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

Metric Iceland Some international context Sources

Output contraction 
(GDP from peak to trough)

11.2% GDP contracted by 6.9%on average in 25 advanced 
economies in the recent crisis and by 5.9% on averagein 
the Nordic banking crisis in the early 1990s

Quarterly OECD data

Market share of distressed 
institutions (% of total credit)1

93.5% Average share is 46% in the Nordic banking crisis and 40% 
among a large sample of medium-to-high income 
countries from 1970-2003

Einarsson et al. (2015) 
and Caprioet al. (2005)

Peak in non-performingloans 
(% of total loans)

61.2% The average peak inthe Nordic banking crisis was 14.1% Laevenand Valencia 
(2013)

Deteriorationof fiscal balance 
(ratio to GDP)2

16.0% OnlyIreland recorded a larger fiscal deterioration in the 
current crisis, while the average increase in the Nordic 
banking crisis was 11.3%

Einarsson et al. (2015), 
Laevenand Valencia 
(2013), and IMF (WEO)

Increase in government debt 
(ratio of GDP)3

64.0% Government debt has increased by 24% of GDP on 
average following banking crises in advanced economies 
(from 1970-2011) and the average increase in the Nordic 
crisis was 34%

Einarsson et al. (2015), 
Laevenand Valencia 
(2013), and IMF (WEO)

1. Share of distressed financial institutions in total credit by deposit money banks and other lending institutions in year Tς1, where T is the starting year of the banking crisis. 2. Change in central government fiscal balance between year Tς1 and the post-
crisis trough in the period T to T+ 3. 3. Change in central government debt between year Tς1 and post-crisis peak in the period T to T+ 3. 
Sources: G. Caprio, D. Klingebiel, L. Laeven, and G. NogueraόнллрύΣ ά.ŀƴƪƛƴƎ ŎǊƛǎƛǎ ŘŀǘŀōŀǎŜέΣ ƛƴ P. Honohanand L. Laeven(eds.), Systemic Financial Crises. Cambridge University Press; B. G. Einarsson, K. Gunnlaugsson, T. T. Ólafsson, T. G. Pétursson (2015), 
ά¢ƘŜ ƭƻƴƎ ƘƛǎǘƻǊȅ ƻŦ ŦƛƴŀƴŎƛŀƭ ōƻƻƳ-bust cycles in Iceland ςtŀǊǘ LΥ CƛƴŀƴŎƛŀƭ ŎǊƛǎŜǎέΣ /ŜƴǘǊŀƭ .ŀƴƪ ƻŦ LŎŜƭŀƴŘΣ Working Papersno. 68; L. LaevenŀƴŘ CΦ ±ŀƭŜƴŎƛŀ όнлмоύΣ ά{ȅǎǘŜƳƛŎ ōŀƴƪƛƴƎ ŎǊƛǎŜǎ ŘŀǘŀōŀǎŜέΣ IMF Economic Review, 61, 225-270; OECD.
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Robust growth and pre-crisis level of GDP attained
ÅD5t ƎǊƻǿǘƘ ƳŜŀǎǳǊŜŘ п҈ ƛƴ нлмр ŀƴŘ нΦт҈ ƻƴ ŀǾŜǊŀƎŜ ƻǾŜǊ ǘƘŜ ƭŀǎǘ р ȅŜŀǊǎ Χ

ÅΧ D5t Ƙŀǎ ǊƛǎŜƴ ōȅ мс҈ ŦǊƻƳ ƛǘǎ Ǉƻǎǘ-crisis trough in early-2010 and was 3% above its post-crisis peak in Q4/2015

ÅFaster growth than in the other Nordic countries (ranging from 0% in Finland to 2% in Sweden over the last 5 years)

Sources:OECD, Statistics Iceland.



Strong services exports growth but recovery broad-based
ÅStrong export growth driven by services exports which increased by 13.7% in 2015 and by 7½% on average last 5 

years ςwhile goods exports have grown in line with external demand

Å¢ǊŀŘŀōƭŜ ǎŜŎǘƻǊΣ ǘƘŜ ǘƻǳǊƛǎƳ ǎŜŎǘƻǊ ƛƴ ǇŀǊǘƛŎǳƭŀǊΣ ŎƻƴǘǊƛōǳǘŜǎ ƘŜŀǾƛƭȅ ǘƻ нлмр ƎǊƻǿǘƘ Χ ōǳǘ ŜȄǇŀƴǎƛƻƴ ƛǎ ōǊƻŀŘƭȅ ōŀǎŜŘ 
with a positive contribution from all sectors except the financial sector (reflecting the continuing debt reduction)

1. Gross factor income measures the income of all parties involved in production. It is equivalent to GDP adjusted for indirect taxes and 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 considered non-tradable and are classified as construction, financial sector, services (excl. financial services), and production.
Sources: Macrobond, Statistics Iceland, Central Bank of Iceland.



Terms of trade improving and real exchange rate rising
ÅTerms of trade improved by 10.2% in total 2014-15: large decline in oil and commodity prices at the same time as relative 
ŜȄǇƻǊǘ ǇǊƛŎŜǎ ƘŀǾŜ ǊƛǎŜƴ ōȅ мнΦт҈ Χ ǘŜǊƳǎ ƻŦ ǘǊŀŘŜ ŜȄǇŜŎǘŜŘ ǘƻ ƛƳǇǊƻǾŜ ŦǳǊǘƘŜǊ ǘƘƛǎ ȅŜŀǊ ōǳǘ ǿŜŀƪŜƴ ǎƭƛƎƘǘƭȅ ƴŜȄǘ н ȅŜŀǊǎ ŀǎ 
oil prices pick up and marine prices soften after strong performance in last 2 years

ÅReal exchange rate has risen sharply and outlook for further appreciation this year ςin particular measured in relative wages

мΦ tǊƛŎŜ ƻŦ LŎŜƭŀƴŘƛŎ ŜȄǇƻǊǘǎ ǊŜƭŀǘƛǾŜ ǘƻ ǘǊŀŘƛƴƎ ǇŀǊǘƴŜǊǎΩ ŜȄǇƻǊǘ ǇǊƛŎŜǎ όŎƻƴǾŜǊǘŜŘ ǘƻ ǘƘŜ ǎŀƳŜ ŎǳǊǊŜƴŎȅ ǳǎƛƴƎ ǘǊŀŘŜ-weighted exchange rate index). 2. Central Bank baseline forecast 2016-2018. 
Sources:Macrobond, Statistics Iceland, Central Bank of Iceland.



Prosperity rising faster than captured by GDP growth
ÅGreater terms of trade improvement over last 2 years than in other OECD countries ςin particular compared to other 
ŎƻƳƳƻŘƛǘȅ ŜȄǇƻǊǘŜǊǎ Χ ŜŎƻƴƻƳƛŎ ǇǊƻǎǇŜǊƛǘȅ Ƙŀǎ ǘƘŜǊŜŦƻǊŜ ƛƴŎǊŜŀǎŜŘ ōȅ ƳƻǊŜ ǘƘŀƴ ŎŀǇǘǳǊŜŘ ōȅ ǘƘŜ ƎǊƻǿǘƘ ǊŀǘŜ ƻŦ D5t

ÅRGDI has risen by twice as much as GDP (3.8% in 2014 and 7.9% in 2015): helps explain the recent large pay increases and 
their impact on consumption and savings decisions and their interaction with inflation developments

мΦ ¢ƘŜ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ǘƘŜ ǇǳǊŎƘŀǎƛƴƎ ǇƻǿŜǊ ƻŦ ŜȄǇƻǊǘǎ ŀƴŘ ŜȄǇƻǊǘ ǾƻƭǳƳŜǎ ǊŜƭŀǘƛǾŜ ǘƻ ǘƘŜ ǇǊŜǾƛƻǳǎ ȅŜŀǊΩǎ D5tΦ /ƻƳōƛƴŜŘ ŜŦfect for 2014-2015. Countries classified as commodity exporters in terms of weight of commodities in net exports are 
denoted by red columns. 2. Real gross domestic income (RGDI) is measured as GDP plus the terms of trade effect. 
Sources:OECD, Statistics Iceland, United Nations (UNCTAD), Central Bank of Iceland.



Trade surpluses and fast declining net external debt
ÅCǊƻƳ ƭŀǊƎŜ ŀƴŘ ǇŜǊǎƛǎǘŜƴǘ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ŘŜŦƛŎƛǘǎ ŀƴŘ ŘŜŎƭƛƴƛƴƎ ƴŀǘƛƻƴŀƭ ǎŀǾƛƴƎǎ ǘƻ ǎƛȊŀōƭŜ ǎǳǊǇƭǳǎŜǎ Χ

ÅΧ ǿƘƛŎƘΣ ŀƭƻƴƎ ǿƛǘƘ ǘƘŜ ǊŜŎŜƴǘ ǎŜǘǘƭŜƳŜƴǘ ƻŦ ǘƘŜ ŦŀƛƭŜŘ ōŀƴƪ ŜǎǘŀǘŜǎΣ Ƙŀǎ ƭŜŘ ǘƻ ŀ ŘǊŀƳŀǘƛŎ ƛƳǇǊƻǾŜƳŜƴǘ ƛƴ ǘƘŜ bLLtΥ 
from -130% of GDP in 2008 to -14½% in 2015 ςthe best position for 50 years and among the best in AEs

1. Underlying current account balance and gross national saving 2008-2015 and Central Bank baseline forecast 2016. With the receƴǘ ǎŜǘǘƭŜƳŜƴǘ ƻŦ ǘƘŜ ŦŀƛƭŜŘ ōŀƴƪǎΩ ŜǎǘŀǘŜǎΣ ŀǎ ƻŦ нлмс ǘƘŜǊŜ ƛǎ ƴƻ ƭƻƴƎ ŀƴȅ ŘƛŦŦŜǊŜƴŎŜ ōŜǘǿŜŜƴ ƘŜŀŘƭƛƴŜ ŀƴŘ ǳƴŘŜǊƭȅƛƴƎ 
current account and gross national saving numbers. 2. Figures for Iceland are from the National Economic Institute (1970-1994) and the Central Bank of Iceland and Statistics Iceland (1995-2015), based on the underlying position during the period 2008-
2014. Figures from the other countries are from the Lane and Milesi-Ferretti database for 1970-нлммΦ ¢ƘŜƛǊ Řŀǘŀ ŀǊŜ ŜȄǘŜƴŘŜŘ ǘƘǊƻǳƎƘ нлмр ōŀǎŜŘ ƻƴ ŘŜǾŜƭƻǇƳŜƴǘǎ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ LaCΩǎ ƛƴǘŜǊƴŀǘƛƻƴŀl financial statistics (IFS) database. 
Sources: International Monetary Fund, Lane and Milesi-Ferretti (2007), National Economic Institute, Statistics Iceland, Central Bank of Iceland.



¦ƴŜƳǇƭƻȅƳŜƴǘ ŘŜŎƭƛƴƛƴƎ ǊŀǇƛŘƭȅ Χ
ÅUnemployment rose sharply in the crisis as the job rate fell ςbut partially offset by a decline in labour participation

ÅThe fall in unemployment from 2010 was initially driven by falling participation but from 2012 it has mainly been driven by a
rising employment rate ςwith a rising participation rate weighing against the unemployment decline from 2013

ÅUnemployment measured 3.1% (s.a.) in Q1/2016 ςand long-term unemployment has all but disappeared

1. Unemployment rate as a % of labour force and labour participation and employment rates as a % of population aged 16-74 years old. An increase in the employment rate shown as a negative contribution to changes in the unemployment rate. Central 
Bank baseline forecast 2016. 2. Seasonally adjusted data. 
Sources:Statistics Iceland, Central Bank of Iceland.



Χ ŀƴŘ ǎǇŀǊŜ ŎŀǇŀŎƛǘȅ ƛƴ ǘƘŜ ŜŎƻƴƻƳȅ ƛǎ Ŧǳƭƭȅ ŀōǎƻǊōŜŘ
ÅLabour participation measured 82.9% in Q1/2016 (s.a.) ςclose to its pre-crisis peak and is 1.1pp above its average 

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

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

1. Four-quarter moving average. Broken lines show Q1/2003 - Q1/2016 average. 2. !ŎŎƻǊŘƛƴƎ ǘƻ DŀƭƭǳǇ {ŜƴǘƛƳŜƴǘ {ǳǊǾŜȅ ŀƳƻƴƎ LŎŜƭŀƴŘΩǎ плл ƭŀǊƎŜǎǘ ŦƛǊƳǎΦ {Ŝŀǎƻƴŀƭƭȅ ŀŘƧǳǎǘŜŘ ŘŀǘŀΦ 5ŀǘŀ ƻƴ ǘƘŜ ƻǇŜǊŀǘƛƻƴ ƭŜǾŜƭrelative to production capacity is reported 
semiannually. Quarterly data is generated via interpolation. Broken lines show period averages.
Sources:Gallup, Statistics Iceland, Central Bank of Iceland.



{ǘǊƻƴƎ D5t ƎǊƻǿǘƘ ŀƴŘ ǿƛŘŜƴƛƴƎ ƻǳǘǇǳǘ ƎŀǇ Χ
ÅOutlook for continued strong growth: 4.5% growth in 2016 and 4% in 2017 ςwould be the third year in a row with 4% growth 
ƻǊ ƳƻǊŜ Χ ōŜŦƻǊŜ ŜŀǎƛƴƎ ǘƻ о҈ ƛƴ нлму ςwell above trend growth and main trading partners average

ÅUnemployment rate expected to decline further this year and average 3¼% in 2016-мт Χ ŀƴŘ ǘƘŜ ƻǳǘǇǳǘ ƎŀǇ ςthat emerged 
early 2015 ςto widen to 2½% of potential output this year before gradually narrowing again over the forecast horizon

1. Central Bank baseline forecast 2016-2018.
Sources:Macrobond, Statistics Iceland, Central Bank of Iceland.


