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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 com-
mittee of the Speaker's choosing.

According to the new Act on the Central Bank of Iceland, which
entered into force on 1 January 2020, the Committee is now required
to meet at least six times a year instead of the previous eight. Since
the last MPC report to Parliament, the Committee has held three reg-
ular meetings, and its last statement was published on 18 November
2020. The following report discusses the work of the Committee
between July and December 2020.

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 objec-
tive 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,
including the assessment published in the Bank's Monetary Bulletin.
The MPC's statements and minutes, enclosed with this report, contain
the arguments for the Committee's decisions in the latter half of 2020.

Developments from July to December 2020

In H1/2020, the MPC lowered the Bank’s key interest rate by 2 per-
centage points, including 1.75 percentage points after the COVID-19
pandemic began to affect Iceland.” At its meetings in August and
October, the Committee decided to hold rates unchanged. Members
were of the view that the rate cuts in the spring had supported
domestic demand and that lower interest rates had been transmitted
effectively to households; however, the full impact of the rate cuts
had yet to come to the fore. Uncertainty due to the pandemic was
still significant, however. By the time of the MPC's November meet-
ing, when the Bank's new macroeconomic forecast was available, the

1. The key rate is the interest rate that is the most important determinant of short-term
market rates and therefore is the best measure of the 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 H2/2020 (%)

Seven-
Current day term  Collateral-
Date accounts  deposits  ised loans
26 Aug. 0.75 1.00 1.75
7 Oct. 0.75 1.00 1.75
18 Nov. 0.50 0.75 1.50

Chart 1

Central Bank of Iceland key interest rate’
3 January 2001 - 31 December 2020

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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Chart 2

Real Central Bank of Iceland interest rates’
January 2010 - December 2020

3
10 “’I’I “12 “13 “14 “15“16“17"18“19"20

—— Real Central Bank of Iceland interest rate in terms of
twelve-month inflation

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

1. From 2010 to May 2014, the nominal policy rate was the average of
the current account rate and the maximum rate on 28-day CDs. From
May 2014, the policy rate has been the seven-day term deposit rate.

2. Until January 2012, according to twelve-month inflation, one-year
business inflation expectations, one-year household inflation expectations,
the one-year breakeven inflation rate, and the Central Bank forecast of
twelve-month inflation four quarters ahead. From February 2012 onwards,
according to the above criteria, plus one-year market inflation expectations
based on a quarterly Central Bank survey.

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

Chart 3

Government-guaranteed bond yields'
2 January 2013 - 30 December 2020
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1. Based on the zero-coupon yield curve, estimated with the
Nelson-Siegel method, using money market interest rates and

government-guaranteed bonds.
Source: Central Bank of Iceland.

economic outlook had deteriorated because of increased spread of
the disease, and the Committee decided to lower the key rate by an
additional 0.25 percentage points in order to support the economic
recovery still further. The Central Bank's key rate was therefore 0.75%
at the end of December, or 2.25 percentage points lower than at the
end of December 2019.

The monetary stance in terms of the Bank’s real rate eased even
further in H2/2020. In terms of the average of various measures of
inflation and one-year inflation expectations, the Bank's real rate was
-2.3% at the end of December, as opposed to -1.5% at the end of
June. The Bank’s real rate in terms of twelve-month inflation fell by
1.2 percentage points over the same period, to -2.8% at the end of
December.

The Bank also took a number of other actions in H2/2020 to
ease the monetary stance and boost financial system liquidity, in order
to shore up demand, support increased access to credit, and preserve
financial system stability. In accordance with the MPC's March deci-
sion, the Bank has bought Treasury bonds in the secondary market,
so as to ensure that the more accommodative monetary stance is
transmitted normally to households and businesses. At the November
meeting, Committee members agreed that conditions had become
more favourable for the Bank to enter the Treasury bond market more
decisively, as the foreign exchange market had grown more stable,
although the MPC would continue to monitor market yields and the
pace of the increase in the Treasury bond supply. The Bank bought
Treasury bonds for 7.6 b.kr. in the second half of the year.

Nominal Treasury bond yields fell considerably early in the year
but have risen again in H2. The yield on ten-year nominal Treasury
bonds was 3.3% at the end of December, after increasing by 0.7
percentage points since end-June and 0.1 percentage points since the
end of December 2019. Indexed long-term rates also declined early in
the year but began to rise in H2. At the end of December, they were
0.8%, or 0.6 percentage points higher than at the end of June, but
0.4 percentage points lower than at year-end 2019.

Growth in lending to households has ranged between 6% and
9% in H2/2020, and has increased relative to H1/2020. Household
mortgage lending rates have been broadly unchanged since end-June.
However, the spread between the key rate and rates on new corpo-
rate loans has narrowed slightly since H1/2020, although growth in
corporate lending remains virtually flat.

Capital inflows for new investment totalled 10.7 b.kr. in
H2/2020, about half as much as in H1. Over the same period, out-
flows of capital previously imported for new investment amounted to
56 b.kr., as compared with 35 b.kr. in H1. For the most part, inflows
and outflows in H2/2020 were due to Treasury bond purchases and
sales.

From June until early November, there was downward pressure
on the exchange rate; however, it eased temporarily when the Bank
announced on 9 September that it would begin a regular currency
sales programme. By then, the kréna had depreciated by nearly 16%
year-to-date in trade-weighted terms. The objectives of the regular
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currency sales programme were to deepen the market and improve Chart 4

price formation. From 14 September through the year-end, the Bank Capital flows due to registered new investments’

sold 3 million euros each business day. However, with the emergence January 2017- December 2020
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In line with the MPC's decision to intervene in the foreign
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Inflation rose in H2, measuring 3.6% in December, after being Chart
at target in June. Inflation excluding housing was somewhat higher, Exchange rate and volatility of the kréna
or 4%, and the spread between inflation with and without housing 4January 2010 - 31 December 2020
has widened since June. Underlying inflation in terms of the average s Index, 31 Dec. 1991 =100 Volatlty (%) _
of various measures measured 4.2% in December, up from 3.6% in
June. 130

The main driver of increased inflation has been the rise in 175
imported goods prices following the depreciation of the kréna. All 200
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most of the pass-through following the depreciation of the krona has source: Central Bank of celand.

taken place. Private services prices have risen by only 1% year-on-

year, with various types of services suffering because of the pandemic Chart 6

and associated public health measures. Various measures of inflation

House prices have also risen somewhat in the recent term, in January 2014 - December 2020

the wake of interest rate cuts. The market price of housing has risen 12-month change (%)
5

by 7.8% in the past twelve months, led by single-family homes in the
capital area. The contribution of the housing component to twelve-
month inflation totalled 0.6 percentage points in December and has
declined slightly since June, as lower real mortgage interest expense

has offset the rise in house prices.
Inflation averaged 3.6% in Q4/2020, as compared with the

forecast of 3.7% in the November Monetary Bulletin. According to #2014 2015 2016 2017 2018 2019 ' 2020
the forecast, the outlook is for inflation to average 3.7% in Q1/2021, — Pl HICP
and then, once the effects of the depreciation of the krona disappear — CPIXH — Underlying inflation

—— Inflation target

from measurements, it is expected to begin to ease relatively quickly,
Sources: Statistics Iceland, Central Bank of Iceland.

owing to the sizeable slack that has developed in the economy.
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Chart 7

Domestic and imported goods prices
January 2017 - December 2020
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Chart 8
Inflation expectations’

% Year-on-year change (percentage points)

1 year 2 years 5 years 10 years
B Households 3 Market agents
E  Businesses B Breakeven inflation rate

1. The most recent Gallup surveys of corporate and household inflation
expectations were carried out in December 2020. The most recent Central
Bank survey of market agents' expectations is from the beginning of Nov-
ember 2020. Households and businesses are not asked about ten-year
inflation expectations. The most recent value for breakeven inflation is the
average of Q4/2020. The lower part of the chart shows the year-on-year
change.

Sources: Gallup, Central Bank of Iceland.

According to recent surveys, market agents expect inflation to
be at target in one year's time, while corporate executives expect
it to measure 3% and households project it at 4%. Market agents’
and executives' expectations are unchanged since the last MPC
report was sent to Parliament, whereas households' expectations
have risen somewhat. Long-term inflation expectations have been
broadly unchanged in the recent term, despite the depreciation of the
kréna. It is noteworthy, however, that in the winter survey, corporate
executives' expectations concerning average inflation over the next
five years had fallen to the target. The five- and ten-year breakeven
inflation rate in the bond market averaged 2.6-2.7% in Q4 and is
therefore close to the target as well, albeit somewhat higher than it
was in June.?

At its November meeting, the MPC decided to lower the Bank’s
key interest rate further, as the economic outlook had deteriorated
and GDP growth was forecast to be weaker in 2021 than had previ-
ously been expected. The Committee was of the view that although
inflation had risen temporarily and appeared set to be higher than
was assumed in August, more firmly anchored inflation expectations
provided the MPC the scope to respond decisively to the deteriorat-
ing economic outlook by lowering interest rates further. However, in
the Committee's opinion, uncertainty was pronounced and economic
developments would depend to a considerable degree on the path
the pandemic took.

Accompanying documents

The following documents are enclosed with this report:

1. Monetary Policy Committee statements from July through
November 2020.

2. Minutes of Monetary Policy Committee meetings from June
through November 2020.

3. Press release on a special temporary collateralised lending frame-
work for support loans, 28 August 2020.

4. Speech on the economic outlook, given by the Deputy Governor
for Monetary Policy to the Competition Authority, 3 September
2020 (in Icelandic).

5. Speech on the economic outlook during a global pandemic, given
by the Deputy Governor for Monetary Policy to the Icelandic
Federation of Trade, 7 September 2020 (in Icelandic).

6. Press release on the Central Bank of Iceland'’s regular foreign cur-
rency sales programme, 9 September 2020.

7. Press release on the continuation of the Central Bank of Iceland's
regular foreign currency sales programme, 30 September 2020.

8.  Press release on the Central Bank of Iceland’s Treasury bond pur-
chases, 30 September 2020.

9. Speech on the economic outlook and uncertainty during a global
pandemic, given by the Deputy Governor for Monetary Policy at

2. It should be noted that part of the recent volatility in the breakeven rate is due to technical
factors relating to the calculation of indexed Treasury bond yields, as the bond maturing in
2021 was removed from market making. As a result, the fluctuations are not due solely to
changes in inflation expectations. Furthermore, the breakeven rate also includes an infla-
tion risk premium and a liquidity risk premium.
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10.

11.

12.

13.

14.

15.

16.

a meeting of Government ministers and the SAM Group (a task
force for harmonisation of employment and educational initia-
tives), 26 October 2020 (in Icelandic).

Press release on the continuation of the Central Bank of Iceland’s
regular foreign currency sales programme, 30 October 2020.
Speech on the economic outlook and COVID-19-related meas-
ures, given by the Governor at the Monetary Policy Meeting of
the Chamber of Commerce, 19 November 2020 (in Icelandic).
Press release on the continuation of the Central Bank of Iceland’s
regular foreign currency sales programme, 30 November 2020.
Speech on the economic outlook and uncertainty during a global
pandemic, given by the Deputy Governor for Monetary Policy at
a meeting of Samidn, 8 December 2020 (in Icelandic).

Press release on the continuation of the Central Bank of Iceland's
regular foreign currency sales programme, 30 December 2020.
Press release on the Central Bank of Iceland's Treasury bond pur-
chases, 30 December 2020.

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. 26/2020
26 August 2020

Statement of the Monetary Policy Committee
26 August 2020

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 1%.

According to the Central Bank’s new macroeconomic forecast,
published in the August Monetary Bulletin, the outlook is for a 7%
contraction in GDP this year and roughly 10% unemployment by the
year-end. Although the outlook for H2 is somewhat poorer than was
forecast in May, the contraction for the year as a whole is expected to
be smaller than was projected then. This is due mainly to the more robust
private consumption seen this spring and summer. Uncertainty is
unusually pronounced, however, and economic developments will
depend on the path the pandemic takes.

Inflation measured 2.5% in Q2 but had risen to 3% by July, driven
largely by a more than 12% depreciation of the kréna since the pandemic
reached Iceland. Medium- and long-term inflation expectations are
broadly unchanged, however, and appear to remain anchored to the
Bank’s inflation target. According to the Bank’s forecast, inflation is
expected to average about 3% over the remainder of 2020. However,
because of the significant slack in the economy and low global inflation,
it will taper off in 2021 and is projected to average 2% in the latter half
of the forecast horizon.

More firmly anchored inflation expectations provide monetary policy
the scope to respond decisively to the deteriorating economic outlook.
Lower interest rates, together with actions taken by the Bank this spring,
have supported domestic demand. The impact of these measures has yet
to emerge in full, however, and they will continue to support the
economy and facilitate a more rapid recovery than would otherwise
occur.

The MPC will continue to monitor economic developments and will use
the tools at its disposal to support the domestic economy and ensure that
the more accommodative monetary stance is transmitted normally to
households and businesses.
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No. 37/2020
7 October 2020

Statement of the Monetary Policy Committee
7 October 2020

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 1%.

According to preliminary national accounts figures, GDP growth was
slightly stronger in H1/2020 than was forecast in the August Monetary
Bulletin. On the other hand, high-frequency indicators and surveys
suggest that demand growth eased in late summer. Because of increased
spread of the coronavirus in the recent past, the economic outlook has
deteriorated relative to the August forecast. Uncertainty is pronounced,
however, and economic developments will depend to a considerable
degree on the path the pandemic takes.

Inflation rose between quarters in Q3/2020, to 3.2%, which is somewhat
above the August forecast. The exchange rate pass-through from the
depreciation of the krona continues to affect imported goods prices.
Other things being equal, the considerable slack in the domestic
economy will cause inflation to subside as the effects of the depreciation
taper off. Medium- and long-term inflation expectations are broadly
unchanged, however, and appear to remain anchored to the Bank’s
inflation target.

More firmly anchored inflation expectations provide monetary policy
the scope to respond decisively to the deteriorating economic outlook.
Lower interest rates, together with actions taken by the Bank this spring,
have supported domestic demand. The impact of these measures has yet
to emerge in full, however, and they will continue to support the
economy and facilitate a more rapid recovery than would otherwise
occur.

The MPC will continue to monitor economic developments and will use
the tools at its disposal to support the domestic economy and ensure that
the more accommodative monetary stance is transmitted normally to
households and businesses.
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No. 40/2020
18 November 2020

Statement of the Monetary Policy Committee
18 November 2020

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 0.75%.

The autumn surge in COVID-19 cases and the tightened public health
measures have weakened the economic rebound that began in Q3,
following a historically large contraction in Q2. The economic outlook
has therefore deteriorated, and according to the forecast in the
November Monetary Bulletin, GDP growth is set to contract by 8.5%
this year, a full 1 percentage point more than was forecast in August.
GDP growth is projected to be weaker in 2021 as well. The economic
outlook is highly uncertain, and economic developments will depend to
a considerable degree on the path the pandemic takes.

The krona depreciated after the pandemic reached Iceland but has been
relatively stable in the recent term. Inflation has risen since the spring,
measuring 3.6% in October; however, medium- and long-term inflation
expectations are broadly unchanged. According to the Bank’s forecast,
the outlook is for inflation to average about 3.7% until early 2021 and
then begin to ease, owing to the sizeable slack in the economy.

Although inflation has risen temporarily and appears set to be higher
than was assumed in August, more firmly anchored inflation
expectations provide the MPC the scope to respond decisively to the
deteriorating economic outlook. Interest rate reductions and other
measures taken by the Central Bank in the past few months have
supported domestic demand and mitigated the adverse impact of the
economic shock.

The MPC will continue to use the tools at its disposal, including
Treasury bond purchases by the Central Bank, to support the domestic
economy and ensure that the more accommodative monetary stance is
transmitted normally to households and businesses.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
Extraordinary meeting in June 2020 (96th meeting)

Published 8 July 2020

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

The following are the MPC’s minutes from the joint meeting of the Monetary Policy Committee
and the Financial Stability Committee, held on 23 June 2020, during which the Committees
discussed decisions on the application of the Bank’s monetary policy instruments.

I Decisions on the Bank’s monetary policy instruments

On 25 May 2020, the Central Bank of Iceland and the Ministry of Finance and Economic Affairs
made an agreement under which the Bank will handle the granting of Treasury guarantees vis-
a-vis credit institutions in connection with COVID-19-related support loans to business
operators. It emerged at the meeting that the aim of the support loans was to maintain
employment and economic activity by supporting small businesses that have suffered a
temporary drop in revenues because of the pandemic and the associated public health
measures. Furthermore, the loans should make viable small companies less likely to fail,
thereby supporting financial system stability. It emerged at the meeting that it was important
to encourage credit institutions to participate in the measure.

By law, credit institutions will grant loans bearing a Treasury guarantee at an interest rate
equivalent to the Central Bank’s key rate (i.e., the seven-day term deposit rate, currently 1%),
which is below the cost of their new funding. The loans will erode credit institutions’ liquidity
position and liquidity ratios, all else being equal. The Committee noted that, in order to ensure
the success of this measure, it would be necessary to develop a special collateralised lending
framework that would provide credit institutions with short-term funding from the Central
Bank, on the same terms as the support loans bearing a 100% Treasury guarantee.

In view of the discussion, the Governor proposed that, because of the uniqueness of support
loans bearing a 100% Treasury guarantee and the circumstances currently prevailing due to the
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pandemic, the Central Bank would develop a separate temporary collateralised lending
framework for support loans, subject to the terms offered at any given time on seven-day term
deposits with the Central Bank. All members voted in favour of the proposal.

Developments in the real estate market were also discussed at the meeting, in view of the
pandemic and the recent reductions in Central Bank interest rates. It was mentioned that there
are signs that households are increasingly refinancing their mortgage loans in response to lower
interest rates. Committee members noted that mortgage lending had shifted somewhat from
pension funds to commercial banks, as the latter were offering lower interest rates, and from
indexed loans to non-indexed variable-rate loans. It emerged that nearly one-third of
households’ mortgage debt was non-indexed at the end of April. The Committees also discussed
various macroprudential tools and the interactions between various Central Bank policy
instruments.

The following Committee members were in attendance:

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

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Assistant Professor, external member

Chief Economist Thérarinn G. Pétursson was present for the entire meeting. In addition, a
number of Bank staff members attended part of the meeting.

Karen Aslaug Vignisdéttir wrote the minutes.

The next scheduled Statement of the Monetary Policy Committee will be published on
Wednesday 26 August 2020.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
August 2020 (97th meeting)

Published: 9 September 2020

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

The following are the minutes of the MPC meeting held on 24 and 25 August 2020, during which
the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those
decisions on 26 August.

| 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
Committee’s May meeting, as published in the updated forecast in Monetary Bulletin 2020/3
on 26 August.

Financial markets

Since the May meeting, the kréna had depreciated by 2.5% in trade-weighted terms. Over this
same period it fell by 3.2% against the pound sterling and 3.9% against the euro but rose by
3.8% against the US dollar. Between meetings, the Bank purchased foreign currency in the
amount of 60 million euros (9.1 b.kr.) and sold currency for 141 million euros (22.5 b.kr.). The
Bank’s transactions accounted for just over 30% of total foreign exchange market turnover for
the period.

In terms of the Central Bank’s real rate, the monetary stance eased since the May meeting. In
terms of the average of various measures of inflation and one-year inflation expectations, the
Bank’s real rate was -1.7%, or 0.4 percentage points lower than just after the publication of the
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May interest rate decision. In terms of twelve-month inflation, it was -1.9% and had fallen by
0.8 percentage points between meetings.

Interest rates in the interbank market for krénur fell in line with the Central Bank’s rate
reduction in May, but there was no turnover in the market during the period. Yields on long-
term nominal Treasury bonds had risen by up to 0.2 percentage points since the May meeting,
while yields on long-term indexed Treasury bonds had fallen by 0.4 percentage points. Average
rates on non-indexed mortgage loans had fallen between meetings, and average rates on
indexed mortgage loans had also fallen slightly.

In terms of three-month interbank rates, the interest rate differential had narrowed against the
euro by 0.4 percentage points between meetings, to 2.1 percentage points, and had narrowed
by 0.5 percentage points against the US dollar, to 1.3 percentage points. The long-term interest
rate spread versus Germany was broadly unchanged between meetings, at 3 percentage points,
whereas the spread versus the US had widened slightly, to 1.9 percentage points. Measures of
the risk premium on the Treasury’s foreign obligations had fallen marginally between meetings.
The CDS spread on the Treasury’s five-year US dollar obligations was 0.6%, and the spread
between the Treasury’s eurobonds and comparable bonds issued by Germany was 0.7
percentage points.

Financial institutions’ analysts expected the MPC either to hold the Bank’s interest rates
unchanged or to lower them by 0.25 percentage points, noting that despite persistent
uncertainty about the path the COVID-19 pandemic would take, the economy had in many ways
been more resilient than expected. On the other hand, inflation had risen in excess of
expectations and the real rate had fallen, thereby easing the monetary stance.

According to the Central Bank’s quarterly market expectations survey, conducted in mid-
August, respondents expected the Bank’s key rate to remain unchanged at 1% in Q3/2020,
followed by a rate cut of 0.25 percentage points in Q4. This is a lower rate than survey
participants expected in May, when they projected that the Bank’s key rate would bottom out
at 1% in Q4/2020. In the August survey, about half of respondents considered the monetary
stance appropriate at present, up from 19% in the previous survey. However, the share who
considered the monetary stance too tight or far too tight declined from just over 70% in the
May survey to 28% in this survey. Roughly 23% of respondents considered the stance too loose
or far too loose, as compared with 11% in the Bank’s previous survey.

Annual growth in M3 has gained pace as the year has progressed, measuring 13%% in July,
adjusted for the deposits of the failed financial institutions. Growth in credit system lending to
domestic borrowers lost pace over the course of 2019, but annual growth has been relatively
stable at around 4% thus far in 2020. In June, household lending grew by just over 6% year-on-
year, while corporate lending contracted by 0.7%.

The Nasdagq OMXI10 index had risen by 5% between meetings. Turnover in the Main Market
totalled 341 b.kr. in the first seven months of 2020, some 6.7% less than over the same period
in 2019.

Global economy and external trade

According to the forecast published by the International Monetary Fund (IMF) in late June, the
global economic outlook has deteriorated even further due to the COVID-19 pandemic. The
adverse impact of the pandemic was more pronounced in H1/2020 than the Fund projected in
the spring, and the recovery in H2 now expected to be weaker as well. Global GDP is expected
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to contract by 4.9% this year, as opposed to 3% in the IMF’s April forecast. The outlook for 2020
has worsened for advanced economies and emerging economies alike. Advanced economies
are forecast to shrink by 8% and emerging economies by 3%, approximately 2 percentage points
more than in the April forecast. Furthermore, the IMF expects the turnaround in 2021 to be
weaker globally, with GDP growth projected at 5.4%, or 0.4 percentage points less than in the
spring forecast. Uncertainty about global economic developments remains unusually
pronounced, however, and depends on how persistent the pandemic proves to be. As it did in
the spring, the Fund considers the risk to its macroeconomic forecast to be concentrated on the
downside.

Iceland’s external goods trade generated a deficit of about 47.2 b.kr. for the first seven months
of the year, as opposed to a deficit of 81.5 b.kr. over the same period in 2019. Exports of ships
and aircraft strongly affected the figures, however. If they are excluded, the goods account
deficit in 2020 to date measured 40 b.kr., as opposed to 95.7 b.kr. over the same period in 2019.
This year’s smaller deficit is due to a contraction in import values over and above export values,
particularly to include investment goods and tourism-related inputs. Exports excluding ships
and aircraft contracted by 11% year-on-year in the first seven months of 2020, owing mainly to
a contraction in the value of exported industrial goods and marine products.

Global aluminium prices have risen by 19% since the MPC’s May meeting but remain slightly
lower than they were both at the beginning of 2020 and in August 2019. Preliminary figures
from Statistics Iceland indicate that foreign currency prices of marine products fell between Q1
and Q2 but were up 3.5% year-on-year in H1/2020. Global Brent crude prices had risen by about
a third since the MPC’s May meeting, to just under 46 US dollars per barrel at the time of the
August meeting. The increase reflects, on the one hand, a surge in demand following the
reduction in COVID-19 infection rates and the relaxation of public health measures in late spring
and early summer, and on the other hand, the impact of reduced production among leading oil
manufacturing countries. Qil prices were still down by roughly a third in 2020 to date, and by
about a fifth since August 2019.

The real exchange rate in terms of relative consumer prices fell by 3.3% month-on-month in
July, when it was 2.2% below its 25-year average and 11.4% below its end-2019 level. In the
first seven months of 2020, it was down by 6.4% compared with the same period in 2019, as
the nominal exchange rate of the kréna was 7.8% lower and inflation in Iceland was 1.3
percentage points above the trading partner average.

Domestic economy and inflation

Indicators of private consumption in Q2 suggested a significant change in household
consumption patterns. Spending in categories most strongly affected by public health measures
shrank considerably, while spending on consumer durables increased. This trend eased as the
pandemic receded and public health measures were relaxed. Payment card turnover was still
down markedly between years in July, with turnover abroad contracting sharply and domestic
turnover rising strongly.

In August, the Gallup Consumer Confidence Index measured 43.8 points, more than 47 points
less than in August 2019. After an improvement in the spring, the index has fallen in the past
two months.

According to the results of Gallup’s summer survey, conducted in June among Iceland’s 400
largest firms, respondents’ assessment of the current economic situation was much more

Monetary Policy Committee Report to Parliament 16



negative than in the surveys taken both this spring and in summer 2019. In the summer 2020
survey, however, executives’ attitudes towards the outlook six months ahead are more positive
than in both the spring survey and the summer 2019 survey. About 87% of respondents
considered the current situation poor, and about 13% considered it neither good nor poor. Just
under 49% of executives were of the view that economic conditions would improve in the next
six months, while 19% expected conditions to be neither good nor poor. About 32% of
respondents expect conditions to be worse in six months’ time, a somewhat smaller share than
in the last survey. They were slightly more pessimistic about developments in domestic demand
over the next six months than they were in the spring survey. On the other hand, they were
considerably more pessimistic about developments in foreign demand than they were in the

spring.

According to the seasonally adjusted results of the Gallup survey carried out this summer
among Iceland’s 400 largest firms, the balance of opinion on staffing plans (i.e., firms planning
to recruit as compared with those planning redundancies) was negative by 32 percentage
points. The same balance of opinion was negative by just over 17 points in the spring and has
therefore nearly doubled between surveys. Furthermore, only 5% of executives consider
themselves understaffed. This percentage returned to its historical low in the summer survey,
when it fell to its post-crisis trough. In addition, about 28% of executives report that their firms
would have difficulty responding to an unexpected increase in demand, about 10 percentage
points less than in the last survey.

According to the Statistics Iceland labour force survey (LFS), total hours worked fell by 7.2%
between years in Q2/2020, the largest single-quarter contraction since Q3/2009. The decline in
total hours stemmed from a 5.1% reduction in the number of employed persons and a 2.3%
shortening of the average work week. The steep reduction in working hours, part of it due to
the part-time option, showed more clearly in the working hours of those at work during the
reference week, as they were a full 7% shorter than at the same time in 2019.

According to seasonally adjusted LFS data, the labour participation rate was 78.3% in Q2, its
lowest since Statistics Iceland began the quarterly survey in 2003. This is also true of the
employment rate, which measured 72.8% at the same time. Unemployment rose less as a
result, measuring 5.1%, an increase of 1.2 percentage points from the previous quarter. The
unemployment rate would presumably have risen even more if the adjustment of the labour
market following the economic shock had not taken place through declining labour
participation and the Government’s part-time option.

Net migration of foreign nationals was negative in Q2/2020, for the first time since Q2/2012.
This is due primarily to a smaller number of foreign immigrants and a slight increase in
emigration during the quarter.

In Q2/2020, the wage index rose by 3.8% between quarters and by 6.7% year-on-year, and real
wages in terms of the index were 4.1% higher during the quarter than in Q2/2019.

Statistics Iceland’s nationwide house price index, published in late July, rose by 0.1% month-on-
month when adjusted for seasonality, and by 6.7% year-on-year. The capital area house price
index, calculated by Registers Iceland, rose by 1.2% month-on-month in July when adjusted for
seasonality, and by 4.9% year-on-year. The number of purchase agreements registered
nationwide fell by 7.2% year-on-year in the first seven months of 2020, while the number of
contracts for new construction increased by 40.5% over the same period.

The CPI rose by 0.15% month-on-month in July, and twelve-month inflation increased to 3%.
The CPI excluding the housing component had risen by 3.3% year-on-year in July. Underlying
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inflation measured 3.7% in July, in terms of the average of various measures, and was therefore
noticeably above observed inflation. This is partly because this calculation excludes the decline
in petrol prices and the impact of lower real mortgage interest expense. The interest
component of imputed rent has lowered inflation in the past year, causing twelve-month
inflation to be lower by an estimated 0.7 percentage points.

The main reason for the inflation spike in July was that summer sales lowered the index far less
than in the same month of 2019. This could be due to the depreciation of the kréna, but
increased spending on consumer goods could have been a factor as well.

According to Gallup’s summer survey, households and businesses expect inflation to measure
3-3.5% in one year’s time, or 0.5 percentage points more than in the last survey. Their long-
term inflation expectations have either remained unchanged or fallen, however. Market agents’
short- and long-term inflation expectations have also remained unchanged at 2.5%. The five-
and ten-year breakeven rate in the bond market is now at target or slightly below it, although
it has risen marginally in the recent term.

According to the forecast published in Monetary Bulletin on 26 August 2020, the outlook is for
inflation to average about 3% for the remainder of the year. The significant slack in the economy
and low global inflation indicate that it will begin to taper off in 2021, and it is projected to
average 2% in the latter half of the forecast horizon. For the first half of the forecast period, this
is a higher inflation rate than was projected in May, as inflation is higher at the outset and the
slack in the economy is smaller now than previously expected.

In Q2/2020, GDP among Iceland’s main trading partners is estimated to have contracted by
nearly 13%, partly because of governmental measures to curb the spread of the pandemic. This
is a somewhat larger contraction than was forecast in the May Monetary Bulletin. Indicators
imply that global economic activity picked up as the quarter progressed, but the outlook for
H2/2020 has deteriorated since May because of the resurgence of the pandemic in many parts
of the world. Trading partner countries are forecast to see a contraction of just over 7% in 2020,
more than was projected in May. GDP growth in 2021 and 2022 looks set to be stronger,
however.

The kréna began to depreciate when the pandemic reached Iceland, and by early May it had
fallen by more than 12% since end-February. It appreciated over the course of the month,
possibly in response to increased optimism following successful public health measures and a
steep decline in the domestic infection rate, as well as the hope of a stronger recovery of
tourism than had previously been expected. The appreciation reversed course over the summer
months, however, and just before the August Monetary Bulletin went to press, the kréna had
fallen in trade-weighted terms by just over 12% since end-February and by more than 14% year-
to-date. In Q2, the trade-weighted exchange rate index stood at just over 203 points, and the
krona was therefore a full 2% stronger than was forecast in May. The index has been around
207 thus far in August, and the baseline forecast is based on the assumption that it will remain
close to that level throughout the forecast horizon.

Domestic economic activity had begun to slow before the pandemic reached Iceland,
contracting by just over 1% year-on-year in Q1/2020. The effects of the pandemic started to
show towards the end of that quarter and intensified in April. On the other hand, there were
signs that domestic demand had gained momentum in May and June, when the pandemic
eased and public health measures were relaxed. Nevertheless, the forecast assumes a nearly
11% year-on-year contraction in GDP in Q2. This is a smaller contraction than was forecast in
May, mainly because household consumption spending did not suffer as much as was feared at
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that time. Although the outlook for H2 is rather poorer than was forecast in May, GDP is
expected to contract by approximately 7% in 2020 as a whole, instead of the previously
projected 8%. The smaller contraction in 2020 explains in part why 2021 GDP growth is
projected to be weaker than was assumed in the May forecast. GDP growth is expected to
measure 3%% per year in 2021 and 2022. If this forecast materialises, GDP will not return to its
end-2019 level until the end of the forecast horizon.

Total hours worked are expected to fall by over 7% this year. In addition, unemployment is
expected to rise as the year progresses, peak at around 10% towards the year-end, and average
just over 7% for 2020 as a whole. This represents a smaller decline in total hours and a lower
unemployment rate than in the May forecast, and it is due for the most part to the economy’s
having weathered the pandemic better than was expected in May. Job numbers are expected
to rise slightly and unemployment to fall again in 2021.

A sizeable output slack is believed to have developed, and according to the forecast, it will grow
over the course of this year. It is expected to measure just under 6% in 2020, slightly less than
was forecast in May. As was forecast then, the slack in the economy is expected to narrow in
2021 and more or less close by the end of the forecast horizon. This forecast is more uncertain
than usual, however.

Il Decisions on the Bank’s monetary policy instruments

MPC members discussed the monetary stance in view of economic developments and the fact
that the Bank’s real rate had fallen since the May meeting. They discussed whether the
monetary stance was appropriate in view of the inflation outlook, as the Committee had
lowered interest rates further in May, owing to the prospect of a sharp contraction in GDP and
a surge in unemployment in 2020, coupled with low inflation over the forecast horizon.

The MPC discussed economic developments and prospects and, in this context, considered the
Bank’s new macroeconomic forecast, published in the August Monetary Bulletin. According to
that forecast, the outlook is for a 7% contraction in GDP this year and roughly 10%
unemployment by the year-end. Members noted that although the outlook for H2 was
somewhat poorer than had been forecast in May, the contraction for the year as a whole was
expected to be smaller than was projected then. This was due mainly to more robust private
consumption in the spring and summer than had been forecast in May. It emerged at the
meeting that, although the tourism industry had rebounded more strongly than expected
during the summer, the outlook for the coming months was broadly unchanged since spring.
The Committee emphasised, however, that uncertainty was unusually pronounced and that
economic developments would depend on the path the pandemic took.

The Committee discussed developments in inflation, which measured 2.5% in Q2 but had risen
to 3% in July. Members noted that the uptick in inflation was driven largely by the more than
12% depreciation of the krdna since the pandemic reached Iceland. It also emerged that
medium- and long-term inflation expectations were broadly unchanged, and the Committee
considered it positive that expectations appeared to remain anchored to the Bank’s inflation
target, which would be important for near-term developments in inflation. It emerged at the
meeting that, according to the Bank’s forecast, inflation was expected to average about 3% over
the remainder of 2020 but, because of the significant slack in the economy and low global
inflation, it would taper off in 2021.
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The MPC discussed recent intervention in the foreign exchange market in the context of the
Bank’s strategy, formulated just over a decade earlier and referred to as “inflation targeting-
plus”. An important part of that strategy is to mitigate short-term exchange rate volatility and
counteract excessive fluctuations, including those that persist longer than a single day and could
otherwise lead to overshooting and a correction later on. It emerged in the discussion that the
real exchange rate of the kréna was probably below its equilibrium level, at the same time as
inflation was above the target.

All members were of the opinion that it was appropriate to keep the Bank’s interest rates
unchanged. The outlook was for the contraction in 2020 to be somewhat smaller than had been
forecast in May, which was also reflected in higher inflation than had been expected then. It
was pointed out that the impact of the measures adopted when the economic shock struck
earlier in the year was still coming to the fore. The Committee discussed the transmission of
lower interest rates to the terms enjoyed by households and businesses. Members agreed that
rate cuts had been transmitted effectively to households and that the housing market had
firmed up somewhat in recent months. The discussion touched on whether the increase in non-
indexed variable-rate loans would cause households’ debt service to exceed their debt service
capacity when conditions changed and interest rates started to rise again. Furthermore,
Committee members were still concerned that lower interest rates had not been transmitted
effectively to companies, although indicators implied that corporate credit spreads may have
peaked. It emerged in the discussion of financial institutions’ and credit institutions’ position
that the weaker transmission of rate cuts to corporate borrowers stemmed partly from a
repricing of risk and a significant increase in risk premia and uncertainty. It was also pointed out
that there was limited demand for corporate loans at present.

The Committee discussed the execution of the Central Bank’s quantitative easing programme,
noting that it had gone smoothly thus far but was affected by the fact that the supply of
Treasury bonds had not yet increased to any marked degree. It could be assumed that the
supply would increase, although it remained to be seen how much and how quickly it would do
so. Committee members agreed that the continuation of the quantitative easing programme
would be based on those developments and on market yields.

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 1%, the current
account rate 0.75%, the seven-day collateralised lending rate 1.75%, and the overnight lending
rate 2.75%. All Committee members voted in favour of the proposal.

In the Committee's view, more firmly anchored inflation expectations provided monetary policy
the scope to respond decisively to the deteriorating economic outlook. Members were also of
the opinion that lower interest rates, together with actions taken by the Bank this spring, had
supported domestic demand. They agreed that the impact of these measures had yet to emerge
in full, however, and that the measures would continue to support the economy and facilitate
a more rapid recovery than would otherwise occur.

The MPC reiterated at the meeting that it would continue to monitor economic developments
and would use the tools at its disposal to support the domestic economy and ensure that the
more accommodative monetary stance was transmitted normally to households and
businesses.
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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 for Monetary Policy
Gunnar Jakobsson, Deputy Governor for Financial Stability

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

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

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 7
October 2020.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
October 2020 (98th meeting)

Published: 21 October 2020

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

The following are the minutes of the MPC meeting held on 5 and 6 October 2020, during which
the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those decisions
on 7 October.

| Economic and monetary developments

Before turning to monetary policy decisions, members discussed the domestic financial markets,
financial stability, the outlook for the global economy and Iceland’s international trade, the
domestic economy, and inflation, with emphasis on information that has emerged since the
Committee’s last meeting, on 26 August 2020.

Financial markets

Since the August meeting, the kréna had appreciated by 0.2% in trade-weighted terms. Over this
same period it rose by 1.1% against the pound sterling and fell by 0.3% against the US dollar but
remained broadly flat against the euro. The Central Bank decided to begin regular sales of foreign
currency in the domestic foreign exchange market on 14 September. Between meetings, the
Bank sold foreign currency in the amount of 177 million euros (28.8 b.kr.), including 51 million
euros sold under the regular sales programme. The Bank’s transactions accounted for 48% of
total foreign exchange market turnover for the period.

In terms of the Central Bank’s real rate, the monetary stance had eased slightly since the MPC’s
August meeting. In terms of the average of various measures of inflation and inflation
expectations, the Bank’s real rate was -1.8%, or 0.1 percentage points lower than just after the
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publication of the August interest rate decision. In terms of twelve-month inflation, it was -2.4%
and had fallen by 0.5 percentage points between meetings.

Interest rates in the interbank market for krénur were virtually unchanged between meetings,
and there was no turnover in the interbank market during that period. Yields on long-term
nominal Treasury bonds had risen by 0.2 percentage points since the August meeting, and yields
on long-term indexed Treasury bonds had risen by 0.3 percentage points. Average mortgage
lending rates had held broadly unchanged between meetings, however.

In terms of three-month interbank rates, the interest rate differential was virtually unchanged
between meetings, at 2.1 percentage points versus the euro area and 1.3 percentage points
versus the US. The long-term interest rate spread versus Germany had widened by 0.4
percentage points, to 3.4 percentage points, and the spread versus the US had widened by 0.3
percentage points, to 2.1 percentage points. Measures of the risk premium on the Treasury’s
foreign obligations were more or less unchanged between meetings. The CDS spread on the
Treasury’s five-year US dollar obligations was 0.6%, and the spread between the Treasury’s
eurobonds and comparable bonds issued by Germany was 0.7-0.8 percentage points.

Financial institutions’ analysts had projected that the MPC would hold interest rates unchanged,
citing the onset of the third wave of the COVID-19 pandemic in Iceland, with continued adverse
effects on the economy, even though inflation had risen more than expected.

Annual growth in M3 has gained pace as the year has progressed, measuring 13%% in August,
adjusted for the deposits of the failed financial institutions. Growth in credit system lending to
domestic borrowers lost pace over the course of 2019, but annual growth has been relatively
stable at around 4-5% thus far in 2020. Household lending grew by just over 7% year-on-year in
August, while corporate lending grew by just under 1%.

The Nasdag OMXI10 index had fallen by 1.3% between meetings. Turnover in the Main Market
totalled 397 b.kr. in the first nine months of 2020, some 11% less than over the same period in
2019.

Global economy and external trade

According to the Organisation for Economic Cooperation and Development’s (OECD) September
forecast, the global economy is set to shrink by 4.5% this year. This is 1.5-3.1 percentage points
smaller than the contraction forecast in June, yet it remains the largest contraction in global
output since World War Il. The change from the June forecast is due mainly to an improved
outlook for China and the US and to a smaller contraction in Europe. On the other hand, the GDP
growth outlook has deteriorated in several emerging economies, and an even larger contraction
is now forecast for India, Argentina, Mexico, and South Africa. The OECD forecasts a return to
growth in 2021, with global GDP rising by 5%, broadly in line with its June forecast. Uncertainty
about global economic developments remains pronounced, however, and depends on how
persistent the COVID-19 pandemic proves to be. Global GDP growth could turn out as much as 3
percentage points lessin 2021, according to the OECD, if the pandemic drags on or if public health
measures must be tightened more than is assumed in the baseline forecast. However, it could
turn out 2 percentage points stronger if more moderate public health measures suffice to keep
the pandemic in check or if a vaccine or effective medical treatment is developed sooner than
expected.

Iceland’s goods account deficit totalled 58 b.kr. in the first eight months of 2020, at constant
exchange rates. The deficit over the same period in 2018 was 98 b.kr., also at constant exchange
rates. The smaller deficit now is due in particular to a large contraction in import values in 2020
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to date, although aircraft exports in January 2019 also affected the comparison. Excluding ships
and aircraft, the goods account showed a deficit of 51 b.kr. in the first eight months of 2020, as
opposed to a 113 b.kr. deficit over the same period in 2019. The contraction in import values
excluding ships and aircraft has eased recently, in line with expectations. In the past three
months, import values have contracted by nearly 20% year-on-year, as opposed to 24% at the
time of the MPC’s last meeting. The main difference is a smaller contraction in imports of
consumer goods and transport equipment. Export values excluding ships and aircraft contracted
by 11% year-on-year in the first eight months of 2020, particularly for manufactured goods,
although marine product export values fell by 10%.

The global price of aluminium had risen marginally since the August meeting but was broadly as
it was in October 2019. Preliminary figures from Statistics Iceland indicate that foreign currency
prices of marine products were up 0.7% year-on-year in the first eight months of 2020. Global
Brent crude prices measured about 43 US dollars per barrel at the time of the October meeting,
about 7% lower than at the August meeting. At the time of the October meeting, oil prices were
down by just over a third year-to-date and about a fourth year-on-year.

The real exchange rate in terms of relative consumer prices was virtually unchanged month-on-
month in September, when it was 3.1% below its 25-year average and 12.1% below its end-2019
level. In the first nine months of 2020, it was down by 7.4% compared with the same period in
2019, as the nominal exchange rate of the krona was 9.1% lower and inflation in Iceland was 1.7
percentage points above the trading partner average.

Domestic economy and inflation

According to preliminary figures published by Statistics Iceland at the end of August, GDP
contracted by 9.3% vyear-on-year in Q2. Domestic demand declined by 7.1%, driven by a
contraction in all components except public consumption and changes in inventories. There were
significant changes in external trade, with both imports and exports declining markedly. Exports
contracted considerably more than imports, however, and the contribution of net trade to GDP
growth was therefore negative by 2.2 percentage points. GDP contracted by 5.7% in H1/2020.
Domestic demand contracted by 2.4%, while the contribution from net trade was negative by 3.3
percentage points.

The contraction in Q2 was 1.4 percentage points smaller than was forecast in the August
Monetary Bulletin. Developments in net trade and its contribution to GDP growth were broadly
in line with the forecast. Domestic demand was more resilient than had been assumed,
contracting by 1.4 percentage points less than projected. In particular, private consumption and
residential investment contracted less than was forecast. Figures from Statistics Iceland show
that the contraction was % a percentage point smaller in H1 than was forecast in August. The
main difference was in stronger private consumption, in addition to somewhat stronger-than-
expected business investment, although this was due in large part to a revision in Q1.

The current account balance was positive by 7 b.kr. in Q2, as compared with a surplus of 16 b.kr.
in Q2/2019. The subcomponents of the current account balance have changed markedly in the
wake of the COVID-19 pandemic. The services account surplus shrank by 48 b.kr. between years,
although it was partially offset by a smaller goods account deficit. In addition, the balance on
primary and secondary income was more positive this year than in 2019. Developments in the
balance on goods and services trade were in line with the Bank’s August forecast, but the balance
on primary income was considerably more favourable than expected, and the current account
surplus was therefore somewhat larger than was forecast in August.
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After a strong contraction in private consumption in Q2, key indicators imply that consumption
picked up in Q3. This was particularly the case with domestic consumption, as overseas travel
was negligible during the summer. Household demand had clearly shifted in particular towards
consumer durables this summer, and spending on categories that suffered from public health
measures and changes in household consumption patterns this spring, increased considerably.
On the whole, however, household payment card turnover in July and August was lower than at
the same time in 2019, but even though turnover within Iceland surged, it did not suffice to offset
the steep contraction in households’ overseas card use.

The Gallup Consumer Confidence Index measured 60.6 points in September, or 16.8 points higher
than in August, but 38.6 points less than at the same time in 2019. Consumers’ expectations six
months ahead improved, while their assessment of the current situation deteriorated. The big-
ticket index fell significantly in September, driven by a sharp contraction in consumers’ overseas
travel plans.

According to the fiscal budget proposal for 2021, the Treasury is expected to show a deficit of
8.6% of GDP. According to the Ministry of Finance and Economic Affairs’ revision of the 2020
outcome in comparison with the National Budget for the year, the outcome has deteriorated by
9.1 percentage points of GDP. According to the Ministry’s estimate for 2020 as a whole and
Statistics Iceland figures for 2019, the fiscal outcome deteriorated by 8.1 percentage points of
GDP between the two years. The Ministry also estimates that the unadjusted primary surplus will
narrow by as much as 8.2 percentage points of GDP between 2019 and 2020.

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 about the same as
in the summer survey, but considerably more negative than in the survey taken in autumn 2019.
Executives’ expectations six months ahead are much more negative than they were in the
summer, however. About 85% of respondents considered the current situation poor, and just
under 13% considered it neither good nor poor. Some 43% of executives are of the view that
economic conditions will deteriorate in the next six months, and 31% expect conditions to be
neither better nor worse. Just over a fourth of executives expect conditions to improve in the
next six months — somewhat fewer than in the summer. Executives are also more pessimistic
about both domestic and foreign demand than in the summer survey, particularly those in
transport, transit, and tourism and those in wholesale and retail trade. Respondents have not
been more pessimistic about foreign demand since measurements began.

The outlook for firms’ performance has deteriorated markedly since the spring survey, and more
than half of executives now expect their profits to be weaker this year than in 2019. Most
executives responded that their margins had declined since the spring survey, and a similar share
expected margins to continue falling over the next six months. The assessment was most
negative in transport, transit, and tourism and in the construction and fishing sectors. Overall,
executives in all sectors expect to invest less in 2020 than in 2019, and they were considerably
more pessimistic than in the spring.

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 24 percentage points. However, survey respondents were somewhat less pessimistic
than in the summer survey, when the same balance of opinion was negative by 32 percentage
points. The outlook is still for job losses in all sectors, although job numbers could fall
proportionally the most in transport, transit, and tourism, where the balance of opinion was
negative by 53 percentage points. Among firms in wholesale and retail trade and in the financial
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and insurance sector, the balance of opinion was negative by about a third, whereas executives
in the miscellaneous specialised services sector were less pessimistic, with the balance of opinion
negative by 5 percentage points.

After adjusting for seasonality, 6% of executives considered themselves short-staffed, about the
same as in the summer survey and close to the historical low. There was little or no reported
shortage of workers in the construction, wholesale/retail trade, fishing, and financial/insurance
sectors. Executives reporting staffing shortages were most likely to be in the industry and
manufacturing sector, where 16% considered themselves understaffed, an increase of 8
percentage points between surveys. Just under one out of every 10 executives in miscellaneous
specialised services and in transport, transit, and tourism reported being understaffed.

About 27% of executives reported that their firms would have difficulty responding to an
unexpected increase in demand, after adjusting for seasonality. This percentage was broadly
unchanged from the summer survey, and only 6 percentage points above the trough in the wake
of the financial crisis. Proportionally, the largest share of construction company executives, or
two out of five, reported that their firms would have difficulty responding to an unexpected
uptick in demand, whereas fewer than one out of five in retail/wholesale trade and the
financial/insurance sector were of the same opinion.

The wage index rose by 0.2% month-on-month in August and by 6.4% year-on-year. Real wages
were 3.5% higher during the month than at the same time in 2019.

Statistics Iceland’s nationwide house price index, published in late September, rose by 0.5%
month-on-month when adjusted for seasonality, and by 7.8% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.9% month-on-month in August when
adjusted for seasonality, and by 5.2% year-on-year. The number of purchase agreements
registered nationwide rose by 5.1% year-on-year in the first eight months of 2020, while the
number of contracts for new construction increased by 48.6% over the same period.

The consumer price index (CPI) rose by 0.39% month-on-month in September, raising twelve-
month inflation to 3.5%. The CPI excluding the housing component had risen by 3.9% year-on-
year in September. Underlying inflation measured 4.1% in September, in terms of the average of
various measures, and therefore remains noticeably above observed inflation. This is partly
because underlying inflation excludes the decline in petrol prices and the impact of lower real
mortgage interest expense. The interest component of imputed rent has lowered inflation in the
past year, causing twelve-month inflation to be lower by an estimated 0.8 percentage points.

The depreciation of the krdna has significantly affected imported goods prices in recent months
and still affected prices in September. The impact of seasonal sales reversed, and more besides,
particularly because of a steep rise in furniture and electronic equipment prices. This was
probably due as well to the impact of the recent surge in demand for these goods.

According to Gallup’s autumn surveys, households’ one- and two-year inflation expectations rose
between surveys, with households expecting 4% inflation in one year and 3.2% inflation in two
years. Their long-term inflation expectations were unchanged at 3%, however. Firms’ short- and
long-term inflation expectations were unchanged between surveys at 3%, however, and
executives expect inflation to average 2.7% over the next five years. The five- and ten-year
breakeven inflation rate in the bond market has risen slightly since the last MPC meeting, to 2.6-
2.8% at the beginning of October.
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Il Decisions on the Bank’s monetary policy instruments

Committee members discussed economic developments and prospects, the Bank’s most recent
Financial Stability report, financial institutions’ position, and risks in the financial system.
Representatives from the Ministry of Finance and Economic Affairs attended part of the meeting
to introduce the fiscal budget proposal and fiscal plan to the Committee. The Committee also
invited Olafur Gudlaugsson, chair of the Disease Prevention Council, to the meeting to discuss
the status of matters relating to the COVID-19 pandemic and the development of a vaccine.

The MPC discussed the monetary stance in view of economic developments and the fact that the
Bank’s real rate had fallen marginally since the August meeting. Members discussed whether the
monetary stance was appropriate in view of the inflation outlook, as the Committee had decided
in August to hold the Bank’s interest rates unchanged. At that time, the outlook was for the
contraction in 2020 to be slightly smaller than had been expected in May, and inflation had risen
slightly between meetings, as the Committee had expected.

The Committee discussed preliminary national accounts figures, which showed that GDP growth
was slightly stronger in H1/2020 than had been forecast in the August Monetary Bulletin. On the
other hand, high-frequency indicators and surveys suggested that demand growth had eased in
late summer. Members noted that because of increased spread of the coronavirus in the recent
past, the economic outlook had deteriorated relative to the August forecast. It emerged at the
meeting that the negative impact on demand of the third wave of the pandemic gave cause for
concern. The Committee emphasised, however, that uncertainty was pronounced and that
economic developments would depend to a considerable degree on the path the pandemic took.

The MPC discussed developments in inflation, which rose between quarters in Q3/2020,
measuring 3.2%, somewhat above the August forecast. Members noted that the exchange rate
pass-through from the depreciation of the kréna continued to affect imported goods prices, but
they agreed that, other things being equal, the considerable slack in the domestic economy
would cause inflation to subside as the effects of the depreciation tapered off. It was pointed out
that increased demand for certain goods could nevertheless cause price hikes in those goods
categories. Members considered it positive that medium- and long-term inflation expectations
were broadly unchanged and appeared to remain anchored to the Bank’s inflation target.

The Committee discussed the foreign exchange market. As in August, members were of the view
that the real exchange rate of the kréna was probably below its equilibrium at present. As long
as that was the case, it was important that the Central Bank should continue intervening in the
market in order to mitigate the depreciation of the kréna. In addition, the Bank’s regular sales of
foreign currency at the market opening had deepened the market and improved price formation.
The MPC was of the opinion that these measures had played a role in keeping the kréna broadly
stable between meetings.

The Committee discussed the Bank’s quantitative easing programme. Thus far, there had not
been a need for large-scale bond purchases, as the supply of Treasury bonds had not yet
increased significantly and both price formation and market functioning were normal. Members
agreed that even though long-term bond market yields had eased upwards recently, decisive
action was not warranted, for the present.

All members were of the opinion that it was appropriate to keep the Bank’s interest rates
unchanged. It emerged in the discussion that lower interest rates had supported domestic
demand and that rate cuts had been transmitted successfully to households, as the housing
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market had been relatively buoyant in recent months. Members also noted that it appeared as
though the credit quality of new mortgages granted by the systemically important banks had
improved in the recent past, as loan-to-disposable income ratios and loan-to-value ratios on new
loans had fallen. That being the case, most new borrowers should generally be able to shoulder
a heavier debt service burden if interest rates should rise. It also emerged at the meeting that
issuance of new corporate loans was at a low ebb, as demand was weak. It was normal that
investment should decline in the wake of a shock of the magnitude of the current one, and when
uncertainty was at such a high level. The Committee considered it positive, however, that it
seemed as though credit spreads on new corporate loans had peaked and had started to decline.

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 1%, the current
account rate 0.75%, the seven-day collateralised lending rate 1.75%, and the overnight lending
rate 2.75%. All Committee members voted in favour of the proposal.

In the Committee's view, more firmly anchored inflation expectations provided monetary policy
the scope to respond decisively to the deteriorating economic outlook. Members were also of
the opinion that lower interest rates, together with actions taken by the Bank this spring, had
supported domestic demand. They agreed that the impact of these measures had yet to emerge
in full and that the measures would continue to support the economy and facilitate a more rapid
recovery than would otherwise occur.

The MPC reiterated at the meeting that it would continue to monitor economic developments
and would use the tools at its disposal to support the domestic economy and ensure that the
more accommodative monetary stance was transmitted normally to households and businesses.

The following Committee members were in attendance:

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

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

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

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 18
November 2020.
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The Monetary Policy Committee of the Central Bank of Iceland

Minutes of the Monetary Policy Committee meeting
November 2020 (99th meeting)

Published: 2 December 2020

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

The following are the minutes of the MPC meeting held on 16 and 17 November 2020, during
which the Committee discussed economic and financial market developments, decisions on the
application of the Bank’s monetary policy instruments, and the communication of those
decisions on 18 November. In addition, the Committee’s updated rules of procedure were
approved at the meeting.

| Economic and monetary developments

Before discussing monetary policy decisions, members discussed the domestic financial
markets, financial stability, the outlook for the global economy and Iceland’s international
trade, the domestic economy, and inflation, with emphasis on information that has emerged
since the Committee’s last meeting, on 7 October 2020, as published in the new forecast and
analysis of uncertainties in Monetary Bulletin 2020/4 on 18 November.

Financial markets

Since the October meeting, the krona had depreciated by 0.8% in trade-weighted terms. Over
this same period it fell by 0.8% against the pound sterling but rose by 0.8% against the euro and
1.5% against the US dollar. Between meetings, the Bank sold foreign currency in the amount of
275 million euros (45.1 b.kr.), including 90 million euros sold under the regular sales
programme. The Bank’s transactions accounted for 61% of total foreign exchange market
turnover for the period.

In terms of the Central Bank’s real rate, the monetary stance had eased slightly since the MPC’s
October meeting. In terms of the average of various measures of inflation and inflation
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expectations, the Bank’s real rate was -2.1%, or 0.2 percentage points lower than just after the
announcement of the October interest rate decision. In terms of twelve-month inflation, it was
-2.5% and had fallen by 0.1 percentage points between meetings.

Interest rates in the interbank market for krénur were virtually unchanged between meetings,
and there was no turnover in the interbank market during that period. Yields on long-term
nominal Treasury bonds had risen by 0.2 percentage points since the October meeting, and
yields on long-term indexed Treasury bonds had risen by 0.3 percentage points. Average
mortgage lending rates had held broadly unchanged between meetings, however.

In terms of three-month interbank rates, the interest rate differential was virtually unchanged
between meetings, at 2 percentage points versus the euro area and 1.3 percentage points
versus the US. The long-term interest rate spread versus Germany had widened by 0.2
percentage points, to 3.6 percentage points, while the spread versus the US was unchanged at
2.2 percentage points. Measures of the risk premium on the Treasury’s foreign obligations were
more or less unchanged between meetings. The CDS spread on the Treasury’s five-year US
dollar obligations was 0.6%, and the spread between the Treasury’s eurobonds and comparable
bonds issued by Germany was 0.7-0.8 percentage points.

Financial institutions’ analysts had projected that the MPC would hold interest rates
unchanged, noting that even though inflation had risen above the target, it was expected to
ease over the course of 2021, all else being equal. Furthermore, analysts stressed the necessity
of continuing to ensure that lower interest rates would be transmitted to households and
businesses, but they considered it more effective to do so through Central Bank bond purchases
than through further interest rate cuts.

According to the Central Bank’s quarterly market expectations survey, conducted in early
November, respondents expected the Central Bank’s key interest rate to remain unchanged at
1% in Q4/2020 and until the end of 2021, and then begin to rise. This represents a change from
the survey taken in August, when respondents expected that the key rate would be lowered by
0.25 percentage points in Q4 and remain unchanged at 0.75% until Q3/2021. A majority of
respondents considered the monetary stance appropriate at present, or 58%, as compared with
49% in the last survey. The share of respondents who considered the stance too loose declined.
The share who considered the monetary stance too tight was about the same as in the last
survey, at just under one-third.

Annual growth in M3 has gained pace as the year has progressed, measuring 15.2% in
September, adjusted for the deposits of the failed financial institutions. Growth in credit system
lending to domestic borrowers lost pace over the course of 2019, but annual growth has been
relatively stable at around 4-5% thus far in 2020. Household lending grew by 7.5% year-on-year
in September, while corporate lending grew by 1%.

The Nasdagq OMXI10 index had risen by 15.6% between meetings. Turnover in the Main Market
totalled 460 b.kr. in the first ten months of 2020, some 7% less than over the same period in
2019.

Global economy and external trade

According to the International Monetary Fund’s (IMF) mid-October forecast, global GDP growth
is projected to contract by 4.4% this year, or 0.8 percentage points less than was forecast in
June. The revision is due to an improved outlook for advanced economies, which in turn is due
primarily to a smaller Q2 contraction in the US and the eurozone than had previously been
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expected. GDP growth in China has also rebounded more quickly than expected, although the
outlook is poorer for other emerging market economies, India in particular, and a slightly larger
contraction is now forecast for emerging and developing economies as a whole. For 2021, global
GDP growth is projected at 5.2%, or 0.2 percentage points less than was forecast in June. Global
economic uncertainty therefore remains significant, however, and developments will depend
on how successful efforts to control the COVID-19 pandemic prove to be. Global GDP growth
could turn out nearly 3 percentage points weaker in 2021, according to the IMF, if the pandemic
proves more persistent than is assumed in the baseline forecast. On the other hand, it could be
% a percentage point stronger if efforts to control the pandemic are more successful.

Iceland’s goods account deficit totalled 66 b.kr. in the first ten months of 2020, at constant
exchange rates. The deficit over the same period in 2019 was 113 b.kr., also at constant
exchange rates. The smaller deficit now is due in particular to a large contraction in import
values in 2020 to date, although aircraft exports in January 2019 also affected the comparison.
Excluding ships and aircraft, the goods account showed a deficit of 58 b.kr. in the first ten
months of 2020, as opposed to a 124 b.kr. deficit over the same period in 2019. Import values
excluding ships and aircraft have contracted by nearly 15% year-on-year in the past three
months, as opposed to a contraction of 20% by the same measure at the time of the MPC’s last
meeting. The main difference is a weaker contraction in imports of commodities and
operational inputs, as well as fuels and transport equipment. Export values excluding ships and
aircraft contracted by 12% year-on-year in the first ten months of 2020, particularly to include
manufactured goods, although marine product export values fell by 10% at constant exchange
rates.

Global aluminium prices had risen by nearly 13% since the MPC’s October meeting and were
roughly 13% higher than in mid-November 2019. Preliminary figures from Statistics Iceland
indicate that foreign currency prices of marine products were up 0.9% year-on-year in the first
nine months of 2020. Global Brent crude prices measured about 44 US dollars per barrel at the
time of the November meeting, nearly 3% higher than at the October meeting. However, oil
prices were still about one-third lower at the time of the November meeting than in mid-
November 2019 and at year-end 2019.

The real exchange rate in terms of relative consumer prices fell by 0.4% month-on-month in
October, when it was 3.7% below its 25-year average and 12.7% below its end-2019 level. In
the first ten months of 2020, it was down by 7.8% compared with the same period in 2019, as
the nominal exchange rate of the kréna was 9.6% lower and inflation in Iceland was 1.8
percentage points above the trading partner average.

Domestic economy and inflation

According to the Statistics Iceland labour force survey (LFS), total hours worked declined by
3.7% year-on-year in Q3/2020, with the number of employed falling by 1.3% and average hours
worked by 2.4%. The survey indicates that total hours rose considerably between Q2 and Q3,
after a steep decline between Q1 and Q2. According to the pay-as-you-earn (PAYE) register, job
numbers also rose during the summer, but much less than LFS figures suggest. For example, the
number of wage-earners was still 5.7% lower in Q3/2020 than in the same quarter of 2019. Both
the LFS and data from the PAYE register indicate that job numbers declined again in September,
when economic activity started to slide once more.

Seasonally adjusted LFS measurements indicate that labour participation rose markedly and
that the employment rate rose as well in Q3, after a steep drop in Q2. At the same time, the
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survey-based unemployment rate rose by 0.7 percentage points, to 5.8%. The seasonally
adjusted registered unemployment rate excluding workers receiving part-time unemployment
benefits has risen much more, however. In October, it measured 10.1%, its highest since
measurements were introduced in 1957.

Year-on-year population growth measured 1.4% in Q3, including 0.7 percentage points due to
immigration of foreign nationals. Although growth in the foreign labour force has slowed in the
past two years, it has slowed even more sharply since the pandemic struck. However, net
migration was positive in Q3, whereas it was negative in the quarter beforehand.

The general wage index rose by 0.5% between quarters in Q3, and by 6.5% year-on-year. Real
wages were 4.1% higher in Q3 than in the same quarter of 2019.

After a rebound during the summer, indicators of private consumption began to suggest in late
Q3 and early Q4 that the rebound was losing pace, in tandem with rising infection rates and
tightened public health measures. Payment card turnover was down 12% year-on-year in
October: card use within Iceland was virtually unchanged, while turnover abroad declined by
more than half. Information from the Icelandic Centre for Retail Studies shows that, as was the
case during the first wave of the pandemic this spring, consumer spending varied across
categories in October. Sales of goods and services susceptible to public health measures
declined markedly, while sales of household staples and various consumer durables increased.
Daily data on payment card turnover within Iceland indicate that household demand weakened
still further in the first week of November.

The Gallup Consumer Confidence Index measured 47.2 points in October, a decline of 13.4
points between months and about 39.7 points between years. All subcomponents of the index
fell between months, with the assessment of the labour market declining the most.

Statistics Iceland’s nationwide house price index, published in late October, rose by 0.8%
month-on-month when adjusted for seasonality, and by 7.3% year-on-year. The capital area
house price index, calculated by Registers Iceland, rose by 0.8% month-on-month in September
when adjusted for seasonality, and by 5.6% year-on-year. The number of purchase agreements
registered nationwide rose by 9.9% year-on-year in the first nine months of 2020, while the
number of contracts for new construction increased by 47% over the same period.

The consumer price index (CPI) rose by 0.43% month-on-month in October, raising twelve-
month inflation to 3.6%. The CPI excluding the housing component had risen by 4.1% year-on-
year in October. Underlying inflation also measured 4.1% in October, in terms of the average of
various measures. This is partly because underlying inflation excludes the decline in petrol
prices and the impact of lower real mortgage interest expense. The interest component of
imputed rent has lowered inflation in the past year, causing twelve-month inflation to be lower
by an estimated 0.8 percentage points. Imported goods prices still show the effects of the
depreciation of the kréna, with food and beverage prices rising by 1% month-on-month in
October. In addition, the cost of owner-occupied housing was up 2.2% between years.

According to the market expectations survey, market agents expect inflation to average 3.7%
in Q4/2020 and just under 3.8% in Q1/2021. This is higher than in the August survey.
Expectations one, two, five, and ten years ahead were unchanged since the last survey,
however, at 2.5%. The five- and ten-year breakeven inflation rate in the bond market has
averaged 2.6-2.7% in Q4 to date and is therefore close to the target as well, albeit somewhat
higher than it was a year ago.
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According to the forecast published in Monetary Bulletin on 18 November 2020, the outlook is
for inflation to average 3.7% until early 2021, and then, once the effects of the depreciation of
the kréna disappear from measurements, it is expected to begin to ease relatively quickly,
owing to the sizeable slack that has developed in the economy. This is above the August
forecast, owing mainly to stronger imported inflationary pressures.

The kréna is slightly weaker now than was assumed in the Bank’s August forecast. The baseline
forecast assumes that the trade-weighted exchange rate index (TWI) will remain close to 212
points, on average, over the next two years, and that the kréna will appreciate slightly towards
the end of the forecast horizon. The real exchange rate will therefore fall even further this year
but then rise gradually from 2022 onwards. By the end of the forecast horizon, it will still be
nearly 17% below its 2017 peak.

The COVID-19 pandemic profoundly affected the global economy in H1/2020. GDP in Iceland’s
main trading partner countries contracted by more than 12% year-on-year in Q2, the largest
single-quarter contraction on record. As the summer passed, the pandemic appeared to be
receding, but it has surged in recent months, forcing a re-tightening of public health measures
virtually all over the world. Thus the outlook is for a renewed contraction in trading partners’
GDP in Q4, followed by a weaker recovery in H1/2021 than was forecast in the August Monetary
Bulletin. The 2020 contraction is projected at just under 6%, and the growth rate in 2021 is
forecast at 4.6%.

In Iceland, GDP contracted by 5.7% year-on-year in H1/2020 but is expected to hold virtually
unchanged in H2. As a result, the outlook is for an 8.5% contraction in 2020 as a whole,
somewhat more than was forecast in August but broadly in line with the forecast from May.
The outlook for 2021 has worsened as well, as the forecast assumes that bringing the pandemic
under control will take longer than was projected in the last forecast. Fewer tourists are
expected to visit Iceland; therefore, exports will take longer to recover and will grow more
slowly. As a consequence, GDP growth will measure only 2.3% in 2021, as compared with the
August forecast of 3.4%.

The current account surplus measured 1.7% of GDP in H1, reflecting a deficit on goods and
services trade versus a surplus on the primary income balance. The trade balance is expected
to return to positive territory in H2, resulting in a surplus of nearly 1% of GDP for 2020 as a
whole. This is a slightly smaller surplus than was forecast in August, owing to the bleaker
outlook for export growth and the prospect of less favourable terms of trade. Pulling in the
other direction is the larger surplus on primary income in H1, which stems in part from record
returns on foreign direct investment. The current account surplus for 2020 will therefore be
well in line with the August forecast, at about 2%:% of GDP. The surplus is projected to widen
slightly in 2021, although it will be smaller than previously projected, or 3% of GDP instead of
nearly 4%, as was forecast in August. This is due primarily to the prospect of more sluggish
growth in tourism in 2021 and a weaker improvement in terms of trade.

The baseline forecast assumes that unemployment will rise somewhat in Q4 and will average
6% this year, according to the Statistics Iceland labour force survey. It will not peak, however,
until H1/2021, when seasonally adjusted unemployment is projected to overtake the post-crisis
peak. It will then start to fall in H2 and continue declining throughout the forecast horizon.
Growth in potential output is expected to slow markedly in the first half of the period, but
demand is projected to contract more, and a sizeable slack is set to develop in the economy.
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The slack is estimated to measure about 6% of potential output this year. It will gradually
narrow from early 2021 onwards but is not expected to close until H2/2022.

According to the baseline forecast, GDP will not return to its 2019 level until 2023, but
nevertheless, it will remain nearly 6% below the pre-pandemic forecast from February 2020.
This is highly uncertain, however, and it is possible that the baseline forecast is too optimistic.
As is discussed in the alternative scenarios in Box 1 of Monetary Bulletin, the economic recovery
will be weaker if it proves more difficult to control the pandemic. The same is true if households
are slower to tap the savings they have built up during the pandemic. GDP could therefore
contract even further in 2021. By the same token, GDP growth could pick up more strongly than
is assumed in the baseline forecast if efforts to control the pandemic bear fruit and households
spend more of their savings.

Il Decisions on the Bank’s monetary policy instruments

The MPC discussed the monetary stance in view of economic developments and the marginal
decline in the Bank’s real rate since the October meeting. Members discussed whether the
monetary stance was appropriate in view of the inflation outlook, as the Committee had
decided in October to hold the Bank’s interest rates unchanged. Furthermore, the economic
outlook had deteriorated because of increased spread of COVID-19. On the other hand, inflation
had risen between Q2 and Q3 and was above the Bank’s August forecast.

Committee members noted that the autumn surge in COVID-19 cases and the tightened public
health measures had weakened the economic rebound that had begun in Q3, following a
historically large contraction in Q2. In the MPC’s view, the economic outlook had therefore
deteriorated, and according to the forecast in the November Monetary Bulletin, GDP was set to
contract by 8.5% this year, a full 1 percentage point more than was forecast in August. GDP
growth was projected to be weaker in 2021 as well. The Committee emphasised that the
economic outlook was highly uncertain and that economic developments would depend to a
considerable degree on the path the pandemic took.

The MPC discussed the foreign exchange market, noting that the kréna had been relatively
stable in the recent term, although it had depreciated after the pandemic reached Iceland.
Inflation had risen since the spring, measuring 3.6% in October. However, Committee members
considered it important that medium- and long-term inflation expectations were broadly
unchanged. It emerged at the meeting that, according to the Bank’s forecast, the outlook was
for inflation to average about 3.7% until early 2021 and then begin to ease, owing to the sizeable
slack in the economy. In the MPC’s opinion, because of the slack in the economy, it was most
likely that inflation would ease back to the target if the krédna remained relatively stable. It was
pointed out that, given the current situation and outlook, there were few factors that could
increase inflationary pressures to any marked degree. On the other hand, it was noted that if
the recovery proved relatively swift once a vaccine was widely available, inflationary pressures
could develop because of pent-up demand if households were quick to tap into the savings they
had accumulated during the pandemic.

The MPC discussed whether to lower interest rates further or to hold them unchanged. The
main arguments in favour of lowering interest rates were the economic outlook, which had
deteriorated markedly in the recent term, and the expectations that it would take longer than
previously projected for the recovery to begin. It emerged at the meeting that it was
appropriate to support domestic demand even more strongly, as the outlook was for
unemployment to rise higher and persist longer than had previously been assumed. Members
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noted that the exchange rate of the kréna was close to the level seen in May, and that the
outlook was for the pressure on the exchange rate to ease in the coming term, in part because
of positive news about the development of a COVID-19 vaccine and reduced capital outflows
from Iceland. Furthermore, the Bank’s intervention in the foreign exchange market had been
effective and had tamped down on expectations of a further depreciation. Positive news about
the development of a vaccine should also ease uncertainties and stimulate companies’ appetite
for investment. Long-term inflation expectations were still at or near the target, enabling the
Bank to lower interest rates further. It was pointed out that if asset prices should rise excessively
or debt levels should surge because of lower interest rates, the Central Bank could apply other
policy instruments to counter the trend.

The main argument in favour of unchanged interest rates was that inflation was above the
target and had risen more than had been assumed in the Bank’s last forecast. There was some
risk that a further interest rate cut could deanchor inflation expectations and undermine the
credibility of monetary policy. A smaller interest rate differential could also put greater pressure
on the exchange rate. It was also noted that a rate cut could stimulate the segment of the
economy where there was little or no slack in output and could push house prices higher.

The Committee discussed the Bank’s quantitative easing programme. It emerged at the meeting
that it had not been considered advisable for the Bank to enter the bond market decisively while
it was intervening in the foreign exchange market, partly due to outflows relating to non-
residents’ Treasury bond sales. In some respects, the conditions for quantitative easing were
different in Iceland than in countries where inflation was low and inflation expectations had
fallen steeply, in addition to being below the respective central banks’ inflation targets. In
Iceland, inflation had risen and was above target, yet the anchor to the target appeared not to
have weakened in the same way. Moreover, interest rates in those economies were down to
zero or even negative, while rates in Iceland were still positive. The Committee discussed
monetary policy transmission, and it was noted that household lending rates had begun to rise
in some cases, while credit spreads on corporate loans had fallen recently. Committee members
agreed that conditions were now more favourable for the Bank to enter the Treasury bond
market more decisively, as the foreign exchange market had grown more stable, although the
MPC would continue to monitor market yields and the pace of the increase in the Treasury bond
supply. These matters would always be assessed based on conditions, however.

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 0.75%,
the current account rate 0.5%, the seven-day collateralised lending rate 1.5%, and the overnight
lending rate 2.5%. All Committee members voted in favour of the proposal.

Committee members were of the view that although inflation had risen temporarily and
appeared set to be higher than was assumed in August, more firmly anchored inflation
expectations provided the MPC the scope to respond decisively to the deteriorating economic
outlook. They were also of the opinion that interest rate reductions and other measures taken
by the Central Bank in the past few months had supported domestic demand and mitigated the
adverse impact of the economic shock.

The MPC stressed that it would continue to use the tools at its disposal, including Treasury bond
purchases by the Central Bank, to support the domestic economy and ensure that the more
accommodative monetary stance was transmitted normally to households and businesses.
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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 for Monetary Policy
Gunnar Jakobsson, Deputy Governor for Financial Stability

Gylfi Zoéga, Professor, external member

Katrin Olafsdottir, Associate Professor, external member

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

Karen A. Vignisdéttir wrote the minutes.

The next Statement of the Monetary Policy Committee will be published on Wednesday 3
February 2021.
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Special temporary collateralised lending framework for
COVID support loans

As is mentioned in the Central Bank press release of 24 June 2020, the Bank will offer
commercial banks and savings banks special collateralised loans bearing a 100%
Treasury guarantee, in connection with COVID-related support loans. The
collateralised loans will be offered beginning on 2 September 2020. Until another
decision is forthcoming, these special collateralised loans will be offered by auction
once a month, on the first Wednesday of each month.

The loans will be granted at the Central Bank’s key interest rate, currently 1%, against
collateral deemed eligible for Central Bank facilities at any given time. In accordance
with the above, the Bank will temporarily update its list of securities eligible as
collateral and will make temporary amendments to the Rules on Central Bank of
Iceland Facilities for Financial Undertakings, no. 1200/2019.

Press release no. 27/2020
28 August 2020
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SEDLABANKI ISLANDS

Efnahagshorfur a timum heimsfaraldurs

Rannveig Sigurdardottir

Kvnning furi K iseftirliti
ynning fyrir Samkeppniseftirlitig varasedlabankastjéri peningastefnu

3. september 2020

Efnahagshorfur
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Sogulegur samdrattur a Q2 en vidsnuningur a Q3

* COVID-19 og adgerdir til ad hemja utbreidslu faraldursins hafa valdid gridarlegum usla i heimsbuskapnum: VLF i helstu
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vidskiptalondum drdst saman um 1,9% a Q1 og utlit er fyrir 12,7% samdratt 8 Q2 — s& mesti sem maelst hefur fra seinna stridi

Alpjodlegur hagvoxturt
1. &rsfi. 2008 - 2. 4rsfj. 2020

Breyting fra fyrra ari (%)
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PMI-visitala fyrir framleidslu og pjonustu?

Jandar 2014 - dgist 2020
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* Framleidsluvisitolur hafa hins vegar haekkad toluvert fra pvi i mai og idnframleidsla og smasala aukist nokkud

Idnframleidsla og smasala®

Janlar 2018-jdli 2020
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1. Grunnspa Sedlabankans 2. arsfj. 2020 fyrir helstu vidskiptalond. 2. PMI-visitala Markit fyrir framleidslu og pjonustu (Composite Output Purchasing Managers' Index). Visitalan er birt manadarlega og er arstidarleidrétt. Pegar gildi

visitélunnar er yfir 50 taknar pad voxt milli manada en ef hin er undir 50 tdknar pad samdratt. 3. Manadarlegar arstidarleidréttar magnvisitélur (2016 = 100).

Heimildir: Refinitiv Datastream, Sedlabanki fslands.

Monetary Policy Committee Report to Parliament

39



Samsetning pjédarbuskapar skiptir mali

» Soéttvarnaradgerdir sem takmarka ferdir og nain samskipti félks bitna a ferdapjonustu
* Samdrattur a Q2 yfirleitt meiri i peim I6ndum par sem ferdapjonusta vegur pungt i VLF
e Minni samdrattur hér en i peim I6ndum par sem vaegi ferdapjonustu i VLF er mikid

Vaegi ferdapjonustu i VLF i ymsum Alpjodlegur hagvoxtur a 2. arsfj. 2020
OECD-rikjum?

% af VLF Breyting VLF milli ara (%)

U XL xxdnzvvoa Lz xczax
a o W e oD > (o) > =
SEsE-ER83SRgSTREI 20

1. Vaegi ferdapjonustu i VLF 4rid 2018 eda nyjasta ar med tiltaekum gégnum. Londin eru Spann (SPA), Mexiké (MEX), fsland (iSL), Porttgal (POR), Frakkland (FRA), Grikkland (GRI), Austurriki (AUS), ftalia (ITA), Nyja-Sjaland (NYS), Sudur-
Kérea (KOR), Holland (HOL), byskaland (pYS), frland (iRL), Noregur (NOR), Bretland (BRE), Astralia (AST), Svipj6d (SVi), Bandarikin (BNA), Sviss (SV1), Finnland (FIN), Danmérk (DAN), Belgia (BEL), Kanada (KAN) og Japan (JAP).
Heimildir: Hagstofa islands, OECD.

Horfur @ minni samdraetti utflutnings en spad i mai

* Algert hrun vard i komum ferdamanna til landsins: daglegur fjoldi ferdamanna til landsins nd um 20% af pvi sem hann var i fyrra
* Batinn i juli og agust meiri en spad var og pratt fyrir bakslag er spad heldur minni faekkun farpega i ar en i mai: 76% i stad 81%
* Einnig minni samdrattur i utflutningi sjavarafurda og pvi Gtlit fyrir minni samdratt utflutnings en spad i mai

Ferdamenn og utgj6ld? Utflutningur og framlag undirlida 2015-
7. mars - 21. 4gust 2020 20222
Breyting fra fyrra ari (%) Breyting fra fyrra ari (%)

-40
jal. agu. 2015 2016 2017 2018 2019 2020 2021 2022
—Fjoldi farbega —Fjldi farpega 4n skiptifarpega mmAlafurdir -S,Javarafurélr EmFerdapjonusta
EZAnnar utflutningur  =—Utflutningur alls

=V elta erlendra greidslukorta

1. Fjoldi farpbega sem for daglega um Keflavikurflugvéll. Télur fyrir arid 2019 eru &n farbega WOW Air. Greidslukortatélur eru samtala debet- og kreditkorta utgefin af erlendum adilum. 7 daga hreyfanlegt medaltal. 2. Vegna
kedjutengingar getur verid ad samtala undirlidanna sé ekki j6fn Gtflutningi alls. Alitflutningur skv. skilgreiningu pjédhagsreikninga. Ferdabjonusta er samtala & ,ferdalégum® og , farbegaflutningum med flugi“. Grunnspd Sedlabankans
2020-2022. Brotalina synir spa frd PM 2020/2.

Heimildir: Hagstofa islands, Isavia, Sedlabanki [slands.
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VLF drost saman um 5,7% a fyrri helmingi arsins

* Pbjodarutgjold dréogust saman um 2,4% og til vidbdtar baettist vid 3,3 prosentna neikveaett framlag utanrikisvidskipta
* Svipadur samdrattur og spad var i PM 2020/3: badi einkaneysla og fjarfesting reyndist litillega sterkari

Hagvoxtur og framlag undirlida?
1. arsfj. 2018 - 2. arsfj. 2020

Breyting fra fyrra ari (%)
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1. Vegna kedjutengingar getur verid ad samtala undirlidanna sé ekki j6fn hagvextinum.

Heimildir: Hagstofa islands, Sedlabanki {slands.

pjéBhagsreikningar fyrri hluta 2020

Breyting fra fyrra ari (%)
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Greidslukortavelta eftir helstu
utgjaldaflokkum

Breyting fra sama tima fyrir ari (%)

30

Veitingahuds o.fl®  Sérvara o.fl.% Dagvara®
W 1. arsfj. 2020 W 2. 4rsfj. 2020 @ Mai 2020
@ Juni 2020 @Juli 2020

]
]
Visbendingar um vidspyrnu einkaneyslu i sumar
* Farséttin og sottvarnaradgerdir hofdu veruleg ahrif & efnahagsumsvif i mars og april: akandi og gangandi umferd drést
verulega saman og utgjold heimila minnkudu mikid: kortagégn benda til ad samdratturinn hafi mestur verid um 23% um
midjan april ... en ad vidsnuningur hafi ordid i mai og juni — pott kraftur batans sé mismikill eftir utgjaldaflokkum
Umferd og kortavelta® Utgjold heimila eftir ttgjaldaflokkum?
1. mars - 21. dgust 2020 1. febrdiar - 21. dgulst 2020
40 Breyting fra fyrra ari (%) 0 Breyting fra fyrra ari (%)
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== Akandi umferd == Gangandi umferd ——Ymis pjénusta ——F&t og fylgihlutir
—Veltainnl. korta Heimilisutgjold =—Naudsynjavérur

1. Akandi umferd er umferd um Hafnarfjardarveg sunnan Képavogslaekjar, Reykjanesbraut vid Dalveg i Képavogi og Vesturlandsveg ofan Arttinsbrekku. Gangandi umferd samkvaemt Apple Mobility Trends. Greidslukortatolur eru samtala
debet- og kreditkorta utgefin af innlendum adilum. Gangandi umferd breyting fra 13. jan. 2020 en hinar radirnar breyting fré fyrra ari (umferdargégn 7 daga hreyfanlegt medaltal en greidslukortagdgn 14 daga hreyfanlegt medaltal). 2.
Ymis bjonusta & vid veitingastadi, leikhs, likamsraektarstodvar o.fl. Heimilisttgjold eiga vid kaup 4 raftaekjum, hisggnum og i byggingavéruverslunum (28 daga hreyfanlegt medaltal). 3. Veitingahus, gisting, flutningar, pakkaferdir,
tollfrjals verslun, menning og afpreying, snyrting og ymis persénuleg pjénusta. 4. Raf- og heimilistaeki, hisbinadur, fatnadur, 6nnur sérvara og ymis sérhaefd pjonusta. 5. Dagvéruverslun og stérmarkadir.

Heimildir: Apple Mobility Trends, Hagstofa {slands, Markadsvakt Meniga, Rannsoknarsetur verslunarinnar, Vegagerdin, Sedlabanki fslands.
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Verulegur samdrattur i ar en pé minni en spad i mai

* pétt horfur fyrir seinni hluta arsins séu heldur lakari en i mai er talid ad samdratturinn i ar verdi 7,1% i stad 8% i maispanni
* Hagvoxtur a naestu tveimur arum verdi um 3%% & ari
* Landsframleidslan naer ekki pvi stigi sem hun var a i lok sidasta ars fyrr en i lok spatimans

Hagvoxtur og framlag undirlida 2015-20221

Breyting fra fyrra ari (%)

-10
2021

CUtanrikisvidskipti

2022
==VLF

2017 2018
EEFjarmunamyndun

2019 2020
EBirgdabreytingar

2015
ElEinkaneysla
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Bl Samneysla

1. Grunnspé Sedlabankans 2020-2022. Brotalina synir spa fra PM 2020/2.
Heimildir: Hagstofa islands, Sedlabanki {slands.

Faraldurinn hefur mikil ahrif &8 vinnumarkadinn ...

* Samkvaemt VMK faekkadi storfum um 5,1% a Q2 og vinnutimi styttist um 2,3% — 7,2% faekkun heildarvinnustunda su mesta fra
Q3/2009 ... en nokkru minni faekkun en spad i PM 2020/2 (en VMK gaeti vanmetid faekkun starfa og styttingu vinnutima)
* Atvinnupatttaka minnkadi einnig verulega og er i ségulegu lagmarki — folki utan vinnumarkadar hefur pvi fjolgad mikid

Atvinna og vinnutimi®
Januar 2019 - juni 2020

Breyting fra fyrra ari (%)

Atvinnupatttaka og hlutfall starfandi?
Jandar 2019 - juni 2020
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—Fjoldi starfandi ——Medalvinnutimi ——Heildarvinnustundir —Atvinnupatttaka =—Hlutfall starfandi

1. briggja manada hreyfanlegt medaltal. 2. Arstidarleidrétt priggja manada hreyfanlegt medaltal.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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... og atvinnuleysi hefur aukist mikid

* Atvinnuleysi hefur aukist hratt og var 6,8% a Q2 skv. VMK (5,1% arstidarleidrétt) en skrad atvinnuleysi var komid i 7,9% i juli
* Atvinnuleysi hefdi aukist enn meira ef hluti peirra sem misstu vinnu hefdu ekki horfid af vinnumarkadi og ef ekki hefdi komid
til hlutabdtaleidar stjérnvalda ... talid ad atvinnuleysi nai hamarki i 10% i lok ars en 7,2% ad medaltali a arinu 6llu

20

Skrad atvinnuleysi
Jandar - juli 2020

% af mannafla

jan. feb. mar. jul.

M Atvinnuleysi W Hlutabaetur

2020-2022. Brotalinur syna spa frd PM 2020/2.
Heimildir: Hagstofa fslands, Vinnumalastofnun, Sedlabanki fslands.
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Atvinnuleysi og "skuggaatvinnuleysi"?

Atvinnuleysi og framleidsluspenna 2012-

1. rsfj. 2019 - 2. arsfj. 2020 20222
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-Skuggaatvinnuleysi med hlutabotum
1. Skuggaatvinnuleysi tekur einnig tillit til peirra sem maelast utan vinnumarkadar og skuggaatvinnuleysi med hlutabtum baetir vid fjélda a hlutabétum margfaldad med bétahlutfalli. Arstidarleidréttar tolur. 2. Grunnspa Sedlabankans
|

Verdbolga hefur aukist a ny ...

* Verdbdlga meeldist 2,5% a Q2 en var komin i 3,2% i agust — undirliggjandi verdbdlga er meiri og var 3,9% i agust (par vega m.a.
minni ahrif leekkunar bensinverds og raunvaxtakostnadar husnaedislana) ... haekkun innfluttrar voru vegur pyngst en einnig
maeldist nokkur haekkun vorutegunda sem eftirspurn jokst eftir i séttvarnaradgerdum

Meeld og undirliggjandi verdbdlga?®

Januar 2014 - juli 2020
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=—VNV =——Medaltal maelikvarda & undirl. verdbdlgu —Verdbdlgumarkmid

[ Bil haesta og legsta mats & undirliggjandi verdbdlgu

Ahrif COVID-19 & verd 6likra undirlida
visitolu neysluverds?
12 manada breyting (%)

Minni eftirspurn Meiri eftirspurn

—F&t og skor

—Bensin og oliur
——Flugfargjéld til utlanda
—Gisting

Litil heimilisraftaeki
Afengi og tobak

Jan.'20 Mar. '20 Mai '20 Jul.'20 Jan.'20 Mar. '20 Mai '20 Jdl. '20
——Matur og drykkjarvérur
——Hreinlzetis- og snyrtivérur

1. Undirliggjandi verdbolga er maeld med kjarnavisitélu (ahrif 6beinna skatta, sveiflukenndra matvérulida, bensins, opinberrar pjénustu og raunvaxtakostnadar hisnzedislana eru undanskilin) og tolfreedilegum maelikvérdum (vegid
midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV). 2. Valdir undirlidir. Flugfargjold til utlanda og litil heimilisraftaeki eru 3 manada hreyfanlegt medaltal.

Heimildir: Hagstofa [slands, Sedlabanki fslands.
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... I kjolfar laeekkunar ISK en kjolfesta veentinga heldur

* Gengi ISK tok ad leekka i lok februar pegar faraldur brast a: hafdi leekkad um 12% snemma i mai ... haekkadi 4 ny er leid & mai en

lekkadi aftur i sumar og er nu 13,6% laegra en i lok febrdar og 14,3% laegra en fyrir ari ... pratt fyrir petta eru
verdbdlguveaentingar 4 alla maelikvarda ymist dbreyttar eda laegri en fyrir ari og vid markmid & flesta peirra

Gengi krénunnar?
2.jan. 2015 - 21. 4glst 2020
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—Vidskiptavegin gengisvisitala

1. Verd erlendra gjaldmidla i kronum (pbrong vidskiptavog). 2. Nyjasta gildid er medaltal daglegra gilda fra 1. juli til 21. agust 2020.
Heimildir: Gallup, Sedlabanki {slands.

Verdbolguvaentingar
1. &rsfj. 2014 - 3. 4rsfj. 2020
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Meiri verdbolga fram a naesta ar en spad var i mai

* Spdd ad verdbodlga verdi um 3% Ut arid en taki sidan smam saman ad hjadna og verdi um 2% a seinni hluta timabilsins

* Mikill slaki i pjédarbuinu og litil alpjédleg verdbdlga geri pad ad verkum ad hdn hjadni pegar ahrif gengisleekkunarinnar hafa

fjarad ut

Verdbolguspa og dvissumat
1. &rsfj. 2014 - 3. arsfj. 2023
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Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Adgerdir vegna COVID-19

Vextir hafa Adgangur Kaup hafin a Gjaldeyris-
verid lekkadir lanastofnana ad rikisskuldabréfum inngripum verid
lausafé hefur beitt i samraemi
verid aukinn vio stefnu
bankans

Monetary Policy Committee Report to Parliament 45



Adrar adgerdir

 Sedlabankinn hefur hvatt lifeyrissjodi til pess ad draga ur kaupum a
erlendum gjaldeyri til ad fjarmagna erlenda fjarfestingu pangad til ad um
haegist

» Sedlabankinn hefur beint peim tilmaelum til stjérna fjarmalafyrirtaekja ad
nyta ekki beetta lausafjarstodu og minni eiginfjarkrofur til ardgreidsina

* Innlansstofnunum einum nu heimilt ad eiga innlansreikning i
Sedlabankanum. Vid pad faerdust innstaedur ymissa annarra
fiarmalafyrirtaekja og rikisstofnana ut i fjarmalakerfid sem styrkir
lausafjarstédu innlansstofnana og midlun peningastefnunnar

* Sedlabankinn hefur tryggt sér adgang ad sérstokum timabundnum
endurhverfum vidskiptaglugga bandariska sedlabankans par sem hann
hefur adgang ad lausafé i Bandarikjaddlum gegn vedi i bandariskum
rikisverdbréfum ur gjaldeyrisforda bankans

Midlun peningastefnunnar

. l:JtIénastofn Ianakerfis til innlendra adila hefur verid nokkud stédugur i kringum 4% pad sem af er pessu ari

* Utlanavoxtur til heimila hefur haldist i kringum 5% en hratt dregid Ur vexti utldna til fyrirtaekja

* Vaxtadlag 4 nyjum utlanum til heimila hefur aukist litillega en vaxtaalag a ny fyrirtaekjalan ték ad haekka hratt a
seinasta ari

Vaxtadlog a utlanum?
Utlan lanakerfis® Mars 2015 - il 2020

Jantar 2016 - juni 2020

Breyting fré fyrra ari (%) Présentur
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——Heimili = Fyrirteeki Heildaratlan

= Midad vid meginvexti =—Mi&ad vid innlansvexti

1. Leidrétt fyrir endurflokkun og skuldaleekkunaradgerdum stjérnvalda. An Gtléna til innldnsstofnana, fallinna fjarmalafyrirtaekja og hins opinbera. Fyrirtaeki eru atvinnufyrirtaeki og félagasamtok sem pjéna heimilum.
2. Mismunur & vegnum medalvéxtum a éverdtryggdum Gtldnum stdru vidskiptabankanna priggja og meginvéxtum Sedlabankans annars vegar og vegnum medalvoxtum & nyjum innlanum hins vegar. briggja manada
hreyfanleg medaltol. Nyjustu télur eru bradabirgdatolur.

Heimild: Sedlabanki islands..
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Enn eru til soknarfaeri fyrir peningastefnuna

Enn svigram til Aframhaldandi Rikisskuldabréfakaup Framsyn Vedlan med
ad lekka gjaldeyrisinngrip til i samraemi vid proun leidsogn utlanahvata
meginvexti sem ad draga ur frambods rikisbréfa
eru 1% 6hdflegum og dvoxtunarkrofu
sveiflum
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SEDLABANKI ISLANDS

Efnahagshorfur a timum heimsfaraldurs

Kynning fyrir Félag atvinnurekenda Rannveig SigurGardottir
7. september 2020 varasedlabankastjéri peningastefnu

Efnahagshorfur
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Agustspa Sedlabankans i hnotskurn
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Sogulegur samdrattur a Q2 en vidsnuningur a Q3

* COVID-19 og adgerdir til ad hemja utbreidslu faraldursins hafa valdid gridarlegum usla i heimsbuskapnum: VLF i helstu
vidskiptalondum drdst saman um 1,9% a Q1 og utlit er fyrir 12,7% samdratt 8 Q2 — s& mesti sem maelst hefur fra seinna stridi
* Framleidsluvisitolur hafa hins vegar haekkad toluvert fra pvi i mai og idnframleidsla og smasala aukist nokkud

Alpjodlegur hagvoxturt
1. &rsfi. 2008 - 2. 4rsfj. 2020

Breyting fra fyrra ari (%)
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PMI-visitala fyrir framleidslu og pjonustu?

Jandar 2014 - dgist 2020

Visitala

2014 2015 2016 2017

=—=Bandarikin

e Fyrusvaedio
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Bretland

Idnframleidsla og smasala®
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1. Grunnspa Sedlabankans 2. arsfj. 2020 fyrir helstu vidskiptalond. 2. PMI-visitala Markit fyrir framleidslu og pjonustu (Composite Output Purchasing Managers' Index). Visitalan er birt manadarlega og er arstidarleidrétt. Pegar gildi

visitélunnar er yfir 50 taknar pad voxt milli manada en ef hin er undir 50 tdknar pad samdratt. 3. Manadarlegar arstidarleidréttar magnvisitélur (2016 = 100).

Heimildir: Refinitiv Datastream, Sedlabanki fslands.

Monetary Policy Committee Report to Parliament

49



Samsetning pjédarbuskapar skiptir mali

» Soéttvarnaradgerdir sem takmarka ferdir og nain samskipti félks bitna a ferdapjonustu
* Samdrattur a Q2 yfirleitt meiri i peim I6ndum par sem ferdapjonusta vegur pungt i VLF
e Minni samdrattur hér en i peim I6ndum par sem vaegi ferdapjonustu i VLF er mikid

Vaegi ferdapjonustu i VLF i ymsum Alpjodlegur hagvoxtur a 2. arsfj. 2020
OECD-rikjum?

% af VLF Breyting VLF milli ara (%)

U XL xxdnzvvoa Lz xczax
a o W e oD > (o) > =
SEsE-ER83SRgSTREI 20

1. Vaegi ferdapjonustu i VLF 4rid 2018 eda nyjasta ar med tiltaekum gégnum. Londin eru Spann (SPA), Mexiké (MEX), fsland (iSL), Porttgal (POR), Frakkland (FRA), Grikkland (GRI), Austurriki (AUS), ftalia (ITA), Nyja-Sjaland (NYS), Sudur-
Kérea (KOR), Holland (HOL), byskaland (pYS), frland (iRL), Noregur (NOR), Bretland (BRE), Astralia (AST), Svipj6d (SVi), Bandarikin (BNA), Sviss (SV1), Finnland (FIN), Danmérk (DAN), Belgia (BEL), Kanada (KAN) og Japan (JAP).
Heimildir: Hagstofa islands, OECD.

Horfur @ minni samdraetti utflutnings en spad i mai

* Algert hrun vard i komum ferdamanna til landsins: daglegur fjoldi ferdamanna til landsins nd um 20% af pvi sem hann var i fyrra
* Batinn i juli og agust meiri en spad var og pratt fyrir bakslag er spad heldur minni faekkun farpega i ar en i mai: 76% i stad 81%
* Einnig minni samdrattur i utflutningi sjavarafurda og pvi Gtlit fyrir minni samdratt utflutnings en spad i mai

Ferdamenn og utgj6ld? Utflutningur og framlag undirlida 2015-
7. mars - 21. 4gust 2020 20222
Breyting fra fyrra ari (%) Breyting fra fyrra ari (%)

-40
jal. agu. 2015 2016 2017 2018 2019 2020 2021 2022
—Fjoldi farbega —Fjldi farpega 4n skiptifarpega mmAlafurdir -S,Javarafurélr EmFerdapjonusta
EZAnnar utflutningur  =—Utflutningur alls

=V elta erlendra greidslukorta

1. Fjoldi farpbega sem for daglega um Keflavikurflugvéll. Télur fyrir arid 2019 eru &n farbega WOW Air. Greidslukortatélur eru samtala debet- og kreditkorta utgefin af erlendum adilum. 7 daga hreyfanlegt medaltal. 2. Vegna
kedjutengingar getur verid ad samtala undirlidanna sé ekki j6fn Gtflutningi alls. Alitflutningur skv. skilgreiningu pjédhagsreikninga. Ferdabjonusta er samtala & ,ferdalégum® og , farbegaflutningum med flugi“. Grunnspd Sedlabankans
2020-2022. Brotalina synir spa frd PM 2020/2.

Heimildir: Hagstofa islands, Isavia, Sedlabanki [slands.
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VLF drost saman um 5,7% a fyrri helmingi arsins

* Pbjodarutgjold dréogust saman um 2,4% og til vidbdtar baettist vid 3,3 prosentna neikveaett framlag utanrikisvidskipta
* Svipadur samdrattur og spad var i PM 2020/3: badi einkaneysla og fjarfesting reyndist litillega sterkari

Hagvoxtur og framlag undirlida?
1. arsfj. 2018 - 2. arsfj. 2020

Breyting fra fyrra ari (%)
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[EBirgdabreytingar CUtanrikisvidskipti =—VLF

1. Vegna kedjutengingar getur verid ad samtala undirlidanna sé ekki j6fn hagvextinum.

Heimildir: Hagstofa islands, Sedlabanki {slands.

pjéBhagsreikningar fyrri hluta 2020

Breyting fra fyrra ari (%)

2,5 1,9

-22,9-235

-28,6-28,6
Einka- Sam-  Fjar- Neysla bjédar- Ut- Inn- VLF
neysla neysla fest. ogfjar- utgj. flutn. flutn.

festing

B Hagstofa islands B PM 2020/3

Greidslukortavelta eftir helstu
utgjaldaflokkum

Breyting fra sama tima fyrir ari (%)

30

Veitingahuds o.fl®  Sérvara o.fl.% Dagvara®
W 1. arsfj. 2020 W 2. 4rsfj. 2020 @ Mai 2020
@ Juni 2020 @Juli 2020

]
]
Visbendingar um vidspyrnu einkaneyslu i sumar
* Farséttin og sottvarnaradgerdir hofdu veruleg ahrif & efnahagsumsvif i mars og april: akandi og gangandi umferd drést
verulega saman og utgjold heimila minnkudu mikid: kortagégn benda til ad samdratturinn hafi mestur verid um 23% um
midjan april ... en ad vidsnuningur hafi ordid i mai og juni — pott kraftur batans sé mismikill eftir utgjaldaflokkum
Umferd og kortavelta® Utgjold heimila eftir ttgjaldaflokkum?
1. mars - 21. dgust 2020 1. febrdiar - 21. dgulst 2020
40 Breyting fra fyrra ari (%) 0 Breyting fra fyrra ari (%)
40
20
0 ﬁ T T T T .\
20 \\ // //
-40 v
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-80
mar. apr. mai. jan. jal. agu. feb. mar. apr. mai. jin. jal. agu.
== Akandi umferd == Gangandi umferd ——Ymis pjénusta ——F&t og fylgihlutir
—Veltainnl. korta Heimilisutgjold =—Naudsynjavérur

1. Akandi umferd er umferd um Hafnarfjardarveg sunnan Képavogslaekjar, Reykjanesbraut vid Dalveg i Képavogi og Vesturlandsveg ofan Arttinsbrekku. Gangandi umferd samkvaemt Apple Mobility Trends. Greidslukortatolur eru samtala
debet- og kreditkorta utgefin af innlendum adilum. Gangandi umferd breyting fra 13. jan. 2020 en hinar radirnar breyting fré fyrra ari (umferdargégn 7 daga hreyfanlegt medaltal en greidslukortagdgn 14 daga hreyfanlegt medaltal). 2.
Ymis bjonusta & vid veitingastadi, leikhs, likamsraektarstodvar o.fl. Heimilisttgjold eiga vid kaup 4 raftaekjum, hisggnum og i byggingavéruverslunum (28 daga hreyfanlegt medaltal). 3. Veitingahus, gisting, flutningar, pakkaferdir,
tollfrjals verslun, menning og afpreying, snyrting og ymis persénuleg pjénusta. 4. Raf- og heimilistaeki, hisbinadur, fatnadur, 6nnur sérvara og ymis sérhaefd pjonusta. 5. Dagvéruverslun og stérmarkadir.

Heimildir: Apple Mobility Trends, Hagstofa {slands, Markadsvakt Meniga, Rannsoknarsetur verslunarinnar, Vegagerdin, Sedlabanki fslands.
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Verulegur samdrattur i ar en pé minni en spad i mai

* pétt horfur fyrir seinni hluta arsins séu heldur lakari en i mai er talid ad samdratturinn i ar verdi 7,1% i stad 8% i maispanni
* Hagvoxtur a naestu tveimur arum verdi um 3%% & ari
* Landsframleidslan naer ekki pvi stigi sem hun var a i lok sidasta ars fyrr en i lok spatimans

Hagvoxtur og framlag undirlida 2015-20221

Breyting fra fyrra ari (%)

-10
2021

CUtanrikisvidskipti

2022
==VLF

2017 2018
EEFjarmunamyndun

2019 2020
EBirgdabreytingar

2015
ElEinkaneysla

2016
Bl Samneysla

1. Grunnspé Sedlabankans 2020-2022. Brotalina synir spa fra PM 2020/2.
Heimildir: Hagstofa islands, Sedlabanki {slands.

Faraldurinn hefur mikil ahrif &8 vinnumarkadinn ...

* Samkvaemt VMK faekkadi storfum um 5,1% a Q2 og vinnutimi styttist um 2,3% — 7,2% faekkun heildarvinnustunda su mesta fra
Q3/2009 (en VMK geeti vanmetid faekkun starfa og styttingu vinnutima)
* Atvinnupatttaka minnkadi einnig verulega og er i ségulegu lagmarki — folki utan vinnumarkadar hefur pvi fjolgad mikid

Atvinna og vinnutimi®
Januar 2019 - juni 2020

Breyting fra fyrra ari (%)

Atvinnupatttaka og hlutfall starfandi?
Jandar 2019 - juni 2020

% af mannfjolda 16-74 ara

>
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—Fjoldi starfandi ——Medalvinnutimi ——Heildarvinnustundir —Atvinnupatttaka =—Hlutfall starfandi

1. briggja manada hreyfanlegt medaltal. 2. Arstidarleidrétt priggja manada hreyfanlegt medaltal.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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... og atvinnuleysi hefur aukist mikid

* Atvinnuleysi hefur aukist hratt og var 6,8% a Q2 skv. VMK (5,1% arstidarleidrétt) en skrad atvinnuleysi var komid i 7,9% i juli
* Atvinnuleysi hefdi aukist enn meira ef hluti peirra sem misstu vinnu hefdu ekki horfid af vinnumarkadi og ef ekki hefdi komid
til hlutabdtaleidar stjérnvalda ... talid ad atvinnuleysi nai hamarki i 10% i lok ars en 7,2% ad medaltali a arinu 6llu

20

Skrad atvinnuleysi
Jandar - juli 2020

% af mannafla

jan. feb. mar. jul.

M Atvinnuleysi W Hlutabaetur

2020-2022. Brotalinur syna spa frd PM 2020/2.
Heimildir: Hagstofa fslands, Vinnumalastofnun, Sedlabanki fslands.
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Atvinnuleysi og "skuggaatvinnuleysi"?

Atvinnuleysi og framleidsluspenna 2012-

1. rsfj. 2019 - 2. arsfj. 2020 20222
% af mannafla i % af mannafla % af framleifslugetu
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= Atvinnuleysi = Atvinnuleysi (v. as)
—Skuggaatvinnuleysi ——Framleidsluspenna (h. ds)
-Skuggaatvinnuleysi med hlutabotum
1. Skuggaatvinnuleysi tekur einnig tillit til peirra sem maelast utan vinnumarkadar og skuggaatvinnuleysi med hlutabtum baetir vid fjélda a hlutabétum margfaldad med bétahlutfalli. Arstidarleidréttar tolur. 2. Grunnspa Sedlabankans
|

Verdbolga hefur aukist a ny ...

* Verdbdlga meeldist 2,5% a Q2 en var komin i 3,2% i agust — undirliggjandi verdbdlga er meiri og var 3,9% i agust (par vega m.a.
minni ahrif leekkunar bensinverds og raunvaxtakostnadar husnaedislana) ... haekkun innfluttrar voru vegur pyngst en einnig
maeldist nokkur haekkun vorutegunda sem eftirspurn jokst eftir i séttvarnaradgerdum

Meeld og undirliggjandi verdbdlga?®

Januar 2014 - juli 2020

12 méanada breyting (%)
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=—VNV =——Medaltal maelikvarda & undirl. verdbdlgu —Verdbdlgumarkmid

[ Bil haesta og legsta mats & undirliggjandi verdbdlgu

Ahrif COVID-19 & verd 6likra undirlida
visitolu neysluverds?
12 manada breyting (%)

Minni eftirspurn Meiri eftirspurn

—F&t og skor

—Bensin og oliur
——Flugfargjéld til utlanda
—Gisting

Litil heimilisraftaeki
Afengi og tobak

Jan.'20 Mar. '20 Mai '20 Jul.'20 Jan.'20 Mar. '20 Mai '20 Jdl. '20
——Matur og drykkjarvérur
——Hreinlzetis- og snyrtivérur

1. Undirliggjandi verdbolga er maeld med kjarnavisitélu (ahrif 6beinna skatta, sveiflukenndra matvérulida, bensins, opinberrar pjénustu og raunvaxtakostnadar hisnzedislana eru undanskilin) og tolfreedilegum maelikvérdum (vegid
midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV). 2. Valdir undirlidir. Flugfargjold til utlanda og litil heimilisraftaeki eru 3 manada hreyfanlegt medaltal.

Heimildir: Hagstofa [slands, Sedlabanki fslands.
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... I kjolfar laeekkunar ISK en kjolfesta veentinga heldur

* Gengi ISK tok ad leekka i lok februar pegar faraldur brast a: hafdi leekkad um 12% snemma i mai ... haekkadi 4 ny er leid & mai en

lekkadi aftur i sumar og er nu 13,6% laegra en i lok febrdar og 14,3% laegra en fyrir ari ... pratt fyrir petta eru
verdbdlguveaentingar 4 alla maelikvarda ymist dbreyttar eda laegri en fyrir dri og vid markmid & flesta peirra

Gengi krénunnar?
2.jan. 2015 - 21. 4glst 2020

Visitala
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—Vidskiptavegin gengisvisitala

1. Verd erlendra gjaldmidla i kronum (pbrong vidskiptavog). 2. Nyjasta gildid er medaltal daglegra gilda fra 1. juli til 21. agust 2020.
Heimildir: Gallup, Sedlabanki {slands.

Verdbolguvaentingar
1. &rsfj. 2014 - 3. 4rsfj. 2020

%

Vaentingar til 1 ars
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—Fyrirtaeki
~—Markadsadilar
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—Heimili
—Verdbdlgualag?

Meiri verdbolga fram a naesta ar en spad var i mai

* Spdd ad verdbodlga verdi um 3% Ut arid en taki sidan smam saman ad hjadna og verdi um 2% a seinni hluta timabilsins

* Mikill slaki i pjédarbuinu og litil alpjédleg verdbdlga geri pad ad verkum ad hdn hjadni pegar ahrif gengisleekkunarinnar hafa

fjarad ut

Verdbolguspa og dvissumat
1. &rsfj. 2014 - 3. arsfj. 2023
Breyting fra fyrra ari (%)
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4
3 50%
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=—Grunnspa PM 2020/3 = =PM 2020/2

Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Adgerdir vegna COVID-19

Vextir hafa Adgangur Kaup hafin a Gjaldeyris-
verid lekkadir lanastofnana ad rikisskuldabréfum inngripum verid
lausafé hefur beitt i samraemi
verid aukinn vio stefnu
bankans
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Vextir hafa verid laekkadir

Meginvextir Sedlabanka islands og vaentingar um

framtidarbroun peirra’ Hvaod hefur Sedlabankinn gert?
| rieraons 0 sember 0% * Fra pvi i upphafi COVID-faraldursins hafa
meginvextir bankans verid laekkadir Ur 2,75% i 1%

LLLL Af hverju?

’ i ] * Laegri sedlabankavextir gera lanastofnunum kleift
’ T ad lana heimilum og fyrirtaekjum a laegri voxtum
' ceee e e Skilar sér i leegri utgjoldum heimila og fyrirteekja,
02015 20I16 2(;17 20I18 2o|19 zolzo 20|21 2(;22 2(le3 sem Styaur Vla eftirSpU rn...
~Meginvextir S (vexti 47 daga bundnum innlénum) * ...og audveldar heimilum og fyrirteekjum ad standa
+ Veentingar markagsadla* skil 3 lanum t.d. pegar tekjur minnka
1. Vi& mat 4 vaxtaferlinum er notast vid meginvexti Sedlabankans og vexti rikisbréfa. Brotna linan
e i Ko oo ga* - O8 sStyOUr bannig einnig vid fjarmalastodugleika

10.-12. 4guist 2020.
Heimild: Sedlabanki fslands.

Midlun peningastefnunnar

. l:JtIénastofn Ianakerfis til innlendra adila hefur verid nokkud stédugur i kringum 4% pad sem af er pessu ari

* Utlanavoxtur til heimila hefur haldist i kringum 5% en hratt dregid Ur vexti utldna til fyrirtaekja

* Vaxtadlag 4 nyjum utlanum til heimila hefur aukist litillega en vaxtaalag a ny fyrirtaekjalan ték ad haekka hratt a
seinasta ari

Vaxtadlog a utlanum?

Utlan 13 i Mars 2015 - jili 2020
Utlén lanakerfist ars il

Jantar 2016 - juni 2020

Breyting fré fyrra ari (%) Présentur
7

Ny hisnadislan Ny fyrirteekjalan

\W/\ N
i’

- 0O T — T T T T
2016 2017 2018 2019 2020 2015 2016 2017 2018 2019 2020 2015 2016 2017 2018 2019 2020

——Heimili = Fyrirteeki Heildaratlan
= Midad vid meginvexti =—Mi&ad vid innlansvexti

1. Leidrétt fyrir endurflokkun og skuldaleekkunaradgerdum stjérnvalda. An Gtléna til innldnsstofnana, fallinna fjarmalafyrirtaekja og hins opinbera. Fyrirtaeki eru atvinnufyrirtaeki og félagasamtok sem pjéna heimilum.
2. Mismunur & vegnum medalvéxtum a éverdtryggdum Gtldnum stdru vidskiptabankanna priggja og meginvéxtum Sedlabankans annars vegar og vegnum medalvoxtum & nyjum innlanum hins vegar. briggja manada
hreyfanleg medaltol. Nyjustu télur eru bradabirgdatolur.

Heimild: Sedlabanki islands..
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Adgangur lanastofnana ad lausafé aukinn

Hvad hefur Sedlabankinn gert?

Bindiskylda' X X X i
1. jandar 2018 - 31. gt 2020 * Bindiskylda hefur verid laekkud og henni breytt
56 o bindigrunni sem rymkadi lausafjarstédu innlansstofnana

* Slakad hefur verid a eiginfjarkrofum
fjarmalafyrirtaekja med pvi ad faera
sveiflujofnunarauka ur 2% i 0%

* Heett hefur verid ad bjoda uppa bundin innlan til
eins manadar

* Sérstok og timabundin lausfjarfyrirgreidsla i formi
vedlana veitt

Af hverju?
" jan.s jal.18 jan.19 jal.19 jan.20 jal.20 ¢ Auka laust fé Iénastofnana sem
B Medaltals bindiskylda M Fost bindiskylda o greidir fyrir lanveitingu peirra til heimila og fyrirtakja
1. Biyndiskvl(lzia Ileggstévidskiptablanka ogsparisjdﬂioge[ hlultf:lallafbindigrunnisem naer til L4 eykur SV|grl:|m be|rra tll aa endursklpuleggja Skuldlr
innlana og atgéfu eigin skuldabréfa med allt ad tveggja ara liftima. . . . . ,
Heimild: Sedlabanki lslands. heimila og fyr”‘t&kja i vanda
* og stydur pannig enn frekar vid eftirspurn
| |
|
7 7 . 7
Kaup a rikisskuldabréfum
Avéxtunarkrafa 10 ara rikistryggdra skuldabréfal Hvaa hefur Se6|abankinn gert?
1.janGar 2018 - 31. 4glst 2020 . L. J , . .
* Hafid kaup a rikisskuldabréfum & eftirmarkadi
% * Gaetu numid allt ad 150 ma.kr. eda um 5% VLF

* Framkvaemdin mun taka mid af préun frambods a

° W/" '\)\q rikisoréfum og préun avoxtunarkrofu & markadi
""‘w Af hverju?

W * Koma i veg fyrir ad aukid frambod rikisbréfa prysti
2 upp markadsvoxtum pvert 8 markmid
1 peningastefnunnar
. | | | | * Tryggja pannig enn frekar ad lausara taumhald
lanis s gendd oGS Jan20 peningastefnunnar midlist med edlilegum heetti til
L o s oo heimila og fyrirtzekja

Heimild: Sedlabanki {slands.

e Hafdi ahrif & avoxtunarkrofuna til lsekkunar strax
og tilkynnt var um adgerdina
— E——
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Gjaldeyrisinngrip

Hvad hefur Sedlabankinn gert?
* Fra upphafi faraldursins hefur Sedlabankinn selt
;/:glaaga"::;'::fgléalngﬁggazéé med gjaldeyri og hlutdeild gjaldeyri fyrir 42,8 ma.kr. en keypt gjaldeyri fyrir
9,1 ma.kr.
B0 e % e Hlutur Sedlabankans hefur numid um 26% af
" heildarveltu 4 gjaldeyrismarkadi a timabilinu

60

so  Af hverju?

%0 o Markmid inngripanna nu er ad draga ur

®  skammtimasveiflum a gengi krénunnar og leggjast
* gegn 6hoflegum sveiflum fra jafnvaegisraungengi

*  sem geeti birst i leidréttingu sidar

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 * Raungengi krénunnar |Ik|ega undir

s Velta SeBlabankans (v.4s) jafnvaegisraungengi um pessar mundir 8 sama tima

= Velta annarra adila (v.ds)

——Hlutdeild Sedlabankans af heildarveltu (h.4s) Og Verabélga er komln yfir markmia

Adrar adgerdir

» Sedlabankinn hefur hvatt lifeyrissjodi til pess ad draga ur kaupum a
erlendum gjaldeyri til ad fjarmagna erlenda fjarfestingu pangad til ad um
haegist

* Sedlabankinn hefur beint peim tilmaelum til stjérna fjarmalafyrirteekja ad
nyta ekki beetta lausafjarstodu og minni eiginfjarkrofur til ardgreidsina

* Innlansstofnunum einum nd heimilt ad eiga innlansreikning i
Sedlabankanum. Vid pad feerdust innstaedur ymissa annarra
fiarmdlafyrirtaekja og rikisstofnana ut i fjarmalakerfid sem styrkir
lausafjarstodu innlansstofnana og midlun peningastefnunnar

* Sedlabankinn hefur tryggt sér adgang ad sérstokum timabundnum
endurhverfum vidskiptaglugga bandariska sedlabankans par sem hann
hefur adgang ad lausafé i Bandarikjadélum gegn vedi i bandariskum
rikisverdbréfum ur gjaldeyrisforda bankans
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Enn eru til soknarfaeri fyrir peningastefnuna

Enn svigram til Aframhaldandi Rikisskuldabréfakaup Framsyn Vedlan med
ad lekka gjaldeyrisinngrip til i samraemi vid proun leidsogn utlanahvata
meginvexti sem ad draga ur frambods rikisbréfa
eru 1% 6hdflegum og dvoxtunarkrofu
sveiflum
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Central Bank to begin regular programme of foreign
currency sales

The Central Bank of Iceland has decided to launch a regular programme of selling
foreign currency in the domestic foreign exchange market, beginning on Monday 14
September 2020. The objectives of the purchase programme are to deepen the market
and improve price formation. All else being equal, a larger and more stable supply of
currency should lead to greater stability in the market.

The domestic foreign exchange market has not been spared the effects of the COVID-
19 pandemic. Turnover has declined markedly, and price formation has been weak.
The Bank is of the opinion that this is a temporary situation and that the market can be
expected to normalise again once the impact of the pandemic subsides.

The Bank is prepared to sell up to 240 million euros (40 b.kr.) in regular transactions
with market makers through year-end 2020. The structure of the transactions will be
similar to that earlier used for the Bank’s regular currency purchases. From Monday
14 September through the month-end, the Bank will sell 3 million euros to market
makers each business day. The transactions will take place soon after the market
opens, and no later than 10:00 hrs. At the end of each month, the Bank will announce
the amount and planned transaction dates for the coming month’s currency sales. The
amount will be based on market conditions at the time in question. The aim will be to
keep the scale of the currency sales consistent with normal market functioning. The
Central Bank reserves full right to adjust amounts, frequency, and execution of the
sales so as to ensure the efficacy of the measure.

Regular currency sales do not affect the Bank’s declared policy of intervening in the
market in order to mitigate volatility when it considers such intervention warranted.
The Bank’s international reserves amounted to 973 b.kr. at the end of August 2020. Of
that total, its net foreign currency holdings totalled 730 b.kr. The amount the Bank is
prepared to sell over the remainder of this year currently totals 4% of the international
reserves and 5'2% the Bank’s net foreign currency holdings.

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

Press release no. 30/2020
9 September 2020
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Central Bank to continue programme of regular foreign
currency sales

From Thursday 1 October through the end of the month, the Central Bank of Iceland
will sell 3 million euros per day to market makers in the interbank market for foreign
exchange, for a total of 66 million euros during the month. The transactions will take
place soon after the market opens in the morning, and no later than 10:00 hrs. They
will be conducted in accordance with Press Release no. 30/2020, issued on 9
September 2020.

The Bank began selling currency to market makers on a regular basis on 14
September, with the objective of deepening the market and improving price formation.
The Bank sold a total of 39 million euros (6.3 b.kr.) in this manner during the month of
September.

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

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

See here a link to 9 September press release: Central Bank to begin regular programme
of foreign currency sales

Press release no. 35/2020
30 September 2020
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Announcement concerning Central Bank purchases of
Treasury bonds

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

For Q4/2020, the Bank’s total purchases may range up to 20 b.kr. market value. The
Bank may buy bonds in all nominal benchmark series denominated in Icelandic
kronur.

The Central Bank will purchase the bonds by submitting bids to the Nasdaq Iceland
trading system. It is also possible that the Bank will announce purchases by auction.
Any auctions that are held will be announced with one day’s advance notice. The
announcement will specify the series and the estimated maximum amount to be
purchased.

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

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

For Q2 and Q3, it was announced that the Bank’s total purchases could range up to 20
b.kr. market value for each of the two quarters.* The Bank’s total purchases in Q2
came to 892.3 m.kr. market value, as follows: RB21, 203.5 m.kr.; and RB22, 688.8
m.kr. No purchases were made in Q3.

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

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

Press release no. 36/2020
30 September 2020
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SEDLABANKI ISLANDS

Efnahagshorfur og ovissa a timum
heimsfaraldurs

Kynning fyrir radherra og SAM-hépinn Rannveig SigurGardottir
26. oktéber 2020 varasedlabankastjéri peningastefnu

Vidnamsprottur pjodarbusins nu og vid fjarmalakreppuna

Efnahagshorfur og dvissa
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Spenna a vinnumarkadi svipud og i addraganda fjarmala-
kreppunnar en verdbdlga vid markmid og vextir leegri

Atvinnuleysit Verdbdlga og verdbdlguvaentingar? Innlendir vextir®

! % af mannafla 10 % 20 %
5 mVerdbolga M Verdbolguvantingar 18 B Meginvextir S| B Langtimavextir
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2006-08 2016-18 2019 2006-08 2016-18 2019 2006-08 2016-18 2019

1. Atvinnuleysi samkvaamt vinnumarkadskénnun Hagstofunnar sem % af mannafla. 2. 5 &ra verdbdlguvaentingar Ut fra verdbdlguélagi 4 skuldabréfamarkadi. 3. Meginvextir
Sedlabankans eins og peir eru skilgreindir & hverjum tima. Langtimavextir eru 10 ara rikisbréfavextir metnir ut fra eingreidsluréfinu.
Heimildir: Hagstofa islands, Sedlabanki islands.

Ekki 6jafnvaegi i fjarmalakerfinu eins og var i
addraganda fjarmalakreppunnar

Peningamagn? Utlanavoxtur? Utlanastofn3 Huasnzedisverd*
Uppsdfnud aukning (% Uppsofnud aukning (% % af VLF Uppséfnud haekkun (%
g5 UPP g (%) g5 UPP g (%) 200 2 120 PP (%)
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1. Aukning breids peningamagns (M3) yfir timabilin 2003-2008 og 2014-2019. Télur fyrir seinna timabilid eru leidréttar fyrir innlanum fallinna fjarmalafyrirtakja. 2. Aukning
heildardtlana lanakerfisins (leidréttra fyrir endurflokkun og skuldalaekkunaradgerdum stjérnvalda) yfir timabilin 2003-2008 og 2014-2019. 3. Utlanastofn lanakerfisins sem % af
VLF. 4. Heekkun husneedisverds og hlutfalls hisnaedisverds og atvinnutekna (radstofunartekna an fjarmagnstekna) eftir skatt yfir timabilin 2003-2008 og 2014-2019.

Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Alger stakkaskipti hafa ordid a ytri stodupjodarbusins

Vidskiptajofnudur! Hrein erlend stada? Gjaldeyrisfordi Fravik raungengis fra
Sedlabankans? jafnvaegi®
% af VLF % af VLF % af VLF %
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1. Vidskiptajofnudur sem % af VLF. 2. Hrein erlend stada pjodarbusins sem % af VLF. 3. Gjaldeyrisfordi sem % af VLF. 4. Fravik raungengis fra metnu jafnveegisraungengi.

Heimildir: Hagstofa [slands, Sedlabanki islands.

Sparnadur hefur aukist verulega og eiginfjarstada

heimila og fyrirteekja er sterk

Sparnadur heimila® bjodhagslegur sparnadur? Eiginfjarhlutfall heimila3 Eiginfjarhlutfall
fyrirtaekja®
% af rddstofunartekjum 30 % af VLF % af heildareignum a5 % af heildareignum
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1. Sparnadur heimila sem % af radstéfunartekjum heimila. 2. Pjodhagslegur sparnadur sem % af VLF. 3. Eigid fé heimila an lifeyrisréttinda sem % af heildareignum peirra
samkvaemt upplysingum Gr skattframtélum en hlutabréfaeign samkvaemt fjarmalareikningum og Nasdaq verdbréfamidstdd. 4. Eigid fé atvinnufyrirtaekja utan lyfjaframleidslu,

fjarmala- og vatryggingarstarfsem sem % af heildareignum peirra.
Heimildir: Hagstofa [slands, Nasdaq verdbréfamidstod, Sedlabanki islands.
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Skuldir heimila og fyrirtaekja hafa minnkad mikid og
skuldir i erlendum gjaldmidlum eru mun minni en adur

Skuldir heimila® Skuldir fyrirtaekja? Skuldir hins opinbera Skuldir innlendra adila |
erlendum gjaldmidlum*
% af VLF % af VLF % af VLF % af VLF
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1. Heildarskuldir heimila sem % af VLF. 2. Heildarskuldir fyrirtaekja (skuldir og utgefin markadsskuldabréf) sem % af VLF. Fyrirtaeki an fjiarmalafyrirtaekja (b.m.t.
eignarhaldsfélaga). 3. Vergar skuldir hins opinbera sem % af VLF. 4. Skuldir i erlendum gjaldmi&lum eda tengdar erlendum gjaldmidlum sem % af VLF. Atvinnufyrirtaeki an
fiarmalafyrirteekja (p.m.t. eignarhaldsfélaga). Télur fyrir 2008 eru fyrir september hja heimilum og fyrirtaekjum en fyrir 4gust hja hinu opinbera.

Heimildir: Hagstofa [slands, Sedlabanki islands.

Af hverju skiptir petta mali?

P

e BER

Verdbdlga og

vaentingar eru vid Fjarm.alakerfié ’Haekk.un g . Vidskiptaafgangur og A“"”T” §Qarp’aéur o Anrif ggnglslaekkunar @
markmid sem gerdi ekki lengur husnaedisverdi meiri erlendar eignir betri elglnfjarstgéa S!(UI.dlr og.efnahag
Sedlabankanum orsokin heldur einkennist ekki en erlendar skuldir auévelt;lar hglmllum he?lmlla,.fyrlrtaekjg o.g
kleift ad laekka hluti af lausninni af bélumyndun o8 fynr’tae.kju’m a'6 hmls Opmb_er? minni
takast 4 vid afallid nu en fyrir dratug

vexti hressilega
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Efnahagshorfur og dvissa

Fjorir fasar i farsott

Fyrir farsétt 1. fasi i farsétt 2. fasi i farsott 3. fasiifarsott 4. fasii farsott
Var farid ad haegja 4 4dur Eftir ad farséttin kom og Hagkerfid reyndist sterkar & pHR-t8lur birtar i lok Faraldurinn hefur
en farséttin kom til gripid var til séttvarna — vor og sumarmanudum en dgust syndu ad fyrri verid & hradri
landsins. Si spadi 0,8% mai spain gerd rad fyrir 8% spad var i mai — bannig ad hluti ari'"s Va,';:frka,” uppleid & ny —
. . . P 2 . en gertvar ra riri . . .
hagvexti i febrdar 2020 samdreetti 4gust spadi Sedlabankinn gert a0 yr! Flestir telja ad vid
. , . . % drastti agustspanni. 5 d
| mai 2019 hafdi bankinn 7% samdreetti Eftir a0 herda purfti verdum ,on an
spad 0,4% samdraetti arid aftur 4 séttvérnum { lok off” par til
2019 i stad 1,8% hagvaxtar 4gUst var ljost ad seinni boéluefni faest
1200 hluti arsins yrdi veikari
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Sedlabankans i hnotskurn

COVID-19 Gridarlegt hogg Eftir mikinn
veldur usla i fyrir fluggeirann samdratt i vor
heims- og ferda- jokst einka-
bdskapnum pjénustu hér a neyslan toluvert
landi i sumar

Horfur a minni
efnahags-
samdreetti i ar
en spad var i
maf

Mikil faekkun
starfa og
atvinnuleysi i
sogulegar haedir

Verdbolga
hefur heldur
aukist og verdur
meiri en spad
var i maf

Samsetning pjodarbuskapar og sottvarnaradgerdir skipta mali

» Soéttvarnaradgerdir sem takmarka ferdir og nain samskipti folks bitna a ferdapjonustu

* Samdrattur & 2F yfirleitt meiri i peim l6ndum par sem ferdapjénusta vegur pungt i VLF ...
e ...en samdrattur hér var minni en i peim I6ndum par sem vaegi ferdapjonustu i VLF er mikid

Veaegi ferdapjonustu i VLF i ymsum
OECD-rikjum?

% af VLF

Alpjodlegur hagvoxtur & 2. arsfj. 2020

Breyting VLF fré fyrra éri (%)
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1. Vaegi ferdapjonustu i VLF 4rid 2018 eda nyjasta ar med tiltaekum gégnum. Londin eru Spann (SPA), Mexiké (MEX), fsland ({SL), Porttigal (POR), Frakkland (FRA), Grikkland (GRI), Austurriki (AUS), ftalia (ITA), Nyja-Sjdland (NYS), Sudur-
Kérea (KOR), Holland (HOL), byskaland (pYS), irland (IRL), Noregur (NOR), Bretland (BRE), Astralia (AST), Svibjod (SVI), Bandarikin (BNA), Sviss (SVI), Finnland (FIN), Danmérk (DAN), Belgia (BEL), Kanada (KAN) og Japan (JAP).

Heimildir: Hagstofa [slands, OECD.
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Verulegur samdrattur utflutnings ferdapjonustu

* Algert hrun vard i komum fer6amanna til landsins i vor
* Batiijuli og agust en versnar aftur eftir sumarvertidina
* Minni samdrattur i Gtflutningi sjavarafurda a 1H

Flugumferd og farpegar um

i Dagleg velta erlendra korta? . . -
Keflavikurflugvoll 1 rfarsg_ 3. oktéSber 2070 Utflutningur og framlag undirlida 2015-
5. mars - 11. oktéber ’ ’ 20222

i miillj, Kr. Hlutfall Breyting fra fyrra ari (%)
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’ ’ ’ ’ ’ : : . mmAlafurdir mmSjévarafurdir B Ferdabjonusta
—Farbegar um Keflavikurflugvsll Em@Annar Gtflutningur  —Utflutningur alls
Velta (v. 4s) = = Hlutfall af veltu 2019 (h. as)

——Alpjédleg flugumferd

1. Fjoldi farpega sem for daglega um Keflavikurflugvoll. Tolur fyrir &rid 2019 eru an farbega WOW Air. Greidslukortatdlur eru samtala debet- og kreditkorta utgefin af erlendum adilum. 7 daga hreyfanlegt medaltal. 2. Vegna
kedjutengingar getur verid ad samtala undirlidanna sé ekki j6fn Gtflutningi alls. AlGtflutningur skv. skilgreiningu pjé8hagsreikninga. Ferdapjonusta er samtala & ,ferdalogum* og ,farpegaflutningum med flugi“. Grunnspa Sedlabankans
2020-2022. Brotalina synir spa fra PM 2020/2.

Heimildir: Hagstofa [slands, Isavia, Sedlabanki fslands.

Vidspyrna einkaneyslu i sumar en dampurinn farinn ur

* Farséttin og sottvarnaradgerdir hofdu veruleg ahrif & efnahagsumsvif i mars og april
* Einkaneysla nadi vidspyrnu i sumar ...

e ...en aftur hefur haegt 4 eda dregist saman

* Mismunandi proun eftir utgjaldaflokkum

Umferd og kortavelta®
1. mars - 11. oktéber 2020

Utgjold heimila eftir Gtgjaldaflokkum? ?revléslukortavelta eftir helstu
1. februar - 3. oktdber 2020 UtgjaldafIOkkum

Breyting fré fyrra éri (%) 60 Breyting fré fyrra ri (%)

Breyting fra sama tima fyrir ari (%)
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——Akandi umferd . Veitingahus o.fl.*  Sérvara o.fl.° Dagvara®
—Gangandi umferd —Ymis pjonusta —Fot og fylgihlutir
——Velta innlendra greidslukorta ——Heimilisttgjold ——Naudsynjavérur 2020 1F B2020 2F @Jani 2020 B JGli 2020 @ Agust 2020

1. Akandi umferd er umferd um Hafnarfjardarveg sunnan Képavogslakjar, Reykjanesbraut vid Dalveg i Képavogi og Vesturlandsveg ofan Arttinsbrekku. Gangandi umferd samkvaemt Apple Mobility Trends. Greidslukortatolur eru samtala
debet- og kreditkorta utgefin af innlendum adilum. Gangandi umferd breyting fra 13. jan. 2020 en hinar radirnar breyting fré fyrra ari (umferdargdgn 7 daga hreyfanlegt medaltal en greidslukortagdgn 14 daga hreyfanlegt medaltal). 2.
Ymis bjonusta & vid veitingastadi, leikhs, likamsraektarstodvar o.fl. Heimilisttgjold eiga vid kaup & raftaekjum, hisgognum og i byggingavéruverslunum (28 daga hreyfanlegt medaltal3. Veitingahus, gisting, flutningar, pakkaferdir,
tollfrjals verslun, menning og afpreying, snyrting og ymis persénuleg pjénusta. 4. Raf- og heimilistaeki, husbinadur, fatnadur, 6nnur sérvara og ymis sérhaefd pjonusta. 5. Dagvéruverslun og stormarkadir.

Heimildir: Apple Mobility Trends, Hagstofa [slands, Markadsvakt Meniga, Rannsoknarsetur verslunarinnar, Vegagerdin, Sedlabanki fslands.
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Vinnumagn a nidurleid eftir skammvinnan sumaryl

Samkvaemt VMK faekkadi storfum @ 2F um 5,1% og vinnutimi styttist um 2,3% — 7,2% faekkun heildarvinnustunda ...
e ...en nadividspyrnu i sumar

Septembertolur syna ad aftur haegir a i kjolfar hertra séttvarnaradgerda

Meeld atvinnupdtttaka minnkadi einnig verulega @ 2F — en gaeti verid maelivandi

Atvinna og vinnutimi!

Atvinnupatttaka og hlutfall starfandi? Breyting i atvinnupatttoku?
Januar 2019 - september 2020

Januar 2019 - september 2020 1. &rsfj. 2019 - 2. 4rsfj. 2020

Breyting fra fyrra ari (%)
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Breyting fra fyrra ari (présentur)
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—Fjo6ldi starfandi EmNam EmAtvinnuleysi
- o — Atyi . . . St
—Medalvinnutimi Atvinnubitttaka Hlutfall starfandi B Annad reglulegt flaedi [EAdrar astaedur
~——Heildarvinnustundir

——Atvinnupatttaka

1. briggja manada hreyfanlegt medaltal. 2. Arstidarleidrétt priggja manada hreyfanlegt medaltal.
Sources: Statistics Iceland, Central Bank of Iceland.

Atvinnuleysi hefur aukist mikid

* Atvinnuleysi hefur aukist hratt og var 5,1% skv. VMK (5,8% arstidarleidrétt) a F3 en skrad atvinnuleysi VMST var 8,5%

* Atvinnuleysi hefdi aukist enn meira ef hluti peirra sem misstu vinnu hefdu ekki horfid af vinnumarkadi og ef ekki hefdi komid
til hlutabdtaleidar stjérnvalda

* Skuggaatvinnuleysi 16% a F2 en 7,6% a F3

Skrad atvinnuleysi

Atvinnuleysi og "Skuggaatvinnuleysi"!
Januar - september 2020

1. 4rsfj. 2019 - 3. &rsfj. 2020
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14 /\\
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1F'19 2F'19 3F'19 4F'19 1F'20 2F'20 3F'20

B Atvinnuleysi W Hlutabaetur

—Atvinnuleysi
—Skuggaatvinnuleysi

——Skuggaatvinnuleysi med fjlda & hlutabétum

1. Skuggaatvinnuleysi tekur einnig tillit til peirra sem maelast utan vinnumarkadar og skuggaatvinnuleysi med hlutabotum beetir vid fjolda & hlutabdtum margfaldad med bétahlutfalli. Arstidarleidréttar tolur.
Heimildir: Hagstofa fslands, Vinnumalastofnun, Sedlabanki fslands.
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Dregid ur faekkun starfa og lausum storfum fjolgadi a 3F

* Faekkun starfandi félks milli ara skv. stadgreidsluskra hefur verid nalaegt 5% fra pvi i april

* Mismunandi préun eftir geirum og midad vid pad sem var eftir fjarmalakreppuna

» Storfum hefur faekkad um 30% i ferdapjonustu nd sem er svipud faekkun og vard mest i byggingargeiranum fjarmalakreppunni
* Lausum storfum fjolgadi litillega milli fjordunga @ 3F og samhlida dré ar arsfaekkun peirra - 1.500 faerri storf voru laus @ 3F en i fyrra

Faekkun starfa i 4gust og fyrstu sjé manudi i kjolfar

efnahagséfallal?

Breyting fra upphafi kreppu (%)

Laus storf'

Breyting fra sama fjérdungi fyrra ars (pus.)

-35
oll Ferda- Félagas., Onnur Annar
fyrirtaeki  pjonusta listirog  pjénusta
énnur og framl.
pjénusta

Lagmark eftir Fjarmalakreppuna B Lagmark eftir COVID-19 ® Agust

Byggingar-
idnadur  starfsemi

-4,0
Opinb. ol Onnur Ferda- Félagas, Annar Byggingar- Opinb.
s fyrirtaeki  pjénusta bjonusta listirog  i8nadur starfsemi stj.s.,
frosain snnur  og framl. fraedsla,
heilbr.- bionusta el
og félagshj.
félagspj.

W 1. drsfj. 2020

W 2. arsfj. 2020

1. Onnur pjénusta eru balkar G-N an peirra sem teljast til einkennandi greina ferdapjénustu. Annar idnadur og framleidsla eru balkar A-E. 2. Arstidarleidréttar tolur.

Heimildir: Hagstofa fslands, Sedlabanki {slands.

Storfum innflytjenda hefur faeekkad hratt

m3. érsfj. 2020

* Faekkun starfa milli ara i april sl. skyrdist adallega af atvinnumissi félks med islenskan bakgrunn en sidan pa hafa hlutfollin snuist vid
* Vaegi erlendra rikisborgara i atvinnuleysi hefur verid tiltélulega stodugt fra pvi i mai eda um 40%
* Skv. mdnadartolum bjédskrar er Gtlit fyrir ad erlendum rikisborgurum fjolgi a 3F

Fjoldi starfandi skv. stadgreidsluskra
Januar - agust 2020

Vaegi erlendra rikisborgara i skradu
atvinnuleysi

Erlendir rikisborgarar busettir 4 Islandi’
Januar -dagtst 2020

Breyting fra fyrra ari (%) % af heild Breyting milli manada (fjoldi)
45 600
1 40 / 500
35 -~
- 400
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300
o P i ™
3 25
\ 200
-4 20
100
s 15
10 0
-6 5 -100
-7 0 T T T T -200
jan. feb. mar. apr. mai jan. jal. aga. apr. mai jan. jul. agu. jan. feb. mar. apr. mai jun. jal. &gu.
B Innflytjendur - Logheimili erlendis
mmm Innflytjendur - Légheimili & [slandi ——AImennt atvinnuleysi  —— Hlutabzetur
mm slenskur bakgrunnur
—Alls
1. pj6dskra [slands birtir télur um fjolda erlendra rikisborgara fyrsta dag hvers manadar. A myndinni er gégnum hlidrar bannig ad breyting i gefnum manudi er breyting fra fyrsta degi pess manadar til fyrsta dags naesta manadar.
Heimildir: Hagstofa [slands, Vinnumalastofnun, pjédskra fslands.
] |
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Atvinnuhorfur sleemar

* 24 pr. fleiri fyrirtaeki vildu faekka starfsfélki naestu 6 manudi umfram pau sem vildu fjolga pvi
* Adeins 6% stjornenda toldu vera skort a starfsfélki ...
* ...en 27% fyrirteekja toldu sig i vanda med ad maeta dvaentri eftirspiirn

Nyting framleidslupatta®
gt . . . 1. 4rsfj. 2006 - 3. 4rsfj. 2020
Radningaraform fyrirtaekjal ; .

1. 4rsfj. 2006 - 3. 4rsfj. 2020 o
Hlutfall fyrirtaekja (%)
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B Fyrirteeki sem vilja faekka starfsfolki naestu 6 manudi —— Fyrirtaeki med starfs. naerri eda umfram
B Fyrirtaeki sem vilja fjdlga starfsfélki naestu 6 manudi hamarksframl.getu

Mismunur ——Fyrirtaeki sem bua vid skort & starfsfélki

1. Fyrirtaeki sem vilja feekka starfsfolki synd med neikvaedu formerki. Arstidarleidréttar tolur. 2. Brotalinur syna medalhlutféll timabilsins. Arstidarleidréttar tolur. Heimildir: Gallup, Hagstofa fslands, Sedlabanki fslands.

Verdbolga hefur aukist ...

* Verdbdlga meeldist 2,5% 4 2F en var komin i 3,2% & 3F - undirliggjandi verdbodlga er meiri vegna m.a. minni ahrifa laekkunar
bensinverds og raunvaxtakostnadar husnaedislana

* Nokkur haekkun vérutegunda sem eftirspurn jokst eftir i sdttvarnaradgerdum

* En haekkun innfluttrar voru vegur pyngst

Mzeld og undirliggjandiverdbdlgat Ahrif COVID-19 4 verd 6likra
Jantar 2014 - september 2020 undirlida visitélu neysluverds?
12 manada breyting (%)
12 manada breyting (%) 25 ——
Minni eftirspurn Aukin eftirspurn
‘ 20 e
5 15
10
4 5 M —/d
3 e L N
-5 N
2 -10 \
1 -15 < /
-20 e
0 ; : ! : . . 25
2014 2015 2016 2017 2018 2019 2020 S 2 9 9§ 2 2 8 8 g ¢
—VNV , , 5 f F 2 § 5 g E 2 g
——Medaltal mzelikvarda a undirliggjandi verdbdlgu
——Verdbélgumarkmid —Fot o’g skor ) ——Matur og drykkjarvérur
High-low range of underlying inflation estimates ——Bensin og oliur Hreinlatis- og snyrtivorur
g g ving ——Flugfargjéld til dtlanda Litil heimilisraftaeki
—Gisting —— Afengi og tébak

1. Undirliggjandi verdbolga er maeld med kjarnavisitélu (ahrif 6beinna skatta, sveiflukenndra matvérulida, bensins, opinberrar pjonustu og raunvaxtakostnadar hisnzedislana eru undanskilin) og tolfreedilegum maelikvérdum (vegid
midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV). 2. Valdir undirlidir. Flugfargjold til utlanda og litil heimilisraftaeki eru 3 manada hreyfanlegt medaltal.
Heimildir: Hagstofa [slands, Sedlabanki fslands.

Monetary Policy Committee Report to Parliament 72



... I kjolfar laeekkunar ISK en kjolfesta veentinga heldur

* Gengi ISK tok ad leekka i lok febrdar pegar faraldur brast a: hafdi laekkad um 12% snemma i mai - haekkadi a ny er leid @ mai en

lekkadi aftur i sumar

e Erndrdmlega 13% laegra en i lok februar og 14% laegra en fyrir ari
* pratt fyrir petta eru verdbodlguveentingar 4 alla maelikvarda ymist dbreyttar eda laegri en fyrir ari og vid markmid a flesta peirra

Gengi krénunnar!
2. januar 2015 - 22. oktdber 2020

Visitala
225 5,0
4,5
4,0
200 M.’”\ A,/'
V 3,5
3,0 |
175 ¥ 2,5
2,0
15
150
1,0
0,5
125 0,0
2015 2016 2017 2018 2019 2020

1. Verd erlendra gjaldmidla i kronum (prong vidskiptavog). 2. Nyjasta gildid er medaltal daglegra gilda fra 1. juli til 21. agust 2020.

Heimildir: Gallup, Sedlabanki {slands.

Efnahagshorfur versnad verulega vegna ahrifa

farsottarinnar

Hagvoxtur og framlag undirlida
2015-20221

Breyting fra fyrra ari (%)

2015 2016 2017 2018 2019 2020 2021 2022

B Einkaneysla [ Samneysla
B Fjarmunamyndun [@Birgdabreytingar
[ Utanrikisvidskipti ——VLF

1. Grunnspa Sedlabankans 2020-2022. Brotalina synir spa fra PM 2019/4.
Heimildir: Hagstofa [slands, Sedlabanki fslands.

Atvinnuleysi og

framleidsluspenna 2012-20221

% af mannafla % af framleidslugetu

Verdbdlguvaentingar
1. &rsfj. 2014 - 3. 4rsfj. 2020

%

Vaentingar til 1 ars Vaentingar til 5 dra

2014 2015 2017 2018 2020

2014 2015 2017 2018 2020
—Fyrirtaeki —Heimili

——Markadsadilar —Verdbolgudlag?

Verdbdlguspa og 6vissumat?!
1. arsfj. 2014 - 3. 4rsfj. 2023

Breyting fra fyrra ari (%)
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Fjorir fasar i farsott

Fyrir farsétt 1. fasi i farsott 2. fasi i farsott
Var farid ad haegja 4 adur Eftir ad farséttin kom og Hagkerfid reyndist sterkar &
en farséttin kom til gripid var til séttvarna — vor og sumarmanudum en
landsins. Si spadi 0,8% mai spain gerd rad fyrir 8% spad var i mai — pannig ad {
hagvexti i febriar 2020 samdreetti 4gust spadi Sedlabankinn
{ maf 2019 hafdi bankinn 7% samdraetti

spad 0,4% samdraetti arid
2019 i stad 1,8% hagvaxtar
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3. fasi i farsott

PbHR-t6lur birtar i lok
4gust syndu ad fyrri
hluti arsins var sterkari
en gert var rad fyrir i
4gustspanni.

Eftir ad herda purfti
aftur 4 séttvérnum i lok
4gust var ljost ad seinni
hluti arsins yrdi veikari

4. fasi i farsott

Faraldurinn hefur
verid & hradri
uppleid a ny —

Flestir telja ad vid

verdum ,on and

off” par til
bdluefni feest
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Central Bank to continue programme of regular foreign
currency sales

From Monday 2 November through the end of the month, the Central Bank of Iceland
will sell 3 million euros per day to market makers in the interbank market for foreign
exchange, for a total of 63 million euros during the month. The transactions will take
place soon after the market opens in the morning, and no later than 10:00 hrs. They
will be conducted in accordance with Press Release no. 30/2020, issued on 9
September 2020.

The Bank began selling currency to market makers on a regular basis on 14
September, with the objective of deepening the market and improving price formation.
The Bank sold a total of 66 million euros in this manner during the month of October.

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

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

See here a link to the press release from 9 September 2020, no. 30/2020: Central Bank
to begin regular programme of foreign currency sales.

No. 39/2020
30 October 2020
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https://www.cb.is/publications/news/news/2020/09/09/Central-Bank-to-begin-regular-programme-of-foreign-currency-sales/
https://www.cb.is/publications/news/news/2020/09/09/Central-Bank-to-begin-regular-programme-of-foreign-currency-sales/

SEDLABANKI ISLANDS

Peningamalafundur Vidskiptaraos

Asgeir Jonsson sedlabankastjori

Peningamalafundur Vidskiptarads 19.11.2020
Asgeir J6nsson sedlabankastjori

Gridarlegur utflutningssamdrattur hér a landi

Utflutingur & 68rum arsfjérdungi Hagvoéxtur & 6drum arsfjordungi
Breyting fra fyrra ari (%)
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Leegra gengi en svipad nu og i vor

Gengi krénu gagnvart evru Raungengi kréonunnar
1. jan. 2010 - 18. ndv. 2020 1. arsfj. 1984 - 3. &rsfj. 2020
EUR/ISK Visitala, 2005 = 100
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Erfioar adstaedur a8 vinnumarkadi

Skrad atvinnuleysi Raunlaun
Jantar 1990 - oktéber 2020 2005-2020
% af mannafla Breyting fra fyrra ari (%)
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Timabundid verdbdlguskot i kjolfar leekkunar a gengi

Verdbolga
Jantar 2011 - oktéber 2020

12 méanada breyting (%)
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Verdbdlga yfir markmidi en minnkar snemma a naesta ari

Verdbdlguspa og 6vissumat
1. 4rsfj. 2014 - 4. drsfj. 2023

Breyting fra fyrra ari (%)
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Hagvoxtur dregst saman i ar en vidsnuningur 2021

Hagvaxtarspa PM 2020/4
Breyting fra fyrra ari (%)
12

' ' . ' =
[ <)) EN ~ o [N] » <)) ® o

AN
o

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

Adgerdir Sedlabankans vegna COVID-19
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regluleg sala
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Styrivextir hafa verid laekkadir um tvaer présentur fra upphafi COVID

%
Meginvextir Sedlabankans

150 4.jan 2010 - 18. név 2020
Vextir leekkad

hratt eftir ad

fyrsta COVID
smit kemur

upp & islandi

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
| ]

Gjaldeyrisvidskipti og gengi kronunnar

Gjaldeyrisvidskipti Sedlabankans og gengi kronunnar
Jandar 2020 - 17. névember 2020
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Avoxtunarkrafa dverdtryggdra rikisbréfa og sértryggdra skuldabréfa

Krafa & 6verdtryggd rikisbréf
26. jan 2017 — 17. név 2020
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Takk fyrir
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Central Bank to continue programme of regular foreign
currency sales

From Tuesday 1 December through the end of the month, the Central Bank of Iceland
will sell 3 million euros per day to market makers in the interbank market for foreign
exchange, for a total of 66 million euros during the month. The transactions will take
place soon after the market opens in the morning, and no later than 10:00 hrs. They
will be conducted in accordance with Press Release no. 30/2020, issued on 9
September 2020.

The Bank began selling currency to market makers on a regular basis on 14
September, with the objective of deepening the market and improving price formation.
The Bank sold a total of 63 million euros in this manner during the month of
November. From 14 September to date, the Bank has sold a total of 168 million euros
under the regular sales programme.

Regular currency sales do not affect the Bank’s declared policy of intervening in the
foreign exchange market in order to mitigate volatility when it considers such
intervention warranted.

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

No. 42/2020
30 November 2020
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SEDLABANKI ISLANDS

Efnahagshorfur og ovissa a timum
heimsfaraldurs

Kynning fyrir Samidn Rannveig Sigurdardottir
8. desember 2020 varasedlabankastjéri peningastefnu

Efnahagshorfur og dvissa
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Addragandi og fjorir fasar i farsott

Addragandi 1. fasi i farsott 2. fasi i farsott 3. fasiifarsétt 4. fasiifarsott
Farid ad haegja 4 adur en Farséttin kom og gripid var Hagkerfid reyndist sterkara & Herda purfti aftur a Horfur fyrir 2021
farsottin kom. til sottvarna. vor- og sumarmanudum en séttvornum sem radast af pvi
i mai 2019 spadi bankinn Mai 2020 spad 8% spad var i mai. hefur dhrif & horfur hversu hratt og
0,4% samdraetti arid 2019 i samdreetti @ arinu. Aglstspain gerdi pvi “adeins’ fyrir seinni hluti vel tekst ad koma
stad 1,8% hagvaxtar og rad fyrir 7% samdraetti. arsins. 4 hjardénaemi.

peningastefnunefnd
laekkadi vexti um 0,5 pr.
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Farséttin virtist Bakslag i Mikill Meiri Mikil faekkun Verdbolga

i rénun i sumar vidsnuningi | samdrattur samdrattur i ar starfa og hefur aukist og

en mikil fjolgun heims- utflutnings og og haegari bati & atvinnuleysi i horfur a ad

smita i haust og buskapnum lakari horfur en naesta ari sogulegar haedir verdi pralatari
vetur i agustspa en adur spad
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Gridarlegur utflutningssamdrattur hér a landi ...

* Farsottin leiddi til hruns i komum ferdamanna til landsins

* Taeplega 65% samdrattur var a pjénustuutflutningi milli ara baedi a8 F2 og F3

« Utflutningur véru og pjénustu drést saman um naestum 40% milli ara & F2 — med pvi mesta sem maelist medal OECD-rikja
e Samdratturinn litillega minni a F3 (-34%)

Ferdamenn og utgjold!
7. mars - 13. névember 2020

Utflutningur & 68rum &rsfjérdungi i
Utflutningur véru og bjénustu? ymsum OECD-rikjum?3
1. arsfj. 2010 - 3. rsfj. 2020

Breyting fra fyrra ari (%) Breyting fra fyrra ari (%)
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1. Fjéldi farpega sem for daglega um Keflavikurflugvoll. Tolur fyrir arid 2019 eru an farbega WOW Air. Greidslukortatélur eru samtala debet- og kreditkorta Gtgefinna af erlendum adilum. Sj6 daga hreyfanlegt medaltal. 2. Arstidarleidréttar
magnvisitélur. 3. Arstidaleidrétt magnvisitala Gtflutnings voru og piénustu.
Heimildir: Hagstofa [slands, Isavia, OECD, Sedlabanki [slands.

... 0g horfur fyrir naesta ar hafa versnad

* Gert rad fyrir 30% samdraetti voru- og pjonustuutflutnings i ar
* Meiri samdrattur en spad var i 4gust og horfur versna einnig fyrir naesta ar vegna verri horfa i ferdapjénustu
* pratt fyrir utflutningssamdratt helst vidskiptaafgangur allan spatimann: fer ar 6,2% af VLF 2019 2,6% i ar og er yfir 3% fra 2021

Utflutningur og framlag undirlida 2015- Vidskiptajofnudur 2015-20232
20231
Breyting fra fyrra ari (%) T8 % af VLF

-40 -10
2015 2016 2017 2018 2019 2020 2021 2022 2023 2015 2016 2017 2018 2019 2020 2021 2022 2023
mmAlafurdir EmSjavarafurdir EmFerdapjonusta EVérur Embjénusta
E@Annar Gtflutningur  —Utflutningur alls

EmJofnudur frumpattatekna ——Vidskiptajofnudur

1. Vegna kedjutengingar getur verid ad summa undirlidanna sé ekki jofn heildarGtflutningi. AlGtflutningur skv. skilgreiningu pjédhagsreikninga. Ferdapjonusta er samtala & ,ferdalogum* og , farbegaflutningum med flugi“. Grunnspa
Sedlabankans 2020-2023. Brotalina synir spa fra PM 2020/3. 2. J6fnudur rekstrarframlaga talin med frumpéttajéfnudi. Grunnspa Sedlabankans 2020-2023. Brotalina synir spa frd PM 2020/3.
Heimildir: Hagstofa islands, Sedlabanki {slands.
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Fjara tok undan bata pegar smitum fj6lgadi aftur

Innlend efnahagsumsvif téku vid sér i sumar pegar farséttin rénadi og slakad var @ séttvornum: akandi umferd var komin a
svipad stig og fyrir ari um midjan juni og innlend kortavelta var um 15% meiri en 8@ sama tima i fyrra ...
... en fjarad hefur undan batanum & ny — sérstaklega hefur dregid Ur neysluttgjoldum sem krefjast ndleegdar vid annad folk

Smit og sottvarnir®
1. mars - 13. névember 2020

Fjoldi @ hverja 100 pus. ibta Visitala

Umferd og kortavelta®
1. mars - 13. névember 2020

Utgjold heimila eftir dtgjaldaflokkum?
7. februar - 7. névember 2020

Breyting fra fyrra ari (%)

Breyting fra fyrra ari (%)
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—Fjldi stadfestra smita (v. as) === Akandi umferd ===Veltainnlendra greidslukorta =Ymis bjénusta —Fot og fylgihlutir
=——Umfang s6ttvarna (h. &s) Heimilisttgjold ——Naudsynjavorur
1. Fjoldi stadfestra smita er sjo daga hreyfanlegt medaltal. Umfang séttvarna vegur saman ymsa maelikvarda & hversu hart stjérnvéld ganga fram vid ad draga ur Gtbreidslu COVID-19. 2. Akandi umferd er dagleg umferd um
Hafnarfjardarveg sunnan Kopavogslaekjar, Reykjanesbraut vid Dalveg i Kopavogi og Vesturlandsveg ofan Arttnsbrekku. Greidslukortatélur eru samtala debet- og kreditkorta Utgefinna af innlendum adilum. Fjortan daga hreyfanlegt
medaltal. 3. Ymis pjénusta 4 vid veitingastadi, leikhus, likamsraektarstodvar o.fl. Heimilisutgjold eiga vid kaup & raftaekjum, hisgégnum og i byggingavoruverslunum. 28 daga hreyfanlegt medaltal.
Heimildir: Covid.is, Hagstofa fslands, Meniga Markadsvakt, Oxford COVID-19 Government Response Tracker, Vegagerdin, Sedlabanki fslands.

Fyrirtaeki svartsynni og draga meir ur fjarfestingu

* Fjarfesting atvinnuveganna drést saman um 10% 4 fyrstu 3 fjordungum arsins
 Sterk fylgni milli fjarfestinga og veentinga um framlegd
* Spad 15%% samdreetti fjarfestingar i ar (10% i PM 20/3) og ad hun taki ekki ad aukast & ny fyrr en sér fyrir endann a farséttinni

Vaentingar stjornenda fyrirtaekja um
framlegd og fjarfestingaratgjéld?

Fjarmunamyndun og framlag helstu
undirlida 2015-20233

Breyting fra fyrra ari (%)
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Breytingar i visitdlu veentrar framlegdar

I Skip og flugvélar
[—1Hid opinbera

= bddarhisnaedi
Fjarmunamyndun alls

1. Kénnun Sedlabankans a fjarfestingaraformum 96 fyrirtaekja (kdnnun neer ekki til fjarfestinga i hotelum, skipum og flugvélum). Kénnun Gallup & fjarfestingaraformum 400 steerstu fyrirtaekja landsins. Synt er hlutfall fyrirtaekja sem

atlar ad auka fjarfestingu og aetlar ad minnka hana. 2. Breyting milli kannana sem framk
minni i &r en & drinu & undan. 3. Almenn atvinnuvegafjarfesting er atvinnuvegafjarfesting an fjarfestingar i orkufrekum idnadi og i skipum og flugvélum. Grunnspa Sedlabankans 2020-2023. Brotalina synir spa PM 2020/3.

voru i mars og

2020. Spurt er um vaentingar um framlegd a naestu sex manudum og hvort fjarfestingardtgjold verdi meiri eda

Heimildir: Gallup, Hagstofa fslands, Sedlabanki fslands.

Monetary Policy Committee Report to Parliament

88



Litill bati @ H2/2020 og lakari horfur fyrir neesta ar

* Einkaneyslan virdist hafa aukist nokkud @ Q3 en farséttin veldur pvi ad hun er talin dragast aftur saman 3 Q4
* Batinn @ H2 sem spad var i PM 20/3 er pvi nanast horfinn og VLF stendur i stad milli fjordunga
* Spad 8,5% samdraetti & arinu 6llu (7,1% i PM 20/3) og bata naesta ars seinkar: hagvoxtur 2,3% i stad 3,4% i PM 20/3

Arsfjérdungslegur voxtur einkaneyslu og Hagvoxtur og framlag undirlida 2015-
hagvoxtur? 20232

6 Breyting fra fyrri arsfjérdungi (%) 16 Breyting fra fyrra ari (%)
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4.fj.'19 1.fj.'20 2.1j.'20 3.1j.'20 4.fj.'20 2015 2016 2017 2018 2019 2020 2021 2022 2023
EmEinkaneysla EmSamneysla EmFjarmunamyndun
B Einkaneysla B Hagvoxtur [Birgdabreytingar  [Utanrikisvidskipti  =—VLF

1. Arstidarleidrétt gogn. Grunnspa Sedlabankans fyrir 3. og 4. arsfjordung 2020. 2. Grunnspa Sedlabankans 2020-2023. Brotalina synir spa fra PM 2020/3.
Heimildir: Hagstofa islands, Sedlabanki [slands.

Meiri samdrattur i ar og lakari horfur fyrir naesta ar

* Tolur ph-reikninga syna minni samdratt fyrstu 3 arsfjérdunga arsins (6,8%) en ndvemberspdin gerdi rad fyrir (8,1%)
* Einkaneyslan virdist hafa aukist nokkud a Q3 en farsottin veldur pvi ad hdn er talin dragast aftur saman a Q4
* Spad 8,5% samdraetti & arinu 6llu (7,1% i PM 20/3) og bata naesta ars seinkar: hagvoxtur 2,3% i stad 3,4% i PM 20/3

bj6dhagsreikningar fyrstu prjd arsfj. Arsfjérdungslegur voxtur Hagvéxtur og framlag undirlida 2015-
2020 einkaneyslu og hagvoxtur! 2023?
Breyting frd fyrra ari (%) Breyting fré fyrra ari (%) Breyting fra fyrra 4ri (%)
5 EXRERS 10 10
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-35 2015 2016 2017 2018 2019 2020 2021 2022 2023
Einka- Sam- Fjar- Neyslabjédar- Ut- Inn-  VLF 4.fi.'19  1.f.'20 2.fj.'20 3.fi.'20  4.fj.'20 I ysl i dun
neysla neysla fest. ogfjar- utgj. flutn. flutn. gdabreytingar  [Utanrikisvidskipti VLF
festing W Einkaneysla B Hagvoxtur

W PM 2020/4 W Hagstofa [slands

1. Arstidarleidrétt gogn. Grunnspa Sedlabankans fyrir 4. arsfirdung 2020. 2. Grunnspé Sedlabankans 2020-2023. Brotalina synir spa fra PM 2020/3.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Eftir skammvinnan sumaryl gaf vinnumarkadur eftir a ny

* Samkvaemt VMK virtist toluvert draga ur arsfeekkun heildarvinnustunda i sumar og atvinnupatttaka og hlutfall starfandi
haekkudu skarpt a ny ... en bakslag maelist i september: arsfaekkun starfa eykst @ ny og aukning atvinnupatttdku stodvast
* Stadan mealist enn verri sé horft til fjolda starfa m.v. stadgreidslugdgn og skrad atvinnuleysi meelist 2,9 pr. haerra en skv. VMK

Atvinna og vinnutimi® Atvinnupatttaka og hlutfall starfandi? Fi6ldi starfandi og atvinnuleysi®
Jandar - september 2020 Jandar - september 2020 Januar - september 2020
i Breyting fra fyrra ari (%) 4 % af mannfjélda 16-74 dra 5 Breyting fra fyrra ari (%) 6 % af mannafla
\-/\/\ Fjoldi starfandi 5 Atvinnuleysi
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——Fjoldi starfandi —— Medalvinnutimi —\/MK ——Skraargégn

= Atvinnupatttaka = H|utfall starfandi
Heildarvinnustundir

1. briggja ménada hreyfanlegt medaltal. 2. Arstidarleidrétt priggja manada hreyfanlegt medaltal. 3. VMK stendur fyrir vinnumarkadskonnun Hagstofu islands. Skraargogn eru stadgreidsluskra rikisskattstjora fyrir fjolda starfandi og skrad
atvinnuleysi Vinnumalastofnunar fyrir atvinnuleysi. Atvinnuleysi er arstidarleidrétt og er skrad atvinnuleysi arstidarleidrétt af Sedlabankanum. priggja ménada hlaupandi medaltal.
Heimildir: Hagstofa fslands, Vinnumalastofnun, Sedlabanki fslands.

Faekkun starfa mismikil eftir atvinnugrein og rikisfangi

* Starfandi folki hefur feekkad um 8% fra upphafi kreppu til september
* bréunin er mismunandi eftir geirum og 6nnur en var eftir fjdrmalakreppuna
* Faekkun starfa innflytjenda hlutfallslega meiri en peirra med islenskan bakgrunn

Faekkun starfa i september og fyrstu atta Fjoldi starfandi skv. stadgreidsluskra
ménudi i kjéIfar efnahagséfallal? Jandar - september 2020

10 Breyting fra upphafi kreppu (%) 0 Breyting frd fyrra ari (%)
5 -1
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oll Fera- Félagas, Onnur  Annar Byggingar- Opinb. Jan.  Feb. Mars April  Mai Jani  Jdli  Agist Sept.
fyrirtaeki bjonusta listir og  bjénusta idnadur starfsemi stj.s.,
snnur og framl. freedsla, E®Innflytjendur - Logheimili erlendis
bjénusta heilbr- EInnflytjendur - Légheimili & [slandi
L E B slenskur bakgrunnur
félagsbj.
—Alls

Lagmark eftir Fjarmalakreppuna B Lagmark eftir COVID-19 @ September

1. Onnur pjonusta eru balkar G-N an peirra sem teljast til einkennandi greina ferdapjénustu. Annar idnadur og framleidsla eru balkar A-E. 2. Arstidarleidréttar tolur.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Atvinnuhorfur afram dokkar

* Fleiri fyrirtaeki (24%) vildu i september faekka starfsfolki naestu 6 manudi umfram pau sem vildu fjolga pvi
* Adeins 6% stjornenda toldu vera skort a starfsfélki ...
* ...en 27% fyrirteekja toldu sig i vanda med ad maeta dvaentri eftirspurn

Nyting framleidslupatta’
1. 4rsfj. 2006 - 3. 4rsfj. 2020

Radningaraform fyrirtaekjal
1. 4rsfj. 2006 - 3. &rsfj. 2020

Hlutfall fyrirtaekja (%)
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hamarksframl.getu
—Fyrirtaeki sem bua vid skort & starfsfolki

B Fyrirteeki sem vilja feekka starfsfolki naestu 6 manudi
B Fyrirteeki sem vilja fjdlga starfsfélki naestu 6 manudi

~—Mismunur

1. Fyrirtaeki sem vilja feekka starfsfolki synd med neikvaedu formerki. Arstidarleidréttar tolur. 2. Brotalinur syna medalhlutféll timabilsins. Arstidarleidréttar tolur. Heimildir: Gallup, Hagstofa fslands, Sedlabanki fslands.

Vaxandi atvinnuleysi og mikill slaki i pjodarbuinu

* Spad er ad atvinnuleysi verdi ad medaltali 5,9% i ar skv. VMK en 8,3% ad medaltali 4 naesta ari
» Skrdd atvinnuleysi verdur hins vegar 2%. meira i ar og a naesta ari og verdur lidlega 10% ad medaltali & naesta ari
e Slakinn neer hamarki i 5,7% i ar

Atvinnuleysi 2020-2023" Atvinnuleysi og framleidsluspenna 2014-

20233
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1. Skrad atvinnuleysi n hlutabdta. Grunnspa Sedlabankans. 3. Grunnspd Sedlabankans 2020-2023. Brotalinur syna spd fra PM 2020/3.
Heimildir: Hagstofa [slands, Vinnumalastofnun, Sedlabanki fslands.
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Rikisfjarmalaadgerdir stydja vid storf og tekjur

* Umfangsmiklar adgerdir rikisins til ad vega @ moti efnahagssamdraetti: nema 3,5% af VLF i ar og 2,2% 4 naesta ari
* Beinar adgerdir svipadar ad umfangi og hja flestum hinna Nordurlandanna en minni en ad medaltali hja préudum |ondum
* Verulegar afleidingar fyrir afkomu rikissjods: halli & heildarjofnudi fer ur 1,3% af VLF 2019 {9,8% i 4r og 4% halli & frumjofnudi

Breyting & hagsveifluleidréttum Beinar adgerdir i rikisfjarmalum vegna Afkoma rikissjods 2005-2020°
frumjofnudi rikissj6ds 2018-20231 COVID-19?
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1. Frumjéfnudur er leidréttur fyrir einskiptislium. Grunnspa Sedlabankans 2020-2023. 2. Adgerdir sem tilkynnt hafdi verid um um midjan september 2020. Timarammi adgerda er breytilegur eftir I6ndum en meirihluti peirra eiga ad
koma til framkvaemda arin 2020-2021. 3. Frumjéfnudur er leidréttur fyrir einskiptislidum. Arin 2016-2020 er baedi frum- og heildarjéfnudur leidréttur fyrir stodugleikaframlogum, flytingu nidurfaerslu verdtryggdra hisnaedislana,
sérstakri innborgun i A-deild LSR, ardgreidslum umfram fjérlog og 6drum sértaekum adgerdum. Grunnspa Sedlabankans 2020.

Heimildir: Alpjédagjaldeyrissjodurinn, Fjarmala- og efnahagsraduneytid, Hagstofa slands, Sedlabanki [slands.

Vaxandi verdbodlga i kjolfar gengislaekkunar

* Gengi ISK lekkadi snarpt pegar faraldur brast a
* Verdbdlga maeldist 3,2% 4 F3 en var i 3,5% i november
* Gengislaekkun hefur haekkad verd innfluttrar voru nokkud ... en verd innlendrar véru hefur einnig haekkad

Gengi krénunnar! Verdbdlga & ymsa maelikvarda? Verd innlendrar og innfluttrar véru
2. jantar 2015 - 4. desember 2020 Jantar 2014 - névember 2020 Jantar 2017 - névember 2020
Visitala 12 manada breyting (%) 12 manada breyting (%)
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—Verdbélgumarkmié ——Adrar innl. mat- og dr.vérur —Nyir bilar og varahlutir
——Adrar innlendar vorur ——Adrar innfluttar vérur®

1. Verd erlendra gjaldmidla i kronum (préng vidskiptavog). 2. Undirliggjandi verdbolga er maeld med kjarnavisitolu (dhrif dbeinna skatta, sveiflukenndra matvérulida, bensins, opinberrar pjénustu og raunvaxtakostnadar hisnadislana
eru undanskilin) og tolfreedilegum maelikvérdum (vegid midgildi, klippt medaltal, kvikt pattalikan og sameiginlegur pattur VNV). 3. Adrar innfluttar vérur eru an eldsneytis.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Spad er ad verdbdlga hjadni i markmid a naesta ari

* Spad er ad verdbdlga verdi um 3,7% ad medaltali fram & Q1/2021 en ad mikill slaki i pjédarbulinu togi hana nidur i markmid a
Q3/2021 pegar ahrif laekkunar ISK hafa fjarad Ut ... nokkru meiri verdbdlga en spad i PM 20/3 sem rekja ma til verri
upphafsstodu, meiri haekkunar innflutningsverdlags og minni framleidsluslaka en pa var gert rad fyrir

Verdbolguspa og dvissumat
1. arsfj. 2014 - 4. arsfj. 2023
Breyting fra fyrra ari (%)
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Heimildir: Hagstofa islands, Sedlabanki {slands.
| |

Ovissupaettir og fraviksdaemi
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Efnahagshorfur radast af framgangi farsottar ...

* Hagvaxtarhorfur urdu @ svartsynni eftir pvi sem skadsemi farséttar vard ljdsari og versna a ny eftir aukna bjartsyni i dgust
* Fraviksdaemi med olikum forsendum um hversu hratt farsétt gengur nidur: litil ahrif & 2020 en breyta horfum fyrir 2021 mikid ...
* ... hagvoxtur 2021 allt frd 0% i verra deeminu (2,3 pr. undir grunnspad) i 4,7% i betra daeminu (2,3 pr. yfir grunnspa)

Spar Sedlabankans um hagvéxt 2020 Farsétt gengur haegar nidur Farso6tt gengur hradar nidur
Breyting fra fyrra ér_i (%) ) 3 Fréavik fra grunnspa (présentur) 3 Fravik fra grunnspa (présentur)
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... en lika af sparnadarhegdun heimila

* Sparnadur heimila jokst nokkud i kjolfar fjadrmalakreppunnar og hefur aukist enn meira i kjolfar farsottar
* Hversu hratt heimilin akveda ad ganga 4 pennan , pvingada“ sparnad mun hafa toluverd ahrif a hagvaxtarhorfur & naesta ari ...
* ... hagvoxtur 2021 allt frd 1,5% ef meiri sparnadur (0,9 pr. undir grunnspa) i 3,2% ef minni sparnadur (0,9 pr. yfir grunnspa)

Sparnadur heimila? Heimilin ganga hradar & sparnad Heimilin ganga haegar 4 sparnad
1. 4rsfj. 2010 - 2. 4rsfj. 2020

% af radstofunartekjum 3 Frévik fra grunnspa (présentur) 1 Fravik frd grunnspa (présentur)
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=10 dra medaltal (2010-19)
5 dra medaltal (2015-19)
1. Nokkur ovissa er um télur Hagstofunnar um eiginlegt tekjustig heimila par sem ad radstéfunartekjuuppgjorio byggist ekki @ samstaeduuppgjori tekju- og efnahagsreiknings. Vid utreikning a hlutfalli sparnadar er midad vid aaetlun

Sedlabankans um radstofunartekjur par sem télur Hagstofunnar eru haekkadar med hlidsjon af dsetludum atgjoldum heimilanna yfir langt timabil. Arstidarleidrétt gogn.
Heimildir: Hagstofa [slands, Sedlabanki fslands.
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Mikil évissa um efnahagshorfur ...

* Samkvaemt grunnspa naer VLF pvi stigi sem hun var arid 2019 ekki fyrr en 2023 og er pa 5,6% undir pvi sem spad var i PM 20/1 ...
* ...en Ovissa er mikil: fari saman ad farséttin gangi haegar nidur og heimilin ganga haegar a eigin sparnad geeti ordid teplega 1%
samdrattur 2021 en ef farséttin gengur hradar nidur og heimilin ganga hradar a eigin sparnad gaeti hagvoxtur ordid 5%%

Verg landsframleidsla 2017-2023!

Visitala, 2019 = 100

110

105

100

95 -

90

85 T T T T T T
2017 2018 2019 2020 2021 2022 2023
=—PM 2020/4 [_] Mismunandiforsendur um frampréun farséttar
==PM2020/1 [ Mismunandiforsendurum farsétt og sparnad heimilia

1. VLF samkvaemt grunnspd Sedlabankans 2020-2023 og 6likum fraviksdeemum i rammagrein 1.
Heimildir: Hagstofa islands, Sedlabanki fslands.

Adgerdir Sedlabankans og midlun peningastefnunnar
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Adgerdir Sedlabankans

sl2)e

Styrivextir Adgangur Kaup a Gjaldeyris- Fjarmognun
lekkadir um lanastofnana ad rikisskuldabréfum inngrip vegna
tveer présentur lausafé aukin studningslana
frd upphafi med 100%
COoVID rikisabyrgd
]
* Lanakjor heimila hafa batnad i takt vid laekkun vaxta Sedlabankans
* Vaxtadlag 4 ny fyrirtaekjaldn tok ad haekka i fyrra ...
e ...envirdist nu hafa nad hamarki
Meginvextir og vextir éverdtryggdra Vaxtadlag 4 Gtldanum?
utlénal Mars 2015 - oktéber 2020
Jantar 2015 - oktdber 2020
% Présentur
12 ’ N hdsnadisl Ny fyrirtaekjala
y husnaeoislian y Tyrirteekjalan
10 o NN 6
AV
= VA VYV s
: A, .
6
5 JJ-’_\L N\ 3
L/—\
;‘ ~_ 2
; 2\
1 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
1
2015 2016 2017 2018 2019 2020 2015 2017 2019 2015 2017 2019
—Meginvextir Sedlabankans —Midad vid meginvexti —Midad vid innlansvexti

—Ny Gtlan til atvinnufyrirtaekja
——Ny Gtlan til heimila

1. Vegnir medalvextir & 6verdtryggdum utlanum stéru vidskiptabankanna priggja. 2. Mismunur & vegnum medalvéxtum a éverdtryggdum utlanum stéru vidskiptabankanna priggja og meginvéxtum Sedlabankans annars

vegar og vegnum medalvéxtum a nyjum innlanum hins vegar. Priggja manada hreyfanleg medaltol. Nyjustu télur eru bradabirgdatélur.
Heimild: Sedlabanki fslands.
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Midlun peningastefnunnar

e Hratt dregid ur vexti utlana til fyrirtaekja sl. 2 ar og hann verid ad medaltali 0.4% pad sem af er dri
+ Utlan til heimila vaxid — nzer einvérdungu ibudalan

* Heimilin hafa endurfjarmagnad ibudalan sin

Utlan lanakerfis til atvinnufyrirtaekja Utlan lanakerfis til heimila? Hrein ny Utldn innldnsstofnana,
Januar 2015 - oktéber 2020 Januar 2015 - oktéber 2020

lifeyrissjéda og ILS til heimila3
Breyting fra fyrra ari (%) Breyting fré fyrra ari (%) Janﬂkar 2015 - oktéber 2020
Ma.kr.

2015 2016 2017 2018 2019 2020

2015 2016 2017 2018 2019 2020

B Fiskveidar og idnadur

2015 2016 2017 2018 2019 2020
I Byggingageiri EmInnlansstofnanir B (budaldnasjodur W Gverditryggs - innlnsst. EEVerdtryggs - innlansst.
mm Verslun [ Samgongur og flutningar mEmLifeyrissjédir EAGrir mmOverdtryggd - lifeyrissj. I Verdtryggd - lifeyriss;.
Embjénusta —1Annad Utlédnastofn E=Verdtryggd - iL-sjédur Samtals
Utlanastofn Utldnastofn & fostu gengi'

ad fradregnum umfram- og uppgreidslum eldri lana. Télur yfir ny Gtlén lifeyrissjédanna na fra september 2015.

1. Stofn Gtldna i erlendum gjaldmidli er reiknadur midad vid visitélu medalgengis i oktéber 2020. 2. Leidrétt fyrir endurflokkun og skuldalaekkunaradgerdum stjérnvalda. 3. Hrein ny utlan samanstanda af nyjum atlanum
Heimild: Sedlabanki {slands.

g(2]e

Enn svigrum til Aframhaldandi Aframhaldandi Framsyn Vedlan med
ad lekka rikisskuldabréfakaup i  gjaldeyrisinngrip til leidségn utlanahvata
meginvexti sem samraemi vid préun ad draga ur
eru 0,75% frambods rikisbréfa 6hoflegum
og avoxtunarkrofu sveiflum
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Central Bank to continue programme of regular foreign
currency sales

From Monday 4 January 2021 through the end of the month, the Central Bank of
Iceland will sell 3 million euros per business day to market makers in the foreign
exchange market, for a total of 60 million euros during the month. The transactions
will take place soon after the market opens, and no later than 10:00 hrs.

The Bank began selling foreign currency to market makers on a regular basis on 14
September 2020, in accordance with Press Release no. 30/2020, published on 9
September 2020.

The objectives of the regular sales programme are to deepen the market and improve
price formation. The Bank sold a total of 63 million euros (9.8 b.kr.) in this manner
during the month of December. Since 14 September 2020, the Bank has sold a total of
231 million euros (37 b.kr.) through the regular sales programme.

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

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

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

No. 44/2020
30 December 2020
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Announcement concerning Central Bank purchases of
Treasury bonds

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

For Q1/2021, the Bank’s total purchases may range up to 20 b.kr. at market value. The
Bank may buy bonds in all nominal benchmark series denominated in Icelandic
kronur.

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

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

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

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

For Q2, Q3, and Q4/2020, it was announced that the Bank’s total purchases could
range up to 20 b.kr. market value for each of the three quarters.* The Bank’s total
purchases in Q2 came to 0.9 b.kr. market value, as follows: RIKB21, 0.2 b.kr.; and
RIKB22, 0.7 b.kr. No purchases were made in Q3. The Bank’s total purchases in Q4
came to 6.7 b.kr. market value, as follows: RIKB25, 1.0 b.kr.; RIKB28, 2.7 b.kr.; and
RIKB31, 3.0 b.kr.

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

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

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

Press release no. 45/2020
30 December 2020
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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.
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(7)The Central Bank will aim at an annual inflation rate of about 2% per cent.

(8)If inflation deviates by more than 172 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 2’2 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 3’2 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

Monetary Policy Committee Report to Parliament 101



	Kápa_ensk
	MPC report_Jan 2021
	Fylgiskjöl bundin á ensku
	1 Statement_of_the_Monetary_Policy_Committee_August_2020
	2 Statement_of_the_Monetary_Policy_Committee_October_2020
	3 Statement_of_the_Monetary_Policy_Committee_November_2020
	4 Minutes_of_the_Monetary_Policy_Committee_meeting_of_23_June_2020
	5 Minutes_of_the_Monetary_Policy_Committee_meeting_August_2020
	6 Minutes_of_the_Monetary_Policy_Committee_meeting_October_2020
	7 Minutes_of_the_Monetary_Policy_Committee_meeting_November_2020
	8 Press release no. 27_2020
	9 RS_Erindi_hja_Samkeppniseftirlitinu_3.9.2020_2 á síðu
	10 RS_Erindi_hja_Felagi_atvinnurekenda_7.9.2020_2 á síðu
	11 Press release no. 30_2020
	12 Press release no. 35_2020
	13 Press release no. 36_2020
	14 RS_Erindi_fyrir_radherra_og_SAM-hopinn_26.10.2020_2 á síðu
	15 Press release no. 39_2020
	16 AJ_Erindi_Peningamalafundur_Vidskiptarads_19.11.2020_2 á síðu
	17 Press release no. 42_2020
	18 RS_Erindi_Samidn_8.12.2020_2 á síðu
	19 Press_release_no_44_2020
	20 Press_release_no_45_2020

	Blank Page



