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1. Overview 

1.1. Catalyst 

This profile analyzes the political, economic, social, technological, legal and environmental (PESTLE) structure in 
Iceland. Each of the PESTLE factors is explored in terms of four parameters: current strengths, current challenges, 
future prospects and future risks. 

1.2. Summary 

1.2.1. Key findings 

Improving economic and trade ties with the European Union; however, a dispute over its mackerel 
fishing quota is a concern 

Iceland’s trade and economic agreement with the EU is governed by the European Economic Area (EEA) agreement. 
Furthermore, Iceland intends to continue its current close communication and co-operation with the EU and its 
member states. The country aims to strengthen its ties with Norway and Liechtenstein, focus on strong Nordic 
collaborations and increase bilateral collaboration with European states in various fields such as security, science, 
trade and culture. The total trade in goods with the EU has increased from €4.96bn (US$6.2bn) in 2008 to €7.0bn 
(US$8.24bn) in 2018, highlighting the increasing engagement of the country with its neighboring bloc. Total trade in 
both goods and services increased to €10.6bn (US$12.51bn) in 2018 from €9.1bn (US$10.06bn) in 2016. 

Meanwhile, in September 2018, the International Council for the Exploration of the Sea (ICES) concluded that 
mackerel is being overfished and has set a quota of 770,000 tons for 2019, which is 20% less than the previous year. 
The EU, Norway and Faroe Islands agreed on a deal regarding mackerel fishing and set aside 15% for Iceland and 
Russia who did not join the agreement. Iceland, however, has set a quota of 16.5% of the Total Catch Allowance (TCA) 
for itself in 2019, which is equivalent to 140,000 metric tons. It is imperative for all nations involved in mackerel fishing 
to strike a fair deal between the nations as a lack of it would result in overfishing, the unilateral setting of quota and 
an increase the chances of the extinction of the species. 

Strong tourism potential, but tourism supply shock to affect the economy in 2019  

Iceland is endowed with lagoons, active volcanos, glacial hikes and the Northern lights which attract visitors from all 
around the world. Over the last decade, the tourism sector has experienced strong growth. During 2009–2018, the 
number of foreign visitors grew at an average annual rate of 17.5%, compared to 8.3% growth during 1999–2008. The 
growth in the number of tourist arrivals has provided new jobs, improved tax revenues, and attracted foreign currency 
inflows. This has resulted in strong growth in the tourism sector’s share of foreign exchange earnings. According to the 
Icelandic Tourist Board, tourism’s share of foreign exchange earnings increased from 26.4% in 2013 to 42% in 2017.  

Meanwhile, in March 2019, Wow Air, Iceland’s budget airline, ceased all its operations and cancelled all flights. It 
carried more than a 3 million passengers in 2018 and was one of the drivers of the country’s tourism industry. This 
significantly impacted Iceland’s tourism industry, which is a major contributor to the economy. The collapse of the 
airline poses a significant downside risk to the economy in the form of lower tourism receipts, an increase in the 
unemployment rate and its impact on consumption expenditure. Iceland’s economy, which grew by an average annual 
rate of 5.28% during 2016–2018, is forecast to slow down to 1.7% in 2019, according to MarketLine. According to 
Iceland Statistics, the number of foreign visitors declined at 12.86% during January to July 2019 compared to the 
5.65% growth recorded in 2018. Quarterly GDP numbers also exhibited a slowdown from 3.99% (YoY) in Q4 2018 to 
1.73% (YoY) in Q1 2019. 
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Iceland excels in gender equality, but low social expenditure remains a challenge 

Gender equality plays an important role in Iceland’s social fabric, and greater gender equality in terms of economic 
and educational opportunities increases long-term growth potential and contributes to the better allocation of human 
capital across occupations. Iceland outperformed every other country and continues to hold the top position in the 
‘Global Gender Gap Report 2018’. The country ranked first in 2018, with a score of 0.858. The country has closed 
almost 70% of its gender gap in the political empowerment sub-index. The country also achieved first position in 
terms of political empowerment. 

However, according to the OECD, Iceland’s public social spending as a percentage of GDP in 2018 (16%) was below the 
OECD average of 20.1%. Furthermore, social benefits to households as a percentage of GDP in Iceland were relatively 
low compared to other OECD countries in 2018. Old age pension benefits in Iceland are also lower than other OECD 
countries. The incumbent government should allocate more resources to increase its social expenditure levels. 

The country has high levels of internet access, but the low quantity of scientific production is a 
challenge 

Internet access has increased in Iceland over the years. According to MarketLine, 79% of population had internet 
access in 2002, which increased to 98.4% in 2018. Most internet usage stems from the individual use of smartphones, 
especially for online shopping. The percentage of the population in Iceland with internet access is one of the highest 
among OECD countries. Internet has also become an important medium for individuals and businesses to interact with 
public authorities. 

Scientific products are considered vital for research and innovation. According to the OECD, the quantity of scientific 
production in Iceland was low compared to OECD countries in 2015. The new policy for science and technology (2017–
2019) focuses on strengthening the quality and performance of the country’s universities through increased funding. It 
aims to achieve the OECD average by 2020 and Nordic countries’ average by 2025. 

Conducive business environment; however, high product market regulation poses a challenge to 
investment  

Iceland was ranked as the 11th freest economy, with a score of 77.1 out of 100, by the ‘2019 Index of Economic 
Freedom’ published by the Heritage Foundation and the Wall Street Journal. Iceland is ranked fourth out of 43 
countries in Europe in the 2019 survey. The score indicates a highly conducive environment for business. 

However, according to the Global Competitiveness Report for 2018, product market competitiveness is lower in 
Iceland than most of its other peer nations in Europe. The country has business friendly policies; however, barriers to 
trade and entrepreneurship are high. The country also has a highly regulated electricity sector. The country has to 
make efforts to reduce barriers and increase competition, which would ultimately benefit consumers. 

Iceland is one of the cleanest countries in the world, but ocean acidification and other climate 
change issues pose a serious threat  

Iceland is considered one of the cleanest countries in Europe. The measured ambient concentration of pollutants is far 
below those in other OECD countries. This applies equally to air and water pollution and is the result of low emissions 
due to low population density, a low level of industrialization, a favorable energy supply structure, a low level of crop 
production and limited agrochemical use.  

However, one of the major areas of concern for Iceland at present is the acidification of the ocean. As stated in the 
Climate Change Action Plan (2018–2030) for Iceland, a rapid increase in acidification has been observed in many parts 
of Iceland’s water, which will have a profound impact on the marine eco-system. Another area of concern which has 
to be addressed on a priority basis is controlling global warming. At present, glacier covers 11% of Iceland, which is 
expected to vanish over the next 100-200 years according to scientists. Almost all glaciers are receding in Iceland. In 
August 2019, Iceland held a funeral over the first ever complete loss of a glacier in Western Iceland to climate change. 
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1.2.2. PESTLE highlights 

Political landscape 

 Parliamentary elections were conducted in October 2017, in which the Independence Party won 

16 seats, Left-Green Party won 11 seats and Progressive Party won eight seats. In November 2017, 

Katrin Jakobsdottir of the Left-Green Party became the 28th Prime Minister of Iceland. 

 The EU, Norway and Faroe Islands agreed a deal regarding mackerel fishing and set aside 15% for 

Iceland and Russia who did not join the agreement. Iceland, however, has set a quota of 16.5% of 

the Total Catch Allowance (TCA) for itself in 2019, which is equivalent to 140,000 metric tons. 

Economic landscape 

 The collapse of the country’s main airline poses a significant downside risk to the economy in the 

form of lower tourism receipts, an increase in the unemployment rate and its impact on 

consumption expenditure. Iceland’s economy, which grew by an average annual rate of 5.28% 

during 2016–2018, is forecast to slow down to 1.7% in 2019, according to MarketLine. 

 In 2018, Iceland scored (0.167) higher than the OECD average (0.065), where 0 is open and 1 is 

closed for FDI restrictiveness. FDI restrictiveness in Iceland is higher than in many of its peer 

countries such as Sweden (0.059), Denmark (0.033), Norway (0.085), and Finland (0.019). 

Social landscape 

 According to the OECD, Iceland’s public social spending as a percentage of GDP in 2018 (16%) was 

below the OECD average of 20.1%. 

 In the 2018 UNDP Human Development Index (HDI) report, the country was ranked sixth with a 

score of 0.935 in 2017. Iceland’s score is above both the OECD average of 0.895 and the world 

average of 0.728 and has been categorized under the very high human development category. 

Technological landscape 

 According to MarketLine, 79% of population had internet access in 2002, which increased to 

98.4% in 2018. Most internet usage stems from the individual use of smartphones, especially for 

online shopping. 

 The new policy for science and technology (2017–2019) in Iceland focuses on strengthening the 

quality and performance of the country’s universities through increased funding. It aims to 

achieve the OECD average by 2020 and Nordic countries’ average by 2025. 

Legal landscape 

 Iceland was ranked as the 11th freest economy, with a score of 77.1 out of 100, by the ‘2019 Index 

of Economic Freedom’ published by the Heritage Foundation and the Wall Street Journal. Iceland 

was ranked fourth out of 43 countries in Europe in the 2019 survey. 

 Iceland needs to reduce the number of tax payments (21), which is above the OECD high income 

average of 11.2 payments, according to the World Bank’s 2019 Ease of Doing Business report. 

Environmental landscape 

 In the Environmental Performance Index for 2018, Iceland ranked 114th in terms of methane 
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emissions intensity and 102nd in terms of N2O emissions intensity out of 140 countries. 

 The Icelandic government increased its carbon tax by 50% at the beginning of 2018 and intends to 

increase it by a further 10% by 2019 and another 10% by 2020. 

1.2.3. Key fundamentals 

Table 1: Iceland – Key Fundamentals, 2016–2023f 

Indicators 2016 2017 2018 2019f 2020f 2021f 
 

2022f 
 

2023f 

GDP, constant 2010 prices (US$ bn) 16.77 17.54 18.35 18.66 19.19 19.71 20.21 20.73 

GDP growth rate (%) 6.63 4.60 4.61 1.70 2.85 2.69 2.56 2.56 

GDP, constant 2010 prices, per capita 
(US$) 

49,983.96 51,073.00 52,180.9
6 

52,029.7
0 

52,572.3
9 

53,125.4
3 

53,667.2
7 

54,266.1
8 

Inflation (%) 1.70 1.76 2.68 2.76 2.51 2.47 2.47 2.47 

Exports, total as percentage of GDP 47.64 45.80 46.77 47.29 47.43 48.21 48.77 49.33 

Imports, total as percentage of GDP 43.26 43.90 46.03 44.79 44.96 45.71 45.86 46.14 

Mid-year population, total (millions) 0.34 0.34 0.35 0.36 0.37 0.37 0.38 0.38 

Unemployment rate (%) 3.00 2.80 2.70 3.70 3.80 3.80 3.90 4.00 

Mobile penetration (per 100 people) 120.00 121.77 123.78 125.82 127.90 130.01 132.16 134.34 

 

SOURCE: Country Statistics, MarketLine 
M A R K E T L I N E 
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2. Key Facts and Geographic Location 

2.1. Key facts 

Table 2:  Iceland – Key Facts, 2019 

 

Country and capital  

Full name Republic of Iceland 

Capital city Reykjavik 

  

Government  

Government type Constitutional Republic 

Head of state President Gudni Thorlacius Johannesson 

Head of government Prime Minister Katrín Jakobsdóttir 

  

Population (2018 est.) 0.35 million 

  

Currency Icelandic krona ((SK) 

  
GDP per capita (purchasing power parity) (2018 
est.) $55,415.2 

  

Internet domain .is 

  

Demographic details  

Life expectancy (2018 est.) 83.1 years (total population) 

 80.9 years (men) 

 85.5 years (women) 

  

Ethnic composition (2018 est.) 
Homogeneous mixture of descendants of Norse and 
Celts 81%, population with foreign background 19% 

  

Major religions (2018 est.) 

Evangelical Lutheran Church of Iceland (official) 
67.2%, Roman Catholic 3.9%, Reykjavik Free 
Church 2.8%, Hafnarfjordur Free Church 2%, Asatru 
Association 1.2%, The Independent Congregation 
.9%, other religions 4% (includes Zuist and 
Pentecostal), none 6.7%, other or unspecified 11.3% 

  
Country area 103,000 sq. km 
  
Language  Icelandic, English, Nordic Languages, German 
  
Exports Fish and fish products (42%), aluminum (38%), 

agricultural products, medicinal and medical 
products, ferrosilicon 

  
Imports Machinery and equipment, petroleum products, 

foodstuffs, textiles 
  

SOURCE: CIA - The World Factbook 
M A R K E T L I N E 
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2.2. Geographical location 

Iceland is located in Northern Europe. The island is between the Greenland Sea and the North Atlantic Ocean, to the 
northwest of the UK. 

 

Figure 1: Map of Iceland 

 

SOURCE: CIA-The World Factbook M A R K E T L I N E 
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3. PESTLE Analysis 

3.1. Summary 

Iceland is an island situated in Northern Europe between the Greenland Sea and the North Atlantic Ocean. The 
country achieved independence from Denmark in 1944 and since then has been ruled by a coalition of political 
parties that represent a majority in parliament. The president is the ceremonial head of state and is directly elected 
for a four-year term. The current president is Gudni Thorlacius Johanesson, who won the June 2016 elections with 
39.1% of the total votes polled. The parliamentary elections in October 2017 resulted in the Left-Green party’s Katrín 
Jakobsdóttir becoming the 28th Prime Minister of Iceland. 

The collapse of the budget airline Wow Air in March 2019 and its impact on Iceland’s tourist inflows poses a 
downside risk to the nation’s economic growth in 2019.  

Icelandic society performs well in the Better Life Index, and it has done well in terms of human development. Gender 
equality in Iceland is the highest in the world, with a high female labor force participation rate and tertiary 
enrollment rate. Declining income inequality denotes the country’s progress towards an equitable society. However, 
low social expenditure levels and its aging population remain areas of concern. 

Iceland has always formulated policies to encourage innovation. Internet access is high and e-governance among 
individuals and businesses is quite high. However, the small size of the domestic market and low doctoral graduate 
rates in science and innovation are hindering innovation. 

Iceland was ranked as the 11th freest economy by the ‘Index of Economic Freedom 2019’, published by the Heritage 
Foundation and the Wall Street Journal, and ranked 21st out of 190 economies in the World Bank's Doing Business 
indicators in the same year. The low level of corporate tax and a new reform measure to ease paying taxes are the 
major strengths of Iceland's legal system. However, product market regulations and the tax burden on workers 
require government attention. 

Iceland is one of the best performers in the world at addressing pollution control and natural resource management 
challenges, according to the ‘2018 Environmental Performance Index’ (EPI). Iceland ranked 11th among 180 countries 
in 2018 due to its high scores on environmental public health, controlling greenhouse gas emissions, and 
reforestation. 
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3.2. Political analysis 

3.2.1. Overview 

Iceland’s center-left coalition government, comprising the Social Democratic and Left-Green party, fared very badly 
in the parliamentary elections in April 2013 as the parties lost half of their combined seats. The voters instead 
selected the center-right Independence and Progressive party with Sigmundur David Gunnlaugsson as prime 
minister. The country maintains cordial external relations and has strong defense ties with Nordic countries and 
North Atlantic Treaty Organization (NATO) member states. Iceland became the first European country to sign a free 
trade agreement (FTA) with China in April 2013, which is benefitting the country. Iceland’s policy on Europe aims to 
achieve better representation in the existing European Economic Area (EEA) agreement and greater cooperation 
with other European countries. 

However, the country performs relatively poorly in terms of regulatory quality when compared to other Nordic 
countries such as Denmark and Norway. In April 2016, Sigurdur Ingi Johannsson, the deputy leader of the center-
right Progressive party was made the acting prime minister. This followed the removal of Sigmundur Gunnlaugsson, 
whose wife was accused of having an offshore account. The revelation came to the light as part of the Panama paper 
leaks. In August 2016, Gudni Thorlacius Johannesson became the president after securing 39.1% of the votes in the 
presidential elections held in June 2016. 

In the October 2016 elections, the Independence Party emerged as the majority party with 21 seats, while the 
Progressive party saw its tally decrease to only eight seats. In January 2017, Bjarni Benediktsson of the 
Independence Party became the new prime minister, leading a coalition with the Reform party and Bright Future. 
However, Prime Minister Bjarni Benediktsson's father’s involvement in a scandal in September 2017 led Bright 
Future to withdraw from the coalition. This led to the collapse of the government. Parliamentary elections were 
conducted in October 2017, in which the Independence Party won 16 seats, Left-Green Party won 11 seats and 
Progressive Party won 8 seats. In November 2017, Katrin Jakobsdottir of the Left-Green Party became the 28th 
Prime Minister of Iceland. 

 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

Table 3: Analysis of Iceland’s Political Landscape 

Current strengths Current challenges 

▪ External relations  ▪ Relatively low regulatory quality 

▪ Strong defense relations ▪ Doubts over mackerel agreement 

Future prospects Future risks 

▪ Free trade agreement with China  ▪ Impact of a no deal Brexit 

▪ Improving economic and trade relations with the 
European Union 

  
 

SOURCE: MarketLine M A R K E T L I N E 
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3.2.2. Current strengths 

External relations 

Iceland belongs to the group of Nordic countries and, over the years, it has actively participated in various 
international efforts. In 1946, it became a member of the United Nations, and since then it has actively participated 
in most of the UN’s affiliated agencies. Iceland is a founding member of the Bretton Woods system, the International 
Monetary Fund (IMF) and the International Bank for Reconstruction and Development (The World Bank). It is also 
one of the original members of the Organisation for Economic Cooperation and Development (OECD) and of the 
European Bank for Reconstruction and Development (EBRD). In 1950, it joined the Council of Europe, and since then 
has actively participated in the Organisation for Security and Cooperation since its inception in 1975. The country 
joined the European Free Trade Association (EFTA) in 1970; and, in 1972, it entered into a free trade agreement with 
the European Economic Community. Iceland has enacted bilateral free trade agreements with Greenland, China and 
the Faroe Islands. Strong external relations are beneficial to the country in terms of extending its international 
influence. 

Strong defense relations 

Iceland maintains close ties with Nordic countries, the US, and NATO member states. Since 1994, Iceland’s national 
defense budget has focused on peacekeeping efforts across the world, and the country has been an active member 
of the United Nations Peacekeeping Committee since 1997. The Iceland Crisis Response Unit (ICRU), which was 
created in 2001, has been an active participant in international peacekeeping operations. The ICRU chooses 
professionals from different fields, including medicine and engineering, for training and deployment to crisis-prone 
areas overseas. One of the most prominent functions of the ICRU is airport administration, and the group has shown 
its expertise in this field by successfully managing the Pristina airport in Kosovo in 2003 and Kabul airport during 
2004–2005. The country’s strong relations with the US have been instrumental in bringing advanced defense 
technologies into the country. In 2007, Norway and Iceland signed an agreement covering the surveillance and 
military defense of Icelandic air space and its economic zone. In June 2016, Iceland and the US signed a joint 
agreement on the subject of cooperation in defense. 

3.2.3. Current challenges 

Relatively low regulatory quality 

Iceland ranked in the 90.38 percentile on regulatory quality in 2017. Regulatory quality measures the ability of the 
government to formulate and implement sound policies and regulations that permit and promote private sector 
development. Denmark's percentile ranking (92.31) was higher than Iceland’s. Iceland’s ranking was also lower than 
other Nordic countries in terms of regulatory quality in 2017. The Icelandic government has to do a lot more to 
improve regulatory quality to bridge the gap to its Nordic peers. 
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Figure 2: Regulatory Quality, 2017 

 

 

SOURCE: The World Bank M A R K E T L I N E 

 

3.2.4. Current challenges 

Doubts over mackerel agreement 

On March 12, 2014, a five-year arrangement for mackerel fishing was reached between the European Union (EU), 
Faroe Islands and Norway. The arrangement leaves the provision for another coastal state to join at a later stage, 
and it includes a number of crucial principles such as commitments to sustainable fisheries, sharing between the 
parties, and establishing a new long-term management plan in 2014, according to the advice of the International 
Council for the Exploration of the Sea (ICES). According to the new agreement in 2016, around 895,900 tons was the 
quota for mackerel fishing in 2016. The Faroe Islands received 12.6% of total allowable catch (TAC) while the EU and 
Norway shared 71.8%. Around 15.6% was set aside for Icelandic and Russian catches. 

In 2017, the EU28, Norway, the Faroe Islands and Iceland agreed to cut the herring quota for 2018 to 435,000 tons. 
This is above the ICES recommendation of 384,000 tons, but around 33% lower than the 2017 quota. The mackerel 
quota has also been reduced by 20% to 816,797 tons. After a total ban on capelin fishing in the Barents Sea, the 
Russian Federation and Norway have agreed to reopen the fishery at Barents Sea with a quota of 205,000 tons for 
2018. Although there was quota set by the ICES for mackerel fishing in 2018, none of countries followed that and 
had set their own quota due to which total mackerel fishing was more than one million tons in 2018.  

In September 2018, the International Council for the Exploration of the Sea (ICES) concluded that mackerel is being 
overfished and has set a quota of 770,000 tons for 2019, which is 20% less than the previous year. The EU, Norway 
and Faroe Islands agreed on a deal regarding mackerel fishing and set aside 15% for Iceland and Russia who did not 
join the agreement. Iceland, however, has set a quota of 16.5% of the Total Catch Allowance (TCA) for itself in 2019, 
which is equivalent to 140,000 metric tons. It is imperative for all nations involved in mackerel fishing to strike a fair 
deal between the nations as a lack of it would result in overfishing, the unilateral setting of quota and an increase 
the chances of the extinction of the species. 
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3.2.5. Future prospects 

Free trade agreement with China 

On July 1, 2014, the free trade agreement between Iceland and China came into force. The two countries began 
negotiating in 2006, but further talks were suspended in 2009 when Iceland tried to join the European Union (EU). In 
2012, talks regarding the FTA resumed and after six rounds of negotiations, in April 2013, Iceland became the first 
European country to sign a FTA with China. Former Prime Minister Johanna Siguroardottir signed the agreement 
during an official visit to China. According to ex-foreign Minister Gunnar Bragi Sveinsson, the FTA is expected to 
ensure a strong relationship between the countries in a number of areas and will create business opportunities. 

The main aim is to promote trade by abolishing tariffs on imports, and the FTA covers trade in goods and services, 
intellectual property rights, trade facilitation competition and investment. The FTA also promotes cooperation in a 
number of areas such as labor and environment. The functioning of the FTA is expected to be supervised by a joint 
free trade commission. Over the past few years, Iceland’s trade with China has increased rapidly, and China became 
its second largest import partner in 2018, accounting for 8.9% of its total imports, according to the International 
Trade Center (ITC). During 2014–2018, total trade between both the nations increased by 88.1%. Considerable 
growth in trade and services between the two countries has also occurred. 

In March 2018, Iceland signed a deal with China to provide it with the technology it needs to deliver clean, 
geothermal heat. This agreement is expected to affect up to 15 million people in Xiong’an, China. The heat produced 
from the Earth’s core does not pollute the environment and is also inexpensive to harness. With more than 100 
volcanoes, Iceland has become world leader in geothermal technology. 

 

Figure 3: Total Trade Between Iceland and China (US$ Million), 2009-2018 

 

 

SOURCE: International Trade Center (ITC) M A R K E T L I N E 
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Improving economic and trade relations with the European Union (EU) 

Iceland’s trade and economic agreement with the EU is governed by the European Economic Area (EEA) agreement. 
Furthermore, Iceland intends to continue its current close communication and co-operation with the EU and its 
member states. The country aims to strengthen its ties with Norway and Liechtenstein, focus on strong Nordic 
collaborations and increase bilateral collaboration with European states in various fields such as security, science, 
trade and culture. The total trade in goods with the EU has increased from €4.96bn (US$6.2bn) in 2008 to €7.0bn 
(US$8.24bn) in 2018, highlighting the increasing engagement of the country with its neighboring bloc. Total trade in 
both goods and services increased to €10.6bn (US$12.51bn) in 2018 from €9.1bn (US$10.06bn) in 2016. 

 

Figure 4: Total Trade (Good and Services) of Iceland and the EU (EUR Billion), 2016–2018 

 

SOURCE: International Trade Center (ITC) M A R K E T L I N E 

3.2.6. Future risks 

Impact of a no-deal Brexit 

The UK parliament decided not to ratify any of the Brexit packages Theresa May put forward in 2019, which resulted 
in her resignation on June 7, 2019. In July 2019, Boris Johnson took over from Theresa May and became the new 
prime minister of the UK. The new prime minister has promised a ‘do or die’ approach to leaving the EU within the 
scheduled date of October 31, 2019. In August 2019, the British prime minister announced that he would be 
suspending parliament for five weeks starting on September 10, 2019. This means that opposition parties have even 
less time to block a no-deal Brexit before October 31, 2019. According to a study by Bertlesmann Stiftung, an 
independent foundation based out of Germany, a no-deal Brexit is expected to cost each Icelander US$107-180 per 
year. It had also assessed that, in the case of a no-deal Brexit, Iceland’s economic losses would amount to 0.3% drop 
in its GDP. According to the Ministry of Foreign Affairs of Iceland, the country has been trying hard to secure an 
agreement with the UK’s authorities for the continuation of trade, aviation and the right to residency.  
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3.3. Economic analysis 

3.3.1. Overview 

The Icelandic economy witnessed financial meltdown after the implosion of its banking sector in 2008. However, 
strict capital control measures prevented further flight of the krona and helped the economy to recover. Compared 
to other peripheral European countries, Iceland’s economy performed well in 2018, registering GDP growth of 
4.61%. However, the collapse of the budget airline Wow Air in March 2019, and its impact on the tourism sector, 
significantly impacted the nation’s economic activity in the first seven months of 2019. MarketLine forecasts that 
economic growth will slow down to 1.7% in 2019.  

 

Table 4:  Analysis of Iceland’s Economic Landscape  

Current strengths Current challenges 

▪ Competitive incentives and ease of doing business 
▪ Steep wage increases have exceeded 
productivity growth 

▪ Strong tourism potential ▪ Russia extends Iceland embargo 

 ▪ Investment and service trade restrictiveness 

Future prospects Future risks 

▪ Improving current account position ▪ Wage negotiations 

▪ Fiscal policy   
 

SOURCE: MarketLine M A R K E T L I N E 

3.3.2. Current strengths 

Competitive incentives and ease of doing business 

The Icelandic government provides various business incentives, has a relatively low corporate tax rate and is 
endowed with land and green energy at competitive prices. According to Act 41/2015, on Incentives for Initial 
Investments in Iceland, which applies to all areas in Iceland except the capital region, authorizes the companies to fix 
an income tax ceiling of 15% for 10 years and reduce the rate of property tax and social security charge by 50%. The 
incentives also include the exemption of custom duties and duties for construction material, machinery and 
equipment, and other capital goods. 

On various parameters of doing business, including the time taken for getting electricity, dealing with construction 
permits, registering property, paying taxes, enforcing contracts and resolving insolvency, as mentioned in the below 
table, Iceland performed better than the OECD high income average in 2019. A number of reforms have been 
initiated by the Icelandic government over the last eight years to make the economy more investor friendly. In 2012, 
paying taxes was made less costly by abolishing a tax and the protection of minority investors was strengthened 
through the introduction of new approval requirements. In 2015, faster online procedures were introduced which 
made starting a business easier.  



 

PESTLE Country Analysis Report: Iceland     ML00002-050/Published 09/2019 

© MarketLine. This report is a licensed product and is not to be photocopied Page 23 

 

Figure 5:  Doing Business in Iceland, 2019  

 

SOURCE: The World Bank M A R K E T L I N E 

 

Strong tourism potential  

Iceland is endowed with lagoons, active volcanos, glacial hikes and the Northern lights which attract visitors from all 
around the world. Over the last decade, the tourism sector has experienced strong growth. During 2009–2018, the 
number of foreign visitors grew at an average annual rate of 17.5%, compared to 8.3% growth during 1999–2008. 
The growth in the number of tourist arrivals has provided new jobs, improved tax revenues, and attracted foreign 
currency inflows. This has resulted in strong growth in the tourism sector’s share of foreign exchange earnings. 
According to the Icelandic Tourist Board, tourism’s share of foreign exchange earnings increased from 26.4% in 2013 
to 42% in 2017.  

Doing Business Parameters (2019) Iceland OECD High Income Average 

Paid-in min. Capital for Starting a Business (% of 

Income per Capita) 
6.7 8.6

Dealing with Construction Permits (Days) 84 153.1

Getting Electricity (Days) 22 77.2

Registering Property (Days) 3.5 20.1

Time Required for Paying Taxes (Hours per Year) 140 159.4

Enforcing Contracts (Days) 417 582.4

Resolving Insolvency (Years) 1 1.7
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Figure 6: Number of Foreign Visitors (Millions), 2009–2018 

 

SOURCE: Iceland Tourist Board M A R K E T L I N E 

 

Figure 7: Tourism’s Share of the Total Export of Goods and Services, 2013–2017 

 

SOURCE: Iceland Tourist Board M A R K E T L I N E 
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Solid real estate market 

Amidst improving economic conditions, Iceland’s property market remained strong in 2015. The real estate market 
has recovered from the economic crisis. According to the 2017 Financial Stability Report (FSR) published by the 
country’s central bank, real estate companies’ arrears fell as real estate market turnover and property prices surged. 
In 2017, Iceland’s real house price index increased by 19.5% compared to 2016. The rise in house prices is strongly 
correlated with economic fundamentals, such as robust economic growth, declining unemployment, falling debt 
levels, and growing purchasing power. In comparison to many of its peers, Iceland does not stand out as a relatively 
overpriced real estate market. 

According to the ‘Financial Stability 2018 Report’, Iceland’s commercial real estate market is growing, with credit 
growth and prices increasing faster than corporate earnings, product prices, and building costs. Risks related to 
commercial housing are expected to increase even though improving prices have had a positive impact on loan-to-
value (LTV) ratios. However, there are indications that risk is accumulating more slowly, risk awareness is higher, and 
price increases are less credit-driven than in the last period of strong growth. 

In the ‘Financial Stability 2019 Report’, housing market turnover rose by 3.8% in 2018, with a rise in the number of 
newly constructed homes, purchase agreements and the number of flats sold. Residential housing prices in the 
capital region remained unchanged over the previous year in 2018, following a steep rise in 2016 and 2017, whereas 
prices in regional Iceland rose by 5.2% Y-o-Y in 2018. The price in the commercial real estate market has been 
growing for the last five years at an average of 15%; in 2018, it rose by 18% in real terms. Commercial property stock 
in Iceland grew at an average of 1.1% per year during 2011–2018.  

3.3.3. Current challenges 

Supply shock to tourism to affect the Icelandic economy 

In March 2019, Wow Air, Iceland’s budget airline, ceased all its operations and cancelled all flights. It carried more 
than a 3 million passengers in 2018 and was one of the drivers of the country’s tourism industry. This significantly 
impacted Iceland’s tourism industry, which is a major contributor to the economy. The collapse of the airline poses a 
significant downside risk to the economy in the form of lower tourism receipts, an increase in the unemployment 
rate and its impact on consumption expenditure. Iceland’s economy, which grew by an average annual rate of 5.28% 
during 2016–2018, is forecast to slow down to 1.7% in 2019, according to MarketLine. According to Iceland Statistics, 
the number of foreign visitors declined at 12.86% during January to July 2019 compared to the 5.65% growth 
recorded in 2018. Quarterly GDP numbers also exhibited a slowdown from 3.99% (YoY) in Q4 2018 to 1.73% (YoY) in 
Q1 2019. 
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Figure 8: Foreign Visitors Growth Rate (2015M1 to 2019M7) and Real GDP Growth Rate, 
(2015Q1 to 2019Q1) 

 

SOURCE: Iceland Tourist Board M A R K E T L I N E 

 

Steep wage increases have exceeded productivity growth 

Iceland has high living standards, high inclusiveness, low poverty, and one of the most sustainable pension systems. 
In the past, social pacts have helped low paid workers during crises, and in instances helped to fight inflation. 
However, recent disruptive strikes and high wages have increased inflationary pressures and threatened 
international competitiveness, specifically during slow productivity times. Increasing trust among the social partners 
and growing wage co-ordination is expected to make collective bargaining more effective and help sustain the 
advantages of the system for future generations. 
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Figure 9: Growth in Labor Productivity and Wages, 2010–2018 

 

SOURCE: OECD M A R K E T L I N E 

 

Russia extends Iceland embargo 

In July 2017, the Russian government extended its ban on importing food from various Western countries in 
retaliation to sanctions against Russia for their actions in the Ukraine. Russia extended the ban until the end of 2018. 
Iceland was added to the ban list in August 2016, along with other countries which include the US, EU countries, 
Canada, Norway, Ukraine, Albania, Australia, Montenegro and Liechtenstein. In August 2019, Russia extended the 
ban of imports of food products until December 31, 2020. Russia was one of the major export destinations of the 
Icelandic fish industry and the trade ban has significantly affected bilateral trade between both the nations. 

Investment and service trade restrictiveness 

The services trade restrictiveness index shows that restrictions in a large number of sectors are more stringent than 
that of the OECD. The restrictions on the movement of people are amongst the most notable, and can act as a 
barrier to entrepreneurship. Competition can be boosted by opening up the country towards trade. The trade 
agreement with China was a welcome step. According to the latest index, trade in accounting, air transport and 
maritime transport is one of the lowest among the OECD nations. 

In 2018, Iceland scored (0.167) higher than the OECD average (0.065), where 0 is open and 1 is closed for FDI 
restrictiveness. FDI restrictiveness in Iceland is higher than in many of its peer countries such as Sweden (0.059), 
Denmark (0.033), Norway (0.085), and Finland (0.019). 
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Figure 10: FDI Restrictiveness, 2018 

 

SOURCE: OECD M A R K E T L I N E 

 

3.3.4. Future prospects 

Improving current account position 

In 2013, Iceland’s current account balance recorded a surplus for the first time since 2002. According to the OECD, 
the current account deficit reached a peak of 22.6% of GDP in 2008. A sharp currency depreciation and the reduced 
cost of production increased the country’s export competitiveness, which has resulted in an improving current 
account balance since 2009. Increasing current account surplus is a good sign for the economy, and the balance has 
increased from a deficit of 13.97% in 2007 to a surplus of 2.93% in 2018, according to the OECD. In Q1 2019, the 
current account surplus was 7.23% of GDP, which is a significant increase from the previous quarter (3.8% of GDP) 
and is much higher than the OECD average of 0.16% of GDP and EU average of 1.17% of GDP in Q1 2019. 
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Figure 11: Current Account Balance (% of GDP), Q32014–Q12019 

 

SOURCE: OECD M A R K E T L I N E 

 

Fiscal Policy 

The country’s fiscal consolidation plan has brought government finances back to a sustainable path, which is 
supporting economic growth. A number of steps have been taken to improve government finances, such as lowering 
taxes for both households and the corporate sector in 2013, which increased purchasing power and created a better 
environment for investment. A primary surplus was achieved in 2012, and an overall budget surplus was achieved in 
2014. 

In September 2011, the parliament passed a new local government act to tighten budget procedures and improve its 
fiscal position. The act introduced two fiscal rules: local government and direct subsidiaries’ expenditures were not 
to exceed regular revenues in any three-year period; and combined debt and liabilities should not exceed 150% of 
regular revenues. These measures have helped local government debt to fall. 

A new organic budget law has been proposed, which is currently under discussion in parliament and is expected to 
bring a dramatic change to fiscal policy implementation. This proposal involves strategy formulation for the longer 
term, and explicit fiscal rules and planning for the entire public sector rather than just the treasury, which will 
strengthen public sector finances. These reforms have improved the integration of economic policy and allowed 
fiscal policy to support monetary policy more effectively, which will help the economy in the long run. As a result, 
the budget deficit was reduced from 12.9% of GDP in 2008 to 0.8% in 2015, and a surplus thereafter at an average of 
4.67% of GDP during 2016–2018, according to MarketLine. 

3.3.5. Future risks 

Wage negotiations 

The labor market has improved significantly since the 2008 crisis; however, labor unrest is looming. Although the 
unemployment rate fell to 3% in 2016, from its peak of 7.6% in 2010, the declining trend of unemployment will be 
reversed if wages increase further, according to MarketLine. In Iceland, most of the labor force is a part of labor 
unions, and wage negotiations are centralized. Some of these wage contracts have expired recently and the 
upcoming wage negotiations need to be considered carefully because the current strong macroeconomic trend 
requires private sector income to rise continuously. 
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Real wage change has increased at an average annual rate of 6.4% over the last five years (2014–2018) compared to 
an average decline of 1.3% during 2009–2013. Increasing wages can fuel inflation, which can hamper economic 
growth. It can also lead to increased unemployment as labor costs increase further, which impedes the recovery of 
the labor market. Labor unions are threatening to strike if negotiating parties fail to reach a collective agreement. In 
February 2019, a negotiation between the Icelandic Labor Union and the government broke down. This was followed 
by a series of strikes by the bus drivers, hotel workers and other workers in the tourism sector. 

 

Figure 12: Real Wage Change (Annual), 2008–2018 

 

SOURCE: Central Bank of Iceland M A R K E T L I N E 
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3.4. Social analysis 

3.4.1. Overview 

Icelandic society is supported by a strong healthcare and pension system. However, the country is facing the 
challenge of an aging population. Declining income inequality is a positive for the country. 

 

Table 5: Analysis of Iceland’s Social Landscape 

Current strengths Current challenges 

▪ Good performance in terms of measures of well 
being 

▪ Low social expenditure levels 

▪ Gender equality   

Future prospects Future risks 

▪ Declining income inequality ▪ Aging population 
 

SOURCE: MarketLine M A R K E T L I N E 

3.4.2. Current strengths 

Good performance in terms of measures of well being 

According to the OECD, Iceland’s ranking in the Better Life Index shows that it performs well in terms of many 
measures of well-being. Factors contributing to Iceland’s reduction of inequality are a high statutory minimum wage 
and family welfare policies. Another factor is the country’s provisions with respect to social protection. The major 
components of Iceland’s social security system are unemployment benefits, disability income, worker’s 
compensation, family benefits, and state housing schemes. The country also performs well in the human 
development index. In the 2018 UNDP Human Development Index (HDI) report, the country was ranked sixth with a 
score of 0.935 in 2017. Iceland’s score is above both the OECD average of 0.895 and the world average of 0.728 and 
has been categorized under the very high human development category. 

3.4.3. Gender equality 

Gender equality plays an important role in Iceland’s social fabric, and greater gender equality in terms of economic 
and educational opportunities increases long-term growth potential and contributes to the better allocation of 
human capital across occupations. Iceland outperformed every other country and continues to hold the top position 
in the ‘Global Gender Gap Report 2018’. The country ranked first in 2018, with a score of 0.858. The country has 
closed almost 70% of its gender gap in the political empowerment sub-index. The country also achieved first position 
in terms of political empowerment. 

Over the years, Iceland has implemented policies and laws to close the gender gap. This began with women getting 
the same inheritance rights as men in 1850, and progress continued in the 21st century. In 2011, a law that 
authorizes the removal of a perpetrator under suspicion of domestic violence from the home was approved. In 2018, 
the country had the highest female labor force participation rate (84.5%) among OECD countries. Furthermore, with 
high levels of expenditure on childcare and out-of-school care, female participation in the labor market is expected 
to increase further. In January 2018, a new gender parity law came into effect. This requires public and private 
companies with more than 25 employees to pay men and women equally. Businesses that fail to do so are subject to 
fines. 
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Figure 13: Female Labor Participation Rate, 2018 

 

SOURCE: OECD M A R K E T L I N E 

 

3.4.4. Current challenges 

Low social expenditure levels 

Government social expenditure can take various forms of cash benefits, including old age pensions. According to the 
OECD, Iceland’s public social spending as a percentage of GDP in 2018 (16%) was below the OECD average of 20.1%. 
Furthermore, social benefits to households as a percentage of GDP in Iceland were relatively low compared to other 
OECD countries in 2018. Old age pension benefits in Iceland are also lower than other OECD countries. The 
incumbent government should allocate more resources to increase its social expenditure levels. 
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Figure 14: Public Social Expenditure (% of GDP), 2018 

 

SOURCE: OECD M A R K E T L I N E 

3.4.5. Future prospects 

Declining income inequality 

The collapse of Iceland’s banking sector (2008–2011) led to the adoption of stringent austerity measures by the 
center-left government. Consequently, the contribution of the tax/transfer system in reducing income inequality in 
Iceland moved closer to the OECD average. Inequality in disposable incomes has declined to levels on par with other 
Nordic countries. Iceland’s poverty rate is lower than other Nordic countries. Declining income inequality indicates 
progress towards an equitable society. The Gini coefficient in 2017 was 0.26, which was one of the lowest among the 
other OECD countries in the same year. 
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Figure 15: Gini Index, 2017 or Latest Available Data 

  

SOURCE: OECD M A R K E T L I N E 

 

3.4.6. Future risks 

Aging population 

Iceland, like many other countries, will face the problem of aging population. According to the OECD, the population 
in Iceland aged 65 and over is increasing. Although the ratio of the inactive population aged 65 and over to the labor 
force is relatively low compared to other OECD countries, the number of elderly people is still on the rise. With the 
country's older population increasing every year, the cost of social welfare will rise, which could have serious 
implications for the country’s finances and economic activity. 
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Figure 16: Old Age Dependency Ratio, 1950, 1975, 2000, 2015, 2025, 2050, 2075 

  

SOURCE: OECD M A R K E T L I N E 
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3.5. Technological analysis 

3.5.1. Overview 

Iceland has always formulated policies to encourage innovation. Internet access is widespread and e-governance 
among individuals and businesses is quite high. However, the small size of the domestic market and low doctoral 
graduate rates in science and innovation hinder the process of innovation. Iceland’s average internet connection 
speed is low and the cost of access to broadband is high. The government needs to undertake measures to improve 
the speed and reduce the cost of broadband. 

 

Table 6: Analysis of Iceland’s Technology Landscape 

Current strengths Current challenges 

▪ Increasing internet access ▪ Small domestic market 

  ▪ Low quantity of scientific production 

Future prospects Future risks 

▪ Government support for science and technology ▪ Fragmentation of research 

  
▪ Declining contribution of business enterprises 
towards innovation 

 

SOURCE: MarketLine M A R K E T L I N E 

3.5.2. Current strengths 

Increasing internet access 

Internet access has increased in Iceland over the years. According to MarketLine, 79% of population had internet 
access in 2002, which increased to 98.4% in 2018. Most internet usage stems from the individual use of 
smartphones, especially for online shopping. The percentage of the population in Iceland with internet access is one 
of the highest among OECD countries. Internet has also become an important medium for individuals and businesses 
to interact with public authorities. 

3.5.3. Current challenges 

Small domestic market 

The country's relatively small size has hindered its progress in terms of scientific development. With a population of 
around 351,608 in 2018, and limited financial resources, Iceland is a very small player on the global science and 
technology stage and lacks the resources to undertake important research on a large scale. Iceland relies on a small 
number of companies, most of which are foreign owned. Various policies have been adopted to decrease the flow to 
urban areas and to strengthen regional innovation, but these have met with little success. 

Low quantity of scientific production 

Scientific products are considered vital for research and innovation. According to the OECD, the quantity of scientific 
production in Iceland was low compared to OECD countries in 2015. The new policy for science and technology 
(2017–2019) focuses on strengthening the quality and performance of the country’s universities through increased 
funding. It aims to achieve the OECD average by 2020 and Nordic countries’ average by 2025. 
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Figure 17: Quantity and Quality of Scientific Production (Publications in Thousands), 2015 

 
SOURCE: OECD M A R K E T L I N E 

3.5.4. Future prospects 

Government support for science and technology 

In January 2011, Iceland released a policy document, Iceland 2020, outlining a new set of research policy goals. The 
policy aims to allocate 4% of GDP to R&D by 2020. In November 2013, a new policy for the Science and Technology 
Policy Council (STPC) was adopted, which proposed that 3% of GDP be allocated to science and innovation by 2016. 
The increasing R&D investment has improved international co-operation and employment opportunities and 
increased the export of goods and services based on the knowledge economy. In May 2017, a new Science and 
Technology policy was introduced for 2017–2019. Iceland has also been associated with the EU Research and 
Innovation program Horizon 2020, along with Norway, since 2014. 

3.5.5. Future risks 

Fragmentation of research 

The small size of the economy and domestic market is leading to the fragmentation of research in Iceland. In a small 
market, research organizations require synergized efforts to maximize scale. However, the fragmentation of research 
activities and funding is hampering the R&D needed to develop advanced technology. In a move to address this, the 
Nordic Volcanological Institute and the Geology and Geophysics Department of the University of Iceland Science 
Institute merged in 2006 to form the Institute of Earth Sciences, focusing on scaled-up research activity. 
Nevertheless, the fragmentation of R&D is leading to a decrease in multidisciplinary and interdisciplinary research. 

Declining contribution of business enterprises towards innovation 

Private business enterprises are known to be effective at undertaking investments for innovation. Therefore, 
business enterprise expenditure on research and development (BERD) plays an important role in driving innovation 
and economic growth. BERD includes R&D activities that are carried out in the business sector by firms and 
institutes. Such activities are independent of the origin of funding and are closely linked to the creation of new 
products and techniques. According to the OECD, business enterprise expenditure on R&D as a percentage of GDP in 
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Iceland was below the OECD average. Collaboration is also considered an important source of innovation related 
knowledge flows. According to the OECD, the number of firms collaborating with suppliers and clients by firm size is 
low. The government needs to provide more incentives to increase business participation in innovation. 

 

Figure 18: Business Enterprise Expenditure on R&D (% of GDP), 2005 and 2015 

 
SOURCE: OECD 

Note: Data for Switzerland (2004, 2015), Ireland (2014), Australia 

(2004, 2013), South Africa (2013), and Chile 

(2007, 2015) 
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3.6. Legal analysis 

3.6.1. Overview 

Iceland was ranked the 11th freest economy by the 2019 Index of Economic Freedom published by the Heritage 
Foundation and the Wall Street Journal and ranked 21st out of 190 economies in the World Bank's Doing Business 
indicators for the same year. The low level of corporate tax and a new reform measure to make paying taxes easier 
are the major strengths of Iceland's legal system. However, product market regulations and the tax burden on 
workers need government attention. 

 

Table 7: Analysis of Iceland’s Legal Landscape 

Current strengths Current challenges 

▪ Conducive business environment ▪ Product market competitiveness 

▪ Regulatory efficiency   

Future prospects Future risks 

▪ Ease of paying taxes ▪ Tax burden on workers 
 

SOURCE: MarketLine M A R K E T L I N E 

3.6.2. Current strengths 

Conducive business environment 

Iceland was ranked as the 11th freest economy, with a score of 77.1 out of 100, by the ‘2019 Index of Economic 
Freedom’ published by the Heritage Foundation and the Wall Street Journal. Iceland is ranked fourth out of 43 
countries in Europe in the 2019 survey. The score indicates a highly conducive environment for business. The country 
ranks high in terms of business, trade and monetary freedom, property rights and freedom from corruption, but 
does not score as highly in terms of financial freedom, government spending and labor freedom. In the World Bank's 
Doing Business report for 2018, the country ranked 21st out of 190 economies. Iceland has done reasonably well in 
terms of providing an amiable business environment. 

Regulatory efficiency 

The regulatory environment remains very efficient and competitive. To withstand the periodic occurrence of 
financial crises, the government had proposed a sovereign monetary system through which the government will 
funnel the money supply in proportion to growth, which is consistent with the inflation target. According to the 
Global Competitiveness Report for 2018, Iceland ranked 10th out of 140 countries in terms of the efficiency of its 
legal framework when challenging regulations. In terms of the World Bank’s regulatory quality parameter, Iceland 
scored in the 90.39 percentile in 2017. 

3.6.3. Current challenges 

Product market competitiveness 

Product market indicators are a set of metrics that measure the extent to which policies framed by the government 
promote or inhibit competition in areas where competition is possible. According to the Global Competitiveness 
Report for 2018, product market competitiveness is lower in Iceland than most of its other peer nations in Europe. 
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The country has business friendly policies; however, barriers to trade and entrepreneurship are high. The country 
also has a highly regulated electricity sector. The country has to make efforts to reduce barriers and increase 
competition, which would ultimately benefit consumers. Thus, it is essential to ensure competitive regulation to 
maintain a healthy business environment. 

 

Figure 19: Product Market Competitiveness, 2018 

 

SOURCE: Global Competitiveness Report, WEF M A R K E T L I N E 

 

3.6.4. Future prospects 

Ease of paying taxes 

Ease of paying taxes is crucial for an economy. In economies where paying tax is more difficult and costly, a sizeable 
portion of economic activity ends up in the informal sector, where businesses pay no taxes. Over the years, Iceland 
has undertaken various measures to ease the process of paying taxes. However, the country needs to reduce the 
number of tax payments (21), which is above the OECD high income average of 11.2 payments, according to the 
World Bank’s 2019 Ease of Doing Business report. 

3.6.5. Future risks 

Tax burden on workers 

The OECD uses the tax wedge to gauge the impact of a country’s tax burden on workers. The tax wedge is defined as 
a measure of the differences between labor costs to the employer and the corresponding net take-home pay of the 
employee. In Iceland, the average single worker faced a tax wedge of 33.2% in 2018. However, the tax burden for 
the single average worker has increased from 28.8% in 2000 to 33.2% in 2018, whereas the OECD average 
decreased. The tax wedge for an average married worker with two children stood at 21.53% in 2018. The high tax 
burden may affect domestic consumption. 
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3.7. Environmental analysis 

3.7.1. Overview 

Iceland is considered one of the cleanest countries in the world, with some of the lowest levels of pollution and 
emissions. Furthermore, new policies have been set to reduce greenhouse gas (GHG) emissions and control climate 
change. However, increasing energy intensity remains an area of concern. 

 

Table 8: Analysis of Iceland’s Environmental Landscape 

Current strengths Current challenges 

▪ Low level of pollution ▪ Greenhouse gas emissions 

▪ Effective management of environmental issues 
▪ Ocean acidification and other climate change 
issues 

▪ International co-operation   

▪ Robust performance on environmental parameters   

Future prospects Future risks 

▪ Climate Change Action Plan for 2018–2030 ▪ Inefficient energy use 

▪ Increase in carbon tax  
 

SOURCE: MarketLine M A R K E T L I N E 

3.7.2. Current strengths 

Low level of pollution 

Iceland is considered one of the cleanest countries in Europe. The measured ambient concentration of pollutants is 
far below those in other OECD countries. This applies equally to air and water pollution and is the result of low 
emissions due to low population density (only 3.51 persons per square kilometer of land area as of 2018, according 
to MarketLine, on an island of 103,000 sq. km), low levels of industrialization, a favorable energy supply structure, 
low crop production, and the limited use of agrochemicals. The low level of pollution has helped the country to 
maintain exemplary environmental standards. Iceland is one of the world leaders in addressing pollution control and 
natural resource management challenges. According to the ‘2018 Environmental Performance Index’ (EPI), Iceland 
ranked first out of 180 countries in the parameter of PM2.5 exposure, drinking water, sanitation, and CO2 Emissions 
Intensity – Power.  

Effective management of environmental issues 

The Icelandic Ministry of Environment, founded in 1990, formulates and enforces environment-related policies. 
Since the inception of the ministry, environment-related legislation has been re-examined in order to make it 
consistent with the principle of sustainable development. The ministry has responsibility for supervising affairs 
related to nature, including the protection of animals, conservation and outdoor recreation, pollution prevention, 
and the hunting of wild animals. Over the years, the ministry has initiated several acts in order to ensure proper 
environmental protection and conservation. Notable among them are the Conservation Act (1999), the Act on 
Hygiene and Pollution Prevention (1998), the Planning and Settlement Act (1997), and others. With different 
departments under the ministry responsible for different issues, sound policies are yielding effective management of 
environmental issues. 
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International cooperation 

Iceland has formulated policies to enhance environmental protection and conservation. The country’s policies are 
deeply influenced by its international environmental obligations. Iceland’s membership of the European Economic 
Area (EEA) in 1994 committed it to conform to EU environmental legislation in the fields of waste management, 
pollution control, water quality, and toxic and hazardous chemicals. Conventions, such as the Bern Convention on 
the Conservation of European Wildlife and Natural Habitats, and the Natura 2000 and Emerald Networks have had 
an important impact on Icelandic environmental legislation. The country is a party to more than 20 international and 
regional environmental conventions. Important global conventions include the UN Framework Convention on 
Climate Change, the Convention to Combat Desertification, the Ramsar Convention, the Montreal Protocol and the 
Stockholm Convention. An important regional convention is the Convention for the Protection of the Marine 
Environment of the North-East-Atlantic. The convention was initially focused on pollution prevention, but it now 
includes the protection of marine habitats, according to the European Environmental Agency. The Paris Agreement 
of 2015 aims to limit the average increase in the Earth’s atmospheric temperature to 1.5 degree Celsius from the 
reference level. Such international cooperation is helping Iceland to pursue environment friendly policies. 

3.7.3. Current challenges 

Greenhouse gas emissions  

Greenhouse gas emissions in Iceland are one of the highest among OECD nations. Although it has declined from 
2007 onwards, it is still at a much higher level compared to other peer nations. In the Environmental Performance 
Index for 2018, Iceland ranked 114th in terms of methane emissions intensity and 102nd in terms of N2O emissions 
intensity out of 140 countries. However, recent measures adopted by the Icelandic government as part of the 
Climate Change Action Plan (2018–2030) for a greener economy are expected to reduce greenhouse emissions over 
the medium term.  

 

Figure 20: Greenhouse Gas Emissions per Capita (Kilogram per Capita, Thousands), 2007 and 
2017 

 

SOURCE: OECD M A R K E T L I N E 
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Ocean acidification and other climate change issues 

One of the major areas of concern for Iceland at present is the acidification of the ocean. As stated in the Climate 
Change Action Plan (2018–2030) for Iceland, a rapid increase in acidification has been observed in many parts of 
Iceland’s water, which will have a profound impact on the marine eco-system. Another area of concern which has to 
be addressed on a priority basis is controlling global warming. At present, glacier covers 11% of Iceland, which is 
expected to vanish over the next 100-200 years according to scientists. Almost all glaciers are receding in Iceland. In 
August 2019, Iceland held a funeral over the first ever complete loss of a glacier in Western Iceland to climate 
change. 

3.7.4. Future prospects 

Climate Change Action Plan for 2018–2030 

To address the climate change issues and to turn towards a greener economy, the Icelandic government adopted the 
Climate Change Action Plan 2018–2030 in September 2018. A total of 34 measures were adopted as part of the plan, 
which include increasing the carbon tax further, increasing reforestation and completely banning the new 
registration of fossil fuel cars by 2030. The plan aims to boost efforts to achieve the Paris Agreement target to cut 
emissions by 2030 and to completely make Iceland a carbon neutral by 2040. 

Increase in carbon tax  

In 2010, a carbon tax was introduced in Iceland. However, a considerable portion of carbon emissions were 
exempted from the tax. In 2011, an annual tax on vehicle use and an excise tax on vehicle purchase were introduced. 
Furthermore, the effective tax rate on CO2 emissions in Iceland was lower than other Nordic countries. In order to 
have a greater impact, the government increased the carbon tax by 50% at the beginning of 2018 and intends to 
increase by a further 10% by 2019 and another 10% by 2020.  

3.7.5. Future risks 

Inefficient energy use 

High energy intensity is reflective of inefficient energy use. The country has always used its abundant geothermal 
energy for heating, with little emphasis on efficiency. Energy intensity has increased over the years due to the 
presence of energy-intensive industries such as aluminum smelting. Energy intensity has increased from 2005 levels. 
Iceland is the most inefficient country in terms of energy intensity among the OECD countries. According to the 
World Bank, Iceland’s energy intensity level of primary energy was 17 MJ/$2011 PPP GDP in 2015, which is much 
higher than other Nordic nations including Sweden (4 MJ/$2011 PPP GDP), Finland (6 MJ/$2011 PPP GDP), Norway 
(4 MJ/$2011 PPP GDP) and Denmark (3 MJ/$2011 PPP GDP) during the same year. The government needs to 
respond appropriately to make its energy use more efficient. 
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Figure 21: Energy Intensity Level of Primary Energy, 2015 

 

 

SOURCE: OECD M A R K E T L I N E 
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4. Political Landscape  

4.1. Summary 

Iceland’s formal political system is based on the parliamentary democratic framework, and the country enjoys a 
stable political environment. Since it gained independence from Denmark in 1944, Iceland has been administered by 
a coalition of two or more parties led by either the Independence Party or the Progressive Party. The parliament, 
called the Althing, has 63 members. The president is the titular head of state, while the prime minister (who is the 
head of the government and the cabinet) is the chief executive authority. The cabinet consists of 12 ministers, 
including the prime minister. The president is popularly elected to the office for a period of four years with no term 
limits. Following legislative elections, the leader of the majority party or coalition in parliament becomes the prime 
minister. A coalition government was formed after the April 2013 elections. Consisting of the center-right 
Progressive Party and Independence Party, the coalition government intends to improve the prospects of 
households and promote opportunities in trade and employment. Iceland plays an active part in the European 
Economic Area (EEA) and has close ties with the United Nations (UN) and its sister agencies. Iceland has played an 
important part in various UN peacekeeping efforts. In April 2016, Sigurdur Ingi Johannsson, the deputy leader of the 
center-right Progressive Party was made the acting prime minister. This followed the removal of Sigmundur 
Gunnlaugsson, whose wife was accused of having an offshore account. This revelation came to light in the Panama 
paper leaks. 

In the elections held in October 2016, the Independence Party emerged as the largest party with 21 seats, while the 
Progressives were reduced to just eight seats. In January 2017, Bjarni Benediktsson of the Independence Party 
became the new prime minister, heading the coalition with the Reform party and Bright Future. However, Prime 
Minister Bjarni Benediktsson's father’s involvement in a scandal in September 2017 led the Bright Future party to 
withdraw from the coalition. This led to the collapse of the government. Parliamentary elections were conducted in 
October 2017, in which the Independence Party won 16 seats, Left-Green Party won 11 seats, and Progressive Party 
won eight seats and formed a coalition government. In November 2017, Katrin Jakobsdottir of the Left-Green Party 
became the 28th Prime Minister of Iceland. 
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4.2. Evolution 

Figure 22: Iceland – Key Political Events Timeline 

 

SOURCE: MarketLine M A R K E T L I N E 
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The following are some of the key events in the political history of Iceland: 

 In 1814, after the Napoleonic wars, Denmark and Norway were made into separate kingdoms, with Iceland 

as part of Denmark. However, the struggle for independence soon began under the leadership of Jon 

Sigurosson, and in 1874, the country achieved home rule. 

 In 1918, the Act of Union, a joint agreement created with Denmark, recognized Iceland as a fully sovereign 

state under the Danish king. 

 During World War II, Iceland remained neutral along with Denmark. In 1944, the country attained complete 

independence from Denmark. 

 The post-war period was defined by rapid economic growth, mainly due to industrialization and the growth 

of the fishing industry. However, by the 1970s, the country had become embroiled in several disputes with 

the UK over the extension of its fishing limits. 

 Iceland’s government has always been coalitional, with two or more parties involved in their formation. 

 In July 2009, Iceland formally applied for EU membership after the parliament voted in favor of accession. 

However, the formal talks on Iceland's EU accession did not begin until July 2010. In February 2013, Iceland 

suspended talks on joining the EU, as parliamentary elections were to take place in April 2013. 

 In April 2013, parliamentary elections were held where the center-right coalition of the Progressive Party 

and Independence Party came to power. 

 After the elections, the newly elected center-right government halted talks regarding the accession; and in 

March 2015, Iceland withdrew its application to join the EU. 

 In August 2016, Gudni Thorlacius Johannesson of the Independence Party became the president after 

securing 39.1% of the total votes in the elections held in June 2016. 

 After the elections held in October 2016, a coalition was formed between the Independence Party, Reform 

Party and Bright Future with Bjarni Benediktsson assuming office as the new prime minister in January 

2017. 

 The parliamentary elections in October 2017 resulted in the Left-Green Party’s Katrín Jakobsdóttir becoming 

the 28th Prime Minister of Iceland. 

4.3. Structure and policies  

4.3.1. Key political figures 

 Head of state: President Gudni Thorlacius Johannesson 

 Head of government: Prime Minister Katrín Jakobsdóttir 
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Figure 23: Iceland – Key Political Figures 

 

SOURCE: MarketLine M A R K E T L I N E 

4.3.2. Structure of government 

Iceland is a constitutional republic with a parliamentary form of government. The president is the ceremonial head 
of state and is popularly elected for a four-year term. The prime minister, who heads the government and the 
cabinet, is the chief executive authority. However, the president can enforce a public referendum on a proposed law 
by refusing to sign it. In the absence of the president, presidential powers are vested jointly in the prime minister, 
the speaker of the parliament, and the president of the Supreme Court. 

Legislature 

The legislative authority is vested in the unicameral parliament, called the Althing, which consists of 63 members, 
who are elected through a system of proportional representation to serve four-year terms. Progressive Party deputy 
chairman, Sigurdur Ingi Johannsson, became the acting prime minister in April 2016, due to the removal of the ex-
prime minister after the Panama papers accused his wife of holding an offshore account. In the general election in 
April 2013, the right-wing coalition, comprising the Progressive and Independence parties, won 38 of the 63 seats in 
parliament. In the elections held in October 2016, the Independence Party became the single largest party with 21 
seats and went on to form a coalition with the Reform Party and Bright Future, which gained seven and four seats, 
respectively. Parliamentary elections were held in October 2017, resulting in Katrín Jakobsdóttir becoming the 28th 
Prime Minister of Iceland. 

Provincial governments 

Iceland is divided into eight administrative divisions: Austurland, Hofudhborgarsvaedhi, Nordhurland Eystra, 
Nordhurland Vestra, Sudhurland, Sudhurnes, Vestfirdhir and Vesturland. 

4.3.3. Key political parties 

The Independence Party is a center-right political party that was founded in 1929 through the union of the 
Conservative Party and the Liberal Party. As part of the governing coalition, the Independence Party has ensured 
commercial freedom for companies and eased restrictions on foreign investment, trade and immigration. This has 
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increased the flow of private investment, with a positive impact on Iceland’s economy. The main goals of the party 
include maintaining healthy rates of economic growth and strengthening the country’s legal system. 

The Social Democratic Alliance began its political career as an alliance of four left-wing parties during the 1999 
elections: the People’s Alliance, the Women’s Alliance, the National Movement, and the Social Democratic Party. 
The rationale behind the coalition was to unite all of the center-left parties in Iceland to form a single party that 
could pose a serious challenge to the right-wing Independence Party. The Social Democratic Alliance favors business-
friendly economic policies that promote foreign investment. It aims to formulate policies based on equal rights for 
citizens, irrespective of their gender and origin. 

The other political parties in Iceland include the Progressive Party, the Left-Green Movement and the Citizen’s Party. 

4.3.4. Composition of government 

In the October 2017 general elections, the coalition made up of the Left-Green Party, along with Independence Party 
and Progressive Party, formed the government. 

 

Figure 24: Distribution of Seats by Political Party in the October 2017 Elections 

 

SOURCE: CIA- The World Factbook  M A R K E T L I N E 

4.3.5. Key policies 

The law governing foreign investment in Iceland, enacted in 1996, is called the Act on Foreign Investments by Non-
Residents in Business Enterprises. This law grants national treatment to foreign investors from the US and the EEA. 
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Furthermore, the banking collapse in 2008 made the government shift its economic focus away from finance to 
traditional industries such as tourism and fishing. 

4.3.6. Economic 

Iceland has vast hydropower and geothermal energy resources. Although it leads the world in terms of per capita 
electricity consumption, only a minuscule portion of its available renewable resources have been utilized, and thus 
the government invites foreign investors to make use of the untapped resources and encourages them to take part 
in publicly funded research and development projects. However, it also imposes foreign investment caps on the 
fishing, energy, and civil aviation industries, and foreign investments are not permitted if the Ministry of Industry 
and Commerce deems them a threat to national security, public order or health. The government also does not 
allow non-EEA residents to own land. In May 2016, MPs in Iceland passed a historic legislation, which has paved the 
way for the removal of capital controls. The banking collapse in 2008 made the government shift its economic focus 
away from finance to traditional industries such as tourism and fishing. The government has also lifted capital 
controls in order to increase the presence of investors. This move has been welcomed by the investor community 
throughout the world with credit agencies bolstering the country’s rating. In April 2018, the Icelandic government 
presented a fiscal strategy plan for 2019–2023 to the Althing. According to the plan, revenue is projected to 
decrease by 1.8% of GDP over the next five years due to a cut in the social security contribution and the lower rate of 
personal income tax. Despite new capital spending, overall expenditure is projected to decline by 1.6% during the 
same period due to lower interest payments. The overall government surplus is projected to decrease from 1.4% of 
GDP in 2018 to an average of 1.1% over 2020–2023. 

4.3.7. Social 

The government’s social support is comprehensive and spreads across all aspects of social welfare. It has 
implemented different laws, such as the Health Services Act and the Act on the Rights of Patients to improve health 
services. Furthermore, all citizens in Iceland are eligible to access good and cost-effective health facilities. In 
accordance with Act no. 121/2010, the Ministry of Welfare was established on January 1, 2011. The ministry is 
responsible for framing policies and administering social affairs, as well as social and health security. The 
government is currently focused on providing better educational facilities at the upper-secondary education level 
and increasing access to healthcare services. 

4.3.8. Foreign and defense policies 

Since 1994, Iceland has maintained close ties with the other Nordic countries, the US, and NATO member states. 
Iceland’s national defense budget has allocated a significant sum of money to peacekeeping missions and the nation 
has been an active member of the UN Peacekeeping Committee since 1997. The Iceland Crisis Response Unit (ICRU), 
which was created in 2001, has been an active participant in international peacekeeping operations. The ICRU 
chooses professionals from different fields, including medicine and engineering, to train and deploy in crisis-prone 
areas overseas. One of the most prominent functions of the ICRU is airport administration, and the group has 
demonstrated its expertise in this field by successfully managing Pristina airport in Kosovo in 2003, and Kabul airport  
in Afghanistan during 2004–2005. 

Iceland has previously declined membership to the EU because it does not want to cede control over adjoining 
fishing zones to EU member nations. However, the country has maintained close defense ties with the US since 
1951, when a US military base was established at Keflavik. Apart from the territorial defense of Iceland, US forces 
based at Keflavik were responsible for maritime surveillance and the maintenance of an early warning program in 
the Atlantic Ocean. In September 2006, the Keflavik base was permanently closed because of the regional and global 
repositioning of US forces and a need to demilitarize following the end of the Cold War. However, new accords were 
signed between the two nations to combat the emerging threats of global terrorism, enhance efficiency in law 
enforcement, and strengthen border control and maritime security. 



 

PESTLE Country Analysis Report: Iceland     ML00002-050/Published 09/2019 

© MarketLine. This report is a licensed product and is not to be photocopied Page 51 

 

In July 2010, a formal agreement between China and Iceland regarding co-operation in the field of geothermal 
development in developing countries was signed, which came into effect on July 2014. This was especially focused 
on East Africa, which is rich in geothermal resources. Having expressed a desire to join the EU, Iceland's accession 
negotiations were formally opened on July 27, 2010 at the first intergovernmental conference in Brussels. In 
February 2013, Iceland suspended talks on joining the EU and eventually, in March 2015, Iceland withdrew its 
application to join the EU. The country is also establishing diplomatic ties with other countries. According to the 
Ministry of Finance, Iceland has formally confirmed the establishment of diplomatic relations with Palestine in 
December 2011. In December 2012, diplomatic ties were also established with Myanmar. In November 2015, 
diplomatic relations with South Korea relating to the Arctic region were also established. In March 2017, the 
Icelandic President met his Russian counterpart Vladimir Putin to discuss the development of the Arctic region along 
with other business affairs and international issues. In January 2018, Iceland (ISOR - Iceland GeoSurvey) and India 
(CEGE - Center of Excellence for Geothermal Energy) signed a new agreement on geothermal cooperation. Two 
founding members of NATO, the UK and Iceland, signed a co-operation agreement on defense and security in March 
2019. 

4.4. Performance 

4.4.1. Governance indicators 

The World Bank report on governance uses voice and accountability, political stability and absence of violence, 
government effectiveness, regulatory quality, rule of law, and control of corruption as indicators for 214 countries 
and territories over 1996–2017. Daniel Kaufmann of the Natural Resource Governance Institute (NRGI) and 
Brookings Institution, and Aart Kraay of the World Bank Development Research Group carried out the study. For any 
country, a percentile rank of zero corresponds to the lowest possible score and a percentile rank of 100 corresponds 
to the highest possible score. 

Iceland ranked in the 94.09 percentile on voice and accountability in 2017. Voice and accountability measures the 
extent to which a country's citizens are able to participate in selecting their government, along with freedom of 
expression, freedom of association, and the availability of free media. Iceland ranked high due to its openness and 
liberal attitude toward the press. However, neighboring Denmark had a higher percentile rank of 96.55 in the same 
year. 

Iceland ranked in the 96.67 percentile on political stability and absence of violence in 2017. Political stability and 
absence of violence measures perceptions of the likelihood that the government will be destabilized or overthrown 
by unconstitutional or violent means, including domestic violence and terrorism. Iceland was ahead of Denmark in 
this respect, with the latter being placed in the 75.71 percentile rank. 

Iceland ranked in the 91.35 percentile on government effectiveness in 2017. Government effectiveness measures 
the quality of public and civil services, the degree of governmental independence from political pressures, the 
quality of policy formulation and implementation, and the credibility of the government's commitment to such 
policies. Denmark was placed higher with a 95.67 percentile rank in this category. 

Iceland ranked in the 90.38 percentile on regulatory quality in 2017. Regulatory quality measures the ability of the 
government to formulate and implement sound policies and regulations that permit and promote private sector 
development. Iceland was behind Denmark, which recorded a percentile rank of 92.31. 

Iceland ranked in the 90.87 percentile on rule of law in 2017. Rule of law measures the extent to which agents have 
confidence in and abide by the rules of society, and in particular the quality of contract enforcement, the police, and 
the courts, as well as the likelihood of crime and violence. Iceland lagged behind Denmark, which was ranked in the 
97.60 percentile. 

Iceland ranked in the 93.27 percentile on control of corruption in 2017. Control of corruption measures the extent to 
which elite and private interests exercise public power for private gain, including both petty and grand forms of 
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corruption, as well as the appropriation of the state. Iceland was behind Denmark, which ranked in the 98.56 
percentile. 

4.5. Outlook 

The parliamentary elections of October 2017 resulted in the defeat of the incumbent government. Although the 
country achieved economic growth, voters were unimpressed. The new coalition government faces the challenge of 
framing policies to address the needs of Icelanders and confront the pressing economic issues facing the country. 
The previous government echoed the views of Icelanders, with the government’s first major decision to freeze the 
talks regarding EU accession. Eventually, the center-right government withdrew Iceland’s application to join the EU 
in March 2015. The main responsibility of the new government will be to rectify the country’s political image. The 
outgoing government was damaged by allegations that surrounded its key functionaries in the wake of the Panama 
Papers leaks. The Left-Green Movement has governed with the centrist PP and Centre-right IP since late 2017. After 
two snap elections, the coalition is looking to restore political stability. However, it holds a three-seat majority in 
parliament and is expected to struggle to last a full-term to 2021. 
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5. Economic Landscape 

5.1. Summary 

Iceland is an investment-friendly country, encouraging foreign investment, particularly in the energy sector. The US 
is the largest investor in Iceland. Iceland’s economic performance was stable and positive during 2000–2007, due to 
the combination of abundant natural resources and an efficient labor force. The economy also benefited from the 
implementation of free market reforms coupled with tax cuts and privatization. Furthermore, membership in the 
European Economic Area (EEA), followed by economic integration with European nations, proved to be crucial for 
Iceland. In 2008–2009, the implosion of the banking sector plunged Iceland's economy into the worst crisis in its 
history. The economy contracted by a massive 6.78% in 2009, according to MarketLine. In 2010, Iceland saw a 
further 3.44% contraction. The country’s economy recovered and grew by an average of 2.44% during 2011–2013 
and by 2.08% and 4.75% in 2014 and 2015, respectively. It further increased by 6.63% and 4.6%, respectively, in 2016 
and 2017. A slowdown in the economic growth rate in 2017 was mainly due to the Russian government’s extended 
ban on importing food from Iceland. In 2018, the Icelandic economy grew by 4.61% due to growing domestic 
demand, mostly private consumption. In 2019, the collapse of the budget airline Wow Air significantly impacted the 
tourism sector which is expected to slow down the country’s economic growth rate to 1.7% in 2019. 

5.2. Evolution 

Though the economy is capitalistic, Iceland has historically been known as a country with an extensive welfare 
system and remarkably even distribution of income. Iceland’s economy was historically driven by the fishing industry 
but diversified into manufacturing and service industries after joining the European economic area in 1994. Iceland 
suffered a sharp recession in the late 1980s and the early 1990s. The major reason behind the market slowdown was 
a fall in fish exports, a key aspect of the Icelandic economy. The stagnation lasted until the end of 1993, after which 
the economy recovered due to the initiation of economic reforms. According to MarketLine, between 1994 and 
2001, the economy recorded healthy growth rates, averaging 4.37% annually, because of privatization and the 
government’s substantial efforts to elevate the financial sector. The amount of foreign investment increased while 
exports of fish products remained healthy. 

In 2002, the economy faced a slowdown in total output. This contraction was a reflection of high private sector debt, 
which caused net external liabilities to increase to 80% of GDP and gross external debt to rise to 130% of GDP. In 
2003, Iceland’s economy showed a much-improved performance. It grew by 2.27% over the year and further by 
8.04% in 2004 due to greater liberalization of foreign investment policies by the government. There were also key 
investments made in electricity generation projects during these years, which played an important role in the growth 
process. The country's economy benefited from the increase in private consumption and efficient utilization of 
resources. 

The economy grew by an average of 6.98% during 2005–2007. However, the country’s economic growth fell to 
1.99% in 2008 due to the financial crisis and turmoil in the banking sector. In 2009, the economy contracted by 
6.78% and a further contraction of 3.44% was seen in 2010. The country’s economy recovered and registered growth 
of 1.88% in 2011 and 1.30% in 2012. Despite robust domestic demand and a boom in tourism, Iceland’s growth 
slowed in 2014 (2.08%), compared to 2013 (4.13%). During 2015–2018, the economic growth rate averaged 5.15%. 
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Figure 25: Iceland's GDP Growth, 2008–2018e 

 

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

5.3. Structure and policies 

5.3.1. Financial system overview 

The Financial Supervisory Authority of Iceland (FME) heads the country’s financial system. According to the Financial 
Supervisory Authority (FME) (Annual Report, 2019), at the end of 2018 there were four commercial banks, four 
savings banks and five credit institutions in Iceland, along with the state-owned Housing Financing Fund (HFF). 

5.3.2. Financial authorities and regulators 

The FME is the regulatory authority of Iceland’s financial system. Its main functions are to facilitate a stable financial 
services market and promote credible and lawful operations. The parties subject to supervision by the FME are 
commercial banks, savings banks, credit undertakings (investment banks), deposit departments of co-operative 
societies, securities companies, securities brokerages, management companies of undertakings for collective 
investments in transferable securities, stock exchanges, central securities depositories, pension funds, insurance 
companies, and insurance brokers licensed to operate in Iceland. The FME has adopted a new organization structure. 
Onsite inspections and securities, Offsite supervision, and oversight are the three supervisory units. The financial 
supervisory authority’s organization chart is given below. 
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Figure 26: FME’s Organizational Chart 

 

SOURCE: The Financial Supervisory Authority of Iceland (FME) M A R K E T L I N E 

 

Supervision by the FME is mainly implemented in three ways:  

 Through regular accumulation of information concerning the operations and finances of market players – 

This information gives an overview of the situation and developments in specific areas of the financial 

market, and serves as an indicator of the performance of individual financial firms. 

 Through a range of specific supervisory measures, such as special investigations and inspections – The 

FME carries out inspections of the operations of one or more parties at a time. 

 Through written enquires – The FME may issue written enquiries to parties subject to supervision on 

certain areas of their operations. 

The Central Bank of Iceland (Sedlabanki Islands) was established in 1961 by an act of parliament and was authorized 
to issue money and formulate monetary policy. However, the Central Bank Act of 1986 eliminated the ability of the 
central bank to regulate the interest rates of commercial banks and savings banks. Although technically the central 
bank is independent, it has always followed the policies of the Icelandic government. In 2001, a floating exchange 
rate policy was introduced, since which time the central bank has been able to adopt an inflation target and manage 
monetary policy to achieve price stability, independent of the policies of the central government. 

5.3.3. Stock exchange 

The Icelandic Stock Exchange (ISE) was established in 1985, with new legislation implemented in 1998. Electronic 
securities registration began in 2000. The ISE is part of NOREX, which is a co-operation agreement among Nordic 
stock exchanges. An extensive range of companies spanning several sectors, including retail, fishing, transportation, 
banking, and insurance are currently listed on the exchange. Due to the small size of the Icelandic economy and the 
low cost of public listing, many of the companies traded on the ISE are relatively small and illiquid. The ISE is now 
part of the NASDAQ OMX group. 
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5.3.4. Insurance 

The FME regulates and supervises the operations of the insurance companies in Iceland. 

5.4. Performance 

5.4.1. GDP and growth rate 

According to the Central Bank of Iceland, the main drivers of economic growth have been Iceland’s comparative 
advantage in abundant energy and marine resources, along with investment and services. According to MarketLine, 
economic growth remained relatively robust during 2000–2007 (averaging 5.09%), except for in 2002, largely due to 
strong consumer spending and favorable international prices for the country's exported commodities. Iceland's 
economy suffered badly in 2008–2009 following the implosion of its banking system in 2008; the economy 
contracted by 6.78% in 2009 and by 3.44% in 2010. The country’s economy recovered and registered average growth 
of 2.44% during 2011–2013. Iceland’s recovery was mainly driven by robust domestic demand, growth in tourism, 
the restoration of the domestic banking system, and the strong performance of the fishing industry. Despite robust 
domestic demand and a boom in tourism, Iceland’s growth slowed in 2014 (2.08%) compared to 2013 (4.13%); but in 
2015, the economy grew by 4.75%, according to MarketLine. The economy averaged 5.28% growth during 2016– 
2018, mainly due to strong growth in the tourism sector. In 2019, a decline in the foreign tourist arrivals following 
the collapse of the budget airline Wow Air is expected to slow down economic growth to 1.7%. 

 

Figure 27: GDP and Growth Rate in Iceland (US$ Billion/%), 2013–2023f 

  

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 
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5.4.2. GDP composition by sector 

Iceland’s economy is largely dependent on the services sector. According to MarketLine, the services sector 
contributed 72.51% to GDP in Iceland in 2018, followed by the industrial sector, which contributed 23.21%. The 
agricultural sector contributed 4.28% to GDP. 

 

Figure 28: Sector-specific GDP in Iceland, 2018e 

  

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 
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Agriculture 

Iceland’s key agricultural products are potatoes, green vegetables, mutton, dairy products and fish. According to 
MarketLine, agricultural sector output declined at an average annual rate of 3.47% during 2013–2017. In 2018, 
however, agricultural output posted a positive growth rate of 4.19%. 

 

Figure 29: Agricultural Output in Iceland (ISL Billion/%), 2013–2018e 

  
SOURCE: Country Statistics, MarketLine 

Note: sectoral output is given in local currency due to foreign exchange 

fluctuations and their impact on growth figures. 
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Industry 

The industrial sector is the second largest contributor to GDP, accounting for 23.21% in 2018. The major subsectors 
are aluminum smelting, fish processing, ferrosilicon production, hydropower, geothermal power and tourism. 
According to MarketLine, industrial growth averaged 6.5% during 2013–2017. In 2018, the industrial sector grew by 
6.7% and is forecast to grow by 6.98% in 2019. 

 

Figure 30: Industrial Output in Iceland (ISL Billion/%), 2013–2018e 

  
SOURCE: Country Statistics, MarketLine 

Note: sectoral output is given in local currency due to foreign exchange fluctuations 

and their impact on growth figures. 
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Services 

The services sector dominates the economy and contributes 72.51% of the country's GDP. The major subsector of 
the services industry is financial services. In the late 1990s, control over financial services was lifted, commercial 
banks were privatized, and the sector was opened up to the international capital market. This in turn resulted in the 
inflow of substantial foreign investment. Services sector growth averaged 8.08% during 2013–2017. In 2018, services 
output grew by 6.41% and is forecast to grow by 6.78% in 2019.  

 

Figure 31: Services Output in Iceland (ISL Trillion/%), 2013–2018e 

 
SOURCE: Country Statistics, MarketLine 

Note: sectoral output is given in local currency due to foreign exchange 

fluctuations and their impact on growth figures. 
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1.08% of GDP in 2018. 

5.4.4. Current account 
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5.4.5. Foreign trade 

Iceland promotes a free trade regime. It was one of the founding members of the World Trade Organization and is a 
member of the European Free Trade Association (EFTA) and the EEA. As a member of the EEA, Iceland encourages 
the liberal movement of goods, services, and labor within participant countries. The EFTA provides Iceland with a 
free trade facility in industrial products, fish, and marine products. Iceland has also signed a number of agreements 
with European and Mediterranean countries, enabling it to trade freely in most goods and services other than 
unprocessed agricultural products and certain sensitive goods such as arms, ammunitions, and narcotics. 

According to Statistics Iceland, fish and fish product exports constitute a large portion of Iceland’s total exports. 
Other important exports include aluminum and aluminum products, and other manufactured goods. According to 
MarketLine, Iceland’s total exports stood at US$12.1bn in 2018, up from US$11.22bn in 2017. In 2018, Iceland’s 
imports were worth US$11.91bn, which rose from US$10.75bn in 2017. According to the International Trade Center 
(ITC), the Netherlands was Iceland’s chief export partner, receiving 30.2% of its total exports in 2018. Other major 
export partners were the UK (9.9%), Spain (8.2%), the US (6.9%), France (6.4%), and Germany (6%). Its major import 
commodities are petroleum products, foodstuffs, machinery and equipment, and textiles. Norway (11.4%), China 
(8.9%), Germany (8.7%), the US (8.5%), the Netherlands (6.3%) and Denmark (6.3%) were the top exporters to 
Iceland in 2018. 

 

Figure 32: Iceland’s External Trade Position (US$ Billion), 2014–2018 

 
SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

5.4.6. External debt 

Compared to other Nordic countries, the level of external debt in Iceland is very high. Although external debt as a 
percentage of GDP has been falling since its peak in 2009, the level is more than three times higher than other 
Nordic countries. According to the CIA World Factbook, external debt amounted to US$21.7bn of GDP in 2017. 

9
.3

1

9
.0

8

9
.8

2 1
1

.2
2

1
2

.1
0

8
.4

7

8
.1

4 8
.9

2 1
0

.7
5

1
1

.9
1

1
7

.7
8

1
7

.2
1 1
8

.7
4

2
1

.9
7 2

4
.0

2

0.0

5.0

10.0

15.0

20.0

25.0

2014 2015 2016 2017 2018

U
S$

 B
n

Year

Exports Imports Total Trade



 

PESTLE Country Analysis Report: Iceland     ML00002-050/Published 09/2019 

© MarketLine. This report is a licensed product and is not to be photocopied Page 62 

 

5.4.7. International investment position  

Foreign investments 

Historically, Icelandic foreign direct investment (FDI) has largely been from seafood sales and marketing companies, 
with occasional investments by transportation and fisheries companies. In addition, Icelandic companies have made 
small-scale investments in foreign companies linked to the fisheries sector. Through FDI, companies aim to gain 
access to resources and markets, as well as increase efficiency. According to the US Department of State, Icelandic 
laws that regulate and protect foreign investment are consistent with the OECD and the EU. As the country is a 
member of the EEA, most EU commercial legislation and directives are in effect in Iceland. According to the UNCTAD 
World Investment Report for 2019, Iceland recorded a disinvestment worth US$336m in 2018 following a 
disinvestment of US$41m in 2017. FDI stock in the country was US$9.13bn in 2018 compared to US$10.13bn the 
previous year. 

5.4.8. Credit rating 

In December 2017, Standard & Poor's (S&P) reported Iceland’s rating as A/A-1 long-term with a stable outlook. 
According to the credit rating agency, the stable outlook was supported by the government’s effort to lift capital 
controls and a strong external position. 

5.4.9. Monetary situation: key monetary indicators 

Inflation 

The Central Bank uses monetary policy to maintain price stability. In 2001, the central bank adopted price stability as 
a monetary policy objective, with an inflation target of 2.5%. The inflation rate in Iceland averaged 4.35% during 
2002–2007, according to MarketLine. In 2008, the krona depreciated sharply and inflation skyrocketed to 12.69%. 
Following the financial crisis in 2008, the central bank focused on both exchange rate and price stability. Inflation 
remained high in 2009 and then fell over a period. Inflation fell to 4% in 2011, but increased to 5.19% in 2012. 
Inflation fell from 3.87% in 2013 to 2.04% in 2014. The inflation rate averaged 1.94% during 2015–2018. In 2019, 
inflation is forecast to rise to a six year high of 2.76% due to a rise in housing prices and an expected rise in air fares, 
owing to the supply shortage created following the collapse of the budget airline Wow Air at the beginning of 2019. 
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Figure 33: Consumer Price Index and CPI-based Inflation in Iceland, 2013–2023f 

  
SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

5.4.10. Employment 

According to MarketLine estimates, during 2001–2015, Iceland's average unemployment rate was 4.33%. However, 
after the global financial crisis and the subsequent banking collapse, unemployment shot up to 7.20% in 2009 and hit 
a peak of 7.60% in 2010 before trending down. The unemployment rate fell to 3.0% in 2016, 2.8% in 2017 and 
further to 2.7% in 2018. Economic recovery and growth in tourism are some of the factors behind the improving 
employment growth. In addition, attractive sectors such as biotechnology and software contributed to the growth. 
The collapse of the budget airline in March 2019 will result in a rise in the unemployment rate, which is forecast to 
be 3.7% in 2019. 
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Figure 34: Unemployment Rate in Iceland (Thousands/%), 2013-2023f 

  
SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

5.5. Outlook 

Iceland’s economy is the smallest within the OECD, with real GDP of US$18.35bn in 2018, according to MarketLine. 
The country’s prosperity has been attributed to its comparative advantage in its marine and energy resources. The 
services sector has been the engine for economic growth. However, high service trade restrictiveness is a major 
concern. The collapse of the banking sector in the autumn of 2008 severely weakened the economy. In 2018, the 
country recorded growth of 4.61%. The major driver of Iceland’s current economic boom is tourism. This has 
resulted in the improvement of private consumption, employment, disposable income, and real exchange rate. The 
lifting of capital controls in 2017 is a positive step, with international investors acknowledging the step with revised 
upward credit ratings. This move has boosted the country’s economic image. However, the economy is forecast to 
slow down in 2019 due to the decline in the number of foreign visitors following the collapse of the country’s budget 
airline in March 2019. 
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6. Social Landscape 

6.1. Summary 

According to MarketLine, the registered population of Iceland as of 2018 was 351,608 people spread over an area of 
around 103,000 sq. km. The population is extremely homogeneous, with most Icelanders being descendants of 
Norwegian colonizers or Celts from the British Isles. According to the CIA World Factbook, around 93.8% of the 
population (in 2018) resides in urban areas, with the Reykjavik metropolitan area alone accounting for 63.2% of the 
total population. Around 67.2% of the population follows the Lutheran Church of Iceland (the state church); Iceland 
offers its citizens complete religious freedom. The population in Iceland is very well educated, with a literacy rate of 
99%. The State Social Security Institute oversees the social insurance system in the country. Social insurance 
coverage includes costs incurred during childbirth along with maintenance costs, pensions, and health and 
occupational injury insurance. 

6.2. Evolution 

The five Nordic countries are usually categorized as belonging to the Scandinavian or Nordic welfare model. 
However, according to various researchers, the Icelandic welfare system deviates from the Nordic model in many 
respects. Iceland’s expenditure figures on welfare and health were comparable to those of the other Nordic 
countries in the 1940s and 1950s, but during the 1960s and 1970s, welfare expenditure did not grow as rapidly in 
Iceland as it did in the other Nordic countries. The welfare system was very weak, with lower levels of benefits and 
services for families with children compared to other Nordic countries. The level of social welfare provision was low 
despite high fertility rates and high labor market rates for both men and women. The family policy of Iceland has 
been fragmentary in nature, and was hardly referred to in public debates until the 1990s, when it gained greater 
political attention. In 1994 (the United Nations’ "year of the family"), a proposition was put forth in a parliamentary 
debate that called for a coherent body of family policy. In 1997, the Icelandic parliament passed a resolution on both 
the formation of an official family policy, as well as measures to be implemented to strengthen the position of family 
welfare. 
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6.3. Structure and policies 

6.3.1. Demographic composition 

Age and gender composition 

According to MarketLine, the registered population of Iceland as of 2017 was 351,608. In addition, 64.8% of the 
population was in the 15–64 year age group and 14.8% of the population was in the 65 and above age group in 2018. 
In 2018, the birth rate in Iceland was around 13.26 per 1,000 population. The gender ratio stood at 103.09 males per 
100 females in 2018. 

 

Table 9: Mid-year Population by Age (as a Percentage of the Population, by 

Gender), 2018 

Age Group Female Male 

0–4 6.69 6.97 

5–9 6.87 7.18 

10–14 6.41 6.66 

15–19 6.40 6.37 

20–24 6.69 6.97 

25–29 7.12 7.35 

30–34 6.68 6.92 

35–39 6.74 7.13 

40–44 6.30 6.38 

45–49 6.13 6.21 

50–54 6.34 6.21 

55–59 6.27 6.16 

60–64 5.65 5.66 

65–69 4.71 4.77 

70–74 3.73 3.65 

75–79 2.62 2.27 

80+ 4.65 3.15 
 

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 
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Urban/rural composition and migration 

The population is extremely homogeneous, with most Icelanders being descendants of Norwegian colonizers or Celts 
from the British Isles. Around 93.8% of the population (in 2018) resides in urban areas, with the Reykjavik 
metropolitan area alone accounting for 63.2% of the total population, according to the CIA World Factbook. 

Religious composition 

According to the CIA World Factbook (2018), 67.2% of the population followed the Lutheran Church of Iceland (the 
state church), 3.9% follows the Roman Catholic church, 2.8% follows the Reykjavik Free Church, 2.0% follows the 
Hafnarfjorour Free Church, 1.2% follows the Asatru Association, and 0.9% follows the The Independent 
Congregation. Around 4% of the population followed other religions; none and unspecified accounted for 11.3% of 
the population. The Icelandic government offers its citizens complete religious freedom. 

 

Figure 35: Major Religions in Iceland, 2018e 

  

SOURCE: CIA - The World Factbook M A R K E T L I N E 

6.3.2. Education 

System of education 

The population in Iceland is very well educated, with a literacy rate of 99% in 2018, according to MarketLine. 
Furthermore, most of the population is well versed in English. Since 1946, education has been compulsory, and at 
present, it covers children between the ages of six and 16. The system of education has traditionally been the 
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responsibility of the public sector, with even private schools receiving public funding. The main university is the 
University of Iceland. 

6.3.3. Healthcare 

Healthcare services 

According to the Health Services Act and the Act on the Rights of Patients, all people who have resided in Iceland for 
more than six months are eligible to access healthcare facilities. The Minister of Health and Social Security is 
authorized to exempt the mandatory stay order of six months where required. Government health institutions 
dominate the country's healthcare services. If a patient needs to utilize healthcare facilities that are not available 
locally, the State Social Security Institute bears not only the hospitalization costs but also the post-hospitalization 
costs, including lodging, drugs, and necessary medical assistance. 

Public health insurance covers general medical aid provided outside the hospital by a physician or specialist with 
whom the government has entered into a contract. If an insured person from any foreign country requires local 
health assistance, the government pays the cost according to the medical assistance scheme prevalent in Iceland. If 
an insured Icelandic person requires medical aid in any of the EEA member nations, the insurance scheme provides 
them with necessary assistance according to the rules and regulations of an EEA agreement controlling social 
security. 

6.3.4. Social welfare 

Social welfare policies 

The State Social Security Institute oversees the social insurance system in Iceland. Social insurance coverage includes 
costs incurred during childbirth along with maintenance costs and pension, health, and occupational injury 
insurance. The institute also manages the funds that the state receives for providing healthcare services to foreign 
nationals from countries with which Iceland has relevant agreements. 

Furthermore, the country has a well-structured family law, which ensures the allocation of child guarantee schemes 
to citizens, providing funds for child education and upbringing. Child maintenance is paid until the child is 18 years 
old, but the person concerned can apply for a continuance until the age of 20. 

6.4. Performance 

6.4.1. Healthcare 

According to MarketLine, Iceland’s total healthcare expenditure reached US$2.12bn in 2018, which is higher than 
US$1.74bn in 2017. The country’s total healthcare expenditure as a percentage of GDP averaged 8.68% of GDP 
during 2010–2017. 
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Figure 36: Total Healthcare Expenditure in Iceland (US$ Billion/% of GDP), 2008–2017 

  

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

6.4.2. Income distribution 

Standard of living 

Iceland is among the most successful developed countries in terms of limiting disparities of income and wealth, and 
restricting poverty. One factor contributing to Iceland’s reduction of inequality has been the provision of a high 
minimum wage and family welfare. Another factor is the country’s provisions with respect to social protection. The 
major components of Iceland’s social security system are unemployment benefits, disability income, worker’s 
compensation, family benefits, and state housing schemes. The country also performs well in the human 
development index. In the 2018 UNDP Human Development Index (HDI) report, the country was ranked sixth with a 
score of 0.935 in 2017. Iceland’s score is above the OECD average of 0.895 and was in the very high human 
development category group of nations. 

6.4.3. Education 

According to MarketLine, government education expenditure in Iceland averaged 7.59% of GDP during 2010–2016. 
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Figure 37: Government Expenditure on Education in Iceland (US$ Billion/% of GDP), 2007–
2016 

  

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

6.5. Outlook 

The country’s constitution guarantees freedom of speech, as well as press freedom. The country’s support for press 
freedom was evident when the parliament passed the Icelandic Modern Media Initiative in 2010. The initiative 
mandated the establishment of strict free speech and press freedom laws, and focused on providing protection to 
journalists and media outlets. The government needs to focus on the training and skill development of the youth. 
According to Freedom House (Freedom in the World 2019), Iceland was given a free status. The country achieved the 
best rating in terms of freedom, civil liberties and political rights. Moreover, Iceland ranked sixth in the world 
economic forum’s 2018 ratings on gender inequality. 

The World Economic Forum (WEF) has ranked Iceland as the world’s most gender equal country for the past nine 
years. The Icelandic government is planning to completely eradicate the gender wage gap by 2020. It will become 
the first country in the world to make equal pay mandatory. As per the law, companies and agencies comprising at 
least 25 employees will have to comply with equal-pay policies certified by the government, any non-compliance will 
lead to fines. 
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7. Technological Landscape 

7.1. Summary 

Iceland has been successful in constructing efficient and sophisticated infrastructure to cater to the technological 
needs of industrial enterprises. However, state-owned Siminn was the only company permitted to operate in 
technological development, and research and development (R&D), in Iceland until 1998. Since then, liberalization 
and deregulation has brought in competition. In January 2011, the government published the Iceland 2020 policy, 
which aims to develop an efficient economy by 2020. The policy sets a quantitative target for national investment in 
research, development and innovation for the first time. The target stands at 4% of GDP by 2020. Of the total 
investment, 70% will come from the private sector and 30% from the public sector. 

7.2. Evolution 

Established in 1940, the National Research Council (NRC) was the first R&D establishment in Iceland. The 
government furthered the country's technology policies in 1987. Major changes in the science and technology field 
were seen after the establishment of Rannis (the Iceland Centre for Research). Rannis reports to the Ministry of 
Education, Science and Culture with the purpose of providing professional assistance in the preparation and 
implementation of science and technology policies in Iceland. In 2003, a number of regulatory changes were made, 
which led to the creation of the Icelandic Science and Technology Policy Council (STPC). The STPC introduced a 
streamlined policy structure for R&D and innovation in science and technology in Iceland. 

7.3. Structure and policies 

7.3.1. Intellectual property 

The Icelandic Patent Office, under the guidance of the Ministry of Industry, regulates intellectual property rights in 
the country. The 1991 Patent Act provides guidance for intellectual property and patenting. According to the act, any 
person who has made an invention that has industrial applications, or that person's successor in title, may obtain a 
patent granting the holder the exclusive right to exploit the invention commercially. Furthermore, there are specific 
laws, such as the Trade Marks Act 1997 and the Design Act 2001, which pertain to other intellectual properties. The 
number of patents received by Iceland from the US Patent and Trademark Office (USPTO), according to MarketLine, 
increased from 22 in 2012 to 42 in 2018. The country received a total 251 patents during 2014–2019. 
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Table 10: Patents Granted by the USPTO, 2012–2018 

 
Year Iceland Denmark Norway Sweden Finland 

2012 22 978 474 2,264 1,138 

2013 22 1109 520 2,431 1,297 

2014 39 1309 601 2,905 1,499 

2015 67 1186 625 2,828 1,437 

2016 42 1221 720 3,044 1,604 

2017 61 1248 628 3,328 1,727 

2018 42 1270 635 3,165 1,597 

    

SOURCE: MarketLine M A R K E T L I N E 

 

7.3.2. Research and development 

The science and technology policy formulated in 2003 helped to strengthen the R&D system in Iceland. The long-
term goal of the science and technology strategy is to enhance the country’s cultural and economic strength. The 
new policy has led to an increase in financial resources and coordinated programs to enable the optimum use of 
funds for scientific and technological R&D, as well as innovation in the Icelandic economy. The policy has also been 
successful in strengthening R&D infrastructure in universities, and was instrumental in expanding university research 
in Iceland by promoting competition among individual scientists and research groups for obtaining funds. 

Furthermore, Icelandic R&D institutions conduct research mainly into marine technologies and fisheries; a new 
program for fisheries and marine resources was launched at the beginning of 2004. Universities play a leading role in 
producing and transferring scientific knowledge, and have played an ever-greater role in the utilization of research 
results for innovation. Since its establishment, the STPC has been the main body at the center of the R&D policy 
system in Iceland. The main aim of the council is to strengthen scientific research and to improve education in 
Iceland by supporting basic research. The main emphasis of STPC strategy for 2010–2012 was to enhance the 
participation of industry in research financing. In May 2017, a new Science and Technology policy was introduced for 
2017–2019. It has also been associated with the EU Research and Innovation program Horizon 2020, along with 
Norway, since 2014. 

In 2017, the Science and Technology Policy Council in Iceland (STPC) published its R&D Policy and Action Plan for 
2017 to 2019. The new STPC policy includes research and innovation in a world of constant changes, good education 
and key skills, powerful participation in the knowledge society, progressive firms and innovation and effective 
construction of research infrastructure. 

7.4. Performance 

7.4.1. Opportunity sectors 

Telecommunications, broadband, and internet 

Iceland’s telecom market is relatively small compared to its counterparts across the world. However, the ICT market 
is technologically advanced, providing modern services for the country's highly urbanized population. Iceland’s 
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mobile phone penetration on the GSM, GPRS, and Nordic Mobile Telephone (NMT) networks is among the highest in 
Europe. The internet is also used by more than two thirds of the population, and although broadband penetration is 
relatively low, it is increasingly available over ADSL and fiber optic networks. The market is dominated by two major 
operators: Iceland Telecom (Siminn) and Og Vodafone. The latter is a combined entity formed through the merger of 
TAL and Islandssimi. According to MarketLine, Iceland’s mobile penetration stood at 120 per 100 people in 2016, 
which is projected to rise to 121.98 in 2017. 

The number of internet users in Iceland was around 0.30 million in 2009, which climbed to 0.34 million in 2018. 
During 2009–2018, the number of internet users increased by an average annual rate of 1.67%. In 2018, the total 
number of mobile subscribers stood at 0.43 million, which is projected to rise to 0.46 million in 2020, according to 
MarketLine forecasts. 

  

Figure 38: Internet Users in Iceland (Thousands/%), 2013–2018e 

 

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

7.4.2. Research and development 

R&D expenditure 

In January 2011, Iceland published the Iceland 2020 policy, which aims to develop an efficient economy by 2020. The 
policy sets a target for national investment in research at 4% of GDP by 2020. According to the policy, 70% of 
investment should come from the private sector and 30% from the public sector. 
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The Icelandic economy has increasingly moved toward becoming a knowledge-based economy, focusing on sectors 
such as high tech manufacturing and services. The fastest-growing sectors of the Icelandic economy include R&D 
services, computer services, chemicals, and financial intermediation (in addition to real estate, which reflects a 
booming housing market). For a small country like Iceland, in addition to government contributions, participation of 
business enterprises in innovation is very important. The science and technology plan for 2017–2019 was 
implemented in May 2017 to boost the country’s technological infrastructure. The high level of internet access is a 
good achievement but is hampered by slow connection speeds and high costs. 
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8. Legal Landscape 

8.1. Summary 

Iceland’s legal system is derived from its own constitution, while also being influenced by Danish law (the acts on 
public and private limited companies, for instance, are very similar to their Danish equivalents). The Constitution Act 
is the highest national legal authority. The judiciary is independent of the government in Iceland. The Supreme Court 
is the highest court of appeal, followed by several other district courts. Icelandic company law is in line with the 
requirements of the company law provisions of the Agreement on the European Economic Area (EEA), and therefore 
is also in line with European Union Company laws. 

8.2. Evolution 

Iceland has a civil law legal system characterized by written law. Danish law has some influence on the Icelandic legal 
system. Major sources of law in Iceland include the constitution, statutory legislation, and regulatory statutes. 
Iceland introduced its first constitution in 1874, and the current constitution was amended in 1944. The main 
legislation on the judicial system is based on the Act on Judiciary 1998, which follows the General Penal Code of 
1940. Furthermore, there is also an Act on Professional Lawyers 1999, which stipulates regulations to be followed by 
the legal profession. 

8.3. Structure and policies 

Supreme Court 

The Supreme Court, established in 1920, is the only court of appeal in Iceland. As the court of final appeal, it ensures 
consistency across the entire legal system. Nine justices hear appeals, each appointed for life. The president 
appoints the chief justice of the Supreme Court every two years. The Supreme Court can hear appeals passed on 
from any court in the country. 

District courts 

District courts in Iceland have jurisdiction in civil, as well as criminal cases. The minister of justice appoints the 38 
judges of the district courts to their offices for an indefinite period. The judicial council, established according to the 
Act on Judiciary, deals with matters pertaining to the district courts. The judicial council's authority, however, 
extends only to the district courts. The judicial court system of Iceland comprises eight district courts, of which the 
Reykjavík district court is the largest. There are special courts for maritime cases, labor disputes, and other types of 
specific cases. 

8.3.1. Tax regulations 

Corporate taxation 

Resident companies in Iceland are liable to pay taxes if they are registered with the company registry, and if their 
legal seat or their place of effective management is in Iceland. Resident companies pay tax on their worldwide 
income; non-resident companies are taxed only on income sourced in Iceland. Taxable incomes include all business 
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income and capital gains. Corporate income tax is 20% for limited liability companies and 37.6% for partnerships. 
Branches of foreign corporations are taxed at a rate of 20% on Iceland-sourced income. 

Individual income tax 

The Icelandic government levies taxes on various categories of income for individuals, including wages and salaries, 
benefits, self-employment income, and any other investment income. Resident individuals are taxed on worldwide 
income and nonresidents are taxed only on income sourced in Iceland. There are two levels of taxation on individual 
income, other than investment income. Income up to ISK11,125,044 (US$102,724) is taxed at 36.94% and income 
above that is taxed at 46.24%. 

Withholding tax 

The withholding tax on dividends paid to non-resident companies is 20%, while resident companies are subject to 
20% withholding tax. Additionally, the final taxation of dividends paid to companies within the EEA has been 
abolished; while theoretically dividends are subject to withholding tax, it is reimbursed in the year following 
payment. Interest paid to resident companies is subject to a 20% withholding tax, while non-resident companies are 
subject to a lower withholding tax rate of 12%. Gross royalties paid to non-residents are generally taxed at the 
standard 22% corporate income tax rate. 

8.3.2. VAT 

VAT is imposed on most sales of goods and rendered services. The standard VAT rate in the country is 24% as of 
2019. A lower rate of 11% applies for certain foodstuffs, books and newspapers, warm water, electricity, hotel 
accommodation and oil used for domestic purposes. 

8.4. Performance 

8.4.1. Effectiveness of the legal system 

Iceland ranked as the 11th freest economy, with a score of 77.1, in the ‘2019 Index of Economic Freedom’ published 
by the Heritage Foundation and the Wall Street Journal. The score indicates an environment that is highly conducive 
to business. In the World Bank's Doing Business report for 2019, the country ranked 21st out of 190 economies. 

8.5. Outlook 

The legal landscape of a country plays an important role in maintaining an amiable business and social environment. 
Iceland’s conducive business environment is evident from its good ranking in the ‘2019 Index of Economic Freedom’ 
and in the World Bank's Doing Business report for 2019. Low corporate tax rates and the ease of paying taxes 
encourage people to pay taxes and prevent economic activity from ending up in the informal sector where 
businesses pay no taxes. However, high product market regulations and the tax burden on workers may act as a 
deterrent. 
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9. Environmental Landscape 

9.1. Summary 

Iceland is considered one of the cleanest and least polluted countries in the world. The Ministry of Environment, 
founded in 1990, is the regulatory authority of environmental affairs in Iceland. The country's environmental policy 
has been collated from various international standards and meetings. One of the main environmental actions 
undertaken by the ministry is natural resource management and pollution reduction. As part of this, the government 
has formulated policies to protect marine and terrestrial resources. 

9.2. Evolution 

Environmental legislation in Iceland began with the establishment of the Ministry of Environment in 1990. The first 
regulation passed was the Fishery Management Act 1990, which was to protect and formulate a balanced approach 
to fishing in Iceland. In 1992, the Icelandic Institute of Natural History Act and the Act on Restriction of Fires in Open 
Landscape were formulated. In 1994, the Protection and Hunting of Wild Species Act and Organic Farming Act were 
passed. Other important legislation includes the Farm Afforestation Act (1995), the Public Health and Pollution 
Control Act (1998), the Natural Conservation Act (1999), Environment Impact Assessment Act (2000) and the 
Emission of Greenhouse Gases Act (2007). 

9.3. Structure and policies 

9.3.1. Environmental regulations 

Overview 

The Ministry of Environment, founded in 1990, is the regulatory authority of environmental affairs in Iceland. The 
ministry oversees affairs that affect the environment in Iceland, including conservation and outdoor recreation, the 
protection of animals, the hunting of wild animals, pollution prevention, hygiene and food, planning and settlement 
affairs, fire prevention, avalanches, surveying and cartography, environmental studies and surveillance, and training 
and information activities in the field of environmental affairs. 

Policy 

Environmental policy in Iceland has been collated from different international standards and meetings. The Rio 
Conference on the environment in 1992 helped foster clarity in environmental affairs, and different countries agreed 
to work towards the conservation of the environment and an improved standard of living under the banner of 
sustainable development. In 1993, the government approved a policy based on the outcome of the Rio Conference, 
named "Towards Sustainable Development". In 1997, the government approved an extensive implementation plan, 
named "Sustainable development in Icelandic society: an implementation plan through the end of the century", 
which was an effort to initiate sustainable development in various industries. 

According to the European Environment Agency report (Municipal waste management in Iceland, February 2013), 
the National Plan for waste management 2004–2016, published in 2004, included some quantitative targets until 
2020 in the area of waste management. The plan also included general policy targets to reduce waste generation 
and to encourage reuse and recycling in order to decrease waste disposal. According to the Ministry for the 
Environment and Natural Resources, the government also formulated policies, such as "Welfare for the future 
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priorities 2006–09," and "Welfare for the future priorities 2010–13” that outlined a sustainable approach to 
conserving the environment and aimed to cut the over-use of resources. Furthermore, Iceland plans to cut carbon 
emissions by 40% from 1990 levels by 2030, which it reaffirmed in the COP Paris as well. 

In September 2018, a new Climate Change Action Plan (2018–2030) was adopted by the Icelandic government that 
aims to make Iceland carbon neutral by 2030. The action plan consists of 34 measures which will include banning 
fossil fuel cars by 2030, increasing reforestation, increasing carbon tax in a phased manner, encouraging regular and 
electric bi-cycles and creating electrical infrastructure in harbors and for airplanes, among others. The government 
increased the carbon tax rate by 50% at the beginning of 2018 and intends to increase it further by 10% in 2019 and 
by 10% more in 2020. The country is also planning to adopt a revised legislation for the EU emissions trading scheme 
which will cover heavy industries and aviation over 2021–2030.   

9.3.2. Natural resources management and pollution reduction 

Marine resources 

The conservation of fish stocks is actively taking place under the resource management scheme. The fisheries 
management system implemented in 1991 contributes to the functioning of marine conservation. The economic 
efficiency of the fishing industry has benefited from the fisheries management system, and has increased over a 
period of several years; indeed, economic distortions have been relatively absent. The sustainable yield of fish 
stocks, however, is a point of concern. To address this, the government has ensured that there are predetermined 
quotas for fishing, to protect resources against indiscriminate fishing. There is also a provision for the transfer of 
quotas between vessels, which has opened up possibilities for fishing operators to combine their rights and use 
fewer vessels, thereby reducing costs and fuel usage. Furthermore, maintenance of the quantity and quality of 
freshwater fish stocks has been aided by efficient aquaculture techniques. The government also operates an 
innovative system of management for sport fishing. 

Terrestrial resources 

The Icelandic government has formulated policies to facilitate and promote the environmentally sound utilization of 
terrestrial resources. The Ministry for the Environment and the institutions under its sponsorship actively participate 
in co-operation with sectoral ministries, non-governmental organizations, and the public in order to promote the 
development of Iceland’s terrestrial resources in a manner that is consistent with its nature conservation and 
sustainable development objectives.  

Policies aimed at promoting biodiversity have had considerable success in expanding protected conservation areas. 
The government also abolished legislation that encouraged the extermination of species. The legislation to protect 
wild terrestrial mammals and birds is also enforced with tough restrictions on hunting. 

9.3.3. International co-operation 

Iceland has taken a very active role in protecting the ocean against pollution and conserving natural resources. It 
supports the progressive development of international environmental laws relating to the sea and is now ratifying a 
growing number of international agreements addressing environmental protection. Currently, European Community 
Directives are being combined with Icelandic environmental law within the framework of the recent European 
Economic Area agreement between countries of the European Communities and of the European Free Trade 
Association. Laws are also being formulated in accordance with the country’s participation in the Nordic Council and 
the Arctic co-operation process. Iceland has also proposed plans to cut carbon emissions by 15% below 1990 levels 
by 2020. Iceland’s acceptance of the Paris Agreement of 2015 requires it to limit the average increase in the Earth’s 
atmospheric temperature to 1.5 degree Celsius from the reference level. 

9.4. Performance 
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9.4.1. Environmental impact 

According to MarketLine, CO2 emissions in Iceland grew at an average annual rate of 1.82% during the period from 
2008–2017. In 2017, CO2 emissions were at 4.1 million tonnes, compared to 3.98 million tonnes the previous year. 

In the ‘Environmental Performance Index 2018’, published by Yale University, Iceland ranked 11th out of 180 
countries. According to the European Environment Agency report (Municipal waste management in Iceland, 
February 2013), high economic growth in the 1990s and 2000s resulted in increasing consumption and waste 
generation. Waste generation rose 84% between 1995 and 2008 and municipal waste increased by 39%. Recycling 
increased from 11% in 2001 to 19% in 2006 and 2007 but decreased to 18% in 2008. Iceland’s progress in terms of 
waste management has been impressive. The country has made efforts to shift from open-pit burning for waste 
management in the 1970s to modern waste management disposal since the turn of the century. However, the 
country needs to implement more measures in order to meet the EU requirement of 50% of MSW being recycled by 
2020. 

 

Figure 39: Carbon Dioxide Emissions in Iceland (Million Tonnes/%), 2010–2017 

 

SOURCE: Country Statistics, MarketLine M A R K E T L I N E 

9.5. Outlook 

Iceland is endowed with abundant renewable energy resources, and the country’s environmental policies are 
designed to fully utilize these resources in a sustainable manner. According to the National Energy Authority, Iceland 
has transformed itself from being one of Europe’s poorest countries to a country with a high standard of living where 
most of its energy is derived from renewable resources. Over the last decade, geothermal capacity has more than 
trebled and net hydroelectric capacity has almost doubled. Hydro and geothermal power covers around 85% of the 
country’s energy requirements. Iceland aims to tap into the potentially vast oil and gas reserves of the Arctic area 
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and is hoping to attract investment from some of the world's biggest oil companies. As part of the Climate Change 
Action Plan (2018–2030), Iceland aims to be carbon neutral by 2040. A number of green initiatives that have been 
undertaken by the government are expected to show positive results over the medium and long term.  
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10. Appendix 

10.1. Ask the analyst 

We hope that the data and analysis in this brief will help you make informed and imaginative business decisions. If 
you have any questions or further requirements, MarketLine's research team may be able to help you. The 
MarketLine Research team can be contacted at ReachUs@MarketLine.com. 

10.2. About MarketLine 

At MarketLine, we deliver accurate, up-to-date insights on over 30,000 companies, 300 industries, and 215 
countries, as well as the latest news and financial deal information from within your market and across the globe. 

Established in 1997, when the Internet was in its infancy, we recognized the need for a convenient and reliable data 
service to help our clients understand local and global markets and the companies operating within them. 

In today’s information-rich world, sifting fact from fiction to pick out what’s relevant and what’s up to date has 
become the new ‘holy grail’ in business information provision. 

Our 170 dedicated research professionals aggregate, analyze, and cross-check facts in line with our strict research 
methodology, ensuring a constant stream of new and accurate information is added to MarketLine every day. 

10.3. Disclaimer 

All Rights Reserved. 

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form by any means, 
electronic, mechanical, photocopying, recording or otherwise, without the prior permission of the publisher, 
MarketLine. 

The facts of this report are believed to be correct at the time of publication but cannot be guaranteed. Please note 
that the findings, conclusions and recommendations that MarketLine delivers will be based on information gathered 
in good faith from both primary and secondary sources, whose accuracy we are not always in a position to 
guarantee. As such MarketLine can accept no liability whatever for actions taken based on any information that may 
subsequently prove to be incorrect. 
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