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Invest ment Researc h  Genera l Market Co ndit ions     

 The recovery of the Icelandic economy has been challenged by the deteriorating con-
ditions in the European trading partners, which account for a large share of the Ice-
landic exports. It looks like growth in Iceland will perform above average over the 
next few years and that its recovery will continue but the level is still well below the 
pre-crisis level. We expect growth rates of 2.5% y/y in 2012 and 2.2% in 2013. It is 
also worth noting that recent national account revisions showed that growth in 2011 
was adjusted down. 

 While investment activity and inventories have been rather volatile recently, private 
consumption has held up relatively well and 2012 should show about 3.8% y/y 
growth. We expect it will slow somewhat in the following years, to a growth level just 
below 3%. Investment activity should be fairly solid too and we expect growth rates 
of about 8-9 % y/y in 2012 and 2013, perhaps with a slightly increasing trend.  

 Inflation remains above the central bank s 2.5% target, and has been so for a while, 
but inflationary pressures have eased somewhat in 2012 and we expect this trend to 
continue. Our forecast for the GDP deflator is currently 3.7% y/y in 2012 and 3.1% in 
2013.   

 As the economy has been undergoing recovery, the labour market has improved sig-
nificantly too. While we do not see this trend ending, we do expect it to slow gradu-
ally as the unemployment rate comes down. Consequently, our year-end unemploy-
ment rate forecast is 5.8% for 2012, falling to 5.3% in 2013.  

 

Macro forecasts  

 

Source: Reuters EcoWin, Danske Bank Markets 

2011 2012 2013 2014

GDP (% y/y) 2.6 2.5 2.2 2.9

GDP deflator (% y/y) 3.6 3.7 3.1 2.6

Private consumption (% y/y) 2.7 3.8 2.6 2.9

Fixed investments (% y/y) 12.8 8.7 9.2 10.7

Unemployment (%) 7.4 5.8 5.3 5.0

Current account (% of GDP) -‐7.0 -‐8.0 -‐5.5 -‐5.1

Public balance (% of GDP) -‐5.4 -‐3.7 -‐2.8 -‐1.6

Public debt (% of GDP) 99.2 96.9 94.6 91.1
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Economic growth 

Gross domestic product    

 

  Q2 GDP numbers showed a 
marked decline in the Icelandic 

recovery, as GDP declined 6.5% 

q/q. However, this was driven by 

inventory changes and a drop in 

investment activity, while private 

consumption remained on track. 

 GDP is still well below the pre-‐

crisis level, and we expect the re-‐

covery to continue in 2013, with 

expected growth rates of 2.5% 

y/y in 2012 and 2.2% in 2013. 

Source: Reuters EcoWin, Danske Bank Markets   

 

Private consumptio n    

 

  While private consumption 

growth in Iceland in 2011 was re-‐

cently revised down, the recovery 

in the first half of 2012 was rela-‐

tively sound. 

  We expect this to have continued 

in H2 12 and from here we see a 

stable but moderate consumption 

growth of just below 3%.  

Source: Reuters EcoWin, Danske Bank Markets   

 

Investments   

 

  The volatile Icelandic investment 

activity slowed significantly in H1 

12. 

 While forecasts of investment ac-‐
tivity should be treated rather 

cautiously, we expect it to be rela-‐

tively solid in 2012 and 2013, at 

just under 10%. 

Source: Reuters EcoWin, Danske Bank Markets   
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Prices 

GDP de flator    

 

  Icelandic inflation has remained 

2.5% (CPI) for a while, although it 

has come down somewhat in 

2012.  

 We expect inflation to slow, as our 

GDP deflator forecasts are 3.7% 

y/y in 2012 and 3.1% y/y in 

2013.  

Source: Reuters EcoWin, Danske Bank Markets   

 

Labour market 

Unemployme nt (% of labour force)   

 

  Unemployment in Iceland has 

continued its downward trend. 

We expect this to continue, but 
slower, in 2013 and our year-‐end 

forecasts for 2012 and 2013 are 

5.8% and 5.3%.   

 

Source: Reuters EcoWin, Danske Bank Markets   
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Disclosure 
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S ( Danske 
Bank ). The author of the research report is Lars Christensen. 

Analys t certif ication  

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

covered by the research report. Each responsible research analyst further certifies that no part of the co mpensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 
in the research report. 

Regula tio n  

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 

Bank is subject to limited regulation by the Financial Services Authority (UK). Details on the extent of the 
regulation by the Financial Services Authority are available fro m Danske Bank upon request. 

The research reports of Danske Bank are prepared in accordance with the 
rules of ethics and the recommendations of the Danish Securities Dealers Association. 

Conflicts of interes t  

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high -

quality research based on research objectivity and independence. These procedures are documented in Danske 

request that might impair the objectivity and independence of research shall be referred to Research Management 

not report to other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate 
finance or debt capital transactions. 

Financ ial mo dels and /or methodo logy used in th is research report  

Calculations and presentations in this research report are based on standard econometric tools and methodology 

as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 
obtained fro m the authors upon request. 

Risk warn ing  

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 
of relevant assumptions, are stated throughout the text. 

Date of first publication  

See the front page of this research report for the date of first publication. 

 

General disclaimer 
This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for  

informational purposes only. It does not constitute or form part o f, and shall under no circumstances be consid-

ered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. 

financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or 

options, war
 

The research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not 

untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates 

and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation 
any loss of pro fits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as o f the date hereo f. These opinions are subject to change, and Danske Bank does not 

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 
information provided in this research report .  

This research report is not intended for retail customers in the United Kingdom or the United States. 
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole o
written consent. 

 
Disclaimer related to distribution in the United States  
This research report is distributed in the United States by Danske Markets Inc., a U.S . registered broker -dealer 

and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S. Securi-

ties and Exchange Commission. The research report is intended for distribution in the United States solely to 

s defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this 
 

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence 

of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are  

not registered or qualified as research analysts with the NYSE or FINRA but satisfy the app licable requirements 
of a  non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instr u-

ment may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non -U.S. 

financial instruments may entail certain risks. Financial instruments of non -U.S. issuers may not be registered 

with the U.S. Securities and Exchange Commission and may not be subject to  the reporting and auditing stan-
dards of the U.S. Securities and Exchange Commission. 

 

 


