
ICELAND 

ELECTRIC POilER DEVELOPMENT 

Introduction 

1. On September 1, 1950, the Icelandic Governmertt ·asked the 
Bank for a loan of the equivalent of ~~2.;1 million in European 
currencies to cover the purchase of European equipment for two 
hydroelectric power plants (Sog and Laxa), transmission lines, 
substations and distribution systems. The total cost of the 
power plants and related equipment is estimated to be equiva~ 
lent to :_'il2.4 million. U,i9 .• 7 million for Sog and ~~2 .• 7 million 
for Laxa). .. 

2. The Icelandic Government also indicated its intention to 
approach the Bank with respect to: 

(a) a fertilizer factory involving foreign exchange ex
penditures equivalent to about ~>3.8 million, of 
which ~2.6 million would be in u. S. dollars pro
vided by ECA and up to ~µ. ·2 million in European cur
rencies.; 

(b) a cement plant involving foreign exchange expendi
tures of ~p2 million, most of which would be in 
Europea.~ currencies; 

( c) an agricultural development program.. 

These projects are not covered by the present memorandum. 

Notet All amounts in this paper are expressed in U.S. dollar 
equivalents at current rates of exchange. The present 
rate for the Icelandic kronur (Kr.) is: 

Kr. 16.32 
Krl> .1 

: ~l.00 
: 6.1 u.s. eents 
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3. The following table shows how it is proposed to obtain the 
necessary funds for the hydroelectric projects: 

Lender 

Dollars 

Icelandic Government: 

Local currency 

Icelandic Government 
Reykjavik Iviunici pali ty 
Akureyri Municipality 

it£ond issue (by Sog & Laxa) 

European Currencies 

Icelandic Government 
,, 

Source of Funds 
Lent 

Loans from ECA 
Grant from ECA 

ECA counterpart 
own funds 
own funds 1 
private investors /"' 

Loan from the Bank for 
purchases in: 

Sweden 
Denmark 
Norway 
United Kingdom 
Western Germany 

Total 

Dollar Equiva
lents L"1. Hillons 

3.4 
Oo7 
0.2 
1,,2 
~ 

1.0 
o.5 
0.1 
0.3 
0.2 
2ol -

12.,4 

4o At a meeting of the Staff Loan Committee held on January 15, 
l95l (SLC/A/213) it was agreed that: 

(a) the Bank request the European Governments concerned to 
approve the use out of their 18% subscriptions, of the 
currencies required for the hydro projects; 

(b) when such approvals had been obtained the Icelandic Govern
ment be informed of the Bank's willingness to enter into 
negotiations. 

* It is hoped that the equivalent of $1.2 m:UJ.ion can be raised by 
the issue of bonds, ECA counterpart will, however, be used to 
the extent that sufficient funds cannot be obtained from the bond 
issue. 
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Availability of European Currencies 

5. Both Norway and Denmark have agreed to release a sufficient 
amount out of their 18% subscriptions to cover the purchases to 
be made in their countries as shewn in the preceding table. The 
United Kingdom has agreed to release from its l8% subscription, 
funds sufficient to cover purchases in the U,K. and one half of 
purchases to be made in Sweden and Western Germany. France has 
unofficially indicated willingness to make a release to cover the 
remaining one half of purchases in Sweden and Western Germany and 
official confirmation of this is expected within the next few days. 
The Icelandic Government will accordingly be invited to send rep
resentatives to Washington to negotiate as soon as formal con
firmation of the approval of the French Government has been received. 

Engineering Aspects o! the Projects 

6, Further information on the projects confirms that, from an 
engineering point of view, they are sound and of high priority. 
An outline of the technical aspect~ of the projects, which remain 
substantially unchanged, was included in the paper enclosed with 
the Loan Director's Memorandum of January ll, 1951 (SLC/0/296). 

The Economic Situation 

7. An outline of the economic position of Iceland is given in the 
attached report~ E-148. · 

-
8. Iceland is at present highly dependent upon fish catches and 
world fish markets. 

, ~ ... ,:1 : 

9. aeavy V{artime military expendit~res by thlr Alli~s and, Jmme
diately after the ~ar:; favorable fish ·pri¢es enabled ~qeland to -
build ·up foreign exchange reserves to ~?89 million by the . end of 
1944, to pay off neariy·au•her 'foreign debt, raise the ·riational 
inc6me, and initiate ~ -1945 a heavy investment program. ¥1 the 
last . two or . three yea:rs 1 . however, ·there has been a v1eakenifig 1I). 
the market ·for fish and. Iceland's foreign ·earning~ ·have ·fallen · 
off markedly. Although .it was thus necessary in these ·y~ars ·to 
reduce investment q,Ild q9nsumption the fact that Iceland was re~ 
ceiving substantial ·ERP and other ·foreign aid, part .of which was "' · 
on~ grant basis, enabl~d investment to be maintained at a high 
level. ' · " · · r · 

10. Investment in the last few years has, despite direct and in
direct-.:f oreigri aid.~- .involved . using up practically all the country •s 
~orei~ .exchange _resou.r~es. etc.1 runn14~ dO\'m sto?k~, f ,d severely 
. ' ' 

' ,. : ,. 
,· 

;...,.. 
..i. " -
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restricting the import of consumption goods. Its main directions 
until recently were the fishing fleet, quick-freezing plants, her
ring oil and meal factories and extensive residential construction 
and public works. Partly because of weaknesses in the overall 
planning of investment and in the structure of existing financial 
institutions, however, much of the investment has yielded little 
immediate benefit to the external financial position. 

11. Internally, the drive to maintain the exceptionally high stan-
dard of living acquired during wartime,together with heavy invest-
ment activity during a period of declining exports has led to a con
tinued inflation. This, together with adverse developments in world fish 
markets, forced a second devaluation of 42.5% in I.iarch 1950, bringing 
the total devaluation of the Krona to 60% in six months. So far the 
government has been unable to stop inflation completely but the budget~ 
is now no longer an inflationary factor, and credit is severely con
trolled, with the result that the real volume of investment i~ being 
somewhat reduced. On the other hand, while wages are no longer 
adjusted to the cost-of-living index, it is feared that there will 
be pressure for another round of wage increases later in the spring. 
Despite a great improvement in the financial outlook, it may not be 
possible to achieve complete stability in 1951. 

12. Although there is still a substantial payments deficit, a balance 
could be achieved by reducing the rate of investment and thereby of 
imports. Fortunately Iceland's external debt is relatively small. 
Equivalent to only $6.4 million, of which $2e6 million is in dollars, 
it should be well within Iceland I s capacity to repcW • Peak require
ments for interest and amortization are only $449,000 per annum, com
pared with present annual exports and invisible earnings rf about ~40 
milliono Iceland could thus justifiably borrow abroad for economic 
development provided that her total investment program is smaller 
than at present and is well directed towards improving her balance 
0£ payments. Her capacity to service additional debt is less in the 
case of dollars than in other currencies and she should if possible 
reserve dollar borrowing for essential items which can be obtained 
only in dollarso 

Conclusions 

lJo Developments since January J.5., 1951, when the Loan Director! s 
Memorandum dated January 11 (SLC/0/296) was submitted to the Staff 
Loan Committee, do not suggest that there is any need to change t he 
views then ~ ssedo It is accordingly recommended that: 

(a) in the long run, substantial assistance by the Bank would 
depend upon its being satisfied regarding the size and com-
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position of the Icelandic investment program as a whole 
and its effectiveness in diversifying the economy and 
improving the country's external financial position; 

(b) the hydroelectric program (Sog and Laxa) already under way 
is clearly of very high priority and the additional foreign 
debt, which it would involve, would increase peak annual 
debt service to only ~:)710,000 which is well within Iceland's~: 
ability to pay. 

(c) accordingly, a loan for the Sog and Laxa projects could be 
made without awaiting further investigation into the invest
ment program. 

S. R. Cope 
Loan Q{f.a,g~r 




