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WORLD WORKSTATION 2> Norway

The Recovery Takes a Breather

BY MEKAEL TESHOME

» Declining investment, petroleum output, and exports are slowing Norway's recovery.
» Strong public sector spending and resilient household consumption are supporting the mainland economy.
» A second European recession will keep the recovery on weak legs.

Recent Performance

The Norwegian recovery weakened more
than expected in the opening months of the
year as fixed investment, petroleum output,
and exports declined. Seasonally adjusted
real GDP contracted 0.1% on a quarterly
basis in the first stanza following expansions
of 01% and 0.5% in the fourth quarter and
third quarters, respectively. The mainland
economy, which excludes oil and gas indus-
tries, grew at a slower pace to 0.1% from
0.3% in the fourth quarter.

The weaker than expected growth in the
first quarter is a sober reminder that despite
its oil wealth, the Norwegian economy is
not immune to the debt crisis that is en-
gulfing many countries in Europe. Export-
dependent manufacturing is in an extended
slump, in contrast with other industrialized
economies that have seen a strong recovery
in manufacturing. A strong krone (it appreci-
ated about 15% against the euro in 2009
and 4% more this year) is hurting the coun-
try’s export-competitiveness at a time when
external demand is fragile. The purchasing
managers' index, a key production indica-
tor, barely surpassed the growth-neutral
level three times in the past 12 months. In
contrast, Sweden's PMI has been in expan-
sionary territory since June 2009, indicating
that Swedish manufacturing is accelerating.
Weak external demand also accounts for the
steep drop in investment spending, espe-
cially in ocean transport.

Yet, remarkably resilient domestic con-
sumption spending is keeping the mainland
economy on the recovery track despite the
recent hiccups in exports and investment.
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Strengths & Weaknesses

STRENGTHS

» Growing IT industry.

» Large government pension fund pro-
vides a steady income stream.

» Well-educated and productive work-
force.

WEAKNESSES

» Aging population generates high pen-
sion liabilities.

» Overly dependent on oil industry.

» Strong incentives to claim disability
status drain labor resources.

Forecast Risks

Short-term ’ Long-term '

UPSIDE

» Public sector expansion supports pri-
vate consumption growth.

» Rising equity market rebuilds wealth.

DOWNSIDE

» Global recovery falters, weighing on
commodity prices and oil investment.

» Stronger krone undermines export
competitiveness.

Even though the unemployment rate unex-
pectedly rose to 3.7% in April from 3.4% in
January, the jobless rate is still the lowest in
Europe. This is putting a floor under consum-
er spending, enabling household consump-
tion to move the economy forward even if at
a more moderate pace than in the previous
three quarters. Also, thanks to large oil sur-

pluses in the sovereign wealth fund, the Nor-
wegian government is able to keep spending
elevated without increasing public debt.

Staying the course

The Norges Bank is forging ahead with
plans to normalize monetary policy, even
though Norway's expansion has softened
considerably. Central bankers believe the key
policy rate should be as high as 2.5%. The
central bank raised the sight deposit rate by
25 basis points in May to 2%. Norges Bank
was the first in Europe to raise interest rates.
The most recent rate hike is the third since
October; the rate increases now total 75
basis points.

Slack in the labor market, decreasing elec-
tricity prices, and a strong currency have been
cooling consumer price inflation in recent
months, but inflation remains uncomfort-
ably close to the Bank’s 2.5% target. Central
bankers worry the krone’s appreciation will
unwind and increase import prices. Adding
to their argument, the latest survey of bank
lending shows credit standards for enterprises
continues to ease. Household credit growth
is also strong, even if credit conditions for
households have tightened somewhat.

All told, even though Europe's sovereign
debt crisis weighs on the outlook, infla-
tion concerns will be higher on the Norges
Bank's watch list, unless conditions change
significantly for the worse. The central bank
reckons that as long as oil prices stay near
current levels, it could unwind monetary
support without derailing the recovery and
ensure that inflation in the medium term
does not exceed the target.
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Outlook

The Norwegian economy is forecast
to grow 0.5% this year and 1.7% in 2011.
Forecasts for GDP growth in 2010 and
2011 have been marked down owing to the
precarious fiscal situation in a number of
European countries. Even though Norway
exited recession earlier than other European
countries, the expansion will be held back by
weak recoveries among its trading partners.
Premature unwinding of fiscal stimulus coin-
ciding with the waning of temporary boosts
such as inventory restocking will adversely
affect economic activity in the region, send-
ing Europe back into a moderate recession
near the end of the year. Weak external
demand from the U.K., Germany, France and
the Netherlands—the destination for more
than 60% of Norway's exports—will weigh
on the recovery later this year.

Manufacturing orders are still falling,
pointing to industrial weakness in the near
term. As a result, capacity utilization will
be slow to recover. This will keep fixed in-
vestment weak throughout the year, with
a stronger recovery expected only in 2011,
Firms are unlikely to expand payrolls consis-
tently until mid-2011, when confidence in
the European recovery strengthens.

Petroleum investment will likely decline
this year and next, as a number of projects
have been delayed. The supply of crude still
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outpaces demand, as fragile recoveries in
the industrialized economies are restraining
demand. Crude oil prices will rise only to
around $82 per barrel from the current price
of about $77. Oil prices will range as high as
$95 per barrel in the next several years.

The krone's appreciation is expected to
slow down in coming months, as the curren-
cy's value is significantly influenced by com-
modity prices, which will see limited gains
in the near term. The currency is expected
to remain stronger than its historical aver-
age over the next two years as Norwegian
interest rates rise relative to the euro zone
and the U.S. Also, concerns over the fiscal
health of a number of European countries
will weigh on the euro.

Fiscal expansion will remain the impetus
for the Norwegian recovery. Because large
oil surpluses enabled the government to
mount an aggressive fiscal stimulus with-
out increasing the public debt burden, the
government will have no need to reverse its
stimulus. The latest budget increases public
spending by 0.6% from the previous fiscal
year. The non-oil deficit will be 5.7% of the
sovereign wealth fund, Government Pension
Fund Global. Under normal circumstances,
the deficit target is 4% of the GPFG's value.

Reinforced by government spending, pri-
vate consumption will also drive growth in
2010 and 2011. Household spending will be

supported by historically low interest rates
and a rebuilding of wealth. Home prices are
rising strongly, helping to rebuild household
wealth and strengthen consumer confidence.

The key policy rate is expected to gradu-
ally rise to 2.5% by the end of the year.
Norges Bank will likely tread carefully as the
second European recession unfolds, but no
change in plans to unwind monetary stimu-
lus are expected, unless conditions in Europe
turn for the worse. Low capacity utilization
and a strong krone will keep inflation sub-
dued in the near term. However, Norges
Bank will keep its eye on medium-term in-
flation and will place the onus of additional
economic stimulus, if any is needed, on the
Treasury, which has ample petroleum funds
to support the recovery without creating
macroeconomic imbalances.

Downside risks to the outlook predomi-
nate. In particular, demand from Norway's
trading partners could suffer for longer than
expected if Europe’s sovereign debt threat
is not contained. Also, the global recovery
and its effect on energy demand will be the
primary driver of energy prices. Mixed eco-
nomic news from the U.S. and Europe imply
the global recovery is fragile and growth is
inconsistent. If the global recovery stumbles,
oil price growth will likely be more subdued
than expected; this would lead to a substan-
tial decline in oil investment.
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Chart 1 Contribution to GDP Growth: Demand Side
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Chart 2 Composition of Real GDP: Demand Side
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Chart 4 OECD Composite Leading Indicator
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Chart 7 Exports
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Norway - Merchandise Exports: Major Commodity

Last updated on: 6/1/2010
Annual Indicators
Commodity
Mineral Fuels
share of total exports
Manufactured Goods
share of total exports
Machinery and Transport Equipment
share of total exports
Agriculture and Livestock
share of total exports
Chemicals
share of total exports
Total

Source: Statistics Norway

Units

$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil

2009

78,371.1
65.1
10,101.4
84
13,525.8
11.2
7,359.6
6.1
5,906.5
4.9
120,317.6

Norway - Merchandise Exports: Major Trading Partners

Last updated on: 6/1/2010
Annual Indicators
Country
United Kingdom
share of total exports
Germany
share of total exports
Netherlands
share of total exports
France
share of total exports
United States
share of total exports
World

Source: IMF: Direction of Trade

Units

$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil
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2009

29,312.8
24.3
16,173.5
13.4
13,119.5
10.9
10,314.7
8.5
5,819.6
4.8
120,709.6

Chart 8 Imports
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Norway - Merchandise Imports: Major Commodity

Last updated on: 6/1/2010
Annual Indicators
Commodity

Machinery and Transport Equipment

share of total imports
Manufactured Goods

share of total imports
Misc. Manufactured Goods

share of total imports

Chemicals and Chemical Products

share of total imports
Inedible Crude Materials

share of total imports
Total

Source: Statistics Norway

Units

$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil

2009

27,819.9
40.5
10,275.3
14.9
10,647.3
15.5
6,888.1
10.0
3,956.8
5.8
68,739.4

Norway - Merchandise Imports: Major Trading Partners

Last updated on: 6/1/2010
Annual Indicators
Country
Sweden
share of total imports
Germany
share of total imports
Denmark
share of total imports
United Kingdom
share of total imports
China
share of total imports
World

Source: IMF: Direction of Trade

Units

$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil
%
$ mil

2009

9,493.7
13.9
8,828.9
12.9
4,644.1
6.8
4,113.9
6.0
5,345.0
7.8
68,506.2
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Chart 9 Effective Exchange Rates
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Chart 13 Economic Openness
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Chart 10 Current Account Balance
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Chart 15 Labor Force Projections Chart 16 Demographic Change by Population Cohort
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Norway - Recent Performance Indicators

Last updated on: 6/23/2010 Average Values
Weekly Indicators Units 19Jun10 12Jun10 5Jun10 29May10 22May10 3m 6m 12m
Exchange Rates

Norwegian Krone per U.S. Dollar NOK/USD 6.378 6.479 6.582 6.437 6.450 6.186 6.020 5.976

Norwegian Krone per Euro NOK/EUR 7.862 7.835 7.851 7.962 8.143 7.928 8.035 8.315
Stock Market (end of week)

PSI General Index Index 414.64 408.02 401.37 401.35 392.83 417.48 414.51 391.57
Monthly Indicators Units May 10 Apr 10 Mar 10 Feb 10 Jan 10 3m 6m 12m
Industrial Production Index (SA)

Total 2005=100 na 90.0 90.7 92.1 92.6 90.9 91.8 91.9
change %MA na -0.8 -1.5 -0.5 0.2 -0.9 -0.5 -0.4
year-over-year change %YA na -4.5 -5.0 -6.8 -3.7 -5.4 -5.0 -4.9

Foreign Trade (NSA)

Exports Mil NOK 61,298 64,130 71,481 65,919 64,367 65,636.2 65,265.6  63,477.3
change %MA -4.4 -10.3 8.4 2.4 -0.0 -2.1 -1.1 1.0
year-over-year change %YA 10.0 10.1 0.1 -1.4 -8.2 6.7 -0.5 -11.9

Imports Mil NOK 36,173 38,786 43,472 33,605 30,330 39,476.7 359455  36,580.3
change %MA -6.7 -10.8 29.4 10.8 -8.9 3.9 -0.8 1.4
year-over-year change %YA 7.1 11.6 16.7 -1.1 -15.1 11.5 -2.1 -6.8

Trade Balance Mil NOK 25,125 25,344 28,009 32,314 34,037 26,159.4  29,320.1  26,897.0
Labor Force Statistics (SA)

Unemployment Rate % na 3.7 3.5 3.5 3.4 3.6 315 3.3

Unemployment Ths na 95.0 92.0 90.0 88.0 92.3 89.3 85.3
change %MA na 3.3 2.2 2.3 1.1 2.6 1.9 1.5
year-over-year change %YA na 18.8 13.6 15.4 12.8 16.9 15.0 20.2

Labor Force Ths na 2,589 2,590 2,589 2,585 2,589.3 2,586.3 2,584.6
change %MA na -0.0 0.0 0.2 -0.1 0.1 0.1 -0.0
year-over-year change %YA na -0.2 -0.2 -0.2 -0.5 -0.2 -0.3 -0.2

Employment Ths na 2,494 2,499 2,498 2,498 2,497.0 2,497.2 2,499.4
change %MA na -0.2 0.0 0.0 -0.1 -0.1 0.0 -0.1
year-over-year change %YA na -0.8 -0.6 -0.7 -0.8 -0.7 -0.8 -0.7

Retail Sales Index (NSA)

Total 2005=100 na 108.4 123.0 103.0 110.6 111.5 121.2 123.3
change %MA na -11.9 19.4 -6.9 -30.8 0.2 -0.5 0.7
year-over-year change %YA na -4.3 13.2 3.9 3.0 4.3 4.3 3.5

Consumer Price Index (NSA)

All Items 1998=100 128.9 129.6 129.3 128.7 127.1 129.3 128.4 127.3
change %MA -0.5 0.2 0.5 1.3 0.2 0.1 0.3 0.2
year-over-year change %YA 2.5 3.3 3.4 3.0 2.5 3.1 2.8 2.3

Producer Price Index (NSA)

Total 2000=100 203.7 204.7 197.7 193.2 189.3 202.0 195.1 187.7
change %MA -0.5 3.5 2.3 2.1 3.9 1.8 1.8 1.5
year-over-year change %YA 18.4 26.7 21.7 18.8 13.8 22.3 18.3 8.0

Money and Finance (NSA)

Monetary Base: MO Mil NOK na 106,797.0 85,741.0 81,872.0 91,490.0 91,470.0 97,203.2 112,688.1
change %MA na 24.6 4.7 -10.5 -32.0 6.3 &7 1.4
year-over-year change %YA na -23.5 -27.5 -48.8 -35.1 -33.3 -32.0 6.3

Quarterly Indicators Units 10Q1 09Q4 09Q3 09Q2 09Q1 6m 12m
Balance of Payments (NSA)

Current Account Balance Mil NOK 97,648 101,718 72,283 90,529 72,854 99,683.0 90,544.5
National Accounts (Constant Prices, SA)

Gross Domestic Product Mil 2000 NOK 568,475 569,252 568,594 565,507 571,523 568,863.5 567,957.0

Annualized growth %AR -0.5 0.5 2.2 -4.1 -3.4 -0.0 -0.5
year-over-year change %YA -0.5 -1.3 -1.2 -2.4 -1.2 -0.9 -1.4

Household Consumption Mil 2000 NOK 234,620 232,973 229,944 226,972 223,997  233,796.5 231,127.3
Annualized growth %AR 2.9 5.4 &3 54 -2.1 4.1 4.7
year-over-year change %YA 4.7 3.5 1.2 -1.2 -2.9 4.1 2.0

Government Consumption Mil 2000 NOK 123,325 122,052 122,963 121,589 120,400 122,688.5 122,482.3
Annualized growth %AR 4.2 -2.9 4.6 4.0 10.7 0.7 2.5
year-over-year change %YA 2.4 4.0 5.3 5.1 4.9 3.2 4.2

Gross Fixed Capital Formation Mil 2000 NOK 104,224 117,094 113,707 119,770 119,687  110,659.0 113,698.8
Annualized growth %AR -37.2 12.5 -18.8 0.3 -21.2 -12.4 -10.8
year-over-year change %YA -12.9 -7.8 -12.4 -6.2 -5.2 -10.4 -9.8

Changes in Stocks and Statistical Discrepancy Mil 2000 NOK 1,305 -7,761 -1,248 1,737 -743 -3,228.0 -1,491.8
% of GDP % 0.2 -1.4 -0.2 0.3 -0.1 -0.6 -0.3

Exports of Goods & Services Mil 2000 NOK 254,765 255,375 252,893 244,059 254,273  255,070.0 251,773.0
Annualized growth %AR -1.0 4.0 15.3 -15.1 -8.5 1.5 0.8
year-over-year change %YA 0.2 -1.8 -1.6 -8.4 -3.9 -0.8 -2.9

Imports of Goods & Services Mil 2000 NOK 159,749 160,587 159,587 158,418 155,781 160,168.0 159,585.3
Annualized growth %AR -2.1 2.5 3.0 6.9 -26.8 0.2 2.6
year-over-year change %YA 2.5 -4.6 -10.7 -11.2 -13.7 -1.0 -6.0
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Norway - Forecast Table

Last updated on: 6/23/2010 History Forecast
Quarterly Indicators Units 09Q2 09Q3 09Q4 10Q1 10Q2F 10Q3F 10Q4F 11Q1F 11Q2F 11Q3F 11Q4F 12Q1F
National Accounts
Gross Domestic Product Bil 05 NOK 565.5 568.6 569.3 568.5 571.1 5771 576.5 579.8 582.6 586.3 589.5 593.4
change %YA -2.4 -1.2 -1.3 -0.5 1.0 1.5 1.3 2.0 2.0 1.6 2.3 2.3
Private Consumption Bil 05 NOK 236.8 239.9 243.1 2446 248.7 252.9 253.3 254.0 255.3 256.6 258.1 259.7
change %YA -1.1 1.3 3.6 4.7 5.0 5.4 4.2 3.9 2.7 1.5 1.9 2.2
Fixed Investment Bil 05 NOK 119.8 113.7 117.1 104.2 104.6 104.6 104.2 104.6 105.5 106.3 107.3 108.4
change %YA -6.2 -12.4 -7.8 -12.9 -12.7 -8.0 -11.0 0.4 0.9 1.6 3.0 3.6
Changes in Inventories Bil 05 NOK 1.7 -1.2 -7.8 1.3 0.9 25 1.3 3.2 3.7 4.7 4.9 6.0
% of GDP % 0.3 -0.2 -1.4 0.2 0.2 0.4 0.2 0.5 0.6 0.8 0.8 1.0
Total Investment Bil 05 NOK 121.5 112.5 109.3 105.5 105.5 107.2 105.5 107.8 109.1 111.0 112.2 114.4
change %YA -10.8 -21.9 -17.7 -11.3 -13.1 -4.7 -3.5 2.2 34 3.6 6.4 6.1
Government Expenditures Bil 05 NOK 121.6 123.0 1221 123.3 124.6 125.9 1271 127.6 128.1 128.9 129.5 130.0
change %YA 5.1 5.3 4.0 2.4 2.4 2.4 4.2 3.5 2.8 2.4 1.8 1.9
Domestic Demand Bil 05 NOK 479.9 475.3 474.5 473.5 478.7 485.9 485.9 489.5 492.5 496.5 499.8 504.1
change % YA -2.3 -4.5 -2.2 0.1 -0.2 2.2 24 3.4 2.9 2.2 2.9 3.0
Exports Bil 05 NOK 2441 252.9 255.4 254.8 255.3 257.1 258.1 259.7 261.3 262.8 264.4 265.2
change %YA -8.4 -1.6 -1.8 0.2 4.6 1.7 1.1 2.0 2.3 2.2 2.4 2.1
Imports Bil 05 NOK 158.4 159.6 160.6 159.7 163.0 166.0 167.5 169.4 171.2 173.0 174.7 175.9
change %YA -11.2 -10.7 -4.6 2.5 2.9 4.0 4.3 6.1 5.1 4.2 4.3 3.8
Net Exports Bil 05 NOK 85.6 93.3 94.8 95.0 92.3 91.1 90.6 90.3 90.1 89.8 89.7 89.3
Trade
Current Account Bil NOK 90.5 723 101.7 97.6 96.7 98.4 98.2 99.0 93.8 96.1 96.9 102.6
% of GDP % 15.7 12.4 16.2 15.9 16.0 16.0 15.9 15.9 14.9 15.1 15.1 15.8
Prices
CPI 1998=100 125.8 125.8 126.6 128.4 127.2 127.8 128.5 130.5 129.7 130.4 131.0 133.3
change %YA 3.1 1.8 1.4 2.9 1.1 1.6 1.5 1.7 1.9 2.0 2.0 2.1
PPI 2000=100 173.5 178.5 180.5 193.4 193.6 195.1 196.5 199.6 202.4 205.2 208.2 211.8
change %YA -2.2 -5.0 &3 18.0 11.6 9.3 8.9 32 4.5 5.2 59 6.1
GDP Deflator 2004=100 102.3 102.8 110.1 108.3 105.7 106.7 107.2 107.7 108.2 108.6 109.1 109.7
change %YA -8.5 -6.2 -2.6 1.3 34 3.7 -2.6 -0.6 2.3 1.8 1.8 1.9
Export Deflator 2004=100 97.6 95.3 102.9 101.6 103.1 105.0 105.3 105.4 105.8 106.5 107.2 108.1
change %YA -18.6 -18.5 -12.4 -3.2 5.7 10.2 2.3 3.8 2.6 1.3 1.8 2.6
Import Deflator 2004=100 103.1 106.8 102.7 99.7 100.5 100.6 101.0 101.5 102.1 102.6 103.1 103.7
change %YA -1.5 -0.1 -6.4 -1.5 -2.5 -5.9 -1.6 1.9 1.5 2.0 2.1 2.1
Labor Markets
Unemployment Rate % 3.1 3.2 3.3 3.5 3.5 3.4 3.4 3.3 3.3 3.2 3.1 3.0
Employment Mil 25 25 25 25 25 25 25 25 25 25 25 25
change %YA 0.0 -1.0 -1.0 -0.7 -0.7 0.1 0.1 0.1 0.4 0.5 0.7 0.8
Unemployment Mil 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
change %YA 26.9 28.1 17.1 14.0 13.9 7.8 2.3 -4.3 -5.3 -5.4 -8.2 -8.5
Labor Force Mil 2.6 26 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6
change %YA 0.7 -0.3 -0.5 -0.2 -0.2 0.3 0.2 -0.1 0.2 0.3 0.4 0.5
Wages and Salaries Bil NOK 977 987 1,098 1,007 1,002 1,003 1,005 1,009 1,013 1,017 1,022 1,027
change %YA -7.4 -4.7 18.4 5.8 2.5 1.6 -8.5 0.2 1.1 1.5 1.8 1.9
Production
Total Production 2000=100 92.0 92.4 92.7 91.8 92.5 92.8 92.9 93.1 93.4 93.7 94.0 94.4
change %YA -6.3 -3.1 -6.2 -5.1 0.6 0.4 0.2 1.5 1.0 0.9 1.2 1.3

Financial Markets

Money Supply Bil NOK 1,508 1,516 1,518 1,526 1,515 1,507 1,542 1,526 1,587 1,538 1,705 1,841
change %YA 4.2 3.5 1.8 1.7 0.5 -0.6 1.6 -0.0 4.7 2.1 10.6 20.6
Monetary Policy Rate % 2.67 225 2.47 2.75 2.92 3.00 3.00 3.00 3.10 3.30 3.50 4.10
Norwegian Kroner per U.S. Dollar NOK/USD 6.50 6.11 5.68 5.86 5.76 5.60 5.58 5.65 5.71 5.72 5.68 5.58
change %YA 27.9 13.7 -16.5 -14.8 -11.3 -8.3 -1.7 -3.5 -0.9 2.1 1.7 -1.2
Norway - Oslo All Share Index Index 316 349 398 413 496 518 506 534 556 565 567 579
change %YA -42.0 -24.6 43.1 53.2 56.9 48.6 271 29.5 12.1 9.1 12.0 8.4

Conversions

Nominal GDP Bil NOK 578.3 584.8 626.5 615.7 603.7 615.7 618.0 624.2 630.3 637.0 643.2 651.1
change %YA -10.7 -7.3 -3.8 0.8 4.4 5.3 -1.4 1.4 4.4 3.5 4.1 4.3
Real GDP in Dollar Terms Bil 05 USD 78.5 78.9 79.0 78.9 79.3 80.1 80.0 80.5 80.9 81.4 81.8 82.4
change %YA -2.4 -1.2 -1.3 -0.5 1.0 1.5 1.3 2.0 2.0 1.6 2.3 2.3
Nominal GDP in Dollar Terms Bil USD 89.0 95.8 110.4 105.1 104.7 109.9 110.8 110.4 110.3 111.3 113.3 116.6
change %YA -30.1 -18.5 15.1 18.2 17.7 14.8 0.4 5.1 5.3 1.3 2.3 5.6
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