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The Monetary Policy Report is published four times a year, in March, June, September and December. 
The Report assesses the interest rate outlook and includes projections of developments in the Norwegian and 
global economy.

Editor: Ida Wolden Bache

The analysis in this Report is based on information in the period to 13 June 2025. The Committee’s assessment 
is based on information in the period to the Committee’s meeting on 19 June 2025. The Report was published on 
19 June and is available at www.norges-bank.no.

https://www.norges-bank.no/en/news-events/publications/?selectedFacets[Type]=11404&skip=0
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Monetary policy in Norway
Objectives
The mandate for monetary policy is laid down in the Central Bank Act and the Regulation on Monetary Policy. 
The primary objective of monetary policy is to maintain monetary stability by keeping inflation low and stable. 
The operational target for monetary policy is annual consumer price inflation of close to 2% over time. Inflation 
targeting shall be forward-looking and flexible so that it can contribute to high and stable output and employ-
ment and to countering the build-up of financial imbalances. Norges Bank’s monetary policy strategy describes 
the Monetary Policy and Financial Stability Committee’s interpretation of the monetary policy mandate and how 
monetary policy will respond to different shocks. The strategy is further described in a box on page 4.

Decision	process
The policy rate is set by Norges Bank’s Monetary Policy and Financial Stability Committee. Policy rate decisions 
are taken at the Committee’s monetary policy meetings. The Committee normally holds eight monetary policy 
meetings per year. The Monetary Policy Report is published four times a year in connection with four of the 
monetary policy meetings. Prior to publication, several seminars and meetings are held at which analyses are 
presented to the Committee, and economic developments, the balance of risks and the monetary policy stance 
are deliberated. On the basis of the analyses and deliberations, the Committee assesses future interest rate 
developments. The final policy rate decision is made on the day prior to the publication of the Report. In con-
nection with the monetary policy meetings without a Report, the Committee ordinarily meets twice. The Com-
mittee’s assessment of the economic outlook and monetary policy is presented in “The Committee’s assess-
ment”.

Reporting
Norges Bank places emphasis on transparency in its monetary policy communication. The Bank reports on the 
conduct of monetary policy in its Annual Report. The assessments on which interest rate setting is based are 
published regularly in the Monetary Policy Report and elsewhere.

Decision-making process for Monetary Policy Report 2/2025
At its meetings on 3 and 11 June 2025, the Committee discussed the economic outlook and the monetary 
policy stance. On 18 June, the Committee took its monetary policy decision on the basis of its deliberations and 
a recommendation by Norges Bank staff. 

https://www.norges-bank.no/en/topics/Monetary-policy/monetary-policy-strategy/
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The monetary policy strategy describes the Committee’s interpretation of the mandate for monetary policy and provides a 

framework for the Committee’s assessments of the appropriate monetary policy reaction to different shocks. A summary of 

the strategy is provided here and published in full on Norges Bank’s web pages.

Norges Bank’s monetary policy strategy
Mandate	and	trade-offs
The task of monetary policy is to ensure low and stable inflation and to help keep employment as high as 
possible. In the long term, there is no conflict between low and stable inflation and high and stable output and 
employment. In the short term, however, a conflict may arise between the two considerations. In the conduct of 
monetary policy, the Committee seeks to strike a balance between the aim of maintaining a stable inflation rate 
around the target of 2% and the aim of maintaining high and stable employment. Even though low and stable 
inflation is an overriding objective, weight will always be given to high and stable output and employment in the 
conduct of monetary policy.

Low	and	stable	inflation
In interest rate setting, the Committee aims to stabilise inflation, as measured by the annual rise in the consumer 
price index (CPI), around the target of 2%. The goal is symmetrical in that, all else being equal, the aim is to bring 
inflation back to target just as quickly when inflation is above target as when it is below target. The time horizon 
for bringing inflation back to target after a disturbance is not fixed but will depend on the extent to which 
inflation stabilisation comes at the expense of high and stable output and employment. In assessing the time 
horizon, the effect of the deviation from target on confidence in the inflation target is also taken into account.

High	output	and	employment
Monetary policy can contribute to stabilising output and employment around the highest possible level 
consistent with price stability over time. This level is primarily determined by structural conditions such as wage 
formation, the tax and social security system and population composition. Cyclical fluctuations are 
asymmetrical with downturns often deepening and developing faster than upturns. In addition, the welfare 
costs of high unemployment are substantial. An important consideration for monetary policy is to prevent 
cyclical downturns from becoming deep and protracted.

Mitigating	the	build-up	of	financial	imbalances
If there are signs that financial imbalances are building up, the aim of high and stable output and employment 
may in some situations warrant maintaining a somewhat higher policy rate than would otherwise be the case. 
That can partly reduce the risk of a severe downturn further out. The regulation and supervision of financial 
institutions are the most important tools for cushioning shocks to the financial system.

Reaction	pattern
The policy rate affects inflation and the real economy with a lag, and the effects are uncertain. The uncertainty 
surrounding the effects of the policy rate normally implies that monetary policy will respond less forcefully to 
shocks than otherwise. Moreover, the policy rate will normally be changed gradually to enhance the 
predictability of monetary policy and reduce the risk of undesirable financial market volatility and unexpected 
reactions among households and firms. In situations where the risk of particularly adverse outcomes is 
pronounced, it may be appropriate to react more forcefully than normal in interest rate setting.

https://www.norges-bank.no/en/topics/Monetary-policy/monetary-policy-strategy/
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 The Committee’s 
assessment
Norges Bank’s Monetary Policy and Financial Stability 
Committee unanimously decided to reduce the policy 
rate from 4.5 percent to 4.25 percent at its meeting 
on 18 June. The economic outlook is uncertain, but if 
the economy evolves broadly as currently projected, 
the policy rate will be reduced further in the course 
of 2025.

The	operational	target	of	monetary	policy	is	annual	consumer	price	
inflation	of	close	to	2%	over	time.	Inflation targeting shall be for-
ward-looking and flexible so that it can contribute to high and stable 
output and employment and to counteracting the build-up of financial 
imbalances.

The policy rate was raised significantly to tackle high inflation and has 
stood at 4.5% since December 2023. The tightening of monetary policy 
has contributed to cooling down the Norwegian economy and to damp-
ening inflation. Inflation	has	fallen	in	recent	years	but	is	still	above	
target. At the same time, unemployment has increased somewhat from a 
low level. The output gap has narrowed, and output is now close to 
potential.

The	global	economic	outlook	is	still	marked	by	uncertainty	about	
international	trade	policies.	Since the March Report, the US has raised 
tariffs further on a range of goods, and some countries have responded 
with countermeasures. The Committee noted that the growth outlook for 
trading partners appears to be somewhat weaker than in March. 
Increased tariff rates pull inflation in different directions. Lower global 
growth and a shift in trade towards tariff-free markets could dampen 
inflation. On the other hand, higher tariffs could drive up inflation in the 

The Committee’s assessment summarises the Monetary Policy and 
Financial Stability Committee members’ assessments that led to 
the monetary policy decision at the meeting on 18 June 2025. 
The analyses in Monetary Policy Report 2/2025 summarise the 
basis for the assessment.
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The Committee’s assessment
tariff-imposing countries and in other countries through more expensive 
intermediate goods or due to global supply chain disturbances. The 
Committee noted that most international forecasters have revised up 
their US inflation forecasts, while their forecasts have been revised down 
for the euro area. Some commodity prices, for example steel and alumin-
ium prices, have fallen since March. The military strikes in the Middle East 
have led to a rise in oil prices over the past week, and prices are now 
back to the levels seen in March.

There have been large movements in financial markets since March. 
Major equity indices declined sharply in the beginning of April, while 
bond market spreads and a number of uncertainty indicators increased. 
These movements were since largely reversed. In recent months, the US 
dollar has depreciated against a range of currencies, including the Nor-
wegian krone. The krone exchange rate, as measured by the import-
weighted exchange rate index (I-44), depreciated during the market tur-
bulence in April but has since appreciated again and is now somewhat 
stronger than assumed in March.

The Committee noted that both international and Norwegian interest rate 
expectations have fallen somewhat, but that longer-term interest rate 
expectations remain markedly higher than the policy rate forecast in the 
March Report. Long-term interest rates have risen in recent years. Esti-
mates of the neutral interest rate provide an indication of what a normal 
interest rate level will be in the long term. The Committee noted that 
updated analyses indicate that the neutral rate is a little higher than previ-
ously assumed.

The	Committee	gave	special	attention	to	the	fact	that	underlying	infla-
tion	has	declined	and	been	somewhat	lower	than	projected.	Twelve-
month consumer price inflation (CPI) adjusted for tax changes and 
excluding energy products (CPI-ATE) decreased to 2.8% in May. At the 
same time, higher energy prices pushed up CPI inflation to 3.0%, which 
was somewhat higher than projected. Domestically produced goods and 
services inflation is still stoking overall inflation. International price 
impulses to imported consumer and intermediate goods appear to be 
weaker than previously assumed. It appears that wage growth will be 
notably lower in 2025 than in 2024, in line with the projection in the previ-
ous Report.

The	Committee	noted	that	new	information	on	capacity	utilisation	in	
the	Norwegian	economy	pulls	in	different	directions. Economic activity 
appears to be holding up well. After falling towards the end of 2024, activ-
ity has risen again and been higher than projected. The Committee noted 
that Regional Network contacts expect growth to hold steady in the 
coming period. After declining over a long period, activity in the construc-
tion sector now appears to have stopped falling. On the other hand, 
labour market developments appear to have been a little weaker than 
expected. Employment has increased further, while registered unem-
ployment rose to 2.1% in May.	LFS unemployment has shown a gradual 
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The Committee’s assessment
increase this year. Overall, new information indicates that there may be a	
little more spare capacity	in the Norwegian economy than assumed in the 
previous Report.

The direct effects of higher tariff rates on growth in the Norwegian 
economy are likely limited. The Committee noted that many Regional 
Network contacts report increased uncertainty due to international trade 
conflicts, but few contacts expect higher tariff rates to have a significant 
impact on activity ahead.

The	Committee	judges	that	a	restrictive	monetary	policy	is	still	
needed	but	that	it	is	now	appropriate	to	begin	a	cautious	normalisa-
tion	of	the	policy	rate.	At the monetary policy meeting in March, the 
Committee’s assessment was that the policy rate would most likely be 
reduced in the course of 2025. Inflation is still above target, and the 
recent years’ high growth in costs will likely stoke inflation for a period 
ahead. Since March, underlying inflation has declined somewhat faster 
than expected, and the inflation outlook for the coming year indicates 
somewhat lower inflation than previously expected. The Committee 
judges that a cautious normalisation of the policy rate will pave the way 
for inflation to return to target without restricting the economy more than 
necessary.

Prospects for a further decline in the policy rate in the course of 2025
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The Committee’s assessment
The policy rate forecast in this Report declines to just below 4% at the 
end of 2025 and to about 3% towards the end of 2028. The forecast is 
little changed from the previous Report but is slightly lower in the near 
term and slightly higher further out in the projection period. Economic 
growth is likely to be higher in 2025 than in 2024 and is expected to 
remain moderate in the coming years. Registered unemployment is 
expected to increase slightly to around pre-pandemic levels. Inflation is 
projected to move down and be close to 2% in 2028.

The	uncertainty	surrounding	the	outlook	is	greater	than	normal.	An 
escalation of conflicts between countries and uncertainty about future 
trade policies may result in renewed financial market turbulence and 
could impact both Norwegian and international growth prospects. If	the	
economy	takes	a	different	path	than	currently	envisaged,	the	policy	
rate	path	may	also	differ	from	that	implied	by	the	forecast. If prospects 
suggest that wage and price inflation will remain elevated for longer than 
projected, a higher policy rate than currently envisaged may be required. 
If inflation falls faster than projected, or unemployment rises more than 
projected, the policy rate may be reduced faster.

Ida	Wolden	Bache	
Pål	Longva	
Øystein	Børsum	
Ingvild	Almås	
Steinar	Holden

18 June 2025
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1. Overall picture

International trade and cooperation are undergoing 
significant change, but this has so far had limited 
impact on the economic outlook for Norway. In 
Norway, underlying inflation increased at the 
 beginning of the year but has slowed again in recent 
months. At the same time, unemployment has edged 
up. Based on the policy rate forecast underlying the 
projections in this Report, inflation is expected slow 
further out, moving down to around 2% in 2028. 
Registered unemployment is likely to increase some-
what further ahead, to around pre-pandemic levels. 

Inflation
Inflation both in Norway and internationally has declined markedly in 
recent years, after rising sharply in the wake of the pandemic and 
 Russia’s invasion of Ukraine. Among a number of Norway’s main trading 
partners, overall CPI inflation was close to the 2% inflation targets in May 
(Chart 1.1). In Norway, CPI inflation was 3.0%, up from 2.5% in April. While 
energy prices dampened international inflation, energy prices in Norway 
were appreciably higher in May than in the same month one year earlier. 

1.1 Inflation has approached inflation targets
CPI. Twelve-month change. Percent

Sources: LSEG Datastream and Statistics Norway
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1. Overall picture
Low levels of precipitation in spring have pushed up electricity prices 
recently.

In Norway, the CPI, adjusted for tax changes and excluding energy 
 products (CPI-ATE), was 2.8% in May, a decline from 3.4% in February and 
March. This was also lower than projected in the March 2025 Monetary 
Policy Report, but broadly as high as inflation at the end of 2024. While 
food inflation increased considerably in the first month of 2025, the rise in 
food prices has abated in the past couple of months.

GDP	and	demand
In Norway and among our main trading partners, economic activity rose 
rapidly in the wake of the pandemic, but the rise in many European 
 countries was dampened as wage growth failed to keep up when inflation 
surged. Subsequently, central banks’ policy rate hikes also acted as a 
brake on growth.

In 2024, however, wages rose more than prices, and in conjunction with 
lower interest rates, contributed to growth picking up somewhat among 
European trading partners from the previous year. At the same time, US 
growth remained markedly higher (Chart 1.2).

Norwegian mainland GDP growth in 2024 was lower than in 2023 and 
lower than growth among our main trading partners (Chart 1.2). In Norway, 
growth has been dampened by the unchanged policy rate, but GDP 
figures also reflect more random fluctuations. Mainland GDP fell by 0.4% 
in 2024 Q4, before rising by 1.0% in 2025 Q1, which was higher than 
 projected in the March Report. Reports from Norges Bank’s Regional 
Network contacts point to somewhat steadier growth in the same period. 
Overall, contacts report higher activity levels since summer 2024, but 
reports indicate that growth has picked up somewhat into 2025. Contacts 
expect growth to hold firm through summer.

At the same time, data indicate a clear upswing in household demand in 
2025 Q1. Private consumption rose by 1.5% from the previous quarter and 

1.2 Growth declining in the US but an upturn in Europe
GDP. Annual change. Percent

Sources: LSEG Datastream, Statistics Norway and Norges Bank
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1. Overall picture
housing investment also picked up a little, after falling by around 40% 
since the beginning of 2022.

On the other hand, demand components that have shown relatively 
strong growth in recent years were weaker in 2025 Q1. Both public 
demand and investment on the Norwegian continental shelf fell from 
2024 Q4, while exports were little changed.

Labour	market	and	the	output	gap
Employment recovered rapidly following the pandemic, but the rise in 
employment has also softened in line with slower economic growth. 
Since 2022, the employment rate has edged down (Chart 1.3). However, 
population growth was unusually high in this period. Ukrainian refugees 
have accounted for much of the growth, and as in previous refugee 
waves into Norway, few refugees have directly entered the labour market. 
Since the previous Report, employment has evolved as projected.

At the same time, registered unemployment has increased and been 
somewhat higher than assumed in March. In May, seasonally adjusted 
registered unemployment was 2.1%. Unemployment is now 0.5 percent-
age point higher than its trough in summer 2022.

Even though the labour market has loosened somewhat in recent years, 
wage growth has picked up. In 2024, annual wage growth was 5.6%, the 
highest level since 2008. As in the March Report, annual wage growth is 
projected to slow to 4.5% in 2025.

The output gap is assessed to have declined somewhat through 2023, 
but output is estimated to have remained close to potential since the 
start of 2024. The output gap estimate is slightly lower than in the March 
Report. In the assessment, particular weight is given to the rise in unem-
ployment, which indicates that there may be a little more spare capacity 
in the Norwegian economy than previously assumed.

1.3 High employment in Norway
Employment to population ratio. Aged 15 –74. Percent

Sources: Statistics Norway and Norges Bank
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1. Overall picture
Global	economic	outlook
The global economic outlook is marked by substantial shifts in US policy 
since the new US president took office in January this year. Not least, US 
tariffs were raised markedly, a number of which have been postponed 
pending trade negotiations, but US tariff rates are nevertheless now at 
their highest level since the interwar period (Chart 1.4). At the same time, 
there is considerable uncertainty surrounding tariff developments ahead.

US policy changes have contributed to considerable financial market vol-
atility. Equity markets fell substantially in early April in response to the 
tariff announcements, but markets have since recovered. Policy rate 
expectations have fallen across European countries, and both the Bank 
of England and the European Central Bank (ECB) have reduced rates 
further at their most recent meetings. The Federal Reserve policy rate 
was reduced towards the end of 2024 but has been kept unchanged so 
far in 2025. US policy rate expectations have changed little since March, 
but the US dollar has nevertheless depreciated against many other cur-
rencies, including the Norwegian krone. The krone depreciated notably 
during the market turbulence in early April but has since recovered. Oil 
prices have risen amid the military strikes between Israel and Iran in 
recent days, and the Norwegian krone has appreciated further. Measured 
against a broad basket of other currencies, the Norwegian krone is now 
somewhat stronger than at the time of the monetary policy meeting in 
March.

Owing in part to higher tariffs and trade policy uncertainty, the projec-
tions for growth among trading partners in 2025 and in the period ahead 
have been revised down somewhat since the previous Report. A number 
of other economic forecasting institutions have also revised down their 
forecasts for this period. In the Bank’s projections, US growth slows 
sharply, while Chinese growth also declines. At the same time, growth in 
European countries picks up somewhat, partly reflecting increased 
defence spending, but the projections are nevertheless somewhat lower 
than in March.

1.4 Major changes in US tariffs
Tariff revenue as a percentage of the total value of imported goods. Percent

0

5

10

15

20

25

30

1900 1920 1940 1960 1980 2000 2020

Actual

Jan-25 Apr-25

Estimated

Sources: US Census Bureau, US International Trade Commission, Yale Budget Lab and Norges Bank

US tariff rates are now at 
their highest level since 
the interwar period 

US growth is projected 
to slow sharply. 



Norges Bank Monetary Policy Report 2/2025 13

1. Overall picture

Monetary	policy	in	Norway
The policy rate was raised significantly to tackle high inflation and has 
stood at 4.5% since December 2023. The interest rate has contributed to 
cooling down the Norwegian economy and to dampening inflation. At this 
monetary policy meeting, Norges Bank’s Monetary Policy and Financial 
Stability Committee decided to reduce the policy rate from 4.5% to 
4.25%. The policy rate forecast in this Report declines to just below 4% at 
the end of 2025 and to about 3% towards the end of 2028. If the economy 
evolves as projected in this Report and the policy rate is reduced in line 
with the forecast, the average residential mortgage rate is expected to 
decline from 5.6% at present to 4.6% in 2028 (Chart 1.5). The average resi-
dential mortgage rate is projected to decrease somewhat less than the 
policy rate ahead, partly because the increase in the mortgage rate was 
also somewhat smaller when the policy rate was raised.

The	economic	outlook	in	Norway
Mainland economic growth in 2025 is expected to be markedly higher 
than in 2024. In the projections, growth is somewhat lower in the coming 
years, albeit higher than in 2023 and 2024. Household real disposable 
income rises further following a marked rise in 2024, supported by con-
tinued real wage growth and lower interest rates. While the saving ratio is 
expected to fall somewhat from 2024 to 2025, it is however expected to 
increase in the coming years. Consumption is therefore expected to 
increase further but not as quickly as in 2025.

In the projections, oil investment also starts to decline as ongoing devel-
opment projects are completed, and export growth is dampened by less 
traction from the past krone depreciation. US tariff increases also 
dampen exports, and uncertainty regarding US policy ahead may weigh 
down on investment, but these effects are assessed to be limited for 
Norway. Overall, business investment has been revised up from the 
March Report, reflecting among other things prospects for a substantial 
increase in power sector investment.

Percent

Sources: Statistics Norway and Norges Bank

1.5 The average residential mortgage rate is projected to decline

0

1

2

3

4

5

6

2019 2021 2023 2025 2027
Policy rate Lending rates, residential mortgages Projections MPR 2/25



Norges Bank Monetary Policy Report 2/2025 14

1. Overall picture

Housing investment is also projected to pick up markedly ahead but to a 
level at the end of 2028 that is still clearly lower than in the pre-pandemic 
period. The rise in prices for existing homes has picked up, which 
increases the profitability of housing starts. House price inflation has 
been somewhat lower than assumed in the March Report but is expected 
to increase again as interest rates move down.

Employment is projected to continue to rise, but slightly less than the 
labour supply, resulting in a slight increase in unemployment. Registered 
unemployment is projected to rise to 2.2%, broadly in line with pre- 
pandemic levels (Chart 1.6).

In the projections, inflation picks up somewhat through the remainder of 
the year, primarily reflecting the base effect stemming from the reduction 
in childcare prices in August 2024 dropping out of four-quarter inflation. A 
new reduction in childcare prices from August 2025 first became known 
after the projections were made. Into 2026 and in the period ahead, infla-
tion is projected to slow, reflecting expectations that productivity growth 
edges up while wage growth drifts down, dampening growth in business 
costs. Imported goods inflation has declined substantially and has been 
lower than projected. Among other things, a number of commodity prices 
have declined, which may reflect ongoing trade tensions. Beyond this, 
the higher international tariffs are not assumed to have a material impact 
on inflation in Norway. Overall, this results in prospects for gradual disin-
flation towards the 2% target (Chart 1.6). Norges Bank’s Expectations 
Survey indicates that long-term inflation expectations remain slightly 
above 2% but have declined since the start of 2024 and are now at about 
the same level as in 2020 and 2021.
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1.6 Prospects for slightly higher unemployment and lower inflation
further out
CPI-ATE. Four-quarter change. Registered unemployment. Percent

Sources: Norwegian Labour and Welfare Administration (Nav), Statistics Norway and Norges Bank
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Uncertainty and risk
Economic forecasts are uncertain, and not least, the uncertainty surrounding international trade poli-
cies is substantial. Several of the US announced tariff hikes have been put on hold while negotiations 
are ongoing, and should the negotiations fail, a number of countries are likely to respond with coun-
ter-measures. There is therefore a risk of more extensive trade restrictions than assumed in this 
Report. If so, economic activity in Norway and among Norway’s main trading partners is likely to be 
lower than currently projected. Higher tariffs could push up inflation in tariff-imposing countries, but the 
Norwegian government has announced that it will not respond to US measures. In sum, the effects of 
higher tariffs in other countries on inflation in Norway is unclear.

On the other hand, should US negotiations succeed, tariff rates could be lower than currently assumed. 
If so, economic activity is also likely to be higher than currently projected.

Uncertainty can in itself influence economic developments. Firms may postpone investments and 
hiring, and households may become more reluctant to spend. There has been a lot of uncertainty about 
trade policy in recent months, but a number of ongoing military conflicts and heightened tensions 
between countries are factors behind the current geopolitical uncertainty indicators also being at a 
high level (Chart 1.A1). A number of studies have concluded that higher uncertainty, as captured by text-
based measures such as these, results in lower economic growth, but causal relationships are difficult 
to identify in such studies. For example, higher uncertainty will often have an impact on financial 
markets, and although markets have fluctuated in recent months, major equity indices are at about the 
same level or higher than at the start of the year. Any uncertainty-related economic consequences will 
also likely be reflected in data sources, such as business and household surveys, which are given con-
siderable weight in the forecasting work. In the latest Regional Network survey, in response to special 
topic questions, only a few contacts reported to have revised down their investment plans due to 
higher tariffs. The projections in this Report are based on the fact that the high level of uncertainty 
observed will not in itself significantly dampen economic activity in Norway. If the uncertainty-related 
effects are underestimated, activity could prove to be lower than currently assumed.

1 The index for geopolitical risk is built on Caldara, D. and M. Iacoviello (2022) “Measuring Geopolitical Risk”, American Economic Review. 112 (4), 
pages 1194-1225. Data is available at Geopolitical Risk (GPR) Index.

1.A Heightened global uncertainty
Indicators of uncertainty

Sources: Economic Policy Uncertainty and Bloomberg
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The domestic outlook is also uncertain. In Norway, disinflation was faster than projected through 2024, 
and underlying inflation has also been somewhat lower than projected in the previous Report. Although 
the gap has narrowed somewhat recently, inflation has been lower for some time than implied by the 
historical relationships between inflation and, for example, wage growth (Chart 1.B). Inflation develop-
ments are assumed to be more consistent with those implied by the historical relationships ahead, but 
if the recent deviation has been due to relationships differing from those assumed, inflation may also 
turn out to be lower than projected.

At the same time, there are domestic conditions that may imply that inflation will not slow as currently 
projected. A main reason why inflation moves down to 2% in the Bank’s projections is that wage growth 
is assumed to decline from 5.6% in 2024 to 3.3% in 2028. Continued high manufacturing profitability 
may, however, contribute to higher wage growth ahead than currently assumed, and this may again 
lead to higher inflation than currently projected.

1.B A somewhat faster decline in inflation than implied by driving forces
Contribution to four-quarter change in the CPI -ATE. Percentage points

Sources: Statistics Norway and Norges Bank
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2. Assumptions 
and projections
International economy
High inflation and rapidly increasing policy rates dampened economic 
activity among Norway’s main trading partners in 2023. In 2024, real wages 
rose while a number of countries lowered policy rates, boosting economic 
growth, particularly in Europe. In the past couple of years, growth in the US 
has nevertheless been appreciably higher than in Europe. In 2025 Q1, 
however, growth was stronger in the euro area, UK and China, while both 
the US and Sweden experienced a minor downturn. On the whole, growth 
was broadly as projected in the March 2025 Monetary Policy Report.

So far in 2025, the global economy has been marked by considerable 
uncertainty related to changes in global trade policy. In early April, the US 
announced extensive tariff increases on imports from almost all countries, 
and some countries have responded with counter-measures. In the days 
that followed the announcement, equity markets declined sharply, credit 
premiums rose, the US dollar depreciated and policy rate expectations fell.

However, the market movements were largely reversed when a pause on 
the higher tariff rates was announced. On the whole, global equity indices 
are slightly higher, while credit premiums have shown little change since 
the March Report. An important exception is the US dollar, which remains 
weaker.

The European Central Bank (ECB) and the Bank of England have lowered 
policy rates since the March Report, while Sveriges Riksbank and the 
Federal Reserve have left policy rates unchanged. A number of central 
banks have expressed concern about the effects of global trade policy 
changes, and policy rate expectations are now generally somewhat lower 
than they were in March. One exception is the US, where expectations are 
little changed, likely reflecting the fact that prospects for higher inflation 
counteract lower growth expectations.

2. Assumptions and projections

This chapter presents the key assumptions and projections 
underlying the interest rate decision and the monetary policy 
analysis. It also describes how new data, analyses, and assessments 
have influenced the projections since the previous Report. The 
projection period in this Report is from 2025 Q2 to 2028 Q4. 
The underlying data is available in an independent dataset that 
is published separately.
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2. Assumptions and projections

Long-term US interest rates have risen since the March Report, while cor-
responding rates in other countries have fallen slightly. The differential 
partly reflects diverging developments in policy rate expectations. 
Together with heightened uncertainty surrounding the outlook for US 
growth and inflation, prospects for continued substantial budget deficits 
may have prompted investors to demand higher yields on US government 
securities.

Overall GDP growth among trading partners is projected to remain 
broadly unchanged in 2025 compared with 2024 and to rise slightly in 
2026, which is expected to stimulate the Norwegian economy. The overall 
growth projection for trading partners in 2025 and to the end of 2027 has 
been revised down slightly since March. The downward revisions of the 
projections for the US and Sweden have been particularly pronounced 
since the March Report. The projections are based on the following:

 • Global trade policy uncertainty is likely to dampen global growth ahead. 
In the projections, the tariffs that were in effect on 13 June are assumed 
to apply. This means that effective US import tariffs have almost 
doubled since March.

 • In the euro area, higher real wages, interest rate reductions and 
increased defence and infrastructure investment are expected to 
boost activity, while trade policy uncertainty is likely to dampen 
demand. GDP growth in the euro area is expected to rise ahead.

 • In Sweden, a recovery is expected to take somewhat longer owing to 
sluggish global growth and higher trade barriers. At the same time, 
higher real wage growth and a more accommodative economic policy 
contribute to lifting activity further out.

 • In the US, lower household income growth, reduced immigration and 
higher tariffs are expected to dampen GDP growth.

 • In China, government stimulus measures are expected to lift activity, 
while higher tariffs on goods trade, a shrinking labour force, high local 

2.1 Policy rate expectations
Policy rates and estimated forward rates. Percent

Sources: Bloomberg, LSEG Datastream and Norges Bank
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2. Assumptions and projections
government debt and highly indebted state-owned firms are expected 
to dampen growth ahead.

Headline CPI inflation among Norway’s trading partners has declined 
substantially since the peak in 2022 and has recently been close to the 
2% targets in a number of countries. On the whole, core disinflation 
among Norway’s main trading partners has slowed, but core inflation is 
expected to drift down towards the targets ahead. The projections are 
based on the following:

 • Both expectation surveys and market-based measures indicate higher 
near-term US inflation, and higher tariffs are expected to push US infla-
tion higher in 2025 and 2026 than assumed in March.

 • The impact of higher tariffs on European countries is assumed to be 
limited, but the effect i still uncertain. Indicators of short-term inflation 
expectations in Europe have fallen in recent months.

 • Wage growth is expected to decline markedly between 2024 and 2025.

Overall, inflation among Norway’s main trading partners is little changed 
in 2025. The projection for 2026 has been revised up slightly owing to 
prospects for higher US inflation. 

Energy prices
Oil prices have fallen in recent years, from over USD 100 per barrel in summer 2022 to currently around 
USD 75. Since the March 2025 Monetary Policy Report, oil prices have been broadly as implied by 
futures prices (see Table 2.A). The combination of a weaker global economic outlook and higher OPEC+ 
production pushed down oil prices in the period to June, but the military strikes between Israel and Iran 
in recent days have pushed prices up again.

European gas prices rose through 2024 and into 2025 but have been considerably lower than in previ-
ous years. Compared to earlier in 2025, prices have fallen back, and have continued to fall since March, 
but with some reversal in recent days due to the escalating conflict between Israel and Iran. The EU’s 
aim of reducing dependence on Russian gas may have slowed the fall in prices. From 2026, futures 
prices show a further decline, which may reflect higher expected global LNG supply.

Table	2.A	Energy	prices

Percentage change from projections 
in Monetary Policy Report 1/2025 in 
brackets

Average 
price 

(2010–2019)

Realised prices and futures prices1

2023 2024 2025 2026 2027 2028 

Oil, USD/barrel 80 83 80 72 (0) 69 (1) 68 (1) 68 (2)

Dutch gas, EUR/MWh 20 41 34 40 (-9) 36 (1) 31 (6) 27 (3)

German electricity, EUR/MWh 42 102 90 96 (-1) 92 (6) 83 (8) 73 (4)

Electricity in southern  Norway, øre/kWh 31 84 55 71 (26) 60 (8) 56 (1) 56 (0)

Electricity in northern  Norway, øre/kWh 32 43 32 21 (15) 30 (1) 34 (1) 37 (0)

1 Futures prices at 13 June 2025.

Sources: LSEG Datastream and Norges Bank
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Norwegian mainland GDP
Following a rapid post-pandemic recovery, growth in the Norwegian 
economy has moderated. Higher interest rates and high cost and price 
inflation have dampened demand in the Norwegian economy, in part by 
reducing investment and curbing growth in household consumption. On 
the other hand, the krone depreciation up to summer 2023 contributed to 
strong export growth. An expansionary fiscal policy and strong petro-
leum investment have also lifted activity in recent years. For 2024 as a 
whole, mainland economic growth was weak.

After falling in 2024 Q4, Norwegian mainland GDP increased in 2025 Q1 
(Chart 2.2). The increase was stronger than projected, but growth in the 
next quarters is expected to be moderate, broadly in line with that pro-
jected in the previous Report. The projections are based on the following:

 • Regional Network contacts expect growth in activity in Q2 to be in line 
with that expected in the previous survey and to hold steady in Q3 
(Chart 2.3, left panel). Construction contacts expect production to stop 
falling in Q3, while oil services contacts expect weaker growth in pro-
duction ahead.

 • According to Norges Bank’s forecasting system SMART, which weights 
forecasts from a broad set of models, growth is forecast to be moder-
ate in the coming quarters (Chart 2.3, right panel).

2.2 Norwegian mainland GDP
Constant prices. Index. 2019 Q4 = 100

Sources: Statistics Norway and Norges Bank
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Electricity prices in Europe rose through 2024 and into 2025 but are lower than in the period between 
2021 and 2023. Electricity prices in southern Norway also rose but were lower than in Europe, reflecting 
considerable precipitation and high reservoir levels in 2024. Since March, electricity prices in Europe 
have declined somewhat, while prices in southern Norway have been higher than expected. This 
reflects a dry spring and little snow in the mountains in 2025, which is now providing less reservoir 
inflow. Prices have risen in northern Norway but are also still low owing to high reservoir levels and 
ample snow in the mountains.
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2. Assumptions and projections

Norwegian mainland GDP growth is projected to be 1.6% in 2025, before 
declining to 1.4% in 2026 and remaining stable to the end of the projec-
tion period (Chart 2.4). The projections are based on the following:

 • High real wage growth contributes to lifting household consumption.

 • Estimated real interest rates are expected to remain firm in the coming 
years, but lower nominal interest rates will, in isolation, contribute 
somewhat to higher private consumption and housing and business 
investment in the coming years.

 • Norges Bank’s assessment is that the tariff increases imposed to date 
and the uncertainty about trade policies will have a limited direct effect 
on Norwegian goods exports and business investment.

 • Growth in public sector demand is projected to remain strong next year, 
gradually easing thereafter.

 • As ongoing development projects are completed, petroleum sector 
investment is expected to decline ahead.

2.3 Regional Network and Norwegian mainland GDP
Expected output. Quarterly change. Percent

Sources: Statistics Norway and Norges Bank
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Indicators of uncertainty surrounding point forecasts in the near 
and medium term
Economic forecasts will always be uncertain. The Bank’s uncertainty assessments use both judgement 
and model estimations. This box sheds light on uncertainty by using a model framework to quantify the 
risk linked to developments in three key macroeconomic variables: GPD for mainland Norway, con-
sumer prices and house prices1.

The analysis is based on data for the period to 2025 Q1. The models estimate a distribution of forecasts 
of each of the variables, divided into percentiles. As a measure of risk, the difference between the 
median (50th percentile) and the endpoints (95th and 5th percentiles) is used. Wider spreads between 
the median and the endpoints indicate increased uncertainty. The charts show the changes in upside 
and downside risk across the different variables over time.

After having increased considerably in 2022, the risk of high inflation has decreased and approached 
its historical average (Chart 2.A). In 2025 Q1, the risk increased again slightly, particularly the near-term 
upside risk. Note that the inflation data for April and May 2025 are not included in the analysis.

1 The models use quantile regressions, with different indicators to project output, house price inflation and consumer price inflation. See further 
description in Bowe, F., S.J. Kirkeby, I.H. Lindalen, K.A. Matsen, S.S. Meyer and Ø. Robstad (2023) “Quantifying macroeconomic uncertainty in Norway “. 
Staff Memo 13/2023. Norges Bank.

2.A Inflation
Spread between percentiles and median from quantile regressions.
Four-quarter change in CPI -ATE. Percentage points

Source: Norges Bank
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2.B Norwegian mainland GDP
Spread between percentiles and median from quantile regressions.
Four-quarter change in mainland GDP. Percentage points
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The models indicate that the near-term risk related to mainland GDP growth is close to its historical 
average (Chart 2.B). The medium-term downside risk is somewhat lower than the average for the 2010s 
(Chart 2.B, right panel).

In the near term, the risk related to house price inflation is close to its historical average (Chart 2.C, left 
panel). After having been higher than normal over a couple of years, the medium-term downside risk 
has recently receded again and is now lower than its historical average (Chart 2.C, right panel).

2.C House price inflation
Spread between percentiles and median from quantile regressions.
Four-quarter change in house prices. Percentage points

Source: Norges Bank
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Households
In 2023, higher interest rates and high inflation reduced household pur-
chasing power and contributed to a fall in consumption. In 2024, house-
hold real disposable income rose by 3.6%, the strongest growth in over a 
decade, and consumption picked up, but less so than income, resulting in 
an increase in the saving ratio.

Consumption growth increased substantially in 2025 Q1 (Chart 2.5). Both 
goods and services consumption increased more than projected in the 
previous Report. Car, clothing and furniture sales in particular increased, 

2.5 Consumption of goods and services
In billions of NOK . Constant prices

Source: Statistics Norway
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2. Assumptions and projections
but hotel and restaurant services also increased sharply. Annual con-
sumption growth is projected at 2.9% in 2025 and to slow further out in 
the projection period. The projections are based on the following:

 • Regional Network contacts in retail trade and household services report 
increased household demand particularly for durable goods such as cars 
and furniture. Further growth in retail trade and car purchases in recent 
months suggest continued goods consumption growth in 2025 Q2.

 • New information indicates that government transfers and interest 
expenses together push up real disposable income more in 2025 than 
previously assumed. 

 • Real wage growth is projected to be high in the years ahead and then to 
slow towards the end of the projection period. 

 • Household debt growth has increased since spring 2024. Higher house 
prices and lower interest rates suggest higher debt growth ahead, 
while a low supply of new homes has a dampening effect. A rise in 
housing investment further out will pull up credit growth. Overall, a 
gradual increase in household debt growth is expected. Household 
income growth is expected to outpace credit growth somewhat, result-
ing in a slight decline in the debt-to-income ratio through the projection 
period (Chart 2.6). A lower policy rate will reduce the household interest 
burden in the coming years. 

 • Overall, household real disposable income growth is projected at 3.9% 
in 2025 and then to slow. Consumption growth is expected to moderate 
in line with slower income growth.

 • The saving ratio adjusted for dividend income fell slightly at the start of 
2025 after having increased in 2024. Increased pension saving damp-
ened the decline. In the coming years, pension saving is expected to 
remain high and consumption to increase less than household dispos-
able income. This means that the saving ratio will increase to its 
average level from the 2010s. 

2.6 Debt-to-income ratio, debt service ratio, interest burden
Percent

Sources: Statistics Norway and Norges Bank
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2. Assumptions and projections
Projected levels of consumption and real disposable income have been 
revised up throughout the projection period compared with the March 
Report.

Housing market
Housing investment has fallen by around 40% since 2022, partly owing to 
higher interest rates and a sharp rise in material costs. In the previous 
Report, the decline in housing investment was expected to persist until 
after summer. However, housing investment increased in Q1 and is now 
projected to increase further ahead (Chart 2.7). Housing investment is 
assumed to increase gradually, but to a level in 2028 that is still lower than 
in 2022. The projections are based on the following:

 • Housing investment has been higher than assumed in the previous 
Report, and new building permit figures indicate that growth will con-
tinue in Q2.

 • Regional Network housing construction contacts report improved new 
home sales and higher project volumes. Overall, construction contacts 
expect weak growth in Q3. Other statistics, however, indicate some-
what weaker developments in new home sales than reported by 
Regional Network contacts.

 • Increased household purchasing power is expected to lead to higher 
demand for both new and existing homes ahead.

 • Lower interest rates help improve profitability in the construction 
sector and could lead to more projects coming to fruition.

Since the previous Report, projected levels of housing investment have 
been revised up for the entire projection period. 

In 2024, prices in the secondary housing market increased by 3%. 
Housing prices rose sharply in January and February 2025. Higher turno-
ver and the rise in prices for small flats in larger cities may indicate that 

2.7 Housing investment and real house prices
Annual change. Percent

Sources: Eiendomsverdi , Finn.no, Real estate Norway, Statistics Norway and Norges Bank
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2. Assumptions and projections
some of the rapid rise at the start of the year was due to the regulatory 
easing of equity requirements for house purchases, which came into 
effect on 1 January. Since the previous Report, house prices have 
remained flat and weaker than assumed in March. The weaker rise in 
house prices may in part be attributable to the fact that the policy rate 
was not reduced in March. There are wide regional differences in house 
price inflation, and fluctuations in Oslo have been particularly strong 
since the beginning of the year.

House price inflation is projected to rise further in 2025 and 2026 before 
declining through the projection period. The projections are based on 
the following: 

 • Lower interest rates pull in the direction of higher house prices.

 • More homes have recently been listed for sale than have been sold. In 
isolation, increased supply suggests weaker house price inflation. At 
the same time, housing market turnover remains elevated and selling 
times have shortened since the start of the year. This suggests contin-
ued high housing demand, which is underpinning prices. Overall, mod-
erate house price inflation is expected ahead.

 • Continued household income growth is expected to boost demand for 
homes in the coming years.

 • Low supply of new homes in the coming years suggests higher house 
prices.

Since the March Report, house price projections have been revised down 
in the near term, while the projections further out in the forecast horizon 
are little changed.

Firms
In 2024, mainland business investment fell after having risen in the 
preceding years. The decline particularly reflects the substantial rise in 
interest and other expenses since 2021. Business investment is expected 
to show a moderate rise through the projection period (Chart 2.8). The 
projections are based on the following:

 • Regional Network contacts report that higher trade barriers will have 
little impact on investment plans in 2025 and 2026.

 • Estimated real interest rates are expected to remain firm in the coming 
years, but lower nominal interest rates will, in isolation, boost invest-
ment somewhat in the projection period.

 • Information from Regional Network contacts indicates that services 
investment, which accounts for two-thirds of business investment, will 
decline somewhat in 2025 and increase slightly in 2026. In particular, 
investment in new commercial real estate falls in 2025.
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2. Assumptions and projections

 • Power sector investment is expected to increase substantially ahead. 
The most recent investment intentions survey from Statistics Norway 
indicates strong growth in power investment in 2025 and 2026.

 • According to the investment intentions survey, investment in manufac-
turing and mining and quarrying is likely to increase in 2025 and 2026. 
These investments have been unusually high in recent years, driven in 
part by the energy transition and defence investment. Similar condi-
tions will likely underpin elevated investment in the period between 
2026 and 2028.

Petroleum investment has increased markedly over the past two years, 
reflecting the launch of a number of development projects in 2022 in 
response to the petroleum tax package and high oil and gas prices. 
Petroleum investment is projected to rise further between 2024 and 
2025, and then decline somewhat over the next three years. The projec-
tions are based on the following:

 • Investment in ongoing development projects will fall from around 
NOK 110bn in 2025 to close to zero in 2028.

 • Oil companies have announced that they will launch many development 
projects ahead. This will generate substantial investment, but not 
enough to fully compensate for the decline in ongoing development 
projects.

 • The investment intentions survey indicates that oil companies will 
invest less in 2026 than in 2025, but that the fall will be less pronounced 
than projected in the March Report.

Mainland exports have expanded markedly since 2021, largely driven by 
stronger competitiveness, increased tourism in Norway and higher 
investment in oil, gas and green technology abroad. The same factors will 
underpin firm growth in exports in 2025. Export growth is projected to be 
moderate in the period between 2026 and 2028. The projections are 
based on the following:

2.8 Exports and investment
Constant 2022 prices. In billions of NOK
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2. Assumptions and projections

 • According to the Regional Network, Norwegian exporters expect firm 
growth in 2025 Q2 and Q3, and only a few of these expect that the 
increased tariffs introduced so far will dampen their production.

 • Just above 8% of mainland goods exports are direct exports to the US 
(Chart 2.9). Salmon and specialised machinery to the offshore industry 
and other industry are among the main export goods. Supply side con-
ditions determine to a great extent the quantity of seafood produced by 
Norwegian firms. If US demand were to fall, seafood exports could shift 
to other markets. The overall negative impact on Norwegian exports is 
therefore likely to be small.

 • Trading-partner GDP growth is expected to pick up gradually over the 
coming years, but the growth projections have been revised down 
compared with the March Report.

 • Global petroleum investment is likely to increase far less ahead than in 
the period between 2022 and 2024 and to dampen Norwegian export 
growth. Some of the decline may be offset by increased investment in 
green technology worldwide.

Fiscal policy
After strong growth in 2023, growth in public demand moderated in 2024. 
In the coming years, growth in public demand is expected to remain 
above mainland GDP growth (Chart 2.10). The projections are based on 
the following:

 • Public demand fell between 2024 Q4 and 2025 Q1, primarily owing to a 
decline in public investment. The growth projection for 2025 has there-
fore been adjusted down from the March Report.

 • Information on the expected level of public sector activity in the 
Revised National Budget (RNB) for 2025 implies further growth in public 
demand in 2025. Expected underlying growth in petroleum revenue 

2.9 Exports to the US
Goods exports from mainland Norway

Sources: Statistics Norway and Norges Bank
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2. Assumptions and projections

spending in 2025 in the RNB is in line with that projected in the March 
Report.

 • The structural non-oil budget deficit as a percentage of the Govern-
ment Pension Fund Global (GPFG) will be close to 2.7% in 2025, broadly 
in line with that assumed in the March Report.

 • Increased support to Ukraine accounts for some of the growth in gov-
ernment spending in 2025. This is expected to have little effect on 
domestic demand but will contribute to increasing the budget deficit.

 • Increased defence spending is expected to lift growth in public 
demand through the projection period.

2.10 Public demand and Norwegian mainland GDP
Annual change. Percent

Sources: Statistics Norway and Norges Bank
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Labour market and output gap
In Norges Bank’s assessment, the Norwegian economy reached a 
 cyclical peak in the mid-2022. In 2023 and 2024, growth slowed and 
unemployment edged up. Output is estimated to have remained stable at 
close to potential through 2024. Recent data pull in slightly different 
directions. While activity has picked up, which may indicate increased 
output, the number of unemployed has increased, which indicates that 
there may be a little more spare capacity in the economy. Continued solid 
employment growth indicates more labour market entrants, raising 
potential output. Overall, output is still assessed to be near potential, but 
slightly lower than envisaged in the March Report. This assessment is 
based on the following:

The output gap is a measure of the difference between actual output 
in the mainland economy and potential output. The estimated gap 
can vary over time, based on productivity and the highest 
sustainable level of employment over time consistent with stable 
wage and price inflation (N*).
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2. Assumptions and projections
 • Both registered unemployment and LFS unemployment have increased 

recently. Unemployment is now slightly higher than projected in March, 
but still close to the level Norges Bank considers to be consistent with 
output at potential.

 • There is a break in NAV’s (Norwegian Labour and Welfare Administration) 
registered unemployment statistics for April and May, and in May, NAV 
published break-adjusted and seasonally adjusted statistics. The rise in 
unemployment in recent months is supported by an increase in the 
number of unemployed entitled to receive unemployment benefits 
(Chart  2.11). According to Nav, the break has had little effect on this 
 category.

 • Over the past two years, labour market integration of Ukrainian refu-
gees has contributed to an increase in unemployment, but the number 
of unemployed in this group has declined since the March Report.

 • Employment increased in 2025 Q1, and the level was consistent with 
projections from the previous Report. Preliminary figures indicate that 
employment picked up further in April, and Regional Network contacts 
expect employment to increase further in Q3. This means that the 
employment rate appears to remain firm and suggests, in isolation, a 
broadly unchanged output gap.

 • The share of Regional Network contacts reporting capacity constraints 
is unchanged from the previous quarter, while the share reporting 
labour shortages has declined slightly. The shares are close to their 
 historical averages.

 • According to Statistics Norway’s sample survey, the stock of vacancies 
increased in both the private and public sectors in Q1. The inflow of new 
vacancies to NAV has remained firm through spring. Developments 
indicate continued strong demand for labour.

2.11 Fully employed workers as a share of the labour force
Seasonally adjusted and break-adjusted. Percent
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2. Assumptions and projections

 • After falling in 2024 Q4, Norwegian mainland GDP increased in 2025 Q1 
and was higher than expected. In isolation, this suggests output slightly 
closer to potential.

 • Norges Bank’s modelling system, which takes into account among 
other things Norwegian mainland GDP, employment, unemployment, 
wage growth, inflation and investment, indicates that the output gap 
declined somewhat towards the end of 2024 and then edged up in 2025 
Q1. The models indicate that the output gap is slightly lower than 
assumed in the previous Report, albeit still close to potential 
(Chart 2.12).

 • The models suggest that the output gap was slightly wider in the past, 
and the output gap assessment has been revised down since mid-
2022.

The output gap is expected to widen through 2025 and output to remain 
below potential. In the projections, registered unemployment rises to 
2.2% over the course of the projection period. Further out, the output gap 
and unemployment are broadly as projected in March.

Employment growth is expected to soften in 2026 and to be broadly in 
line with population growth.  Employment growth is expected to increase 
thereafter, while population growth declines. This means that employ-
ment rate projections are now higher than in the previous Report.

Norges Bank’s assessment is that the lowest unemployment level esti-
mated to be consistent with stable price and wage inflation over time (u*) 
has declined in recent decades, and Norges Bank now estimates u* to be 
around 2.1%. This estimate is unchanged from the previous Report.

Norges Bank’s assessment is that growth in potential output (y*) has 
slowed over the recent decade due to lower growth in underlying pro-
ductivity and N* (see Table 2.1). There are prospects that growth in y* will 
remain close to the average for the period between 2015 and 2024 
throughout the projection period. The potential output estimate has been 

2.12 Output gap
Percent

Sources: Statistics Norway and Norges Bank
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revised up in 2025 due to somewhat higher expected growth in underly-
ing productivity and N*. This assessment is based on the following:

 • Norges Bank’s estimates of N* are based on population projections 
from Statistics Norway, adjusted for current population statistics. There 
are prospects for moderate population growth in the coming years.

 • N* is affected by the inflow of Ukrainian refugees to Norway in recent 
years. Refugees from Ukraine are expected to continue to arrive in 2025 
and 2026, in line with government projections, but probably slightly 
fewer than previously assumed. Historical experience suggests that it 
will take some time for refugees to find employment. It is assumed that 
they will gradually lift N*.

 • N* is also affected by developments in the number of temporary foreign 
workers, which is expected to gradually increase in coming years, in 
pace with a pickup in construction activity.

 • A higher share of the youngest and oldest age cohorts has found 
employment in recent years and contributes to higher employment 
over time. This pulls in the direction of a slightly higher employment 
trend than previously assumed.

 • The projection of underlying productivity growth has been revised up in 
2025, in line with developments in current figures so far this year. 
Further ahead, underlying productivity growth is expected to remain 
low, in line with the average for the past ten years. Weak underlying pro-
ductivity growth dampens potential output growth.

Wages
Wage growth has risen in recent years, owing to high inflation, a tight 
labour market and high profitability in some business sectors.

Wage growth in 2025 is expected to decline to 4.5% (Chart 2.13). The pro-
jection is unchanged from the March Report. Real wage growth is 
expected be slightly lower ahead, but still higher than the average for the 
past ten years. The projections for nominal wage growth are little 
changed from the previous Report, while real wage growth is expected to 
be slightly higher in 2026. The projections are based on the following:

Table	2.1	Output	and	potential	output1

Change from projections in 
Monetary Policy Report 1/2025 in brackets

Percentage change from previous year

2005–2014 2015–2024 2025 2026 2027 2028

GDP, mainland Norway 2.8 1.6 1.6 (0.4) 1.4 (0.2) 1.4 (0) 1.4 (0)

Potential output 2.7 1.6 1.7 (0.4) 1.6 (0) 1.5 (0) 1.3 (0)

N* 1.5 0.9 1.1 (0.2) 0.9 (0) 0.8 (0) 0.5 (-0.1)

Trend productivity 1.2 0.7 0.6 (0.2) 0.7 (0) 0.7 (0) 0.8 (0.1)

1 The contributions from the growth in N* and trend productivity do not necessarily sum exactly to the annual change in potential output due to rounding. 
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2. Assumptions and projections

 • In this year’s wage negotiations, the wage norm was set at 4.4% for the 
manufacturing sector.

 • Regional Network contacts expect wage growth of 4.5% in 2025, while 
Norges Bank’s Expectations Survey shows that the social partners 
expect 4.4% (Chart 2.14). Wage expectations in both surveys have 
increased slightly from the previous quarter.

 • Unemployment is expected to increase slightly in 2025 and more than 
previously projected. This pulls in the direction of slightly lower wage 
growth.

 • Average monthly wages increased by 5.2% in Q1 compared with the 
corresponding period in 2024. These developments may indicate that 
wage growth will be slightly higher than Norges Bank’s projections, but 
statistics vary substantially from quarter to quarter.

 • Norges Bank’s empirical models indicate wage growth of between 4.3% 
and 4.8% in 2025. The model with the wage share in manufacturing as 
an explanatory variable indicates the highest wage growth in 2025.

2.13 Wage growth
Percent

Sources: Statistics Norway and Norges Bank
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2. Assumptions and projections

 • The overall business wage share was close to the historical average in 
2024 (Chart 2.15). At the same time, the wage share in manufacturing 
remained clearly lower than its historical average. Profitability in manu-
facturing is expected to remain strong and to contribute to keeping 
wage growth elevated ahead. Producer prices, measured by the 
 Norwegian mainland GDP deflator, are expected to outpace consumer 
price inflation throughout the projection period. This allows real wages 
relative to consumption prices to increase more than productivity 
without weakening firms’ profitability. For mainland Norway, the wage 
share is therefore projected to decline slightly.

 • Looking ahead, a wider negative output gap and lower inflation contrib-
ute to a decline in wage growth in the coming years.

2.15 Wage share
Percent

Sources: Statistics Norway and Norges Bank
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Prices
Inflation has fallen markedly since the end of 2022, but the pace of 
decline has slowed over the past year, and inflation increased in 2025 Q1. 
Inflation has come down again somewhat since the March Report 

2.16 Contributions to inflation
CPI subcomponents. Contribution to twelve-month change. Percent

Sources: Statistics Norway and Norges Bank
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2. Assumptions and projections

(Chart 2.16). In May, 12-month CPI inflation was 3.0%, while CPI inflation 
adjusted for tax changes and excluding energy products (CPI-ATE) was 
2.8% (Chart 2.17). Shorter-term measures of inflation, such as three- and 
six-month annualised inflation, have declined in recent months. Other 
indicators of underlying inflation have also declined.

Services inflation is driving up overall inflation, while the contribution from 
goods inflation has declined substantially since the peak (Chart 2.16). 
Food and beverage inflation pulled up goods inflation markedly at the 
start of the year but has since come down. Rent inflation in the CPI has 
fallen slightly in recent months after having been high for an extended 
period.

Underlying	inflation
Inflation is projected to increase slightly in 2025 Q3, mainly due to the 
base effect stemming from the decline in childcare prices in August 2024 
dropping out of four-quarter inflation. Further ahead, inflation is expected 
to gradually decline and approach 2%. The projections are lower for the 
coming year than in the March Report and are little changed further out in 
the projection period. The projections are based on the following:
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2. Assumptions and projections
 • Inflation has been somewhat lower than projected in the March Report. 

In Norges Bank’s System for Model Analysis in Real Time (SMART), 
which weights forecasts from a broad set of models, the forecasts have 
been revised down since the March Report (Chart 2.18).

 • High wage growth and the rapid rise in prices for other intermediate 
inputs in recent years have led to a rapid rise in business costs. Histori-
cally, labour cost increases appear to have passed through relatively 
slowly to selling prices (see box on page 55). Norges Bank’s inflation 
projections are based on an expectation that firms will gradually pass 
on increased labour costs to final goods prices. The wage growth pro-
jection is little changed since the March Report.

 • In recent years, productivity growth has been weak in most sectors, 
resulting in higher growth in business costs and thus higher inflation. 
Productivity growth in 2025 has been adjusted up slightly since the 
March Report.

 • Growth in Norges Bank’s indicators of international price impulses to 
imported intermediate and consumer goods have fallen markedly from 
the peak and are now at a low level.

 • The indicator of international price impulses to imported intermediate 
goods (IPI) has been revised down somewhat for the coming years 
compared with the March Report (Annex Table 1), which pulls in the 
direction of slightly lower inflation ahead. This is mainly due to lower 
commodity prices, which may be linked to the current trade conflict.

 • The indicator of international price impulses to imported consumer 
goods (IPK) has also been revised down somewhat ahead compared 
with the March Report (Annex Table 1). This is due to the slow rise in in 
international consumer goods prices and a somewhat larger fall in 
freight rates than expected in the March Report. Overall, this pulls in the 
direction of slightly lower imported consumer goods inflation ahead.

 • The import tariffs now imposed by the US are not expected to have a 
pronounced impact on inflation in Norway. However, the prices of some 
goods may be affected. Higher tariffs and any resulting supply chain 
disruptions may accelerate the rise in prices for US manufactured 
goods. At the same time, prices for goods imported from China may be 
lower if higher tariffs result in Chinese companies diverting more of 
their exports to Europe.

 • While the krone exchange rate has strengthened somewhat since the 
March Report, the projections ahead are unchanged.

Domestically produced goods and services inflation has declined less 
than CPI-ATE inflation and remains at a high level (Chart 2.19). High wage 
growth and weak productivity growth are expected to keep inflation ele-
vated for a period ahead. Imported consumer goods inflation has fallen 
substantially after a marked increase in the wake of the pandemic. 
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2. Assumptions and projections

Subdued international price impulses are expected to keep imported 
consumer goods inflation low ahead.

Overall	inflation
While lower CPI-ATE inflation is expected, higher energy prices pull in the 
opposite direction. Annual CPI inflation is projected at 3.0% in 2025 and 
to decline towards 2% thereafter. The projections are based on the fol-
lowing:

 • Projections for underlying inflation have been revised down since the 
March Report.

 • Energy prices have been higher than projected through spring, and 
power futures prices are higher now than in March (see box on 
page 19).

 • Energy price projections for 2026 have been revised up, but less than in 
2025, pulling annual CPI inflation down.

 • In the Revised National Budget, the government proposed lowering the 
electrical power tax and offering households a fixed electricity price 
contract. Norges Bank assumes that the proposed measures, or other 
measures with similar effects for households’ energy costs, will be 
introduced. This will, in isolation, pull down CPI projections by around 
0.2 percentage point in 2025 and 0.3 percentage point in 2026, broadly 
in line with projections in the previous Report.

2.19 Domestically produced goods and services and imported goods
in the CPI-ATE
Four-quarter change. Percent

Sources: Statistics Norway and Norges Bank
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The krone exchange rate
The krone exchange rate, as measured by the import-weighted exchange rate index I-44, is now some-
what stronger than assumed in March (Chart 2.D), but has fluctuated widely throughout the period. The 
krone depreciated by around 5% in the days following the US announcement of new and higher import 
tariffs on 2 April. The krone depreciated more than many other currencies, such as the euro and 
Swedish krona. The krone strengthened through the following weeks, which coincided with increased 
market risk appetite and rising global equity markets. The interest rate differential against Norway’s 
main trading partners has been relatively stable since the previous Report, and there was little 
 movement in the krone exchange rate following the May monetary policy meeting. The outbreak of 
 military hostilities between Israel and Iran on 13 June led to higher oil prices and a stronger krone.

Although the I-44 is little changed since the previous Report, there are differences in exchange rate 
movements against various currencies (Chart 2.E). The krone is stronger against the US dollar, 
 reflecting a broad weakening of the US dollar since the previous Report. At the same time, the krone 
is slightly weaker against the euro.

Norges Bank’s krone projections assume an effect of unexpected policy rate changes in the short term 
(see box “The effect of monetary policy on the krone exchange rate” in Monetary Policy Report 2/2025). 

2.D Projected exchange rate ahead
Import-weighted exchange rate index. I -44

Source: Norges Bank
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The magnitude of the assumed effect depends on how Norges Bank expects market interest rates to 
move following a policy rate decision. Beyond policy rate developments, Norges Bank normally has no 
information other than what the market has already priced into the exchange rate, and as a rule, the 
krone exchange rate is therefore assumed to remain stable further ahead.

In this Report, a downward revision of market-implied policy rate expectations ahead is assumed to 
occur upon publication of the policy rate decision. The krone is projected to weaken slightly but is 
assumed to remain unchanged thereafter to the end of the projection period (Chart 2.D).

However, developments in the krone exchange rate are always uncertain. Chart 2.F illustrates uncer-
tainty based on options prices in the foreign exchange market. These prices are used to calculate an 
implied probability distribution of the krone exchange rate at a given point in time. The distribution 
reflects market expectations when preferences are risk neutral. The chart shows such a distribution of 
EUR/NOK (left panel) and USD/NOK (right panel) three months ahead, expressed as a deviation from 
forward prices – ie the exchange rate agreed in the forward market.

Normally, market-based distributions will be both asymmetrical and vary between individual curren-
cies. Against the euro, and based on market pricing and relative to forward prices, the krone has a 
somewhat greater probability of weakening by more than 5% than it has of strengthening by 5% or 
more. Against the US dollar, the probabilities of the krone weakening or strengthening to the same 
degree are equal. Uncertainty regarding the krone exchange rate is more pronounced against the US 
dollar than against the euro. Overall, market-based uncertainty related to developments in the krone 
exchange rate is at approximately the same level as in March, albeit somewhat below the average for 
the period between 2007 and 2025.

2.F Probability distribution of the krone exchange rate
Market-based expectations 3 months ahead. EUR/NOK and USD/NOK

Sources: Bloomberg and Norges Bank
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3. Monetary 
policy analysis
Model implications of new information
New	information
The analysis of the current economic situation in Norway, combined with 
assumptions regarding exogenous driving forces, forms the basis of the 
monetary policy analysis and the Bank’s forecasts.1 Examples of exoge-
nous driving forces in the Bank’s macroeconomic model, NEMO, which is 
the main forecasting model, are petroleum prices, global economic 
developments and petroleum investment. Changes in the neutral real 
interest rate are also assessed outside the model and influence what the 
policy rate will converge towards in the model further out when the 
economy is no longer influenced by shocks. In the short-term horizon, 
which consists of the current and next quarter, the model is conditioned 
on the projections described in more detail in Section 2.

After conditioning on historical data, short-term forecasts and exogenous 
driving forces, NEMO provides forecasts for the remainder of the forecast 
horizon. To summarise how new information and assessments of the 
 economic situation have affected the forecasts since the March Report, 
we present model-based forecasts of the output gap and core inflation 
(CPI-ATE) given the same policy rate path as in the previous Report.

Key premises for this exercise are:

 • Inflation has been lower than projected in the March Report, and the 
near-term forecasts have been revised down.

 • The krone exchange rate is somewhat stronger than assumed in the 
March Report. Given an unchanged policy rate path, the krone is 
assumed to remain somewhat stronger ahead than in the March Report 
throughout the projection period.

 • The output gap has been revised down slightly in recent years and in 
the short-term horizon.

1 See Section 3.2 in Norges Bank (2024) “Norges Bank’s Monetary Policy Handbook, Version 2.0”. 
Norges Bank Papers 3/2024 for a more detailed description of how the decision basis is drawn up.

3. Monetary policy analysis

This section describes the monetary policy analysis presented to 
Norges Bank’s Monetary Policy and Financial Stability Committee, 
which forms part of the basis for the policy rate decision. The 
policy rate forecast is described and explained in the Committee’s 
assessment.

https://www.norges-bank.no/en/news-events/publications/Norges-Bank-Papers/2024/Papers-3-2024-monetary-handbook/
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3. Monetary policy analysis

The exercise indicates that the output gap will be a little lower in the 
coming year than envis aged in March, but is broadly unchanged further 
out in the projection period (Chart 3.1). Inflation will be lower throughout 
the projection period.

The	model’s	policy	rate	path
Norges Bank’s main model, NEMO, generates a policy rate path. New 
information and new assessments will normally also generate changes in 
the model’s path.

Chart 3.2 uses the model to decompose the main driving forces behind 
changes in the model’s policy rate path since the March Report. In macro-
economic models like NEMO, economic fluctuations that bring inflation 
away from target and output away from potential are explained by 
shocks. This is the case for all the model variables, including the policy 
rate, as it is not possible to fully represent the Committee’s trade-offs in a 
technical reaction pattern. Changes in shocks arise when new data and 
projections differ from those implied by the driving forces in the model. 
The decomposition shows how changes in shocks since the March 
Report contribute to changes in the model-based policy rate path. The 
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3.1 Model-based exercise using the same policy rate path as in MPR 1/25
Projections conditioned on new information concerning economic developments and the
policy rate forecast in Monetary Policy Report 1/2025
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3. Monetary policy analysis
monetary policy shocks from the previous Report are held constant in 
order to isolate the effects of other shocks. The bars show contributions 
to changes in the model path from different types of shocks, and the 
broken line shows the sum of the bars. The solid line shows the actual 
change in the policy rate path.

The main contributions to changes in the model path since the March 
Report are:

 • Underlying inflation has been lower than projected in the previous 
Report and the near-term forecasts have also been revised down. 
Norges Bank’s indicators of international price impulses to imported 
intermediate goods (IPI) and international price impulses to imported 
consumer goods (IPK) have been revised down since the March Report. 
This suggests lower inflation ahead. Price and wage factors on the 
whole suggest a somewhat lower model-based path (red bars).

 • There are prospects of slightly lower growth among Norway’s main 
trading partners than projected in the March Report, which in isolation 
dampens demand for Norwegian exports. Market interest rates abroad 
are somewhat lower than in the March Report in the coming year. 
Overall, external factors imply a slightly lower model-based path in the 
coming year (dark green bars).

 • The krone exchange rate is somewhat stronger than assumed in the 
March Report and slightly stronger than indicated by the changes in the 
interest rate differential and the other driving forces in the model. The 
exchange rate is assumed to weaken a little upon publication of the 
policy rate path, but to remain at that level ahead (see box on the krone 
exchange rate on page 38). Overall, the krone exchange rate con-
tributes to a slightly lower model-based policy rate path (dark blue 
bars).

 • Overall, petroleum prices, as incorporated in the model, are as 
assumed in March. Projected petroleum investment have been revised 
up somewhat since the March Report. On the whole, petroleum prices 
and investment have pulled up the model path (light blue bars).

 • Developments in housing investment and household consumption have 
been somewhat stronger than projected in the March Report and 
slightly stronger than implied by the model’s relationships. Somewhat 
higher power investment is also expected in the coming years. These 
factors contribute to a slightly higher model-based path. At the same 
time, public demand was somewhat weaker than assumed in March. 
Overall, GDP growth has been higher than projected, but potential 
output has been revised up somewhat more in the short-term horizon, 
resulting in a slight downward revision of the output gap. This implies a 
lower model-based path. Overall, domestic demand pulls the mod-
el-based path down slightly in the near term before pulling the path up 
slightly (orange bars).
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3. Monetary policy analysis

 • The interval for the neutral policy rate has been revised up (see box on 
page 59), which will pull up the model-based path somewhat further 
out in the projection period (grey bars).

 • The model-based path is somewhat lower than in the March Report 
over the next two years, but slightly higher over the remainder of the 
projection period.

Monetary policy indicators and trade-offs
Simple	rule	for	the	money	market	rate
Simple estimated interest rate rules are often used to describe the 
average monetary policy reaction function. See Monetary Policy Report 
1/25 for further information on Norges Bank’s simple monetary policy rule. 
Compared with the March Report, the simple rule for the money market 
rate now indicates a rate that is slightly lower than the corresponding rule 
provided in March (Chart 3.3). This is due to the downward revision of the 
output gap and inflation in the near term. At the beginning of 2026, the 
estimated rule indicates a money market rate that is broadly in line with 
the Bank’s projection.

Policy	rate	expectations
Market-implied policy rates further out can provide an indication of how 
market participants have interpreted new information and how they 
expect Norges Bank to react. Market rates for the coming quarters have 
been slightly higher than in March, but at the beginning of 2026 they are 
lower than in the March Report (Chart 3.4). Market rates are broadly in line 
with the Bank’s policy rate path from the March Report until mid-2026 but 
are thereafter higher than in the remainder of the projection period.

The difference between the market interest rate level and the Bank’s 
policy rate path further out in the projection period may reflect different 
policy rate expectations and the fact that term premiums rise with matu-
rity, which means that the market’s actual policy rate expectations may 
deviate from market interest rates. The term premium is a risk premium 

3.3 A simple rule for monetary policy
Three-month money market rate. Percent

Sources: Bloomberg and Norges Bank
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that partly reflects the uncertainty relating to the future interest rate level 
and is the investor’s compensation for a higher risk level.

Market	policy	rate	expectations	among	Norway’s	trading	partners
Norway is a small open economy, with financial markets closely inter-
twined with trading partner markets. Norway’s interest rate level there-
fore cannot deviate substantially from foreign rates over time. Changes in 
foreign interest rates can impact the krone exchange rate. Market pricing 
abroad indicates that Norway’s main trading partners will continue to 
reduce policy rates through 2025. Interest rates then level off and edge 
up towards the very end of the projection period (Chart 3.5). Market rates 
abroad are somewhat lower than in the March Report.

As there is considerable uncertainty as to whether market interest rates 
reflect future policy rate expectations, partly due to possible term premi-
ums in market interest rates, the modelling system conditions on the 
foreign market interest rates only in the first year of the projection period 
(Chart 3.5). Thereafter, a technical assumption is applied of foreign inter-
est rates moving towards a policy rate of around 0.5 percentage point 
lower than the Bank’s interval for the neutral policy rate in Norway.

3.4 Policy rate expectations
Policy rate. Percent

Sources: Bloomberg and Norges Bank
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3.5 Policy rate expectations for trading partners
Market policy rate expectations and interest rate assumptions in the model. Percent
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Interest	rate	differential	against	other	countries
The interest rate differential against Norway’s trading partners has 
increased from a low level in recent years (Chart 3.6). The chart shows the 
interest rate differential measured both as the difference between 
market interest rates in Norway and abroad and between the interest rate 
forecast and the Bank’s assumptions for interest rates abroad. The inter-
est rate differential based on market rates is slightly higher than in the 
March Report to the end of 2025 and from the beginning of 2027. At the 
end of the projection period, the market-based measure suggests an 
interest rate differential of around 0.9 percentage point. The differential 
based on projected policy rates and the Bank’s assumptions for interest 
rates abroad are on the whole slightly lower than in the March Report. At 
the end of the projection period, this measure suggests a differential of 
about 0.6 percentage point.

Expected	real	interest	rate
The Bank’s estimate of the expected real policy rate is broadly 
unchanged from the March Report in the coming year, but slightly higher 
thereafter (Chart 3.7). Key factors determining developments ahead:

3.6 Interest rate differential against other countries
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3.7 Expected real interest rate
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3. Monetary policy analysis
 • The policy rate forecast is slightly lower in the near term but slightly 

higher towards the end of the projection period compared with the 
March Report, contributing to a somewhat lower expected real interest 
rate at the beginning of the projection period and a slightly higher rate 
towards the end.

 • The inflation projections have been revised down throughout the pro-
jection period, pulling in the direction of a slightly higher expected real 
interest rate.

 • The real policy rate lies in the interval between 0.25% and 1.5% (see box 
on the neutral real interest rate on page 59).

 • The expected real policy rate lies in the upper half of the interval of 
what we consider to be neutral in the longer term

Household	and	corporate	interest	rates
Household and corporate interest rates have been relatively stable since 
the beginning of 2024. Key factors in this Report are:

 • The policy rate declines to just below 4% at the end of 2025 and to 
about 3% towards the end of the projection period (Chart 3.8). 

 • The forecast indicates that the policy rate is slightly higher towards the 
end of the projection period than in the March Report.

 • The money market premium is broadly as projected in the March 
Report, and futures prices indicate that the premium will remain at the 
current level ahead. The projection for the money market premium is 
unchanged from the March Report.

 • Residential mortgage rates are projected to decline when the policy 
rate is reduced. The mortgage rate is projected at around 4.6% at the 
end of 2028.

3.8 Household lending rates
Percent

Sources: LSEG Datastream, Statistics Norway and Norges Bank
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3. Monetary policy analysis

 • The interest rate on new corporate loans, measured as a weighted 
average of bank loans and bonds, has fallen somewhat since the end of 
2024 (Chart 3.9), mainly driven by lower interest rates on new bank 
loans.

Trade-offs	between	inflation,	output	and	employment
The trade-offs between quickly returning inflation to target and 
 contributing to high and stable output and employment are reflected in 
the Committee’s assessment and the inflation and output gap forecasts. 
The policy rate, inflation and output gap forecasts are shown in the chart 
in the Committee’s assessment. The points in Chart 3.10 show the 
average forecasts one to three years ahead for the output gap and infla-
tion gap (the difference between inflation and the target) in different 
reports. The location of the points in the chart depends on the shocks to 
the economy and the monetary policy response.2

2 For a more detailed explanation of the chart, see box in Section 2.4 in Norges Bank (2024) “Norges Bank’s 
Monetary Policy Handbook, Version 2.0”. Norges Bank Papers 3/2024.

3.9 Corporate lending rates
Interest rate on new floating -rate NOK financing to non -financial corporates. Percent

Sources: Nordic Bond Pricing, Stamdata, Statistics Norway and Norges Bank
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3. Monetary policy analysis
In this Report, there are prospects for somewhat lower inflation and a 
slightly less negative output gap than in the March Report one to three 
years ahead. The average gaps are somewhat smaller both due to the 
time interval moving one quarter ahead and changes to the economic 
conditions. A positive inflation gap and negative output gap in the fore-
casts mean that a higher policy rate path than in the forecast would bring 
inflation closer to target but also lead to a more negative output gap. On 
the other hand, a lower policy rate path would boost the activity level but 
bring inflation further away from target.

Historical forecasts
Forecasts are uncertain and uncertainty increases with the forecast horizon. The charts below show 
Norges Bank’s forecasts of the policy rate, the CPI-ATE, as a measure of underlying inflation, and the 
output gap over the past 20 years. In relation to each other, the three charts show how policy rate fore-
casts are adjusted when developments in inflation and the real economy differ from the Bank’s fore-
casts.

Each colour represents one of the Monetary Policy Reports published every year; dark orange repre-
sents the first Report, dark green the second Report, turquoise the third Report and yellow the fourth 
Report. Up until 2012, the Report was only published every four months. The blue line in the background 
shows actual developments in addition to the Bank’s forecasts presented in this Report. Forecasting 
errors occur when economic developments differ from those assumed. This may reflect new shocks or 
differences in the functioning of the economy from what was envisaged. For the policy rate, uncertainty 
about the long-term level of interest rates may have been of particular importance. For example, in the 
decade that followed the financial crisis, a clear downward trend in real interest rates was observed 
that was not as apparent when the forecasts were made.

In addition to the outbreak of the pandemic in 2020, there were two particular historical events that 
stand out, which are indicated in the charts. They help illustrate situations in which the policy rate path 
had to be changed considerably from one report to the next in order to achieve monetary policy 
 objectives in the face of substantial disruptions. The first example is from the 2008 financial crisis. 
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3. Monetary policy analysis

From the October 2008 Report to the March 2009 Report, Norges Bank reduced its policy rate forecast 
considerably so that the low point was adjusted from approximately 3.75% to about 1%. This must be 
viewed in the context of the Bank revising down its output gap forecasts substantially at the same time 
as it revised down its inflation forecasts.

The other example is from 2022 when inflation began to surge in the wake of the pandemic and Russia’s 
invasion of Ukraine. From the March 2022 Report to the June 2022 Report, the policy rate forecast was 
raised substantially, particularly in the near term. This must be viewed in the context of the Bank raising 
the output gap forecast to its highest level since the financial crisis at the same time as it revised up its 
inflation forecasts considerably.

3.B Inflation
Historical CPI-ATE projections. Percent.
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3.C Output gap
Historical output gap projections. Percent.
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BoxesDevelopments in the mismatch 
between labour supply and demand
An	index	measuring	the	mismatch	between	labour	supply	and	
demand	for	different	occupational	groups	remained	at	relatively	high	
levels	in	the	wake	of	the	pandemic	but	is	now	close	to	a	normal	level.	
The	index	provides	greater	insight	into	labour	market	developments	
than	aggregate	figures	for	unemployed	workers	and	job	vacancies.

This box provides greater detail on how labour market developments can 
be better understood by using more detailed data on the number of 
unemployed workers and vacancies. Experience shows that there is a 
relationship between labour market pressures and wage growth. Low 
unemployment can put pressure on the labour market, which can in turn 
lead to higher wage growth.1 At the same time, unemployment can also 
decline without affecting labour market pressures, for example if there is 
a lower degree of mismatch between job seekers’ skills and employers’ 
needs.

The relationship between the number of vacancies and unemployed 
workers is influenced by both cyclical and more structural, long-term 
factors, such as matching efficiency between employers and relevant job 
seekers and the balance between labour supply and demand. During 
upturns, when there is little slack in the economy, the number of vacan-
cies is often high and unemployment is low, while the effect is reversed in 
downturns.

High vacancy and unemployment rates at the same time may for example 
reflect an occupational mismatch between labour supply and demand or 
a geographical mismatch, which is when vacancies and job seekers are 
located in different parts of the country. This could in turn influence the 
relationship between unemployment and wage growth. For example, if 
the number of vacancies in a specific occupational group is high, then 
wages in that group could rise rapidly even if overall unemployment 
remains relatively elevated.

An illustrative example of a labour market mismatch could be a hypotheti-
cal labour market comprising nurses and construction workers. For 
nurses, there are 200 vacancies and 50 job seekers, and for construction 
workers, there are 50 vacancies and 200 job seekers. Overall, there are 
250 vacancies and 250 job seekers, which can give the impression of a 
balanced labour market. However, a closer examination of the distribu-
tion reveals an occupational mismatch, since the majority of the vacan-
cies require skills only held by a minority of job seekers.

To more accurately identify the determining factors of the changes in the 
number of vacancies and unemployed workers, an index is estimated that 

1 See eg Brubakk, L. and K. Hagelund (2022) “Frontfagets betydning for lønnsdannelsen i 
private tjenestnæringer” [Importance of the wage norm for wage determination in private services]. Staff 
Memo 5/2022. Norges Bank (in Norwegian only).

https://www.norges-bank.no/contentassets/94f6198b50bc476e8eab72cc0323b545/staff-memo-5-2022.pdf?v=02062022092347
https://www.norges-bank.no/contentassets/94f6198b50bc476e8eab72cc0323b545/staff-memo-5-2022.pdf?v=02062022092347
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measures the mismatch between vacancies and unemployed workers in 
different labour market segments over time. This index has been devel-
oped by Sahin et al (2014)2:

𝑀𝑀 = 1 −∑( 𝑣𝑣𝑖𝑖,𝑡𝑡
∑ 𝑣𝑣𝑖𝑖,𝑡𝑡𝑖𝑖

)0,5( 𝑢𝑢𝑖𝑖,𝑡𝑡
∑ 𝑢𝑢𝑖𝑖,𝑡𝑡𝑖𝑖

)0,5
𝑖𝑖

Here, the number of vacancies in the labour market segment i at time t is 
vi,t, while the number of unemployed workers in the same period and 
segment is defined as ui,t. A labour market segment can for example be 
an occupational group or region. The index will vary with the degree of 
mismatch between unemployed workers and vacancies in different seg-
ments. Values close to zero indicate a low degree of mismatch, while 
values close to one indicate a high degree of mismatch.

In the example above with nurses and construction workers, the labour 
market is assumed to change in the subsequent period: For nurses, the 
number of vacancies decreases by 50, and for construction workers, the 
number increases by 50. The mismatch index would then move down 
from 0.2 to 0.09, while the aggregated figures for vacancies and unem-
ployed workers remain unchanged. The index therefore captures an 
improved balance between unemployed workers and vacancies in the 
subsequent period.

At the same time, it is important to analyse developments in the index 
together with changes in vacancies and unemployment in the aggregate. 
If a factor improves the matching efficiency between unemployed 
workers and vacancies in all sectors simultaneously, the index will not be 
affected. New technology is an example of such a factor.

The index is calculated based on labour market data for 66 different 
occupational groups and seven regional labour markets3 (Chart A, left 

2 The method follows Şahin, A., J. Song, G. Topa. and G.L. Violante Mismatch Unemployment, American 
Economic Review, 104 (11), pages 3529–3564.

3 Based on Norges Bank’s Regional Network regions.

A Mismatch broadly returned to pre -pandemic levels
January 2018 – May 2025. Three-month moving average

0.00
0.02
0.04
0.06
0.08
0.10
0.12
0.14
0.16
0.18

0.20

2018 2019 2020 2021 2022 2023 2024 2025

Labour market mismatch index

Occupational mismatch Average 2018-2019
Geographical mismatch

-0.02

-0.01

0.00

0.01

0.02

0.03

0.04

0.05

0.06

2018 2019 2020 2021 2022 2023 2024 2025
Construction
Healthcare, nursing and social care

Isolated sector effect. Value above zero
indicates that the sector contributes to

mismatch

Sources: Norwegian Labour and Welfare Administration (Nav) and Norges Bank

https://www.aeaweb.org/articles?id=10.1257/aer.104.11.3529


Norges Bank Monetary Policy Report 2/2025 53

Boxes
panel). The index’s absolute level is difficult to interpret, but by comparing 
with previous periods, the mismatch can be described as relatively high 
or low.

The blue line illustrates mismatch for different occupations, while the 
orange line shows mismatch in different regions. Results indicate a small 
degree of overall geographical labour market mismatch in Norway and 
small movements in the regional index. For the labour market as a whole, 
this means that the numbers of unemployed workers and vacancies in 
the different regions are generally well balanced. The occupational index 
is at a significantly higher level, suggesting a greater occupational mis-
match between labour supply and demand. The analysis of the Norwe-
gian labour market for the period between 2003 and 2013 in Kolsrud 
(2017)4 also finds that mismatch is more severe occupationally than geo-
graphically. It is nevertheless important to note that the degree of occu-
pational mismatch can vary within the different regions.

According to the occupational index, mismatch was relatively stable prior 
to the pandemic. During the pandemic, the index spiked, primarily owing 
to a combination of high unemployment in food and beverage services 
and high demand for healthcare workers. The index remained at a rela-
tively high level through 2023 and much of 2024 but has now returned to 
broadly pre-pandemic levels.

If the isolated contributions of the different sectors are estimated, the 
mismatch between the number of vacancies and unemployed workers is 
particularly pronounced in the healthcare sector (Chart A, right panel).5 
This has pushed up the index value throughout the entire estimation 
period, particularly in the wake of the pandemic. The number of unem-

4 The same method as Sahin et al (2014) is also used here for annual Norwegian data for the period between 
2003 and 2017. Kolsrud, D. (2017) “Har innvandrere bidratt til bedre balanse mellom tilbud av og 
etterspørsel etter arbeidskraft i det norske arbeidsmarkedet – hva kan en enkel indikator fortelle?” 
[Have immigrants improved the balance between Norwegian labour market supply and demand – what 
can a simple indicator explain?] Søkelys på arbeidslivet 34(3), pages 182–198 (in Norwegian only).

5 The isolated contribution is estimated by examining differences in each individual sector’s index value 
both with and without the vacancies and unemployed workers in the sector’s different occupations.

B Different mismatch factors
By occupation. Seasonally adjusted. May 2025. Percent

Sources: Norwegian Labour and Welfare Administration (Nav) and Norges Bank
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Boxes
ployed workers and vacancies in construction have long been well bal-
anced, but this sector has in isolation also pushed up the index since the 
beginning of 2023.

Developments in the index are driven by movements in the number of 
unemployed workers or in the number of vacancies in different occupa-
tional groups. For the healthcare sector, the mismatch over time can be 
attributed to a high number of vacancies and few unemployed workers 
(Chart B, left panel). Labour demand in this sector has been substantial 
over time. Unlike in healthcare, recent developments in construction are 
attributable to the fact that unemployment has risen without a rise in 
demand (Chart B, right panel), likely reflecting the substantial decline in 
housing investment in recent years.

Examining occupational sub-indices over time helps in determining 
whether developments in the composite index reflect long-term factors 
or more transient shocks. High demand for labour in healthcare is a more 
persistent structural factor, while higher unemployment in construction is 
driven to a greater extent by cyclical developments.

Looking ahead, labour demand in construction is expected to pick up in 
line with higher housing investment, likely moderating the degree of mis-
match between unemployment and vacancies. At the same time, it may 
seem as though demand for healthcare workers will remain elevated, 
which is also likely to continue pushing up the index ahead. Overall, it is 
assumed that the balance between unemployment and vacancies does 
not change substantially in the period ahead and remains close to 
pre-pandemic levels. Developments are in line with unchanged projec-
tions for the level of unemployment consistent with output at potential 
and do not suggest higher wage pressures at a given level of unemploy-
ment.
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BoxesPass-through from factor costs 
to consumer prices
Understanding	the	extent	and	speed	of	pass-through	of	changes	in	
wages	and	other	costs	to	consumer	prices	is	important	in	assessing	
the	inflation	outlook.	We	find	that	increased	labour	costs	contribute	to	
a	significant	increase	in	consumer	services	prices	over	time,	while	
consumer	goods	prices	are	affected	less.	An	increase	in	intermediate	
input	prices,	however,	becomes	evident	relatively	quickly	in	both	
goods	and	consumer	services	prices.

High consumer price inflation in the wake of the pandemic was originally 
driven by higher energy prices and a marked increase in imported con-
sumer and intermediate goods prices. In spite of softer imported inflation 
over the past year, consumer price inflation – as measured by the CPI – is 
still above target, partly reflecting high wage growth and weak productiv-
ity growth.

Over time, producer prices will to a large extent reflect developments in 
intermediate input costs, ie goods and services involved in production, 
as well as wages and capital costs. However, the extent to and the speed 
at which the higher factor costs1 pass through to producer prices and 
subsequently to consumer prices, is uncertain. In this box, we present an 
analysis where we estimate the pass-through from wages and intermedi-
ate input prices to consumer prices.

In many theoretical models, the pass-through from a given factor cost to 
producer prices reflects the factor share, ie the factor cost relative to the 
output value. For example, it is natural to suppose that changes in labour 
costs explain a large share of the price changes in many services, where 
the wage share is often relatively high. In goods-producing industries – 
such as manufacturing – intermediate input prices are relatively more 
important.

Producer prices are the prices firms receive for goods and services they 
sell, either to other domestic firms in the form of intermediate inputs or to 
satisfy final demand – including products for household consumption. If 
we disregard VAT and net product taxes, each individual consumer price 
included in the calculation of the consumer price index is at the same 
time the producer price of one individual firm. Consumer prices will 
therefore, like producer prices, depend on factor costs.

Normally, it will take some time for changes in factor costs to fully pass 
through to producer prices – and thus consumer prices. There may be a 
number of reasons why firms do not immediately pass on increased costs 
to their prices. One reason may be that they consider the cost increase to 
be temporary, and another is that they wish to maintain market shares. 

1 In this box, costs related to firms’ intermediate inputs are defined as part of the factor costs.
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Some prices are also locked in by previous agreements and will therefore 
only be changed when the agreement expires. 

To analyse the pass-through from intermediate input prices and wages to 
consumer prices, we quantify a set of regression equations. These equa-
tions postulate that changes in consumer prices from quarter t to t+h 
(h=1,…,16) depend on the change in intermediate input prices and labour 
costs per hour in quarter t, in addition to a set of control variables.2 The 
figures for wages and intermediate input prices are derived from quar-
terly national accounts data for the period 1995 Q1 to 2024 Q2.

To take into account to some extent that factor shares, and thereby the 
pass-through, can vary across sectors, we model developments in the 
consumer goods price index and the consumer services price index sep-
arately. In the equations for the consumer services price index, we use 
intermediate input prices and wages for services excluding retail trade as 
explanatory variables. In the equations for the consumer goods price 
index, we apply corresponding factor prices from retail trade and from 
the food, beverage and tobacco industry, which is the largest domestic 
producer of consumer goods. In addition, we control for the prices of 
imported consumer goods, as measured in Statistics Norway’s external 
trade statistics.3

The estimated impulse responses indicate that the pass-though from 
wages to services prices is significant, but slow (Chart C). In isolation, a 
wage increase of 1% in a given quarter lifts consumer services prices by 

2 The analysis is based on Heise, S., F. Karahan and S. Ayşegül (2022) “The Missing Inflation Puzzle: The Role 
of the Wage-Price Pass-Through”. Journal of Money, Credit and Banking, 54 (S1), page 7-51, February, and 
Chin, M. and L. Lin (2023) “The Pass-through of Wages to Consumer Prices in the COVID-19 Pandemic: 
Evidence from Sectoral Data in the U.S”. IMF Working Papers 233/2023. International Monetary Fund. 
Control variables include productivity growth and lagged values of changes in consumer prices and factor 
prices. See Documentation Note 3/2025 “Pass-through from factor costs to consumer prices” 
(forthcoming Friday, 21 June) for more details.

3 Consumer goods prices reflect both the costs related to the intermediation services produced in retail 
trade and the producer prices of the consumer good itself. The latter is determined by the factor costs in 
goods-producing industries– of which the food, beverage and tobacco industry is the largest – in addition 
to the prices of imported consumer goods. The wage share in goods-producing industries is, however, 
generally low. There is therefore reason to expect that the wage pass-through to consumer goods prices 
is less than the pass-through to consumer services prices.

C Impulse from factor prices to consumer services prices
Response to a 1% change in the factor price in services

Source: Norges Bank
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approximately 0.5% after three to four years. The long-term pass-through 
roughly reflects the wage share in services. The effects of intermediate 
input prices are more muted, but appear sooner. The pass-through is 
slightly weaker than implied by the intermediate input share.

The situation is different for consumer goods prices (Chart D). Although 
estimates indicate a positive correlation between changes in hourly 
labour costs in quarter t and accumulated changes in consumer goods 
prices further out, the estimates are not significantly different from zero 
for any of the horizons. On the other hand, we find a significant and rapid 
pass-through from intermediate input prices to consumer goods prices.4 
The estimates are well in line with intermediate input content in consumer 
goods prices.

Intermediate inputs in a given industry are either imported or domesti-
cally produced. Intermediate input prices therefore also to some extent 
reflect accumulated domestic wage growth, but most of the variation 

4 The results also show – perhaps unsurprisingly – a significant positive contribution from imported 
consumer goods prices (not shown).

D Impulse from factor prices to consumer goods prices
Response to a 1% change in the factor price in retail trade and the food, beverage and
tobacco industry

Source: Norges Bank
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appears to be external. Not least, there is a close correlation between 
growth in intermediate input prices for mainland Norway and Norges 
Bank’s indicator of international price impulses to imported intermediate 
goods (IPI) (Chart E).

Our estimates are line with the findings of two recent studies based on 
US data. Chin and Li (2023)5 report positive pass-through from wages to 
consumer services prices but do not find any significant effect for con-
sumer goods prices. Heise et al (2022)6 look at wage pass-through to pro-
ducer prices in services and goods-producing industries, respectively. 
They find clear effects of wages on producer prices in services but little 
impact on producer prices in goods-producing industries.

Strong rent and consumer services inflation currently contribute to 
holding consumer price inflation elevated. Given the high wage growth 
over the past couple of years, the results of this analysis indicate that it 
may take time for consumer services inflation to decline. The analysis 
also confirms the importance of monitoring intermediate input prices in 
addition to wage developments.

In this box, we quantify a relationship between changes in a given factor 
price from quarter t-1 to t and subsequent changes in consumer prices h 
quarters further out. However, the correlation cannot necessarily be 
interpreted as causal. One possibility is that there are other underlying 
drivers influencing both consumer prices and factor prices. Neverthe-
less, for forecasting purposes, it may be sufficient that a significant cor-
relation exists between historical factor prices and changes in consumer 
prices further out. Moreover, empirical analyses are subject to uncer-
tainty. Some of this uncertainty is reflected in the relatively wide confi-
dence bands in Charts C and D. Alternative specifications may, however, 
yield different conclusions and the results must therefore be interpreted 
with caution.

5 See reference in footnote 2.

6 See reference in footnote 2.
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BoxesEstimates of the neutral real interest rate
The	neutral	real	policy	rate	(r*)	has	been	revised	up	and	currently	lies	
in	the	interval	between	0.25%	and	1.5%.	r*	is	unobservable	and	esti-
mates	will	be	subject	to	considerable	uncertainty.	In	light	of	this	
uncertainty,	we	have	widened	the	interval.

As an aid in assessing what the policy rate will converge towards when the 
economy is no longer influenced by disturbances1, we estimate the neutral 
real policy rate (r*).2 r* is the real interest rate consistent with output at its 
potential level and inflation at target. Developments in r* are determined 
by structural factors that affect overall saving and investment in the 
economy. Norway is a small open economy, and with free capital move-
ments between countries, there is reason to assume that developments in 
r* in Norway will not be substantially different from developments abroad.

Over the past 20 years, there have been a number of explanations for 
developments in r* among central banks and in academia. The develop-
ments can be divided into two periods: one from the global financial 
crisis in 2008 up to 2020, and one from 2020 to the present.

In the period after the financial crisis, r* estimates declined markedly in 
many countries. The research literature highlights that global trends such 
as lower productivity growth, demographic changes and rising inequality 
may have contributed to this decline. In addition, it is pointed out that the 
recovery following the financial crisis, with more risk aversion and the 
desire to reduce debt, may have also been a contributing factor. Overall, 
these factors pull in the direction of lower investment demand and higher 
saving ratios that may collectively explain why r* estimates have declined 
in this period.

New estimates may suggest that r* has begun to rise again since 2020. 
Many of the global trends mentioned above contribute to keeping r* low, 
but likely to a lesser extent than previously. The Bank for International 
Settlements (BIS) emphasises that the current tendency is a gradual 
rising dependency burden compared with the first period and that large 
pension obligations push up investment and borrowing needs in the long 
term. A number of central banks highlight that expansive fiscal policies 
have resulted in higher government borrowing needs. Furthermore, 
higher global investment related to the green transition, infrastructure 
and defence spending may have boosted demand for capital. Looking 
ahead, technological advances, for example related to artificial intelli-
gence, may result in higher productivity growth.

r* is unobservable and must be estimated. The relationship between indi-
vidual factors and estimates of r* can be unstable and difficult to identify. 
A number of central banks have recently published new estimations of 

1 In practice, the time it takes the effect of different disturbances to fade will vary. See “Norges Bank’s 
Monetary Policy Handbook, Version 2.0”. Norges Bank Papers 3/2024.

2 For a more detailed review of r*, and the literature this box builds on, see Almlid, E., S. Asshoff (2025) 
“Estimating the Neutral Rate of Interest in Norway”. Staff Memo 8/2025. Norges Bank. This Staff Memo will 
be published on Friday 20 June.

https://www.norges-bank.no/en/news-events/publications/Norges-Bank-Papers/2024/Papers-3-2024-monetary-handbook/
https://www.norges-bank.no/en/news-events/publications/Norges-Bank-Papers/2024/Papers-3-2024-monetary-handbook/
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the neutral real interest rate (see Chart F for new intervals).3 The Bank of 
England (BoE) previously operated with an interval of between 0% and 1% 
but has revised up its estimate to an interval of between 0.25% and 1.75%. 
Sveriges Riksbank assumes a neutral real interest rate with an interval of 
between −0.5% and 1%. The European Central Bank (ECB) has estimated 
a level at around 0%, with an interval of between −0.5% and 0.5%, while 
the Federal Reserve (FED) has recently indicated an increase to around 
1%, with an interval of between 0.5% and 1.9%. Norway’s trading partners 
operate with an average interval of between around -0.2% and 1%.4 Mar-
ket-based measures of expected real interest rates5 have risen from very 
low levels both internationally and in Norway (Chart G).

We examine both market interest rates and model-based estimates when 
assessing r*. So far in 2025, five-year rates, five years ahead adjusted for 
inflation expectations, have been around 1.7% in Norway (Chart G). It is 
likely that this measure cannot be assumed to be a direct indication of 
market expectations of future policy rates, partly because long-term rates 
reflect more than just expectations of future policy rates – they are also 
influenced by term premiums that can vary over time. The term premium is 
a risk premium that partly reflects uncertainty about future interest rate 
levels and is the investor’s compensation for assuming higher risk. Norges 
Bank has therefore expanded its model portfolio to include models that 
will control for term premiums in the estimate of r*. In the models, the term 
premium is estimated to have increased in recent years,6 in line with esti-
mates from other countries.7 Chart H shows the average of our mod-

3 See Monetary Policy Report, February 2025. Bank of England. Seim, A (2024). Neutral Interest Rate – 
Meaning, Limitations and Assessment. Sveriges Riksbank, 26 November. Brand, C., N. Lisack, and F. 
Mazelis(2025) “Estimates of the Natural Interest Rate for the Euro Area: An Update”, ECB Economic Bulletin 
1/2025. Federal Open Market Committee (2025) “FOMC Economic Projections March 2025”. Board of 
Governors of the Federal Reserve Bank, 19 March 2025.

4 The average is import-weighted, weighted by the four countries’ relative I-44 weights. To estimate the 
relative weights for these four trading partners, we use each country’s share of the sum of the four 
countries’ share in I-44. This results in relative weights whose total is summed up to 1. The most recent 
weights available: Euro area countries (0.58), Sweden (0.11), US (0.26), UK (0.05).

5 The focus here is five-year rates five years ahead. Adjusted for inflation expectations, these can serve as 
the basis of a market-based measure of a neutral real interest rate.

6 For example, one of the models in our model portfolio for the neutral real interest rate estimates that the 
term premium on Norwegian 10-year government bonds has increased by 0.45 percentage point over the 
past year, and slightly more than 2.2 percentage points since their lowest level in 2020.

7 See “OECD Economic Outlook, Volume 2025 Issue 1.” OECD (2025). “Term structures in economic analysis”. 
Deutsche Bundesbank (2023). Deutsche Bundesbank Monthly Report January 2023.

F r* estimates
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Sources: Bank of England, European Central Bank, Federal Reserve, Sveriges Riksbank and Norges Bank
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https://www.bankofengland.co.uk/monetary-policy-report/2025/february-2025
https://www.riksbank.se/globalassets/media/tal/engelska/seim/2024/anna-seim-speech-neutral-interest-rate--meaning-limitations-and-assessment.pdf
https://www.riksbank.se/globalassets/media/tal/engelska/seim/2024/anna-seim-speech-neutral-interest-rate--meaning-limitations-and-assessment.pdf
https://www.ecb.europa.eu/press/economic-bulletin/focus/2025/html/ecb.ebbox202501_08~3be5a005f9.en.html
https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20250319.htm
https://www.oecd.org/en/publications/oecd-economic-outlook-volume-2025-issue-1_83363382-en.html
https://www.bundesbank.de/resource/blob/852280/f8c31052641a9e507117fbd4c8dd85f4/mL/2023-01-zinsstrukturkurven-data.pdf
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el-based estimates of the neutral real money market rate, together with an 
uncertainty interval around this estimate.8 In   Monetary Policy Report 
2/2024, the average model estimate for 2024 was 0.1. With the expanded 
model portfolio, the estimate for 2025 now stands at 0.4. The uncertainty 
interval for the estimate in 2025 lies between -0.5% and 1.85%.

In line with the increase in the model estimates and market rates, we have 
revised up the interval for r*. In light of the considerable uncertainty, we 
are widening the interval somewhat. In Monetary Policy Report 2/2024, 
we assumed that r* was in the interval between -0.3% and 0.7%. In the 
March Report this year, the interval was between -0.15% and 0.85% owing 
to a lower money market premium. Based on the updated model portfolio 
and new information, r* is now assessed to lie in the interval between 
0.25% and 1.5%. This implies an interval for the expected nominal policy 
rate of between 2.25% and 3.5% somewhat further ahead given an 
 inflation target of 2%. The broken green lines represent Norges Bank’s 
interval for the neutral real money market rate.

8 The uncertainty interval reflects the endpoints of the models’ confidence intervals and provides a 
measure of total model uncertainty. The models’ confidence intervals are estimated based on one 
standard deviation.
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https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2024/mpr-22024/
https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2024/mpr-22024/
https://www.norges-bank.no/en/news-events/publications/Monetary-Policy-Report/2024/mpr-22024/
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Table	1	International	projections

Change from  projections in
Monetary Policy Report 1/2025 in brackets

Weights1

Percent

Percentage change from previous year

2024 2025 2026 2027 2028

GDP

US 12 2.8 (0) 1.6 (-0.3) 1.4 (-0.3) 1.8 (0) 1.7 (0.1)

Euro area 47 0.8 (0) 1 (0.1) 1.2 (-0.2) 1.4 (-0.1) 1.3 (-0.1)

UK 15 1.1 (0.2) 1.1 (0.1) 1.1 (-0.4) 1.3 (-0.1) 1.2 (-0.1)

Sweden 18 1 (0) 1.3 (-0.5) 2.2 (-0.1) 2.1 (-0.1) 2.1 (0.5)

China 8 5 (0) 4.5 (0) 3.8 (0) 4.1 (0.1) 3.8 (0.1)

5 trading partners1 100 1.5 (0.1) 1.4 (-0.1) 1.6 (-0.2) 1.8 (-0.1) 1.7 (0.1)

Prices

Underlying inflation2 3 (0) 2.6 (0) 2.3 (0.1) 2.2 (0.1) 2.1 (0)

Wage growth2 4.4 (0) 3.4 (0) 3.2 (0) 3 (0) 2.9 (0)

Prices for consumer goods imported to Norway, 
including freight rates3 2.7 (0) 0.2 (-0.8) 0.5 (-0.2) 0.7 (0) 0.9 (0)

Prices for intermediate goods imported to Norway4 0.1 (0) 0.7 (-1.1) 0.8 (-0.9) 1.5 (0) 1.5 (0)

1 The aggregate includes: China, euro area, Sweden, UK and US. Export weights

2 The aggregate includes: euro area, Sweden, UK and US. Import weights.

3 In foreign currency terms. Including composition effects and freight rates.

4 In foreign currency terms.

Sources: LSEG Datastream and Norges Bank
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Table	2a	 Consumer	prices.	Twelve-	month	change.	Percent

2025

Mar Apr May Jun Jul Aug Sep

Consumer	price	index	(CPI)

Actual 2.6 2.5 3.0

Projections MPR 1/25 2.7 2.7 2.7 2.9

Projections MPR 2/25 3.1 3.1 3.5 3.7

CPI	-ATE

Actual 3.4 3.0 2.8

Projections MPR 1/25 3.4 3.2 3.1 3.2

Projections MPR 2/25 3.1 3.1 3.1 3.1

Sources: Statistics Norway and Norges Bank

Table	2b	 House	prices.	Monthly	change.	Seasonally	adjusted.	Percent

2025

Mar Apr May Jun Jul Aug Sep

Actual 0.1 -0.2 0.0

Projections MPR 1/25 0.7 0.6 0.5 0.5

Projections MPR 2/25 0.2 0.4 0.5 0.6

Sources: Eiendomsverdi, Finn.no, Real Estate Norway and Norges Bank

Table	2d	 GDP	for	mainland	Norway.	Quarterly	change.1	Seasonally	adjusted.	Percent

2024 2025

Q4 Q1 Q2 Q3

Actual -0.4 1.0

Projections MPR 1/25 0.6 0.4

Projections MPR 2/25 0.3 0.4

1 Quarterly figures based on monthly national accounts.

Sources: Statistics Norway and Norges Bank

Table	2c	 Registered	unemployment	(rate).	Percent	of	labour	force.	Seasonally	adjusted

2025

Mar Apr May Jun Jul Aug Sep

Actual 2.0 2.0 2.1

Projections MPR 1/25 2.0 2.0 2.0 2.0

Projections MPR 2/25 2.1 2.1 2.1 2.1

Sources: Nav and Norges Bank
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Table	3	Projections	of	main	economic	aggregates

Change from projections in
Monetary Policy Report 1/2025 in brackets

Percentage change from previous year (unless otherwise stated)

Constant 
2022 prices  

(NOK bn) 2024 2024

Projections

2025 2026 2027 2028

Prices	and	wages

CPI 3.1 3.0 (0.0) 2.2 (-0.5) 2.3 (-0.2) 2.1 (0.0)

CPI-ATE 3.7 3.1 (-0.3) 2.7 (-0.2) 2.2 (-0.1) 2.1 (0.0)

Annual wages 5.6 4.5 (0.0) 4.1 (0.1) 3.6 (0.0) 3.3 (0.0)

GDP deflator, mainland Norway 3.5 3.6 (-0.7) 3.8 (0.0) 3.1 (-0.2) 2.7 (-0.2)

Real	economy1 

Gross domestic product (GDP) 5858 2.1 0.1 (-2.2) 1.0 (1.0) 0.3 (0.3) -0.2 (0.1)

GDP, mainland Norway2 3729 0.6 1.6 (0.4) 1.4 (0.2) 1.4 (0.0) 1.4 (0.0)

Output gap, mainland Norway (level) 0.1 0.0 (-0.1) -0.3 (0.0) -0.3 (0.1) -0.2 (0.1)

Employment, persons, QNA 0.5 0.9 (0.1) 0.7 (0.2) 0.7 (0.0) 0.7 (0.0)

Registered unemployment (rate, level) 2.0 2.1 (0.1) 2.2 (0.0) 2.2 (0.0) 2.1 (0.0)

Demand1

Mainland demand2 3755 0.3 2.0 (0.3) 2.8 (0.2) 2.4 (0.1) 1.9 (0.0)

– Household consumption 1861 1.3 2.9 (0.7) 2.2 (-0.3) 1.9 (0.0) 1.6 (0.0)

– Business investment 383 -2.9 1.3 (-0.4) 3.6 (0.8) 3.2 (0.8) 1.9 (-0.6)

– Housing investment 157 -19.1 -6.4 (5.0) 9.9 (1.5) 10.3 (-0.3) 7.4 (-0.8)

– Public demand 1354 2.7 2.0 (-0.4) 2.8 (0.7) 2.0 (0.1) 1.6 (0.1)

Petroleum investment2 216 9.8 5.0 (1.0) -6.0 (2.0) -5.0 (-1.0) -4.0 (0.0)

Mainland exports2 1072 3.9 3.4 (0.2) 1.2 (-0.2) 1.9 (0.0) 2.3 (-0.1)

Mainland imports2 1503 4.3 2.4 (0.2) 3.0 (-0.1) 3.2 (0.1) 2.8 (0.0)

House	prices	and	debt

House prices 3.0 6.3 (-1.8) 8.0 (0.2) 6.4 (-0.1) 4.8 (-0.3)

Household credit (C2) 3.5 4.1 (0.3) 4.2 (0.2) 4.3 (0.3) 4.5 (0.3)

Interest	rate,	exchange	rate	and	oil	price

Policy rate (level) 4.5 4.3 (-0.1) 3.6 (-0.1) 3.2 (0.0) 3.1 (0.1)

Import-weighted exchange rate (I-44) (level) 120.3 118.8 (0.3) 117.5 (0.0) 117.5 (0.0) 117.5 (0.0)

Policy rate, trading partners (level)3 4.1 2.8 (0.0) 2.3 (-0.2) 2.3 (-0.3) 2.5 (-0.3)

Oil price, Brent Blend. USD per barrel 80.5 71.6 (0.8) 68.6 (1.7) 67.8 (1.4) 68.0 (1.5)

Household	income	and	saving1

Real disposable income excl. dividend income 3.6 3.9 (0.6) 3.4 (0.6) 2.8 (0.3) 2.2 (-0.1)

Saving ratio excl. dividend income (rate, level) 2.6 2.1 (-0.5) 2.6 (-0.1) 3.0 (0.0) 3.2 (0.2)

Fiscal	policy

Structural non-oil deficit as a percentage of GPFG4 2.6 2.7 (0.0) 2.9 (0.0) 2.8 (0.0) 2.8 (0.0)

1 All figures are working- day adjusted.

2 Annual figures based on monthly national accounts.

3 Overnight Index Swap.

4 Government Pension Fund Global measured at the beginning of the year.

Sources: Eiendomsverdi, Finn.no, LSEG Datastream, Ministry of Finance, Norwegian Labour and Welfare Administration (Nav), Real Estate Norway,  Statistics Norway and Norges Bank
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