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Monetary Policy Committee
Report to Parliament 2 July 2021

The Act on the Central Bank of Iceland stipulates that
the Monetary Policy Committee (MPC) of the Central
Bank of Iceland shall submit to Parliament (Alpingi) a
report on its activities twice a year and that the contents
of the report shall be discussed in the Parliamentary
committee of the Speaker's choosing.

The new Central Bank Act, which entered into
force on 1 January 2020, requires that the Monetary
Policy Committee meet at least six times each year. Since
the last Report was sent to Parliament, the Committee
has held three regular meetings, most recently on 19
May 2021. The following report discusses the work of
the Committee between January and June 2021.

Monetary policy formulation

According to the Act on the Central Bank of Iceland,
the principal objective of monetary policy is to promote
price stability. This objective is further described in the
joint declaration issued by the Bank and the Icelandic
Government on 27 March 2001 as an inflation target of
2%, based on the consumer price index. By law, the
MPC takes decisions on the application of the Bank’s
monetary policy instruments; furthermore, the MPC's
decisions shall be based on a thorough and careful
assessment of developments and prospects for the econ-
omy, including the assessment published in the Bank’s
Monetary Bulletin. The MPC's statements and minutes,
enclosed with this report, contain the arguments for the
Committee's decisions in the first half of 2021.

Developments from January to June 2021

At its meetings in February and March, the MPC
decided to keep the Bank's interest rates unchanged,
even though inflation had risen and was above the
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Table 1. Central Bank of Iceland interest
rate decisions H1/2021 (%)

Seven-day
Gurrent term  Collateral- Overnight
Date accounts deposits  ised loans loans
3 February 0.50 0.75 1.50 2.50
24 March 0.50 0.75 1.50 2.50
19 May 0.75 1.00 1.75 205

Chart 1

Central Bank of Iceland key interest rate’
Daily data 3 January 2001 - 30 June 2021

1. The Central Bank's key interest rate is defined as follows: the 7-day collateralised
lending rate (until 31 March 2009), the rate on deposit institutions' current accounts
with the Central Bank (1 April 2009 - 30 September 2009), the average of the current
account rate and the rate on 28-day certificates of deposit (1 October 2009 - 20 May
2014), and the rate on 7-day term deposits (from 21 May 2014 onwards).

Source: Central Bank of Iceland.




upper deviation threshold of the inflation target. The
Committee considered this appropriate, as the outlook
was for inflation to fall relatively quickly over the course
of the year, and a sizeable slack remained in the domestic
economy. By the time the new macroeconomic forecast
was presented at the May meeting, the economic out-
look had improved due to strong domestic demand,
and the slack in the economy looked set to close sooner
than previously estimated. The inflation outlook had
worsened, however, and the forecast assumed that it
would take longer to bring inflation back to target than
had previously been projected. As a result, the MPC
decided to raise interest rates by 0.25 percentage points
so as to ensure that inflation expectations would be
anchored to the target. The Bank's key rate was ther-
efore 1% at the end of June 2021, or 0.25 percentage
points higher than at the beginning of the year, when
the Committee sent its last report to Parliament.”

The monetary stance in terms of the Bank’s real
rate eased at the beginning of the year. In terms of the
average of various measures of inflation and one-year
inflation expectations, the Bank's real rate was -2.3%
at the beginning of the year but measured -2.8% by
mid-May. The monetary stance tightened following the
Bank's May rate hike, and the real rate was -2.6% at
the end of June. The Bank's real rate in terms of twelve-
month inflation fell by 0.4 percentage points in the first
half of the year, to -3.2% at the end of June.

The nominal Treasury yield curve rose in H1/2021.
The yield on ten-year nominal Treasury bonds was 3.6%
at the end of June, having risen by 0.4 percentage points
since the beginning of the year and by 1.1 percentage
points since end-June 2020. Long-term indexed rates
have not risen to the same extent during the year. The
yield on indexed ten-year Treasury-guaranteed bonds
was 0.9% at the end of June, 0.1 percentage points hig-
her than at the beginning of the year. The Bank bought
Treasury bonds in the secondary market for 13.3 b.kr. in
H1/2021.

Growth in money holdings (M3) has eased in 2021
to date, measuring 8.3% in May, after rising strongly in
2020, when the growth rate peaked at just under 14%
in November. Annual growth in lending to households
lay in the 9-11% range in H1. Mortgage lending rates
were broadly unchanged in the first months of 2021 but
rose slightly following the Bank's rate hike in May. The
spread between new corporate lending rates and the

1. The key rate is the interest rate that is the most important determinant of
short-term market rates and therefore is the best measure of the mone-
tary stance. At present, this is the interest rate on seven-day term depos-
its with the Central Bank.

Chart 2

Real Central Bank of Iceland interest rates’
January 2010 - June 2021
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— Real Central Bank of Iceland interest rate in terms of twelve-month
inflation

—— Real Central Bank of Iceland interest rate in terms of various
measures of inflation and inflation expectations?

1. From 2010 to May 2014, the nominal policy rate was the average of the current
account rate and the maximum rate on 28-day CDs. From May 2014, the policy rate
has been the seven-day term deposit rate. 2. Until January 2012, according to
twelve-month inflation, one-year business inflation expectations, one-year household
inflation expectations, the one-year breakeven inflation rate, and the Central Bank
forecast of twelve-month inflation four quarters ahead. From February 2012 onwards,
according to the above criteria, plus one-year market inflation expectations based on a
quarterly Central Bank survey.

Sources: Gallup, Statistics Iceland, Central Bank of Iceland.

Chart 3

Government-guaranteed bond yields'
2 January 2013 - 30 June 2021
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~— 10-yr, nominal — 10-yr, indexed

1. Based on the zero-coupon yield curve, estimated with the Nelson-Siegel method,
using money market interest rates and government-guaranteed bonds.

Source: Central Bank of Iceland.
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key rate has narrowed during the year, but the corporate
credit stock has contracted in 2021 to date.

Capital inflows for new investment totalled 11.4
b.kr. in the first five months of 2021, almost all of that
amount due to purchases of listed shares and Treasury
bonds. Over the same period, outflows of capital previ-
ously imported for new investment totalled 74 b.kr.,
most of it due to sales of listed shares. Net outflows
relating to new investment therefore totalled 63 b.kr. in
the first five months of the year, as compared with 49
b.kr. in H2/2020.

The kréna has been under upward pressure year-to-
date despite net outflows from non-residents, worsening
terms of trade, and unfavourable external trade. Relative
to the trading partner average, the exchange rate of the
kréna has risen by nearly 5% thus far in 2021 but is still
roughly 4% lower than in late February 2020, when the
COVID-19 pandemic spread to Iceland.

In line with the MPC's decision, the Bank has
intervened in the foreign exchange market to mitigate
excess short-term exchange rate volatility. Intervention
is also applied in case of fluctuations that extend over
longer periods than a single day, which could otherwise
result in overshooting and subsequent correction. In
H1/2021, the Bank sold currency for some 42 b.kr.,
including 34 b.kr. through its regular sales programme,
and bought currency in the amount of just under 23 b.kr.
These transactions accounted for approximately 30% of
total foreign exchange market turnover for the period.
Intervention in the market was considerably smaller in
scope in H1/2021 than in H2/2020.

The Bank began selling currency on a regular basis
in September 2020, with the objective of deepening
the market and improving price formation. From 14
September 2020 through end-March 2021, the Bank
sold 3 million euros each business day. In April, the
regular sales programme was scaled down to 3 million
euros three times a week, and at the beginning of May
it was discontinued altogether, as supply and demand
in the foreign exchange market appeared to be better
balanced than before.

Inflation increased in H2/2020 and averaged 4.2%
in Q1/2021. It continued to rise in Q2, measuring 4.3%
in June. It has been above the 4% upper deviation thres-
hold of the inflation target for all of 2021 to date, and it
has systematically exceeded forecasts since the COVID-
19 pandemic struck Iceland. Twelve-month inflation
excluding housing has begun to fall, however, measuring
3.6% in June, and is now somewhat below head-
line inflation (which includes the housing component).
Underlying inflation according to the average of vari-
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Chart 4

Capital flows due to registered new investments’
January 2017- May 2021
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1. Investment commencing after 31 October 2009 and based on new inflows of
foreign currency that is converted to domestic currency at a financial instititution in
Iceland. 2. Other inflows in March 2017 derive almost entirely from non-residents’
acquisition of a holding in a domestic commercial bank.
Source: Central Bank of Iceland.
Chart 5
Exchange rate and volatility of the kréna
Daily data 4 January 2010 - 30 June 2021
Index, 31 Dec. 1991 = 100 Volatility (%)
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1. Price of foreign currency in terms of the kréna. Inverted axis shows a stronger
kréna as a rise. 2. Volatility is measured by the standard deviation of daily changes in
the past 3 months.

Source: Central Bank of Iceland.

Chart 6

Various measures of inflation
January 2014 - June 2021

12-month change (%)
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Sources: Statistics Iceland, Central bank of Iceland.



ous measures was 4% in June and, unlike headline
inflation, has declined in recent months. It is still high,
however, indicating the presence of relatively widespr-
ead inflationary pressures.

In H2/2020, inflation was driven mainly by higher
imported goods prices following the depreciation of the
krona. This exchange rate pass-through effect still expla-
ins almost one-third of twelve-month inflation, although
its impact on inflation has weakened since the beginning
of the year. The contribution from various components
that weigh heavily in the CPI - such as services, housing,
and domestic goods prices — has increased, however. The
contribution of the housing component to inflation mea-
sured 1.3 percentage points in June, as compared with
0.6 percentage points in December 2020. The market
price of housing nationwide has risen by 12.6% in the
past twelve months, albeit offset by lower real mortgage
interest expense.? Furthermore, the COVID-19 pandem-
ic has led to steep hikes in transport costs and the price
of various inputs, owing to disruptions in production,
value chains, and domestic and cross-border distribution
channels. Global oil and commodity prices have also
risen sharply in the recent term.

Inflation averaged 4.4% in Q2/2021, as was
projected in the May Monetary Bulletin. According to
that forecast, the outlook is for inflation to fall to 3.8%
by Q4 but not reach the target until mid-2022. This is
due mainly to higher imported inflation, although the
kréna is now expected to be stronger than previously
projected. Furthermore, the outlook is for an output gap
to open up sooner than previously forecast. The inflation
outlook is highly uncertain, however, and the risk profile
is tilted to the upside.

Inflation expectations, particularly short-term
expectations, have risen since the last report was sent
to Parliament. By most measures, expectations one and
two years ahead lie in the 3-4% range. Households
and business executives expect inflation to average
3% in the next five years, and executives' expectations
have risen in 2021 to date. Market agents’ long-term
inflation expectations are still at target, however. The
ten-year breakeven inflation rate in the bond market
currently measures approximately 3%, up from 2.6% in
Q4/2020.

At the MPC's May meeting, the Committee agreed
that it was important to respond to the poorer inflation
outlook. Members were of the view that lower interest
rates and other actions taken by the Bank had supported

2. Headline twelve-month inflation is lower by an estimated 0.7 percentage
points because of the effects of lower real mortgage interest expense.

Chart 7

Domestic and imported goods prices
January 2018 - June 2021

12-month change (%)
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Source: Statistics Iceland.

Chart 8
Global shipping and commodity prices’
January 2019 - May 2021
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1. Food includes various comestible oils, various meal and grains, meat, and fruit.
Beverages include cocoa, coffee, and tea. Commodities include timber, cotton, rubber,
and tobacco. Container shipping based on the Freightos Global Container Index.

Sources: Freightos Limited, World Bank.

Chart 9
Inflation expectations®

% Year-on-year change (percentage points)

o

o - N W A

Tyr 2yr 5yr 10 yr

mm Households = Businesses Market agents

mm Breakeven inflation rate

1. The most recent Gallup surveys of corporate and household inflation expectations were
carried out in May/June 2021. The most recent Central Bank survey of market agents'
expectations is from the beginning of May 2021. Households and businesses are not asked
about ten-year inflation expectations. The breakeven inflation rate is the average of
Q2/2021. The lower part of the chart shows the year-on-year change.

Sources: Gallup, Central Bank of Iceland.
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the economic recovery and that domestic demand had
been stronger than previously expected. It was import-
ant to contain increased inflationary pressures by raising
rates, but to take smaller steps so as to safeguard the
economic recovery at the same time. The MPC will apply
the tools at its disposal to ensure that inflation eases
back to the target within an acceptable time frame.

On behalf of the Central Bank
of Iceland Monetary Policy Committee,

Asgeir Jénsson

Governor of the Central Bank of Iceland
and Chair of the Monetary Policy Committee
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No. 5/2021
3 February 2021

Statement of the Monetary Policy Committee
3 February 2021

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to keep the Bank’s interest rates unchanged. The Bank’s
key interest rate — the rate on seven-day term deposits — will therefore
remain 0.75%.

According to the Bank’s new macroeconomic forecast, published in the
February Monetary Bulletin, domestic demand appears to have been
stronger in 2020 than was previously assumed, and the economic
contraction therefore smaller than the Bank forecast in November. For
2021, the outlook is also for domestic demand to grow more than
previously projected, whereas the outlook for exports has deteriorated.
Economic developments will be affected by the path the pandemic
takes, however.

Inflation rose in January, measuring 4.3%, as the exchange rate pass-
through from the depreciation of the krona still weighs heavily in
imported goods prices. At the same time, domestic goods prices have
risen as well, to some extent reflecting strong domestic demand. This is
compounded by the rise in global oil and commodity prices and
unfavourable base effects from January 2020. According to the Bank’s
forecast, the outlook is for inflation to measure 3.9% in Q1/2021 but
then fall relatively quickly over the course of the year, as there is still a
sizeable slack in the economy and the krona has appreciated in recent
months.

The MPC will apply the tools at its disposal to support the domestic
economy and ensure that inflation eases back to the target within an
acceptable time frame.
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No. 8/2021
24 March 2021

Statement of the Monetary Policy Committee
24 March 2021

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to keep the Bank’s interest rates unchanged. The Bank’s
key interest rate — the rate on seven-day term deposits — will therefore
remain 0.75%.

According to newly published national accounts data, GDP contracted
by 6.6% in 2020, whereas in the February forecast the Bank had
projected a contraction of 7.7%. Economic activity in Q4 turned out
stronger than projected, and the contraction in the first three quarters of
the year was somewhat smaller than previous figures had indicated.
Recent surveys and high-frequency indicators suggest a continuing
recovery in 2021 to date. Uncertainty is pronounced, however, and
economic developments in Iceland and abroad will depend to a
considerable degree on the path the pandemic takes and the progress
made in vaccinating the public.

Inflation eased to 4.1% in February. The effects of last year’s
depreciation of the krona still weigh heavily but have probably begun to
subside, as the krona has appreciated somewhat in the recent term. As a
result, the outlook is for inflation to start tapering off this spring,
although the near-term outlook has probably deteriorated since
February. Global oil and commodity prices have risen recently, and
there have been cost increases that can be attributed to pandemic-related
disruptions in production. Furthermore, inflation expectations have
risen slightly, although it is too soon to determine whether they have
become less firmly anchored to the Bank’s inflation target.

The MPC will apply the tools at its disposal to support the domestic
economy and ensure that inflation eases back to the target within an
acceptable time frame.
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No. 14/2021
19 May 2021

Statement of the Monetary Policy Committee
19 May 2021

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to raise the Bank’s interest rates by 0.25 percentage points.

The Bank’s key interest rate — the rate on seven-day term deposits — will
therefore be 1%.

The economic recovery in H2/2020 was stronger than previously
assumed. According to the Central Bank’s new macroeconomic
forecast, published in the May issue of Monetary Bulletin, the outlook
is for just over 3% GDP growth this year and more than 5% growth in
2022. The outlook has improved since the Bank’s last forecast, owing
largely to signs of a stronger recovery of domestic demand.
Unemployment has eased, although it remains high. The slack in the
economy therefore appears to be smaller and looks set to close sooner
than previously estimated.

Supply-side disruptions due to the COVID-19 pandemic have pushed
production and distribution costs upwards worldwide, and global oil and
commodity prices have risen steeply in the recent term, although these
increases may prove to be temporary.

Inflation has therefore been higher and more persistent than previously
forecast, measuring 4.6% in April. Inflationary pressures appear to be
widespread, as underlying inflation is broadly similar to headline
inflation. This is due to a number of factors, including the depreciation
of the kréna in 2020 and steep rises in wages and house prices. As a
result, it is necessary to raise the Bank’s interest rates in order to ensure
that inflation expectations are anchored to the target.

The MPC will apply the tools at its disposal to ensure that inflation eases
back to the target within an acceptable time frame.

Monetary Policy Committee Report to Parliament



The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
Meeting 1-2 February 2021 (100th meeting)

Published 17 February 2021

The Act on the Central Bank of Iceland stipulates that it is the role of the Monetary Policy
Committee (MPC) to set Central Bank interest rates and apply other monetary policy
instruments. Furthermore, the Act states that “[m]inutes of meetings of the Monetary Policy
Committee shall be made public, and an account given of the Committee’s decisions and the
premises upon which they are based.” In accordance with the Act, the MPC has decided to
publish the minutes of its meetings two weeks after each decision. The votes of individual
Committee members are also included in the minutes.

The following are the minutes of the MPC meeting held on 1 and 2 February 2021, during which
the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those
decisions on 3 February.

| Economic and monetary developments

Before discussing monetary policy decisions, members discussed the domestic financial
markets, financial stability, the outlook for the global economy and Iceland’s international
trade, the domestic economy, and inflation, with emphasis on information that has emerged
since the Committee’s last meeting, on 18 November 2020, and the updated forecast in
Monetary Bulletin 2021/1, published on 3 February.

Financial markets

Since the November meeting, the kréna had appreciated by 3.1% in trade-weighted terms.
Between meetings, the Bank sold foreign currency in the amount of 280.5 million euros (43.9
b.kr.), including 159 million euros sold under the regular sales programme. The Bank’s
transactions accounted for 47% of total foreign exchange market turnover for the period.

In terms of the Central Bank’s real rate, the monetary stance had eased slightly since the MPC'’s
November meeting. In terms of the average of various measures of inflation and one-year
inflation expectations, the Bank’s real rate was -2.5%, or 0.2 percentage points lower than just
after the announcement of the November interest rate decision. In terms of twelve-month
inflation, it was -3.4% and had fallen by 0.9 percentage points between meetings.
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Interest rates in the interbank market for krénur fell slightly between meetings, and turnover
in the market totalled 10 b.kr. during the period. Yields on long-term indexed and nominal
Treasury bonds had risen by 0.2 percentage points since the November meeting. Average
mortgage lending rates had held broadly unchanged between meetings, however.

In terms of three-month interbank rates, the interest rate differential had narrowed slightly
between meetings, to 1.9 percentage points versus the euro area and 1.2 percentage points
versus the US. The long-term interest rate spread versus Germany had widened by 0.2
percentage points, to 3.8 percentage points, while the spread versus the US was unchanged at
2.2 percentage points. Measures of the risk premium on the Treasury’s foreign obligations were
more or less unchanged between meetings. The CDS spread on the Treasury’s five-year US
dollar obligations was 0.5%, and the spread between the Treasury’s eurobonds and comparable
bonds issued by Germany was 0.6-0.7 percentage points.

Financial institutions’ analysts had projected that the MPC would hold interest rates
unchanged. They noted that because inflation had risen and was above the upper deviation
threshold of the inflation target, there was no prospect of further rate cuts at present. Stable
inflation expectations and the prospect that inflation would fall quickly over the course of the
year would give the Bank the scope to keep interest rates unchanged.

According to the Central Bank’s quarterly market expectations survey, conducted in January
2021, respondents expected the Bank’s key rate to remain unchanged at 0.75% in Q1/2021,
followed by either no change or a rate cut of 0.25 percentage points in Q2. This is a lower rate
than survey participants expected in November, when they projected that the Bank’s key rate
would be 1% in 2021. In the survey, about 46% of respondents considered the monetary stance
appropriate at present, down from 58% in the previous survey. The share who considered the
monetary stance too tight increased to 38%, however, from 31% in the November survey.
Roughly 15% of respondents considered the stance too loose, as compared with just under 12%
in the Bank’s previous survey.

Annual growth in M3 has gained pace as the year has progressed. It is estimated to have
measured just over 13% in December. Twelve-month growth in credit system lending to
households has measured just over 6% since the beginning of 2020, but by the end of the year
it had risen to roughly 8%:%, as interest rates have fallen steeply and real estate market activity
has been brisk. On the other hand, corporate lending has been virtually flat since the end of
2019.

The Nasdag OMXI10 index had risen by 14.2% between meetings. Turnover in the Main Market
totalled 600 b.kr. in 2020, some %% less than in 2019.

Global economy and external trade

According to the forecast published by the International Monetary Fund (IMF) in late January,
global GDP growth contracted by 3.5% in 2020. This is a 0.9 percentage point smaller
contraction than the Fund had projected in October, reflecting stronger economic activity in
H2/2020 than had been expected at the time of that forecast. The GDP growth outlook has also
improved for 2021, in view of progress made in developing vaccines against the pandemic and
additional financial measures announced towards the end of the year in several large
economies, particularly the US and Japan. Pulling in the other direction is the weaker near-term
outlook due to increased COVID-19 infection numbers and tighter public health measures,
particularly in Europe. The IMF forecasts global GDP growth at 5.5% in 2021, some 0.3
percentage points above the October forecast. The GDP growth outlook has improved
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particularly in the US, where it is projected at 5.1%, a full 2 percentage points above the October
forecast. In Japan, the outlook has improved as well, with GDP growth expected to measure
3.1%, 0.8 percentage points above the October forecast. The outlook has worsened for the
eurozone and the UK, however. In both cases, the GDP growth forecasts have been revised
downwards by 1-1.4 percentage points since October, to 4.2% for the eurozone and 4.5% for
the UK. The outlook for 2022 is unchanged, however, with global GDP growth projected at 4.2%.

Iceland’s deficit on goods trade totalled 1.3 b.kr. in December, down from more than 13 b.kr.
in December 2019, at constant exchange rates. The deficits for 2020 and 2019 as a whole were
97.5 b.kr. and 128 b.kr., respectively, at constant exchange rates. The smaller deficit in 2020
than in 2019 is due primarily to a larger contraction in import values than in export values. In
the last three months of 2020, however, the decline in import values eased. Excluding ships and
aircraft, the contraction measured 5% year-on-year, as opposed to 13% just before the MPC’s
previous meeting. Excluding ships and aircraft, goods export values were down by 7% year-on-
year in the final three months of 2020, as opposed to nearly 11% just before the Committee’s
last meeting. This was due mainly to a contraction in the value of exported industrial goods.

Global aluminium prices had risen slightly since the MPC’s November meeting and were just
over 19% higher than in early February 2020. Preliminary figures from Statistics Iceland indicate
that foreign currency prices of marine products were down 1.9% year-on-year in 2020. Global
Brent crude prices were about 57 US dollars per barrel at the time of the February meeting,
about a third higher than at the November meeting. The increase reflects expectations that
demand for oil will recover more quickly than previously thought, owing to success with the
development of COVID-19 vaccines. Reduced production among OPEC countries and other oil
producers has also supported prices. Nevertheless, oil prices were still about 13% lower in
February than they were before the pandemic struck at the beginning of 2020.

The real exchange rate in terms of relative consumer prices rose by 5.4% month-on-month in
December, when it was 2.8% above its 25-year average but 6.8% lower than in December 2019.
It fell by 8% year-on-year in 2020, as the nominal exchange rate of the kréna fell by 10%, while
inflation in Iceland was 2.1 percentage points above the trading partner average.

Domestic economy and inflation

Indicators of private consumption in Q4/2020 suggest a wide difference in household demand
within the quarter, which is attributable in large part to the effects of public health measures.
High-frequency indicators imply that early in the quarter, after COVID-19 case numbers rose
and public health measures were tightened, developments were similar to those in spring 2020,
when household spending on various services gave way and traffic declined. At the same time,
there was still relatively strong demand for goods such as groceries. Once the public health
measures were eased in November, demand for services picked up again, but on the whole,
indicators imply that the year-on-year contraction in private consumption was somewhat larger
than in Q3.

The Gallup Consumer Confidence Index measured 94.4 points in January, after falling only
marginally month-on-month. This could indicate increased consumer optimism relative to the
previous autumn, as it is primarily consumer expectations six months ahead that have
improved.

According to the results of Gallup’s winter survey, conducted in December 2020 among
Iceland’s 400 largest firms, executives’ expectations six months ahead are considerably more
positive than they were in the autumn. About 80% of respondents considered the current
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situation poor, and just under 18% considered it neither good nor poor. Some 51% of executives
are of the view that economic conditions will improve in the next six months, and 24% expect
conditions to be neither better nor worse. Just under a fourth of executives expect conditions
to deteriorate in the next six months — somewhat fewer than in the autumn. Executives were
also more optimistic about domestic and foreign demand than they were in the autumn,
particularly those in transport, transit, and tourism and financial services.

According to seasonally adjusted results from Gallup’s winter survey, the employment outlook
brightened significantly between surveys. Responses on staffing plans (i.e., firms planning to
recruit as compared with those planning redundancies) were broadly in balance in the winter
survey, whereas the balance of opinion had been negative by 21 percentage points in the
autumn. About 8% of executives considered themselves short-staffed, a slightly higher
percentage than in the previous survey but still relatively close to the historical low. In addition,
32% of executives reported that their firms would have difficulty responding to an unexpected
increase in demand. This is an increase of 4 percentage points relative to the previous survey.

According to the Statistics Iceland labour force survey (LFS), total hours worked declined by
5.9% year-on-year in Q4/2020, reflecting a 3.6% drop in the number of employed persons and
a 2.4% shortening of the average work week. Measurements of the number of employed
persons still diverge widely, as data from the pay-as-you-earn (PAYE) register indicate that job
numbers fell 7.3% year-on-year in October.

Seasonally adjusted LFS data for Q4/2020 show that the labour participation rate declined
between quarters, but the employment rate fell somewhat more. In 2020 as a whole, the
participation rate fell by 1.4 percentage points year-on-year, however, and the employment
rate fell by 2.9 percentage points over the same period. Unemployment according to the LFS
therefore rose by just over 1 percentage point between quarters, to nearly 7%. On the other
hand, seasonally adjusted registered employment rose by almost 2 percentage points quarter-
on-quarter, to 10.5%. In 2020, unemployment according to the LFS measured 5.5%, but
registered unemployment rose to 7.9% — or 10.2%, including recipients of part-time
unemployment benefits.

Population growth has slowed markedly since the pandemic struck, although it was positive by
1.2% year-on-year in Q4/2020. Among foreign nationals, net migration was slightly negative in
Q4, whereas for Icelandic nationals it was positive for the third quarter in a row.

In Q4/2020, the wage index rose by 1.6% between quarters and by 7.2% year-on-year, and real
wages in terms of the index were 3.5% higher during the quarter than at the same time in 2019.
The index rose by 6.3% between annual averages in 2020, and real wages grew by 3.4%.

Statistics Iceland’s nationwide house price index, published in late January, rose by 1.2% month-
on-month when adjusted for seasonality, but rose 8.9% year-on-year. The capital area house
price index, calculated by Registers Iceland, rose by 0.8% month-on-month in December, when
adjusted for seasonality, and by 7.7% year-on-year. The number of purchase agreements
registered nationwide rose by 14.8% year-on-year in 2020, while the number of contracts for
new construction increased by 54% over the same period.

Inflation averaged 2.8% in 2020. The CPI declined by 0.06% month-on-month in January, and
twelve-month inflation measured 4.3%. This is the first time since December 2013 that inflation
has breached the upper deviation threshold of the inflation target. The rise in inflation between
December and January was due in part to unfavourable base effects, as the CPIl had fallen
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steeply in January 2020. Winter sales affected prices in January, but were smaller in scope than
those held a year ago. In addition, the price of housing, food, and petrol rose in January.

The CPl excluding the housing component had risen by 4.7% year-on-year in January.
Underlying inflation in terms of the average of various measures was 4.5%, its highest since
June 2012. Some measures of underlying inflation exclude the effects of real mortgage interest
expense, which has fallen steeply in the recent term. Because of this, twelve-month inflation
was an estimated 0.9 percentage points lower than it would have been otherwise.

Gallup’s winter surveys indicate that executives expect inflation to measure 3% in one year,
while households project it at 4%. Both figures are unchanged from the autumn surveys.
According to the winter survey, corporate executives’ expectations concerning average inflation
over the next five years had fallen to the target. Market agents’ short- and long-term inflation
expectations are still at target, according to the Central Bank’s market expectations survey. The
ten-year breakeven inflation rate in the bond market has averaged 2.6% in Q1/2021 to date,
roughly the same as in Q4/2020.

According to the forecast published in Monetary Bulletin on 3 February, the outlook is for
inflation to measure 3.9% in Q1/2021, slightly more than was forecast in November, and then
taper off relatively quickly, to 3.3% in Q2. Inflation is expected to align with the target in
Q4/2021. The short-term inflation outlook has therefore deteriorated slightly, owing to a
weaker initial position, together with the prospect of stronger domestic demand in H1/2021
than was previously forecast. On the other hand, the exchange rate pass-through from last
year’s depreciation has receded, and the krdna is somewhat stronger now than was previously
forecast. The inflation outlook for the latter half of the forecast horizon is broadly similar to the
November forecast, however. As was projected in November, a relatively stable kréna, low
global inflation, and a continued slack in the economy will cause inflation to ease in 2022 and
be just below the target until the end of the forecast horizon.

Global economic activity rebounded strongly in Q3/2020, after COVID-19 infection rates began
to fall, but then softened again in Q4, when case numbers started to rise once more. Despite a
weakening outlook for Q1/2021, a robust recovery is expected among Iceland’s main trading
partners as the year progresses and widespread vaccination is achieved. For Iceland’s main
trading partners, growth in 2021 is projected at 4.3%, or 0.3 percentage points less than was
assumed in November. On the other hand, trading partner growth is expected to be stronger in
2022, while the outlook for 2023 is broadly in line with the November forecast.

The kréna began to appreciate in early November, bolstered by positive news about the
development of COVID-19 vaccines, but it has been relatively stable since early December.
Before then, there had been downward pressure on the kréna, as foreign investors had been
closing out bond positions and exporting the proceeds. In addition, the pension funds stepped
up their foreign currency purchases in August, although some of them also sold currency late in
the year. The baseline forecast assumes that the exchange rate will be somewhat lower, on
average, in 2022 than in 2021, then rise slightly in the latter half of the forecast horizon and be
above the level projected in November throughout the entire period.

In Iceland, GDP grew more strongly in Q3/2020 than had been forecast in the November
Monetary Bulletin. Nevertheless, it was still 10.4% lower than in Q3/2019. Indicators imply that
GDP continued to grow in Q4 and that it contracted by 7.7% in 2020 as a whole, as opposed to
the 8.5% contraction forecast in November. The outlook for 2021 has also improved somewhat,
with a poorer outlook for exports offset by more favourable prospects for domestic demand.
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GDP growth is forecast to measure 2.5% in 2021 as a whole, then rise to 5.1% in 2022 before
easing back to 4.1% in 2023.

Total hours worked are expected to fall by just under 1% this year and then begin to rise in
2022. Unemployment is expected to peak in H1 and average just over 7% in 2021 as a whole,
according to the Statistics Iceland labour force survey. Unemployment is forecast to start falling
in mid-2021 and continue to ease throughout the forecast horizon.

A sizeable slack in output developed in 2020 but is expected to narrow over the course of this
year. Nevertheless, it is expected to measure about 2% of potential output by the year-end.
This is a larger slack than was assumed in the November forecast, owing to more rapid
population growth versus more favourable developments in GDP growth.

To a large extent, economic developments will depend on how successful efforts to control the
pandemic prove to be, both in Iceland and elsewhere. Vaccinations began in late 2020 and, as
in the Bank’s November forecast, it is assumed that a majority of the population in Iceland and
trading partner countries will be vaccinated by mid-year. The forecast also assumes that the
current public health measures at the border will remain in effect broadly unchanged until then.
All of these assumptions are highly uncertain, however, as the pandemic has been spreading
strongly in many areas and new variants have been identified. Furthermore, vaccine
distribution has been erratic in some places, and there is some uncertainty about participation
levels among the general public. As a result, the economic outlook as presented in the baseline
forecast could prove to be overly optimistic. On the other hand, the recovery could be swifter
and stronger if efforts to control the pandemic are more successful.

Il Decisions on the Bank’s monetary policy instruments

The MPC discussed the monetary stance in view of economic developments and the fact that
the Bank’s real rate had fallen marginally since the November meeting. Members discussed
whether the monetary stance was appropriate in view of the inflation outlook, as the
Committee had decided in November to lower interest rates. At the time of the November
meeting, the economic outlook had deteriorated between meetings, owing to a surge in COVID-
19 infections and tightened public health measures during the autumn.

Committee members noted that according to the Bank’s new macroeconomic forecast,
published in the February Monetary Bulletin, domestic demand appeared to have been stronger
in 2020 than was previously assumed, and the economic contraction therefore smaller than the
Bank forecast in November. It emerged that private consumption had rebounded more strongly
in recent months and that households had drawn more quickly on their savings than had been
assumed at the last meeting. They discussed that according to the forecast, the outlook was for
domestic demand to grow more in 2021 than previously projected, whereas the outlook for
exports had deteriorated. The Committee stressed that economic developments would
nevertheless be affected by the path taken by the pandemic.

The MPC discussed developments in inflation, which rose to 4.3% in January. Members noted
that the exchange rate pass-through from the depreciation of the krdna still weighed heavily in
imported goods prices. It also emerged that at the same time, domestic goods prices had risen
as well, to some extent reflecting strong domestic demand. This was compounded by the rise
in global oil and commodity prices and unfavourable base effects from January 2020. It emerged
in the discussion that pandemic-induced disruptions in production abroad and domestic
demand had probably fuelled inflationary pressures as well, which could push prices upwards
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in coming months. The Committee considered it likeliest, however, that inflation would fall
relatively quickly over the course of the year, as was assumed in the Bank’s forecast, as there
was a sizeable slack in the economy and the kréna had appreciated in recent months.

The MPC discussed the status of the foreign exchange market, as the kréna had appreciated
between meetings. Members agreed that the Bank’s intervention policy had contributed to a
better balanced market and mitigated volatility. In addition, the Bank’s regular sales of foreign
currency had deepened the market and improved price formation. It was pointed out that
downward pressure on the kréna had eased in the wake of large-scale outflows stemming from
the sale of foreign-owned Treasury bonds in Q4/2020. Furthermore, the stock of such foreign-
owned assets was now limited. Committee members considered it likely that the kréna would
appreciate once the tourism industry rebounded, all else being equal, because of increased
foreign currency inflows.

All members were of the opinion that the Bank’s interest rates should be held unchanged. In
recent months, low interest rates had both supported domestic demand and stimulated the
real estate market significantly. On the other hand, inflation had risen above the upper
deviation threshold of the inflation target, and underlying inflation had continued to rise. The
Committee agreed that conditions in the domestic economy were actually split in two, where
certain sectors and their employees — the tourism industry, for instance — had been hit hard by
the pandemic and public health measures, while activity in other sectors had increased
markedly. Household saving had increased, and private consumption that had previously
centred on travel and spending abroad, for example, had shifted back into the domestic market.
It emerged in the discussion that there was the risk that increased domestic demand would lead
to more persistent inflation and that the slack in the economy would actually reduce inflation
less than it might otherwise, owing to the extraordinary conditions in the economy. It was also
pointed out that there was the risk of excessive fiscal easing in the coming term. On the other
hand, MPC members agreed that the short-term economic outlook in trading partner countries
had deteriorated, and the economic recovery might therefore turn out weaker than currently
assumed.

The Committee discussed the Bank’s quantitative easing programme. It emerged that the Bank
had been relatively neutral in the bond market recently, intervening only when long-term yields
had risen steeply, so as to prevent the disruption of monetary policy transmission. Members
also discussed the commercial banks’ liquidity position and developments in liquidity ratios,
given the rapid growth in lending in H2/2020.

In view of the discussion, the Governor proposed that the Bank’s interest rates be held
unchanged. The Bank’s key rate (the seven-day term deposit rate) would be 0.75%, the current
account rate 0.5%, the seven-day collateralised lending rate 1.5%, and the overnight lending
rate 2.5%. All Committee members voted in favour of the proposal. Members also agreed to
maintain an unchanged policy regarding other monetary policy instruments.

It emerged at the meeting that the MPC would apply the tools at its disposal to support the
domestic economy and ensure that inflation eases back to the target within an acceptable time
frame.

The following Committee members were in attendance:
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Asgeir J6nsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor for Monetary Policy
Gunnar Jakobsson, Deputy Governor for Financial Stability

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

The Chief Economist was in attendance for the entire meeting. In addition, a number of Bank
staff members attended part of the meeting.

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 24
March 2021.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
22-23 March 2021 (101st meeting)

Published 7 April 2021

The Act on the Central Bank of Iceland stipulates that it is the role of the Monetary Policy
Committee (MPC) to set Central Bank interest rates and apply other monetary policy
instruments. Furthermore, the Act states that “[m]inutes of meetings of the Monetary Policy
Committee shall be made public, and an account given of the Committee’s decisions and the
premises upon which they are based.” In accordance with the Act, the MPC has decided to
publish the minutes of its meetings two weeks after each decision. The votes of individual
Committee members are also included in the minutes.

The following are the minutes of the MPC meeting held on 22 and 23 March 2021, during which
the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those
decisions on 24 March.

| Economic and monetary developments

Before turning to monetary policy decisions, members discussed the domestic financial
markets, financial stability, the outlook for the global economy and Iceland’s international
trade, the domestic economy, and inflation, with emphasis on information that has emerged
since the Committee’s last meeting, on 3 February 2021.

Financial markets

Since the February meeting, the kréna had appreciated by 4.6% in trade-weighted terms. The
Bank’s net foreign currency sales totalled 108 million euros (16.6 b.kr.) between meetings. Of
that total, purchases under the intervention programme totalled 6 million euros (about 890
m.kr.), sales under the intervention programme totalled 6 million euros (about 938 m.kr.), and
regular currency sales amounted to 108 million euros (16.6 b.kr.). The Central Bank’s
transactions accounted for about 30% of total turnover in the foreign exchange market.

In terms of the Central Bank’s real rate, the monetary stance had tightened slightly since the
MPC’s February meeting. In terms of the average of various measures of inflation and inflation
expectations, the Bank’s real rate was -2.4%, or 0.1 percentage points higher than just after the
announcement of the February interest rate decision. In terms of twelve-month inflation, it was
-3.2% and had risen by 0.2 percentage points between meetings.
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Interest rates in the interbank market for kronur were broadly unchanged between meetings,
and turnover in the market totalled 12.7 b.kr. during the period. Yields on long-term nominal
Treasury bonds had risen by 0.3 percentage points, and yields on long-term indexed Treasury
bonds had risen by just under 0.1 percentage points since the February meeting. Average
mortgage lending rates had held broadly unchanged between meetings.

In terms of three-month interbank rates, the short-term interest rate differential remained
unchanged between meetings, at 1.9 percentage points versus the euro area and 1.2
percentage points versus the US. The long-term interest rate spread versus Germany had
widened by 0.1 percentage points, to 3.9 percentage points, while the spread versus the US
narrowed to 1.9 percentage points. Measures of the risk premium on the Treasury’s foreign
obligations were more or less unchanged between meetings. The CDS spread on the Treasury’s
five-year US dollar obligations was 0.6%, and the spread between the Treasury’s eurobonds and
comparable bonds issued by Germany was 0.6-0.7 percentage points.

Financial institutions’ analysts had projected that the MPC would hold interest rates
unchanged, noting that even though inflation was above the upper deviation threshold of the
target, the outlook was for it to ease in the coming term as the exchange rate pass-through
from the depreciation of the kréona subsided. Furthermore, inflation expectations were still
firmly anchored to the target, giving the Bank the scope to hold interest rates unchanged.

Annual growth in money holdings (M3) gained considerable momentum in 2020 but there are
signs that the pace has begun to ease. It is estimated at just under 11% in January. Annual
growth in credit system lending to households is estimated at 9.7% in January and has been
broadly steady in recent months. On the other hand, corporate lending has been virtually flat
since the end of 2019.

The Nasdaqg OMXI10 index had risen by 3.2% between meetings. Turnover in the Main Market
totalled 173 b.kr. in the first two months of 2021, some 23% more than over the same period
in 2020.

Global economy and external trade

According to the Organisation for Economic Cooperation and Development’s (OECD) March
forecast, the global economy is set to grow by 5.6% this year, 1.4 percentage points above its
December forecast. Furthermore, the OECD projects global GDP growth in 2022 at 4%, or 0.3
percentage points above the December forecast. The change between forecasts reflects
increased buoyancy due to stronger-than-expected economic activity in H2/2020, clearer
indications of the efficacy of COVID-19 vaccines, and increased stimulus measures from many
governments, especially the US. The OECD estimates that the proposed measures there could
raise global output by around 1 percentage point in the first full year after they are executed,
and it has revised its GDP growth forecast for the US upwards by a full 3.3 percentage points
this year, to 6.5%. The economic recovery in India is also forecast to be stronger than previously
projected. On the other hand, the OECD expects the largest European countries to see a slower
turnaround than many other advanced economies in 2021, owing to stringent public health
measures in the early months of the year and weaker government stimulus. Uncertainty about
global economic developments remains significant, however, and depends on how persistent
the COVID-19 pandemic proves to be. Global GDP growth could turn out as much as 1-1%
percentage points stronger in 2021 and 2022, according to the OECD, if vaccination roll-outs
prove more successful and households tap their accumulated savings more quickly. On the
other hand, growth could be 1-1% percentage points weaker if it takes longer to vaccinate the
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population or if the currently available vaccines prove less effective against new variants of the
virus.

Preliminary figures suggest a deficit of 17 b.kr. on goods trade in the first two months of 2021,
as compared with a deficit of 20 b.kr. at constant exchange rates over the same period in 2020.
Excluding ships and aircraft, exported goods values contracted by nearly 3% year-on-year, as
marine product export values fell by roughly 8%, whereas industrial export values increased by
3%, partly because of the rise in global aluminium prices in recent months. In the first two
months of 2021, imported goods values (excluding ships and aircraft) were about 4% lower, at
constant exchange rates, than in the same period in 2020, owing primarily to a more than 40%
contraction in fuel imports and a contraction of a third in transport equipment imports. On the
other hand, the value of imported investment goods (excluding transport equipment) increased
20% between years and has risen year-on-year for the past four months.

Global aluminium prices had risen by 11% since the MPC’s February meeting and were 43%
higher than in March 2020. Preliminary figures from Statistics Iceland indicate that foreign
currency prices of marine products had continued to fall and were down 10% year-on-year in
January. The global price of Brent crude rose further between MPC meetings, to nearly 70 US
dollars per barrel by mid-March. This reflects both expectations of increased demand and
continued production cuts by OPEC countries and other oil producers. In the days just prior to
the March meeting, however, oil prices began to give way again, at least partly because of rising
inventories in the US, the appreciation of the US dollar, and fears that demand for oil would
rebound more slowly than previously anticipated because of the resurgence of the pandemic
and the slow progress of vaccinations in the euro area. Brent crude was selling at just under 61
US dollars per barrel at the time of the March meeting. This is about 6% higher than just before
the February meeting but about 8% lower than at the beginning of 2020, before the pandemic
struck.

The real exchange rate in terms of relative consumer prices rose by 0.8% month-on-month in
February, when it was 1.4% above its 25-year average but 8% lower than at the beginning of
2020. In the first two months of 2021, it was down by 6.6% compared with the same period in
2020, as the nominal exchange rate of the kréna was 9.3% lower and inflation in Iceland was
about 3 percentage points above the trading partner average.

Domestic economy and inflation

According to preliminary figures published by Statistics Iceland in early March, GDP contracted
by 5.1% year-on-year in Q4/2020, somewhat less than was forecast in the February Monetary
Bulletin. Seasonally adjusted GDP grew by 4.8% between quarters in Q4, the second quarter-
on-quarter increase in a row. Because of the steep contraction in H1, however, there was still a
contraction between years despite positive growth in the last two quarters. Domestic demand
declined by 2% year-on-year but, apart from public sector demand, was stronger than had been
forecast. The contribution of net trade to GDP growth was negative by 3.2 percentage points
during the quarter, and the lion’s share of the contraction in both imports and exports was due
to services.

For the year as a whole, GDP contracted by 6.6%, owing largely to the negative contribution
from net trade, together with a nearly 2% decline in domestic demand. Figures from Statistics
Iceland show that most subcomponents of domestic demand contracted less than had been
assumed in the Bank’s forecast, whereas on the other hand, public sector demand was weaker
than projected. Private consumption contracted by 3.3%, the largest single-year contraction
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since 2009, albeit somewhat less than had been forecast. The main difference is that the
contraction in investment was almost 5 percentage points less than forecast, or 6.8%. This
difference in investment is due in large part to a revision of figures for the first three quarters
of 2020. Exports contracted by 30.5% in 2020 as a whole, while the contraction in imports was
smaller, at 22%,; as a result, the contribution of net trade to output growth was negative by 4.9
percentage points for the year, slightly more negative than had been forecast.

In line with the Bank’s forecast, the current account balance was positive in 2020, despite the
largest contraction in exports since 1917. The current account surplus measured 1% of GDP, as
compared with a surplus of 6.4% of GDP in 2019. The trade deficit for 2020, which measured
0.6% of GDP, stemmed mainly from the contraction in exports, although terms of trade also
deteriorated between years. Services exports contracted by 51%, owing mainly to the
substantial drop in tourist visits. The contraction in services imports, at 39%, was mainly
attributable to the steep decline in Icelanders’ overseas travel. The composition of the current
account balance changed markedly in 2020 relative to previous years, as the weight of the
balance on primary and secondary income increased.

Domestic payment card turnover figures suggest that household demand increased year-on-
year in the first two months of 2021. Indicators show signs that household demand is recovering
in the consumption categories hit hardest by public health measures, after contracting steeply
in 2020. At the same time, growth in household spending on consumer durables was still robust,
even though it lost pace slightly.

According to the Gallup Consumer Confidence Index in February, consumer sentiment has
improved significantly since Q4/2020, probably because of progress made in COVID-19
vaccinations and reduced infection rates. Among subcomponents of the index, consumers’
assessment of the current situation improved the most between months.

According to the results of Gallup’s spring survey, conducted in March among Iceland’s 400
largest firms, respondents’ attitudes towards the current economic situation were more
positive than in the winter survey. Their expectations six months ahead are also more positive
than in the winter. About 62% of executives expect the economic situation to improve in the
next six months, and about 14% expect them to deteriorate, somewhat fewer than in the
winter. Executives are also more optimistic about domestic and foreign demand than in the
winter survey, particularly those in retail and wholesale trade, manufacturing, and
miscellaneous specialised services.

According to the survey, most companies’ profit margins have declined since the previous
survey. On the whole, however, it appears that executives expect their margins to increase
slightly in the next six months, and they expect their profits for 2021 to be about the same as
in 2020. Furthermore, the survey suggests that investment will contract between years, albeit
somewhat less than it did in 2020.

The seasonally adjusted results of the same survey show that the share of firms planning to add
staff exceeds the share planning to downsize by about 4 percentage points. This difference has
widened slightly between surveys, after a strong turnaround in last year’s winter survey, and is
close to its historical average. About 12% of executives considered themselves short-staffed, a
slightly higher percentage than in the previous survey. This percentage has risen in the past
three surveys but remains well below its historical average. The share of firms operating at close
to capacity tells a similar tale, with about 32% of executives reporting that they would have
trouble responding to an unexpected increase in demand.
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The wage index rose by 0.3% month-on-month in February and by about 10.6% year-on-year,
owing both to the effects of contractual wage hikes in January 2021 and April 2020, as well as
base effects due to delays in finalising public sector wage agreements during the current round
of negotiations. Real wages were 6.2% higher during the month than at the same time in 2020.

According to preliminary figures from Statistics Iceland, the wage share (wages and related
expenses relative to gross factor income) was 61% in 2020, or 0.5 percentage points higher than
in 2019 and 1.4 percentage points above the twenty-year average. Historical figures for wages
and related expenses were also revised slightly, with the largest revisions in 2019 figures. On
the whole, however, the trend of the past two years was in line with the forecast in the February
Monetary Bulletin.

Statistics lceland’s nationwide house price index, published in late February, rose by 0.4%
month-on-month when adjusted for seasonality, and by 8.4% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.5% month-on-month in February,
when adjusted for seasonality, and by 7.3% year-on-year. The number of purchase agreements
registered nationwide rose by 30.8% year-on-year in the first two months of 2021, while the
number of contracts for new construction increased by 69.4% over the same period.

The consumer price index (CPI) rose by 0.69% month-on-month in February, lowering twelve-
month inflation to 4.1%. The CPI excluding the housing component had risen by 4.5% year-on-
year in February. Underlying inflation was 4.4%, according to the average of various measures.
Some measures of underlying inflation exclude the effects of real mortgage interest expense,
which has fallen steeply in the recent term. Because of this, twelve-month inflation was an
estimated 0.9 percentage points lower than it would have been otherwise.

The end of seasonal sales was the main driver of the rise in the CPI during the month, as is
typical in February. The rise in the housing component also had some impact, particularly the
rise in home maintenance costs. Domestic petrol prices rose for the third month in a row, in the
wake of recent global oil price hikes.

Gallup’s spring surveys indicate that executives expect inflation to measure 3% in one year,
while households project it at 4%. Both figures are unchanged from the winter surveys. On the
other hand, households’ two-year inflation expectations rose by 1 percentage point between
surveys, to 4%. Corporate executives’ five-year expectations rose as well, by 0.3 percentage
points, to 2.8%. Moreover, the five- and ten-year breakeven inflation rates in the bond market
have inched upwards since the February meeting. The five-year breakeven rate was about 3%
just before the March meeting, and the ten-year rate was 2.8%.

Il Decisions on the Bank’s monetary policy instruments

The MPC discussed the monetary stance in view of economic developments and the fact that
the Bank’s real rate had risen marginally since the February meeting. Members discussed
whether the monetary stance was appropriate in view of the inflation outlook, as the
Committee had decided in February to hold interest rates unchanged. At that meeting, the
outlook was for domestic demand to grow more than previously projected, whereas a weaker
outlook for exports pulled in the opposite direction. Inflation had risen above the upper
deviation threshold of the inflation target, but the Committee was of the opinion that it would
fall relatively quickly as the year progressed.

Committee members discussed the newly published national accounts data, which showed that
GDP had contracted by 6.6% in 2020, whereas the Bank’s February forecast had assumed a
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contraction of 7.7%. It emerged that economic activity in Q4 had turned out stronger than
projected, and the contraction in the first three quarters of the year had been somewhat
smaller than previous figures from Statistics Iceland had indicated. The MPC also noted that
recent surveys and high-frequency indicators suggested a continuing recovery in 2021 to date.
It emerged in the discussion that pandemic response measures taken by the Central Bank and
the Government had supported domestic demand and that the outcome was more favourable
than had been expected. Considerable slack remained in the economy, however. The
Committee stressed that uncertainty was nevertheless pronounced, and that economic
developments in Iceland and abroad would depend to a considerable degree on the path the
pandemic takes and the progress made in vaccinating the public.

The MPC discussed developments in inflation, which had eased to 4.1% in February. Members
noted that the effects of last year’s depreciation of the kréna still weighed heavily but had
probably begun to subside, as the krona had appreciated somewhat in the recent term. In their
view, the outlook was for inflation to start tapering off this spring, although the near-term
outlook had probably deteriorated since February. Global oil and commodity prices had risen
recently, and there had been cost increases that could be attributed to pandemic-related
disruptions in production. Committee members were concerned about inflation expectations
having risen slightly, although it was too soon to determine whether they had become less
firmly anchored to the Bank’s inflation target.

The MPC discussed the status of the foreign exchange market, as the kréna had appreciated
between meetings. It emerged in the discussion that the intervention policy and the regular
currency sales programme had been successful and had fostered greater stability in the foreign
exchange market. It was pointed out that, in view of developments in inflation, the monetary
stance had been tightened in this way, as the aforementioned measures had reduced the
money supply. It was also noted that if the exchange rate of the kréna should trend upwards, it
would be possible to stop or reduce regular currency sales, as the programme was a temporary
measure.

All members were of the opinion that the Bank’s interest rates should be held unchanged. It
was clear that inflation was still above the upper deviation threshold of the target and that
domestic demand appeared stronger than had been expected. Activity had increased in the
economic sectors that had performed well despite the pandemic. It was pointed out that there
was the risk that inflation would prove more persistent, given the steep increase in global oil
and commodity prices and the rise in inflation expectations. On the other hand, it appeared
highly likely that the kréna would appreciate and the slack in the economy would lead to a
decline in inflation later in the year, as the Bank’s previous forecasts had indicated.
Furthermore, the Committee agreed that the outlook was cloudy as regarded developments in
the pandemic abroad, as public health measures were being tightened once again in many
places and there was the risk that the same situation would arise in Iceland. It emerged in the
discussion that if the pandemic and the vaccination process dragged on, there would be greater
risk of a permanent loss of resources and capacity.

The Committee discussed the Bank’s purchases of Treasury bonds in the secondary market.
Since inflation was still above target it was inadvisable for the Bank to participate actively in the
bond market. Furthermore, the fiscal deficit in 2020 had been smaller than had been expected
at the beginning of the pandemic, reducing the need for the Bank’s bond purchases. On the
other hand, the outlook was for a larger Treasury deficit in 2021, and it would therefore be
important to keep close track of developments in the bond market. If inflation fell back to the
target, it could create the scope for stronger bond market activity by the Central Bank if
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necessary. MPC members also discussed the past few months’ rise in nominal Treasury bond
yields, particularly at the long end of the yield curve, which was unsurprising in view of
increased optimism about the long-term outlook. Price formation in the market was therefore
normal.

The committee discussed the status of the commercial banks and their recent earnings reports,
which showed that they were relatively well positioned. It was pointed out that demand for
corporate loans was limited at present but that lending to households had continued to
increase. The Committee was of the view that the banks would be well positioned to support
corporate investment once the economic recovery began in earnest.

In view of the discussion, the Governor proposed that the Bank’s interest rates be held
unchanged. The Bank’s key rate (the seven-day term deposit rate) would be 0.75%, the current
account rate 0.5%, the seven-day collateralised lending rate 1.5%, and the overnight lending
rate 2.5%. All Committee members voted in favour of the proposal. Members also agreed to
maintain an unchanged policy regarding other monetary policy instruments.

It emerged at the meeting that the MPC would apply the tools at its disposal to support the
domestic economy and ensure that inflation eases back to the target within an acceptable time
frame.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor for Monetary Policy
Gunnar Jakobsson, Deputy Governor for Financial Stability

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

The Chief Economist was in attendance for the entire meeting. In addition, a number of Bank
staff members attended part of the meeting.

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 19 May
2021.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
Meeting held 17-18 May 2021 (102nd meeting)

Published 2 June 2021

The Act on the Central Bank of Iceland stipulates that it is the role of the Monetary Policy
Committee (MPC) to set Central Bank interest rates and apply other monetary policy
instruments. Furthermore, the Act states that “[m]inutes of meetings of the Monetary Policy
Committee shall be made public, and an account given of the Committee’s decisions and the
premises upon which they are based.” In accordance with the Act, the MPC has decided to
publish the minutes of its meetings two weeks after each decision. The votes of individual
Committee members are also included in the minutes.

The following are the minutes of the MPC meeting held on 17 and 18 May 2021, during which
the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those
decisions on 19 May.

| Economic and monetary developments

Before discussing monetary policy decisions, members discussed the domestic financial
markets, financial stability, the outlook for the global economy and Iceland’s international
trade, the domestic economy, and inflation, with emphasis on information that has emerged
since the Committee’s last meeting, on 24 March 2021, as published in the new forecast and
analysis of uncertainties in Monetary Bulletin 2021/2 on 19 May.

Financial markets

Since the March meeting, the kréna had depreciated by 1% in trade-weighted terms. The Bank'’s
net foreign currency sales totalled 53 million euros (8 b.kr.) between meetings. Of that total,
purchases under the intervention programme totalled 12 million euros (about 1.8 b.kr.), sales
under the intervention programme totalled 14 million euros (about 2.1 b.kr.), and regular
currency sales amounted to 51 million euros (7.7 b.kr.). The Central Bank’s transactions
accounted for almost 19% of total turnover in the foreign exchange market.

In terms of the Central Bank’s real rate, the monetary stance had eased slightly since the MPC'’s
March meeting. In terms of the average of various measures of inflation and one-year inflation
expectations, the Bank’s real rate was -2.8%, or 0.4 percentage points lower than just after the
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publication of the March interest rate decision. In terms of twelve-month inflation, it was -3.7%
and had fallen by 0.5 percentage points between meetings.

Interest rates in the interbank market for kréonur were broadly unchanged between meetings,
and there was no turnover in the market during that period. Yields on long-term nominal
Treasury bonds had risen by 0.5 percentage points since the March meeting, whereas yields on
long-term indexed Treasury bonds were more or less unchanged. Average mortgage lending
rates had held broadly unchanged between meetings.

In terms of three-month interbank rates, the short-term interest rate differential remained
unchanged between meetings, at 1.9 percentage points versus the euro area and 1.2
percentage points versus the US. The long-term interest rate spread versus Germany had
widened by 0.2 percentage points, to 4.1 percentage points, and the spread versus the US had
widened by 0.5 percentage points, to 2.4 percentage points. Measures of the risk premium on
the Treasury’s foreign obligations had fallen marginally between meetings. The CDS spread on
the Treasury’s five-year US dollar obligations was 0.5%, and the spread between the Treasury’s
eurobonds and comparable bonds issued by Germany was 0.5-0.6 percentage points.

Financial institutions’ analysts expected the MPC either to raise the Bank’s interest rates by 0.25
percentage points or to hold them unchanged. They noted that inflation had proven higher and
more persistent in the recent term than had been expected, and that the Bank’s real rate had
therefore fallen since the effects of the pandemic had peaked. It was also pointed out that in
view of the high level of uncertainty, care must be taken not to stand in the way of further
economic recovery even though the economic outlook was now improving.

According to the Central Bank’s quarterly market expectations survey, conducted in May 2021,
respondents expected the Bank’s key rate to remain unchanged at 0.75% in Q2/2021, based on
the median response, followed by a rate hike of 0.25 percentage points, to 1%, in Q3.
Respondents also expected the key rate to be 1.25% at the end of the year. This is a higher rate
than survey participants expected in January, when they projected that the Bank’s key rate
would be 0.75% at the end of 2021. In the survey, about 56% of respondents considered the
monetary stance appropriate at present, up from 46% in the previous survey. The share who
considered the monetary stance too loose increased, however, from 15% in the January survey
to 44% in the May survey. No respondents considered the stance too tight, whereas 38% did so
in the Bank’s last survey.

Growth in M3 has eased, and annual growth is estimated at just under 6.3% in March. At the
same time, annual growth in credit system lending to households is estimated at about 10%,
roughly the same as in recent months. Corporate lending contracted by just under 4%, however.

The Nasdag OMXI10 index had risen by 7.3% between meetings. Turnover in the Main Market
totalled 340 b.kr. in the first four months of 2021, some 41% more than over the same period
in 2020.

Global economy and external trade

According to the International Monetary Fund’s (IMF) April forecast, global GDP growth is
projected to measure 6% in 2021, or 0.5 percentage points more than in the Fund’s January
forecast. Furthermore, global GDP growth is forecast at 4.4% in 2022, or 0.2 percentage points
above the IMF’s most recent forecasts. World trade is also expected to recover strongly. The
change between forecasts reflects the increased fiscal stimulus provided by several large
economies and the expectation of a vaccine-driven recovery in H2/2021. Uncertainty about
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developments in the global economy remains significant, however, not least as regards the
pandemic, vaccination efforts, and whether vaccines will provide satisfactory protection against
new variants of the virus. Global GDP growth could therefore turn out 1-1% percentage points
weaker in 2021 and 2022, in the IMF’s opinion, if the battle against the pandemic proves to be
more protracted than is assumed in the baseline forecast. Conversely, it could be %-1
percentage points stronger if efforts to control the pandemic are more successful than is
currently projected.

Iceland’s external goods trade generated a deficit of 23 b.kr. for the first three months of the
year, as opposed to a deficit of 26 b.kr. over the same period in 2020 (at constant exchange
rates). The value of exported goods excluding ships and aircraft rose by just over 1% year-on-
year. The increase is due primarily to exports of agricultural products, particularly farmed fish,
whose value rose by nearly one-third between years. On the other hand, marine product export
values fell by 3% due to price cuts. In Q1/2021, the value of imported goods excluding ships and
aircraft rose year-on-year for the first time since the end of 2018. It increased by 2.5% at
constant exchange rates, mainly because of a 22% rise in the value of investment goods,
although consumer goods, particularly consumer durables, rose in value by over 12%. Offsetting
this was a decline of one-third in the value of imported transport equipment, owing mainly to
base effects from the prior year; furthermore, the value of imported petrol is still down
considerably.

Global aluminium prices were up 12% since the March meeting. They have risen by a fourth
year-to-date and by more than a third since the onset of the pandemic. Preliminary figures from
Statistics Iceland indicate that foreign currency prices of marine products had continued to fall
and were down 9% year-on-year in March. Global Brent crude prices had risen by 13% between
MPC meetings, to around 69 US dollars per barrel by mid-May. Qil prices have nearly doubled
since early November, following positive news reports about the development of vaccines, and
prices are now roughly at pre-pandemic levels. Other commodity prices have also risen rapidly
since spring 2020 and are at their highest in eight years. This is due both to a burst of demand,
particularly from China, and supply disruptions that impede the production of many
commodities.

The real exchange rate in terms of relative consumer prices rose by 1.2% month-on-month in
April, when it was 4.2% above its 25-year average but 5.4% lower than at the beginning of 2020.
In the first four months of 2021, it was down by 1.6% compared with the same period in 2020,
as the nominal exchange rate of the kréna was 4% lower and inflation in Iceland was 2.7
percentage points above the trading partner average.

Domestic economy and inflation

According to the Statistics Iceland labour force survey, total hours worked fell by 3.5% year-on-
year in Q1/2021. The decline in total hours stemmed from a 2.4% reduction in the number of
employed persons and a 1.1% shortening of the average work week. When adjusted for
seasonality, job numbers and total hours worked rose quarter-on-quarter after having declined
somewhat in Q4/2020. Data from the pay-as-you-earn register (PAYE) suggest, however, that
the number of wage-earners fell between quarters. During the quarter, the labour participation
rate was about the same as it was a year earlier, whereas the employment rate was still down
by roughly 2.5 percentage points.

Seasonally adjusted unemployment measured 7.6% in Q1, having declined by nearly 1
percentage point between quarters; however, it was still 3.2 percentage points higher than in
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Q1/2020. Registered unemployment according to the Directorate of Labour was somewhat
higher. It had peaked at 11.6% in January and measured 10.4% in April.

Population growth has slowed markedly since the pandemic struck. The population grew by 1%
year-on-year in Q1/2021, which is only 0.4 percentage points more than if no migration had
taken place during the quarter.

The wage index rose by 4.3% between quarters in Q1, and by 10.5% year-on-year, and real
wages in terms of the index were 6% higher during the quarter than at the same time in 2020.

It appears that private consumption grew again quarter-on-quarter in Q1/2021, after
contracting in Q4/2020, and there are signs that strong growth will continue. At the beginning
of the year, traffic was back to the pre-pandemic level, there was solid growth in payment card
turnover within Iceland, and household spending in contact-intensive sectors began to recover.
In spite of more stringent public health measures in March, card turnover continued to increase,
and new motor vehicle registrations (excluding car rental agencies) also suggest a robust
recovery of private consumption year-to-date.

Households have grown increasingly more optimistic about the economic and employment
outlook as the vaccine roll-out has progressed, and the Gallup Consumer Confidence Index
reached a four-year high of 134 points in May. All components of the index rose month-on-
month, and expectations six months ahead hit an all-time high.

Statistics Iceland’s nationwide house price index, published in late April, rose by 2.5% month-
on-month when adjusted for seasonality, and by 10.6% year-on-year. The capital area house
price index, calculated by Registers Iceland, rose by 3.3% month-on-month in March when
adjusted for seasonality, and by 10.7% year-on-year. Detached housing prices were up by 13.6%
and condominium prices by 9.5%. The number of purchase agreements registered nationwide
rose by 47% year-on-year in the first three months of 2021, while the number of contracts for
new construction increased by 73% over the same period.

The CPI rose by 0.71% month-on-month in April, and twelve-month inflation increased to 4.6%.
This was the second consecutive monthly rise in inflation, pushing it to its highest since February
2013. Inflation excluding housing tapered off between months, however, but it also measured
4.6%. Underlying inflation also declined between March and April, to 4.3% according to the
average of various measures.

The April rise in the CPl was due largely to the steep rise in house prices, although higher food
prices, particularly for dairy products, also had some impact. The contribution of housing to
inflation has increased in recent months, and the housing component accounts for one-fifth of
headline inflation. On the other hand, the contribution of imported goods (excluding petrol)
has declined over the same period.

According to the market expectations survey carried out in May, respondents expect inflation
to measure 3% in one year’s time, whereas in the January survey they expected it to be at the
Bank’s 2.5% inflation target. Market agents’ long-term inflation expectations are still at target,
however. The five- and ten-year breakeven inflation rates in the bond market have risen by an
average of 0.4 percentage points since the March meeting. The five-year breakeven rate was
about 3.5% just before the May meeting, and the ten-year rate was just over 3%.

According to the forecast published in Monetary Bulletin on 19 May 2021, the outlook is for
inflation to ease more slowly than previously projected. It is forecast to measure 4.4% in Q2
and fall to 3.8% by Q4. Inflation will therefore be considerably more persistent than previously
forecast, as the February forecast assumed that it would align with the target by the year-end,
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whereas now it is not expected to return to target until mid-2022. This is due mainly to higher
imported inflation, although the kréna is now expected to be stronger than previously
projected. Furthermore, in the latter half of the forecast horizon, the outlook is for inflation to
be higher than was assumed in February, as an output gap is now expected to open up earlier
than was forecast then.

The trade-weighted exchange rate index (TWI) stood at 200 points in Q1/2021, and the kréna
was therefore about 1%:% stronger, on average, than was forecast in the February Monetary
Bulletin. Since mid-March, the TWI has fluctuated between 193 and 198. According to the
baseline forecast, it will remain broadly in this range throughout the forecast horizon;
therefore, the krona will be nearly 5% stronger in 2022 than was projected in February. As a
result, the real exchange rate will rise by a full 5% over the forecast period, although at the end
of the forecast horizon it will still be more than 12% below its 2017 peak.

GDP growth among Iceland’s main trading partners contracted by 5.2% in 2020. Although most
advanced economies experienced a downturn in economic activity in Q4, they proved to be
generally more resilient than had been assumed in the Bank’s February forecast. The continued
rapid spread of COVID-19 and tight public health restrictions in the early months of 2021 have
constrained the economic recovery in major advanced economies. Overall, the global GDP
growth outlook for 2021 has improved, and it appears that economic activity will rebound
quickly this summer, once vaccinations are well in hand and public health measures are relaxed
again.

In Iceland, the contraction in GDP in 2020 was smaller than anticipated, or 6.6% instead of the
7.7% provided for in the February forecast. Moreover, the outlook for 2021 has improved
marginally, and output growth for the year is forecast at 3.1%, owing primarily to indications of
strong growth in private consumption. Offsetting this, infection rates are still rising rapidly in
many parts of the world, and tourism is now expected to recover more slowly than previously
forecast.

The unemployment outlook has improved, although the jobless rate is still expected to taper
off slowly and remain somewhat higher than before the pandemic. Unemployment according
to the Statistics Iceland labour force survey is forecast to average just under 7% this year and
then ease to around 6% near the end of the forecast horizon. Registered unemployment will be
higher this year, or slightly over 9%, but will fall faster during the forecast horizon.

The pandemic has caused significant disruption on the supply side of the economy. As a result,
growth in potential output is estimated to have fallen well below its historical average in 2020
and is expected to be below average in 2021 as well. The output slack that developed in the
economy in the wake of the pandemic is therefore expected to close more rapidly than it would
otherwise. It is projected to narrow from 5% of capacity in 2020 to 2% this year, and then flip
to a small output gap in H2/2022. This is a smaller slack than was forecast in February and will
close more quickly than was assumed then, reflecting both revisions of historical data and a
more favourable GDP growth outlook.

If the forecast materialises, GDP will not return to its 2019 level until 2022, and in 2023 it will
still be 3% below the level projected in the Bank’s last pre-pandemic forecast. It is therefore
clear that the economic damage done by the pandemic will be long-lasting, although it will
apparently be less severe than was initially feared. This outlook is subject to considerable
uncertainty, however, and in Monetary Bulletin are alternative scenarios that describe various
possible output growth paths, depending on how successfully the pandemic can be brought
under control. The economic recovery could be delayed if vaccination proceeds more slowly
and if it proves difficult to stop further spread of COVID-19 and new variants of the virus.
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Conversely, the recovery could prove stronger if the pandemic recedes more quickly and
widespread vaccination is achieved earlier than is assumed in the baseline forecast.

Il Decisions on the Bank’s monetary policy instruments

The MPC discussed the monetary stance in view of economic developments and the fact that
the Bank’s real rate had fallen marginally since the March meeting. Members discussed whether
the monetary stance was appropriate in view of the inflation outlook, as the Committee had
decided in March to hold interest rates unchanged.

In their discussion, Committee members noted that the economic recovery in H2/2020 had
been stronger than previously estimated and that according to the new macroeconomic
forecast, published in the May issue of Monetary Bulletin, the outlook was for GDP growth to
measure just over 3% in 2021 and more than 5% in 2022. Members also noted that the outlook
had improved since the Bank’s last forecast, owing largely to signs of a stronger recovery of
domestic demand. They discussed unemployment, which had eased but remained high.
Furthermore, according to the forecast, the slack in the economy appeared to be smaller and
looked set to close sooner than previously estimated. It emerged in the discussion that the
economy — private consumption in particular — had thus far withstood the crisis better than
expected. It was pointed out that household sentiment had improved markedly and that on the
whole, household saving was above its historical average; as a result, private consumption was
likely to continue recovering strongly.

The Committee discussed developments in inflation, which had proven higher and more
persistent than previously forecast, measuring 4.6% in April. It was pointed out that inflationary
pressures appeared to be widespread, as underlying inflation was broadly similar to headline
inflation. It emerged in the discussion that this stemmed from a number of factors: supply-side
disruptions due to the pandemic, which had raised production and distribution costs
worldwide; rising oil and commodity prices; domestic wage and house price increases; and
exchange rate pass-through from the depreciation of the kréna in 2020. It also emerged,
however, that some of these increases could prove to be temporary. The MPC noted as well
that strong demand and a smaller slack in output than previously assumed had led to increased
inflationary pressures.

Committee members discussed the housing market, in view of increased activity and rising
house prices. They noted that interest rate cuts in the past year had supported demand and
enabled more people to enter the housing market, particularly young first-time buyers. They
also discussed developments in house prices and mortgage lending, and the various
macroprudential tools that the Bank’s Financial Stability Committee could apply if signs that
imbalances were developing in the housing market should appear.

Members discussed the foreign exchange market and the fact that the kréna had been relatively
stable in the recent term. In early May, supply and demand in the foreign exchange market
appeared better balanced than before; therefore, it had been decided to discontinue the
regular currency sales programme, which the Bank had launched in September 2020. It
emerged in the discussion that this measure had been successful.

All MPC members agreed that it was necessary to raise the Bank’s interest rates now, in order
to ensure that inflation expectations are anchored to the target. The Committee discussed
whether interest rates should be raised by 0.25 or 0.5 percentage points. The main arguments
in favour of a 0.25-point rate hike were that although domestic demand was stronger than
previously expected and the economic outlook had improved, unemployment remained high
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and the recovery was fragile. Because of this, it was important to proceed with caution. It
emerged that, given the uncertainty currently prevailing, the economic turnaround could prove
weak. It was also pointed out that part of the spike in inflation could be attributed to temporary
factors that would subside in H2/2021 and that long-term inflation expectations were still close
to target by several measures. It was important to contain inflationary pressures by raising
rates, but to take smaller steps so as to safeguard the economic recovery at the same time. It
was also pointed out that a 0.25-point rate hike would send a clear message that the Committee
had the tools to bring inflation back to target and would not hesitate to use them.

The main arguments expressed at the meeting in favour of raising rates by 0.5 percentage
points were that inflation had increased in the recent term and had been above the upper
deviation threshold of the target since the turn of the year. Although uncertainty remained, the
economic outlook had improved markedly. In addition, it was clear that domestic demand was
stronger than previously estimated, and furthermore, the slack in the economy was smaller and
would close sooner than previously expected. It was therefore important to take more decisive
action, as unemployment had probably peaked and was beginning to taper off. Furthermore,
inflation expectations — short-term expectations in particular — had risen in the recent term,
and the long-term breakeven inflation rate was above the target.

In view of the discussion, the Governor proposed that the Bank’s interest rates be raised by
0.25 percentage points. The Bank’s key rate (the seven-day term deposit rate) would be 1%, the
current account rate 0.75%, the seven-day collateralised lending rate 1.75%, and the overnight
lending rate 2.75%. All members voted in favour of the Governor’s proposal, although Gunnar
Jakobsson would have preferred to raise rates by 0.5 percentage points. Members also agreed
to maintain an unchanged policy regarding other monetary policy instruments.

It emerged at the meeting that the MPC would apply the tools at its disposal to ensure that
inflation eases back to the target within an acceptable time frame.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor for Monetary Policy
Gunnar Jakobsson, Deputy Governor for Financial Stability

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

The Chief Economist was in attendance for the entire meeting. In addition, a number of Bank
staff members attended part of the meeting.

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 25
August 2021.
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SEDLABANKI ISLANDS

Vidspyrna ferdapjonustunnar

Hvad tekur vid eftir COVID-kreppuna?

Asgeir J6nsson Malfundur Ferdaklasans, KPMG og SAF
Sedlabankastjori 26.1.2021

Hvad tekur langan tima ad na aftur 2 milljéna
markinu?
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Utanrikisvidskiptin i jafnvaegi pratt fyrir
utflutningsafallid
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Krénan er nu verdlogd likt og ferdapjonustan sé i
varanlegri laegd — lagt gengi batir samkeppnishaefni
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Sedlabankinn hefur brugdist vid med laekkun vaxta
— sem atti einnig ad gefa nyja vidspyrnu
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Tekist hefur ad halda verdlagi stodugu og
kaupmattur launa vardveist — pratt fyrir mikid afall
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Lagir vextir og Fjarfesting i Litil verdbolga Hagraeding innan
lagt gengi skapa innvidum skapar skapar greinarinnar
samkeppnishaefni vaxtartaekifaeri bjédhagslegan skapar
stodugleika hagkvaeemni

Pjodhagslegur dbati ferdamennsku

1. Baett framleidni vinnuafls:

e Skdpun nyrra starfa i ferdapjonustu gefur folki teekifaeri @ haerri tekjum en ella hefdi ordid, ad gefinni menntun,
busetu og starfspjalfun. Getur dregid ur stadbundnu atvinnuleysi eda vannytingu vinnuafls.

2. Bzett framleidni einkafjarmagns:

e Sérhaefing eda nybreytni af einhverjum toga krefst einhvers lagmarksfjolda af vidskiptavinum til pess ad fastur
kostnadur dreifist & naegilega margar einingar. Heimsdknir ferdafdlks auka eftirspurn eftir voru og pjonustu a
hinum smaa islenska markadi — og laekka medalkostnad i framleidslu. ba skapast aukid svigram fyrir ny
verslunar- og pjénustufyrirtaeki — sem jafnvel tengjast ekki ferdapjénustu nema ébeint.

3. Baett framleidni opinbers fjarmagns og innvida:

* Ferdamenn taka patt i kostnadi vegna innvida og samgongumannvirkja, med pvi ad greida baedi bein og dbein
gjold til islenska rikisins. Hagraedid kemur einkum fram ef notkun landsmanna sjalfra er fremur litil og aukinn
fioldi notenda tekur ekki af 6drum. Bensingjald, virdisaukaskattur, afengisgjald fela i sér kostnadarpatttoku
ferdafdlks.

4. Sterkari grundvollur fyrir sérhaefingu og fjélbreytni

* Ferdapjonustan skapar ekki adeins aukna fjolbreytni i storfum, heldur fjdlgar einnig peim pjonustumaoguleikum
sem heimamenn hafa sjalfir Gr ad spila — svo sem hvad vardar frambod flugsaeta fra landinu.

Im@@@
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Ferdapjonustan er einn af vaxtarbroddum
atvinnulifs @ landsbyggdinni

* Ferdapjonustan a landsbyggdinni byggir 4 notkun stadbundinna adfanga sem ekki er hagt ad flytja ur stag, s.s.
natturufegurd.

* Buseta 4 landsbyggdinni var upphaflega grundvollud 4 hagraedi i nytingu stadbundinna framleidslupatta, s.s. nalaegd vid
fiskimid eda landbunadarhérud.

e Mikill samdrattur hefur att sér stad i landbunadi og vélvaeding, markadsvaeding og kvotastjérnun hefur breytt nytingu
stadbundinna adfanga i sjdvarutvegi.
e Fiskimid er haegt ad saekja fra mérgum stodum, [6ndudum afla er haegt ad aka hvert & land sem er og nélaegd vid flugvelli
og utflutningshafnir getur falid i sér meira hagraedi en ndlaegd vid midin.
¢ Ferdapjonustan er einn af vaxtarbroddunum a landsbyggdinni.
* Ferdapjoénustan er ein af fdum greinum par sem landsbyggdin hefur enn raunverulega hlutfallslega yfirburdi vegna
landfraedilegra adstaedna og hlytur pess vegna ad tengjast byggdastefnu stjornvalda med afgerandi haetti.
* Ferdapjonusta stydur vid uppbyggingu a pjonustu uti a landi.

A sidustu drum hefur verslun og pjénusta vida & landsbyggdinni l4tid mikid a sja, m.a. vegna baettra samgangna vid
Reykjavik — porf & nyjum vidskiptavinum. Teekifaeri til nyskdpunar, sérhaefingar og fjdlbreytni.

Pj6Ohagslegur abati ferdamennsku

OB

Baett framleidni Baett framleidni Baett framleidni Sterkari
vinnuafls einkafjarmagns opinbers grundvollur fyrir
fjdrmagns og sérhaefingu og
innvida fidlbreytni
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Til framtidar

40

Hinn mikli voxtur i atflutningstekjum ferdapjonustunnar & arunum 2014-2018 var forsenda fyrir hinni miklu lifskjarasékn a
bessum tima — utgjold ferdafolks hér gaf islendingum feeri & pvi ad kaupa erlendar vorur og pjonustu a hagstaedu verdi.

Veirufaraldurinn var pvi gridarlegt afall fyrir landid — en pratt fyrir allt hefur heppnast ad verja pessi lifskjor med
vaxtalaekkunum og gjaldeyrisinngripum — og litilli verdbdlgu.

Lagir vextir og lagt gengi aettu ad skapa forsendur fyrir hr6dum bata ferdapjonustunnar — um leid og heimurinn hefur verid
bélusettur.

Bati er eitt — framtidarvoxtur er annad.

« borf er a innvidafjarfestingu — m.a. i samgongukerfinu.

« borf er a markmidum um sjalfbaerni og hagkveema nytingu — islensk nattura er takmorkud audlind.

* borf er @ hagraedingu innan greinarinnar og ahersla a virdi fremur en voxt.
Mogulega er ferdapjonustan a svipudum stad og sjavarutvegur vid hrun porskstofnsins 1988 — sem vard tilefni til
hagradingar og sidan gridarlegrar sdknar i greininni i kj6Ifarid.

Ferdapjonusta er an alls efa — framtidaratvinnugrein
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Central Bank to continue regular programme of foreign
currency sales

From Monday 1 February 2021 through the end of the month, the Central Bank of
Iceland will sell 3 million euros per business day to market makers in the foreign
exchange market, for a total of 60 million euros during the month. The transactions
will take place soon after the market opens, and no later than 10:00 hrs. The
transactions are in accordance with Press Release no. 30/2020, published on 9
September 2020.

The Bank began selling foreign currency to market makers on a regular basis on 14
September 2020. The objectives of the regular sales programme are to deepen the
market and improve price formation. The Bank sold a total of 60 million euros (9.4
b.kr.) in this manner during the month of January. Since 14 September 2020, the Bank
has sold a total of 291 million euros (46.4 b.kr.) through the regular sales programme.

At the end of each month, the Bank will announce the amount and planned transaction
dates for the coming month’s currency sales. The amount will be based on market
conditions at the time in question. The aim will be to keep the scale of the currency
sales consistent with normal market functioning. The Central Bank reserves full right
to adjust amounts, frequency, and execution of the sales so as to ensure the efficacy of
the measure.

Regular currency sales do not affect the Bank’s declared policy of intervening in the
foreign exchange market as it deems necessary to mitigate volatility.

Further information can be obtained from Asgeir Jonsson, Governor of the Central
Bank of Iceland, at tel: +354 569-9600.

See press release from 9 September 2020: Central bank to begin regular programme of
foreign currency sales.

Press release no. 4/2021
29 January 2021
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SEDLABANKI ISLANDS

Vidspyrna ferdapjonustunnar

Hvad tekur vid eftir COVID-kreppuna?

Gunnar Jakobsson Fyrirtaeki i hotel- og gistipjonustu
Varasedlabankastjori fjarmalastodugleika 4.2.2021

Hvad tekur langan tima ad na aftur 2 milljéna
markinu?

Fjoldi ferdamanna 2000-2020
5500 | Plsundum
2000
1500
1000

500

0

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020
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Mikill samdrattur utflutningstekna af ferdapjonustu
en & moéti vann ad islendingar ferdudust innanlands

bjonustujofnudur 1995-2020 Fjoldi gistindtta & hételum
% af VLF 600 PUs
500
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8
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6
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4
100
’ I
-1 I I i
0 BREEHEEE B EEEEEBEEREBE
2019 2020
2 ,
1995 1998 2001 2004 2007 2010 2013 2016 2019 u fslendingar

m Utlendingar

Prjar sviosmyndir fyrir vidspyrnu

&0

1. Endurtekning & 2. islendingar 3. Ferdalog
sumri 2020. Fair ferdast erlendis en [slendinga og
erlendir ferdamenn erlendir utlendinga
en [slendingar ferdast ferdamenn skila aukast i
innanlands sér ekki jafnveegi

=

Versta svidsmynd
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Greidslufrestunarurrzaedi hafa hjalpad fyrirtaeekjum i
lausafjarvanda og faekkad gjaldprotum...

Lédn KMB til ferdapjonustu i greidsluhléi
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... en likur a3 ad morg peirra muni glima vid
skuldavanda a naestu misserum

Krofuvirdi atldna KMB til ferdapjonustu
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. Hotel, gistiheimili og nnur gistiadstada (v. 4s) ' bjénustustarfsemi tengd flutningum med flugi (v. 4s) =IFarbegaflutningar med flugi (v. 4s)
—— Hlutfall af heildaratianum til vidskiptamanna (h. &s)
Heimild: Sedlabanki [slands.
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Velta i ferdapjonustu minnkad fra arinu 2019

Virdisaukaskattskyld velta i einkennandi atvinnugreinum ferdapjénustu?
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1. Byggt 4 stadgreidslugdgnum. Launpegar eru flokkadir eftir adalatvinnugrein launagreidenda, skv. [SAT2008.
Heimild: Hagstofa fslands
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Sedlabankinn hefur brugdist vid med laekkun vaxta
— sem atti einnig ad gefa nyja vidspyrnu

Langtimaraunvextir 1988-2020
0 *
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Tekist hefur ad halda verdlagi stodugu og
kaupmattur launa vardveist — pratt fyrir mikio afall

Kaupmattur rddstofunartekna 1988-2020

Breyting fra fyrra ari (%)
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Verdbadlguskot i kjolfar leekkunar gengis en spad ad
hdn hjadni nidur i markmid a naesta ari

Mynd 38
Verdbdlguspa og dvissumat
1. 4rsfj. 2014 - 1. 4rsfj. 2024

Breyting fré fyrra ari (%)
6

2014 2015 2016 2017 2018

——PM 2021/1 - - -PM 2020/4

Verdbolgumarkmid

Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Peningamal i hnotskurn
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Farsott i mikilli Horfur & haegari

sokn erlendis og vexti Utflutnings
vida hert a og meiri ryrnun
sottvérnum vidskiptakjara

Atvinnuleysi Verdbolga Mikil évissa —
komid yfir 10% komin yfir 4% ekki sist tengd
en visbendingar en horfur @ ad farsott og
um vidsnuning hdn hjadni hratt framgangi
a vinnumarkadi er lidur a arid bélusetningar
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Katrin Jakobsdottir, Prime Minister
Prime Minister's Office
Reykjavik

According to the Statistics Iceland measurement published on 26 January 2021, twelve-month inflation
in terms of the consumer price index (CPl) measured 4.3% in January; i.e., 0.3 percentage points above
the upper deviation threshold of the 2% % inflation target specified by the Government and the Central
Bank in the joint declaration of 27 March 2001. The declaration states that if inflation deviates from
the target by more than 1%% in either direction, the Bank is obliged to send a report to the
Government, explaining the reasons for the deviation, how the Bank intends to respond, and how long
the Bank anticipates that it will take to bring inflation back to the target. The Bank’s report shall be
made public. Attached is the Central Bank of Iceland’s report to the Government.

Since February 2009, decisions on the application of the Bank’s monetary policy instruments have been
taken by a five-member Monetary Policy Committee comprising the Governor, the Deputy Governor
for Monetary Policy, the Deputy Governor for Financial Stability, and two external members.
Responses to a breach of the deviation threshold are therefore under the auspices of the Committee.
In accordance with the joint declaration from 2001, the attached report is the responsibility of the
Central Bank; however, however, the Bank consulted with members of the MPC in preparing it. This
letter and the accompanying report will be published on the Central Bank website today, 5 February
2021.

Also attached is the Central Bank’s Monetary Bulletin 2021/1, released on 3 February 2021, which
contains the Bank’s new inflation forecast.

Respectfully yours,

Central Bank of Iceland

Asgeir Jénsson
Governor
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5 February 2021

Report to the Government on inflation above
the deviation threshold

According to measurements published by Statistics Iceland on 26
January 2020, twelve-month inflation in terms of the consumer price
index (CPI) was 4.3%. The Central Bank of Iceland’s inflation target is
2%, according to the declaration issued by the Government and the
Central Bank on 27 March 2001, which also specifies a deviation band
of 1/2% from the target in either direction. Thus, inflation exceeded the
4% upper deviation threshold for the Central Bank’s inflation target.

According to the March 2001 declaration, the Central Bank is to send a
report to the Government if inflation rises above or falls below the
deviation thresholds. The report is to explain the reasons for the
deviation, how the Bank intends to respond, and how long the Bank
anticipates that it will take to bring inflation back to the target. The
report of the Bank shall be made public. The Bank last sent a report on
inflation above the upper deviation threshold on 3 January 2014, and on
9 September 2016 it submitted a report when inflation fell below the
lower threshold.!

The January 2021 inflation measurement was slightly above the Bank’s
forecasts but nevertheless did not come entirely as a surprise. A key
factor in this is highly unfavourable base effects, as the CPI fell much
more between months in January 2020 than it did in January 2021. This
year’s winter sales were smaller in scope than those a year ago, perhaps
due to some extent to stronger-than-expected domestic demand during
the run-up to the Christmas holidays. In addition to the weaker seasonal
sale effects, the price of housing, food, and petrol rose, pushing inflation
upwards.

The inflation seen over the past twelve months is due in large part to the
depreciation of the kréna in 2020, and the CPI components that are most
sensitive to exchange rate movements have risen the most. For instance,
prices of imported goods excluding alcoholic beverages and tobacco

! In October 2016, the Bank sent the Minister a letter explaining that, because of an
error in Statistics Iceland’s measurements, inflation had actually not fallen below the
1% deviation threshold and there had been no need to send the report.
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had risen by 7.1% year-on-year in January. In Q4/2020, the krona
depreciated by 12.5% year-on-year in trade-weighted terms, but the
largest depreciation occurred in Q1. In recent months, the krona has
appreciated again, and there are signs that the exchange rate pass-
through from the depreciation of the krona to imported goods prices has
weakened. The inflationary effect of a lower exchange rate should
therefore continue to diminish.

House prices have also risen in the recent term, or by 8.9% over the past
twelve months. It is clear that economic policy actions by the
Government and interest rate reductions by the Central Bank have
stimulated demand in the real estate market. The housing component of
the CPI has only risen by 3.6%, however, as rent has risen much less
than house prices have, and lower real interest expense has pulled in the
opposite direction. Domestic goods prices have risen as well, to some
extent reflecting the resilience of domestic demand, which in turn is
supported in part by sizeable wage increases, although rising prices of
imported inputs also affect the price of domestic goods. Private services
prices have not risen substantially in the past year, however, as various
services — in the tourism sector, for instance — have suffered as a result
of the pandemic and public health measures.

The outlook is for inflation to fall relatively quickly in coming months
as the exchange rate pass-through effect from last year’s depreciation
subsides, especially if the krona remains stable or appreciates. High
unemployment and a slack in output should also tend to reduce inflation.
According to the Central Bank’s most recent forecast, published on 3
February 2021, inflation will peak in Q1/2021 and then taper off
relatively quickly over the course of the year, approaching the target by
the year-end. According to this, inflation will only be above the 4%
deviation threshold for a short time. Inflation expectations have
remained relatively stable in the recent term, and long-term inflation
expectations are at target by most measures, which is important.

As the Central Bank has stressed repeatedly, the economic outlook —
including the inflation outlook — is unusually uncertain at present, owing
largely to uncertainty about the COVID-19 pandemic and its impact on
global economic activity.

Responses to a breach of the deviation threshold are under the auspices
of the Monetary Policy Committee (MPC). The MPC statement of 3
February 2021 specifies that the Committee has decided to keep the
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Bank’s interest rates unchanged and will apply the tools at its disposal
to ensure that inflation eases back to the target within an acceptable time
frame.
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SEDLABANKI ISLANDS

Pad er ljos vid enda ganganna

En hversu hratt komumst vio a leidarenda?

Kynning fyrir Efnahags- og skattanefnd ASI Rannveig Sigurdardottir
8. februar 2021 Varasedlabankastjori peningastefnu

Peningamal i hnotskurn

oy K

Farsott i mikilli Horfur a haegari Minni sam- Atvinnuleysi Verdbdlga Mikil évissa —
sokn erlendis og vexti Utflutnings dréttur i fyrra komid yfir 10% komin yfir 4% ekki sist tengt
vida hert @ og meiri ryrnun og litillega meiri en visbendingar en horfur @ ad farsott og
sottvérnum vidskiptakjara hagvoxtur i ar um vidsnuning hdn hjadni hratt framgangi

4 vinnumarkadi er lidur & arid bélusetningar
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Utflutningssamdrattur og minni vidskiptaafgangur

« Utflutningur voru og pjénustu jokst litillega milli fiordunga & F3 en var 39% minni en & F3/2019 (pjénusta 64% minni)
e Innflutningur voru og pjénustu jokst um 10% a F3 en var enn 26% minni a F3 en a@ sama tima 2019

e Voru- og pjonustuutflutningur dregst saman 2020 (30%) en voxtur i ar (10%)

* Spa um vidskiptajofnud versnad: endurskodun a sogulegum télum og lakari horfur um utflutning og vidskiptakjor i ar

Utflutningur og framlag undirlida 2015-

s s 1 -
2023 Vidskiptajéfnudur 2015-2023

Utflutningur véru og pjénustu?
1. rsfj. 2010 - 3. 4rsfj. 2020
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Heimildir: Hagstofa Islands, Sedlabanki islands.
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smitum fjolgadi mikid og hert var & séttvornum ...
* ...en pau sottu i sig vedrid a ny eftir ad smitum faekkadi i névember og heldur var slakad a sottvornum
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1. Fi6ldi stadfestra smita er sj6 daga hreyfanlegt medaltal. Umfang séttvarna vegur saman ymsa maelikvarga & hversu hart stjérnvéld ganga fram vig a8 draga r GtbreiGslu COVID-19. 2. Akandi umferd er dagleg umferd um
Hafnarfjardarveg sunnan Képavogslaekiar, Reykjanesbraut vid Dalve i Kopavogi og Vesturlandsveg ofan Artiinsbrekku. Greidslukortatolur eru samala debet- og kreditkort tgefinna af innlendum agilum. Fidrtdn daga hreyfanlegt
medaltal. 3. Ymis bjénusta & vig veiti i, leikhus, I o.fl. Heimilisttgjsld eiga vid kaup & lsgé og i byggi 4vikna hreyfanlegt medaltal.
Heimildir: Covid.is, Hagstofa slands, Meniga Markadsvakt, Oxford COVID-19 Government Response Tracker, Vegagerdin, Sedlabanki fslands.
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utanrikisvidskipti 2020-2021

Innlend eftirspurn og utanrikisvidskipti vegast a

e ... heimilin gengid toluvert 4 sparnad sem byggdist upp sl. vor

e Spad 7,7% samdraetti i fyrra (8,5% i ndv), 2,5% hagvexti i ar (2,3%) og 5,1% 4 naesta ari (5,7%) og um 4% hagvexti

reyttar horfur um innlenda eftirspurn og fpéfpazz‘;; haei,mfi_'azzozo Hagvoxtur og framlag undirli
. arsfj. - 3. arsfj. 20231

Breyting fré fyrra ari (%)

pjodarutgjold virdast hafa dregist minna saman i fyrra en spad var i PM 20/4 — sérstaklega einkaneysla en einnig fjarfesting ...

A méti vega lakari utanrikisvidskipti (ekki bara veikari Gtflutningur heldur einnig meiri véruinnflutningur) ... bad sama & vid i &r
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Faekkun starfa mismikil eftir atvinnugrein og rikisfangi
* Starfandi félki hefur faekkad um 6,8% fra upphafi kreppu til oktéber
* pPréunin er mismunandi eftir geirum og 6énnur en var eftir fjdrmalakreppuna
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ol Ferda- Félagas., Byggingar- Annar Onnur  Opinb. jan. feb. mar. apr. mai jan. jul. &gh. sep. okt
fyrirtaeki  pjénusta  listir,  starfsemi i8nadur pjénusta  sti.s.,
menning, og framl. fradsla, B )
ol heilbr- B (slenskur bakgrunnur B Innflytjendur Alls m [slenskur bakgrunnur m Innflytjendur
og
félagsbj.

Lagmark eftir Fjarmalakreppuna B Lagmark eftir COVID-19  ® Oktéber

1. Onnur pjénusta eru balkar G-N én beirra sem teljast til i greina ferGabjé Annar inadur og eru balkar A-E. ArstiGarleidréttar tolur. 2. Byggt 4 stadgreidsluskra rikisskattstjora.
Heimildir: Hagstofa fslands, Sedlabanki slands.
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Visbendingar um vidsnuning ...

* Lausum storfum fjolgar i F4 eftir mikla faekkun fram eftir ari i fyrra
* Fjoldi fyrirtaekja sem ithuga ad fjolga starfsfolki naestu 6 manudi eykst hratt
* Batinn pvert 4 atvinnugreinar

Laus stérf 2020

Fyrirtaeki sem vilja fjolga starfsfélki umfram

Rédningaraform fyrirtaekja®™? pau sem vilja feekka pvi 4 naestu 6 manudum’
1. arsfj. 2006 - 4. arsfj. 2020 Hlutfall fyrirtaekja (%)
05 _Breyting fra sama fijérdungi fyrra ars (bus.)
! Ol fyrirtzeki
20
Ymis sérhaefd 18nadur og
0,0 bionusta ramleidsla
05 | Fjarmala- og
tryggingastarfsemi Verslun
L0 - Byggi tarf: i\ \
Yegingastartsemilg sjavaratvegur
og veitur
-1,5 F Samgdngur,
flutningar og
ferdapjonusta
-60
22,0 . . . , '06 '07 '08 '09 '10 '11 '12 '13 14 '15 '16 '17 '18 '19 20
1. &rsfj. 2. arsfj. 3. arsfj. 4. arsfj. 1 Fyrirtaeki sem vilja faekka starfsfélki naestu 6 manudi — Desember 2020 —September 2020
W Fyrirtzeki sem vilja fjolga starfsfolki naestu 6 manudi
Mismunur
1. Fyrirtaeki sem vilja feekka starfsfélki synd med neikvaedu formerki. 2. Rédningaraform fyrirtaekja naestu 6 manudi skv. kénnun Gallup frd desember 2020. Fyrirtaeki sem vilja faekka starfsfolki hofd med neikvaedu
formerki. Arstiarleidréttar tolur.
Heimildir: Gallup, Sedlabanki fslands.
] |

... en atvinnuleysi geeti enn att eftir ad aukast

e Atvinnuleysi hatt og spad ad pad aukist frekar
e Skrad atvinnuleysi 10,2% i ar en atvinnuleysi skv. VMK verdur toluvert laegra (7,3%)
* Slakinn minnkar ur 5,6% i fyrrai2,1% i ar

Atvinnuleysi 2019-20232 Atvinnuleysi og framleidsluspenna 2015-
20233
_% af mannafla i0 - % af mannafla % af framleidslugetu_ 10
Spa PM
8 - ~ 4 8
10 2020/4 PR
6 - 1 6
8 4 1 a
3 Zoz0/a 12
6 '/
0 ™~ — 1 o
Z
4 2 7 -
4 1 -4
2
6 1 -6
0 -8 T T T T T T T T -8
2019 2020 2021 2022 2023 2015 2016 2017 2018 2019 2020 2021 2022 2023
B Atvinnuleysi (VMK) m Skrad atvinnuleysi ——Atvinnuleysi (v. &s)
———Framleidsluspenna (h. 4s)
2. Skréd atvinnuleysi n hlutabéta. Grunnspa Sedlabankans. 3. Grunnspé Sedlabankans 2020-2023. Brotalinur syna spa fra PM 2020/4.
Heimildir: Gallup, Hagstofa fslands, Sedlabanki fslands.
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Verdbolga yfir efri morkum i fyrsta sinn fra 2013

e Verdbdlga vid markmid 4 F2 2020 en aukist sidan og maeldist 4,3% i januar
* Mesta verdbolga sidan i dgust 2013 og efri fraviksmork verdbdlgumarkmidsins rofin i fyrsta sinn sidan i desember 2013
* Undirliggjandi verdbdlga aukist og var 4,5% i jantar (mismunandi maelikvardar a bilinu 3,3-5,7%)

Verdbdlga a8 ymsa maelikvarda
Januar 2014 - jandar 2021

12 manada breyting (%)

Mzeld og undirliggjandi verdbdlga’
Januar 2014 - jantar 2021

12 manada breyting (%)

6 6
5 |
4t 3
3 A M 4 +
A w f/-\,\,vf ATV
1B //\ \ r 3
, VAN |
> f L
i \r\ s
2 [
& T
3 |
-4 T T T T T T T 0 T T T T T T T
2014 2015 2016 2017 2018 2019 2020 2021 2014 2015 2016 2017 2018 2019 2020 2021
—VNV ==VNV én husnadis —VNV —Medaltal maelikvarda & undirl. verdbolgu =—Verdbdlgumarkmid
Samraemd neysluverdvisitala ——Verdbélgumarkmid Bil haesta og laegsta mats a undirliggjandi verdbdlgu
1. Undirliggjandi verdbolga er maeld med kjarnavisitolu (hrif Sbeinna skatta, sveiflukenndra matvérulida, bensins, opinberrar bjénustu og G snaeru ilin) og to (vegid
midgildi, klippt medaltal, kvikt péttalikan og sameiginlegur péttur VNV).
Heimildir: Hagstofa [slands, Sedlabanki islands.
] |
|

Baedi innlend og innflutt verdbodlga hafa aukist ...

e Aukna verdbolgu 4 H2 2020 ma ad nokkru leyti rekja til laekkunar & gengi ISK eftir ad farséttin barst til landsins ...
* ...sem hefur haekkad verd innfluttra vara ...
e ...eninnlendar vorur og hisnzdi hafa einnig haekkad nokkud i verdi ... sem og laun

Gengi krénunnar®
2.jan.2015-29. jandar 2021

Verd innlendrar og innfluttrar véru

Jantar 2017 - jantar 2021

ibudavers, laun og fjoldi kaupsamninga?
Jantar 2019 - desember 2020

220 7V|5|tala 15 12 manada breyting (%) 10 Breyting fra fyrra ari (%) Fjoldi kaupsamninga 1.000
Innlendar vérur Innfluttar vérur
210 i 9 900
[ 8 800
200
7 700
B =¥ % |
190 \V.\v f 6 | 600
180 o] k 5 I ' ‘ 500
170 s 4 'I ‘ 400
) 3 300
160 ‘
2 200
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150 1 ‘ 100
140 T T T T T T -15 T T T T T T T 0 0
2015 2016 2017 2018 2019 2020 2021 17 18 19 20 17 18 19 20 jan. 19 jul. 19 jan. 20 jul. 20

——Vidskiptavegin gengisvisitala

1. Verd erlendra gj i krénum (prong vi
Heimildir: Hagstofa fslands, bj6dskra fslands, Sedlabanki fslands.

2. ibugavera og fioldi

= BUvOrur og graenmeti
Adrar innlendar vérur
Nyir bilar og varahlutir

«==Adrar innl. mat & dr.vérur
= |nnfl. mat- og drykkjarv.
——Adrar innfluttar vérur

B Edri ibadir (h. 4s) mmm Nybyggingar (h. as)

fbadaverd (v. as) = Launavisitala (v. as)
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... en verdbadlguvaentingar eru enn vid markmid ...

¢ Verdbdlguvaentingar til skamms tima hafa heldur haekkad undanfarid sem endurspeglar nylega aukningu verdbdlgu
¢ Verdbdlguvaentingar til medallangs og langs tima hafa hins vegar litid breyst og eru ndleegt markmidi & flesta maelikvarda
e pratt fyrir aukna draun sem rekja ma til leekkunar ISK undanfarid virdist kjolfesta verdbdlgumarkmids pvi enn halda

Verdbdlguvaentingar!

5 % Breyting fra fyrra dri (présentur)
4
3
2
1
0 2
1
0
0,4
L 41
lér 2ar Sar 104r
W Heimili M Fyrirtaeki Markadsadilar W Verdbolgudlag

1. Nyjustu kannanir Gallup  verdbolguveentingum heimila og fyrirtzekja fra desember 2020. Nyjasta ksnnun Sedlabankans & verdbolguvaentingum markadsadila er fra migjum januar 2021. Ekki er spurt um verSbdlguvzentingar heimila
og fyrirtzekja til 10 dra. Nyjasta gildi verdbolguélags & skuldabréfamarkadi er medaltal bad sem af er 1. arsfj. 2021. Nedri helmingur myndar synir breytingu fra samsvarandi maelingum fyrir ari.
Heimildir: Gallup, Sedlabanki islands.

... 0g horfur @ ad verdbdlga hjadni tiltolulega hratt

* Spad 3,9% verdolgu a F1 en ad mikill slaki i pjédarbuinu togi hana nidur i markmid & F4/2021 pegar ahrif laekkunar ISK hafa
fjarad at
¢ Heldur meiri verdbdlga i ar en i (verri upphafsstada, minni slaki & fyrri hluta pessa ars og haerra oliu- og hravoruverd)

e Horfur fra naesta ari breytast litid
Verdbolguspa og dvissumat
1. 4rsfj. 2014 - 1. 4rsfj. 2024

Breyting fré fyrra ari (%)

6
5 F
& |-
3 F 50%
|
\V4 75%
2+ |
Spa PM 90%
2020/4
1|
0
-1 T T T T T T T T T T
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
——PM 2021/1 ——PM 2020/4 ——Verdbdlgumarkmid
Heimildir: Hagstofa [slands, Sedlabanki fslands.
| ]
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Adgerdir Sedlabankans

sz

Styrivextir Adgangur Kaup & Gjaldeyris- Fjdrmognun
laekkadir um lanastofnana ad rikisskuldabréfum inngrip vegna
tveer présentur lausafé aukin studningslana
fra upphafi med 100%
COVID

rikisabyrgd

Sedlabankavextir vida i sogulegu l[agmarki

* Vextir Si eru nt 0,75% og hafa laekkad um 2 pr. fré pvi ad faraldurinn skall 4 landinu

* Raunvextir -2,5% m.v. medaltal mismunandi maelikvarda 4 verdbdlgu og verdbdlguvaentingar en -3,4% midad vid arsverdbdlgu
e Adrir sedlabankar hafa einnig laekkad vexti mikid — sérstaklega i peim I6ndum par sem svigrdm til laekkana var til stadar

e Vextir aldrei verid eins lagir hér & landi — nafnvextir litillega haerri hér en i 68rum idnrikjum en raunvextir eru peir laegstu

Sedlabankavextir®
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Heimildir: Heimasit OECD, i fslands.
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Enn svigrdm til Aframhaldandi Aframhaldandi Framsyn Vedlan med

ad leekka rikisskuldabréfakaup i gjaldeyrisinngrip til leidsogn utlanahvata
meginvexti sem samraemi vid préun ad draga ur
eru 0,75% frambods rikisbréfa 6hoflegum
og avoxtunarkrofu sveiflum
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Central Bank to continue regular programme of foreign
currency sales

From Monday, 1 March 2021 through the end of the month, the Central Bank of
Iceland will sell 3 million euros per business day to market makers in the foreign
exchange market, for a total of 69 million euros during the month. The transactions
will take place soon after the market opens, and no later than 10:00 hrs. The
transactions are in accordance with Press Release no. 30/2020, published on 9
September 2020.

The Bank began selling foreign currency to market makers on a regular basis on 14
September 2020. The objectives of the regular sales programme are to deepen the
market and improve price formation. The Bank sold a total of 60 million euros (9.3
b.kr.) in this manner during the month of January. Since 14 September, the Bank has
sold a total of 351 million euros (55.7 b.kr.) through the regular sales programme.

At the end of each month, the Bank will announce the amount and planned transaction
dates for the coming month’s currency sales. The amount will be based on market
conditions at the time in question. The aim will be to keep the scale of the currency
sales consistent with normal market functioning. The Central Bank reserves full right
to adjust amounts, frequency, and execution of the sales so as to ensure the efficacy of
the measure.

Regular currency sales do not affect the Bank’s declared policy of intervening in the
foreign exchange market as it deems necessary to mitigate volatility.

Further information can be obtained from Asgeir Jonsson, Governor of the Central
Bank of Iceland, at tel: +354 569-9600.

See press release from 9 September 2020: Central bank to begin regular programme of
foreign currency sales.

No. 6/2021
26 February 2021
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Central Bank to reduce the extent of its regular programme
of foreign currency sales

From Wednesday, 7 April 2021 through the end of the month, the Central Bank of
Iceland will sell 3 million euros to market makers in the foreign exchange market three
business days per week, for a total of 33 million euros during the month. The
transactions will take place every Monday, Wednesday and Friday soon after the

market opens, and no later than 10:00 hrs. The transactions are in accordance with
Press Release no. 30/2020, published on 9 September 2020.

With this decision, the Central Bank reduces the frequency and scope of the regular
foreign currency sales programme, which commenced on 14 September 2020. Based
on the exchange rate developments of the Icelandic krona in recent weeks and
indications of improved equilibrium in the foreign exchange market, the Central Bank
considers it appropriate to reduce the extent of the programme. The objectives of the
regular sales programme remain the same as before, to deepen the market and improve
price formation.

At the end of each month, the Bank will continue to announce the amount and planned
transaction dates for the coming month’s currency sales. The amount will be based on
market conditions at the time in question. The aim will be to keep the scale of the
currency sales consistent with normal market functioning. The Central Bank reserves
the right to adjust amounts, frequency, and execution of the sales to ensure the efficacy
of the measure.

The Central Bank sold a total 69 million euros (10.4 b.kr.) through the regular sales
programme during the month of March. Since 14 September, the Bank has sold a total
of 420 million euros (66.2 b.kr.) in this manner.

Regular currency sales do not affect the Bank’s declared policy of intervening in the
foreign exchange market as it deems necessary to mitigate volatility.

Further information can be obtained from Asgeir Jonsson, Governor of the Central
Bank of Iceland, at tel: +354 569-9600.

See press release from 9 September 2020: Central bank to begin regular programme of
foreign currency sales.

Press release no. 10/2021
31 March 2021
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Announcement concerning Central Bank purchases of
Treasury bonds

At the beginning of May 2020, the Central Bank of Iceland began buying Treasury
bonds in the secondary market, in accordance with the 23 March 2020 statement by
the Monetary Policy Committee. According to that decision, the total amount
purchased may range up to 150 b.kr. The Bank will announce the maximum bond
purchase amount for each quarter in advance.

For Q2/2021, the Bank’s total purchases may range up to 20 b.kr. at market value.*
The Bank may buy bonds in all nominal benchmark series denominated in Icelandic
kronur.

The Central Bank will purchase the bonds by submitting bids to the Nasdaq Iceland
trading system. It is also possible that the Bank will announce purchases by auction.

Any auctions that are held will be announced with one day’s advance notice. The
announcement will specify the series and the estimated maximum amount to be
purchased.

Information on the general terms and conditions for auctions that may be held in
connection with the Central Bank’s purchase of Treasury bonds in the secondary
market can be found here.

The aim is to keep the scale of the purchases consistent with normal market
functioning. The Bank will set amounts, frequency, and execution of the purchases so
as to ensure the efficacy of the measures.

For Q1, it was announced that the Bank’s total purchases could range up to 20 b.kr.
market value. The Bank’s total purchases in Q1 came to 5.7 b.kr. market value, as
follows: RIKB25, 2.1 b.kr., RIKB28 1.8 b.kr., and RIKB31 1.8 b.kr.

A more detailed breakdown of the Bank’s bond purchases can be found here.

Further information can be obtained from Sturla Palsson, Director of the Markets
Department of the Central Bank, at tel +354 569-9600.

* The sale price or market value refers to the clean price plus accrued indexation, i.e.,
with indexation but without accrued interest.

Press release no. 11/2021
31 March 2021
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Central Bank discontinues regular foreign currency sales

Effective Monday 3 May 2021, the Central Bank will discontinue its regular foreign
currency sales programme.

The Central Bank began selling foreign currency to market makers on a regular basis
on 14 September 2020. At that time, the domestic foreign exchange market had been
significantly affected by the COVID-19 pandemic. The krona had depreciated
markedly because of a reduction in export revenues and financial transactions, and
price formation in the foreign exchange market became inefficient as a result. The
Bank’s assessment was that, all else being equal, a sustained, increased supply of
currency from its international reserves would help to stabilise and deepen the market
and improve price formation.

From 14 September 2020 onwards, the Bank sold a total of 453 million euros (71.2
b.kr.) through its regular currency sales programme. Under the programme, the Bank
sold 3 million euros per business day to market makers in the foreign exchange
market. On 7 April, the Bank reduced the frequency and total amount of the sales by
selling currency three days per week instead of five, although the amount sold each
time remained the same. Regular sales accounted for 50.8% of the Bank’s total foreign
exchange market turnover between 14 September 2020 and 30 April 2021, and 22.2%
of total market turnover for that same period.

In view of the appreciation of the krona in recent weeks and improved equilibrium in
the foreign exchange market, the Central Bank considers it no longer necessary to sell
currency on a regular basis. The regular sales programme will therefore be
discontinued beginning next week.

As before, the Bank will intervene in the market in order to mitigate volatility when it
considers such intervention warranted, in accordance with the Monetary Policy
Committee’s statement of 17 May 2017.

Further information can be obtained from Asgeir Jonsson, Governor of the Central
Bank of Iceland, at tel: +354 569-9600.

For further information, see the Bank’s press releases of 9 September 2020 and 31
March 2021.

Press release no. 13/2021
30 April 2021
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SEDLABANKI [SLANDS

Ur vorn i sokn

Hradi uppsveiflunnar mun radast af barattunni vid
farséttina

Erindi um akvérdun PSN og forsendur hennar Rannveig Sigurdardattir
Samidn 28. mai 2021 Varasedlabankastjéri peningastefnu

Z:/J_d Ytri skilyrdi og innlent raunhagkerfi
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Umsvif hafa sveiflast med smitum og séttvérnum

 Eftir mikla aukningu smita i fyrrahaust tok peim ad faekka a ny i ndvember og i byrjun pessa ars var slakad a séttvérnum a ny ...
* ...en smitum fjolgadi aftur i mars og pa var gripid til hérdustu séttvarna fra upphafi— en nu hefur verid slakad a peim aftur
* bessar sveiflur i smitum og séttvérnum hafa litad mjog préun efnahagsumsvifa — med sama heetti og i 66rum I6ndum

Smit og séttvarnir? Einkaneysla og umfang séttvarna 20202
1. mars 2000 - 14. mai 2021
Fjoldi & hverja 100 pus. ibla Visitala Breyting i einkaneyslu milli fjordunga (%)
0 j b 0 2 yting Y i ga (%)
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0 T u T T T T T 10 -24
mar.20 mai.20 jul.20 sep.20 név.20 jan.21 mar.21 mai. 21 -40 -30 20 -10 O 10 20 30 40 50 60 70
. . ) Breyting 4 umfangi sottvarna milli fiordunga (visitala)
——Fjoldi stadfestra smita (v. as) ——Umfang séttvarna (h. as)

® 1. rsfj. © 2. drsfj. 3. 4rsfj. © 4. érsfj.

1. Fiildi stadfestra smita er sjé daga hreyfanlegt medaltal. Umfang séttvarna vegur saman ymsa maslikvarda & hversu hart stjérnvéld ganga fram vid ad draga r itbreidslu COVID-19. 2. Léndin eru Bandarikin, Bretland, Danmérk,
Finnland, Frakkland, fsland, italia, Japan, Noregur, Spann, Sviss, Svibjéd og Pyskaland
Heimildir: Covid.is, Hagstofa fslands, OECD, Oxford COVID-19 Government Response Tracker.

Utflutningur vex & ny en bati haegur i ferdapjénustu

+ Utflutningur jokst & ny & F3/2020 og hélt 4fram ad aukast & F4 — er b6 enn 27% undir pvi sem hann var F4/2019
* Heldur feerri ferdamenn en i febrdarspa — en betri horfur um utflutningsverd sjdvarafurda og alverd hefur pegar tekid vid sér
* Spad riflega 11% utflutningsvexti i &r — bjartari horfur i vérultflutningi vega @ méti haegari bata i ferdapjonustu

Utflutningur véru og pjénustu? Hravbruverd og vidskiptakjor? Utflutningur og framlag undirlida 2015-
1. arsfj. 2010 - 4. arsfj. 2020 1. 4rsfj. 2013 - 1. 4rsfj. 2021 20233
220 Visitala, 2010 = 100 Visitala, 2010 = 100 30 Breyting fré fyrra ari (%)
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——Hrévérur (4n orku, { USD) ——sjavarafurdir (i erl. gialdm.) = Ferdabjonusta = Sjvarafurdir
——Utflutningur alls  ===Vorur pjonusta Al (i usD) —Vigskiptakjor Alafurdir . Annar tflutningur
Utflutningur alls
1.4 ¢ isitdlur. 2. Grunnspé 1. drsfj. 2021 fyrir vidskiptakjér. 3. Vegna kedjutengingar getur verid ad summa 56 ekki j6fn heildar er samtala & “og
" med flugi” Al skv. 6 Grunnspa 2021-2023. Brotalina synir sp fra PM 2021/1
Heimildir: Alpjodabankinn, Hagstofa fslands, Sedlabanki [slands.
| |
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Yfir 6% samdrattur i fyrra ...

* bratt fyrir dgeetis bata a seinni hluta sidasta ars nam samdrattur landsframleidslunnar 6,6% a arinu 6llu
e Samdratturinn nadi til naestum helmings atvinnugreina ... en mest i ymsum pjénustugreinum — sérstaklega tengt ferdapjonustu

Samdrattur einstaka atvinnugreina 2020*

Breyting fra fyrra ari (%)

Ferdaskrifstofur og bokanir (1,5%)  -74,2
Flutningar me? flugi (2,7%)
Gisting og veitingar (3,8%)
Land- og sj6flutningar (2,2%)
Menning og témstundir (1,4%)
Heildverslun (3,9%)
Ymis sérhzefd pjénusta (7,1%)
Byggingarstarfsemi (7,9%)
Alls (100,0%)
Framleidsla (9,6%)
Fiskveidar og fiskeldi (4,0%)
Smaséluverslun (3,8%)
Onnur starfsemi (20,1%)
Fasteignavidskipti (11,5%)
Hid opinbera (20,3%)

-80

1. Samdrattur vergra béttatekna (VPT) 4ri§ 2020 eftir einstaka atvinnugreinum. VBT mzela tekjur allra adila sem koma ad framleidslunni og eru jafnar vergri landsframleidslu (VLF) leidrétt fyrir Sbeinum skéttum og framleidslustyrkjum
Télur i svigum syna hlutdeild atvinnugreina i nafnvirdi VT &rid 2019,
Heimild: Hagstofa lslands.

... en samsetningin 6nnur en i 6drum idnrikjum

* Samsetning efnahagssamdrattarins 2020 var nokkud dlik pvi sem var i 68rum préudum rikjum: um % samdrattarins hér a landi
ma rekja til samdrattar einkaneyslu en % til utanrikisvidskipta ...
e .. iflestum 68rum idnrikjum vé samdrattur innlendrar eftirspurnar mun pyngra (Grikkland p6 med svipada samsetningu)

Steerd og samsetning efnahagssamdrattar 20201

Breyting fra fyrra ari (%)

Nordurléndin G-7-rikin Ferdamannalénd

9,9 b4

iSL DAN FIN NOR SVi KAN FRA pYS (TA JAP BRE BNA GRI POR SPA

® Einkaneysla = Onnur innlend eftirspurn Utanrikisvidskipti ® Hagvoxtur
1. Framlag annarrar innlendrar eftirspurnar er samtala framlags samneyslu, fjarmunamyndunar og birgdabreytingar, auk mégulegs skekkjulidar par sem samtala framlags undirlida barf ekki a8 vera jfn hagvexti vegna kedjutengingar
bi68hagsreikninga. Télur fyrir Noreg eru 4n vinnslu og flutnings 4 oliu og gasi
Heimildir: Hagstofa islands, Noregsbanki, OECD.
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Visbendingar um aukin umsvif i byrjun ars ...

* Sparnadur heimila sveiflast i takt vid farsottina
* JOkst verulega i kj6lfar farséttar (F2/2020) - minnkadi aftur 4 F3 - jokst 4 ny 4 F4
* Einkaneysla ekki gefid jafn mikid eftir og spad i febriar

Einkaneysla og sparnadur heimila® Einkaneysla og visbendingar? Bélusetning gegn COVID-193
1. érsfj. 2018 - 4. 4rsfj. 2020 1. érsfj. 2015 - 1. arsfj. 2021
Br. fra fyrri fjorungi (%) % af radst6funartekjum Breyting fra fyrra ari (% Visitala % af mannfjolda
i = yrri fj i (%) jum o, Brevtingfrafy (%) - i 76 i
140 & m Bélusett ad fullu
4 20 m Bélusett ad hluta
120
1 1s 100
80
1 10 60
4
40
6 - 15
5 | 20
-10 T T T 0 -20 T T T T T T 0
1.1.'18 4.fj.'18 3.fi.'19 2.1.20 2015 2016 2017 2018 2019 2020 2021 TR22LEB2IBERE B5BEL8ES
. . 5355222823 SYSSEASS
= Einkaneysla (v. as) ——Sparnadarhlutfall (h. 4s) = Einkaneysla Greidslukort alls S 2 EAQ_ £ é"’ £88¥ 5 E”
Medaltal 2015-19 (h. 4s) Innlend greidslukort —Veentingavisitala (h. as) 2> a o e 2
1. Nokkur dvissa er um télur Hagstofunnar um eiginlegt tekjustig heimila par sem a ra byggist ekki 4 i tekju- og \gs. Vi3 Gtreikning & hlutfalli sparnadar er midad vid aztlun
um r tekjur par sem tolur eru haskkadar med hlidsjon af zetludum dtgjéldum heimilanna yfir langt timabil. Arstidarleidrétt gogn. 2. Vaentingavisitala Gallup er arstidarleidrétt. Grunnspa
Sedlabankans 1. arsfj. 2021 fyrir einkaneyslu. 3. Tolur migast vié 14. mai 2021.
Heimildir: Gallup, Hagstofa islands, Our World in Data, Sedlabanki fslands.
| ]

... 0g hagvaxtarhorfur batna — en dvissa enn mikil

* Talid ad arshagvoxtur hafi verid riflega 2% a F1/2021 —yrdi i fyrsta sinn sem VLF vex milli &ra fra pvi ad farséttin skall & landinu
* Hagvoxtur eykst enn frekar fra F2 og verdur 3,1% a arinu 6llu (2,5%) ... 0g 5,2% & neesta ari (5,1%)
* Arangur i barattu vid farsétt reedur miklu um horfur: gangi verr gaeti hagvoxtur i &r minnkad i 1,5% en farid i 5,8% gangi betur

Hagvoxtur og framlag undirlida 2015- Fraviksdaemi: hagvoxtur
2023t
o Brevting rd fyrra ari (%) 5 Fravikiré grunnsps (présentur)
6
4
2
0
-2
-4
-6
-8
-10 T T T T T T d -2 T T d
2015 2016 2017 2018 2019 2020 2021 2022 2023 2021 2022 2023
mmEinkaneysla == Samneysla Fjérmunamyndun i ) )
W Farsott gengur heegar nidur M Farsott gengur hradar nidur
mmBirgdabreytingar M Utanrikisvidskipti VLF
1. Grunnspé Sedlabankans 2021-2023. Brotalina synir spa fra PM 2021/1
Heimildir: Hagstofa islands, Sedlabanki islands.
| |

68 Monetary Policy Committee Report to Parliament



Mikid atvinnuleysi en virdist hafa nad hamarki

* Arstidarleidrétt skrad atvinnuleysi var 11,2% a F1/2021 — um 3% prdsentu meira en skv. VMK

* Badir maelikvardar benda p4 til vidsnunings enda virdist vinnuaflseftirspurn hafa rétt dr kiitnum
* Spad ad atvinnuleysi hafi nad hdmarki... verdi 6,7% i ar m.v. VMK og 9,1% m.v. VMST

* En hjadni haegt og verdi haerra i lok spatima en fyrir farsott

. . S ) s3ningara irtaeki Atvinnuleysi 2015-20232
Atvinnuleysi og slaki & vinnumarkadi® Radningaraform fyrirtaekja? i
1. 4rsfj. 2006 - 1. 4rsfj. 2021 1. drsfj. 2020 - 1. 4rsfj. 2021
% af mannafl % af mannafla me viobét ing fré fyrra ari (plsundir starf Présent % af mannafla
1o - atmannafia % at mannatla meg vidbot 10 , Breyting fré fyrra dri (bUsundir starfa) résentur, | 12 -
05 5 Spa PM
10 | {20 10 2021/ /N
00 0 I AN
8 16 05 5 8
10 -10
6 12 6 ’
15 -15 4
¢ \ Spa PM
pa
4 8 20 20 4 4
2021/1
25 25
2 4 2
30 -30
0 r T T T T T T 0 35 -35 0 ; T T T T T T T |
2006 2008 2010 2012 2014 2016 2018 2020 LA AR D AV 4R A 2015 2016 2017 2018 2019 2020 2021 2022 2023
= Atvinnuleysi ——=Skrad alm. atvinnuleysi
L X W Laus stérf (v. ds) M Hutfall fyrirteekja sem vilja fiélga umfram feekka (h. &s) —VMK ——VMST
Slaki @ vinnum. (h. as)
1. Slaki 4 vinnumarkadi eru atvinnulausir, vinnulitlir (adilar i hlutastarfi sem vilja vinna meira) og méguleg vidbét & vinnumarkad (eir sem eru tilbiinir a8 vinna en eru ekki a8 leita a8 vinnu og beir sem eru ad leita a8 vinnu en eru ekki
tilbGnir a8 vinna) sem hlutfall af mannafla me8 vigbét (mannafli ag vidbttri mogulegri vigbét 4 vinnumarkadi). Skréd almennt er skrdd énfélks & fr4 og med 1. 4rsfj. 2020 og er ré8in Arstidarleidrétt
af Sedlabankanum. 2. Laus stérf skv. fyrirtakjaksnnun Hagstofu [slands og hlutfall fyrirtaekja sem vilja fj6lga e8a feekka starfsfélki nzestu 6 manusi er r kénnun Gallup medal 400 staerstu fyrirtzekja landsins og eru gognin arstidarleidrétt
af fslands. 3. leysi midad vid vinnumar Hagstofu [slands (VMK) og skréd atvinnuleysi Vinnumalastofnunar an hlutabéta (VMST). Grunnspé Sedlabankans 2021-2023. Brotalinur syna spa fra PM 2021/1
Heimildir: Gallup, Hagstofa [slands, Vinnumalastofnun, Sedlabanki fslands.

Verdbolga
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7 . 0 7 7 L4 .
Verdbolga yfir 4% a fyrsta arsfjordungi
e ISK hefur haekkad um 2,2% frd aramoétum og 9% fra pvi pad var laegst i sept.”20 — en er enn 6,3% laegra en i upphafi faraldurs
* Gengislaekkunin leiddi til aukinnar verdbdlgu: hin var 2,5% & F2/2020 en var komin i 4,2% & F1i ar og i 4,6% i april (4,4% i mai)
* Undirliggjandi ver8bdlga hjadnad litillega milli manada og innflutt verdbdlga minnkar nokkud en innlendir peettir vega & mati

Verdbdlga a ymsa meaelikvarda* Verd innlendrar og innfluttrar véru Undirlidir verdbdlgu
Jantar 2015 - april 2021 Jangar 2018 - april 2021 Jandar 2016 - april 2021

Framlag til arsverdbolgu (%)

v

'
Rt :nil“lll!!l|l||!nl;'|l
; |||i|||||||i|||||||||||I|Ii- )
E

g 12 manadabreyting (%) 1, 12ménada breyting (%) .
5 F Innlendar vérur Innfluttar vérur s

4 ‘,,, 10 ) - - ”I
3L ff VAN /f o 3 ! L. -“‘||I'||| : il
, A 6 N I‘l“lll' iyl I a

1
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] 2
2 L 2 b
3
-3 - -4 -4
-4 ' ! ' ' ' ' -6 T T T T T T -5
2015 2016 2017 2018 2019 2020 2021 18 19 20 2118 19 20 21 2016 2017 018 019 2020 2021
—\/NV - Almenn biénusta = Innlendar virur 4n bivéru og grenmetis
VNV an hasnaedis ——BlvSrur og greenmeti = AJrar innl. mat & dr.vorur Misnadi R
Undirliggjandi verdbdlga Adrar innlendar vorur = |nnfl. mat- og drykkjarv. 4 dfengis 51
—=Verdbslgumarkmid Nyir bilar og varahlutir ~ ===Agrar innfluttar vérur Vistala neysiuverds
1. Undirliggjandi verdbdlga er mzsld med kjamavisitslu (shrif Sbeinna skatta, sveiflukenndra matvérulia, bensins, opinberrar biénustu og i eru og maslikvérdum (vegid
midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV).
Heimildir: Hagstofa islands, Sedlabanki islands.
] |
]
Mikil haekkun | ha di 0 danfarid
* Innlend eftirspurn hefur einnig tekid kréftuglega vid sér sem hefur leitt til meiri innlends verdbdlguprystings
e Séstt.d. @ miklum launahaekkunum og kréftugum haekkunum husnaedisverds (pott 8 moti vegi leekkun leiguverds)
* Haekkun husnaedisverds virdist ekki vera ur takti vid hagstaeda proun peirra grunnpatta sem hafa dhrif a hisnaedisverd
Laun Husnzedis- og leiguverd® Raunverulegt og spad husnzadisverd?
1. rsfj. 2014 - 1. rsfj. 2021 Jantiar 2015 - mars 2021 1. 4rsfj. 2017 - 1. rsfj. 2021
14 _Breyting fra fyrra ari (%) 25 Breyting fra fyrra ari (%) 220 Visitala, 2015 = 100
42 20 200
10
15 180
8
10 160 -
6
5 140
4
5 L 0 \I 120
0 T T T T T T T -5 T T T T T T 100 T T T T
2014 2015 2016 2017 2018 2019 2020 2021 2015 2016 2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
. - ; —(budavers —— Leiguverd Hu isverd pad hu isverd
——Launavisitala ——Visitala heildarlauna . 1 stadalfravik +2 stadalfravik
1. Hisnaedis- og leiguverd 4 2, 5pad ha Gt ra kvikri (e. dynamic) spé fré 1. arsfj. 2019 til 1. arsfj. 2021 med i metinni fyrir timabilid 3. arsfj. 2001 til 4. arsfj.
2017.
Heimildir: Hagstofa islands, Pjédskra islands, Sedlabanki islands.
] |
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pralatari verdbodlga og verdbdlguveentingar haakkad

* Verdbdlguhorfur versna nokkud fra pvi i febrdar: spad 4,4% (3,3%) verdbdlgu & F2 en 3,8% a F4
* Spad ad hun verdi komin i markmid um mitt naesta ar en ekki i lok pessa ars eins og spad var i febriar
* Verdbdlguveentingar hafa haekkad eftir pvi sem verdbdlga hefur reynst pralatari

4 i 1
Verdbolguspa og 6vissumat Verdbolguvaentingar

1. 4rsfj. 2015 - 2. 4rsfj. 2024

Breyting fra fyrra ari (%) 5 % Breyting fra fyrra ari (prosentur)
r M it
cr 4
°f 3
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3 |

/N ,
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——PM 2021/2 = 50% likindabil
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—Verdbslgumarkmid 90% likindabil

B Heimili ™ Fyrirtaeki Markadsadilar M Verdbdlguélag

1. Nyjustu kannanir Gallup 4 verdbélguvasntingum heimila og fyrirtaekja fra febriiar/mars 2021. Nyjasta kénnun Sedlabankans 4 verdbélguvaentingum markadsadila er fra byrjun mai 2021. Ekki er spurt um verdbdlguvzaentingar heimila og
fyrirtaekja til 10 4ra. Nyjasta gildi ver8bélguslags 4 skuldabréfamarkadi er medaltal pad sem af er 2. arsfj. 2021. Nedri helmingur myndar synir breytingu fra samsvarandi mzlingum fyrir 4ri sidan. 2. Breyting avéxtunarkréfu dverdtryggdra
rikisskuldabréfa og framlag samsvarandi breytinga avéxtunarkréfu verdtryggdra éfa og leiBréttu fyrir ahrifum breytinga & undirliggjandi skuldabréfasafni 4 ttreikning verdtryggda eingreidsluferilsin

Heimild: Sedlabanki Islands.

Peningamal i hnotskurn

o,
a®
&3 == /°/I |
X3 &

Bélusetningu Horfur & bata i Minni Atvinnuleysi Verdbdlga Mikil évissa —
midar afram en ferdapjonustu samdrattur i virdist hafa nad reynst meiri og ekki sist tengt
stadan er dlik en hagari en fyrra og horfur hamarki og pralatari en farsétt og
milli landa adur var spad a meiri hagvexti lausum stérfum spad var og framgangi

iar fiélgar horfur versna bélusetningar

“%. Ritid i heild Power Point myndir O Tist

o

@ Kynning adalhagfraedings | Myndagégn o Facebook
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Mikid atvinnuleysi en virdist hafa nad hamarki

Arstidarleidrétt skrad atvinnuleysi var 11,2% & F1/2021 — um 3% présentu meira en skv. VMK ... badir meelikvardar benda pé til
vidsnunings — einnig pegar tekid er tillit til peirra sem vilja vinna meira eda eru & jadri vinnumarkadarins

Atvinnuleysi naer hamarki i ar (6,7% m.v. VMK og 9,1% m.v. VMST) ... en hjadnar haegt og er heerra i lok spatima en fyrir farsott
Vinnuaflseftirspurn hefur rétt ur kdtnum

Atvinnuleysi og slaki a vinnumarkadi®
1. 4rsfj. 2006 - 1. rsfj. 2021

Skrad atvinnuleysi
JanGar 2020 - april 2021

Atvinnuleysi 2015-20232

_ % af mannafla % af mannafla meg viébot % af mannafla % af mannafla
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= Atvinnuleysi ——Skrad alm. atvinnuleysi

m Atvinnuleysi m Hlutabeetur

VMK =—=VMST

Slaki & vinnum. (h. as)

1. Slaki 4 vinnumarkadi eru atvinnulausir, vinnulitlir (adilar { hlutastarfi sem vilja vinna meira) og méguleg vidbot 4 vinnumarka (eir sem eru tilbinir a8 vinna en eru ekki ad leita ad vinnu og peir sem eru ad leita ad vinnu en eru ekki
tilbunir a8 vinna) sem hlutfall af mannafla me vidbét (mannafli a8 vidbettri mégulegri vidbot 4 vinnumarkadi). Skrad almennt leysi er skrad leysi an félks & fré og med 1. rsfj. 2020 og er rédin arstidarleidrétt
af 73 midad vié

Heimildir: Hagstofa [slands, Vinnumalastofnun, Sedlabanki fslands.

Hagstofu islands (VMK) og skréd atvinnuleysi Vinnumalastofnunar an hlutabéta (VMST). Grunnspé Sedlabankans 2021-2023. Brotalinur syna spa fra PM 2021/1.

... 0g hefur reynst meiri og pralatari en vaenst var

 Eftir ad farsottin skall @ landinu var talid ad verdbdlga myndi aukast timabundid vegna laekkunar ISK en hjadna tiltdlulega hratt
* Hun hefur hins vegar verid pralatari og ahrif frambodstruflana voru vanmetin: leiguverd a8 gdmum hefur prefaldast, oliuverd
riflega tvofaldast og hravoéruverd ekki verid haerra i atta ar — haekkun mat- og drykkjavéru mun meiri i fyrra en spad hafdi verid

Spar um verdbdlgu og oliuverd i kjolfar Alpjédlegt flutninga- og hravéruverd®

farsottart Jantar 2019 - april 2021
5o Verdbélga o . Oliuverd 14 Vsitala, 2019 =100 visitala, 2019 =100
4,5
4,0
35
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2018 2019 2020 2021 2018 2019 2020 2021 jan. 19 jal. 19 jan. 20 jal. 20 jan. 21
—Verdbélga ——Hraoliuverd (Brent) PM 2020/3 —Matvaeli (v. 4s) ~——Drykkjarvérur (v. &s)
—PM 2020/4 PM 2021/1 —PM 2021/2 Hraefni (v. as) —Gamaflutningar (h. @s)

1. Matvaeli eru ymsar tegundir mataroliu, ymsar mjsl- og korntegundir, kit og avextir. Drykkjarvérur eru kaks, kaffi o te. Hrefni er timbur, badmull, gdmmi og tébak. Vervisitala gémaflutninga er Freightos Global Container Index.

Heimildir: Alpjé8abankinn, Freightos Limited, Hagstofa islands, Refinitiv Datastream, Sedlabanki islands.
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23. tolublad
39. argangur

Peningastefnan er jafnvaegislist

- Rannveig Sigurdardéttir
varasedlabankastjori peninga-
stefu Sedlabanka Llands

eginmarkmid peningastefnu
Sedlabanka Islands er ad studla
ad stédugu verdlagi. Peninga-

stefnunefnd tekur dkvardanir um beitingu

stjorntekja Sedlabankans { peningamdlum
og byggja dkvardanir nefndarinnar 4 {tar-
legu og véndudu mati 4 4standi og horfum
i efnahagsmalum. Undanfarnar prjdr vikur
hafa hér verid birtar greinar par sem m.a. var
fjallad um nyjustu pjédhags- og verdbélguspd
Sedlabankans sem nefndin ték mid af vid
dkvordun sina. Peningastefnunefnd dkvad 4
fundi sinum 19. maf sl. ad hakka vexti bank-
ans um 0,25 présentur eftir ad hafa leekkad pa
um 2 présentur frd pvi ad dhrifa faraldursins
for ad geta hér 4 landi. Hér verdur farid yfir
veigamestu pattina ad baki dkvorduninni
ad mati undirritadrar en pad mat parf ekki
ad endurspegla mat annarra nefndarmanna
peningastefnunefndar.

Vaxtalsekkanir hafa
stutt vid pjodarbuskapinn
og visbhendingar eru um ad
batinn sé hafinn
Vaxtalekkanir og adrar adgerdir sem Sedla-
bankinn greip til eftir ad heimsfaraldurinn
braust Gt hafa stutt vid innlenda eftirspurn
og pannig dregid ur neikvedum dhrifum
efnahagsdfallsins. Pjédarbuid, sérstaklega
cinkaneyslan, hefur hingad til stadid fallid
betur af sér en vanst var 4 fyrri fundum
nefndarinnar og reyndist samdrdtcur drsins
2020 vera um 1 présentu minni en gert var
rdd fyrir { spd bankans sem birt var { febrtar
sl.! Visbendingar eru um ad efnahagsbati sé
hafinn, ekki sist 4 vinnumarkadi. Atvinnu-
leysi er tekid ad minnka og gert er rdd fyrir
ad st préun haldi dfram. Samkvemt fyrir-
tekjakonnun Hagstofunnar hefur lausum
storfum fjolgad milli dra tvo drsfjérdunga
{160 sem eru toluverd umskipti eftir mikla

1 Sjd grein i Visbendingu 28. mai sl.
2 Sjd grein i Visbendingu 11. jini sl.
3 Sjd ndnari umfjollun { Visbendingu 4. jini sl.

Mynd 1 Radningaraform fyrirtaekja

1. drsfj. 2020 - 2. 4rsfj. 2021

3 Breyting frd fyrra dri (pdsundir starfa)

1.4rsfj.'20

2. drsfj. 20 3.4rsfj. 20

W Laus starf (v, ds)

1. Gogn um laus stérf na til 1. arsfj. 2021.

W Hlutfall fyrirtazkja sem vilja ficlga umfram faekka (h. 4s)

Présentur
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4.drsfj. 20 1. drsfj."21 2. 4rgf, 21

fekkun milli 4ra 4 6drum drsfjérdungi {
fyrra. Sama md segja um rddningadform
fyrirteekja en samkvemt drsfjordungslegri
kénnun Gallup 4 medal 400 starstu fyr-
irtzkja landsins vilja 30 présentum fleiri
fyrirteki frekar fjolga starfsfolki 4 naestu sex
mdnudum en fakka pvi. A sama tima { fyrra
var pessu 8fugt farid (mynd 1). Fyrirteekjum
sem segjast starfa vid full afkdst eda skortir
starfsfolk hefur einnig fjolgad sem bendir
til battrar nytingar framleidslupdtta. Pvi
eru skyr merki um bata 4 vinnumarkadi
sem md liklega ad nokkru leyti rekja til sér-
staks dtaksverkefnis stjérnvalda til ad fjélga
storfum. Hversu hradur batinn verdur er
liklega ad mestu hdd pvi hversu hratt ferda-
pjonustan tekur vid sér og hvort ferdapjon-
usta og frambodshlid vinnumarkadarins
hafi bedid skada af faraldrinum.2 Aukinnar
bjartsyni getir einnig 4 medal heimila um
horfur i efnahags- og atvinnumélum eftir
pvi sem bélusetningu landsmanna vindur
fram og hafdi Ventingavisitala Gallup {
maf sl. ekki mealst haerri sidan { desember

Heimild: Sedlabanki islands.

4rid 2017. Laun hafa hekkad nokkud og
umfangsmiklar adgerdir stjornvalda hafa
gert pad ad verkum ad rddstofunartekjur
heimila hafa ekki gefid eftir prdct fyrir
minni atvinnu. Sparnadarhlutfall heimila
er einnig nokkud yfir sogulegu medaltali
og eru efnahagsreikningar peirra enn
traustir. Pvi eru likur 4 4framhaldandi bata
einkaneyslu.

Kjolfesta verdbolgu-
vaentinga getur veikst ef
verdbdlga er pralat
A sama tima og efnahagshorfur hafa batnad
eru verdbdlguhorfur lakari. Verdbolga
hefur verid yfir efri fraviksmérkum verd-
bélgumarkmidsins pad sem af er 4ri og
undirliggjandi verdbdlga er einnig mikil
sem bendir til pess ad verdbdlguprystingur
s¢ almennur.3 Par leggjast b2di innlendir
og crlendir pattir 4 sému sveif. Fram-
lag innfluttrar voru til verdbdlgu hefur
minnkad ad undanférnu en hiun skyrir

¢ b6 enn rumlega pridjung drsverdbélgu.

Rannveig Sigurdardéttir Horfur eru 4 ad : Eirikur Ragnarsson synir Nyjustu télur um uppgang
fer yfir helstu dhrifapaetti peningastefnan verdi 4hrif neftébaksskatta 4 ' i efnahaggslifinu bjéda upp
vaxtahakkunar Sedla- med hefdbundnara snidi mismunandi tekjuhépa 4 ymiss konar talnaleikfimi
bankans 4 nestunni
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begar faraldur-
inn héfst var
Sedlabankinn i
betri stodu en
margir adrir
sellabankar til ad
bregdast vid med
afgerandi haetti

Framlag ymissa undirpdtta sem vega pungt
i visitélu neysluverds, t.d. pjénustu, hus-
nadis og innlendrar véru, hefur hins vegar
aukist. Péte dhrif sumra peirra kunni ad
vera timabundin pd getu kroftugri eftir-
spurn og minni framleidsluslaki en 4dur
var gert rdd fyrir leite til frekari verd-
hekkunar innlendrar véru og pjénustu.
Spd Sedlabankans frd pvi i mai sl. gerir
r4d fyrir pvi ad verdbolga verdi komin {
markmid um mitt nesta 4r, sem er um
hélfu 4ri seinna en buaist var vid { febrtar
sl., og meiri likur eru 4 ad verdbdlga sé
vanmetin en ad hin sé ofmetin (mynd 2).
Pegar verdbélga jokst 4 seinni hluta sidasta
drs { kjolfar gengislekkunar krénunnar {
upphafi faraldursins hafdi pad litil dhrif
4 verdbolguventingar til medallangs og
langs tima. Eftir pvi sem verdbélga hefur
reynst praldtari hafa verdbdlguvantingar
4 nokkra melikvarda pokast upp. Verd-
bélguventingar eru lykildkvordunarpdctur
verdbélgu, m.a. { gegnum verddkvardanir
fyrirtekja og launakréfur launafélks. Pvi
meiri verdbdlgu sem pessir adilar venta pvi
liklegra er ad verd og laun hakki meira en
samrymist verdbélgumarkmidinu. Heimili
og fyrirteki hegda sér pannig i takt vid
eigin verdbdlguventingar og ef kjdlfesta
verdbolguventinga peirra veikist getur pad
skapad vidvarandi verdbolguprysting.

Peningastefnan

er jafnvaegislist
Pegar faraldurinn héfst var Sedlabankinn {
betri st6du en margir adrir sedlabankar til
ad bregdast vid med afgerandi heetti. Vextir
voru herri en { §drum idnrikjum og tdluvert
rymi var til ad stydja vid pjédarbuskapinn
med snarpri lekkun vaxta. Aukinn drangur {
vidureigninni vid verdbdlgu sidastlidinn dra-
tug hafdi skilad sér { traustari kjolfestu verd-
bélguvantinga { verdbélgumarkmidinu. Pvi
var hagt ad lekka vexti prétt fyrir ad horfur

veeru 4 timabundinni aukningu verdbélgu
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Mynd 2 Verdbolguspa og évissumat

1. drsfj. 2015 - 2. drsf]. 2024

; Breyting fra fyrra dri (%)

[}
-1
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
I s0% iikindabil
—PM 2021/2 = -PM 2021/1 - 755 Nikindabil
—Verdbélgumarkmid [ 90% likindabil

i kjolfar gengislekkunar krénunnar. Skorti
ventingar slika kjélfestu verdur svigram
til lekkunar vaxta { lfkum adstzdum og {
upphafi faraldursins minna vegna pess ad
hatta er 4 ad timabundin gengisleekkun hafi
langvarandi dhrif 4 verdbélgu.
Peningastefnunefnd dkvad 4 fundi
sinum { maf sl. ad hekka vexti bankans
um 0,25 présentur. Nefndin taldi ad horfur
veru 4 ad pad teki lengri tima ad nd verd-
bélgu { markmid en 4dur hafdi verid gert
rad fyrir en jafnframt voru komin fram skyr
merki um ad efnahagshorfur hefdu batnad
og ad slakinn { pjédarbiskapnum hyrfi fyrr
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Heimild: Hagstofa islands, Sedlabanki islands.

en 4dur var talid. Med pvi ad hekka vexti
vildi nefndin treysta kjolfestu ventinga og
studla ad pvi ad verdbolga hjadni aftur {
markmid innan dsettanlegs tima, ekki sist {
lj6si pess ad pad tekur vaxtabreytingar tima
ad hafa dhrif 4 pjodarbuskapinn. Sé brugd-
ist vid of seint eykst hatta 4 pvi ad hakka
purfi vexti hradar og meira en ella sidar
og peir gatu purft ad vera hdir lengur en
ef brugdist er snemma vid. Vid ntverandi
adstedur er sérstaklega mikilvegt ad hafa
vexti négu hda til ad tryggja ad verdbdlga
leiti a0 markmidinu innan 4settanlegs tima
en jafnframt ad peir haldist négu ldgir
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Mynd 3 Meginvextir Sedlabanka fslands!

1. jandar 2015 - 30. juni 2024
%

1.viomata er

1
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—Meginvextir Sl (vextir & 7 daga bundnum innlanum) * Vantingar markadsadila®
vaxtaferilinn fyrir Gtgéfu PM 2021/1.2. Aztlad Gt fré midgildi svara i knnun Sedlabanka islands &

dlabankans og vexti ikisbréfa,
. Kénnunin var 3.-5. mai 2021.

til pess ad veita pjédarbiinu studning 4
medan slaki er enn til stadar. Samkvemt
nybirtum brddabirgdatélum Hagstofu
[slands reyndist véxtur innlendrar eftir-
spurnar minni 4 fyrsta drsfjérdungi { 4r en
buist var vid { maispd Peningaméla. Pvi geeti
styrkur efnahagsbatans einnig verid ofmet-
inn og parf pvi ad stiga varlega til jardar.

Taumhald peningastefnunnar
bPétt vextir hafi verid hekkadir um 0,25
présentur er taumhald peningastefnunnar
ennpd mjog laust. Meginvextir bankans
eru nd 1% (mynd 3) en ndverandi mat
bankans 4 hlutlausum nafnvéxtum er 3,5%
(p.e. midad vid 1% hlutlausa raunvexti
ad vidbattu 2,5% verdbdélgumarkmidi
bankans) en til samanburdar er talid ad
hlutlausir nafnvextir hafi verid 7% hér
4 landi fyrir fjarmédlakreppuna.4 P4 eru
raunvextir bankans -2,6% midad vid
medaltal mismunandi malikvarda 4 verd-
bélgu og verdbolguvantingar til eins drs
og hafa peir verid neikvedir frd pvi { mars
i fyrra. Studningur peningastefnunnar
vid pjédarbtskapinn er pvi enn mikill
en eftir pvi sem horfur batna eru likur 4
ad peningastefnan proist frd pvi ad veita
vidndm gegn neydaradstzdum yfir { ad
vera hefdbundin peningastefna. Samkvemt
drsfjérdungslegri konnun bankans sem
framkveemd var fyrir fund nefndarinnar {
mai sl. t6ldu markadsadilar ad taumhald
peningastefnunnar veri ymist hafilegt
(56%) eda of laust (44%) en enginn taldi
pad of pétt. Var pad mikil breyting frd fyrri
kénnun bankans { jantar sl. pegar tzplega

40% téldu pad vera of pétt og endurspeglar

Heimild: Sedlabanki [slands.

Ahrif mikillar
verdbdlgu eru
sambeerileqg stig-
laekkandi skatti ad
pvileyti ad peim
mun leegri tekjur
peim mun meiri
eru skadleg ahrif
verdbdlgu

liklega ad mestu leyti breyttar efnahags- og
verdbdlguhorfur 4 timabilinu.

Préun meginvaxta bankans nzstu
misseri mun rddast af préun verdbdlgu,
verdbolguventinga og efnahagshorfa.
Ljést er pé ad almennt vaxtastig hefur
lekkad téluvert undanfarid. Sidustu
dratugi hafa lydfredilegar breytingar
og minnkandi framleidnivéxtur aukid
sparnad { heiminum og dregid ur eftir-
spurn eftir fjarmagni sem veldur pvi ad
langtimajafnvagisraunvextir hafa lekkad,
badi hér 4 landi og alpjédlega. P4 hefur
aukinn traverdugleiki peningastefnunnar
hér 4 landi valdid pvi ad hagt er ad halda
verdbdlgu vid markmid yfir lengri timabil
med legri raunvéxtum en ella. Jafnframt
md gera rdd fyrir pvi ad per breytingar
sem ordid hafa 4 Gtldnastofni heimila med
aukinni tilferslu yfir { verdtryggd 1dn med
breytilegum véxtum hafi leitt til pess ad

4hrif vaxtabreytinga 4 rddstofunartekjur
heimila komi fyrr fram en 4dur. Samkvemt
kénnun bankans venta markadsadilar pess
ad meginvextir verdi komnir { 1,75% ad
tveimur drum lidnum sem er undir jafn-
vaegisvoxtum bankans og md p.a.l. @tla ad
peir telji ad pd verdi enn slaki fyrir hendi {
pjédarbiinu (mynd 3). Framvirkir vextir
gefa hins vegar til kynna ad vextir verdi
4% ad tveimur drum lidnum.>

Stodug og litil verdbolga
studlar ad velferd
COVID-19-faraldurinn hefur dregid fram
mikilvaegi traverdugrar peningastefnu og
drangursrikrar hagstjornar. Pjédarbuid var
vel undir pad buid ad takast 4 vid évant
4foll bedi hvad vardar skuldir heimila og
fyrirteekja og svigram fyrir hagstjérn par sem
rymi til vaxtalekkana var mikid, gjaldeyris-
varafordi stér og bankarnir vel fjdrmagnadir.
Hzegt var ad bregdast vid med afgerandi haetti
og milda efnahagsleg dhrif dfallsins dsamt
pvi ad vernda kaupmadtt. Verdbélga hefur
aukist en hvergi nerri eins mikid og { kjélfar
fjarmélakreppunnar med alvarlegum dhrifum

4 stddu heimila.

Oft er l4tid ad pvi liggja ad peninga-
stefnan sé cinkamdl Sedlabankans en
drangursrik peningastefna skilar sér {
battum lifskjorum ekki sist fyrir atvinnu-
lausa og legstu tekjuhépanna. Ahrif mik-
illar verdbélgu eru samberileg stiglekkandi
skatti ad pvi leyti ad peim mun legri tekjur
peim mun meiri eru skadleg 4hrif verd-
bélgu. Peir tekjulagri geta sidur varid sig
gegn neikvedum dhrifum verdbélgu par
sem laun peirra eru fést til lengri tima og
sparifé geymt { reidufé eda 4 Sverdtryggdum
bankareikningum. Litil verdbdlga studlar
cinnig ad meiri stédugleika { atvinnu sem
eykur moguleika f6lks til ad tryggja sér
tekjur og vidhalda lifskjérum sinum. Litil
og stddug verdbolga studlar einnig ad pvi
ad draga ar sveiflum { raunvéxtum og
raungengi sem dregur ur hagsveiflum og
peim efnahagslega skada sem per valda.
Arangur peningastefnunnar skiptir pvi
madli fyrir almenna velferd og minnkar
6vissu { lifi folks og rekstri fyrirtaekja.
Peningastefnunefnd mun dfram standa
vord um pann drangur sem nddst hefur
undanfarin 4r og telji hin ad verdbélgu-
horfur fari versnandi eda ad kjolfesta verd-
bélguventinga veikist dfram hefur nefndin
pau teki sem til parf ad koma verdbélgu {
markmid innan dszttanlegs tima og viljann
til ad beita peim. V]

Greinin var unnin med adstod Kolbrinar
Dorfinnsdéttur

4 Hlutlausir vextir eru peir sem ad 60ru dbreyttu parf til ad halda verdblgu i markmidi og tryggja fulla nytingu framleidslupdtra.
5 Framvirkir vextir innihalda pé einnig dhattupdlnun.
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