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 Rates on Hold But Higher Path   
 

 We expect Norges Bank to keep its key policy rate unchanged at 2% at the 
meeting on 16 February. Nevertheless, we expect it to lift its conditional rate 
path in the Monetary Policy Report (MPR).  

 This is the first meeting since October last year to publish an MPR and we see 
two main changes in Norway’s economic situation since then, which should 
raise the Bank’s rate expectations. First, the ECB’s hawkish tone recently, 
indicating earlier rate hikes than before, should dampen Norges Bank’s worries 
that the NOK might strengthen undesirably far, hence hitting exports. Second, 
growth has proved better than the Central Bank’s forecast and we expect it to 
once again revise up its GDP forecast for this and the coming year.  

 We also are raising our rate forecast for later months. We now expect three 
rate hikes this year resulting in a rate of 2.75% in December, with the rate then 
going to 4.0% by end 2012 or early 2013. This compares to our previous view 
of rates at 2.5% at end-2011 and 2.75% at end-2012. The market is currently 
pricing in a full 25bp rate hike in June and a rate at 2.70% at this year’s last 
meeting in December. The next hike probably will come in May or June. 
 

Figure 1. Norway - CPI-ATE Inflation Outturns Compared to Norges Bank’s Forecasts, Jan 
2010-Feb 2011 
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We expect Norges Bank to keep rates on hold at 2.0% at the 16 February 
meeting, in line with its own projection and current market pricing. Inflation has 
not picked up as Norges Bank expected, with core inflation undershooting the 
Central Bank’s forecast most of the time in 2H 2010, and also in the first two 
months of this year. In October, the bank lowered its forecast for 2011 headline 
as well as core inflation to around 1.25%, far under the 2.5% target. Together 
with the fact that the bank believes the output gap is still not closed, we do not 
think it is a close call for the upcoming meeting. 

But, while leaving rates on hold, we do expect Norges Bank to raise its 
conditional rate path at this meeting. Even though domestic indicators have been 
painting a rather inconsistent picture of the Norwegian economy recently, the 
overall outlook must be interpreted as more positive than the Norges Bank was 
expecting in the October MPR. We think that mainly two changes in Norway’s 
economic outlook will be behind the upward shift in its published rate path. 

Firstly, the ECB’s hawkish tone last week probably should make Norges Bank 
feel less worried that a stronger NOK may cause even lower inflation or hit 
exports. The Norges bank has repeatedly worried that overly-wide rate spreads 
could cause an overly-strong exchange rate, and this was a key reason behind 
the downward shifts in the rate forecasts last year (recall that the bank lowered 
its rate path in all three MPRs published in 2010). 

Second, we expect Norges Bank to revise up its growth forecast for this year 
and 2012, reflecting recent strong survey indications, particularly for investment. 
Norway Statistics’ quarterly investment survey for 4Q 2010 showed that oil 
investment is expected to pick up very strongly this year, by at least 13% YoY in 
nominal terms, but up to 20.5% including projects sent for approval by the 
government. In the October MPR, Norges Bank adjusted its forecast of oil 
investment up from 4% to the current expectation of 7% real growth. As can be 
seen in Figure 2 this slight upgrade was one of the things weighing on the 
upside when adjusting its rate forecast. The Norges bank will probably have to 
again revise its forecast for oil investment higher in the upcoming MPR. 

Also, Norway’s Bank’s business survey, the Regional Network Report, last 
week reported increasing expectations of future output growth (6 months 
ahead) together with high current production – this latter tends to be a rather 
good indicator of near-term growth (see Figure 3). In addition, the PMI survey 
has now overshot consensus for six consecutive months, most recently in 
February when it was back at the high levels of 2007. 

All in all, we think that Norges Bank will increase its policy rate forecasts, 
perhaps by some 10-30bp on average for H2-2011 and in 2012. The current 
path suggests that the next rate hike will be in June or August followed by one 
more hike this year, leaving the rate at 2.5% by the end of 2011. In 2012 the 
present path implies four more 25bp rate hikes. 

Norway: Rates on Hold But Higher Path 
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Figure 2. Norway - Factors Behind Changes in the Interest Rate 
Path Between MPR 2/10 and 3/10 (Pct. Points), 4Q 2010-4Q 2013 

 Figure 3. Norway – Mainland GDP and Regional Network Output 
Index (Lagged 2 Quarters), 2Q 2003–3Q 2011   
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Within that rate profile, we think that the probability that the next rate hike will 
be in May rather than June has increased lately. At the last two meetings, 
Norges Bank has stated that the household over-indebtedness situation and its 
possible impact on growth and inflation in the medium term is a strong reason 
that “the key policy rate should not be kept low for too long”. As recent numbers 
of household debt growth have not showed any slowdown, we think that the 
probability that Norges Bank will already hike in May is now around the same 
as that it will wait until June. The upcoming MPR and press conference may 
give hints on this.  

 
 
 

In addition, an earlier rate hike would 

benefit the household debt situation.   
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