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

The Act requires that the MPC meet at least eight times each
year. Since the last report was sent to Parliament, the Committee has
held four regular meetings, most recently on 11 December 2019. The
following report discusses the work of the Committee between July
and December 2019.

Monetary policy formulation

According to the Act on the Central Bank of Iceland, the principal
objective of monetary policy is to promote price stability. This
objective is further described in the joint declaration issued by the
Bank and the Icelandic Government on 27 March 2001 as an inflation
target of 2%2%, based on the consumer price index. By law, the MPC
takes decisions on the application of the Bank's monetary policy
instruments; furthermore, the MPC's decisions shall be based on a
thorough and careful assessment of developments and prospects
for the economy as published in the Bank's Monetary Bulletin. The
MPC's statements and minutes, enclosed with this report, contain the
arguments for the Committee's decisions in the latter half of 2019.

Developments from July to December 2019
At its meetings in August, October, and November, the MPC decided
to lower the Bank’s key interest rate (currently the rate on seven-day
term deposits)' by a total of 0.75 percentage points. At the December
meeting, the Committee kept the key rate unchanged. In the first half
of 2019, interest rates were lowered by 0.75 percentage points. The
Bank's key rate therefore fell by 1.5 percentage points during the year
as a whole, to 3.0% at the end of December.

The monetary stance in terms of the Central Bank real rate eased
in H1/2019, concurrent with the series of policy rate cuts beginning
in May, but it was broadly unchanged in H2, as the Bank's nominal

1. The key rate is the interest rate that is the most important determinant of short-term
market rates and therefore is the best measure of the monetary stance. At present, this is
the interest rate on seven-day term deposits with the Central Bank.
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Table 1. Central Bank of Iceland interest
rate decisions in H2/2019 (%)

Seven-

Current  day term

Date accounts  deposits
11 Dec. 2.75 3.00
6 Nov. 2.75 3.00
2 Oct. 3.00 3.25
28 Aug. 3.25 3.50
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1. The Central Bank's key interest rate is defined as follows: the 7-day
collateralised lending rate (until 31 March 2009), the rate on deposit
institutions’ current accounts with the Central Bank (1 April 2009 - 30
September 2009), the average of the current account rate and the rate
on 28-day certificates of deposit (1 October 2009 - 20 May 2014),
and the rate on 7-day term deposits (from 21 May 2014 onwards).
Source: Central Bank of Iceland.
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based on a quarterly Central Bank survey.

Sources: Gallup, Statistics Iceland, Central Bank of Iceland.
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interest rates fell in tandem with the decline in inflation and inflation
expectations. In terms of the average of various measures of inflation
and one-year inflation expectations, the Bank’s real rate was 0.6% at
the end of December, as opposed to 0.5% at the end of June. The
Bank's real rate in terms of twelve-month inflation was 1% at the end
of December but averaged 0.4% in H2/2019 as a whole.

Nominal Treasury bond yields began to fall in late 2018 and
continued to decline until early November 2019, when they rose tem-
porarily, probably owing in part to changed expectations concerning
developments in Central Bank interest rates. The yield on ten-year
nominal Treasury bonds was 3.4% at the end of December, having
fallen by 0.4 percentage points since end-June and by 2.2 percent-
age points since the beginning of the year. Long-term indexed rates
also fell during the year. The yield on indexed ten-year Treasury-
guaranteed bonds was 1.1% at the end of December, 0.5 percentage
points lower than at the beginning of the year.

Interest rates offered to households fell during the year, and
household lending growth remains relatively robust. On the other
hand, the spread between the commercial banks' rates on new
corporate loans and the Bank’s key rate began to widen towards the
end of the year, and corporate lending growth eased. This slowdown
in corporate lending growth was expected in view of strong growth
in recent years coupled with declining demand. In addition, various
factors in financial institutions’ operations affect access to credit,
including revaluation of loan pricing and credit risk in the wake of
recent changes in the financial institutions’ operating environment.

Capital inflows for new investment amounted to nearly 21 b.kr.
in H2/2019, well below the 50 b.kr. total for H1. Over the same
period, outflows of capital previously imported for new investment
amounted to nearly 18 b.kr. H2 inflows were due largely to equity
securities purchases and, by the same token, outflows were primarily
due to sales of listed equities.

The kréna depreciated in autumn 2018, following news of airline
WOW Air's financing difficulties and because of the deterioration in
terms of trade. At the same time, signs of increased pessimism about
the economic outlook and the outcome of wage negotiations began
to come to the fore. The kréna held relatively stable in H1/2019
despite WOW's collapse and concerns about a sudden economic slide.
In H2, the kréna appreciated slightly, and by the end of December it
was some 3% % stronger than at the end of June.

In line with the Central Bank's declared objective of intervening
to mitigate excess short-term exchange rate volatility, the Bank traded
in the interbank foreign exchange market twice in H2/2019. It bought
foreign currency for 2.4 b.kr., or about 3% of total foreign exchange
market turnover during the period.

Inflation fell markedly in H2, to 2.0% by December. It is now
below the inflation target and is at its lowest in two years. House
price inflation slowed significantly in the first three quarters of
2019. Even so, the housing component was the major determinant
of developments in the CPI in H2, mainly because of price hikes in
regional Iceland in Q4. Other factors included miscellaneous imported



goods, particularly furniture and housewares, which had a moderate
impact on the index. Twelve-month inflation excluding housing has
also tapered off in recent months, to 1.7% in December. Underlying
inflation measured 2.4% in December, according to the median of
various measures, as compared with 3.3% in June.

The contribution of the rise in the housing component to inflation
has diminished substantially since June 2019. The twelve-month rise
in imputed rent, which represents the cost of owner-occupied housing
and consists of the market value of housing plus real mortgage
interest expense, totalled 2.3% in December, as compared with 3.4%
in June. The interest component of imputed rent has lowered inflation
recently, as real mortgage interest expense has fallen in response to
Central Bank rate cuts. Annual inflation is estimated to have been
lower by roughly 0.3 percentage points as a result. The contribution of
imported goods to inflation has also weakened since June, owing to a
relatively stable kréna in H2/2019. The twelve-month rise in imported
goods prices peaked at 4.3% in August but had tapered off to 1.3%
by December. On the other hand, the contribution from private
services has increased recently and now accounts for nearly a third of
twelve-month inflation, about the same as the contribution from the
housing component. This is mainly because the decline in telephone
service prices lost pace and airfares rose in 2019, after having
fallen significantly in recent years. Furthermore, home maintenance,
package tours, and restaurant services rose in price in H2/2019.

Inflation averaged 2.5% in Q4/2019, as was forecast in the
November Monetary Bulletin. According to that forecast, the outlook
is for inflation to be at or near the target for most of the forecast
horizon, although it may dip temporarily below target in H2/2020.

Inflation expectations have fallen by nearly all measures since
mid-2019, when the MPC sent its last report to Parliament. According
to recent surveys, market agents’ and corporate executives' one-year
expectations are at target, whereas household expectations measure
3%. Market agents’ long-term inflation expectations according
to surveys and bond pricing are also at target, whereas long-term
corporate and household expectations are around 3%. At the end
of December 2019, the five- and ten-year breakeven inflation rate
measured 2.2%, just over %2 a percentage point lower than at the
end of June.

At its December meeting, the MPC considered it appropriate
to wait and see what impact the measures already in place would
have. In the Committee’s opinion, lower interest rates had supported
demand, and based on the Bank's forecast, the current interest rate
level should suffice to ensure medium-term price stability and full
capacity utilisation.

According to the MPC's last statement, near-term monetary
policy decisions will depend on the interaction between developments
in economic activity, on the one hand, and inflation and inflation
expectations, on the other.

Monetary Policy Committee Report to Parliament

Chart 4

Capital flows due to registered new investments’
January 2017 - December 2019

B.kr. B.kr.

25 + 584bk 320
Y) M S SRR lowered | 51y
SRR lowered from - from 20% to 0%
15 - — -~ - - - 0% t020% T = = — — — 240
M- E " """ "~~~ "1 200
5 160
0 120
T e 80
E L0 e 40
T 017 T 2018 ' 2019 °
I Capital inflows into government bonds (left)
mm Capital inflows into listed shares (left)
B Other capital inflows (left)?
Bl Capital outflows (left)
Cumalative net capital flows (right)
1. Investment commencing after 31 October 2009 and based on new
inflows of foreign currency that is converted to domestic currency at a
financial instititution in Iceland. 2. Other inflows in March 2017 derive
almost entirely from non-residents’ acquisition of a holding in a domestic
commercial bank.
Source: Central Bank of Iceland.
Chart 5
Exchange rate and volatility of the kréna
Daily data 4 January 2010 - 31 December 2019
Index, 31 Dec. 1991 = 100 Volatility (%)
25 1.5

250

T T 0.0

0 71172 713 714 715 Te
—— Trade-weighted exchange rate of the krona

(inverted left axis)"
— Volatility of the krona (right)?

1. Price of foreign currency in terms of the kréna. Inverted axis shows
a stronger krona as a rise. 2. Volatility is measured by the standard
deviation of daily changes in the past 3 months.

Source: Central Bank of Iceland.

Chart 6

Headline and underlying inflation’
January 2013 - December 2019

12-month change (%)

6

D
4 AA--——~"~""~"""""""""""=-"-"---~
Y

R A

P V. o paf VA

o VM

B e

I S

I ) S

-4

2013 | 2014 ' 2015 ' 2016 ' 2017 ' 2018 ' 2019

— CPI — CPIXH —— Inflation target
Median value of measures of underlying inflation
3 High-low range of underlying inflation

1. Underlying inflation measured using a core index (which excludes
the effects of indirect taxes, volatile food items, petrol, public services,
and real mortgage interest expense) and statistical measures (weighted
median, timmed mean, a dynamic factor model, and a common
component of the CPI).

Sources: Statistics Iceland, Central Bank of Iceland.



Chart 7

Imported and domestic inflation’
January 2013 - December 2019

12-month change (%)

i nr T
LR

V

2013 ' 2014 ' 2015 ' 2016 ' 2017 ' 2018 ' 2019

—1 CPI Housing (21%)
— Imported goods (33%) —— Private services (24%)
— Domestic goods (14%) = Inflation target

1. Imported inflation is estimated using imported food and beverages
and the price of new motor vehicles and spare parts, petrol, and other
imported goods. The figures in parentheses show the current weight of
these items in the CPI.

Sources: Statistics Iceland, Central Bank of Iceland.

Chart 8

Inflation expectations
Q1/2013 - Q4/2019

%

1-yr expectations

5-yr expectations

—— Businesses —— Breakeven inflation rate

— Households — Inflation target

Market agents

Sources: Gallup, Central Bank of Iceland.

Monetary Policy Committee Report to Parliament

Accompanying documents
The following documents are enclosed with this report:

1.

10.

1.

12.

13.

14.

15.

Monetary Policy Committee statements from July to December
2019.

Minutes of Monetary Policy Committee meetings from July to
December 2019.

Governor's presentation on the financial crisis, Government
measures, Iceland, at an
international conference held by the Central Bank at Grand
Hotel, 12 July 2019.

Governor's presentation, delivered in I'safjéréur, Akureyri,
Neskaupstadur, and Arborg during the week of 12-19 August

and economic rehabilitation in

2019, on the Central Bank's operational objectives, monetary
and economic policy performance during the post-crisis period,
and major challenges ahead (in Icelandic).

Chief Economist's presentation on the domestic economy at
business cycle turning points, delivered at the Icelandic Federation
of Trade, 4 September 2019 (in Icelandic).

Governor's presentation, “A new Central Bank — what to
expect?”, delivered at a meeting of the Association of Business
Specialists and Economists [IS: Félag vidskipta- og hagfredingal,
19 September 2019 (in Icelandic).

Governor's presentation on the Central Bank and the fishing
industry, delivered at Fisheries' Day, held in Harpa Conference
Centre by Fisheries Iceland, 25 September 2019 (in Icelandic).
Press release on changes to Central Bank exchange rate listings,
9 October 2019.

Press release on restrictions on credit institutions’ transactions
with the Central Bank, 14 October 2019.

Governor's presentation on the economic outlook, delivered at a
meeting at Kvika banki, 29 October 2019 (in Icelandic).

Press release on amendments to the Rules on Indexation of
Savings and Loans, no. 877/2018, 4 November 2019 (in
Icelandic).

Governor's presentation on economic developments and
prospects, delivered at the Chamber of Commerce monetary
policy meeting, held at the Hilton Hotel, Thursday 7 November
2019 (in Icelandic).

Governor's presentation on economic policy and poverty,
delivered at the University of Iceland, 19 November 2019 (in
Icelandic).

Deputy Governor's presentation on the state of the Icelandic
economy and the medium-term outlook, delivered at a meeting
of Samidn, 19 November 2019 (in Icelandic).

Governor's presentation on a century of economic policy,
delivered at a symposium held by the Central Bank and the
University of Iceland Institute of Economic Studies, 21 November
2019 (in Icelandic).



16.

17.

18.

19.

Governor's presentation on developments in the banking system
and the current outlook for the financial market, held at Icelandic
Financial Services Association Day in Harpa Conference Centre,
28 November 2019 (in Icelandic).

Deputy Governor's address on the importance of sound organi-
sational and governance practices in the battle against cyberat-
tacks, delivered at an annual conference of Nordic central banks
in Stockholm, 28 November 2019.

Report on responses to some of the proposals from the task force
on the review of monetary policy.

Joint declaration by the Government and the Central Bank on
inflation targeting, March 2001.

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

Asgeir Jénsson

Governor of the Central Bank of Iceland
and Chair of the Monetary Policy Committee
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No. 17/2019
28 August 2019

Statement of the Monetary Policy Committee
28 August 2019

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to lower the Bank’s interest rates by 0.25 percentage points.
The Bank’s key interest rate — the rate on seven-day term deposits — will
therefore be 3.5%.

According to the Bank’s new macroeconomic forecast, published in the
August Monetary Bulletin, this year’s economic contraction will
measure 0.2%, slightly less than was forecast in May. This is due mainly
to more resilient private consumption growth, although the contribution
of net foreign trade is also more positive, as demand has shifted towards
domestic production, partially offsetting the stronger contraction in
tourism. The GDP growth outlook for 2020 has deteriorated, however,
as it now appears that it will take longer for tourism to recover after this
year’s setbacks.

Inflation measured 3.4% in Q2 but fell to 3.1% in July. Underlying
inflation has developed in a broadly similar manner. Furthermore,
inflation is expected to subside faster than was forecast in May and align
with the target in H1/2020. The kréna has appreciated by just over 2%
between meetings, and the foreign exchange market appears well
balanced. Inflation expectations have fallen back to target since the
MPC’s last meeting, and the monetary stance has therefore tightened
slightly.

Near-term monetary policy decisions will depend on the interaction
between developments in economic activity, on the one hand, and
inflation and inflation expectations, on the other.
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No. 20/2019
2 October 2019

Statement of the Monetary Policy Committee
2 October 2019

The Monetary Policy Committee (MPC) of the Central Bank of
Iceland has decided to lower the Bank’s interest rates by 0.25
percentage points. The Bank’s key interest rate — the rate on seven-day
term deposits — will therefore be 3.25%.

According to preliminary national accounts figures, output growth
continued to ease in H1/2019, even though it was somewhat stronger
than was forecast in the August Monetary Bulletin. This relatively
stronger growth is due mainly to a more favourable contribution of net
trade, as demand has shifted towards domestic production, partially
offsetting the contraction in exports. Leading indicators imply that
economic activity will continue to slow, although there are signs that
the economy may be regaining a foothold.

Headline inflation measured 3.1% in Q3, after falling between
quarters, while underlying inflation rose month-on-month in
September. Headline inflation was slightly lower than was forecast in
August, and the outlook is for it to ease faster than was assumed there.
The krona has appreciated, and inflation expectations have fallen since
the MPC’s last meeting. The monetary stance has therefore tightened
slightly.

Recent developments suggest that economic activity has been stronger
than previously assumed. On the other hand, the outlook is uncertain,
particularly for the global economy. As a result, domestic GDP growth
could weaken more rapidly than is currently expected.

Near-term monetary policy decisions will depend on the interaction
between developments in economic activity, on the one hand, and
inflation and inflation expectations, on the other.
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No. 23/2019
6 November 2019

Statement of the Monetary Policy Committee
6 November 2019

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to lower the Bank’s interest rates by 0.25 percentage points.
The Bank’s key interest rate — the rate on seven-day term deposits — will
therefore be 3%.

According to the Bank’s new macroeconomic forecast, published in the
November Monetary Bulletin, the GDP growth outlook for H2/2019 has
deteriorated relative to the August forecast. In H1, however, GDP
growth exceeded the forecast, and a contraction of 0.2% is therefore
expected for the year as a whole, as was projected in August. The
outlook for 2020 has also deteriorated, with GDP growth now forecast
at 1.6%.

Inflation has been at or above 3% since the spring but eased to 2.8% in
October. Underlying inflation has been more persistent, however.
Headline inflation is expected to subside faster than was forecast in
August and align with the target towards the end of this year. Inflation
expectations have continued to fall and are at target by most measures.
The monetary stance has therefore tightened slightly between MPC
meetings.

The Bank’s interest rates have been cut by 1.5 percentage points since
the spring, and the impact of this has yet to come fully to the fore. Lower
interest rates have supported demand, and based on the Bank’s forecast,
the current interest rate level should suffice to ensure medium-term price
stability and full capacity utilisation. The forthcoming fiscal easing will
pull in the same direction. The economic outlook could be overly
optimistic, however, particularly in view of global economic
uncertainty.

Near-term monetary policy decisions will depend on the interaction
between developments in economic activity, on the one hand, and
inflation and inflation expectations, on the other.
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No. 25/2019
11 December 2019

Statement of the Monetary Policy Committee
11 December 2019

The Monetary Policy Committee (MPC) of the Central Bank of Iceland
has decided to keep the Bank’s interest rates unchanged. The Bank’s
key interest rate — the rate on seven-day term deposits — will therefore
remain 3%.

According to recently published national accounts figures, output
growth measured 0.2% for the first nine months of the year. Although
this is slightly stronger growth than the Central Bank forecast in
November, overall developments year-to-date are in line with the
Bank’s projections.

Headline inflation measured 2.7% in November and has fallen between
months, as has underlying inflation. The inflation outlook is broadly
unchanged since the MPC’s last meeting, and inflation expectations are
at target by most measures. The monetary stance has therefore remained
largely unchanged between MPC meetings.

Near-term monetary policy decisions will depend on the interaction
between developments in economic activity, on the one hand, and
inflation and inflation expectations, on the other.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
August 2019 (86th meeting)

Published: 11 September 2019

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

The following are the minutes of the MPC meeting held on 26 and 27 August 2019, during which
the Committee discussed economic and financial market developments, the interest rate
decision of 28 August, and the communication of that decision.

| Economic and monetary developments

Before turning to the interest rate decision, members discussed the domestic financial markets,
financial stability, the outlook for the global economy and Iceland’s international trade, the
domestic economy, and inflation, with emphasis on information that has emerged since the 26
June 2019 interest rate decision, as published in the updated forecast in Monetary Bulletin
2019/3 on 28 August.

Financial markets

Since the June meeting, the krona had appreciated by 2% in trade-weighted terms. Over this
same period it rose by 2% against the euro and 3.5% against the pound sterling but fell by 0.5%
against the US dollar. Between meetings, the Bank bought foreign currency for 3 million euros
(0.4 b.kr.). The Bank’s transactions accounted for just under 2% of total turnover in the foreign
exchange market.

In terms of the Central Bank’s real rate, the monetary stance had tightened slightly since just
after the Committee’s June interest rate decision. The Bank’s real rate in terms of the average
of various measures of inflation and inflation expectations had risen by 0.1 percentage points
between meetings, to 0.6%. In terms of twelve-month inflation, it was also 0.6% and had risen
by 0.2 percentage points.
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Interest rates in the interbank market for krénur fell in line with the Central Bank’s rate cut in
June, and turnover in the market totalled roughly 12 b.kr. over the period.

Yields on long-term nominal Treasury bonds had fallen by 0.2 percentage points since the June
meeting, and yields on long-term indexed Treasury and Housing Financing Fund (HFF) bonds
had declined by 0.1 percentage points. Average non-indexed residential mortgage rates had
fallen more or less commensurably, whereas indexed mortgage rates had fallen less.

In terms of three-month interbank rates, the interest rate differential with abroad had
remained broadly unchanged between meetings. It measured 4.7 percentage points against the
euro area and 2.2 percentage points against the US. The long-term interest rate spread,
however, had widened slightly, and measured 4.4 percentage points versus Germany and 2.2
percentage points versus the US. Measures of the risk premium on the Treasury’s foreign
obligations were also largely unchanged. The CDS spread on the Treasury’s five-year US dollar
obligations was 0.7%, and the spread between the Treasury’s eurobonds and comparable bonds
issued by Germany was 0.5-0.7 percentage points.

Financial institutions” analysts all expected the MPC to lower the Bank’s interest rates by 0.25
percentage points, on the grounds that although inflation and inflation expectations remained
above target, both had subsided; furthermore, the exchange rate of the kréna had risen since
the Committee’s June meeting. The monetary stance had therefore tightened, and the
expected contraction was likely to be more pronounced than had been forecast in May.

According to the Central Bank’s quarterly market expectations survey, conducted in mid-
August, respondents expected the Bank’s key rate to be lowered by 0.25 percentage points in
Q3/2019, to 3.5%, followed by another rate cut of 0.25 percentage points before the end of the
year. They also expected the key rate to be 3.25% in one and two years’ time. These are lower
interest rates than they expected in the Bank’s May survey. As in the previous survey, three out
of every four respondents considered the monetary stance too tight at present, whereas the
share considering it far too tight was 20 percentage points smaller than in the previous survey.
About 22% of respondents considered the monetary stance appropriate, which is broadly in line
with the last survey.

Annual growth in M3 measured just over 8% in Q2/2019, after adjusting for deposits held by
the failed financial institutions, but had fallen to around 6% by July. As before, the increase is
due largely to growth in household deposits. After adjusting for the effects of the Government’s
debt relief measures, the stock of credit system loans to domestic borrowers grew in nominal
terms by almost 9% year-on-year in Q2/2019. Over the same period, household lending grew
by just under 8% year-on-year and corporate lending by just under 10%.

The Nasdaq OMXI10 index had fallen by some 3% between meetings. Turnover in the main
market totalled 365 b.kr. during the first seven months of the year, about 23% more than over
the same period in 2018.

Global economy and external trade

According to the forecast published by the International Monetary Fund (IMF) in July, the global
GDP growth outlook has deteriorated since the Fund’s April forecast. The IMF estimates global
GDP growth at 3.2% in 2019 and 3.5% in 2020, or 0.1 percentage points below its April forecast.
Weaker global GDP growth can be attributed to a poorer outlook in emerging and developing
economies, particularly Brazil and Mexico. However, the Fund has revised its GDP growth
forecast for advanced economies upwards by 0.1 percentage points, to 1.9%, owing mainly to
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Q1 GDP growth in the US, which exceeded the April forecast. The Fund continues to consider
the uncertainty in the output growth forecast to be concentrated on the downside, partly
because of the risk that global trade disputes will escalate further. It expects growth in world
trade to be even slower in 2019 and 2020 than it assumed in the April forecast. Inflation among
advanced economies is forecast at 1.6% in 2019, which is unchanged from the April forecast.
The outlook is for 2% in 2020, slightly less than in the spring forecast.

According to preliminary figures from Statistics Iceland, Iceland’s goods trade generated a 67
b.kr. deficit in the first seven months of the year, at constant exchange rates. The deficit over
the same period in 2018 was 115 b.kr., also at constant exchange rates. The smaller deficit now
is due to the exportation of aircraft early in the year, although import values have also
contracted by 8% in 2019 to date. The contraction in import values excluding ships and aircraft
has grown larger as the year has progressed. Import values have shrunk by a full 12% year-on-
year in the past three months, the largest contraction by this measure since 2009. The main
difference lies in reduced import values of passenger cars and fuels and lubricants, although
commodity prices contracted as well. Export values excluding ships and aircraft contracted by
just over 3% year-on-year in the first seven months of 2019, particularly for aluminium exports,
while marine product exports rose in value by 1%.

Between MPC meetings, the listed global price of aluminium fell by about 2% and was 16.5%
below the price seen at the same time last year. Preliminary figures from Statistics Iceland
indicate that foreign currency prices of marine products were up by just over 6% year-on-year
in H1/2019. The global price of oil had fallen by just under 9% between MPC meetings, to about
60 US dollars per barrel just before the August meeting. This is 22% lower than at the same time
in 2018.

The real exchange rate in terms of relative consumer prices was virtually unchanged month-on-
month in July, when it was 7% above its 25-year average but 16.5% below its June 2017 peak.
In July, it had fallen 10.6% year-on-year, as the nominal exchange rate of the kréna was 11.8%
lower and inflation in Iceland was 1.4 percentage points above the trading partner average.

Domestic economy and inflation

According to the Statistics Iceland labour force survey (LFS), total hours worked increased by
2% year-on-year in Q2. The rise in total hours is due to a 2.7% increase in job numbers, offset
by a shortening of the average work week by 0.7% between years. Although the number of jobs
increased year-on-year, it fell 0.2% between quarters after adjusting for seasonality. The
reversal in employment can be seen even more clearly in pay-as-you-earn (PAYE) data, which
suggest that employment contracted by 1% year-on-year and by 0.9% quarter-on-quarter in Q2.
According to the LFS the labour participation rate also fell quarter-on-quarter, and the
employment rate declined for the third quarter in a row. Seasonally adjusted unemployment
rose by 0.7 percentage points between quarters, to 3.8% in Q2.

Year-on-year population growth measured 2.1% in Q2, including 1.6 percentage points due to
immigration of foreign nationals. The increase in foreign labour has eased somewhat in recent
quarters, but the increase in Q2 remains similar to that observed in late 2016. Issuance of new
temporary work permits slowed between years in the first seven months of 2019, and the
number of active employees working for employment agencies and foreign services firms has
held relatively steady year-to-date.
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In Q2, the general wage index rose by 2.1% between quarters and by 5.4% year-on-year. Real
wages were 1.9% higher in Q2 than in the same quarter of 2018.

Key indicators of developments in private consumption at the beginning of Q3 suggest that
growth may have slowed. New motor vehicle registrations declined in number, and the rise in
payment card turnover was relatively moderate. The Gallup Consumer Confidence Index rose
slightly month-on-month in July, to 89.6 points. Nevertheless, this was still well below the July
2018 measurement.

Statistics Iceland’s nationwide house price index, published in late July, was virtually unchanged
month-on-month when adjusted for seasonality, but rose 3.5% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.2% month-on-month in July when
adjusted for seasonality, and by 2.9% year-on-year. The number of purchase agreements
registered nationwide fell by 10% year-on-year in the first seven months of 2019, while the
number of contracts for new construction declined by nearly 21% over the same period. The
average time-to-sale nationwide was 3.3 months in the first seven months of 2019, some 0.4
months longer than over the same period in 2018.

The CPI fell by 0.21% month-on-month in July. Twelve-month inflation measured 3.1% and had
declined by 0.5 percentage points since the MPC’s June meeting. The CPI excluding housing rose
by 2.8% year-on-year in July, and the difference between inflation including and excluding
housing has continued to narrow in recent months. However, inflation according to the HICP,
which also excludes owner-occupied housing costs, was lower, measuring 1.6% in July.
Underlying inflation measured 3.1% in July, according to the median of various measures, and
also fell between meetings.

Seasonal sales had a stronger impact in July than at the same time last year or in January 2019.
Owner-occupied housing costs were up 2.6% year-on-year in July, the smallest twelve-month
increase since the beginning of summer 2013.

According to the Central Bank survey carried out in mid-August, market agents’ inflation
expectations declined between surveys. Respondents now expect inflation to measure just
under 3% in one year and 2.5% in two years. They also expect inflation to average 2.5% over
the next five years, which is 0.5 percentage points less than in the August 2018 survey. Their
ten-year expectations have fallen back to the target as well. The breakeven inflation rate has
also fallen marginally since the MPC’s June meeting. The five- and ten-year breakeven rate has
averaged 2.9% in Q3 to date, some 0.6-0.9 percentage points lower than in the same quarter
of 2018.

According to the updated forecast published in Monetary Bulletin on 28 August, because of a
better initial position, inflation is now expected to be lower for the remainder of the year than
was projected in May. It is forecast to measure 3.2% in Q3 and then fall to 2.9% in Q4. The
outlook for 2020 has also improved, due mainly to the prospect of lower imported inflation.
Inflation expectations have fallen as well, after rising in 2018. Inflation is projected to align with
the target in H1/2020, but as was forecast in May, it is expected to dip temporarily below the
target in H2. According to the forecast, it will inch back up to the target in 2022.

Trading partners’ GDP growth is projected to average 1.6% this year, some 0.1 percentage
points below the May forecast. The prospects for GDP growth in the next two years are slightly
weaker as well. Terms of trade improved by 1.7% between quarters in Q1/2019, supported by
lower oil prices and favourable developments in marine product prices. They are expected to
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remain broadly flat in 2019, in line with the May forecast. The outlook for 2020 has improved,
however, driven mainly by lower oil prices and more modest rises in import prices in general.

The kréna depreciated last autumn following news of WOW Air’s financing difficulties and the
deterioration in terms of trade. It held relatively stable in H1/2019 but has appreciated since
early July; nevertheless, it was broadly the same at the August meeting as it was at the time of
the May Monetary Bulletin, and still about 10% weaker in trade-weighted terms than it was in
August 2018. The trade-weighted index has been around 181 in the recent past, and the
baseline forecast is based on the assumption that it will remain close to that level for the
remainder of the forecast horizon. This is a slightly lower exchange rate than was assumed in
May.

GDP growth measured 1.7% in Q1/2019, in line with the May forecast. The outlook is for GDP
to contract this year by 0.2%, a slightly smaller contraction than was projected in May, even
though tourist arrivals are projected to fall more than previously assumed and exports to
contract more sharply. This is partly because underlying growth in private consumption appears
more resilient, but no less because consumption spending is switching more towards domestic
production, as can be seen in a marked contraction in imports. As in May, the economy is
expected to rebound in 2020, with GDP measuring 1.9%. This is markedly below the May
forecast, as it now appears that the tourism industry will take longer than previously assumed
to recover after this year’s setbacks. GDP growth is forecast to rise to 2.7% in 2021, broadly in
line with the May forecast.

The assumptions concerning wage developments have changed little since May. The outlook
for productivity growth is similarly unchanged, and unit labour costs are therefore expected to
develop as in the May forecast. They are expected to rise by 6.8% this year and 4% per year, on
average, in the two years thereafter.

Job numbers fell in Q2/2019, and unemployment rose to its highest since 2015. Capacity
pressures that had accumulated after the recent boom have therefore eased. The output gap
is estimated to have almost closed, and a modest slack is expected to develop by the end of this
year. As 2020 progresses, unemployment will taper off again, and the slack will close by the end
of the year.

Il The interest rate decision

MPC members discussed the monetary stance in view of the most recent information on the
economy. They discussed whether the monetary stance was appropriate in view of the inflation
outlook, as the Committee had decided in June to lower interest rates because there were signs
that the economic contraction could turn out deeper and longer than was assumed in May. In
addition, inflation expectations had fallen between MPC meetings and the monetary stance had
therefore tightened again.

The MPC discussed economic developments and prospects and, in this context, took account
of the Central Bank’s updated macroeconomic forecast, published in Monetary Bulletin on 28
August, according to which this year’s economic contraction would measure 0.2%, slightly less
than was forecast in May. Members agreed that this was due mainly to more resilient private
consumption growth, although the contribution of net foreign trade was also more positive. It
emerged in the discussion that this was because demand had shifted towards domestic
production, partially offsetting the stronger contraction in tourism. The MPC noted, however,
that the GDP growth outlook for 2020 had deteriorated, as it now appeared that it would take
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longer for the tourism sector to recover after this year’s setbacks. The global GDP growth
outlook had deteriorated as well, and uncertainty and pessimism had increased. Committee
members agreed, however, that the previous assessment of the economic outlook was broadly
unchanged and that despite the negative shocks to the economy in H1/2019, the outlook was
for a relatively moderate adjustment, other things being equal.

The Committee discussed developments in inflation, which measured 3.4% in Q2 but eased to
3.1% in July. Members noted that underlying inflation had developed in a broadly similar
manner. The outlook was for inflation to subside faster than was forecast in May and align with
the target in H1/2020. MPC members also noted that the kréna had appreciated by just over
2% between meetings, and the foreign exchange market appeared well balanced. They
highlighted that inflation expectations had fallen back to target since the MPC’s last meeting,
and the monetary stance had therefore tightened slightly. The Committee discussed
developments in the real rate and what real rate would be appropriate at this point in the
business cycle. There was also a discussion of the recent slowdown in both real estate market
activity and growth in lending to households and businesses. It was considered likely that this
stemmed from declining demand, coupled with the liquidity position of some commercial
banks, which must ensure that they comply with permissible liquidity ratios.

All members were of the opinion that it was appropriate to lower the Bank’s interest rates still
further. It emerged in the discussion that the GDP growth outlook could be overestimated,
partly because of the possibility that global output growth could turn out weaker than is
currently assumed — not least in view of growing global economic uncertainty. It was also
pointed out that it had yet to come to light how tourism companies would fare in the coming
winter. It emerged in the discussion that reduced real estate market activity and the contraction
in investment and imports despite increased real disposable income could indicate a general
perception that the economy was weaker than it actually is. In that case, it was appropriate to
lower the Bank’s interest rates in order to stimulate investment and the real estate market, as
well as mitigating pessimism. On the other hand, it was pointed out that inflation was still above
target, domestic inflationary pressures had increased by several measures, the outlook was for
a nearly 7% rise in unit labour costs this year, and public sector wage settlements were still
pending. As a result, it was also important to proceed with caution.

MPC members agreed that efforts to provide a firmer anchor for long-term inflation
expectations had been successful, thereby providing the scope to respond to the economic
contraction by easing the monetary stance. It was also pointed out that the pass-through from
the depreciation of the kréna to the price level had been relatively modest, and that this was
probably due in part to increased credibility of monetary policy and more firmly anchored
inflation expectations.

In view of the discussion, the Governor proposed that the Bank’s interest rates be lowered by
0.25 percentage points. The Bank’s key rate (the seven-day term deposit rate) would be 3.5%,
the current account rate 3.25%, the seven-day collateralised lending rate 4.25%, and the
overnight lending rate 5.25%. All Committee members voted in favour of the proposal.

In the MPC’s view, near-term monetary policy decisions would depend on the interaction
between developments in economic activity, on the one hand, and inflation and inflation
expectations, on the other.
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The following Committee members were in attendance:

Asgeir J6nsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor

Thérarinn G. Pétursson, Chief Economist

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Assistant Professor, external member

In addition, a number of Bank staff members attended part of the meeting.

Karen Aslaug Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 2
October 2019.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
October 2019 (87" meeting)

Published: 16 October 2019

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

The following are the minutes of the MPC meeting held on 30 September and 1 October 2019,
during which the Committee discussed economic and financial market developments, the
interest rate decision of 2 October, and the communication of that decision.

| Economic and monetary developments

Before turning to the interest rate decision, members discussed the domestic financial markets,
financial stability, the outlook for the global economy and Iceland’s international trade, the
domestic economy, and inflation, with emphasis on information that has emerged since the 28
August 2019 interest rate decision.

Financial markets

Since the August meeting, the kréna had appreciated by 1.8% in trade-weighted terms. Over
this period, it appreciated by 2.5% against the euro, 0.3% against the pound sterling, and 0.6%
against the US dollar. Between meetings, the Bank bought foreign currency for 15 million euros
(2 b.kr.). The Bank’s transactions accounted for roughly 11% of total turnover in the foreign
exchange market.

In terms of the Central Bank’s real rate, the monetary stance had tightened since just after the
Committee’s August interest rate decision. The Bank’s real rate in terms of the average of
various measures of inflation and one-year inflation expectations had risen by 0.3 percentage
points between meetings, to 0.7%. In terms of twelve-month inflation, it was 0.5% and had risen
by 0.1 percentage points.
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Interest rates in the interbank market for krénur declined in line with the Central Bank’s rate
reduction in August, and turnover in the market totalled roughly 1 b.kr. over the period.

Yields on long-term nominal Treasury bonds had fallen by 0.3 percentage points since the
August meeting, and yields on long-term indexed Treasury and Housing Financing Fund (HFF)
bonds had declined by 0.1 percentage points. Average non-indexed residential mortgage rates
had fallen more or less commensurably, whereas average indexed mortgage rates had fallen
less.

In terms of three-month interbank rates, the interest rate differential with abroad had
narrowed between meetings. It measured 4.6 percentage points against the euro area and 2.1
percentage points against the US. The long-term interest rate spread had narrowed by 0.5
percentage points, to 3.9 percentage points versus Germany and 1.7 percentage points versus
the US. Measures of the risk premium on the Treasury’s foreign obligations were largely
unchanged between meetings. The CDS spread on the Treasury’s five-year US dollar obligations
was 0.8%, and the spread between the Treasury’s eurobonds and comparable bonds issued by
Germany was 0.5-0.7 percentage points.

Financial institutions’ analysts expected the MPC either to lower the Bank’s interest rates by
0.25 percentage points or to hold them unchanged. Their main rationale for a rate cut was that
inflation expectations had fallen and the kréna had appreciated between meetings. The main
arguments for unchanged interest rates were the uncertainty about still-pending public sector
wage agreements, and the tourism sector’s apparently stronger-than expected performance
during the summer season.

Year-on-year growth in broad money (M3) measured just under 5% in August, after adjusting
for deposits held by the failed financial institutions. As before, the increase is due largely to
growth in household deposits. After adjusting for the effects of the Government’s debt relief
measures, the stock of credit system loans to domestic borrowers grew in nominal terms by an
estimated 6%:% year-on-year in August. Over the same period, household lending grew by 6%:%
year-on-year and corporate lending by just under 5%.

The Nasdaq OMXI10 index had fallen by 4% between meetings. Turnover in the main market
totalled 410 b.kr. during the first eight months of the year, about 23% more than over the
same period in 2018.

Global economy and external trade

According to the Organisation for Economic Cooperation and Development’s (OECD) updated
forecast, published in September, the global economic outlook has deteriorated. The OECD
estimates global GDP growth at 2.9% in 2019 and 3% in 2020, or 0.3-0.4 percentage points
below its May forecast. If this forecast materialises, the growth rate will be the weakest since
the financial crisis. Weaker global GDP growth is attributable to a poorer outlook for both
advanced economies and emerging market economies, as the OECD has revised its output
growth forecast downwards for most G20 countries. Among advanced economies projected to
record weaker output growth are the US and Australia, as well as the UK and the euro area. The
OECD considers the uncertainty in the forecast to be concentrated on the downside. GDP
growth could turn out weaker if global trade disputes escalate further and if the UK leaves the
European Union (EU) without an exit agreement.

Iceland’s goods account deficit totalled 79 b.kr. in the first eight months of 2019, at constant
exchange rates. The deficit over the same period in 2018 was 134 b.kr., also at constant
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exchange rates. The smaller deficit now is due to the exportation of aircraft early in the year,
although import values have also contracted by 10% in 2019 to date. The contraction in import
values excluding ships and aircraft has grown larger as the year has progressed. Import values
have shrunk by nearly 15% year-on-year in the past three months, the largest contraction by
this measure since 2009. The main difference lies in reduced import values of fuels and
lubricants, although the value of transport equipment, commodities, and operational inputs
contracted as well. Export values excluding ships and aircraft contracted by just under 6% year-
on-year in the first eight months of 2019, particularly manufacturing export values, although
marine product exports also fell in value by a full 1%.

Between MPC meetings, the listed global price of aluminium fell just over 2% and was 17%
below the price seen at the same time last year. Preliminary figures from Statistics Iceland
indicate that foreign currency prices of marine products were up 7% year-on-year in the first
eight months of 2019. Global oil prices spiked suddenly in mid-September in the wake of an
attack on oil processing facilities in Saudi Arabia. The increase reversed, however, and oil was
selling at just under 59 US dollars per barrel just before the MPC’s October meeting. This is
roughly the same as just before the August meeting but over 30% below the price in early
October 2018.

The real exchange rate in terms of relative consumer prices rose by 2.6% month-on-month in
August, when it was 9.7% above its 25-year average but 14.4% below its June 2017 peak. In the
first eight months of 2019, it was down by 9.5% compared with the same period in 2018, as the
nominal exchange rate of the krona was 10.9% lower and inflation in Iceland was 1.5 percentage
points above the trading partner average.

Domestic economy and inflation

According to preliminary figures published by Statistics Iceland in late August, GDP growth
measured 2.7% for the second quarter of the year. Domestic demand increased by 0.2%, but
the contribution of net trade to output growth was positive by 2.6 percentage points. Both
exports and imports contracted year-on-year during the period, although imports contracted
much more strongly.

GDP growth measured 0.9% in H1/2019. Consumption and investment fell by 1.4% between
years during this period, but due to a strong contraction in inventory changes in Q1, the
contraction in domestic demand was much stronger, at 2.4%. In spite of the contraction in
exports, the contribution of net trade to output growth was positive by 3.3 percentage points,
as imports were down 10.6% year-on-year. GDP growth was nearly ¥ a percentage point above
the forecast published in the August Monetary Bulletin. Developments in private consumption,
residential investment, and public expenditure in H1 were in line with the forecast, but business
investment contracted more than expected. The contribution from net trade was more
favourable than expected, primarily because of weaker imports.

The current account balance was positive by 11.1 b.kr. in Q2, a major improvement over the
Q2/2018 deficit of 4.4 b.kr. The change is due for the most part to a smaller deficit on goods
trade. In addition, the balance on primary and secondary income was more positive this year
than in 2018. The surplus on services trade grew slightly between years, a more positive
outcome than was assumed in the Bank’s August forecast.

Key indicators of private consumption were weaker in Q3 than in Q2, suggesting that private
consumption growth will continue to lose pace. The Gallup Consumer Confidence Index
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measured 99.2 points in September, an improvement from the previous month and from the
previous year. The index also rose slightly between Q2 and Q3.

The fiscal budget proposal for 2020 assumes that the Treasury outcome will be in line with
estimates contained in the fiscal plan for 2020-2024. According to the Ministry of Finance and
Economic Affairs’ revision of the 2019 outcome in comparison with the National Budget for the
year, the outcome has deteriorated by 1.3 percentage points of GDP. According to the
Ministry’s estimate for 2019 as a whole and Statistics Iceland figures for 2018, the fiscal
outcome deteriorated by 1.2 percentage points of GDP between the two years. The Ministry
also estimates that the unadjusted primary surplus will decline by as much as 1.4 percentage
points of GDP between 2018 and 2019. The extent to which this estimate entails a change in
the Bank’s assessment of the fiscal stance in 2019 and 2020 will depend on developments in
forecasts of fiscal performance and the output gap.

According to the results of Gallup’s autumn survey, conducted in September among Iceland’s
400 largest firms, respondents’ assessment of the current economic situation was more positive
than in the summer survey, but somewhat more negative than in the survey taken in autumn
2018. Executives’ attitudes towards the outlook six months ahead is more positive, however,
than in both the summer survey and the autumn 2018 survey. About 56% of respondents
considered the current situation neither good nor poor, and about 29% considered it good.
Some 30% of executives are of the view that economic conditions will deteriorate in the next
six months, and 49% expect conditions to be neither better nor worse. About one-fifth of
executives expect conditions to improve in the next six months — an increase since the summer.
Executives are marginally more pessimistic about developments in domestic demand than they
were in the summer survey, particularly those in construction and retail and wholesale trade.

According to the survey, attitudes towards the operational outlook are more positive than in
the spring survey, and the number of respondents who expect their profit margins to increase
between 2018 and 2019 is roughly the same as the number expecting a decrease. Sentiment
has improved among executives in all sectors, particularly among those in the fishing industry
and the financial and insurance sector. As before, a larger number expect investment in 2019
to be less than in 2018.

According to the seasonally adjusted results of the autumn survey, the balance of opinion on
staffing plans (i.e., firms planning to recruit as compared with those planning redundancies)
was negative by 7 percentage points. Therefore, survey respondents were somewhat less
pessimistic than in the summer survey, when the same balance of opinion was negative by 12
percentage points. As before, the outlook is for increased job numbers in miscellaneous
specialised services. Furthermore, downbeat sentiment receded markedly between surveys in
the fishing and transport, transit, and tourism sectors, where the balance of opinion on staffing
plans was broadly neutral. On the other hand, sentiment among executives in construction and
utilities and in retail and wholesale trade deteriorated since the summer survey. In both of these
sectors, as well as in financial services, the outlook is for a drop in job numbers.

After adjusting for seasonality, 15% of executives considered themselves short-staffed. This is
a slightly higher percentage than in the summer survey. The shortage is still most pronounced
in miscellaneous specialised services, where 25% of respondents consider themselves
understaffed, and in fishing, where the share considering themselves short-staffed rose by 17
percentage points between surveys, to 21%. Worker shortages were negligible in retail and
wholesale trade, and no respondents in the financial and insurance sector reported a shortage
of staff. Staffing shortages were below their long-term averages in all sectors except fishing.
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About 41% of executives reported that they would have difficulty responding to unexpected
demand, after adjusting for seasonality. This percentage was broadly unchanged from the
summer survey and has been close to its long-term average since the autumn 2018 survey.
Nearly three-fifths of executives in the specialised services sector reported that they would
have difficulty responding to unexpected demand, as opposed to only a fourth in retail and
wholesale trade, financial services, and the transport, transit, and tourism sector.

In August, the wage index was virtually unchanged month-on-month and rose by 4.3% year-on-
year, and real wages were 1.1% higher during the month than at the same time in 2018.

Statistics Iceland’s nationwide house price index, published in late September, rose by 0.2%
month-on-month when adjusted for seasonality, but rose 3.3% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.7% month-on-month in August
when adjusted for seasonality, and by 3.6% year-on-year. The number of purchase agreements
registered nationwide fell by 8.5% year-on-year in the first eight months of 2019, while the
number of contracts for new construction declined by 14.1% over the same period.

The consumer price index CPI rose by 0.09% month-on-month in September. Headline inflation
measured 3% and had declined since the MPC’s August meeting. The CPI excluding the housing
component had risen by 2.9% year-on-year in September. Underlying inflation picked up
between meetings, however, measuring 3.4% in September, according to the median of various
measures. Price hikes due to the end of seasonal sales were the main driver of inflation in
September, albeit offset in part by lower airfares. The year-on-year rise in imputed rent (i.e.,
owner-occupied housing costs) continued to ease, measuring just over 2% in September.

According to Gallup’s autumn surveys, households’ and businesses’ one-year inflation
expectations fell between surveys. Households expect inflation to measure 3% in one year’s
time, and businesses’ expectations have fallen back to the inflation target. Households’ and
businesses’ two-year inflation expectations are around or slightly above 3%, and have fallen in
the past year. Both groups’ long-term expectations also measure 3%, and households’ long-
term expectations have fallen since the summer survey. The five- and ten-year breakeven
inflation rate in the bond market was about 2.4% just before the MPC meeting, after falling by
0.3 percentage points since the August meeting. In Q3, the ten-year breakeven rate was down
by 1 percentage point year-on-year, to 2.7%.

Il The interest rate decision

The Committee discussed proposed restrictions on transactions with the Central Bank and, in
this context, amendments to rules on Central Bank facilities for credit institutions and other
entities and the reserve requirements of credit institutions. The proposals were discussed and
then approved by the Committee.

MPC members discussed the monetary stance in view of the most recent information on
economic developments and the fact that the Bank’s real rate had risen since the August
meeting. They discussed whether the monetary stance was appropriate in view of the inflation
outlook, as the Committee had decided in August to lower interest rates because the GDP
growth outlook for 2020 had deteriorated and the outlook was for inflation to subside faster
than had been forecast in May. In addition, it was possible that the GDP growth outlook was
too optimistic, given the worsening conditions in the global economy.

The Committee discussed the preliminary national accounts figures, which indicated output
growth had continued to ease in H1/2019, even though it was somewhat stronger than had
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been forecast in the August Monetary Bulletin. Members noted that this relatively stronger
growth was due mainly to a more favourable contribution of net foreign trade, as demand had
shifted towards domestic production, partially offsetting the contraction in exports. They
agreed that leading indicators implied that economic activity would continue to slow down, but
they considered it positive that there were visible signs that the economy might be regaining a
foothold. It emerged in the discussion that indicators suggested that executives were slightly
more positive about the current situation and economic outlook than they had been in
H1/2019. It was noted, however, that there was uncertainty in the labour market and that
conditions could deteriorate over the winter, especially for the tourism sector.

The MPC discussed developments in inflation, which measured 3.1% in Q3 and had fallen
between quarters. Members noted, though, that underlying inflation had risen month-on-
month in September. Headline inflation was slightly lower than had been forecast in August,
and members also noted that the outlook was for it to ease faster than had been assumed
there. Members stressed that the kréna had appreciated and inflation expectations had fallen
since the MPC’s last meeting. The monetary stance had therefore tightened slightly. It emerged
in the discussion that it was positive that inflation expectations had continued to fall, and that
this was a sign of increased credibility of monetary policy.

Members agreed that recent developments suggested that economic activity had been
stronger than previously assumed. It emerged that the real economy was relatively strong given
the economic shocks that had struck early in the year. In members’ view, this was due in part
to the recent easing of monetary policy. The economic outlook was uncertain, however,
particularly the global outlook, and domestic GDP growth could therefore contract more rapidly
than was currently assumed. It was also noted that despite a slowdown in lending growth,
particularly in lending to the corporate sector, growth in lending to both households and
businesses was still relatively robust. It also emerged in the discussion that, in view of the fact
that lenders appeared to have tightened lending requirements, Central Bank interest rate cuts
might in some cases be transmitted less effectively to market rates than they would be
otherwise. On the other hand, mortgage lending rates had fallen somewhat, and there were
signs that companies were increasingly seeking financing outside the bank lending market. The
MPC discussed the outlook for the real estate market, noting that, in the recent term, the
number of purchase agreements had fallen and the supply of housing had increased,
particularly the supply of relatively more expensive properties. It was noted that the number of
residential purchase agreements was close to its seven-year average, and roughly at the level
seen in 2006.

The Committee discussed two possibilities: keeping interest rates unchanged or lowering them
by 0.25 percentage points. The main grounds for holding rates constant were that the economy
had been more resilient than expected in H1/2019, and the recent increase in the real policy
rate could be in line with that development. It was not impossible that private consumption
would turn out stronger than expected, as disposable income had risen markedly in the recent
term, saving had increased, and household net worth was high in historical terms. In addition,
inflation and several measures of inflation expectations were still above target, and underlying
inflation had inched upwards. Furthermore, the easing of the fiscal stance meant that less
monetary easing would be needed, and moreover, public sector wage agreements were still
pending.

The main grounds for easing rates further were that even though the current economic
situation was better than had been forecast, there was increased risk that the GDP growth
outlook was too optimistic, particularly because of the bleaker economic outlook abroad, and
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uncertainty had increased. As a result, it could be appropriate to lower interest rates in order
to reduce the risk of a further weakening of demand. Furthermore, inflation had been slightly
lower than expected in Q3, and the outlook was for it to align with the target earlier than
previously anticipated. Inflation expectations had continued to fall, and the kréna had
appreciated in the recent past.

In view of the discussion, the Governor proposed that the Bank’s interest rates be lowered by
0.25 percentage points. The Bank’s key rate (the seven-day term deposit rate) would be 3.25%,
the current account rate 3%, the seven-day collateralised lending rate 4%, and the overnight
lending rate 5%. All Committee members voted in favour of the proposal.

In the MPC’s view, near-term monetary policy decisions would depend on the interaction
between developments in economic activity, on the one hand, and inflation and inflation
expectations, on the other.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor

Thérarinn G. Pétursson, Chief Economist

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Assistant Professor, external member

In addition, a number of Bank staff members attended part of the meeting.

Karen Aslaug Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 6
November 2019.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
November 2019 (88th meeting)

Published 20 November 2019

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

The following are the minutes of the MPC meeting held on 4 and 5 November 2019, during
which the Committee discussed economic and financial market developments, the interest rate
decision of 6 November, and the communication of that decision.

| Economic and monetary developments

Before turning to the interest rate decision, members discussed the domestic financial markets,
financial stability, the outlook for the global economy and Iceland’s international trade, the
domestic economy, and inflation, with emphasis on information that has emerged since the 2
October 2019 interest rate decision, as published in the new forecast and analysis of
uncertainties in Monetary Bulletin 2019/4 on 6 November.

Financial markets

Since the October meeting, the krona had depreciated by 1.7% in trade-weighted terms. Over
this same period, it fell by 1.9% against the euro and 4.5% against the pound sterling but rose
by 0.2% against the US dollar.

In terms of the Central Bank’s real rate, the monetary stance had tightened slightly since just
after the Committee’s October interest rate decision. The Bank’s real rate in terms of the
average of various measures of inflation and one-year inflation expectations had risen by 0.2
percentage points between meetings, to 0.7%. In terms of twelve-month inflation, it was 0.4%
and had risen by 0.2 percentage points.

Interest rates in the interbank market for krénur fell in line with the Central Bank’s rate
reduction in October, but there was no turnover in the market between meetings.

Monetary Policy Committee Report to Parliament 27



Yields on long-term nominal Treasury bonds had risen by 0.2 percentage points since the
October meeting, but yields on long-term indexed Treasury and Housing Financing Fund (HFF)
bonds had risen by 0.1 percentage points. Average rates on non-indexed mortgage loans had
fallen slightly between meetings, whereas average rates on indexed mortgage loans were
broadly unchanged.

In terms of three-month interbank rates, the interest rate differential versus the euro area had
narrowed by 0.3 percentage points between meetings, to 4.3 percentage points, and the spread
versus the US narrowed by 0.1 percentage points, to 2 percentage points. The long-term
interest rate spread had narrowed slightly, to 3.8 percentage points versus Germany and 1.6
percentage points versus the US. Measures of the risk premium on the Treasury’s foreign
obligations were largely unchanged between meetings. The CDS spread on the Treasury’s five-
year US dollar obligations was 0.8%, and the spread between the Treasury’s eurobonds and
comparable bonds issued by Germany was 0.5 percentage points.

Financial institutions’ analysts expected the MPC either to lower the Bank’s interest rates by
0.25 percentage points or to hold them unchanged. They noted that lower inflation and
inflation expectations had created scope for interest rate cuts and that there were signs that a
further slack was opening up in the economy. Their views diverged, however, on whether it was
more appropriate to lower rates this time or wait until December, once inflation had fallen
further.

According to the Central Bank’s quarterly market expectations survey, conducted on 21-23
October 2019, respondents expected the Central Bank’s key interest rate to remain unchanged
at 3.25% in Q4/2019 and then fall to 3% in Q1/2020. They expected rates to remain at 3% one
year ahead but then fall slightly after that. This is a change from the August survey, where they
did not expect further rate cuts in 2020. A majority of respondents considered the monetary
stance too tight at present, or 56%, as compared with 74% in the last survey. On the other hand,
there was an increase in the number of respondents who consider the monetary stance
appropriate. As in the previous survey, few respondents considered the monetary stance too
loose, or 4%.

Annual growth in M3 was about 5%% in Q3, after adjusting for deposits held by the failed
financial institutions. This is a weaker growth rate than in the past year. Although lending
growth has eased in the recent term, the stock of credit system loans to domestic borrowers
grew in nominal terms by an estimated 6%% year-on-year in Q3/2019, after adjusting for the
effects of the Government’s debt relief measures. Over the same period, household lending
grew by just under 7% year-on-year and corporate lending by 5%.

The Nasdag OMXI10 index had risen by 6.9% between meetings. Turnover in the main market
totalled 447 b.kr. during the first nine months of the year, about 24% more than over the same
period in 2018.

Global economy and external trade

According to the forecast published by the International Monetary Fund (IMF) in October, the
global GDP growth outlook has deteriorated still further relative to the Fund’s previous
forecasts. Global GDP growth measured 3.6% in 2018, and the IMF expects it to shrink to 3% in
2019. This is 0.2 percentage points below the Fund’s July forecast and 0.3 points below its April
forecast. If this forecast materialises, global GDP growth will be the weakest since 2009. The
deterioration in the outlook since the spring is due in particular to a poorer GDP growth outlook
for some emerging market economies, but also for advanced economies. The IMF still expects

Monetary Policy Committee Report to Parliament 28



global GDP growth to pick up in 2020, to 3.4%, which nevertheless is 0.2 percentage points
below its spring 2019 forecast. The Fund continues to consider the uncertainty in the output
growth forecast to be concentrated on the downside, especially because of the risk that global
trade disputes will escalate further. It forecasts that world trade will grow by only 1.1% in 2019,
instead of the previously projected 3.4%.

According to preliminary figures from Statistics Iceland, Iceland’s goods trade generated a 17.5
b.kr. deficit in September, as opposed to a deficit of 15.4 b.kr., at constant exchange rates, in
September 2018. The deficit for the first nine months of the year was 95.5 b.kr., as compared
with 149 b.kr. for the same period in 2018. The smaller deficit now is due to the exportation of
aircraft early in the year, although import values have also contracted by 9% in 2019 to date.
The contraction in import values excluding ships and aircraft eased in September. In the past
three months, import values have shrunk by 11% year-on-year. The main difference lies in
reduced import values of fuels and lubricants, although the value of transport equipment,
commodities, and operational inputs contracted as well. Export values were unchanged year-
on-year in the first nine months of 2019. Excluding ships and aircraft, they contracted by 5%
year-on-year, particularly manufacturing goods exports, while marine product export values
were unchanged between years.

Between MPC meetings, the listed global price of aluminium rose by just over 6% but was just
over 7% below the price seen at the beginning of November 2018. Preliminary figures from
Statistics Iceland indicate that foreign currency prices of marine products were up just over 8%
year-on-year in the first nine months of 2019. The global price of oil had risen by 7% since the
October meeting, to just under 63 US dollars per barrel at the time of the November meeting.
Nevertheless, oil prices remain 14% lower than in November 2018.

The real exchange rate in terms of relative consumer prices rose by 0.4% month-on-month in
September, when it was 9.2% above its 25-year average but 14.7% below its June 2017 peak. In
the first nine months of 2019, it was down by 9.1% compared with the same period in 2018, as
the nominal exchange rate of the kréna was 10.5% lower and inflation in Iceland was 1.6
percentage points above the trading partner average.

Domestic economy and inflation

According to the Statistics Iceland labour force survey (LFS), total hours worked increased by
0.4% year-on-year in Q3/2019. The labour force also shrank by 0.4% year-on-year, but the
average work week was about the same as in 2018. The seasonally adjusted labour participation
rate was 80.9%, after falling by 0.4 percentage points between quarters. At the same time, the
employment rate fell by a similar amount, 0.5 percentage points, to a seasonally adjusted
77.7%.

Seasonally adjusted unemployment fell by 0.1 percentage points between quarters, to 3.7%;
however, it had risen by 0.6 percentage points since Q1, before WOW Air failed.

Figures from Registers Iceland on the number of foreign nationals living in Iceland suggest that
the foreign labour force is still growing. In Q3, the foreign population increased by nearly 1,600
guarter-on-quarter, somewhat more than in the first two quarters of the year. Workers from
temporary employment agencies and foreign services firms increased slightly in number, to just
under 1,300, or 0.6% of the labour force, as of September. Issuance of new temporary work
permits has continued to lose pace, however, with the number of new permits down by nearly
80 year-on-year in the first nine months of 2019.
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The general wage index rose by 0.6% between quarters in Q3, and by 4.3% year-on-year. Real
wages were 1.2% higher in Q3 than in the same quarter of 2018.

Leading indicators of developments in private consumption in Q3 suggest that the growth rate
had eased relative to the first half of the year. New motor vehicle registrations declined less
markedly in Q3, however, while growth in payment card turnover subsided more.

The Gallup Consumer Confidence Index measured 86.9 points in October, a decline of 12.3
points between months and of 5.2 points between years. All components of the index fell during
the month, led by the assessment of the economic situation, which was down nearly 14 points.
Apart from the assessment of the current situation, all components measured below 100
points, indicating that pessimistic respondents outnumber optimistic ones.

Statistics Iceland’s nationwide house price index, published in late October, rose by 1.5%
month-on-month when adjusted for seasonality, but rose 4.2% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.5% month-on-month in September
when adjusted for seasonality, and by 3.5% year-on-year. The number of purchase agreements
registered nationwide fell by 5.7% year-on-year in the first nine months of 2019, while the
number of contracts for new construction declined by 3.5% over the same period.

The CPI rose by 0.36% month-on-month in October. Headline inflation measured 2.8% and had
declined since the MPC’s October meeting. The CPI excluding the housing component had risen
by 2.6% year-on-year in October. Underlying inflation has been more persistent, however, at
3.4% in terms of the median of various measures. Rising house prices were the main driver of
developments in the CPlin October. The “travel and transport” component also rose somewhat
month-on-month, owing in particular to an increase in airfares and the price of new motor
vehicles.

The interest component of imputed rent has lowered inflation recently, as real mortgage
interest expense has fallen in response to Central Bank rate cuts. As a result, the CPI is estimated
to be 0.2-0.3 percentage points lower than it would be otherwise.

According to the Central Bank survey conducted in late October, market agents’ short-term
inflation expectations are at target, and their one-year expectations have fallen significantly
since the August survey. Their long-term inflation expectations remain at target and are down
by ¥ a percentage point since autumn 2018. The five- and ten-year breakeven inflation rate in
the bond market is unchanged since the last MPC meeting, averaging 2.4% in Q4 to date. This
is a full 1% percentage points lower than it was in Q4/2018.

According to the forecast published in Monetary Bulletin on 6 November 2019, the inflation
outlook has improved since the Bank’s August forecast. Inflation was slightly below the August
forecast in Q3 and is expected to fall even faster in Q4. It is projected to average 2.5% during
the quarter, as opposed to the August forecast of 2.9%. The changed outlook is due primarily
to a faster-than-projected decline in inflation this autumn, but in other respects, the inflation
outlook for the rest of 2019 is largely unchanged. According to the forecast, inflation will be at
target for most of the forecast horizon, although it will fall slightly below target in H2/2020 and
remain below it into 2021. From mid-2020 onwards, the inflation outlook is therefore very
similar to the August forecast.

The trade-weighted exchange rate index (TWI) has hovered around 180 points in the past year,
after the kréna had depreciated by over 10% in autumn 2018. In H2 to date, the kréna has
developed broadly as was projected in August. As a result, the exchange rate assumptions in
the baseline forecast are similar to those in the August forecast. The TWI is projected to average
about 181 points this year and about 182 points in the years to follow. Therefore, the
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adjustment of the exchange rate to recent external shocks has already come largely to the fore
through a decline in the equilibrium real exchange rate (i.e., the real exchange rate consistent
with internal and external balance in the economy) and a narrowing of the exchange rate
differential with abroad.

Among Iceland’s main trading partners, output growth averaged 2.3% in H1/2018 but had
receded to 1.8% by Q4. The downward trend has continued in 2019 to date. Output growth
among trading partners averaged 1.6% in Q2. GDP growth among Iceland’s main trading
partners is forecast to average 1.5% in 2019 and 2020, and about 1.6% in the years thereafter.
Headline inflation among Iceland’s trading partners is projected to average 1.5% in 2019, 0.1
percentage points below the August forecast, and is expected to be slightly lower in 2020 as
well.

Terms of trade deteriorated by 3.6% in 2018, after improving substantially from 2014 well into
2017. They are forecast to deteriorate by 0.4% this year. This reflects offsetting factors: the
positive impact of lower imported goods prices (i.e., alumina, oil, and other commodities) and
higher marine product export prices, on the one hand, and the negative impact of lower
aluminium prices and lower foreign currency prices of services exports, on the other. As in the
August forecast, terms of trade are expected to improve by a total of 3% over the next three
years.

The outlook is for exports to contract more in H2 than was forecast in August. The contraction
in air transport is expected to be larger, albeit offset by a smaller contraction in tourists’
spending while in Iceland. Furthermore, figures on net trade suggest that goods exports
contracted strongly in Q3, driven largely by reduced aluminium exports in the wake of
production problems in the domestic aluminium industry. In 2019 as a whole, combined goods
and services exports are expected to contract by 5.8% year-on-year. As in the August forecast,
they are expected to pick up slightly in 2020 and then grow by an average of 3% per year in
2021 and 2022.

According to preliminary figures from Statistics Iceland, GDP growth measured 0.9% in
H1/2019, down from 3.2% in H2/2018 and 6.7% in H1/2018. Even though domestic demand
contracted more in H1 than was assumed in the August forecast, GDP growth turned out 0.4
percentage points above that forecast, mainly because of a stronger-than-anticipated
expenditure switch towards domestic goods and services. GDP is assumed to have contracted
in Q3, owing largely to a sharp contraction in goods exports. According to the forecast, GDP is
expected to contract by 1.2% in H2 and by 0.2% in 2019 as a whole, the same as in the August
forecast. The output growth outlook for 2020 has been revised downwards, however, reflecting
the bleaker outlook for growth in domestic demand, albeit offset by a more favourable
contribution from net trade. GDP growth is projected to measure 1.6% in 2020 and align with
long-term potential in 2021.

The outlook is for total hours worked to fall still further in Q4 and to be an average of 0.1%
fewerin 2019 than in 2018. The employment rate is therefore expected to fall for the third year
in a row. Although this will be mitigated by a declining labour participation rate, unemployment
is set to continue rising, measuring 3.7% for the year as a whole, or 1 percentage point more
than in 2018. Total hours worked are projected to pick up again in 2020, as is the employment
rate; however, unemployment will keep rising during the year, measuring 3.8% for 2020 as a
whole, before starting to ease once more. Wages have risen steeply in the recent term, and
based on estimated productivity growth, unit labour costs are expected to rise by an average
of just over 6% this year. This is a slightly smaller increase than was forecast in August, owing in
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part to more favourable developments in productivity. The outlook for the next three years is
broadly unchanged, however, with unit labour costs forecast to rise by 4% per year.

Leading indicators imply that capacity utilisation has begun to improve again and that the
contraction following the recent economic shocks will be relatively brief. The output gap that
developed following the past several years’ surge in output growth is estimated to have closed
and a small slack to have opened up. The slack in output is expected to peak in mid-2020 and
close by the end of the year.

The Bank’s baseline forecast reflects the assessment of the most likely economic developments
during the forecast horizon. It is based on forecasts and assumptions concerning domestic
economic policy, developments in the external environment of the Icelandic economy, and
assessments of the effectiveness of individual markets and how monetary policy is transmitted
to the real economy. All of these factors are subject to uncertainty. Changes in key assumptions
could lead to developments different from those provided for in the baseline forecast.

However, the inflation outlook is less uncertain than it was in 2018, when the outcome of
private sector wage negotiations was still entirely unknown. Added to this was increased
uncertainty following the depreciation of the kréna and the rise in inflation expectations in the
autumn. Although uncertainty has diminished, it has not disappeared, as wage agreements for
a large segment of the public sector work force are still pending. Furthermore, there is always
uncertainty about wage drift and about the degree to which large pay rises for the lowest-paid
workers will spread up the pay scale. Underlying inflationary pressures could therefore be
underestimated, as the share of wages in domestic value creation has risen steeply in the recent
term, cutting into firms’ profit margins. Another major uncertainty concerns the exchange rate
of the kréna. The exchange rate assumptions in the baseline forecast could prove overly
optimistic; for instance, if the setbacks in the tourism industry prove more long-lasting, or if
terms of trade deteriorate further. Furthermore, the impact of recent export sector shocks on
potential output could be underestimated and the slack in the economy therefore smaller than
is assumed in the baseline forecast. Moreover, inflation expectations may be less firmly
anchored to the target than is currently assumed.

Neither can the possibility be excluded that inflation will turn out lower than is assumed in the
baseline forecast. The kréna could appreciate further, for instance, if external conditions
improve. The global economic outlook could prove to be overestimated, and exports and GDP
growth could therefore turn out weaker than is currently forecast. Inflation could therefore
subside faster if the kréna does not lose ground. Furthermore, it could take longer than
currently expected to resolve the supply problems in the airline sector, and the forecast for the
recovery of tourism could prove too optimistic. The productivity growth forecast could also be
too pessimistic, and the slack in the economy could turn out deeper and more persistent than
is currently projected.

Il The interest rate decision

MPC members discussed the monetary stance in view of economic developments and the fact
that the Bank’s real rate had risen marginally since the October meeting. They discussed
whether the monetary stance was appropriate in view of the inflation outlook, as the
Committee had decided at the October meeting to lower interest rates because of the increased
risk that the GDP growth outlook was too optimistic. This was due in particular to the poorer
economic outlook abroad, the outlook for domestic inflation to align with the target sooner
than previously expected, and the continued decline in inflation expectations.
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The MPC discussed economic developments and prospects and, in this context, took into
consideration the new macroeconomic forecast as published in Monetary Bulletin on 6
November, which stated that the GDP growth outlook for H2/2019 had deteriorated relative to
the August forecast. It emerged, however, that GDP growth in H1 had exceeded the forecast,
and a contraction of 0.2% was therefore expected for the year as a whole, as had been projected
in August. Committee members agreed that the outlook for 2020 had also deteriorated, as the
Bank’s baseline forecast assumed that GDP growth for the year would measure 1.6%. The MPC
discussed the importance of a rebound in investment in the coming term, noting that one of
the risks was that such a rebound would not occur. It emerged in the discussion that the Bank’s
interest rate cuts should stimulate investment and demand in the coming term. It was also
noted that if the Bank’s interest rates had not been lowered, and all else being equal, the
outlook would have been for investment to grow by a full 1% percentage points less in 2020-
2021, according to the Bank’s macroeconomic model. GDP growth would also have been nearly
1 percentage point lower in each of the two years.

MPC members discussed developments in inflation, which had been at or above 3% since the
spring but had eased to 2.8% in October. They noted, however, that underlying inflation had
been more persistent, measuring 3.4% in October, according to the median of various
measures. Headline inflation was expected to subside faster than was forecast in August and
align with the target towards the end of this year. Committee members welcomed the fact that
inflation expectations had continued to fall and were at target by most measures. They noted
that the monetary stance had therefore tightened slightly between MPC meetings.

They discussed how the Bank’s rate cuts since the spring had been transmitted to private sector
interest rates. Rates had been cut by 1.25 percentage points since spring, and the impact on
the real economy had yet to come fully to the fore. According to the Bank’s data, the rate cuts
had for the most part been transmitted effectively to long-term market rates and to rates
offered to borrowers, yet access to credit had tightened, particularly access to corporate loans.
Members were of the view that lower interest rates had supported demand, and based on the
Bank’s baseline forecast, the current interest rate level should suffice to ensure medium-term
price stability and full capacity utilisation. They also discussed the Bank’s new assessment of its
neutral real rate, which indicated that the neutral real rate had fallen in the past decade and
was now around 2%. It emerged that the rate cuts since the spring would therefore support
demand now, when economic activity had slowed. MPC members also agreed that the
forthcoming fiscal easing would pull in the same direction by boosting disposable income and
stimulating demand. It was pointed out, however, that the economic outlook could be overly
optimistic, particularly in view of global economic uncertainty.

The Committee discussed two possibilities: keeping interest rates unchanged or lowering them
by 0.25 percentage points. The main reason to keep rates unchanged was that underlying
inflation had fallen more slowly and was somewhat above target. Easing the fiscal stance meant
that less monetary easing would be needed than would otherwise be required; furthermore,
interest rates were well below the estimated neutral real rate. There were several signs that
the cycle could be turning and that the contraction could therefore prove relatively short-lived.
In addition, according to the baseline forecast, the slack in the economy was relatively small
even though GDP growth had slowed markedly, as significant strains on capacity had built up
after several years of strong output growth. It could therefore be appropriate to wait and see
what impact the measures already in place would have.

The main rationale for lowering interest rates still further was that the GDP growth outlook had
deteriorated and pessimism had increased. Headline inflation was expected to subside faster
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than was forecast in August and fall temporarily below target during the forecast horizon.
Inflation expectations had also continued to fall, and the Bank’s real rate had therefore risen
slightly between meetings. In view of the uncertainty at hand, it could be appropriate to lower
rates further in order to reduce the risk of a stronger economic contraction.

In view of the discussion, the Governor proposed that the Bank’s interest rates be lowered by
0.25 percentage points. The Bank’s key rate (the seven-day term deposit rate) would be 3%, the
current account rate 2.75%, the seven-day collateralised lending rate 3.75%, and the overnight
lending rate 4.75%. All Committee members voted in favour of the proposal.

In the MPC’s view, near-term monetary policy decisions would depend on the interaction
between developments in economic activity, on the one hand, and inflation and inflation
expectations, on the other.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor

Thérarinn G. Pétursson, Chief Economist

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Assistant Professor, external member

In addition, a number of Bank staff members attended part of the meeting.

Karen Aslaug Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 11
December 2019.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
December 2019 (89th meeting)

Published: 25 December 2019

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

The following are the minutes of the MPC meeting held on 9 and 10 December 2019, during
which the Committee discussed economic and financial market developments, the interest rate
decision of 11 December, and the communication of that decision.

| Economic and monetary developments

Before turning to the interest rate decision, members discussed the domestic financial markets,
financial stability, the outlook for the global economy and Iceland’s international trade, the
domestic economy, and inflation, with emphasis on information that has emerged since the 6
November 2019 interest rate decision.

Financial markets

Since the November meeting, the kréna had appreciated by 2% in trade-weighted terms. Over
this same period it rose by 2.4% against the euro and 1.9% against the US dollar but fell by 0.2%
against the pound sterling.

In terms of the Central Bank’s real rate, the monetary stance had remained broadly unchanged
since just after the Committee’s November interest rate decision. The Bank’s real rate in terms
of the average of various measures of inflation and one-year inflation expectations had risen by
0.1 percentage points between meetings, to 0.5%. In terms of twelve-month inflation, it was
0.3% and had also risen by 0.1 percentage points.

Interest rates in the interbank market for kréonur fell in line with the Central Bank’s rate
reduction in November, but there was no turnover in the market between meetings. Yields on
long-term nominal Treasury bonds had risen by 0.3 percentage points since the November
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meeting, however, and yields on long-term indexed Treasury and Housing Financing Fund (HFF)
bonds had also risen by 0.3 percentage points. Average rates on non-indexed mortgage loans
had fallen slightly between meetings, whereas average rates on indexed mortgage loans were
broadly unchanged.

In terms of three-month interbank rates, the interest rate differential had narrowed by 0.2
percentage points between meetings, to 4.1 percentage points against the euro and 1.8
percentage points against the US dollar. The long-term interest rate spread versus Germany
had widened by 0.3 percentage points, to 4.1 percentage points, and the spread versus the US
had widened by 0.4 percentage points, to 2 percentage points. Measures of the risk premium
on the Treasury’s foreign obligations had risen marginally between meetings. The CDS spread
on the Treasury’s five-year US dollar obligations was 0.8%, and the spread between the
Treasury’s eurobonds and comparable bonds issued by Germany was 0.5-0.6 percentage points.

Financial institutions’ analysts had all projected that the MPC would hold interest rates
unchanged, citing the Committee’s November statement, which indicated that the then-current
interest rate level should suffice to ensure medium-term price stability. They also noted that
the Bank’s real rate had remained largely unchanged since November and that the newly
published national accounts had been broadly in line with the Central Bank’s last forecast.

Annual growth in M3 was about 3% in October, after adjusting for deposits held by the failed
financial institutions. This is a weaker growth rate than in the past year. Although lending
growth has eased in the recent term, the stock of credit system loans to domestic borrowers
grew in nominal terms by an estimated 5% year-on-year in October, after adjusting for the
effects of the Government’s debt relief measures. Over the same period, household lending
grew by just under 7% year-on-year and corporate lending by 1%%, somewhat less than in
recent quarters.

The Nasdag OMXI10 index had risen by 4.3% between meetings. Turnover in the main market
totalled 558 b.kr. during the first eleven months of the year, nearly 22% more than over the
same period in 2018.

Global economy and external trade

According to the Organisation for Economic Cooperation and Development’s (OECD) November
forecast, global GDP growth is projected at 2.9% in both 2019 and 2020. This is similar to the
OECD’s forecast from September but below its May forecast by 0.3 and 0.5 percentage points,
respectively. If this forecast materialises, the growth rate will be the weakest since the financial
crisis. Weaker global output growth can be attributed to a poorer outlook in both advanced and
emerging economies, as growth has slowed in nearly all economies worldwide in 2019. The
OECD continues to consider the uncertainty in the forecast to be concentrated on the downside.
GDP growth could turn out weaker, for instance, if global trade disputes escalate further, if the
UK leaves the European Union (EU) without an exit agreement, or if the EU and the UK do not
reach an agreement on future trade arrangements between them within the timeframe
specified in the exit agreement. The global economy could also grow more slowly if GDP growth
in China slows more, and faster, than is assumed in the OECD’s baseline forecast.

According to preliminary figures from Statistics Iceland, Iceland’s goods trade generated a 3.1
b.kr. deficit in November, as opposed to a deficit of 18.2 b.kr., at constant exchange rates, in
November 2018. The deficit for the first eleven months of the year was 96 b.kr., as compared
with 176 b.kr. for the same period in 2018. The smaller deficit now is due partly to the
exportation of aircraft early in the year, although import values have also contracted by 10.4%
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in 2019 to date. The contraction in import values excluding ships and aircraft grew stronger in
November. In the past three months, import values have shrunk by 13.5% year-on-year. The
main difference lies in reduced import values of commodities and fuels and lubricants, although
the value of imported investment goods contracted as well. Export values were unchanged
year-on-year in the first nine months of 2019. Excluding ships and aircraft, export values
contracted by 4% year-on-year, particularly for industrial goods, whereas the export value of
marine products and agricultural products rose year-on-year by 2% and 41%, respectively,
owing in particular to aquaculture products.

Between MPC meetings, the listed global price of aluminium fell just over 3.5% and was more
than 10% below the price seen in December 2018. Preliminary figures from Statistics Iceland
indicate that foreign currency prices of marine products were up 6.7% year-on-year in the first
ten months of 2019. The global price of oil had risen by 2% since the November meeting, to just
over 64 US dollars per barrel at the time of the December meeting. The price of oil was also up
by more than 7% year-on-year at the time of the December meeting.

The real exchange rate in terms of relative consumer prices rose by 0.3% month-on-month in
November, when it was 9.5% above its 25-year average but 14.4% below its June 2017 peak. In
the first eleven months of 2019, it was down by 7.5% compared with the same period in 2018,
as the nominal exchange rate of the kréna was 8.7% lower and inflation in Iceland was 1.5
percentage points above the trading partner average.

Domestic economy and inflation

According to preliminary figures published by Statistics Iceland at the end of November, GDP
contracted by 0.1% year-on-year in Q3. Domestic demand increased by 3.2%, as there was a
significant positive contribution from inventory changes during the quarter, in addition to 2.5%
growth in consumption and investment. Offsetting this was the contribution of net trade to GDP
growth, which was negative by 3.2 percentage points. Both exports and imports contracted
year-on-year during the period, although exports contracted somewhat more strongly. GDP
growth for the first three quarters of 2019 measured 0.2%. Consumption and investment fell
by 0.4% between years during this period, but due to a strong negative contribution from
inventory changes in H1, the contraction in domestic demand was stronger, at 0.9%. Although
the contribution of net trade to output growth was negative in Q3, it was positive by 1
percentage point for the first three quarters of the year.

GDP growth for the three-quarter period was 0.3 percentage points stronger than was forecast
in the November Monetary Bulletin. Growth in residential investment year-to-date has been
surprisingly strong, but this probably reflects a lag in registration of new construction rather
than a steep rise in construction activity. Furthermore, private consumption was stronger and
the contribution from inventory changes more favourable than previously forecast, albeit offset
by a less favourable contribution of net trade to output growth. The lion’s share of the deviation
in the forecast of the contribution from net trade can be attributed, however, to the part of
services exports that includes intellectual property-related services, which will show in Q4
instead of Q3, as was previously expected.

The current account surplus was 63 b.kr. in Q3/2019. This is a smaller surplus than in Q3/2018,
when it measured 74 b.kr. The contraction in the surplus is due to a smaller surplus on services
trade, although the balance on primary income improved. In spite of this, the current account
surplus in 2019 to date measures 5.5% of GDP, more than in the previous two years but slightly
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below the post-crisis average. More favourable goods trade and a larger surplus on primary
income offset the smaller surplus on services trade thus far in 2019.

Leading indicators of private consumption at the beginning of Q4 developed broadly as they
have in recent months. Payment card turnover increased modestly and new motor vehicle
registrations contracted, albeit at a reduced rate. The Gallup Consumer Confidence Index
measured 95.7 points in November, an increase of 8.8 points month-on-month and nearly 20
points year-on-year.

The 2020 National Budget was approved with a deficit of 0.3% of GDP, whereas the forecast in
Monetary Bulletin assumes that the fiscal outcome will be in balance at that time. The outcome
provided for in the Budget is 0.5 percentage points within the boundaries provided for in the
2018-2022 fiscal strategy.

According to the results of Gallup’s winter survey, conducted in December among Iceland’s 400
largest firms, respondents’ assessment of the current economic situation was more positive
than in both the autumn survey and the winter 2018 survey. Executives are considerably more
upbeat about the outlook six months ahead, however, than they were in autumn 2019 and
winter 2018. About 55% of respondents considered the current situation neither good nor poor,
and about 31% considered it good. Just under 28% of executives are of the view that economic
conditions will improve in the next six months, and 46% expect conditions to be neither better
nor worse. Just over a fifth expect conditions to be worse in six months’ time, a somewhat
smaller share than in the autumn survey. Executives are slightly more pessimistic about
developments in domestic demand than they were in the autumn survey, however, especially
those in the construction industry and in transport, transit, and tourism. Expectations about
external demand improved slightly since the autumn, particularly among executives in financial
services and retail and wholesale trade.

According to the seasonally adjusted results of the winter survey, the balance of opinion on
staffing plans (i.e., firms planning to recruit as compared with those planning redundancies)
was negative by 11 percentage points. Survey respondents were somewhat more pessimistic
than in the autumn survey, when the same balance of opinion was negative by 7 percentage
points. Prospects are bleakest in the construction sector, where the outlook is for a marked
decrease in job numbers. Furthermore, there is once again considerable pessimism in the
transport, transit, and tourism sector, where the outlook is similar to that in the construction
sector. The only sector expecting an increase in staffing levels is miscellaneous specialised
services, where the balance of opinion was positive by 18 percentage points.

After adjusting for seasonality, 16% of executives considered themselves short-staffed, about
the same as in the previous survey. As before, the reported shortage was largest in
miscellaneous specialised services, where about 28% of firms considered themselves
understaffed. On the other hand, there was no reported shortage of workers in the construction
and financial/insurance sectors. Staffing shortages were at or below their long-term averages
in all sectors.

The share of executives who reported difficulty in responding to unexpected demand declined
marginally between surveys, to 36%. Nearly half of fishing industry executives and more than
two of every five in miscellaneous specialised services were of the view that their firms would
have difficulty responding to unexpected demand. In transport, transit, and tourism, as well as
in the construction and financial/insurance sectors, the strain on production factors was least,
with ratios in the 20-25% range.
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The general wage index rose by 0.4% month-on-month in October and by 4.2% year-on-year,
and real wages were 1.3% higher during the month than at the same time in 2018.

Statistics Iceland’s nationwide house price index, published in late November, rose by 1%
month-on-month when adjusted for seasonality, and by 4.8% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.8% month-on-month in October
when adjusted for seasonality, and by 3.6% year-on-year. The number of purchase agreements
registered nationwide fell by 4.6% year-on-year in the first ten months of 2019, while the
number of contracts for new construction increased by 5.2% over the same period.

The consumer price index CPI rose by 0.13% month-on-month in November. Headline inflation
measured 2.7% and had declined since the MPC’s previous meeting. The CPI excluding the
housing component had risen by 2.4% year-on-year in November. Underlying inflation
measured 3.1%, according to the median of various measures, and fell between months. The
decline in international airfares made the strongest impact on the CPl in November. For the
second month in a row, imputed rent (owner-occupied housing costs) rose somewhat, owing
mainly to higher house prices in regional Iceland.

The interest component of imputed rent has lowered inflation recently, as real mortgage
interest expense has fallen in response to Central Bank rate cuts. Because of this, twelve-month
inflation was an estimated 0.3 percentage points lower than it would have been otherwise.

According to Gallup’s winter survey, households’ and businesses’ one-year inflation
expectations were unchanged between surveys, at 2.5-3%. Households’ two-year inflation
expectations fell, however, to 3%. Corporate long-term inflation expectations also fell slightly,
t0 2.9%. The five- and ten-year breakeven inflation rate in the bond market was about 2.5% just
before the MPC meeting, after rising slightly since the November meeting. The ten-year
breakeven rate has averaged 2.5% in Q4 to date, some 1.6 percentage points lower than in the
same quarter of 2018.

Il The interest rate decision

The Committee discussed draft amendments to the Rules on Minimum Reserve Requirements
and a draft of new Rules on Central Bank Facilities for Financial Undertakings, in accordance
with its approval at the October meeting of proposed restrictions on Central Bank facilities and
amendments to the Rules on such facilities. The drafts were discussed and then approved by
the Committee.

MPC members discussed the monetary stance in view of economic developments and the fact
that the Bank’s real rate was broadly unchanged since the November meeting. They discussed
whether the monetary stance was appropriate in view of the inflation outlook, as the
Committee had decided in November to lower interest rates because the GDP growth outlook
had deteriorated and the outlook was for inflation to subside faster than previously forecast.
Inflation expectations had also continued to fall, and the Bank’s real rate had therefore risen
slightly.

The MPC discussed the recently published national accounts figures, according to which output
growth measured 0.2% for the first nine months of the year. Members noted that this was
slightly stronger growth than the Bank forecast in November, but they agreed that overall
developments year-to-date had been broadly in line with the Bank’s projections. It emerged in
the discussion that the slowdown in tourist numbers had eased and that recent developments
had been more favourable than expected.
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Committee members discussed inflation, which measured 2.7% in November and had fallen
between months, as had underlying inflation. They noted that the inflation outlook had held
broadly unchanged since the previous meeting and that inflation expectations were at target
by most measures. The monetary stance had therefore remained largely unchanged between
MPC meetings.

Members discussed how the Bank’s rate cuts since the spring had been transmitted to private
sector interest rates. Rates had been lowered by 1.5 percentage points, and the impact on the
real economy had yet to come fully to the fore. They noted that household lending rates had
fallen in the wake of reductions in the Bank’s key rate and that lending growth to households
was still relatively robust. On the other hand, it emerged in the discussion that the spread
between the Bank’s key rate and rates on new corporate loans granted by the commercial banks
had widened recently, and that net new corporate lending had continued to ease. The
Committee was of the opinion, however, that the slowdown in corporate lending was expected
in light of the strong increase in recent years and the possibility that expected returns on firms’
activities could now be lower than before, owing to declining demand. Furthermore, various
elements in financial institutions’ operations had affected access to credit, including their
revaluation of loan pricing and credit risk in the wake of recent changes in their operating
environment. The Committee agreed that it was appropriate to keep abreast of this situation
in the near future, and its potential impact on monetary policy formulation.

The Committee considered it appropriate this time to wait and see what impact the measures
already in place would have. Spare capacity was relatively limited, according to the Bank’s
baseline forecast from November, although GDP growth had slowed markedly. Furthermore, in
view of the easing of the fiscal stance, less monetary easing would be needed than would
otherwise be required; furthermore, interest rates were well below the estimated neutral real
rate. Although underlying inflation had subsided in November, it was still above the inflation
target.

In view of the discussion, the Governor proposed that the Bank’s interest rates be held
unchanged. The Bank’s key rate (the seven-day term deposit rate) would be 3%, the current
account rate 2.75%, the seven-day collateralised lending rate 3.75%, and the overnight lending
rate 4.75%. All Committee members voted in favour of the proposal.

In the MPC’s view, near-term monetary policy decisions would depend on the interaction
between developments in economic activity, on the one hand, and inflation and inflation
expectations, on the other.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Monetary Policy Committee
Rannveig Sigurdardéttir, Deputy Governor

Thérarinn G. Pétursson, Chief Economist

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Assistant Professor, external member
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In addition, a number of Bank staff members attended part of the meeting.

Karen Aslaug Vignisdottir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 5
February 2020.
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SEDLABANKI ISLANDS

Crisis, Policy Responses and Recovery
in Iceland

Looking back and looking forward
CBI conference

Mar Gudmundsson, Governor
Grand Hotel Reykjavik, 12 July 2019

The autumn of 2008

* Iceland’s three internationally active banks failed in the first week of
October 2008 (almost 10 times GDP and 90% of the banking sector).

* Combined, this was the 3" biggest corporate failure in the history of
mankind.

* At that point, Iceland was already in a currency crisis and on its way
into recession after an unsustainable boom during 2005-2007.

* Icelandic private sector was heavily indebted and there were big
currency mismatches in domestic balance sheets.

* Many expected a very deep recession and even that the sovereign
might default on its obligations.
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Two separate but interrelated stories

* Iceland’s boom-bust cycle and problems with macroeconomic
management in small, open, and financially integrated economies.

* The rise and fall of three cross-border banks operating on the basis
of EU legislation (the European “passport”).

The immediate policy response

* Failing banks placed in resolution regimes and
domestic banks carved out (1.7 times GDP).

* Focus on keeping payment intermediation working
— deposit preference introduced.

* IMF programme three key goals: exchange rate
stability, fiscal sustainability, and financial sector
reconstruction.

* Comphrehensive capital controls were a key
element in the programme:

* Stabilise the exchange rate.

 Space to clean up balance sheets.
* Space for domestic economic policies.
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Recession and recovery

Real depreciation and rebalancing

Real exchange rate' Investment, saving and current

Q1/2004 - Q1/2019 account balance 2004-2018!
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1. Current account balance and national saving based on estimated underlying current account balance in 2008-2015.
Sources: Statistics Iceland, Central Bank of Iceland.
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Deepest recession since around WWI and longest expansion
since the end of WWII

* GDP contracted by 13% from Q1/2008 to Q1/2010.

* Unemployment peaked in Q4/2010 at just over 8% (post-war high)

* A relatively weak recovery began in Q2/2010 but gained strong momentum
during 2015-2017 with record tourism and strong improvements in the
terms of trade.

* Pre-crisis peak in GDP reached in 2015 and per capita in 2016.

* Total employment (man years) reached pre-crisis peak in 2014.

Deep recession but full recovery with strong growth
in export sectors

GDP growth, unemployment and real export revenue 2004-2018

- Year-on-year change (%) % of labour force
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Sources: Statistics Iceland, Central Bank of Iceland.
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Iceland’s GDP recession was relatively deep, but its

employment recovery relatively strong

Post-crisis economic recoveries in output in selected
countries!

Index, GDP in constant pricesin 2008 =100
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~—Median for OECD countries
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1. Estimates for 2018 are based on IMF's WEO database.
Sources: IMF, Statistics Iceland, Central Bank of Iceland.

Post-crisis economic recoveries in employment in selected
countries!

Index, number of employed in 2008 = 100
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1. Estimates for 2018 are based on IMF's WEO database.
Sources: IMF, Statistics Iceland, Central Bank of Iceland.

Economic and financial policies
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The IMF programme

* Approved in November 2008.

* Total financing 3.9 b € or 44% of GDP in 2008 (1.6 b € from IMFand 2.3 b €
from Nordic countries and Poland).

* Interest rates: IMF: initial 3.3%. Nordic: initial 3.15%

(2.75%+Euribor).

* Fully drawn but not used except to increase the level of reserves.

* Loan from the Faroe Islands amounting to 300 m DKK (40 m €). No
conditionality.

* Ended in August 2011.

* Nordic loans repaid 2012-2014, IMF 2012-2015 and Polish loan in spring
2015.

 All main goals were reached — strong local ownership.

Comprehensive capital controls on outflows

* Helped to stabilise the exchange rate after 50% fall in 2008.

* Big currency mismatches in domestic balance sheets.

* Direct foreign krona positions 40% of GDP.

* Created space for monetary policy, the domestic financing of the
fiscal deficit and the cleaning up of domestic balance sheets.

* Mostly lifted 2015-17 without derailing economic and financial
stability, without tapping the Central Bank’s FX reserves excessively,
and without discernible legal repercussions from the measures taken
to lift the controls.
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Fiscal consolidation

* A medium term fiscal consolidation programme was a key element in
the programme with the IMF.

* It worked well.

* Automatic stabilisers were allowed to work in the beginning as the
fiscal deficit went to almost 10% of GDP in 20089.

* Fiscal consolidation then eliminated the deficit over 2010-2014
without derailing the economic recovery.

e Effort was big in international comparison.

Fiscal consolidation and falling public debt

General government overall fiscal balance and gross debt 2008 - 20181 Fiscal consolidation: period and positive change in the cyclically adjusted
primary balance of general government
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Sources: IMF Fiscal Monitor, Central Bank of Iceland.
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Monetary policy

* Inflation fell to target as the exchange rate stabilised in 2009 and
appreciated in 2010.

* Created scope to cut the policy rate.

* Monetary policy was successful in bringing inflation expectations
down to target after 2012 and keeping inflation close for five years
without employment costs.

Inflation peaked in 2009 but declined steadily after the
exchange rate stabilised. Monetary policy succeeded in
keeping inflation close to target in recent years.

Inflation and policy rate Q1/2004-Q1/2019 and latest
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Sources: Statistics Iceland, Central Bank of Iceland.
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Rebuilding the banking system

* The banking system primarily serves domestic households and
business.

* 15% of the size of the pre-crisis banking system.

* Bank regulation has been greatly improved.

* Resilient with high capital adequacy ratios and sound liquidity
position.

Banking system now focuses mainly on domestic
households and businesses and is much more resilient
than before

Bank balance sheets 2007 and Deposit institutions: capital,
2018 leverage and default ratios’
% of GDP %
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1. Domestic systemically important banks, consolidated figures. Average of ratios. 2. Capital base as % of risk- Leverage ratio
weighted assets. 3. IFRS Tier 1 leverage ratio. 4. Loans in default; i.e., loans past due by over 90 days (facility level). —Default ratios*
Sources: Deposit institutions' financial statements. Statistics Iceland, Central Bank of Iceland.
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Where are we now?

Where are we now?

* National income per capita 12% higher in 2018 than in 2007; we rank
higher relative to other countries than before the crisis.

* Above full employment for the past three years — large importation
of labour.

* Total employment (man years) was in 2018 11% above the pre-crisis
peak.

* External assets exceed external liabilities by 21% of GDP (NIIP
negative by 130% of GDP in 2008 excluding failed banks).

 Overall we have built strong resilience, have policy space and can
face temporary setbacks.
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Increased resilience

Central Bank
foreign reserves?

Household debt? Business debt3
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1. Foreign reserves as % of GDP. 2. Total debt of households as % of GDP. 3. Total debt of businesses (debt and issued bonds) as % of GDP. Businesses excluding financial services firms (including holding
companies). 4. Foreign-denominated debt or debt linked to foreign currencies as % of GDP. Businesses excluding financial services firms (including holding companies). Figures for 2008 are September

figures for households and businesses but August figures for the government.
Sources: Statistics Iceland, Central Bank of Iceland.

What explains this success?
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What explains the success?

* The nature of the shocks:
* Bank losses shared across borders.
* Downsizing of unsustainable sectors and unwinding of imbalances.
* The policy response:
* Dealing with failed banks.
* Programme with the IMF.
* Solution to the balance of payments crisis and lifting capital controls.
* Policy reforms and good monetary and fiscal policies compared to the past
* Real economic integration with trading partners — cross-border labour
mobility.
* Luck:
* Growth of tourism.
* Big improvements in the terms of trade 2015-2017.

Key lessons regarding capital flows
and the exchange rate
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Key lessons regarding capital flows and the
exchange rate

* The exchange rate can both be a shock amplifier and a shock
absorber. There are policies that can affect the outcome.

* It is becoming more difficult to preserve monetary and financial
stability in small, open and financially integrated economies.

* It requires sound regulation and supervision of FX risk and more

policy tools: FX intervention, macroprudential and sometimes capital
flow management.

The capital flow problem in Iceland and the
exchange rate

Capital flows, current account balance, and real exchange rate 1995-2018'
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1. Capital flows excluding change in reserves. Gross capital flows is the average of gross capital inflows and outflows. Current account excluding the effect of failed financial institutions 2008-2015
and the pharmaceuticals company Actavis 2009-2012 on primary income. Also adjusted for the failed financial institutions' financial intermediation services indirectly measured (FISIM). Real
exchange rate relative consumer prices (20-year average, 1998-2017).

Sources: Statistics Iceland, Central Bank of Iceland.
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SEDLABANKI ISLANDS

Sedlabanki islands

Markmid, arangur og askoranir

[safjidréur, Akureyri, Neskaupstadur og Arborg Mar Gudmundsson
12.-19. 4glst 2019 sedlabankastjori

Markmid og verkefni
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Hvad er sedlabanki?

* Verkfaeri rikisvaldsins sem nytur skilgreindra sérréttinda og notar sjéd
til ad eiga vidskipti vid fjarmalastofnanir og a fjarmalamarkadi.
Markmidin, form tengsla vid rikisvaldid og adferdirnar breytast i
aranna ras.

e Banki bankanna og banki rikisins.

* NU a timum er algengast ad sedlabankar hafi verdstodugleika og
fjarmalastodugleika ad markmidi

Markmid Sedlabanka islands

Sedlabanki islands skal studla ad stédugu verdlagi —
Ver6|ag heimild til ad lysa yfir télulegu verdbolgumarkmidi
med sampykki radherra

Fjarmala-

. o Sedlabanki [slands skal studla ad fjarmalastddugleika
stodugleiki

Stefna rikis- Sedlabankinn skal studla ad framgangi stefnu
rikisstjornarinnar i efnahagsmalum, enda telji hann

stjornar bad ekki ganga gegn markmidum bankans
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Onnur helstu verkefni Sedlabankans

 Vardveita gjaldeyrisvarasjod

* Studla ad virku og 6ruggu fjarmalakerfi, p.m.t. greidslukerfi i landinu
og vid utlond

« Utgafa sedla og myntar

* Bankapjoénusta fyrir rikissjod og radgjof vid rikisstjorn vardandi
gjaldeyrismal, erlendar lantékur og fleira

» Samskipti vid alpjodlegar stofnanir (t.d. Alpjodagjaldeyrissjédinn og
Alpjédagreidslubankann)

* Tolfreediupplysingar, rannsdknir og utgafur

Urlausn fjarmalakreppunnar og efnahagsleg
endurreisn

* Endurreisn greidslumidlunar gagnvart utlondum
* Efnahagsazetlun med Alpjédagjaldeyrissjodnum 2008-2011

* Framkvaemd og losun fjarmagnshafta

* Endurheimtur krafna a fallin fjarmalafyrirtaeki: Eignasafn Sedlabanka
Islands (ESI)

* Endurreisn fjarmalakerfisins a druggari grunni

Monetary Policy Committee Report to Parliament 57



Arangur vid Urlausn kreppunnar

Efnahagsazetlun med Alpjodagjaldeyrissjodnum

« [ kjolfar bankahrunsins éskudu islensk stjérnvéld formlega eftir samstarfi vié
AGS — aatlun sampykkt i névember 2008.
e Samkomulag var gert a grundvelli efnahagsstefnu sem hafdi pripaett markmid.
* Gengisstodugleiki
* Sjalfbaer rikisfjarmal
* Endurreisn fjarmalakerfisins
* Fjarmognun i tengslum vid asetlunina var mikil og nam 3,9 milljéréum evra eda um
44% af VLF 2008.
* Dregid var a lanin ad fullu til ad efla traust (fjarmunum ekki rddstafad i annad en ad
efla gjaldeyrisforda).
e Efnahagsazetluninni lauk 2011 og markmidum var nad.
* Lanin voru endurgreidd fyrir gjalddaga @ arunum 2012-2015.
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Fjarmagnshoft

* Tokst ad fa hoftin til ad virka eins og ad var stefnt med breytingum a
reglum haustid 2009, uppbyggingu gjaldeyriseftirlits og med pvi ad setja bu
follnu bankanna undir pau a arinu 2012

» => skjol til endurreisnar og tiltektar i efnahagsreikningum banka, heimila
og fyrirtaekja

* Framkvaemd vardandi eftirlit og undanpagur gekk vel en vandamal komu
upp vardandi rannsdknir (ad hluta vegna annmarka vid setningu laga og
reglna)

 Greidslujafnadarvandinn:

* Aflandskrénur: ram 40% af landsframleidslu
* Ovardar innlendar eignir slitabua: naerri 50% af landsframleidslu
 Of stuttur greidsluferill erlendra skulda adila sem gatu pa illa endurfjarmagnad

(skuld nyja Landsbankans vié pann gamla)
* Upphladin porf innlendra adila fyrir erlendar eignir (lifeyrissjédir)

Losun fjarmagnshafta

* Laekkun st6du aflandskréna med gjaldeyrisutbodum og samningum 2010-
2017 (Avens, Utbod 2011-15, storutbod med forda 2016 og vidskipti 2017)

e Eftir pessar adgerdir var stadan komin nidur i 7% af landsframleidslu og
hrein erlend skuldastada laekkadi um 8% af landsframleidslu vegna peirra

* Uppgjor slitabua a grundvelli naudasamninga med stodugleikaframlogum
2015: 16,5% af VLF bein framlog, laekkun erlendrar skuldastodu: 13,5% af
VLF

* => Hrein erlend skuld pjédarbusins laekkadi i heild um 22% af VLF vegna
ofangreindra adgerda

* Losun a innlenda adila 2016-2017 (stora skrefid i mars 2017)

* Fjarmagnshoftin voru losud an efnahagslegs og fjarmalalegs 6stodugleika,
an pess ad nyta um of gjaldeyrisforda Sedlabankans og an teljandi
lagalegra eftirmadla vegna peirra adgerda sem gripid var til i pvi skyni ad
losa hoftin — vakid athygli erlendis sem arangursrik adgerd
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Endurheimta krafna a fallin fjarmalafyrirtaeki

* Bokfaert verdmaeti eigna sem féru inn i ESI i upphafi var um 491
milljardur kréna.

* Til vidbotar vid pa fjarmuni hefur ESI skilad um 161 milljardi kréna til
Sedlabankans og rikissjods i formi vaxta, ards og skattgreidslna, pratt
fyrir ad m.a. hafi purft ad afskrifa haar fjarhaedir vegna
,Kauppingslansins“ svokallada.

* ESi var slitid i upphafi ars 2019, riflega 9 d&rum fra stofnun pess.

Endurreisn bankakerfisins

Eignir innlansstofnana 2007 Innlansstofnanir: eiginfjar- og
og 2018 vogunarhlutfoll og vanskil®
% af VLF %
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0 2004 2006 2008 2010 2012 2014 2016 2018
2007 2018 —Eiginfjarhlutfall?
—Vogunarhlutfall®
— i|4
1. Samstaedur kerfislega mikilvaegra banka. 2. Eiginfjargrunnur sem hlutfall af dhaettugrunni. 3. Skv. IFRS-stédlum. Vanskil
4. Utlan sem ekki hefur verid greitt af i 90 daga eda lengur (lanaadferd).
Heimildir: Arsreikningar innlansstofnana, Hagstofa islands og Sedlabanki islands.
] |
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Arangur i efnahagsmalum

Stadan fyrir 10 arum

* [ midjum mesta efnahagssamdraetti fra fyrri heimsstyrjéldinni

* Landsframleidsla drést saman um 13% og nadi botni a fyrsta
arsfjéréungi 2010

 Atvinnuleysi var @ uppleid og nadi hamarki yfir 8% a fjorda
arsfjordungi 2010

* Verdbodlga var 19% i januar 2009 — 12% um mitt ar
e Styrivextir 18% i januar 2009 — 12% um mitt ar
* 10% halli a riki og sveitarfélogum 2009

* Erlendar skuldir umfram eignir pjodarbusins 130% ef horft var i
gegnum bu follnu bankanna
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Stadan fyrir 10 arum - 2

* Gjaldeyrisfordinn var allur fenginn ad lani erlendis

* Vid vorum ad forminu til med altaek fjarmagnshoft en pau voru ekki
ad virka eins og stefnt var ad

 Aflandskronur rim 40% og vandinn i buunum épekktur

* Oll prji meginmarkmid daetlunar med AGS voru i dvissu eda uppnami
(gengisstodugleiki, sjalfbaer rikisfjarmal og endurreisn bankakerfisins)

Hvar erum vid nu?

* pjodartekjur a mann 2018 12% heerri en arid 2007 og vid stondum
framar medal pjoda en fyrir kreppu

e Kaupmattur launa 24% haerri

* Full atvinna og gott betur prju sl. ar

* Verdbdlga hefur verid nalaegt markmidi i brddum sex ar—nu 3,1%

* Hid opinbera stendur sterkt

* Vextir lagir i sogulegu samhengi: meginvextir Sedlabankans 3,75% og
vextir 10 ara overdtryggdra rikisskuldabréfa undir 4%
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Hvar erum vio nu? 2

* Gjaldeyrisfordi sem nemur um fjérdungi af landsframleidslu er neer
allur fjarmagnadur innanlands

* pj6din a eignir umfram skuldir erlendis sem nema 21% af
landsframleidslu

Storaukinn vionamsprottur

Hrein erlend stada? Gjaldeyrisfordi Skuldir heimilal Skuldir fyrirtaekja?
Sedlabankans®
% af VLF % af VLF % af VLF % af VLF
0 30 140 250
0

120
200 |
_20 |
100 |
-40 |

s | 150 |

-60 ||

60 [
-80 |- 100

-100 |- 40 1
50 H

4120 H 20 |

-140

[o] 0
2008 2018 2007 2018 2008 2018 2008 2018

1. Vidskiptajéfnudur sem % af VLF. 2. Hrein erlend stada pjé8arbusins sem % af VLF. 3. Gjaldeyrisfordi sem % af VLF. 4. Fravik raungengis frd metnu jafnvaegisraungengi.
Heimildir: Hagstofa slands, Sedlabanki [slands.
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Peningastefnan

Endurbaetur a peningastefnunni eftir
fiarmalakreppu (rit Sedlabankans 2010)

Verdbdlgumarkmid . : IS-arr.\:spll \,”6
. Fleiri teeki rikisfjarmal og
plus .
varudarstefnu

Sveigjanlegt

verdbdlgumarkmid Sl areiue

Gjaldeyrisinngrip

Styrt flotgengi Fjarstreymistaeki bjédhagsvarud
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Verdbolga nadi hamarki 2009 en

minnkadi samfellt eftir pvi sem gengi kronunnar nadi jafnvaegi.
Peningastefnan hefur nad ad halda verdbodlgu nalaegt markmidi nu i
bradum sex ar

Verdbdlga og meginvextir Sedlabankans 1. arsfj. 2004 - 3. arsfj. 2019

0 Breyting fra fyrra ari (%)
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Fjarmagnsflaedi og gengi kronunnar

Fjarmagnsflaedi, vidskiptajofnudur og raungengi 1995-2018'
o FafviF %
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Hoft a atflaedi fjarmagns
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B Vidskiptajofnudur (% af VLF, h. as) ——Fjarmagnsflaedi (bruttd, v. as)
—Hreint innflaedi fjarmagns (v. as) —Raungengi (% fravik fra 20 ara medaltali, h. as)
1. Fjdrmagnsfleedi utan breytinga a gjaldeyrisforda . Bruttd fjarmagnsflaedi er medaltal heildarinnstreymis og heildardtstreymis fjarmagns. Vidskiptajéfnudur an dhrifa fallinna fjarmalafyrirtaekja
2008-2015 og lyfjafyrirtaekisins Actavis 2009-2012 a j6fnud frumpattatekna. Einnig hefur verid leidrétt fyrir dbeint maeldri fijarmalapjonustu (FISIM) fallinna fjdrmalafyrirtaekja. Raungengi midad

vid hlutfallslegt verdlag (20 dra medaltal 1998-2017).
Heimildir: Hagstofa fslands, Sedlabanki [slands.
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|
Vextir i sogulegu lagmarki

Meginvextir Sedlabanka islands e ;
Raunvextir 4 I6ngum lanum

. 1
og n.afnvextllr.a markadi 1990-20192
1. arsfj. 2001 - 3. &rsfj. 2019
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—\Verdtryggdir rikisskuldabréfavextir

—Meginvextir Sedlabankans

—Vextir dverdtryggdra skuldabréfa
—\/erdtryggdir vextir ibidalana vidskiptabanka og sparisjéda

—Vextir 6verdtryggdra husnaedislana vidskiptabanka

med breytilegum véxtum —\erdtryggdir vextir ibudaldna lifeyrissjoda

1. Gogn til og med 31. julf 2019. Vextir skuldabréfa 5 dra vextir tt fré metnum nafnvaxtaferli. Vextir hisnaedislana einfalt medaltal legstu Gtlénsvaxta briggja staerstu vidskiptabankanna. 2. Arsmedaltsl, g6gn til og med 30. jili 2019. 5. Verdtryggdir rikisskuldabréfavextir eru
samsettir Gr gognum um frumditbod spariskirteina og véxtun ibGdabréfa o verdtryggdra rikisbréfa. Vextir verdtryggdra ibudaléna vidskiptabanka og sparisjoda eru vextir Husnadisstofnunar/fbadalanasiods til og med jani 2004 en fré beim tima vegid medaltal legstu vaxta
verdtryggdra ibudalina hja bénkum og sparisjédum. Vextir lifeyrissjéda eru arsmedaltél legstu vaxta.

Heimildir: {bugalanasjéaur, Almenni lifeyrissjéurinn, Arion banki, Festa lifeyrissjédur, Gildi lifeyrissjodur, L Lsj. verslunarmanna, LS, Hagstofa islands, Sedlabanki slands.

Stodugleiki fjarmalakerfisins
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Endurbaetur a svidi fjarmalastodugleika eftir
fiarmalakreppuna: skipulag og regluverk

* Varudarstefna eftir fjarmagnshoft (rit Sedlabankans 2012)
Fjarmalafyrirtaeki:
* Hertar lausafjarreglur
* Reglur um stdéduga fjarmognun i erlendum gjaldmidlum (takmarka skammtimafjarmognun erlendis)
* Auknar eiginfjarkrofur
* Takmarkanir a gjaldeyriséjafnvaegi
Lantakendur:
* Hamark vedsetningarhlutfalls
* Heimild i 1dgum ad takmarka gjaldeyrislan til dvarinna adila
Fjarmagnsflaedi:
* Fjarstreymistaeki beitt til ad stemma stigum vid éstodugu innflaedi erlends fjarmagns
e Umgjord um fjarmalastodugleika baett 2014. Kerfisahaettunefnd og
fjarmalastodugleikarad stofnad — tilmaelavald um beitingu pjédhagsvarudartaekja.

Adkoma Sedlabankans, Fjarmalaeftirlitsins og fjarmala- og efnahagsraduneytisins

Traustara bankakerfi

Ar 2007| 2018
Staerd bankakerfisins (% af VLF) 900 130
Eiginfjarkrafa (%) 8,0 20,4
Eiginfjarhlutfall an vikjandi lana (%) 6,8 21,8
Vogunarhlutfall 6,4/ 15,0
Heimild: Sedlabanki [slands.
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Askoranir framtidarinnar

Skipulag, nefndir og taeki sameinads Sedlabanka

Sedlabankastjori

Varasedlabankastjori

Peningastefnu

Peningastefnunefnd (5 nefndarmenn)

Markmid:
Verdstodugleiki

Teeki:
vextir
vidskipti vid lanastofnanir
bindiskylda
inngrip a gjaldeyrismarkadi
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Fundir bankastjora

Varasedlabankastjori

Fjarmalastodugleika

Fjarmalastodugleikanefnd

(7 nefndarmenn)

Markmid:
Fjamalastodugleiki

Taeki:

o bjédhagsvarudartaeki:
o eiginfjaraukar
o vedsetningarhlutfall

Varasedlabankastjori

Fjarmalaeftirlits

Fjarmalaeftirlitsnefnd (6 nefndarmenn)

Markmia:
Traust og 6rugg
fjarmalastarfsemi

Taeki:

* Utgafa reglna og tilmaela til
eftirlitsskyldra adila

o starfsleyfi og haefismot

o keerur, dagsektir og stjérnvaldssektir
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Hagkveem og 6rugg greidslumidlun

* Rafraenar greidslulausnir hérlendis byggja flestar a innvidum
erlendra kortakerfa élikt pvi sem vida pekkist og innlendar
greidslur fara i miklum maeli i gegnum utlond — i pessu felst
ahaetta

* Mikilveegt ad tryggja hagkvaemar varaleidir i rafraenni
smagreidslumidlun

» Oh4ad og sjalfsteed innlend greidslulausn sem byggir a
innlanareikningum bankakerfisins gaeti pjonad sem varaleid

e Rafkréna, utgefin af Sedlabankanum sem myndi gegna sama
hlutverki og sedlar og mynt, gaeti einnig pjonad sem varaleid

* Greidslumidlun getur vardad pjodaroryggi

Samandregid

* Urlausn fjarmalakreppunnar er lokid med miklum arangri

* Tekist hefur ad na markmidum peningastefnunnar og vardandi
fjarmalastodugleika a undanférnum arum

* Med pvi ad taka i notkun fleiri taeki hefur tekist ad lata gengi
kronunnar prdast til sveiflujofnunar fremur en sveiflumognunar eins
og var raunin fyrir fjarmalakreppuna

* Vid erum betur i stakk buin til ad takast a vid efnahagsleg afoll en
kannski nokkru sinni fyrr i sogu okkar
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SEDLABANKI ISLANDS

Pjédarbuskapur vid hagsveifluskil

Fyrirlestur hja Félagi atvinnurekenda pérarinn G. Pétursson
4. september 2019 Adalhagfraedingur Sedlabanka islands

Efnahagsproun og -horfur

> =~

Aukin dvissa og Mikill Haegir 4 Storfum farid Verdbolga tekin Horfur &
svartsyni i samdrattur { hagvexti pott a0 feekka og ad hjadna eftir litillegum
alpjodlegum flugi og hlidrun atvinnuleysi aukningu sl. samdreetti i ar
efnahagsmalum ferdapjonustu eftirspurnar hefur aukist haust og haegfara
vegi @ moti bata a naesta ari
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Alpjodlegur hagvoxtur gefur eftir og svartsyni eykst

+ Afram dregur Ur alpjédlegum hagvexti: var ad medaltali 2,2% i helstu vidskiptalondum i fyrra en minnkadi i 1,6% & Q2/2019
* Visbendingar um ad pessi préun haldi afram: framleidsluvisitolur hafa vida gefid eftir og fyrirteeki verda @ svartsynni ...
* ... asama tima og verulega dregur Ur vexti alpjodavidskipta

Alpjé8legur hagvdxtur! PMl-visitala fyrir framleidslu og pjonustu? Vantingar fyrirteekja og alpjédavidskipti3
1. arsfj. 2010 - 2. 4rsfj. 2019 Jantar 2014 - 4glst 2019 Jantar 2013- jdli 2019
Brevting fra f A1 (% P Visital : e 7 57
reyting fra fyrra ari (%) 62 Visitala 103 isitala Breyting fra fyrra ari (%) 6,0
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=—=Bandarikin =—Evrusvaedid fi . : .
B — P, A ——Bandarikin (v. as) ——Evrusvaedid (v. as)
Bretiahd Vidskiptalénd islands Bandarikin Evrusvee§id Bretland

===Bretland (v. as) = Alpj.vidsk. m/vérur (h. ds)*
1. Grunnspa Sedlabankans 2. arsfj. 2019 fyrir helstu vidskiptalnd. 2. Visitala Markit fyrir framleidslu og pjonustu (Composite Purchasing Managers' Index, PMI). Visitalan er birt manadarlega og er arstidarleidrétt. begar gildi visitélunnar
er yfir 50 taknar pad voxt milli manada en ef hin er undir 50 téknar pad samdratt. 3. Vaentingavisitlur OECD fyrir fyrirtaeki i framleidslugreinum (e. OECD business confidence index, BCI). 4. Magnbreyting. briggja manada hreyfanlegt

medaltal.
Heimildir: CPB, OECD, Thomson Reuters, Sedlabanki islands.

Vidskiptakjor batna a ny og ISK tiltolulega stodug

* Vidskiptakjor toku ad ryrna er leid & 2017 eftir samfelldan bata fra 2013 ... ryrnudu um 4%% sl. haust sem, dsamt ahyggjum af
stodu WOW Air, kjarasamningum og efnahagshorfum, urdu til pess ad gengi ISK laekkadi nokkud
* Vidskiptakjor botnudu hins vegar aftur a8 Q1 og vidskiptavegid gengi ISK hefur haldist tiltélulega st6dugt i kringum 181 stig

Vidskiptakjor og raungengi® Gengi krénunnar?
1. rsfj. 2010 - 2. arsfj. 2019 2. jan. 2018 - 30. 4glst 2019
Visitala, 2005 = 100 Visitala, 2005 = 100 Visitala
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—Vidskiptakjor (v. ds) ——Raungengi (h. as) —Vidskiptavegin gengisvisitala

1. Raungengi m.v. hlutfallslegt verdlag. 2. Verd erlendra gjaldmidla i krénum.
Heimildir: Hagstofa islands, Sedlabanki fslands.
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Samdrattur i ferdapjonustu og utflutningi almennt

* Vidsnuningur i ferdapjénustu er leid 4 2018 — m.a. vegna minnkandi umsvifa WOW Air og vid fall pess vard snarpur samdrattur
sem vard enn meiri fyrir vikid vegna MAX-potu vanda Icelandair ... ferdamonnum faekkadi en 4 mati vega aukin utgjold @ mann
* Vid baetist samdrattur i 68rum utflutningi — sérstaklega sjavarafurda en sala flugvéla ur rekstri WOW Air vegur & moti

Visbendingar um umsvif i ferdapjénustu? Utflutningur og framlag undirlida?
1. arsfj. 2013 - 2. arsfj. 2019 1. arshluti 2015 - 1. arshluti 2019
Breyting fra fyrra ari (%) Breyting fra fyrri arsfjoréungi (%) 5 55 Breyting fra fyrra éri (%)
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mm Utflutt ferdalog (v. &s) —Kortavelta (v. as) -Alafurd.ir -Sjévaraf_uyréir i .
~——Fj6ldi ferdamanna (v. &s) —Leitarnidurstddur (h. &s) -Ferdabjtjnu?ta . -Annar t?]onust}rlutflutn!rjgur
CJAnnar voruutflutningur —=Utflutningur voru og pjonustu

1. Utflutt ferdalog eru & fostu verdlagi og kortavelta & hvern ferdmann (an farpegaflutninga og opinberra gjalda) stadvirt med visitélu neysluverds. Fildi ferdamanna Gt fré brottforum erlendra farbega um Keflavikurflugvoll.
Leitarnidurstodur Gt fra pattalikani sem tekur saman tidni fimm 6likra leitarnidurstadna sem tengjast ferdalogum til fslands samkvaemt Google-leitarvélinni (arstidarleidrétt, tveggja arsfisrdunga hreyfanlegt medaltal). 2. Alutflutningur skv.
skilgreiningu pjodhagsreikninga. Ferdapjonusta er samtala a ,ferdalégum* og ,farpegaflutningum med flugi“. Vegna kedjutengingar getur verid ad summa undirlidanna sé ekki jofn heildaruatflutningi. Brotalina synir spa fra PM 2019/3.
Heimildir: Ferdamalastofa, Google Trends, Hagstofa [slands, Isavia, Rannsoknarsetur verslunarinnar, Sedlabanki [slands.

Tekid ad haegja a hagvexti

* Haegja tok & hagvexti er leid @ 2018 og a fyrri hluta pessa ars var hann kominn nidur i 0,9%: haegdi a vexti einkaneyslu, fjarfesting
drost saman og birgdir minnkudu ... en @ moéti vogu hagstaed utanrikisvidskipti pratt fyrir dtflutningssamdratt
* betta er heldur meiri hagvoxtur en sé 0,5% voxtur sem gert var rad fyrir i nybirtri spa Sedlabankans

Hagvoxtur og framlag undirlidat Innflutningur og framlag undirlida?
1. arshluti 2015 - 1. arshluti 2019 1. arshluti 2015 - 1. arshluti 2019
Breyting fra fyrra ari (%) Breyting fra fyrra ari (%)
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EmBirgdabreytingar [JUtanrikisvidskipti —VLF Embj6nusta ==Innflutningur alls

1. Vegna kedjutengingar getur verid ad summa undirlianna sé ekki jofn hagvextinum. Brotalina synir spa frd PM 2019/3. 2. Vegna kedjutengingar getur verid ad summa undirlidanna sé ekki j6fn heildarinnflutningi. Brotalina synir spa
frd PM 2019/3.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Storfum tekid ad faekka og atvinnuleysi eykst

e Storfum faeekkadi um 1% fra fyrra ari @ Q2 skv. stadgreidslugdgnum — fyrsta skipti sem storfum faekkar fra 2010

* Atvinnuleysi hefur jafnframt aukist nokkud: var 3,8% a Q2 (upp um 0,7 pr. milli fijorédunga) og hefur ekki verid haerra sidan 2015
* Hratt hefur dregid Ur spennu undanfarid en visbendingar eru um ad pjodarbuid sé mogulega nalaegt botni hagsveiflu

Fjoldi starfandi folks!
1. 4rsfj. 2006 - 1. rsfj. 2019
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Atvinnuleysi?
1. 4rsfj. 2006 - 2. 4rsfj. 2019
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1. Fjoldi starfandi flks skv. stadgreidsluskra byggist & gognum um 16-74 dra einstaklinga sem héfou einhverjar tekjur af atvinnu sem gert er grein fyrir i uppgjori rikisskattstjora um stadgreidda skatta, p.d m. peir sem voru i
faedingarorlofi frd vinnu og beir sem eru med reiknad endurgjald. 2. Arstidarleidréttar tolur fyrir atvinnuleysi skv. vinnumarkadskonnun Hagstofunnar (VMK) og skrad atvinnuleysi skv. Vinnumalastofnun. Skrad atvinnuleysi
arstidarleidrétt af Sedlabankanum. 3. NF-visitalan er fyrsti frumpattur valinna visbendinga um nytingu framleidslupatta sem er skaladur til svo medaltal hans er 0 og stadalfravik 1. itarlegri lysingu ma finna i rammagrein 3 i PM 2018/2.

Heimildir: Hagstofa islands, Vinnumalastofnun, Sedlabanki fslands.

Verdbolga tekin ad hjadna ...

* Verdbdlga jokst fram eftir sidasta ari og nadi hamarki i 3,7% i desember sl., var 3,3% a fyrri hluta arsins og 3,2% i agust
* Undirliggjandi verdbdlga og verdbolga midad vid VNV an husnaedis maelist svipud ...

e ...enmidad vid HICP er verdbdlga nokkru minni eda 1,6% (julimaeling)

Verdbolga & ymsa maelikvarda

Jandar 2013 - dgust 2019

12 ménada breyting (%)

Mzald og undirliggjandi verdbdlga’

Januar 2013 - agust 2019
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——=Samramd neysluverdvisitala

1. Undirliggjandi verdbolga er maeld med kjarnavisitélu (ahrif 6beinna skatta, sveiflukenndra matvérulida, bensins, opinberrar pjénustu og raur
midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV).

Heimildir: Hagstofa islands, Sedlabanki fslands.

—Verdbdlgumarkmid
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nadar hi

==VNV =—Midgildi maelikvarda a undirl. verdbdlgu ——Verdbdlgumarkmid
[ Bil heesta og laegsta mats & undirliggjandi verdbolgu

ana eru undanskilin) og télfreedilegum maelikvérdum (vegid
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... 0g verdbodlguveentingar laekka ad markmidi a ny

* Verdbdlguvaentingar toku ad haekka nokkud sl. haust en hafa laekkad undanfarid hja 6llum hépum og yfir allar timalengdir
* Verdbdlguvaentingar a markadi komnar i markmid a ny en vaentingar heimila og fyrirtaekja enn heldur yfir pvi

Verdbolguvaentingartil 1 ars Verdbdlguvaentingartil 2 ara Verdbdlguvaentingartil 5 dra Verdbodlguvaentingartil 10 dra
% % % %

0 T T T T T T T T T T T T T T T T T T T T T T T T
'13 '14 '15 '16 17 '18 '19 13 '14 '15 '16 '17 '18 '19 '13 '14 '15 '16 '17 '18 '19 '13 '14 '15 '16 '17 '18 '19
——Heimili ——Fyrirtaeki ——Markadsadilar —Verdbdlgualag ~—Verdbdlgumarkmid

1. Talan fyrir verdbolgudlag & 3. arsfj. 2019 er medaltal daglegra gilda fra byrjun jali til loka agust 2019.
Heimildir: Gallup, Sedlabanki {slands.

Efnahagshorfur samkvaemt spd PM 2019/3

* Gert er rad fyrir 0,2% samdreetti i ar en haegfara bata fra naesta ari ... slaki myndast i lok ars en hann hverfur er lidur a naesta ar
* Atvinnuleysi verdur ad medaltali 3,7% i ar og eykst i 3,8% a naesta ari en tekur sidan smam saman ad minnka a ny
* Verdbdlga minnkar i 2,9% 4 Q4 og 3,1% ad medaltali a arinu 6llu en fer sidan i markmid 4 fyrri hluta naesta ars

Hagvoxtur og framleidsluspennat Atvinnuleysi! Verdbolgat

s Breyting fra fyrra ari(%) % af framleidslugetu 3 s % af mannafla 6 Breyting fra fyrra ari (%)

6

4

2

0

-2

4
2010 2012 2014 2016 2018 2020 2010 2012 2014 2016 2018 2020 2010 2012 2014 2016 2018 2020

I Hagvoxtur (v. 8s) ===Framleidsluspenna (h. as) = Verdbolga Verdbolgumarkmié
1. Ljéslitar sdlur syna grunnspd Peningamdla 2019/3 fyrir 2019-2021.
Heimildir: Hagstofa islands, Sedlabanki fslands.
] |
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Aukin dvissa og ahaetta en meiri vionamsprottur

B

Efnahagshorfur
hafa versnad
mikid &
skommum tima

Alpjodleg
ovedurssky
hafa hrannast

upp

Hagvaxtarhorfur hafa versnad og haetta a ofmati

Vidnamsprottur

pjédarbusins er
meiri nd en vid
hagsveifluskil

o
o

Vextir hér og
erlendis i
sogulegu
lagmarki

2007-8

* Hagvaxtarhorfur hafa versnad mikid 4 skommum tima — par vega pyngst ahrif aukins vanda og minnkandi umsvifa WOW Air sem
leiddu til endurskodunar a februarspa bankans og sidan endanlegt fall pess sem breytti toluvert maispa bankans
* Utanadkomandi dvissupaettir — sérstaklega stigvaxandi vidskiptastrid og Brexit — benda til haettu @ ofmati 4 hagvaxtarhorfum

Hagvaxtarspar Peningamala

Breyting fra fyrra ari (%)

4 \‘ X
NN
\\ .
3 N
\ ) e e o—_———
\ \ hadl - ___h_a-
e -
\ - /
2 \- /7
7/

/,
1 \ /
0 T T T

"4
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2018 2019 2020 2021

——PM 2019/3 = =PM2019/2 = =PM2019/1 = =PM 2018/4

0,0

-0,2

0,4

-0,6

-0,8

-1,0

1,2

Ahrif vidskiptastrids og Brexit!

Uppsofnud ahrif 2019-2021 (prdsentur)

Utflutningur Verg Vextir
landsframleidsla Sedlabankans

W Stigmdgnun alpjédlegs vidskiptastrids
M Utganga Bretlands ur ESB 4n samnings

1. Ahrif alpjédlegrar vidskiptadeilu milli Bandarikjanna og annarra rikja annars vegar og (tgéngu Bretlands Ur Evrépusambandinu an samnings hins vegar & innlendar efnahagshorfur. Sja nanar fréviksdaemi i Peningamdlum 2018/4 og

2019/2.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Vidnamsprottur pjodarbusins meiri nu en adur

Utlanavéxtur mun héflegri nat
Uppsafnadur Utlanavéxtur (%)

2013-18

2003-08

0 50 100 150 200

Gengi krénunnar ekki lengur ofmetid*
Fravik raungengis fra metnu jafnvaegisgengi (%)

2018
2007

-10 [ 10 20 30 40

Skuldir i erlendum gjaldmi&lum eru héflegrit
Skuldir i erl. gjaldm. sem % af VLF
| B Heimili
2018 | Fyrirteeki
EHid opinbera

2008

0 50 100 150 200

1. Sja nanar rammagrein 2 i Peningamdlum 2019/2.

Heimildir: Hagstofa fslands, Sedlabanki {slands.

Husnzedisverd i betra samhengi vid tekjur!
Upps6fnud haekkun (%)

Husnzdisverd
2013-18

2003-08
Husnaeisverd/tekjur

0 20 40 60 80 100
Sparnadur hefur aukist mikid*
bjédhagslegur sparnadur sem % af VLF
2016-18
2005-07
0 5 10 15 20 25 30
Bankakerfid hefur minnkad verulega®
Heildareignir bankakerfis sem % af VLF
2018
2007
0 200 400 600 800 1000

Vidskiptahalli hefur sndist i vidskiptaafgang®

Erlend stada hefur tekid stakkaskiptum?

Vidskiptajéfnudur sem % af VLF

Hrein erlend stada sem % af VLF

2016-18 2018
2005-07 2008
-20 -15 -10 -5 0 5 10 -150 -100 -50 0 50
Skuldir heimila hafa laekkad® Skuldir fyrirteekja hafa laekkad®
Skuldir sem % af VLF Skuldir sem % af VLF
2018 2018
2008 2008
0 50 100 150 0 50 100 150 200 250
Eiginfjarstada banka er traustari en adur! Skuldir banka i erl. gjaldm. nénast horfnar®
Eigid fé sem % af ahaettugrunni Skuldir i erl. gjaldm. sem % af VLF
2018 2018
2007 2008
0 5 10 15 20 25 0 200 400 600 800

Vextir i sogulegu lagmarki a islandi ...

* Vextir Sedlabankans hafa farid laeekkandi eftir pvi sem betri tok hafa nadst a verdbolgu og verdbdlguvaentingum — en bankinn
hefur synt ad hann er tilbdinn til ad hakka pa aftur ef visbendingar sjast um ad kjolfesta verdbolgumarkmidsins sé ad losna a ny
+ Skammtima- og langtimavextir 4 {slandi hafa smam saman farid laeekkandi og eru nu i ségulegu lagmarki

Vextir og langtimaverdbdlguvaentingar?

1. arsfj. 2012 - 3. arsfj. 2019

%

A

2

1

0 T T T T T T T
2012 2013 2014 2015 2016 2017 2018 2019

—Meginvextir S

=5 ara verdbdlguvaentingar markadsadila
——5 ara verdbdlgualag

1. Meginvextir

1s og 5 ara verdbolguveentingar marl

Septembermedaltél eru nyjustu gildi vaxtanna.
Heimild: Sedlabanki slands.
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Innlendir vextir fra 19952
Januar 1995 - september 2019

%

20 .
Verdbélgu- Néverandi

18 markmig fyrirkomulag med
tekid upp peningastefnu-

nefnd tekid upp

16

14 f_r

12

h
A\ APV

2

0

|
va\ A‘M
A\ N

1995 1999 2003 2007

—Meginvextir Si ==5 dra vextir

2011 2015 2019

=5 dra verOtryggdir vextir

og Ut frd verdbolgualagi a skuldabréfamarkadi. 2. 5 dra 6verdtryggdir og verdtryggdir vextir rikisskuldabréfa metnir at fra eingreidsluferli rikisskuldabréfavaxta.
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L4
... 0g alpjodlega
* Pbessi proun endurspeglar ad hluta alpjédlega préun en vextir hafa vida laekkad mikid undanfarin ar og nafnvextir jafnvel ordnir

neikvaedir ...
e ... préun sem hagfraedingar og sedlabankar hafa ekki nad ad skyra fyllilega

5 ara alpjodlegir nafnvextirt 5 ara alpjodlegir raunvextir?
Jantar 1995 - september 2019 Jantar 1995 - september 2019
% %
14 8
12 lA /‘1
; y A
10 N\\_V} \ ,/\[ \\ ﬂ
o Nt .
8 Y VY
6 2
4
0 T
2
2
0
2 -4
1995 1999 2003 2007 2011 2015 2019 1995 1999 2003 2007 2011 2015 2019
—island —Bandarikin ——pyskaland —Bretland —fsland —Bandarikin ——byskaland —Bretland

1. 5 ara vextir 6verdtryggdra rikisskuldabréfa metnir Gt fra eingreidsluferli rikisskuldabréfavaxta. Septembermedaltél eru nyjustu gildi vaxtanna. 2. 5 dra vextir verdtryggdra rikisskuldabréfa metnir Gt fra eingreidsluferli
rikisskuldabréfavaxta nema fyrir byskaland (veentir 5 dra raunvextir). Septembermedaltél eru nyjustu gildi vaxtanna.
Heimildir: Bundesbank, Thomson Reuters, Sedlabanki islands.
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SEDLABANKI ISLANDS

Sedlabanki islands

Nyr Sedlabanki - vid hverju er ad buast?

Félag vidskipta- og hagfraedinga 19. september 2019
Asgeir Jonsson
Sedlabankastjori

Priprautarval eda tviprautarval (e. trilemma or
dilemma)? Hvada val hafa pjédir raunverulega?

* Hélene Rey: Dilemma not
Trilemma: The Global Financial
Cycle and Monetary Policy [ Frjdlsir fiarmagnsflutningar ]
Independence

* Hefobundid ad tala um
priprautarval,valum 1, 2 eda 3

* Tviprautarval — valid stendur
adeins a milli moguleika 1 og 3

« Osamrymanlega parid (e. the
irreconcilable duo): fullkomid

frelsi ifjérmagnsviéskiptum [ Fastgengisstefna ] [ Sjalfsteed peningastefna ]
dsamrymanlegt sjalfstaedi i
peningamalum

| |
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Priprautarval eda tviprautarval? Hvada val hafa pjodir

raunverulega?

Vextir
haarri en

erlendis

Aukin

aheetta

Utldna- og

eignabolur

Samhaefing peningastefnu og pjodhagsvarudar

Innflaedi

fjarmagns

4 .
Peningastefna

Verdstodugleiki
,Halla-hreinsa“ (e. lean or clean) '

Oskilvirk gagnvart eignabdlu

Aukin ahaettusaekni '

\

/
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Mogulegar adgerdir (Hélene Rey):
1. Hnitmidud hoft (e. targeted capital
controls) — mikill velferdarkostnadur

Alpjodleg samhafing peningamalastefnu

3. Styrking @ midlun peningastefnunnar i
gegnum svokallada lanaleid (e. credit
channel)

* Med pvi ad beita pjodhagsvarud — s.s. hafa
hemil 4 atlanavexti (e. credit growth) og
vogun (e. leverage)

* Strong varanleg takmork a vogun fyrir alla
fjarmalalega milligbnguadila

N

4 N

pjodhagsvarud

Fjarmalalastodugleiki

Skilvirkari i ad vidhalda stodugleika a
eignamorkudum

Stydur vid peningastefnu

Minni pjodfélagskostnadur ‘

_4
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Sameining Sedlabanka islands og
Fjarmalaeftirlitsins

Markmid nys Sedlabanka

. Sedlabanki [slands skal studla ad stédugu verdlagi og er
Stodugt verdlag heimilt med sampykki rddherra ad lysa yfir télulegu
markmidi um verdbdlgu.

Fjarmala-
stodugleiki

Sedlabanki islands skal studla ad fjarmalastédugleika.

Traust og 6rugg §g6|abankiqn .skall. fylgjasfclmea ad sta!rfsem.i eftirlits§kyI<§ra a?ila
.. , sé i samraemi vid 16g og stjornvaldsfyrirmaeli og ad hun sé ad 6dru
fjarmala- leyti i samraemi vid heilbrigda og edlilega vidskiptahaetti, sbr. 16g

starfsemi um opinbert eftirlit med fjarmalastarfsemi.
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Sameining tveggja storra stofnana

179 starfsmenn
eRekstrargjold 2018: 4,2 ma.kr.

Sedlabanki
Islands

117 starfsmenn
SEIMEIEIS g1l * Rekstrargjold 2018: 2,1 ma.kr.

SEDLABANKASTIJORI

""" 'l'w w’l' Eg:DKLRSij}RA

ey

VARASEDLABANKASTIORI | VARASEDLABANKASTIORI | VARASEDLABANKASTIORI

PENINGASTEFNUNEFND FIARMALASTOBUGLEIKANEFND FIARMALAEFTIRLITSNEFND
T MARKMIB:
MARKMID: N7\ MARKMIB: A
g VERDSTOBUGLEIKI e | @ FIARMALASTOBUGLEIK] ;m”ﬂl‘ﬁﬂ%‘éggm
TAKI: TAKI: TAKI:
® \extir * Djadnagsvaridartaeki: e itgafa reglna og tilmala
» Vidskipti vid [anastafnanir « Eiginfjaraukar til eftirlitsskyldra adila
 Bindiskylda « Vedsemingarhlutfall « Starfslayfi og haafismit
= Inngrip 3 & Takmirk a Llan i erlendum » Kaerur, dagsektir og
gjaldeyrismarkadi gjaldmidlum o.fl stjornivaldssektir ofl
] |
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FramtiOaraskoranir

Pjodhagsvarud og loford framtidar

| Pjédhagsvarid I

e Kreppan mikla gerdi pjédhagfraedi ad sérstakri grein innan
hagfreedinnar — medal annars vegna bdkar Keynes lavardar, The
General Theory of Employment, Interest and Money sem kom
ut arid 1936

e Fjarmalakrisan 2008 hefur ordid til pess ad pjédhagsvarud (e.
MacroPru) hefur hafist upp sem sérstok grein innan
hagfraedinnar

e pessi nyja grein er pé enn heldur laus i reipum — enda hefur hudn
ekkert eitt ,,manifesto”

e Beiting pjédhagsvarudar er sa vettvangur sem bydur upp a
mesta moguleika til pess ad baeta islenska peningamalastjérnun
eins og nu er komid ad malum — hvad sem sidar kemur a daginn
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SEDLABANKI ISLANDS

Sedlabankinn og sjavarutvegurinn

Sjadvarutvegsdagurinn Asgeir Jonsson
25. september 2019 Sedlabankastjori

Samkeppnishafni nyja Islands
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Nyja Island er med varanlegan vidskiptaafgang...

Vidskiptajofnudur sem hlutfall af utflutningi 1864 - 20191
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1. briggja dra hlaupandi medaltal, voruskiptajofnudur fra 1864 - 1945.
Heimildir: Hagstofa Islands, Sedlabanki Islands.
|

vegna aukins sparnadar...

Hlutfall einkaneyslu af vergri landsframleidslu 1960 - 2019

%
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bl VYN O S NN A
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45,0

1960 1963 1966 1969 1972 1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005 2008 2011 2014 2017

Heimild: Hagstofa islands.
| ]
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...0g vaxtar i pjonustuvidskiptum

Voruskipta- og pjonustujofnudur
1. arsfj. 2002 - 2. arsfj. 2019

Ma.kr.
150

i: M
el YA

-100

T T T T T
2002 2005 2008 2011 2014 2017

—Voruskiptajofnudur —Ppjénustujofnudur
Heimild: Hagstofa islands, Sedlabanki {slands.
] |

Island sem fjarmagnsutflytjandi?

* Vidskiptaafangur er vitnisburdur um sparnad - sem hérlendis er m.a.
kndinn fram med skylduframlégum i lifeyrissjddi.

* Hér adur greiddi folk med annarri hendi til lifeyrissjodanna en slo lan
med hinni. En heimilin eru haett ad safna skuldum.

* [sland hefur i kjdlIfarid breyst fra pvi ad vera fjarmagnsinnflytjandi
med kréniskan vidskiptahalla (likt og var @ arunum 1945-2008) og til
bess ad vera fjarmagnsutflytjandi med vidskiptaafgang.

* Pad mun leida til leekkunar a langtimaraunvoxtum pegar litid er til
framtidar.
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Sjavarutvegurinn og gengio

Sjavarutvegurinn og peningastefnan 1972-1989

e Sjavarutvegurinn var lengi vel viomid peningastefnunnar — oft sett
fram med hinni sk. 0 reglu.

 Ef sjavardtvegur var rekinn med tapi var gengid fellt til pess ad feera
st6ouna aftur ad nulli.

e Ef sjavarutvegur var rekinn med hagnadi haekkadi raungengid med
verobdlgu og launahakkunum par til aftur stéd a nulli.

* Landsmenn voru farnir ad geta spad fyrir um gengisfellingar (t.d.
med pvi ad horfa 3 fréttir af arsfundi LIU).

e Dbessi stefna fol i sér:
e Stodugar gengisfellingar og verdbodlgu.
e Litinn hvata til hagraedingar eda ahattudreifingar.

* Falid audlindagjald par sem hatt gengi faerdi fjarmagn fra
sjavarutveginum.
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Sjavarutvegurinn og peningastefnan fra 1993

* Sidasta gengisfellingin vegna sjavarutvegsins var arid 1993.

» Kvotakerfid hefur komid a stodugleika i greininni —
utgerdarmenn bida ekki lengur eftir gengisfellingum til pess ad
rétta af rekstrarreikninginn.

e Sjavarutvegur vel i stakk buinn til pess ad takast a vid
gengissveiflur vegna hlutaskiptakerfisins og 6flugs alpjédlegs
markadsstarfs.

* Hagraedingin getur hins vegar verid sarsaukafull.

Hagnadur i sjavarutvegi er natengdur gengi
kronunnar

Hagnadur i sjavaratvegi og raungengi 1980-2017

% af tekjum Visitala, 2005=100
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B Hagnadur (v. as) —Raungengi (h. as)

Heimild: Hagstofa islands, Sedlabanki islands.
] |
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Logmalid um sérteeka aheaettu — breytt stada
sjavarutvegs i hagkerfinu

* Ef ein atvinnugrein hefur mikla sértaeka ahaettu (e. ideosyncratic risk)
sem hefur ekki fylgni vid ahaettu i 60rum greinum...

e ..mun hatt efnahagslegt veegi valda pjédhagslegum o6stodugleika —
bar sem hun hefur matt til pess ad hreyfa hagkerfid af eigin afli...

e ...en um leid og veegi hennar minnkar fer hin sértaeka, 6fylgna dhaetta
ad skila ahaettudreifni...

e Sjavarutvegur er pvi farin ad verka sveiflujafnandi fyrir hagkerfid.

Vaegi sjavarutvegs i utflutningi voru og pjonustu
hefur tekid miklum breytingum

Hlutdeild sjavarafurda i

heildarvérudtflutningi 1950-2019 Utflutningur véru og pjénustu 2009 - 2019
%
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0 ! ! ! 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 1-2F
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B Ferdapjonusta m Al- og kisilafurdir
@ Sjavarafurdir B Annar utflutningur

Ferdapjonusta er samtala a pjonustuflokknum ,ferdalog” p.e. tekjur af erlendum ferdamaénnum & islandi, og ,farpegaflutningum med flugi,
b.e. tekjur islenskra flugélaga af pvi ad flytja erlenda farpega. Arlegar og uppsafnadar arsfjérdungslegar tolur.
Heimildir: Hagstofa Islands, Sedlabanki islands
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Hlutverk sjavarutvegsins a nyrri 6ld

'S Adlogun
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skila aheaettu- breytt
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Verd sjavarafurda i erlendri mynt hefur haekkad og vegid
upp a moti lodnubresti og minni veida en i fyrra

Matvoruverd 4 heimsmarkadi og

Uppsafnad aflamagn fra arsbyrjun
utflutningsverd sjavarafurda 2002 - 2019
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Heimildir: Fiskistofa, World Bank, Hagstofa islands.
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Sedlabankinn og sjavarutvegurinn

Taeki Sedlabankans sem hafa ahrif a gengi

kronunnar:

* Vextir

e Gjaldeyrisinngrip
e Fjarstreymistaeki
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Sogulegar gengissveiflur kronunnar

Raungengi 1980-2019
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Heimild: Hagstofa islands, Sedlabanki islands.

Skammtimavaxtamunur vid utlond

Skammtimavaxtamunur gagnvart Bandarikjunum
Skammtimavaxtamunur gagnvart evrusvaedinu 2. janGar 2015 - 21. 4glst 2019
2. jantar 2015 - 21. 4gust 2019
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——Vaxtamunur' ——Vaxtamunur'
——Vaxtamunur leifréttur fyrir mismun skuldatryggingaralags® ——Vaxtamunur leidréttur fyrir mismun skuldatryggingaralags?
——Vaxtamunur leidréttur fyrir ségulegu gengisflokti® ===\/axtamunur leidréttur fyrir sdgulegu gengisflokti®

1.Vaxtamunur midad vié priggja manada millibankavexti. 2. Munur  fimm 4ra skuldatryggingarélagi &
rikissj6d. 3. Hlutfall vaxtamunar og briggja manada stadal fraviks daglegra gengisbreytinga.
Heimildir: Thomson Reuters, Sedlabanki fslands.

1.Vaxtamunur migad vid priggja manada millibankavexti. 2. Munur & fimm ra skuldatryggingardlagi 4 rikissjéd. 3.
Hlutfall vaxtamunar og briggja manada stadal fréviks daglegra gengisbreytinga.
Heimildir: Thomson Reuters, Sedlabanki {slands.
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Langtimavaxtamunur vid utlond

Langtimavaxtamunur gagnvart evrusvadinu Langtimavaxtamunur gagnvart Bandarikjunum
2. jandar 2015 - 21. 4glist 2019 2. jandar 2015 - 21. 4gast 2019
8,0 6,0
7,0
50 |-
6,0
40 [W—y-AF
5,0
4,0 3,0
3,0
2,0
2,0
1,0
1,0
0,0 0,0
jan15 jal15 jan16 jdl16 jan17 jul17 jan18 jul18 jan19 jdl19 jan15 jul15 jan16 jul16 jan17 jil17 jan18 jul18 jan19 jil 19
= \axtamunur' ——Vaxtamunur'
= Vaxtamunur leidréttur fyrir mismun skuldatryggingaralags* =—\/axtamunur leidréttur fyrir mismun skuldatryggingaralags?
——Vaxtamunur leidréttur fyrir sogulegu gengisflokti® ——Vaxtamunur leidréttur fyrir ségulegu gengisflokti®
1.Vaxtamunur midad vid 10 dra rikisskuldabréf. 2. Munur & fimm dra skuldatryggingaralagia rikissjod. 1.Vaxtamunur midad vid 10 4ra rikisskuldabréf. 2. Munur & fimm ra skuldatryggingaralagi & rikissjéd.
3. Hlutfall vaxtamunar og briggja ménada stadal fréviks daglegra gengisbreytinga. 3. Hlutfall vaxtamunar og briggja manada stadal fraviks daglegra gengisbreytinga
Heimildir: Thomson Reuters, Sedlabanki fslands. Heimildir: Thomson Reuters, Sedlabanki fslands.
] |

Um vaxtamun vio utlond

 Hair nafnvextir a islandi bera vitni um:

»Mikla verdbodlgu og miklu haerri takt i launahaekkunum — sem valda hdum
verdbodlguvantingum.

»Mikinn hagvoxt og félksfjdlgun sem haekkar raunvaxtastig.
* Mikill vaxtamunur vid utlond dregur ad erlent fjarmagn, haekkar
nafngengid og ryrir samkeppnisstodu utflutningsatvinnuvega.

* Sedlabankinn hefur ndd arangri vid framfylgd verdbdlgumarkmids
sem hefur leitt til lzegri verdbdlguvaentinga — og mun leida til laegri
vaxtamunar vid utlond.
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Fordi fjarmagnadur i islenskum kronum er gjaldeyrisfordinn ad fradregnum skuldum Sedlabankans og rikissjods i erlendum gjaldmidli.

Heimild: Sedlabanki islands.

Hlutverk fordans

* Sedlabankinn byr yfir 800 milljarda gjaldeyrisforda til pess ad geta

tryggt stodugleika.

* Fordinn hefur skapad nyja tiltrd a krénunni og peningastefnunni.

* Fordanum er nu beitt til pess ad draga ur éhoéflegum
skammtimasveiflum i gengi kronunnar — eda sk. skriufumyndun.

 Ekki hlutverk Sedlabankans ad hindra breytingar a gengi kronunnar
sem drifnar eru afram af undirliggjandi efnahagspattum.
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SEDLABANKI ISLANDS

Sjavarutvegurinn og peningastefnan
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Changes in exchange rate listing

According to the Act on the Central Bank of Iceland, the Bank shall quote the
exchange rate of the Icelandic krona against major foreign currencies. This rate shall
be used as the reference rate for official agreements, court cases, and other contracts
between parties when another reference exchange rate is not specified. The Central
Bank’s exchange rate listing does not stipulate a rate at which individuals and
businesses conduct transactions with financial institutions, nor does it indicate how the
exchange rate of the krona versus foreign currencies develops within a given day. The
Bank’s exchange rate listing is solely a reference indicating the position of the foreign
exchange market at a specific time on the day in question.

The Bank’s daily exchange rate listing is based on the average mid-rate derived from
market makers’ bids on one euro (expressed in ISK per EUR) between 10:45 hrs. and
11:00 hrs. The EURISK exchange rate and the exchange rate of all other currencies
versus the euro are then used to calculate the exchange rate of those currencies versus
the krona.

Since 2006, the Central Bank’s exchange rate listing has been in two parts. The first
part is the exchange rate of the krona versus major currencies and special drawing
rights (assigned currency code: XDR) at the International Monetary Fund (IMF). This
has been termed the official reference exchange rate, and the Bank has listed the
selling rate, and the buying rate, and the mid-rate, which lies at the centre of the range
between the buying and selling rates. On the other hand, the Bank has listed the mid-
rate of other currencies even though they do not fall into the official reference
exchange rate category in the sense of the Act on the Central Bank of Iceland. The
Bank began listing the mid-rates of these currencies when it changed its methods for
calculating exchange rate indices in December 2006.

From 1 April 2020 onwards, the Bank will publish only the mid-rate of all currencies
included in its listing, and this mid-rate will be the official reference exchange rate.
Publication of the buying and selling rates will be discontinued. This is consistent with
the practice of central banks in comparison countries.

Further information can be obtained from Gerdur Isberg, Deputy Director, Treasury
and Market Operations, Central Bank of Iceland, at tel: +354 569-9600.

Press release no. 21/2019
9 October 2019
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Restrictions on transactions with the Central Bank

The Central Bank of Iceland has decided that, effective 1 April 2020, it will reduce the
number of parties eligible to hold current accounts with the Bank. These parties
currently include banks, savings banks, credit institutions, governmental institutions,
and various Government-owned funds. From 1 April onwards, however, only deposit-
taking institutions — commercial banks, savings banks, and Part A governmental
institutions — will be eligible to hold such accounts.

Current accounts owned by credit institutions and funds not classified as Part A
institutions will be closed on 31 March 2020. This closure does not affect settlement
accounts. Furthermore, as of 28 February 2020, these parties will no longer be eligible
for Central Bank facilities.

In accordance with the above, the Central Bank of Iceland will amend the Rules on
Minimum Reserve Requirements, no. 585/2018, and the Rules on Central Bank
Facilities for Financial Undertakings, no. 553/2009, so that credit institutions with
operating licences pursuant to Article 4, Paragraph 1, Item 3 of the Act on Financial
Undertakings, no. 161/2002, will not be subject to reserve requirements from 21
March 2020 onwards and will not have access to Central Bank facilities from 28
February 2020 onwards.

The objective of Central Bank facilities and liquidity management is to promote
monetary policy transmission along the yield curve. In view of this, the Bank
considers it more consistent with its role as a central bank to channel interest rates
through those financial institutions that can transmit them onwards to individuals and
businesses in an effective and transparent manner through deposits and loans.
Furthermore, the Central Bank is of the opinion that refraining from competing with
financial institutions for deposits is more consistent with the substance of Article 17,
Paragraph 2 of the Act on the Central Bank of Iceland. As such, deposit accounts with
the Bank should not be a vehicle for investment or risk diversification beyond what is
necessary for commercial banks, savings banks, and fiscal administration.

Further information can be obtained from Gerdur Isberg, Deputy Director, Treasury
and Market Operations, Central Bank of Iceland, at tel: +354 569-9600.

Press release no. 22/2019
14 October 2019
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SEDLABANKI [SLANDS

Markadshorfur ad hausti

Erindi & hadegisfundi Kviku banka Asgeir Joénsson
29. oktdber 2019 S
sedlabankastjori

Nyr Sedlabanki:

Sameining Sedlabanka islands og
Fjarmalaeftirlitsins og horfurnar fram a vid
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SEPLABANKASTJORI
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PENINGASTEFNUNEFND FJARMALASTODUGLEIKANEFND FJARMALAEFTIRLITSNEFND
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: T ; MARKMID:
A MARKMID: m MARKNIE, e ﬁ TRAUST 0G ORUGG
ﬁ VERDSTODUGLEIKI FJARMALASTODUGLEIKI FJARMALASTARFSEMI

TAKI: TAKIL TAKI:
* Vextir » bjodhagsvartdarteeki: « Utgafa reglna og tilmaela
« Vidskipti vid * Eiginfjaraukar til eftirlitsskyldra adila
lanastofnanir « \Vedsetningarhlutfall « Starfsleyfi og heefismit
» Bindiskylda o Takmdrk 4 lan i erlendum * Keerur, dagsektir,
o Inngrip & gjaldmidlum o.fl stjérnvaldssektir o.fl.

gjaldeyrismarkadi

Markmid nys Sedlabanka

7N

LIL

Traust og o6rugg

Stodugt verdlag Fjarmalastodugleiki o :
fjarmalastarfsemi
Sedlabanki islands skal Sedlabanki islands skal Sedlabankinn skal
studla ad stédugu studla ad fylgjast med ad
verdlagi og er heimilt ad fjarmalastodugleika starfsemi eftirlitsskyldra
lysa yfir markmidi um adila sé i samraemi
verdbolgu vid log
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Samkeppnishafni nyja islands

Nyja island er med varanlegan vidskiptaafgang ...

Vidskiptajofnudur sem hlutfall af utflutningi 1864 - 2019
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... vegna aukins sparnadar ...

Hlutfall einkaneyslu af vergri landsframleidslu 1960 - 2019
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... 0g vaxtar i pjonustuvidskiptum ...

Voruskipta- og pjénustujofnudur 1. arsfj. 2002 - 2. arsfj. 2019
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... sem endurspeglast i umskiptum a
erlendri st6du pjodarbusins

Erlend stada pjédarbiisins 2000 - 2. arsfj. 2019
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Island sem fjarmagnsutflytjandi?

_|_

Vidskiptaafgangur er Hér adur greiddi folk island hefur i kjolfarid Pad mun leida til
vitnisburdur um sparnad med annarri hendi til breyst fra pvi ad vera lekkunar a
- sem hérlendis er m.a. lifeyrissj6danna en slé fjarmagnsinnflytjandi langtimaraunvoxtum
knudinn fram med lan med hinni. Nu eru med vidskiptahalla (likt begar litid er til
skylduframlogum i heimilin hzett ad safna og a arunum 1945-2008) framtidar.
lifeyrissjodi. skuldum og eru skuldir yfir i ad vera
peirra litlar i sogulegu fjarmagnsutflytjandi med
samhengi. vidskiptaafgang.
— ——
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Lagvaxtaumhverfio alpjodlega

Af hveriju er island 63ruvisi?

Hair nafnvextir a Islandi ...

Sedlabankavextir 2004 - 2019
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2004 2005 2006 2007 2008 2009 2010 20M 2012 2013 2014 2015 2016 2017 2018 2019
@ island @ Evrusvedid @ Bandarikin Bretland
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... bera vitni um mikla verdébolgu sogulega sem
veldur haum verdbdlguvaentingum

Verdbolga 1980 - 2019
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@ island @ Eviusv=di @ Bandarikin Bretland
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[===u]
Mikill hagvoxtur og folksfjolgun haekkar einnig
raunvaxtastig
Hagvoxtur og félksfjolgun 2004 - 2018
@ Hagvoxtur @ Folksfislgun
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Mikill vaxtamunur vid utlond dregur ad erlent
fjarmagn, haekkar nafngengid og ryrir
samkeppnisstodu utflutningsatvinnuvega

2 g |~

Haerri vextir Innfla=di Haekkun

Versnandi
samkeppnis-
stada

en erlendis fjarmagns nafngengis

Sedlabankinn hefur nad arangri vid framfylgd
verdbolgumarkmids undanfarin ar sem hefur
leitt til lzegri verdbolguvaentinga ...

Verdbélga og verdbdlguvaentingar til eins ars 2004 - 2019
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@ Verdbolga @ Medaltal mismunandi mzelikvarda & verdbdiguvaentingar
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... 0g mun leida til minni vaxtamunar vid utlond ...

Vidskiptaveginn vaxtamunur vid Gtlond jan. 2016 - okt. 2019
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Sedlabankinn byr yfir 800 milljarda gjaldeyrisforda _
til pess ad geta tryggt stodugleika

Gjaldeyrisfordi Sedlabankans 1. arsfj - 3. arsfj. 2019
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Fordanum er nu beitt til pess ad draga ur ohoflegum
skammtimasveiflum i gengi kronunnar ...

Gengi og sveiflur krénunnar jan. 2017 - okt. 2019
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... en pad er ekki hlutverk Sedlabankans ad hindra
breytingar a gengi krénunnar af voldum
undirliggjandi efnahagspatta

Velta a millibankamarkadi med gjaldeyri og hlutdeild Sedlabankans

Ma. kr.
800 80

700 70

600 60

500 50

400 40
300 30
200 20

100 10

G )
L5 W
® P

@ Velia annama adila (vés) @@ Velta Sedlabankans (v.4s) @ Hlutdeild Sedlabankans af heildarveltu (h. 4s)

Monetary Policy Committee Report to Parliament 106



Horfurnar framundan ...

& =1 &

(o o)
Aukin ovissa Ay fafalla : Hlidrun el "erf,’s o8 Horfur a fyrsta Horfur & ad
og svartsyni . feréaqunustu eftirspurnar i yeltu a samdraetti fra verdbdlga verdi
alpjédlegum liklega .ekkl ad fullu att ad husn.ae’élls— 4rinu 2010 komin i
efnahags- ) !<om|n fram og T — ma,rka_6| oviss og markmid fyrr en
malum 6vissa um frambod FrH——E ahrif ferda- gert var rad fyrir
a flugi pjénustu par a
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04.11.2019
Reglur um verdtryggingu

Reglur nr. 877/2018 um verdtryggingu sparifjar og lansfjar toku gildi sl. fostudag, 1.
november 2019. Gildistoku reglnanna var frestad i tvigang ad undanskildu akvadi
peirra um ad rikissjodi sé heimilt ad gefa ut verdtryggd rikisverdbréf til skemmri tima
en 5 éra.

peer breytingarnar sem reglur nr. 877/2018 kveda & um felast fyrst og fremst i
einféldun & utreikningi verdbodta innan manadar.

Fréa gildistoku reglnanna midast verdbeetur innan manadar vid breytingu a visitélu
neysluverds & milli gildis visitdlunnar pegar Gtreikningur er gerdur og gildis hennar a
fyrsta degi naesta manadar par & eftir, i hlutfalli vid fjolda daga sem lidinn er af
manudinum. Binditimi verdtryggdra innlansreikninga verdur eftir sem adur ad
lagmarki 36 manudir og gera reglurnar rad fyrir pvi ad semja megi um reglulegan
manadarlegan sparnad i minnst 36 manuai.

Til ad audvelda fjarmalafyrirteekjum, lifeyrissjodum og 6drum sem sysla med
verdtryggad lan og innlan, pad millibilsastand sem kann ad skapast vegna teknilegrar
yfirfaerslu fra eldri reikniadferd til nyrrar hefur Sedlabankinn gefid ut reglur nr.
941/2019 sem fela i sér bradabirgdadkvaedi vid reglur nr. 877/2018.

Bradabirgdadkveedio felur i sér heimild til ad beita eldri reikniadferdum samanber eldri

reglur nr. 492/2001 um verdtryggingu sparifjar og lansfjar fram til 1. jantar 2021. |
bradabirgdadkvaedinu er jafnframt akvaedi pess efnis ad sé verdtryggingu hagad
samkveaemt eldri adferd a neytandi rétt & endurgreidslu & peim mismun sem kann ad
verda & verobotum midad vid reikniadferd nyju reglnanna sé nidurstadan honum i
Ohag.

Reglur 941/2019 mé finna hér: Vefur Stjornartidinda. Reglur um breytingu & reglum
nr. 877/2018 um verdtryggingu sparifjar og lansfjar.
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SEDLABANKI ISLANDS

Peningamalafundur 2019

Otrodnar lagvaxtaslodir

Peningamaélafundur Vidskiptarads Asgeir Jonsson
7. névember 2019 ez .
sedlabankastjori

Hagvaxtarhorfur
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Horfurnar framundan

) | =~

0O

Alpjédleg Samdrattur i Hlidrun eftirspurnar i Storfum tekid ad Vaegur samdrattur Verdbdlga i markmid i
vidskiptadeila eykur & fluggeiranum & storan att ad innlendri faekka og atvinnuleysi i ar en haegfara lok &rs en pralatari
svartsyni og dregur ar patt i Gtflutnings- framleidslu hefur aukist fra bati fra naesta ari undirliggjandi

hagvexti samdraetti arsbyrjun verdbolga

Hagkerfid tekid ad haegja a sér en bati a nasta ari
Hagvoxtur 1998-2022
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Hvadan kemur voxturinn?

Hagvoxtur og framlag undirlida 2010-2022

Breyting fra fyrra ari (%)
8

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

@ VLF @ Einkaneysla @ Samneysla Fjarmunamyndun Birgdabreytingar @ Utanrikisvidskipti

Haegir a vexti einkaneyslu

Einkaneysla 1998-2022

Breyting fra fyrra ari (%)
15
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Samdrattur i flestum atflutningsgreinum i ar en meiri
samdrattur i innflutningi ...
Inn- og utflutningur 2010-2022

Breyting fra fyrra ari (%)
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... 0g gert rad fyrir aframhaldandi vidskiptaafgangi ut
spatimann

Vidskiptajofnudur 2010-2022
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Horfur eru @ ad verdbdlga hjadni hradar en gert var
rad fyrir og ad hun verdi komin i markmid undir lok

bessa ars
yerabélga 2011-2019
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@ Verdbdiga @ Verdbdlgumarkmid

Heimilin enn med ahyggijur ...

Mat islenskra heimila a niverandi astandi og vaentingar til nsestu sex manada 2001-2019
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... en aukin bjartsyni hja fyrirtaekjum

Mat islenskra fyrirtaekja a niiverandi astandi og vaentingar til naestu sex manada 2003-2019
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@ Maténiverandistédu @ Veentingar til sex manada

Samkeppnishafni nyja islands
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Sogulega hefur gengisfall og verdbdlga fylgt
nidursveiflum

Raungengi og verdbolga 1972-2019
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@ Raungengi @ Verdbélga

Nyja island er med varanlegan vidskiptaafgang

Vidskiptajofnudur sem hlutfall af atflutningi 1864-2019

40

30

g /j\ﬁ/\/\/v\ M/\ L
Y \/NWWM

o

-30

-40

-50

-60
1860 1880 1900 1920 1940 1960 1980 2000

Monetary Policy Committee Report to Parliament 115



... vegna aukins sparnadar ...

Hlutfall einkaneyslu af vergri landsframleidslu 1960-2019
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... 0g vaxtar i pjonustuvidskiptum ...

Voruskipta- og pjonustujofnudur 1. arsfj. 2002-2. arsfj. 2019
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... sem endurspeglast i umskiptum a erlendri stodu
bjédarbusins
Erlend stada pjédarbisins 2000-2. arsfj. 2019
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Traverdugleiki Sedlabankans
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Sedlabankinn byr yfir 800 milljarda gjaldeyrisforda
sem eykur traverdugleika

Gjaldeyrisfordi Sedlabankans 1. arsfj. 2009-3. arsfj. 2019
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. Gjaldeyrisforai - alls . Fordi fjarmagnadur i islenskum krénum . Skuldir Sedlabankans og rikissjods i erlendum gjaldmidli

Fordanum er beitt til ad draga ur skammtimasveiflum
en ekki til ad hindra breytingar a gengi krénunnar af

voldum undirliggjandi efnahagspatta
Velta a millibankamarkadi med gjaldeyri og hlutdeild Sedlabankans 2010-2019
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_Sealabankinn hefur nad arangri vid framfylgd
verdbodlgumarkmids undanfarin ar sem hefur

leitt til laegri verdbdlguvaentinga
yerabélga og verdbolguvaentingar til eins ars 2004 - 2019

@ Verdbslga @ Medaltal mismunandi mzelikvarda & verdbdlguvaentingar

Vextir hafa verid laeekkadir og stydja vid eftirspurn

Breyting vaxta fra april til september 2019
présentur
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@ MeginvextirSi @ Skuldabréfavextir @ Huasnaedislanbanka @ Ny lan til fyrirtaekja
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Alpjédlegir vextir eru i sogulegu lagmarki ...

Langtimavextir 1870-2019
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@ Bandarikin @ byskaland Bretland @

... 0g sambaerileg préoun a voxtum hérlendis

Raunvextir rikisskuldabréfa 1980-2019
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Fyrsta nidursveiflan i sogunni sem er an gengisfalls og kreppuverdbéigu
e Mogulegt ad beita peningastefnunni til pess ad skapa atvinnu an pess ad 6gna verdstodugleika
e Mogulegt ad takast & vid nidursveiflu an pess ad skerda kjor almennings med verdbdlgu

Langtimabreytingar hafa laekkad vaxtastig hér a landi
o Takifaeri til pess ad baeta lifskjor almennings med laegri voxtum
o Teekifaeri til pess ad fjarmagna innvidafjarfestingu med hagstaedum kjorum

Peningastefnan hefur sin takmork — verdstodugleiki setur okkur skordur
e Samkeppnishafnin verdur ekki endurnyjud med gengislaekkun likt og adur
e Samkeppnishafnin verdur adeins baett med aukinni framleidni

Gridarlegar breytingar i farvatninu i fjarmalakerfinu
e Mikilvaegt ad tryggja ad peningastefnan virki — ny Ian veradi veitt til nyrra fjarfestinga
e Mikilvaegt ad huga vel ad afleidingum pessara kerfisbreytinga til langs tima

) ) B B
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SEDLABANKI [SLANDS

Hagstjorn og fataekt

Haskolinn og heimsmarkmidin Asgeir Joénsson
19. névember 2019 -
sedlabankastjori

975 - Upphaf hreppa & islandi

“Oaldar vetur vard mikill 4 Islandi i heidni i pann tima er Haraldur konungur Grafeldur féll,

en Hakon jarl tok riki i Noregi. S& hefur mestur verid 4 Islandi. ba 4tu menn hrafna og
melrakka og morg 6atan ill var eginn, en sumir létu drepa gamalmenni og 6maga og hrinda
fyrir harma. ba sultu margir menn til bana, en sumir I6gdust atad stela, og urdu fyrir pad

sekir og drepnir."
Landnama
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Hagvoxtur er forsenda aukinnar velmegunar en
hagsveiflur leida til 6vaentra breytinga a hogum folks
sérstaklega tekjulagra

Hagvoxtur 1945-2019
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Kostnadur vegna verdbadlgu fellur einnig pyngra a
tekjulaga ...

Verdbélga 1940-2019
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... 0g hefur valdid miklum sveiflum i kaupmeetti ...

Kaupmattur lagmarkstaxta 1907-2017

Breyting milli ara (%)
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... en aukinn verdstodugleiki hefur leitt til pess ad

launahaskkanir skila sér i auknum kaupmaetti

Kaupmattur lagmarkstaxta 1907-2017

Visitala, (juli 1914 = 100)
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Arangursrik hagstjérn getur pvi minnkad évaentar
breytingar i lifi folks ...
Breytileiki einkaneyslu 1980-2018 Verdbodlga 1980-2018
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@ Stadalfravik vaxtar einkaneyslu @ stadalfravik verdbélgu

... 0g skapad umhverfi pbar sem minni likur eru a fataekt

lalx 155 s

Verdstodugleiki Efnahagslegur Traverdugleiki Fjarmalastodugleiki G698 hagstjorn Arangursrik Mistok i hagstjorn
vidheldur stodugleiki tryggir  peningastefnunnar minnkar likur & skapar oryggi peningastefna eru dyrkeypt fyrir
stédugum stéduga atvinnu og leidir til laegri vaxta fjarhagslegum sérstaklega fyrir pa skiptir pvi miklu fyrir  hina tekjulaegstu

kaupmaetti og minnkar likur & og baetir hag peirra erfidleikum og sem eru i legstu almenna velferd og
minnkar likur & atvinnuleysi sem skulda skuldavandradum tekjuprepunum  minnkar likurnar &
tekjumissi i fataekt
nidursveiflu
| E— I
125
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Vidhorf til 6jofnudar

¢ Nytjahyggja (e. utiliterianism): Tekjutilfaersla @ ad mida ad pvi ad jafna tekjur allra
samfélagspegna til pess ad hamarka heildarvelferd

e Frjalslyndi (e. liberalism): Tekjutilfeersla a adeins ad beinast til peirra sem eru verst
staddir i samfélaginu og hamarka velferd peirra

e Frjalshyggja (e. libertarianism): J6fnun taekifaera er mikilveegari en jofnun tekna

Greining a orsakapattum og sértaekar adgerdir

Vidmid um
fataekt

Stadfesta
orsakasamhengi

Skilgreina
markmid ut fra
ahrifapattum

Sértaekar
adgerdir sem
mida ad hverjum
ahrifapeetti
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SEDLABANKI ISLANDS

Vaegur samdrattur og verdbolga vid markmid

Hvad hefur breyst?

Erindi hja Samidn Rannveig Sigurdardottir
19. névember 2019 Adstodarsedlabankastjéri Sedlabanka islands

Stada og horfur i efnahagsmalum
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|
Hratt dregur Ur hagvexti eftir mikinn voxt sidustu ara en
gert rad fyrir ad hagkerfid taki vid sér a ny a nzesta ari

Hagvoxtur og framlag undirlida 2010-2022

Breyting fra fyrra ari (%)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

@ ViF @ Einkaneysia @ Samneysla Fjarmunamyndun @ Birgdabreytingar Utanrikisvidskipti @ PM2018/4

V4

Gert rad fyrir 18% faekkun ferdamanna i ar i kjolfar
afalla i fluggeiranum

Fjoldi ferdamanna 1949-2019
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Samdrattur i flestum utflutningsgreinum

Utflutningur og framlag undirlida 2010-2022

Breyting fra fyrra ari (%)
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@ Utflutningur voru og pjénustu @ PM2018/4 @ Alafurdir @ Sjavarafurdir @ Ferdapjonusta @ Annar Gtflutningur
| |

Dregid hefur ur vexti einkaneyslu likt og buist
var vid

Einkaneysla og radstéfunartekjur 2012-2022

Breyting fra fyrra dri (%) % af radstofunartekjum
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. Einkaneysla (v .as) . Kaupmattur radstofunartekna (v. s) @ Sparnadur heimila (h. ds)
] |
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Allir undirpeettir atvinnuvegafjarfestingar dragast
saman milli ara

Fjarmunamyndun og framlag undirlida 2010-2022
Breyting fra fyrra ari (%)
25
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@ riérfestingiheild @ Almenn atvinnuvegafjarfesting @ Storidja skip og flugvélar @@ ibudarhisnzedi @ Hid opinbera

Storfum hefur faekkad og atvinnuleysi aukist

Atvinnuleysi 2006-2022 Atvinn? og vinnutimi 2006-2019
% af vinnuafli Breyting fra ari (%)
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@ Awinnuleysi @ Skrad atvinnuleysi @ Fioldi starfandi @ Medalvinnutimi @ Heildarvinnustundir
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Spad er um 4% hzekkun launakostnadar a
framleidda einingu a ari naestu prju ar

Launakostnadur a framleidda einingu og framlag undirlida 2011-2022
Breyting fra fyrra ari (%)
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® I [ k dur annar en laun (@ Framleidni @ Launakostnadur & framleidda einingu

Maeld verdbolga i markmid a fjordungnum og
innflutt verdbodlga hefur hjadnad a ny

Verdbdlga a ymsa meelikvarda Innflutt og innlend verdbdlga
12 manada breyting (%) 12 ménada breyting (%)
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Verdbdlguvaentingar i markmid a flesta maelikvarda

Verabdlguvaentingar til 1 ars Verdbdlguvaentingar til 2 ara Verabélguvaentingar til 5 4ra Verdbdlguvzentingar til 10 ara
% % % %
7 7 7 7
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2 ] 2
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1 ] o
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o + 5 o $ 5 o o o 0
S
. Heimili . Fyrirtaeki . Heimili . Fyrirtaeki . Heimili . Fyrirtaeki
Sk 3l Verdbolgual Mark 3il Verabélgual Mark 3l B verdbdlguilag' Mark dilar @ Verdbélguilag'
@ Verdbdlgumarkmid ) Verdbdlgumarkmiad @ verdbdlgumarkmid P Vverdbdlgumarkmid

Hvad hefur breyst?
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Nidursveifla an gengisfalls og verdbodlgu?

Raungengi og verdbdlga 1972-2019

Visitala, 2005 = 100 %
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Rikisfjarmalastefnan vegur a moti afollum
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Vextir bankans aldrei hafa aldrei verid laegri

Hlutlausir raunvextir Sedlabanka islands

Ilfleginvextir Sedlabankans !
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2012 2013 2014 2015 2016 2017 2018 2019 @ Hiutlausir raunvextir @ Raunvextir Sedlabankans
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Vaxtalzekkanir hafa stutt vid eftirspurn en lansadgengi
brengist @ sama tima

Breyting vaxta fra april til september 2019 Utlan lanakerfisins til innlendra adila 2016-2019
présentur Breyting fra fyrra ari (%)
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Raunverd husnaedis stendur nanast i stad milli ara
en proéunin a naestunni er had dvissu

Raunhzkkun iblidaverds Fjoldi nybygginga og félksfjolgun & hofudborgarsvadinu
Breyting fra fyrra ari (%) Fjdldi Breyting fra fyrra ari (%)
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Vionamsprottur pjodarbusins allt annar en
addraganda sidustu nidursveiflu
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Hrein erlend stada Gjaldeyrisfordi Skuldir heimila Skuldir fyrirtaekja
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Dregid hefur ur tidni verdbreytinga fyrirtaekja ...

... og ahrif gengisbreytinga a verd virdast

Hversu oft a sl. 12 manudum athugadi fyrirtzeki pitt
hvort dstaeda veeri til pess ad breyta verdi

adalvorunnar? .

6 14
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@ Aldrei @ Einusinni @ 2-3sinnum @ Fjérum sinnum eda oftar

samhverfari

Hvaé parf gengi krénunnar ad laekka mikid a einum
arsfj. til ad fyrirtzeki pitt ha=kki verd adalvorunnar?
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Hversu oft a sl. 12 manudum breytti fyrirtaeki pitt verdi

adalvorunnar?
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@ Aldrei @ Einusinni @ 2-3sinnum @ Fjérum sinnum eda oftar

Hvaéd parf gengi kronunnar ad haekka mikid a einum
arsfj. til ad fyrirtaeki pitt le=kki verd adalvorunnar?
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Peningamal i hnotskurn

Alpjodleg Samdrattur i Hlidrun Storfum tekid Vaegur Verdbolga i
vidskiptadeila fluggeiranum & eftirspurnar i ad fekka og samdrattur i ar markmid i lok
eykur a svart- stéran patt i att ad innlendri atvinnuleysi en haegfara bati ars en pralatari
syni og dregur utflutnings- framleidslu hefur aukist fra fra naesta ari undirliggjandi

ur hagvexti samdreetti arsbyrjun verdbdlga

“  Ritid i heild @ Power Point myndir € Tist
@ Kynning adalhagfraedings @ Myndagogn Skyringarmyndband bankastjora
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SEDLABANKI ISLANDS

Hundradara hagstjorn

Hvad hofum vid laert og hvernig
munum vid standa okkur betur?

Malping um hagstjorn , A .
21. névember 2019 Asgeir Jonsson

Hagfraedistofnun Haskdla islands .z .
Sedlabanki fslands sedlabankastjori

Tiu laserdémar ur islenskri peningasogu
Hundrad ara einsemd
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Lardomur 1:
Ad fylgja leikreglum skiptir meira mali en hvada leikur er valinn

@ Rong peningastefna er ekki astada pess ad islendingar hafa meira og minna
buid vid 6stodugleika og verdbdlgu fra fullveldi

@ Astaedan er su ad leikreglum hefur ekki verid fylgt vardandi beitingu videigandi
hagstjornartaekja og vidhalds almenns efnahagslegs stodugleika

@ bad hefur ordid til pess ad hver peningastefna sem hefur verid i gildi hefur
molnad i sundur og pjédin buid vid pralatan 6stodugleika

@ (sland er ekki einsdaemi, sbr. gullféturinn, Bretton Woods, evrusamstarfid

@ Fravik fra leikreglum er pé meira 4 islandi en annarsstadar. bj6din hefur ekki
reynt ad fylgja peim reglum sem peningastefnan krefst af henni

Laerdomur 2:
Hagstjornin parf politiskan studning

@ [slenskt flokkakerfi byggdist a stéttabarattu - par sem onnur pélitisk markmid hafa haft
forgang yfir pad verkefni ad vidhalda efnahagslegum stédugleika

@ Sedlabanki landsins hafdi ekki pdlitiskt umbod til beitingar styrivaxta — fyrr en vid byrjun 21.

aldar
@ Rikisfjarmalum hefur ekki verid beitt til bess ad vidhalda stodugleika

@® Gengur gegn hagsmunum pjédarinnar — hinn pjédfélagslegi kostnadur birtist i:
O Vidtaekri haftasetningu 4 arunum 1931-1960
O Odaverdbodlga a arunum 1971-1989
O Kollsteypum &rin 2001 og 2008

@ Sedlabankinn hefur yfirleitt stadid nanast einn og dstuddur i barattu sinni gegn verdbdlgu. Ny

16g um opinber fjarmal hafa po baett ur skak
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Lardomur 2:
Hagstjoérnin parf pélitiskan studning

Hagsveifluaukandi ahrif samneyslu og opinberrar fjarfestingar til hagvaxtar 1990-2018

Framlag til hagvaxtar (présentur) % af framleidslugetu
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. Framlag samneyslu og opinberrar fiarfestingar @ Framleidsluspenna

Laardomur 3:

Stodugleiki a vinnumarkadi er undirstada verdstodugleika

@ Hér 4 landi hafa nafnlaun jafnan haekkad @ mun meiri hrada en getur samrymst edlilegum vexti
kaupmattar

&,

@ Kaupmattur stafar af framleidni — hver vinnustund skilar auknu verdmaeti - ad baki framleidninni
eru t.a.m. teeknibreytingar, baett menntun og gédar félagslegar undirstodur

@ begar litid er til lengri tima er haegt ad buaast vid 1-2% framleidniaukningu 4 ari og kaupmattur hefur
almennt vaxid i samraemi vid pad ad medaltali

® Nafnlaunahaekkanir umfram petta mark skila adeins verdbolgu

® {itlu og opnu hagkerfi er stor hluti neysluvara innfluttur. Haegt er ad na fram kaupmattarstokkum ef
préun vidskiptakjara og utflutnings er mjog hagstaed — en slikar adstaedur eru jafnan skammvinnar

Launahakkanir umfram framleidni hljéta ad ryra samkeppnishaefni landsins og draga dr Gtflutningi

en a sama tima hvetja til innflutnings. Afleidingin er vidskiptahalli sem verdur ad fjarmagna med
erlendum lantékum
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Laerdémur 3:
Stodugleiki a vinnumarkadi er undirstada verdstodugleika

x,

Arid 1980 flutti Jonas Haralz, pa bankastjéri Landsbankans, erindi hja Félagi vidskiptafraedinga og

hagfraedinga um astaedur pess af hverju island vaeri svona mikid verdbélguland:
@ Sveiflur i sjavaritvegi sem reglulega kolludu a gengisfellingar

@ Deilum um skiptingu pjédarkokunnar par sem verdbdlgan veeri ,eins konar gerdardomur i
félagslegri togstreitu”

@ Jonas visadi pannig til pess ad markmid kjarasamninga hef&i longum verid pad ad vidhalda
launabili & milli stétta. Stéttirnar 6sammala um hvad launabilid atti ad vera sem veldur
shofrungahlaupi” par sem skipst er a ad berja fram ,launaleidréttingar”

® Afleiding pessarar togstreitu birtist sidan med miklum nafnlaunahaekkunum sem hagkerfid hlaut ad
Iétta sér med verdbolgu og laekkun raunlauna - oft eftir mikla laekkun gengisins

® £ Jonas Haralz hefur rétt fyrr sér er pad stéttaspenna sem er hin upprunalega orsok verdbolgunnar
— eda ad Islendingar séu ekki sammala um hvert launabilid eigi ad vera & milli hinna ymsu

pbjodfélagshopa
| |

Laerdéomur 3:
Stodugleiki a vinnumarkadi er undirstada verdstodugleika

K,

bPréun lagmarkstaxta og kaupmattar 1907-2017

Breyting milli ara (%)
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Raungengi

Laardomur 4:

islendingar pra stédugt gengi en hafa ekki uthaldid sem parf
@ Landsmenn hafa yfirleitt tekid beinan eda dbeinan patt i pvi fastgengissamstarfi sem hefur
verid i bodi 4 hverjum tima i Vestur-Evrépu

@ Gengishreyfingar hafa gridarlega vidtaek ahrif a allt samfélagid en geta pjénad gédum
pjédhagslegum tilgangi ef pzer eru i takti vid gang hagsveiflunnar

@ Sveigjanlegt gengi getur til damis mykt ahrif breytinga i tflutningstekjum a efnahagslifid — likt
og su haekkun sem fylgdi vexti ferdapjonustunnar og su leekkun sem atti sér stad i fyrra

@ bjodin hefur ekki getad stadid vid pa efnahagsstefnu sem er naudsynleg til pess ad fastgengi
haldi. Genginu hefur pvi gjarnan verid vidhaldid med hoftum

@ Allar uppsveiflur fra seinna stridi hafa endad med ofhitnun hagkerfisins og miklum
kostnadarhakkunum med tilheyrandi gengisfalli og verdbolgu

@ Fastgengi er adeins mogulegt med nyjum hattum vid hagstjorn

Laerdomur 4:
islendingar pra st6dugt gengi en hafa ekki uthaldid sem parf

Raungengi og verdbélga 1972-2019
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@ Raungengi @ Verdbdlga
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@% Laerdomur 5:
Greidslujofnudur er oxull islenskrar hagstjornar

@ Greidslujofnudur islands hefur verid mjog sveiflukenndur af tveimur sokum:
O Einhafar atflutningsgreinar
O Voxtur innlendrar eftirspurnar kemur fram i miklum innflutningi

® Nigurstadan verdur vidskiptahalli sem parf ad fjsrmagna med:
O Erlendum lantokum
O E3a sélu ar gjaldeyrisfordanum
O Annars hlytur gengi krénunnar ad laekka

o Fjarmagnsinnflutningur leidir oft til penslu, eignabélu og mikils vidskiptahalla
Skapar toluverd vandamal fyrir islenska peningastjérnun

® Sedlabankinn verdur ad hafa ahrif 4 pbréun greidslujafnadar til pess ad geta tryggt stédugleika i

verdlagi og efnahagslifi og framfylgd peningastefnu sinnar. Hann getur gert pad med pvi ad:
O Beita innflaedishéftum
O Beita gjaldeyrisfordanum

O Beita pjédhagsvarudartaekjum til pbess ad hafa hemil & skuldsetningu og tdtlanamyndun

@% Laerdomur 5:
Greidslujofnudur er oxull islenskrar hagstjoérnar

Vidskiptajofnudur sem hlutfall af Gtflutningi 1864-2019
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Laardomur 6:

I Fjarmalastodugleiki hlytur ad vera annad markmid Sedlabankans

I Fjarmalastodugleiki hlytur ad vera annad markmid Sedlabankans

@ | addraganda fjarmalakreppunnar st6d peningastefnan frammi fyrir 6vidradanlegu verkefni:

O Mikill vaxtamunur vid atlond,
O 20-30% vidskiptahalli sem var fjarmagnadur med erlendum lantékum

O Vaxtamunarvidskipti erlendra adila

@ Tilraunir til ad na fram I6gbodnu markmidi um verdstodugleika med styrivextina eina ad vopni
urdu til pess ad grafa undan fjarmalastodugleika

@ Kostnadurinn vegna fallsins vard mun meiri en ella vegna pess mikla 6jafnvaegis sem hafdi
skapast i greidslujofnudi arin 4 undan

@ Gjaldeyrisahaetta reis upp fyrir 61l mork

@ Eftirkostin félust annars vegar i gridarlegum skuldavandraadum heimila og fyrirtaekja vegna
gengisbundinna lana og pvi erfidi ad losa ,snjéhengjuna”“ eda 650 milljarda krona eftirstédvar
vaxtamunarvidskiptanna

Laardomur 6:

Fjarmagnsflaedi 1990-2019

% af VLF
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Laerdomur 7:
bjodhagsvarud er grundvollur peningastefnu til framtidar

@ Sagt er ad kreppan mikla hafi ordid til pess ad pjodhagfraedi vard ad sérstakri grein innan
hagfraedinnar

@ Somuleidis vard fjarmalakreppan til pess ad pjédhagsvarid vard sérstok grein innan
hagfraedinnar

@ bjodhagsvarid midar ad pvi ad vidhalda fjarmalastodugleika sem er erfitt ad maela med
megindlegum leidum dlikt verdstodugleika

@ Eitt vandamal frjalsra fjarmagnsflutninga felst i pvi pegar mikid innflaedi fjarmagns veldur
Utlana- og eignabdlu — sem sidan kemur efnahagslifinu i uppnam

@ Beiting pjédhagsvarudar getur skarast a vid hefdbundna peningastefnu eda skerpt bit hennar
med pvi ad hafa hemil & préun Gtlana fjarmalastofnana. Beiting pjédhagsvarudar er sa
vettvangur sem bydur upp a mesta moguleika til bess ad baeta islenska peningamalastjorn

Laardomur 7:

bjodhagsvarad er grundvollur peningastefnu til framtidar
Utlan lanakerfisins 2002-2019

Breyting fra fyrra ari (%)
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E Laardomur 8:

Hoft ryra velferd
@ Hin pralatu vandamal i greidslujofnudi prystu avallt lengra 4 haskabraut hafta og rikisafskipta a
arunum 1930-1960 - pad var ekki fyrr en arid 1994 - vid inngongu i EES — ad undid hafdi verid
ofan af pessu

@ Setning hafta felur p6 ekki endilega i sér raunverulega lokun fjarmagnsvidskipta — pau halda
afram og samhengid 4 milli utanrikisvidskipta og fjarmagnsjafnadar er afram hid sama - en
hoftin aftur 4 méti stjérnmalavaeda fjarmagnsvidskiptin

@ Setning fjarmagnshafta a nyjan leik arid 2008 var neydarradstofun — og faera ma rok fyrir pvi ad
han hafi verid naudsynleg i endurreisnarstarfinu - en leidi svo til ymissa galla pegar fra lidur

@ Virkni peningastefnunnar byggir ad einhverju leyti a pvi ad tryggja akvedna stjorn a
fjdrmagnsjofnudinum - haegt ad takmarka frjalst fjarmagnsfleedi med pjédhagsvaradarreglum

@ Hins vegar felst gridarlegur abati i alpjodlegri sampeaettingu islensks fjarmagnsmarkadar - han
skilar lzegri langtimavoxtum og tryggir naudsynlega ahattudreifingu

Mol Laerdomur 9:
ﬁ; 8 Arangur felst i pvi ad forgangsrada markmidum

@ Skortur 4 forgangsrédun vid pjodhagslega markmidasetningu — talid ad haegt sé ad na fleiri
markmidum samtimis en mogulegt er

@ Beiting hagstjornartaekja ad eigin gedpotta leiddi til verdbolgu, atvinnuleysis og 6stodugleika.
Rong nalgun eda misbeiting peningastefnunnar getur valdid miklum skada i efnahagslifinu og
peningastefnan getur ekki ein og éstudd tryggt stodugleika i efnahagslifinu

@ bad sem peningastefnan getur gert er ad tryggja verdstodugleika innan akvedins ramma -
framfylgd annarra markmida veltur @ 68rum pattum i efnahagslifinu

@ Fornarskipti eru @ milli markmida til skemmri tima — svo sem hvad vardar verdbélgu og
atvinnuleysi. Pjédir geta haft mismunandi vidhorf gagnvart verdbélgu og 68rum pattum

@ Eftir pvi sem segir i almannavalsfraedum eiga stjornmalamenn vid akvedinn
skuldbindingarvanda ad etja pegar kemur ad stérum, erfidum og mogulega évinsalum
akvordunum
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Laerdomur 10:
Verdbolgumarkmid aetti ad ganga upp a islandi

@ island byr vid morg sérkenni sem ljést er ad gera peningamalastjérnun erfida, sogu og landfraedileg
sérkenni sem verdur ekki breytt en pau eru ekki meginvandamalid

@ Vandamalin eru stofnanaleg, pélitisk og jafnvel samfélagsleg: akvardanataka i rikisfjarmalum,
framkvaemd kjarasamninga og almenn pjédfélagssatt - 4 68rum Nordurlondum hefur heppnast ad
fara eftir leikreglunum

® Leikreglur verdbdlgumarkmids settu ad henta lydraedisfyrirkomulagi vel — pau gera krofur um
gagnsai og opinbera abyrgd og ekki verdur séd hvers vegna pad aetti ekki ad geta gengid upp
hérlendis - ef pad neaest satt

® stofnanaumbeetur 4 framkvaemd peningastefnunnar fram til pessa hafa sannanlega skilad arangri:
ljost er ad su breyting ad fela vaxtaakvardanir sérstakri peningastefnunefnd hafi aukid
traverdugleika vid stjérn peningamala

o bad er einnig efalaust ad beiting pjédhagsvaridar med markvissum haetti a sidustu arum hefur
ordid til pess ad styrkja peningastefnuna i sessi. Sama a vid um nyja lagaumgjoré i opinberum

fjarmalum sem ad einhverju leyti hafa haldid aftur af aukningu rikisttgjalda
| P

oy Laerdomur 10:
B Verdbolgumarkmid setti ad ganga upp 4 islandi

Verdbolga 1940-2019
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Samkeppnishaefni nyja Islands

Fyrsta nidursveiflan par sem ekki er buist vid
samdreaetti i einkaneyslu

Einkaneysla 1998-2022

Breyting fra fyrra ari (%)
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Nyja island er med varanlegan vidskiptaafgang ...

Vidskiptajofnudur sem hlutfall af dtflutningi 1864-2019

40

30

\L\/AVN\/VV\ /\W/\ \ A
ra

-20

-30

-40

-50

-60
1860 1880 1900 1920 1940 1960 1980 2000

... vegna aukins sparnadar ...

Hlutfall einkaneyslu af vergri landsframleidslu 1960-2019
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... 0g vaxtar i pjonustuvidskiptum ...

Voruskipta- og pjonustujofnudur 1. arsfj. 2002-2. arsfj. 2019
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... sem endurspeglast i umskiptum a erlendri stodu
bjédarbusins
Erlend stada pjodarbusins 2000-2. arsfj. 2019
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Traverdugleiki Sedlabankans

_Sealabankinn hefur nad arangri vid framfylgd
verdbodlgumarkmids undanfarin ar sem hefur

leitt til laegri verdbdlguveaentinga
yerabélga og verdbolguvaentingar til eins ars 2004 - 2019
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@ Verdbslga @ Medaltal mismunandi maelikvarda 4 verdbdlguvaentingar
| |
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Sedlabankinn byr yfir 800 milljarda gjaldeyrisforda
sem eykur traverdugleika

Gjaldeyrisfordi Sedlabankans 1. arsfj. 2009-3. arsfj. 2019
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Fordanum er beitt til ad draga ur skammtimasveiflum
en ekki til ad hindra breytingar a gengi krénunnar af

voldum undirliggjandi efnahagspatta
Velta a millibankamarkadi med gjaldeyri og hlutdeild Sedlabankans 2010-2019
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Nyr Sedlabanki

Nytt fyrirkomulag lidur i baettum arangri til framtidar?

SEDLABANKASTJORI

""""" wwww Eg«':lll)(IESTJC')RA

VARASEDLABANKASTJORI VARASEDLABANKASTJORI VARASEDLABANKASTJORI

PENINGASTEFNUNEFND FJARMALASTODUGLEIKANEFND FJARMALAEFTIRLITSNEFND

e Teeeed e

MARKMID:
MARKMID: MARKMID: .
ey . OO vuman croouoiens [ AN Ioiustos omves
TAKI: TAKI: TAKI:

o Vextir o bj6dhagsvartidartaeki: o Utgafa reglna og tilmzela
o Vidskipti vid o Eiginfjaraukar il eftirlitsskyldra adila

lanastofnanir e Vedsetningarhlutfall o Starfsleyfi og haefismot
o Bindiskylda o Takmork 4 lan i erlendum o Keerur, dagsektir,
e Inngrip & gjaldmidlum o.fl stjérnvaldssektir o.fl.

gjaldeyrismarkadi
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Fyrsta nidursveiflan i sgunni sem er an gengisfalls og kreppuverdbdlgu
e Mogulegt ad beita peningastefnunni til pess ad skapa atvinnu an pess ad égna verdstodugleika
e Mogulegt ad takast 4 vid nidursveiflu an pess ad skerda kjor almennings med verdbolgu

Langtimabreytingar hafa lzekkad vaxtastig hér a landi
o Taekifeeri til pess ad baeta lifskjor almennings med laegri voxtum
o Taekifeeri til pess ad fjarmagna innvidafjarfestingu med hagstaedum kjorum

Peningastefnan hefur sin takmork — verdstodugleiki setur okkur skordur
e Samkeppnishafnin verdur ekki endurnyjud med gengislaskkun likt og 48ur
e Samkeppnishafnin verdur adeins baett med aukinni framleidni

Gridarlegar breytingar i farvatninu i fjarmalakerfinu

o Mikilvaegt ad tryggja ad peningastefnan virki — ny lan verdi veitt til nyrra fjarfestinga
o Mikilvaegt ad huga vel ad afleidingum pessara kerfisbreytinga til langs tima
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SEDLABANKI [SLANDS

Nokkur atridi um banka

SFF-dagurinn , X ;
28. névember 2019 Asgeir Jonsson

sedlabankast;jori

Stzerd og samsetning fjarmalakerfisins

Hvad purfum vid stort bankakerfi?
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islenska bankakerfid hefur skroppid saman ...

Hlutfall heildareigna innlansstofnana (médurfélog) af landsframleidslu 2002-2019
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... 0g er litid i alpjodlegu samhengi

Heildareignir bankakerfisins i nokkrum idnrikjum 2017
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Staerd bankanna markast af innlanum ...

Peningamagn i umferd (M3) i hlutfalli af innlendum Gtlanum innlansstofnana 2001-2019
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... en peningamagn i umferd hefur dregist
saman sem hlutfall af landsframleidslu

Peningamagn i umferd 2000-2019
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Hid nyja islenska bankakerfi markast af
heildarinnlanum - eda peningamagni i umferd

@ Peningamagn i umferd raedst af mérgum pattum:
- Efnahagsreikningi Sedlabankans — s.s. gjaldeyriskaupum eda beinni peningaprentun
- Lausafjarreglum og eiginfjarkrofum innlansstofnana — sem hafa ahrif 4 peningamyndun
- Vidskiptum i hagkerfinu — sem skapar porf fyrir greidslumidil
- Lausafjarporf fjarfesta - aukid efnahagslegt 6ryggi minnkar eftirspurn eftir peningum
- Vaxtastigi i landinu - sem hefur ahrif & veltuhrada

@ begar til lengri tima er litid aetti hlutfall peningamagns i umferd ad vera stodugt — og innlan vaxa a
sama hrada og landsframleidsla. Utlan innlanastofnana zettu ad vaxa 4 sama hrada

@ Peningamagn sem hlutfall af landsframleidslu hefur verid ad dragast saman - pad var i kringum
100% arid 2009 en er nii um 70%

@ islenska bankakerfid er ad skreppa saman — par sem innlanafjarmognun er ekki ad vaxa i takt vid
hagvoxt

Breytt samsetning: lifeyrissjodir eru nu ordnir
umfangsmeiri i islensku fjarmalakerfi en bankarnir ...

Heildareignir innlansstofnana, lifeyrissjoda og annarra fjarmagnsmidlara 2002-2019
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... 0g hlutfallslegt umfang bankanna litid i
alpjodlegu samhengi ...

Hlutfall banka af fjarmalakerfinu i heild i nokkrum rikjum 2017
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... a medan lifeyrissjodirnir vega pungt ...

Hlutfall heildareigna lifeyrissjodskerfa af landsframleidslu i nokkrum rikjum 2018
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... 0g mikilvaegi peirra eykst stodugt

Hlutfall heildareigna lifeyrissj6da & islandi af landsframleidslu
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Lifeyrissjodirnir eru ordnir umfangsmestu
adilarnir i fjarmalakerfinu

@ Launafélk & islandi leggur 15,5-20% af tekjum til lifeyrissjéda
@ Lifeyrisframlog eiga ad avaxtast 4 &rum og aratugum - lifeyrissjédir hafa pvi yfirburdi i langtima
fjarmognun

@ Lifeyrissjodir gegna hofudhlutverki vid fjarmognun hisnaedislana hérlendis — spurningin snyst um

hvort einhverjir millilidir komi ad verki eda hvort markadir séu nyttir vid milligonguna

@ Uppsofnun lifeyrissparnadar hvetur til laegra seljanleikaalags (laegri halla & vaxtaréfi) og laegri
langtimavaxta

@ Bankar eru med mjog stutta skuldahlid sem er byggd & innlanum - og timaumbreytingu med pvi
ad lana ut langt. beir geta ekki bodid somu langtimavexti og lifeyrissjodir

@ bunginn i islenska fjarmagnskerfinu er ad feerast fra bonkum til lifeyrissjéda
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Midlun peningastefnunnar
| breyttu kerfi

Bankarnir hafa mjog sterka eiginfjarstodu ...

Innlansstofnanir: eiginfjar- og vogunarhlutfoéll 2000-2019
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... 0g skuldsetning peirra er minni en vida
annars stadar

Innlansstofnanir: eiginfjarhlutféll Innlédnsstofnanir: vogunarhlutfoll
% %
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@ storir evrépskir bankar @ storir evrépskir bankar

Eiginfjarkvadir bankanna eru sveigjanlegar
@ Eiginfjarkvadir 4 banka hafa ahrif 4 vaxtamun - og férnarkostnad vid atlan. baer hafa einnig ahrif
a dhaettuprofil — verdsetningu ahaettu vid atlan

@ Fyrirséd ad eiginfjarkvadir bankanna munu lazekka um 0,6-1,25 prosentustig a naestu arum vegna
innleidingar & Evropuloggjof um afslatt vegna litilla og medalstérra fyrirtaekja

@ Einnig - er fyrirséd ad sveiflujofnunarauki verdi laekkadur ef ad kreppir i efnahagslifinu til ad
vidhalda utlanagetu bankakerfisins og stydja vid midlun peningastefnunnar

@ islensku bankarnir beita allir stadaladferd vid ttreikninga 4 eiginfjarbindingu en erlendir bankar

sem peir eru oft bornir saman vid beita innrimats likonum. M.a. vegna pessa eru vogunarhlutfoll
islensku bankanna mun heaerri en erlendra
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Overdtryggdir vextir vidskiptabanka hafa i meginatridum
broast i takt vid meginvexti Sedlabankans ...

Meginvextir Sedlabankans og éverdtryggdir vextir vidskiptabanka 2013-2019
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... en minni breytingar hafa ordid a
verdtryggdum voxtum eins og vid er ad buast

Raunvextir Sedlabankans og verdtryggdir vextir banka og lifeyrissjéda 2013-2019
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Vaxtakjor hafa pvi batnad en visbendingar eru
um ad prengt hafi ad adgengi ad lansfé

Hrein ny Gtlan KMB til atvinnufyrirtaekja, 12 manada hlaupandi summa
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Utlanavoxtur hefur verid mikill undanfarin ar en nd
er tekid ad haegja a

Utlan lanakerfis til innlendra adila 2012-2019

Breyting fra fyrra ari (%)
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Visbendingar um aukid hlutverk sj6da

bréun skulda fyrirtaekja vid verdbréfa-, fjarfestingar- og fagfjarfestasjodi

Breyting fra fyrra ari (%)

12

10

8

jan.18 feb.18 mar.18 apr.18 mai.18 jun.18 jul.18 &gu.18 sep.18 okt.18 no6v.18 des.18 jan.19 feb.19 mar.19 apr.19 mai.19 jun.19 jul.19 &gu.19 sep.19

Monetary Policy Committee Report to Parliament

165



Medan litilla breytinga gaetir 8 markadi med
skuldabréf atvinnufyrirtaekja

Utgafa markadsskuldabréfa

Ma.kr. & verdlagi arsins 2019
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@ Rikiog sveitafélsg @ Ibuda- og husnaedisbréf Atvinnufyrirteeki og félég @ Vidskiptabankar

Taeki sem na til allra

@ Umbreyting bankanna fra pvi endurlana erlent heildsolufjarmagn og til pess ad reida sig & innlan -
hefur styrkt midlun peningastefnunnar

@ islensku bankarnir eru fyrst og fremst fyrirtaekjabankar — Sedlabankinn hefur pvi veruleg ahrif &

verdsetningu fjarmagns med vaxtaakvoréunum sinum

@ Hins vegar — eru ymsir langtimapaettir sem prysta 4 minnkun bankakerfisins. Atvinnulifid verdur i
auknum meeli ad reida sig & nyjar fjarmagnsuppsprettur

@ Fyrirséd ad pjodhagsvarudartaeki munu fa aukid vaegi 8 komandi arum — baedi til pess ad tryggja virkni

peningastefnunnar og halda ahzettu i skefjum

@ bj6dhagsvarudartaeki verka a alla leikendur & fjarmagnsmarkadi - ekki einungis bankana
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Rannveig Sigurdardottir
Deputy Governor, Central Bank of Iceland
Introductory remarks
Third Annual Nordic Cyber in Finance Conference
28 November 2019
Stockholm

Panel — Cyber-Risk Governance (morning session)

| welcome the opportunity to be here today and participate in this conference on Cyber in Finance,
and | am especially delighted to have a chance to participate in this panel on Cyber Risk Governance.
Unfortunately, figures show that cyberattacks are on the rise, and consequently, so is our awareness
of how threatening cyber-risk is to institutions, markets, and society as a whole.

Cyberattacks are difficult to foresee; indeed, some say that we are always behind the curve when it
comes to cyberattacks. But one thing we can do is have a proper framework in place when they do
occur, so as to prevent them from escalating to a systemic level.

It is widely accepted that sound governance is a key factor in in countering cyberattacks. And this is
consistent with other forms of risk management.

But what are the ingredients for good cyber-governance?

Good cyber-governance entails ensuring that a proper cyber-resilience framework is available and
endorsed by an institution’s board or equivalent body — a framework consisting of policies, procedures,
and controls aiming to identify, protect, detect, respond to, and recover from a cyberattack. The
framework should accord high priority to the safety and efficiency of the institution’s operations while
supporting broader financial stability objectives.

The framework should also be guided by a cyber-resilience strategy that defines how cyber-resilience
objectives are determined and identifies the people, processes, and technology requirements for
managing cyber-risks.

The fact that cybercrime is a relatively new category of operational risk — one that is driven by highly
innovative criminals — means that an event like this one is of vital importance in raising awareness and
sharing information and best practices. We still have much to learn when it comes to cyber-risks and
how to manage them.

And in the spirit of information sharing, | would like to share with you some of what is happening on
the small island of Iceland, a country with 350,000 inhabitants that operates one of the world’s
smallest central banks.

The Parliament of Iceland has just recently passed a law that implements the NIS Directive (Net- and
Information Security Directive). That law will enter into force in September 2020. Until then, a
constructive mapping of who may fall under the scope of the new law is to take place.

With respect to the banking sector and financial market infrastructure, the new law entrusts the
Financial Supervisory Authority with deciding this. At the same time, the Central Bank of Iceland has
both an oversight role to play and the duty to promote a sound and efficient financial system — a role
it can only fulfil by promoting proper cyber-risk governance.
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And to conclude, these are also interesting times for the aforementioned institutions: on 1 January
2020, the Central Bank of Iceland and the Financial Supervisory Authority will merge into a single
institution under the name of the Central Bank of Iceland. For a nation of 350,000, the merger will give
us the opportunity to perform more effectively in the field of cyber-resilience for the financial market
and to promote the importance of proper cyber-risk governance. Furthermore, the Central Bank of
Iceland plans to launch a Financial Sector Forum for Operational Robustness in 2020, with emphasis
on enhancing the sector’s resilience against cyberattacks. Having said this, | look forward to fruitful
discussions and to this afternoon’s session on how to increase cyber-resilience in finance.

Monetary Policy Committee Report to Parliament 168



27 December 2018

Responses to some of the proposals from the
task force on the review of monetary policy

At the Monetary Policy Committee’s (MPC) meeting earlier this month,
the Committee discussed the Central Bank’s forthcoming report to the
Prime Minister concerning the Bank’s position on the proposals
presented by the task force on monetary policy pertaining to changes in
working procedures of the MPC and the Bank more generally (Jénsson
et al., 2018). The Bank’s position on specific proposals can be found
below.

Although this document is formally presented by the Central Bank, the
text it contains represents the results of discussions within the MPC and
is supported unanimously by the Committee. All proposals discussed
here pertain to matters under the purview of either the MPC or the
Governor of the Central Bank. The task force made other proposals as
well, but their implementation requires statutory amendment,
ministerial involvement, and/or revision of the agreement between the
Government and the Bank.

Proposal 6: The Central Bank of Iceland shall use the Reserve Bank of
New Zealand’s traffic light system to create clear ground rules for
decision-making and communication of information on foreign
exchange market intervention. Furthermore, there is need for a clearer
and more transparent sterilisation policy in connection with
intervention. Moreover, the Bank shall publish its assessment of the
equilibrium real exchange rate on a regular basis.

This proposal actually centres on two separate issues: i.e., the foreign
exchange market intervention policy and the publication of additional
information on the Bank’s assessment of the equilibrium real exchange
rate.
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(1) Intervention in the foreign exchange market

The task force recommends that the Central Bank adopt the “traffic light
system” used by the Reserve Bank of New Zealand (RBNZ), and it calls
for a clear, transparent sterilisation policy.

The Central Bank agrees that it is necessary to explain the views
underlying the Bank’s foreign exchange market intervention as well as
possible. The intervention policy may need to change over time,
however, depending on the conditions prevailing in the economy and
the financial system. The policy is discussed regularly by the MPC,
which oversees intervention as a part of monetary policy. The
intervention policy has also been explained in the Committee’s
statements and in Central Bank publications. For a while, intervention
was aimed at building up Iceland’s international reserves and mitigating
the risk of an overshooting of the exchange rate during the prelude to
capital account liberalisation, as was explained at the time. At present,
however, the intervention policy aims at smoothing out excessive short-
term volatility but does not pinpoint a specific exchange rate target. This
has also been explained publicly.

In this context, it is appropriate to emphasise that there are limits on how
predictable a central bank’s foreign exchange market intervention can
be without creating the risk that market agents will corner the central
bank and profit on unilateral speculation. Experience has shown that it
can be risky for central banks to draw a line in the sand in this way.

In the Central Bank’s opinion, the suggestion that the Bank adopt the
RBNZ’s traffic light system is worth examining more closely, but it
needs to be thought out more fully and experiences from other countries
should be considered as well. Conditions in New Zealand are entirely
different than those in Iceland, as the New Zealand dollar is one of the
most-traded currencies in the world. The foreign exchange market there
is deep, and the Reserve Bank of New Zealand is less concerned about
short-term volatility. In small countries, however, it is much more
common that foreign exchange market intervention aim at mitigating
volatility than it focus on a given exchange rate. This is also true of
Iceland.

As regards sterilisation of foreign exchange market intervention via
market transactions by the Central Bank, it should be noted that
sterilisation is largely built into monetary policy instruments, as short-
term market interest rates have deviated very little from the Bank’s key
interest rate. This has been explained by the Bank, but it should probably
be done more thoroughly.
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The Central Bank will establish a working group whose task will be to
submit recommendations to the MPC in H1/2019 on the intervention
policy and information disclosure about its execution.

(2) Assessment of the equilibrium real exchange rate

The Bank reviews its assessment of the equilibrium real exchange rate
while preparing each forecast and publishes the assessment regularly in
Monetary Bulletin (most recently in Box 3 in Monetary Bulletin 2016/2).
Furthermore, a historical assessment can be found in the Bank’s QMM
database, which is updated on the Bank’s website following each
forecast. The Bank has also been considering launching a new annual
publication on Iceland’s balance of payments, which would also contain
further discussion of the equilibrium real exchange rate. In addition, the
Bank intends to expand its research in this area and, in this context, plans
to engage a foreign expert in H1/2019.

Proposal 8: The Central Bank shall publish the policy rate path in
Monetary Bulletin four times a year. In this way, it will be possible to
strengthen market expectations and enhance transparency of the Bank’s
long-term interest rate policy.

From the beginning of 2007 until the onset of the financial crisis in
autumn 2008, the Bank published the policy rate path for its baseline
forecast, together with confidence intervals. Early on, the publication of
the interest rate path appeared to deliver results, in that market
expectations concerning future developments in interest rates moved
closer to the path in the baseline forecast, thereby strengthening the
transmission of Central Bank rates to other interest rates (Monetary
Bulletin 2007/3), but unclear ownership of the policy rate path seemed
gradually to undermine the usefulness of publishing it. During the
financial crisis, there were no premises for continued publication of the
policy rate path, but when conditions normalised, it would have been
possible to resume publication. By then, however, a multi-member
Monetary Policy Committee with external members had been
established, and the Committee was not convinced of the usefulness of
publishing a policy rate path at that time. There are two primary reasons
for this.

First of all, the forecast is prepared by the Economics and Monetary
Policy Department, and it is the Bank and not the MPC that is
responsible for it. The view has been expressed within the MPC that as
long as this is the case, there is the risk that the conditions prevailing
before the crisis will develop again; i.e., unclear ownership of the policy
rate path could undermine the efficacy of publishing it. Furthermore, the
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publication of a policy rate path that differs fundamentally from the
majority view of the MPC could create greater uncertainty in the market
and exacerbate uncertainty about future developments in interest rates
if, for instance, the forward guidance from the MPC majority runs
counter to the published path.

As Table 1 indicates, some central banks in advanced economies publish
a policy rate path with their baseline forecasts, but they are still in the
minority. In all instances where the policy rate path is published, the
macroeconomic and inflation forecast is the forecast of those who make
interest rate decisions, not central bank experts’ forecast; therefore, there
should not be any inconsistency between the published path and rate-
setting authorities’ expectations about future developments in interest
rates.

It appears that if this step were taken in Iceland, it would be necessary
to shift ownership of the Bank’s forecast preparation to the MPC. It is
not clear, however, how this would work in a situation involving
external MPC members.! It is clear, however, that such a change would
call for a fundamental change in the forecast preparation process and the
external MPC members’ involvement with it. The forecast preparation
process would be lengthened considerably, and the interest rate decision,
the forecast, and the decision on the policy rate path would have to be
prepared much earlier than they currently are — and well before the
publication of the interest rate decision and Monetary Bulletin. It also
appears clear that this would require much more work from external
MPC members, as well as more time spent by them in the Bank.? This
could be expected to require additional staffing for forecast preparation
and support of the MPC.

LIf this step were taken in Iceland, the Central Bank would actually become the first
central bank to publish a policy rate path for an MPC with external members. Of the
four central banks that publish a policy rate path, those in Sweden and the Czech
Republic have internal members only. In the case of New Zealand, interest rates are
formally determined by the Governor of the RBNZ alone, but there are plans to
establish a monetary policy committee that will presumably include external members.
In Norway as well, there are changes in the offing, but until now, the Governor of
Norges Bank has decided the published interest rate path, even though interest rate
decisions are taken by a multi-member committee that includes external members.
2This also gives rise to the question of how easy it would be to find outside experts
with enough expertise to function as external Committee members if their participation
required that they leave their full-time jobs.

Monetary Policy Committee Report to Parliament

172



Table 1. Information disclosure on future developments in central bank interest

rates
Central bank  Arrangement
Australia Does not publish own policy rate path?
us Publishes individual committee members’ assessment of interest
rate outlook
UK Does not publish own policy rate path?
ECB Does not publish own policy rate path?
Japan Does not publish own policy rate path?
Canada Does not publish own policy rate path?
Norway Publishes conditional policy rate path as part of baseline forecast
New Zealand Publishes conditional policy rate path as part of baseline forecast
Sweden Publishes conditional policy rate path as part of baseline forecast

Czech Rep. Publishes conditional policy rate path as part of baseline forecast®
1. The forecast is based on forward interest rates, which can be determined from financial
market rates, although forward guidance is sometimes provided. 2. The Bank of Canada bases
its forecast on its own interest rate path, which is not published. Sometimes the BoC provides
forward guidance, however. 3. The Czech National Bank’s interest rate path which is
published for three-month interbank rates.

Sources: Central bank websites and Hammond (2012).

The other reason for doubts within the MPC about the efficacy of
publishing a policy rate path for the baseline forecast, at least at the
present time, centres to a degree on a fundamental view of the nature of
monetary policy during times of uncertainty. According to this view,
monetary policy is not a “scientific” matter that can be solved using
mathematical maximisation models, as is done in many textbooks. The
uncertainty about many key variables is simply too great. Monetary
policy is therefore more like risk management where an attempt is made
to avoid costly errors. Publishing a policy rate path could suggest greater
certainty than actually exists and could therefore be misleading.

An example of this is the uncertainty about the Bank’s equilibrium
interest rate. Of course, this uncertainty is not limited to Iceland during
times when long-term real rates have gradually been declining and the
equilibrium rate has probably been quite variable. The problem also
centres on the fact that within the MPC, opinion varies greatly on what
the equilibrium rate is, and members are concerned that publishing a
single policy rate path would not help inform the market and the general
public of probable developments in Central Bank interest rates.®

As Table 1 indicates, some central banks have used forward guidance to
inform the market and the public of probable medium-term
developments in interest rates instead of publishing a formal policy rate

3To address this, the US Federal Reserve Bank has opted to publish so-called dot plots
showing individual committee members’ expectations concerning future
developments in interest rates and their long-term equilibrium. Opinion is divided on
how useful this is, however, and taking such a step in Iceland would require a
substantial investment in expert support for individual MPC members so as to enable
them to prepare their own interest rate forecast (and thus their own macroeconomic
and inflation forecast).
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path.* This forward guidance entails specifying that interest rates will
develop in a given way if economic developments align with the
forecast. Sometimes, it is even specified how much rates will change or
what they will be at a certain point in the future. Furthermore, forward
guidance varies in form and frequency, but in most instances it is used
when it is considered particularly necessary (such as in the past few
years, when interest rates have widely been at or near their lower
bounds). The same applies to Iceland: If the MPC has considered it
warranted, it has signalled clearly that interest rates will develop in a
given way in the coming term. A recent example can be seen in the MPC
statements from the second half of 2015, when the Committee raised
rates and stressed that further rate hikes would be forthcoming, all else
being equal, after inflation and inflation expectations began to rise in the
wake of large pay increases that spring.

Transparency is an important premise for successful monetary policy.
On the other hand, care must be taken to ensure that publishing a policy
rate path will actually enhance transparency and predictability of
monetary policy. On the whole, the Central Bank does not consider it
appropriate to publish a policy rate path for the baseline forecast at the
present time, but it does not rule out the possibility of doing so in the
future.® That said, it could be appropriate to examine whether the MPC’s
forward guidance could be further formalised and strengthened in some
other way.

Finally, it is appropriate to stress that forward guidance or policy rate
path publication as such is not a prerequisite for successful monetary
policy. Successful monetary policy is based on forward-looking
decision-making that responds systematically to economic conditions so
as to ensure that inflation remains at target over the medium term.
Therefore, “forward guidance” on future developments in interest rates
consists of these systematic monetary policy responses. Circumstances
could arise, however, where more detailed guidance on future
developments in interest rates could enhance the impact of monetary
policy, as has been the case in recent years, when central bank interest
rates have been locked in at their lower bounds.

“In all instances, these interest rate forecasts are conditional, no matter whether they
are based on forward guidance or a formal interest rate path; i.e., they depend on
medium-term economic developments. As a result, they do not constitute a formal
pledge (i.e., an unconditional forecast) of future developments in interest rates,
although markets and the public sometimes misconstrue them as such.

5The foreign experts who were entrusted with assessing the monetary policy
framework also recommend against publishing a policy rate path. See Andersson and
Jonung (2018) and Honohan and Orphanides (2018).
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Proposal 9: The responsibilities of and support given to external
Monetary Policy Committee members needs to be increased. Decision-
making should be made more transparent with the publication of
individual members’ votes at the time of the decision. The Committee
should give increased consideration to Delphic forward guidance in
connection with interest rates.

This proposal actually centres on two separate issues: first, expanding
external MPC members’ responsibilities and increasing the support
provided to them, and second, further enhancing the transparency of
monetary policy.

(1) Responsibilities of and support for external MPC members

MPC members bear responsibility for their decisions in that they must
explain them publicly. By law, the MPC has submitted a twice-yearly
report to Parliament, followed by a meeting with a Parliamentary
committee to discuss the contents of the report. Often, one of the
external MPC members has attended these meetings with the Governor
and expressed his/her views there. Perhaps this channel for expression
by external members could be formalised more fully. On the other hand,
it is not in the Bank’s power to decide to what extent MPC members
attend Parliamentary committee meetings, and in recent years the
MPC’s time with the Economic Affairs and Trade Committee has grown
increasingly shorter.

In response to the task force’s suggestions on increased visibility and
responsibility for external MPC members, the Committee has decided
that beginning in 2019, external members will submit a separate annual
report to Parliament after the full Committee’s second report is sent.
Thereafter, external members would be prepared to attend a
Parliamentary committee meeting to discuss the contents of their report.
Such an arrangement would give them a formal channel for clear
communication of their own views on economic developments and
monetary policy formulation.

Ever since the MPC was established, the Central Bank has attempted to
provide external members with as much professional support as
possible. During the prelude to each decision, all Committee members
are sent a large volume of data, as well as appraisals and analyses.
Members may also ask questions and request specific analyses. On the
other hand, the Bank’s Economics and Monetary Policy Department is
relatively sparsely staffed, and the workload is heavy during each
forecast preparation period.® As a result, it can be difficult to respond to

6As is mentioned in the task force’s report, the department’s staff is small in
international comparison. Edwards’ (2018) appraisal of the Central Bank’s monetary
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requests from MPC members — internal and external alike — within the
specified time frame.

As a result, the Bank has decided to expand the Economics and
Monetary Policy Department staff by one employee who will assist
external MPC members with analysis, presentations, and other matters.
The job description will specify that support for external MPC members
shall take priority but that otherwise the employee will participate in the
department’s regular work.

(2) Enhanced transparency of monetary policy

Ever since the MPC began its work early in 2009, the minutes of its
meetings have been published two weeks after each decision. This is a
major departure from the previous arrangement and has greatly
enhanced the transparency of monetary policy in Iceland.” As Table 2
indicates, this has placed the Central Bank in a category with most other
inflation-targeting central banks, although there are some that still do
not publish minutes of their meetings.

As can be seen in Table 3, whether and when individual committee
members’ votes are published varies greatly. The central banks in the
US, UK, Japan, and Sweden have gone furthest in this respect,
publishing the results of voting and each member’s vote in the MPC
statement. The Czech National Bank publishes this information in the
minutes of the meeting, and the central banks in Australia, Canada, New
Zealand, and Norway do not publish voting results or individual
members’ votes.

Table 2. Publication of minutes

Central bank  Arrangement

Australia Minutes published 2 weeks after decision

uUs Minutes published 3 weeks after decision

UK Minutes published concurrent with decision

ECB Minutes published 4 weeks after decision

Japan Minutes published 6-9 weeks after decision

Canada Minutes not published

Norway Short summary of minutes published on an irregular basis
New Zealand  Minutes not published

Sweden Minutes published 2 weeks after decision

Czech Rep. Minutes published 2 days after decision
Sources: Central bank websites and Hammond (2012).

policy framework notes in particular how much high-quality work this small
department manages to do.

"International comparison shows that monetary policy transparency has increased
significantly in Iceland in recent years and is now similar to that in, for example,
Australia, the UK, Canada, and Norway. See Dincer and Eichengreen (2014) and
Karen Aslaug Vignisdéttir (2016).

8This may change in Norway and New Zealand, however, where there are plans to
establish monetary policy committees that may publish minutes and voting results.
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The Central Bank of Iceland Monetary Policy Committee’s
arrangements are very similar to those in the Czech Republic, in that the
voting results are published in the minutes of each meeting. In Iceland,
however, the votes of individual members are not published until the
Annual Report is released in the spring of the following year. The Bank
agrees with the task force that it is appropriate to enhance monetary
policy transparency in Iceland still further. The MPC has therefore
decided that, beginning in 2019, each member’s vote will be specified
in the minutes of the meeting in question.

Table 3. Publication of individual MPC members’ votes

Central bank  Arrangement

Australia Does not publish information on individual votes

uUs Individual members’ votes published in interest rate announcement
UK Individual members’ votes published in interest rate announcement
ECB Does not publish information on individual votes

Japan Individual members’ votes published in interest rate announcement
Canada Does not publish information on individual votes

Norway Does not publish information on individual votes

New Zealand  Does not publish information on individual votes

Sweden Individual members’ votes published in interest rate announcement
Czech Individual members’ votes published in minutes

Republic

Sources: Central bank websites and Hammond (2012).

As regards the suggestion that the MPC consider Delphic forward
guidance, reference is made to the discussion on Proposal 8 above.

Proposal 10: The Central Bank shall contribute to increased
information on monetary policy and the value of the inflation target,
with the aim of enhancing the general public’s understanding of the
possibilities available and the limitations in place, and with the
objective of contributing to greater consensus on policy.

Transparency is an important premise for successful monetary policy.
Transparency is no less important for enhancing understanding of the
options available to monetary policy at any given time and of the reasons
individual decisions have been made. Transparency is also an important
foundation for the democratic authorisation that an independent central
bank is granted to apply the instruments it has at its disposal, with the
overall long-term interests of the country in mind.

Ever since the inflation target was adopted in 2001, the Central Bank
has emphasised maximum transparency of its analyses, so that outside
experts can assess the professional basis for the Bank’s analysis and
forecasting. On the other hand, it was clear that transparency about
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monetary policy decisions was lacking at first. This changed
significantly, however, when the Central Bank Act was amended in
2009 and the Monetary Policy Committee established. In addition to
publishing the minutes of its meetings, the MPC is required to submit a
twice-yearly report to Parliament and to attend open Parliamentary
committee meetings twice a year. Monetary policy transparency has
therefore increased markedly in the past decade (see Dincer and
Eichengreen, 2014, Karen Aslaug Vignisdottir, 2016, and Qvigstad and
Schei, 2018).

Furthermore, the Bank has made a concerted effort to make the material
it releases on monetary policy both more accessible and more
comprehensible. The Bank’s main publication on economic
developments and prospects, Monetary Bulletin, has been made shorter,
and metrics of its readability indicate that the text published there is
easier for the public to understand than it was previously (see Thorarinn
G. Pétursson, 2018).

It can therefore be said that the Bank performs well in communicating
information to experts and explaining the premises for its decisions (see,
for example, Honohan and Orphanides, 2018). The Bank has also sought
ways to communicate more effectively with the public, including by
using social media and by publishing articles on monetary policy and
economic affairs in the press. Presentations on monetary policy and the
economy are also held regularly at upper secondary schools and
universities, as well as various non-governmental organisations.
Moreover, the Bank regularly receives visits from a wide range of
groups and gives presentations to them on its activities. On the other
hand, the Bank agrees wholeheartedly with the task force that it needs
to do a better job at educating the public about monetary policy and
inflation targeting. This is actually a challenge for all central banks, and
worldwide efforts to find new ways to explain monetary policy
frameworks and decisions are underway. To some extent, this task has
ended up on the back burner at the Central Bank in recent years, owing
to the heavy workload related to crisis resolution, particularly the
liberalisation of the capital controls. The Bank has already begun work
aimed at improving this aspect of its activities, but it is clear that
additional funding and staff will be needed for information and public
relations work. This will be included in its budget for 2019.
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March 27, 2001

Declaration on inflation target and a change in the exchange rate policy

(From March 27, 2001 — as amended by agreement between between the Prime Minister of
Iceland and the Board of Governors of the Central Bank of Iceland on November 11, 2005,
cf. Press release no. 35/2005)

On March 27, 2001 the Prime Minister and the Governors of the Central Bank of Iceland
signed a declaration on changes in the framework of monetary policy in Iceland. The
declaration is as follows:

The Government of Iceland and the Central Bank of Iceland have decided the following
changes in the framework of monetary policy in Iceland, effective March 28, 2001:

(1) The main target of monetary policy will be price stability as defined below. The Central
Bank shall also promote financial stability and the main objectives of the economic policy of
the Government as long as it does not deem it inconsistent with the Bank’s main objective of
price stability.

(2) Rather than basing monetary policy on keeping the exchange rate within a fluctuation
band, the Central Bank will aim at keeping inflation within defined limits as specified below.

(3) The change described above implies that the fluctuation limits for the kréna are
abolished. Nevertheless, the exchange rate will continue to be an important indicator in the
conduct of monetary policy.

(4) The Government grants full authority to the Central Bank to use its instruments in order
to attain the inflation target.

(5) Later this week, the Government will submit to Parliament a bill on a new Central Bank
Act which, once enacted, will legally confirm the decisions described above on making price
stability the main objective of monetary policy and on the independence of the Central Bank
to use its instruments.

(6) The inflation target of the Central Bank will be based on 12-month changes in the
consumer price index as calculated by Statistics Iceland. Statistics Iceland will also be asked
to calculate one or more indices which may be used to assess the underlying rate of inflation,
as will be further agreed between the Central Bank and Statistics Iceland. The Central Bank
will take note of such indices in its assessment of inflation and in the implementation of
monetary policy.

(7) The Central Bank will aim at an annual inflation rate of about 2% per cent.
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(8) If inflation deviates by more than 1'% percentage point from the target, the Central Bank
shall bring it inside that range as quickly as possible. In such circumstances, the Bank will be
obliged to submit a report to the Government explaining the reasons for the deviations from
the target, how the Bank intends to react and how long it will take to reach the inflation
target again in the Bank’s assessment. The report of the Bank shall be made public.

(9) The Central Bank shall aim at attaining the inflation target of 2/ percent not later than by
the end of 2003. In the year 2001, the upper Declaration on inflation target and a change in
the exchange rate policy limit for inflation shall be 3% percentage points above the inflation
target but 2 percentage points above it in the year 2002. The lower limit for inflation will
always be 172 percentage point below the inflation target. Should inflation move outside the
target range in 2001 and 2002, the Bank shall respond as set out in item 8§ above.

(10) Despite the elimination of the fluctuation limits for the krona, the Central Bank will
intervene in the foreign exchange market if it deems such action necessary in order to
promote the inflation objective described above or if it thinks that exchange rate fluctuations
might undermine financial stability.

(11) The Central Bank shall publish inflation forecasts, projecting inflation at least two years
into the future. Forecasts shall be published in the Bank’s Monetary Bulletin. This shall also
contain the Bank’s assessment of the main uncertainties pertaining to the inflation forecast.
The Bank shall also publish its assessment of the current economic situation and outlook.

[Amended text by agreement between the Prime Minister of Iceland and the Board of
Governors of the Central Bank of Iceland on November 11, 2005]

(12) The Central Bank shall in its publications explain how successful it is in implementing
the inflation target policy. The Governors will also report to the Minister, the Government
and committees of the Parliament on the policy of the Bank and its assessment of current
economic trends and prospects.
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