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NORGES BANK

50 is the new 25. We expect Norges Bank to deliver double hikes
in August and September as inflation outlook has deteriorated
June rate path signals 25bps hikes at every policy meeting through
January 2023

Time to act even more forcefully to combat inflation
Global monetary policy have been under pressure for quite some time already. Norges
Bank was among the first Western central banks to start hiking rates last autumn,
taking the gradual approach, as the economy recovered quickly after covid related
lockdowns.
Other central banks, such as the Fed and ECB, have been more behind the curve on
tightening policy as inflation has skyrocketed and economic developments have been
strong on the back of reopening effects and high demand for labour. Hence, several
central banks have resorted to non-conventional policy hikes of large sizes.
Over the last months, however, it is more evident that Norges Bank has also fallen
markedly behind the curve. Lowest recorded unemployment rate and highest
recorded core inflation says it all. Norges Bank is forced to act more forcefully.
Norges Bank undertook the policy shift in June, by hiking by 50bps and guiding for
another 25bps hikes at the August interim meeting. This was the most hawkish turn
since the introduction of the inflation target in early 2000s. And still, it is likely not
enough. Based on stronger developments in the labour market and higher realised CPI
prints over the summer, inflation is likely to exceed Norges Bank’s projections both in
the short and medium term.

• Norges Bank’s rate path was revised markedly up at the June meeting, now
signaling four more hikes this year, and another three-four in 2023, before a rate
cut is priced in with quite high probability in end-2024. Norges Bank still sees a
‘normal’ rate to be around 1.75%.
• Our expectation is for Norges Bank to end its hiking campaign at 2.75% by this
year’s end, and to refrain from hiking rates next year. We expect 50bps hikes at
the meetings in August and September and 25bps hikes in November and
December.
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Hence, 50 is now the new 25. We expect Norges Bank to hike by 50bps at the
upcoming August meeting and in September, followed by 25bps in both November
and December. This should leave the policy rate at 2.75% by year-end, which we
deem to be the peak.
As more central banks go non-linear in their policy responses, the risk of seeing a
unfavourable outcome for the real economy, including housing and financial markets,
increase. However, central banks will have to use these markets as vehicles for
lowering inflation, as it remains the sole priority ahead. And as long as the Norwegian
housing market keeps well up, Norges Bank will not hesitate to tighten policy fast
ahead. Although it will hurt for households and hence also businesses.
But the slowdown of the economy, and potential rate cuts next year, will be the next
chapter of this cycle. Inflation will likely rewrite that part as well, as central banks can
no longer only look to the real economy for finetuning its policy response. This cycle is
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supervision of The Financial and Capital Market Commission (Finanšu un
kapitala tirgus komisija).
If you are not a client of ours, you are not entitled to this research report.
This Report is not intended for physical or legal persons who are citizens
of, or have domicile in, a country in which dissemination is not permitted
according to applicable legislation or other decisions.
This Report or any information in it is not for release, publication, or
distribution, directly or indirectly, in or into the United States or any other
jurisdiction in which such distribution would be unlawful or would require
registration or other measures.
In the United Kingdom this Report is addressed to and directed only at,
and should only be relied upon by, persons who have professional
experience in matters relating to investments falling within Article 19(5) of
the Financial Services and Markets Act 2000 (Financial Promotion) Order
2005, as amended (the “Order”), persons who are high net worth entities
falling within Article 49(2)(a) to (d) of the Order or are persons to whom it
may otherwise be lawful to communicate the Report to (all such persons
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rely on this Report and persons distributing this Report must satisfy
themselves that it is lawful.
All information, including statements of fact, contained in this Report has
been obtained and compiled in good faith from sources believed to be
reliable. However, no representation or warranty, express or implied, is
made by Swedbank with respect to the completeness or accuracy of its
content, and this Report is not to be relied upon as authoritative and
should not be taken in substitution for the exercise of a reasoned,
independent judgment by you.
Be aware that investments in capital markets, such as those described in
this Report, carry economic risks and that statements regarding future
assessments comprise an element of uncertainty. You are responsible
for such risks alone and Swedbank recommend that you supplement
your decision-making with material which is assessed to be necessary,
including (but not limited to) knowledge of the financial instruments in
question and the prevailing requirements as regards trading in financial
instruments.
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only and may be subject to change. In the event that the analyst's opinion
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