INFLATION FORECAST
16 October 2018 | Íslandsbanki Research
Summary
• Our forecast: CPI to rise 0.5% in October
• Headline inflation to rise from 2.7% to
2.8%
• ISK depreciation and higher oil prices
show in rising price level
• Food, housing, fuel, airfares among
upward-pushing items
• Inflation 3.5% over 2018 and 3.4% over
2019
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We project that the consumer price index
(CPI) will rise by 0.5% month-on-month in
October, If this forecast materialises,
headline inflation will rise from 2.7% to 2.8%.
The inflation outlook for the next few
quarters has worsened slightly, in our
opinion, because of the recent depreciation
of the ISK. The outlook is for inflation to
measure 3.5% at the end of 2018 and average
3.5% in 2019. Statistics Iceland (SI) is
scheduled to publish the October CPI at
9:00 hrs. on 29 October.

Upward-pushing items: spoiled for choice
Our forecast of October’s month-on-month change in the CPI is a good example of the old
adage “Little strokes fell great oaks.” No single item is the obvious driver of the rise in the CPI;
instead, the overall price level appears to be trending upwards. Pass-through from
depreciation of the ISK since the beginning of September is an important factor, of course, not
least because of its impact on the price of food, petrol, and other high-turnover items.
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We estimate that food and beverage prices will rise by 0.9% (0.10% CPI effect), owing mainly
to higher imported food prices. Furthermore, we expect the housing component to push the
CPI upwards by 0.08%. Our survey indicates, however, that imputed rent, which is by and large
a reflection of house prices, will rise by only 0.2% (0.04% CPI effect). The rise in paid rent and
home maintenance also affects this item.
Fuel prices have risen by 2.4% since SI’s last measurement (0.08% CPI effect). The weakening
of the ISK and the rise in global oil prices are the main drivers here, and they probably play a
leading role in the 4% hike in airfares (0.06% CPI effect), which our survey indicates has taken
place since the September CPI measurement. In addition, we estimate that motor vehicle
prices will raise the index by 0.04%.
We also expect import prices — such as clothing and footwear (0.03% CPI effect) and furniture
and housewares (0.04%) — to be somewhat higher in October, together with miscellaneous
recreational goods (0.03%).
Accommodation and telecom push downwards
Few items will push the CPI downwards, according to our forecast. Chief among them are
accommodation prices (-0.02%) and post and telecom services (-0.01%).
Inflation on an upward path in coming quarters
The more than 8% depreciation of the ISK since the beginning of September has changed the
short-term inflation outlook distinctly for the worse. We expect the CPI to rise by 0.3% in
November and 0.5% in December, followed by a 0.1% decline in January. If this forecast
materialises, inflation will measure 3.5% at the year-end. Exchange rate pass-through from the
ISK depreciation will affect matters in November and December, whereas in January the usual
suspects will come into play, with seasonal sales pushing downwards and price lists and public
levies pushing upwards.
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Thereafter, we expect inflation to remain broadly stable well into 2019 and then begin to taper
off slowly in the second half of the year. The disinflation in H2/2019 is due primarily to a slower
rise in house prices further ahead and a stable ISK, which we expect to hover around the current
level for the bulk of the forecast horizon.
Apart from uncertainty about the ISK in coming quarters, the most prominent uncertainties in
the forecast centre on two factors: wages, which could rise faster than we anticipate (see the
2

table above); and house price inflation, which could slow down more than we have assumed in
this forecast.

Authors
Jon Bentsson, chief economist +354 440 4634
Bergþóra Baldursdóttir +354 440 4637
research@islandsbanki.is
http://www.islandsbanki.is/English/

LEGAL DISCLAIMER
This report is compiled by Islandsbanki Research of Islandsbanki hf.
The information in this report originates in domestic and international information and news networks that are deemed
reliable, along with public information, and Islandsbanki Research’s own processing and estimates at each time. The
information has not been independently verified by Islandsbanki which therefore does not guarantee that the information
is comprehensive and accurate. The views of the authors can change without notice and Islandsbanki holds no obligation to
update, modify or amend this publication if assumptions change.
This publication is only published for informational purposes and shall therefore not be viewed as recommendation/advice
to make or not make a particular investment or an offer to buy, sell or subscribe to specific financial instruments. Islandsbanki
and its employees are not responsible for transactions that may be carried out based on information put forth in the report.
Before making an investment decision, recipients are urged to seek expert advice and get well acquainted with the
investments market and different investment alternatives. There are always financial risks related to investment activities,
including risk due to international investments and fluctuations in the exchange rate of currencies. Investors’ investment
objectives and financial position vary. Past performance does not indicate nor guarantee future performance of an
investment.
The research report and other information received from Islandsbanki are meant for private use only. The materials may not
be copied, quote or distributed, in part or in whole, without written permission from Islandsbanki.
This report is a short compilation and should not be considered to contain all available information on the subject it
discusses.
Supervisory body: The Financial Supervisory Authority of Iceland (www.fme.is).
UNITED STATES
This report or copies of it must not be distributed in the United States or to recipients who are citizens of the United States
against restrictions stated in the United States legislation. Distributing the report in the United States might be seen as a
breach of these laws.
CANADA
The information provided in this publication is not intended to be distributed or circulated in any manner in Canada and
therefore should not be construed as any kind of financial recommendation or advice provided within the meaning of
Canadian securities laws.
OTHER COUNTRIES
Laws and regulations of other countries may also restrict the distribution of this report.
Further information regarding material from Islandsbanki Research can be accessed on the following website:
http://www.islandsbanki.is.

3

