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The global context: 2018 is as good as it gets

Global GDP growth
(%)

3.5

3.0

25

20

1.5

1.0

05

0.0
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: The Economist Intelligence Unit.

Another year of fairly strong growth in
the US, EU, China and Japan

Monetary conditions will tighten, but
will not significantly crimp growth

Growth accelerates in Lat Am, MENA
and SSA, offsetting slower OECD

But:

The global economy will cool in 2019,
as a result of the US-China trade war

The risk of a currency crisis in
emerging markets has increased

We expect US growth to slow in 2020
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The global context: US-China trade conflict

0 sorcer barriers  US stepping back from multilateral trade deals

Tariffs, %
Usimportsfrom <+ USegorste * We expect trade tensions with China to escalate into
Agricultural a bilateral trade war

Japan
Canada
China
EU

e This will have a noticeable economic impact, reducing
growth in global trading volumes

Non-agricultural
China

EU
Japan

e Countries are adjusting to US protectionism by
developing regional trade ties

Canada

Source: World Trade Organisation U s C h i n a
2.6 6.5
25 -
We recently revised 24 6.4 -
down our US and China o 93 % 6.3 -
GDP forecasts for 2019 29 |
6.2
2.1 -
2.0 | 6.1 |
Old New Old New
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The global context: Trade tensions could spread

US allies and trading partners are retaliating — almost in unison

Total value of US
exports targeted:
US$138bn
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Trade tensions: Impact on Europe and the Nordics

e US-EU trade tensions have eased for now, although e 017)
the threat of escalation will linger OECD
. . . . . Norwa
e Risk of further protectionism disproportionately ’
. . . inland
affects the relatively open Nordic economies rmen
Sweden
* Iceland is most exposed to the existing US tariffs and  jcan
a slowdown in the EU Denmark
Icela nd: most Significa nt QOOdS exports Source: The gconomii?lntelligzegce Unii0 0 » *0
(% of total exports, 2017) Iceland: biggest export markets
—Agricultural goods Other manufactures =—Aluminium ——Marine products (% of total exports, 2017)
70 80
60 70
60
50
50
40 0
30 30
20 S 20
10 10
e 0
0 EU NL ES UK DE US China

2000 2005 2010 2015

o ] ] ] Sources: IMF; The Economist Intelligence Unit.
Sources: Statistics Iceland; The Economist Intelligence Unit.
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Primary aluminium: stocks and prices

Aluminium: slowing price trend ahead
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Brexit and Europe

e INTELLIGENCE
Economist UNIT



Brexit negotiations: withdrawal first, then trade talks

* Aiming to complete withdrawal
agreement by end-2018; Irish border
remains the most contentious issue

* Big risks associated with ratification
process, but we expect it to be
approved

* Trade negotiations start in 2019;
transition extends talks to end-2020
and possibly longer

* We expect a comprehensive free-trade
deal but EU wary of offering UK too
many concessions.

Brexit timeline:

Summer-
Dec 2017 March 2019: 2019-21:
Autumn Summit: 2018-19: Article 50 Transition

2017: Withdrawal expires; period. FTA

: “sufficient
First-stage e R agreement trade talks reached.

negotiations
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Brexit negotiations: a difficult road ahead

I Talking points

EU members’ stance on Britain's Lo
core Brexit negotiating issues g

Sweden Estonia
Overall stance )
Hardcore 2 countries W
Hard 8 Delibtank Lithuania
Ally 0 Ireland Poland
Based on a score out of 40

generated by assessing each
country’s position on the
four core issues below

ustria Hungary,
Sloveni.

'*‘gc ti
:roa 1 Bulgaria
Portugal ‘ Italy
Spain
Greece

Romania

*Malta

Four core negotiating issues, number of countries agreeing/disagreeing

Stance: Yes No, but could be flexible No
Maintain security Free-trade area for Special regulatory An end to the free
and defence ties goods with common arrangement for movement of people
rulebook financial services
13
11
7
5
3 4
00 B mBE.

Yes No Yes No Yes No Yes No

Source: The Economist Intelligence Unit

Some key contentious issues (e.g.
financial settlement) have been
resolved

Countries with the closest trade ties
to the UK willing to support a free-
trade area for goods

But most are against ending free
movement of people

Cohesion amongst member states
will remain the priority

The risk of a no-deal Brexit outcome
remains high
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Brexit negotiations: UK-Iceland trade ties

* |Inthe near-term a Brexit-related slowdown in the UK economy will only modestly

undermine demand for Iceland’s exports
* Beyond the near-term, we expect a post-Brexit trade deal between the UK and

Iceland that seeks to minimise tariffs, particularly on trade of marine products

Icelandic goods exports to the UK Map of UK Exclusive Economic Zone_ (EEZ)

(% share of the total) / b 4

Fish,

crustaceans,
molluscs etc.
(59.6%)

Source:
Statistics Iceland

Source: House of Lords (2016)""
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Iceland and regional context
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Iceland: economic outlook

We expect a moderation in GDP
growth in the coming years reflecting
softer domestic demand

House price growth has decelerated,
partly as a result of a slowing tourism
sector and in increase in construction

Nevertheless, private consumption
will remain the primary driver of
economic growth

Strong demand from Europe will help
sustain solid firm growth in exports,
as will still-firm tourism flows

International trade tensions and
Brexit also represent sources of risk

Real GDP growth
(percentage-point contributions)
== External sector = Gross fixed investment

mmm Private consumption

mmm Government spending
—GDP

10

2008 10 12 14 16 18 20 22
Sources: Statistics Iceland; The Economist Intelligence Unit.

Housing market and tourism
(% change, year on year)

mmm Tourism stays (right scale) ——House prices (left scale)
25 75
20 60
45
15 v 1
30
10
‘ 15
; H ""“"'III e NI
0 -15
Jan Jul Jan Jul Jan Jul
2016 17 18

Sources: Central Bank of Iceland; The Economist Intelligence Unit.
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Nordic economies: solid growth in 2019-23

Economic growth in the Nordic region

(Real GDP growth; % change, year on year)

=== FEU —Finland

Iceland =———Norway ——Sweden -——Denmark === Nordic
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Source: The Economist Intelligence Unit.
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Thank you for listening

danielleharalambous@eiu.com
@DHaralambous
@TheEIU_Europe
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