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BASIC STATISTICS OF ICELAND

Area (1 000 sq. km.)
Productive area (1 000 sq. km.)
of which:

Cultivated area

Rough grazings

Population, December 1st, 1980
Net increase 1973-1980,

annual average (per cent)

THE LAND

103 Unproductive area (1 000 sq. km.) 82

21 of which:
Glaciers 12

1 Other area devoid of vegetation 70

20

THE PEOPLE

187 Occupational distribution 1979
(per cent):

1.1 Agriculture 8.2

Fishing and fish processing 14.0

Other manufacturing 17.7

Construction, total 10.1

Trade, finance and services 18.5

Transport 7.4

Other 24.1

100.0

GOVERNMENT AND PARLIAMENT

Government, from 1980, number
of ministers:

Progressive Party
Independence Party
Peoples' Alliance

Last general election: 1979

4

3

3

Parliament, from 1980, number
of seats:

Independence Party (Lib. Cons.)
Progressive Party (Agrarians)
Peoples' Alliance (Socialists,

Communists)
Social Democrats

22

17

11

10

60

Next general election: 1 983

PRODUCTION AND CAPITAL FORMATION

Gross National Product in 1980: Gross Fixed Capital Formation
Millions of I. Kr. 13 288 in 1980:

Per head, US $ 12 080 Millions of I. Kr. 3 613

Per cent of GNP 27

FOREIGN TRADE

Exports of goods and services
in 1980, per cent of GNP 43.7

Main exports 1 980 (per cent):
Fish products 74.9
Aluminium 12.2

Other manufacturing products 9.5
Agricultural products 1 .7

Imports of goods and services
in 1980, per cent of GNP 46.1

Imports 1980, by use (per cent):
Consumer goods 32.6
Investment goods 31.3
Intermediate goods (excl. fuels) 19.7
Fuels and lubricants 16.3

THE CURRENCY

Monetary unit: Krona Currency units per US S, averages
of daily figures:

Year 1981

April 1982

7.24

10.30

Note: An international comparison of certain basic statistics is given in an annex table.
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INTRODUCTION

Economie developments generally up to 1980 seem to have been relatively
satisfactory, against the background of the world economic problems created
by the two oil shocks of the 1 970s. Moderate output growth continued, sustained
by large increases in the fish catch through the 1970s and by development of
indigenous energy production and energy-intensive industries, full employment
conditions prevailed and the balance of payments, though deteriorating (due mainly
to the services account) remained manageable. The main problem was inflation,
which rose from a rate of 45 per cent in 1979 to 60 per cent in 1980. At the
end of 1980, anti-inflation measures were taken, including less-than-full price
compensation of wages and the decision to stabilise the krona. However,
pressures on the profitability of the export sector forced the authorities to effect
krona devaluations later in the year although the overall depreciation through
1981 was the smallest for some time and this contributed to a significant
deceleration in inflation by end-year resulting in a rise of 42 per cent over the
year. Nevertheless, a further 12 per cent devaluation was undertaken by the
Government in January following an inflationary fish price settlement. Faced
with a reacceleration of inflation and with a view to forthcoming wage negotiations,
the Government introduced substantial consumer subsidies at the end of January
in a further attempt to break the wage-price nexus.

The success in reducing the inflation rate in 1981 was not matched in other
areas; the fish catch fell in tonnage but remained unchanged in value, the energy-
intensive industries were restricted by power cuts due to water shortages and
the trade balance deteriorated substantially. With a continuing worsening in
the services account, the current external deficit rose to 5 per cent of GNP.
Although the narrowly-defined fiscal Budget is now in surplus, the Government
is a heavy net borrower especially from overseas on the investment and
credit Budget, and overall policy has exerted a considerable expansionary effect.
Monetary policy and the inflation goal have both been subordinated to other
objectives, notably profitability in the fishing industry, international competitiveness,
and hence full employment. On the basis of unchanged economic policies, it
seems unlikely that there will be any important further reduction in the rate
of inflation up to the end of 1983. Largely reflecting limits on the fish catch,
the level of real GDP is expected to be about flat in 1982 and 1983 taken
together. Over the medium term, growth may continue to be considerably
constrained by supply-side factors despite the longer-term potential for developing
energy resources.

Recent economic developments are reviewed in Part I of this Survey, starting
with the export sector and focusing on the fishing industry which remains the
driving force of the economy and still contributes 75 per cent of export revenues.
Part II examines economic policy in the last two years and discusses the problems
for both fiscal and monetary policy which have arisen from the recent high levels
of foreign borrowing. This issue is taken up again in Part III which discusses
the medium-term outlook characterised by only moderate prospects in the



fishing and energy sectors and some macroeconomic constraints. Part IV outlines
the prospects for 1982 and 1983 and discusses the implications for policy of
the continuing high inflation rate and the sluggish economic situation.

I. RECENT ECONOMIC DEVELOPMENTS

Export production and income

Following the rapid expansion of the fish catch during the latter part of
the 1970s to a record level of 1641 thousand tons in 1979, the tonnage caught
fell in both 1980 (8 per cent) and 1981 (5 per cent). This decline stemmed
mainly from a reduction in capelin fishing as increasing concern about the fish
stock led to the imposition of stringent quotas and periodic bans on fishing1.
As a result, the capelin catch was reduced by over a third to some 640 thousand
tons between 1978-1979 and 1981. The cod catch, in contrast, increased
significantly from 361 thousand tons in 1979 to about 460 thousand tons in 1981.
A re-evaluation of the cod situation reduced earlier fears of over-fishing and led to
an upward adjustment of the target catch, although restrictions on cod-fishing
by stern-trawlers were severe2: the higher cod catch also reflected partly the
diversion of capelin boats, a factor which contributed to increased catches of
other white fish varieties. Reflecting the shift in fishing activity in favour of
the more valuable cod and other demersal species, the value of the catch at
constant prices still increased in 1980 but remained constant in 198 P.

Together with the slackening growth of the aggregate fish catch, the rate
of increase of output of marine products for export moderated slightly in 1980,
but markedly so in 1981. Production, however, was somewhat more buoyant than
supplies (Table 1). A particular feature of the past two years was the growth
in relative importance of salted and dried (stockfish) fish, the overall share of
these two branches of fish-processing in total marine exports rising from 17 per cent
in 1979 to 37 per cent in 1981. This development reflected both growing market
opportunities in Portugal and Nigeria for salted and stockfish and the marketing
difficulties and lower profitability in white fish freezing due both to market trends
and increased Canadian competition. With stock changes being relatively small
in the recent period, the volume of exports in marine products has broadly
moved in step with the fish catch and export production.

Exceptionally dry weather conditions have necessitated rationing of electricity
supplies by the National Power Company during the past few years with adverse
consequences for the output of the power-intensive metal-processing industries.
Aluminium output rose by about 2 per cent in both 1980 and 1981, but capacity
increased by some 15 per cent. The ferro-silicon plant whose capacity more
than trebled between 1979 and 1981 operated at only 60 per cent of capacity

1. The original quota for the autumn/winter season 1980-1981 of 650 thbusand tons
(distributed among fifty-two boats), set in August 1980, was cut back to 460 thousand tons
in October following new measurement data on the spawning stock, though certain sup¬
plementary quotas were granted in March 1981. A quota of 617 thousand tons was set for
the 1981-1982 season but was overtaken by a total ban on capelin fishing from 6th December,
1981, exception being made only for boats which had not filled half their quotas.

2. In 1981, stern-trawlers were banned from cod-fishing for 150 days.
3. The 7 per cent increase in 1980 was followed by no change in 1981. Excluding

capelin, the outcome was an 11 J per cent rise in 1980 and an increase of 2 per cent in 1981.



Table 1. Export production and exports

1980 Percentage changes in volume
Vlillirtn
ivjiiiiuii

kronur

current

prices
1977

19.0

1978

7.5

1979

15.0

1980

10.5

19811

Marine products 3 370 1.5

Aluminium 588 7.0 4.5 -2.5 1.7 2.0

Ferro-silicon 90 3 67.5 18.0

Diatomite 24 -6.0 4.0 6.0 , -12.8 6.7

Other manufactures 322 ( -8.0 20.0 15.0 -3.5

Agricultural products 75 11.5 \ 2.0 5.0 -25.0 -12.0

Other products 69 ( -12.0 -22.0 50.0 -20.0

Export production 4 538 16.4 6.0 13.0 9.84 1.0

Changes in export stocks' -78 (-6.7) (2.4) (-0.7) (-1.7) (-3.9)
Total merchandise exports, f.o.b. 4 460 8.3 16.0 9.5 9.0 -1.2

Exports of services 1353 12.8 12.8 0.5 -14.0 12.8

Exports of goods and services 5 813 10.3 15.1 6.8 2.7 2.1

Memorandum items:

Exports of marine products 10.8 22.4 9.2 11.5 0.0

Exports of aluminium -5.6 2.2 1.6 -11.7 -6.1

1. Provisional.

2. Increase in stocks has a negative sign; stock changes are expressed as a percentage of export pro¬
duction in the same year.

3. Production commenced in May 1979.
4. Excluding ferro-silicon: 8} per cent.
Source: National Economic Institute.

last year. The impact of the electricity constraint was reduced, however, by a
weakening of external demand for aluminium and ferro-silicon. Reflecting this,
exports of aluminium declined substantially in the course of the past two years
but, with the plant being run as close to capacity as electricity supplies permitted,
there was a large accumulation of stocks amounting to 8 and 15 per cent of
output in 1980 and 1981 respectively. Production and exports of diatomite
were constrained by market factors. The rapid growth of other exporting
sectors of manufacturing industry, notably the woollen industry, continued into
1980 but suffered a setback in 1981. For those products whose markets are
primarily in Europe, the exchange rate changes help to explain the rapid growth
in 1979 and 1980 and the downturn in 19814, as is reflected in the price changes
for general manufactures (Table 2). The decline in agricultural export production
was apparently a consequence of the 1980 measures to significantly reduce the
return at the margin through differential prices and a levy on imported feed.
Growth in aggregate export production (volumes) in 1980 was broadly in line
with the trend over the previous three years, but as part of this increase reflected
the first full year of operation of the ferro-silicon plant and aluminium stockpiling,
there was a weakening in the contribution of exports to economic growth5.
This was reflected in the slowdown in merchandise export volumes to 9 per cent.

4. Estimates by the National Economic Institute suggest that since the mid-1970s the
level of profitability in manufacturing industries (other than aluminium) has been relatively
low, implying vulnerability to an unfavourable movement in market prices or to relative
production costs (after adjustment for exchange rate movements).

5. As domestic value-added in mineral-processing is low relative to the traditional
sectors, this pattern may have been more pronounced for net output, though the large decline
in the aluminium smelter's raw material imports could have partly compensated for this.



In 1981, with the marked weakening of marine production and a still larger
proportion of aluminium output stockpiled, merchandise exports declined.

The buoyancy in export prices" of fish products which was largely responsible
for the substantial improvements in Iceland's terms of trade in 1976 and
1977 although strong growth in prices of general manufacturers and slack
import prices also contributed gave way to virtual stagnation in 1978 as frozen
fish prices levelled out. Since then, markets for frozen fish the main export
commodity have generally been sluggish. The export price declined by about
4 per cent in 1980 but the relative strength of the US dollar helped to lift prices
in 1981. Underlying this trend was the rather weak overall development of
producer prices of food in the United States which most adversely affected prices
of packaged cod fillets, the most valuable product of the Icelandic fisheries.
In contrast, prices of salted and dried cod rose substantially during this period
and fish meal and oil prices held up fairly well until late in the year when real
prices fell steeply. The dollar appreciation of 1981, moreover, provided a sizeable
bonus on third-country contracts denominated in that currency.

The net effect of these diverse trends in the various components was that
the overall export price of fish products grew by a little over 4 per cent per
annum in 1978-1980 but accelerated to 11| per cent last year. Because of the

Table 2. External prices

Percentages changes on previous year

1977 1978 1979 1980 1981

13.3

9.3

42.3

36.6

33.9

29.7

37.8 37.2

36.0 50.9

Exchange rates
Krona price of:

Foreign currency
US dollars

Import prices in foreign currency
Implicit deflator, goods and services
Import price:

Total

Excluding aluminium
Oil

4.9 4.7 18.0 9.6 8.6

3.9 4.2 18.7 10.3 7.1

4.5 3.7 20.2 9.1 6.9

2.5 0.9 90.7 18.0 13.9

Export prices in foreign currency
Implicit deflator, goods and services
Export price:

Total

Excluding aluminium
Fish products
General manufactures

Terms of trade

National accounts, goods and services
Merchandise:

Total

Excluding aluminium

Source: National Economic Institute.

10.2 4.9 7.8 6.6 9.3

13.0 4.4 7.8 6.6 8.1

13.0 3.9 6.0 4.6 10.6

13.3 2.8 5.6 4.4 11.6

18.9 13.5 13.1 13.1 1.8

+5.1 +0.2 -8.6 -2.7 +0.6

+ 8.7 +0.2 -9.2 -3.4 + 1.0
+8.1 +0.2 -11.9 -4.1 +3.4

6. References to foreign trade prices, unless ' otherwise specified, are to the series
expressed in terms of foreign currency (i.e. deflated by the effective exchange rate index) and
to those which exclude aluminium.

10



Diagram 1. Demand, ootptrt awl incoae devdopmeats, 1972 to 1981
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contrary impact of exchange rate movements on general manufactures, and the
downturn in aluminium prices in 1981 after strong increases in the preceding
years, prices of other exports slowed down (Table 2). Accordingly, the rise
in aggregate export prices was relatively steady over the past three years, at
a level above the low point of 1978 but still far short of the rapid growth of
the mid-1970s. The combined effect of the slowdown in export production
and the more moderate trend of prices resulted in a marked weakening in the
increase in the value of merchandise exports. With non-oil import prices
progressing at a broadly constant rate7, the rise of total import prices in recent
years has been largely determined by oil prices (Table 2). Reflecting the
predominance of contracts based on spot-prices, the cost of oil imports rose
earlier and faster than in other Member countries in 19798 but since then the

increases have been more moderate. From the peak rate of over 20 per cent
in 1979, aggregate import prices decelerated to 7 per cent in 1981. The terms
of trade, which were already tending to weaken before the oil shock, deteriorated
rapidly in 1979 the 12 per cent fall (excluding aluminium) was entirely a
reflection of the oil price rise. A further decline of 4 per cent occurred in 1980
but this was largely due to non-oil prices. In 1981, the buoyancy of fish prices
resulted in a small improvement though this was virtually offset by the balance
between import and export prices of aluminium which in the preceding ' two
years had helped to dampen the decline.

In an open economy subject to substantial fluctuations in its terms of trade,
the impetus to growth coming from the external sector is often inadequately
captured by movements in real exports. The development of export and import
prices, or more particularly the relation between them, can in large measure
determine the magnitude of the stimulus (whether positive or negative) afforded
to domestic expenditure. The concept of "export income", which is explicitly
introduced in the Icelandic national accounts and which, by deflating export
earnings by an index of import prices, expresses them in terms of external
purchasing power, serves to measure this. Moreover, it can also take into
account a deflationary impulse arising from an increase in import prices. When
changes in export income are set alongside the trend in the volume of exports
(Table 1), it is clear that the magnitude of the slowdown emanating from the
external sector through 1979 and 1980 was very severe (Diagram 1). However,
the slight lift in the terms of trade last year provided the basis for a growth
performance rather better than export production alone would have offered.

Domestic demand and imports

The slowdown in export income since 1979 has led to a considerable
weakening in the growth of real household income (Diagram 1). The modifications
of the wage-indexation system in the 1979 Economic Management Act entailed
a partial adjustment of wage rates for a deterioration in the terms of trade, and,
reflecting this, real wage rates declined slightly in 1979 and appreciably in 1980
(Table 7). Although some wagedrift, increased employment and faster growth of
transfer payments tended to compensate, household disposable income0 deflated
by the cost-of-living index declined by about 1] per cent in 1980. Real

7. Excluding oil and aluminium, the rise in import prices in terms of foreign currency
averaged about 5i per cent per annum over the period 1977-1981, exceeding this rate only
in 1980 (about 7 per cent).

8. For details of the supply arrangements and their effect on prices in this period see
OECD Economic Survey of Iceland, November 1 980.

9. Tax indexation and the absence of any significant adjustments in the income tax
structure meant that disposable income has moved in step with gross incomes.

12



Table 3. Demand and output

1980
Million
Icronur

current

prices

Percentage change in volume from prcviou year'

1976 1977 1978 1979 1980 1981*

Private consumption
Public consumption
Gross fixed investment

Final domestic demand

8 300

1590

3 613

13 503

1.0

7.0

-2.6

0.5

8.0

0.8

11.5

8.3

6.0

3.8

-5.4

2.6

2.0

3.5

-0.6

1.5

0.0

2.0

8.7

2.4

5

2

2

4

Stockholding'
Total domestic demand

+ 103

13 606

-4.2

-3.1

+2.7

10.9

-2.9

-0.2

+ 1.1

2.6

+0.8

3.2

+ 1

41

Exports of goods and services
Imports of goods and services
Foreign balance*

5 813

6 131

-318

11.9

-1.2

+6.2

10.3

18.7

-5.9

15.1

4.7

+3.6

6.8

2.5

+1.7

2.7

3.7

-0.5

2

8}
-3

GNP at market prices 13 288 2.6 6.0 3.5 4.4 2.8 H

Terms of trade effects'
Gross national income

+3.4

6.0

+3.0

9.0 3.5

-4.1

0.3

-1.2

1.6

+ i
H

Memorandum item:

Export income* 18.3 15.5 13.7 -2.5 0.1 21

1. Constant (1980) prices for 1978 to 1981; prior to that 1969 prices.
2. Contribution to GNP growth, i.e. changes in aggregates expressed as a percentage of GNP of the

previous year.
3. For definitions see text.
4. Provisional.
Source: National Economic Institute.

consumption was maintained, however by a significant shift in expenditure
patterns. Real wage rates were virtually stable in 1981 partly because of the
effects of adjustment lags in the context of a deceleration of prices; with increased
wagedrift, aggregate earnings and disposable income rose in real terms. The
growth of personal consumption (about 5 per cent) was somewhat stronger
reflecting partly the greater stability of the exchange rate which made imports
increasingly competitive and encouraged pre-emptive purchases in advance of
the expected larger devaluations10. A notable feature of the deceleration of

household incomes over the past three years was the extent and speed with which
it was reflected in expenditures, even though this implied a major departure
from the rapid growth of expenditures over the previous decade11.

Public sector direct expenditures have provided some support to domestic
demand in recent years, but because of a more restrained stance of fiscal policy,
real growth in public consumption slowed to about 2 per cent in both 1980 and
1981 and the main impetus came from capital formation. The sharp increase
in public sector investment in 1 980 was mainly due to work on the Hrauneyjafoss
power station, though outlays on geothermal heating systems also expanded
markedly, and non-energy outlays which had been declining for a prolonged
period picked up. With the energy projects on a plateau, public sector outlays

slowed down considerably in 1981. The evolution of a number of major
industrial and energy projects and fluctuations in purchases of ships and aircraft

10. Partial indicators suggest that purchases of imported commodities advanced rapidly
in the latter part of the year.

11. Between 1969 and 1978 the rise in real personal consumption averaged over
6 per cent, though year-to-year fluctuations were, at times, substantial.

13



Table 4. Gross fixed investment

1980 Percentage change in volume
Kr. million from previous year1

current

prices 1976

2.0

1977

5.5

1978

0.0

1979

-2.0

1980

-3.0

198P

Residential construction 745 -10.0

Other private investment 1501 -17.1 41.2 -1.3 -0.8 6.0 6.3

Agriculture 160 -2.0 13.3 -3.9 -13.2 -6.4 0.0

Fishing 222 -52.4 192.6 -29.8 7.9 -10.1 15.7

Fish processing 140 -20.3 63.6 -11.8 14.8 -9.4 0.0

Aluminium smelter 81 -80.0 300.0 142.9 335.3 8.5 30.6

Ferrosilicon plant 70 -35.3 218.2 146.4 -30.6 -40.7 -80.5

Other manufacturing 243 1.0 14.3 15.2 10.9 -0.8 5.9

Transport equipment 272 -5.8 13.1 -32.6 -4.5 84.4 11.9

Other machinery and equipment 153 -28.2 19.6 20.4 -10.2 44.2 8.3

Commercial building, etc. 161 10.6 -4.1 11.3 -17.6 4.8 20.0

Public works and buildings 1367 13.4 -13.2 13.1 0.7 19.9 4.1

Electricity supply 505 32.5 -34.8 -24.8 7.1 38.6 8.0

Geothermal heating, water supply 248 3.4 47.5 -3.7 4.4 15.5 -3.1

Communications 400 -3.8 -2.6 -6.0 -0.8 11.4 1.3

Public buildings 214 -1.0 5.0 -11.1 -9.8 6.1 8.6

Gross fixed investment 3 613 -2.6 11.5 -5.4 -0.6 8.7 2.1

Memorandum item:

Fixed capital formation as a
percentage of GNP 29.3 28.5 26.1 25.7 27.2 27.3

1. Constant (1980) prices from 1978; prior to that 1969 prices.
2. Provisional.
Source: National Economic Institute.

have heavily influenced capital formation by the industrial and public sectors
in recent years (Table 4). Activity at the Grundartangi ferro-silicon plant
peaked in 1978 and over the subsequent three years the cumulative negative
contribution to aggregate investment growth from this source amounted to
4i per cent (over 10 per cent in terms of industrial investment alone). Likewise,
the impetus from the aluminium smelter expansion and improvement which
exceeded 1-J percentage points in 1979, diminished considerably in 1980 and
1981. However, the delivery of a jet aircraft to Icelandair substantially boosted
the 1980 total12. Abstracting from these special factors, private sector general
investment seems to have strengthened a little in the recent period. The
slackening of dwelling investment, which was already in evidence in 1978 was
particularly pronounced in 1981 (Table 4). The main factors influencing the
marked decline in dwelling investment seem to be the general easing of real income
growth, a shift in emphasis in public housing finance13, an element of market
saturation, shortage of suitable building sites and the monetary adjustments which
have had the effect of increasing the relative attraction of financial assets14.

12. Imports of ships and aircraft increased by over one-third in volume in 1980 largely
because of this.

13. There has been increased emphasis in the public loan system on the housing of
low-income families and other social projects where the ratio of loans to total costs is rela¬
tively high.

14. The more important dimension has probably been the extension of indexation of
time deposits; there were only minor changes (affecting pension fund loans and bank credit)
in regard to the cost of housing finance where indexation has long been the norm.
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The narrow productive base of the Icelandic economy makes it difficult
to relate the movement of import volumes to changes in aggregate demand and
output (Diagram 1). With the overall import content of final expenditure varying
from virtually 100 per cent for certain categories of capital formation to low
levels in the case of fish exports, changes in the composition of expenditure
can weigh more heavily than those in its level. In addition, certain structural
changes in the economy, notably the development of mineral-processing facilities
and the increased utilisation of geothermal energy, have caused shifts in the
basic import/outlay relationships. Aggregate merchandise import volumes, which
were relatively weak in 1979 accelerated considerably to rise by 6 and 6f per
cent in 1980 and 1981 respectively. When account is taken of the probable
impact of the start-up of the ferro-silicon plant in early 1979 this pattern was
broadly consistent with the overall evolution of the more import-intensive com¬
ponents of GNP (personal consumption, non-residential investment and industrial
export production): notable specific influences were purchases of transport equip¬
ment in 1980 and the surge in consumer demand in 1981. However, special
imports15 decelerated markedly in this period, their contribution to aggregate
import growth falling from If percentage points in 1979 to about f of a per¬
centage point in 1981. Moreover, oil imports fell substantially the overall
volume decline of 18 per cent in 1979-1981 was mainly due to the substitution
of geothermal heat but also reflected changes in the fisheries' product-mix10 and,
more generally, the. effect of the relative price change. The increase in volumes
thus reflected mainly general merchandise imports which rose 11 per cent in 1980
and almost 10 per cent in 1981. The greater degree of import penetration
is partly attributable to the apparent deterioration in competitiveness since 1978,
prices of imported goods having risen in line with those of domestic products
(other than food) at the consumer level despite the sharp rise in the cost of
oil products.

National output and income

As Table 3 shows, final domestic demand was relatively buoyant in 1980
and 1981, rising at an average rate of over 3 per cent. There was also an
acceleration in total domestic demand but this was partly offset by the faster
growth of import volumes, so that the contribution of the domestic sector was
limited. At the same time, export production decelerated markedly mainly
as a consequence of a lower fish catch and real GNP growth in 1980 and
1981 averaged only 2 per cent, about half the rate in the two preceding years.
However, with a less unfavourable outcome on the terms of trade as the sharp
oil-induced decline in 1979 gave way to a smaller recovery in 1981, the slackening
in average real output growth was associated with a pick-up in the growth of
real national income (GNP adjusted for changes in the terms of trade) after
1970 to an annual rate of around \\ per cent (Table 3).

Balance of payments

The volatility and large overall deficit which characterised Iceland's current
external account during the first half of the 1970s gave way in the latter part of

15. Comprising ships and aircraft, all imports to the aluminium and ferro-silicon plants
and overseas purchases of capital goods by the National Power Company. In aggregate, these
rose by over 13 per cent in volume in 1979 but by only 4 J per cent last year.

16. Capelin-processing which was declining is relatively oil-intensive.
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the decade to relative stability and better balance17 (Diagram 2). But more
recently, the current balance again moved into substantial deficit (over 5 per
cent of GNP in 1981). The diverse trends during the 1970s related mainly
to developments in the trade balance whereas the present deterioration derived
essentially from the services account.

While trade volumes and prices developed rather unevenly, their movements
were largely offsetting so that the merchandise trade balance has been remarkably
steady since 197818. The trade surplus in 1978 (l'i per cent of GNP) was
partly due to an exceptionally large turnabout in marine stocks whereas the 1981
trade deficit (1 per cent of GNP) was mainly attributed to the abnormal relationship
between smelter production and exports and the consequent large accumulation
of stocks of aluminium and ferro-silicon1". It is notable that the overall

Table 5. Balance of payments

Transactions basis

US$ million

1976 1977 1978 1979 1980 1981

Exports, fob 404.0 512.6 649.4 790.9 931.1 902.8

Imports, fob 429.5 565.2 617.5 764.5 899.2 929.8

Trade balance, fob/fob -25.5 -52.6 +31.9 +26.4 + 31.9 -27.0

Services, net 1.3 4.0 -2.9 -44.8 -97.3--112.2

Foreign travel -10.2 -18.4 -22.7 -27.8 -31.9 -47.7

Transportation and insurance 25.0 27.6 26.8 9.1 -34.4 -5.1

Interest -39.8 -44.1 -58.3 -68.4 -84.6--110.8

Other 26.3 38.9 51.5 42.3 53.7 51.4

Transfers, net 0.2 -0.1 -0.9 -2.8 -4.2 -3.2

Invisibles balance +.1.5 +3.9 -3.8 -47.6--101.5--115.4

Current balance -24.0 -48.7 +28.1 -21.2 -69.6--142.4

Long-term capital 47.5 98.4 64.4 88.6 143.6 152.9

Private 6.6 22.0 19.6 23.0 65.3 75.4

Official 40.9 76.4 44.8 65.6 78.3 77.5

Non-monetary short-term capital -22.6 -28.7 -16.9 -7.1 14.0 39.6

Errors and omissions -4.2 -26.6 -33.2 -47.6 -23.5

Private monetary institutions -1.7 -1.3 -0.9 -2.0 -4.2 -1.0

Balance on official settlements -5.0 + 19.7 +48.1 +25.1 + 36.2 .+7.6

Use of IMF credit 28.9 -11.7 -16.3 -23.9 -9.9

Miscellaneous official accounts 7.1 -4.2 10.8 22.4 15.6 67.6

Allocation of SDRs -3.5 -3.3 -3.3

Change in reserves ( = increase) -31.0

1.82

-15.5

1.99

-47.2

2.71

-27.7

3.52

-24.6 -62.0

Conversion rate (Kr. per US $) 4.79 7.24

Source: Central Bank of Iceland.

17. Deficits (as a percentage of GNP) ranging from 1.2 per cent in 1973 to 11.2 per cent
in 1975 resulted in an average deficit of over 6} per cent for 1971-1975. For 1976 to 1979,
however, the range was from a surplus of 1.3 per cent (1978) to a deficit of 2.5 per cent
(1977), yielding an average deficit of only 1 per cent for the four-year period.

18. Indeed, when account is taken of fluctuations in export stocks, the picture of stab¬
ility and balance is further confirmed.

19. The contribution of the smelting operations to the trade balance can be approxi¬
mated by their net exports, i.e. exports less imports of intermediate goods. This measure of
their contribution to the trade balance rose from S 30/40 million in 1977-1978 to S 60/70 mil¬

lion in 1979-1980 but in 1981, when production was maintained at a level well in excess of
potential export sales because of a depressed market, it declined to about S 40 million. The
apparent shortfall (from the trend level) of at least S 30 million, while it may partly have
reflected changes in the smelters' terms of trade, was, therefore, of a similar order to the
trade deficit in 1981.
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Diagram 2. External balaace
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deterioration in the trade balance between 1978 and 1981 was less than

$ 60 million20, although over this period the oil import bill more than doubled
to $ 152 million and special capital goods imports also rose substantially (from
$ 40 million to $ 76 million), indicating that the residual component improved
appreciably. This relatively favourable outcome was essentially a consequence
of the buoyancy of marine exports, but also owed something to the weaker
trend of consumer demand after 1978 and a net improvement over this period
in the non-oil terms of trade.

As noted above, the recent development of the services account is in marked
contrast to that of the trade balance; from a traditional modest surplus the
average for 1971-1978 being about 0.1 per cent of GNP net services (including
factor incomes) moved abruptly into deficit, of almost 2 per cent of GNP21
in 1979 and continued to deteriorate through 1980 and 1981 to reach 4 per cent.
The main factor behind this trend was the increasing net outflow of interest
payments which accounted for $ 52.5 million of the $ 109 million rise in the
services deficit between 1978 and 1981 (Table 5). Both sides of the interest
account showed rapid growth; receipts quadrupled in dollar terms while payments
more than doubled. These large rises were partly due to higher interest rates
but both borrowings and reserves expanded significantly. The residue of the
deterioration was divided more or less equally between transportation and tourism.
The impact on the air transportation sector of the difficulties on trans-Atlantic
routes and higher fuel costs, caused the balance on transportation to worsen
by over $60 million between 1978 and 1980, though about half the ground
lost was recovered last year. Strong growth in expenditure by Icelanders
travelling abroad, coupled with stagnant receipts, led to a $ 25 million rise
in the tourism deficit in the three years to 1981.

As in the earlier periods, the net inflow of long-term capital has continued
to rise with the level of capital goods imports22 and its scale has been sufficient
to permit further increases in the level of external reserves (Table 5). While
mainly reflecting the pattern of repayments, private capital played a more
important role in the overall rise between 1979 and 1981, the increase in
gross long-term borrowing ($ 75 million) was split equally between official
and private enterprise transactions. The National Power Company's financing
accounted for the pattern of official transactions whereas much of the buoyancy
on the private account was associated with purchases of aircraft in 1980 and
ships in 1981. It is planned that gross long-term borrowing abroad in 1982
will be about 2.8 billion kronur which implies a slight rise in dollar terms
(from $235 million in 1981 to around $290 million). The level of long-term
external indebtedness, however, may show little change from its 1981 level of
37 per cent of GNP (Table 6). Likewise the net external debt position which
is about 32 per cent of GNP may not improve. The accumulation of debt,
together with the impact of high international interest rates on additional
borrowings and refinancing, has caused the debt servicing ratio to rise sharply
(by 44 points in the period 1979-1981) and it is expected to be about 20 per cent
in 1982. While Iceland has not had any financing difficulties, the comparatively
very high debt servicing ratio represents an important constraint.

20. All references to dollars are to the US dollar. It should, however, be noted that,
because cf the strength of the dollar in 1981, changes between 1980 and 1981 in terms of
the Icelandic foreign currency "basket" would be larger than those in terms of the dollar.
"The converse applies to the preceding four years.

21. The underlying deficit in 1979 was larger; exports of services in that year included
some $10/11 million of insurance payments in respect of an aircraft crash the previous
year. Adjusted for this the services deficit would be close to 2* per cent of GNP.

22. The volume of imports of investment goods (c.i.f.) rose by 16 per cent in 1980 and
by 8 per cent in 1984.
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Table 6. Iceland's external long-term foreign debt, 1972-1981

Long-term
debt

Net
external

debt'

Gross
national

product

Long-term
debt

Net

external

debt

Debt
service

Millions of Kronui* % of GNP % of exports

1972 172.5 126.7 684.2 25.2 18.5 11.4
1973 226.1 171.5 966.3 23.4 17.8 9.1
1974 337.9 345.9 1 410.8 23.9 24.5 11.2
1975 672.8 727.1 1 928.2 34.9 37.7 14.2
1976 898.9 940.0 2 659.6 33.8 35.3 13.8

1977 1 205.5 1 205.8 3 814.8 31.6 31.6 13.7
1978 1 944.3 1 848.2 5 776.0 33.7 32.0 13.1
1979 2 909.5 2 703.2 8 460.0 34.4 32.0 12.8
1980 4 617.1 4232.0 13 288.0 34.7 31.8 14.1
1981 7 510.0 6 431.0 20 196.0 37.2 31.8 16.6

1. After allowing for short-term import credits, unpaid exports and net foreign exchange reserves.
2. Converted to Kronur at average exchange rates for year.
Source: Central Bank of Iceland.

The labour market

The weaker growth of output since 1975 has had only a limited impact on
the labour market, the rate of increase in employment apparently slowing down
from about 2\ per cent in 1978 and 1979 to around 1^-2 per cent in the following
two years. Weekly working' hours, an important cyclical indicator of the labour

Diagram 3. Employment treads, 1970 to 1981
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market in Iceland, have also remained broadly unchanged since 1977". The
rather sluggish response of the labour market to output trends, particularly in
view of the shift towards less labour-intensive activities (stock-fish and salting)
within the important fish-processing sector, probably reflects the appreciably
stronger growth of final domestic demand than output (Table 3) and particularly
the recovery in capital formation. Although growth in the working-age population
and labour force continued unabated24, the unemployment rate showed little
change; the 1981 level of 0.4 per cent of the labour force was identical to the
average of the preceding ten years.

Wages and prices

Inflation remains a serious problem even though the economy has been
partly insulated from its consequences by widespread indexation. While indexation
has some advantages in protecting real incomes and income relativities, it has
the strong disadvantage of making it difficult to cut into the wage-price cycle
and reduce inflation. In recognition of this, policy since 1979 has been geared
towards modifying the extent of indexation of wages. The new policy, enshrined
in the Economic Management Act of April 1979, was introduced in response to
the strong acceleration of inflation in 1978 and 1979. The cost-of-living index
had risen from 30 per cent in 1977 to 45 per cent in 1979 and continued to
rise to a rate of nearly 60 per cent in 1980. According to the April 1979
arrangements, adjustments were made to the cost-of-living index to allow for
terms of trade changes, the wage component of farm prices, alcohol and tobacco
price increases and tax increases for oil allowances. This adjusted index, the
"wage regulating" index, was used each quarter between June 1979 and Decem¬
ber 1980 to automatically raise all wage and salary rates. The adjustments
made in this way to the wage regulating index were quite large during this
period, ranging from 4.4 per cent in September 1979 to 1.3 per cent in
December 1980 (Table 8); the quarterly average deduction or under-compensation
was 2\ per cent. Over the whole period June 1979 to December 1980, the
total change in the wage-regulating index amounted to 91 per cent compared
with a rise of 123 per cent in the cost-of-living index. Real incomes did not
fall as much as these figures imply as the various employee groups were achieving
some significant increases in basic rates either through negotiation or through
the Arbitration Court culminating in the 1 1 per cent award reached by the
Federation of Labour in October and the 6 per cent Arbitration Court ruling
for the Federation of University Graduates in December 1980.

The deteriorating inflation oudook, despite the less than full price compen¬
sation provisions, prompted a new policy declaration on 31st December, 1980:

i) The price-compensation index was to change according to changes in
the cost-of-living index less changes in alcohol and tobacco prices,
with wages being linked to this adjusted index every quarter.

i'O The 1st March, 1981 adjustment of wages should, however, be 7 per
cent lower than would have been the case under the previous rules.

Hi) The downward slide of the Icelandic krona was to stop with the rate
of exchange being kept stable, at least for some months.

23. The structure of Icelandic production is such that hours of work vary considerably
but about a high mean (approximately 50 hours per week).

24. Iceland's labour force growth has been far in excess of the OECD area total: for
1969-1979, the average annual growth rate was 2} per cent, compared with 0.7 per cent for
all OECD countries. This was only partly due to the population growth differential 1 per
cent compared with 0.7 per cent.
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Table 7. Price and income trends

Percentage changes on previous year, annual averages

1976 1977 1978 1979 1980 1981

Prices

Private consumption deflator1
Domestic demand deflator1

GNP deflator1

Import deflator1
Export deflator1
Cost of living index2

Consumer price index
Building cost index

Nominal incomes

Wage rates, all workers
Wage rates, all FOL employees
Wage rates, public employees
Wage rates, all employees
Hourly day-time earnings, all workers
Weekly earnings, all workers
Total earnings'
Gross personal income, including

transfers

Disposable household income

Real incomes4

Wage rates, all employees
Weekly earnings, all workers
Total earnings'
Gross personal income9

Disposable household income
Disposable household income, per capita

1. National accounts deflator based on 1980 price series from 1978; previously 1969 price series.
2. Figures in parentheses show changes through the year.
3. Including effect of changes in employment.
4. Deflated by cost-of-living index, except for disposable income for which the consumption deflator

is used.

5. Figures in parentheses show change if deflated by consumption deflator.
Source: National Economic Institute.

30.0 31.1 43.9 47.0 56.2 50

30.2 30.5 45.9 45.8 54.7 49i
34.4 35.3 46.3 40.3 52.8 50

18.8 18.9 49.0 58.0 51.0 49

30.5 24.9 49.3 44.4 46.9 50

32.2 30.4 44.1 45.5 58.5 50.9

(32.5) (36.0) (39.2) , (60.6) (58.9) (41.9)
33.5 30.5 44.3 45.7 59.0 50.6

23.5 30.0 47.2 47.0 55.6 51.4

26.3 41.4 53.6 42.8 51.8 52.6

25.8 41.0 53.5 44.3 51.8 51.0

24.3 57.1 58.2 43.8 49.0 46.0

25.4 45.8 55.0 44.1 50.9 49.1

31.3 40.2 52.0 44.8 55.4 n.a.

34.0 42.0 53.0 44.5 n.a. n.a.

35.0 50.0 52.9 47.8 54.7 54.8

34.5 48.5 58.4 51.9 56.2 55.6

34.0 48.7 56.7 50.9 56.1 56.0

-5.1 11.8 7.6 -1.0 -4.9 -1.0

1.4 8.9 6.2 -0.7 n.a. n.a.

2.1 15.0 6.1 1.6 -2.4 2.6

1.8 13.9 9.9 4.4 -1.5 3.1

(3.5) (13.3) (10.1) (3.3) (0.1) (3-7)
3.2 13.4 8.9 2.7 -0.1 4.0

2.0 12.5 8.0 1.6 -1.2 3.0

iv) The Fish Price Equalisation Fund was to be provided with funds
to ensure a normal outcome in the fish processing industry if that
was necessitated by the new exchange rate policy.

v) A variety of other measures concerning' the tightening of price controls,
industrial support and banking regulations.

The immediate outcome of these measures was a wage compensation on
1st March, 1981, which was more than 8 per cent below the 14.3 per cent rise
in the cost-of-living index. Price rises during the rest of the year were much
less, responding mainly to the lower wage rises accorded in March and to
the firming of the exchange rate, but also to consumer subsidies and tax changes25.
The cost-of-living increase dipped to 8 per cent in the June quarter, but as the

25. These reduced both the June and September quarter measures by about half a
percentage point.
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Table 8. Wage indexation, June 1979 - March 1982

Percentage changes over three months earlier

According to Economic Management Act
April 1979

According to legislation
of 31st December, 1980

According
to wage

agreements
of

November
1981

June

1979

Sept. Dec. March
1980

June Sept. Dec. March
1981

June Sept. Dec.
1982

March

Increase in cost-of-living index 12.38 13.57 15.86 9.14 10.12 10.86 14.32 8.02 8.96 9.92 9.73

Adjustment for wage component of farm
prices -0.58 -0.96 -0.91 -0.98 -0.61 -0.83 -0.69 -1.32 -0.86

Adjustment for tax increases for oil
allowances -0.40 -0.81 -0.20 _ _

Adjustment for price increases on alcohol
and tobacco -0.81 -0.52 -0.63 -0.72 -0.61 -0.18 -0.89 +0.08 -0.04 -0.76

Adjustment for terms of trade changes
Other adjustments
Total adjustment

-2.18

-ÏA6

-1.82

-4.40

-1.22

-2.65

-0.85

-2.47 1.53

-0.11

-1.55

-0.47

-1.34

+0.84

-7.00

-8.37 +6.08 -6.04 . '.

-0.60

-Ï22

Increase in wage regulating index 9.22 9.17 13.21 6.67 11.70 8.57 9.52 5.95 8.10 8.92 9.92 7.51

Source: National Economic Institute.



effect of these measures diminished, it picked up to about 10 per cent in the
December quarter. The slower rise in the cost-of-living index through 1981 at
42 per cent, the lowest since 1978 suggests that the attempt, represented by
the December 1980 measures, to break out of the vicious circle of price rise,
wage rise and devaluation met with some success, though this was helped by
the appreciation of the dollar and absence of external price shocks which had
played a key role in earlier years (Diagram 4). However, developments since
late-1981 the fall in the dollar in early winter, the fish-price settlement and
subsequent krona devaluation, and the prospect of difficult wage negotiations
have reduced the chances of consolidating this improvement in price performance.
Furthermore, the attempt to stabilise the external value of the krona necessitated
increasingly large step adjustments through the year, with devaluations occurring
in May (3.9 per cent), August (4.8 per cent) and November (6.5 per cent) and
culminated in a reversion to the previous policy of steady depreciation following
the 12 per cent devaluation in January 1982. Though prices fell for some time,
the favourable trend seemed to be reversing by the end of 1981.

The new agreement in November 1981 between the Federation of Labour
and the Employers' Association extended the previous one by six months to
15th May, 1982. Basic wage rates were raised by 3.25 per cent, the December

Diagram 4. Costs and prices
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price compensation was to follow the revised (December 1980) procedures,
giving a rise of just under 10 per cent, and price compensation for the March 1982
quarter was to be according to the original Economic Management Act provisions26.
This agreement became generalised when the bank employees, public employees
and university graduates all agreed to the same terms. The forthcoming wage
discussions, to be concluded soon, will therefore have an important impact
on the Government's target of bringing the inflation rate through 1982 down
to 35 per cent. This target was announced as part of a series of measures
introduced to the Althing in January. The Government recognised the deterioration
in export prospects that had occurred, bowed to the inevitability of a further
depreciation and introduced special measures to attempt to offset its inflationary
effect and prevent the reacceleration of inflation. They therefore took up
discussions with the unions and other parties on a change in the wage indexation
system. More immediately the Government acted to reduce the increase in
the cost-of-living index by increasing consumer subsidies and reducing customs
duties. These measures are expected to reduce the index by 6 per cent in
the first half of 1982, but the November and January devaluations will be adding
to prices during this period and the relaxation of prices controls may also add
marginally to inflation27.

II. ECONOMIC POLICY

Fiscal policy

The fiscal Budget has been improving for many years and is expected to be
in slight surplus in 1982 for the second year in succession28. The revenue balance
(total revenue in excess of total expenditure) is projected to amount to 0.7 per
cent of total revenue, compared with an outturn of 1.4 per cent in 198Î29.
After taking into account the financial transactions outside the Central Bank,
the cash surplus is projected to amount to 1.8 per cent of total revenue, allowing
further debt repayments to the Central Bank of 120 million kronur (Table 9).
As there has been a cash surplus since 1979 following six years of deficit the
Treasury's outstanding debt with the Central Bank has been greatly reduced.
In 1981, the revenue balance turned out to be more favourable than anticipated,
the first time that this has happened for many years. The normal pattern has
been for both revenues and expenditures to be grossly underestimated in the
Budget but with the overruns on expenditure being larger than on revenues.

26. This eventuated in a 7 per cent wage compensation, some 2i per cent less than
the rise in the cost-of-living index.

27. Price controls, which have been used in Iceland for many years, have been
relaxed slightly in recent years. Since 1979 the Price Control Bpard has been able to
abolish controls on goods where there is effective competition. At the beginning of this
year, a further change was made so that the Cabinet no longer needs to approve decisions
of the Board. The intention is to allow some liberalisation to occur, but with the threat
of reintroduction remaining to be used if necessary.

28. The fiscal budget is the annual account of central government revenue and expen¬
diture. In addition, there is an investment and credit budget, which describes investment
and credit projections for the coming year including net borrowing and lending positions,
and a national budget which presents projections for national economic aggregates.

29. The 1982 Budget proposals introduced in October 1981 provided for a revenue
balance equal to 1.9 per cent of total revenue; this was revised down to 0.7 per cent in
the amended Budget passed in December. In the new measures in January, expen¬
diture cuts of Kr. 120 million have been announced, but as part of the package to pay for
the increases in consumer subsidies. These were announced after the Budget was passed.
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Table 9. Central government revenue and expenditure, 1977-1982

Million kronur, cash basis

1977 1978 1979 1980 1981 1982

Budget Outcome Budget Outcome Budget Outcome Budget Outcome Budget Outcome1 Budget?

Revenue 900 956 1395 1543 2 090 2 378 3 462 3 681 5 515 5 997 7 967

Expenditure 892 1011 1385 1611 2 023 2 467 3 432 3 766 5 457 5911 7 909
Revenue balance 8 -55 10 -68 67 -89 29 -85 57 86 58

Financial transactions outside Central Bank 21 34 26 29 14 30 75 75 84 100 102

Miscellaneous liabilities 4 	 2 -5 82 -8 72 -13 -14 -15
Cash balance 29 -18 36 -38 76 23 96 62 128 172 145

Of which: Central Bank 23 -21 32 -46 51 22 81 45 100 158 120

Percentage ratios of revenue:
Revenue balance 0.9 -5.8 0.7 -4.4 3.2 -3.7 0.8 -2.3 1.0 1.4 0.7

Cash balance 3.2 -1.9 2.6 -2.5 3.6 1.0 2.8 1.7 2.3 2.9 1.8

1. Preliminary.
2. Passed in December 1981 with slightly smaller revenue and cash balances than in the October 1981 proposed Budget.
Source: Central Bank of Iceland.



In the latter part of the 1970s, this phenomena led to the outturn on the revenue
balance being 6-7 per cent in greater deficit than projected in the preceding
Budget. The underestimation of revenue and expenditure continues in 1981 the
outcomes were 8.7 and 8.3 per cent higher than budgeted but at least the
balance, reflecting the gross impact of the Budget on the economy, appears to have
been better controlled. Underestimation of both sides of the account is to be

expected, given government inflation targets which have consistently proved over-
ambitious30.

During 1981, revenues increased by 63 per cent whilst expenditures grew
by 57 per cent, which may have represented a fall in real terms. The yield
of import duties was much higher than expected because of the strong surge
in imports in anticipation of the krona depreciation. As a proportion of total
revenues, however, import duties are now much lower than they were about
ten years ago because of accession to EFTA and as a result of trade agreements
with the EEC. The share of direct taxes has been increasing over the last
few years but still represents only about 17 per cent of the total (Table 10).
Overall, however, the shares of different taxes have remained fairly stable and
over the last five years there has been no very significant change in tax structures
as occurred in 1974 with the large switch from direct to sales tax or in 1975
with the new special excise tax. Total taxes as a share of GDP have, however,
risen gradually from around 23 per cent at the start of the 1970s to over
30 per cent by 1981. Expenditures have similarly risen and there has been
no significant imbalance in the Budget in recent years. The main area of
increased expenditure has been social security transfers, which rose from 22^ per
cent to 27-} per cent of total expenditure between 1977 and 1980. The new
measures of January 1982, increasing consumer subsidies by around 350 million
kronur, will push up the share of subsidies in expenditure by almost 5 per cent
taking them to over 10 per cent of the total.

Table 10. Treasury revenue by category1

Percentage shares in total revenue

1973 1974 1975 1976 1977 1978 1979 1980 1981' 19823

Direct taxes 22.9 15.7 12.0 12.9 11.0 17.1 18.6 16.5 15.3 17.1

Indirect taxes 75.9 83.2 86.6 85.5 87.1 81.1 79.3 80.9 83.2 81.4

Of which:
Sales tax 23.0 31.4 35.0 34.8 36.1 32.7 31.2 34.8 35.1 35.2

Liquor tax 8.9 8.7 9.3 8.6 8.2 7.6 7.0 6.7 6.8 6.7

Excise tax 0.7 0.5 2.7 5.7 6.2 5.5 6.2 7.0 7.4 7.2

Import duties 30.9 29.4 24.4 20.9 21.7 21.1 18.4 16.2 19.7 17.7

Other revenue 1.2 1.0 1.5 1.6 1.9 1.8 2.1 2.6 1.5 1.5

Total revenue as per cent
of GNP 25.7 26.7 26.5 26.8 26.3 28.3 29.3 29.6 [29.7]'

1. Figures for 1973-1980 are on an accruals basis; 1981 and 1982 data are on a cash basis.
2. Preliminary.
3. Approved Budget figures; earlier figures refer to outturns.
4. This figure is on a cash basis; on an accruals basis, the ratio is likely to be about 2 percentage

points higher.
Source: Central Bank of Iceland.

30. It would be surprising if the 1982 Budget projections, which indicate increases
in revenue and expenditure of around 33 per cent over 1981 outcomes, were not again
to be missed by substantial amounts, especially as the government's inflation target is around
40 per cent. This is the target in year-on-year terms as relevant here; the targets are
approximately 5 per cent lower in through-the-year terms.
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Alongside the conventional fiscal Budget, which covers central government
revenues and expenditures, there is a credit Budget which draws together the
source and destination for all major types of loans. The role of this special
Budget, which is now presented annually to the Althing, is to aid the co-ordination
ot monetary policy decisions. It indicates both the extent of borrowing envisaged
by the Government and the method financing, with obvious implications for the
growth of monetary aggregates. The credit Budget is thus an extension of
the fiscal Budget31. The latter suggests that the policy stance over the last
few years has been neutral, whereas if account is taken of the credit Budget,
it is clear that the Government has been a strong net borrower of- credit albeit
for investment purposes and that policy has been expansionary.

A large part of government investment is included in the credit Budget.
Furthermore, the number of projects covered by the credit Budget has been
tending to increase, amounting to around 11^ per cent of budgeted Treasury
expenditure in 1981 and nearly 14 per cent in 1982. Much of this expenditure is
in energy projects but there are also significant amounts in posts and telegraphs,
shipping and the fertiliser company. The credit Budget, however, attempts to
describe not only government borrowing for investment purposes but also
investment and credit projections for the whole economy. Apart from the
Treasury's own expenditure on investment, borrowing projections are given

Table 11. Credit financing of government investment

Million kronur

1980 19811 19823

Use of funds

A- Budget
Road construction

Other

B- Budget
Energy investment
Interest cost

Other

Total

Source of funds

Foreign borrowing
Domestic borrowing

New savings certificates
Savings certificates*
Banks and pension funds
Other

Treasury borrowing

Memorandum items:

Foreign borrowing as per cent of Treasury
borrowing

Treasury borrowing as per cent of GNP

128 239 374

95 136 200

33 103 174

268 413 799

152 256 395

42 56 130

74 101 274

396 652 1 173

146 332 718

250' 320 455

70 51 150

98 110 107

49 133 143

20 26 55

396 652 1 173

37 48 60

3.0 3.2 4.1

1. Preliminary outcome.
2. Credit budget.
3. Includes Kr. 13 million of provisional financing.
4. Includes amortisation of relent receipts from previous sales of savings certificates, net.
Source: Central Bank of Iceland.

31. In most countries, many items of the credit Budget are conventionally included
in the fiscal Budget. This is a matter of definition but one which is important in inter¬
preting the stance of fiscal policy.

27



for other public entreprises, such as the National Power Company and municipal
water works, and for investment credit funds for housing and industrial deve¬
lopment.

The strictly Treasury part of the 1981 credit Budget represented about
one-third of total investment funds, with approximately the same shares being
attributable to other public enterprises and to the investment credit funds. The
1982 credit Budget envisages a much larger requirement for funds for investment
on the Treasury's A and B budgets rising from 652 million kronur in 1981 to
1 173 million kronur in 1982 (Table 11). Although the expectation is for
larger domestic borrowing, arising largely from higher sales of new savings
certificates (reflecting the change from five to three-year blocked accounts and
a higher rate of interest), the main source of funds is expected to be foreign
borrowing. A large rise in foreign borrowing for Treasury-sponsored investment,
mainly in road construction and energy investment but also including considerable
interest costs, is projected despite the desire of the authorities to try and increase
the emphasis of domestic borrowing at a time of rising domestic financial savings.
The amount of projected foreign borrowing more than doubles when borrowing
on behalf of public enterprises and the investment credit funds are included
and represents 60 per cent of all borrowing by governmental and quasi-
governmental bodies, the equivalent of one-third of targeted expenditure in the
main 1982 fiscal Budget. The overall cash and revenue surpluses projected for
1982 in the fiscal Budget must therefore be viewed in the context of strong
and rapidly rising off-Budget borrowing, especially from abroad. This not only
complicates the assessment of the fiscal stance, but also has important consequences
for monetary growth.

Monetary policy

The credit Budget sets out monetary 'and credit targets for the banking
system, taking into account the official forecasts of inflation and activity in the
coming year and any special institutional factors such as the move to full value-
linking of credit terms. The targets, however, are not adhered to if conditions
in the economy turn out to be different from those projected. In 1981, the
inflation rate was at least 10 per cent more than assumed and all the monetary
targets were missed by large amounts; the broad money (M3) target for example
was 48 per cent compared with an outcome of over 70 per cent. The 1982
Budget does not include an official inflation target, in part because of the
uncertainty concerning the forthcoming wage negotiations. The Budget forecasts
are therefore based on provisional inflation assumptions a 33 per cent average
rise between 1981 and 1982 and a 25 per cent rise within 1982 but in the
light of the January measures these have already had to be revised up to around
40 and 35 per cent respectively. Accordingly, the provisional targets of a
30 per cent increase in bank lending and of 30 to 35 per cent for the various
money supply measures no longer apply.

Despite the authorities' anti-inflation objective, monetary targets have con¬
sistently been exceeded. In general, the inflation objective has proved subservient
to other goals, most notably export profitability and full employment, whenever
conflicts between the various policy objectives have arisen. This occurred in
1 98 1 when it had been hoped that stabilising the exchange rate would put strong
downward pressure on inflation. In the early months of the year the exchange
rate was held roughly stable32 and the anti-inflation objective was adhered to,

32. The krona had been linked to the US dollar but with the latter appreciating
excessively, a downward adjustment was made and it was decided to try to stabilise the
trade-weighted value of the krona instead.
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but with deteriorating competitiveness becoming obvious the Government returned
to its prior concern for industrial profitability, especially in the fishing sector.
The settlements on fish prices and on seamen's wages necessitated further krona
adjustments and ensured that inflation would remain higher than originally
intended. The monetary objective was allowed to adjust.

Whilst the control of monetary growth has been deliberately kept rather
lax for reasons of political economy, it seems probable that there are practical
difficulties in keeping a tighter rein on the banking system. With inadequate
instruments the Central Bank has always had difficulty in regulating liquidity
in the banking system. Until recently, with the widespread adoption of indexation
in financial markets, real interest rates have been significantly negative encouraging
strong credit demand. This situation has changed in recent years so that positive
real interest rates have become a reality in some, but not all, financial transactions,
thus stimulating financial savings and acting as a disincentive to borrowing. In
addition, the Central Bank has become better equipped for controlling banking
liquidity, especially its seasonal pattern, with the introduction of a special and
flexible liquidity requirement on the deposit money banks for two years from
1st May, 1981. The legislation allowing the Central Bank to levy further
liquidity requirements was passed by the Althing in April 1981 and the new
instrument was used in a flexible way from June through to December33.

The initial imposition of the special liquidity requirement on the deposit
banks, effective on June 10th, 1981, amounted to 2 per cent of total deposits.
The requirement is imposed over and above the regular reserve requirement
(28 per cent of total deposits) but is included in the liquidity position of the
banks, thus strengthening the latter while restraining the banks' lending ability.
At the same time as the introduction of this new liquidity requirement, the
Central Bank raised the penalty interest rate on non-negotiated overdrafts in the
Bank from 4| to 5 per cent per month. These moves were introduced in order
to try to give increased leverage to the Central Bank in its attempts to restrain
over rapid monetary expansion. The liquidity requirement was taken up to 3 and
then to 5 per cent (the maximum) in July and August and then, apart from
two weeks at 3 per cent in September-October, kept there until it was halved
in November and removed in December. It was reintroduced at 3 per cent
on 5th February, 1 982 and then was raised to 4 per cent in March and to 5 per cent
in April. The rationale for this new measure is the facility to temporarily
restrain the banks' lending ability. Through 1981, it was applied with the
particular seasonal pattern of credit demand in mind to try and counter the
Treasury deficit and inflows of foreign exchange. In the past, there has been
a regular tendency to overdraw in the middle to latter half of the year, drawing
down liquidity, but this seems to have been avoided in 1981. Bank lending
increased strongly in the second quarter of the year and then grew slightly less
rapidly from about mid-year onwards, though it would be difficult to attribute
this pattern wholly to the use of the new instrument. If anything, the flexible
liquidity requirement was more necessary in the first part of the year; its early
reintroduction in 1982 may be a recognition of this.

Evaluating monetary policy in a high inflation, highly-indexed economy in
which credit supply and demand is very seasonal is difficult, but it is clear
that monetary expansion though restrained somewhat through the middle of
the year was excessive taking 1981 as a whole. A growth of total bank
credit in 1981 of around 70 per cent does not seem to have been compatible

33. The Government initially authorised the Central Bank to impose additional liquidity
requirements of up to 5 per cent of total deposits. In April 1982 the Government raised
the authorised ceiling to 8 per cent.
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with the anti-inflationary objective. The expansion of deposits in the twelve
months to September 1981 was about the highest ever recorded. The broad
money supply including accrued interest on deposits grew by around 75 per cent
while lending by the deposit money banks rose by close to 70 per cent in the
same period. The expansion of deposits has been in part policy-induced, since
a rise in real interest rates has been deliberately implemented by the government,
but is also due to high foreign borrowing.

Table 12. Monetary developments

1979 1980 1981» 1982>

Growth of selected aggregates (% changes):
Base money 48 75 67 42

Notes and coin in circulation 29 40 79 37

DMB lending* 58 58 68 31

DMB deposits' 58 67 71 35

Total bank lending 47 52 65 29

M2* 49 66 75 32

M3' 56 65 71 35

1. Provisional.

2. Draft credit budget; based on 25 per cent inflation assumption (within the year).
3. DMB = Deposit Money Banks.
4. M2 money supply (Ml) plus general savings deposits.
5. M3 = M2 plus time deposits.
Source: Central Bank of Iceland.

The movement towards full indexation of financial assets, which has been
one reason for the turnaround in real interest rates, has been proceeding for
several years. The decision to start this process was taken in principle in the
mid-1970s but it received new impetus with the Economic Management Act
of April 197934. The move towards positive real interest rates by the end of
1980 foreshadowed in the 1979 legislation was delayed in the December 1980
measures until the end of 1981 due to the general economic situation and the
higher than expected inflation. However, a new six-month indexed time deposit
was announced for introduction in February, and proved popular. Most interest
rates were lowered in March and June in line with the deceleration of inflation

and the spectrum of deposits and loans was reduced and simplified. By the
end of 1981, most types of loan and deposit had been fully value-guaranteed.
Real rates of interest on time deposit had moved to being close to zero compared
with sizeable negative rates in earlier years (Diagram 5). The effect on financial
savings has been significant, restoring the level of deposits after a period of
steady decline between 1973 and 1978. Total deposits in the deposit money
banks amounted to the equivalent of just under 24 per cent of GNP in 1980;
in 1981 they are estimated at about 26 A per cent and in 1982 they are expected
to reach 29 per cent, their level in 1973-1974. Credit demand, although growing
at a lower rate than total deposits, does not seem to have been choked off by
the rapid rise of real interest rates although there may be an element of habit
in such borrowing which is likely to diminish slowly.

34. Details of the various interest rate adjustments and of changes in the structure
of accounts are given in Annex II.
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Diagram 5. Interest rates and inflation
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External policy trade and the exchange rate

External policy underwent a radical shift in 1960 with the adoption of a
realistic exchange rate and the liberalisation of trade, entailing the replacement
of a long-standing system of quantitative restrictions and subsidies. The process
of opening up the economy was taken further in the period after 1967 which
saw the first major diversification of production (the establishment of the aluminium
smelter in 1969), accession to EFTA (1970) and a trade agreement with the
EEC (1972). Exchange rate policy also became more active in this period,
major devaluations being effected in 1967 and 1968, and the establishment of
the Fish Price Equalisation Fund in 1969 can be viewed in a similar light;
in the early 1970s the exchange rate was relatively stable (actually appreciating
vis-à-vis the US dollar) but there were payments into the Fund.
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The 1970s were a period of gradual change in trade policy. Under the
terms of the EFTA and EEC agreements tariffs were phased down, the final
reduction being implemented on 1st January 1980. Trade relations with Eastern
Europe were expanded, notably vis-à-vis the USSR; since 1975, trade has been
on a convertible currency basis and a new five-year agreement was negotiated
in 1980. While Soviet oil, which accounts for 60 per cent of Iceland's supplies,
is central to this, the Eastern block's share of total exports also tended to increase
during the 1970s though of late this has suffered from a contraction in exports
to Poland. In recent years, changes in the structure of fish-processing have been
associated with a marked expansion of trade with Southern Europe and Africa.
A more significant development was the growth in importance of manufactures
(other than aluminium) whose share of total exports rose from \\ per cent in
1968 to an estimated 11 per cent in 1982. While at least 3 percentage points
can be attributed to the energy-based industries, this development is related to
the improvement in market access and the reorientation of exchange rate policy35
A number of essentially fiscal measures implemented during recent years have
impinged on the relative prices of imports and exports the special excise tax
has been periodically extended as has the import levy on confectionery and
biscuits while in January 1982 a customs clearance charge of 1 per cent was
introduced for certain classes of imports and concessionary rates of payroll tax
were granted to exporting and import-competing industries but their overall
effect is probably quite small.

The exchange rate which until 1974 when the Central Bank initiated a
gradual downward float of the krona was relatively inflexible has assumed
increasing importance as an instrument of external policy. The main focus
of exchange rate policy has been the profitability of the exporting and import-
competing industries, though general balance of payments considerations have
also been taken into account. With inflation in Iceland consistently far higher
than elsewhere, this, has implied a very sharp depreciation (in nominal terms)
since 1974. However, the magnitude of the depreciation has fluctuated con¬
siderably from year to year, broadly according to the evolution of the terms
of trade (Diagram 6). The real effective exchange rate30 has thus constituted
an important instrument of stabilisation policy, though lags in the policy-
formulation process have tended to limit its efficacy in this respect. Such lags
also provide a partial explanation of why inflationary shocks arising from buoyancy
of export prices can become entrenched. The emphasis has in general been on
external stability but, in a significant departure from this pattern, the Government's
programme of 31st December, 1980, envisaged the use of exchange rate stability
as a means of combatting inflation. The Government indicated that it would
attempt to keep the exchange rate stable for at least a few months and then
make periodic adjustments rather than pursuing the previous policy of steady
depreciation. This was at first implemented via a link with the US dollar but
between 1st January and mid-February 1981 the dollar rose appreciably,
especially vis-à-vis European currencies, so that the krona's effective rate rose
31 per cent in this period. A 10th February adjustment cancelled this but the
effect was that the first five months of 1981 saw the greatest stability of the
exchange rate for more than a decade (Diagram 6). The large gap which opened
up between movements of external and domestic prices, which brought a surge

35. Aggregate trade shares data provide little evidence of the effects of the liberalisation
of trade with Western European countries: their export share declined between 1970 and
1981 and while EFTA's share of imports rose, that of the EEC declined. Changes in the
product mix may however explain this anomaly.

36. For definition, see notes to Diagram 6.
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in import demand and a deterioration in the profitability of the fishing sector,
provoked formal devaluations in late-May (3.9 per cent), August (4.8 per cent)
and November (6.5 per cent). With stability obtaining in the interim, the
overall depreciation of the krona through 1981 (16.3 per cent in effective terms)
was nonetheless much lower than in the preceding years. The 12 per cent
devaluation implemented on 14th January 1982, as a direct response to the fish
price settlement, signalled the termination of this phase of Iceland's exchange
rate policy with the return to discrete but gradual adjustments.

Diagram 6. Exchange rate developments
Indexes of external value of Icelandic krona
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III. THE ECONOMY IN THE MEDIUM TERM

The supply side outlook

Throughout most of the 1970s the Icelandic economy grew at fairly
rapid rates, averaging 4.7 per cent per annum37. This growth was at times
erratic, reflecting volatile movements in the fish catch and the terms of trade but,
fluctuations apart, the economy proved fairly resilient and did not suffer as
greatly as some other OECD countries from the two oil price rises, despite being
heavily dependent on imported oil at spot market rates for fishing boats and
all other transport*8. The relative success of the Icelandic economy through
this period owed much to the fairly continuous expansion of the fish catch but
was also due in the latter years to strong growth in the manufacturing sector
including the extension of the aluminium smelter and the opening of the ferro-
silicon smelter in 1979. It was the fish catch which dominated output develop¬
ments, however, more than doubling in tonnage between 1970 and 1980. But
there are now. signs, as suggested in Part I above, of rather less favourable
prospects for growth than earlier. It seems unlikely that there could be as
substantial and sustained an expansion of the fishing catch in the 1980s as that
which occurred in the 1970s. Furthermore, the outlook for increased output
by the energy-intensive industries is presently rather muted with no new projects
immediately in prospect. Supply-side considerations would therefore suggest a
period of far more restrained growth over the coming years than in the last decade
or so.

The expansion of the fish harvest through the 1970s was due in large part
to the expansion of the capelin catch. The increased tonnage of around
780 000 tons (1970-1980) was made up of an additional 570 000 tons of capelin
and 200 000 tons of white fish, the residue representing an increase in the
catch of high-value lobster, shrimp and shellfish (Table 13). The herring catch
has remained low, relative to its abundance in the 1960s, although it has recently
been increasing a little from its low point in the mid-1970s. Because of the
value composition of the catch capelin has a much lower value than white
fish the more than doubling of the tonnage in the 1970s was not reflected
in as large an increase in the real value of the catch which rose by only one-half.
On the other hand, as noted above, the recent fall-off in the fish catch in 1980
and 1981 due entirely to the large decline in the capelin catch, has not reduced
the real value of the catch because of the present favourable compositional effects.
Nevertheless, the fall in the total tonnage from its peak of 1 641 thousand tons
in 1979 to 1 412 thousand tons in 1981, and almost certainly lower in 1982,
is the first major reduction in ten years.

As forecasts of the catch and estimates of stock size are rarely accurate in
part because the marine biologists' assessments of optimal harvests can vary
quite substantially from year to year medium-term forecasts are inevitably
highly uncertain. The present official view is that increases in the catch of
demersal species will be rather limited. Further increases in the herring catch,
which has gradually revived in recent years after its earlier decimation due to
overfishing seem possible, as do increases in lobster, shrimp and shellfish,

37. There was a fairly rapid population growth throughout the decade, averaging
1.1 per cent per annum, so that per capita GNP rose by 3.6 per cent per annum.

38. The reaction of the Icelandic economy to the two oil shocks was discussed in
detail in the OECD Economic Survey of Iceland of November 1980.

39. In the mid-1960s the Icelandic) herring catch was above 700 thousand tons.
The catch fell off sharply in the late 1960s and reached a low point of 29 thousand tons
in 1977. It has risen slowly to above 50 thousand tons.
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Table 13. Fish catch, 1970-1981

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 19811

Fish catch

Thousand tons:

White fish 476 425 390 402 427 445 477 514 536 614 674 752

Herring 51 61 42 43 41 33 30 29 37 45 53 39

Capelin 192 183 277 442 462 501 459 813 967 964 760 642

Total 730 684 726 902 941 989 979 1 370 1 558 1 641 1 508 1 433

Value of catch
Million kronur:

Current prices 49.0 57.0 62.1 91.9 131.1 166.8 272.0 430.6 657.1 1 138.6 1809.0 2 658.4

1974 prices 145.9 131.7 110.3 128.3 131.1 131.4 137.6 162.2 174.5 202.3 216.6 n.a.

Indices of catch
1969 = 100:

Total tonnage 105.9 99.3 105.4 130.9 136.9 143.5 142.1 198.8 226.1 238.2 218.9 208.0

Value, 1974 prices 106.8 96.4 80.7 93.9 96.0 96.2 100.7 118.7 127.7 148.0 158.4 158.2'

1. Preliminary outcome.
2. Based on 1980 prices.
Source: National Economic Institute.



the most valuable of all the products. Against these rather limited advances,
however, it now seems as if the capelin catch will have to be further reduced
substantially in the next few years, the over-rapid increase from less than
200 thousand tons in the early 1970s to nearly 1 million tons at the end of the
1 970s being likely to have serious repercussions over the next few years. Already
in 1981 the capelin catch was reduced to 640 thousand tons and there is the
possibility of a decline in the capelin catch to 300 thousand tons or less in 1982
with careful management of the catch thereafter. Fortunately, the changing
composition of the catch may mean that the prospects are much better for
the total value of the catch than the total tonnage. Furthermore, the expansion of
the markets for salted and stockfish in the last few years is an encouraging
development. Nevertheless, it seems likely on present estimates that the
development of the fish catch will be much less favourable in the 1980s than
it was in the 1970s.

This rather pessimistic- appraisal of fishing prospects is of fundamental
importance for the medium-term economic outlook for Iceland since the fisheries
sector dominates the export trade, which in turn accounts for 40-45 per cent of
gross national product. Marine products represent over 75 per cent of export
revenue (Table 14) and, although this is rather less than in the 1950s and 1960s
when such products represented over 90 per cent of exports, it is still a greater
dependency on one sector than in any other OECD economy. Around 25 per cent
of the labour force derives its income from fishing, fish processing and direct
service to the fishing industry10; indirectly a far greater proportion of the labour
force is dependent on the prosperity of the fishing sector.

Table 14. Percentage breakdown of merchandise exports

1967 1970 1975 1980 1982"

Marine products
Manufacturing'

Of which: Aluminium
Agriculture
Other

1. Forecast.
2. The aluminium content is shown; the ferro-silicon plant contributed 1,8 per cent of merchandise

exports in 1980 and an estimated 2.6 per cent in 1982.
Source: National Economic Institute.

The high dependency of fishing will continue for the foreseeable future but
a certain amount of diversification has already taken place and is likely to develop
further in the longer term. The most important step in this direction was the
development of the aluminium smelter which came into operation in 1969. Until
then, non-fish products accounted for only 10 per cent of exports; within two
years that proportion had risen to over 15 per cent. The sudden jump in 1970
was attributable to the smelter but continued progress has been made in other
areas of manufacturing. In recent years there has been substantial growth in

40. The absolute numbers in 1979 were 5 240 in fishing and 8 895 in fish processing
out of a total labour force of 102 920, i.e. 14 per cent, with a further 9 per cent in direct
services.
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food processing, textiles, leather and fur goods, the cordage and rope industries
and manufacture of metal products and machinery. In addition, the ferro-
silicon smelter began operation in 1979. The first furnace, with a maximum
capacity of 27 500 tons per annum, was operated at full capacity in that year.
A second furnace took capacity to 55 000 tons in 1981 although, as noted
earlier, power shortages and the market situation led to only 60 per cent
capacity utilisation in 1981. The capacity of the aluminium smelter has been
taken from 74 000 tons in 1979 to 85 000 tons in 1981. Although under-
utilisation in 1981 leaves scope for a substantial production increase in 1982
there can be little increase beyond then without an expansion in plant size.

The power-intensive industries represent the most important element in the
attempt to diversify the structure of the economy, although the impact on the
economy is not nearly as great as might be suggested by gross production and
export figures. The aluminium smelter is wholly foreign-owned, the ferro-
silicon smelter partly foreign-owned41, and both plants need to import raw
materials. A part of the net receipts from production is therefore remitted
abroad, either as dividends or interest on foreign borrowing. Taking into
account imports of alumina, iron and silicon the domestic value added may
amount to only about half of the export value basically covering the wages
and salaries of the 800-900 employees working at the plants. Taking into
account remittances abroad, the net foreign currency earnings are probably
about one-third of the gross export value. The net effect on the foreign balance
is even smaller when the debt servicing on the foreign borrowing associated
with installing the required electricity capacity is taken into account.

Although output from the aluminium and ferro-silicon plants may increase
in the short run this will only be because of the low capacity utilisation (88 and
61 per cent respectively). There are no plans for increasing capacity at the
moment. In the longer term, however, there are many possibilities for further
development. The enormous rise in oil prices in 1973-1974 and 1979-1980,
although it was not without its immediate deflationary impact on the economy,
has made the exploitation of Iceland's vast reserves of energy potential far more
feasible economically. There is probably a limit to the amount of geothermal
energy than might be utilised42, but, as discussed below, potential for hydro¬
electric power is large.

The planning of energy investment and industrial expansion must necessarily
be closely co-ordinated given the interdependencies involved; this is done in the
Ministry of Industry. The development of new hydro-electric power stations
is dependent on suitable markets, which means large industrial consumers of
electricity. The siting of such projects is not now so critical as it once was
given the development of an electricity grid which now completely circles
the island. Further extension of power lines is, however, a costly process and
there are limited "routes" that can be used so that there is nevertheless a

predilection for industries than can be sited near to the power source. Also,
although the power-intensive industries are not large employers of labour, even
the demand for a labour force of a few hundred rules out many sites which
for other reasons (such as a deep water harbour) might seem appropriate. The
joint planning of industrial and energy installations is therefore complex especially
at a time of uncertain energy price movements and volatile markets for industrial

41. The ferro-silicon company is jointly owned by the Icelandic government (with
a majority interest) and a Norwegian company.

42. Nevertheless geothermal energy is now being used not only for space heating but
for some industrial uses the diatomite plant and seaweed processing and for green¬
houses for vegetable production.

37



products. At present, there are no major projects which have been finalised
and approved. There are plans for new power stations in both the north and
the east of the country as well as proposals for further development of existing
capacity in the southern central part of Iceland. Basically the policy aim is to
try to diversify further both by industry and region. The Althing has now
approved preliminary plans for a silicon-metal plant in Reydarfjoerdur on the
east coast. A feasibility report has been made on a new aluminium plant in the
north, near Akureyri, which would employ about 500 workers and this would
be linked to a new power project in that area. There are also other possibilities
for a further ferro-silicon plant and for a geothermal chemical plant near Keflavik.
Plans for an extension of the present aluminium smelter are held up by problems
in negotiations with Alusuisse. There is thus likely to be a hiatus in industrial
development with the earliest feasible extensions to capacity being 1984-1985.

Outside the power-intensive industries there are possibilities for expansion
but only on a relatively small scale. The aircraft industry recovered substantially
in 1981 after its bad performance in 1980, but neither the aircraft industry nor
the shipping industry seem likely to make any substantial progress in the absence
of a much stronger revival in the OECD economies than currently projected.
The woollens industry has developed rapidly to become a substantial export
earner but in 1981 there was less success in the European market because of
the depreciation of the European currencies. Agricultural production also suffered
from losses in competitiveness although the policy change noted earlier also
reduced profitability. The key will be competitiveness for which the prospects
are uncertain but substantial expansion in these areas over the next few years
seems unlikely.

Overall, the medium-term prospects for further sizeable expansion of the
economy seem weak: fish catches are likely to be constrained by the limits
advised by the marine biologists although such advice may change and new
types of fish may. be exploited; no new projects in the energy and related
industries are yet finalised, and developments in other sectors, which are crucially
dependent on improvements in competitiveness, seem unlikely to provide a
powerful engine for growth. Thus the prospects for a resumption of rapid
economic growth in the immediate future seem limited, although the development
of the energy sector, as described below, holds the promise of further diversification
later in the decade. This view of the outlook is one-sided, however, for it looks
essentially at possibilities for the supply side. The availability of labour and
capital is taken up below in the section on macro-economic constraints which
moves away from the industry-by-industry analysis and takes a broader view of
the limits to growth, taking into account the savings capacity of the economy
and the possibilities of continuing to finance investments from foreign borrowing
in the face of a rapidly rising debt service ratio.

Energy production

The development of Iceland's large potential energy resources has already
led to a substantial reduction in dependence on imported energy13. Indigenous
energy production now accounts for close to 60 per cent of primary energy
consumption compared with less than 30 per cent in the 1950s. This development,
which was accelerated by the large increases in oil prices during the 1970s,
has been based on a programme of expansion of Iceland's very large hydro¬
electric power and geothermal energy resources. By 1979 hydro-electric power

43. A detailed description of energy developments over a long period was given in
OECD Economic Survey of Iceland, November 1980, pp. 32-35.
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Table 15. Primary energy consumption,

Terajoules

1979

Hydro¬
electric

power

Geo¬
thermal

energy

CHI

imports
Total

energy

%
share

Space heating
Domestic consumption
Industry
Fisheries

Trade and services

Transportation

1533

992

6 958

665

17 255

15

2 129

10

4 155

16

5 924

6 869

11

5 681

22 943

1023

15 011

6*869

686

5 681

43.9

2.0

28.7

13.2

1.3

10.9

Total consumption
% share

10148

19.4

19 409

37.2

22 656

43.4

52 213

100.0

100.0

Source: Ministry of Industry.

provided 19.4 per cent of all primary energy consumption, being most heavily
used in industry, while geothermal energy represented 37.2 per cent of energy
use (Table 15). The development of geothermal energy (hot water and steam)
has been geared towards space heating, where it now provides 75 per cent of
the total compared with only 40 per cent in 1970. This proportion will increase
further as more schemes are implemented. Geothermal space heating has the
great advantage over previous fuels of being both very cheap44 and renewable.

The development of hydro-electric and geothermal energy sources, while
leading to a much lower dependence on imported fuels, has not so far led to any
substantial reduction in the absolute level of oil imports since total energy
consumption has increased rapidly over a long period. The sale of imported
fuels was therefore roughly the same in 1980 as it had been in 1972, before the
first oil crisis, although some 10 per cent below the peak years of 1973-1974
and 1978-1979. There has also been a significant change in the composition
of imported fuels. Oil for space heating, previously around 30 per cent of such
imports (by tonnage) now represents about 10 per cent and will be virtually
eliminated in future years. On the other hand, fuel for fishing vessels and cars
is now higher than in the early 1970s, with few opportunities for substitution,
whilst the consumption of aviation fuel, which has been reduced, may now
stabilise. Overall, however, recent trends in energy use seem likely to continue.
The share of imported fuels in total energy use is likely to decline further,
perhaps to about a third by the end of the decade, even though absolute oil
consumption may change little, with production of hydro-electric power and
geothermal energy continuing to expand rapidly.

The potential for further exploitation of hydro-electric power is large.
The estimates of economically feasible hydro-electric resources are necessarily
imprecise, and depend importantly on relative energy prices, interest rates and
market prospects for energy-intensive products, but the potential is probably
ten or twentyfold current installed capacity and could be even more than that.
Hydro-electric production in 1980 was 3 200 Gwh (1981 was affected by water
shortages), representing 20 per cent of total energy, but estimates of economically

44. In Reykjavik, geothermal heating costs are around 15 per cent of the cost of
oil heating; in other areas the proportion is greater but still less than half.
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feasible developments range from an annual output of 30 000 Gwh upwards45.
In comparison, economically feasible geothermal energy resources are put at
around 20 000 Gwh annually although total potential might again be much
higher. The great advantage of both hydro-electric and geothermal energy
apart from being renewable is that they have minimal pollution. The only
constraints to development of these resources . are environmental objections and
the ability to generate the savings or finance the borrowing for the large investment
sums required.

Macroeconomic constraints

A large part of the finance for the power projects, the smelters and other
government investment has been borrowed from abroad. This has been a
major reason for the recent increases in long-term debt and the debt service
ratio indicated in Table 6. The extent of foreign borrowing reflects largely
the low level of domestic savings which in the past has undoubtedly been partly
due to large negative real interest rates on most forms of savings. Now that
real interest rates are becoming positive (or are at very low negative rates)
there is a greater incentive to domestic savings as evidenced by the growth
of deposits in 198 14C. The reaction to higher real rates may be a cumulative
one, however, so that there could be further increases in domestic savings still
to come. The large rise in domestic savings in 1981 was not, however,
channelled to the public agencies and borrowing from abroad reached record
levels. Meanwhile, foreign exchange reserves were being increased and even
though the net external debt position is more favourable than the gross debt
outstanding (in contrast to the mid-1970s), the debt service ratio is rising
uncomfortably fast. The rise from under 13 per cent in 1979 to a projected
20 per cent in 1982, among the highest debt-service ratios in the OECD area,
will put continuing strains on the balance of payments and was one of the factors
(alongside the airline difficulties) contributing to the recent rapid deterioration
in the balance on services account discussed in Part I above. The increase in

the debt service burden is not surprising given the unusually high interest rates
internationally, but the amount of foreign debt is itself increasing significantly
(Table 6).

The prospect of reducing the debt service burden will improve if international
interest rates come down significantly. The Government seems to have a pre¬
dilection for foreign borrowing which does not appear to have been dampened
despite its declared intention to try to secure greater domestic financing of
investment projects. There is of course nothing intrinsically wrong with foreign
borrowing or, for that matter, running an overall public sector deficit for the
purposes of investment projects if the investment is a profitable one yielding
a rate of return sufficient to repay the borrowing. It is not clear, however,
whether this has been true with all of the power projects. The strictest appraisal
of such projects is therefore necessary if they are to provide a suitable vehicle for
growth and diversification for the future. The viability of many of the projects
being considered for late in the 1980s will depend inter alia on the movement
of relative energy prices and on the markets for energy-intensive products. The
great natural advantages which Iceland possesses in this area would nevertheless
seem to ensure that, on any plausible range of energy prices, there should be
such a strong comparative advantage that a series of economically feasible

45. There is of course a finite upper limit to the energy potential of running water
but it is thought to be something like 180 000 Gwh, more than fifty times present capacity.

46. See the monetary policy section and Annex II.
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projects could be launched. But remembering the essentially small size of the
economy, the domestic savings capacity is unlikely to prove sufficient to match
the heavy initial investment requirements that the projects may require. Foreign
borrowing is the only alternative. The net impact on the balance of payments
of foreign borrowing until it starts to earn a return could be strongly adverse,
as shown in similar fashion by the Australian exploitation of natural resources,
since during the investment phase capital imports and debt interest are both
high, anu incremental exports are immediately rather low.

There are other factors besides availability of finance that will need to be
taken into account. The further development of hydro-electric plants will be
influenced by environmental considerations. The siting of new industries associated
with such plants will also depend on a sufficient labour force in the denoted areas.
With 60 per cent of the population being in the Reykjavik region in the south¬
west of the country, a complete contrast to the situation earlier in the century,
policy has been geared to diverting industry to the depopulating regions. The
sort of large industrial plants now under consideration nevertheless require
relatively large concentrated pools of labour. There may be problems in finding
the required labour force, given the extremely low levels of unemployment,
currently around one-half per cent of the labour force. Further developments
which would be likely to have a strong expansionary effect on the economy,
might therefore add to inflationary problems.

The inflation problem itself also poses a potential constraint to growth. In
order to reduce the inflation rate, it is essential that the cost-price spiral is broken
into. Whichever way this is done would seem to impose a brake to continued
real income growth, at least in the short run. The under-compensation of wages,
attempted in 1981, if successfully pursued should entail a cut in real wages and
is likely to be reflected in the short run in lower private consumption and living
standards. Tax measures to compensate wages or to subsidise prices are
superficially attractive but would remain a constant charge on the Budget and
would more than likely lead to fiscal problems with the deficit. Holding the
exchange rate up against the trend of relative inflation rates may bring down
the inflation rate by reducing the element of imported inflation but, as experience
has shown (as in 1981), can have such adverse effects on competitiveness that the
policy cannot be held. There is probably no way of cutting inflation without
temporarily restraining demand and growth in the economy. But greater
problems may arise if inflation is not tackled since, with the economic system
so highly indexed, a passive attitude to inflation could result in the wage-price
spiral becoming more and more difficult to control with harmful side effects
on resource allocation.

IV. PROSPECTS AND POLICY CONSIDERATIONS

The outlook for 1982-1983

Given the importance of the fisheries sector, the course of the Icelandic
economy through 1982 and 1983 will principally depend on the fish catch.
While the situation in relation to target catches is fluid, a sharp reduction in
capelin fishing to about half last year's level seems probable and although
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Table 16. Propects for 1982 and 1983i

1980
Kr. mill.

Current

prices

Percentage changes in volume

1981 1982 1983

Private consumption
Public consumption
Gross fixed investment

Residential

Industry
Public

8 300

1590

3 613

745

1501

1367

5

2

2

-10

6i
4

1

2

-6

0

-7

-74

1

2

-2

Final domestic demand

Change in stocks'
13 503

+ 103
4

+ i
-3

-i

i
-i

Exports of goods and services
Imports of goods and services
Foreign balance'

5 813

6131

-318

2

84
-3

14
i

+i

4

1

+ 14

Gross national product
Effect of changes in terms of trade'
Gross national income

living)
t of GNP)

13 288 li
+*

14

-i

-i

1

1

Memorandum items:

Underlying price assumption (cost o:
Current external balance (as per cen

50.9

-5.0

42

-44

42

-3

1. Preliminary estimates for 1981; official forecast for 1982; for 1983, Secretariat forecast based on
communication to the OECD.

2. Contribution to GNP growth (percentage points).
3. Per cent of GNP.

Sources: National Economic Institute; OECD Secretariat; Icelandic communication to the OECD.

some increase in the cod catch might be feasible (a rise from 460 to 475 thousand
tons is assumed), both the real value of the catch and the volume of marine
export production will decline somewhat47. At this juncture, little improvement
can be anticipated for 1983, though increased value-added could continue to assist.
With both major smelting plants operating at less than full capacity in 1981,
scope exists for substantial increases in production, which, given the improvement
in the power supply situation, may be largely realised in 1982. A further but
more modest increase could ensue in 1983, assuming some improvement in
markets. Exports of metals are anticipated to recover, though aluminium stocks
may rise further, and, if decumulation becomes possible in 1983, export volume
could run ahead of production. With the prospect of a general strengthening
of activity in overseas markets, other exports should accelerate over the forecast
period. Drawing together the various components, the outlook on the assumptions
made, is for relatively fiat export production in 1982 but a rise of 2 to 3 per cent
next year.

For the other key external parameter, the terms of trade, the outlook is
for little net change in 1982. This is essentially because (dollar) export prices
of fish products, which weakened somewhat in late- 1981 and the early part of
this year48, may show little change for the year as a whole. The slackening of

47. The cod catch in the 1982 winter season was well below that of 1981 but the

prospects for the whole year are still uncertain.

48. This apparently encompassed a reaction to the exceptional benefits of last year's
rise in the dollar.
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the oil market and the further appreciation of the US dollar implied by the
technical assumption of unchanged exchange rates abroad could, however, make
possible a slight improvement. The terms of trade are assumed unchanged in
1983 in the absence of any meaningful indication of their likely direction49.
The large power and smelting projects which accounted for most of the buoyancy
in fixed investment during the past two years will have a substantial negative
impact in 1982. The completion of the Hrauneyjafoss generating station and
of improvements to the aluminium plant as well as the easing-back in geothermal
heating, suggest that this component could be halved so that even with the growth
in ship and aircraft purchases and some increase in general investment, the
aggregate will fall appreciably. The downward trend in residential construction is
assumed to come to an end in 1982 partly because of a large increase in Workers'
Building Fund lending50. The outlook for 1983 is highly tentative; the forecast
rests mainly on the impact of completion of current large projects, the development
of the Blanda hydro-electric power plant, the initiation of a silicon-metal plant
and some small power projects which are in the pipeline, and a trend decline
in housing activity.

The development of prices and incomes is subject to more than usual
uncertainty in that both basic wage and salary increases and the indexation
mechanism itself are currently under discussion; moreover, until these issues
are resolved, it is unclear how the exchange rate might evolve. On the technical
assumption of no increase in basic wage rates and of no change in the indexation
arrangements, together with attainment of the official target51 for the rise in the
cost-of-living index (35 per cent to end-year, or 40 per cent on average), real
disposable income could stagnate this year52. A 1 per cent volume increase in
private consumption is anticipated in view of this, though it could be equally
consistent with faster income growth; given the special nature of much of
expenditure in 1981, supplementary income might well be devoted to rebuilding
savings. Private consumption is assumed to grow at the same rate in 1983.
The Budget as passed in December envisaged a somewhat smaller cash surplus
than that of 1981 (Table 9) and the measures introduced in January did not
significantly alter this. However, it is anticipated that the contribution of public
consumption expenditure to growth in domestic demand will be similar to 1981
and this trend is assumed to continue into 1983.

With final domestic demand projected to show only marginal changes over
the next two years and, within that overall outcome, a significant weakening
of non-residential investment, import growth will inevitably be sluggish. The
real foreign balance should consequently make a significant and increasing contri¬
bution to growth, reflecting the central role of the export sector in the short-term
outlook. However, with fisheries production growing but slowly, aggregate
real GNP may not show more than a marginal rise in 1982 and 1983 taken
together. The projected development of the terms of trade implies a similar
pattern for gross national income and also excludes any marked improvement
in the current external account so that the deficit could still exceed 3 per cent of
GNP in 1983.

49. Trade of the smelters is assumed to operate with unchanged terms of trade in
both 1982 and 1983.

50. Over 80 per cent in real terms.
51. The measures announced in January, including the kronur devaluation, indicate a

somewhat higher inflation rate (42 per cent on average). The Secretariat has made the
technical assumption of an unchanged inflation rate in 1983 but this is based on there being
no further economic measures.

52. Gross income might rise somewhat in real terms, but direct taxes, reflecting last
' year's high nominal income growth, would counteract this.
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Policy considerations

Unusually for Member countries, Iceland for a considerable period has been
able to achieve a relative degree of stability in the real economy and fairly
rapid growth, while at the same time experiencing a chronically high inflation rate.
A labour force which by any definition is effectively fully employed, a standard
of living which apparently ranks in the top third of OECD economies53 and
the ability to get through the difficult oil shocks of the 1970s rather better than
most other OECD countries, combine oddly with an inflation rate which reached
60 per cent in 1980 and which, though diminishing, remains high. The main
reason for the comparatively good performance of the real economy in the last
three years is the fish catch. But now that the catch is decreasing it is apparent
that a considerable turnaround in economic performance is likely over the next
few years.

The problem of inflation, which has featured heavily in recent OECD
Economic Surveys of Iceland54, continues to create difficulties for economic policy
and management; but, in part because of widescale indexation, it is apparently
regarded with less alarm within the country than from outside. While the
reduction of inflation has been stated by successive governments to be a top
priority, in practice the inflation objective has often been subordinated to other
goals. Government attempts to slow the wage-price spiral by stabilising the
exchange rate or by giving less than full indexation of wages, both of which were
attempted in 1981, have proved abortive because political and social pressures
for maintaining export profitability (and hence employment) and real incomes
have taken precedence. The attempt to stabilise the exchange rate instituted
with the December 1980 measures gradually broke down as increasingly large
adjustments soon became necessary to maintain competitiveness and profitability
in the external sector. The policy of evening out the different movements of
domestic and foreign prices by step adjustments in the exchange rate every two
to three months culminated in the 1 2 per cent devaluation which the Government
instituted in January 1982 at the time of the fish price decision and settlement
for seamen's wages. The policy is now one of gradual depreciation. With
exchange rate policy being dominated by the concern to maintain employment in
the external sector and with wages being tied to prices, albeit with various
downward adjustments related to essentially exogenous elements, the deceleration
of inflation is difficult to achieve.

Even if there is some success in reducing the inflation rate there is always
the danger of an external shock, propagated through the fisheries sector,
reactivating a wage-price spiral. The Fish Price Equalisation Fund, though
potentially powerful, has not proved adequate to the task of insulating the
economy from the effects of fluctuating export incomes and it would seem
appropriate to consider alternative or complementary measures. Previous OECD
Economic Surveys have suggested the use of export levies or a resources tax,
both to even out the impact of changing external conditions and to spread the
income generated in the fisheries sector to the rest of the economy in a non-
inflationary way. An alternative may be to use exchange rate policy in a more
active way by not fully accommodating export price developments. But, unless
inflation can be moderated in the fisheries sector or can be prevented from
spreading through the economy, it would probably be difficult to sustain an
improved price performance.

53. This comparison refers to per capita GNP figures converted to US dollars at
current prices and exchange rates.

54. See in particular the chapter on "The Problem of Inflation" in the November 1980
OECD Economic Survey of Iceland, pp. 23-32.
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It also seems unlikely that lasting success will be achieved in reducing
inflation unless anti-inflation goals are consistently pursued. For this to be done,
the risks to the real economy of continuing high cost and price rises in a
period of weak growth need to be fully understood by wage bargainers and an
awareness developed that anti-inflationary policy is essential. The strength of
the fishing interests and labour groups make the task a delicate one. The
breakdown of the policy in 1 98*1 is indicative of the strong pressures which
make stabilisation programmes difficult to achieve. The Government clearly
realises this dilemma and took positive steps in January 1982; as part of its
policy measures submitted to the Althing, discussions are being held with the
labour unions and other parties to the labour market with a view to making
a major change in the system of wage indexation. It is the intention to hold
talks with the interested parties in the fishing industry to try and agree on new
price-fixing arrangements.

Although there are clear arguments for indexation on equity grounds, it
is clear that the strong links between wages and prices and between relative
prices (internationally) and the exchange rate must be broken at some point.
The latest attempt to do so via a 6 per cent reduction in the increase in the
cost-of-living index achieved through subsidies on agricultural products and
reduced customs duties, should lead to a short-term gain but commits the
Government to a continuing long-term cost. Furthermore, it is intended that
much of the cost of these measures should be met by allocation of the contingency
reserve and by expenditure savings. There must be a danger that the outcome
will prove expansionary and may therefore have inflationary side-effects negating
the original gains. Ultimately, the labour market participants will have to
accept that winding down inflation in order to promote long-term growth may
involve some short-term sacrifice, most importantly on real incomes. The
acceptance by parties to wage-bargaining that high nominal pay increases are
inimical to growth and employment over the medium term would be facilitated
by the development of a consensus approach to income determination. It is
also to be hoped that steps can be taken to increase public awareness that in
a period of slow growth, greater reality in income determination is necessary
if constraints on growth are to be eased. If this climate of opinion is to be
fostered, it would seem essential that fiscal and monetary policies are appropriate
and should not be as expansionary as in the recent period.

It was noted in Part II above that monetary policy has been subordinated
to other goals, that monetary targets have frequently been relaxed in order to.
accommodate inflationary pressures and that the adequate control of commercial
bank credit is difficult. The new flexible reserve requirement introduced in 1981
was implemented too late in the year to forestall excessive credit growth. And
the banks continued to grant credit despite being forced to overdraw on their
Central Bank accounts at the penal 5 per cent monthly rate. The new
instrument may be used more effectively this year and the move to positive real
rates of interest on loans and deposits could lead to a more balanced banking
situation, but the Bank may still find itself with inadequate instruments for
controlling the growth of monetary aggregates. A further important impediment
to effective monetary control appears to be the authorities' concern with the
maintenance of external reserves, which has given rise to regular recourse to
foreign borrowing, on a scale which has borne some relation to the actual
and/or emerging position on the current account. While in an economy subject
to substantial fluctuations in its external transactions, compensatory financing
and counter-cyclical policy responses may have an important role, they might
be pursued less vigorously with more attention being paid to the domestic
monetary environment and less to the level of external reserves. Borrowings
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in excess of immediate requirements, which have frequently occurred, represent an
addition to the monetary base and thus increase the strain on the existing
monetary instruments. If reserves were less obviously adequate and were allowed
to absorb to a greater degree fluctuations on the external account, then monetary
policy could operate more effectively in pursuit of price and external stability.

The extent of foreign borrowing is a potential cause for concern, arising not
only from its impact on monetary conditions but also from the future burden
of debt repayment which is already high and could increase further. Much
of this foreign borrowing is officially induced, but this is not immediately
apparent from the fiscal Budget which has now moved into surplus. The
majority of official investments are outside the fiscal Budget and a more explicit
widely-drawn Budget would indicate rather better the public sector's claims on
resources and would also confirm, despite the recent projected Budget surpluses,
that overall fiscal policy is exerting a considerable expansionary impact. The
declared intention of the Government is to finance an increasing proportion
of the credit Budget with domestic issues of savings certificates but so far the
source of nearly all residual finance has been found overseas. An increase
in the domestic financing of investment projects would not only facilitate better
monetary control but should also ease the rapidly increasing debt-service burden
and mitigate the current external constraint.

A more determined attitude to stabilisation needs is essential also if the

current external deficit the equivalent of 5 per cent of GNP in 1981 is to be
reduced to a more viable level over the medium term. As discussed in Part III

above, the prospects for export volumes reflectir - probable supply-side
developments are weak while the trend of imports has been towards an
increasingly rapid penetration of domestic markets. Moreover, if there is to be
further diversification of energy-intensive industries essential to reduce reliance
on fisheries the real trade balance would be likely to deteriorate for a time
unless other imports were reduced. The main concern, however, is the longer-
term deterioration in the services account, the net services balance declining
from approximate balance during the 1970s to a deficit representing 4 per cent
of GNP in 1981. The main factor behind this development has been the
deterioration on interest payments; net outflow of interest has been steadily
increasing because of the rising debt and high international interest rates. Lower
international rates would ease but not solve the problem of growing interest
payments unless there is at the same time a reduction in public sector borrowing
abroad associated with prudent demand management.

In summary, the transition from a period of relatively fast economic growth
and approximate external equilibrium to slower growth and a sizeable deficit
on the current external account, has resulted in a considerable change in the
priorities of policy. In particular, the need to reduce inflation has assumed
greater urgency in order to reduce the external constraint, to assure reasonable
performance in the real economy over the medium term and to provide room
for further diversification of the economy. A tightening of fiscal and monetary
policies would ease the task of breaking into the wage/price nexus which itself
will require moderation in income determination. Successively smaller exchange
rate adjustments would undoubtedly contribute, but the main burden must fall
on incomes if anti-inflationary policy is to succeed.
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Annex I

CALENDAR OF MAIN ECONOMIC EVENTS

Details of main economic events between January 1978 and August 1980 were given
in the OECD Economic Survey of Iceland, November 1980.

1980

July

Introduction of new 2-year fully-indexed time deposits with a real interest rate of 1 per
cent. Interest rates on indexed loans of four years or longer to maturity raised from 2 to
24 per cent.

August

The Federation of Public Employees and the Treasury signed an agreement for the
period 1st August 1980 to 1st August 1981, raising basic wage rates by 3 per cent on average.

September

The programmed increase in interest rates of 5 percentage points according to the
formalised interest rate adjustment process laid down in the Economic Management Act
of April 1979 was postponed (see Annex II).

October

Budget bills for 1981 submitted to the Althing.

On 23rd October the Federation of Labour signed an agreement with the Employers'
Association for the period 23rd October 1980 to 1st November 1981. According to the
agreement basic wage rates of members of the Federation were raised by 11 per cent on
average.

White fish prices were raised by 8 per cent for the period 1st October to 31st December.
At the end of October the capelin quota for the autumn season 1980 and the winter season
1981 was lowered from 650 000 tons to 460 000 tons after less favourable measurements

of the spawning stock.

December

The 1981 (fiscal) Budget was approved by the Althing. The tax index was raised by
45 per cent from the previous year.

Programme of new economic measures issued by the Government on 31st December,
with the following main features:

i) The gradual depreciation of the Iceland krona will be ceased at the turn of the
year and a fixed exchange rate established.

it) The rise in the price compensation of wages on 1st March 1981 shall not be
more than 7 per cent lower than otherwise would have been the case according to
previous wage indexation rules.

Hi) Changes in wage indexation on 1st June, 1st September and 1st December 1981
shall correspond to the three-monthly changes in the cost of living index (excluding
changes in alcohol and tobacco prices) calculated one month prior to these dates.

iv) A price freeze will be applied from 1st January until 31st May; price increases
are subject to the approval of the Price Control Board and Government ratification,

v) The adjustment period for the implementation of full indexation of deposits and
lending laid down in the Economic Management Act of April 1979 is extended for
one year to the end of 1981.

vi) Deposit money banks are required to offer fully indexed savings accounts in which
deposits are blocked for 6 months instead of 2 years previously.
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1981

January

A currency reform took effect on 1st January, one new krona being equivalent to
100 old kronur, with an accompanying change in the entire set of notes and coin. (The new
units are used throughout this Survey.)

New regulations on cod-fishing by stern trawlers issued banning fishing altogether in
three different periods for a total of 150 days during 1981.

February

According to the provisional law of 31st December 1980, new 6-month time deposits
were introduced on 1st February, 1981. "The deposits are index-linked (credit terms index)
and the rate of interest is 1 per cent per annum. The previous 2-year time deposits (from
1st July 1980), were automatically changed to 6-month time deposits. As of 1st April,
deposits could be transferred from 12-month interest premium accounts to the new 6-month
accounts. At the same time, the minimum maturity period of indexed loans was shortened,
from 4 to 24 years.

White fish prices raised by 18 per cent for January-February and by an additional
6 per cent for the period March-May. New central agreements for fishermen signed.

The krona devalued slightly on 10th February in response to the rise in the US dollar
(to which the krona had been linked), in order to keep the krona at its average rate against
foreign currencies at the beginning of January.

March

The Government submitted the Investment Programme and Credit Budget for 1981
to the Althing.

Interest rates on bank loans, overdrafts and additional produce loans were lowered by
1 per cent, and rates on interest premium loans were lowered by 2 per cent. At the same
time the frequency of crediting interest was reduced with interest on 3- and 12-month time
deposits being entered twice a year, on 30th June and 31st December; the nominal rates
on these deposits were lowered slightly, in order to leave the annual yield more or less
unchanged.

Those capelin vessels which had not been granted a cod-fishing permit for the winter
season were permitted to catch 60 thousand tons of capelin in addition to the previous
460 thousand ton quota for the autumn and winter seasons 1980.

April

New measures announced on price controls, excise taxes and reserve requirements (Act
No. 12/1981):

i) Central Bank authorised to impose a new flexible liquidity requirement on the banks
for two years as from 1st May 1981.

i'O Price freeze extended until 31st December 1981.
Hi) Government authorised to cut its expenditures up to 31 million kronur.

The 1981 Credit Budget passed by the Althing authorising foreign borrowing of
1 206 million kronur and 158 million kronur of domestic borrowing in 1981 for public
investment projects. Pension funds required to allocate 40 per cent of their funds to
government bonds, the State Building Fund and investment credit funds.

May

The krona devalued by 3.85 per cent ending the fixed rate policy. Further devaluations
occurred in August (4.76 per cent) and November (6.5 per cent).

June

The interest rate structure was simplified and consolidated involving a reduction in
rates (see Annex II).

The new flexible reserve requirement introduced at 2 per cent of total deposits on
10th June. It was then increased to 3 per cent on 10th July and to 5 per cent on 10th August,
was temporarily reduced to 3 per cent between 25th September and 10th October, lowered
to 24 per cent on 25th November and removed on 24th December.

White fish prices raised by 8 per cent for the period June-September.

August

The total capelin quota was set at 617 thousand tons for the autumn and winter season
1981-1982 and was divided between 52 vessels as before.
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October

Budget bills for 1982 submitted to the Althing.

November

The Federation of Labour signed an agreement with the Employers Association on
November 16th. This agreement, an extension of the previous one until 15th May 1982,
included the following:

0 All wage rates were to increase by 3.25 per cent as of 1st November 1981.
ii) Price compensation for the period commencing 1st December was to be in accord¬

ance with the provisional law of 31st December 1980, i.e. the same percentage as
the percentage rise in the cost of living index one month earlier (excluding changes
in alcohol and tobacco prices).

Hi) Price compensation for the period commencing 1st March 1982 to be according to
rules stipulated in the Economic Management Act of 1979.

This agreement was followed by similar 6-month agreements made by the Bank
Employees, the Public Employees and the University graduates.

December

The 1982 (fiscal) Budget approved by the Althing. The tax index was raised to 50 per
cent from the previous year.

1982

January

The krona was devalued by 12 per cent on 14th January. A new fish price settlement
with an average 17.9 per cent increase was agreed on 17th January.

New economic measures submitted to the Althing, with the following main features:

/) Increased consumer subsidies on agricultural products and reduced customs duties,
reducing the cost of living index by 6 per cent during the first half of the year,
at a cost of around 400 million kronur.

ii) The cost of these measures to be financed by the allocation of the budgetary contin¬
gency fund (180 million kronur), cuts in expenditure of 120 million kronur, a
customs clearance charge of 1 per cent on many imported goods (54 million kronur)
and the introduction of a state income tax on deposit money banks (45-50 million
kronur).

ii/) Discussions on a major change in the system of wage indexation to be taken up
with the labour unions and other labour market partners. Concurrent talks to take
place on new price-fixing arrangements with the interest parties in the fisheries and
agriculture.

iv) Emphasis on maintaining a tight monetary policy including a request to the banks
to restrain their credit expansion.

New regulations on cod-fishing by stern trawlers issued banning fishing altogether in
three different periods for a total of 150 days during 1982.

February

The Central Bank reintroduced a special liquidity requirement on the banks on 5th
February, at a rate of 3 per cent of total deposits.

At the end of February the Arbitration Court ruled in the dispute on the general
agreement between the Federation of University Graduates and the Treasury. According to
the ruling, no rises in basic rates are to take place in the period March 1, 1981 to
February 29, 1984.

March

The special liquidity requirement was raised to 4 per cent of total deposits on 20th March.

April

The 1982 Credit Budget passed by the Althing authorising foreign borrowing of 1 575 mil¬
lion kronur and domestic borrowing of 152 million kronur in 1982 for public investment
projects. Pension funds required to allocate 40 per cent of their funds to bonds issued
by the government, building funds and investment credit funds. Cuts in expenditure of
120 million kronur authorised (see January measures).

The» Arbitration Court ruled on special agreements for most of the members of the
Federation of University Graduates and on the same day the Arbitration Committee ruled
on the special agreements for some of the members of the Federation of Public Employees.
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The special liquidity requirement was raised to 5 per cent of total deposits on 20th April.
The authorised limit on this special requirement was increased from 5 to 8 per cent by
the Government.

On 21st April, deposit money banks began to offer fully indexed three-month savings
accounts, without interest. With the introduction of these accounts the implementation of
the stipulations of the Economic Policy Act of April 1979 was completed. At the same
time fully indexed loans granted by deposit money banks were divided into three categories.
Loans of a minimum of 1 year to maturity carry 2 per cent rate of interest per annum,
loans of a minimum of 24 years to maturity carry a 24 per cent rate of interest per annum
and loans of a minimum of 5 years to maturity carry a 3 per cent rate of interest per annum.
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Annex II

THE INDEXATION OF FINANCIAL ASSETS

In the last few years Iceland has moved towards a system of full indexation of financial
assets. The earliest experiment had been an index-linked government savings bond introduced
as far back as 1955, but recent moves towards indexation date from 1973 although they were
not institutionalised in a comprehensive way until the Economic Management Act of 19791.
Up to 1973, interest rate policy was passive and rates had varied little since the early 1960s.
From 1973, a policy of gradually raising the cost of credit was initiated although once the
initial adjustments failed to keep up with the acceleration of inflation, negative real interest
rates widened again (see Diagram 5 of main text). This situation was reversed however with
the subsequent moderation of inflation and the introduction from 1976 of price-compensation.
In order to finance the budget the Government issued savings bonds linked to the building
cost index and lottery bonds linked to the cost-of-living index. Investment credit funds
(for industry, building and agriculure) started to issue index-linked bonds to attract capital
and as part of the May 1976 measures a new interest premium scheme was introduced.
In addition to 16 per cent interest on one-year bank deposits an interest premium determined
by the Central Bank and initially set at 6 per cent would be received. The basic interest
was raised to 18 per cent and the premium (or price compensation factor) to 8 per cent
in August 1977; the premium was raised by a further 3 per cent in both November 1977
and February 1978 before being frozen at that level. The compensation factor covered
only a portion of the gap between the basic interest rate and the inflation rate so that bank
deposits continued to decline in relation to GDP whilst the demand for credit rose unabated.

The situation remained like that, with interest premium loans yielding increasingly
negative real interest rates as inflation accelerated, until April 1979 when the comprehensive
Economic Management Act was passed3. This Act laid down that a system of full-indexation
of savings and credit should be gradually implemented by the end of 1980 interest rates
should be in line with the inflation rate and time deposits should be fully value-linked'.
The first moves to achieving this aim took place in 1979, when interest rates were raised
three times, and again in June 1980*, by which time the real interest rate on such savings
had moved from approximately per cent to about per cent. In addition, the
Government introduced in July 1980 new 2-year time deposits, whose value was fully index-
linked (to the credit terms index) with a real interest rate of 1 per cent. However, the
scheduled September adjustment of interest rates was postponed and then the adjustment
period for bringing nominal interest rates up to the rate of inflation (as laid down in the
1979 Act) was extended one year to December 1981 by a provisional law enacted in
December 1980. That law also introduced new 6-month time deposits to replace the 2-year
deposits, with the same terms as before index-linked with a I per cent interest rate. The
new 6-month time deposits were introduced on 1st February 1981 with the previous 2-year

1. Although a comprehensive policy of financial indexation has only been introduced recently there had
already been some minor moves in earlier years. From 1955 housing loans had been partially indexed and
compulsory savings by young people for housing purposes were partially indexed from 1957. Full indexation
of government savings certificates was introduced in 1964. Investment credit funds obtained on a voluntary
basis from pension funds were indexed from 1972 and such funds were from 1975 legally obliged to grant
credit on comparable terms with those funds obtained. However, it was accelerating inflation from 1972
onwards which prompted moves towards more general indexation.

2. For fuller details of the Economic Management Act of 1979 see OECD Economic Survey of Iceland,
November 1980, pages 26-29 and 46.

3. It was laid down that the principal should be indexed in line with a credit terms index made up
from the cost-of-living index (weight of two thirds )and the building cost index (one third).

4. The formalised adjustment process of interest rates would have called for a 3.5 percentage point
rise in interest rates in March 1980 but the newly-formed government postponed the adjustment on the
grounds that it was working to bring down the rate of inflation. In June, the price compensation factor of
interest was raised by 4 percentage points on deposits and 3 percentage points on bank lending apart from
a 2} percentage point increase on interest premium loans and 12-month time deposits.
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time deposits taken out from 1st July 1980 being converted to 6-month time deposits. It
also became possible (as from April) to transfer to these new accounts from the old 12-month
interest premium accounts. The new accounts proved very popular. Indexed deposits, which
totalled only 35 million kronur at the end of 1980, rose to 516 million kronur by the middle
of 1981.

On loans, deposit money banks were authorised on 1st June 1979 to grant fully-indexed
loans of at least 4 years to maturity. The minimum maturity period was shortened to
24 years in February 1981 at the same time as the 6-month deposits began to be offered.

Until 1981, the attempted adjustment towards positive real interest rates or fully-indexed
loans had been made difficult by accelerating inflation, which required substantial increases
in nominal interest rates or value-linking. As inflation began to decelerate during 1981
the adjustment task was made rather easier. The Government was able to lower interest
rates on loans by 1 per cent in March, its position being that a reduction of interest rates
was warranted by its firm policy to reduce the inflation rate. A change was also made in
the frequency of crediting interest on bank savings. Interest on 3- and 12-month time
deposits was now to be paid twice a year, at the end of June and December, the nominal
rates on such deposits being lowered slightly in order to leave the annual yield roughly
unchanged. In June, interest rates were lowered again by about 14 per cent on both loans
and deposits and the interest rate structure was simplified and consolidated. The old 6-month,
12-month, and 10-year time deposits were abolished, interest premium deposits became
referred to as time-deposits, and the interest rate on interest premium loans and mortgages
was harmonised, thus abolishing interest premium loans as a special category. The principal
savings alternatives now offered by the banks are general savings and 3- and 12-month time
deposits carrying high nominal interest rates, and fully-indexed 6-month deposits with a low
nominal rate of 1 per cent which is effectively a real rate at the same time.

These new arrangements now mean that the majority of deposits are indexed. The
original ad hoc arrangements for partial adjustment of interest rates introduced since 1976
have now been replaced by automatic mechanisms (using the credit terms index) and positive
real interest rates in some areas have become a reality. Apart from advantages in terms of
equity and income distribution, the new system has generated larger deposits, especially since
the shortening of the maturity of the indexed time deposits, and has increased the level of
savings. The ratio of total deposits in the deposit money banks to GNP, which was about
35 per cent in the early 1970s fell to 21.5 per cent in 1978. Then, in response to improved
real returns on savings, the ratio rose to 23.6 per cent in 1980, is estimated to have risen
to 27 per cent in 1981 and may reach 29 per cent in 1982. The level of savings is thus
recovering from the extremely low levels it was driven to by such substantially negative
real interest rates. In the 1970s, as the real value of bank savings patently declined so
rapidly, people adjusted their saving and spending patterns thus boosting consumption (and
imports). Demand for credit ran very high given the rapid erosion of real debt by inflation.
A return to a more realistic level of real interest rates already seems to have raised the level
of domestic savings, offering the possibility of lowering the level of foreign borrowing for
investment projects, and may, over time, restrain the growth in the demand for credit. The
various readjustments brought about by the move to full indexation of financial assets and
liabilities may therefore aid in the reduction of the imbalances in the economy noted in
the main body of the Survey.
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STATISTICAL ANNEX



Table A. Supply and use of resources

Kr. million, current prices

Private consumption
Public consumption
Gross fixed asset formation

Expenditure on final domestic use

Change in stocks of export products and livestock

National expenditure

Exports of goods and services
Imports of goods and services

Gross national product (market prices)

Depreciation

Net national product (market prices)

Indirect taxes

Subsidies

Net national income

Net income to abroad

Net domestic income

1971 1972 1973 1974 1975 1976 1977 1978 1979 19801

356

55

161

447

72

191

609

99

286

932

156

452

1250

219

636

1641

300

780

2 324

430

1088

3 546

683

1507

5 316

1022

2 174

8 300

1590

3 613

572 710 994 1540 2105 2 721 3 842 5 736 8 512 13 503

16 -8 -2 26 37 -17 70 -39 13 103

588 702 992 1566 2142 2 704 3 912 5 697 8 525 13 606

224

262

262

280

374

400

481

636

722

936

1055

1099

1453

1550

2 498

2 419

3 852

3 917

5 813

6 131

550 684 966 1411 1928 2 660 3 815 5 776 8 460 13 288

67 85 114 172 283 371 489 753 1 138 1801

483 599 852 1239 1645 2 289 3 326 5 023 7 322 11487

128

30

157

33

231

44

362

75

521

124

700

126

978

168

1462

311

2 173

542

3 540

775

385 475 665 952 1248 1715 2 516 3 872 5 691 8 722

5 9 12 19 49 73 88 161 244 411

390 484 677 971 1297 1788 2 604 4 033 5 935 9 133

1. Provisional.

Source: National Economic Institute.



Table B. Supply and use of resources

Kr. million, constant prices

in

Private consumption
Public consumption
Gross fixed asset formation

Expenditure on final domestic use

Change in stocks of export products and livestock

National expenditure

Exports of goods and services
Imports of goods and services

Gross national product (market prices)

Effect of changes in terms of trade
Export income
Income balance of goods and services

Gross national income1

1971 1972 1973 1974 1975 1976 1977

1969 prices

294.6

37.9

131.7

322.9

40.8

130.4

351.0

44.6

156.7

375.6

47.4

173.6

338.0

49.7

159.0

341.4

53.1

154.9

368.7

53.5

172.7

464.2

13.5

494.1

-7.9

552.3

-3.5

596.6

9.5

546.7

12.4

549.4

-7.7

594.9

5.7

477.7

183.7

243.6

486.2

202.6

247.0

548.8

220.5

293.6

606.1

218.9

332.5

559.1

221.9

298.2

541.7

248.4

294.6

600.6

274.0

349.5

417.8 441.8 475.7 492.5 482.8 495.5 525.1

28.1 28.2 48.8 37.8 16.7 34.0 52.0

211.8 230.8 269.3 256.7 238.6 282.4 326.0

-31.8 -16.2 -24.3 -75.8 -59.6 -12.2 -23.5

445.9 470.0 524.5 530.3 499.5 529.5 577.1

1977 1978 1979

634

5 237

-275

658

5 957

185

19801

1980 prices

7 676

1451

3 533

8 137

1506

3 343

8 300

1559

3 324

8 300

1590

3 613

12 660

215

12 986

-131

13 183

2

13 503

103

12 875

4 603

5 512

12 855

5 299

5 772

13 185

5 658

5 915

13 606

5 813

6131

11966 12 382 12 928 13 288

151

5 809 5 813

-106 -318

12 600 13 040 13 079 13 288

Note: Estimates of real income coincide with output in real terms on the assumption of unchanged terms of trade. Due to particularly strong fluctuations in Icelandic
terms of trade national expenditure in real terms may deviate substantially from real gross national product without adverse effects on the balance of payments. This is
explicitly introduced in the Icelandic national accounts, as shown above. The item "Export income", obtained through the deflation of exports with a price index for imports,
expresses the external purchasing power of the export earnings, and the difference between this item and exports, normally deflated with an export price index, is a measure
of the real income "effect of changes in terms of trade".

1. Provisional.

2. Gross national product + effect of« in terms of trade.
Source: National Economic Institute.



Table C. Production and employment

Os

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

Fisheries and fish processing

Export production: Value, current prices Kr. mill. 114.05 118.23 195.10 265.76 378.91 536.48 841.86 1311.80 2 145.43 3 438.91

1973 prices1 Kr. mill. 188.20 176.91 195.10 199.44 199.22 222.13 269.00 284.33 327.83 362.25

Fishing fleet', end of year: Trawlers GRT 17911 20 340 29 810 34 796 36 523 36 843 38 422 39 096 40 269 42 265

Motor boats GRT 60 984 62 146 62 042 62 982 62 456 60 313 62 817 67 319 63 891 64 222

Total GRT 78 895 82 486 91852 97 778 98 979 97 156 101 239 106 415 104 160 106 487

Employment in fish processing 1970 = 100 104.7 102.8 101.5 106.1 117.1 122.5 130.6 128.7 138.5

Agriculture

Production: Value, current prices* Kr. mill. 47.00 58.68 80.32 116.51 159.69 207.72 305.13 468.43 622.30 1 023.31

1969 prices Kr. mill. 34.20 35.58 37.09 38.38 38.06 38.41 39.76 41.31 38.67 38.17

Capacity4: Cultivated grassland 1 000 hect. 108.4 111.3 113.8 115.0 117.0 119.2 121.6 123.6 125.7 127.2

Sheep 1 000 heads 735.5 786.2 828.6 845.8 863.6 850.8 896.2 890.8 769.8 827.9

Cattle 1 000 heads 53.3 59.2 65.3 67.3 66.5 61.8 62.7 62.8 57.2 59.9

Manufacturing (exc. fish processing)'

Production, volume 1970 = 100 114.9 124.2 134.9 135.2 132.7 143.4 153.4 157.4 163.2 169.2

Employment 1970 = 100 107.6 111.4 111.7 111.7 110.7 113.5 118.6 123.2 125.0

Dwelling construction

Started Number 1833 1963 3 377 2 640 2 261 2 268 1980 2 278 1932 1758

Completed Number 1362 1930 2 220 2 193 2 068 2 172 2 300 2 283 2 045 2 237

Under construction, end of year Number 3 510 3 543 4 672 5 119 5 312 5 408 5 088 5 083 4 970 4 491

1. As from 1976 the constant price series is based on chain quantity indices using current years weights.
2. Including whale-catchers, excluding open boat
3. Including change in livestock.
4. Beginning of year.
5. Excluding aluminium and ferrosilicon.
Source: Direct Icelandic communication to the OECD.



Table D. Gross fixed asset formation

Kr. million, current prices

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980'

Gross fixed asset formation, total 160.5 191.0 286.1 451.5 635.6 780.1 1 087.5 1 507.1 2 174.2 3 612.6

Classification by end-use:
Industrial asset formation 83.5 89.1 131.4 208.0 258.1 277.3 462.3 664.8 944.1 1500.7

Agriculture
Fishing
Fish processing
Manufacturing other than fish processing
Transport equipment
Commercial buildings, hotels, etc.
Various machinery and equipment

Residential construction

9.6

7.9

5.3

18.5

27.5

6.9

7.8

27.0

13.0

18.8

8.0

23.7

10.1

9.3

6.2

41.2

18.6

46.4

12.6

18.1

13.8

12.5

9.4

77.4

29.2

49.1

19.2

"27.7
36.5

27.1

19.2

102.0

38.5

48.8

26.4

45.0

45.5

29.3

24.6

134.6

47.7

35.0

25.7

52.4

54.9

39.7

21.9

169.4

66.9

104.4

49.8

84.7

75.2

49.9

31.4

232.7

92.5

107.2

63.9

188.0

77.3

81.9

54.0

342.7

115.0

167.4

103.6

289.4

99.1

98.9

70.7

493.7

160.0

221.7

140.0

393.0

272.0

161.3

152.7

745.2

Public works and buildings 50.0 60.7 77.3 141.5 242.9 333.4 392.5 499.6 736.4 1 366.7

Electric power, generation and distribution
Geothermal heating and water supply
Communications

Public buildings

Classification by type of assets:
Machinery and equipment

15.1

3.5

18.8

12.6

59.5

16.8

5.4

23.5

15.0

53.4

18.0

6.5

34.8

18.0

88.4

41.0

13.5

54.5

32.5

134.2

99.6

26.0

72.5

44.8

164.5

157.2

33.5

88.1

54.6

158.5

138.6

63.5

115.4

75.0

291.0

152.2

90.0

159.4

98.0

395.7

238.5

138.0

230.3

129.6

578.7

504.5

248.0

400.2

214.0

1 010.6

Machinery and other equipment
Transport equipment

Buildings and other construction

32.0

27.5

101.0

43.3

10.1

137.6

74.6

13.8

197.7

97.7

36.5

317.3

118.9

45.6

471.1

103.6

54.9

621.6

215.8

75.2

796.5

318.4

77.3

1 111.4

479.6

99.1

1 595.5

738.6

272.0

2 602.0

Residential buildings
Non-residential buildings
Other construction

27.0

33.2

40.8

41.2

47.0

49.4

77.4

56.4

63.9

102.0

99.4

115.9

134.6

119.6

216.9

169.4

152.2

300.0

232.7

225.6

338.2

342.7

335.6

433.1

493.7

458.9

642.9

745.2

640.6

1 216.2

1. Provisional.
Source: National Economic Institute.



Table E. Gross fixed asset formation

Kr. million, constant prices

oo

Gross fixed asset formation, total

Classification by end-use:
Industrial asset formation

Agriculture
Fishing
Fish processing
Manufacturing other than fish processing
Transport equipment
Commercial buildings, hotels, etc.
Various machinery and equipment

Residential construction

Public works and buildings

Electric power, generation and distribution
Geothermal heating and water supply
Communications

Public buildings

Classification by type of assets:

Machinery and equipment

Machinery and other equipment
Transport equipment

Buildings and other construction

Residential buildings
Non-residential buildings
Other construction

1971 1972 1973 1974 1975 1976 1977

1969 prices

131.7 130.4 156.7 173.6 159.0 154.9 172.7

72.2 65.8 79.2 92.1 72.0 59.7 84.3

7.7

6.3

4.4

15.8

25.5

5.3

7.2

12.1

2.6

14.6

9.6

28.2

25.5

78.0

20.6

25.6

31.8

9.3

14.0

5.4

17.3

8.7

5.8

5.3

10.3

29.7

6.8

10.4

9.4

6.1

6.5

11.4

24.0

7.3

11.5

18.8

8.7

10.4

10.0

14.3

6.9

12.6

13.8

6.6

7.8

9.8

6.8

5.5

11.7

13.0

7.3

5.6

10.9

3.3

15.3

9.4

9.2

3.2

18.5

8.8

14.7

4.3

19.4

10.4

53.7 42.7 58.0 68.0

24.9

5.9

15.7

10.1

50.4

33.0

6.1

15.1

10.0

11.1

19.9

9.0

15.9

14.7

7.0

6.7

20.6 25.7 37.8 32.7 30.4 31.0 32.7

38.9 38.9 39.7 48.8 56.6 64.2 55.7

21.5

9.0

14.7

10.5

37.7 59.6

34.0

8.7

87.7

48.6

9.4

49.2

18.8

36.6

13.8

24.7

13.0

44.9

14.7

98.7 105.6 108.6 117.2 113.1

25.7

29.9

32.1

37.8

27.6

33.3

32.7

31.9

41.0

30.4

27.3

50.9

31.0

28.1

58.1

32.7

32.5

47.9

1977 1978 1979 19B01

1980 prices

3 533 3 343 3 324 3 613

1446 1 427 1 416 1501

205

325

153

267

230

168

98

784

452

214

385

252

888

197

228

135

407

155

187

118

784

171

246

155

436

148

154

106

768

340

206

362

224

825

364

215

359

202

658

230

670

155

708

148

160

222

140

393

272

161

153

745

1 303 1 132 1 140 1 367

505

248

400

214

856 1011

739

272

2 645 2 518 2 468 2 602

784 784 768 745

750 761 710 641

1111 973 990' 1216

1. Provisional.
Source: National Economic Institute.



Table F. Balance of payments, OECD basis

US $ million

Exports, fob

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981»

150.4 191.7 290.2 329.3 308.8 404.0 512.6 649.4 790.9 931.1 902.8

Imports, fob 200.0 215.5 325.4 476.6 442.9 429.5 565.2 617.5 764.5 899.2 929.8

Trade balance -49.6 -23.8 -35.2 -147.3 -134.1 -25.5 -52.6 31.9 26.4 31.9 -27.0

Services, net 5.5 3.7 5.9 -8.3 -5.1 1.3 4.0 -2.9 -44.8 -97.3 -112.2

Balance on goods and services -44.1 -20.1 -29.3 -155.6 -139.2 -24.2 -48.6 29.0 -18.4 -65.4 -139.2

Current transfers, net -0.1 0.2 16.2 0.6 -0.6 0.2 -0.1 -0.9 -2.8 .-4.2 -3.2

Current balance -44.2 -19.9 -13.1 -155.0 -139.8 -24.0 -48.7 28.1 -21.2 -69.6 -142.4

Long-term capital (excl. spec, trans.) 48.1 24.4 23.3 85.1 107.5 47.5 98.4 64.4 88.6 143.6 152.9

a) Private 35.5 0.4 0.9 39.9 43.5 6.6 22.0 19.6 23.0 65.3 75.4

b) Official 12.6 24.0 22.4 45.2 64.0 40.9 76.4 44.8 65.6 78.3 77.5

Basic balance 3.9 4.5 10.2 -69.9 23.5 49.7 92.5 67.4 74.0 10.5

Non-monetary short-term capital 3.8 0.7 -15.6 -9.5 -26.6 -22.6 -14.5 -16.9 -7.1 14.0 19.6

Errors and omissions -0.6 -1.8 0.4 -0.4 -4.2 -14.2 -26.6 -33.2 -47.6 -23.5

Balance on non-monetary transactions 7.1 5.2 -7.2 -79.0 -59.3 -3.3 21.0 49.0 27.1 40.4 6.6

Private monetary institutions short-term capital 3.6 9.9 -0.6 -9.3 -3.1 -1.7 -1.3 -0.9 -2.0 -4.2 1.0

SO Balance on official settlements 10.7 15.1 -7.8 -88.3 -62.4 -5.0 19.7 48.1 25.1 36.2 7.6

Use of IMF credit -1.8 18.6 19.4 28.9 -11.7 -16.3 -23.9 -9.9

Special transactions
Miscellaneous official accounts 3.5 -3.6 23.8 20.2 43.8 7.1 -4.2 10.8 22.4 15.6 67.6

Allocation of SDRs 2.5 2.6 -3.5 -3.3 -3.3

Change in reserves (+ = increase) 14.9 14.1 16.0 -49.5 0.8 31.0 15.5 47.2 27.7 24.6 62.0

a) Gold 	 	
' 0.5 0.3 0.2

b) Currency assets 6.7 10.4 16.0 -42.5 2.6 34.5 14.0 49.3 22.6 18.6 60.2

c) Reserve position in IMF 5.7 -7.0 7.1 5.9

d) Special Drawing Rights 2.5 3.7 -0.1 -1.8 -3.5 1.0 -2.4 -2.1 0.1 1.8

1. Provisional.

Sources: Central Bank of Iceland; Direct Icelandic communication to the OECD.



Table G. Central government income and expenditure
Accruals basis

Kr. million

Os
o

Current revenue

Direct taxes

Indirect taxes1

Other

Current expenditure

Purchase of goods and services1
Current transfers and subsidies

Gross saving

Gross fixed asset formation

Surplus on current and fixed investment
account

Lending, net9
Net capital transfers to other sectors

Overall balance*

1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

132.6 185.3 248.8 377.2 510.4 713.2 1 002.8 1 636.5 2 480.4 3 929

14.9 43.2 56.7 59.4 61.0 91.9
116.0 140.0 189.1 313.9 441.8 609.8

1.7 2.1 2.9 3.9 7.6 11.5

-1.0

110.4 280.5 462.2 649

873.4 1 327.0 1 965.8 3 179

19.0 29.1 52.4 101

99.8 140.6 197.4 323.3 438.6 537.2 801.8 1 354.2 2 076.2 3 118

41.5

58.3

53.8

86.8

75.6

121.8

119.5

203.9

163.8

274.8

226.5

310.7

389.3

412.5

633.9

720.3

931.3

1144.9

1418

1700

32.8 44.7 51.4 53.9 71.8 176.0 201.0 282.3 404.2 811

14.0 15.9 21.3 30.1 48.0 47.0 80.1 96.1 143.3 288

18.8 28.8 30.1 23.8 23.8 129.0 120.9 186.2 260.9 523

-2.5 0.2 0.5 1.0 -20.4 13.3 -7.8 21.8 -33.6 77

22.2 27.5 32.6 56.6 99.2 120.9 146.3 202.3 272.0 384

1.2 -3.0 -33.9 -55.0 -5.2 17.6 -37.9 22.5 62

1. Including employers' social security contributions.
2. Including interest.
3. " " = net borrowing.
4. Net change in floating debts and cash balances.
Source: Central Bank of Iceland.



Table H. Fish catch, wages and prices

Os

Fish catch (thous. metric tons' Wages and prices (1970 = 100)

Total
White

fish, Herring Capelin
Shrimp,
lobster,

Hourly
wage

rates,

Cost of living index'

Building

Export prices of fish products9

Food, Home- Fresh
Salted

Fish

etc. shell-fish unskilled
workers1

Total bever¬

ages'
owner¬

ship
and

iced fish products products
meal

and oil

1 2 3 4 5 6 7 8 9 10 11 12 13 14

1972 726 390 42 277 17 147 117 117 121 137 122.6 153.2 148.4 95.4

1973 902 402 43 442 15 180 143 153 140 175 177.5 195.7 189.9 218.5

1974 941 427 41 462 11 261 205 223 172 266 195.2 219.9 311.5 214.8

1975 989 445 33 501 10 350 306 333 233 378 174.0 217.3 289.3 136.2

1976 979 477 30 459 13 444 404 447 305 466 264.7 245.0 298.1 174.6

1977 1370 514 29 813 14 631 527 597 388 606 324.4 283.6 300.3 247.7

1978 1558 536 37 967 18 979 759 860 549. 893 423.9 305.3 314.6 240.4

1979 1641 614 45 964 18 1398 1 105 1160 791 1312 438.2 343.8 359.6 214.6

1980 1508 674 50 760 21 2 124 1751 1847 1214 2 042 459.0 330.1 406.7 237.4

1981 1432 731 39 641 21 3 240 2 642 2 443 1863 3 092 445.2 349.6 512.0 261.9

Quarterly:

1980 1 623 226 	 392 5 1807 1434 1587 930 1796 460.1 347.6 387.3 242.1

2 209 204 1 4 1960 1624 1737 1258 2 023 393.5 338.3 402.0 235.8

3 215 138 67 6 2 170 1788 1910 1307 2 225 397.4 330.4 378.7 218.5

4 462 106 50 301 6 2 559 1982 2 147 1356 2 585 492.5 332.8 395.6 263.5

1981 1 342 180 1 155 6 2 871 2 266 2 130 1421 2815 457.6 335.1 467.3 275.1

2 275 271 	 1 3 3 063 2 448 2 233 1949 3 050 477.8 380.3 529.1 278.9

3 260 166 1 86 7 3 320 2 667 2 527 2 005 3 347 473.7 362.4 521.0 255.2

4 555 114 37 399 5 3 708 2 933 2 837 2 077 3 753 464.5 356.2 516.9 242.1

1. Weighted averages.
2. New index beginning February 1981 (Jan. = 100).
3. From 1981, excluding beverages.
4. February, June and October. From 1976: March, June, September, December.
5. At a constant rate of exchange. The annual and quarterly indices, which are based on fob prices in terms of foreign currencies, are not fully comparable due to

weighting differences as well as to the fact that the annual series is an implicit price index while the quarterly series is a unit base index.
Sources: Icelandic Statistical Bulletin and Hagtidindi; Central Bank of Iceland, Economic Statistics; Direct Icelandic communication to the OECD.



Table I. Foreign trade, total and by area

US $ million, monthly rates

Os
to

Total imports
cif

Imports by area
Total exports

fob Exports by area

Orig. Adj.

OECD countries
Non-OECD

countries

Orig. Adj.

OECD countries
Non-OECD

countries

Total
Europe

USA
Eastern

Europe

Devel¬

oping
countr.

Total
Europe

USA Eastern

Europe

Devel-

EEC Others EEC Others countr.

15 16 17 IS 19 20 21 22 23 24 25 26 27 28 29 30

1972 19.2 16.3 10.1 3.7 1.5 2.0 0.9 15.7 13.4 5.2 3.3 4.8 1.9 0.4

1973 29.6 26.2 13.3 7.5 2.2 2.7 0.8 24.1 21.6 9.5 5.0 6.5 2.1 0.4

1974 43.2 36.3 19.3 9.9 3.5 5.8 1.0 27.7 23.5 8.1 8.1 6.1 3.4 0.7

1975 40.6 34.3 18.4 8.8 3.7 5.1 1.2 25.7 20.7 6.4 6.4 7.5 4.3 0.6

1976 38.9 32.1 17.0 7.6 4.1 5.5 1.4 33.4 29.1 10.5 8.3 9.6 3.5 0.9

1977 50.7 41.6 24.1 10.7 3.3 6.3 2.7 42.7 34.8 13.1 7.9 12.9 6.1 1.7

1978 56.7 47.6 26.7 12.9 4.0 5.8 3.3 54.2 43.6 17.4 9.2 15.9 4.2 6.4

1979 68.8 57.3 32.0 16.0 4.5 8.7 2.8 65.8 58.1 25.4 11.9 18.4 5.3 2.4

Quarterly: .

1980 1 75.5 85.0 62.2 32.4 20.1 5.3 10.7 2.7 60.6 71.0 50.9 26.0 8.4 15.7 7.7 2.0

2 94.0 84.0 80.7 35.6 20.3 13.7 9.5 3.8 83.8 79.0 68.0 28.0 20.7 17.6 7.7 8.1

3 81.4 86.0 67.1 37.2 17.0 6.0 11.0 3.3 79.6 78.0 65.6 32.7 13.2 17.5 5.8 8.2

4 82.0 78.0 72.1 40.2 17.4 6.4 6.6 3.3 82.0 75.0 64.0 32.1 14.6 15.8 6.5 11.5

1981 1 70.8 80.0 62.2 35.7 13.7 5.1 6.0 2.6 57.7 69.0 42.7 20.5 8.3 13.3 10.2 4.8

2 90.3 83.0 77.9 36.4 24.7 7.4 8.8 3.6 81.5 78.0 68.0 21.3 28.1 16.6 7.6 5.9

3 77.6 82.0 67.9 36.4 19.0 7.1 6.7 3.0 74.0 74.0 54.2 20.2 12.6 18.6 2.9 16.9

4 102.6 96.0 86.3 43.9 27.4 7.0 10.2 6.1 85.2 79.0 62.6 31.5 15.3 14.0 4.2 18.4

1982 1 85.6 80.4 73.0 37.6 21.7 6.9 8.6 4.0 73.0 63.5 57.9 23.5 16.8 15.3 5.6 9.5

Sources: OECD, Foreign Trade Statistics, Series A; Central Bank of Iceland.



Table J. Foreign trade by commodity group

US $ million

Imports by commodity group Exports by commodity group

Trans¬

port
equip¬
ment

Other imports

Total
Total

Food

and
live

animals

Manu¬
factured

goods

Machin¬

ery and
appa¬
ratus

Other

goods
Total

Fish

products,
total

Frozen
fish

fillets

Herring
salted

Herring
and

capelin
meal

Other

fish and
misc.

prod.

Agricul¬
tural

prod.

Alumi¬

nium

prod.

Other
manuf

prod.

SITC No. 78.79 0 6 71.77

31 32 - 33 34 35 36 37 38 39 40 41 42 43 44 45 46

1972 232.0 32.3 199.7 21.3 49.6 49.3 79.5 189.7 140.0 59.9 1.9 7.1 1.3 5.9 30.9 10.6

1973 354.0 68.6 285.4 31.3 78.7 60.4 115.0 295.9 218.1 79.7 0.2 27.0 1.6 8.7 50.5 15.3

1974 520.8 94.8 426.0 43.3 102.1 85.7 194.9 331.1 247.9 80.2 0.0 24.9 2.0 9.2 49.3 17.2

1975 488.0 61.5 426.5 46.0 99.0 98.7 191.8 308.6 243.2 101.0 1.5 17.9 1.4 9.0 32.5 19.6

1976 469.9 45.8 424.1 49.5 94.0 95.3 185.3 404.0 293.4 119.7 7.8 16.9 2.4 10.3 68.0 25.4

1977 607.0 90.5 516.5 53.2 120.9 109.8 232.6 512.6 377.9 162.6 10.2 48.0 4.2 12.1 75.1 37.3

1978 693.6 68.8 624.8 61.3 145.6 140.9 277.0 658.3 502.4 215.0 15.7 64.7 3.7 15.1 89.5 41.9

1979 827.3 74.1 753.2 80.0 159.7 143.5 370.0 779.0 582.7 247.8 22.1 61.1 3.8 19.8 105.7 62.4

1980 999.6 104.8 894.8 87.8 193.6 172.1 441.3 919.0 687.9 256.5 21.4 61.3 8.4 16.0 114.1 86.4

1981 1 025.3 105.9 919.4 81.9 190.8 185.0 461.7 894.4 699.7 230.3 24.3 44.5 5.1 12.3 87.4 84.9

Quarterly:

1980 1 226.5 13.0 213.5 22.6 46.8 41.2 102.9 182.4 130.1 63.4 10.6 15.1 0.8 5.3 28.6 17.6

2 283.9 60.5 223.4 23.5 47.2 41.1 111.6 251.2 200.0 64.8 0.2 22.5 3.6 2.6 26.3 18.7

3 243.7 13.3 230.4 19.4 50.9 47.2 112.9 238.2 171.1 66.0 0.0 1.6 1.3 2.3 40.6 22.4

4 245.5 18.0 227.5 22.3 48.7 42.6 113.9 247.2 186.7 62.3 10.6 22.1 2.7 5.8 18.6 27.7

1981 1 212.3 10.0 202.3 18.3 41.1 38.7 104.2 172.9 134.5 55.6 21.0 9.7 1.3 4.4 18.3 14.3

2 272.6 31.7 240.9 21.5 50.9 49.8 118.7 244.4 188.8 65.0 1.4 11.1 1.4 2.8 27.6 21.9

3 232.4 18.5 213.9 20.3 46.5 49.1 98.0 220.3 177.6 57.8 0.0 1.3 0.8 1.8 16.3 23.6

4 308.0 45.7 262.3 21.8 52.3 47.4 140.8 256.8 198.8 51.9 1.9 22.4 1.6 3.3 25.2 25.1

1982 1 210.7 19.1 191.6 16.7 46.6 37.7 90.6 152.6 111.9 48.9 16.2 9.3 0.3 2.4 22.4 14.7

Sources: Icelandic Statistical Bulletin; OECD.



Table K. Money and credit

End of period

Os

Central Bank Non-Bank sector Deposit money banks
(DMB)

Credits granted by DMB

Money supply

Savings
deposits

p. Redis- Net
«ârv« counted ,orei*n
reserves bjUs position

Total

of which to:

rate on position
bank of

over- govern-
drafts ment

Ml> M2'
Agri- and fish '"j g Dwell-

culture pro- ings
cessing m°rce

Foreign exchange

Corn-
Official mercial

gold and banks'
foreign short-

ex- term

change' foreign
assets

Per cent4 Kr. million
Mi»

SDRÏ

78

ion

Kr.

1972 16.00 2 70 192 178 47 27 -10 235 23 36 81 32 -6

1973 18.00 14 97 260 231 68 40 -15 313 33 50 105 39 83 -4

1974 24.00 54 124 336 296 86 82 -34 458 45 102 148 48 40 4

1975 24.00 121 170 442 375 114 125 -84 561 72 122 179 57 40 10

1976 36.00 144 208 548 513 159 160 -93 708 96 161 210 77 69 14

1977 36.00 169 306 783 732 225 265 -138 1009 153 264 267 105 82 18

1978 36.00 305 429 1 122 1 110 329 397 -272 1419 240 333 376 156 106 29

1979 36.00 303 625 1677 1792 533 587 -408 2 230 378 501 617 273 125 40

1980 4.75 339 1013 2 775 2 993 941. 992 -894 3 515 532 817 978 456 138 78

1981 5.00 268 1640 4 862 5 240 1778 1392 -1422 6 058 797 1424 1658 782- 199 73

Quarterly:

1980 1 4.50 395 691 1830 1944 658 644 -372 2 620 349 636 797 323 119 31

2 4.75 391 770 1989 2 070 747 725 -434 2 967 326 776 887 373 100 64

3 4.75 337 795 2 104 2 205 761 771 -620 3 203 373 768 950 435 110 84

4 4.75 339 1013 2 775 2 993 941 992 -894 3 515 532 817 978 456 138 78

1981 1 4.75 506 1095 3 076 3 406 1 148 908 -984 3 980 463 939 1237 502 169 66

2 5.00 391 1411 3 703 3 854 1 365 1242 -1086 4 933 458 1346 1411 583 172 20

3 5.00 338 1454 3 945 4 207 1443 1211 -1224 5 441 488 1365 1543 701 196 19

4 5.00 268 1640 4 862 5 240 1778 1392 -1422 6 058 797 1424 1658 782 199 73

1982 1 5.00 504 1646 5 097 5819 1913 1555 -1758 7 091 743 1694 2 086 887 186 56

1. Notes and coins, demand deposits.
2. Broad money, i.e. Ml plus general savings deposits.
3. Excluding IMF position.
4. From 1980, per month.
Sources: Central Bank of Iceland, Annual reports; OECD, Main Economic Indicators.
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Population

Reference period

Mid-1980

Inhabitants per sq. km cf land area »
Net average annual increase Mid-1970 to Mid-1980

Employment Total civilian

of which : Agriculture, forestry, fishing
Industry4
Other

Gross domestic product at market prices
Average annual volume growth6
Per capita

Gross fixed capital formation

of which : Transport, machinery and equipment
Residential construction

Average annual volume growth*

Gross saving ratio11

General government

Current expenditure on goods and services
Current disbursements13

Current receipts

Net official development assistance

Indicators of living standards

Private consumption per capita
Passenger cars, per 1 000 inhabitants
Telephones, per 1 000 inhabitants
Television sets, per 1 000 inhabitants
Doctors, per 1 000 inhabitants
Full-time school enrolment15

Infant mortality17

Wages and prices

Hourly earnings in industry18
Consumer prices

Foreign trade

Exports of goods, fob
As percentage of GDP
Average annual volume increase

Imports of goods, cif
As percentage of GDP
Average annual volume increase

Total official reserves24

As percentage of imports of goods

Units

Thousands
Number

%

ustralia

14616

2

1.4

1980

»

Thousands

% of total

»

6 242

6.5

31.0

62.5

1980

1975 to 1980

1980

US S billion»

%
US $"

140.0

2.5

9 580

1980

1979

»

1975 to 1980

% of GDP
»

»

%

22.8

4.2"

1.6

1980 % of GDP 21.4"

1979

»

»

% of GDP
»

»

16.2

29.6"

32.5"

1980 % of GNP 0.5

1980

1978

1979

1977

1977

1979

1980

US J"
Number

»

»

»

% of age group
Number

5 800

479

440"

35114

1.514

44.4

11.0

age annual increase
1975 to 1980

»

%
%

10.3

10.6

1980

»

1975 to 1980

1980

»

1975 to 1980

US S million"

%
%

US S million"

%
%

2 068

15.8

3.7

0 208

14.5

5.0

End- J 980

In 1980

US S million

%
2044

10.1

1. Partly from national sources.
2. Total resident population.
3. Private and socialised sector.

4. According to the definition used in OECD: Labour Force Statistics: mining, manufacturing»
construction and utilities (electricity, gas and water).

5. Social product.
6. At constant prices.
1. Including Luxembourg.

Austria Belgium

7 509 9 857

89 323

0.1 0.2

3 070 3 751

10.5 3.0

40.3 34.8

49.2 62.2

77.0 116.5

3.5 2.9

10 250 11 820

25.3 21.4

9.8 6.0

14.2 6.5

2.2 1.6

26.2 16.3

18.0 17.7

42.2 46.2

44.2 43.2

0.2 0.5

5 650 7 540

272 302

375 352

2471» 286

2.3 2.1

32.0» 61.3»

13.9 11.2"

7.4 8.8

5.3 6.4

17 364 64 500'

22.8 55.7

9.3 5.9

24 252 71 6767

31.8 61.8

9.7 5.5

6 223 9 3497

25.7 13.0

Canada Denmark

23 959 5 125

2 119

1.2 0.4

10 655 (2 470)
5.5 (8.1)

28.5 (28.6)
66.0 (63.3)

253.3 66.4

3.0 2.6

10 580 12 950

23.1 18.3

8.1 7.6

5.3 6.9

2.3 -0.3

21.5 14.4

19.4 25.2

35.8 49.4

35.8 50.3

0.4 0.7

5 950 7 270

410» 219

666 609

428" 338

1.8 2.0

64.9" 57.4»

10.9" 8.8"

10.1 11.2

8.7 10.4

64 944 16 740

25.8 25.2

6.3 6.2

58 992 19 320

23.4 29.1

3.2 3.2

4 029 3 459

6.8 17.9

Finland France

4 780 53 713

16 97

0.4 0.6

2 192 21 142

11.6 8.8

34.4 35.9

54.0 55.3

49.9 651.9

3.1 3.3

10440 12 140

24.6 21.6

8.6 9.2

6.3 6.4

-2.2 2.0

24.8 21.7

18.4 14.9

34.6 42.1

38.2 43.4

0.2 0.6

5 720 7 690

235 327

470 415

36314 372

1.6 1.614

68.5 55.9

7.7» 10.0

11.1 13.6

10.7 10.5

14 148 111 312

28.2 17.2

10.5 6.8

15 612 134 856

31.2 20.8

2.3 8.7

1 914 30 994

12.3 23.0

BASIC STATISTICS: INTERNATIONAL COMPARISONS

Iceland

8. Excluding ships operating overseas.
9. Fiscal year beginning April Jst.

10. Fiscal year beginning July 1st.
11. At current prices and exchange rates.
12. Gross saving = Gross national disposable income minus private

and government consumption.
13. Current disbursements « Current expenditure on goods and

services plus current transfers and payments of property income.
14. 1976.

Germany Greece

61 566 9 599

248 73

0.1 0.9

25 265 (3 347)
6.0 (29.7)

44.8 (30.0)
49.2 (40.3)

819.1 40.4

3.6 4.4

13 310 4210

23.6 23.58

9.1 8.6

6.5 9.2

5.2 3.8

23.1 25.6

20.0 16.3

40.9 29.7

42.9 30.6

0.4

7 340 2 750

346 80

434 281

308 12714

2.0 2.2

45.41» 45.4s0

13.5" 18.7»

6.1 24.2

4.1 16.3

191 688 5 184

23.3 12.3

6.3 8.9

185 856 10 632

22.5 25.2

7.3 3.9

52 261 1301

28.1 12.2

229

2

1.1

(101)
(11.9)
(37.6)
(50.5)

2.8

3.7

12410

26.5

6.6

5.7

2.3

24.5

Ireland Italy

3 401 57 042"

48 189

1.4 0.6

1 149 20 572

19.1 14.2

32.4 37.8

48.5 48.0

17.8 394.0

3.9 3.8

5 190 6 910

27.9 20.0

9.8" 8.0

6.4" 5.1

7.6 3.5

19.8 22.3

20.0 16.1

41.7" 41.1

37.8" 35.7

0.2

3 310 4 270

194 300

174 318

193 224

1.2 2.3

50.5 43.914

12.4» 14.3

16.6 21.2

14.1 16.6

8 508 77 904

47.8 19.8

9.6 5.9

11 148 99 708

62.6 25.4

10.3 7.6

2 876 26 117

25.8 26.2

11.7

25.0»

34.0»

7 560

339

444"

21414

1.7»

5.4»

43.4

41.5

924

33.0

12.7

996

35.6

4.9

176

17.7

13. Children aged 15-19.
16. 1974.

17. Deaths in first year per 1 000 live births.
18. Figures are not strictly comparable due to differences in coverage.
19. 1978.

20. 1975.

21. 1972.
22. 1977.

23. 1979.

Japan
Luxem Nether

bourg lands

116 782 365 14144

309 141 418

1.2 0.7 0.8

55 360 159 4 677

10.4 5.7 6.0

35.3 38.2 31.8

54.3 56.1 62.2

1040.0 4.6 167.6

5.1 2.3 2.5

8 910 12 570 11 850

31.7 25.3 21.0

10.7 9.2" 8.7

7.4 6.6" 5.8

4.7 1.1 1.4

30.7 50.1 20.1

9.8 15.9 18.1

24.2 43.5 55.1

26.6 52.2 55.8

0.3 1.0

5 220 7 430 7 200

185 423 288

460 547 486

23920 293" 279

1.2 1.1 1.7

71.4 37.3" 65.0

7.4 11.5 8.7"

8.4 6.1

6.5 6.1 6.0

129 588 73 836

12.5 46.0

9.2 4.6

141 108 76 872

13.6 47.9

4.4 4.7

25 717 	 13 607

18.2 17.7

New

Zealand

3 131

12

1.1

1270

11.0

33.6

55.4

23.3»

0.7

7 442

17.8

7.8

3.3

-7.7

19.3»

16.0»

0.3

4 550

395

5451»

25914

1.4

44.8"

12.6»

15.4

14.4

5 421

23.3

8.1

5 468

23.5

0.9

353

6.5

Norway

4 087

13

0.5

1 914

8.5

29.7

61.8

57.3

4.6

14 020

25.0

9.9

5.3

-0.5

29.9

19.7

47.1

52.2

Portugal

0.8

6 600

282

423

27014

1.8

65.0

8.8»

9.4

8.4

18 492

32.2

9.2

16 956

29.5

4.4

6 100

36.0

9 966

108

lj.O

3 951

28.3

35.7
36.0

241

5.2

2 430

20.9

7ul

3l7
427

20^5

1418

30r7
26i9

I

I

1790

118

132

761

Spain Sweden

1

33

26i

5

4"

0"

14:5

2li8
1
!

4644

19:3

9 300

38:7

1784

19.2

37 381

74

1.1

11254

18.9

36.1

45.0

211.1

2.2

5 650

19.6

6.9"

-Q.9

18.9

10.8

26.7

27.5

3 950

178

294

18514

1.8

41.3"

11.1

25.7

18.6

20 820

9.8

9.9"

34176

16.1

0.7"

12516

36.6

8 316

18

0.3

4 232

5.6

32.2

62.2

122.8
1.2

14 760

20.3

7.3

5.0

-0.2

17.3

28.4

56.8

57.4

0.8

7 630

345

772

36314

1.814

56.314

6.7

9.9

10.5

30 924

25.3

2.1

33 420

27.4

0.8

3 690

11.0

Switzer¬

land Turkey

6 373

154

0.2

3 012

7.2

39.5

53.3

101.5

1.6

15 920

23.8

7.1

2.2

26.7

12.9

29.9

33.2

0.2

10128

324

700

285"

2.0

70.1"

8.5"

2.8

2.3

29 616

29.9

6.3

36 336

36.7

9.0

19 374

53.3

45 078

58

2.4

14 610

60.4

16.3

23.3

52.9

2.8

1 170

18.0

3.8

-0.2

16.6

13.7

23.4

23.8

851

11"

39

44"

0.6

12.7»

35.5

50.1

2 748

5.2

4.7

6 252

11.8

-4.1

1442

23.1

United United Yugo
Kingdom States slavia1

56 010 227 658 22 340

230 24 87

0.1 1.1 0.9

24 397 97 270 9 6903

2.6 3.6

38.0 30.6 22.3

59.4 65.8 41.9

522.9 2 587.1 56.2*

1.6 3.9 5.6

9 340 11360 2 516

17.8 18.2 35.5

9.3 7.4

3.0 4.8 7.2

0.3 3.3 5.7

19.2 18.3 37.0

20.0 17.4 17.6

40.0 31.5

39.0 32.5

0.3 0.3

5 581 7 370 1343

256 536 85

480 793 79"

324 571» 199

1.5 1.7 1.3

46.2" 75.0 52.2

11.8 12.6 33.4"

14.9 8.5 19.0

14.4 8.9 17.9

115176 220 704 8 568
22.4 8.6 15.2

4.7 6.7 3.8

120156 241200 14 436

23.3 9.4 25.7

3.9 6.7 0.5

21492 27 395 1467

17.9 11.4 10.2

24. Gold included in reserves is valued at 35 SDR per ounce (see IMF, International Financial Statis¬
tics, series Total Reserves).

" 1976 to 1980.25.

Note: Figures within brackets are estimates by the OECD Secretariat.

Sources: Common to all subjects and countries: OECD: Labour Force Statistics, Main Economic Indi¬
cators, National Accounts, Observer, Statistics or Foreign Trade (Series A); Statistical Office of the European
[Communities, Basic Statistics of the Community; IMF, International Financial Statistics; UN, Statistical
'Yearbook.

National sources have also been used when data are not available according to standard international
definitions.
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