LONG-TERMISM AND STABILITY

The Norwegian economy is now in its fourth
year of strong growth. Mainland GDP has ex-
panded by around 10 per cent over the past three
years. Growth in production and domestic de-
mand is continuing at a brisk pace. Employment
has risen by a net 125 000, ie by a little more
than 6 per cent. The largest share of the increase
in employment reflects an expansion in the la-
bour force, but unemployment has also been re-
duced from 6 per cent in 1992 to a little more
than 4 per cent in 1996.

If growth in demand continues to be strong,
higher capacity utilisation and a shortage of labour
will, sooner or later, lead to a sharp increase in
price and wage inflation rather than higher value-
added. There may aready be signs that we are en-
tering such a phase of the business cycle: housing
and property prices have surged, credit growth is
rising and red wage growth is high. In eastern
Norway, the ratio of vacancies to the number of
unemployed is nearly the same as in 1988, which
could adso indicate that high unemployment figu-
res concea a growing mismatch between job-
seekers skills and those required by employers.

Estimates in Norges Bank’s third quarter In-
flation Report indicate that the growth in labour
costs in manufacturing industry may be higher
than among our trading partners both this year
and in 1997 and the analysis shows that wage
growth may be as high as 5 per cent next year. It
also seems that price inflation may rise in the
period ahead, even though it is still relatively
low. These estimates are based on the assumpti-
on that wage moderation will not have a sub-
stantial impact on price and wage inflation in
1997. On the other hand, it has not been assu-
med that there will be any further catch-up from
the wage moderation shown in the early 1990s.

Thus far, the strong growth in employment has
been possible asaresult of higher [abour force par-
ticipation rates among young people and women
in response to improved job prospects. Thisis a
positive development as more people have found
employment and value-added has increased. To a
large extent, we have aso managed to avoid pres-
sures which may otherwise have arisen during
such aprolonged period of strong growth. It isdif-
ficult to project precisely how much longer this
will continue. There is considerable uncertainty as

to whether structura changesin recent years have
resulted in a more permanent rise in unemploy-
ment, as has been the case in other European coun-
tries. If there is more wage moderation than antici-
pated and wage growth is lower than projected in
this Report, this would reinforce the basis for a
sustainable lower level of unemployment.

The experience of the 1980s, both in Norway
and in other countries, shows that putting the
economy back on the right track once price and
wage inflation has accelerated is along and dif-
ficult process. There has therefore been a long-
standing consensus as to the importance of en-
suring a sustainable basis for employment by
conducting an economic policy which is orien-
ted towards long-term economic stability and
improved competitiveness. It is vital that we do
not lose what we have gained now that the eco-
nomy isexpanding at abrisk pace. It istherefore
essential to act with foresight by using econo-
mic policy to curb pressures in the economy.

Growth in the Norwegian economy is now con-
siderably stronger than among our European tra-
ding partners, which makes it more demanding
than otherwise to maintain price and wage inflati-
on on apar with our trading partners. A further rise
in demand would make this even more difficult.

Monetary policy is oriented towards stabili-
sing the krone exchange rate against European
currencies. Within the limits set by the objective
of a stable exchange rate, monetary policy is
geared towards confining growth and activity to
a level consistent with stable, low price and
wage inflation. There are, however, limits to the
extent to which monetary policy can help stabi-
lise the economy when the primary objective is
to stabilise the exchange rate.

The main responsibility for stabilising the
economy lies with fiscal policy. Against the
background of accelerating growth in the Nor-
wegian economy thusfar in 1996, it is clear that
the budget for the current year could have been
tighter than it actually was. The risk of further
pressures in the economy next year underlines
the need for atight fiscal policy stance in 1997,
whichisat least in line with the tightening origi-
nally called for in the 1996 budget.

Kjell Sorvik
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Norges Bank’s I nflation Report

Pursuant to the Norges Bank Act, the central bank has an advisory function in the area of moneta-
ry, credit and foreign exchange policy. In its executive capacity, Norges Bank shall ensure the sta-
bility of the krone's value measured against European currencies. Sustained low price and wage
inflation in line with or lower than that of trading partnersis anecessary condition for a stable kro-
ne exchange rate.

The Inflation Report provides asurvey of price trends and factors that influence price and wage in-
flation. It contains a broad review of the situation in the Norwegian economy and provides Norges
Bank’s professional evaluation of the outlook for prices for the next 12-18 months.
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1 INFLATION OUTLOOK

Our projections for the average rise in prices remain
unchanged at 1/4% thisyear, rising to 21/2% in 1997.
One of the main factors behind therisein price infla-
tion is higher wage growth. Based on historical trends
for wage formation, wage growth may increase from
41/4% thisyear to about 5% in 1997.

Following a 10% growth in mainland GDP over a
three-year period, it appears that the level of activity
will pick up further in 1996. The upswing is now
broadly based, with private consumption, investment
and exports all recording buoyant growth. Employ-
ment gains seem to be higher than previously antici-
pated.

As a result of duggish activity and moderate price
inflation internationally, price impulses from imports
will partly offset the effect of higher domestic wagein-
flation on prices.

Higher electricity prices will push up consumer
prices by about /4% this year and close to 1/2% in
1997.

1.1 The economic news

Consumer prices rose by a somewhat slower than expected
pace in the first six months of 1996, partly reflecting slightly
lower import prices than assumed earlier. The subdued risein
pricesis mainly dueto lower clothing and footwear prices, in
addition to the reduction in car taxes. The elimination of VAT
compensation for anumber of food products and higher elec-
tricity prices pushed up consumer price inflation in July and
August, whereas a fall in petrol prices due to price competi-
tion contributed to moderating therisein prices.

In the June Inflation Report, economic growth was projec-
ted to pick up again this year following a somewhat slower
pace of expansion in the last half of 1995. The main driving
forces behind this were high real income growth, aslight re-
duction in the household saving ratio and high commercial
building starts. The quarterly national accounts for the
second quarter and the latest short-term indicators confirm
this picture:

— Mainland GDP expanded by almost 3% in the 12 months
to the second quarter of 1996, in spite of the strikesin the
spring and afall in electricity production. However, pro-
duction and demand appeared to stabilise in the second
quarter after rising sharply in the first quarter.

— Growth in domestic demand is now expected to be sub-
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stantialy higher than last year. In the first half of 1996
private consumption was a good 41/2% higher than in the
same period one year earlier. Mainland business fixed in-
vestment is still growing at a brisk pace, and housing
starts now seem to be moving on an upward trend after
declining in the first half of this year.

— Higher credit growth also points to stronger demand.
Credit growth primarily reflects high business fixed in-
vestment, although part of the rise is probably related to
higher levels of activity and rising house prices in additi-
on to asurgein car purchases.

— Although growth among major trading partners has been
fairly subdued, traditional merchandise exports have so
far this year remained at a good 10% above the level pre-
vailing in the same period last year.

The strong expansion has also resulted in atighter 1abour
market. Employment has risen at a far faster pace this year
than projected in the last Inflation Report. In the first six
months, employment rose by 65 000 compared with the
same period last year. However, unemployment is declining
by a smaller margin than the rise in employment would im-
ply because a large share of employment growth has been
accompanied by an increase in labour force participation by
women and youths., Labour force participation rose by
50 000 in the first half of 1996.

1.2 Norges Bank’sinflation projections

In the June Inflation Report, the average rise in consumer
prices was projected at 11/4% in 1996 and 21/2% in 1997.
The projections implied a scenario where the rise in prices
would accelerate in the last half of 1996, reaching 13/4% to-
wards the end of the year. Therisein priceswas 1.1% in the
first 8 months of this year, which was dightly lower than
projected in the last issue.

The average rise in prices between 1995 and 1996 is still
projected at 11/4%. The lower-than-expected rise in consu-
mer prices so far this year will be offset by higher electricity
pricesin the latter half of 1996 than assumed earlier. Electri-
city prices are also expected to be higher in 1997 than assu-
med in the last Inflation Report. In addition, wage growth
has been adjusted upwards. On the other hand, import prices
are expected to rise at a dightly slower pace both in 1996
and 1997. The average rise in prices between 1996 and 1997
istherefore till projected at 21/2%. This means that pricein-
flation next year will reach a dlightly higher level than
among trading partners.

The trend in consumer prices through 1997 will thus di-
verge substantially from the path projected in the June issue,
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Chart 1.2 Consumer price inflation.
Projections for CPI, total and exclu-
ding indirect taxes and electricity
prices. 12-month rise in per cent
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Table 1.1 Consumer prices. Norges
Bank’s projections. Percentage rise
from previous year. Projections from
private forecasting institutionsin
bracketsb

1996 1997
USA 2/a (30 234 (31)
Japan s (03 1Ys (12
Germany 142 (15) 131 (L8
UK s (23)  3Ys (29
Sweden 1 13 244 (21)
Finland 1 (09 244 (17
Denmark 2 21 24Ys  (24)
Norway’s

trading partners 13/4  (1.9) 2Ya (2.2
EU-12-countrie?2/s  (22) 22 (2.2

D The average projection for consumer price in-
flation from various private institutions as of
September 1996.

2) ECU index weights.

Source: Norges Bank and Consensus forecast
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see Chart 1.1. Therisein electricity priceswill entail that the
12-month rise in prices will reach 3% at the beginning of
1997. If electricity prices fall in 1997, as we have assumed,
the rise in prices will move down towards 21/4% at the end
of 1997. Adjusted for indirect taxes and electricity prices,
average price inflation will rise from 11/4% this year to 2%
next year, resulting in an underlying rise in prices of alittle
more than 21/2% towards the end of 1997, see Chart 1.2.

A number of significant factors influencing price trendsin
the period ahead are discussed below.

Wage growth. This year’'s wage settlement points to a total
annual wage growth of a little more than 41/4% in 1996. A
dightly tighter labour market in conjunction with higher
priceinflation point to higher wage growth next year. Based
on historical information about wage formation during a
cyclical upturn, as derived from Norges Bank’s macorecono-
mic model RIMINI, wage growth is projected to reach about
5% in 1997.

Other domestic conditions. Changesin indirect taxes contin-
ue to influence movements in the consumer price index. In
addition to the reduction in car taxes at the beginning of the
year, which in isolation has reduced the rise in the CPI by
about 0.4 percentage point this year, the remova of VAT
compensation for some food products as from 1 July may
contribute to arise in prices of 0.1 percentage point in both
1996 and 1997. Electricity prices are projected to rise by an
average of 6% this year, contributing about /4 percentage
point to the total rise in prices. Electricity prices are expec-
ted to show a moderate decline in the second half of next
year, but with a carry-over into 1997 and the high level of
pricesin thefirst half of the year, the annual risein electrici-
ty prices may reach 9% next year. The contribution to the
risein the CPI will in this case be closer to half a percentage
point in 1997.

Import prices. Price inflation among trading partners re-
mains moderate, with consumer price inflation projected at
13/4% in 1996 and 21/4% in 1997. The estimates for 1996
and 1997 have been lowered by a quarter of a percentage
point compared with the last Inflation Report. Commodity
prices, excluding ail, fell sharply between the first and se-
cond quarter of this year, which has resulted in weaker price
impulses from Norway’s traditional merchandise importsin
the first half of the year than assumed earlier. Import prices
are now estimated to rise by /4% between 1995 and 1996.
For 1997, import prices are projected to rise by 1%. The cor-
responding figures in the June Inflation Report were 1% for
1996 and 11/2% for 1997.

Profit margins. Asin thelast Inflation Report, profit margins
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are not expected to generate any substantial impetus to con-
sumer price inflation. On the one hand, higher demand
growth may provide scope for increases in prices and lower
import prices might also prompt importersto raise their mar-
gins. On the other hand, ongoing structural changes and
sound profitability will contribute to continued pressure on
margins in the retail sector. A moderate rise in import prices
may also contribute to continued pressure on margins for
Norwegian production.

1.3 Inflation expectations

Statistics Norway's cyclical barometer provides an overview
of enterprises’ expectations of price changes for their own
products for the next quarter. The cyclical barometer shows
that price movements in the second quarter were largely in
line with business expectations. An increasing share of en-
terprises expect higher prices for their products in the third
quarter, both for products sold on the domestic and export
markets. The share of enterprises expecting a decline in pri-
ces for their products has fallen considerably.

The forward rate curve can provide information about in-
flation expectations in the money and foreign exchange mar-
kets. This curve, which shows expectations about future
short-term rates, is based on the effective yield on capital in-
strumentsin Norway with various maturities, including gov-
ernment bonds. Forward rates may - under certain conditi-
ons- beinterpreted as the sum of the expected redl rate of in-
terest and expected future inflation. At a constant real inte-
rest rate, the changes in forward rates can be interpreted as
changes in inflation expectations. Chart 1.3 shows changes
in forward rates over thelast six months. Since the last Infla-
tion Report, forward rates for the next few years have edged
up, which may indicate arisein inflation expectationsin this
period.

However, forward rates must not be taken as a strict mea-
sure of inflation expectations because changes in Norwegian
rates must also be seen in connection with foreign rates. Asa
result, changes in Norwegian forward rates may reflect
changes in international rates. An aternative indicator is
thusthe differential between Norwegian and foreign forward
rates, which may indicate changes in inflation expectations
vis-avis other countries. The forward rate differentia
against Germany has widened since mid-June particularly
for the first years, see Chart 1.4. This may reflect higher in-
flation expectations in Norway compared with Germany.
However, this may indicate that the economic slump haslo-
wered inflation expectations in Germany. Divergent cyclical
conditions also imply that some of the difference in forward
rates over the next years may be ascribable to different ex-
pectations about real interest ratesin Norway and Germany.

Price inflation estimates for 1996 and 1997 published by
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Table 1.2 Various ingtitutions’ pro-
jections for consumer price inflation
in Norway in 1996 and 1997%). Per-
centage change from previous year

1996 1997

Last published estimate
upto

Sept June  Sept
1996 1996 1996

Ministry of Finance 14 - -
Statistics Norway 14 2.0 22

OECD? 17 24 -
IMF 2.0 2.3 -
Norges Bank 14 2> 21>
Private institutions®
highest estimate 1.6 3.0 3.0
lowest estimate 12 18 22
average 13 22 24

Y Latest official projections from the respective
institutions.

3 Consumer deflator.

9 Based on projections from 13 institutions.

Chart 1.5 Uncertainty in the inflati-
on projections. 12-month rise in per
cent
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13 private institutions indicate an expected average price in-
flation of 1.3% in 1996, with the lowest rate at 1.2% and the
highest estimate at 1.6%. For 1997, private institutions ex-
pect prices to rise by 2.4%, compared with 2.2% in the last
Inflation Report. The estimates vary between 2.2% and
3.0%. Whereas the average estimate for the private instituti-
ons was lower than Norges Bank’s projection in the last In-
flation Report, the two are now virtually the same for 1997.

1.4 Therisksto theinflation outlook

The uncertainty in Norges Bank’s inflation projections for
the next 12-18 months is shown in Chart 1.5 The confidence
intervals are based on Norges Bank’s macroeconomic model
RIMINI and express the uncertainty of historical relations
which are incorporated in the model. There is an 80% proba:
bility that the innermost interval will reflect actual inflation
rates and a 95% probability that inflation rates will be within
the outermost interval. The intervals do not reflect the uncer-
tainty attached to the estimates for exogenous variables. The
most important upside risks that may point to higher-than-
projected priceinflation are:

— A catch-up in pay following moderate wage increasesin
the first half of the 1990s may entail even higher wage
growth.

— If fiscal policy is more expansionary than assumed in our
projections, domestic demand is likely to be higher than
projected.

— Thesharpriseinlocal government revenues may lead to
higher municipal demand than expected, and after a peri-
od result in higher price and wage inflation, see section
4.5.

— Strong demand growth and a low rise in import prices
may push up price inflation as a result of higher profit
margins in enterprises.

— Electricity prices may rise by a greater margin than we
have assumed for next year.

Downside risks that may lead to alower rise in prices than
projected are:

— Wagegrowth in 1997 may be lower than previous experi-
ence would indicate, if the moderation shown in earlier
wage settlements is resumed. Wage growth may aso be
lower as aresult of weaker-than-assumed profitability in
the export industry.



We may have overestimated the tightness of the labour
market.

A tighter-than-projected budget may reduce pressures in
the economy during 1997.

Substantial precipitation this autumn and winter may re-
sult in alower rise in electricity prices than we have as-
sumed.

Price inflation among our trading partners, and hence the

price impetus from imports, may be lower than our fore-
cast indicates.
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2 RECENT PRICE DEVELOPMENTS

Chart 2.1 CPI, total and excluding
indirect tax changes. 12-month rise
in per cent
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2.1 Consumer prices

So far thisyear consumer prices have been 1.1% higher than
in the same period last year. The 12-month rise, which
reached a low of 0.7% in March, edged up in subsequent
months and was 1.5% in August, see Chart 2.1.

Price movements this year have been influenced by chang-
esinindirect taxes. Lower car taxes with effect from the be-
ginning of this year contributed to a 0.4 percentage point de-
cline in the year-on-year rise. The removal of VAT compen-
sation for some food products contributed to a higher risein
prices as from July. Adjusted for changes in indirect taxes,
the average rise in prices has been about 11/4% so far this
year, which is half a percentage point lower than for the
same period in 1995. Lower prices for clothing, footwear
and white goods accounted for a large share of this decline.
Therisein consumer prices over the last two months reflects
higher electricity prices in addition to the remova of VAT
compensation.

Therise in consumer pricesis dightly lower than pricein-
flation among trading partners, see Chart 2.2. In recent
months the difference has narrowed, partly because the rate
in Norway has risen, but also because price inflation among
severa trading partner countries has declined. In Finland
and Sweden, therisein consumer prices has dipped to below
1%. Average priceinflation in the EU fell from 3% at the be-
ginning of the year to 2.5% in June.

Theriseinretail prices has been moderate, up 0.4% in Au-
gust compared with one year earlier. The dlightly higher rise
in the consumer price index primarily reflects a higher rise
in prices for services than for goods.

Chart 2.3 shows a number of groups of goods included in
the CPI ranked according to the rise in prices. The year-on-
year rise for most groups of goods lies within theinterval -1
to 4%, with the median observation a 1.5%. The chart
shows that some groups of goods exhibit particularly large
price variations.

A measure of underlying price trends adjusted for such
wide variations is referred to as median inflation. This mea-
sure was discussed in a separate box in the June I nflation Re-
port. Chart 2.4 shows median inflation and the rise in the
CPI. Both measures are adjusted for general changesin the
VAT rate. Whereas therisein the CPI slowed from mid-1995
to the beginning of 1996, median inflation has shown a
steady rise in the same period. The CPl has again risen
dlightly in recent months, partly reflecting higher electricity
prices and the removal of VAT compensation for some food
products. Median inflation is not influenced to the same ex-



Chart 2.4 Different measures of in- tent by such one-off increasesin prices, and therefore shows
flation. 12-month risein per cent aflatter trend.

24F ] Therisein the CPI isstill much more subdued than therise
in prices as measured by median inflation. This may berela
ted to the fact that some groups of goods with high weights
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pronounced price decline over the last year. Most groups of
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porary, it is likely that the rise in prices as measured by the
CPI will move up fairly rapidly towards the underlying trend
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2.2 Import prices

Prices of traditional merchandise imports rose by 0.7% in
1995 and 0.2% in the first half of thisyear. Sluggish cyclical
trends in Europe and moderate international price inflation
have contributed to curbing the rise in import prices. The
slight appreciation of the effective krone exchange rate in
130 - Total, 1990=100 124 1995 may also have had the same effect. The main contribu-
(teft-hand scale) “‘ tion, however, came from lower non-fuel commodity prices
and a price decline for office machinery and electronic
equipment.
The subdued rise in prices of imported goods is reflected
in consumer price trends. The index for imported goods in
the CPI fell by 2.3% over the past year, mainly as aresult of

Chart 2.5 Commodity prices

120

110

100

') Oil price USD p/b

[\ (right-hand scale) 114  reduced car taxes and lower retail margins in the clothing
80 11, and footwear sector.

—ooa 1995 1995 The Economist’s al-items index, measured in SDRs, has
Source: The Economist fallen by close to 3% through the last three months, see

Chart 2.5. Metals have shown the steepest fall, down 9.3%,
primarily due to lower aluminium and copper prices.

Qil prices have varied widely this year. Oil prices hovered
above USD 23 or NOK 150 p/b in April, but then declined
in later months. Oil prices resumed an upward trend at the

Chart 2.6 Wholesale and producer  beginning of September as aresult of the unrest in the Midd-
priceindices. 12-month risein per le East, and were back at USD 23 p/b in mid-September.
cent Thisis alittle more than USD 3 above the level prevailing
] @t the beginning of the year.

al

[ Producer price index
for manufacturing

2.3 Wholesale and producer prices

1 Producer and wholesale price trends can provide an indica
tion of future consumer price movements. The year-on-year
1 rise in producer prices in manufacturing industry slowed
"1 from the beginning of 1995 to mid-1996, see Chart 2.6. In
the last two months an upward movement has been recorded,
‘ ‘ with the sharpest rise for prices of goods sold on the domes-
1994 1995 1996 tic market.

Source: Statistics Norway Wholesale prices have also edged up over the last two
months, primarily reflecting higher food and fuel prices. The

Wholesale price index\ /
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Table 2.1 National accounts defla-
tors. Percentage growth from same
period previous year

1995 1996

Q3 Q4 Q1 Q2
Domestic
demand 24 29 16 18
Household
consumption 22 25 06 17
Public consumption 3.2 31 31 35
Gross fixed
investment 31 35 30 18
Exports 6.0 38 31 -10
Imports 0.4 0.4 04 00
GDP 18 26 17 30
Mainland GDP 3.6 3.9 10 20

Source: Statistics Norway
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risein prices for consumer goods has been dightly higher at
the wholesale stage than for the retail sector.

2.4 National accounts deflators

The national accounts price deflators indicate a higher rise
in prices for private consumption in the second quarter than
in the first quarter of this year, see Table 2.1. The price de-
flators underline the substantially higher rise in prices for
services than for goods, as indicated by the CPI. Prices for
services were 3.4% higher than in the second quarter of this
year than one year earlier. Therise in prices for public con-
sumption edged up to 3.5%, whereas the price indices for
business fixed investment indicate a much slower rise. This
may be due to the fact that investment has a relatively high
import content and that import prices are moving on a very
moderate trend. The low risein prices for mainland GDP re-
flectsafall in prices for traditional merchandise exports.



Chart 3.1 Interest rate movementsin
Norway. Banks deposit and lending
rates. 3-month Euro-rate and 10-
year government bond yield
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INTEREST RATES, EXCHANGE RATES
AND MONETARY VARIABLES

pared with the penultimate three-month period, reaching
5.3% on 18 September. This is still about 0.4 percentage
point lower than the average for 1995, see Chart 3.1. For
longer maturities, the rise in money market rates has been
dlightly greater in recent months.

The upward movement in money market rates in recent
months has not resulted in arise in rates on loans to house-
holds and enterprises in Norway. Norges Bank’s second
quarter interest rate statistics show that the average commer-
cial and savings bank lending rate fell by 0.3 percentage
point between the first and second quarter.

Movements in long rates may influence Norwegian
borrowing patterns as they reflect expectations about short-
term rates and because long-term investments are often
linked to these rates. Norwegian bond yields have moved
upwards in 1996, rising by a greater margin than correspon-
ding German and ECU vyields.

The effective krone exchange rate has firmed somewhat
since the June Inflation Report, see Chart 3.2. In recent
weeks the ECU index has appreciated following a slight
weakening through the summer, and has now returned to the
same level prevailing three months ago.

The effects of interest and exchange rate changes on the
real economy are summarised in Norges Bank’s Monetary
Conditions Index, see Chart 3.3. A fall in the index indicates
that interest and exchange rate movements are having a
more expansionary effect on the real economy. The index
has only shown minor short-term variations in the last three
years, and the level has generally shown little change.

Interest and exchange rate movements are discussed in
greater detail in a separate survey in this issue of Economic
Bulletin: Financial market developments and Norges Bank's
operations.

3.2 Monetary growth

Changes in the money supply are used in many countries as
an indicator of future inflation. Econometric studies of Nor-
wegian data indicate that historically there has not been a
close correlation between monetary growth and inflation in
Norway. However, a fairly stable relationship between
changes in monetary growth and growth in nominal main-
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Chart 3.4 Money supply (M2) and
nominal mainland GDP. 12-month
growth in per cent
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Chart 3.5 Domestic credit (C1) with
underlying growth. 12-month growth
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land GDP has been observed. Combined with other econo-
mic indicators, monetary variables may provide information
about economic developments. However, caution must be
exercised in attaching excessive importance to individual
observations as growth rates tend to vary widely. At the be-
ginning of 1996 several finance companies were converted
into banks, which in isolation will contribute to higher
monetary growth in 1996.

The year-on-year growth in M2 reached almost 9% at the
end of thefirst quarter of this year after hovering around 6%
through 1995. Annualised growth showed a decline in the
second quarter, falling to 5.6% at the end of June, see Chart
3.4. The decline in monetary growth may indicate that a
higher share of accumulated savings is now being used to
buy consumer goods, accompanied by afall in the household
saving ratio. The decline in monetary growth may aso re-
flect a shift away from bank deposits towards investmentsin
financial assets such as securities and unit trusts.

3.3 Credit growth

The upward trend in credit growth has become more pro-
nounced in recent months, reflecting the high growth in do-
mestic demand. In July, the year-on-year rate of growth in
the credit indicator (C1) was 6.5%, see box on credit growth.



Credit growth

Private and municipal gross domestic debt in
NOK (C1) rose by 6.5% in the 12 months to
end-July 1996, which is the highest nominal
year-on-year growth recorded since May 1989.
Such a high level of real credit growth (defla-
ted by the rise in consumer prices) has not
been seen since May 1988. The underlying
growth in domestic credit (annualised growth
in the last three-month period compared with
the penultimate three-month period) was al-
most 8%. Although lending growth has been
moving upward, the real value of private and
municipal gross domestic debt is still lower
than at the beginning of the 1990s, see chart.

Lending to the business sector has shown
stronger growth thus far than lending to the
household sector. Loans in NOK and foreign
currency from Norwegian financial instituti-
ons expanded by agood 8% in the year to end-
June, whereas the corresponding figure for
loans to households was 4.5%. The growth in
loans measured in NOK produces slightly
different figures, with loans to enterprises ris-
ing by a good NOK 23bn and loans to house-
holds by NOK 25bn.

Growth in loans to the business sector reflects
the continued growth in investment. Mainland
business fixed investment expanded by 14%
last year and is projected to rise by 7% this year.
Figures for lending by industry indicate that a
fairly large share of lending growth has comein
service industries. The banks' loans to the pro-
perty management sector, distributive trades

The real value of private and municipal gross
domestic (C1). 1993=100
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and the hotel and restaurant industry grew by a
good NOK 13bn in the year to June 1996. The
corresponding figure for loans to manufacturing
industry was about NOK 5bn.

Lending to the household sector has shown
dightly higher growth, but thus far has not
been particularly high in relation to the pro-
nounced rise in purchases of consumer dura-
bles. Although growth in total lending to the
household sector has been fairly modest,
growth in loans secured by housing mortgages
has been higher than growth in other types of
loans. The rise in house prices has engendered
arise in the value of the housing stock, which
has provided greater scope for borrowing
using housing as collateral at more favourable
interest rates than for other types of loans. In
the year to June 1996 Norwegian financial in-
gtitutions’ volume of lending secured by hou-
sing mortgages rose by almost 10%.

Key figures for households' debt servicing
capacity, measured eg by interest expenditure
in per cent of income and the ratio of debt to
disposable income, have exhibited a favoura-
ble trend in the 1990s. At the end of 1990
household debt was 154% of disposable in-
come, whereas the figure for end-1995 was
128%. Interest expenditure as a share of hou-
seholds' cash surpl us' declined from 20 to
10% from 1988 to 1995. The expansion in pri-
vate consumption in recent years has thus part-
ly been financed by higher income and partly
by drawing on financial assets. Against this
background, there are no clear signs that hou-
seholds are in the process of repeating the be-
haviour exhibited in the 1980s when the accu-
mulation of large debt burdens followed by fi-
nancial consolidation contributed to an econo-
mic recession. On the other hand, the solid fi-
nancial position of households in addition to
relatively low after-tax real interest rates means
that there is a substantial potential for continu-
ed growth in debt-financed demand in the peri-
od ahead. Our estimates imply acontinued rise
in house prices, which may contribute to a fur-
ther rise in household credit demand.

1cash surplus is defined as the sum of earned income, inte-
rest income and transfers less taxes. See H. Johansen: «Debt
servicing capacity in the household sector» in Economic Bul-
letin 2/96.
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4 CYCLICAL DEVELOPMENTS

Table 4.1 Supply and use of goods
and services. Percentage growth

from previous year
1995 1996 1997
Mainland demand 38 4 214
Private consumption 26 444 28/a
General government
consumption 02 134 1
Mainland fixed
investment 135 6 21>
Accrued ail
investment 131 2s 2
Exports 38 8fs 5
Of which:
Qil. gasand pipeline
transport 84 15 41/,
Traditional goods 41 8ls 62
Imports 51 4 334
Traditional goods 91  5Ya 42
GDP 33 5 3
Mainland GDP 27 3s 2/

Source: Statistics Norway and Norges Bank

Chart 4.1 Output gap. Difference
between actual and trend mainland

GDP. Per cent
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4.1 Main features

The quarterly national accounts (QNA) for the second quar-
ter of 1996 show a high level of activity in the Norwegian
economy. Mainland GDP expanded by close to 3% in the
year to the second quarter of 1996. However, output and de-
mand showed signs of levelling off in the second quarter af-
ter exhibiting sharp growth in the first quarter. The second-
quarter GDP figures, however, were influenced by the
strikes this spring and the fall in electricity production,
which may have reduced mainland GDP growth by an esti-
mated 3/4 percentage point.

Mainland GDP is anticipated to grow by 31/4% this year,
or at the same rate as projected in the June Inflation Report.
Lower electricity production will reduce growth by an esti-
mated quarter of a percentage point. Traditional merchan-
dise exports now appear to be higher than forecast in June,
whereas growth in mainland business fixed investment is li-
kely to expand at a lower pace. The pronounced growth in
real income and the decline in the household saving ratio
may contribute to consumption growth of 41/4% between
1995 and 1996. Employment growth is projected to reach
23/4% between 1995 and 1996, and the number of unem-
ployed is expected to edge down to 41/4% this year.

Growth is expected to continue next year. Gross mainland
output is estimated to expand by 21/2%, whereas continued
high growth in real income may help boost consumption
growth to nearly 3%. An estimated 11/2% growth in employ-
ment in 1997 may reduce unemployment to well below 4%
towards the end of next year.

Output is expanding in an environment of an already high
level of capacity utilisation in the economy. Chart 4.1 shows
the calculations for the relationship between actual output
and the estimated level of capacity utilisation which is con-
sistent with stable price and wage inflation. There is alarge
degree of uncertainty associated with such estimations, but
the output gap may still provide an indication of pressuresin
the economy. The figures show that capacity utilisation is
now rising following a temporary decline through last year.
The above estimates for output growth imply arise in capa-
city utilisation in Norway over the next 12-18 months in
spite of aglight decline in production growth.

4.2 Households

Growth in household consumption has picked up so far
this year, primarily driven by the buoyancy of domestic de-
mand. Retail sales are how projected to rise by over 5% in
1996. New car registrations have so far thisyear been at ale-



Chart 4.2 Retail salesindex. Trend
and seasonally adjusted. Index
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vel corresponding to 140 000 on an annua basis, or 45%
higher than in 1995. This rise may primarily be ascribed to
the reduction in car taxes at the beginning of the year, but
may also indicate that households have a greater capacity
and propensity to consume. Consumption of goods other
than cars showed a more moderate growth rate in the first
half of 1996, but the retail salesindex now points to higher
growth also in other goods. Services have shown a stable
growth of about 21/2% so far this year.

The growth in consumption reflects several successive
years of fairly high growth in real income and a substantial
improvement in household wealth. Household net wealth as
a share of disposable income rose to the end of 1995. A fur-
ther contribution came from positive saving in financial as-
sets and higher share prices, in addition to the rise in house
prices.

A continued sharp growth in household income is ex-
pected as wage and employment trends will provide a sub-
stantial contribution to the rise in real income even if price
inflation edges up. House prices are al so expected to show a
sharper rise than consumer prices over the next 12-18
months. Car purchases, which are often looked upon as in-
vestment rather than consumption, account for a substantial
share of consumption growth. Households underlying sa-
ving behaviour has therefore not changed to the extent indi-
cated by consumption figures alone.

Total consumption growth for thisyear is now projected at
41/4%, which is a dight upward adjustment on the June In-
flation Report, mainly as aresult of higher growthiinreal in-
come due to higher-than-projected employment gains. The
household saving ratio is expected to fall by about half a per-
centage point between 1995 and 1996.

Consumption is projected to grow by 23/4% for 1997, ac-
companied by afurther marginal decline in the saving ratio.
The decline in consumption growth between 1996 and 1997
mainly reflects the levelling off in car purchases and dlightly
slower growth in real income as a result of higher price in-
flation and slower employment growth.

4.3 Housing market

According to Statistics Norway's house price index, house
prices were 8% higher in the first quarter of this year than
one year earlier. Other house price indices indicate that the
rise in house prices may have accelerated through the spring
and summer. ECON'’s price index was 9% higher in the se-
cond quarter than one year earlier, and the indices used by
OBOS, EXACT and NBBL show a 9-19% rise in house pri-
ces over the last 12 months.

With the prospect of continued high growth in real
income, a decline in the State Housing Bank’s lending rates,
stable or declining interest rates at private financia instituti-
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Chart 4.4 Housing starts and hou-
sing investment. Seasonally adjusted.
Index 1993=100
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ons, and agenerally optimistic household sector, housing de-
mand should remain robust in the period ahead. On this ba-
sis, house prices are projected to continue to rise by a dight-
ly higher margin than the general risein prices. Inreal terms,
house prices are projected to increase by 8% in 1996, slo-
wing to 5% in 1997. Based on these projections, real house
prices will still be about 20% lower at the end of 1997 than
in 1987 when house prices started to decline.

Following the sharp investment growth in the housing
market in 1993-1994, housing starts fell in the latter part of
1995 and beginning of 1996 in spite of the improvement in
households' financial position, which would normally en-
gender a rise in housing investment. The shortage of ser-
viced sites, the cold winter and buoyant demand for skilled
construction workers for large building projects, such as the
Gardermoen main airport and the National Hospital, may
explain why residential construction was relatively low.
Housing starts showed signs of picking up in June and July,
see Chart 4.4. Housing investment is expected to edge down
this year and rise by 6% in 1997. Our estimates imply hous-
ing starts of 19 000 in 1996 and alittle morethan 20 000 in
1997.

4.4 Business fixed investment

Preliminary national accounts figures show that mainland
business fixed investment was 7% higher in the first half of
thisyear compared with thefirst half of 1995. The main con-
tribution came from distributive trades, transport and com-
munications aswell as manufacturing. Robust earnings, high
capacity utilisation and the prospect of continued output
growth both this year and next point to a continued high
level of investment.

The investment intentions survey points to a high level of
manufacturing investment this year and in 1997, though at a
dower rate. The high level of imports of machinery and
transport equipment also indicates a continued high level of
investment. Commercial building starts were moderately
higher in the first seven months of this year, and new orders
for commercial buildings have exhibited brisk growth. The
rise in commercial building rents also points to a high level
of construction activity in the period ahead.

Mainland business fixed investment is projected to expand
by 71/2% this year, and continue to grow next year at a rate
of about 31/2%.

4.5 Fiscal policy
The proposed fiscal policy programme for 1996 in the Revi-

sed National Budget was briefly discussed in the June Infla-
tion Report. Our estimates for public sector demand reflect



Chart 4.6 GDP growth among tra-
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the budget programme in the Revised National Budget
where public consumption is projected to expand by 13/4%
this year and about 1% next year. Growth in public invest-
ment is estimated at about 11% in 1996 and -23/4% in 1997.
The sharp growth in public investment this year is primarily
due to the vigorous rise in local government investment in
connection with the school reform.

Tax receipts have been substantially higher in the first se-
ven months of this year compared with the same period one
year earlier. Whereas municipal tax revenues from income
and wealth taxes rose by only 0.5% last year, these revenues
so far this year have been almost 6% higher than in the same
period last year. The pronounced rise in municipal tax reve-
nues partly reflects the buoyant growth in employment so far
this year. Higher local government revenues may result in
higher expenditure. According to the quarterly nationa ac-
counts, public consumption has expanded by 2% so far this
year compared with the same period last year, with a sub-
stantial contribution coming from local government.

Along with tax receipts, growth in local government reve-
nuesis determined by municipal fees and transfers from the
central government, which for 1997 will be decided in the
budget deliberations this autumn. In the light of the sharp
rise in municipal revenues this year, a growth in public con-
sumption of only 1% next year, as caled for in the Revised
National Budget, will probably require avery tight local go-
vernment programme in the 1997 budget. Higher growth in
total local government revenues will trandate into both
higher GDP growth and higher employment growth in 1997
than our current projections would indicate, see section 1.4
on risks to the inflation outlook.

4.6 Foreign trade

Continental Europe was hit by a cyclical downturn last au-
tumn, mainly reflecting the absence of domestic growth im-
pulses after exports started to decline. In spite of sluggish
growth in the first half of this year, we assume that growth
will pick up towards the end of the year and continue into
1997, partly driven by a more expansionary monetary policy
in many countries. However, it is still uncertain to what ex-
tent fiscal retrenchment, which is being pursued in several
countries at the same time, will influence economic trends.
The robust growth of recent yearsis expected to continue in
the US both this year and next. The Japanese economy is
now showing signs of a recovery, with solid GDP growth in
the first quarter. Our growth projection for the Japanese eco-
nomy has been raised to 31/2% this year, with GDP growth
among trading partners projected at 13/4% this year and
21/2% next year, ie unchanged compared with the last Infla-
tion Report.
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Chart 4.7 Traditional merchandise
exports and imports. Seasonally ad-
justed. Index 1991=100
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Although economic growth among many trading partners
has been sluggish, Norway’s traditional merchandise exports
have been at a substantially higher level so far this year than
at the same time last year, see Chart 4.7. Exports to the UK,
the US and smaller countries in Europe and Asia account for
the largest share of the growth, but exports to other Nordic
countries have also risen somewhat. The main contribution
has come from fishery products, machinery and metals.

Foreign trade figures for July and August confirm signs of
alevelling off and dlight decline in the volume of exportsin
the second quarter from the high level in the first quarter.
Exports are expected to continue levelling off in the second
half of 1996, although annual growth may still reach 8%/4%
thisyear. However, exports may riseto even higher levelsas
economic growth among trading partners picks up in 1997.

The level of export growth in the period ahead is some-
what uncertain. Exports of fish have made a substantial
contribution to total export growth, and if other countries
win support for their dumping accusations, fish exports may
fall. In addition, higher electricity prices may curb the pro-
duction of energy-intensive metal products, which may en-
tail agradual fall in exports.

Against this backdrop, traditional merchandise exports are
projected to rise by about 61/2% next year. Lower-than-pro-
jected export growth will primarily affect the current ac-
count. The impact on the domestic economy will mainly be
determined by the effects of lower earningsin the export in-
dustry on wage growth.

Traditional merchandise imports have been slightly lower
thus far this year in relation to the projectionsin the June In-
flation Report. Compared with the same period last year, im-
ports of cars, capital goods and commodities still exhibited
solid growth. Traditional merchandise imports are projected
to rise by 5%/4% in 1996 and 41/2% in 1997.



5 LABOUR MARKET AND COST TRENDS

Chart 5.1 Labour market.
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second quarter of 1996. In theTirst halt of 1996 employment
grew by more than 3%, or 65 000, compared with the same
period last year, with the highest growth recorded for distri-
butive trades, manufacturing and health and social services.
The number employed showed substantially higher growth
than the number of man-hours worked. This partly reflects
higher absenteeism due to illness and a larger share of part-
time work, although the strikes this spring a so had someim-
pact. As aresult of the changein the LFS at the beginning of
the year, comparisons with earlier years are more uncertain.
Statistics Norway has attempted to adjust for the effects of
the changes, but the LFS figures should still be interpreted
with caution. This report uses Statistics Norway's adjusted
LFSfigures. The official figures deviate slightly from this.

Although alarge share of the rise in employment has been
accompanied by higher labour force participation rates, sea-
sonally adjusted unemployment fell from 4.8% in the first
quarter to 4.3% in the second quarter. The Directorate of La-
bour’s figures also show a decline in unemployment. In Au-
gust, seasonally adjusted unemployment stood at 4.1%. The
sum of unemployed and persons participating in ordinary la-
bour market measures has fallen by 0.9 percentage point
since the end of last year, and is now down to 5.6 per cent.

Slightly more moderate demand growth and a smaller de-
cline in average working hours next year will probably con-
tribute to curbing employment growth from an estimated
23/4% this year to about 11/2% next year. A large share of the
risein employment is till expected to be offset by an expan-
sion in the labour force. Demographic trends point to a
growth in the labour force of about 1/2% annually. However,
we also expect a continued rise in labour force participation
rates. Unemployment is projected to fall from 4.9% in 1995
to 41/4% in 1996. Unemployment is expected to continue to
declinein 1997, and we estimate that the unemployment rate
may be reduced to well below 4% towards the end of next
year.

5.2 Wages

Total wage growth was projected at 41/4% in 1996, rising to
43/4% in 1997, in the June Inflation Report. The estimate for
1996 was based on the outcome for this year's wage settle-
ments and historical information about wage drift. Higher
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price inflation and a somewhat tighter labour market next
year were two of the factors underlying the projected rise in
wage growth in 1997.

Wage statistics from the Confederation of Norwegian Bu-
siness and Industry for the first quarter showed an hourly
wage growth for manufacturing workers of 4.2% compared
with the first quarter of 1995. The average growth in wages
in 1995 was 3.4%. A number of enterprises reported that an-
nual bonuses were the reason behind the relatively high
wage growth in the first quarter. Wage growth in the con-
struction industry was on a par with that of the manufactu-
ring sector in the first quarter. Wage growth in this sector has
shown a steady rise since the first quarter of 1994.

Based on the wage growth recorded up to the first quarter
of 1996 and the wage settlements concluded, the Technical
Reporting Committee on Income Settlements estimates an-
nual wage growth in manufacturing at 3.3% not including
wage drift for the last three quarters of 1996. Last year, wage
drift contributed 0.9 percentage point to annual wage growth
in the last three quarters. A large share of the local negotia-
tions in manufacturing have now been completed and the
outcome indicates that wage drift will contribute dlightly
more to annual wage growth this year than in 1995. On this
basis, annual wage growth in manufacturing industry is pro-
jected at 41/2% this year. For the public sector, serviceindus-
tries and distributive trades, wage growth is estimated at
about 4%. Combined, this implies an annual wage growth
for mainland Norway of about 41/4% in 1996.

Severa factors point to higher nominal wage growth next
year compared with this year:

— Thewage carry-over in several sectors will be substanti-
aly higher in 1997 than the carry-over into 1996. If wage
growth in 1997 is the same as in 1996, annua wage
growth will then be higher next year.

— Priceinflation is projected to rise from 11/4% this year to
21/29% next year.

— Employment is projected to show continued buoyant
growth. Thiswill result in both higher labour force parti-
cipation rates and a decline in unemployment.

— Regional figuresfor the ratio of unemployed to the num-
ber of vacancies may indicate the build-up of pressuresin
some regional labour markets, particularly in the densely
populated eastern region of Norway, see box on regional
variations in the labour market. Statistics Norway's cy-
clical barometer shows that 4% of enterprises report a
shortage of skilled labour as a factor limiting production.
This share has been around 1% for a good number of
years.



Regional variations in the labour market

The most common measure of tightness in the
labour market is unemployment. This indica-
tor, however, does not capture any growing
mismatch resulting from such factors as skills
requirements. One indicator of labour market
tightness which can to some extent capture
such factors isthe ratio of the number of regis-
tered unemployed to the number of vacancies.
This can beillustrated by comparing the two
counties @stfold and Odlo. In 1995, the unem-
ployment rates for these two counties were the
same. Measured in terms of unemployment the
tightness of the labour market was also the
same. The ratio of the number of unemployed
to the number of vacancies in @stfold was, ho-
wever, close to 24 in 1995, whereas the figure
for Oslo was about 8. This indicator reflects a
much higher degree of tightness in the labour
market in Oslo than in @stfold, although the
unemployment rates for the two counties are
the same. It therefore seems that |abour market
mismatches are greater in Oslo than in Gstfold.
The ratio of unemployed to vacancies was
about 3 for the country as awhole in 1986. The
ratio then rose in pace with the rise in the num-
ber of unemployed, reaching amost 20 in 1992,
see Chart 1. Subsequently, the ratio gradualy
declined, and has on average remained just be-
low 10 thusfar thisyear.! On anationa basisthe
ratio of unemployed to vacancies has thus retur-
ned to the level prevailing at the end of 1988.

1 Thereisabresk in vacancy statistics as from 1995.

Chart 1 Ratio of number unemployed to
vacancies. Entire country. Per cent

Asiillustrated by the example above, the ra-
tio shows wide regional variations both in
terms of level and change over time. In the
densely-populated eastern region of Norway
(Oslo, Akershus and Buskerud), the ratio has
decreased considerably in recent years, see
Chart 2. The chart illustrates that the labour
market in these three counties, which account
for about 30% of the working population in
Norway, experienced a shortage of labour up
to 1988. Subsequently, the ratio of unemploy-
ed to vacancies rose to the end of 1992. The
chart shows that thisratio is now lower than in
1989, both in Akershus and Buskerud, whereas
the ratio for Oslo is now close to the level pre-
vailing in 1989. However, it is still substantial-
ly higher than the level in 1988. All three coun-
ties are below the national average. Only in
Sogn and Fjordane and in Mgre and Romsdal
is the shortage of labour greater measured by
this indicator. However, the indicator shows a
less dramatic decline in the northwestern regi-
on of the country than the densely-populated
eastern region.

Theratio is also declining in most other parts
of the country, but is still higher than the levels
in the eastern counties. In @stfold, for exam-
ple, the ratio has declined from 25 in the first
half of last year to 18 in the first half of 1996,
while the ratio for Nord-Trendelag dropped
from 17 to 15. The ratio for Finnmark, on the
other hand, has risen over the last year.

Chart 2 Ratio of number unemployed to
vacancies. Selected counties. Per cent
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Chart 5.4 Indicators of profit mar-
ginsin food retailing. Seasonally ad-
justed. Index 1992=100
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Wage growth is projected at about 5% next year, based on
previous experience relating to wage formation during a
cyclical upturn as embodied in Norges Bank’s macroecono-
mic model RIMINI.

Wage growth in manufacturing industry in major trading
partner countries is projected at about 33/4% this year and
4%/4% next year. On the technical assumption that manufac-
turing industry’s average effective exchange rate the past
month remains at an unchanged level to the end of the year,
our estimate for wage growth implies that competitiveness
as measured by relative unit labour costs in a common cur-
rency will weaken by a little more than 1% in the period
1996-1997.

The socia partners recognise that a continued high level of
competitiveness and low price and wage inflation will make
a significant contribution to durable employment growth.
This means that the moderation shown in wage settlements
may continue to influence wage growth in the years ahead
and that wage growth may thus be lower than our current
projections.

5.3 Productivity

Wage growth which is not offset by equivalent productivity
gains may influence the prices charged by enterprises and
thereby fuel price pressures in the economy. So far in this
cyclical upturn productivity has not shown any substantial
rise. Nor is productivity growth expected to accelerate sub-
stantially this year or next. Mainland productivity growth is
estimated at 11/4% both in 1996 and 1997. Based on our es-
timates for wage growth, unit labour costsfor mainland Nor-
way will rise by about 3% this year and 33/4% next year.

5.4 Profit margins

Changes in profit margins have an impact on price trends.
This section presents various indicators of profit marginsin
some sectors.

Charts 5.4-5.6 show the movement in wholesale price in-
dicesfor various consumer goods and the consumer pricein-
dex for the same goods. There isaslight divergence between
these two indices with regard to the goods included. Further-
more, changes in the VAT rate will have an impact on the
consumer price index but not on wholesale prices.

In the food sector, profit margins have tended to rise since
mid-1994 and through 1995. Since the beginning of 1996
food prices have increased by 3% in the wholesale sector
and by alittle lessthan 5% in the retail sector. The sharp rise
in the retail sector partly reflects the removal of VAT com-
pensation for some food products.

In the clothing and footwear sector, the indices reflect a
sharp rise at the wholesal e stage in mid-1995, whereas prices



Chart 5.5 Indicators of profit mar-
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Chart 5.6 Indicators of profit mar-
ginsin furniture retailing. Seasonal-
ly adjusted. Index 1992=100
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at the retail stage plummeted from January 1996. The profit
margins in this sector have therefore fallen sharply through
the winter months. In recent monthsretail pricesfor clothing
have edged up, accompanied by an improvement in profit
margins.

In the furniture sector, it would appear that profit margins
have moved on a downward trend since the beginning of
1994, which has continued into this year. This may reflect
intensified competition in this sector, with an increased con-
centration of large furniture outlets.

The prices of new detached dwellings have risen by agre-
ater margin than building costs since the beginning of 1995.
This may reflect an improvement of profit margins in the
construction industry. However, some of the rise in prices of
new dwellings may be due to higher building site prices.
Thisis not captured in the building cost index.

All inall, the changesin profit margins are not expected to
make any significant contribution to the rise in consumer
prices this year or next. On the other hand, stronger demand
growth may lead operators to raise their mark-ups. Lower
import prices may also prompt importers to increase their
margins. Ongoing structural changes and sound earnings
will contribute to continued pressure on margins in the retail
trade. A moderate rise in import prices may also contribute
to continued pressure on margins for Norwegian production.
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Main macroeconomic aggregates

Percentage change from previous year, if not

otherwise stated
Accounts 1995 1996 1997
Real conomy
Private consumption 2.6 414 23/
Public consumption 0.2 13/a 1
Total grossinvestment 45 414 212
Accrued oil investment -13.1 21/a 2
Mainland Norway 135 6 212
Enterprises 195 7 312
Dwellings 12.7 =214 6
Genera government -05 11Ya -234
Mainland demand 3.8 4 214
Exports 38 8Y/a 5
Oil, gas and pipeline transport 8.4 15 4>
Traditiona goods 4.1 8Y/a 6%/2
Imports 51 4 33/a
Traditional goods 9.1 514 41>
GDP 33 5 3
Mainland Norway 2.7 3Ya 212
Labour market?)
Employment, LFS 21 23/a 112
Labour force, LFS 16 2 1
Unemployment, LFS 49 414 4
Prices and wages
Consumer prices 24 1Ya 212
Annual wages 3.0 414 5
Import prices, traditional
goods 0.7 Ya 1
Export prices, traditional
goods 71 -1%4 112
Crude oil prices, NOK 107.5 127 118
External account
Trade surplus, NOK bn 56 88 90
Current account surplus, NOK bn 28 69 76
Current account surplus, % of GDP 31 7 74
Memorandum item
Household saving ratio 7 61/2 6%/4

D The figures for the labour market are based on Statistics Norway's adjusted
LFS figures, which may diverge slightly from official LFS figures.

Source: Statistics Norway and Norges Bank
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