77
81
85
95

Contents

Statement of the Central Bank of Iceland Monetary Policy Committee
Central Bank rates lowered

Economic and monetary developments and prospects
Outlook for gradual recovery beginning in late 2010

Box:

Capital controls and their role in the economic recovery 16
Terms of trade and real exchange rate 24

Real estate market developments 30

Central bank balance sheet expansion in the financial crisis 32
Fluctuations in private consumption 44

Changes in measurement of employment 56

New method for estimating foreign direct investment 61

The balance of payments outlook 62

Appendix 1: Baseline macroeconomic and inflation forecast 20710/2 69
Appendix 2: Errors in Central bank forecasts 70

Monetary policy and instruments
Economic and monetary chronicle
Tables and charts

Boxes and appendices



The objective of the Central Bank of Iceland's monetary policy is to contrib-
ute to general economic well-being in Iceland. The Central Bank does so by
promoting price stability, which is its main objective. In the joint declaration
made by the Government of Iceland and Central Bank of Iceland on March
27,2001, this is defined as aiming at an average rate of inflation, measured
as the 12-month increase in the CPI, of as close to 2%2% as possible.
Professional analysis and transparency are prerequisites for credible mon-
etary policy. In publishing Monetary Bulletin four times a year, the Central
Bank aims to fulfil these principles.

Monetary Bulletin includes a detailed analysis of economic developments
and prospects, on which the Monetary Policy Committee's interest rate de-
cisions are based. It also represents a vehicle for the Bank's accountability
towards Government authorities and the public.

The framework of monetary policy and its implementation and instruments
are described in the chapter entitled "Monetary policy and instruments",
on pp. 77-79 of this edition of Monetary Bulletin.
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