
Statement on Second Agricultural Loan to Iceland 

I. The general f eatures of Iceland's 10-year agricultural development progran 

have been mentioned in the reports presented to your Board. 

Summarizing the program very briefly, one could sa;y tba t the primary target 

of it, is to increase - over a period of 10 years - the country's cattle stock by 

about 40% and the number of sheep by around 75%. The measures by which this 

target can be achieved and those necessary to take care of the results of the 

program are the following:-

1. Expansion of the cultivated area by about 3500 ha. annually. 

2. Construction and renovation of farm structures to shelter the 

increased number of animals and to store the winter fodder re

quirements. 

3. Building of new - and reconstruction of - existing farm houses 

to encourage the farmpopulation to stay on the land. 

4. Introduction of additional farm machinery to increase the pro

ductivity of farm labor. 

I I . Back in 1950, the cost of the program was estimated at Kr. 1220 million, 

but recently revised downwards to Kr . 1065 million, chiefly because Icelandic 

off icials realized that expenditure on buildings and probably on farm machinery 

would be lower than originally anticipated. 
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III. Although the program has not officially been adopted by the Government, 

it forms the basis of Iceland I s agricultural development plans. Until nO\,. every 

year an equal part of the program has been carried out. The Bank made a loan in 

European currency equal to $1,008,000 to finance part of the 1952 program. A 

loan r eques t of similar nature but to a somewhat higher amount of Kr. 21.9 mil

lion, or $1,350,000 has been put forward for the year 1953. 

IV. The original investigat ions on the soundness of the loan disclosed that 

the relationship between the agricultural development plan and the overall eco

nomic situation in Iceland was such that further inquiries on the possibilities 

of cutting down of anticipated expenses especially were thought advisable. 

V. As a result of the recent discussions in Iceland, the estimates for the 

1953 program, originally announced to cost Kr. 120 million, were modified to a 

total of Kr. 99.4 million. The major amendments were made in the amounts anti

cipated to be spent on rural housing, agricultural machinery and farm structures. 

This could be done mainly because of the fact that houses and farm structures 

at present are built much simpler than a few years ago, and than anticipated for 

19.53. The reduction in requirements for farm mad'linery also stems from last 

year's experience and is backed by the main supplier of this equipment in Ice

land. 

VI. The reduced cost of investment figures does not, however, represent the 

real cost of the annual program, for two reasons. In the first place, the actual 

labor cost in money terms are only about one-third of the amount included in the 

Kr. 99 million because a great deal of the necessary labor is performed by the 

farmer and his neighbors in times when they would otherwise be idle. In the 

second place, import duties and sales tax on imported materials and equipment 

to about Kr. 7 million are no real outlay for the economy. Thus the real cost 
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to the economy would be about Kr. 70 million, of which about Kr. 39 million are 

expected to be in foreign ecchange. 

VII. The financing of the 1953 program is likely to take place through loans 

from the Agricultural. Bank to an a.mount of Kr. 29 million, farmers' own savings 

of about Kr. 19.3 million and Government subsidies of Kr. 14.7 million. 

VIII. The benefits of the Kr. 70 million investment based on the increased agri

cultural production and exports (including import savings) are estimated at 

about Kr. 17 million in farm income plus Kr. 5 million by way of savings ori 

food prices. Annual foreign exchange earnings and savings would amount to Kr. 13 

million as against a total foreign exchange investment of Kr. 39 million. Both 

these aspects of the program seem to justify not only the investment involved, 

but also the granting of a loan. 

IX. The amount of the loan applied for is equivalent to $1,350,000 or Kr. 21.9 

million, representing the approximate value of imported :materials required for 

land reclamation, the construction for farm buildings and dwellings and part of 

the agricultural machinery. It is planned to make the loan to the recently 

established Development Bank of Iceland, with the guarantee of the Government. 

The counterpart funds will be made available to the Agricul turaJ. Bank. 

X. The newly proposed loan differs from the 1951-loan on two points: 

a) The loan will cover part of the program requirements for an 

18 months period, instead of only one year; 

b) The goods to be financed wi1.l include, under the new loan, 

some agricultural equipment. Since the initial discussions 

on the loe.n took place, Iceland has found it possible to ob

tain, under barter agreements, on advantageous terms, some 

of the mat~rials needed for agricultural construction. 
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The need for the Bank's financing the import of these 

materials was reduced accordingly, and the Icelandic nego

tiators asked that the list of goods to be financed by the 

Bank loan be broadened to include certain types of agricul

tural equipment. 

XI. The inclusion of agricultural equipment does not alter the relationship 

between the total foreign exchange costs of the program and the anount of the 

proposed Bank loan. Furthermore, it would not affect the use of the counter

part of the loan which would still go to the Agricultural Bank to help the 

farmers finance farm improvements other than agricultural machinery. 

XII. During negotiations satisfactory arrangements have been made to enable 

the Bank to follow up the progress of the annual program. 

August 28, 1953 

A. Kruithof 




