadde 
ikke tro på at de lave marginene kom til å vare. Da var det gunstig å ta et obligasjonslån, hvor man  
låste renten.  
 
Vi gjorde da et børsnotert obligasjonslån. Dette var nesten et krav i 2006, mens i dag er det jo en 
del private obligasjonslån som er unotert, men den gang var det notert. Det var utrolig enkel 
handling, overraskende enkelt. Danske bank tok lånepakken/sikkerhetspakken på vegne av 
Tillitsmann. Vi hadde et hassel som man nok ikke lenger opplever som hassel i dag, og det kom 
som følge av at dette var i den tidlige fase av de nye IFRS reglene i regnskapet. Man visste ikke 
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helt hvordan man førte regnskap i forhold til IFRS. Og siden vi ble et børsnotert produkt måtte vi 
jo føre etter IFRS, og det skapte en del utfordringer. Hverken vi eller revisorene visste hvordan 
man skulle føre regnskap etter IFRS. Dette er jo ikke en problemstilling i dag.  
 
Hvordan opplever dere å ta opp obligasjonslån i det norske markedet? 
Obligasjonslån er veldig enkelt. Det er enkelt å ta opp og vi får enkle låneavtaler. Vi hadde 
egentlig bare to covenants: LTV som skulle være innenfor 80% og verdijustert EK skulle være 
over 20%. Bortsett fra dette var det ikke noe særlig covenants, utenom at man skulle føre regnskap 
og betale rentene. Det var heller ikke noen avdrag i perioden. Og vi belånte med 70% av 
eiendomsverdi, som vi fikk den gang i obligasjonsmarkedet men som vi nok ikke hadde fått i dag. 
Vi fikk også lagt inn i låneavtalen at vi kunne selge eiendom og bytte ut med ny eiendom, og 
legge den nye eiendommen som sikkerhet i lånet. Slik at vi kunne gjøre noe med sikkerhets 
banken hele tiden.  
 
Hvilke positive og negative sider vil du si at det er ved obligasjonslån? 
Hvis man skal se fra brukerhensyn så er det både positive og negative elementer ved 
obligasjonslån.  
 
De positive er: som regel gode vilkår, ikke veldig mye bedre men litte gran bedre. Du får vilkårene 
fast hele perioden, som er fantastisk når marginene er lave. Man kan jo stille spørsmålstegn ved 
om det er det riktige i dag nå som marginene er så høye. I forhold til om man tror at marginen skal 
opp eller ned. Hvis man tror den skal opp burde man jo låse marginen. Man får litt bedre likviditet, 
Førtidig innfridd obligasjonslån er som regel forbundet med masse kostnader. Dette kommer av at 
de som har kjøpt obligasjonene har kjøpt en kontantstrøm som de ønsker å motta. Så hvis de har 
kjøpt en 5 års kontantstrøm og du kommer etter 2,5 år og vil innfri det så ligger det som regel 
ganske kraftige penalties. Dette gjør at man skal være ganske bevist når man tar opp 
obligasjonslån. Det er en sånn sitt til forfall lånestruktur.  
 
Noen andre positive ting er: at man ikke har avdrag, fordi det vil obligasjonsholderne som oftest 
ikke motta. Som er positivt for oss som jo lever av å skape kontantstrømmer. Og i forhold til 
covenants så ved at du hører ikke noe fra obligasjonsholderne. Du slipper å ta de halvårige og 
årlige møtene som du må med banken. De bryr seg ikke om det så lenge du betaler renter, så det er 
veldig deilig. Også rapporterer man kvartalsvis eller halvårig med regnskap og nøkkeltall, som 
man sender inn til tillitsmann, men man hører aldri noe fra dem. Veldig greit.  
 
 
I hvilken grad påvirker forskjellen i kundeforholdet med obligasjonsholderne og banken deres 
valg av lånefinansiering? I hvilke tider merker man dette? 
En mindre positiv ting ved obligasjonsholderne er at du vet jo ikke hvem som mottar pengene. Du 
kan ikke vite hvem som eier obligasjonen og det kan være litt frustrerende. I 2008 når Lehman 
Brothers gikk konkurs, det vi først så var at denne subprimen begynte å komme. Da satte vi oss 
uken etterpå for å reforhandle vilkår med bankene våre, fordi vi skjønte at det kom til å bli tøft i 
lånemarkedet. Da tilbød vi de å øke marginene 25 punkter mot at vi fikk øke LTV og senket 
verdijustert EK kravene og fjerne rentedeknings kravene. Det var veldig forskjellig tilbakemelding 
fra de forskjellige bankene, og det var stor forskjell i hvor lang tid det tok før vi fikk svar. Men vi 
fikk positivt svar fra i hvert fall en av bankene med en gang. Et obligasjonslån derimot skaper en 
infleksibilitet hvis det drar seg til i markedet. Da er de mye vanskeligere å forhandle med og de er 
nok mye tøffere enn banken. Obligasjonsholderne har ikke et kundeforhold til deg, mens bankene 
har et kundeforhold til deg selv om de også har blitt litt tøffere de siste årene. Men de har et 
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kundeforhold til deg, og for å overleve i markedet kan de ikke oppføre seg på en hvilken som helst 
måte. Mens en obligasjonseier kan rett og slett bare si ”Nei”!  Uansett hva du sier så kan 
obligasjonseieren si ”Nei”. Og det er obligasjonseierens fulle rett til å gjøre det. Det er forsovet 
bankens fulle rett også, men  de tørr ikke å gjøre det fordi de har et kundeforhold til deg. Nå er 
disse synspunktene fra et kundeperspektiv som kunden virkelig må ta innover seg, fordi dette kan 
skape noen utfordringer.  
 
Hvis du skal ha et obligasjonslån så vær beredt på å ha det ut hele perioden du har tenkt til å ha 
det. Husk å forhandle inn mest fleksibilitet fra første dag, fordi du får det ikke senere. Ikke belån 
eiendomsmassen for høyt, fordi du får ingen fleksibilitet hvis du trekker deg. Hvis du er som oss, 
litt trading-aktig i markedet så skal du tenke deg om fordi som utgangspunkt må du sitte til forfall. 
Hvis vi ville tatt opp et obligasjonslån i dag vet vi at det vil være superenkle låneavtaler å forholde 
seg til, men det skal i så fall være en sitt og hold eiendom/portefølje vi skal belåne.  
 
Hvorfor er det bedre med bank? 
Du får ikke spesielt mye bedre vilkår i obligasjonsmarkedet. Olav Thon er på en måte 
benchmarket i obligasjonsmarkedet, det er ingen som låner billigere enn Olav Thon. Og det er nok 
mest riktig også, han er nok den mest solide private aktøren. Hvor kredittrapportene stemmer nok 
ganske bra med prising for de forskjellige periodene, de skal reflektere hvor mye de forskjellige 
selskapene fikk låne penger til hvis de gikk ut og lånte i obligasjonsmarkedet i dag. Tror det 
stemmer ganske så riktig. Fikk tilbudt i fjor å låne i obligasjonsmarkedet i fjor til noen punkter 
over Olav Thon, som er kjempe bra. Men takket nei grunnet denne infleksibiliteten som man får 
fra obligasjonsmarkedet. Spesielt siden SEF er i en avviklingsfase, hvor de selger eiendom, og er 
da nødt til å ha denne fleksibiliteten. Veldig greit med banker å vite hvem man skal prate med, i 
norsk tillitsmann vet man ikke hvem man skal prate med, man får ikke møte investoren. Og det å 
bli enig ved bordet, som i banker, hvor begge parter gir og tar litt for så å komme til en løsning. 
Jeg er veldig glad i den fleksibiliteten, siden det skjer såpass mye i disse porteføljene våre, som 
gjør at vi er nødt til å forandre ting litt innimellom.  
 
Hvordan tror du marginene kommer til å utvikle seg? 
Jeg tror nok at marginene nok skal falle litt over tid, skeptisk til at man skal få et ti års lån skal gå 
opp på en altfor høy margin. Samtidig så lever man jo godt på 200 punkter.  
 
Hvor stor forskjell er det i marginene fra bankmarkedet i forhold til obligasjonsmarkedet? 
Det forandrer seg litt over tid. Hvis vi går tilbake til 2006-7 hvor det var ekstrem konkurranse i 
lånemarkedet, så lå obligasjonsmarkedet på 40 punkter mens bankmarkedet lå på 45-50 punkter. 
Og det er jo ikke så stor forskjell. Hele marginbildet vekslet seg derimot ut etterhvert, og så har 
vel obligasjonsmarkedet lagget etter bankmarkedet. Bankene lot det raskere gå utover marginene 
enn obligasjonseierne gjorde, men de nye obligasjonslånene ble jo satt etter ny rente. De som satt 
med masse obligasjoner som lånefinansieringskilde når markedet trakk seg utover, satt nok godt i 
det fordi der har ikke marginene blitt forandret. Mens bankene har jo forhandlet seg oppover hele 
tiden.  Så det er klart at den kloke, klarte å skuffe inn obligasjonslån i 2007 til faste marginer og 
har nytt godt av det frem til nå, for de fleste av de lånene løper nok ut nå. Denne låntakeren går da 
kanskje fra noen å 40 punkter til 200. Bankene derimot endret og skjøv det utover så fort de var 
ute av en marginperiode. Så sånn sett var nok den reelle kosten i forhold til bank og obligasjon 
ganske stor en periode. Noen hadde betydeligere billigere belåning i obligasjonsmarkedet på grunn 
av tidligere inngåtte avtaler, men så ble jo disse også justert opp etter hvert i nye engasjementer. 
Men de lagget opp etter bankene. Hvis vi snakker nye lån så bare dro bankene avgårde mens 
obligasjonsmarkedet hang litt etter. Så har bankmarkedet stoppet opp litt, og obligasjonsmarkedet 
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har fortsatt å komme. Så det som en periode var en 1% poengs forskjell tipper jeg nok at er ned i 
30-50 punkter, dette gjelder nye engasjementer. På eksisterende engasjementer har bankene hold 
igjen litt i forhold på punktene når det gjelder nye engasjementer.  Vi hadde nok derfor fått sånn 
ca. den samme marginen i banken som i obligasjonsmarkedet i dag på eksisterende engasjementer. 
Så det vil ikke nødvendigvis lønne seg på eksisterende. Så på nye engasjementer så er det litt å 
hente i obligasjonsmarkedet på kanskje 30-50 punkter, men på eksisterende er det ikke så mye å 
hente. Men dette kan nok variere litt fra kunde til kunde.  
 
Hva er fremtidsutsiktene for lånefinansiering i det norske markedet? 
Ny krise kan oppstå på bakgrunn av at bankene nå vekter sin egen risiko. Dette kommer av IBRD 
reglene hvor bankene vekter sine egne lån.  Har noen dataverktøy som vekter lånene ut fra risiko, 
går på kundeforhold, tap i sektor etc. 
 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

 
 
 
 
 

Danske kredittilsynet gikk nå på Danskebank og sa at så gode er dere ikke, og krevde at de nå 
måtte øke prosenten med 29% til 42%. Gjør at Danske Bank må øke, som fører til at danske bank 
har kjempe problemer. For hver 100 mill. må de øke EK på 13%. Må slakke balanse eller emittere 
for å møte nye krav.  
 
Dette betyr at obligasjonsmarkedet må ta over mye av dette. Bankene må enten hente masse EK i 
markedet for å opprettholde balansen som gjør at marginene må gå opp, fordi de skal betjene mye 
større EK. Ellers så må de ta ned utlånene sine, som da er interessant for obligasjonsmarkedet. 
Obligasjonsmarkedet kan ta over, og bankene trenger ikke å emittere. Fordel for oss å da ta opp i 
obligasjonsmarkedet siden man da slipper å forholde seg til hele margin usikkerheten i bankene. 
Det er det spillet som er i markedet hele tiden, når smeller hva når kommer hva? Og det vi ser er at 
det smeller fortere og fortere hele tiden. Må hele tiden prøve å tenke fem brikker frem, som i et 
sjakkspill. Sveitsiske banker er 5 ganger mer gearet enn Storebrands banker. Da har ikke Basel så 
mye å si, for IBRD setter bankvesenet i fare. Og hvis man da tror at obligasjonsmarkedet kommer 
for fult nå så ja, og det kommer i mye større fart. Selv om vi ser at marginene nå har roet seg litt 
ned, så kommer de til å øke igjen. Det vi vet er at når det strammer seg til og det er snakk om noen 
farer så har det norske finanstilsynet, en tradisjon for å sørge for at vi alltid skal være ”flinkeste 
gutt i klassen” og best. Så hvis dette skjer i Danmark nå og kanskje etterhvert i Sveits, så kommer 
det til Norge og. Og det gjør at marginene i DnB fortsetter den økende trenden og 
obligasjonsmarkedet blir veldig attraktivt. For obligasjonseierne så er jo alt dette uvesentlig og de 
vil nok være fornøyde med de nåværende punktene. Så obligasjonsmarkedet har kommet for å bli 
og kommer til å styrke seg. 
 
Obligasjonsutstedende kredittforetak var en mellommann mellom en haug med mennesker som 
ønsket en fast avkastning. Så hadde man kredittforetaket imellom, store potente organisasjoner 
som var gode til å låne bort penger til næringseiendom. Så han som da investerte si 10 mill. i en 
obligasjon fikk en stor sikkerhetspakke hvor han istedenfor å investere i en eiendom og en kunde, 
fikk heller investert i en haug med eiendommer og en haug med kunder ved å ha kredittforetaket 
som mellommann. Da får du implisitt denne sikkerhetspakken. Disse organisasjonene var bygd 
opp for å finansiere deriblant næringseiendom. Så de var spesialinstitutter for å være mellommann 
mellom obligasjonsmarkedet og lånemarkedet, og dette fungerte godt. Hadde faste påslag og 
leverte gode resultater. Men bankene kjøpte opp dette og la det ned, fordi de ønsket å vokse i 
balanse og ha dette på egen bok. Og når de nå møter de tidligere nevnte utfordringene som følge 
av konsekvensene av IBRD så går dette gærent. 
Kommer obligasjonsmarkedet til å øke? Ja. Kommer marginene i bankene til å øke litt fremover? 
Ja. De tjener altfor mye penger nå og sitter egentlig med for høye marginer på nåværende 
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tidspunkt, men de kommer til å fortsette pga. markedsmakt. Og de vil ikke emittere, de vil ikke 
hente de ekstra pengene, de vil ut og se at kundene betaler ved å øke marginen. Denne trenden har 
nok kommet for bli en stund. Jeg tror ikke vi får gjort så mye med dette utenom småjusteringer før 
eurokrisen faller på plass og at den kommende Kina krisen faller på plass. Da må bankene ha blitt 
kapitalisert opp en gang for alle, da de har vært for lavt kapitalisert tidligere. Inntil det skjer 
kommer vi til å ha press på marginene. Inntil det skjer så kommer obligasjonsmarkedet til å være 
veldig attraktivt.  
 
Hvordan burde man som eiendomsutvikler bruke Obligasjons vs. Banklån? 
Jeg hadde brukt obligasjonsmarkedet big time hvis jeg hadde hatt porteføljer som var stabile. For 
langsiktige familieselskaper eller eiendomsselskaper, så ville jeg gått big time i 
obligasjonsmarkedet. Ikke like mye for oss som er mer trading-orienterte og mer inn og ut av 
markedet. Man kan si at i obligasjonsmarkedet får man bare 55% belåning stort sett, men da for ti 
års lån. Det kan hende at man kan få 65% i bank, til kanskje et syv års lån. Men i et banklån så må 
man også nedbetale. Og for de fleste av oss når man kommer i en viss grad ned i lån så ønsker 
man ikke å innbetale avdrag lenger, for det du gjør da er jo egentlig å plassere penger i banken til 
lånerenten din, 4-5% rente. Og de som er i investormarkedet er ikke i markedet for å tjene 4-5% i 
året. Med andre ord så er det en dårlig investering. Da er det bedre å ta ut de pengene og 
reinvestere de i noe annet, i hvert fall i teorien. Avkastning på 4-5% er ikke ”god nok” avkastning. 
 
Obligasjonsmarkedet var egentlig stort pga. kredittforetakene, men da de ble tatt bort og var 
obligasjoner nesten helt fraværende i eiendomsmarkedet. Var kun Olav Thon og et par andre som 
tok opp obligasjonslån. Men jeg mener det kommer for fult nå. Jeg tror marginene over tid 
kommer til å være bedre i obligasjonsmarkedet enn i bankmarkedet, pga. Forutsigbar fremtid (1-
4år).  
 
Jeg hadde tatt å lastet opp med obligasjoner hvis jeg satt på en eiendomsportefølje som jeg skulle 
sitte på de neste 20 årene. Så kan man bruke bank som annen prioritet, hvis man skal gjøre et 
prosjekt over en kortere periode.  
 
 
Er det noen ytterligere covenants forskjeller? 
En av det viktigste i forskjellene mellom covenantsene i de forskjellige type lånene vi tok opp i en 
periode fra 2006-07, var ICR kravene i Danske Bank. ICR kravene er et rentedekningskrav fra 
bankene. LTV kan man gjøre noe med, ved å selge noe eiendom eller hente inn EK eller gjøre 
noen andre grep. Det samme kan man gjøre med verdijustert egenkapital. Man kan dermed rette et 
covenants brudd ved VEK og LTV. Men ICR kan man ikke rette opp i på samme måte, ICR ser 
fire kvartaler bakover og man kan ikke rette opp i et kvartal som var for 9 måneder siden. Den ser 
bakover og kan være en trap for mange selskaper, hvor bankene sitter med upperhand. Man kan 
kanskje klare å forhandle bort ICR kravene, men kun hvis du har makt nok og ikke er i nærheten 
av covenants brudd. Disse ICR kravene får man ikke ved obligasjoner, så dette er også en fordel 
med obligasjoner. 
 
Kort fortalt fra et brukersynspunkt: 
Kjempe positiv til obligasjonslån. Tror det kommer til å øke mye i markedet de neste årene som 
følge av situasjonen til bankene og siden ved nye engasjementer er obligasjonsmarkedet 
rimeligere enn tilbud fra banken. Jeg tror det kommer til å være sånn en stund fremover og tror det 
vil være ytterligere økninger i kapital krav til bankene, og at de da vil øke marginen ytterligere. Så 
er det de som kjøper obligasjoner, de har også behov for disse lange og faste betalingsstrømmene. 
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Hvor det da er livselskapene og pensjonskassene som er de store tagerne.  De har også et 
tilsvarende problem da de har en garantirenter på 3- 3,5% som de sliter med å levere. For dem å 
investere i et fastrente obligasjonslån på 4-5% gir dem den avkastningen de trenger, og det å ta 
55% pant inn i en fornuftig eiendomsportefølje er av lav risiko. For empiriske tall har man knapt 
nok tapt på et engasjement som ligger innenfor 55% i det norske markedet. Så de kommer til å ha 
økt etterspørsel etter det. På et eller annet tidspunkt kommer det nok i gang en eller annen form for 
kredittinstitusjon, fordi det som er synd nå er at det er de stores lek.  
 
Vil størrelsen på virksomheten ha noe å si for lånefinansieringen? 
De mindre aktørene kommer ikke inn i obligasjonsmarkedet. Å få et obligasjonslån i dag til under 
200-250 mill er vanskelig. Da skal det være et særdeles bra prosjekt, med for eksempel 20 års 
leieavtale med staten eller lignende. For det blir for smått med lavere verdier. Det er egentlig 
spillet for de store aktørene, og det er nok utrolig mange aktører i markedet som ikke fyller disse 
kravene. Disse aktørene var kunder i kredittforetakene men det eksisterer jo ikke lenger. 
For investor også- hvis man ønsker å investere i obligasjonsmarkedet (for eksempel 5-10mill), 
burde man heller hatt produktet lignende det kredittforetakene hadde før. For hvordan skal disse 
små aktørene være istand til å gjøre disse store vurderingene  Selv om noen er det er det ikke alle 
som er gode nok til å vurdere risiko på debitor eller risiko på panteobjektet. De burde heller hatt 
kredittforetakets produkt hvor de slapp å gjøre egen vurdering.  
Så det er snakk om entry barriers i obligasjonsmarkedet. Det er vanskelig for mange å entre dette 
markedet. De som ønsker å låne av norske eiendomsaktører, de aller fleste er nok ikke store nok. 
Kun noen få som er store nok, Union, OTG og noen familieselskap. Hvis man ser borti fra disse 
og et par livselskap så er det ikke så forferdelig mange store. Jeg tipper at det markedet er 100-150 
aktører? Vet i hvert fall at det er veldig mange som er under det. Er nok kun 5-10% av aktørene 
målt i antallet selskaper som kommer inn i obligasjons markedet (men volumet er større).  
I prinsippet skal du ha gode eiendommer på mer enn 500 mill. for å få til gode og langsiktige 
obligasjonslån, og det kutter ut veldig mange.  
 
Men når man ser på det så er både covenantsene og betingelsene (marginene) ikke så forskjellige 
fra bank og obligasjoner. For det stopper nok på 230 punkter, for hvis du er over det så er det en 
helt annen greie. Men slike junk bonds, og usikrede obligasjoner er det mer av i andre næringer 
som shipping. Men så vidt jeg vet er det få hvis ikke ingen av disse i det norske 
eiendomsmarkedet.  
 
Hvordan burde norske aktører lånefinansiere seg? 
Alle aktører som i utgangspunktet har evighetsperspektiv i eiendomsmarkedet, burde bruke 
obligasjonsmarkedet mer enn det som blir brukt i dag. Når man først har kommet seg gjennom 
prosessen i obligasjonsmarkedet den første gangen så er man kjent i markedet og får det ganske 
lett til igjen. 
Det vi vil se er at banken din blir mer glad i deg hvis du bruker bankens markets avdeling. Fordi 
de tjener penger på å legge ut disse obligasjonslånene uten å bruke egen balanse, og tjener da 
penger uten å bruke balanse. Man kan da få gode villkår på et topplån eller garantier etc. Og da er 
du en attraktiv kunde fordi du bruker flere av tjenestene deres, ikke kun balansen deres.  
 
Det tar litt lenger tid med banken, må opp i møter og da gjerne med styret hvis du er en stor kunde. 
Hvis du er en stor kunde så må du også gjennom mange ledd hver gang du gjør et eller annet. Så 
man får ikke den raske behandlingen som man ønsker, må planlegge for bankens 
beslutningsprosesser. Hvis jeg hadde sittet med en portefølje så hadde jeg kjørt i 
obligasjonsmarkedet.  
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Noen andre tips og kommentarer? 
Aldri gi fra deg mer pant enn du må, med tanke på fleksibilitet. Man trenger fleksibilitet i 
forbindelse med å kjøpe et nytt bygg, må toppfinansiere litt. Ikke gi fra seg for mye sikkerhet. Og 
obligasjonsmarkedet gir ikke fleksibilitet, så det er bunnfinansieringen. I tillegg så har man 
belåning fra banken som man kan jobbe litt mer med. Hvis man bare skal ha obligasjonsmarkedet 
så blir det veldig lite fleksibelt og man kan nok fort bli litt fastlåst.  
 
Danskekreditt foretak begynner å nærme seg Norge, Nykredit og Realkreditt. Det er mange som 
ønsker at kredittforetaket skal gå i gang igjen i Norge, men krever mye tid og kapital og det er 
veldig usikkert om det kommer i gang igjen.   

 

12.  Theory of Bank versus Bond Finance 
12.1  Bank Loan versus Bond Finance 
In this section theories and models are presented considering the creditors choice in debt capital 

structure. The theories are often conflicting as to the result and conclusion of the optimal capital 

choice, however they illustrate the different factors that are important to bear in mind when 

choosing the type and combination of debt finance.   

12.2  Cost and Value of Monitoring 

12.2.1  The View of Tanaka502 
Misa Tanka explains and illustrates through her paper some critical differences between bank and 

bond financing. In this section her view on monitoring is presented. 

When a firm wants to lend money from a bank or issue bonds, the bank and the bondholders need 

some information about the firm to measure their creditworthiness. The importance of information 

is critical in real property, as it is almost impossible to issue bonds without some kind of credit 

rating. Since firms are very different considering their risk characteristics the way to measure this 

is through costly monitoring. The banks can monitor their borrowers directly, but it is too costly 

for each and every small and larger bondholder to do this on their own. A firm considering issuing 

bonds must therefore hire a credit rating agency to monitor the firm and then publish the results. In 

this way Tanka illustrates that the difference between bank lending and bond finance is between 

private monitoring and public monitoring. The firm can choose to use bank lending, where the 

bank is a private monitor and keeps the information to themselves, or use rating agencies as public 

monitors where the information can also be used by future potential creditors or others in the 

market. In this way Tanaka shows that public monitoring makes bonds transferable, where the 

information asymmetry between the existing creditors and potential future creditors is eliminated. 
                                                
502 TANAKA, M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.  
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However there is a difference in the efficiency of this information. Bonds are typically held by a 

large number of dispersed creditors, while the bank loan is typically between one or two 

institutions. This makes a coordinating a rollover in the interim across all the holders more 

difficult with bond finance, even though the banks and bondholders have the exact same 

information. Therefore for short run borrowing it is more attractive with bank loan because of the 

easiness of rollover.  

12.2.2  The View of Bolton and Freixas503 
Bolton and Freixas present a model504 illustrating that the choice between bank lending and 

issuing bonds depends on the risk of the firm. They claim that lending from banks is used since 

the bank can help the firm through financial distress, but that this flexibility is costly. On the other 

hand they can avoid this intermediation cost, by issuing bonds but then the firm will face an 

inefficient liquidation cost. The riskier firms will prefer bank loans, while the safer firms will 

chose bond finance. This is reflected in the European capital market where only the safest and 

most mature firms issue bonds. The model gives the firm a choice between either issuing 

securities, through bonds or equity, or by gaining a bank load.  

 

 

 

 

 

 

 

 

 

 

 
Figure 59.  Source:  Bolton and Freixas 505 

 

 

                                                
503 BOLTON, P. and FREIXAS, X., 2000. Equity, Bonds, and Bank Debt: Capital Structure and Financial Market Equilibrium 
Under Assymetric Information. The Journal of Political Economy, 108(2), pp. 324-351.  
504  BOLTON, P. and FREIXAS, X., 2000. Equity, Bonds, and Bank Debt: Capital Structure and Financial Market Equilibrium 
Under Assymetric Information. The Journal of Political Economy, 108(2), pp. 324-351. 
505 BOLTON, P. and FREIXAS, X., 2000. Equity, Bonds, and Bank Debt: Capital Structure and Financial Market Equilibrium 
Under Assymetric Information. The Journal of Political Economy, 108(2), pp. 324-351.  
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In the above illustration the firms return structure of the projects is illustrated, with the profit 

return, π, of H (high) or L (low) in time 1 and 2. With a bond issue the firm will repay R1 at date 

t=1 and repay R2 at date t=2. However if the firm is not able to meet its repayments at time 1, the 

firm will be declared bankrupt and will be liquidated. If the repayments are not met in time 2, the 

bondholders take the undistributed cash flow of the firm. If the firm defaults in the first period 

with a bank loan instead, the bank is able to observe the firm, through monitoring, and thereby 

decide whether to liquidate or not. Then the bank will see whether the firm is good enough and 

then let them continue. The model illustrates and shows that a bank loan is more flexible than 

issuing bonds.  

 

Furthermore, two propositions are presented emphasizing the optimal contract considering both 

unmonitored506 and monitored finances507. By comparing the two propositions it is clear that the 

dilution cost is reduced by monitored finance, but monitoring implies the intermediation cost of ρ. 

The importance of dilution costs versus intermediation costs will determine the choice between 

monitored and unmonitored finance.  

 

Conclusively the article indicates that the intermediate costs make the bank lending more costly 

but also more flexible with the monitoring. As a result firms in need of high flexibility will choose 

bank lending over bond financing.  

 

12.2.3  The View of Altman, Gande and Saunders508  
Several articles promote the idea that banks have a monitoring advantage that bond holders do not 

have. In the above articles we have been presented to the idea of the efficiency of monitoring. 

There are some more articles that need to be mentioned considering the difference for banks 

versus bondholders to monitor firms. Diamond (1984) promotes the idea that banks have scale 

economics and comparative costs advantages in information production, which mean that they 

have a debt-related monitoring that is superior to others. Furthermore Fama (1985)509 support this 

idea and pursue the thought that the banks are “insiders” and thereby have inside information, 

versus public debt holders who must make expectations based on public information. Also 

                                                
506 𝑅!! =

!!!!!!!(!!!!)!!!(!!!)!!
!

 
507 𝑅!! =

!!!!!!!!!(!!!!)!!!(!!!)!
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508 ALTMAN, E.I., GANDE, A. and SAUNDERS, A., 2006. Bank Debt versus Bond Debt: Evidence from Secondary Market 
Prices. Journal of Money, Credit and Banking, 42(4), pp. 755-767.  
509 FAMA, E.F., 1985. What's different about banks? Journal of Monetary Economics, 15(1), pp. 29-39.  
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Kashyap, Stein and Wilcox (1993)510 indicate that the bank can function as an extended internal 

capital market, as the asymmetry between borrower and lender is reduced, allowing firms to 

finance investments even when adverse selection problems make it difficult to raise funds from 

the public markets. A banking relationship can also reduce the problems associated with financial 

distress, the free rider problem related to continued finance of a distressed firm is less severe than 

when creditors are numerous and dispersed511.  

12.3  Long-Term Versus Short Term: When Cash Flow Uncertainty 

12.3.1  The View of Tanaka512 
The degree of transferability, just mentioned in the monitoring section, is also relevant in the 

firm’s choice between bank loan and bond financing depending on the chosen length of the 

financing: 

 

“When cash flow is uncertain, borrowers prefer long-term financing because short-term credit 

entails a risk of interim debt restructuring and crisis” 513 

 

Tanaka then suggest, under the assumption that it is costly for a bank to commit to holding a claim 

for multiple periods, that the mentioned transferability of the bonds makes this a cheaper choice 

for long-term financing. Banks can often face regulatory requirements for example on making 

specific provisions against individual loans. This builds on the idea that long-term bonds can be 

traded in the secondary market at t=1, and eliminates the adverse selection problem since there is 

public monitoring ant the information is published. This implies that bondholders that have this 

form for provisioning rule (such as banks), can sell their claim in the interim to another 

bondholder who does not have this kind of constraint.  

 

“When the cost of information dissemination is low and crisis costs are large, borrowers issue 

long-term bonds for financing projects with uncertain timing of cash flows, and use bank loans 

only for financing short-term projects”514 

 

                                                
510 Monetary policies and credit conditions 
511 HOSHI et al. and STUART GILSON et al. 1990. Present evidence consistent with this view.  
512 TANAKA, M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.  
513 TANAKA, M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.  
514 TANAKA, M., 2006. Bank Loans Versus Bond Finance: Implications for Sovereign Debtors*. The Economic Journal, 
116(510), pp. C149-C171.  
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12.4  Monetary Policies Influencing the Composition of External Finance 

12.4.1  The View of Kashyap, Stein and Wilcox515 
This paper shows that a tighter monetary policy leads to a shift in the structure of external 

financing, where commercial issuance rises while loan from banks fall. When bank spreads 

increase the paper also shows that there is a switch from bank loans to commercial papers. 

They present the firms optimal financing mix as516:  

𝑎∗ = 𝐹(𝑟ℓ𝓁 − 𝑟!) 

Where F is a decreasing function. The function shows that when monetary policies affect the 

relative cost of commercial paper and loans there will be changes in the firms mix of debt finance.  

The loan supply is given by the following equation517: 

𝐿! = 𝐽(𝑟ℓ𝓁 − 𝑟!)𝑀 

Where J is an increasing function. M represents the quantity of money, which is controlled by the 

stance of monetary policy. This develops into the loan supply to loan demand: 

𝑎 ∗ 𝐼 = 𝐽(𝑟ℓ𝓁 − 𝑟!)𝑀 
The article then tests the theory made by Bernanke and Blinder (1992) and their following 

indicators of monetary policies: the federal funds rate, as well as the spread between federal funds 

and treasury bonds. Through their research they do observe that an increase in the prime –

commercial paper spread following to a monetary contraction. They also test other theories 

presented in this section, and confirm them as well. They present the argument of many analysts 

that the paper market became popular when their bankers rejected the high-quality borrowers that 

were seeking loans. For example during the 1966 credit crunch many potential borrowers who 

formerly was considered reliable by the bank were rejected and were then forced to the 

commercial paper market. In the results of the article, this stands out as a dramatic shift away from 

bank financing towards commercial paper financing. Furthermore the documentation of Romer 

and Romer (1990) is presented, reflecting that bank loans grow approximately at trend rates just 

after a monetary transaction, but then loan growth begins to slow. This should be expected as 

banks are committed to some of their arrangements and loans, preventing them from making a 

quick shift. Finally the commercial paper is proven to correlate with bonds, indicating that the 

movement in CP volume is due to the supply of loan rather than shifts in demand for other 

resources.   

                                                
515  KASHYAP, A.K., STEIN, J.C. and WILCOX, D.W., 1992. Monetary Policy and Credit Conditions, Evidence From the 
Composition of External Finance. Cambridge, Mass: National Bureau of Economic Research. 
516 a = the fraction of bank finance, 𝑟ℓ𝓁 = interest rate of bank loans, 𝑟! = rate of commercial paper 
517 The quantity of money, M is assumed to be a sufficient statistics for the stance of monetary policy.  


