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Nordic Specialised Lenders: a model for public 
sector financing agencies in France and the UK  

Summary  

In October 2013, 11 local governments in France created the Agence France Locale (AFL), an 
agency to borrow funds and on-lend to its shareholder regional and local governments (RLGs). 
One month later, the Local Government Association in the UK voted to establish a municipal 
bond agency1 to undertake the same financing activities for its members. Both of these entities 
are modelled off the Specialised Lenders (SLs) for RLGs in the Nordic countries2.  

This Special Comment provides an overview of those key characteristics that underlie our view 
of the creditworthiness of Nordic SLs. In particular, we highlight the following:  

» Public policy mandates, which restrict loans to low-risk entities. The simple business 
models of Nordic SLs result in portfolios of low-risk loans to a closely monitored and 
highly regulated sector.    

» Robust liquidity positions, which provide buffers against the risk of disruptions in 
capital market activities or missed loan repayments by members.   

» Healthy risk management, reflecting fiscal conservatism which is linked to their public 
policy mandates and lack of a profit motive.  

                                                                          
1 See Special Comment: UK Local Governments Would Benefit from a Municipal Bond Agency, December 2013 
2 The most significant of the Nordic SLs are KommuneKredit (Denmark) (Aaa stable), Kommunalbanken AS (Norway) (Aaa stable), Kommuninvest i Sverige AB 

(Sweden) (Aaa stable) and Municipality Finance plc (Finland) (Aaa stable). 

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=161430
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_161041
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Features that underpin the credit strength of Nordic specialised lenders 

The business model of Nordic SLs is relatively simple: borrowing in the wholesale market and on-
lending to their members (i.e. public sector entities), and in the process passing along the costs of 
borrowing and administration.  Profits are kept to a minimum by design and expansion reflects only a 
growing number of borrowing entities and the increasing needs of members. They do not take 
deposits. While their assets and liabilities are not perfectly matched, they maintain high levels of 
liquidity to guard against the risk of market disruption (see “Robust liquidity positions” below).   

All four Nordic SLs (KommuneKredit, Kommunalbanken, Kommuninvest i Sverige and Municipality 
Finance) were set up by national or RLGs to allow them to offer low-cost financing to their members 
by attaining economies of scale through large joint issuances. Although other financing options are 
available to RLGs (including bank loans or individual bond issuances), the benchmark size of issuances 
from SLs can generate significant savings for participating RLGs.  

As a result, SLs have gained moderate to very high market shares in RLG lending in their respective 
markets, varying from 46% for Kommuninvest i Sverige to around 90% for KommuneKredit (see 
Appendix). The instances of moderate market shares are seen where some non-participating RLGs are 
not eligible to borrow from the SL as they are not members (e.g., in Sweden), or where some RLGs are 
able to tap the capital markets directly with their own bond issuances (e.g., in Norway: City of Oslo, 
Aaa stable). 

All Nordic SLs display a strong ability to access the wholesale capital markets cost effectively. We 
believe this is driven by their strong creditworthiness, which is in turn based on the following key 
factors:  

(1) Public policy mandates, which restrict loans to low-risk entities  

The credit strength of Nordic SLs is underlined by their role as the preferred lender to the RLG sector, 
having been established either by the sovereign or the RLG sector itself. By maintaining focus on 
serving their local RLG markets, they do not need to generate high returns to finance their expansion. 
As a result, their loan books, while concentrated, are very low risk. No default has ever been recorded 
for a borrower from any of these Nordic SLs and non-performing loans are non-existent. This in turn 
reflects the following characteristics of the Nordic RLG sector: (1) high regulation by their respective 
sovereigns, with features such as balanced budget requirements, debt limits and transparent reporting; 
(2) fiscal flexibility to adjust budgets as required to meet financing obligations; and (3) fiscal 
equalisation programmes that aim to provide weaker RLGs with transfers to meet local needs.   
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EXHIBIT 1 

Specialised Lenders’ Loan Books (in US$ million) 

 
 

(2) Robust liquidity positions 

While an SL has never missed a loan payment from an RLG, SLs maintain high levels of cash and 
liquid reserves to guard against the potential for missed payments or a disruption in capital market 
access. These liquidity levels ensure that the SLs can time market access and remain opportunistic 
borrowers. In addition to these buffers, both Municipality Finance and Kommuninvest i Sverige can 
borrow from their respective central banks as lenders of last resort.  

(3) Risk management  

Risk management of these entities is considered robust, reflecting fiscal conservatism linked to their 
public policy mandates and lack of profit motive. We observe that these entities are not match-funded 
(i.e., the maturity of liabilities does not equal that of assets). However, in order to mitigate re-
financing risks, they aim to maintain liquid and highly rated securities in amounts sufficient to 
continue normal operations, including new lending, for a certain period without new funding.  

The Nordic model could take hold in France and the UK 

France 
The Agence France Locale (AFL) was established by 11 founding local governments in France to 
borrow on their behalf, and we expect more local governments to join the group. RLGs wishing to 
borrow through the AFL need to apply for membership and meet certain solvency criteria, as well as 
make an initial capital contribution. If implemented successfully, the AFL would play a key role in 
meeting the sector’s funding needs. Over a five-year horizon, the AFL aims to provide a quarter of 
RLGs’ annual borrowing needs, or from €4-€5 billion annually.  

The growth of joint issuances by French RLGs observed in recent years highlights the desire of smaller 
RLGs to reduce their exposure to bank de-leveraging, and to diversify their funding sources by tapping 
the capital market. For example, in 2012, a group of 44 French RLGs issued a €610 million joint 
bond. This is a significantly large issuance compared to pre-crisis issuances, when smaller groups of 
between 11 and 22 RLGs jointly issued bonds ranging from €89 million to €120 million. The AFL 
should enable RLGs to access financing at lower interest rates and provide market access to local 
governments that lack the critical budget size to issue on their own. 
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The AFL was modelled on Nordic specialised lenders. In line with these Nordic entities, it is 100% 
owned by sub-sovereign entities via a parent company, and bond issuance will comprise most of its 
funding. Similar to the Finnish model, the liability for participating entities will be limited to a pro-
rata share. 

UK  
On 22 November 2013, the UK’s Local Government Agency proposed setting up a specialised lender 
that would borrow from the capital market and in turn provide loans to local authorities. Eighteen 
local government councils made formal expressions of interest in creating an entity modelled on the 
specialised lenders operating in the Nordic countries and the Netherlands. This reflects the desire of 
local authorities to reduce their exposure to changes in the terms of trade provided by the Public 
Works Loan Board (PWLB), which provides 75% of the sector’s £5 billion annual funding needs with 
the lowest rate of 80 basis points over gilts.3  

The proposal assumes that local authorities would still assess their borrowing capacity in line with the 
Prudential Code for Capital Finance, the institutional framework that governs borrowing limits. 
Although the PWLB has provided a stable lending pool to the local authorities sector to date, its 
dominant role and lack of competition expose RLGs to changes in the terms of trade. Overall, creating 
this entity would expand options for local government financing in the UK.  

 

  

                                                                          
3 See UK Local Governments Would Benefit from a Municipal Bond Agency, 2 December 2013. 

http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_161041
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Appendix 

 
KommuneKredit Kommunalbanken AS Kommuninvest i Sverige AB Municipality Finance plc 

Issuer Rating Aaa/stable/P-1 Aaa/stable/P-1 Aaa/stable/P-1 Aaa/stable/P-1 

Country Denmark (Aaa stable) Norway (Aaa stable) Sweden (Aaa stable) Finland (Aaa stable) 

Institutional Framework  

Year established  1899 1926 1986 1989/1993 

Ownership/control Danish RLGs 100% Norway 
(sovereign) 

Swedish RLGs 16%: Finland (sovereign) 
53%: Finnish RLGs 31% 

Keva (formerly Local 
Government Pensions 

Institution) 

Support Joint and several 
guarantee from each of 

the Danish RLGs 

Letter of support from 
the Norwegian 

government (100% 
owner) 

Joint and several 
guarantee from each of 
the (participating) RLGs 

All Finnish local 
governments on a pro-
rata basis (through the 
Municipal Guarantee 
Board); in addition, 

implicit support from 
sovereign as a co-owner 

Relevant law Special law: Act on 
KommuneKredit 

General law on credit 
institutions 

General law on credit 
institutions 

General law on credit 
institutions; in addition, 

special law: Act on 
Municipal Guarantee 

Board (MGB) 

Activities/Market 

Purpose Provide low-cost funding 
to its members (Danish 

RLGs) 

Provide low-cost funding 
to Norwegian RLGs 

Provide low-cost funding 
to participating members 

(Swedish RLGs) 

Act as the debt 
management office and 

provide competitive 
funding to Finnish 

municipalities and the 
social housing sector 

Relevant geographical market Municipalities and 
regions (RLGs); entities 

owned or guaranteed by 
RLGs; exclusively in 

Denmark 

Municipalities and 
regions (RLGs); entities 

owned or guaranteed by 
RLGs; exclusively in 

Norway 

Municipalities and 
regions (RLGs); entities 

owned or guaranteed by 
RLGs; exclusively in 

Sweden 

Municipalities and 
regions (RLGs); entities 

owned or guaranteed by 
RLGs; social housing 

(sovereign guaranteed); 
exclusively in Finland 

Market share ~ 90% ~ 50% ~ 46% ~ 80% 

Figures (December 2012) 

In USD million     

Avg. Liquid assets (% of avg. total assets) 17.1% 31.9% 23.8% 26.6% 

Avg. Liquid assets (% of avg. market debt) 18.6% 34.8% 25.9% 36.6% 

Avg. Liquid assets (% of avg. loans) 23.1% 52.8% 33.4% 44.8% 

Loan book (in USD million) 24,150 39,937 30,345 20,813 

10 largest borrowers (% of total loans) 24% 23% 23% 21% 

Single largest borrower (% of total loans) 4% 3.3% 3% 4% 

Total capital (in USD million) 1,013 1,631 295 576 

Total assets (in USD million) 32,227 62,777 42,778 33,747 

Equity (% of tot. assets) 3.1% 2.12% 0.34% 1.4% 

Net interest margin (%) 0.37% 0.62% 0.31% 0.67% 



 

 

  

SUB-SOVEREIGN 

6   JANUARY 16, 2014 
   

SPECIAL COMMENT: NORDIC SPECIALISED LENDERS: A MODEL FOR PUBLIC SECTOR FINANCING AGENCIES IN FRANCE AND THE UK 
 

Moody’s Related Research 

Credit Opinions: 

» Kommunalbanken AS 

» KommuneKredit 

» Kommuninvest i Sverige Aktiebolag 

» Municipality Finance Plc 

» Municipal Guarantee Board 

» Norway, Government of 

» Denmark, Government of 

» Sweden, Government of 

» Finland, Government of 

Credit Focus: 

» Denmark, Finland, Norway and Sweden: Peer Comparison, September 2013 (157683) 

Special Comment: 

» UK Local Governments Would Benefit from a Municipal Bond Agency, December 2013 
(161041) 

Analyses: 

» Kommunalbanken AS, June 2013 (155500) 

» KommuneKredit, June 2013 (154869) 

» Kommuninvest i Sverige Aktiebolag AB, June 2013 (153603) 

» Municipality Finance Plc, November 2013 (159839) 

» Municipal Guarantee Board, February 2013 (149335) 

» Norway, March 2013 (151455) 

» Denmark, December 2013 (148527) 

» Sweden, October 2013 (161526)   

» Finland, May 2013 (154474)   

Rating Methodology: 

» Government Related Issuers: Methodology Update, July 2010 (126031) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
 

 

 
                                             

https://www.moodys.com/research/Kommunalbanken-AS-Credit-Opinion--COP_600051647
https://www.moodys.com/research/KommuneKredit-Credit-Opinion--COP_700300
https://www.moodys.com/research/Kommuninvest-i-Sverige-Aktiebolag-Credit-Opinion--COP_16010
https://www.moodys.com/research/Municipality-Finance-Plc-Credit-Opinion--COP_600059335
https://www.moodys.com/research/Municipal-Guarantee-Board-Credit-Opinion--COP_600021936
https://www.moodys.com/research/Norway-Government-of-Credit-Opinion--COP_565700
https://www.moodys.com/research/Denmark-Government-of-Credit-Opinion--COP_230700
https://www.moodys.com/research/Sweden-Government-of-Credit-Opinion--COP_730900
https://www.moodys.com/research/Finland-Government-of-Credit-Opinion--COP_278070
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_157683
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_161041
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_161041
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_155500
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_154869
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_153603
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_159839
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_149335
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_151455
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_148527
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_161526
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_154474
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_126031
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=161430


 

 

  

SUB-SOVEREIGN 

7   JANUARY 16, 2014 
   

SPECIAL COMMENT: NORDIC SPECIALISED LENDERS: A MODEL FOR PUBLIC SECTOR FINANCING AGENCIES IN FRANCE AND THE UK 
 

 

Report Number: 161430 

Authors 
Harald Sperlein 
Roshana Arasaratnam 

Editor 
Matthew Bridle 

Production Associate 
Vinod Muniappan 

 

 
 
 
 
 
 

© 2014 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. (“MIS”) AND ITS AFFILIATES ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF 
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY’S (“MOODY’S 
PUBLICATIONS”) MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY 
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET 
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL 
FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY 
MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS 
AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS 
NOR MOODY’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND 
PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND 
EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.  

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER 
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL 
ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR 
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH 
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.  

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other 
factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit 
rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, MOODY’S is not an auditor and 
cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s Publications.  

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any indirect, special, 
consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any such information, even if 
MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited 
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a particular credit rating assigned by MOODY’S. 

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory losses or 
damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the avoidance of doubt, by 
law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, 
arising from or in connection with the information contained herein or the use of or inability to use any such information. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR 
OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER. 

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds, 
debentures, notes and commercial paper) and preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating services rendered by it fees 
ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s ratings and rating processes. Information 
regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an 
ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Shareholder Relations — Corporate Governance — Director and Shareholder 
Affiliation Policy.” 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 
003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to “wholesale clients” 
within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent to MOODY’S that you are, or are accessing the 
document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to “retail clients” 
within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the equity securities 
of the issuer or any form of security that is available to retail clients. It would be dangerous for “retail clients” to make any investment decision based on MOODY’S credit rating. If in doubt you 
should contact your financial or other professional adviser. 

http://www.moodys.com/

