
International economy

Following last year’s moderate growth in most of the
global economy, excluding North America, economic
activity appears to be increasing in 2000. Both inter-
national trade and GDP growth in all parts of the
world are expected to pick up, and the projections
have generally been revised upwards considerably
since our last report in February. The most important
exception is Japan where growth, despite some posi-
tive signs this year, appears to remain at about 1 per
cent. According to the latest projections from Consen-
sus Forecasts, the highest growth is still expected in
the US, although Europe is catching up. In 2001,
slower growth in the US will probably contribute to a
further convergence of growth rates. As a weighted
average for our main trading partners, the forecasts
imply that GDP growth will increase from 2.6 per cent
in 1999 to 3.3 per cent in 2000, edging down to 3.0
per cent in 2001. The euro has generally continued to
depreciate against the US dollar this year, and by end-
May it had lost about 20 per cent of its value since the
introduction of the new currency on 1 January last
year. Whereas the depreciation first contributed to
long-awaited growth in Europe, there is now growing
concern that the combination of stronger growth and
a weaker currency will result in excessive inflationary
pressures. As a result of higher economic growth, pri-
ce inflation is now increasing on a global basis, altho-
ugh it is still moderate in a slightly longer perspective.
A tighter labour market has translated into somewhat
higher growth in wages in the US and the UK, while
wage growth in the other major EU countries is still
very moderate. An increase in primary commodity pri-
ces, continued high oil prices and rising domestic cost
inflation point to slightly higher inflation among our
trading partners. The forecasts indicate 1.8 per cent in

both 2000 and 2001, against 1.2 per cent in 1999.
Growing inflationary pressures will result in a further
rise in interest rates in the US, the euro area and in ot-
her EU countries.

Increased international trade and rising 
commodity prices
Following the trouble years of 1997 and 1998, the
world economy experienced a pronounced upswing
through 1999. This did not immediately result in
expanded trade, but towards the end of last year the
upturn was also perceptible in world trade. The trend
towards increased trade is expected to be amplified in
both 2000 and 2001, and the OECD expects volume
to expand by more than 10 per cent this year and just
over 8 per cent next year. This entails a sharp increase
from the just under 6 per cent recorded last year and
an upward revision of growth projections since the
end of 1999 by two-three percentage points a year. A
key feature of the ongoing upswing is that all main
areas appear to be recording growth in trade. In the
last few years, trade has largely been sustained by US
imports. Expectations of continued high growth in the
level of activity in the US are still an important factor
behind the forecasts, but an important contribution is
now also being made by substantial import growth in
the EU, in Central and East European countries and in
many developing countries. 

Higher international demand reversed the fall in pri-
mary commodity prices to an increase in the course of
1999. Developments varied widely across commodity
groups. Crude oil prices have risen the fastest, but in
the second half of the year prices for a number of
other commodities also increased. Whereas industrial
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raw material prices rose markedly through most of
1999, according to the price indices from Institut für
Wirtschaftsforschung (HWWA), food and agricultural
prices lagged behind until the end of the year. The
rise in prices continued in the first quarter of 2000,
but in recent months the situation has been somewhat
more mixed. However, prices for industrial raw mate-
rials are still noticeably higher than the level recorded
in 1999, while so far this year agricultural and food
prices are at about the same level as the average for
last year. On an annual basis, the commodity price
group in the AIECE (Association of European Conjunc-
ture Institutes) expects an average rise in prices for
primary commodities, excluding crude oil, of a little
more than 5 per cent in 2000 and next year. How-
ever, it is worth noting that prices for primary commo-
dities, excluding crude oil, will in nominal terms
remain relatively low compared with the average
level for the 1990s.

Changes in raw material prices spread to finished
goods with a certain lag. In combination with the pros-
pect of higher global demand, this will contribute to a
stronger rise in prices, which contrasts sharply with
the situation in 1997-1998 and parts of 1999. The
effects of changes in the oil price come in addition.

Continued high oil prices
The spot price of Brent Blend rose from about USD 10
a barrel in March 1999 to USD 30 in March 2000. The
oil price then fell to USD 22 a barrel in April this year,
but stood at about USD 29 at end-May. As an average
for the first five months of the year, the price has been
about USD 26 a barrel.

The most important reason for the rise in prices last
year was OPEC’s decision to reduce production by 1.7
million b/d in March 1999, with some non-OPEC
countries following suit by reducing production by al-
together 0.4 million b/d. Moreover, economic growth
in North America remained brisk and the demand for
oil gradually picked up in Asia as a result of continued
positive economic developments in the region follow-
ing the crisis in 1997-1998. Prices edged down in
March in response to OPEC’s decision at its ordinary
ministerial meeting to increase production to the level
prevailing prior to the last production cuts.

As a result of the high oil price, the International Ener-
gy Agency (IEA) has lowered its projection for global
oil demand this year, while the projection for non-
OPEC production has been revised upwards. The IEA
projects that Iraq will to some extent succeed in inc-
reasing its oil production as the country has now re-
ceived permission from the UN to use more of its
export earnings for necessary spare parts and mainten-
ance of production equipment. It thus appears that
the already limited oil stocks will not be further redu-
ced in the first half of the year as a whole. According
to forecasts from the IEA, stocks will be reduced
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marginally in the third quarter, a period when stocks
are normally built up. In the fourth quarter, the use of
stocks is expected to be greater, which is normal as
the demand for heating oil picks up in the winter.
Many analysts are of the view that the current high oil
price partly reflects expectations of stock reductions in
the third and fourth quarter.

OPEC has indicated that if the oil price remains out-
side the range USD 22-28 a barrel for twenty days,
the cartel will adjust production to the level required
to bring prices back to that range. It is thus conceiv-
able that OPEC will decide to increase production
already before its next ordinary ministerial meeting
on 21 June in Vienna, resulting in a decline in oil
prices from the current high level. Similarly, output
adjustments may also occur at a later time if oil prices
should remain below USD 22. OPEC’s experience
during the last two years indicates that in the period
ahead the organization will place considerable empha-
sis on following up its price signals with active respon-
ses.

Even if oil prices remain at approximately the current
level, the situation is of far less concern now than was
the case following the oil price shocks of the 1970s.
First, measured in constant dollar terms, there is still
some way to go before oil prices reach the level after
1973, and the current price is well below half the pri-
ce in 1980. Moreover, western economies are far less
dependent on oil today than they were at that time.
This is because less energy per unit produced is requi-
red today, there are more energy sources that can be
used and services account for a considerably higher
share of the economy. The high taxation of many
petroleum products represents a third factor. For
example, excise duties on petrol are so high in many
parts of Europe that this substantially reduces the im-
portance of changes in the crude oil price. This last
factor is not of the same importance in the US as ex-
cise duties are considerably lower. Obviously the
above factors do not prevent high oil prices from gene-
rating a positive impetus to inflation internationally,
both directly for consumer prices for petroleum pro-
ducts and through production costs for other goods
and services.

Increased pressure in the US
The vigorous expansion of the US economy continued
through 1999 and the first quarter of 2000. As a re-
sult of the high growth figures so far this year, many
forecasters have revised upwards their annual projec-
tion for 2000, and in its latest analyses Consensus
Forecasts projects GDP growth at 4.8 per cent in 2000
and 3.2 per cent next year. The lower projection for
2001 is a repetition of an earlier pattern of expecta-
tions of slower growth ahead. So far, this has not
materialized, and it is possible that the projection for
2001 will also gradually be revised upwards later in
the year. At the same time, there are signs that very

high growth may encounter more serious problems in
the period ahead.

So far, it is primarily inflation that has deviated con-
siderably from earlier periods of expansion. Growth
has been robust and sustained, but of the same magni-
tude as, for example, during the upturn in the 1960s.
It is therefore not surprising that analysts particularly
focus on figures for inflation and wages. The figures
so far in 2000 indicate that inflation is edging up. The
average for the first four months of the year was 3.2
per cent, against 1.8 per cent in the same period last
year. However, oil prices are an important underlying
factor, and when energy and food prices are exclu-
ded, core inflation is still just a little higher than 2 per
cent. Nevertheless, it is worth noting that the US can
no longer count on deflationary impulses from import
prices. Oil prices are expected to remain high, and a
number of other raw material prices will probably in-
crease further through this year and next. Moreover,
if the appreciation of the dollar comes to a halt and is
possibly reversed to some extent, external price impul-
ses will be quite different than was the case in the
wake of the Asian crisis. Without external help, the
need to keep domestic prices in check will be even
greater. A tight labour market with less than 4 per
cent unemployment may make this a very difficult
task. Wages have risen substantially this year even
though the latest figures indicate slower growth. This
was one of the reasons the Federal Reserve raised
interest rates by 0.5 percentage point in mid-May.
Along with earlier increases, this brought interest
rates to the highest level in more than nine years. It is
still likely, however, that interest rates will be further
increased through the year, which the OECD also
recommends. In addition to higher interest rates,
stronger international competition and continued
high productivity gains will contribute to restraining
inflation. Consensus Forecasts projects inflation at 3
per cent this year, edging down to 2.5 per cent next
year.

Following many years with a continuous rise in equity
prices in the US, the fall in some share prices has
received considerable attention the last few months. If
we disregard the most short-term fluctuations, how-
ever, the decline in prices is generally confined to
technology shares. Even following the sharp fall in the
Nasdaq index between March and end-May, share
prices had only been reduced to the level prevailing in
early December 1999, which is nearly 40 per cent
above the level one year ago. The broader Dow Jones
index, which to a greater extent focuses on traditional
industries, has declined far less, but also increased to
a lesser extent through 1999. In general, the index
has fluctuated around the same level over the last
twelve months. It may thus appear that the change in
equity prices in the first months of the year is a correc-
tion of the sharp rise recorded last year. This is a cor-
rection anticipated by many through 1999, and the
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drop in prices may thus be a good sign for the US eco-
nomy. Moreover, the decline does not appear to have
had a noticeably negative impact on the real economy
in the US. The risk of a hard landing, with fears that a
steep decline in share prices would put a severe dam-
per on private consumption and thereby GDP growth,
therefore appears to have been somewhat reduced.

The fear of a hard landing in the US economy is large-
ly associated with the effects of changes in interest
rates and share prices on the real economy. Private
consumption has been an important driving force be-
hind GDP growth in recent years. Equities account for
a relatively high portion of US household wealth, and
rising share prices have been considered an important
factor behind the increase in household consumption.
Falling unemployment and rising real wages also con-
stitute an important stimulus to growth in private con-
sumption. So far, the changes in share prices do not
seem to have had any negative effect on this demand
component, which actually expanded by more than 
8 per cent in the first quarter of 2000. Moreover, the
increase in interest rates did not prevent an increase
in consumer optimism in May, as measured by the
Consumer Confidence Index. This may be an indica-
tion that the Federal Reserve is having difficulties in
cooling off the economy. Increases in interest rates
have a negative impact on investment demand. How-
ever, the shortage of labour and high energy prices
point in the opposite direction. These factors shift pro-
duction towards a greater use of capital instead of la-
bour and energy. Export demand, on the other hand,
has made a negative contribution to GDP growth in re-
cent years as a result of an appreciating dollar and
sluggish activity in the global economy, outside North
America. The outlook for higher growth in Europe,
Asia and Latin America may mitigate this effect, parti-
cularly if the dollar also depreciates when differences
in levels of activity across continents diminish. In that
case, the sizeable trade balance deficits may also im-
prove to some extent.

Overall, the prospects for the US economy are favour-
able, albeit uncertain. Growth remains high and infla-
tion and unemployment are low. However, the tight
labour market and signs of higher inflation indicate
that there is little leeway, and very few analysts con-
sider the growth rate of recent years sustainable in
the long run. A slowdown may take place gradually,
and then an important factor will most likely be a
gradual reduction in consumer demand as the wealth
effect from the stock market wanes. With continued
high optimism among US households, however, it is
conceivable that the moderate increase in interest
rates expected by a number of analysts will not be suf-
ficient to reverse the economy. If the Federal Reserve
then raises interest rates considerably, a dramatic fall
in equity prices is still a definite possibility. A substan-
tially harder landing may then be the result.

Upturn in Asia
The crisis economies in Asia recovered more quickly
than most analysts had expected and expanded shar-
ply in 1999. Korea grew the fastest, with GDP rising
by more than 10 per cent, but a number of other coun-
tries also recorded a noticeable improvement in their

Economic forecasts for Norway’s main trading partners
Annual percentage change

Country (Share of Norwegian exports1) 1998 1999 2000 2001

USA (8.0)
GDP 4.3 4.1 4.8 3.2
Consumer prices 1.6 2.2 3.0 2.5
Unemployment rate2 (level) 4.5 4.2 4.0 4.2

Japan (4.5)
GDP -2.5 0.3 1.1 1.9
Consumer prices 0.6 -0.3 -0.2 0.1
Unemployment rate2 (level) 4.1 4.7 4.8 4.7

Germany (11.3)
GDP 2.2 1.5 2.9 2.9
Consumer prices 1.0 0.6 1.6 1.5
Unemployment rate2 (level) 11.1 10.5  9.8 9.0

France (6.0)
GDP 3.2 2.9 3.7 3.3
Consumer prices 0.6 0.5 1.2 1.2
Unemployment rate2 (level) 11.8 11.2 9.9 9.0

United Kingdom (11.7)
GDP 2.2 2.1 3.1 2.6
Consumer prices3 2.6 2.3 2.1 2.3
Unemployment rate2 (level) 4.7 4.3 3.9 3.7

Italy (3.1)
GDP 1.5 1.4 2.7 2.8
Consumer prices 1.8 1.6 2.2 1.7
Unemployment rate2 (level) 11.8 11.4 10.9 10.4

Sweden (12.9)
GDP 3.0 3.8 4.1 3.5
Consumer prices -0.1 0.4 1.5 2.0
Unemployment rate2 (level) 6.5 5.6 4.8 4.3

Denmark (7.6)
GDP 2.7 1.6 2.1 2.3
Consumer prices 1.8 2.4 2.7 2.3
Unemployment rate2 (level) 6.4 5.5 5.4 5.4

The Netherlands (5.5)
GDP 3.7 3.6 3.8 3.4
Consumer prices 2.0 2.2 2.1 2.8
Unemployment rate2 (level) 4.2 3.2 2.5 2.1

Memorandum items:
GDP EU 2.7 2.4 3.3 3.0
GDP trading partners 2.5 2.6 3.3 3.0
Consumer prices trading partners 1.2 1.2 1.8 1.8
ECU/Euro interest rate 4.2 2.9 4.2 5.0

1 Export traditional goods. Figures for 1999 in per cent, according to Monthly
Bulletin of External Trade, Statistics Norway.

2 Per cent of labour force.
3 Exclusive interest rates.
Sources: Consensus Forecast. Unemployment rates for Sweden, Denmark and
the Netherlands from OECD.
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economic situation. According to the OECD, this appe-
ars to be continuing, and a number of the former
crisis economies are projected to show annual GDP
growth of 5 per cent or more both this year and next.
The Chinese economy may become increasingly impor-
tant in the period ahead. China managed to hold out
against the Asian crisis and even though the country
did not devalue its currency as was the case for many
of its neigbours, GDP grew by more than 7 per cent in
both 1998 and 1999. The latest OECD forecasts point
to more or less the same growth in 2000 and 2001,
and following recent substantial progress in negotia-
tions on membership in the WTO, the large Chinese
economy is likely to be considerably more integrated
into the world economy in the period ahead.

Japan is the exception in Asia. Following ten years of
very sluggish growth, there are still few signs of any
particular momentum in economic activity. Consensus
Forecasts’ projection of 1.1 per cent GDP growth this
year will nevertheless represent an improvement from
last year’s 0.3 per cent, and GDP growth is projected
to rise further in 2001. Despite large fiscal stimulus
packages and interest rates close to 0 per cent, natio-
nal accounts figures showed a contraction in GDP in
the third and fourth quarters of 1999, after exhibiting
a positive trend in the first half of the year. Other
data, however, have shown quite a different picture.
The OECD therefore questions the quality of the natio-
nal accounts figures and maintains that the economy
was not contracting in the second half of the year.
Nevertheless, it is clear that falling wages and rising
unemployment made a negative contribution to priva-
te consumption and that public consumption did not
succeed in boosting private consumption or private in-
vestment. Furthermore, the appreciation of the yen
through the last half of 1999 hampered exports. This
appears to have continued in 2000. Interest rates will
probably still be kept at a low level, and the authori-
ties have adopted a clearly expansionary fiscal policy
again in 2000. This policy seems to be having a posi-
tive impact on activity, although the strength and du-
ration of this effect are highly uncertain. With general
government gross debt at nearly 120 per cent of GDP,
the possible duration of this policy it is also limited.
The OECD nevertheless advises against hasty consoli-
dation, while at the same time indicating that the
Japanese economy may manage without additional
crisis packages. Major structural reforms still appear
to be necessary in order to achieve a sustained im-
provement in the Japanese economy. The IMF points
to the need for a reduction in capacity, among other
things in the banking and insurance sector, a decline
in the business sector’s debt burden and an increase in
labour mobility. According to Consensus Forecasts’
latest projections, price developments will be negative
in 2000, as was the case last year, while next year
prices are expected to move in a positive direction,
albeit with very low inflation.

1997 and 1998 were also turbulent years for parts of
Latin America and Russia. The situation, however,
was never quite as dramatic as in Asia, and 1999
brought stability or growth to these economies as
well. In Latin America, both domestic demand and ex-
ports are making a positive contribution, the latter
reinforced by a number of devaluations. According to
the OECD’s forecasts, GDP growth in Brazil will rise
from 0.8 per cent in 1999 to 3.2 and 4.1 per cent in
2000 and 2001 respectively. Russia recorded GDP
growth of a little more than 3 per cent as early as last
year, a level that may be sustained or increase slightly
this year and next.

Higher growth in Europe
For our closest neighbours and main trading partners,
1999 was a year with a pronounced turnaround in
economic activity. GDP growth was noticeably lower
in 1999 than in 1998, but developments through the
year were very positive, and this trend has continued
into 2000. The latest projections from Consensus Fore-
casts imply growth of 3 per cent both for the EU and
the euro area. The projections have been revised up-
wards in recent months. Continued robust growth in
the US and stabilization in Asia and Central and East-
ern Europe will provide an export stimulus to the en-
tire EU. For the euro area, this is being amplified by
the considerable depreciation of the euro since its in-
troduction, whereas UK exports have been hampered
by a strong pound sterling. However, domestic factors
have also been important in many countries. Increa-
sed activity, higher employment, higher disposable
income and an increase in investment are forming a
virtuous circle in large parts of the EU.

In addition to higher growth, it appears that growth
will be more evenly distributed in 2000 compared
with last year. Germany has expanded at a consider-
ably slower rate than the rest of the EU in recent
years, but this year the country appears to be appro-
aching the average. The German economy was severe-
ly affected by the crises in Russia and Asia, and an
important reason for the projected increase in GDP
growth is that the repercussions of these problems are
over. German exports have benefited from the depre-
ciation of the euro, but moderate pay increases have
also contributed to enhancing the country’s competi-
tiveness, thereby reinforcing the export impetus. Figu-
res published so far this year indicate that industrial
production is moving up. Moreover, household con-
sumption will generate a very important growth stimu-
lus, partly because lower unemployment, tax relief
and very subdued inflation will result in higher real
disposable income.

Italy has also lagged behind most other EU countries
in recent years. GDP growth has for a period been
hampered by a tight fiscal policy aimed at satisfying
the convergence criteria in the Maastricht treaty, but
this phase has now been completed. Low euro interest
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rates are now making a positive contribution to invest-
ment, and thus economic activity. Moreover, the coun-
try, like Germany, was severely hit by international
turbulence in 1997-1998, and the stabilization in
1999 and this year will make a correspondingly posi-
tive contribution. Industrial production in Italy is also
expanding at a brisk pace, and a slight reduction in
unemployment is generating a positive impetus to
household demand. However, the projected decline in
unemployment is less than in both Germany and
France, and GDP growth in Italy is likely to be among
the lowest in the EU also in 2000 and 2001.

On the other hand, France is likely to continue to
record the highest economic growth among the major
countries the next two years. France was only mildly
affected by the international problems in 1997-1998,
and over the past few years the country has recorded
a domestic-led recovery that is set to continue and
gather momentum both this year and next. GDP
growth in France is primarily being fuelled by house-
hold consumption. Strong employment growth is
resulting in a sharp rise in household disposable in-
come. The main reason is the high level of activity in
the economy, but the introduction of the 35-hour
week is also expected to make a positive contribution
to employment. For example, the French institute
Observatoire Francais des Conjonctures Economiques
estimates that the reform will create about 250 000
new jobs in the course of 2000 and 2001. The increa-
se in household real disposable income is also being
underpinned by generally low inflation and a reduc-
tion in the general VAT rate. With a high level of
activity, the outlook for business investment is also
bright, whereas housing investment is expected to
slow after expanding sharply last year. Net exports
will also make a positive contribution in France as a
result of the depreciation of the euro and high GDP
growth internationally.

Following several years of fairly solid growth, the UK
managed to avoid the hard landing in 1999 that many
had feared. GDP growth appears to pick up markedly
as early as this year even though activity in the first
quarter was slightly lower than expected. The upturn
is being fuelled by domestic factors, and a particularly
important one is higher household demand as a result
of a sharp rise in real wages. Foreign trade is making
a negative contribution, partly due to the strengthe-
ning of pound sterling against the euro. There are
signs of two divergent trends in the economy, with
markedly stronger growth in service industries than in
internationally exposed manufacturing sectors. In
2001, this dichotomy may be reduced somewhat as
lower real wages and a slightly weaker pound sterling
are projected compared with this year. The overall
effect appears to be slightly lower GDP growth than in
2000.

Most of the small EU countries have recently expan-
ded at a faster pace than the largest countries, and it
appears that this trend will continue. Ireland has for
several years recorded GDP growth of about 9 per
cent and higher, and in spite of the prospect of a mild
slowdown, the country is again in a class by itself in
2000, with growth projected at 7.8 per cent. Strong
competition and high productivity gains have kept in-
flation under control, but production bottlenecks and
a shortage of labour are now beginning to threaten
both price stability and continued growth possibilities.
Growth in Denmark is fairly low, but following a
period of a considerable overheating of the economy,
this is now considered a benefit rather than a prob-
lem. For Norway, it is worth noting that GDP growth
in Sweden, our most important trading partner, is like-
ly to boost the EU average in 2000 and 2001. Growth
is broadly based, with household consumption, busi-
ness and housing investment and exports making a
positive contribution to demand. Brisk growth in
household real disposable income, solid asset posi-
tions, favourable market possibilities domestically and
abroad and moderate interest rates are important un-
derlying factors. Public sector demand will also increa-
se, but at a noticeably slower pace than GDP.

The pronounced improvement in the European econo-
my will also contribute to some upward pressure on
prices. Consensus Forecasts projects that inflation in
the EU will rise from 1.3 per cent in 1999 to 1.9 per
cent this year. The European Central Bank (ECB)
steers its policy on the basis of the harmonized index
of consumer prices for the 11 euro countries with the
objective of keeping the rate of increase below 2 per
cent. In February this year, inflation approached this
target, and in March the index stood at 2.1 per cent.
However, factors that were assumed to be temporary,
such as the sharp rise in oil prices and a depreciating
exchange rate, were emphasized as important reasons
for this, and the ECB defused the situation. In April,
the index remained within the target level. All the
same, inflationary pressures have resulted in repeated
increases in interest rates in the euro area. A continu-
ed economic upturn and rising commodity prices inter-
nationally imply continued upward pressures on pri-
ces in the remainder of 2000 and in 2001, and further
interest rate increases are therefore likely. A fall in oil
prices and/or a stronger euro are possible counterac-
ting factors. Consensus Forecasts projects that price
inflation in the euro area will be 1.8 per cent this year
and 1.7 per cent next year. This inflation measure is
usually slightly higher than the harmonized index of
consumer prices used by the ECB, and the central
bank thus seems to be succeeding in reaching its infla-
tion target both this year and next. It nevertheless se-
ems unlikely that the ECB’s ambitious inflation target
will provide scope for an upturn of approximately the
same scale and strength that was recorded by the US
in the 1990s. This is illustrated by the inflation rate in

Economic Survey 2/2000 Economic trends

9



the US, which is higher than the ECB’s target rate in
spite of very strong productivity gains.

The upturn in Europe also appears to be resulting in a
long-awaited decline in unemployment figures. The
OECD projects that average unemployment in the EU
will be below 8 per cent next year, compared with a
little more than 9 per cent in 1999. At the same time,
wage growth in the major countries in the euro area
is moderate. German trade unions initially had high
pay demands but ended up accepting a very moderate
agreement. Wage growth is also moderate in Italy
despite an inflation rate that is slightly higher than
the EU average. In France, the 35-hour week is being
introduced, but with subsidies and increased flexibili-
ty it does not appear to be creating major problems
for the business sector. The effects of the reform on
labour costs is nevertheless an element of uncertainty
which at worst may point to higher price inflation.
The combination of high demand and low unemploy-
ment is leading to slightly higher wage growth in the
UK. However, as a result of expectations of higher
productivity growth and a strong pound sterling,
there is little concern that this will result in a sharp
rise in inflation.

Countries in Central and Eastern Europe are also expe-
riencing an upturn. Most countries recorded sluggish
growth last year, partly as a result of the crisis in
Russia, the war in the Balkans and, not least, the rela-
tively weak trends in the EU. A number of countries
also tightened fiscal and monetary policy to counter
growing deficits on the balance of trade and govern-
ment budgets. In addition, growth was hampered by
structural problems, particularly in the Czech Repu-
blic, Romania and Slovakia. The outlook for 2000 is
considerably better, and growth is expected to be pri-
marily export-led. According to the UN Project LINK,
GDP growth will rise from an average of 1.2 per cent
in 1999 to 3.2 and 3.6 per cent in 2000 and 2001, but
with substantial variations across countries. Norway’s
trade with these countries has so far been limited, but
they are of greater importance to some EU countries,
and Norwegian exports may thus indirectly benefit
from this upturn.
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Norwegian economy

Developments so far this year
According to preliminary figures from the quarterly
national accounts, mainland GDP expanded by 0.5
per cent from the fourth quarter of 1999 to the first
quarter of 2000. If we look at the last three quarters
as a whole, the figures indicate that activity growth
picked up following a pause from the second quarter
of 1998 to the second quarter of 1999. On the de-
mand side, both consumption and mainland invest-
ment provided a growth impetus, whereas traditional
merchandise exports and petroleum investment fell
compared with the level in the fourth quarter of 1999.

According to Statistics Norway’s Labour Force Survey
(LFS), the number employed showed little change
from the fourth quarter of 1999 to the first quarter of
this year, adjusted for normal seasonal variations.
Employment thus remains approximately on a par
with the level recorded at the end of 1998, while
unemployment has risen by about half a percentage
point since then. As an average for the first four
months of the year, the consumer price index was 2.8
per cent higher than the level in the same period one
year earlier. However, year-on-year price inflation in
March and April was noticeably lower than in January

Macroeconomic indicators. 1998-2000
Growth from previous period unless otherwise noted. Per cent

Seasonally adjusted      
                                                                                  

1998 1999 99.2 99.3 99.4 00.1

Demand and output
Consumption in households and non-profit organizations 3.3 2.4 0.7 1.3 0.3 1.2
General government consumption 3.8 2.7 2.6 0.6 0.1 1.4
Gross fixed investment 5.8 -5.6 -3.9 16.4 -13.1 3.3
  Mainland Norway 1.6 -2.1 0.4 5.8 -0.2 2.7
  Petroleum activities1 20.4 -12.6 -7.9 9.1 -34.6 -5.5
Final domestic demand from Mainland Norway2 3.1 1.6 1.1 1.9 0.1 1.5
Exports 0.3 1.7 1.5 1.3 3.4 -2.1
  Crude oil and natural gas -3.6 -0.1 2.2 -0.1 7.0 1.9
  Traditional goods 3.3 2.6 0.2 2.7 3.8 -1.9
Imports 9.3 -3.1 -2.7 4.3 -2.5 -1.3
  Traditional goods 8.6 -2.0 -6.1 1.3 3.6 -2.7
Gross domestic product 2.0 0.9 -0.5 2.1 0.4 1.0
  Mainland Norway 3.3 0.8 -0.2 1.5 0.0 0.5

Labour market3

Man-hours worked 2.2 0.2 0.3 -0.4 0.1 0.6
Employed persons 2.4 0.7 0.0 -0.5 0.7 0.0
Labour force 1.4 0.7 0.1 -0.2 1.0 0.2
Unemployment rate, level4 3.2 3.2 3.0 3.3 3.6 3.7

Prices
Consumer price index5 2.3 2.3 2.4 2.0 2.7 2.9
Export prices, traditional goods 1.2 0.1 1.6 1.8 2.5 3.3
Import prices, traditional goods 1.6 -2.3 2.3 -1.9 1.1 3.9

Balance of payment
Current balance, bill. NOK -14.3 46.9 5.6 14.3 27.2 39.9

Memorandum items (Unadjusted, level)
Money market rate (3 month NIBOR) 5.7 6.4 6.4 6.0 6.0 5.8
Average borrowing rate6 7.4 8.4 8.5 8.0 7.7 7.6
Crude oil price NOK7 96.3 141.2 120.5 162.9 191.4 221.3
Importweighted krone exchange rate. 44 countries. 
1997=100 102.2 101.0 100.0 100.6 101.0 101.9
NOK per ECU/euro 8.46 8.31 8.24 8.22 8.19 8.11

1 Figures for petroleum activities now cover the sectors oil and gas extraction proper, transport via pipelines and service activities incidental to oil and gas extraction.
2 Consumption in households and non-profit organizations + general government consumption + gross fixed capital formation in Mainland Norway.
3. Figures for 1998 and 1999 are from the national accounts. The quarterly figures are from Statistics Norway’s Labour force survey (LFS), since the new quarterly national

accounts series for employment are too short for seasonal adjustment.
4 According to Statistics Norway’s labour force survey (LFS). 
5 Percentage change from same period previous year.
6 Households’ borrowing rate in private financial institutions.
7 Average spot price, Brent Blend. 
Sources: Statistics Norway and Norges Bank.
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and February. As a result of very high oil prices, the
current account surplus reached nearly NOK 40 bil-
lion in the first quarter of 2000, only moderately
lower than the result for 1999 as a whole.

Following five interest rate reductions through 1999,
the central bank raised its key rates by 0.25 percent-
age point with effect from 13 April this year and then
with half a percentage point from 15 June. The Nor-
wegian money market rate edged up in the period
surrounding the first key rate increase and is now
about 6.6 per cent, 0.8 percentage point higher than
in the first quarter. The yield on Norwegian govern-
ment bonds with residual maturities of 3 and 5 years
has risen since the beginning of the year. Credit insti-
tutions’ deposit and lending rates stood at 4.3 and 7.6
per cent respectively at the end of the first quarter,
approximately the same level as at the beginning of
the year.

Up to mid-May, the euro exchange rate fluctuated
between NOK 8 and 8.25. In the latter part of May,
however, the krone depreciated, with the euro costing
NOK 8.30. Measured by the import-weighted krone
exchange rate, the Norwegian krone has so far this
year depreciated by 4.5 per cent, partly because the
US dollar and Swedish krona have appreciated
against the euro.

Following moderate trends through the second half of
1998 and first half of 1999, growth in household con-
sumption (including consumption in non-profit organi-
zations) over the last three quarters as a whole has
been approximately on a par with the average for the
period 1993-1999. In these seven years, consumption
expanded by 3.5 per cent annually, or at about the
same rate as income. The saving ratio fell slightly in
the first part of the period but, according to prelimina-
ry figures, picked up in 1998. The pronounced rise in
the saving ratio in 1998 may be related to unusually
sharp growth in income that year as experience
indicates that it takes some time before changes in
income fully feed through to changes in consumption.
Against this background, the saving ratio might be ex-
pected to fall again from 1998 to 1999. Preliminary
figures indicate, however, that this was not the case.
This may be due to the sharp rise in interest rates at
the end of 1998, which was only partly reversed
through 1999. In relation to income, households’ net
financial assets rose substantially in 1999 to an histori-
cally record-high level.

As was the case in the previous two quarters, house-
hold spending on goods increased faster than spen-
ding on services in the first quarter of 2000. The rela-
tively strong seasonally adjusted growth in household
purchases of cars between the fourth quarter of 1999
and first quarter of this year, despite the decline in
new car registrations in the same period, must be
seen in connection with the national accounting con-
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vention which assumes that passenger cars registered
for the business sector are sold to households after
three years. The counterpart to the rise in this compo-
nent of household demand is thus an equivalent decli-
ne in a component of gross investment in the business
sector. Figures on new car registrations in the period
to end-May and in the retail sales index to end-April
point to a relatively moderate rise in household pur-
chases of goods from the first to second quarter of this
year.

Developments in house prices indicate that the de-
mand for dwellings is still rising sharply. In the year
to the first quarter of 2000, house prices rose by near-
ly 18 per cent on a national basis, to a level approxi-
mately 10 per cent above the average for last year. As
a result of problems with the compilation of building
statistics, satisfactory and up-to-date information on
housing starts is still lacking. It is likely, however, that
the historically low growth in the housing stock relati-
ve to the population over a period of several years,
combined with sharp growth in household income,
are important factors behind the persistently sharp
rise in house prices.

Preliminary QNA figures show a further rise in main-
land investment between the fourth quarter of 1999
and first quarter of this year after developments
through the second half of last year had already
brought this demand component up to the high level
prevailing in mid-1998.  Investment in private service
industries, excluding dwellings, was the main driving
force that contributed to boosting mainland invest-
ment in the first quarter. Manufacturing investment
fell to the level  recorded in the third quarter last
year, while other main components showed a relative-
ly modest change. Petroleum investment fell further
in the first quarter after exhibiting a steep decline at
the end of last year. The level in the first quarter was
about 30 per cent lower than the quarterly average
for 1999. For mainland Norway and petroleum activi-
ties as a whole, however, investment showed a mode-
rate increase from the fourth quarter to the first quar-
ter. Investment statistics for the second quarter also
point to an increase in petroleum investment through
the year, while no major changes in manufacturing
investment are expected through the remainder of the
year.

Preliminary QNA figures indicate, on an uncertain
basis, a rise in general government demand from the
fourth quarter of 1999 to first quarter of 2000 that
was approximately on a par with growth in household
consumption. If this is combined with developments
in mainland investment, the figures show relatively
strong growth in mainland demand, to a level nearly
3 per cent above the quarterly average for last year.
By way of comparison, mainland demand rose by an
average 3.9 per cent a year during the cyclical upturn
from 1993 to 1998.
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On a seasonally adjusted basis, the volume of traditio-
nal merchandise exports fell slightly in the first quar-
ter after rising fairly sharply through the second half
of last year. Exports of manufactured goods and fish
contributed to the weak result for the first quarter of
2000, while electricity exports had the opposite effect.
Figures on value from External Trade Statistics show
a shift in exports from Japan to the US in the year to
the first quarter of 2000, whereas the pattern other-
wise is relatively stable. Export prices in krone terms
have risen sharply the last two quarters, to a level that
is a good 6 per cent above the average for 1999. The
rise in prices has been particularly strong for refined
petroleum products, but metal prices have also increa-
sed considerably. This may largely be ascribed to a
rise in a number of commodity prices measured in
dollar terms as well as the considerable appreciation
of the dollar against the krone (and most other curren-
cies) during the last six months.

On the supply side, imports measured at constant
prices showed a seasonally adjusted decline (both
total and traditional goods), whereas as noted earlier,
activity in the mainland economy picked up. For gene-
ral government and goods-producing industries, exclu-
ding manufacturing, preliminary national accounts
figures show relatively buoyant growth in the level of
activity in the first quarter. Production in private servi-
ce industries pushed down the average for the main-
land economy to some extent, whereas value added in
manufacturing rose at about the same rate as this ave-
rage. Both the production index for April and develop-
ments in new orders and order backlogs point to a
fairly sluggish trend for manufacturing industry in the
second quarter.

In the QNA, the figures for changes in inventories and
statistical deviations are calculated as the difference
between total supply and total use. A comparison of
the figures for the first quarter of 2000 with the first
quarter of 1999 indicates that use was increasing
slightly faster than supply. This is consistent with a
reduction in inventories through the period, which is
in accord with the movements suggested by Statistics
Norway’s inventory statistics. For 1999, the QNA now
show a sharp decline in the item changes in inven-
tories and statistical deviations. However, this should
possibly be seen in connection with a steep rise of
about the same magnitude in 1998.

Following sharp growth from 1993 and up to the
beginning of 1998, employment has remained fairly
stable the last 18 months. Seasonally adjusted figures
from Statistics Norway’s Labour Force Survey (LFS)
indicate, however, a moderate increase during the last
6-7 months. The labour force has also shown a rising
tendency during this period and, according to the
LFS, unemployment has edged up from the relatively
low level recorded in 1998 and first half of 1999. The
sum of registered unemployed at employment offices
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and persons participating in ordinary labour market
programmes has also increased over the last three
quarters, and the number of people laid off (entirely
and in part) has almost reached the level recorded in
1996. However, the number of vacancies at employ-
ment offices, which exhibited a slightly falling trend
from the summer of 1998, has edged up this year.
Viewed in relation to developments in unemployment,
this may be an indication of a greater mismatch be-
tween the composition on the supply and demand
side in the labour market.

As an average for the first four months of the year,
the consumer price index was 2.8 per cent higher
than in the same period last year. Prices showed a
year-on-year rise of 2.6 per cent in April. So far this
year, movements in prices for petrol, electricity, bever-
ages and tobacco as well as a number of services have
contributed to pushing up price inflation, whereas the
development of telecommunication rates and prices
for food, clothing and footwear have had the opposite
effect. The harmonized index of consumer prices rose
by 2.7 per cent from the first quarter of 1999 to the
first quarter of 2000, 0.8 percentage point more than
in the EU and 0.7 percentage point more than in the
same period one year earlier.

The results of the wage settlement so far this year
point to growth in (disbursed) wages per normal man-
year of about 4 per cent. Furthermore, employers will
incur additional costs in connection with two extra
vacation days next year.

The current account of the balance of payments
showed a surplus of NOK 39.9 billion in the first quar-
ter, compared with a small deficit in the same period
in 1999. The higher value of oil and natural gas ex-
ports accounted for most of the increase in the cur-
rent account surplus in this period. Of the NOK 36.6
billion increase in this export component, about 90
per cent can be ascribed to the sharp rise in prices. De-
spite a considerable increase in Norway’s net foreign
assets over the past year, the deficit on the interest
and transfers balance increased by NOK 1.5 billion
between the first quarter of 1999 and first quarter of
2000. This may be related to a shift in the composi-
tion of Norwegian foreign assets from interest-bearing
paper to other securities.

Outlook for the remainder of 2000 and 2001

Cyclical upturn among trading partners

As in our February report, market growth for Nor-
way’s traditional exports is expected to be consider-
ably higher this year and next than in 1999. Prices for
important Norwegian export goods have also picked
up from the low levels seen a few years ago. Mainland
enterprises’ ability to benefit from this growth de-
pends on their competitiveness. As a result of the fair-
ly high rise in costs in Norway in recent years, market

shares both abroad and in the domestic market must
be expected to decline. It is therefore assumed that
growth in traditional merchandise exports will be
lower than implied by market growth abroad.

In the spring of 2000, oil prices reached a very high
level, both measured in dollar terms and, not least, in
krone terms. The very high oil prices recently obser-
ved are not in OPEC’s long-term interest since it proba-
bly will result in a noticeably lower market share for
OPEC after a few years, if it should be continued. It
must therefore be assumed that OPEC will increase its
production in order to reduce the oil price. We as-
sume that oil prices will gradually fall to USD 22 a
barrel at the beginning of 2001. Along with a projec-
ted weaker dollar exchange rate (see below), this im-
plies a substantial decline in the oil price measured in
krone terms from 2000 to 2001.

Monetary policy and estimates for exchange
rates
The Norwegian krone has depreciated considerably
this year. Measured against the import-weighted
krone exchange rate (44 countries), the krone depre-
ciated by almost 5 per cent from the end of 1999 to
end-May this year. The krone has depreciated little
against the euro, and is now in the middle of what
was previously perceived as the normal range against
the euro. We expect this to be the case also in the
period ahead. The krone has depreciated against the
dollar for several years, but this is now in the process
of being reversed. A common projection is that the ex-
change rate between the dollar and the euro will chan-
ge substantially over the next year or so. We assume a
euro-dollar exchange rate of 1.10 early next year.
Today, the exchange rate is approximately the reverse.

The sizeable depreciation of the krone  has contri-
buted to a pronounced rise in import prices. Com-
pared with the first quarter of 1999, import prices for
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traditional goods have risen by about 5 per cent.
Following a sharp fall from the fourth quarter of 1998
to the first quarter of 1999, there were clear signs of
an increase through the remainder of 1999, and parti-
cularly in the first quarter of 2000. We assume that
the exchange rate for the euro, Swedish krona and
yen will remain at approximately the current level,
while the exchange rates for a number of other curren-
cies will depreciate approximately in step with the
dollar. In that case, the import-weighted krone
exchange rate will appreciate slightly in the period
ahead, and return to the level in 1999 at the begin-

ning of 2001. This will contribute to a slightly higher
rise in import prices in 2000 than we assumed earlier,
but a lower rise in import prices in 2001. According to
our model-based calculations (KVARTS), the effect of
this will be somewhat higher domestic price inflation
in 2000 and lower price inflation in 2001.

The Norwegian money market rate has edged up
through 2000 and has been slightly higher than en-
visaged in our previous quarterly report. Many expect
a further rise in Norges Bank’s key rates during the
year because the central bank has revised upwards its

Main economic indicators 1999-2001. Accounts and forecasts 
Percentage change from previous year unless otherwise noted

Forecasts
                                                                                                                       

2000 2001
Accounts                                                                                                                                                    

1999 SN MoF NB SN MoF NB

Demand and output
Consumption in households and non-profit organizations 2.4 2.7 2.9 2 3/4 2.1 3.0 2 1/2
General government consumption 2.7 2.0 1.9 2 1/4 2.1 1.7 2
Gross fixed investment -5.6 -3.4 -6.3 -5 3/4 -0.6 -2.5 3/4
 Petroleum activities -12.6 -21.8 -23.5 -20 -3.5 -17.6 -5
 Mainland Norway -2.1 2.8 1.5 -1 1.0 1.3 2 3/4
  Firms -3.3 0.9 0.3 -3 0.5 1.1 2
  Housing -2.2 11.2 5.4 7 3/4 8.9 8.9 6
  General government 1.3 1.5 1.8 -1 1/2 -4.0 -3.9 2
Demand from Mainland Norway1 1.6 2.5 .. 1 3/4 1.9 .. 2 1/2
Stockbuilding2 -1.3 -0.1 0 .. 0.0 -0.1 ..
Exports 1.7 4.5 7.2 6 3/4 5.8 6.1 5
 Crude oil and natural gas -0.1 11.1 13.1 10 7.4 7.5 6 3/4
 Traditional goods 2.6 4.5 5.4 6 4.6 4.8 4 1/2
Imports -3.1 -1.1 0.7 1 3.7 2.9 3 1/2
 Traditional goods -2.0 0.1 2.6 1 1/4 4.0 3.8 3 3/4
Gross domestic product 0.9 3.1 3.1 2 3/4 2.5 2.8 2 3/4
Mainland Norway 0.8 1.7 1.8 1 1/2 1.7 1.9 2

Labour market
Employed persons 0.7 0.6 0.3 0 0.4 0.6 1/4
Unemployment rate (level) 3.2 3.6 3.6 3 1/2 3.9 3.6 3 3/4

Prices and wages
Wages per standard man-year 5.2 4.1 3 3/4 3 3/4 4.0 .. 4
Consumer price index 2.3 2.8 2.6 2 3/4 1.9 2.33 2
Export prices, traditional goods 0.1 8.8 4.1 3 1/2 -0.7 1.8 1 3/4
Import prices, traditional goods -2.3 4.3 1.8 1 3/4 -0.6 1.0 1 1/4
Real prices. dwellings 7.5 9.7 .. 9 1/2 4.4 .. 5

Balance of payment
Current balance (bill. NOK) 46.9 158.1 152.7 148 151.4 119.5 129
Current balance (per cent of GDP) 3.9 11.7 11.4 11 11.0 8.9 9 3/4

Memorandum items:
Household saving ratio (level) 6.8 6.1 6.9 6 6.7 6.3 6
Money market rate (level) 6.4 6.3 6.4 6.2 6.6 6.2 6.2
Average borrowing rate (level)4 8.4 8.1 .. .. 8.4 .. ..
Crude oil price NOK (level)5 142 207 190 203 165 145 158
International market growth 5.4 6.9 .. .. 6.6 .. ..
Importweighted krone exchange rate (44 countries)6 -1.2 2.0 .. 0.4 -1.9 .. 0.0

1 Consumption in households and non-profit organizations + general government consumption + gross fixed capital formation in Mainland Norway
2 Change in stockbuilding. Per cent of GDP.
3 The consumption deflator.
4 Households’ borrowing rate in private financial institutions.
5 Average spot price Brent Blend.
6 Increasing index implies depreciation.
Sources: Statistics Norway (SN), Ministry of Finance, Revidert nasjonalbudsjett 2000 (MoF), Norges Bank, Penger og kreditt 2000/1 (NB).
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projections for economic growth in Norway this year.
For the remainder of 2000, KVARTS predicts money
market interest rates at about the current level given
the forecasts that have otherwise been presented (see
table). In this survey, we have therefore assumed a
money market rate slightly above 6.5 per cent from
the third quarter to the end of the projection period.
Given the rise in interest rates projected for the euro
area, the interest rate differential between Norway
and the euro will be 1.5 per cent at the end of this
year.

This assumption implies an interest rate that is a little
more than half a percentage point higher this year
and a good one percentage point higher in 2001 than
the level projected in our previous quarterly report.
According to our calculations, an increase in interest
rates will contribute to curbing the level of activity
somewhat the first year, but considerably more the
following year (see separate box). The difference in
interest rate movements therefore explains much of
the reduction in growth in mainland activity com-
pared with our projections in February.

Cyclically neutral fiscal policy
According to the Revised National Budget for 2000,
fiscal policy this year can be characterized as cyclical-
ly neutral. Growth in general government consump-
tion and gross investment is estimated by the Govern-
ment to be about 2 per cent in 2000. Our calculations
are based on approximately the same assumptions.
For 2001, we assume that growth in general govern-
ment consumption will be about the same as in 2000
whereas, in line with the Revised National Budget, we
project a decline in general government investment of
about 4 per cent.

Our calculations do not incorporate any major
changes in direct and indirect taxes. In the Revised
National Budget, a number of minor changes in direct
and indirect taxes have been proposed for this year,
which altogether are revenue-neutral. It is still some-
what uncertain how the changes in agricultural sup-
port will be implemented, and at this point in time we
have not taken account of these changes in our calcu-
lations. The changes probably point to slightly lower
price inflation than indicated by our projections.

For 2001, the Government has announced fairly exten-
sive changes in indirect tax policy. First, changes will
be proposed in the VAT system by introducing VAT on
a number of services which today are exempt from
VAT. Part of the higher revenues that will accrue to
the Treasury will be used for reducing special excise
duties for goods that influence the scale of cross-
border shopping, including excise duties on alcoholic
beverages. In addition, the Government has announ-
ced that it wants changes in tax rules that can have an
equalizing effect on the distribution of income. How-
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ever, such changes in the indirect tax programme
have not been incorporated in the current calculations.

New impetus from petroleum activities?
Revised national accounts figures for 1999 show a
decline in petroleum investment of 12.6 per cent from
the previous year. So far, we have assumed that the
decline will be more than 20 per cent this year. The
trebling of oil prices measured in krone terms com-
pared with two years ago, along with increased confi-
dence that OPEC can adjust its production with a
view to achieving an oil price of between USD 22 and
28 a barrel, are boosting profitability and current and
expected earnings in oil companies to the extent that
it must be assumed they will revise upwards their in-
vestment plans in the period ahead. Even though the
oil companies’ own estimates still imply a consider-
able decline in investment next year, we assume that
investment will only fall marginally. Again, there is
reason to emphasize the uncertainty of the estimates
for future investment plans reported by oil companies.

Oil and gas production is expected to expand consider-
able this year. Along with higher prices in NOK, this
will contribute to sizeable current account surpluses.
Higher production will also result in an increase in
the demand for labour and intermediate goods in pe-
troleum activities, which in turn will have effects on
the mainland economy. Compared with our earlier
projections, growth has been revised upwards in 2001.

Household income and demand
Although the spring wage settlement has not been
fully completed, the results indicate that wage growth
for a normal man-year will be about 4 per cent in
2000. This is marginally higher than was assumed in
our previous report. Along with slightly higher price
inflation, this means that real wage growth in 2000
will be approximately the same as we projected
earlier. Somewhat higher growth in production and
employment in 2000 than projected earlier (see be-
low) will, in isolation, make a positive contribution to
growth in household income. All in all, growth in
households’ real income is therefore projected at 2.1
per cent in 2000, while consumption growth is estima-
ted at 2.7 per cent, the same as earlier. Real interest
rates for households will be reduced somewhat from
1999 to 2000, which helps to explain the reduction in
the household saving ratio (see separate box). These
estimates entail a decline in the household saving
ratio of a good half a percentage point from 1999 to
2000. In line with earlier projections, housing invest-
ment is expected to show a substantial rise in 2000.

The spring wage settlement has to a greater extent
than usual also established a framework for next
year’s wage growth. In addition to an increase in vaca-
tion days for most groups, wage growth next year will
be approximately the same as in 2000. Along with
noticeably lower price inflation next year than in

The effect of higher interest rates

Effects of a 1 percentage point increase in interest rates with a
given nominal exchange rate
Deviation from the level in the baseling scenario per cent
                                                                                                  

First year Second year
                                                                                                  
Consumption in households -0.5     -1.4
Gross fixed capital formation -0.3 -1.6
Exports -0.0  0.0
Imports -0.3 -1.1
Mainland GDP -0.2 -0.7

Employed persons -0.1 -0.3

Wages -0.0 -0.2
Consumer price index (CPI) 0.1  0.2

                                                                                                          
Source: Statistics Norway.

The table shows some effects of higher money market rates ba-
sed on calculations using the macroeconometric model KVARTS.
Initially, higher interest rates have the greatest effect on house-
hold consumption and housing investment.

• Households have higher debt than financial assets that are
influenced by changes in short-term interest rates1. Higher
interest rates therefore contribute to lower household income.

• Higher interest rates mean that consumption “now” in re-
lation to consumption “later” is relatively more expensive,
which in the short and medium term contributes to lower
demand and higher saving.

• Housing costs increase, with a decline in the demand for
housing stock. Prices for existing dwellings are thereby
reduced. Household wealth is reduced and it is relatively
more expensive to build new dwellings. Both elements
point to lower demand.

• House rents increase so that real disposable income is redu-
ced in relation to what it otherwise would have been.

Household demand is reduced through lower real disposable in-
come, but the saving ratio also increases. Lower demand results
in lower imports and Norwegian production, lower employment
and slightly higher unemployment. This results in a slightly lower
wage level, but here the effect largely depends on the extent of
pressures in the labour market at the start. The calculations have
been made on the basis of our baseline scenario (see main table)
where pressures in the labour market are receding to some ex-
tent over the next few years, and this has a dampening effect on
wages. It is worth noting that consumer prices increase as a re-
sult of higher interest rates because house rents rise. Enterprises
also experience higher costs as a result of higher interest rates,
but in KVARTS there is no direct cost effect of this on prices. The
effect of the increase in house rents would have been slightly re-
duced if we had looked at the harmonized index of consumer pri-
ces (HICP). Lower wages will generally reduce prices for goods
and services other than house rents, and towards the end of the
second year traditional merchandise exports begin to rise slightly.

The projection of higher interest rates in this report compared
with the previous report explains to a large extent why we now
assume that household consumption will be lower in 2001 than
in 2000.

1 Households have a net financial asset position. However, a considerable
portion of the financial wealth relates to pension insurance for which the
return is influenced only to a relatively limited extent by changes in short-
term money market rates. In the calculations, only interest rates on bank
deposits and loans in private and public credit institutions are influenced by
the money market rate.
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2000 (see below), this will result in higher income
growth for households. This will push up household
demand, although higher interest rates will have the
opposite effect. Longer holidays also mean that
people have replaced work and income with leisure,
which seen in isolation will result in lower production
and consumption in an economy with near full em-
ployment. All in all, growth in household demand is
expected to be lower next year, although this will not
reduce pressures in the economy to the same extent
inasmuch as an increase in the number of vacation
days will reduce the productive potential somewhat.

Small changes in mainland investment
After levelling off in 1998, investment fell in 1999.
For 2000, the figures for the first quarter show some
increase compared with the low level at the beginning
of 1999, but it is assumed that this does not actually
foreshadow renewed growth. No major changes in
fixed investment are expected in manufacturing and
the power supply sector in the period ahead. Even
though general government investment may edge up
this year, it will probably fall in 2001. Service indust-
ries may record some increase, but this is expected to
be very moderate. Moderate growth in the economy
and the sizeable level of investment through the pre-
vious upturn imply only minor changes in mainland
enterprises’ investment as a whole in the period
ahead. Housing investment, on the other hand, may
increase to some extent, cf. above.

The effect of additional vacation days in
the national accounts

In the national accounts, normal man-years worked is defined as
the number of full-time employed plus part-time employed con-
verted to full-time equivalents. Man-hours worked is defined as
actual man-hours worked including overtime but excluding
absences for vacation, illness, etc. The increase in vacation days
in 2001 and 2002 (two additional vacation days each year) will
therefore in isolation contribute to lower growth in man-hours
worked these two years. Normal man-years worked, however,
will not be directly affected by additional vacation days.

In the national accounts, wages are generally defined on the
basis of the disbursement principle. This means that holiday pay
is registered in the year of payment and not the year it is earned.
The increase in accrued holiday pay in 2000 and 2001 that is
necessary to cover the additional vacation days the following
years will therefore not influence growth in wages per normal
man-year as this is calculated in the national accounts. In isola-
tion, however, wages per man-hour worked will rise more than
wages per normal man-year in 2001 and 2002 due to additional
vacation days.

Compensation of employees comprises in the national accounts
wages and salaries plus employers’ social security and pension
premiums. Employers’ social security and pension premiums inclu-
de employers’ contributions to the National Insurance Scheme
and other social security and pension premiums. Earned, but not
yet disbursed holiday pay is not included as part of compensation
of employees in the national accounts. This means that the in-
crease in vacation days will not result in higher growth in com-
pensation of employees per man-hour until 2001.
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Moderate growth in the mainland economy
Mainland GDP rose by about 1 per cent from 1998 to
1999. Through 1999, however, there were signs of a
slightly higher growth rate, which has continued into
2000. An increase in investment has contributed to
this along with weaker-than-expected imports. De-
spite a strong cyclical expansion abroad, traditional
exports have exhibited a relatively weak trend, and
growth has been noticeably lower than market
growth abroad. A loss of market shares must partly be
seen against the background of deteriorating cost com-
petitiveness.

Growth in general government purchases of goods
and services will be about 2 per cent this year, where-
as the decline in investment may contribute to lower
growth next year. Growth in imports in the period
ahead, which is partly related to higher import shares,
will also contribute to reducing growth in the main-
land economy next year. Slightly lower petroleum in-
vestment next year will also depress growth. Growth
in household demand will help to maintain growth in
the Norwegian economy both this year and next, but
the growth impetus from this demand component is
now expected to taper off in the period ahead due to
higher interest rates. All in all, we therefore assume
that the growth rate will not increase from 2000 to
2001, as was envisaged earlier.

Slight rise in unemployment
Figures from Statistics Norway’s Labour Force Survey
(LFS) show a clear increase in unemployment
through the second half of 1999 and into 2000. In our
calculations, unemployment on a seasonally adjusted
basis remains at approximately the same level as in
the first quarter until the end of the year, but edges
up next year. Employment is assumed to rise by 0.6
per cent this year and 0.4 per cent next year, which is
slightly weaker than in 1999 but far weaker than in
the previous five years.

Lower wage growth, higher price inflation
According to preliminary national accounts figures,
wages per normal man-year rose by 5.2 per cent in
1999 after having increased as much as 6.5 per cent
the previous year. The spring wage settlement sug-
gests that wages, measured in this way, will increase
appreciably less this year, estimated at 4.1 per cent.
The contractual increase in vacation days will already
increase enterprises’ accrued expenses this year, while
the effect for employees will not be felt until next
year, as ordinary wages in the expanded holiday pe-
riod. A separate box describes how the increase in
number of vacation days will be accounted for in the
national accounts. An additional element is that as
there are two fewer working days this year compared
with 1999, wage growth measured per man-hour wor-
ked will therefore probably be considerably higher
than when measured per normal man-year.

In connection with this year’s wage settlement, con-
tractual pay increases for next year were also agreed
to large extent. For most groups, the contribution to
annual wage growth appears to be slightly less than
last year. Teacher groups will not increase their num-
ber of vacation days, and will be compensated for this
by a separate pay increase with effect from 1 January
2001, equivalent to 1.6 per cent on an annual basis.
The collective agreement in the retail trade sector sti-
pulates that part-time employees can choose higher
wages as a substitute for an increase in vacation days.
All in all, growth in wages per normal man-year in
2001 is set to be about the same as in 2000. In 2001,
there is one working day less than in 2000 in addition
to the two extra vacation days. This implies that
wages per man-hour also in 2001 will increase at a
faster pace than wages per normal man-year.

The consumer price index is projected to rise by 2.8
per cent this year, against 2.3 per cent in the previous
two years. The higher rate of inflation may largely be
ascribed to higher oil prices and the depreciation of
the Norwegian krone in 2000. Next year, price infla-
tion is expected to slow, largely fuelled by the same
factors: Instead of pointing to higher prices as is the
case this year, the projected movements in oil prices
and the exchange rate will point to lower prices next
year. The consumer price index is projected to rise by
1.9 per cent from 2000 to 2001.

Large current account surpluses
It appears that the current account surplus will be
very high this year. Even with a pronounced reduction
in oil prices later in the year, the current account sur-
plus may reach NOK 158 billion. On an annual basis,
the oil price in NOK is reduced by 20 per cent from
2000 to 2001. However, as a result of an appreciable
rise in oil and gas production and a lower deficit on
the interest and transfers balance, the current account
surplus will only be reduced to NOK 151 billion.

1992 1994 1996 1998 2000
1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

Norway
Trading partners

Consumer price indices
Percentage growth

Source: Statistics Norway

Economic trends Economic Survey 2/2000

20



Supply and demand for different 
kinds of labour*

Nils Martin Stølen

The labour force is composed of persons with different kinds of education and different qualifications. If
supply and demand do not grow at the same path, shortages or surpluses of different labour categories may
arise. On the basis of demographic and economic models developed in Statistics Norway, it is possible to
project possible future imbalances in the labour market. Given the assumptions applied, these projections
show that there may continue to be a shortage of physicians, nurses and auxiliary nurses the next few years.
Low recruitment to engineering studies may also result in a shortage of this category. The increased number
of students the last decade may, on the other hand, imply an excess supply of social scientists. This may to
some extent also be the case for lawyers and humanists.

Introduction
According to figures from the national accounts, em-
ployment in Norway rose by as much as 226 000 per-
sons from 1993 to 1998. Even though the sharp
growth in employment has resulted in an increase in
the labour force, unemployment has also declined.
Measured as an annual average, and applying the de-
finition used by The Labour Force Surveys (LFS), un-
employment decreased to 3.2 per cent of the labour
force in 1998, against more than 6 per cent in 1993. A
shortage of several kinds of labour has been regis-
tered the last few years. Wage developments in 1998
and 1999 also indicate pressures in some labour mar-
ket segments.

The labour force is composed of people with different
kinds of education and qualifications. If supply and de-
mand for different types of labour do not grow at the
same path, the shortage of labour in some sectors
may be so great that wage growth accelerates even if
there are still several people unemployed in other
parts of the economy. A shortage of some kinds of
skilled labour may also restrict the possibilities of im-
plementing high-priority tasks in society. It is there-
fore important to have an overview of potential imbal-
ances in the labour market and how these imbalances
can develop in the years ahead. Such knowledge may
assist the authorities in the adaptation of capacity in
various educational institutions.

In order to obtain greater insight into these issues,
Statistics Norway has developed a model for project-

ing supply and demand for various kinds of labour by
education. The model is based on Statistics Norway’s
macroeconomic and demographic models, and there-
fore provides a picture that is consistent with projec-
tions from these models. However, due to the uncer-
tainty concerning macroeconomic developments, pol-
itical priorities, changes in various sectors’ demand
for different kinds of labour, as well as changes in
propensities to study, the results must be interpreted
with caution. The composition of employment in
various industries may, for example, be influenced by
the supply of persons with different educational back-
grounds, and expected imbalances in the labour mar-
ket can influence the choice and level of education.
The projections must therefore be interpreted as esti-
mates of developments in the labour market given
certain assumptions, and not as forecasts for trends in
unemployment for different kinds of labour. In import-
ant public sectors, such as the health and social sector
and the education sector, political priorities will be of
considerable importance both in terms of supply and
demand for different kinds of labour. A more detailed
planning tool has therefore been developed for these
areas for use in the ministries concerned.

Statistics Norway’s general model for projections of
supply and demand for different kinds of labour is
documented in Drzwi et al. (1994). An updated appli-
cation was published in Cappelen and Stølen (1994).
Later, results based on updated assumptions have
been published as part of Statistics Norway’s Econ-
omic Survey of the previous year, most recently in
Statistics Norway (1998).

Since the publication in 1998, the underlying material
in the model has been extensively updated. This ap-
plies to:

* Thanks to the Division for Population and Education Statistics for quality assurance by preparing updated information on education. I would also
like to thank Ådne Cappelen, Knut Moum and Dennis Fredriksen for useful comments on earlier versions.

Nils Martin Stølen is Head of Division for Public Economics.
(nils.martin.stoelen@ssb.no)
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• New supply projections based on updated and im-
proved assumptions concerning choice of education

• New macroeconomic calculations of importance for
the demand for labour in various sectors

• Transition to new industry classifications in accord-
ance with international recommendations (NACE)
and subsequent adjustments of the industry classifi-
cation in Statistics Norway’s macroeconomic models

• The main revision of the national accounts, which
has resulted in an upward adjustment of the esti-
mates for employment in various service industries

• Updated information on the composition of employ-
ment by different categories of education in each
sector

• Reconciliation of the supply and demand side
according to the composition of unemployment by
education in 1997 (compared to 1995 in Statistics
Norway (1998))

Among these factors, the updated supply projections
have been of greatest importance to the results for
various categories of education.

Supply of labour by education
The projection of supply of various categories of la-
bour by education is based on the demographic micro-
simulation model MOSART (see Fredriksen, 1998). In
the calculations, the number of economically active
persons with a given education is increased by the
supply of recent graduates, while further education,
transition to social security or withdrawal from labour
force activity for other reasons result in a reduction.
The projection of the number of students is based on
propensities to study from 1993, and it is assumed
that the educational propensities remain unchanged
at this level throughout the projection period. Even
though the changes in propensities to study have not
been as great as in the period from 1987 to 1993, the
time that has elapsed since the last updating increases
the uncertainty of the results. However, work has
been in progress to update the propensities to study
so that they correspond to the situation in 1997.
Revised projections for developments in the labour
market will probably be published in half a year.

One limitation of supply projections in MOSART is
that they are exclusively based on demographic char-
acteristics. Economic factors that might influence
labour force participation for various groups are not
included. However, these factors are included in the
macroeconometric model MODAG (see Cappelen
1992) where labour force participation for a rough
classification of the population by gender and age
(but not education) is influenced, among other fac-
tors, by unemployment and wage conditions. Total
labour supply is therefore projected using MODAG,

while the results from MOSART are used to distribute
the total supply on different categories of education.

Labour supply projections for the main categories of
education are shown in table 1. When conscripts and
foreigners in ocean transport are disregarded, labour
supply is estimated to grow by 215 000 persons, or
9.5 per cent, from 1997 to 2010. Of this, 97 000 per-
sons can be ascribed to demographic factors related to
growth in the working-age population. The remainder
may be ascribed to an assumption of a further rise in
the labour force participation rates for women and
youths, but at a slower pace than through the period
of economic growth from 1993 to 1998. After the in-
crease of more than 30 000 persons in the labour
force in 1998, a slower rate of growth in the Nor-
wegian economy indicates that labour supply only
may expand by about 10 000 persons a year in the
period 1999-2004. This is slightly higher than the
growth implied by demographic factors. Experience
shows that a possible growing shortage of labour from
around 2005 may have a positive effect on labour
force participation for women and youths, so that the
growth in the labour force may reach between 15-
20 000 a year from 2005 to 2010.

The sharp rise in capacity at universities and colleges
the past decade is the main reason why labour supply
for the group with education at the university/college
level (lower degree) is projected to increase by
180 000 persons, or 38 per cent, from 1997 to 2010.
The labour force for the group with the highest univer-
sity/college education may increase by nearly 45 per
cent in the same period. Persons with a university de-
gree in social sciences are expected to record the
sharpest increase. A considerable growth is also ex-
pected for the humanities, law and among health per-
sonnel at college level. The labour supply from engin-
eers, on the other hand, is only expected to show a
slight increase.

For persons with an upper level secondary school edu-
cation, labour supply may increase by about 210 000
from 1997 to 2010, and approach 1 million. The num-
ber of persons with only primary school/lower level

Table 1. Supply of labour by education 1997-2010. 
1 000 persons

1997 2000 2005 2010

Primary school/first year upper 
secondary school 821 754 646 558
Secondary school, 2-3 years 789 846 919 999
University/college level (four year 
programme) 470 520 583 650
University/college level over four years 114 127 148 165
Unspecified 70 79 92 106

Total* 2 263 2 325 2 388 2 478

* Excluding conscripts and foreigners in ocean transport
Source: Statistics Norway
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secondary school education shows a clear downward
trend as the oldest segments of the population with a
relatively high share of only primary education reach
retirement age. An increase in the number with unspe-
cified education in the projections of the labour sup-
ply contributes to some uncertainty concerning the
distribution of labour supply by education.

Outlook for employment trends in various
sectors
The projections of demand for labour are based on cal-
culations using Statistics Norway’s macroeconometric
model MODAG from the summer of 1999. Even
though 1996 was the base year for the projections,
they were reconciled with preliminary national ac-
count figures for actual developments in 1997 and
1998. The relatively sharp growth in employment that
took place in these years has thus been incorporated.
The calculations for 1999 and 2000 are based on the
assumption that the demand stimulus from both
Norway and abroad will be weaker than in previous
years. This will result in modest employment growth.
Information concerning employment changes in 1999
based on Statistics Norway’s Labour Force Surveys
(LFS) also indicate a noticeably slower growth in em-
ployment compared to the recent years.

The turnaround in the Norwegian economy is partly
due to more sluggish growth in traditional merchan-
dise exports and a weaker development in mainland
investments in 1998 and the beginning of 1999. Petro-
leum investments have also fallen sharply in 1999
after the peak level recorded in 1998. Along with in-
creasing costs in 1998 and 1999, the weaker develop-
ment in investments and slower growth in merchan-
dise exports will contribute to a slow trend in Nor-
wegian manufacturing industry, with a fall in employ-
ment. The turnaround will also gradually affect con-
struction, and probably contribute to lower employ-
ment in this industry. Developments in household con-
sumption also slowed down during 1999. This will
contribute to lower employment growth in wholesale
and retail trade and other private services. Employ-
ment in the public sector is also assumed to show only
a moderate increase as a result of a relatively tight fis-
cal policy. However, employment may grow in e.g.
the health and social sector as a consequence of re-
forms that have already been approved. As a result of
this and the possibility of decisions on further re-
forms, public sector employment is assumed to show
a slightly stronger growth than in the baseline projec-
tion in the previous Government’s Long Term Pro-
gramme (Ministry of Finance 1997).

Regarding total employment the projections show
only a modest growth in the period to 2002. In-
asmuch as the labour force is expected to increase
slightly due to demographic factors, unemployment
may increase. In the calculations, unemployment is
estimated to reach about 4.4 per cent in 2002,

measured by the LFS definition. However, this is
considerably lower than the previous unemployment
peak recorded in 1993. The development after 2002
is estimated more uncertain, but the Norwegian
economy may exhibit a more positive trend, with a
moderate growth in employment. As this may stimu-
late labour force participation, growth in the labour
force also may pick up, and unemployment is ex-
pected to decline only moderately up to 2010.

Estimates for changes in the labour force, unemploy-
ment and employment by industry from 1997 to 2010
are shown in table 2. As a result of the cyclical down-
turn and technical progress, manufacturing employ-
ment is expected to fall considerably. A negative em-
ployment trend will probably also be seen in the pri-
mary industries and ocean transport.  Over a longer
period a greater number of people may be employed
in construction, domestic transport, wholesale and
retail trade and other private services. However, the
sharpest growth in employment in the period to 2010
is expected to take place in the public sector, which is
less affected by a sluggish economic development in
2000 and 2001 than other sectors. On the assumption
of a moderate improvement in standards and cover-
age, the health and social sector, and to some extent
the education sector, are expected to account for most
of the increase in public sector employment. Employ-
ment growth is assumed to be very modest in public
administration, and in the defence sector the number
employed may decline.

Demand by different categories of education
Employment in various sectors of the economy con-
sists of persons with different kinds of education, and
the composition differs across industries. As noted ear-
lier, a shift in the composition of industries will there-
fore in itself contribute to changes in the need for dif-
ferent kinds of labour. In addition, shifts in the compo-
sition within each sector may occur.

The projections are based on the educational distribu-
tion of the employed from 1997. During the last 20

Table 2. Projection of the labour force, unemployment
and employment. 1997-2010. 1 000 persons

1997 2000 2005 2010

Labour force* 2 306 2 365 2 424 2 509
Unemployment 93 90 109 104
Employed* 2 213 2 274 2 314 2 405
- Primary industries 101 103 97 91
- Manufacturing 319 308 283 263
- Oil and ocean transport 64 66 58 50
- Construction, power supply 135 138 140 148
- Wholesale and retail trade 315 319 322 328
- Domestic transport 151 151 142 156
- Other private services 448 479 504 537
- Public sector 680 710 769 832

* Including conscripts and foreigners in ocean transport.
Source: Statistics Norway
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years the shares of persons employed with secondary
school and higher education have been rising consid-
erably in most industries. It is assumed that the
growth in these shares will continue, but there is con-
siderable uncertainty associated with the magnitude
of this growth. In several sectors many of the tasks
can be performed by educational categories that are
closely related, and there is thus a tendency for the
composition of employment to be influenced by the
composition of supply.

On the basis of the assumptions above, the demand
for most kinds of labour with secondary or higher edu-
cation is likely to increase in the period to 2010.
Table 3 shows that the increase, both relatively and
absolutely, will be greatest for those with college edu-
cation and university level of lower degree (up to four
years). This particularly applies to different types of
health personnel due to the assumption of continued
growth in the health and social sector, and the likeli-
hood that trained personnel will perform an increas-
ing number of tasks at the expense of the unskilled.
Among other labour groups with university or college
education, growth in demand is also expected to be
considerable for those who have studied economics
and administration, social sciences, humanities and
for teachers. There will also be a substantial need for
more engineers and graduate engineers, although the
projected sluggish development in some manufactur-
ing sectors and construction the next few years imply
that demand will not increase to the same extent as
for the groups mentioned above. A modest growth in
public administration is one of the reasons for a more
sluggish increase in the need for lawyers, but the
share of this educational category will expand in most
sectors.

Even though the need for persons with different types
of secondary education also may increase, the clear
shift towards university and college education implies
slower growth for this group. The projected weak
developments in manufacturing and construction the
next few years may naturally contribute to limiting
the growth in demand for persons with secondary
vocational education in these sectors. The need to

replace unskilled labour nevertheless indicates an ap-
preciable increase in demand. For similar reasons the
need for persons with only primary school will fall.
Growth in some service sectors with a high proportion
of tasks that do not strictly require a formal education
nevertheless may weaken the decreasing demand for
this educational group.

Possible imbalances in the labour market in
the years ahead
By comparing the projections for supply and demand
for various kinds of labour it is possible to obtain an
indication of possible imbalances that may arise in the
future. However, the results must be interpreted in
the light of the underlying assumptions, and a consid-
erable uncertainty may exist. If imbalances arise in
the labour market for an educational category,
counteracting mechanisms will in practice take effect.
With a shortage of one category of labour, persons
with a closely related education will often be hired.
Conversely, if there is an excess supply of one ca-
tegory of trained labour, such persons may enter re-
lated areas or areas that do not necessarily require
such a lengthy education. Young people’s choice of
education may be influenced by the prospect of
possible imbalances and, as noted earlier, one of the
purposes of the projections is to assist the authorities
in determining educational capacity in various areas.
As the mechanisms mentioned above are not incorpor-
ated in the model, the calculations may provide an
exaggerated picture of the imbalances.

A comparison of tables 1 and 3 shows that there may
be an excess supply of some groups with higher educa-
tion. As shown in figure 1, this primarily relates to per-
sons who have studied social sciences, both with a
lower and higher degree. Even though it is likely that
the demand for this group may show a clear increase,
the high number of students choosing this area at the
beginning of the 1990s means that supply may in-
crease faster than demand. The propensity to study
social sciences at a higher level also appears to have
continued to increase from 1993 to 1997. Even
though there may be too many social scientists in rela-
tion to requirements, it is unlikely that many persons
in this category will be unemployed since most of
them may find employment in areas where lower edu-
cational attainment levels would probably have been
sufficient. The same applies to those who have stu-
died the humanities, but not to the same extent as for
social scientists. The projected weak increase in the
number employed in public administration also con-
tributes to limiting the growth in demand for lawyers.
Despite lower propensities to study in the last years,
there may thus be an excess supply for this category
of education. As with social scientists, it is however
unlikely that many persons with this education will be
unemployed.

Table 3. Demand for different kinds of education 
1997-2010. 1 000 persons

1997 2000 2005 2010

Primary school/first year upper 
secondary school 774 714 621 581
Secondary school, 2-3 years 761 825 880 922
University/college level (four year 
programme) 461 508 575 646
University/college level over four years 112 123 138 155
Unspecified 62 64 66 69

Total* 2 170 2 234 2 279 2 374

*Excluding conscripts and foreigners in ocean transport
Source: Statistics Norway
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Figure 1. Developments in supply and demand for different kinds of labour 1997-2010. 1 000 persons
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As a result of an appreciable growth in the health sec-
tor and the replacement of unskilled personnel by la-
bour with higher education, the results presented in
figure 1 indicate a persistent shortage of physicians,
nurses and auxiliary nurses. A decline in the number
of persons applying for education as auxiliary nurses
in recent years along with a fairly high percentage of
older auxiliary nurses also imply that supply of this
kind of personnel will remain virtually unchanged in
the years ahead. On the other hand the results from a
more detailed projection drawn up for this sector, pub-
lished in Rogdaberg and Stølen (1999), indicate ex-
cess supply for physiotherapists, child welfare workers
and social workers. The projected excess supply for
these groups is caused by a sharp rise in educational
capacity in the last years.

The projections of the supply of engineers only show
a modest increase in the years ahead. This is related
to fewer numbers graduating each year compared
with a few years ago. At the same time, the number of
engineers reaching retirement age is fairly high. A
trend towards a further decline in the number of stu-
dents after 1993 may imply that the current supply
projections are somewhat overoptimistic if the num-
ber of students does not pick up again. The economic
downturn for manufacturing industries and construc-
tion in 1999 and 2000 contributes to slow down the
increase in demand for engineers. Based on the as-
sumption of a steadily higher share of engineers in
most sectors, a noticeable growth in demand is still ex-
pected. With the modest rise in supply, this may imply
a persistent shortage of this kind of labour. The need
for graduate engineers is also influenced by the pro-
jected decline in petroleum investments and the
general economic downturn. With the propensities to
study from 1993, the calculations show an excess sup-
ply for this category. It has been claimed that the de-
cline in the number of pupils from secondary school
specialising in science may gradually reduce the num-
ber who want to become graduate engineers, but up
to 1998 it does not appear that this has been of great
importance.

The cyclical upturn in the Norwegian economy from
1993 to 1998 contributed to an appreciable increase
in the demand for labour with secondary vocational
training for manufacturing and construction, and a
shortage of some kinds of this education was regis-
tered. In view of the downturn affecting these indus-
tries, this situation is somewhat reversed. On the sup-
ply side the propensity to educate in this area has
been somewhat adjusted upwards compared with ear-
lier presentations. The total effect of these factors
shown in the projections in figure 1 is an excess sup-
ply for this category of education the next few years.
The calculations for persons with secondary voca-
tional training (as well as for engineers and graduate
engineers) imply that there is greater uncertainty asso-
ciated with attempts to estimate future imbalances for

1998 2000 2002 2004 2006 2008 2010
55

60

65

70

75

80

Supply Demand

Engineers
Supply and demand. 1 000 persons

Source: Statistics Norway.

1998 2000 2002 2004 2006 2008 2010
250

260

270

280

290

300

310

320

330

340

Supply Demand

Manufacturing and crafts (secondary school)
Supply and demand. 1 000 persons

Source: Statistics Norway.

1998 2000 2002 2004 2006 2008 2010
28

30

32

34

36

38

40

42

Supply Demand

Graduate engineers
Supply and demand. 1 000 persons

Source: Statistics Norway.

Economic Survey 2/2000 Supply and demand for different kinds of labour

29



groups where demand is clearly dependent on the
cyclical situation. Inasmuch as the timing and ampli-
tude of cyclical movements are not known in advance,
the calculations will have a tendency to underesti-
mate demand in periods of expansion and overesti-
mate demand in periods of contraction. In addition,
there is considerable uncertainty on the supply side
for groups with fairly sizeable variations in propen-
sities to study.

A comparison of table 3 with table 1 may mislead-
ingly give the impression that there will be a shortage
of people with primary school education. This must,
however, be seen in connection with excess supply for
groups with a general education from secondary
school, which most certainly can perform the same
tasks. The sharp rise in the number of persons with
unspecified education in the supply projections must
also be taken into account.

Conclusion
On the basis of the assumptions underlying the projec-
tions, there may be a persistent shortage of physi-
cians, nurses and auxiliary nurses. Low recruitment to
engineering studies in relation to higher demand and
a substantial withdrawal when many reach retirement
age also entail a possible shortage for this group. The
increased number of students who choose social
sciences may imply excess supply for social scientists,
even with an assumption that demand will show a
considerable rise. The same may to some extent also
be the case for lawyers and those who have studied
humanities. The projected decline in petroleum invest-
ments and the general cyclical downturn will in par-
ticular curb the growth in demand for persons with
secondary vocational education, engineers and grad-
uate engineers. For persons with secondary vocational
education and graduate engineers this may result in
excess supply the next few years. Lower propensity to
study may cause a shortage of engineers.

The results might have been different if other assump-
tions had been applied. In addition to the clear impact
on the need for various kinds of labour as a result of
the cyclical downturn, the greatest uncertainty is as-
sociated with the assumptions concerning unchanged
propensities to study in various fields and changes in
the composition of demand. The projections can there-
fore not be interpreted as forecasts of imbalances in
the labour market. When imbalances arise, this may
also lead to political measures and the activation of
mechanisms that contribute to restoring balance. In-
deed, one of the aims of presenting projections is to
contribute to this. At the same time, a critical evalu-
ation of the assumptions underlying the calculations
is important.
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Population trends in Norway
Helge Brunborg

Norway’s population was 4 479 000 at the beginning of 2000 and will probably exceed 4.5 million in the
course of the year. The most striking feature of developments in 1999 was a sharp growth in net immigra-
tion, to 19 300, the highest level ever recorded. The number of births and deaths was at the same level as
the previous year. The population grew by 0.76 per cent; without net immigration it would have increased
by 0.31 per cent. In the autumn of 1999 Statistics Norway published new population projections, three
years since the previous, for the country as a whole to 2050 and for municipalities to 2020. As many as
11 scenarios for the country and 6 for the municipalities have been published this time in order to demon-
strate the uncertainty more clearly. They show continued growth for the country as a whole to about 2025,
but a decline in population in many municipalities.

Fertility
In the 1990s, the number of births has been relatively
stable, at about 60 000 per year (figure 1), which
implies a virtually constant number of nursery school
children, pupils, students and persons entering the
labour force in the years ahead. The fertility rate has
also been fairly stable at 1.8-1.9 children per woman
(figure 2). This level is among the highest in Western
Europe, where the total fertility rate averages 1.45
children per woman. In Europe, only Iceland, Ireland
and probably Albania are those countries which at the
moment have a higher fertility rate than Norway. The
relatively high, by international standards, fertility
rate in Norway may be related to the family policy
conducted, with an emphasis on providing an oppor-
tunity to combine children and labour force activity
for women, partly through long care leaves of absence
and relatively good day-care coverage, in addition to
child allowance.

Several interesting features are behind the stability in
Norwegian birth figures:1

• The average age of women at the time they give
birth is rising. This is reflected in increasing birth
rates for “older” women (i.e. over the age of 30)
and declining birth rates for “younger” women.

• The age at the time of the first birth shows a par-
ticularly sharp rise. The median age at the time of
the first birth rose from 22.7 years for the 1950
cohort to about 27 years for the 1971 cohort (figure
3).

• Childlessness is rising slightly, from 9.7 per cent for
the 1950 cohort to 12.3 per cent for the 1958 co-
hort (figure 4).

• More women are having a third child. The share of
mothers with two children who have had a third
child at the age of 35 has risen from 40.8 per cent
of the 1950 cohort to 45.3 per cent of the 1958 co-
hort (figure 5). In other words, those who have
children have a few more, at the same time that a
greater proportion is not having children at all.

• Following a prolonged decline, the cohort fertility
rate2 began to increase slightly, from 2.02 children
for the 1950 cohort to 2.09 children for the 1960 co-
hort because “older” women have the children they
postponed earlier. Thus, the cohort fertility level is
about the same as the reproduction level of 2.08
children per woman, but it is doubtful whether this
trend will continue for very long as the period fer-
tility rate has been relatively stable at about 1.8
children per woman since the mid-1970s.

In Statistics Norway’s projections for the period 1999-
2050 we maintain a total fertility rate of 1.8 children
per woman in the medium variant, but in order to il-
lustrate the uncertainty we have also made calcula-
tions where the fertility rate after some years sta-
bilises at 1.5 and 2.1 children per woman, respec-
tively.

Mortality 
The number of deaths has also been stable in the
1990s, at around 45 000 per year. This entails, how-
ever, a considerable decline in mortality, as the popu-
lation has both increased in size and aged (by about
1/2 year). In the period 1988-1999 life expectancy at
birth increased by 2.5 years for men and 1.7 years for
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2 The cohort fertility rate is the average actual lifetime number of children given birth by women born in the same year.



women (figure 6). Internationally, Norway ranks
among the top, with a life expectancy of 75.5 years
for men and 81.3 years for women. Only a few coun-
tries have a higher life expectancy than Norway, in-
cluding Icelandic, Swiss and Swedish men; and Swiss,
French, Swedish, Icelandic and Spanish women, in ad-
dition to the Japanese who live longer than in any
other country.

The improvement in mortality that we have experi-
enced the last decade, and actually almost on an unin-
terrupted basis since the beginning of the 1800s, must
be expected to continue in the period ahead, partly
due to advances in medical technology. A reduction in
life-style illnesses due to smoking, unhealthy diets
and lack of exercise may perhaps contribute to the
same, but unfortunately not all of these trends point
in the right direction. HIV/AIDS and other epidemics
are not particularly widespread in Norway and this
will probably continue to be the case in the future.
With regard to developments in the mortality pattern
in the period ahead, there are nevertheless some un-
certain factors:

• How low can the mortality be, i.e. how high can the
life expectancy at birth be? It is likely that the mor-
tality rate will continue to fall, but we do not know
how long this will continue. In the latest projections
(for the period 1999-2050), we have assumed that
life expectancy at birth rises to between 77 and 83
years for men and to between 81.5 and 87.5 years
for women (figure 6). This is on a par with the UN’s
assumptions for Norway and other industrial coun-
tries for the next 50 years. In its long-term projec-
tions, the UN assumes that life expectancy rises
significantly more, however, to fully 85.2 for men
and 91.3 for women in Europe in 2150.

• The pace of the mortality decline is also uncertain.
Will mortality fall at approximately the same pace
as hitherto, will it decline somewhat slower, or will
technological advance mean that mortality will fall
even faster than so far? In the projections, we have
in the high growth scenario assumed that life expec-
tancy increases at about the same pace the next
fifty years as in the previous fifty. In the other two
scenarios we have assumed that the increase in life
expectancy will occur most swiftly in the beginning
and gradually taper off.

• Will the difference between life expectancy for
women and men remain the same or narrow fur-
ther? This difference increased from 3 1/2 years in
1950 to nearly 7 years in 1980 but has since been
reduced to 5 1/2 years. In the projections, the dif-
ference is assumed to narrow to 4 1/2 years in all
three scenarios (figure 6).

• Can we expect different developments for various
ages? The mortality decline since 1970 has in
relative terms been greatest for small children and
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for the middle-aged and least for the oldest seg-
ment of the population, a pattern we have taken
into account in the projections. As a result, in the
long term the number of the very old (90+) will
show a slightly lower growth than if we had as-
sumed the same percentage decline for all ages, as
in earlier projections.

• There are pronounced regional differences in mor-
tality rates in Norway. In the county of Sogn and
Fjordane men can expect to live about one year
longer and women 1 1/2 years longer than the na-
tional average, while people living in Finnmark can
expect to live 3 and 1 1/2 years, respecitively, less
than the national average. So far there are no clear
indications that the regional differences are declin-
ing.

Internal migration
In 1998, 191 000 persons migrated between munici-
palities in Norway. This is a rise from about 170 000
at the beginning of the 1990s. This decade was
marked by a net flow of migration from peripheral to
central areas. Although there was some net out-migra-
tion from particularly Oslo to the rest of the country
in 1998 these persons moved to nearby municipalities
and not to remote areas. In 1998 medium-centralised
regions recorded record-high net in-migration, with
approximately the same number coming from large
towns and from outlying areas.

There is a close relationship between economic devel-
opment and internal migration, as more people mi-
grate when the economy is expanding than when it is
contracting. Figure 7 shows that the propensity to
migrate varies inversely with the business cycle, here
measured by unemployment (Carling 1999).

Immigration and emigration
Immigration and emigration flows have been reversed
in the post-war period, with a shift from net emigra-
tion in the 1950s and 1960s to substantial net immi-
gration since 1967, with the exception of the regis-
tered figures for 1970 due to corrections following the
population census the same year and 1989 when
there was some cyclically determined net emigration
(figure 1). Since 1993, net immigration has risen
sharply as a result of asylum-seekers and job-related
immigration. In 1999, net immigration was higher
than ever before, 19 300 persons, which is 5 500
more than the previous peak in 1998. The largest
immigration groups in 1999 were Kosovar Albanians
who came as a result of the war and Swedes who
came for employment. However, some of the Kosovar
Albanians have already returned but not all of these
have been recorded for 1999.

Net immigration in 1999 accounted for 58 per cent of
the total growth in population. Only once earlier in
Norwegian history (60 per cent in 1987) has immigra-
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tion made such a high contribution to population
growth. In 1999, 6.1 per cent of the population had
been born in another country.

New population projections
There is a considerable need for population projec-
tions, for central and local government authorities, in
the business sector and as a basis for the political de-
bate. In order to ensure high professional standards
and consistency in the figures, i.e. that the sum of the
various municipalities’ population growth is the same
as the growth for the country as a whole, Statistics
Norway makes population projections, usually every
third year. These are made both for the country as a
whole and for each municipality, but for munici-
palities the population projections apply to a shorter
period (most recently 1999-2020) than for the entire
country (1999-2050). There is considerable uncer-
tainty concerning future population trends, particu-
larly for small municipalities.

For the country as a whole, fertility represents the
greatest element of uncertainty concerning population
trends in the long term, but in the short term there
may be considerable and unpredictable variations in
net immigration. Mortality does not involve any great
uncertainty concerning the future population, since,
as noted earlier, there has been a steady improvement
on an almost uninterrupted basis the last two hund-
red years, but for some age groups, particularly the
oldest segments of the population, the uncertainty is
greater. 

In the three main scenarios we have chosen combina-
tions of assumptions that have the greatest effect on
national population growth. In the medium growth
scenario (MMMM) we have assumed that the total
fertility rate is the same as in the last 5-10 years (1.8
children per woman), a medium increase in life expec-
tancy (3.8 years for both sexes), a medium degree of
centralization3 and a medium net immigration

(10 000 per year). In the high growth scenario
(HHMH) we have assumed high fertility (2.1 children
per woman), a high increase in life expectancy (6.8
years), a medium degree of centralisation and a high
net immigration (15 000 per year). In the low growth
scenario (LLML) we have assumed low fertility (1.5
children per woman), a small increase in life expec-
tancy (0.8 years), a medium degree of centralisation
and a low net immigration (5 000 per year). The de-
gree of centralisation only affects internal migration
and is, therefore, the same in all three main scenarios
since it has little impact on the total population.

According to the new projections, Norway’s popula-
tion is expected to continue to rise the next 25 years,
from 4.4 million in 1999 to between 4.6 and 5.4 mil-
lion in 2025 (figure 8). The increase will probably
also continue after 2025, but a decline cannot be
ruled out. In 2050, Statistics Norway expects Nor-
way’s population to be between 4.2 and 6.3 million.
The medium growth scenario will gradually result in
nearly zero growth, while the low growth scenario
(LLML) will result in a decline and the high growth
scenario a rise in population for a long period ahead.

For the time being the number of elderly in the Nor-
wegian population is declining since it is the small co-
horts from the 1930s that are becoming pensioners.
After 2010, however, the share of elderly will increase
sharply, irrespective of the assumptions underlying
the projections (figure 9). The share of persons 67
years and older will increase from the current 14 per
cent to between 19 and 22 per cent in 2050, which is
approximately double the level of the 1960s. The
share of children and young people will decline, ir-
respective of scenario, but least in the high growth
scenario. In 1960, there were more than three times
as many young people as elderly in the population; in
50 years the number in these two groups will be ap-
proximately the same.
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level 3 consists of large towns and the nearest neighbouring municipalities. The degree of centralisation is the average difference between
the in-migration regions’ and out-migration regions’ level of centralisation for all moves (Carling 1995).



The share of persons of working age, 20-66 years, will
in the period to 2050 account for slightly more than
half of the population (between 55 and 63 per cent).
The dependency ratio, which indicates the ratio of the
number of persons below 20 and above 66 to the age
group 20-66 years, will increase considerably from
2010 to 2040, from 64 per cent to between 72 and 
83 per cent, and will thereafter decline slightly when
the small cohorts from the 1980s become pensioners
(figure 10). In the long term, the economically active
population will have more people to support and care
for. The increase in the share of elderly will to some
extent be offset by a decline in the share of children
and young people.

Projection results and more information concerning
the assumptions may be found on Statistics Norway’s
web site, http://www.ssb.no/folkfram/.
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