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21 June: September rate hike still likely




We expect Norges Bank to leave policy rates where they are at the June meeting
The interest rate path is likely to be lowered …
… but we expect Norges Bank to keep the signal of a September hike

Our expectation: We expect Norges Bank to leave interest rates where they are at this meeting, in line with the
previous guidance. News since the March meeting supports a modest downward shift in the rate path, broadly
explained by a decline in forward rates abroad. For 2018 we expect Norges Bank will keep a September hike on
the table. A further decline in unemployment, higher oil prices, a weak NOK and renewed strong price growth in
the housing market support this view, while lower-than-expected core inflation is an argument for Norges Bank to
be cautious. May inflation data due on Monday and Norges Bank’s Regional network survey due on Tuesday are
important figures that could affect the rate path. We expect core inflation was unchanged from April to May, and
that the Regional network will still signal solid growth in economic activity.
Thursday 21 June at 10:00 CEST: Announcement of the executive board's interest rate decision and publication
of Monetary Policy Report 2/18. A press conference following the announcement will be held at 10.30 am, to be
streamed on Norges Bank's website (in Norwegian).
The March meeting: Norges Bank left the key policy rate unchanged at 0.50% as was widely expected. The new
rate path was raised from Q3 2018. Norges Bank governor Olsen stated that “…current assessment of the
outlook and the balance of risks suggest that the key policy rate will most likely be raised after summer 2018”.
The rate path indicated a full 25bp rate hike in September and another in March 2019. The May meeting did not
bring any new information to the table.
Developments since the previous meeting:
Growth outlook abroad: GDP growth forecasts from Consensus Economics indicate marginally lower expectations
for the US and European economies, most likely affected by low growth numbers for Q1. We believe Norges
Bank is also likely to lower its forecasts. This may contribute to a slightly lower rate path. Inflation forecasts
abroad seem to be in line with current expectations.
Interest rate expectations abroad: 3m forward interest rates abroad have declined. From the week before Norges
Bank’s March meeting, foreign FRAs are roughly unchanged for 2018, but down 5bp for 2019, 17bp for 2020 and
22bp for 2021. Major trading partner currencies are the EUR, USD, SEK and GBP, and the drop in the EUR, SEK
and GBP rates has more than counteracted the rise in the USD rates. The decline will contribute to a lower rate
path in our view.
Exchange rate: So far in Q2, the import-weighted foreign exchange rate, I-44, has been 0.8% above Norges
Bank’s forecast, while the current level is closer to Norges Bank’s quarterly forecast. A lower interest rate
differential between the NOK and major trading partner currencies explains some of the weakness, while a
USD10 rise in the spot oil price and USD5 rise in the 2023 forward oil price are arguments for a stronger NOK
than expected. Hence, the NOK should – in Norges Bank’s view – have been stronger, but a slightly weaker NOK
was observed. Thus, FX movements will contribute to a higher rate path.
3m Nibor has been high: So far in Q2, 3m Nibor has averaged 1.10%, versus Norges Bank’s forecast of 1.00% for
the quarter, due to higher money market premiums, but has fallen in recent weeks, and is currently close to
expectations. A lower expected spread between 3m Libor and 3m OIS for USD over the next half year, which
feeds into 3m Nibor, supports Norges Bank’s forecast for the money market premiums. Despite the movements in
3m Nibor, new mortgage rates have been fairly stable. Housing market regulation was a factor in tightening credit
standards in 2017, but banks do not expect a further tightening going forward. We do not expect changes in
money market premiums and bank’s credit standards to affect the rate path this time.
Higher capacity utilisation: Mainland GDP growth was 0.6% QOQ in Q1, a tad below Norges Bank’s forecast of
0.7%. However, the GDP figures were far weaker than the headline growth suggested, which was helped by a
sharp drop in imports of financial business-related services in Q1. Domestic demand rose by only 0.1% QOQ, and
mainland companies excluding the electricity sector had a drop in output growth from 1.0% QOQ in Q4 to 0.5%
QOQ in Q1. However, we interpret the weak quarter as temporary and affected by an incidental weak spot in
private consumption, and believe Norges Bank interprets the figures correspondingly. Furthermore,
unemployment seems to have fallen more than Norges Bank forecast in March, and employment growth has
been solid. The petroleum investments survey combined with the Q1 national accounts suggest a downward
revision for oil investments in 2018, but an upward revision for 2019. House prices started to pick up again in
2018 after falling during 2017, and the outlook for house prices has improved relative to Norges Bank’s forecast
from March. This turnaround indicates improving consumer confidence, increasing the likelihood of a pick-up in
credit growth and raising the risk of financial instability. Together, we believe some basis points to the rate path.
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Inflation below expectations: Core inflation was 1.3% YOY in April, 0.3%-points below Norges Bank’s forecast.
May data is due on Monday morning. Lower-than-expected inflation may affect 2018 and to an extent 2019
inflation forecasts, and contribute to a lower rate path.
Overall, we believe Norges Bank still wants to raise policy rates after summer. Trends in the housing market are
probably important. For the remainder of 2018, lower inflation than expected contributes to a lower rate path. This
will however be offset by a weaker NOK than assumed and we end up with unchanged rate path for Q4. For
2019–2021 the drop in foreign forward rates dominates, and could well pull down the rate path.
Kyrre Aamdal, DNB Markets
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… but NOK rates have declined even more

Lower rates abroad…
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I-44 in line with expectations

3m Nibor returned and is now close to NB’s forecast

Norway: Import-weighted NOK (I-44)
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Falling unemployment, but weak Q1 GDP

Inflation is below forecasts so far in Q2

Norway: Unemployed

Norway: Core inflation

1000, sa

Actual (solid) vs Norges Bank's forecast (dotted)
y/y, per cent

150
3.0

130
110

2.0

90

1.0

70
0.0

50
30
May-08

-1.0

May-13
Reg.+measures

Source: Thomsen Datastream/DNB Markets

May-18
Reg.

LFS

Jul-17

Oct-17

CPI-ATE

Jan-18

Domestic

Source: Statistics Norway/Norges Bank//DNB Markets

Apr-18

Imports

Preview
08.06.2018
IMPORTANT/DISCLAIMER
This note (the “Note”) must be seen as marketing material and not as an investment recommendation within the meaning of
the Norwegian Securities Trading Act of 2007 paragraph 3-10 and the Norwegian Securities Trading Regulation 2007/06/29
no. 876. The Note has been prepared by DNB Markets, a division of DNB Bank ASA, a Norwegian bank organized under the
laws of the Kingdom of Norway (the “Bank”), for information purposes only. The Note shall not be used for any unlawful or
unauthorized purposes. The Bank, its affiliates, and any third-party providers, as well as their directors, officers, shareholders,
employees or agents (individually, each a “DNB Party”; collectively, “DNB Parties”) do not guarantee the accuracy,
completeness, timeliness or availability of the Note. DNB Parties are not responsible for any errors or omissions, regardless of
the cause, nor for the results obtained from the use of the Note, nor for the security or maintenance of any data input by the
user. The Note is provided on an “as is” basis. DNB PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED
WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A
PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE NOTE’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE NOTE WILL OPERATE WITH ANY SOFTWARE OR
HARDWARE CONFIGURATION. In no event shall DNB Parties be liable to any party for any direct, indirect, incidental,
exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including,
without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Note, even if advised of
the possibility of such damages. Any opinions expressed herein reflect the Bank’s judgment at the time the Note was prepared
and DNB Parties assume no obligation to update the Note in any form or format. The Note should not be relied on and is not a
substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. No DNB Party is acting as fiduciary or investment advisor in connection with the
dissemination of the Note. While the Note is based on information obtained from public sources that the Bank believes to be
reliable, no DNB Party has performed an audit of, nor accepts any duty of due diligence or independent verification of, any
information it receives. Confidentiality rules and internal rules restrict the exchange of information between different parts of
the Bank and this may prevent employees of DNB Markets who are preparing the Note from utilizing or being aware of
information available in DNB Markets/the Bank that may be relevant to the recipients of the Note.
The Note is not an offer to buy or sell any security or other financial instrument or to participate in any investment strategy.
Distribution of material like the Note is in certain jurisdictions restricted by law. Persons in possession of the Note should seek
further guidance regarding such restrictions before distributing the Note.
The Note is for clients only, and not for publication, and has been prepared for information purposes only by DNB Markets - a
division of DNB Bank ASA registered in Norway with registration number NO 984 851 006 (the Register of Business
Enterprises) under supervision of the Financial Supervisory Authority of Norway (Finanstilsynet), the Monetary Authority of
Singapore, and on a limited basis by the Financial Conduct Authority and the Prudential Regulation Authority of the UK, and
the Financial Supervisory Authority of Sweden. Details about the extent of our regulation by local authorities outside Norway
are available from us on request. Information about DNB Markets can be found at www.dnb.no/markets.

Additional information for clients in Singapore
The Note has been distributed by the Singapore Branch of DNB Bank ASA. It is intended for general circulation and does not
take into account the specific investment objectives, financial situation or particular needs of any particular person. You should
seek advice from a financial adviser regarding the suitability of any product referred to in the Note, taking into account your
specific financial objectives, financial situation or particular needs before making a commitment to purchase any such product.
You have received a copy of the Note because you have been classified either as an accredited investor, an expert investor or
as an institutional investor, as these terms have been defined under Singapore’s Financial Advisers Act (Cap. 110) (“FAA”)
and/or the Financial Advisers Regulations (“FAR”). The Singapore Branch of DNB Bank ASA is a financial adviser exempt
from licensing under the FAA but is otherwise subject to the legal requirements of the FAA and of the FAR. By virtue of your
status as an accredited investor or as an expert investor, the Singapore Branch of DNB Bank ASA is, in respect of certain of
its dealings with you or services rendered to you, exempt from having to comply with certain regulatory requirements of the
FAA and FAR, including without limitation, sections 25, 27 and 36 of the FAA. Section 25 of the FAA requires a financial
adviser to disclose material information concerning designated investment products which are recommended by the financial
adviser to you as the client. Section 27 of the FAA requires a financial adviser to have a reasonable basis for making
investment recommendations to you as the client. Section 36 of the FAA requires a financial adviser to include, within any
circular or written communications in which he makes recommendations concerning securities, a statement of the nature of
any interest which the financial adviser (and any person connected or associated with the financial adviser) might have in the
securities.
Please contact the Singapore Branch of DNB Bank ASA at +65 6212 6144 in respect of any matters arising from, or in
connection with, the Note.
The Note is intended for and is to be circulated only to persons who are classified as an accredited investor, an expert investor
or an institutional investor. If you are not an accredited investor, an expert investor or an institutional investor, please contact
the Singapore Branch of DNB Bank ASA at +65 6212 6144.
We, the DNB group, our associates, officers and/or employees may have interests in any products referred to in the Note by
acting in various roles including as distributor, holder of principal positions, adviser or lender. We, the DNB group, our
associates, officers and/or employees may receive fees, brokerage or commissions for acting in those capacities. In addition,
we, the DNB group, our associates, officers and/or employees may buy or sell products as principal or agent and may effect
transactions which are not consistent with the information set out in the Note.

Additional Information, including for Recipients in the United States:
The Note does not constitute an offer to sell or buy a security and does not include information, opinions, or
recommendations with respect to securities of an issuer or an analysis of a security or an issuer.

