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Norges Bank to keep its powder dry this
week

We expect Norway's central bank to keep its powder dry this week but
we still think it is too early to rule out some further tightening in 2020.
We continue to expect the Norwegian krone to outperform in the
coming months
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Interim meeting likely to be a non-event

The Norwegian central bank is unlikely to rock the boat at its interim meeting this Thursday - after
all there won't be a monetary policy report or press conference. Expect policymakers to reiterate
that ‘the policy rate will most likely remain at this level in the coming period - any deviation from
that communication would be interpreted as a rather strong hawkish shift.
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The main factors that the Norges Bank (NB) will be mulling this week include:

1. Oil: Prices have slipped slightly since December, and in isolation that would normally translate
into a marginally lower interest rate projection from the NB.

2. Macro-economic outlook: Recent activity data points to more subdued growth in 2020. Leading
surveys from the Norges Bank point to a more moderate level of output and retail trade

while Monday's industrial confidence survey reached its lowest level since the fourth quarter

of 2016. However, while December inflation came in below the consensus estimate, it is still
expected to pick up in 2020, and move above target, which could build the case for another hike.

3. FX: The case for further tightening may well hinge on the Norwegian krone. While the import-
weighted krone index is currently slightly stronger than the Norges Bank forecasted, the difference
isn't large enough to faze the Norges Bank.

4. Global growth: US-China trade tensions have tentatively calmed down, but this will need to
translate into a rebound in global activity to convince the Norges Bank to increase rates again.
Don't forget there is also the latent risk of a flare-up in Europe-US trade tensions.

Putting all of this together, we suspect policymakers will be comfortable with their on-hold stance
for now. We still wouldn't completely rule out further tightening this year. Currently, the Norges
Bank's rate projection implies there's a possibility of a hike around the second quarter (roughly a
40% chance). We're still loosely pencilling in a rate increase in the middle of this year, although
this does rely upon a more pronounced global recovery, and one that isn't coupled with sizable
NOK appreciation.

NOK: little impact from the NB, but still supportive outlook

We expect the NB meeting to have a fairly neutral impact on the krone. The bank is likely to
reiterate its view from the December meeting (flat rates for 2020, with a bias for a potential
hike) suggesting little impact on NOK.

We expect NOK to continue to do well in coming months. From a seasonality point of view,
NOK tends do well in January and February. On a valuation basis, NOK remains one of the
cheapest currencies in the G10 FX space. From a carry prospective, the currency offers the
highest nominal yield in the developed market FX world. The non-negligible probability of a
NB rate hike later this year also favours NOK. We expect EUR/NOK to reach the 9.80 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 BR0O00341) 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 www.ing.com.
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