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Lecture notes ECON4360, Spring 2006  
Lecture #9: The Norwegian model under pressure  
The title of this lecture is borrowed from Fagerberg, Cappelen & Mjøset (FCM)1992. Let 
us first try to clarify what is meant by the “Norwegian model.” “Norwegian model” here 
means something else than a macroeconomic model for the Norwegian economy, like 
MODAG. The term, however, is a little elusive. It is used some times interchangeably 
with “Nordic model” or “Scandinavian model” but that does not help us very much. FCM 
seems to use this term primarily in the sense of a system of coherent macroeconomic 
policies dominant in Norway in the period from the immediate post-WWII period and 
just into the 1970s. From the on FCM see the Norwegian model in this sense as 
dissolving when it comes under pressure in the 1970s and even more in the 1980s, and 
the coherence is lost.   

A slightly broader meaning is to let “Norwegian model” mean not only the policies, but 
also the policy making framework (including the macroeconomic models used) supported 
by a certain institutional framework and what we vaguely may call the functioning of the 
Norwegian economic-political system in a broad sense, comprising e.g. the “social 
democratic labour market” of Moene & Wallerstein. This extension may be implicit in 
FCM’s connotation.  

Another extension is to include also the results of the policies and then we come closer to 
the meaning of terms like the “Norwegian welfare state.” In another article by the FCM 
authors they use the term “Social-Democratic State Capitalism” with more or less the 
same connotation as the Norwegian model. 

That there are different terms and varying connotations is not surprising as these aspects 
are overlapping and closely related historically. If we talk about the Norwegian model 
being dissolved or fading out from a certain point in time due to political shifts, it is, 
however, necessary to be quite precise about what is disappearing and what remains of 
whatever goes into a broad interpretation of the Norwegian model.  

Although there is a considerable literature related to the “Nordic Model” (and more on 
Sweden than on Norway), we shall rely on FCM 1992 and deal primarily with Norway. 
Although Norway and Sweden are often discussed together with regard to the 
“Scandinavian welfare state” there are considerable differences in several regard 
(historical background, industrial structure, et al.).  

Also Eggertsson 1997 shed light on this topic although his angle is somewhat different, 
as he draws on newer theoretical literature on the “new institutionalism,” political 
economy, etc.  Thus what we have as the subject matter is the Norwegian society 
changing over time as an interwoven complex of macroeconomic policies, structural 
change and institutional change – and the oil. A number of questions can be posed, e.g. 
did the success of the Norwegian model cause its own demise? It is easier to pose than 
answer such questions. The aim is not much beyond a brief introduction.   

(The two reading list articles for this topic may be seen as (slightly) politically tainted; 
FCM uses to some extent Marxian-influenced concepts and terminology, while 
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Eggertsson is affiliated with the Hoover Institution, widely considered as a right-wing 
think tank. But I don’t think the authors would have any problem understanding and 
respecting each other’s views.) The lecture note summarizes as bullet points key issues 
from FCM and Eggertsson. 

9.1 A brief pre-1945 historical background 

19th century 
• 1814 independence from a subordinate status in the Danish realm, forced into a 

political union with Sweden. 

• No aristocracy, limited but gradually extended voting rights,  

• Autonomous state apparatus imbued with an ideology of modernization 

• Traditional low productivity agriculture in small holdings and fisheries with a few 
modernizing island.  

• Major industries for exports: forestry, mining, fisheries and shipping.  

• Infra structure development, liberal state. Right wing  Left wing 

20th century 
• In the early 20th century Norwegian water power was recognized by foreign 

economic interests as a valuable resource. Concession laws, foreign capital. 
Remote locations. Enclave economy. 

• Shipping modernizes from sail to steam, again becomes important on a world 
scale. Also enclave character.  

Interwar period 
• Economic and political instabilities. Strongly affected by the international 

recession.  
• Exacerbated in the 1920 by the restrictive monetary policy to restore the preWWI 

gold value. Severe deflation.  
• Weak banking system and low savings rate 
• Hard times for workers and farmers. Downward pressure on wages, high 

unemployment.  
• Labour party in power from 1935, largely an alliance between workers, farmers 

and fishermen. Some elements of a welfare state were introduced. Old age support, 
unemployment benefits, et al. Subsidies. 

• The Main Agreement of 1935 between the trade union confederation (LO) and the 
employers association. Close links between LO and Labour party.  

• Beginning of Labour party rule until 1965 (exile during the war, short interruption 
in 1945, and a very short one in 1963). 

9.2 The epoch of the Norwegian model 1946-1971 
• The post-war policy initiated a planning regime as we have seen. 
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• Norway had a poor industrial base, not least in comparison with Sweden. The 
export industries were apart from shipping based on natural resources. Strong 
emphasis on currency earning capacity (in view of the uncertainties about 
international development)  

• Priority to export industries. Enclave industries base on cheap energy. To be 
competitive also in times of low demand. Fear of interwar depression coming 
back. Capital intensive. Capital investments goods most imported. imports.  

• Export incomes would then finance the import needs of the rest of the economy. 
Strong state involvement. Hydro as example. Taking over German property. 

• Main structural problem was the size of the agricultural employment.  

• A very important element in the government’s direction and leadership of the 
economy was based on the credit system. By and large we may say that the 
government determined both the volume of credit and the rate of interest was 
determined by the government. FCM call it “credit socialism.” The credit policy 
may be said to have been inspired by Keynesian ideas, even though it may have 
be different from what Keynes would have recommended. The Norwegian 
financial sector was, however, underdeveloped. The financing of credit came in 
the early years entirely from fiscal surpluses, changing partly to bonds in the 
1960s. Bonds were mandatory to buy for the private banks. (Vogt quote in 
Bjerkholt 2005 about the rate of interest never to rise again. Illustrates the strong 
belief in the Keynesian underpinning.) 

• The credit was channelled partly through private banks, say, credit for private 
investments which was then rationed by the banks. But a considerable share of the 
total credit supply was – unlike most other countries - channelled through special 
purpose state banks: municipal sector, education, housing, agriculture, fisheries. 

• Strong emphasis on regional development, first with the Northern Norway Plan 
from 1952 (Northern Norway was devastated when the occupation army withdrew 
in 1944-45). Later the regional development was broadened to cover the entire 
periphery. Another state bank for this purpose was established in 1960.  

• A major idea behind the credit system was to lead the way for structural changes 
and this was also to a large degree achieved. Reduction in population in sparsely 
populated areas, reduction of agricultural population, increases in manufacturing 
employment, were usually aimed at, but seldom achieved as planned, but above 
all public sector grew in employment. Structural changes more gradually changed 
the social composition of the population.  

• The credit system also played considerable role in countercyclical policy 
(financing inventories, support increased building activity in downturns). Less 
need for countercyclical fiscal policy.  

• EEC had been established by six countries in the 1950s, EFTA was formed by 
seven others in 1960. GATT initiated what became known as the Dillon Round 
and the Kennedy Round of duty reductions. This resulted in increasing 
international competition and gradual expansion of the exposed part of the 
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economy. In the 1960s the post-war austerity fades out, more consumption, new 
consumer goods. 

• Incomes policy. Strong lead by government in the early post-war years. From 
1953 sector wise settlements, except in 1958. Government withdrew from 
settlements but influenced prices and real wages through active use of subsidies 
and taxes. 1963-73 period settlements made at the central level. The background 
for this was the inflation problems of the 1960s.  

• We can add here that unemployment was indeed very low in Norway all through 
the first decades of the post-war period. Only rarely above 1.5 %. 

• Some use of what FCM call corporatist institutions: contact committee for labour 
markets. In 1965 Technical Calculations Committee to consider the effects on 
incomes settlements. The background was the internationally high-growth, but 
also increasingly high inflation of the 1960s.  

• Out of this preliminary round came the more corroborated Scandinavian model of 
inflation by Aukrust providing the theoretical underpinning for the idea that 
feasible wage growth was given by the growth in world market prices and 
productivity in exposed sectors. To contain the income settlements the exposed 
sector had to have the lead in income settlements.  

• 1960s expansive period, but also large structural adjustments as international 
trade expanded.  

• The change of government in 1965. Surprisingly few changes in the regime. 
Perhaps no changes, just more of the same. Certainly no change in the use  of 
models for policy analysis. 

9.3 The turbulent 1970s  
Thus what happened in the 1970s to bring the “Norwegian model” down? 

• The beginning of the 1970s seemed just as a continuation of the 1960s, this 
impression soon changed. USA left the gold standard in 1971 and thus fell one 
of the beams in the post-war international regime. This was an unavoidable 
event perhaps, but it increased uncertainty in the currency markets for many 
years.  

• A political event with economic consequences was the referendum on 
Norwegian membership in the European Economic Community in 1972 which 
was a political upheaval and maybe interpreted as the social and economic 
periphery outvoting the establishment. The Storting had an overwhelming 
majority in favour of membership.  

• A third background factor which became of utmost importance was of course 
the discovery of oil and gas on the Norwegian continental shelf. The 
importance of oil and gas was grossly underestimated to begin with as it was 
impossible to assess at that time neither how much it was, that the future oil 
price would multiply relative that of the early 1960s, and also what it would 
cost to bring up the oil and gas, as the technology was by and large not 
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developed yet. All these uncertainties were pulled in the same direction, a vast 
underestimation of the future role of oil in the Norwegian economy. At the 
same time it should be added that the macroeconomic regime did very well in 
assessing the principles involved in becoming an oil economy. (White paper of 
1973).   

• The beginning of the 1970s also marked the beginning of a world recession that 
had actually started before the OPEC brought upon the world the oil price 
shock of the 1973 (or was it the Israelis who deserve credit for this?). A number 
of raw material prices had increased. The oil price hike in 1973 certainly 
exacerbated the recession tendencies and brought on the stagflation which was 
not in the textbook and led in other countries to search for alternative 
macroeconomic paradigms.  

• Thus Norway was having an investment boom (because of oil) and a recession 
in exposed industries at the same time. The employment effects of the recession 
threatened industries weighed heavily on the government (with the Labour 
party weakened, but back in power from 1973. The outcome was expansionary 
policy and also various measures of crisis help to manufacturing companies.  

• The Labour government which stepped down after the referendum came back 
in 1973 and decided to try to relieve the situation by taking an active part in the 
income settlements. High nominal wage increases combined with extensive and 
inventive use of fiscal policy to guarantee the real wage resulted in real 
disposable income of households growing at a record average of 5 % a year 
between 1974 and 1977.. (Bjerkholt 2005 has a note about the precision in the  
price forecasts in the mid-1970s which reflects this use of subsidies.) The 
government policies also had some elements of price and profit control. But the 
prescription of the Scandinavian model was abandoned.  

• Partly independent and partly a consequence of these generous income 
increases for workers, the farmers also got very generous income settlements as 
huge government transfers. (This was partly political concessions to allied 
parties, but it had some roots back to the stabilization line.) Also social reforms 
added to the social costs and indirectly to expanding municipal employment.  

• The inflation did not increase however beyond the average of competing 
countries. In a sense that was a positive point about the Norwegian planning 
system that it could accommodate these income increases without losing 
control over inflation. Imports became cheaper but Norwegian prices of export 
goods and import-competing goods became more costly with unavoidable 
consequences.  

• Norway joined in the first half of the 1970s the new European exchange-rate 
cooperation, the so-called “snake,” and implemented a revaluation in 1974. 
later in the 1970s the time came for devaluations.  

• To the costly fiscal policy measures in terms of tax relief and subsidies were 
added additional expenses in helping out shipping from a very severe crisis and 
also shipyards, fisheries and selected other parts of manufacturing. Altogether 
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the use of fiscal instruments amounted to a stronger dose of counter-cyclical 
policy than ever before. The use of fiscal policy also meant a shift relative to 
the reliance upon credit policy. The overall outcome of the consumption boom 
was the largest current account deficit in the OECD area, which by 1978 
resulted in a foreign debt reaching a record of 47 % of GDP. The balance of 
payments was as a matter of fact not so much of a problem as it seemed at the 
time as the oil revenues, when they started to come in, would quickly make the 
problem vanish. But the stagnation in manufacturing seemed to be more than a 
temporary problem and it gradually became clear that it was more a 
forewarning of a structural crisis (that would be exacerbated by the oil 
economy). The help offered to crisis-ridden industries would seen from the new 
perspective seem as counterproductive measures preventing structural changes, 
or so it was argued increasingly from the conservative side. 

• The rate of interest was still kept low, despite the higher inflation. The real rate 
of interest thus became lows and even negative. Tax deductions on interest 
payments also worked in the same direction. The demand for credit increased 
and with the increased liquidity in the Norwegian economy, it spurred the 
growth grey markets.  

• At the election in 1977 Labour recovered much of what it had lost in the 
aftermath of the referendum, but the Conservative Party gained even more and 
the blue wave had started to sweep over Norway. The government’s first steps 
to cope with the crisis, was to increase the interest rate and restrict private bank 
lending and implement the first of several devaluations (leaving the “snake”).  
In 1978 the crisis had become so apparent that it led to severe political 
measures. The Long-Term Programme presented as usual in the spring before 
the 1977 election was annulled by the government, as it was obviously 
unrealistic. After that followed a rather extreme measure of a wage freeze for 
two years, resulting in a decline in real incomes for workers. Fiscal policy was 
tightened. The combined effect of these measures was contractive, but the 
effect on unemployment was ameliorated by increasing international demand.  

• Then at the very end of the 1970s came the second oil shock brought forth by 
the Iran-Iraq war. At the same time the oil started to come on stream in larger 
quantities, the current account was no longer a problem.  

• At the end of the 1970s both the credit market and the housing policy came 
under scrutiny. The emergence of grey credit markets was a severe symptom. It 
was in a way a foregone conclusion that something had to be done to credit 
market policy. A broad government appointed committee was appointed to put 
forth proposals. With regard to housing it was a kind of revolt among members 
of housing cooperatives, who in sense were particularly well off, but now 
demanded to reap the wealth effects of inflation by abolishing the price controls 
on cooperative flats. The regulations were undermined by inventive ways of 
evading them. The important policy goal of Labour since 1946 of providing 
low-price urban housing through interest subsidized cooperatives were in 
jeopardy and after a few years it would be abolished.  
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• Tax reform and increased rate of interest was needed. Bit should the problems 
in the credit market be tackled with more or less regulation. Opinions differed. 

• FCM also note that the tarde unions got more competition in the 1970s. 

• It is in a sense paradoxical that with all this misjudgement and turbulence of the 
1970s, the decade stands out in history as Norway is the only OECD country 
with a higher growth rate for the 1970s that in the 1960s.    

9.4 The blue wave and the 1980s 
• Conservative government from 1981, coalition from 1983. It reduced growth in th 

public sector, esp. for municipal spending. Introduced tax reduction for high 
incomes, arguing for the need for better incentives.  

• Started deregulation of housing. Conversion of rented flats to self-owned. 
Allowing cooperative flats to reap wealth increases.  

• Oil revenues used to increase the liquidity in the private banking system. 
Activating the stock market through tax rules.  

• Deregulation of the credit market from 1984. End of the government control over 
the rate of interest from 1985.   

• Incomes policy left too the market, more wage drift. FCM describe the 
government policy as “designed to break the main pillars of the Norwegian model. 

• Negative savings rate 1985-86. Strong credit-fed consumption boom. 
• Norway and OPEC. Did Norway cause the reduction in oil prices from 1985? 
• 1986 crisis. The government falls, Labour comes back.  
• OPEC agreement. 
• Collapse of the banks 1991.  
• EEA 1992, EC referendum 1994.  
• State Oil Fund from 1990 (1996). 

9.5 Some points from Eggertsson. 
• Quantitative policy vs structural policy. Structural and institutional changes 

follow from quantitative polices appropriate for a new system 
• New macro oriented fields, less oriented towards policy 
• New approaches to economic policy that recognize both the in0terplay between 

economics and politics and a range of information problems  
• Attempting to endogenizing the preferences of policy makers 
• Imperfect institutions and interaction between politics and economics 
• Scarce information gives rise to transaction costs and the control problem which 

are the unifying the attributes of the new rational choice institutionalism. 
• The business of economic policy has become far more complex since economists 

have recognized endogenous target preference functions, the complexities of 
structural change and the implications of scarce knowledge and information.  

• Quantitative policy vs structural policy: apparent quantitative policy initiatives 
(such as rent control, increase in tax rates, or new welfare benefits) may give rise 
to a process that fundamentally changes the social system. 
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