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Topics to be addressed:
Brief introduction: The Icelandic situation 

2000-2008:
The economy and the public sector: Infinite 
growth? The prevailing public sentiment
The moments of truth; October 2008-Dec. The moments of truth; October 2008-Dec. 
2009 

Main part: The downfall- or from destruction to 
reconstruction 2009-2012?
The hard facts: Iceland´s  economy and the 
public sector. The responses: Facing reality? 
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Iceland 2000-2008 Infinite growth??
Gross Domestic Product GDP- (billj. ISKR)-

not corrected for inflation (in real terms ca 50%)
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Iceland´s central treasury finances 2000-2008 : 
Revenues (blue), expenditure (red), budget 

balance (green). Not corrected for price indexes (in 
real terms over 50%)
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Increase of the Icelandic workforce; 
2001-2008.   Index = 100 year 2001 

Red line: Public servants . Black line: Total workforce. 
Blue line: Private companies. 
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The naive Icelanders: The public 
sentiment: This is fantastic!

Icelandic business vikings beating their 
competitors abroad 

Iceland´s banks ; the new „Wall Street“. 
The new business geniuses justly The new business geniuses justly 

rewarded ; enormous bonuses, private 
jets, luxury yachts,  entertained privately in 
expensive international hotels and resorts 
by world class artists; Tina Turner, Elton 
John, Tom Jones, Fifty Cents (the rapper!!)…..
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Also the ordinary people...

All thought they were getting their share 
in the “new economy”- the rising stock-
and housingmarket, a bubble as it turned 
out to be. Enjoying the purchasing power out to be. Enjoying the purchasing power 
of a far too strong (as it turned out) 
currency, the wonderful Icelandic Krona

And Icelanders were time and again 
measured to be the happiest and most 
optimistic nation in the world.
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Then the Moments of Truth ; Oct. 2008-Dec. 2009

Total collapse of Iceland´s banking system
15.000 jobs lost (9% of the workforce)
50% devaluation of the Icelandic currency
Collapse of the Icelandic stockmarket: From Collapse of the Icelandic stockmarket: From 

3800 billions ISKR worth (2007) to 160 bill. (April 2009)

25% decrease in private consumption
21% increase in companies´ bankrupties
60% decrease in private investments
20% of households overindebted
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Reactions......

Huge decline in Icelanders´ trust of 
politicans,  down from 40% in 2007 to 
13% in 2009

In October 2008- at the time of the 
collapse; The government had no crisis 
communication plan , except for the 
Swine flue!!
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Angry Icelanders went to the streets- in thousands 

and their Pot and pan revolution- forced 
the government to resign in January 2009
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The movement´s motto became: 
“Goddamn Fucking Fuck”
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January 2009 : A new left-wing government facing: 
Debts and downsizing the central gov. sector

Estimated debts of the Treasury : From ISKR 
310 (2007) to 1700 billions (2010) (101% of GDP)

Estimated fiscal measures, cut/tax increase 
according to Iceland´s and IMF´s plans:according to Iceland´s and IMF´s plans:

2010: Cuts 43 billions ISKR ( ca 10% of total gov. 
expenditure that year-2.7% of GDP)

2011: Gap of ca.60 billions ISKR (ca 12% of total gov.  
expenditure that year, 3.7% of GDP)

2012:Gap of ca. 40 billions ISKR ( ca 8% of total 
expenditure that year)- 2013- est. a balance in state budget
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General government/Treasury balance:
If Iceland´s government keeps its cutting&taxing plans it 
might, in 2011, have a better balanced budget (as% of 
GDP) than many OECD countries , and be near the 
average of Euro zone countries....
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This was just to set the scene: Now 
the constructive responses 

Main part:
Downsizing methods and HRM measures

Also briefly if our time allows:
Governmental support for vulnerable groups: Governmental support for vulnerable groups: 
Welfare watch -Young longterm unemployed-
Over indebted families-
Official plans for improving public governance, 
democracy and justice

Last 9 slides are just for you to “take home”
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The government´s consultative, 
budgetary and structural measures

Consultation with unions on taxing vs. cuts in 
gov. sectors/agencies are part of an overall 
Stability Pact, June 2009 -between the 
government and the ass. of employers, private 
sector´s  unions and public servants´ unionssector´s  unions and public servants´ unions

Central cost containment team – Representa-
tives from the Ministry of Finance and 
Association of directors generals -appointed to 
work with representatives from all ministries and 
their agencies. 
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Continued..
Overall method set by the gov.: Financial 

steering with budget frames: Budget 
cuts general 10%, less in health and social 
welfare 8% and education 5%

General guidelines for cuts: Reduce salaries General guidelines for cuts: Reduce salaries 
of the highest paid (15%), reduce overtime, 
abolish bonuses, avoid lay-offs, cutback in 
travel, hospitality and vehicle expenditure etc. 
(Also note general lower purchasing power due 
to 10-15% price inflation)
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Continued:

Support for individual agencies from a 
centrally hired consultancy company 
on bottom up work with their employees: 
Recommend to engage all employees in 
brainstorming meetings on possible brainstorming meetings on possible 
effiency measures, open an internal web-
portal for new ideas, workshops for 
prioritization, implementation plans, 
assistance offered when working across 
agencies
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Important for next years´
downsizing...

High level P roject group on 
merging, restructuring and 
reshuffeling; ministries, agencies and 
individual tasks to increase efficiency 

60 different proposals, small and big being 
submitted..

Political courage requiered!!
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Support for ministries and agencies from the 
HRM Department of the Ministry of Finance

Emphasis on thorough preparation-
consultation-information exchange and 
transparency

Means: Regular sectoral consultation-Means: Regular sectoral consultation-
information exchange meetings (starting 
Jan. 2010) on budgetframes/cost cutting; 
with ministries, unions´ boards, unions´
shop stewards and representatives from 
all agencies in the respective sector
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..HRM dep. support means continued..

Advise to individual agencies on possible 
cost-cutting measures with regard to law 
and regulations regarding the public sector 
and its employees

support for directors of agencies; direct and support for directors of agencies; direct and 
through Q/A and general advice, at a 
closed web-portal

regular and frequent information exchange 
with all parties
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The Ministry of Social Affairs´ support 
measures for vulnerable groups

Since Feb. 2009 The Welfare Watch (10 diff. 
working groups) monitors consequenses 
for socially weak groups and gives 
recommendations to the Ministerrecommendations to the Minister

Activating young (16-24 y.) unemployed 
people: In year 2010: Establish 2400 new 
opportunities in education, jobtraining, 
volutary work and rehabilitation. Individual 
job-education councelling for all. 
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Continued: The Ministry of Social Affairs´
support  measures for vulnerable groups

Measures taken due to household over-
indebtedness as consequense of 
currency-indexed and price-indexed loans 
for cars and housing, loss of job…. for cars and housing, loss of job…. 

Both general financial measures open to 
everyone and specific measures for those 
who need major debt restructuring or relief

Forced auctions of real estates suspended 
temporarily
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Objective of general support due to 
household indebtedness..

…..is to make the monthly payments of 
households due to mortgage and 
automobile loans manageableautomobile loans manageable

If adjustment is possible (debts not too 
high), monthly household payments are 
adjusted to a similar level as they were 
before the economic collapse in 2008 
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Healthier politics and governance, 
direct democracy and justice..

The “Pots and Pan Revolution” in 2009 
demanded:
Better  and more direct democracy
More transparency in government and More transparency in government and 
business 
Abolish corruption and improve ethics in 
business, politics and government
Punish the economic vandalists
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Official plans for improving governance, 
democracy and justice

The Parliament´s Investigation 
Commission: Mandate is to seek the truth 
relating to the events leading to, and the 
causes of, the downfall of the Icelandic causes of, the downfall of the Icelandic 
banks, and related events. Report to be 
published the 1st March 2010.

Revision of the constitution by a publicly 
elected constituent assembly
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Continued....Plans ...

New code of ethics for the civil service and 
ministers

Review of law on political party finance
New and a more effective structure of New and a more effective structure of 

leadership for public sector reform
New rules on appointment for the public 

service

Tallin 4th of February 
2010

University of Iceland- Institute for 
Public Administration and Politics

26



Continued: Official plans for improving 
public governance, democracy a. justice

New law on preferential voting system 
and referendums

Use the tax-system to increase financial Use the tax-system to increase financial 
equality (which had deteriorated)

Moving Iceland forward- A National 
Vision; for Iceland 2020 is being 
developed around the country with mass-
participation (World cafe methods)
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Final words on a positive note...: 
Despite debts, downsizing and less trust in gov. 

the Icelanders are still in fighting spirit...

Icelandic women contribute their share by 
delivering more babies, 4% (future 
“taxpayers”), than in recent years -despite “taxpayers”), than in recent years -despite 
many young families moving from Iceland-

Last Sunday our national handball team 
(from a nation of 300.000) won The 
Bronze Medall in the European 
Champions´ League- in handball........
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Sunday: Our guys in Austria won 29 to 25
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And Icelanders were there cheering....and 
finally celebrating the bronze medall
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Take home slides: 
Ten commandments on effective 

HRM in times of downsizing
Reducing long-term negative impact

Given to you by one of Iceland´s most Given to you by one of Iceland´s most 
experienced consultants: 

Arndís Ósk Jónsdóttir MSc., consultant and 
part time lecturer in HRM- in the MPA 
program of The Department of Political 

Science University of Iceland
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1. Work related attitudes and performance will 
very likely suffer when downsizing occurs 
within organisations:
– Managers need to accept this and set realistic 

aims about what results they should work towards 
achieving.

– Managers need to find creative ways to enable 
those who are dissatisfied with changes to deliver those who are dissatisfied with changes to deliver 
performance at a greater pace.

2. Different people will react differently to 
different types of downsizing:
– Managers therefore need to be prepared to deal 

with the unexpected.
• Hope for the best, prepare for the worst.



3.  A work environment that is already effective is 
more likely to cope more successfully with the 
downsides of downsizing:
– Does trust prevail between staff and management?
– Are there clear policies already in place that explain 

what priorities are honoured during times of change?
– Are managers competent in dealing with difficult – Are managers competent in dealing with difficult 

issues that have an impact on staff?
– Does the organisation have a history of dealing 

effectively with poor performance of both managers 
and staff? I.e. is the organisation already “lean” or 
does it need to focus on terminating the work 
contracts of those who deliver poor performance
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4. There are many different ways to downsize and 
research does not conclusively state what 
methods work:
– E.g. Reducing the salaries of all/some to the 

same/different extent, making redundancies in all or 
some staff groups, asking some/all staff members to 
work fewer hours, reduction of car and travel benefits, work fewer hours, reduction of car and travel benefits, 
etc.

– It is the management´s responsibility to assess their 
human capital to make decisions about what type of 
downsizing is likely to have the least amount of 
negative impact on the performance of those who 
remain within the organisation after the downsizing 
occurs.
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5. The decision making of what type of downsizing 
will be implemented, needs to be as transparent 
and as collaborative as possible, rational and 
rationally communicated to all.

6. A clear plan about how the downsizing will be 
implemented needs to:
– Be communicated openly
– Demonstrate some flexibility
– Recognise that some will “win” and some will “lose” 

and demonstrate that management does its best to 
reduces losses to those who “loose”
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7. Managers and members of staff need training and 
support to:
– Cope with changes themselves
– Acquire tools to help others cope with changes.

8. After the downsizing has occurred, management 
needs to work towards rebuilding trust, positive 
work related attitudes and employee performance.work related attitudes and employee performance.

9. Managers who are effective in leading change 
focus on the following actions:
– Making decisions that are based on data and analysis 

to have a long-term impact
– Seek collaboration and consultation with their staff but 

are not afraid to make decisions if these processes 
are not delivering the best results



– Use their acute sense of their work environment to 
influence the implementation plan

– Demonstrate that they trust others and encourage 
others to lead change initiatives

– Do not shy away from making difficult or unpopular 
decisions, but do so with empathy and humility

10. Resistance to change is likely to manifest itself 10. Resistance to change is likely to manifest itself 
at some point:
– Managers need to prepare for it and view it as another 

opportunity to re-evaluate difficult decisions and to 
continue a dialogue with groups of staff.

���������		
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Also some take home advise from a recent 
meeting of the Ass. of Directors Generals, 

27th of Jan. 2010 

1. Directors of agencies should get plans for 
budget cuts for three years instead of 
only one year at a timeonly one year at a time

2. Politicians should engage more in 
discussions and decisions on priorities, 
based on the interests of the general 
public. These priorities should be 
mainstreamed throughout the public 
sectorTallin 4th of February 

2010
University of Iceland- Institute for 
Public Administration and Politics

38



Continued...from the 27th of January 2010

3. Increase (dramatically) cooperation and 
consultation across ministries and 
agencies in planning budget cuts-in order 
to strenghten their efficiencyto strenghten their efficiency

4. Besides protecting the health-, social- and 
education sector, do not forget spending 
that boosts innovation and job-creation in 
the private sector.

Tallin 4th of February 
2010

University of Iceland- Institute for 
Public Administration and Politics

39



Thank you!
Margrét S. Björnsdóttir

University of Iceland
Odda v. Sturlugötu

101 Reykjavík Iceland
Tel. 354-5254928, email; msb@hi.is
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