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	Basic statistics of Norway

	(Data refer to 2016 or latest available. Numbers in parentheses refer to the OECD average)1

	LAND, PEOPLE AND ELECTORAL CYCLE

	Population (million)
	5.2
	
	Population density per km2
	14.3
	(37.5)

	 Under 15 (%)
	17.8
	(18.0)
	Life expectancy (years)
	82.4
	(80.7)

	 Over 65 (%)
	16.6
	(16.5)
	 Men
	80.5
	(78.1)

	 Foreign-born (%)
	13.9
	
	 Women
	84.2
	(83.3)

	Latest 5-year average growth (%)
	1.1
	(0.7)
	Latest general election
	September 2017

	ECONOMY

	Gross domestic product (GDP)
	
	
	Value added shares (%)
	
	

	 In current prices (billion USD)
	371.1
	
	 Primary sector
	2.4
	(2.5)

	 In current prices (billion NOK)
	3,117.0
	
	 Industry including construction
	32.0
	(26.6)

	 Latest 5-year average real growth (%)
	1.8
	(1.9)
	 Services
	65.6
	(70.4)

	 Per capita (000 USD PPP)
	59.3
	(42.0)
	
	
	

	GENERAL GOVERNMENT
Per cent of GDP

	Expenditure
	 50.8
	(41.5)
	Gross financial debt
	42.8
	(108.4)

	Revenue
	 54.8
	(38.6)
	Net financial debt
	-289.4
	(69.9)

	EXTERNAL ACCOUNTS

	Exchange rate NOK per USD
	8.40
	
	Main exports (% of total merchandise exports)
	
	

	PPP exchange rate (USA = 1)
	10.03
	
	 Mineral fuels, lubricants and related materials
	53.0
	

	In per cent of GDP
	
	
	 Food and live animals
	12.6
	

	 Exports of goods and services
	34.1
	(28.1)
	 Machinery and transport equipment
	12.1
	

	 Imports of goods and services
	33.3
	(27.7)
	Main imports (% of total merchandise imports)
	
	

	 Current account balance
	3.87
	(0.22)
	 Machinery and transport equipment
	40.3
	

	 Net international investment position
	197.6
	
	 Miscellaneous manufactured articles
	16.4
	

	
	
	
	 Manufactured goods
	14.1
	

	LABOUR MARKET, SKILLS AND INNOVATION

	Employment rate for 15-64 year-olds (%)
	74.3
	(66.9)
	Unemployment rate, Labour Force Survey (age 15 and over) (%)
	4.9
	(6.5)

	 Men
	75.7
	(74.7)
	 Youth (age 15-24, %)
	11.0
	(12.9)

	 Women
	72.8
	(59.3)
	 Long-term unemployed (1 year and over, %)
	0.5
	(2.0)

	Participation rate for 15-64 year-olds (%)
	78.2
	(71.7)
	Tertiary educational attainment 25-64 year-olds (%)
	43.0
	(35.7)

	Average hours worked per year
	1 424
	(1 763)
	Gross domestic expenditure on R&D (% of GDP)
	1.9
	(2.4)

	ENVIRONMENT

	Total primary energy supply per capita (toe)
	5.4
	(4.1)
	CO2 emissions from fuel combustion per capita (tonnes)
	6.9
	(9.3)

	 Renewables (%)
	49.2
	(9.7)
	Water abstractions per capita (m3 )
	643
	(812)

	Fine particulate matter concentration (PM2.5, μg/m3)
	9.1
	(15.2)
	Municipal waste per capita (kilogrammes)
	446
	(520)

	SOCIETY

	Income inequality (Gini coefficient)
	0.26
	(0.31)
	Education outcomes (PISA score, 2015)
	
	

	Relative poverty rate (%)
	8.1
	(11.5)
	 Reading
	513
	(493)

	Median disposable household income (000 USD PPP)
	25.2
	(22.9)
	 Mathematics
	502
	(490)

	Public and private spending (% of GDP)
	
	
	 Science
	498
	(493)

	 Health care, current expenditure
	10.5
	(9.1)
	Share of women in parliament (%)
	39.6
	(28.7)

	 Pensions
	7.9
	(9.1)
	Net official development assistance (% of GNI)
	1.11
	(0.39)

	 Education (primary, secondary, post sec. non tertiary)
	4.5
	(3.6)
	
	
	

	Better life index: www.oecdbetterlifeindex.org

	1. Where the OECD aggregate is not provided in the source database, a simple OECD average of latest available data is calculated where data exist for at least 29 member countries.

	Source: Calculations based on data extracted from the databases of the following organisations: OECD, International Energy Agency, World Bank, International Monetary Fund and Inter-Parliamentary Union.




Executive summary
	Norway should prepare for a possible housing market correction

	The revised fiscal rule will better preserve oil wealth across generations

	A dynamic businesses sector will support inclusive growth



Norway should prepare for a possible housing market correction
The Norwegian economy continues to perform well, despite low oil prices, a testimony to policies that insulate the country from volatile petroleum markets. Output growth is recovering, well-being remains high in many dimensions, and Norway stands as one of the OECD’s most inclusive countries in terms of income equality, labour participation and gender gaps. Accommodative monetary policy continues to support demand but has fuelled worryingly strong house-price increases and credit growth. House prices now appear overvalued and seem to have peaked. A rapid price correction could have severe effects on households’ balance sheets, banks’ financial health, and could be critical to Norway’s economic outlook.
Mainland GDP growth and house prices
[image: graphic]Source: OECD Economic Outlook 102 database.
StatLinkhttp://dx.doi.org/10.1787/888933638448


The revised fiscal rule will better preserve oil wealth across generations
Returns on Norway’s wealth fund finance substantial non-oil fiscal deficits. Reflecting lower returns on assets globally, Norway’s fiscal rule has been made more prudent. Budgets will now aim at structural non-oil deficits equivalent to 3% of the value of the wealth fund, rather than 4%. This implies a change from an expansionary to neutral fiscal stance. Shift to neutrality should be achieved through efforts at improving public spending efficiency, where scope prevails, which would make space for reducing high tax rates. This Survey focuses on improving value for money from transport-infrastructure investment. Governance of the sovereign wealth fund is also being adapted to its vast size.
Structural non-oil deficits
[image: graphic]Source: Ministry of finance.
StatLinkhttp://dx.doi.org/10.1787/888933638467


A dynamic businesses sector will support inclusive growth
Sustaining Norway’s inclusive society will require successful economic diversification away from oil-related activities. Removing obstacles that impede the reallocation of business activities and drag down productivity growth is therefore crucial. While generally there is a friendly environment to do business, progress could nonetheless be made toward tax reform, stronger competition, more efficient insolvency procedures and better sectoral regulation. The reallocation of skills calls for further reform of vocational education to embrace the opportunities offered by digitalisation and globalisation. Also, labour market participation among older cohorts needs to strengthen.
Trend labour productivity
[image: graphic]Source: OECD analytical database.
StatLinkhttp://dx.doi.org/10.1787/888933638486

	MAIN FINDINGS
	KEY RECOMMENDATIONS

	Normalising the monetary stance, preparing for housing price correction

	Monetary policy has supported growth after the oil price fall. The housing market appears to have turned around. Finally, house prices have begun to fall but substantial concern about debt levels remains.
	Normalise the monetary stance as forecast, with rate increases starting in late 2018.
Be prepared to make a wide-ranging response in case of a hard landing in the housing and debt markets. This should include, as necessary, delay to monetary policy normalization and targeted fiscal policy. 

	Ensuring fair access to resource wealth across generations, increasing value for money in public spending

	Change from a “4%” to a “3%” fiscal rule better assures the wealth fund remains intact for future generations given upcoming population ageing and the likelihood of lower wealth-fund returns.
	Focus on restraint in government spending and public-service efficiency to ensure the switch from a sustained period of expansionary fiscal stance to neutrality.
Intensify regular spending reviews to enhance efficiency.
For transport-infrastructure investment, strengthen the influence of cost-benefit analysis in project selection and improve checks against cost inflation after projects are selected.

	 Facilitating diversification to non-oil sectors, seizing opportunities from globalisation and digitalisation

	Norway’s high tax levels make it tough for businesses to compete in the global economy and distortions in the tax system misdirect saving and investment.
	Complete the programme of income-tax rate cuts, and consider further reductions.
Reduce the tax distortions in housing. Either carefully phase out mortgage-interest relief or increase property taxes on housing as a proxy for implicit rental income while paying attention to symmetries in the tax system.
Consider further wealth tax reduction given its substantial impact on the returns to saving in the current low-return environment, while paying attention to inequalities.

	Norway’s high labour costs need to be offset by an excellent business environment in other respects to help business thrive.
	Continue strengthening competition policy; in particular eliminate sectoral exemptions in agriculture.
Reduce state stakes in business further, especially in well-functioning markets.
Strengthen routes to recovery in the insolvency regime for businesses in difficulty.
Replace the taxi-licencing system with less restrictive regulation to address availability and consumer-protection.

	Preserving high levels of inclusiveness through improvements to skills and labour participation

	Many upper-secondary students in the vocational stream fail to complete courses, which increases the risk of low-paid and unstable employment for the longer term and compromises the supply of vocational skills for employers.
	Raise awareness among employers about the availability of incentives to offer apprenticeship places.
Strengthen incentives for employers to offer apprenticeship places by lowering costs, either through lowering apprentice wages or through providing additional subsidies.

	Labour supply remains compromised because the sickness and disability system does not adequately encourage and facilitate those with work capacity to re-enter the labour force. 
	Press on with reform to sick leave and disability benefit including through an employer-financed phase of sick leave and tighter medical assessment.

	Environmental sustainability

	Environmental taxation is well developed and the Green Tax Commission proposes further improvement.
	Make environmental taxation more uniform across sectors and activities when tackling specific issues, notably climate change.






Assessment and recommendations


	Recent macroeconomic developments and near-term prospects


	Price and financial stability: tweaks to monetary policy, ongoing macroprudential moves


	Adjusting the fiscal rule, ensuring efficient tax and public spending


	Easing the transition toward dynamic non-oil businesses


	Retaining high labour-force participation and raising skills are key for Norway’s future


	Tackling environmental issues





Business dynamism and sound management of natural resources wealth has helped propel Norway among the highest levels of GDP per capita in the world (Figure 1). Combined with its “Nordic model” ensuring inclusiveness and low inequality, Norway exhibits impressive levels of well-being in many dimensions (Figure 2, Panels A and C). Its society has an egalitarian approach to income distribution and has prioritised reducing gender discrimination, resulting in levels of inequality that remain well below the OECD average (Figure 2, Panels B and D). Comprehensive provision of education, healthcare and family support has been a key driver. Maintaining these high standards of well-being, seizing opportunities from automation and globalisation and overcoming challenges from long-term decline in oil and gas production, requires ensuring that policies remain at the forefront of good practice.



Figure 1. Norway’s GDP per capita remains impressive, though growth has slowed

Constant USD prices, 2010 PPP

[image: graphic]Source: OECD National Accounts Database, and OECD Analytical Database.

StatLink  http://dx.doi.org/10.1787/888933638505



For Norway’s society to remain inclusive as its petroleum resources decline and its population ages, the business sector will have to diversify to non-oil sectors and continue to exploit opportunities from globalisation and technological change. The policy environment is business-friendly in general, with sound framework conditions and macroeconomic management. In particular, the floating exchange rate has proved a critical mechanism in adjustment to shocks, such as the large oil-price drop in 2014 (Figure 3, Panel C). Also, the partial protection from “Dutch disease” provided by foreign-asset purchases for Norway’s main wealth fund supports diversification of the economy. However, policy cannot afford to stand still. The house-price correction that is currently underway in a context of high household debt potentially poses near-term policy challenges.



Figure 2. Norway continues to deliver good scores in well-being

[image: graphic]Note: “Other Nordic” group comprises Denmark, Finland and Sweden. Panel A and B, indicators are rescaled from 0 (worst) to 10 (best).

Source: OECD Better Life Index 2016; OECD Income and Distribution Database; and Statistic Norway.

StatLink  http://dx.doi.org/10.1787/888933638524





Figure 3. Productivity slowdown, unit labour costs and oil-price fluctuation present challenges

[image: graphic]1. Per worker.

Source: OECD Analytical Database, and OECD Economic Outlook Database.

StatLink  http://dx.doi.org/10.1787/888933638543



Also, Norway, similar to many other economies, has experienced a step-down in productivity growth over recent years (Figure 3, Panel A) and a corresponding slowdown in GDP-per-capita growth (Figure 1). In addition, unit labour costs remain comparatively high, despite currency depreciation since 2014 (Figure 3, Panel B). Policy needs to help business seize opportunities from globalisation and facilitate diversification away from oil-related activities; this is the theme of Chapter 1 of this Survey. The dynamism of Norwegian businesses would be helped if the public sector became more efficient; delivering public services, welfare support and public investment at a lower cost. This would create room for lowering taxes, including those taxes that most strongly influence business costs and returns. The large role of publicly-financed services and investments in the economy means that returns to efficiency gains are substantial; releasing resources for new and better quality services, or reduced taxation for households and business. However, oil-and-gas wealth has traditionally diminished motivation for seeking such gains. There is a tendency to use high-cost options in policies and inertia in reform. Chapter 2 of this Survey focuses on transport-infrastructure investment. Such investment can widen economic opportunities for business and increase welfare for households; expanding product and labour markets, reducing journey and delivery times, facilitating trade and widening social interaction. Realising these returns requires that transport-infrastructure investment is well chosen andimplemented efficiently.

Against this backdrop, the main messages of this Survey are:


	It is crucial that policy facilitates transition away from oil-related activities and seizes opportunities from digitalisation and globalisation, through providing macroeconomic and financial stability along with improvements to structural-policy settings.


	Make public services more efficient, so as to reduce the injection of oil-money into the economy and to ensure an equitable participation in oil-wealth returns across future generations. 


	Ensure transport infrastructure investment is well targeted and efficiently executed to maximise the returns to businesses and households in economic opportunity and welfare.





Recent macroeconomic developments and near-term prospects

Recovery from the oil-price collapse of 2014 and, more generally, weak demand appears well underway. Mainland real GDP growth has been increasing in year-on-year terms since early 2016 and the unemployment rate is falling (Figure 4, Panels A and B). Downward adjustment in the petroleum sector’s investment has tailed off (Panel C), and the currency depreciation triggered by the oil-price fall (Figure 3, Panel C) softened the blow to the sector’s income in local currency (Norwegian Krone). Currency depreciation also supported demand for non-oil exports and helped make Norwegian business more competitive. Consumer-price inflation, temporarily boosted by currency depreciation, is once again below the policy target of 2½ per cent (Figure 4, Panel E). However, long-run trends and expectations looking forward suggest consumer-price inflation is well anchored (Panel F).



Figure 4. Recent macroeconomic developments

[image: graphic]1. Share of contacts reporting that output is constrained by labour supply.

2. CPI-ATE is CPI adjusted for tax changes and excluding energy products.

Source: Statistics Norway, Central Bank of Norway; OECD Analytical Database; and OECD Economic Outlook Database.

StatLink  http://dx.doi.org/10.1787/888933638562



Yet, there have been set-backs to recovery and housing-market concerns remain. 2016 saw sharp contraction in exports from oil-service companies, suggesting that reduced activity levels and cost cutting in the global oil industry continues. This contributed to softer mainland export growth along with falling aquaculture exports due to supply problems arising from disease in the fish stocks (Figure 4, Panel D). The housing market may be turning following a prolonged period of strong price and credit growth. If this is indeed the case, then the key question is now whether market is coming in for a soft or a hard landing and the consequent ramifications for the financial-sector stability, household and business balance sheets and consumption and investment demand (see below).

Macroeconomic policies have been providing significant support. Monetary policy has remained highly supportive. The policy rate has been 0.5% since March 2016 and Norges Bank is signalling continuation of a low-interest environment through its interest-rate projections (Figure 5). The latest forecasts have indicated an earlier start to rate normalisation, signalling confidence in the output-growth recovery. In addition, there has been active fiscal impulse, as seen through increases in the non-oil structural deficit (Figure 5). Furthermore, fiscal support has come from counter-cyclical processes that arise without active measures (“automatic stabilisers”), such as increased government spending from greater numbers receiving unemployment benefit and tax declines from falls in company profits (Figure 5).



Figure 5. Supportive monetary and fiscal policy in recent years

[image: graphic]1. Annual change in the structural non-oil deficit.

2. Annual change in non-oil deficit (as % of trend mainland GDP) minus change in structural non-oil deficit (as % of trend mainland GDP).

Source: Central Bank of Norway; and Ministry of Finance.

StatLink  http://dx.doi.org/10.1787/888933638581



Looking ahead, the OECD’s central projection envisages continued recovery, with mainland output growth over 2% in 2018 and 2019 (Table 1). The recovery will include a switch from a negative to a small positive contribution from petroleum-sector investment. Household consumption growth is expected to remain strong, helped by employment growth and a further decrease in the rate of unemployment. Consumer-price inflation will fall somewhat in the near term but gradually increase thereafter as spare capacity diminishes. Nevertheless, inflation will continue well anchored, allowing monetary policy to stay highly supportive over the projection horizon. Active fiscal support through increase in the non-oil structural deficit is due to tail off in light of adjustment of the fiscal rule (see below).


	
Table 1. Macroeconomic indicators and projections


	Annual percentage change (unless otherwise indicated), volume (2015 prices)



	
2014

Current prices (billion NOK)


	2015

	2016

	2017

	2018

	2019





	GDP volume (A)

	3 147

	2.0

	1.1

	2.1

	1.8

	1.9




	Potential GDP

	1.8

	1.7

	1.7

	1.7

	1.6




	Output gap (% of potential GDP)

	-0.8

	-1.5

	-1.4

	-0.9

	-0.4




	GDP volume, mainland (B)

	2 540

	1.4

	1.0

	1.9

	2.3

	2.1




	Petroleum-production contribution to GDP volume growth (A minus B)

	0.6

	0.1

	0.2

	-0.5

	-0.2




	GDP volume components




	Private consumption

	1 288

	2.6

	1.5

	2.5

	2.6

	2.3




	Government consumption

	692

	2.4

	2.1

	1.9

	2.0

	2.0




	Gross fixed capital formation

	749

	-4.0

	-0.2

	3.9

	2.8

	2.4




	 Housing

	156

	3.2

	9.0

	9.9

	3.1

	1.1




	 Business1

	449

	-7.9

	-6.0

	1.7

	2.2

	3.2




	  Non-oil sector

	223

	-2.8

	4.1

	6.0

	4.2

	2.9




	  Oil sector2

	231

	-11.9

	-17.8

	1.1

	2.2

	3.9




	 Government

	144

	0.2

	5.9

	2.2

	3.7

	2.0




	Final domestic demand

	2 730

	0.7

	1.2

	2.7

	2.5

	2.3




	Stockbuilding (percentage-point contribution to GDP volume growth)

	134

	0.0

	1.4

	-0.8

	-0.4

	0.0




	Total domestic demand

	2 863

	0.7

	2.7

	1.7

	1.9

	2.2




	Exports of goods and services

	1 220

	4.7

	-1.8

	2.2

	1.2

	1.8




	of which crude oil and natural gas

	551

	2.1

	4.3

	. .

	. .

	. .




	Imports of goods and services

	937

	1.6

	2.3

	1.1

	1.4

	2.6




	Net exports (percentage-point contribution to GDP volume growth)

	283

	1.3

	-1.4

	0.4

	0.0

	-0.2




	Labour-market and households




	Employment

	0.5

	-0.1

	0.3

	1.2

	1.5




	Unemployment rate, %

	4.3

	4.7

	4.3

	4.0

	3.7




	Household saving ratio, net (% of disposable household income)

	10.3

	7.0

	6.6

	6.2

	5.7




	Deflators, prices




	GDP deflator

	-2.8

	-1.1

	3.0

	0.5

	2.1




	Consumer price index

	2.2

	3.5

	1.9

	1.6

	1.9




	Core consumer prices

	2.6

	3.3

	1.7

	1.4

	2.0




	Trade and current account balances




	Trade balance (% of GDP)

	7.1

	3.8

	. .

	. .

	. .




	Current account balance (% of GDP)

	8.0

	3.9

	4.5

	4.6

	4.6




	Money market rates and bond yields




	Three-month money market rate, average, %

	1.3

	1.1

	0.9

	0.8

	0.9




	Ten-year government bond yield, average, %

	1.6

	1.3

	1.6

	1.8

	1.9




	General-government fiscal indicators (OECD)




	General government financial balance (% of GDP)3

	6.1

	4.0

	5.4

	5.8

	6.0




	General government net debt (% of GDP)

	-284.9

	-289.4

	-280.7

	-280.1

	-275.2




	Central-government fiscal indicators (Ministry of Finance)4




	Structural non-oil balance 5, 6

	-6.6

	-7.2

	-7.7

	-7.7

	. .




	Non-oil balance5

	-7.1

	-7.6

	-8.1

	-8.5

	. .




	Government Pension Fund Global (% of GDP)

	239.8

	241.3

	. .

	. .

	. .




	Structural non-oil balance (as a % GPFG)

	-2.6

	-2.7

	-2.9

	-2.9

	. .




	Memorandum items




	Non-mainland GDP (petroleum and shipping)

	607

	4.5

	1.0

	4.1

	1.0

	-1.7




	1. Also includes shipping sector.


	2. Following the approach taken by the Norwegian authorities, oil-sector investment is included in mainland GDP as most of the investment activity takes place on the mainland.


	3. Norway’s general-government account notably incorporates offshore-sector tax revenues and income from the Government Pension Fund Global.


	4. Figures published in the government’s latest budget proposals.


	5. The central-government non-oil balances notably exclude offshore-sector tax revenues and income from the Government Pension Fund Global. These balances are percentage of trend mainland GDP.


	6. The “Structural Non-oil Balance” is the focus of government budgeting. “Structural” refers to adjustment for the business cycle made by the Ministry of Finance.


	Source: OECD Economic Outlook 102 Database; Statistics Norway; Norwegian Ministry of Finance.





Norway’s key sources of risk (i.e. variation while staying broadly within the central macroeconomic scenario described above) are also its sources of vulnerability (i.e. tail-risk macroeconomic scenarios):


	The housing market and household debt. The consequences of tensions and pressures that have already arisen from house-price and credit growth, along with their future direction, remain both a risk and a vulnerability (discussed further below).


	The global oil price. Small movements from the current price level will not prompt substantial departure from the central growth scenario described in Table 1. This said, oil-price influences can shift quickly and neither a very large price increase, nor a very substantial fall from current prices should be discounted entirely, resulting in substantial departure from the central macroeconomic scenario (Table 2).


	The global stock market. In addition to the usual channels through which global stock markets affect the economy, variation in global-stock market valuation and dividends directly influence fiscal policy because this generates variation in the “allowable” government deficit under the fiscal rule.


	External demand. Norway’s deep ties with the rest of Europe mean developments in demand in the region are a source of risk and tail-risk scenarios could develop from dramatic rise in protectionism for instance (Table 2).





	
Table 2. Possible extreme shocks to the Norwegian economy



	Shock

	Possible impact





	Large house-price correction and household debt deleveraging

	Large house-price falls (“hard landing”) could see a rapid household deleveraging, collapse in household consumption growth and firm activity accompanied by threats to bank stability from mortgage defaults




	Large and sustained upward or downward shift in the oil prices from the current level

	
Very-low-price scenario. Collapse of oil and gas related activities, including investment in domestic production and export of oil-related goods and services. Large mainland job losses and falls in income and output, particularly in certain regions

Very-high-price scenario. Increased wealth and incomes but a deepening of the challenges in managing oil wealth; exchange-rate appreciation choking non-oil exports, weak public-spending discipline

 


	Global stock market collapse (or substantial further surge)

	
A global stock market collapse would likely lower the value of the wealth fund, however the leeway in the fiscal rule would allow for countervailing stimulation. Negative impact from stock-market collapse would likely come from weaker oil prices as well as other channels

A substantial and sustained surge in the global stock...
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