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Brief recap: the financial crisis in 2008 had enormous
effects in Iceland

Output contraction 11.2% GDP contracted by 6.98h average in 25 advanced Quarterly OECD data
(GDP from peak to trough) economies in the recent crisis abg 5.9% on averaga
the Nordic banking crisis in the early 1990s

Market share of distressed 93.5% Average share is 46%time Nordic banking crisis and 40%&Einarsson et al. (2015)
institutions (% of total credit) among a large sample of medidtm+-high income andCaprioet al. (2005)
countries from 1972003

Peak in normperformingloans 61.2% The average peak the Nordic banking crisis was 14.1% Laeverand Valencia

(% of total loans) (2013)

Deteriorationof fiscal balance 16.0% Onlylreland recorded a larger fiscal deterioration in the Einarsson et al. (2015),

(ratioto GDP) current crisis, while the average increase in the Nordic Laeverand Valencia
banking crisis was 11.3% (2013), and IMF (WEQO

Increase in government debt 64.0% Government debt has increased by 24% of GDP on Einarsson et al. (2015),

(ratio of GDP) average following banking crises in advanced economi¢ Laeverand Valencia

(from 19702011) and the average increase in the Nordic(2013), and IMF (WEQO
crisis was 34%

1. Shareof distressed financial institutions in total credit by deposit money banks and other lending institutions ihqygawhereT s the starting year of the banking crisis. 2. Change in central government fiscal balance betwéleq Yyaad the post
crisis trough irthe periodTto T+ 3. 3. Change in central government debt between yEgrl and posicrisis peakn the periodTto T+ 3.

SourcesG.Caprig D.Klingebie| L.Laevenand GNoguerab H n np 0 X & . I y | 4 ¥ ElWofioNanand |3 aeken(éds.)BysterSic Financial Cris€@ambridge UniversitfressB. G. Einarsson, K. Gunnlaugsson, T. T. Olafsson, T. G. Pétursson (2
G¢KS f2y3a KAAG2MBcydeFinFelagilk V QX LYOE2Y I yOA L £ ONMokiSgPapersd. 88y ladded v Rl 1 2F { SgOAI yREnmMo 03I dFESHBIE ReDied, P2§370,9EED.ONR 4 S &
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Robust growth and prerisis level of GDP attained

AD5t 3INRGGK YSIF&AdZNBR m>: AY HamMp YR H®PT: 2y | @SN
AX D5t KIF & NAa&aSy -ciosis tromghn eafpOROYandAwasi3% ki its pasisis peak in Q4/2015

A Faster growth than in the other Nordic countries (ranging from 0% in Finland to 2% in Sweden over the last 5

GDP in Iceland and the other Nordic countries 2008-2015
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SourcesOECD, Statistics Iceland.



A Strong export growth driven by services exports which increased by 13.7% in 2015 and by 7%:% on average |;

yearsc while goods exports have grown in line with external demand
Ae¢NY RFofS aSOG2NE GKS G2dzNAayY aSOG2NJ Ay LI NI A Odz |
with a positive contribution from all sectors except the financial sector (reflecting the continuing debt reduction

Exports and external demand 2008-2015 Gross factor income and sectoral
contributions 2010-2015?
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mmTradable sector B Financial sector
—Total exports —Goods exports mm Domestic services mm Domestic manufacturing
——Services exports ——Imports of main trading partners Construction 'Public services

——G@Gross factor income

1. Gross factor income measures the income of all parties involved in production. It is equivalent to GDP adjustedcidaikesirand subsidies. Included in the tradable sector are fisheries, fish product processing, manufacture of metals and
pharmaceuticals, and 75% of electricity, gas, heat, and water utilities. Other sectors are considetetlable and are cladied as construction, financial sector, services (excl. financial services), and production.
SourcesMacrobond Statisticdceland,CentralBank oficeland.



Terms of trade improving and real exchange rate ri

A Terms of trade improved by 10.2% in total 2113t large decline in oil and commodity prices at the same time as relativ
SELIR2 NI LINAOSa KIS NARASY 0608 MHPTE: X 0USN¥Xa 2F (GNFRS

oil prices pick up and marine prices soften after strong performance in last 2 years
A Real exchange rate has risen sharply and outlook for further appreciation thig yeparticular measured in relative wages

Export prices and terms of trade 2008- Exchange rate developments 2008-20182
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—Export prices —Nominal effective exchange rate (left, inverted)

—Farmeobrade —Real exchange rate (relative prices, right)

——Real exchange rate (relative wages, right)
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SourcesMacrobond Statistics Iceland, Central Bank of Iceland.




A Greater terms of trade improvement over last 2 years than in other OECD counimi@grticular compared to other

O2YY2RAUE® SELRNISNE X SO02y2YAO LINRPaLISNARGe KlFa (§KSNB
A RGDI has risen by twice as much as GDP (3.8% in 2014 and 7.9% in 2015): helps explain the recent large pay increj
their impact on consumption and savings decisions and their interaction with inflation developments

Terms of trade effect in 20 OECD countries GDP growth and growth in RGDI?
2014-20151
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——GDP adjusted for terms of trade effect (real gross domestic income)

MO ¢KS RAFTFSNBYOS 0SG5Sy G(GKS LIZNDKI aAy3d LReSNI 2F S E Lt 2014R0YSRCobnkriedzInKifiedsd Codavidslify exidbtérd initdrsSf wizight of doBmotieSirietedaarts ars |- |
denoted by red columns. 2. Real gross domestic income (RGDI) is measured as GDP plus the terms of trade effect.
SourcesOECD, Statistics Iceland, United Nations (UNCTAD), Central Bank of Iceland.
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AX GgKAOKIZI [f2y3 6AGK GKS NBOSy(d aSitutsSySyad 2F GKS
from -130% of GDP in 2008 {d4%2% in 201§ the best position for 50 years and among the best in AEs

Current account balance and gross Net international investment position in 30
national saving 2005-20161 advanced economies 1970-20152
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1. Underlying current account balance and gross national savingZ@iBand Central Bank baseline forecast 2016. With thefféce a S it SYSy i 2F (GKS FTIAf SR ol yl1aQ SadlrdisSas a 2F wnl
current account and gross national saving numbergi@ures for Iceland are from the National Economic Institute (198a) and the Central Bank of Iceland and Statistics Id€E3952015), based on the underlying position during the period 2008
2014. Figures from the other countries are from the LaneMildsiFerretti database for 1978 nmm® ¢ KSA NI RFGF N8B SEGSYRSR GKNRJZAK Hnmp |onanzid Katigios (IFSSddtabase. LY Sy (& | ¢
Sourcestnternational Monetary Fund, Lane aiilesiFerretti (2007), National Economic Institute, Statistics Iceland, Central Bank of Iceland.
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A Unemployment rose sharply in the crisis as the job ratecfblit partially offset by a decline in labour participation

A The fall in unemployment from 2010 was initially driven by falling participation but from 2012 it has mainly been drive

rising employment rate€ with a rising participation rate weighing against the unemployment decline from 2013
A Unemployment measured 3.1%.4) in Q1/2016¢ and longterm unemployment has all but disappeared

Contribution to changes in unemployment Unemployment by duration?
rate 2008-20161 Q1/2003-Q1/2016
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——Between 6 and 12 months —More than 12 months

1. Unemployment rate as a % of labour force and labour participation and employment rates as a % of population&bgeal6 oldAn increase in the employment rate shown as a negative contribution to changes in the unemployme@erdtal
Bank baseline forecast 2016. 2. Seasonally adjusted data.
SourcesStatistics Iceland, Central Bank of Iceland.
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A Labour participation measured 82.9% in Q1/2046) ¢ close to its precrisis peak and is 1.1pp above its average

since 2003 employment rate has also risen sharply while average hours have been broadly flat

A Survey indicators suggest that a rising share of firms are operating at full capacity and are having increasing d
in recruiting new staff

Labour participation, employment, and Indicators of factor utilisation?
hoursl Q1/2006-Q1/2016
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——Average hours worked (right)

1. Fourquarter moving average. Broken lines show Q1/20Q3/2016 average2.! OO2 NRAy 3 (2 DI f t dz2ld { SYydAYSyid {dzNBSe | y2y3a LOSt I yRQarelative to prbdudidh 8apakity & kepilfedl d
semiannually Quarterly data is generated via interpolation. Broken lines show period averages
SourcesGallup, Statistickceland, Central Bank of Iceland
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A Outlook for continued strong growth: 4.5% growth in 2016 and 4% in 20dduld be the third year in a row with 4% grow
2NJ Y2NB X 0ST2NBEB vl abdvet@ndigrdwthosind nieiyl trading partners average

A Unemployment rate expected to decline further this year and average 3¥4% im2916 X I Yy R { K tBat @rrgedld
early 2015 to widen to 2%2% of potential output this year before gradually narrowing again over the forecast horizon

1. Central Bank baseline forecast 2€P(51 8.
SourcesMacrobond Statisticdceland, Central Bank of Iceland.



