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Iceland party leader calls for move to restore growth 

By Richard Milne, Nordic Correspondent 

 

Iceland’s next government needs to focus on boosting growth on the battered Nordic island, 

according to the leader of the party that won the most votes in the weekend’s 

parliamentary elections. 

 

Bjarni Benediktsson, head of the centre-right Independence party, said he would start 

coalition discussions straight away with the centrist Progressive party after the two 

opposition groups won a little more than half of the popular vote. 

 

“We need to restore Iceland to growth: it is the single most important thing. We need to 

simplify and lower taxes, and the heavy indebtedness of households needs to be dealt with,” 

he told the Financial Times. 

 

The elections delivered a crushing defeat to the first ever left wing government in Iceland’s 

history as its support fell by more than half compared with the last elections, held in 2009 

just after Iceland became one of the biggest and earliest victims of the financial crisis. 

 

They heralded victory for the Independence and centrist Progressive parties – the two 

traditional political forces on the island that have together governed for nearly all the time 

since Iceland gained independence from Denmark in 1944 – who gained 19 seats each in the 

63-seat parliament amid widespread voter discontent. 

 

The two parties were last in government together from 1995 to 2007 and are accused by 

many of contributing to Iceland’s spectacular crash by deregulating the banks and pushing 

home ownership. 

 

http://www.ft.com/cms/s/0/1054fe6a-b01b-11e2-8d07-00144feabdc0.html#ixzz2RnN7cF6l 
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Outline 

 Economic growth: A sustained upward trend in the total output of goods and 

services in a nation (increase in real GDP) 

 Fiscal policy: A government’s manipulation of taxes and expenditures with the goal 

of increasing or decreasing the level of AD 

 Previous governments blamed for economic crash 

 Deregulation of banks + pushing home ownership = risks 

 Mortgages and toxic assets + deregulated financial operations (such as collateralised 

debt obligations) lead to Iceland being one of the “biggest and earliest victims of the 

financial crisis” in 2009 

 New government plan = reducing taxation + lowering household debt 

 Lower taxes = more dispensable income = more consumption 

 Less indebtedness = more wealth and real purchasing power for households = more 

consumption + more consumer confidence 

 C + I + G + (X – M) increases AD through aforementioned consumption and possibly 

investment increase 

 Boost in growth = AD shifts to the right = actual increase 

 SR: Administrative time-lag + political influence (tax cuts vs. government spending) 

 LR: Inflation increase, BOT worsens, unemployment goes down, actual growth 

 Evaluation: If tax cut are financed by increased government borrowing may result in 

interest rates to increase = net export effect (decrease as more imports due to 

stronger currency) 

 May not work if consumer confidence is still low (due to recent recession) 

 Alternative method: Increase government spending 

 Benefit: direct injection into circular flow of income = greater stimulus 
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Diagram 1: Increase in AD due to decrease in tax and hence increase in consumption 

 

 

 

 

 

 

 

 

 

 

Diagram 2: Actual growth in PPF due to shift in AD (increase in actual GDP)  

 

 


