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CLOSING CASE

The IMF and Iceland’s Economic Recovery

¥hen th global financial ciss it in 2008, iy lee-
e affeted mre thun most. The couniry’s tree big-
o ks had been expanding ai 8 breakneck pice
e 3000 when the goverament privaiized th bark-
¢ sceto. With a opulaon of round 320000, fec-
8 Svas too small for the basking sector's ambitions.
e b aarted to cxpand into other Scandinavian
B ities and the UK. They cntered local morigage
e, purchased forcign financial insittions, 43
e foegn ranchcs, atractig deposirs by offr
P high intcrest e, The cxpansion was financed by
e ch of  structred as short-term loans tha ad
o egulatly refinanced. By carly 200, the three
s hetd debis that amounted to almost six imes the
e afthe enre cconomy of ocland! So long 3 they
Yool perodicalyrefinance this deb, it was not aprob-
o Howevce, in 2008, global financial markets i
Hioded folowing the bankrupiey of Lehman Brothers
Do collapse of the U.S. housing maskei. 1a te af-
. inancial matkeis froze. The leelandic banks
fonnd st they could ot efinance thir debt, and they.
faced bankrupicy.

e Jeeandic goveanment Jakedthe funds o bl out
b s, o decided o let the big thre fll 1 qick
e eeion thefoeal tock market plunged 90 percent and
oy neresed mncfod. The krona, 1cland's
ey plnged on foreig exchinge mkets, pshing

up the pice of imports,and infaion soaed 0 18 per-
O oviand appeared to b in free fll. The economy
ook by hos 7 percent in 2009 nd anohes 4 prcent
in2010.

o Ste the decline, the government secured S 0l
Lo i oans from the International Monetary Fund
P and other counris, The leelandic government
epped in o hep local depositors, eiing the domesic
D of the Icelandic banks and using IMF and other
e backstop deposit guarantecs. Fer from imple-
eming ausenty messures {0 solve the crisis, e
e andic government looked for ways (o shore up cor
e spending. For example,the government provided
e toted subsidies 10 reduce the mortgage inierest
ense of borowers. The dea vas (0 30p domesic
et spending from imploding and forthet
Gepresing the cconomy.

i the Fnancial system stabilized, thasks (0 the
I and otber foreiga foans, what happened 1ext is 42
Shject eson m the valueof having  floatin curreoy
ol n the alue of the krona helped boost lcland's
Diports,such s fishand lumigm, whiledepresing de
e o costly import, such s automobiles. By 2009
e rona was worth halfas much agsinst e U dollar
e euro s it was in 2007 before the criss. Iecland’
pors sorged and mporis shumped. Wil the high co%
f mports did ioke infaton, boomiag exports Sarted
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o pump money back into the fec
e cconomy e again 3.1 percent anal
e This was followed by 2.7 percent growih in 2012
O percent growth in 2013, while wnemployment e}
i of neaty 10 percent o 4.4 percentat the end
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Chapter 11 m

jandic cconomy. In  Case Discussion Questions

What were the main causes offeeland's economic
roubles in 20087
as Teland facing a clasic curreacy crisis, of

s his  banking crsis?
T i Ieeland recover from its 20082009 cri-

e What ar the important essons o i fom

s case?
Techina did not implement the ausiecity poliies

nat ar 5o often associated with INIF loans, and
et cconomy ecovere. Docs i suggest it
sty polcis do not work?




