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Introduction

Economy of Iceland has been published by the Central Bank of Iceland since 1987. It is mainly
intended for an international readership. This includes international institutions that deal with
Icelandic economic matters on a regular basis, rating agencies, financial institutions, foreign in-
vestors, embassies and, more generally, everyone who is interested in the Icelandic economy.
We also hope that Icelandic readers will find this survey useful. It is published every other year.

This publication focuses on the structure of the Icelandic economy. It is intended to serve as
background material for understanding the evolution of the economy, but it does not provide a
detailed account of recent developments. A more up-to-date analysis of recent developments
and prospects is provided in the Central Bank's Monetary Bulletin and Financial Stability reports.
The Bank's Annual Report describes the Central Bank of Iceland’s general activities during the
year.

The outline of this booklet is as follows: Chapter 1 presents basic facts about Icelandic geog-
raphy, population, and society. Chapter 2 deals with the structure of the economy. It discusses
size and income levels, the composition of GDP, foreign trade, main economic sectors, the labour
market, and the Icelandic pension system. Chapter 3 provides an account of the financial system
and discusses the various challenges during the recovery following the financial crisis. Chapter
4 surveys the public sector, including division of tasks, central and local government finances,
expenditure structure, and the tax system. Chapter 5 describes the frameworks for monetary
policy and financial stability. It explains the objectives and main instruments of monetary policy,
and the role of the Monetary Policy Committee. It also elaborates on financial stability policy and
the Central Bank's role in promoting an efficient and safe financial system. Chapter 6 presents
Iceland’s external debt position. It elaborates on the accumulation of debt in the years preced-
ing the financial crisis and developments in its aftermath. It discusses changes in foreign direct
investment and provides estimates of net foreign debt levels after the winding-up of the failed
banks' estates. Chapter 7 describes government, corporate, and household balance sheets. It
discusses the position of the Government, households, and businesses, and examines debt re-
structuring following the financial crisis. Chapter 8 discusses Iceland's capital controls, why they
were introduced, the steps taken thus far in lifting them, and the potential risks accompanying
their liberalisation. A number of tables are provided in an appendix.

We are constantly making efforts to improve this publication. Hence we would be grateful
for any comments and suggestions that might increase the usefulness of this booklet. If you
feel that important information is missing and should be added, or if you see other scope for
improvement, please e-mail your suggestions to: sedlabanki@sedlabanki.is.
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