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Summary
*  Weforecasta 0.4%rise in the CPlin April

* Headlineinflation will rise to 3.3%
* Easterspike in airfares pushes upwards
* Imputed rent pushes downwards

* Inflation outlook hasimproved somewhat
* Inflation 2.9%in 2019 and 2.8% in 2020

We forecast a 0.4% rise in the CPl in April
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April CPlat 9:00 hrs.on 29 April.

Airfares push inflation upwards over Easter
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We expect the consumer price index (CPI)
to rise by 0.4% month-on-month in April,
raising headline inflation to 3.3%, from 2.9%
in March. The medium-term inflation
outlook has improved somewhat since our
last forecast, owing to the prospect of more
favourable wage developmentsin 2019 and
a slower rise in house prices than we had
previously expected. Inflation looks set to
average 3.4% in Q2/2019 and taper off
thereafter. We expect it to measure 2.9% at
the end of 2019 and 2.8% at the end of
2020. Statistics Iceland (SI) will publish the

According to our measurements, overseas airfares will be the main driver of the April rise in the
CPI. Airfares generally rise in April, owing to the Easter holidays, but in the wake of the collapse
of WOW Air, which caused a surge in both demand and ticket prices, airfares can be expected
to rise well in excess of the usual seasonal spike. We forecast that the travel and transit
component as a whole will raise the CPI by 0.37%. Air travel and transit weigh heaviest, with a
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price increase of 25% (0.32% CPI effect), although the MoMrrise in fuel prices is a factor as well
(0.05% CPI effect).

Apart from airfares, though, price increases overall appear relatively moderate at present. We
expect the housing component to remain virtually flat between months. Imputed rent, which
is mainly a reflection of house prices, declines by 0.25% (-0.05% CPI effect), while paid rent
rises by 0.50% (0.02%). House price inflation has been more modest in 2019 to date than in
recent years. The supply of available housing has increased steadily, while demand has eased.
This suggests that the residential housing market is reaching some sort of balance — a situation
we expect to continue in the coming months.

The pass-through from last autumn’s ISK depreciation to imported goods prices appears to be
tapering off as well. For instance, we expect relatively little change in food prices in April, and
only modest changes in the price of housewares, electronic equipment, and clothing.
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Inflation target within reach again?

The outlook is for inflation to remain roughly at the current level in the next few months. We
expect the CPl torise by 0.2% in May and 0.4% in June, and to remain virtually unchanged in
July, leaving headline inflation at 3.3% in July. Airfares can be expected to rise strongly as
summer takes hold, owing to rising fuel prices, peak season demand, and reduced competition
after the fall of WOW. Imported inflation due to rising goods prices should continue to taper
off as the summer approaches, assuming that the ISK holds its ground. We also expect house
prices torise at roughly the current pace in coming months.

Thereafter, we expect inflation to ease somewhat in the second half of the year. The wage
settlements announced in early April are somewhat more favourable than we had dared hope,
as regards year-2019 wage pressures. Although all of the uncertainty in the labour market has
not yet been put to rest, we think it appropriate to revise our wage increase assumptions
downwards from our last forecast.
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In addition, a number of factors suggest that house price inflation will be more modest over the
remainder of the year. The economic outlook has clouded over, and both tourist demand for
short-term rentals and imported workers’ demand for housing will probably be weaker than
previously assumed.

Inflation and CBI inflation target (%)

2020
Inflation target

2019

We expect inflation to fall to 2.9% by the end of this year and measure 2.8% by end-2020. The
Central Bank’s inflation target will therefore be within striking distance later this year if our
forecast materialises. Actually, the values above can be interpreted as target-level inflation.
That said, it is not a given that inflation will develop as we have projected. A drop in the
exchange rate and/or an escalation of wage demands in the labour market negotiations that
are still pending could complicate matters, and there is still much that is unknown about the
housing measures and other provisions agreed upon in connection with the early April wage
settlements.
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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
differentinvestmentalternatives. 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).
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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.



