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Economic growth was considerably more robust than expected in 2013, reflecting strong exports and 
buoyant tourist spending. Significant employment gains and policy decisions to reduce household debt 
will stimulate private consumption and further fuel the recovery in 2014. As a result, unused production 
capacity will disappear in the course of 2015. 

Fiscal consolidation will continue in 2014. The household debt relief plan will increase spending, but this 
will be financed by revenue measures, mainly a higher tax on banks’ total debt. It will be necessary to 
raise nominal interest rates as spare capacity in the economy disappears. Reforms to raise output 
potential, notably by stimulating investment, would ease supply constraints, thereby weakening 
inflationary pressures.  In particular, lifting capital controls would send a positive signal to foreign 
investors. 

The recovery is projected to strengthen over 2014-15. Investment has turned around, including in the 
housing market, and is expected to grow solidly, although from a low base. Exports, aided by stronger 
trading partner growth, are projected to pick up. Steady employment growth will help bring the 
unemployment rate down further. Spare capacity will help keep wage and price inflation subdued. 

To keep high public debt firmly on a declining path the government should implement its structural 
consolidation plans through to 2015. The process of restoring health in the banking sector should be 
reinforced by continuing to reduce the elevated level of non-performing loans and repairing the bank 
credit channel. Improving the public employment service and activating the long-term unemployed must 
remain a priority to ensure the recovery benefits society as broadly as possible. Growth potential should 
be boosted by complementing high attractiveness to foreign investment with further efforts to foster 
innovation across the whole economy and to ease firms’ access to capital.
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https://www.frbatlanta.org/cenfis/publications/notesfromthevault/1103.aspx
https://www.imf.org/external/pubs/ft/survey/so/2011/surveyartf.htm
http://online.wsj.com/news/articles/SB10001424052702304319804576387572241329838
http://www.vanityfair.com/politics/features/2009/04/iceland200904
http://www.vanityfair.com/business/features/2011/03/michael-lewis-ireland-201103
http://www.bloomberg.com/news/2014-12-09/iceland-may-begin-dismantling-capital-controls-early-next-year.html
http://www.bloomberg.com/news/2014-12-09/iceland-may-begin-dismantling-capital-controls-early-next-year.html
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