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Budgetary Governance in Practice: Iceland 

Economic context  

Growth in Iceland is expected to ease but remain robust; the economy is approaching 

capacity limits. Household consumption will increase on the back of continued labour 

immigration and rising wages in 2018 but slowdown in 2019. Business investment will 

decline after completion of several large projects. Unemployment has reached its lowest 

level since the 2008-09 economic and financial crisis and will continue to fall slightly. 

Revenues from exports and tourism are expected to decline from the strong levels reached 

in 2017.  

 
  

A: Fiscal Balance and Public Debt B: Fiscal Policy Plans

C: Public Investment D: Expenditure by function (2016)

Source : OECD National Accounts Statistics (database).

Information on data for Israel: http://dx.doi.org/10.1787/888932315602.

Note: The graph is referring to government investment as a 

percentage of GDP and as a share of total government 

expenditures.

Source:  OECD National Accounts Statistics (database); Eurostat 

Government finance statistics (database).

Note : The graph is referring to general government fiscal balance 

and general government gross debt as defined in the OECD 

National Accounts Statistics.

Note : The graph is referring to Fiscal Policy Plans that are 

implemented and/or officially announced as of November 2017 

and as indicated by the country. Actual results in graph A may 

differ as the Fiscal Policy Plans are prepared by the country 

beforehand and as the Debt and Balance Plan reported by the 

country are based on the country’s own definition; Data are 

referring to general government. 

Source: OECD National Accounts Statistics (database); 

Eurostat Government finance statistics (database).

Source: 2018 OECD Fiscal Plans and Budgeting Framework 
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Developments in budgetary governance  

A new Organic Budget Law was introduced in Iceland in 2016 providing for a reformed 

fiscal framework with three fiscal rules and multi-year fiscal planning. It requires the 

publication of a Five-year Fiscal Policy Statement every five years and a Fiscal Strategy 

and Budget Bill on an annual basis. The new fiscal framework is more goal orientated, 

taking Iceland towards performance budgeting. 

The law also introduced an independent fiscal institution in the form of a Fiscal Council. 

Its role is to provide independent opinion on the extent to which proposed fiscal policy 

aligns with the fundamental values and fiscal rules in the legislation. 

Gender budgeting was also a major element of the 2016 budget reforms. The Finance 

Minister, in consultation with the Minister responsible for gender equality, leads the 

formulation of a gender budgeting programme, which is taken into account in the drafting 

of the budget bill. The budget bill must also outline its effects on gender equality targets. 

 

 
 

Central Budget Authority 

Ministry of Finance and Economic Affairs. 

 

Website: www.stjornarradid.is/raduneyti/fjarmala-og-
efnahagsraduneytid/skipulag/skrifstofa-opinberra-fjarmala/ 

Legal Framework 

Legislation provides for the form and structure of the budget 
as well as what happens when the budget is not approved by 
the start of the fiscal year, the medium-term expenditure 
framework and audit rules and requirements. The current 
Organic Budget Law came into force on 1 January 2016 
(Public Finance Act 123/2015). The roles and responsibilities 
of the legislature and the executive in the budget process are 
stipulated in internal rules.  There is no formal basis for the 
roles and responsibilities of the different parts of the 
Executive in budget formulation and execution. 

 
 

Budget coverage 

According to the new Organic Budget Law, the budget will consolidate all 
entities controlled by the State – that is the ministries, public agencies, social 
security funds, and State-owned enterprises.  

Budget cycle 

Budget circular  

Pre-budget fiscal policy statement n/a 

Negotiations with line ministries  

Executive budget proposal September 

Parliamentary vote on budget December 

 Start of financial year   1 Jan. 

In-year budget execution reports Quarterly 

Mid-year implementation report   

 End of financial year   31 Dec. 

Year-end financial statement By 1 June 

Audited financial report   

Parliamentary accounting  

  

http://www.stjornarradid.is/raduneyti/fjarmala-og-efnahagsraduneytid/skipulag/skrifstofa-opinberra-fjarmala/
http://www.stjornarradid.is/raduneyti/fjarmala-og-efnahagsraduneytid/skipulag/skrifstofa-opinberra-fjarmala/
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Iceland’s application of OECD budget principles “at a glance” 

 

1. Fiscal policy objectives The Law on Public Finance provides for three fiscal rules. The net lending/borrowing over a five 
year period should always be positive and the annual deficit below 2.5% of GDP. Total liabilities 
must be lower than 30% of GDP. If the debt ratio exceeds 30%, the excess should be reduced in 
every three year period by at least 5% per year.  

2a. Strategic alignment  Each new government must publish a policy statement and strategy for the next five years. The 
Policy Statement and the Strategy reflects the government’s objectives and emphasis concerning 
the economic policy effect of public finances, tax policy, and prioritisation of spending. 

2b. MTEF  The Minister of Finances lays a MTEF before parliament no later than 1 April each year. This sets 
out expenditure ceilings for the 34 expenditure areas for the next five years.  

3. Capital and infrastructure  The use of Public-Private Partnerships (PPPs) is rare in Iceland. Municipal governments are 
responsible for local infrastructure. There have been calls for central government and the 
municipalities to better co-ordinate investment plans. 

4. Transparency and accessibility Iceland’s current reporting framework, based primarily on the Financial Reporting Act of 1997, is 
relatively advanced and requires the reporting of an operating statement, a balance sheet, and a 
cash flow statement. Another strength is the close alignment of budgets and financial statements. 

5a. Parliamentary engagement Parliament debates the budget bill in three readings. Between readings the Budget Committee 
reviews the budget bill. The Parliament may make amendments to the budget if it does not change 
the total deficit/surplus.  

5b. Inclusive public / civic debate Gender budgeting was introduced in 2015. The Finance Minister, in consultation with the Minister 
responsible for gender equality, leads the formulation of a gender budgeting programme, which is 
taken into account in the drafting of the budget bill. The budget bill must also outline its effects on 
gender equality targets. 

6. Budget accounting and financial 
reporting 

Iceland was one of the first countries to introduce accrual concepts in budgeting. The 
budget and year-end statements are prepared on an accrual basis, subject to a number of 
modifications. Both the budget and financial statements are composed of all key statements 
and disclosures, as required by international standards, except for the statement of 
changes in net assets.  

7. Budget execution Each Minister must regularly monitor the finances in their area of responsibility and seek ways to 
ensure that spending does not exceed the budget. Ministers may change the allocation of 
appropriations across categories as long as the decision is explained to the relevant head of the 
department with at least six weeks notice.  

8a. Performance budgeting The 2015 Organic Budget Law requires ministers to formulate and submit five year policy 
statements setting out targets, including quality and service targets, and explaining how these will 
be achieved. Budgeting is now more goal orientated and Iceland is working towards performance 
budgeting.  

8b. Evaluation and VFM  

9. Fiscal risk and long-term 
sustainability 

Each minister must regularly assess long-term financial sustainability in their own areas of 
responsibility and notify the Finance Minister of risk factors and how to deal with them. The Finance 
Minister makes the Government and the Budget Committee at parliament aware of these.  

10. Quality assurance and audit The Icelandic National Audit Office (INAO) undertakes financial and performance audit. A Fiscal 
Council was set up in 2016 to provide independent opinion on the extent to which proposed fiscal 
policy aligns with the fundamental values and fiscal rules in the legislation. 

Note: Rows in bold represent notable international practice.   




