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The Case of Iceland
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To sum up

• In a small open economy it is particularly important to be resilient to shocks

• When the financial crisis hit in 2008 the Icelandic Economy was vulnerable due to 
macroeconomic imbalances

• The Economy was in much better shape when the pandemic hit in 2020 – although the size of the 
tourism sector made the shock to the Icelandic economy quite substantial

• Recovery was stronger than anticipated

• The stance of the monetary and fiscal policy had to be quickly reversed, but reversing the fiscal 
policy has been more gradual

• Fiscal policy tends to be procyclical 

• The fiscal framework adopted in 2015 sets numerical limits on government deficits and debt.

• Suggestions that there should also be set rules about expenditures to ensure fiscal sustainability
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