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Economic growth continues to slow 
down, but was still robust last year 

According to preliminary figures from Statistics Iceland, economic growth 

measured 3.6% in 2017 following on the heels of 7.5% growth in 2016. There is 

a considerable slow-down between years, with economic growth in 2017 more 

in line with Iceland’s long-term potential output. Tension in the economy has 

abated over the past 1-2 years. 

Economic growth measured 1.5% in Q4 of 2017 as 

compared with the same quarter of 2016. On an 

annualised basis, this represents the weakest 

economic growth since Q1 of 2014, when it was 

negative by 1%. Economic growth has been slowing 

down ever since peaking in Q4 of 2016. It should be 

borne in mind that these are preliminary figures. 

Some upward or downward revision is to be 

expected going forward. As a case in point, Statistics 

Iceland revised figures on capital formation upward 

as far back as 2014 this time around. Statistics 

Iceland also revised figures on private and public 

consumption as far back as 2016, also upwards. In 

light of these revisions, economic growth in the past 

few years can be said to have been underestimated, 

but not by much.  

 

Slower export growth  

One of the key drivers of economic growth in recent 

years - export - experienced rather slower growth 

last year than the two previous years. There was 

4.8% growth in 2017, 10.9% growth in 2016 and 

9.2% growth in 2015. Last year, as in the previous 

years, export growth was driven by export of 

services, which can be traced back to the 

transformational growth of the travel industry. The 

growth in services exports amounted to 8% in 2017; 

goods exports to only 0.9%. This limited growth in 

goods exports is due in part to the fishermen’s strike 

in early 2017 and resulting lower cod exports for the 

entire year. Services exports showed robust growth 

three out of four quarters of 2017; 17.8% YoY in Q1, 

8.9% in Q2 and 13.5% in Q4. Negative growth to the 

tune of 0.5% in Q3 counteracted overall growth in 

services exports for the year as a whole.  
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Highest growth in private consumption since 2005 

Private consumption showed robust growth, or 

7.8%, which is in line with our macroeconomic 

forecast from November 2017. This is the highest 

growth in private consumption since 2005, when it 

measured 11.4%. 2016 clocked in at 7.1%.  

 

Capital formation slows down considerably 

Capital formation in the economy increased by 9% 

in 2017, which is significantly less than in previous 

years. Capital formation growth ranged between 17-

22% in 2014-2016. This slow-down is due to less 

growth in industrial investment, the single largest 

component in capital formation. Industrial 

investment growth fell to 4% as compared with 18-

30% growth in 2014-2016. This is not due to 

investment in vessels or aircraft - there was in fact 

an increase in investment in vessels and aircraft. 

Industrial investment grew by 2.8% less vessels and 

aircraft and total capital formation amounted to 

4.3% in total, less vessels and aircraft.  

 

Conversely, there was significant growth in housing 

investment and public investment. Housing 

investment increased by 22% following 26% growth 

in 2016. Public investment increased by 23% and 

has not grown by as much since 2014. 

 

Rather less economic growth than we forecast in 

November 

All in all, economic growth amounted to 3.6% in 

2017 as compared with 7.5% the previous year. 

Average economic growth this century is 3.2% and 

last year was thus slightly above the average. This is 

also considerably higher economic growth than 

experienced by most main trading partner 

countries. In November we forecasted rather higher 

growth, or 5.5%. Various components explain the 

divergence; first and foremost, we overestimated 

export growth. While we assumed that export 

growth would be 8.2%, it was 4.9%. Another 

influencing factor is that we expected an 8.6% 

growth in industrial investment, whereas 

preliminary figures from Statistics Iceland show a 

4.3% increase. Statistics Iceland’s figures on 

industrial investment are frequently revised upward 

going back several years and economic growth 
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figures can be expected to be revised upward 

somewhat in the future.  
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