
Ministry of Finance May 23, 2001

Treasury finances, January-April 2001

Figures for Treasury finances in the first four months of 2001 are now available. They are on a cash
basis and therefore not comparable to the Treasury accounts or the fiscal budget, both of which are
presented on an accruals basis. 

Summary
The cash surplus from operations amounted to a 200 million krónur in the first four months of this year,
compared to a surplus of 8.6 billion krónur last year.  This result is around 2.4 billion krónur below
budget projections.  Revenue is close to projections for this period whereas expenditure exceed
projections, the largest item being a 1.3 billion krónur payment to disabled pensioners, following a
Supreme Court verdict.

Treasury finances in January-April
(Millions of krónur, cash basis)

1998 1999 2000 2001

Revenue............................……............... 49,669 60,896 68,029 72,307
Expenditure.....................…….................. 49,294 54,575 59,434 72,543
Cash from operations............................ 376 6,321 8,596 -235

Financial transactions............................ 1,356 581 3,261 -1,699

Net financial balance……....................... 1,733 6,902 11,857 -1,934

Debt redemption..................................... -6,532 -16,386 -18,904 -21,440
   Domestic…............................................ -6,358 -6,734 -10,114 -6,687
   Foreign................................................... -174 -9,652 -8,790 -14,753

Pension fund prepayments………......... 0 -767 -2,000 -5,000

Gross borrowing requirement.….......... -4,800 -10,252 -9,045 -28,375

New borrowing........................................ 5,415 11,036 14,080 29,417
   Domestic…............................................ 11,167 1,811 6,743 8,683
   Foreign................................................... -5,752 9,225 7,337 20,734

Overall cash balance……….................... 617 785 5,034 1,042

Revenues are 4.3 billion higher than in the same period last year primarily due an increase in taxes on
wages and profits.  Expenditures are 10.3 billion higher than last year, half of which  is due to special
circumstances.  Interest payments increase by 2.6 billion krónur; special payments to the disabled
amount to 1.3 billion krónur; 1.1 billion is due to a contribution to improve the cash flow status of the
Social Security Administration because of health insurance; government purchase of farm production
quotas amount to 0.8 billion and a special increase in contributions to the Municipal Equalisation Fund
amounts to 0.9 billion.

The net financial deficit amounted to 1.9 billion krónur, about 3 billion below projections and 13½ billion
less than a year ago.  This result is due to the increase in expenditures mentioned above in addition to
the fact that last year the Treasury received a one-time payment of 5.5 billion for the sales of shares in
the two state-owned commercial banks.  These sales actually took place late in 1999 with payment in
early 2000.
A total of 5 billion krónur were paid to the Government Employees Pension Fund in the first four months
of this year.  This is being done to reduce the future commitments of the Treasury to the Fund.  A total of
15 billion is allocated for this purpose in the 2001 fiscal budget.
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The overall cash deficit was 800 million krónur for the first four months of the year, compared to a 500
million krónur deficit a year ago.
 
Revenue
Total revenue of the Treasury amounted to 72.3 billion krónur in the first four months of the year,
exceeding projections by 150 million krónur. Revenue exceeded the level of last year by 6.2 per cent.
The development of tax revenues is similar; they increased by 5.7 per cent, about half as much as a
year ago and about one-fourth of the increase two years ago. Taxes on income and profit are still
increasing at a good pace, by 17 per cent between the years. The increase stems mainly from proceeds
from the corporate income tax and the capital income tax.  Revenue from the personal income tax rises
considerably less, or by 12 per cent.  

Treasury revenue in January-April
(Millions of krónur, cash basis)

Increase in per cent
1998 1999 2000 2001 1999 2000 2001

Total tax revenue............. 46,616 56,583 63,585 67,187 21.4 12.4 5.7
Taxes on income and profit. 14,438 16,527 20,098 23,509 14.5 21.6 17.0
   Personal income tax…..... 10,903 12,286 14,069 15,738 12.7 14.5 11.9
   Corporate income tax...... 1,514 1,884 2,258 2,942 24.4 19.9 30.3
   Other taxes on income and
       profit............................. 2,021 2,357 3,771 4,829 16.6 60.0 28.1

Social security taxes........ 4,825 5,770 6,166 6,716 19.6 6.9 8.9
Net wealth taxes............... 2,384 2,631 2,943 3,398 10.4 11.9 15.5
Taxes on goods and
     services......................... 24,893 31,592 34,280 33,427 26.9 8.5 -2.5

   Value added tax ................. 15,348 19,781 22,014 21,484 28.9 11.3 -2.4
   Other indirect taxes........... 9,542 11,810 12,263 11,945 23.8 3.8 -2.6
     Of which:

        Excise tax on motor
           vehicles.................... 1,190 1,852 1,595 1,089 55.6 -13.9 -31.7

        Excise tax on petrol… 2,121 2,115 2,420 2,266 -0.3 14.4 -6.4
        Diesel weight tax…… 1,178 1,418 1,674 1,832 20.4 18.1 9.4
        Tobacco and liquor
            taxes....................... 2,287 2,533 2,490 2,451 10.8 -1.7 -1.6

        Other indirect taxes..... 2,766 3,892 4,084 4,307 40.7 4.9 5.5
Other taxes........................ 76 63 98 137 -17.1 55.6 39.8
Other revenue.................... 3,049 4,674 4,496 5,116 53.3 -3.8 13.8
Total revenue.................... 49,670 61,272 68,108 72,307 23.4 11.2 6.2

The slowdown in the economy is clearly reflected in the development of indirect taxes that declined by
2.5 per cent in the first four months of this year from the level a year earlier.  This development actually
reflects a slight contraction in real terms, as inflation has been close to 4 per cent in this period.  This is
partly explained by a decline in vehicle imports by around 30 per cent in the first four months of this year
from last year’s level. Petrol taxes are below projections by 280 million krónur, although this could be
due to fluctuations from month to month. 
The value-added tax, the single largest revenue item, declined by 2.4 per cent from last year. Proceeds
from the value added tax from domestic commerce rose by 4.7 per cent and of imports by 9.4 per cent.
This is more than offset by the change in the composition of imports, where the relative share of
investment and input goods has sharply increased. Such a change causes a commensurate deduction
from gross tax proceeds through a rise in the in-tax, thus causing a temporary fluctuation in tax
collection, as in this case.

Expenditure
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Total expenditure of the Treasury amounted to 72½ billion krónur in the first four months of the year, 2½
billion krónur in excess of projections, largely because of a one-time payment of 1.3 billion krónur in
disability pensions, following a Supreme Court verdict. Expenditure increased by 13.1 billion krónur from
the first four months of last year, which is primarily explained by the four items observed above and by
increased interest payments of 2.6 billion krónur. Since the period under consideration only covers four
months, deviations from projections for individual items may be quite substantial.

Treasury expenditure in January-April
(Millions of krónur, cash basis)

Increase in per cent
1999 2000 2001 1999-2000 2000-2001

Administration......................... 6.116 6.915 7.198 13,1 4,1
   General administration........... 3.617 4.076 4.064 12,7 -0,3
   Justice and law enforcement... 2.499 2.840 3.136 13,6 10,4
Social affairs............................ 33.154 34.430 41.351 3,8 20,1
Of which: Education and
    culture.................................. 7.522 8.107 9.191 7,8 13,4
         Health.............................. 13.191 13.867 16.229 5,1 17,0
           Social security............... 10.648 10.572 13.781 -0,7 30,4
Economic affairs.................... 7.983 8.658 10.737 8,5 24,0
Of which: Agriculture.. .............. 3.132 3.644 4.239 16,3 16,3
         Communications.............. 2.814 2.719 3.716 -3,4 36,7
Interest expenditure................ 5.467 7.012 9.613 28,3 37,1
Other expenditure................... 1.855 2.416 3.642 30,2 50,7
Total expenditure.................... 54.575 59.434 72.543 8,9 22,1

Administrative expenditures, which include the Presidency, the Cabinet, the Althingi, the courts and
law enforcement, are approximately unchanged from the previous year. Increases in salary payments
and general non-salary expenditures are offset by lower outlays for the operation of real property and
expenditures connected with the millenium last year. The rise in law enforcement and civil security by
close to 300 million krónur is largely due to avalanche prevention investments. 

Social affairs. More than half of total expenditures in the first four months went to social affairs
including education, culture, health and social security. Expenditures in this category rose by 6.9 billion
krónur between the years. Expenditures for education rose by just over 800 million krónur, half of which
is due to higher education schools and is in part explained by overtime payments to teachers following
the teacher strike at the secondary school level. Shifts in expenditures between months also play a role,
explaining a 140 million krónur increase in payments to the University of Iceland and 100 million krónur
to the Student Loan Fund. Health expenditures increase by 2.4 billion krónur between the years, of
which 900 million krónur is explained by payments to the Social Security Administration which improved
its cash balance by 900 million krónur due to an overassessment of payments needed for health
insurance outlays. Operational expenditures of hospitals and nursing homes increased by just over a
billion krónur and social security outlays increased by 3.2 billion krónur or 30 per cent, 1.3 billion of
which, as noted earlier, is due to the Supreme Court verdict to the effect that disability pensions were
too low; such pensions were thus increased retroactively for the past four years. Pensions for senior
citizens also increased in line with disability pensions, but only with effect from this year. Social welfare
expenditures increased by 800 million krónur, mostly due to a shift in outlays between individual months.
Outlays to the Unemployment Insurance Fund increase much less, only by 50 million krónur, since the
unemployment rate is virtually unchanged from last year. Parental leave benefits in pursuance of the
new Parental Leave Benefit Act have led to a 260 million krónur expenditure so far this year. 

Economic affairs. Expenditures on economic affairs increased by close to 2 billion or 24 per cent,
primarily due to government purchases of farm production quotas, a one-time payment of 780 million
krónur in January. Expenditures on communications increased by 1 billion of which 700 million go to
roadbuilding and maintenance and close to 200 million to harbours.  Contributions to the Institute of
Regional Development increased by 300 million krónur.

Interest expenditures increased by 37 per cent or 2.6 billion krónur, 1.8 billion of which is due to the
redemption of a large government bond issue and 200 million krónur due to short-term credit from
abroad. 
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Other expenditures increase by 760 million krónur between the years, primarily due to a special
increase in the contribution to the Municipal Equalisation Fund.

Capital transactions
The outflow on financial transactions amounted to 1.7 billion in the first four months of this year as
against an inflow of 3.3 billion last year. The difference is mostly explained by an in-payment of 5.5
billion early in 2000 due to the above-mentioned sales of shares in state-owned commercial banks.

Repayments of Treasury debt amounted to 21.4 billion krónur, nearly all due to the repayment of a
foreign government loan. A large domestic bond issue from 1990 matured in February and the
redemption amounted to 8.8 billion krónur, of which 4.8 billion were repayments of principal, the
remainder being accumulated interest..  
Furthermore, two domestic government bonds issues were redeemed before maturity at an auction for 3
billion of market value, of which 1.8 billion were repayments.  Auctions of this kind are directed toward
government bond issues that lack liquidity in the secondary market.

The Treasury remitted 5 billion krónur to the Government Employees Pension Fund, as noted above, as
against 2 billion in the same period a year ago.

Treasury borrowing amounted to 29.4 billion krónur, 20.7 billion of which was borrowed abroad. This
represents the proceeds from a bond issue of 250 million Euros that was used to refinance earlier
foreign debt. Treasury bills outstanding increased by 6 billion.  In addition, new government bonds with a
6-year maturity were sold for close to 2.5 billion krónur.  
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