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From procyclical to countercyclical policy



End of speculative attacks



The Statutory Base: The Royal Decree of 2001

• Vague and contradictory formulations regarding internal
and external value of NOK

• Stabilization of real economy: Second fiddle to fiscal
policy



Statutory Base: Lessons from the GFC

• Separability between rate setting and liquidity provision
too optimistic

• LLR role integral part of monetary policy making in times 
of crisis—keeping the propagtion channels open

• Norwegian authorities slow to respond in Oct 2008



Inflation Targeting in Practice

• Excessive reliance on forward guidance—2004 and later

• Excessive claims of ”scientific” decision making



”Scientific” decision making
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Housing market puts (soft) floor under policy rate 

Norges Bank has changed its strategy, which we believe makes further interest rate cuts much less likely. 

Worries about financial stability and the housing market take centre stage, in practice putting a soft floor un-

der the interest rate, we believe. Before Norges Bank cuts the policy rate any further, we would likely need to 

see much larger shortfalls in inflation and the real economy than previously. We therefore change our expec-

tation for the policy rate and now expect it to remain at 0.5% for the foreseeable future. 

New strategy from Norges Bank  

Norges Bank yesterday changed its communication 

of monetary policy and included a new factor to its 

so-called interest rate account. The interest rate ac-

count gives a detailed description of how different 

factors have contributed to changing Norges Bank’s 

expected path for the policy rate. The new factor in-

cluded is called “Financial imbalances and uncer-

tainty”, which is central bank speak for “the housing 

market and credit growth”. This new factor has some 

different characteristics than the usual factors affect-

ing the interest rate.  

While Norges Bank only lowers its interest rate fore-

cast if the inflation development has been weaker 

than its assumption, the new housing market factor 

will contribute to pulling the interest rate path up as 

long as Norges Bank is worried about potential finan-

cial imbalances coming from the housing market. 

And we believe Norges Bank will continue to worry 

about financial instability stemming from the housing 

market for a long time, unless the housing market 

cools considerably faster than Norges Bank now ex-

pects. This means that if the housing market and 

credit growth develop according to Norges Bank’s 

expectation but inflation surprises somewhat to the 

downside, the new factor called “Financial imbal-

ances and uncertainty” would once again appear in 

the interest rate account as a factor that pulls the 

path for the key policy rate up. In practice, we believe 

Norges Bank’s fear of the housing market has put a 

floor under the key policy rate for now. However, we 

believe this to be a “soft” floor, in the sense that if 

inflation or economic growth should surprise mark-

edly to the downside, we believe Norges Bank can 

still cut the policy rate, but the deviations would prob-

ably have to be larger than what would traditionally 

have triggered an interest rate cut. Also, should the 

housing market cool faster than expected, making 

Norges Bank worried instead about too low private 

consumption, we believe the floor would cease to ex-

ist. Norges Bank continues to say that the interest 

rate can become negative if necessary.     

Policy rate to stay flat at 0.5 percent 

We have revised our macroeconomic projections 

slightly downward since our Macro Forecast Norway 

in October. Mainland GDP growth was somewhat 

disappointing in Q3, and the update from Norges 

Bank’s Regional Network points to still-subdued 

growth ahead. We now foresee GDP growth at 0.7 

and 1.5 percent in 2016 and 2017 respectively. Em-

ployment growth will probably stay weaker than we 

previously expected, and we believe unemployment 

will remain at elevated levels over the coming years. 

This is also reflected in weaker wage expectations. 

Information so far points to wage growth this year 

being somewhat lower than what the Social Partners 

initially had agreed upon. We also note that the So-

cial Partners have lowered their wage expectations 

for 2017. Due to this, we also revise down our near-

term inflation forecasts. In summary, the outlook for 

the real economy and inflation is somewhat weaker 

than we previously assumed.  
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Sources: Norges Bank, Handelsbanken Capital Markets



Inflation Targeting in Practice (cont’d)

• Financial stability concerns valid...

• ...but handled badly



Priorities given to ”leaning against the wind”
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Inflation Targeting in Practice (cont’d)

• Reserve deposit quotas encourages interconnectedness

• Banks should be incentivized to organize a NIBOR market
based on transactions in NOK only



Organizational issues

• Board’s dual duty strains capacity

• Norges Bank should publish voting results (with
attribution)...

• ...and minutes (without attribution)

• Policy of ”speaking with one voice” stifles public debate


