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In this Inflation Report, Norges Bank’s esti-
mates for growth in domestic demand and
employment for 1997 have once again been
adjusted upwards, primarily reflecting three
factors: First, the final deliberations on the
government budget for 1997 resulted in a
slightly more expansionary fiscal policy
compared with the Government’s proposal in
the Final Budget Bill. Second, petroleum in-
vestment appears to be higher than previous-
ly assumed and third, growth in private con-
sumption is stronger than projected in the
December Inflation Report.

Private consumption expanded by almost
5% in 1996. Our estimate for growth in pri-
vate consumption for 1997 is 4%. If this pro-
ves to be the outturn, consumption growth
over these two years will reach 9%, while the
household saving ratio will show a decline of
a good 2 percentage points between 1995
and 1997. Such rates have not been seen sin-
ce the previous cyclical boom in 1985-1986.
Moreover, the sharp rise in house prices is
highly reminiscent of developments in the
mid-1980s.

There is reason to highlight the implicati-
ons that may be associated with such deve-
lopments. There are now signs of a debt-fi-
nanced increase in asset prices, which may
increase the risk of higher demand resulting
in a renewed period of extensive debt conso-
lidation in the enterprise and household sec-
tors. In other words, the economic frame-
work conditions may quickly change.

There is hardly any doubt that the sharp
fall in interest rates through 1996 and 1997,
in conjunction with marked wage growth,
are some of the factors behind the brisk

growth in consumption. In addition, mone-
tary policy has contributed to amplifying an
already pronounced cyclical upturn because
the krone exchange rate has been exposed to
pressure, and the krone has appreciated. The
central bank’s mandate in such a situation is
to orient instruments with a view to returning
the krone exchange rate to its initial range
over time.

The uncertainty attached to movements in
the exchange rate is greater than usual,
which has influenced the estimates presented
in this report. If the exchange rate returns to
its initial range, «core» inflation is projected
at about 21/4% in 1997 and 21/2% in 1998.

These estimates point to continued mode-
rate price inflation, although there is still a
risk of an acceleration in price and wage in-
flation. An important factor in this context is
the upcoming income settlement.

As monetary policy is oriented towards ex-
change rate stability, fiscal policy must assu-
me responsibility for stabilising the econo-
my.

It is well known that Norges Bank would
have preferred an even tighter fiscal policy
for 1997, with wider safety margins in view
of the strong growth in the economy. As
growth is projected to expand at a slightly
faster pace in the period ahead, the issue of
whether the budget programme is consistent
with demand management considerations
may be all the more relevant.

Kjell Storvik

UPWARD ADJUSTMENT
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Pursuant to the Norges Bank Act, the central bank has an advisory function in the area of mo-
netary, credit and foreign exchange policy. In its executive capacity, Norges Bank shall ensu-
re the stability of the krone’s value measured against European currencies. Sustained low pri-
ce and wage inflation in line with or lower than that of trading partners is a necessary condi-
tion for a stable krone exchange rate.

The Inflation Report provides a survey of price trends and factors that influence price and
wage inflation. It contains a broad review of the situation in the Norwegian economy and
provides Norges Bank’s professional evaluation of the outlook for prices for the next 12-18
months. In the leader above, the  Governor provides a summary of Norges Bank’s assessment
of the situation.
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Growth in the Norwegian economy gathered further
momentum in 1996. The projections in this report in-
dicate that the economy during the next two years will
be increasingly characterised by high capacity utilisa-
tion in enterprises, reduced unemployment and a
shortage of labour for some occupational groups and
regions. Mainland GDP growth is projected at 31/4%
this year and 23/4% in 1998.

Price inflation is projected at 23/4-3% in 1997, de-
pending on movements in the exchange rate. Price in-
flation is estimated at 2-21/2% in 1998.

The effects of changes in indirect taxes and electrici-
ty prices are the main explanation behind the relative-
ly wide differences in the projections for consumer
price inflation in 1997 and 1998, as has also been the
case in earlier years. Excluding these effects, «core»
inflation is projected at 2-21/2% in 1997 and 1998, de-
pending on movements in the krone exchange rate.
«Core» inflation was 11/2% in 1996.

1.1 The economic news
In the December Inflation Report, it was pointed out that
growth in the Norwegian economy had accelerated in 1996
following three years of expansion. Activity in the economy
was projected to remain at a high level, but growth rates
were expected to moderate slightly in relation to recent
years. The quarterly national accounts for the fourth quarter
of 1996 and the most recent short-term indicators show that
growth in the economy is continuing at a brisk pace:
– Mainland demand is still moving on an upward trend,

with household consumption rising by almost 5% in
1996, ie the highest growth recorded since 1985/1986.
Growth was particularly strong for purchases of consu-
mer durables, especially cars. Although the growth in
real income was high in 1996, households reduced their
saving ratio by an estimated 1.3 percentage points betwe-
en 1995 and 1996.

– Investment in the petroleum sector and mainland Norway
picked up in the fourth quarter.

– Although there were signs of a levelling off in production
towards the end of last year, mainland GDP rose by 3.2%
in 1996. Mainland output, excluding electricity producti-
on, expanded by 3.7%.

– Employment growth is estimated at 55 000 in 1996, or
2.6%. Labour force participation rates are now at record
levels, and there is a shortage of labour for some occupa-
tional groups and regions.

– Asset prices are rising sharply. Since our last Inflation
Report the all-share index on the Oslo Stock Exchange
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has advanced by 18%. In addition, available data indica-
te that house prices have risen further since the end of
last year.

The year-on-year rise in consumer prices moved up from
1.8% in December 1996 to 3.0% in January and 3.3% in Fe-
bruary of this year. The higher rate primarily reflects
changes in indirect taxes in both 1996 and 1997 as well as an
increase in electricity prices through the second half of last
year and in January 1997. Excluding these factors, price in-
flation has still edged up the last two months.

Since the last Inflation Report, there have been changes in
both interest rates and the exchange rate, and fiscal policy
has shifted slightly in connection with the budget deliberati-
ons.

– The krone exchange rate was exposed to persistent pres-
sures in periods of 1996 and at the beginning of 1997.
Norges Bank responded by lowering its key rates on two
occasions in January by a total of 3/4 percentage point.
The 3-month Euro-krone rate is now at about 31/2%, ie a
good half a percentage point below corresponding ECU
rates. Most private banks have lowered their lending
rates in pace with the fall in money market rates. Real
after-tax interest rates for deposits and loans to house-
holds and enterprises are now down to a very low level.
For example, the real after-tax interest rate for bank
deposits is negative, and the most favourable real after-
tax interest rate for housing loans is down to 1/2-1%.

– The krone exchange rate against the ECU has apprecia-
ted by 3.3% since the last Inflation Report was presen-
ted.

– The final budget for 1997 increases local government re-
venues by a good NOK 3bn compared with the Final
Budget Bill. Growth in local government consumption is
therefore expected to be slightly higher than assumed by
the Government in the Final Budget Bill. The budget de-
liberations also resulted in increases in indirect taxes
which will push up consumer price inflation in 1997 by a
quarter of a percentage point.

1.2 Norges Bank’s inflation projections
The projections in the December Inflation Report implied a
scenario where consumer price inflation would edge up to
about 3% at the beginning of 1997 and then drop to about
2% at the end of the year. This scenario primarily reflected
changes in indirect taxes, higher electricity prices in the last
half of 1996 and expectations of lower electricity prices later
in 1997. Excluding changes in indirect taxes and electricity
prices, price inflation was projected to move up during this
year and next.

Since the last Inflation Report, price inflation quickened to
3.0% in January and 3.3% in February, which is slightly
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higher than projected in December. The gap between our
projections and the actual rise in consumer prices over these
two months primarily reflects higher indirect taxes in the ap-
proved government budget and a further increase in electri-
city prices in January. Excluding these factors, «core» infla-
tion rose from 1.5% in December to 1.7% in January and
1.9% in February, which is closely in line with the projecti-
ons in the December Inflation Report.

The projections in the Inflation Report are based on as-
sumptions about monetary conditions and fiscal policy. In
line with previous practice, the average level of interest rates
and the exchange rate over the last month is used as a techni-
cal assumption for the projections for 1997 and 1998. The
assumption of an unchanged exchange rate is a pure techni-
cal assumption and does not reflect the orientation of mone-
tary policy. Monetary policy instruments are geared towards
returning the krone exchange rate over time to its initial
range, as stipulated in the exchange rate regulation. A sepa-
rate box discusses projections for economic developments
based on a return of the krone exchange rate to the average
for 1996. The differences between the two scenarios are fair-
ly marginal for the projection period.

Excluding changes in indirect taxes and electricity prices,
price inflation is now projected at about 2% both in 1997
and 1998, which is slightly higher than in 1996 but lower
than projected in the December report. The downward ad-
justment in relation to the last Inflation Report is mainly re-
lated to technical assumptions about movements in the ex-
change rate, which contribute to a slightly lower rise in im-
port prices and wage growth. When the estimated effects of
changes in indirect tax and electricity prices are taken into
account, the inflation estimates are slightly different from
the projections in the last Inflation Report. On the assumpti-
on of an unchanged exchange rate, consumer price inflation
is now estimated to drift up to 23/4% in 1997 followed by a
decline to 2% in 1998.

In the December Inflation Report, wage growth was pro-
jected to edge up from 41/4% in 1996 to 43/4% in 1997.
Compared with the December report and based on the tech-
nical assumption concerning the exchange rate in this report,
earnings in the exposed sector are expected to show a slight
deterioration, which is the main factor behind the quarter
percentage point downward revision of our wage growth
projection for 1997, to 41/2%. Against the background of lo-
wer interest rates, a slightly more expansionary fiscal policy
and higher investment in the petroleum sector, activity levels
are expected to be higher and the labour market tighter later
in the projection period. Based on information about wage
formation as embodied in Norges Bank’s macroeconomic
model RIMINI, wage growth is projected to reach 5% in
1998.

If the exchange rate returns to its initial range in the near
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future, wage growth is projected at 43/4% in 1997 and 51/2%
in 1998, see box.

Import prices have shown a moderate rise for several years
and are at the same level as at the beginning of the 1990s.
This primarily reflects subdued international price inflation.
Price inflation among our trading partners is expected to re-
main moderate in coming years, thereby contributing to a
continued low rise in import prices. Historically, the rise in
import prices is also influenced by domestic cost trends, do-
mestic demand and competition. Higher domestic costs and
continued strong demand growth point in isolation to higher
import prices in the period ahead.

If the krone exchange rate remains at the current level, the
rise in import prices will be restrained in the period ahead.
However, there is normally a lag between changes in the ex-
change rate and changes in import prices. In the short term a
change in the exchange rate will primarily translate into hig-
her profit margins for foreign exporters, Norwegian impor-
ters and retailers. In the current situation with high domestic
demand this tendency will normally be amplified. This may
be related to the costs of adjusting retail prices, and opera-
tors at various stages of the distribution chain may choose
not to change prices because of the substantial uncertainty
associated with future exchange rate movements.

Based on the technical assumption about the exchange rate,
import prices are projected to fall by 1 percentage point in
1997 and remain unchanged through 1998. Compared with
the December report, the rise in import prices has been adju-
sted downwards by 2 percentage points both for 1997 and
1998. However, for 1997 some of the effect of falling import
prices is expected to be offset by higher profit margins for
Norwegian importers and retailers so that the effect on the
rise in consumer prices will be weaker than indicated by the
projection for import prices alone. Our projections are based
on the assumption that higher profit margins will contribute
1/4 percentage point in 1997 and slightly less in 1998.

Changes in indirect taxes have also had a fairly substantial
impact on consumer price inflation in recent years. Our pro-
jections are based on the assumption that increases in indi-
rect taxes will push up the average rise in prices by 0.3-0.4
percentage point between 1996 and 1997. For 1998, we have
assumed that indirect taxes will be changed in pace with pro-
jected price inflation.

Electricity prices rose sharply through the autumn of 1996
and in January 1997. Against the background of movements
in forward prices for electricity, spot market prices and pre-
viously announced price changes, electricity prices are ex-
pected to decline later this year. On average, however, elec-
tricity prices are still expected to be 8% higher in 1997 than
in 1996, contributing 0.3 percentage point to consumer price
inflation in 1997. Changes in electricity prices are expected
to reduce consumer price inflation marginally in 1998.

ECONOMIC BULLETIN – 1/97  9

Table 1.1 Consumer prices. Norges
Bank’s projections. Percentage
change from previous year. Consen-
sus forecast in brackets1)

1997 1998

USA 3. (2.9) 3 (3.1)
Japan 1.1/4 (1.2) 1 (0.9)
Germany 2 (1.7) 2 (2.0)
UK 3 (3.2) 3.1/4 (3.5)
Sweden 1.1/2 (1.3) 2 (2.0)
Finland 1.1/2 (1.4) 2 (2.0)
Denmark 2.1/2 (2.8) 3 (2.6)

Norway’s trad-
ing partners 2.1/4 (2.1) 2.1/4 (2.3)
EU-12-
countries2) 2.1/4 (2.2) 2.1/4 (2.4)

1) The average projection for consumer price in-
flation from various private institutions at Sep-
tember 1996.
2) ECU index weights.

Source: Norges Bank and Consensus forecast
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1.3 Inflation expectations
Statistics Norway’s general business tendency survey for the
fourth quarter of 1996 shows that 38% of manufacturing en-
terprises expect higher prices in 1997 for products sold on
the domestic market, whereas 14% expect a decline in
prices. All total, manufacturing industry expects export
prices to pick up in 1997.

The Competition Authority’s price projection for the peri-
od December 1996 to May 1997 is included in the latest re-
port of the Technical Reporting Committee on Income Sett-
lements (TRC). The forecast is based on information from
private enterprises and public institutions concerning plan-
ned price changes during this period. According to the fore-
cast, which was based on information available before the
Storting’s final decision on indirect taxes for 1997 and prior
to the unrest in the foreign exchange market, prices will rise
by 1.3% between December 1996 and May 1997, which im-
plies an average price inflation of 2.6% between the first five
months of 1996 and the first five months of this year.

The forward rate curve can provide information about infla-
tion expectations in money and foreign exchange markets.
This curve, which shows expectations about future short-term
rates, is based on the effective yield on capital instruments in
Norway with various maturities. Forward rates may – under
certain conditions – be interpreted as the sum of the expected
real rate of interest and expected future inflation. Chart 1.3
shows changes in forward rates over the last six months. Sin-
ce the last Inflation Report, forward rates have fallen, proba-
bly in response to the recent interest rate cuts by the central
bank, which have contributed to lower money market rates.
Lower inflation expectations for the coming years are largely
ascribable to the appreciation of the Norwegian krone. 

Changes in Norwegian interest rates are heavily influen-
ced by foreign interest rates. Changes in Norwegian forward
rates may thus reflect changes in international interest rates.
An alternative indicator is thus the differential between Nor-
wegian and foreign forward rates, which may indicate
changes in inflation expectations vis-à-vis other countries.
However, there is substantial uncertainty attached to the in-
terpretation of these calculations. The differential against
German forward rates has narrowed in recent months, parti-
cularly for the first years, see Chart 1.4. This may indicate a
decline in inflation expectations in Norway in relation to
Germany. As a result of the cyclical slump, inflation expec-
tations in Germany are very low for coming years.

Norges Bank collects price inflation projections from 14
private institutions. For 1997, the institutions expect prices to
rise by 2.4%, which is slightly lower than our projection. The
price estimates range between 1.9 and 3.2%. Twelve instituti-
ons have also provided estimates for 1998. These institutions
expect an average price inflation of 2.2% in 1998, with the
lowest rate at 1.6% and the highest estimate at 3.9%.
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Among the public institutions the inflation projection pu-
blished by Statistics Norway is lowest as this institution has
based its projection on the exchange rate prevailing as from
January of this year, whereas the Technical Reporting Com-
mittee and the Ministry of Finance have used the exchange
rate for 1996.

1.4 The risks to the inflation outlook
Norges Bank’s inflation forecast is based on assumptions
concerning a number of variables that are not determined in
our macroeconomic model RIMINI. Our inflation reports
are based on technical assumptions about interest and ex-
change rate movements. Because of the special situation in
the foreign exchange market, we have in this report included
two boxes to illustrate the effect of changes in the technical
assumptions concerning interest and exchange rates.

Other types of risks to the inflation outlook also reflect the
uncertainty associated with historical relationships incorpo-
rated in the model, see Chart 1.5. There is an 80% probabili-
ty that the innermost interval will reflect actual inflation ra-
tes and a 95% probability that inflation rates will be in the
outermost interval. In addition to developments in the mo-

Table 1.2 Various institutions’ pro-
jections for consumer price inflation
in Norway in 1997 and 19981). Per-
centage change from previous year 

1997 1998

Ministry of Finance2) 2.1/2 -
Statistics Norway3) 1.8 1.2
TRC4) 2.5 -
OECD5) 2.5 2.4
Norges Bank 2.3/4 2
Private institutions6)

highest estimate 3.2 3.9
lowest estimate 1.9 1.6
average 2.4 2.2

1) Latest official projections from the respective
institutions.
2) Projection from December 1996.
3) Unchanged exchange rate from January to
end of period.
4) Based on unchanged average exchange rate
from 1996 to 1997.
5) Consumption deflator.
6) Based on projections from 14 private instituti-
ons.

The krone appreciated towards the end of 1996
and in January this year. On 10 February the
ECU index was 96.3. In the subsequent period to
10 March, the krone depreciated by 2.4%. The
average in the period 10 February to 10 March
was 97.4, which is around 5% stronger than the
average exchange rate in 1996.

The exchange rate regulation, issued in May
1994, defines Norges Bank’s mandate for the
implementation of monetary and exchange rate
policy. The regulation states that “in the event of
significant changes in the exchange rate, mone-
tary policy instruments will be oriented with a
view to returning the exchange rate over time to
its initial range”.

Projections presented in this Inflation Report
are based on the technical assumption that the
effective exchange rate remains the same as the
average for the period 10 February - 10 March.
This assumption does not reflect the orientation
of monetary and exchange rate policy, which is
based on the above quote from the exchange rate
regulation.

In this box we will therefore look at the effects
of a reversal of the appreciation in the krone ex-

change rate, based on the technical assumption
that the effective exchange rate will return to the
average level prevailing in 1996 from the second
quarter of this year. This assumption entails that
the exchange rate in 1997 will be roughly in line
with the assumptions in the last Inflation Report. 

As mentioned otherwise in this report, it will
take time before a sustained appreciation of the
krone exchange rate translates into lower import
prices and lower consumer prices. This means
that a swift return to the exchange rate’s initial
range may have a small impact on price inflati-
on. However, the extent of this effect is uncertain
and probably depends on how quickly the ex-
change rate depreciates.

Several factors may result in higher wage
growth. The effect on domestic prices may trans-
late into higher nominal wage growth in order to
achieve a given real wage growth. Export enter-
prises’ profitability is rising, and the room for
wage growth in these enterprises will therefore
be greater.  If these enterprises are wage leaders,
higher wages in export sectors may also feed
through to other sectors. Increased demand for
Norwegian goods will then result in greater la-

Assumptions regarding movements in the exchange rate
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ney and foreign exchange markets, the factors below may re-
sult in higher price inflation:
– A catch-up in pay following moderate wage increases in

the first half of the 1990s may entail higher wage growth.
– Variations in growth may generate greater pressures in

parts of the labour market than expected, which may in
turn result in higher wage growth in some sectors and in
the economy as a whole.

– A relaxation of fiscal policy in relation to our estimates
will result in higher demand than projected in this report.

bour demand. This may also contribute to higher
wage growth. 

A shift calculation based on our macroecono-
mic model RIMINI indicates that if the ex-
change rate returns to the 1996 level, consumer
price inflation will move up by quarter of a per-
centage point in 1997 and around half a percen-
tage point in 1998, compared with the alternati-
ve where the exchange rate remains unchanged
at the current level. Price inflation could therefo-
re be as high as 3% this year and around 21/2%
next year. According to RIMINI, wage growth
may then reach 43/4% in 1997, increasing fur-
ther to around 51/2% cent in 1998.

These estimates are based on assumptions
about this year’s wage settlements which are lar-
gely established. The model does not take ac-
count of this, however. The difference in wage
growth in the two scenarios may therefore be
smaller than indicated by the model-based cal-
culations. 

The effects on the real economy of a return of
the exchange rate are fairly small. RIMINI cal-
culations indicate that higher prices will quickly

feed through to wages so that real wages do not
show any substantial change. This isolated effect
of a depreciation on private consumption is thus
marginal. A depreciation of the krone affects the
exposed sector in particular. Production and in-
vestment in this sector rises but as price elastici-
ty for both imports and exports is relatively
small, the volume effects are not substantial.

Overall, calculations based on RIMINI indica-
te that mainland GDP will not be affected to any
substantial extent by movements in the ex-
change rate, but growth in 1998 may be estima-
ted at 3% if the exchange rate returns to the 1996
level, against roughly 23/4% if the exchange rate
remains unchanged. Employment growth will
remain largely unchanged in 1997, but will in-
crease by a quarter of a percentage point next
year.

The calculations indicate that, in isolation, de-
velopments in the real economy are only affec-
ted to a limited extent by the various assumpti-
ons regarding the exchange rate in 1997 and
1998. It is primarily the nominal path that will
change, which reflects the technical assumption
that nominal interest rates are the same in both
scenarios. This entails that the scenario with a
weaker exchange rate and higher inflation re-
sults in higher domestic demand.

1996 1997 1998

1.0

1.5

2.0

2.5

3.0

Unchanged krone
exchange rate

Return of krone
exchange rate

Alternative scenarios for CPI (excluding
changes in indirect taxes and electricity prices)

Effects of a return of the exchange rate to the
1996 level

1997 1998

% change Estimate % change Estimate
in growth in growth

Mainland 
demand 0 4 .1/2 3.1/2
Mainland GDP 0 3.1/4 .1/4 3
Employment 0 2 .1/4 1.1/2
Annual wages .1/4 4.3/4 .1/2 5.1/2
Consumer prices .1/4 3 .1/2 2.1/2
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– Real after-tax interest rates close to zero may result in
lower saving and higher-than-projected consumption
based on both current income and debt-financing.

Forces that may lead to a lower rise in prices than projected are:

– The policy of wage moderation may have a greater im-
pact on this year’s wage negotiations than assumed. Fur-
thermore, weaker earnings in the export industry may re-
sult in lower-than-projected wage growth.

– A stronger-than-projected expansion of the labour force
may attenuate pressures in the labour market.

According to the RIMINI model, a 1 percent-
age point decline in interest rates will result in
a 3/4% rise in domestic demand after two years
and an increase of around 11/2% after four
years. The effects of higher demand on domes-
tic production are to some extent offset by in-
creased inventory decumulation and higher
imports. In the model, a 1 percentage point de-
cline in interest rates only has a marginal effect
on price and wage inflation in the first two
years. Productivity will increase in the short
term because production is adjusted faster than
employment. According to RIMINI, the effects
on the labour market are moderate and thus
only contribute to a marginal increase in price
and wage inflation over a one to two year hori-
zon. A more detailed discussion of the effects
of changes in interest rates in RIMINI was pre-
sented in a separate box in the Inflation Report,
1/1995. 

The figures derived from RIMINI and other
macroeconomic models reflect the historical
information embodied in the models. For
RIMINI, the data are primarily from the 1980s
and early 1990s. Such empirical data provide
little basis for evaluating changes in the under-
lying structure of the economy. The deregulati-
on of the credit market in the mid-1980s is an
example of such structural shifts. The data will
not always provide a sufficient basis for evalu-
ating the effects of changes in interest rates in a
situation that deviates from previous experien-
ce. We have very little experience concerning
the effects of changes in interest rates in a cy-
clical upturn in an economy where the credit
supply is determined by the market. Data from

the mid-1980s can provide some guidance, but
it may be difficult to differentiate between the
effects of low interest rates at the time and the
effects of deregulation.

An assessment of the current situation indi-
cates that adjustments should be made for at
least two factors in the model:
– It takes more than a year for a fall in money

market rates to feed fully through to bank
interest rates in RIMINI. Increased compe-
tition among banks seems to have reduced
this lag compared with the information on
which RIMINI is based. There is also rea-
son to believe that interest rates in large
state banks, eg the Norwegian State Hou-
sing Bank, will now shadow market rates
more closely than previously.

– The RIMINI model contains a labour-hoar-
ding effect, which is an indication of com-
panies’ general reluctance to change work-
force levels in response to changes in the
business cycle. This will result in increased
production and higher productivity growth
as demand rises, rather than higher employ-
ment. In the current phase of the business
cycle, however, many companies are ope-
rating at high capacity utilisation and the
potential for higher production without an
increase in employment may be limited. It
is therefore highly likely that a further rise
in aggregate demand will not result in
higher productivity gains to the same
extent as at the start of an upturn.

If these adjustments are incorporated in the
RIMINI model, domestic demand will be 1
percentage point higher and employment half a

Effects of lower interest rates in a cyclical upturn
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– A tighter-than-projected budget may reduce demand
pressures in the economy.

– Electricity prices may fall by a greater margin than assu-
med.

There is also substantial uncertainty attached to move-
ments in oil prices. If oil prices continue to fall, in line with
recent tendencies, domestic costs may rise at a slower pace.
Major fluctuations in oil prices may also have an effect on
the exchange rate. It is therefore uncertain what the effect of
lower oil prices on inflation will be in coming years.

Another uncertain factor is how a possible reform of the
pension system, to be negotiated during this year’s income
settlements, will influence price and wage inflation in the
period ahead.
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percentage point higher after two years than if
interest rates had remained unchanged. After
four years, domestic demand and employment
will be 2 and 11/4 percentage points higher, re-
spectively. Wages will increase by half a per
cent after two years and by 11/4% after four
years. The effect on prices is relatively mode-
rate; consumer prices will be a quarter per cent
higher after two years and half a per cent
higher after four. House prices show a good
3% increase after two years and a good 6%
after four.

It must be emphasised that these estimates
represent isolated effects of a fall in interest
rates. The effect of the change in interest rates
that has in fact taken place in the economy
over the last year will be partly offset by a re-
duction in other demand components, through
fiscal policy for example. On the other hand, in
the current situation, changes in interest rates
are being accompanied by a sharp rise in house
prices and employment, among other things.
The rise in house prices over the last year has,
for example, provided households with wealth
gains which can be conservatively estimated at
NOK 70bn. It is uncertain what share of these
gains will translate into higher demand. The
overall picture resulting from this is reflected
in our economic projections in this report.

The estimates also illustrate that the time lag
associated with the effects of a fall in interest
rates is relatively long, but the duration of these
lags is uncertain. This also depends on other
conditions in the economy and is probably sen-
sitive to changes in private sector expectations.

Another element of uncertainty relates to the
extent to which the demand for labour can be
met by an increase in the labour force. The es-
timated effects on employment may seem sub-
stantial taking into account the current situati-
on in the labour market. The calculations deri-
ved from the model are based on the assumpti-
on  that the flexible adaptation of the labour
force observed in Norway so far in the 1990s
will continue. This flexibility is not unlimited.
Labour force participation rates are now higher
than in the peak year 1987, and the size of the
reserves still available in the economically in-
active segment of the population, that can be
utilised in the short term without a general in-
crease in the wage level, is uncertain. Further-
more, a larger-than-assumed share of the in-
crease in demand  may translate into higher
imports rather than increased domestic ouput
and employment. 

Traditional model-based calculations will
normally not be able to indicate whether a fall
in interest rates may trigger a significant shift
in expectations and a sharp rise in demand, for
example on the basis of realised and expected
asset gains. To the extent that interest rates, in
addition to the change, have an impact  - which
is indicated by the experience of the mid-
1980s - household reactions to interest rate
changes may be stronger when the real rate of
interest approaches zero or falls below zero
than in the case of a higher real interest rate.
The effects may therefore be greater than those
estimated above. 
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2.1 Consumer prices
The 12-month rise in consumer prices increased from 1.8%
at the end of 1996 to 3.0% in January and 3.3% in February.
An estimated 3/4 percentage point of the increase in the year-
on-year rate between December and January reflected the ef-
fects of indirect tax changes in 1996 and 1997. Whereas
lower car taxes contributed to reducing price inflation in 1996,
increases in various indirect taxes at the end of last year have
contributed to pushing up the rate since January 1997. In-
creases in electricity prices in the autumn of 1996 and in
January 1997 have also contributed to higher price inflation.

Excluding changes in indirect taxes and electricity prices,
price inflation was 1.5% in 1996. The year-on-year rate for
this measure of inflation has edged up the last two months
and stood at 1.9% in February.

Since October 1996 consumer price inflation in Norway
has been higher than among our trading partners where in-
flation has hovered around 1.6% the last six months. In addi-
tion to national consumer price indices, EEA countries have
also been publishing harmonised price indices since January
1997. According to this price index, price inflation in EU
countries was 2.2% in January whereas the rate in Norway
was 3.2%.

2.2 Commodity prices and import prices
According to the quarterly national accounts, prices for tra-
ditional merchandise imports rose by 0.4% between 1995
and 1996. Sluggish cyclical trends in Europe and moderate
international price inflation have contributed to containing
external price impulses. A slight appreciation of the import-
weighted krone exchange rate through 1996 may also have
had the same effect. Import prices at the end of 1996 were at
the same level as in 1990, entailing that import prices have
had a dampening impact on price inflation in Norway for a
number of years.

The Economist’s all-items index (measured in SDRs) has
moved on an upward trend the last four months, bringing the
index to a higher level than one year earlier in spite of the
sharp fall in prices in the summer of 1996. The recent in-
crease in prices has primarily been fuelled by higher food
and metal prices, aluminium in particular. Since the
December Inflation Report, the all-items index has risen by
18.4%, whereas the average between 1995 and 1996 was a
negative 2.2%.

Oil prices rose from USD 19 to 24 p/b in 1996, reflecting
continued strong demand growth. So far in 1997 oil prices
have edged down to the current level of about USD 19 p/b. It
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would appear that a mild winter and lower-than-projected
growth in Europe are the main factors behind the decline in
oil prices. Oil prices in NOK stood at NOK 133.5 p/b on 10
March.

2.3 Wholesale and producer prices
Producer and wholesale price trends can provide an indica-
tion of future consumer price movements. The year-on-year
rise in producer prices in manufacturing industry has edged
down in the last two months to 0.7% in February, reflecting
lower prices for a number of export products, especially refi-
ned petroleum products and industrial chemicals. For goods
sold on the domestic market, the rise in prices slowed to-
wards the end of last year, and in the first two months of
1997 was a little more than 2%.

In recent months the rise in wholesale prices has been sub-
dued, with a year-on-year rise of 1.5% in February. The rise
in wholesale prices for consumer goods has also been mode-
rate, with a year-on-year rise of 1.7% in both January and
February.

2.4 National accounts deflators
The national accounts price deflators indicate a higher rise in
prices for private consumption through last year. The rise in
prices for services was 2.9% in the fourth quarter of 1996,
whereas prices for goods rose by 1.8%. The rise in  prices for
public consumption also edged up last year, with the annual
rise at 5.5% in the fourth quarter. The price deflator for gross
output for mainland Norway also showed a higher rise, re-
flecting a higher rise in domestic prices and a reversal of the
earlier fall in prices for traditional merchandise exports.
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price indices. 12-month rise in per
cent

Table 2.1 National accounts price
deflators. Percentage growth from
same period one year earlier

1996

Q1 Q2 Q3 Q4

Domestic demand 1.8 2.3 2.1 3.2
Private consumption 0.6 1.4 1.7 2.2
Public consumption 2.8 3.4 4.0 5.5
Mainland gross fixed 
investment 3.1 1.9 3.2 2.9
Exports, traditional 
goods -3.0 -1.0 -2.6 1.2
Imports, traditional goods 0.4 -0.1 0.2 0.9
GDP 2.1 3.1 4.4 6.8
Mainland GDP 1.1 2.0 1.6 3.0

Source: Statistics Norway

Source: Statistics Norway
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3.1 Interest and exchange rates
Interest and exchange rate movements affect demand condi-
tions in the economy and can provide information about
market expectations concerning future inflation.

Effective 3-month rates in Norway have been 1.4 percen-
tage point lower than the average for 1996. In December and
the beginning of January money market rates fell sharply
while the krone appreciated. Against this background, and in
conjunction with heavy central bank exchange-market inter-
ventions during this period, Norges Bank lowered its key
rates, first by 0.5 percentage point on 9 January and then by
0.25 percentage point on 10 January. In connection with the
reduction on 10 January the central bank announced that it
would not intervene in the exchange market to any substan-
tial extent for a period.

The differential against German 3-month rates has narro-
wed substantially in recent months, and was 0.2 percentage
point on 10 March this year. Since mid-December Norwegi-
an 3-month rates have been lower than corresponding ECU
rates, and the differential was –0.8 percentage point on 10
March.

The fall in money market rates in recent months has trans-
lated into lower lending and deposit rates in banks. Norges
Bank’s interest rate statistics for the fourth quarter show that
the average lending rate in commercial and savings banks
fell by 0.9 percentage point during 1996, with a decline of
0.4 percentage point in the fourth quarter. Most private
banks have reduced their lending rates further in the first two
months of 1997.

Changes in long-term rates provide an indication as to ex-
pectations concerning short-term rates. In addition, long-
term investments are often linked to these rates. Long-term
rates rose in the period to September last year, but have
since moved on a falling trend. From a peak in September
1996, 10-year government bond yields have fallen by a little
less than 1.5 percentage points to date. Corresponding Euro-
pean yields have also declined since September last year, but
by a smaller margin than Norwegian yields. The yield diffe-
rential between Norwegian and German 10-year government
bonds, which was 0.8 percentage point in mid-September
1996, narrowed to 0.1 percentage point on 10 March. The
corresponding yield differential against the theoretical ECU
decreased in the same period from 0.3 to –0.3 percentage
point.

Both the effective krone exchange rate and the ECU index
have strengthened since the December report, see Chart 3.2.
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The krone appreciated from mid-December to the beginning
of February, reaching a peak for the period on 6 February
with an ECU index of 95.4. Later in February and in March
the krone weakened and was 98.5 against the ECU index on
10 March. In the 14 days to 10 March the exchange rate has
ranged between 96.6-99.3.

Norges Bank’s Monetary Conditions Index was construc-
ted to summarise the effects of changes in the real exchange
rate and the real interest rate on domestic demand, see Chart
3.3. A fall in the index indicates that interest and exchange
rate movements are having a more expansionary effect on
the real economy. The index has only shown minor short-
term variations in the last three years. The effect of a lower
real interest rate, which in isolation has contributed to a
slightly more expansionary monetary policy in recent
months, has been partly offset by the appreciation of the
Norwegian krone in real terms.

Interest and exchange rate developments are discussed in
greater detail in a separate survey in this issue of Economic
Bulletin: Financial market developments and Norges Bank’s
operations.

3.2 Monetary growth
Changes in the money supply are used in many countries as
an indicator of future inflation. Econometric studies of Nor-
wegian data indicate that historically there has not been a
close correlation between monetary growth and inflation in
Norway. However, a fairly stable relationship between
changes in monetary growth and growth in nominal main-
land GDP has been observed. Combined with other econo-
mic indicators, monetary variables may provide information
about economic developments when taking into account that
monetary growth rates tend to vary widely.

After remaining fairly stable at about 6% through 1995,
the 12-month rise in M2 fluctuated between 2.5 and 8.9% in
1996, and was 6.0% at the end of 1996. A breakdown of mo-
netary growth by source shows that the central government’s
revenue surplus contributed to a substantial withdrawal of li-
quidity. The main source of monetary growth is bank len-
ding.

Annualised growth in M2 was 3.9% at the end of January
1997.

3.3 Credit growth
As from January 1997 the credit indicator (C2) comprises
private and municipal gross domestic debt in NOK (which
was the previous credit indicator) in addition to private and
municipal domestic foreign currency debt.

The credit indicator rose by 7.0% in the 12 months to end-
January, against 6.2% in the 12 months to December 1996.
Year-on-year growth has moved on a steadily rising trend
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since October 1992 when it was –4.4%. The real value of
household gross domestic debt is now approaching the level
prevailing at the beginning of 1990, although the ratio of
debt to disposable income is still substantially lower.

A disaggregation of credit by borrower sector shows that
enterprises still account for the largest share of credit
growth. Based on preliminary estimates, year-on-year
growth in enterprises’ NOK borrowing was a good 10% at
the end of November, whereas the figure for households was
slightly more than 5%.
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4.1 Main features
Preliminary national accounts figures show that mainland
GDP expanded by 3.2% between 1995 and 1996. Excluding
the decline in electricity production, growth was 3.7%. Pri-
vate consumption rose by almost 5% and traditional mer-
chandise exports by nearly 10%. Combined with employ-
ment growth of 55 000, the sharpest real wage growth in 10
years and a record-high current account surplus, last year
constituted a new peak in this upturn which has continued
since the beginning of 1993.

As in the last Inflation Report, growth is projected to mo-
derate this year and next, although it appears that the cyclical
boom will continue. The technical assumptions concerning
interest and exchange rates in this report, however, entail
lower interest rates and a stronger exchange rate than assumed
in December.

The fall in interest rates may particularly stimulate hou-
sing investment in addition to other investment and inte-
rest-sensitive consumption, ie consumer durables. The fall
in interest rates may also provide further impetus to con-
sumption in the period ahead as a result of the increase in
resale home prices and other asset prices. The estimate for
consumption growth has therefore been adjusted upwards
to 4% in 1997. As a result of the Storting’s deliberations
on the Final Budget Bill, public consumption will also be
higher in 1997 than assumed earlier. Moreover, the esti-
mates for petroleum investment have been adjusted up-
wards by a substantial margin, which may generate strong
growth impulses in the mainland economy. A stronger-
than-projected krone exchange rate may, however, contri-
bute to slightly lower export growth and higher import
growth.

Mainland GDP growth is now projected at 31/4% this year,
a quarter percentage point higher than in the December re-
port. Employment growth is projected at 2% this year, and
LFS unemployment is estimated to decline by about half a
percentage point to 41/2%. The number of registered unem-
ployed is put at 33/4%.

Growth is set to continue in 1998. Mainland GDP growth
is projected at 23/4%, and consumption growth may reach
31/4% as a result of the sharp growth in real income. Em-
ployment growth is also likely to continue, and LFS unem-
ployment may edge down to 4%. The number of registered
unemployed is estimated at a little less than 31/2% next
year.

CYCLICAL DEVELOPMENTS44
Table 4.1 Supply and use of goods
and services. Percentage growth
from previous year

1996 1997 1998

Mainland demand 3.9 4 3
Private consumption 4.7 4 3.1/4
Public consumption 1.6 2.1/2 1.3/4
Mainland fixed 
investment 4.4 5.1/2 4

Accrued oil investment -1.2 19 4

Exports 8.2 7 5
Of which:
Oil, gas, and pipeline 
transport 15.9 10 6.3/4

Traditional goods 9.4 6 5
Imports 2.5 8.1/4 4.3/4

Traditional goods 6.5 7.1/2 4

GDP 4.8 4.1/4 3.1/4
Mainland GDP 3.2 3.1/4 2.3/4

Source: Statistics Norway and Norges Bank
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4.2 Households
Household consumption expanded by almost 5% between
1995 and 1996. Consumption growth, which has been brisk
for several years, continued to be the main driving force be-
hind the growth in domestic demand. Consumption of goods
has shown a particularly sharp rise, expanding by a good 6%
over the last year. The sharp rise in car purchases accounts
for more than half of the growth in the consumption of
goods and more than 11/2 percentage points of total con-
sumption growth in 1996. For services, growth picked up in
1996, but is still expanding at a slower pace than the con-
sumption of goods.

Consumption growth reflects the sharp rise in household
income in recent years, which has been accompanied by a
substantial improvement in household wealth. The increase
in household financial wealth is mainly ascribable to
higher house prices, positive investments in financial as-
sets and a rise in share prices. In addition, the decline in
lending rates has reduced the cost of debt-financed con-
sumption.

The growth in real household income is projected to cont-
inue at a brisk pace, albeit at a slightly slower rate than in
1996. The decline in interest rates is expected to result in a
further rise in house prices and other asset prices in the
period ahead. In 1996, prices for existing homes rose by a
little more than 10% in nominal terms. Demand for resale
homes is now robust, and it appears that house prices will
rise further this year. Resale home prices in nominal terms
are projected to rise by more than 10% this year and by a
further margin in 1998.

A further impetus to consumption growth will be genera-
ted in the period ahead by the fall in interest rates and the
rise in resale home prices and other asset prices. It appears
that household financial savings declined towards the end of
last year, and credit growth has been expanding over a long-
er period. As we have witnessed in earlier years, the fall in
interest rates may also stimulate interest-sensitive compo-
nents of consumption, ie consumer durables.

In the December Inflation Report, consumption growth
was projected at 31/2% in 1997. The growth estimate for
1997 has been adjusted upwards to 4% based on the deve-
lopments described above. Consumption growth is expec-
ted to slow to 31/4% in 1998. The household saving ratio
fell by 1.3 percentage points, to 5.7%, between 1995 and
1996. The saving ratio is projected to continue to fall in
1997 and 1998 by 1 and 1/2 percentage point respectively,
entailing that the household saving ratio may drift down to
4% in 1998.

Housing investment is projected to rise by 8% in both
1997 and 1998.89 90 91 92 93 94 95 96
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4.3 Fixed investment
Preliminary national accounts figures show that mainland
fixed investment generated substantially weaker demand im-
pulses in 1996 than in the previous two years. Public sector
investment also rose by a smaller margin than assumed in
the Final Budget Bill, which may be ascribable to a shift
from 1996 to 1997 of some local government investment in
connection with the primary school reform. Manufacturing
investment continued to show solid growth, and activity lin-
ked to the construction of a new main airport Gardermoen
also contributed to a rise of nearly 7% in mainland business
fixed investment last year, compared with a growth of
around 20% in 1995 and 1994.

Investment is at a high level, and as a share of mainland
GDP investment in 1996 was at about the same level recor-
ded in the previous peak year 1987. Conditions seem condu-
cive to a continued high level of investment, with high capa-
city utilisation, expectations of continued low interest rates
and solid earnings. The investment intentions survey for the
first quarter points to appreciably lower investment growth
in the manufacturing sector this year compared with last
year. All in all, mainland business fixed investment is pro-
jected to rise by 5% this year and a little less next year,
which implies a high level of investment in both 1997 and
1998.

Petroleum investment has declined over the past 3 years
and has thereby had a dampening impact on the upturn. To-
wards the end of 1996 petroleum investment showed a sharp
rise, however, and Statistics Norway’s investment intentions
survey points to a pronounced increase in petroleum invest-
ment this year. Petroleum investment is projected to grow by
almost 20% this year. The figure in the December Inflation
Report was substantially lower, and the higher estimate en-
tails that petroleum investment will contribute to further
growth in the economy in the period ahead.

4.4 Fiscal policy
Our estimates for public sector demand are based on the ap-
proved government budget for 1997. In the Final Budget Bill
for 1997 the Government proposed an increase in the level
of direct and indirect taxes. Underlying budget expenditure
was expected to rise by 1/4% between 1996 and 1997, and
the budget’s tightening effect was estimated at 1% of main-
land GDP, measured by the non-oil, cyclically-adjusted bud-
get surplus net of interest payments.

The final deliberations on the 1997 budget resulted in an
increase in total budget expenditure of about NOK 1.8bn in
relation to the proposed expenditure level in the Final Bud-
get Bill. In addition, budget revenues were reduced as the
majority in the Storting did not accept a reduction in the mu-
nicipal tax rate for personal taxpayers accompanied by an in-
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crease in contributions to the Tax Equalisation Fund, as pro-
posed by the Government. Combined with higher block
transfers to municipalities, this entails an increase in local
government revenues of a good NOK 3bn this year compa-
red with the Government’s proposal. The approved budget
for 1997 is not quite as tight as the Government’s fiscal pro-
gramme as presented in the Final Budget Bill. 

As a result, local government consumption is expected to
be higher than assumed by the Government in the Final Bud-
get Bill. Our estimate for general government consumption
in 1997 has therefore been revised upwards by 11/2 percenta-
ge points compared with the December report. In line with
the projections in December, the national accounts figures
show that public sector investment growth was lower last
year than estimated in the Final Budget Bill. It would appear
that some local government investment in connection with
the primary school reform has been shifted from 1996 to
1997. As in the December report, the estimate for investment
growth in the public sector is 3% this year, which is higher
than the estimate in the Final Budget Bill. The estimate for
public expenditure on goods and services in 1997 has been
adjusted upwards from 1.2% in the December report to
2.5%.

4.5 Foreign trade
Traditional merchandise exports expanded by 9.5% between
1995 and 1996. Growth was particularly strong in the first
half of last year. The sharpest growth was recorded for ex-
ports of engineering products and goods produced in prima-
ry industries.

GDP growth among Norway’s main trading partners was
moderate last year, with preliminary figures indicating a
growth of 1.9%. Export growth in 1996 was therefore much
higher than market growth among our trading partners. This
partly reflects the increase in exports to new markets in Eu-
rope and Asia. For example, traditional merchandise exports
to Asian countries rose by over 23% last year. Exports to the
US and eastern Europe also expanded. In these countries
market growth was higher than the average for Norway’s
trading partners.

In the US economy, the solid growth recorded in recent
years is expected to continue. In Japan and many European
countries, the planned fiscal consolidation is expected to re-
strain economic growth, whereas lower interest rates and
growth in the international economy will have the opposite
effect. We expect a gradual pick-up in growth in these coun-
tries. GDP growth among trading partners is projected to rise
to an average 21/2% in both 1997 and 1998.

Export growth is expected to be buoyed by solid economic
growth in the US, eastern Europe and Asia in the period
ahead. The moderate growth in continental Europe will have
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Table 4.2 Projected GDP. Percent-
age growth from previous year

1996 1997 1998

USA 2.4 2.1/2 2.1/4
Japan 3.6 1.1/2 2.1/2
Germany 1.3 2.1/4 2.1/2
France 1.3 1.3/4 2
UK 2.3 3 3
Sweden 1.1 2 2
Finland 3.2 4 3.1/2
Denmark 2.2 3 3
Norway’s trading 
partners1) 1.9 2.1/2 2.1/2

1) Weighted by export weights.

Source: OECD, Consensus forecast, Norges
Bank
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a dampening effect on export growth. Our assumption of an
appreciation of the krone exchange rate also points to lower
export growth in 1997, with traditional merchandise exports
projected to rise by 6% in 1997 and an estimated 5% in
1998.

Prices for a number of important traditional export goods
fell through 1996 after rising sharply the previous year. The
decline in prices was steepest for metals, pulp and paper pro-
ducts, industrial chemicals and fish. Export prices for traditi-
onal goods fell by a total of 1.3% between 1995 and 1996.
Prices for traditional merchandise exports are expected to
decline by about 1/2% in 1997 followed by a small increase
in 1998.

Traditional merchandise imports rose by 6.5% last year,
and are expected to expand by 71/2% in 1997 and 4% in
1998. The slower import growth between 1997 and 1998 re-
flects lower domestic demand growth and reduced growth in
petroleum investment.

Prices for traditional merchandise imports rose by 0.4% in
1996, according to the quarterly national accounts. These
prices are expected to fall by about 1% in 1997 compared
with 1996. The assumption of an appreciation of the krone is
the main factor behind the projected drop in import prices
this year. Import prices are projected to remain unchanged in
1998.
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5.1 Employment and unemployment
Employment growth was robust last year. According to pre-
liminary national accounts figures, employment rose by 55
000, or 2.6% between 1995 and 1996. The supply of labour
also rose by a much larger margin than demographic trends
would indicate, resulting in a decline of only 0.5 percentage
point in unemployment. According to Statistics Norway’s
Labour Force Survey (LFS), the unemployment rate was an
average 4.9% in 1996. The figures should be interpreted
with some caution as the LFS was revised last year. For pur-
poses of comparability, the figures must be adjusted for
breaks in the LFS. Adjusting for the revision, Statistics Nor-
way’s estimate for unemployment in 1995 was 5.4%, 0.5
percentage point higher than the level published earlier.

Figures from the Directorate of Labour indicate a steady
decline in unemployment through last year, continuing in the
first two months of 1997. The number of registered unem-
ployed was 3.7% at the end of February adjusted for normal
seasonal variations. This is 0.6 percentage point below the
level one year earlier. Unemployment has not been this low
since 1989. Employment growth is projected to continue at a
brisk pace both this year and next, accompanied by a further
decline in unemployment in the same two years. Employ-
ment growth may reach 2% this year and 11/4% next year.
The projected growth in the labour force implies, however,
that LFS unemployment will only show a moderate decline,
to about 41/2% this year. In 1998, unemployment may fall to
4%. Based on unadjusted LFS figures, this corresponds to 4
and 31/2% respectively. The number of registered unemploy-
ed is estimated at about 3 3/4% this year and about 31/2% in
1998.

5.2 Wages
The national accounts show an overall growth in wages per
person-year (including overtime) of 4.4% between 1995 and
1996. The TRC estimated average annual wage growth at
41/4%, which is consistent with Norges Bank’s projection in
the December Inflation Report. 

Some of the pay increases awarded in connection with the
wage settlement last year became effective relatively late in
the year. This means that the wage level at the beginning of
1997 was already substantially higher than the average for
last year. Even if no wage increases are awarded this year,
average wages in 1997 will be about 2% higher than last
year, according to the TRC.

The social partners have signalled continued support for
the wage moderation approach. In the private sector, unions
have demanded real wage increases for low and middle in-
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come groups, but there are indications that some groups in
the public sector will demand relatively high wage increases.
In the Final Budget Bill, the Government puts wage growth
at 31/2% this year.

In the December report annual wage growth was estimated
at about 43/4% between 1996 and 1997. This was based on
previous experience relating to wage formation during a cy-
clical upturn as embodied in Norges Bank’s macroeconomic
model RIMINI. If the krone exchange rate remains at the
current level, this will result in slightly lower profitability in
export enterprises than previously assumed, which may re-
duce wage growth somewhat. On the other hand, our inflati-
on projection has been adjusted upwards compared with the
December report. However, this is not expected to have a
noteworthy effect on wage growth. On this basis, we have
lowered our estimate for overall annual wage growth to
41/2% this year.

A continued decline in unemployment both in 1996 and
1997 implies rising labour market pressures during the pro-
jection period. Some sectors are already facing shortages of
skilled labour. There is a shortage of labour in the public
health and care sector, and according to Statistics Norway’s
general business tendency survey nearly 10% of manufactu-
ring enterprises report that a shortage of qualified labour is
limiting or will limit production in the near future. This sha-
re has been close to zero in recent years. This points to gro-
wing mismatches in the labour market. A further indication
of mismatches can be found in the ratio of number of vacan-
cies to number unemployed compared with the previous cy-
clical boom in the 1980s. Chart 5.2 shows that the number of
registered unemployed is still almost three times as high as
in the mid-1980s, while the number of vacancies is nearing
the peak recorded in 1987. This indicates that a declining
share of the jobs available match the qualifications of the
unemployed. The shortage of labour may therefore develop
into a more serious problem than the level of unemployment
alone would indicate, and further brisk growth in demand
may more quickly translate into higher price and wage infla-
tion than so far in the 1990s. Based on the historical infor-
mation embodied in RIMINI, wage growth is projected at
5% in 1998.

If wage growth is not matched by corresponding producti-
vity gains, this may influence price-setting by enterprises
and thereby result in higher price pressures in the economy.
Mainland productivity growth is projected at about 11/2%
both this year and next. Based on our estimates for wage
growth, this will result in an annual rise in unit labour costs
in mainland Norway of around 3% the next two years.

Our wage projections entail that wage growth in Norway
will be 3/4 percentage point higher than projected wage
growth among our trading partners in 1997, and 11/4 percen-
tage points higher in 1998.
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MAIN MACROECONOMIC AGGREGATES
Percentage change from previous year, if not
otherwise stated

Accounts

1996 1997 1998

Real economy
Private consumption 4.7 41/4 31/4

Public consumption 1.6 21/2 13/4

Total gross investment 3.1 81/2 33/4

Accrued oil investmentr -1.2 191/4 41/4

Mainland Norway 4.4 51/2 41/4

Enterprises 6.7 53/4 51/4

Dwellings -3.4 8 81/4

General government 4.9 23/4 -31/4

Mainland demand 3.9 41/4 31/4

Exports 8.2 71/4 51/4

Oil, gas and pipeline transport 15.9 101/4 63/4

Traditional goods 9.4 61/4 51/4

Imports 2.5 81/4 43/4

Traditional goods 6.5 71/2 41/4

GDP 4.8 41/4 31/4

Mainland Norway 3.2 31/4 23/4

Labour market
Employment 2.6 21/4 11/4

Labour force, LFS 2.2 11/2 3/4

Unemployment, LFS 4.9 41/2 41/4

Prices and wages
Consumer prices 1.3 23/4 21/4

Annual wages 41/4 41/2 51/4

Import prices, traditional goods 0.4 -11/4 01/4

Export prices, traditional goods -1.3 -1/2 1/4

Crude oil prices, NOK (level) 131 1291/4 1311/4

External account
Trade surplus, NOKbn (level) 97.2 1021/4 1061/4

Current account surplus, NOKbn (level) 75.4 761/4 811/4

Current account surplus, % of GDP 7.5 71/4 71/4

Memorandum item
Household saving ratio 5.8 43/4 41/4
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