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A t ’ m c h e d  i s  a clraf-t f o r  thio year1 S cowltry 
chapter Tor Icela-nd, which has  been  prepred on tlie basis 
O P  the  information  available from national  sources m c “  
the  O E D .  

NATO, 
1110 Brussels 
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NATO DEFENCE PLTINNING 1976-1980 

I CEIADTD 

The  facilities  available  to NATO in Iceland  provide 
early  warning  of  enemy  acti.vities  in  the  area, a base fol- 
maritime  air  surveillance  and  a  Base for logistic  support of 
NATO naval  forces. In addition,  Iceland'provides  staging  and 
emergency  diversion  facilities f o r  reinforcement  aircraft.  The 
country  has no armed  forces of  her own, but  Iceland  continues 
to  contribute  to  the NATO military  budget. 

Current  economic trend-s and  policies 

2. During  the first years of  the 1970~~ economic growth 
has been stronger in Iceland  than in other  member  countries. 
For  the  years 1970 t o  1973 the  real  growth  of  the  national 
product  averaged 7% yearly. In 1974 the  growth  rate  slowed 
to 3% partly  as  a  consequence of the  international  recession, 
but also because of resource  and  capacity  restraints.  Vith 
exports  and  export  prices sharply lower and imports  continuing 
to  rise in price  the  Icelandic  economy  has  experienced  a  sharp 
deterioration  in  the  terms of trade  and a difficult  balance 
of  payments  situation,  although  imports  have  declined 
substantially in volume. For the  year as a  whole  the gross 
national  product  is  expected to be 394 lower  than  in 1974. 
Beyond 1975 the  outlook  remains  very  uncertain. 

3 .  The slowdown has been accompanied by a serious 
inflationary  development  and  at  rates  considerably  higher  than 
those  eJxperienced in other  member  countries. For  the  decade 
1961-1971 the  annual  average  rise in consumer  prices Mras 
already 12% in Iceland  compared ririth an OECD average of 3.7%. 
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“ . * ... 

Consumer pr ices  jumped by 25% i n  1973 and then  accelerated 
t o  above 40% i n  1574 mainly--as's r e s u l t  of  ’raipï-dily 
expanding i n t e r n a l   l i q u i d i t y  and s t rongly  r is ing impor-L 
p r i ces   t ha t  were reinforced by the o i l  pr ice   increases .  
Econoinic policy  measures  taken by the Governmeat during 
1975 t o  s t a b i l i s e  the economy . together with a moderate wage 
se t t lement   in   the  middle o f  the  year might dampen the  
in f l a t iona ry  development subs tan t ia l ly  in t h e   l a t t e r   h a l f  
of  1975. The ex terna l   in f la t ionary   e f fec ts  w i l l  a l so  be 
considerably weaker than during the two preceeding  years. 
The i n f l a t i o n  r a t e  is however expected t o  remain  above the 
l eve l  of  other member countries  during  the  next  year. 

4. In  order  t o  bring about. a balan.ce Ln t h e  eeonomy 
the Government has taken a number o f  economic policy 
measures t h a t  will contain domes-tic demand within 
acceptable.. l in i t s . .  .- .The I.c.elandic..I‘C.ona .has  been  devalued. -.. ... .- - - 

twice, first i n  August l a s t  y e a r  by 177; and then  again  in  
February 1975 by 20%. A t  the same time Government 
expenditures f o r  1975 were cut  and a freeze was put  on 
increases   in  bank lendins.  Excise taxes o f  12ji have  been 
imposed on a wide range o f  products, bo th  imported and 
iomestic with a view t o  bringing  about a balance i n  the 
zovernment budget which would othervise have  been  very 
I eav i ly   i n   de f i c i t ,   I n   t he  monetary f ie ld   the   Cent ra l  Bank 
md  commercial  banks  have co-operated t o  i n s t i t u t e  a t i g h t  
3ank credit   pol’icy.  A ce i l i ng  oil increases i n  bank c r e d i t  
ras effectively  enforced f r o m  llarch up to June.  Later 
;Enall i nc reases   i n   c r ed i t  Were allowed up t o  the end of 
tugus t . 

5. The prospects f o r  curbing  increases  in wages and 
; a l a r i e s   a r e  a key element t h a t  vould influence  the  Euture 
t ab i ’ l i t y  o f  the economy. These increases have been  verv 
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factors  behind  the  inflationary  development  in  Iceland. 
Following a sharp  rise in real  purchasing  power  up  to  mid-1974, 
most wages have  since  suffered a serious  decline in 
purchasing  power'GJhich is now down to  -the 1971/72 level. 
Despite  this  development,  labour  unrest has been limited  since 
the  Spring,  when  .a  prolonged  trawler  and  merchant  marine  strike 
had  considerable  repercussions on economic  activity.  The  Trade 
Union  association  has now adopted a policy  of  gradually  trying 
to  regain  the loss in  wage  and  salary  purchasing  power as the 
economy  recovers. 

Structure of industry 

6. The  longer  term problem of bringing  the  Icelandic 
economy into better  balance  is  closely  tied  to.extending  the 
economic  base  which  currently is strongly  dependent upon'the: 
fishing  industry.  Conditions for manufacturing  industries 
other  than  fish  processing have.not been favourable.  There  are 
many  reasons  for  this.  The  domestic  market  is  small and 
isolated,  mineral  resouyces  are  exceedingly  scarce,  and  the 
economic  environment has not offered  favourable  conditions  for 
fostering  manufacturing  industry. In spite of this, 
manufacturing  industries  other  than  fish  processing  showed an 
average  rate of growth  during 1970-1974 of 12% compared  with 
69; f o r  the G W .  Exports  mainly  based- on fishing,  whose, 
output  is  dependent  upon  incalculable  factors,  has  led  to 
economic  fluctuations  almost  impossible  to  control. 

_. . , L . . - _ _ .  . . .  .. 

7. Today  the  primary  sector  accounts for less  than 2096 
of the  labour  force of which 67; is  directly  engaged in the 
fisheries.  Some 26% is  engaged in manufacturing  industry, 
including 8y6 in fish  processing.  This  industry  consists, 
with a few  exceptions, of a large  number  of  very small 
intensive  labour  enterprises. In all,  manufacturing, 
construction  an6  communications  take some 46% of t h e  lnhnln-  
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. . . . . . . . .. . . . . . 

8. I t  has  been  recognised f o r  some .time tha t   t he  
1celand.ic 'f ishing . .. industry  has  reached a point  of  diminishing 
returns, An economy based  prepond-erately on f i s h e r i e s  
probably  cannot i n  the  longer  term sus ta in  improvement i n  
the  rela%ively  high  l iving  stanc?ard o f  the  population. I t  
i s  therefore   essent ia l  t o  develos  high  productivity  industry 
with 'a '   s t rong  export   potent ia l  t o  supplement t he   f i she r i e s ,  
b u t   i n  a country  with  suçh  limited  resources  the  alternatives 
are Pew. Hovever, t h e r e   a r e   a q d e  hydro and geothermal 
power'reserves, which a r e  only beginning t o  be  developed. The 
e f f o r t s  s o  f a r  made have  been matched by l a rge  sca le  
industrial   establishments  using power intensiv.e,-processes.;- ...--"-'." 

These industries  already  include a f e r t i l i s e r   p l a n t ,  cement 
factory,   a .diatoai .de  plant ,  and t l e   coun t ry ' s   l a rges t  
en te rp r i se ,  an aluminium plant .  Such d-evelopment programmes 
require both  investmen-L capital- zn6 tecLkmical kno!vledge from 
xbroa-d-; and "further- projec ts  .-are- now --%he planning --sta.g;e-, -. . . . . -  . - 

?oreign  trade and paymeng 

9.  I? consequence o f  the  indus t r i a l   s t ruc tu re  is that 
narine  products  are  the most s i p i f i c a n t   c a t e g o r y  of  
lerchandise exports accounting f o r  about three-q.uarters o f  
;heir t o t a l  volume3 The share o f  manufactures i n  expor t s  
las  inmeased from only 23 in l968 t o  around 20;; today. 
l o s t  o f  this i s  due t o  exports o f  aluminium. 

10. The sha-e of total   t rade  taken by the USSR and 
;astern European countries has i lo-L change2  very much from a 
'igure of 10% over  the  las-i;  decade. On the  other hand, 
.rade with NATO member countries,  that  continues t o  account 
' o r  most .of Iceland' S foreign trac&, has shown a decrease  in 
mports from the  United S ta t e s  matched by an  increase o f  
mports from Europe. On t h e  expor t  s ide  a revised trend has 
aken  place with exports t o  the  United  States  r ising strongly 
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11. Iceland  is  one of the  countries in the  Alliance 
heavily  dependent on  foreign  trade  and  payments.  Exports of 
goods ànd  services  have in recent  years  been  running at about 
4076 of  'the gross national  product.  Fluctuations in  the 
balance of payments  therefore  have  a  very  strong  influence on 
economic  developments. ' Since 1960 the  current  balance has been 
in  conSiderable  deficit.  This  has,  however?,  been  more  than 
outweighed  by  a  surplus on the  capital  account. A s  a 
consequence  .the  foreign  exchange  reserves  increased from 
2 512 million  krona  in 1968 to raore than 9,000 million  krona 
by the:  middle of 1973. A serious  current  account  deficit in 
1974, corresponding to 12% of the GNP, resulted in a  decline of 
exchange'  reserves  to 4,633 million  krona in  January 1975. 
Since then; the  economic  policy.measures:  taken  have  resulted in 
reduced  ,imports anc? exports  may  increase  this  year.  Combined 
with  continued  capital  inflows  the  reserves  rose  to 7,633 
million  ,krona in  June 1975. 

' L  

12. Like. other  member  countries,  the  Icelandic  economy 
has  been  hit  by  the  international  recession  and  for  the 
immediate  future  there  are  considerable  problems t o  be ' overcome, 
notably  :the  need  to  reduce  inflation  from  today's  record  level 
of from '40 to 5076 annual  rate and to  create  conditions of 
overall  balance in the-economy. In the  longer  term  continued 
membership  of  the  Alliance  and  close  co-operation  with  other 
member  Countries  will  considerably  facilitate  the  implementation 
of the  èconomic  restructuring  process  foreseen  by  the 
Icelandic  Authorities. 
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Table 2 - !\Jational  Incone and Expenditure 
~ . . . . . . . . . .  

1 

1972 i 1 Percentage change c 

Private  consmption 
pub 1 i c c on sunp t i on 
g r o s s  fixecl  invcstuent 

( a )  General 
( b )  Spccial(1) 

Changes i n  export s-toclcs and, 
l ivestock 

Sross National  Expenditure ; 

Exports 02 goods ana service's 
Imports o f  goods an4 services 

o f  which : S p e c i d  
merchandise(2) 
Genorul 
nerckndi   se  

. - .  

Zross Nat iona l  Prcduct 
EfTects on changes i n  terns 
o f  t rade  ( 3 )  

Kronur ' ' f r o n  previous year 
n i l l i o n  Volune I Price 

(current 5 

4.2 '720 
7 O00 

1g,100 
IGs390 
2;710 

-840 

6.5 
6.0 

20.1 
5 . O 

93.0 

.. 

1: : 

73 
-8 

o .  

I (16,000) 

G5,2.70 5*.9 _ .  

.. 4.0 

koss National 1ncoL:a 3.9 
I 1 I I 

(l ) BurZell  and Sigaldg power projects,   aluniniun smelter, inport$d ships  and a i r c r a f t ,  

(2)  Ships p airoiraft ,  ; i r :por t s ;  for power projects  Eind the  aluniniun:  smelter,  as y e l l  ' as  

( 3 )  Expressed as percentage ;of previ.ous year I s GYP. 

inL3orted ho.uses f o r  ' inhapi tants  of  VestmannLey j a r .  

imported homes f o r  inhabi tants  o f  Vestmannaeyjar. 

Source:  Icelandic  submission.  to  the OECD. . .  
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27.5 
50.5 

23.5 
37.0 

37.0 
22.1 
25. I- 
12.2 
3.5 

47.0 
52.0 

53.5 
43.0 
42.0 

6.6 
8.1 

(1) DePlqtei! by the cos t  of l i v i n g  index. 
( 2 )  Deflatecl by index of consuner goods prices.  . -  

Source: d-celandic suba iss ion   to   the  OBCD. " 
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. - .  . .  . I. . . . . .  . .  . - .  . . . . . . .  . .  

1.972 4 1373 . .  

.................... 

Revenue Balane c 

33s 

577 

0 .  

16 
n o  "CI 

595 

- . - . .  

615 

332 
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. . . . . . . .  . . . .  . . . . . .  - -1 2- 
. . . . . . . .  Table 6 - Balance of Payments 

. . . . . . . . . . . . . . . . . . . .  . . . .  1972.: .I .1-973-:.. 
. . . . . .  . . . .  ". ._.. 

Exports of merchandise(fob) . . . . .  

71.5 . .32.2-.- .  of...wh.ich. specia!,  imp0r,ts(3) . 

299.2 215.5 Imports of merchandiseifob) 
267.0 191.7 

. . .  Trade '. Balance- -- ' -23.8 -32.2 

.,".. - . - .  . . . . .  .. .. .\ 

Services,  net 

14 .O 9.5 financial 
20.6 24.0 of  which  official. 
37.6 31.1 Long-term  borrowing(net) 
11 .g -19 .G Current  'Balance 
14.9 0 * 2  Transfers,  net 

5.4 3.2 

institutions 
private -2 .L. 3.0 

Private  direct  investment(net) 2.7. -2.3 
Other(net) . -7.2 -&3.1 

. 22.2 Capital  Balance , 

E r r o r s  and  omissiohs 
SDR S 

e o  -1.6' 

Zhange in foyeign exchange 
2.4 

reserves . 
b 

,. .. 

l 
l 

" 

. .  

"" 
501.5 I 
113.9 

-127 .6 
-7.6 
1.1 

26.2 1 
42.9 

23.1 
-3.3 

"-6 1 
82.8 " 

.. 
-51 3 

. . . . . . . . . . . . . . .  .l 

(Ir) Average  conversion  rates  (Icelandic Kronur 
. . . . .  . . .  . .._ ..- 

__, p e r .  &S, _. .1,97.0". .82 . . m  , ' "". "" - . .  
1971 87 58 
1372 87.12 

1974 99 77 
1973 a9 e 67 

I 2) Forecast 
3) Ships  and  aircraft,  imports  for  power prc j e c t s  and , 

aluïinium  smelter, 1973 data  include  houses f o r  the 
Vestmannaeyjar  population 

Source:  Icelandic  submission t o  OXCD 
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ICELAND . . . . . . . . . . . . . . . . .  ,-, . . . . . . . .  

- . - ~  . . . .  . . . . . . . . . . . . . .  . . . . . .  . . . . .  
Tabi'e 7 - Percentage s i s t r i b u t i o n  of  Iceland's 

Imports and Exports 
-, . . . . . . . . . . . . . . . .  

. . . . .  . .  

KAT0 European 
Countr.ies of  which 
- Germany 
- Uni,ted Kingdom 

Other (non-NATO 
!':estern European 
Countries  (a) 
North America 
of which 

- United States 
Japan 
Za,s&ern..European . 
Sountries ( b )  

...... - -_ - -.L"- - --  

of which 
- USSH 

l e s t  o f  Yor ld  

1.9 7s 

59.3 

14.3 
14.8 

12 .g 

8 . 3  

8.0 

3.9 

10.3 

-. ........ 

5.8 
5.4 

.oo,o, 

1 9 7 v  1976 
I 

55.5 I 

11.3 
10.7 

l 

40.8; h7.3 j 
i 

I 
8 . 5 '  11.3 l I 
10...9 I I 10.6 .' l 

1 I 

l 

30.7 :  26.9 I 
- .  

.... 

7.3 i 3.6 
7.2 1 0.1 j 

. . . . . . . .  . .  I .. 

-00. O i l00 .O f 
(a )  Austria,   Finland,  Ireland, Spain, Switzerland, 

( b )  Bulgaria,  Czechoslovakia, Eas t  Germany, Hungary, 

-,' Totals do not adci due t o  rounding 
Source: Central Eank o f  Iceland. 

Sweden and Yugoslavia 

Poland, Rumania and the  Soviet Union 

- 
._ .. 

.......... - .. 

.. 
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Table 8 - Percentage  distribution of Exports  by 
main CBte;;o.ries . . . .  

?ouce: Central Bank of Iceland 
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