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Norges Bank preview: Time for a breather
Having hiked three times so far in 2019, the Norwegian central bank
looks set for a prolonged pause amid global uncertainty. We continue
to see downside risks to NOK, and expect EUR/NOK to test the 10.25
level in coming weeks

The Norwegian central bank has gone firmly against the tide over recent months, having hiked
rates three times so far in 2019. 

Oil investment/activity has been a key factor behind this hawkish stance. The recovery in global oil
prices has seen both energy services, as well as investment in equipment, increase - especially
given that break-even production costs are considered to be quite a bit below current market
pricing for oil, according to the central bank.

But with global risks mounting, the Norges Bank signalled a prolonged pause at its September
meeting. It’s latest projections have interest rates flatlining for the next couple of years.

We expect a similar signal at the next meeting on Thursday. While the Norwegian krone is
noticeably weaker than the fourth-quarter average the central bank was projecting back in
September, oil prices are a tad lower. All else equal, a weaker currency means a higher interest
rate projection, while lower oil prices are assumed to reduce economic growth and therefore pull
down on the rate forecast.
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Putting the two together still suggests that there will be no more tightening this year (and we'd
note we won't get a new set of forecasts this week). However, we wouldn’t totally rule out a
further hike in 2020.

There is some scope for a global trade “truce” next year ahead of the US election, which coupled
with added clarity on Brexit, could conceivably see some modest Norges Bank tightening come
back onto the radar next year - particularly if NOK is still perceived to be relatively weak.

NOK has been weaker than the Norges Bank had anticipated

Source: Macrobond, ING, Norges Bank September forecasts

Further downside risks to NOK
The Norges Bank's policy stance has had a fairly limited effect on the currency so far this
year. In fact, the currency has totally failed to benefit from monetary policy tightening
delivered over recent months.

This week's fairly uneventful meeting should be no exception. With global growth slowing,
the low-liquidity NOK remains vulnerable. As we wrote in our GBP update on Monday, we
find that NOK benefits less from the positive Brexit newsflow than SEK, which is why we've
seen the NOK/SEK cross decline over the past few days.

We continue to see downside risks to NOK and expect EUR/NOK to test the 10.25 level in
coming weeks.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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