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Four important factors in defence procurement
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The Norwegian Defence Pledge, 2025-2036
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Figure from “The Norwegian Defence Pledge” (English summary), Norwegian Ministry of Defence, 2024

https://www.regjeringen.no/en/documents/the-norwegian-defence-pledge/id3032809/


In February, FFI estimated that the portfolio was…
underfunded by 78 billion kroner
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Figure from “Forsvarsanalysen 2025”, Norwegian Defence Research Establishment, FFI-report 25/006

https://www.ffi.no/publikasjoner/arkiv/forsvarsanalysen-2025


A study of cost risk at the portfolio level
Hemnes, P. F. and Thorup, M. A. (2025). Kostnadsrisiko på porteføljenivå – 

muligheter for aggregering av kostnads- og usikkerhetsanalyser fra 
investeringsprosjekter. FFI-rapport 25/024. (In Norwegian.)
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Cost and risk analysis (KUA)

Grunnkalkyle

Forventet tillegg

Uspesifisert

Usikkerhetsavsetning

Styringsramme/P50

Basiskostnad

Kostnadsramme/P85
Two stochastic components

• Cost elements

• Risk factors
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Ten projects
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Portfolio risk components
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Covariance

𝑉𝑎𝑟 𝑋 + 𝑌 = 𝑉𝑎𝑟 𝑋 + 𝑉𝑎𝑟 𝑌 + 2 ∗ 𝐶𝑜𝑣 𝑋, 𝑌 Risk factor
Fictional 

correlation 
coefficient

Marked High

Technology Medium

Resources Medium

Regulation Medium

Scope Medium 

Logistics Low

Integration Medium

Strategic 
cooperation Low
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A model of project and portfolio risk
Work in progress…
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Model
Adapted from Cummins (1977)

11



Costs
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1. 𝔸[𝐶𝑜𝑠𝑡] = 𝔼[𝐶𝑜𝑠𝑡] + 𝑆ℎ𝑜𝑐𝑘 − 𝐸𝑓𝑓𝑜𝑟𝑡

2.Actual costs = 

1.Expected costs (predicted before signing 

contract) + 

2.World event unfolds +

3.Firm prioritise their resources



Cost risk

13

Portfolio risk = project risks + correlation

• Portfolio Cost risk:

• Increases in cost uncertainty

• Increases in correlated risk

• Decreases in risk sharing



Incentive risk
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• Project incentive risk factor:

• Increases in effect from effort

• Decreases in risk sharing

• Decreases in firm’s cost of effort



Portfolio risk
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𝑅 =
𝐼𝑛𝑐𝑒𝑛𝑡𝑖𝑣𝑒𝑅𝑖𝑠𝑘

𝐶𝑜𝑠𝑡𝑅𝑖𝑠𝑘

• If 𝑅>1 incentive risk is concern

If 𝑅<1 cost risk is concern

• Portfolio risk:

• Tends toward incentive risk:

• in effect of effort

• Tends toward cost risk

• in cost of effort

• in cost uncertainty 

• in correlated risk



FFI turns knowledge and ideas 

into an effective defence
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