English translation of

the:Weekly: Web-Release

MINISTRY OF FINANCE IN ICELAND

Demographic developments

According to data compiled by Statistics Iceland for the Ministry of Fi-
nance, there have been considerable changes in Iceland’s demographics in
the course of this year. These developments were discussed in the Minis-
try’s economic forecast published at the beginning of October. At present,
data is available for the first three quarters of this year. It appears that
repatriating Icelandic nationals will turn out as was predicted last Septem-
ber, whereas immigration by foreign nationals will exceed previous projec-
tions by some 10 per cent. The number of Icelandic emigrants exceeds the
September forecast by 600, whereas the number of foreign nationals that
are leaving the country falls short of the September forecast by 500. The
net external migration is therefore about as predicted, although its compo-
sition is different. Net immigration is expected to reach 2,000 persons for
the year as a whole, exceeding the previous record of 1,700 in 2000. This
increase in the population, about 0.7 per cent, comes in addition to the
natural increase — births in excess of deaths — which is at least as high in
number. The total increase in the population can therefore be expected to
be higher than in many previous years.

International migration by citizenship

The immigration of foreign nationals has been higher this year than ever
before, which is not surprising, considering the number of foreign workers
needed for the on-going construction projects in eastern Iceland. The for-
eign immigration also touches other areas. A total of 905 persons had
immigrated to the eastern part of the country in the first nine months of
this year, about 19 per cent of the total. A total of 250 had left the area for
abroad during the same period. A total of 2,800 persons had immigrated to
the capital area during these first nine months. It appears that immigration
to the capital area will surpass previous highs.

A fairly high proportion of foreign workers who come here to work on
power projects are expected to leave the country upon their completion —
and the foreign worker turnover in these projects is quite high — but this
applies much less to immigrants settling in other parts of the country. The
share of foreigners in the total population may therefore be expected to
continue to increase.

The number of persons moving from the countryside to the capital area is
about 3,100 and is exceeded by the number moving in the opposite direc-
tion by more than 100. This represents a significant change from earlier
years when there was a net migration from the countryside to the capital
area. These new figures confirm the September forecast where it was pre-
dicted that more people would leave the capital area than those moving
there. This has not happened for nearly two decades.
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It is particularly notable how many people are moving to the Sudurnes
area. The net migration from the capital area to that area amounts to about
350 persons. The area also attracts people from the rest of the countryside
as well as from abroad. The total net migration to that area amounts to
about 500 persons in the first nine months of this year. This is supported
by a residential construction boom in the area. The same holds true for
towns in Arnessysla, although the growth there has lasted longer than in
the case of the Sudurnes area. Other parts of the countryside, except the
West, are losing population to the capital area. The capital area is gradually
being redefined as an area stretching from Borgarfjordur to bjorsa. These
population figures confirm this trend, although it is notable how many are
choosing to move from the centre of the capital area to its periphery. High
property prices and the cost of building in the capital are no doubt influen-
tial in prompting this development. The construction of a dual carriageway
to the Reykjanes peninsula and the increased traffic safety it has brought
has probably played a role in improving the perception of living conditions
there.

Meeting of EFTA and EU ministers of economy and finance

The meeting of EFTA and EU ministers of economy and finance took
place in Brussels on November 8. The topic of the meeting was “Job,

4 000 growth and globalisation”. At the meeting, the possibilities were discussed
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tional competition it is important that markets function flexibly so that
companies and individuals can react timely and efficiently to changing
market conditions. In this regard, a well structured market is often a pre-
condition for its efficient function.

In recent years, the EU countries have been implementing structural re-
forms in accordance with the so-called Lisbon strategy. The aim is to liber-
alise market in labour, goods, services and capital. So far, this process has
not yielded the hoped for results, i.e. to make the EU “the most competi-
tive and dynamic knowledge-driven economy by 2010”. At present, work
is under way to involve individual EU countries more closely with the
design and implementation of the necessary structural changes. Although
changes are being implemented, emphasis is also being placed on the pres-
ervation of the core values and social model of European countries.

At the meeting, the special situation of Iceland with regard to market effi-
ciency was noted. The country possesses a flexible labour market, the fully
funded pension system has greatly increased its capacity to meet future
commitments, markets in goods and services are quite efficient and so is
the financial market. The transferable fishing quota system has signifi-
cantly raised the efficiency in the fisheries sector, the tax system has been
simplified and tax rates reduced and state enterprises privatised. As a re-
sult, market activity and competition have increased and economic growth
and the level of employment has been higher over the past decade than in
most EU countries.

Treasury revenue, January-September| [Treasury expenditure, January-September| [Treasury finances, January-September Economic indicators
12 month changes % 220(;)034' zgggé 12 month changes % 22(?;; 2283{; Million kré nur 2004| 2005| | 12 month changes % 2004| 2005
Total tax revenue 15.4 22.0| | Administration 9.2 3.2| | Cashfromoperations -10,405| 14,581]| | Inflation—Nov. 3.8 4.2
Income taxes 204 23.9| | Social affairs 10.0 6.3] | Net financial balance -2,436| 59,746 | | Coreinflation 1—Nov. 33 45
Social security taxes 10.1 16.4 | | Economic affairs 125 -3.1] | Debt redemption -30,843| -47,939| | Wage index — Sept. 53 6.9
Asset taxes 216 44 8| | Interest -74 43.2| | Gross borr. requirement | -38,904 8,857| | Total turnov. —Jan-June 9.8 8.7
Indirect taxes 13.4 20.2| | Other 0.8 78.6| | Net borrowing 40,679 11,698 | | Retail turnov. —Jan-June 5:3 9.0
Total revenue 74 518 | | Total expenditure 8.7 9.7] | Overall cash balance 1775 20,555 | Unemploym. (% — Sept. 26 14
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