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Foreword
Each year the Centre for Monetary Economics (cme) at the Department of Eco
nomics, bi Norwegian Business School, appoints an independent group of experts
to evaluate monetary policy in Norway.
This is the

20th

anniversary of the nbw reports and the committee consists of

Kyrre Martinius Knudsen, Chief Economist at SpareBank

1 sr-Bank and Associate

Professor Fredrik Wulfsberg, Oslo Business School at OsloMet.
The committee is solely responsible for the report and the views therein. The
report does not necessarily represent the views of the cme or of its members.
The Ministry of Finance uses the Norges Bank Watch reports as input to their
annual Financial Markets Report to the Parliament when assessing the conduct of
monetary policy. The Ministry of Finance partly funds the Norges Bank Watch
reports.

Oslo, February

27, 2019

Centre for Monetary Economics

Tommy Sveen
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Executive Summary

2018

was an exciting year for monetary policy.

In March the Government an

nounced a new regulation for Norges Bank. In September the key policy rate was
increased for the rst time in

7

years. And in October the government presented

their view on the future organisation and management of Norges Bank and the
The Government Pension Fund Global (gpgf).
The increase in the key policy rate from
September

2018

was well prepared.

0.5

percent to

0.75

percent on

20

Norges Bank became more specic of the

timing already in February and March. The hike was therefore very well in line
with expectations among market participants.

The implementation of the rst

hike in seven years was successful from a communication perspective.
The lowering of the ination target from
some communicational challenges.

2.5

percent to

2.0

percent, implied

nbw argues that Norges Banks should have

been more thorough and nuanced in its communication related to the implications
for the interest rate path. A credible monetary policy hinges on a balanced analysis
and communication.
A very important issue is the output gap, which is closing for the rst time
since

2013.

nbw argues that Norges Bank should have a broader approach to,

and possibly explore and forecast dierent measures of the output gap. Also there
are related issues to Norges Bank's perception of the labour market and dierent
measures of unemployment.
Overall, nbw argues that the structure with eight meetings a year, which was
implemented in

2017,

is appropriate. Norges Bank gives press conferences at half

of the meetings. nbw suggests that Norges Bank gives a press conference at all
meetings, to spur interest for and thus credibility to monetary policy. Preferably,
Norges Bank should provide more updates at these meetings. It would also provide
Norges Bank an opportunity to comment in persona, and for the audience to raise
questions. This could be especially useful and relevant in times of stress. Moreover,
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the current Board minutes provide no additional insight compared to material
provided in the Monetary Policy Reports and its usefulness can be questioned in
its current format.
In addition, other key communication from Norges Bank is the Governor's
Annual Address and the cme-speech. In total nbw believes this complements the
eight meetings in an appropriate manner. It provides two annual arenas for broader
monetary policy related reections. nbw also applauds the initiative highlighted
in the cme-speech for a broader outreach for monetary policy communication, as
it was designed for the Norwegian public looking for a brief description of the
background for the interest rate decision.

New regulation and central bank act
Changing the operational regulation of the central bank is a major event and merits
comments in this report. We argue that the arguments for reducing the ination
target are not convincing. The reduction in the ination target further reduce the
scope for monetary policy on top of the fall in the neutral real interest rate. It is
a high probability of being restricted by a lower bound for the interest rate. nbw
is concerned that the reduced scope for monetary policy will increase the costs of
recessions in the future.
The new target of high employment is welcome. Norges Bank cannot have a
main responsibility for high employment, but monetary policy may help preventing
unemployed from dropping out of the labor force. This is a signicant change in the
regulation of monetary policy that should be reected by a signicant change in the
conduct of monetary policy. A reasonable change in the conduct of monetary policy
following the new regulation, is (a) to reduce the key policy rate more aggressively
when the economy is hit by adverse shocks that threatens deep and long lasting
recessions, and (b) to keep the key policy rate low longer when emerging from a
recession. In the current situation there is a higher risk associated with raising the

5

key policy rate too much too early, than raising it too little too late. In normal
times when hysteresis does not aect employment, there is no need to change the
conduct of monetary policy.
With the explicit target of high and stable employment, employment should
also play a more prominent role in the Monetary Policy Reports. nbw argues that
Norges Bank should report their estimate of the maximum level of employment
which is consistent with price stability
As promoted by numerous nbw reports, a third important change in the man
date is that monetary policy shall counteract build-ups of nancial imbalances.

nbw suggests that the bank should clearly report if and by how much higher the
key policy rate is set (than would otherwise be the case) in the Monetary Policy
Reports.
In a white paper the government propose to move monetary policy decisions
from the executive board to a new monetary policy committee mpc. nbw supports
this proposal, but we argue that only two external members are too few and that
there should be four external members in the mpc.
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1

Introduction

This is the

20th

Norges Bank Watch report. Over the years various nbw groups

have suggested changes to both institutional settings regarding the central bank act
or the regulation, as well as the conduct and communication of monetary policy.
Some of these suggestions have indeed aected monetary policy in practice. We
hope that some of our suggestions also will inspire further development of monetary
policy.
In section

2,

we rst assess the conduct of monetary policy in

2018

focusing

on the increase in the key policy rate in September. Furthermore, we assess the
changes in the interest rate path and the decomposition of the factors behind
these changes.

We discuss the assessment of the current state of the economy

summarized by the output gap.
In section

3

we discuss the changes in the regulation and assess Norges Bank's

reaction to its new mandate. We assess the arguments for lowering the ination
target and its implications for the scope of monetary policy. A main change in the
new regulation is that monetary policy should target

high

and stable employment.

We discuss how the central bank should interpret high employment and suggest
some implications for changing the conduct of monetary policy.
In section

4 we discuss the governments proposed new organization of the bank.

The government wants to create a committee to take monetary policy decisions
instead of the Executive Board as today.

We discuss if the current proposal of

three internal and two external members is sucient for reaching good decisions.
At the end of the report we include a new appendix reporting suggestions from
all previous report.
The committee met with the Ministry of Finance on
with Norges Bank on

18

December

27

November

2018

and

2018.

We wish to thank Steinar Holden, Per Espen Lilleås, Gisle Natvik, Helene
Olsen, Tommy Sveen, and Harald Wieslander for constructive comments.
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Communication and Monetary Policy in

2018

2018

was an eventful year for Norwegian monetary policy. A new legislation was

implemented, including a lowering of the ination target from

2.5

to

2.0

percent.

Furthermore, the key policy rate was raised for the rst time in seven years, from

0.5

percent to

0.75

percent.

The hike was due to an improving economy and

diminishing output gap. The hike was well communicated in advance and thus in
line with market expectations.
As planned Norges Bank conducted eight monetary policy meetings evenly
spread out over the year, of which four included broad assessments of macroeco
nomics, implications for monetary policy and forecasts, and a press conference. As
mentioned in nbw

2018

there has been a welcome alignment of communication in

dierent parts of background material and key messages in the press conferences.
In

2018

the pattern has continued.

nbw supports this alignment and argues it

reduces unnecessary uncertainty in monetary policy communication.
Moreover, as of

27

June

2017,

Norges Bank has released (very brief ) minutes

related to monetary policy discussion in the Executive Board's meeting simultane
ously with the announcement of the interest decision. Up until now, however, there
has been no new information or nuances in the minutes compared to other material
provided. nbw believes it would be fruitful to provide some more substance in the
minutes. The current format and setup provides no additional information and is
thus of little use, unless it paves the way for more real content further down the
road.
Norges Bank also communicates monetary policy in other separate presenta
tions and speeches. These are based upon, and in line with, material from previous
monetary policy meetings. Therefore, communication related to monetary policy
is grounded on analysis and material from monetary policy meetings and in par
ticular the Monetary Policy Reports (mpr). Two exemptions are the Governor's
Annual Address in February and the cme-speech in September, which may give
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new and updated information on monetary policy and is therefore closely followed
by market participants.
Judgmental assessments were discussed thoroughly in nbw

2017

and

2018

in

cluding challenges related to a judgmental element in an otherwise mechanical and
detailed interest rate account. nbw
through

2017

2018 argued that Norges Bank became clearer

and supported the interest account in general. However, some chal

lenges related to judgmental assessment and transparency remained according to

nbw

2018.

nbw argues that challenges still remain.

. Board meetings, the Governor's Annual Address and the

21

-speech

cme

We present highlights from the meetings and speeches below, followed by our
assessments.

25 January 2018 (no
changed at

mpr

or press conference).

The key policy rate was kept un

0.50 percent due to continued need for an expansionary monetary

policy. Domestic capacity utilization was below a normal level, and ination
expected to remain below

2.5

percent. Furthermore, the upturn in the Nor

wegian economy continued, broadly in line with the picture presented in

mpr

4/17.

Ination was low but had moved up as expected. The forecast

indicated a close to

50

percent chance of a hike in the autumn

15 February 2018 (Annual Address).

2018.

In the speech the Governor stated that: This

year, the policy rate may be increased for the rst time in seven years  this
is a good sign. This could be interpreted as a hike in
probably than the previous forecast (mpr

4/17)

2018 was slightly more

had indicated, but fairly in

line with somewhat more positive development internationally in the period
after the mpr was released.

15 March 2018 ( mpr 1/18).

The key policy rate was kept unchanged at

cent. The ination target had been reduced from

9

2.5

percent to

2.0

0.50

per

percent.

On the economic outlook, Norges Bank commented that: (. . . ) the upturn
abroad and in Norway is continuing and somewhat stronger than expected,
and the output gap for Norway is closing. Underlying ination is low, but
rising capacity utilization will probably push up price and wage ination
further out.

In addition, Norges Bank gave an important signal that an

increase in the key policy rate was coming closer: Monetary policy is expan
sionary. The outlook for the Norwegian economy suggests that it will soon
be appropriate to raise the key policy rate. The uncertainty surrounding the
eects of a higher interest rate suggests a cautious approach. Overall, the
changes in the outlook and the balance of risks imply a somewhat earlier
interest rate increase than in the December

2017

Monetary Policy Report.

The timing of the hike was also somewhat more specic: The Executive
Board's current assessment of the outlook and balance of risks suggests that
the key policy rate will most likely be raised after summer

3 May 2018 (no
at

mpr

0.5 percent.

or press conference).

2018.

The key policy rate was kept unchanged

Development in key macro variables was broadly as expected.

The timing for next hike was reiterated: (. . . ) key policy rate would most
likely be raised after summer

21 June 2018 ( mpr 2/18).

2018.

The key policy rate was kept unchanged at

0.50

per

cent. Norges Bank assessed the upturn in the Norwegian economy to continue
and the output gap was closing faster than expected, which also lifted the
ination forecast. The timing of the upcoming hike in the key policy rate was
more specic: (. . . ) the policy rate will most likely be raised in September

2018.

16 August 2018 (no
changed at

mpr

or press conference).

0.50 percent.

The key policy rate was kept un

The development was assessed to be broadly in line

with previous expectations including the upcoming increase in the key policy

10

rate in September. Underlying ination had been below the ination target,
but the driving forces indicate that it would rise further out.

20 September ( mpr 3/18).

The key policy rate was raised to

0.75

percent, as pre

viously guided and thus broadly in line with market expectations. Further
more, is was signaled a gradual interest rate increase in the years ahead,
but also that uncertainty surrounding the eects of higher interest rates sug
gested a cautious approach to interest rate setting. Ination was projected to
be close to the target some years ahead, at the same time as unemployment
remains low. The timing for next move was also commented: (. . . ) the key
policy rate will most likely be increased further in

25 September 2018 ( cme-speech).

2019 q1.

The speech had the following heading How

does the key policy rate operate?

The speech highlighted that communi

cation enhances the eectiveness of monetary policy. The Governor argued
that higher household debt may imply that the key policy rate has a larger
eect on household consumption. This is an interesting issue which should be
investigated empirically. Furthermore, another important issue highlighted
was transmission of monetary policy from key policy rate to market interest
rates. The current dominant short term interest rate in the market, nibor,
will be impacted by the ongoing international trend of changing these interest
rates. There is thus a need for alternative reference rates. It was stated that
Norges Bank, in consultation with Finance Norway, has taken the initiative
to establish a working group with a mandate to consider alternative refer

1

ence rates for the Norwegian market.

Pengepolitikken kort fortalt 2



In addition, the Governor announced

a new product designed for the general public

looking for a brief description of the background for the interest rate deci
sion. Figure

1

shows an excerpt from the rst

Pengepolitikken kort fortalt

1 https://www.norges-bank.no/en/Liquidity-and-markets/working-group-arr/
2 Monetary policy in brief  in Norwegian only.
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Pengepolitisk rapport (PDF 3,5 Mb)

Norges Bank har hevet styringsrenten

- Renten blir trolig satt gradvis opp i årene som kommer
sentralbanksjef Øystein Olsen

Figure

1:

The inaugural
fortalt
from mpr
3/18 explaining the hike.
LavKort
rente har
gitt økonomien
drahjelp
Vi senket renten kraftig under nanskrisen og satte den videre ned fra høsten 2014 da
oljeprisen falt.

explaining the increase in the key policy rate.

Siden 2016 har styringsrenten vært 0,5 prosent. Det er historisk lavt. Lave renter har bidratt til
å holde hjulene i gang i norsk økonomi.

25 October 2018 (no
changed at

0.75

mpr

For husholdninger
med lån har de lave rentene
rentekostnadene.
or
press conference).
The redusert
key policy
rate

was kept un

Lave renter har også bidratt til at kronekursen har vært svak. Det er en fordel for norske

percent.
The
outlook
mpr 3
18 was
to beviintact
bedrifter
som konkurrerer
medin
utenlandske.
En/svakere
krone assessed
gjør at varer og tjenester

selger til utlandet blir billigere. Det vi kjøper fra utlandet blir dyrere.
and the signal of interest
rate hike in 2019 q1 was reiterated. Norges Bank

stated that: Economic growth has been a little lower and ination some
what higher than projected, but the outlook and the balance of risks do not
appear to have changed substantially since the September report.

13 December ( mpr 4/18).

The key policy rate was kept unchanged at

0.75

per

cent. Capacity utilization was seemed to be close to a normal level and un
derlying ination close to the ination target of

2

percent. Risks of keeping

the policy rate low for a long time was emphasized, as well as that uncer
tainty surrounding the eects of higher interest rates suggested a cautious
approach to interest rate setting. Furthermore: The policy rate forecast is
little changed, but the fall in oil prices and weaker global growth prospects
imply a slightly slower rate rise than in the September Report. Ination is
projected to remain close to target in the coming years, at the same time
as unemployment remains low. The policy rate path will be adjusted in re
sponse to changes in economic prospects. The Executive Board stated that
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their current assessment of the outlook and balance of risks suggests that
the policy rate will most likely be raised in March

2019.

Comments to communication related to the new regulation
When the government announced the new regulation on monetary policy, Norges
Bank gave the following comment: The new regulation will not result in signicant
changes in the conduct of monetary policy. (. . . ) A lower numerical target in and
of itself is of little importance for the interest rate outlook in the coming period.
This statement raised some uncertainty.

Why was a lower numerical target of

little importance and which arguments and reasoning back this somewhat bold
conclusion?

Was it due to prospects for core ination and key macro variables

being compatible with both old and revised target given a exible approach?
The responsibility of the government to decide the regulation should be well
understood by politicians. Nevertheless, when the Standing Committee on Finance
and Economic Aairs in the parliament discussed the new regulation on

25

24

and

April, a majority of the committee remarked that there are no compelling

arguments to reduce the ination target, which should have been left untouched
at

2.5

percent (Stortinget,

2018).

According to media there was uncertainty of

whether the new regulation could be blocked causing some unnecessary uncertainty
about the new mandate and the political foundation for the new regulation.
will comment further on the new regulation in section

We

3.

Comments to the increased key policy rate and changes in the interest rate path
The key policy rate was increased from

2018.

0.5 percent to 0.75 per cent on 20 September

The hike was well communicated in advance. Thus it was in line with market

expectations. All economists in the poll conducted by Reuters prior to the decision
expected a hike from

0.5

to

0.75

percent.

Market reactions as shown by changes in the market interest rates and the
Norwegian krone, were muted, see Figure
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2.

The three-month money market

Foreign exchange rate and interest rate
10.1

1.4
3 month NIBOR
1.3

10

NOK to EUR. Right hand axis

1.2

9.9

1.1

9.8

1

9.7

0.9

9.6

0.8

9.5

0.7

9.4

0.6
1.2.2018

1.4.2018

Figure

2:

1.6.2018

1.8.2018

1.12.2018

9.3
1.2.2019

The nok/ eur exchange rate and the nibor interest rate.

20

interest rate (nibor) was unchanged on
day before. Figure
stable. It was

1.10.2018

9.56

2
on

September at

1.12

percent from the

shows that the nok measured against Euro was also fairly

19

September and

9.58

on

20

September. In our view, this

indicates that Norges Bank implemented the rst hike in

7

years in a successful

way.
Norges Bank's forecast for the key policy rate was raised both in March and
June, but slightly lowered in September and December
the rate path presented in December
from mpr

4/17.

2018

2018, see Figure 3.

In total

was only slightly higher than the path

Despite these only minor changes in the interest rate path, there

were substantial changes in the factors behind changes in the path. In mpr

2/18,

when the ination target was reduced, the oil price was included as a separate
factor. It was not given a specic comment to how this new factor impacted other
factors such as domestic demand, which makes the framework less transparent. It
could also be argued that the oil price in itself is a too narrow focus. Natural gas
is very important as well, and the correlation between prices for oil and natural
gas has weakened over the recent years.
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The value of Norwegian natural gas

Chart 3: Forecast key policy rate
Per cent

2.4
2.2
2.0
1.8
1.6
1.4
MPR 4‐17

1.2
1.0

MPR 1‐18

0.8

MPR 2‐18

0.6

MPR 3‐ 18

0.4

MPR 4‐18

0.2
0.0
2018

2019

Figure

exports in

2018

2020

3:

2021

Forecasts of the key policy rate.

was roughly equal to oil exports, according to Statistics Norway.

Furthermore, natural gas constitutes more than half of the current production.
Also, there are higher estimated reserves for natural gas than oil at the Norwegian
continental shelf.

nbw argues that Norges Bank should describe, analyze and comment thor
oughly when factors are added, reappear or removed from the interest rate ac
count, including the co-interaction between dierent factors. This would increase
transparency in understanding the account and thus monetary policy in general.
The most important factors pulling the rate path higher through
exchange rate and foreign factors, see Figure
than Norges Bank's expectations for

2018.

4.

2018 were the

The exchange rate was weaker

The most important factors pulling

the rate path lower were change in ination target, and prices and wages.
negative contribution from prices and wages was particularly large in mpr
but turned positive in mpr

4/18

oil price fell during the autumn

The

2/18,

when ination was higher than expected. The

2018

and this factor lowered the rate path. The

annual change in dierent factors illustrate volatility and thus also uncertainty
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Chart 4. Change in Rate Path
0.5
0.4
0.3
0.2
0.1
0.0
‐0.1
‐0.2
‐0.3
‐0.4
‐0.5
mar. 19
Demand

Figure

jun. 19

sep. 19

des. 19
Oil price

mar. 20

jun. 20
sep. 20
Prices and wages

des. 20

Judgement

Foreign factors

Exchange rate

Premium

Change in inflation target

Change in policy rate forecast

4:

Decomposition of the changes in the interest rate path. Source: mpr

mpr

14/18.

4/17

and

related to the xed (non-judgmental based) factors of the interest rate account.

nbw argues that the interest rate account in general increase transparency and
predictability of monetary policy (challenges related to judgmental assessment will
be commented below). To increase transparency further, nbw encourages Norges
Bank to facilitate easier public access to this framework and thus enhance usage.
This can increase interest for the interest account, the forecasts and the uncertainty
span  and possibly also increase the reach of monetary policy communication
beyond traditional market participants. Such a feature would be very much in line
with the intention of easier access and broader outreach behind the new product,

Pengepolitikken kort fortalt , which the Governor highlighted in the cme-speech.



Comments to the backdrop of higher growth, capacity utilization and ination
As reected in comments from Norges Bank during

2018,

the cyclical recovery

became even more visible during the year as illustrated in Figure

5.

In hindsight

the last downturn following the fall in oil prices, had been relatively mild for the
Norwegian economy.

Growth in mainland gdp moderated from
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2.2

percent in

GDP mainland and petroleum investments. Source: SSB (to 2017) and Norges
Bank (from 2018)
4%

20 %

3%

15 %

2%

10 %

1%

5%
0%

0%
2011
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2013

2014

2015

2016

2017
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‐1 %
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‐2 %

‐10 %

‐3 %

‐15 %
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GDP mainland. Annual change (%)
Petroleum investments. Annual change (%). Right hand axis

Figure

5:

gdp mainland and petroleum investments. Source: ssb (to
Bank (from

2014
2.0

to

1.1

percent in

percent in

2017.

to Norges Bank, and
gures for

2019

is

2.3

2015

and

1.4

2018).

percent in

2016.

2017)

and Norges

Then growth increased to

In

2018

2.0

percent according to Statistics Norway. Corresponding

and

2.7

growth is forecasted to be

2.4

percent, according

percent respectively. Petroleum activity, including

investments, estimated to grow by

1015

percent, supports the outlook for

Increased growth and employment have reduced unemployment.

2019.

Registered

unemployment has fallen the last three years, according to the Norwegian Labor
and Welfare Administration (nav), see Figure
percent, slightly lower than
the lowest in

10 years.

2.4

6.

In December

2018

it was

2.3

percent a year before. The current rate is close to

A broader unemployment measure from Statistics Norway's

labor force survey (lfs), has seen the same falling trend. As of the most recent
update, the rate was

3.8

percent as of November

percent a year before and near the lowest in

4

2018,

which is down from

4.0

years. Thus, the lfs suggests some

more slack in the labor market than nav. The average spread between the two has
been

1.0 percentage point over the last 15 years, but have been higher recent years.

17

2018 the spread was 1,7pp (seasonally adjusted), but in December 2018 it was reduced to 1,4pp.

Chart 6. Unemployment rate. Narrow measure (NAV) and broad (SSB AKU).
Seasonally adjusted

NAV
6

Norway, broader measure (SSB AKU)
Spread SSB AKU and NAV

5
4
3
2
1
0

Source: Reuter Thomson Datastream and SpareBank 1 SR‐Bank

6: Unemployment rate. Narrow measure ( nav) and broad ( ssb lfs). Seasonally
The unemployment rate is impacted by labor
market trends and especially employment. After
adjusted.

Figure

roughly unchanged employment in Norway in 2016, employment rebounded and grew by 1,1%
In the autumn

2018

the spread was

1.7

percentage points (seasonally adjusted),

in 2017 and 1,5% in 2018. For 2019 Norges Bank forecast employment growth of 1,1%

but in December

2018

it was reduced to

1.4

percentage points.

The output gap development reflects an improving economy and higher growth in the NorweEmployment stabilized in

2014

and

2015

and increased slightly in

gian economy in 2018, the negative output
has diminished, see chart 1.
2016gap
, employment rebounded and

roughly unchanged employment in

2016.

After

grew by

1.1

2017
and a solid 1.5 percent in 2018. For 2019 Norges Bank forecasts
Higher growth
and
a lower unemployment rate indicate less slack in the economy. Accordingly,

percent in

1.1 upwards
percent.
Norges Bank revised the gap
throughout 2018. The output gap closed somewhat faster

employment growth of

The output gap development reects an improving economy and higher growth

13

in the Norwegian economy in

2018, the negative output gap has diminished.

Higher

growth and a lower unemployment rate imply less slack in the economy. Accord
ingly, Norges Bank revised the gap upwards throughout
output gap closed somewhat faster in

4/17.

According to mpr

4/18

2018

2018,

see Figure

7.

The

than Norges Bank projected in mpr

the output gap was close to zero at the end of

2018.

The gap is turning from negative to positive. The forecasted positive output gap
in mpr

4/18

is higher until mid-2020 than forecasted in mpr

18

4/17. 2019

will be

Chart 1: output gap
Per cent

1.0
0.5
0.0
MPR 4‐17

‐0.5

MPR 1‐18
‐1.0

MPR 2‐18
MPR 3‐ 18

‐1.5
MPR 4‐18
‐2.0
2012

2013

Figure

2014

7:

2015

2016

2017

2018

2019

2020

2021

Estimates of the output gap. Percent. Source: Norges Bank.

the rst year since

2013

that the estimated output gap is positive.

The output gap is calculated using an estimate of potential gdp, which is
uncertain and depends on a wide range of assumptions.
a short commentary to potential gdp in mpr
of alternative estimates in Figure

3.22.

4/18

Norges Bank provides

(p.27), including illustrations

Hagelund et al. (2018) document several

models Norges Bank use to estimate the output gap. The alternatives are currently
close to the preferred estimate and there is no forecast for the alternatives.
As the output gap is closing and dierences between dierent estimates are
minor, nbw encourages Norges Bank to include a thorough analysis in upcoming

mprs, preferably also with forecast for alternative estimates. Given the new target
of high and stable employment, Norges Bank should also provide estimates of the
equilibrium level of employment which corresponds to potential gdp (see also
discussion in section

3

below).

There are currently fast technological changes.

This could impact the economy in dierent ways.

nbw therefore believes that

there is a general argument supporting a broad analytical approach for assessing
and forecasting key macroeconomic variables.
Moreover, labor market assumptions impact the measure of potential gdp.
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Norges Bank comments on the higher spread between

the nav and lfs measures of the unemployment rate. Norges Bank argues that

lfs currently may include more of those seeking work than before. Still, Norges
Bank does not provide more in-depth analyses backing this conclusion.

Norges

Bank states that the updated estimates are changed to reect a higher permanent
spread and that this does not have any implications for the employment or output
gap assessments.

nbw argues that the current state of the output gap (cf. also to discussion
above) calls for a more in-depth analysis of the labor market. A higher lfs rate
could, at least in theory, imply increased willingness to seek work (including labor
migration) and thus over time impact participation rate, employment, potential

gdp and the output gap.
Norway is a small, open economy. Ination has been volatile both over time and
within fairly short time-frames. As illustrated in Figure
in Norway has varied from below

0

percent to almost

20

8, core-ination (cpi-ate)
4

percent. In comparison

Chart 2: Core inflation (CPI‐ATE)
Per cent
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2016

9:

2017

2018

2019

was

0.52.5 percent and

percent respectively. The standard deviation for Norwegian core ination

0.85,

compared to

0.47

in the eu and

0.45

in the United States.

Ination in Norway was lower than expected in the rst half of
turned to be higher than expected after September, see Figure

2018

2021

Core ination cpi-ate

core ination in the eu and the United States have varied from

1.02.5

2020

core ination (cpi-ate) was

2.1

2021.

9.

but then

In December

per cent, hence close to the revised ination

target. Ination is expected to be close to the
period to

2018,

2.0

percent target in the forecast

Still, given the historical development this forecast is subject to

signicant uncertainty. Norges Bank's fan chart illustrates this uncertainty. Still,
it could be questioned whether this uncertainty is suciently reected in Norges
Banks overall communication and outreach in the general public.
Given the nature of the Norwegian economy, including volatile ination, nbw
believes Norges Bank should enhance its focus on this kind of uncertainty in over
all communication. Scenarios are becoming more popular and used within both
public and private sector analysis and forecasting. As such scenarios could be an
alternative for Norges Bank to explore. Scenarios reect the uncertainty span and
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would normally cover an upside scenario and downside scenario, in addition to a
baseline scenario.
Moreover, the volatile Norwegian ination (and relatively minor dierences cur
rently between Norges Banks preferred measures) should also spark a discussion
within Norges Bank and key stakeholders if current measures of ination are suf
cient. Monetary policy can lose credibility if monthly gures depart often and
markedly from Norges Bank's forecasts, even if Norges Bank's forecasts over time
are fairly accurate.

. Judgmental assessments and the interest rate account
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Norges Bank publish the interest rate account to highlight key driving forces be
hind changes in the interest rate path, see Figure

4.

Only a few other central

banks publish rate projections or rate paths, as Riksbanken in Sweden and Re
serve Bank of New Zealand, in addition to the Czech National Bank.

The us

Federal Reserve publishes the so called dot-plots showing individual members of
the monetary policy committee's assessments of the policy rate ahead. Bank of
Japan also publishes a dot-plot.

Neither the European Central Bank, Reserve

Bank of Australia, Bank of Canada nor Bank of England publish rate projections
or interest rate accounts.
Figure
path in

10

2018.

illustrates the judgmental assessments applied to the interest rate
The contribution to the interest rate is currently less than in

mpr4/17. Still, it is uncertain if the potential contribution from judgmental assess
ments has changed in the period. nbw argues that a stronger use of judgmental
assessments requires a clear and good explanation.

mpr

1/18, p. 44:

The uncertainty surrounding the eects of monetary policy sug

gests a cautious approach. The Bank's overall judgment suggests that the
interest rate path is adjusted up somewhat less in the coming quarters than
new information alone would indicate. This use of judgment is expressed by
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Chart 6: Judgmental assessments
Contribution to rate path. Percentage points.
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Judgmental assessments. Contribution to rate path. Percentage points

the light blue bars.

mpr

2/18, p. 36:

On balance, the factors described above imply little change in

the interest rate path, but a small upward adjustment from

2019.

In the light

of the uncertainty surrounding the eects of a higher interest rate, it may
be appropriate to assess the eects of a rst rate hike before raising the key
policy rate further. The interest rate path has therefore been adjusted up
somewhat less at the beginning of the projection period than new information
alone would indicate (light blue bars).

mpr

3/18, p. 40:

Uncertainty surrounding the eects of higher interest rates sug

gests a cautious approach to interest rate setting. The light blue bar in Chart

4.8

reects the Executive Board's assessment that the next interest rate in

crease will most likely take place in
the interest rate path in

2019

2019

q1.

The downward revision of

q1 implies a somewhat lower probability of a

further rate rise before year-end than in the June Report.

mpr

4/18, p. 46:

The policy rate path in the September Report indicated that

the policy rate could be raised in December

23

2018.

The light blue bar in

2019

q1 reects the Executive Board's decision to keep the policy rate unchanged
at the rate-setting meeting.

Judgmental assessments are in its nature subjective. nbw reiterates the call for
a permanent box in mpr to explain the factors, changes in them, and if and why
factors are replaced or added.

Moreover, nbw argues that Norges Bank should

be more open to state (if it should be interpreted in that way) that judgmental
assessment are a way of smoothing the interest rate path in times when other
factors in total vary (too much) from one period to another. This would be very
well in line with the regime of exible ination targeting. Norges Bank should be
more transparent in the communication as it is not easy to understand what is
meant by The light blue bar in

2019 q1

reects the Executive Board's decision to

keep the policy rate unchanged at the rate-setting meeting (mpr

4/18

p.46). It

does not provide any insight to the reasoning behind the judgmental assessment.

. Communication, minutes and more interest rate meetings
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Norges Bank made several changes in

2017

and kept the new setup in

2018.

The

publication of minutes and voting from monetary policy meetings, the increase
in the number of policy meetings from six to eight and the consistency between
press conferences and monetary policy reports have been favorable.

All in all,

nbw assesses the new setup to be appropriate and contributing to more openness.
Still, nbw continues to argue for minutes that provide insight apart from what is
revealed in other material (such as the mpr). This can shed light over dierences
of opinions within the board, the trade-os being discussed, and also more broad
discussions related to development of the framework for monetary policy.

nbw

believes that this can enhance transparency to monetary policy (even if dierent
viewpoints are kept anonymous).
The

Bankplassen blog, which was initiated in 2018, promote discussion on a wide

range of topics related to monetary policy, nancial stability, payment systems,
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nance and markets. However, the views expressed in blog posts are solely those
of the authors and do not necessarily represent those of Norges Bank, so it is not
an important platform to communicate the monetary policy stance.

Policy meetings and press conferences
nbw

2018

applauded the increase in the number of policy meetings in

2017,

while

argued that reducing the number of press conferences from six to four was a step
in the direction of less transparency. nbw repeats that the value of more policy
meetings fades if Norges Bank does not make a new overall assessment at each
meeting, including in-between meetings.

A press conference at these meetings

would also, in general, increase public interest for monetary policy.

Therefore,

nbw argues that such a change with more press conferences would support Norges
Banks ambition of a broader outreach (for example the

2019

cme-speech and

related nbw comments above).

Norges Bank communication  frequency and measurement
nbw believes that Norges Bank to a greater extent should measure if its monetary
policy communication is successful.

One alternative could be to measure and

report how key markets, including Norwegian short-term interest rates or foreign
exchange rates, react to monetary policy decisions.

A credible, predictable and

transparent policy and related communication should normally not impact key
markets signicantly.
Norges Bank should also consider to set ambitions for and report on the extent
of outreach to the broader public, for example the number of cases in the media
and the number of presentations including the geographical footprint.
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3

New Regulation on Monetary Policy

Regulation of central banks varies between countries, see nou (2017) for an over
view. In Norway, the government gives the central bank an operational mandate for
monetary policy founded on the central bank act. A new regulation on monetary
policy was announced on

2001.

2

March

2018,3

replacing the previous regulation from

In addition to assess the reaction of Norges Bank to the new regulation, we

will also comment on the regulation itself, following the tradition of nbw reports.
At the end of this section we also have some comments on the communication and
the process.
Formally, the regulation was passed by the King in Council and Norges Bank

4

was instructed in accordance with the central bank act.

The government used the

same procedure as last time the regulation was changed: The Ministry of Finance
informed Norges Bank in a letter about the new regulation some days before the
King in Council, to which Norges Bank replied.

At the same time as the King

in Council passed the regulation, the nance minister informed the leaders of all
political parties at the Storting.

The government informed the Storting of the

background for the new regulation in a white paper, which was published the
same day (Ministry of Finance,

2018a).

The new regulation is in full:

Section 1
Monetary policy shall maintain monetary stability by keeping ination
low and stable.
Section 2
Norges Bank is responsible for the implementation of monetary policy.
Section 3
The operational target of monetary policy shall be annual consumer
3 https://www.regjeringen.no/en/aktuelt/new-regulation-on-monetary-policy/

id2592551/

4 The new Regulation on Monetary Policy is laid down by Royal Decree on

pursuant to Section

2,

third paragraph, of Act No.

Monetary System etc (Norges Bank Act).
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28

of

24

May

1985

2

March

2018

on Norges Bank and the

price ination of close to 2 percent over time. Ination targeting shall
be forward-looking and exible so that it can contribute to high and
stable output and employment and to counteracting the build-up of 
nancial imbalances.
Section 4
Norges Bank shall regularly publish the assessments that form the basis
of the implementation of monetary policy.
Section 5
This regulation enters into force immediately. Regulation No 278 of 29
March 2001 on Monetary Policy is repealed from the same date.
The main changes from the previous regulation, which we will comment below, are
outlined in section

3:

(a) the ination target is reduced from

2.5

percent to

2.0

percent,

(b) that monetary policy should contribute to high and stable employment, and
also
(c) counteract the build-up of nancial imbalances.

Furthermore, in the new mandate, the government removed a reference to stability
in the exchange rate as advocated by nbw

2002, 2007,

and

2014.

The main response of Norges Bank is outlined in a letter to the Ministry of
Finance (Norges Bank,

2018a),

and in mpr

1/18

and

2/18

they give further inter

pretations of the new mandate. The main reaction of the Bank is that the new
regulation does not imply signicant changes to the conduct of monetary policy.

. Fiscal expansions and the ination target
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When the previous regulation was introduced in

2001 the main argument for having

a higher ination target than our trading partners, was that it would be easier to
phase oil money into the economy by a scal expansion requiring a real appreciation
of the nok. In the white paper explaining the new regulation (Ministry of Finance,

2018a)

the government argues that the scal expansion is more or less over, hence
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this is no longer a valid argument for having a higher ination target than our
trading partners. The scal expansion was not a convincing argument for a higher

2001.

ination target in

Nor is it convincing to argue for a lower ination target

because the scal expansion is over.
In

2001,

20022010
2002,

the expected scal expansion (the increase in the scal decit) for the

period was around

Figure

8).
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billion nok per year (Olsen and Skjæveland,

The idea was to achieve the required real appreciation with

somewhat higher ination in Norway in order to avoid a nominal appreciation.
But the actual average expansion for this period was twice as high than expected
with around

12

billion nok per year (varying between 54 and

The real appreciation of the nok from

30

percent (mpr

4/18,

appreciated roughly

Figure

15 percent.

3.11),

1999

to

2013

98

billion nok).

turned out to be around

however, the nominal exchange rate (twi)

A higher scal expansion than expected probably

contributed to the nominal appreciation, which allowed the real exchange rate to
appreciate further.
History has taught us that it is not easy to predict the trajectory of future scal
expansions. In

2007

the nbw group claimed that most of the scal expansion was

over and suggested to reduce the ination target. But scal expansions continued.
Since

2010

the average scal expansion has been

15

billion nok per year.

The

projected scal expansions has persistently been revised upwards. It is likely that
enormous oil revenues will continue to ow into the The Government Pension Fund

5

Global (gpfg), which will allow even further scal expansions.

Following the old

logic one may expect the government to increase the target again.
As scal expansions are hard to predict and are likely to be volatile, the ination
target should thus be independent of scal expansions. The required adjustment
to the real exchange rate should be achieved by a nominal appreciation. Discon
necting the ination target from scal expansions will enhance the credibility of
monetary policy.

5 Ministry of Finance (2018c) estimates the present value of petroleum resources in the ground

to

5100

billion

nok.
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The second main argument for reducing the ination target is that it is costly

6

to have a dierent ination target than our trading partners.

Ministry of Finance

(2018a) claims that examples of such costs are that it is harder to compare wage
growth and long term asset prices when ination targets dier. nbw is not con
vinced that these costs are important. However, one may also argue that having
the same target as our trading partners may reduce uncertainty and thus volatility
in nancial markets. While a higher ination target than our neighbors will con
tribute to a nominal depreciation, it is hard to see from the experience since

2001

that there has been an excessive volatility in the exchange rate or in market inter
est rates. It is important to acknowledge that every country with its own currency
and oating exchange rate may choose their own ination target independently of
other countries.
Ministry of Finance (2018a) also mentions that the average ination since
is

2.0

percent. This nbw group agrees with nbw

2007

2001

who argued against using

the historic average as argument for changing the target:

A problem with lowering the target at this time is that actual ination
[. . . ] has been signicantly below target since early

2003.

Thus, it is

very important to avoid the impression that the target is changed as a
matter of convenience just to make performance look better.

nbw is concerned that the reduction in the target after a period of low ination
may weaken the credibility of the target itself.

Furthermore, the last ination

forecast from Norges Bank before the new regulation, was almost spot on
percent for the next

3

years, see Figure

11.

2.0

Suspicion of a convenient reduction in

the ination target may harm its credibility and Norges Bank should be aware of
any indications that this is the case.

6 nbw

2007

proposed to reduce the ination target to

2.0

percent just because 2 percent

ination targets have become the de facto international standard.
discuss a reduction in the target to

2.0

percent.
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nbw 2016

suggested to

Chart 1.1d CPI-ATE1) with fan chart2). Four-quarter change.
Percent. 2010 Q1 – 2020 Q4 3)
5
Projections MPR 4/17
Projections MPR 3/17

4

30%

50%

70%

5

90%

4

3

3

2

2

1

1

0

0

–1

–1

–2
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

–2

1) CPI adjusted for tax changes and excluding energy products.
2) The fan charts are based on historical experience and stochastic simulations in Norges Bank’s main
macroeconomic model, NEMO.
3) Projections for 2017 Q4 – 2020 Q4 (broken lines).
Sources: Statistics Norway and Norges Bank

Figure

11:

The ination forecast in mpr

4/17.

One of the main theoretical arguments for a low ination target is that ine
cient price dispersion increases with ination because of sticky prices. This result
depends on strong assumptions on price setting, known as Calvo pricing, which
nds little empirical support (see for example Nakamura and Steinsson,
Wulfsberg,

2016).

2018

and

The white paper does not address this issue.

. The lower bound

32

In total, the arguments put forward for reducing the ination target are thus
not very convincing.

We believe there are strong arguments for (at least) not

reducing the ination target.

A topic the white paper do address is the lower

bound of the key policy rate.

We are concerned that both Ministry of Finance

and Norges Bank may understate the potential costs associated with such a lower
bound. Standard economic theory predicts that a lower ination target will result
in a correspondingly lower nominal interest rate. When there is a lower bound to
the nominal interest rate, a lower ination target thus unambiguously reduces the
scope for monetary policy by the same amount. However, the scope for monetary
policy also depends on the neutral real rate of interest, which is historically low and
is expected to remain low for the foreseeable future (see for example Blanchard,

30

2019

and Rachel and Smith,

2017).

A low neutral real rate of interest and a low ination target is a dangerous
cocktail because both reduce the scope for monetary policy.

The Ministry of

Finance and Norges Bank argue that one should not exaggerate the dierence
between an ination target of
target of

50

2.0

and

2.5

percent.

A reduction in the ination

bp may seem innocuous, but it comes on top of a signicant fall in

the neutral real rate of interest since

2003.

estimates the current neutral real rate of interest to

01

7

p.4042)

percent, which implies

that the corresponding nominal key policy rate is close to
new ination target.

2/18

Norges Bank (mpr

2

percent given the

Furthermore, the experience from several countries after the

nancial crises show that the eective lower bound of the nominal interest rate
is somewhat below zero. Thus it may be possible to reduce the interest rate by
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percentage points in response to adverse shocks.

However, Eggertson et al.

(2019) nd that there is no eect of setting the key policy rate below

0

percent

and that negative nominal interest rates in fact may be contractionary.

And in

Brand, Bielecki, and Penalver (2018) some of the estimates of the neutral real rate
of interest for European countries is between 2 and

0

percent. So it is realistic

to say that the scope of reducing the key policy rate is closer to

2

than

3

percent.

This corresponds to Due-Andresen (2018) who argues that the scope for monetary
policy is in the range of

1.652.65

percent.

nbw is afraid that this scope is not sucient to meet a severe contraction in
the economy. Since
three recessions, in
points and in

2001

the key policy rate has been reduced in connection with

200304

201516

with

with

1

5

percentage points, in

2009

with

4.5

percentage point. In the United States the average

reduction in the nominal interest rate to meet a recession is around
points (Summers et al.,

7 According to

2%

and

3%.

percentage

2018).

5

percentage

It is thus a bold assertion to claim that the scope

mpr 2/18 p.42 . . . this implies a neutral nominal money market rate of between

For the key policy rate, the neutral level is somewhat lower because the money

market rate is equal to the expected key policy rate plus a premium.
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ination target (red line) and with

2.5

Colored areas below zero are the probability of binding lower bound in

2018

with

2.5

2.0

percent

percent ination target (black dashed line).

percent ination target (pink), and in

2019

with

2.0

2001

(purple), in

percent ination

target (light pink).

for monetary policy will be sucient with a
Bank,

2018a,

p.2,

3rd

2

percent ination target (Norges

paragraph) when the neutral real rate of interest is zero.

In any case, the scope for reducing the key policy rate is at least

2.5 percentage

points lower with the new ination target and a lower neutral real interest rate
than in

2001.8

The probability of hitting the lower bound is thus much higher so in

the current situation one should not understate the dierence between
percent target. Figure
rate with a

2.0

and

2.5

12 illustrates probability density functions for the key policy

2.0 (solid red line) and 2.5 percent target (dashed black line) when the

neutral real rate is

0

percent. The light pink area is the increased probability of

hitting the lower bound with the new target. The size of this probability depends
on the variance, but it is easy to see that it matters. The purple area illustrates

8 Norges Bank (2018c, Figure

3

p.42) estimate of the neutral real rate of interest in

percent.
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2003

to

2

the probability of hitting the lower bound in

2.5

2001

percent and the neutral real interest rate was
Assuming a neutral real rate of interest of

1

2

when the ination target was
percent.

percent, Kiley and Roberts (2017)

conclude that the us economy will be at the lower bound

3040

percent of the

time. Without doubt, monetary policy will be a less eective tool as a rst-line
of defense because of the lower neutral real interest rate, but also because of the
reduction in the ination target.
Norges Bank argues that they may use other tools when the interest rate is
restricted by a lower bound such as quantitative easing, forward guidance, and
expectation management.
special circumstances.

And nbw

2018

suggests to use the exchange rate in

However, the eectiveness of such policy tools to meet a

downturn in the economy is at best controversial and the experience from other
countries, is not conclusive (see for example Dell'Ariccia et al.,

2018,

2018, and Kuttner,

for recent surveys). Even if unconventional monetary policy tools may be

helpful, nbw is not convinced that they are strong enough to avoid the huge costs
of the lower bound.
Because of the experience from the nancial crises and the costs associated
with a lower bound of the interest rate, inuential economists have argued instead
of

higher

ination targets (see for example Blanchard,

Wren-Lewis,

2017,

and Yates,

2017).

2013,

Ball et al.,

2016,

Ministry of Finance (2018a) refers to this

discussion but dismiss it as mainly academic and of little practical importance.
This is not correct as many policymakers too have participated in this discussion.
For example Janet Yellen, the previous chair of the Federal Reserve, declared
the question of whether ination targets should be raised to be one of the most
critical facing monetary policymakers anywhere in the world (Financial Times,

2017).

The white paper comments that no central bank has raised their target

yet. There are probably several reasons for this in particular for political reasons,
see Summers et al. (2018). This debate has not concluded and will return with
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the next recession. It is also hard to follow the reasoning in Ministry of Finance
(2018a, p.23): The international academic discussion about raising the ination
targets does not concern single countries, but whether the common target of
percent should have been higher to achieve lower interest rates.

9

2

As pointed out

before, every country with its own currency and with oating exchange rates may
choose their own ination targets independent of each other.
In many countries after the nancial crisis scal policy was important to stim
ulate the economy when monetary policy was constrained by a lower bound. An
increased probability of hitting the lower bound for the nominal interest rate, will
make us more dependent on scal policy in the future. In Norway the scope for
scal policy is large due to the gpfg. However, when we depend more on scal
policy, there will be a higher probability that we spend more than the real return
of the fund.

In that case, we will spend some of the principal capital (the real

value of the accumulated petroleum income) of gpfg which we were supposed to
save for future generations. Unfortunately, Norges Bank, manager of the gpfg,
do not report the principal capital of gpfg (see Wulfsberg,

2018).

nbw suggest

that Norges Bank reports the principal capital of the gpfg in the future.
In our discussion, we have argued within a strict framework assuming that
monetary policy is neutral.

If neutrality does not hold, for example when hys

teresis aect the employment rate, or that wage setting is more concerned about
competitive wage growth and less concerned about the ination target, a too low
ination target may be even more costly (see Holden,

2017).

. High and stable employment

33

An important change in the new regulation, advocated by Holden (2016,

2017b)

10

and also suggested by nou (2017),

high output and employment.

2017a,

is to achieve not only stable, but also

The main motivation in Ministry of Finance (2018a)

9 Our translation.

10 It does not seem to have been advocated by earlier

nbw groups. However, in many years
nbw argued to increase the exibility of the ination targeting to enhance output stability.
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unemployment

unemployment

employment

Figure

13:

employment with hysteresis

Unemployment and employment rates after an adverse shock without
hysteresis (left) and with hysteresis (right).

for this target is to avoid hysteresis eects, in other words that unemployed perma
nently withdraw from the labor force because they loose skills and get demotivated
to work (see Ministry of Finance,
Figure

13

2018a

11

p.31).

illustrates the problem that may arise with hysteresis. Following an

adverse shock to the economy, the employment rate trajectory is a mirror image
of the unemployment rate in the absence of hysteresis, see the left panel. As the
unemployment rate increases the employment rate falls until the recession turns,
when new jobs are lled by unemployed until both the unemployment an employ
ment rates are back at their equilibrium levels. In the presence of hysteresis, which
is illustrated in the right panel, the employment rate does not recover because un
employed leave the labor force after a while. As unemployed leave the labor force
the unemployment rate falls back to its equilibrium level (long run nairu) while
the employment rate is lower than its pre-recession level, depending on the size
and durability of the shock in addition to the hysteresis mechanisms. Note that
the unemployment rate is the ratio of unemployed to the labor force, while the
employment rate is the ratio of employed to the working population.
Both cases are consistent with price stability, hence, there is no unique level of
employment which is consistent with price stability in the presence of hysteresis. In
this case, it is thus not relevant to measure the output gap using the unemployment

11 There are other arguments for targeting high employment than hysteresis, see Holden
(2017b).
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Figure 1: Persistent Employment Rate Declines after the Great Recession
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rate as illustrated in Figure

13.

That is why it is a good thing that the regulation

0

targets high employment and not low unemployment.

-1

What happened in the United States after the nancial crisis may serve as a

14.

The unemployment rate started to fall in

2010

-2

good illustration, see Figure

because long term unemployed left the labor force because not enough jobs were
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when emerging from a recession Norges Bank should keep the key policy rate low

45
longer to stimulate labor demand to prevent
unemployed leaving the labor force
or to help discouraged workers back into the labor force.
The reaction from Norges Bank to the new target of high employment has been
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rather muted. Echoing the white paper the bank says that monetary policy cannot
take the main responsibility for high employment, which is aected by institutions
in the labor market, tax policy, demographics and so on. This stance is reasonable,
but as argued in Holden (2017) monetary policy should nevertheless do its best
to help achieve the target even if it cannot take the main responsibility. In mpr

2/18

(p.38) they elaborate on the target of high employment and claim Even

though the wording of the new regulation is somewhat dierent, it is in line with
how monetary policy has been conducted. This claim is not substantiated and
neither is nbw convinced.

It is important for the credibility and transparency

that the target is clear and determinate. If Norges Bank has been targeting high
employment earlier, this should have been clearly communicated in the Monetary
Policy Reports.

In our view, the new target of high employment is indeed a

signicant change in the regulation of monetary policy that should be reected by
a signicant change in the conduct of monetary policy. Not always and regardless,
but in some circumstances as argued below.
Norges Bank argues that hysteresis eects may aect average employment, but
not the equilibrium employment rate (mpr

2/18).

However, the argument seems

to assume that the labor force is constant and not aected by hysteresis.

The

model does not acknowledge that hysteresis implies that stabilizing ination on
the target is not necessarily the same as maximizing sustainable employment.
But what is an operational interpretation of high employment?
shows that the employment rate declined from more than
the nancial crisis to below

67

percent in

2017.

rate decreased during the recession starting in
rate has increased to

68

71

Figure

15

percent just before

In particular the employment

2013.

Since

2017

the employment

percent. This variation may reect structural as well as

cyclical factors. Obviously, we need to control for the structural factors which are
independent of monetary policy.
The regulation does not put a number on the employment target because equi
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Flere kommer seg i jobb
Sysselsettingen har begynt å stige igjen, etter flere år med nedgang.
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The employment rate. Percent. Source: Dagens Næringsliv

Han forklarer at dette henger sammen med at ﬂere har kommet tilbake i
librium employment will vary with many other factors over time.
arbeidsstyrken.

As with potential

output, it is not possible to observe the maximum (equilibrium) employment rate

Arbeidsledigheten måles i prosent av arbeidsstyrken. Arbeidsstyrken utgjør de som
directly.

However, Norges Bank should discuss and report their estimate of the

er i jobb og de som søker jobb.

maximum employment rate which is consistent with price stability, and which

I årene etter det kraftige oljeprisfallet høsten 2014 var det mange som mistet jobben.
corresponds to their estimate of potential output.

For example, in the current

Etter hvert har mange falt ut av arbeidsstyrken, noe som skjer dersom man slutter å
situation, why should the equilibrium level of employment be 1 percentage point
søke jobber.
lower today than in 2013 at the start of the last recession? The pickup in the
Hov mener de siste ledighetstallene viser at ﬂere er i ferd med å melde seg inn i
employment rate in 2018 while unemployment has stayed fairly constant at low
arbeidsstyrken igjen.
levels, may indicate that there is still more capacity in the economy and that the

– De som har falt ut av arbeidsmarkedet, har begynt å komme tilbake, sier han.
employment rate may increase further. Figure 3.20 in mpr 4/18 compares the
labor force ledig
and a
measure
Fremdeles
kapasitet

of the age adjusted labor force.

nbw suggests that

Når
mange
utenfor arbeidsstyrken,
Norges
Banker
elaborates
on such analyses. fanges ikke disse opp i ledighetstallene. Dette
er noe økonomer liker å kalle for «ledig kapasitet i økonomien».

A signicant, but reasonable change in the conduct of monetary policy fol

–lowing
Det ser
utnew
somregulation,
vi fremdeles
har
littbe
ledig
Hvis
the
would
thus
(a) kapasitet.
to reduce the
key

policy rate more

du
ser på målinger fra bedriftssiden, så rapporterer ikke de
aggressively when the economy is hit by adverse shocks that threatens

a deep and

om knapphet på arbeidskraft, sier Hov.

long lasting recession, and (b) to keep the key policy rate low longer when emerg

Når
bedriftene
merker
detto
er be
vanskelig
å as
å tak
i
ing from
a recession,
in at
order
as certain
possible

that hysteresis is not

arbeidere, vil de begynne å øke lønningene for å tiltrekke
seg arbeidskraft. Dette er noe Norges Bank er veldig
38
oppmerksom på.
Dersom lønnsveksten skyter fart, vil også prisveksten
skyte fart. Det er jobben til sentralbanken å hindre at

Konserncontroller
OPUS Consulting AS

preventing a return of employment to its previous equilibrium level. In the current
situation there is a higher risk associated with raising the key policy rate too much
too early, than raising it too little too late. In normal times when hysteresis does
not aect employment, there is no need to change the conduct of monetary policy.
With the explicit target of high and stable employment, employment should also
play a more prominent role in the Monetary Policy Reports.
Norges Bank illustrates the eect of a lower ination target on output and
ination using the nemo model (mpr

1/18

p.4950). As the model assumes neu

trality, ination and the key policy rate will fall by

0.5

percentage points in the

long run. Reecting inertia in the ination expectations and the exible ination
targeting approach, ination is only halfway to its new target after
simulation shows that the output gap is

0.1

4

years. The

percent lower corresponding to

fewer employed according to Holden (Aftenposten,

2018).

1500

This simulation is an

interesting illustration to how Norges Bank analyzes the eect of the new ination
target.
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In this illustration the central bank seems very patient allowing maybe

years to adapt to the new target. If the central bank instead would like to hit

the new target sooner, say in

34

years, the short-run fall in employment would

probably be much stronger.
The employment target does not imply a dual mandate (such as in the United
States). However, the regulation itself is not explicit of the ordering of the targets.
Ministry of Finance (2018a, p.31) says that
In principle, the conduct of monetary policy may look like a dual
mandate in ination and employment as long as ination expectations
are anchored on the target.
With a dual mandate monetary policy can be used to ght high levels of unem
ployment even if ination may increase above target. For example, in
unemployment in the Euro area was at

10

2011

when

percent, the ecb increased the interest

rate because they were concerned of rising ination. This may have contributed to
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a further increase in unemployment to

12

percent in

2013,

and that the key policy

rate still is restricted by the lower bound.
Norges Bank (and the Ministry of Finance) often argue that anchored ination
expectation is a prerequisite for monetary policy to stabilize the real economy:

As long as there is condence that ination will remain low and stable,
monetary policy can contribute to smoothing uctuations in output
and employment. (Norges Bank,

2018a)

This is not a good description of what monetary policy can achieve.

Monetary

policy aects output by aecting the real interest rate. If ination expectations
are anchored on the target a reduction in the policy rate reduces the real interest
rate by one to one. If the ination expectations are

not

anchored on the target and

a reduction in the key policy rate increase ination expectations, the real interest
rate will fall by

more

than one to one and thus have a stronger eect on output

and employment. If the statement implies that employment should not matter for
monetary policy if ination expectations are not stable, even in a situation of an
economic crisis, this may be in conict with the new regulation.

. Financial stability

34

The third important change in the mandate is that monetary policy shall counter
act build-ups of nancial imbalances. This change is in line with the suggestions
from nbw

2011, 2012,

and

2017.

As with output and employment this is also a

subordinate target to the ination target. In the monetary policy reports Norges
Bank clarify their interpretation of this target:

If there are signs that nancial imbalances are building up, the con
sideration of high and stable output and employment may in some
situations suggest keeping the key policy rate somewhat higher than
would otherwise be the case. To some extent, this can contribute to

40

reducing the risk of sharp economic downturns further ahead. The reg
ulation and supervision of nancial institutions are the primary means
of addressing shocks to the nancial system.

nbw supports Norges Bank's interpretation. The Bank should clearly report if and
by how much higher the key policy rate is set (than would otherwise be the case) in
the Monetary Policy Reports. With the explicit target of counteracting build-ups
of nancial imbalances, nancial stability should also play a more prominent role
in the Monetary Policy Reports.

Maps and monetary policy
The Ministry of Finance motivates the new regulation by writing that the aim of
the modernization has been to bring the regulation into line with the way mon
etary policy has been conducted in practice (Ministry of Finance,

2018b).

And

the Minister of Finance wrote that The modernized regulation does nothing but
match the map to the terrain (Jensen,

2018).

We think this is unfortunate com

munication which may give the impression that the regulation is adjusted to the
conduct of monetary policy and not the other way around.

One may interpret

these statements as that the central bank itself has set its mandate. This impres
sion is strengthened when Ministry of Finance (2018a) refers to that the actual
average ination since

2001

as well as the ination forecast was

2

percent when

arguing for the lower ination target. Also the reaction of Norges Bank claiming
that there is no implied changes to monetary policy supports the impression that
central bank has in eect decided the mandate. This communication threatens the
credibility, accountability and transparency of the monetary policy.

Information
Finally, we have a few comments on the information on the new regulation. The
white paper (Ministry of Finance,

2018a)

does not only serve as orientation from

the Government to the Storting, but it is also an important document which
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explains the motivation and reasoning of the mandate, and thus builds legitimacy
and trust in monetary policy. It would be an uphill battle to anchor ination ex
pectations if the mandate was not well explained to and understood by Norwegians
as well as foreigners (in particular those operating in nancial markets).
Information should be easily accessible not only in Norwegian, but also English.
However, it was not possible by navigating the web pages of the Ministry of Fi
nance to nd information on the new mandate in English. Information in English
should mirror the information in Norwegian.

For example, it is possible to nd

the regulation in Norwegian only archived in the Documents/Acts and regulations
section at
release

www.government.no.12

5/2018

The only information in English is the press

13

New regulation on monetary policy,

which one may nd using

standard search engines. The press release only provide some of the background of
the changes in the regulation, together with the letters to and from Norges Bank.
Given its importance, we believe that the white paper (Ministry of Finance,

2018a)

should be translated to English in full. Norges Bank published the new mandate
in both Norwegian and English on their own web site, but also here the mandate
itself is not easy to nd.

4

New Central Bank Act

New regulations of monetary policy are rare events, but new central bank acts
are even more exceptional. The central bank act has been subject to comments in
several nbw reports (nbw
topic of nbw

2018.

2002, 2005, 2007, 2012, 2013, and 2014) and was a main

In a white paper (Ministry of Finance,

2018c) the government

presented their view on the future organization and management of Norges Bank
and the gpfg. Some of these changes will aect the decision process of monetary
policy.

12 https://www.regjeringen.no/en/nd-document/acts-and-regulations/id438754/
?documenttype=dokumenter/loverogregler/Forskrif
13 https://www.regjeringen.no/en/aktuelt/new-regulation-on-monetary-policy/id2592551/
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In the white paper the government announced that it will keep the management
of the gpfg within Norges Bank. nbw supports this decision. The government
also proposed to remove the obligation to refer in line with advise from previous

nbw reports. However, the government wants to keep the right of instruction. In
total this strengthens Norges Bank's independence. nbw supports the decision to
remove the obligation to refer and to keep the right of instruction.

Monetary policy committee
In the white paper the government also proposes to establish a monetary policy
committee (mpc) in Norges Bank which shall take decisions regarding monetary
policy and nancial stability.

One motivation for introducing the mpc is that

there is too little time today for making monetary policy decision and that the
tasks cover an enormous span. The new board will thus have less responsibility
taking care of the gpfg and the management of the bank. The new board will
have

3

internal and

6

external members replacing the old existing board with

3

internal and

5

external members.

internal and

2

external members. The internal members in both the board and

The monetary policy committee will have

3

the mpc are the Governor and two Deputy Governors.

nbw supports separating monetary policy decisions from the board.

How

ever, with only two external members in the mpc we are afraid that there will be
even less total input devoted to monetary policy, and that alternative arguments

14

from outside the Bank are not suciently represented.

A simple calculation

illustrates that total input on monetary policy decisions is likely to be reduced.
According to nou (2017) each member of the board work
preparations) with a

50-50

100

hours (excluding

split on average between gpfg and standard central

bank topics including management and monetary policy. In addition we assume
that preparations require

(3 + 5) × 200 = 1600

100

hours work per member. This implies today in total

man hours per year. Not knowing the exact split between

14 See Claussen et al. (2012) and Apel et al. (2015) for discussions on the size and composition
of

mpcs.
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monetary policy decisions and other tasks, a reasonable estimate of total input for
monetary policy decisions is

600 hours, and 1000 hours for gpfg and management.

The new proposal implies that the Governor and Deputy Governors are on
both the board and the mpc. We assume they will have the same total workload
as before. Assuming that each external in the new board put in the same hours in
preparations (100) but

150 = 1275

50

less on meetings, then the new board use

man hours per year, which is

3 × 75

same assumptions for the mpc yields:
Governors

+ 2 × 150

275

hours for the externals

3 × 125 + 6 ×

hours more than today. Using the

hours for the Governor and Deputy

= 525

man hours.

With the new organization, there will probably be less total input into monetary
policy decisions, which contrasts with the goal of the reform.

Reaching good

monetary policy conclusions is of course not only a matter of total input and the
size of the committee, but the proposed committee seems too small. Most other

15

monetary policy committees are larger.

Furthermore, only two external members

is likely to bring too little outside opinions. nbw proposes to increase the number
to

4

external members in the mpc, which will bring more alternative expertise

from outside of the Bank. Also, total input will increase relative to today and be
more in line with other central banks.
The ratio of external to internal members is also important. With

4

external

members in the mpc they would be in majority. To preserve an internal majority
one may either give a double vote for the Governor (and one Deputy Governor) or
reduce the voting rights for the external members like in the fomc in the United
States. However, as pointed out by nbw

2018,

it is not obvious that the internals

should have the majority. An advantage of internal majority, however, is that the
nal responsibility for the conduct of monetary policy is rmly placed with the
central bank leadership.

15 The average size of monetary policy committees is
Table

17.1

in

79

members, see Berger et al. (2006).

nou (2017) provides an overview for some central banks.
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Appendix: Summaries of Norges Bank Watch Reports
Members of each committee are in parenthesis.

NBW 2000 (Hamilton, Thøgersen, M. Andreassen and H.M. Andreassen)



The group states that there is uncertainty around the monetary policy regime.
According to the group, Norges Bank has on own initiative begun to pursue
the same ination target as the ecb, which is a shift of monetary policy away
from direct exchange rate control.



The group recommends to introduce a exible ination target on

2

percent

±1 percentage point. The use of policy instruments should be aimed at reach
ing the target 2 years forward in time. In addition, it should be considered
to introduce an additional pillar in the regulation that requires the bank to
take into account factors such as asset bubbles (e.g.
housing market) or excessive exchange rate uctuations.



The division of labor in economic policy should be changed such that scaland monetary policy together shall contribute to stabilize the economy.

NBW



2001

(H.M. Andreassen, De Grauwe, Solheim and Thøgersen)

The group believes that Norges Bank should closely monitor developments
in debt and asset prices. However, asset prices should not in itself be a target
for monetary policy. The central bank should use a lean against the wind
strategy.



The communication with the public and participants in the nancial markets
is good.



Members of the Executive Board should be appointed based on professional
qualications.



The minutes from the meetings of the Executive Board should be published.

NBW



2002

(Svensson, Houg, Solheim and Steigum)

The group recommends an institutional reform with a new law for Norges
Bank which species a mandate for price stability, secures Norges Bank's
operational independence, and claries what Norges Bank can be held ac
countable for.

48



The reference to stability in the exchange rate should be removed from the
guidelines for monetary policy.



The candidates for the Executive Board should be experts on monetary policy
or similar areas (e.g. macroeconomics and nancial markets). The arrange
ment where the political parties appoint members to the executive board
should cease to exist.



The minutes from the meetings of the Executive Board should be published.



The Ministry of Finance should include an evaluation of Norges Bank's exer
cise of monetary policy in the annual credit reports.



Hearings about monetary policy in the Storting should be conducted regu
larly.



A conference about monetary policy should be held annually or semiannually.
This should be nanced by Norges Bank, but organized by an independent
actor (e.g. an academic institution).

NBW



2003

(Ekeli, Haug, Berg and Steigum)

Norges Bank should base a more exible horizon for achieving the ination
target.



Norges Bank should replace the current bias-sentences, with a formulation
related to the likely direction of the next key policy rate change.



The Executive Board should consider holding meetings more frequently, e.g.
every fourth week.



In the ination prognoses, Norges Bank should base a development in the key
policy rate based on the banks best estimate, instead of today's assumption
of unchanged rate.

NBW

2004

(Bjørnland, Ekeli, Geraats, and Leitemo)



Norges Bank should publish ination reports four times a year.



Unilateral focus on the growth in cpi-ate may have given an overreaction
in the key policy rate decisions.



Norges Bank should publish its preferred reference path for the key policy
rate.
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The practice of having monthly meetings with the Ministry of Finance should
be abolished. The Ministry should be informed immediately after the Exec
utive Boards' monetary policy meeting.



The minutes from the meetings of the Executive Board should be published.

NBW



2005

(Holden, Dørum, and Isachsen)

The practice of monthly meetings with the Ministry of Finance may reduce
the external members of the Executive Board's ability to inuence. In the
report, the group discusses whether the external members should have own
research assistants and more funds to work with monetary policy.



The right of instruction should not be removed. The threshold to using it is
high, and it is appropriate that it exists in the case of an unforeseen situation
that requires prompt actions.



The decision to leave the two-year horizon in July
exible horizon of



13

2004,

in favor of a more

years, was sensible.

The publication of the Executive Board's strategy report in the ination re
ports have further improved Norges Bank's communication with the market.



The group believes that Norges Bank is toning down the fact that monetary
policy, according to regulations, is intended to stabilize the exchange rate.

NBW

2006

(Holden and Dørum)



The regulations provide sucient exibility.



There is a higher risk associated with raising the key policy rate too little
too late, than raising it too much too early.



The group approves Norges Bank's decision to produce its own key policy
rate forecast, with eect from the Ination Report

NBW



2007

3/05.

(Goodfriend, Mork, and Söderström)

A new consumer price index should be made as a control parameter for
Norges Bank's use of instruments. It must contain goods and services with
sticky prices.



Norges Bank should be more explicit in how they reach the forecast for the
exchange rate developments.
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Norges Bank should publish minutes and voting from the Executive Board
meetings.



The external members of the Executive Board should have increased access
to speak in public.



The reference to the exchange rate should be removed from the regulations
of monetary policy.



The operational target for price increase should be reduced.

2

percent in

ation targets have become the de facto international standard.

The real

appreciation argument is weaker because a good deal of the systematic scal
expansion is likely to have taken place by the present time.



The submission of condentiality and the right of instruction should be re
moved.

NBW



2008

(Juel, Molnar, and Røed)

Norges Bank should clarify how other asset prices than the Norwegian cur
rency are taken into account in the key policy rate decision.



Norges Bank should prioritize eorts to identify developments in the neutral
real interest rate in Norway.



The group is skeptical to the fact that Norges Bank put so much weight on
the output gap in the assessments and communication of monetary policy.



Norges Bank should consider publishing adjusted forecasts in connection with
the monetary policy meetings where the bank does not submit a new mone
tary policy report.



Norges Bank should develop better models for prognosis based on empirical
criteria.

NBW



2009

(Bergman, Juel, and Steigum)

The reports from the regional network should be published immediately as
they present themselves.



In situations with high uncertainty about the economic development, un
certainty should be reected in the alternative scenarios presented in the
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monetary policy reports.

When Norges Bank's assessments change signi

cantly in the short term, it should be communicated outwards as soon as
possible.



Norges Bank's exible ination targeting implies that the bank should take
into account asset prices to the extent that such prices provide additional
information about future developments in ination and capacity utilization.



cpixe is not an optimal indicator for underlying ination, and should not
be used as a main indicator when exercising monetary policy.

NBW



2010

(Bjørnland, Clarida, Holvik, and Steigum)

Norges Bank should continue to publish three monetary policy reports each
year, but can consider to publish updated estimates on some main sizes in
connection with monetary policy meetings where reports are not published.



Minutes from the Executive Board meetings should be published.

These

should include which topics that are discussed, but not explicit information
regarding who said what or how the members have voted.



Members of the Executive Board should be able to express their opinions on
the monetary policy in public debates.



The group notes that in the autumn of

2009,

Norges Bank highlighted de

velopments in real estate prices as a specic factor in the press releases on
key policy rate decisions, but does not consider it to be the case that de
velopments in house prices or other asset prices are included among Norges
Bank's target sizes.



The group is critical to Norges Bank's indicator for the underlying ination,

cpixe. The group believes that this indicator should not be used as a main
indicator in the exercising of monetary policy and that cpi-ate still should
be used as an operational target.

NBW



2011

(Bjørnland and Wilhelmsen)

Norges Bank should clarify to what extent the consideration for nancial
stability aects the monetary policy decisions.



Minutes from the Executive Board meetings should be published.

These

should include the topics that are discussed, but not explicit information
regarding who said what or how the members have voted.
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Norges Bank should continue to publish three monetary policy reports each
year, but can consider to publish updated estimates on some main sizes in
connection with monetary policy meetings where reports are not published.
Given the current schedule for publishing reports, such an update should be
done at the yearly meeting in December.



The group is critical to Norges Bank's indicator for the underlying ination,

cpixe. The group believes that this indicator should not be used as a main
indicator in the exercising of monetary policy and that cpi-ate still should
be used as an operational target.

NBW



2012

(Torvik, Vredin, and Wilhelmsen)

It is unclear whether nancial stability is emphasized only to the extent that
it aects the outlook on ination and production in the future, or whether
nancial stability is an independent goal in the monetary policy. This should
be claried both in the banks ocial mandate and through clearer commu
nication by the bank.



Regardless of whether nancial stability is an independent goal or not, Norges
Bank should be clearer on how, for example, the size of risk premium aects
the bank's economic forecasts and key policy rate decisions.



Norges Bank, and not The Financial Supervisory Authority of Norway (Fi
nanstilsynet), should be responsible for the macro-surveillance of the nancial
sector.



The group argues for a greater degree of independence for Norges Bank from
political authorities, and is critical to the obligation to refer and the right of
instruction. The group points out that it is the Government that appoints
both the central bank governor, the central bank deputy governor and the
members of the Executive Board.



The responsibility for the Executive Board is large, and not consistent with
the external members being engaged on part-time basis.



The group wants a more public debate about discussions in the Executive
Board.
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NBW



2013

(Boye and Sveen)

The group questions the decision to reduce the key policy rate by
centage points in March

2012,

0.25

per

and the communication in connection with

the decision.



The group believes that Norges Bank should publish estimates of banks'
lending rates, and not just the key policy rate.



The right of instruction and the obligation to refer should be abolished.



The working opportunities of the external members of the Executive Board
should be strengthened.



cpixe has numerous weaknesses, and cpi-ate should be used as a main
indicator for underlying ination.

NBW



2014

(Mork, Boye, and Dargallo)

The group believes the key policy rate decisions in

2013

were correct. The

decisions were largely as expected in the market.



Norges Bank should publish the advice on the level of counter-cyclical capital
buer while giving the advice to the Ministry of Finance.



The group is skeptical to the fact that Norges Bank's loss function from

2012 includes a link for the smoothening of interest rates and deviations from
normal interest rates. With new instruments for nancial stability (including
counter-cyclical capital buers), Norges Bank should return to a loss function
where only deviations from potential production and the ination targets are
included.



A monetary policy committee with responsibility for monetary policy and
nancial stability should be established.



Candidates from other Scandinavian countries should be considered for the
Executive Board.



The communication of the bank can give the impression of excessive preci
sion.



The key policy rate path should be supplemented with so-called forward
guidance, such as the Federal Reserve and Bank of England.

54



Norges Bank should make sure that the trust in the ination target is not
impaired, cf. ination expectations two years ahead appeared to have de
creased.



Norges Bank should be under the Storting.



The obligation to make a statement should cease.



The reference to stability in the nok should be taken out of the mandate.



Norges Bank should publish minutes from the meetings of the Executive
Board.



External board members should be given the opportunity to express their
personal views in public.

NBW



2015

(Lommerud and Aamdal)

Norges Bank's routines for communication around key policy rate decisions
are good.



The group questioned the key policy rate cut of
December

2014.

0.25

percentage points in

According to the group, one could have chosen to postpone

the rate reduction, and rather wait and see the economic development. At
the same time, the group emphasized that they did not consider that Norges
Bank had made a mistake, and that in this case there were arguments both
for and against a key policy rate reduction.



About the system for deciding on countercyclical capital buer the group
stated that Generally speaking, we applaud the system. At the same time,
the group pointed out that the system is relatively new and has not yet been
tested in times of crisis.



When the key policy rate is very low, and there has been a sharp rise in
house prices, doubts in monetary policy should be inclined not to further
reduce the key rate.



Norges Bank should publish minutes from the monetary policy meetings
shortly after the meeting has been held, where any dissent and important
points that were presented in the discussion are presented.



Norges Bank has provided thorough information on the mechanism that they
now have to buy instead of sell nok in the market in connection with the
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provisions for the Government Pension Fund Global. Nevertheless, there may
be some market players who misunderstand and perceive the transactions as
part of the monetary policy.

The group writes that they are aware that

Norges Bank has limited opportunities to inform about calculations that lie
behind the size of the monthly purchases. However, the group believes that
the bank can point out which factors that contribute to changes in the size of
the purchases, publish scheduled changes to the buer portfolio, and publish
a benchmark for monthly purchases.

NBW



2016

(Bruce, Gottfries, and Lommerud)

A more clearly formulated monetary policy mandate can help make it more
predictable. It should be stated more clearly how structural shocks and tem
porary disturbances are to be dealt with in monetary policy. Theoretically,
there are good reasons for why monetary policy should aim at stabilizing do
mestic ination, but the forward-looking ination target should nevertheless
be linked to consumer prices as of present. However, the conduct of mone
tary policy should be such that aggregate ination for a period may deviate
from the ination target when the economy is hit by structural shocks and
temporary disruptions.



The group think one should discuss the present level of the ination target
at

2.5 percent.

It is not clear that a small country to have an ination target

that diers from that of her neighbors.



The group believes that the way Norges Bank incorporates the consideration
that monetary policy should be robust in its alternative scenarios for the key
policy rate path is too discretionary. Here, the mandate for monetary policy
should be changed so that it becomes more clear whether, and in what way,
monetary policy is to contribute to nancial stability and a robust economic
development.



Although it may sometimes make sense to implement key policy rate changes
gradually, there are no good reasons for this now, since the key policy rate is
now kept so high that the output gap is not closed during the bank's forecast
period (which runs until the end of



2018).

In the medium term, the ination target should be exercised exibly. But
for the credibility of the ination target it is important to aim at reaching
the goal in the end.
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Information on whether the bank considered another decision at a monetary
policy meeting should be published in writing and not only be expressed
orally at the press conference.



At meetings where no monetary policy report is published, Norges Bank
should be clearer about whether new information since the previous report
draws in the direction of higher or lower key policy rates ahead.

NBW



2017

(Bruce and Sveen)

Norges Bank should have nancial stability as a separate goal, and should
further develop an understanding of the relationship between the key policy
rate and the probability of nancial imbalances.



Uncertainty about the impact of monetary policy when key policy rates ap
proach a lower limit should speak for a stronger, and not more cautious,
response from the central bank.

NBW



2018

(Sveen and Strøm Fjære)

The group is in favor of the introduction of

8

key policy rate meetings, but

calls for press conferences on the monetary policy meetings where a monetary
policy report is not published.



The group believes that the overall objective of monetary policy must be price
stability, while the consideration for nancial stability should be equated with
the consideration for high production and employment.



The group emphasize the possibility for Norges Bank to use the exchange
rate as an instrument in special cases.



The authors are also positive to the proposal for the establishment of a
committee on nancial stability and monetary policy, but questions that
internals in Norges Bank will be in the majority.



The group also expresses skepticism about the proposal that Norges Bank
should set the level of the countercyclical capital buer.

57

