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Norges Bank Preview: A hike now, and more to
come
The Norwegian central bank looks set to raise interest rates for the first
time since 2011. A strong economy, resilient oil price, and a soft
exchange rate means the forecast for future rates will also shift upwards
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A solid domestic backdrop…
The Norwegian economy continues to pick up. The oil sector remains the key driver, with the latest
oil industry survey indicating a further increase in investment is expected over coming years. The
latest regional survey also indicates momentum remains strong. The survey indicates growth in
the second half of the year is likely to remain in line with Norges Bank's (NB) forecast.
Inflation has increased sharply over the summer, with headline inflation exceeding 3% in both July
and August. While this is in large part driven by higher energy prices, core inflation has also risen
markedly, hitting 1.9% in August. This is well ahead of the NB’s forecast and suggests an upward
revision in the September forecast, which should push up the interest rate forecast.

Norwegian GDP growth vs the Regional Network leading indicator
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And a supportive external environment…
Oil prices have risen by around 4% across the curve since the NB’s last forecast in June. This is one
of the key factors for the NB’s interest rate forecast and suggests a meaningful shift upwards on
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the interest rate forecast.
The trade-weighted krone index has been weaker in 3Q than the NB had expected and currently
trades around 1.5% lower than the NB’s forecast. This is a third factor arguing for a steeper
interest rate forecast.
Foreign interest rates curves are largely unchanged since June, and Norway’s trading partners are
growing broadly in line with the NB expectations. While turmoil in some emerging markets and
continued tensions in US-China trade relations are a clear risk to the outlook – in particular to the
extent that oil prices are affected – we think the NB (in line with the ECB and Riksbank
communications on this topic) are not overly worried yet.

Makes this an easy call for a relatively hawkish central bank
Having signalled its intentions clearly, starting from the March policy meeting, there is little doubt
the NB will follow through and raise interest rates by 25 basis points to 0.75%. The more
interesting question is what signal the NB sends about its intentions for future rate hikes.
Given that developments since June are clearly positive (stronger core inflation and higher oil
prices) and domestic financial conditions are unchanged or even slightly looser (weaker-thanexpected krone) it is clear that the NB will shift the interest rate path upwards.
The June rate path implies roughly two hikes per year for 2019-2021, with some chance that the
second hike comes already in December. Our view is that the September rate path is likely to show
a high probability of three additional hikes by end-2019 (taking the policy rate to 1.5%), with the
pace of tightening further out a little steeper as well.
We are less sure about the potential for a second hike in December. While the rate path will
probably leave the option open, we think the NB is unlikely to hike in two successive quarters even
if the mechanical output of its model suggests that it should.
The reason for caution is that the NB is concerned about the high indebtedness of Norwegian
households, and has long signalled that rate hikes will be gradual. Like other central banks that
have raised rates after a long period of loose policy settings (eg, the US Fed and the Bank of
England) the NB is concerned that the first rate hike may have disproportionate effects. Once this
uncertainty around the effect of the first rate hike fades, the NB can probably move somewhat
faster. We see three rate hikes in 2019 as a realistic prospect.
Overall, we expect the NB’s policy meeting to highlight the relatively hawkish stance it is taking,
compared to most other European central banks. This is likely to support the krone and short-term
rates in Norway.
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