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While the Norwegian krone usually struggles in
times of increased market volatility, the recent risk-
off mood in markets due to the war in Ukraine and
the following spike in commodity prices helped the
krone to outperform, even against safe haven
currencies, with USDNOK dropping to November
2021 levels in March despite rising US rates and a
broadly stronger dollar. Meanwhile, EURNOK, which
is less affected by US rates, is currently trading near its lowest levels since 2018. While
most of the NOK rally occurred over the course of March due to the positive terms-of-
trade shock brought about by the war in Ukraine, the krone has also been strengthening
on rising interest rates in Norway.

The first hike occurred in September 2021, and since then, the Bank has raised rates by
another 50bps. We expect the krone has room to strengthen further in the near-term if
risk sentiment improves while energy prices remain high, however, over the medium
term, monetary policy divergences are likely to narrow as even the more dovish central
banks like the European Central Bank and the Riksbank have now moved to signal tighter
policy. This has ramped up market expectations of rate hikes for these other central
banks in Europe, while bets on higher rates for the Norges Bank are much milder given
they have already hiked by 75bps in the last six months. This means that while higher
rates in Norway were supportive of the NOK rally last year, more recent strength in the
krone was less of a story of interest rate pricing in money markets and more one of
higher commodities.

Given that crude oil and energy prices were already growing at a fast pace 
before the war, the Norges Bank was in a solid position to be the first 

central bank in the DM space to hike interest rates. 

Over the medium term, we now expect divergences in policy 
expectations to narrow further throughout the year, which should cap 

NOK gains at the back end of our forecasting horizon. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/euro-jolts-above-1-11-as-ecb-surprises-markets-with-hawkish-move-despite-war-in-ukraine/
https://www.monexeurope.com/news-analysis/in-depth-analysis/euro-jolts-above-1-11-as-ecb-surprises-markets-with-hawkish-move-despite-war-in-ukraine/
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Norges Bank remains the hawkish outlier, but other central banks 
are catching up

NOK touches November 2021 levels against USD and 2018 levels against EUR as the 
rise in commodity prices propels the currency

At the most recent monetary policy meeting in March, the Norges Bank raised rates by
25bps to 0.75% and signalled rates will end 2023 at 2.5% compared with 1.75% previously.
This suggests a total of four hikes in 2022, and four more in 2023. While previously this
sounded hawkish, the repricing in money markets after the projections were released
was minimal. In comparison, expectations of rates within the G10 space have adjusted to
a much steeper near-term profile, suggesting favourable NOK differentials will soon be
eroded. The minimal repricing in NOK rates was due to the factors behind the new rate
path being obvious: higher core inflation and wage growth, higher GDP growth, and a
major boost from oil and gas prices. Core inflation printed at 1.2% MoM in February, well
above the 0.8% consensus, while Q4 GDP for Norway’s mainland rose by 1.4% QoQ vs 1.3%
expected.

Oil revenue is expected to underpin output in the months ahead as 
well, with Brent crude having risen 40% in Q1 2022. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/norges-bank-to-steam-ahead-with-rate-hikes-despite-growth-concerns/
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3M NIBOR – Norges Bank deposit rate spread spikes on more hawkish Norges Bank
and rising risk premia in interbank lending markets

The higher projected rates did lead to slightly higher NIBOR rate, which may be an
unfavourable development given how elevated the 3-month rate currently is due to
higher risk premia. Currently, the 3-month NIBOR rate sits at 1.28%, down from a previous
peak of 1.42%, despite current rates sitting substantially lower at 0.75%. The slightly
steeper Norges Bank projections do partially explain the higher 3-month NIBOR rate in
March, however, most of the rise in March to above the 1.2% level can be attributed to the
inflationary shock and rise in risk premia brought about by the Ukrainian war. The higher
NIBOR rate can serve as a reason to cap the upside in the rate path in upcoming
projections should uncertainties linger for longer as monetary conditions have already
substantially tightened. During the peak of the Uk previously hit levels not seen since
2011. rainian crisis, the spread between the 3-month NIBOR rate and the Norges Bank
deposit rate

Extended conflict would, however, weigh on currencies like the euro and Swedish krona
to a higher extent than on NOK, meaning the net impact on NOK from a less hawkish
monetary stance going would be limited against peer currencies.

Instead, such a scenario would likely see NOK continue to trade on 
the back of higher commodity prices. In that sense, this is a substantial 

upside risk for NOK to our forecasts, with the risk being more skewed 
towards EURNOK than USDNOK. 
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Disclaimer

This information has been prepared by Monex Europe Limited, an execution-only service provider. The
material is for general information purposes only, and does not take into account your personal
circumstances or objectives. Nothing in this material is, or should be considered to be, financial, investment or
other advice on which reliance should be placed. No representation or warranty is given as to the accuracy or
completeness of this information. No opinion given in the material constitutes a recommendation by Monex
Europe Limited or the author that any particular transaction or investment strategy is suitable for any specific
person. The material has not been prepared in accordance with legal requirements designed to promote the
independence of investment research, it is not subject to any prohibition on dealing ahead of the
dissemination of investment research and as such is considered to be a marketing communication.

While 1Y1D forward cash rates (rate expectation proxy) for NOK are higher
compared to EUR and SEK counterparts (chart 1), the percentage difference since
the turn of the year is smallest for NOK (chart 2) as the ECB and Riksbank play
catch-up


