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ICELAND

BACKGROUND: Sigurður Ingi Jóhannsson became prime minister in April 2016 following the resignation 
of Sigmundur Davíð Gunnlaugsson after revelations in the Panama Papers of ownership in an offshore 
company. The Progressive Party has ruled in a coalition with the Independence Party since parliamentary 
elections in April 2013. Public distrust of politicians helped propel Guðni Jóhannesson, an independent 
historian, to the largely ceremonial presidency following elections in June 2016. Iceland officially withdrew 
its application for membership in the European Union in March 2015. Its relationship with the EU includes 
free trade and movement of capital, labor, goods, and services within the region. Domestic consumption 
and tourism have fueled growth in recent years.

Iceland’s modern and competitive economy benefits from a 
strong commitment to open-market policies that facilitate 

dynamic flows of trade and investment. Transparent and effi-
cient regulations are applied evenly in most cases and encour-
age vigorous private-sector entrepreneurial activity. Measures 
to lift capital controls imposed in the wake of the 2008 financial 
crisis are underway.

The strength of Iceland’s economic and social institutions is 
reinforced by robust protection of property rights and an 
independent judiciary that enforces anticorruption measures. 
Management of public finance has been comparatively prudent, 
with continued attention to the size and scope of government. 
Monetary stability has been well maintained.

NOTABLE SUCCESSES:
Property Rights, Business Freedom, 

and Trade Freedom

CONCERNS:
Government Spending, Financial 
Freedom, and Labor Freedom

OVERALL SCORE CHANGE 
SINCE 2013:

+2.3

POPULATION: 
0.3 million

GDP (PPP): 
$15.2 billion
4.0% growth in 2015
5-year compound 
annual growth 2.7%
$46,097 per capita

UNEMPLOYMENT: 
4.4%

INFLATION (CPI): 
1.6%

FDI INFLOW: 
–$76.2 million

PUBLIC DEBT: 
67.6% of GDP
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Private property is well protected, but real prop-
erty rights are mostly reserved to Icelandic citizens. 
Iceland has a solid legal institutional framework to 
enforce laws protecting intellectual property. The 
judiciary is independent, and accountability and trans-
parency are institutionalized. Corruption is contained, 
although the prime minister stepped down in April 
2016 following a tax scandal involving an offshore 
company that he set up with his wife.

The top personal income tax rate is 31.8 percent, 
and the flat corporate rate is 20 percent. Other taxes 
include a value-added tax and an estate tax. The over-
all tax burden equals 38.7 percent of total domestic 
income. Government spending has amounted to 44.3 
percent of total output (GDP) over the past three 
years, and budget deficits have averaged 0.4 percent 
of GDP. Public debt is equivalent to 67.6 percent 
of GDP.

The transparent regulatory environment supports 
commercial activity, allowing business formation and 
operation to be efficient. The labor market, character-
ized by broad wage settlements and high unionization, 
lacks flexibility. A new law passed in June 2016 autho-
rizes the central bank to impose reserve requirements 
on certain capital inflows as part of efforts to disman-
tle existing capital controls.

Trade is extremely important to Iceland’s economy; 
the value of exports and imports taken together equals 
100 percent of GDP. The average applied tariff rate is 
1.0 percent. Iceland has restructured and recapitalized 
its banking system since the 2008 banking crisis. 
Implementation of a plan to liberalize capital controls 
is in its final stages, with the majority of the controls to 
be eased or removed in 2017.
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