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Highlights

We predict 0.9% economic growth this year. Private consumption
grows but little and capital formation remains more or less unchanged,
with high interest levels suppressing growth. Going forward, we
forecast 2.2% growth in 2025 and 2.6% in 2026.

Inflation will remain persistent in the next few months and measure on
average 6% this year, if our forecast holds, before dwindling to 4.4%
next year and 3.5% in 2026. Interest rates will be kept high in an
attempt to control inflation and we do not expect to see the first rate cut
until the fourth quarter of this year.

We anticipate continued growth in the travel sector, yet slower. We
expect 2.3 million tourists to visit Iceland this year, around the same
figure as in the record year 2018.

Pressure from demand appears notable on the residential housing
market despite high interest rate. We expect housing prices to
measure on average 7% higher this year than in 2023. We forecast a
9% increase next year and close to 8% in 2026.

As before, there are various uncertainties in the forecast, most notably
represented by international war efforts that may impact several of our
trading partners. In addition, the seismic and volcanic activity on the
Reykjanes peninsula is on-going and could pose a threat to local
infrastructure and tourism in the area.



High interest rate levels detract from growth
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Following robust economic growth in the past years, the
Icelandic economy has now reached a turning point. We
forecast limited growth this year, or a mere 0.9%. We
expect that the Monetary Policy Committee of the Central
Bank of Iceland will maintain a high policy rate in an
attempt to control inflation. This will have a cooling effect
on the economy, which nonetheless proves resilient and
grows between years.

Growth is as before driven by exports which we expect to
increase by 2.9% this year. Domestic demand cools quite
significantly and we forecast only 0.9% growth in private
consumption while capital formation remains more or less
stable between years.

Going forward, the outlook is more promising. Interest
rates will fall slowly but steadily next year and in 2026, with
economic growth coming in at 2.2% in 2025 and 2.6% in
2026, if our forecast holds.
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Overview of Landsbankinn Economic Research's macroeconomic

forecast
ISK bn Volume change from previous year (%)
Domestic product and key components 2023 2023 2024 2025 2026
Gross domestic product 4,279 4.1 0.9 2.2 2.6
Private consumption 2,139 0.5 0.9 1.8 25
Public consumption 1,098 2.2 1.6 15 1.9
Capital formation 1,014 -0.6 0.1 2.0 3.3
Investment in industry 656 0.9 0.7 2.0 2.8
Investment in residential housing 196 -0.3 -1.0 3.0 6.0
Public sector investment 163 -6.1 -1.0 1.0 2.0
Total national expenditure 4,281 1.2 0.2 1.8 25
Export of goods and services 1,856 4.8 29 3.1 3.0
Import of goods and services 1,858 -1.4 1.2 2.2 2.8
Policy rate and inflation 2023 2024 2025 2026
CBIl 6s key i qwayé&emasposits; yaar-end, %7 9.25 8.75 6.00 4.25
Inflation, annual average, % 8.7 6.0 4.4 3.5
EUR exchange rate, year end 150.5 148.0 146.0 145.0
Real estate prices, annual average, % 5.1 7.0 8.8 7.7
Labour market 2023 2024 2025 2026
Wage index, annual average, % 9.8 6.6 6.1 5.5
Purchasing power of wages, annual average, % 0.9 0.6 1.6 2.0
Unemployment, annual average, % 3.3 4.0 4.2 3.9
Current account balance 2023 2024 2025 2026
Number of foreign travellers, thousand individuals 2,224 2,300 2,400 2,500
Goods and services balance, %GDP -0.1 0.8 0.5 0.6
Current account balance, %GDP 1.0 0.6 0.3 0.3




Forecast unchanged policy rate until October

Despite some decline in inflation in recent months, the
Monetary Policy Committee (MPC) has maintained

unchanged policy rates since Aug!
Inflation, policy rate and the real policy rate meeting now in March, it was discussed that the rate-
2% forecast cutting cycle should begin at i a
not before there were fAclear i nd]
inflation.

10%

We do not expect rate cuts until the fourth quarter of this
year, at which point the policy rate will have been

8%

6% unchanged at 9.25% for over a year. Anticipating a fairly
steady rate-cutting cycle places the policy rate at 4.25% at
4% the forecast horizon, that is at year-end 2026.

2% According to the forecast, the real policy rate will peak at
3.5% in the third quarter of this year when inflation has
receded without any rate cuts having been introduced. The
real rate will then start to decrease alongside falling
interest rate levels to stand at around 1 percentage point

at the end of the forecast period.
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6% The MPC announced an increase in the reserve

2021 2022 2023 2024 2025 2026 requirement, from 2% to 3%, in early April. Generally
speaking, raising the reserve requirement can enhance
= Real interest rate Inflation =——=CBIl 6s key i wayéermedspbsits) at e ( 7 monetary policy restraint yet now the MPC considers that
the effect wildl be I'imited due t
position.

The orange area shows the real policy rate compared to past inflation. 2024-2026 is Economic Research's forecast.
Source: Statistics Iceland, Landsbankinn Economic Research 5
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Inflation remains persistent

Contribution to inflation
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Inflation peaked at 10.2% at the beginning of 2023 and
has receded slowly in the past few months, to measure
6.0% in April. Inflation has not least been driven by rising
real estate prices, but also rising prices of services and
various goods, both domestic and imported.

We expect inflation to remain stable at around 6% over the
summer months. We then expect it to average 5.5% in the
fourth quarter of this year, at around which time the rate-
cutting cycle will commence.

According to the forecast, inflation will continue to recede
and will fall to the wupper
inflation target, 4%, in the beginning of 2026. Inflationary

pressure will continue to decrease slowly in 2026 and we
forecast 3.2% inflation at the forecast horizon.

For this forecast to eventuate, demand must cool down,
fiscal policy must be credible and wage increases
conservative.
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Forecast slow ISK appreciation

Currency rate development

EUR/ISK
170 We forecast slow ISK appreciation throughout the period.
165 The outlook for foreign trade is fair and we anticipate a
slight trade surplus. The domestic-foreign interest rate
160 differential will likely remain considerable, which supports
the ISK exchange rate. It is of note in this regard that
155 international parties are starting to show increased interest
150 — in Treasury notes. The market is in general positively
Tme__ inclined towards the ISK, as evidenced by FX forward
e 148 ““136 --------- - contracts.
145
140 This appreciation may already be priced in, and hence we
"] forecast a limited appreciation. As is usual, some intra-
135 year and intra-month exchangerate fluctuations are to be
130 expected throughout the forecast period.
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