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Preface

By Pérdis Kolbrun Reykfjordo Gylfadéttir,
Minister of Tourism, Industry and Innovation

So far, the year of 2020 has been one of extreme challenges facing the world as a whole. Governments,
businesses, large and small, and people all over the world are now dealing with a reality not experienced
before in our lifetime. The world is grappling to deal with a combined crisis of global health and as a
consequence severe economic and social crisis. The economic outlook for the world is dire at the moment
but we cannot lose sight of our long term goals for improved living conditions in a sustainable world when
the current crisis has passed-as it eventually will.

The Government of Iceland has during the current term applied a special focus on creating a better and
smarter regulatory environment for businesses. This does not entail de-regulation for the sake of de-
regulating, but creating a regulatory environment that works better for businesses of all sizes and active in
any sectors of the economy. In that way, businesses can use their resources more efficiently resulting in
better run and stronger companies that can grow from sustaining competitive pressure. The competition
assessment review is a part of this focus for a better regulatory environment and the recommendations
put forward in this report will be of great value in the forthcoming challenge that the government faces of
encouraging sustainable economic growth with increased investment and innovation serving as the main
drivers. Abolishing regulatory barriers to competition, simplifying procedures and eliminating unnecessary
regulatory burden is of extreme importance for the economy to gain traction again after being put to an
unexpected halt.

The decision to have the OECD carry out a competition assessment review in Iceland was taken in another
context and during very different conditions than the ones we are facing now. Tourist services had been
realising the greatest growth experienced in the sector and as a consequence demand for housing vastly
increased the economic activity in the construction sector. The importance of this project has therefore
only been enhanced by the current global pandemic. The two sectors that are the focus of the report have
been differently affected by the crisis, with tourist services being dealt the heaviest blow during the current
crisis. The report reveals that despite the strong economic growth in recent years for both sectors, and a
relatively business friendly regulatory environment, there are obvious opportunities for streamlining and
removing entry barriers to create a more competitive economic environment.

The report will serve as a guide for the government to use to implement important reform in the sectors
examined and will also serve to strengthen the application of competition assessment during the drafting
stages of legislation with the use of the OECD toolkit on competition assessment. Effective regulatory
impact assessments that includes a thorough competition assessment at the drafting stage will help the
government in creating a robust economy for the long term. Furthermore the publishing of this report from
the OECD will be the first step in making important improvements to the regulatory environment for
businesses and providing for a more effective regulatory impact assessment. Carrying out ex-post
regulatory impact assessment of already established legislation, that includes a thorough competition
assessment, is also needed in many other sectors of the economy and should be a standard procedural
part of the legislative work. In a small government with very few experts in each field this can be a
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challenging task but nonetheless a one that we should take seriously as it will certainly be beneficial for
the future.

| would like to extend my gratitude to the OECD for taking on this project and for their professionalism and
the quality of work exhibited throughout the project. | would also like to thank the staff of the Icelandic
Competition Authority, the Ministry of Social Affairs, the Ministry of Transport and Local Government, the
Ministry for the Environment and Natural Resources, the Ministry of Finance and Economic Affairs, and
the numerous governmental institutions, local municipalities and not least the relevant stakeholders that
the OECD team has met with during the process of writing this report. The stakeholder’s contribution was
vital and without these contributions there would not have been an effective competition assessment
review of the two sectors.

| view the work and this report as a first step on a new route to creating an open and business friendly
economy that fosters competition and innovation through better legislation for the benefit of all.

Ricks g @fﬂm 6‘3\%&

Pordis Kolbrun Reykfjord Gylfadéttir

Minister of Tourism, Industry and Innovation
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Preface

By Pall Gunnar Palsson,
Director General of the Icelandic Competition Authority

This report is an important milestone on the path to a more pro-competitive regulatory framework for the
Icelandic economy. It is based on a proven method of competition assessment, introduced and developed
by the OECD and its member states. A methodology that has delivered real economic benefits and a
competitive edge to countries that have applied it.

The report addresses two important sectors that contribute significantly to Iceland’s GDP and employment;
construction and tourism. It specifies a range of recommendations that will, if implemented, lower building
costs for the general public and strengthen the competitiveness of the tourism industry. Combined, the OECD
estimates that the recommendations can lead to a benefit that equals 1% of Iceland’'s GDP per year.

Equally as important is the fact that the report, as well as the underlying work and experience gained,
fosters the opportunity for Icelandic law- and rule-makers to continue on this path. By conducting
competition impact assessment of all new laws and regulations, unnecessary obstacles to competition can
be avoided and regulatory burden reduced, for the benefit of businesses, consumers and the economy.

The Icelandic Competition Authority has had the privilege to follow, participate and draw lessons from the
project leading up to this report. The Authority will seek to use that experience to strengthen its advocacy
initiatives, facilitating a more pro-competitive regulatory framework for industries.

| congratulate the OECD for taking on this project and for the resilience needed to conclude the assessment.
| also congratulate the Icelandic government for its commitment and the Minister of Tourism, Industry and
Innovation for her leadership in this regard. Furthermore, | thank the Ministry of Industry and Innovation and
members of the High-Level Committee, overseeing the project, for the excellent co-operation.

It is of paramount importance to view this report as a milestone on the way forward, rather than an end of
a journey. It has been refreshing to follow the proactive and positive feedback from ministries and public
authorities during the project. This support will prove to be important in the implementation phase in front
of us. It is also imperative that interested parties, consumer advocators and business associations alike,
will continue to support this initiative throughout the implementation process.
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Pall Gunnar Palsson
Director General of the Icelandic Competition Authority
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Foreword

The COVID-19 pandemic has created an unprecedented economic challenge for governments around the
world, and Iceland is no exception. Tourism, a key component of the Icelandic economy, has collapsed.
Iceland’s Gross Domestic Product (GDP) is forecast to decline by more than 11% in 2020 and
unemployment is expected to climb to 9% before the end of the year.

The OECD Competition Assessment Review of Iceland, analyses regulatory barriers to competition in the
construction and tourism sectors. These sectors are key pillars of the Icelandic economy, together
representing 17.7% of GDP and 23.5% of employment. This review was requested by the government of
Iceland to identify restrictions and burdens that impose unnecessary costs on the Icelandic economy, raise
prices for consumers, limit productivity, discourage innovation and hold back economic growth. At the
moment, for example, the construction sector features more restrictive regulations than the OECD average
and the tourism sector is held back by some significant administrative burdens.

The review examines roughly 632 pieces of legislation, identifies 676 potential restrictions to competition
and submits 438 recommendations for reform in these two sectors. These recommendations provide the
Icelandic government with specific policy measures to promote competition and reduce administrative
burdens. As such, | expect this report will be a valuable tool for promoting a sustainable economic recovery
in lceland.

The full implementation of the recommendations set out in this report could generate an estimated benefit
to the Icelandic economy of around EUR 200 million per year, equivalent to around 1% of GDP. In addition
to the estimated quantifiable benefits, lifting the restrictions will produce long-term effects on employment,
productivity and growth.

This reform drive, which was launched prior to the crisis, has taken on new importance in the current
context. Emergency measures to support households and firms have been implemented on a temporary
basis, but broader structural reforms will be needed to promote a full recovery. Iceland has an opportunity
to ensure that the economy emerging from this crisis will be more productive and better prepared to
respond to major shocks in the future.

| congratulate the Icelandic government for its commitment to procompetitive reform in these crucial
sectors of the economy. The OECD is proud to help contribute to this effort, which will deliver better policies
for better lives.

%‘-{“é";ﬁ;“‘ _

Greg Medcraft

Director, OECD Directorate for Financial and Enterprise Affairs
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Executive Summary

This competition assessment review analyses regulatory barriers to competition as well as administrative
burdens in the Icelandic construction sector, including regulated professions associated with this sector,
and the tourism sector. The recommendations made as part of this project take on a new urgency due to
the economic crisis resulting from the Covid-19 pandemic. In March 2020, international tourist arrivals
ceased, and the operation of various other sectors of the economy were significantly curtailed due to global
containment measures. While the pandemic has not been fully eradicated at the time of writing this report,
the containment measures have eased somewhat in Iceland.

Looking forward, all governments face the challenge of planning for a sustainable economic recovery, as
highlighted in the OECD’s June 2020 Economic Outlook. In particular, during 2020, Iceland’s Gross
Domestic Product (GDP) is forecast to decline by 11%, and unemployment is forecast to rise to 9%. A key
policy tool available to the government of Iceland is procompetitive regulatory reform, which can encourage
growth, increase productivity, and enable flexibility as the Icelandic economy adjusts to new realities. To
assist in this process, this report highlights key areas for reform in the construction and tourism sectors,
as summarised below.

Construction

The construction sector is a significant part of the Icelandic economy, contributing around 9 % of GDP and
8% of employment in 2017. The recommendations made in this report should boost productivity in the
sector, help address rising housing costs, and underpin future growth in downstream sectors, including
tourism. This will be especially important to Iceland’s economic recovery in the wake of the Covid-19 crisis.
The OECD reviewed several regulatory frameworks that affect the constructions sector, as outlined below.

Planning regulations and development plans establish limits on land use and construction. While a
developer can apply to amend a development plan that is incompatible with their project, the process for
doing so is not clearly defined, lengthy, and burdensome. Hence, the OECD recommends that the
government of Iceland review the entire process involved in preparing and amending development plans
to simplify and clarify these processes. The OECD also identified several land use requirements, including
street construction fees and parking requirements that significantly raise the cost of construction. While
these can help ensure sufficient provision of infrastructure, the OECD recommends that the relevant
authorities review these fees and requirements to ensure they do not disproportionately increase
construction costs. The report also recommends that the municipalities consider ways to clarify the process
for plot allocation, and to improve the supply of plots in response to changes in demand.

Building regulations are a key part of the regulatory framework for the construction sector. Building
regulations touch upon a vast array of issues, including minimum standards on the layout and composition
of housing, universal accessibility, and energy conservation, among others. These rules apply to both new
builds and renovations. Building inspectors are key to ensuring compliance with the building regulations.
However, there are inconsistencies in how building inspectors interpret the regulations. Hence, this report
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proposes three options to improve consistency in how building inspectors interpret the building regulations,
for consideration by the Icelandic government.

Further, the process for obtaining building permits is lengthy and burdensome. The OECD recommends
that the government of Iceland simplify and clarify the process, and allow for electronic filing of relevant
documents. In addition, the OECD recommends that building permit requirements should vary according
to the type of building and the potential safety risks. The notifications framework, which is supposed to be
a fast-track process when building permits are not required, is also onerous. The OECD recommends that
the government of Iceland consider abolishing the notifications system or simplifying it significantly.

Requirements for the design of buildings to ensure universal accessibility and standards of living are highly
prescriptive and do not always take into account various uses of those buildings or other possible solutions
to the problem they aim to solve. Hence, they are likely to increase costs and constrain consumer choice
in the construction sector. Therefore, the OECD recommends that the government of Iceland consider
whether Iceland’s universal design commitments could be better achieved with performance-based
regulation.

Building materials, facilities and equipment are also subject to regulation that can increase costs and
administrative burdens, and reduce choice in the construction sector. The way that some provisions of the
European Construction Products Regulation (CPR) were transposed in Iceland is overbroad and imposes
greater compliance burden than necessary. Hence, the OECD recommends that the government of Iceland
revise this legislation and consider exemptions for non-safety critical products. Further, the OECD found
that transport subsidies for manufactures in rural parts of Iceland could distort competition in this
sub-sector. It is recommended that the Icelandic government consider alternative ways to achieve the
underlying objective in a less competition-distorting way. Finally, a number of registration, inspection and
licensing requirements for certain facilities and equipment in the construction sector do not seem
proportional to the safety risks, and are unclear or burdensome. The OECD recommends that the
government of Iceland consider removing these requirements for non-safety critical equipment and
facilities and introduce a “one-stop shop” for permits and inspections.

Regulated professions are a feature of everyday life, from medical check-ups to taxi rides. Often, these
professions are regulated because consumers lack the information or expertise needed to make informed
decisions when seeking their services. However, overbroad professional regulations also have a cost,
borne out in empirical research, in terms of prices for consumers, and productivity as well as employment,
in the broader economy.

This report reviews the regulatory framework for a selection of professions in Iceland, primarily focused on
the construction sector. The OECD’s analysis suggests that Iceland has a particularly broad and restrictive
regulatory framework for professions relative to other countries in Europe and the OECD. Certain activities
require multiple professional designations, compounding the burden on potential entrants to a profession
and the associated costs for consumers.

As a result, this report makes several recommendations. First, it recommends that the government of
Iceland undertake a broad review of all regulated professions (particularly those regulated under the Law
on Industry no. 42/1978) to determine whether the restrictions remain justified given their potential
economic costs. A case-by-case approach will be needed given the differing risks and policy issues across
the broad range of professions that are regulated in Iceland. Second, the requirement for tradespeople to
obtain a master tradesperson designation to perform certain activities should either be eliminated, or the
designation made more accessible, again depending on the specific characteristics of the profession in
question. Finally, this report identifies some opportunities to ease the regulatory burden and promote
competition for eight professions in the construction sector, and two additional professions selected to
demonstrate the scope of professional regulations in the Icelandic economy.
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Tourism

The tourism sector has grown rapidly in the last decade in Iceland, with visitor numbers climbing from
459 000 in 2010 to 2.3 million at its peak in 2018. The sector has become a major contributor to the
Icelandic economy, accounting for around 9% of GDP and 15% of employment in 2017. The competition
assessment in this sector has found several regulatory barriers to competition and opportunities to ease
the administrative burden for businesses offering tourism-related activities. These opportunities have taken
on new importance in the wake of the Covid-19 epidemic, which has severely curtailed the tourism sector.
A procompetitive regulatory framework that avoids unnecessary costs and enables flexibility will be crucial
for a sustainable recovery.

Tourism activities could benefit from an easing of several administrative burdens identified in the report.
The OECD proposes eliminating duplicative licensing requirements for certain tour operators, and lifting
foreign ownership restrictions that may limit investment in sea angling tours. In the restaurant and
accommodation sector, this report proposes assessing whether licensing requirements impose undue
costs on small businesses, abolishing accommodation standards that are not enforced and have no clear
policy objective, and replacing the restrictions on new accommodation establishments in Reykjavik with
less distortive measures. The report also proposes measures to encourage competition when granting
concessions or licences to operate in protected areas. Finally, the report proposes abolishing physical
location and indemnity insurance requirements that impose undue burdens on car rental businesses.

Air transportation is a vital part of Iceland’s tourism sector: nearly every international tourist arrives in
Iceland via Keflavik International Airport and commercial flights provide year-round accessibility to various
parts of the country. However, Keflavik Airport is among the least cost-efficient and most expensive airports
in Europe, including when compared to airports with a similar traffic mix, size and climate. This inefficiency
is also exhibited at the airport group level, as Isavia, which owns and operates all airports in Iceland, is
less cost efficient than other airport groups in Europe. The OECD’s analysis suggests that the regulatory
and ownership framework for airports in Iceland may be contributing to this outcome. In particular, they do
not constrain prices or costs for airport services in Iceland, to the detriment of consumers.

In light of these concerns, this report makes several policy recommendations to help improve the
competitiveness of the sector and make air travel passengers better off. In particular, the government of
Iceland could consider introducing an alternative airport ownership and operating model that would enable
airport operators to bid in open competitive tenders for the management of Icelandic airports. Further,
recognising that inter-airport competition in Iceland is unlikely in the short-term and may in any case not
be sufficient to result in more competitive outcomes, the report recommends regulating tariffs for airport
services. Last, the report proposes revising future concessions of commercial activities in order to improve
the competitiveness of specialised retail, food, beverages and bus transport services in Keflavik
International Airport.

Taxis are also a vital contributor to tourism in Iceland, particularly for transportation in and around
Reykjavik. The regulatory framework for taxis in Iceland is being revised in response to an inquiry by the
European Free Trade Association Surveillance Authority, which monitors compliance with European
Economic Area (EEA) rules in Iceland. While these revisions will address some of the substantial barriers
to competition present in the current framework, and reflect in part the fundamental changes brought by
the introduction of ride sourcing applications, further changes will be necessary to ensure a procompetitive
environment for taxi services, and reduce the burden on market participants. This report recommends that
the required course for taxi drivers be shortened, and that requirements that are unrelated to passenger
safety and traffic laws be removed. Further, the government of Iceland should assess whether the course
costs are excessive, particularly for those seeking to drive part-time. The report also recommends that
limitations on firms owning multiple taxi licenses be abolished, and that taximeter exemptions be widened
to allow for ride sourcing business models to be introduced to Iceland.
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Conclusion

In sum, Iceland has numerous opportunities to encourage competition and reduce administrative burdens
in the construction and tourism sectors. The 438 recommendations set out in this report provide a starting
point for setting Iceland on a path to economic recovery following the Covid-19 crisis, and will contribute
to a more flexible environment for businesses, new employment opportunities, higher productivity, and
stronger economic growth in the years to come. Taken together, the OECD estimates the
recommendations in this report could generate in excess of EUR 200 million in benefits per year, around
1% of Iceland’s GDP.
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1 Assessment and recommendations

This competition assessment review identifies and analyses regulatory barriers to competition as well as
administrative burdens in the Icelandic construction and tourism sectors. Both of these sectors play a
fundamental role in the Icelandic economy. Construction in Iceland faces the dual challenge of high costs,
given the transportation costs incurred for imported construction materials, and high demand, given recent
growth trends in tourism arrivals and the population of Reykjavik. Unnecessary barriers to competition and
administrative costs can compound these challenges, resulting in higher housing prices, underemployment
in the construction sector, and lower economic growth more broadly. Tourism has grown rapidly in the past
decade, and has become a major contributor to the Icelandic economy. However, the growth potential of
this sector could be stifled if regulations restrict competition beyond what is necessary to achieve policy
objectives, or if it imposes avoidable costs on market participants.

The recommendations made as part of this project take on a new urgency due to the economic crisis
resulting from the Covid-19 pandemic, which is likely to affect the tourism sector in particular. While the
pandemic has not been fully eradicated at the time of writing this report, all governments will face the
challenge of planning for a sustainable economic recovery, as highlighted in the OECD’s June 2020
Economic Outlook (OECD, 2020;1)). In particular, during 2020, Iceland’s Gross Domestic Product (GDP) is
forecast to decline by 11%, and unemployment is forecast to rise to 9% (OECD, 2020;1;). Procompetitive
regulatory reform, which can encourage growth, increase productivity and enable flexibility, is a key policy
tool for the government as the Icelandic economy adjusts to a new reality. Given the importance of the
construction and tourism sectors to the lcelandic economy, the recommendations in this report should
contribute to Iceland’s economic recovery in the wake of this crisis.

This chapter sets out the analytical approach used in this project (Section 1.1), highlights available
evidence about the broad economic benefits of competition (Section 1.2), provides a summary of the
recommendations made in the following chapters (Section 1.3) and provides an estimate of the economic
benefits of implementing these regulations (Section 1.4). A complete listing of all of the barriers to
competition identified, and the OECD’s recommendations, is contained in Annex B.

1.1. Analytical approach

Laws and regulations are key instruments in achieving public-policy objectives, such as consumer
protection, public services and environmental protection. However, when they are overly restrictive or
onerous, a comprehensive review can help identify problematic areas and develop alternative policies that
still achieve public objectives at lesser harm to competition.

This competition assessment project has identified and evaluated regulations in two sectors: construction
(including professions active in the sector) and tourism. The assessment of the construction sector includes
planning regulation, building regulation and regulations concerning building materials, facilities, equipment
and standards. In addition, the project looked at the competition impacts of regulated professions in
construction sector. The assessment of the tourism sector includes land and air passenger transportation,
restaurants and accommodation, and protected natural areas.
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This report identifies regulatory barriers, including those that restrict entry to a market, constrain firms’
ability to compete and treat competitors differently. This report also highlights other types of restrictions,
such as administrative burdens that, while not competition distorting in themselves, may reduce or even
prevent new entry into the market, and hinder the efficiency and competitiveness of the market segment
in question, as discussed further in Section 1.3 below.

For the purposes of this project, the OECD compared the relevant regulatory framework with that in eight
reference countries (the “reference countries”): four Nordic countries (Denmark, Finland, Norway, and
Sweden) as well as Ireland, the Netherlands, New Zealand and the United Kingdom. These countries were
chosen for their geographical and/or cultural/economic similarities with Iceland.

The methodology followed in this systematic exercise is summarised in Annex A, which also describes the
stages of the project and provides further details of the OECD competition assessment methodology.

For illustrative purposes, this report converts Icelandic kréna to euros at a rate of 135 ISK/EUR unless
otherwise noted. This rate is an approximation of the average rate for 2019, as per the European Central
Bank (n.d.;2)).

1.2. The benefits of competition

This competition assessment project aims to identify regulations that may unduly restrict market forces
and, in doing so, harm the country’s growth prospects. In particular, the project identifies restrictions that:

e are unclear, meaning they may be applied in an arbitrary fashion or lack transparency

e prevent or hinder new firms, including small-and medium-sized businesses, from accessing
markets

¢ allow a limited number of firms (or individuals in the case of regulated professionals) to earn greater
profits than they otherwise would, for reasons unrelated to their underlying productivity or the
quality of their products or services

e cause consumers to pay more than they otherwise would.

Each restriction is likely to have an impact well beyond individual consumers in the sectors assessed.
When customers can choose, firms are forced to compete with each other, innovate more and be more
productive (Nickell, 1996;3; Blundell, Griffiths and Van Reenen, 1999; Griffith, Harrison and Simpson,
2006s;; Aghion et al., 2004). Further, industries in which there is greater competition experience faster
productivity growth. These conclusions have been confirmed by a wide variety of empirical studies, as
summarised in OECD (20147;). Competition stimulates productivity because it allows more efficient firms
to enter and gain market share at the expense of less efficient firms.! Other important benefits of
competition include lower consumer prices (Griffith and Harmgart, 2008s)), greater consumer choice (Min,
201419;; Autorité de la concurrence, 2020p0;), and higher quality products and services (Boik and
Takahashi, 2020;11)).

In addition to the evidence that competition promotes growth, many studies have shown there are other
positive effects from more flexible product market regulation (PMR). These studies analyse the impact of
regulation on productivity, employment, research and development (R&D) and investment, among other
variables (Cette, Lopez and Mairesse, 2019p12)). At the firm and industry level, restrictive product market
regulation has been shown to be associated with lower multifactor productivity (MFP) levels (Nicoletti and
Scarpetta, 2003[13;; Arnold, Nicoletti and Scarpetta, 2011147). This result also holds at the aggregate level
(Egert, 2016p15)). Further, anticompetitive regulations have an impact on productivity that goes beyond the
sector in which they are applied and this effect is more important for the sectors closer to the productivity
frontier (Bourlés et al., 20131¢]). Specifically, a large part of the impact on productivity goes through the
channel of investment in R&D (Bourlés et al., 20131¢)). Innovation and investment in knowledge-based
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capital, such as computerised information and intellectual property rights (IPRs), are also negatively
affected by stricter product market regulation (Andrews and Criscuolo, 201317;; Andrews and Westmore,
20141g)). Andrews, Nicoletti and Timilotis (2018;19)) show that competitive pressure, as measured by lower
regulatory barriers, encourages firms in services sectors (such as retail and road transport) to adopt digital
technologies, such as cloud computing, for example.

Greater flexibility in product market regulation can also lead to higher employment. Cahan and Kramarz
(2004207) found that after deregulating the road transport sector in France, employment levels in road
transport increased at a faster rate than before deregulation. A 10-year, 18-country OECD study concluded
that small firms that are five years old or less on average contribute to about 42% of job creation (Criscuolo,
Gal and Menon, 2014p21)). Hence, there are benefits from removing unnecessary barriers to entry to
encourage new firms to enter to, among other things, support job creation. This can also reduce income
inequality. As noted in OECD (2015, p. 8622), “such a disproportionately large role by young firms in job creation
suggests that reducing barriers to entrepreneurship can contribute significantly to income equality via employment effects”.

There is some evidence that lifting anti-competitive regulations can also reduce income inequality in other
ways. One study found that less restrictive product market regulation improved household incomes and
reduced income inequality (Causa, Hermansen and Ruiz, 201623]). There is also evidence that barriers to
competition can contribute to the accumulation of resources by the wealthiest segments of society at the
expense of others. Ennis, Gonzaga and Pike (201924]) assessed the redistributive effects of market power
in eight countries. They found that market power benefits the wealthiest households by providing them with
rents and that the share of wealth of the top 10% of households derived from market power is between
12% and 21%. Finally, Ekland and Lappi (2018y25)) studied the impact of PMR on the persistence of profits
in the long term, finding that regulations that raise barriers to entry can protect incumbents’ above-average
profits. The authors found that more stringent product market regulation, as measured by the OECD PMR
indicator, is associated with persistent profits. The results described above hold in a variety of settings, but
the specific estimates may differ depending on the country. For instance, Egert (2017126 quantified the
impact of structural reforms, including PMR and labour market reform, in a large sample including both
OECD and non-OECD countries, and found that “stringent product market regulations will have a three-time larger
negative impact on MFP in countries with per capita income lower than about 8000 USD (in PPP terms)”.

In summary, anti-competitive regulations that hinder entry and expansion in markets may be particularly
damaging for the economy because they reduce productivity growth, limit investment and innovation, harm
employment creation, and may favour a certain group of firms over other firms and consumers, with
consequences for income inequality. Removing regulatory barriers to competition was the overall aim of
this project, whichwas carried out by the OECD with the support of the Icelandic Competition Authority
(ICA). The rest of the chapter outlines the main findings from the project.

1.3. Administrative burdens

In the course of its review, the OECD has identified numerous examples of provisions which, while not
directly restrictive of competition, impose administrative burdens and costs on market participants. These
include: (i) direct costs, such as application fees, (ii) indirect costs, such as lawyers’ fees when assistance
is required to navigate complex regulatory environments, and (iii) non-monetary costs that can have
significant monetary implications, such as time needed to complete paperwork, or delays to business
processes while approval is pending. Lengthy or demanding procedures, particularly when they are the
result of inefficiencies or a lack of clear guidance, can have fundamental effects on the success of
businesses and their investment decisions. They can also discourage entrepreneurship.

Beyond their impact on individual businesses, administrative burdens can have broader effects on
consumers, and economic productivity more generally. They can unnecessarily dampen competition to the
extent that they impose costs on potential entrants, and in particular discourage smaller operators from

OECD COMPETITION ASSESSMENT REVIEWS: ICELAND © OECD 2020



26 |

entering a market. Heavy administrative procedures can also indirectly favour larger players that have the
resources to obtain professional compliance assistance, operate more sophisticated record-keeping
operations, or cover direct costs. They may also make it more difficult for alternative business models to
emerge if they reinforce incumbents’ way of doing business, for instance by unnecessarily codifying
business procedures or when it is not possible to submit licence applications online. Added costs may be
passed on to consumers, who may be harmed by more limited innovation and less market contestability.
As a result, this report makes numerous recommendations to address the administrative burdens
identified. Efforts to address these burdens can follow several key principles:

e Processes should be clear, in terms of timelines, information to be provided, fees to be paid, and
key contacts. The criteria used to grant approvals or review applications should be transparent,
objective and widely available (including online). The scope of stakeholder consultations, and their
duration, should be clear.

e Processes should be simplified, as far as possible. When multiple authorities are involved,
market participants can be provided with a “one-stop shop”, so that they deal with only a single
point of contact. Duplication should be avoided, both in terms of the information requested from
participants and the different steps of a process. Digital application submission portals and digital
review processes can help achieve these results.

e Processes should be timely, since overly long processes can create disincentives for entry, and
impose undue costs on market participants, with consequences for competition more broadly.

e Processes should be justified by a well-defined policy goal, and should not exceed what is
required to achieve the goal.

1.4. Main recommendations from the Competition Assessment Project

The sectors covered by this review accounted for about 17.7% of Gross Domestic Product (GDP) and
23.5% of employment in Iceland in 2017. Consequently, lifting barriers to competition in these sectors
could be expected to have a significant economic impact.

The OECD identified 676 potentially harmful restrictions in the 632 legal texts? selected for assessment.
In total, the report makes 438 specific recommendations to mitigate harm to competition (see Table 1.1).
These recommendations are listed in Annex B of the report. Key recommendations are highlighted below.

Table 1.1. Summary of the barriers to competition analysed and recommendations made

Construction
ildi ildi Tourism Total
Planning BU|Id.|ng . BU|Id|Ing Professions**
regulations materials

Potential restrictions 108 191* 67 81 229 676
identified
Recommendations 70 149° 44 53 122 438
made

Notes: * Building regulations includes consideration of 79 mandatory Icelandic standards.
** Includes two additional professions not related to construction that were included as indicative of the overall breadth of the regulations on
professions in Iceland.

OECD COMPETITION ASSESSMENT REVIEWS: ICELAND © OECD 2020



| 27

1.4.1. Planning

Planning processes

The OECD recommends that the government of Iceland reviews the entire process involved in
preparing and amending development plans (particularly municipal and local plans), aiming to
simplify and clarify the procedures (and associated timing) and reduce the steps required without
forfeiting consultation. In doing so, the government should consider the recommendations and
observations provided in the OECD report on “Governance of Land Use in OECD Countries”
(OECD, 2017p27), especially regarding the recommendations on more flexible approaches to
planning. In particular, this review could consider whether:

o The approval process for amendments could be shortened, or the review stage for separate
authorities could be consolidated.

o The need for applications to change a plan could be mitigated by transitioning away from single-
use land zoning and toward zoning requirements that focus on negative externalities or
nuisances from a given type of land use.

o Development plans could be consolidated in order to enhance flexibility and timeliness while
maintaining transparent consultation procedures. For example, the Netherlands has
transitioned to a single national plan framework.

o Municipalities should be mandated under the Planning Act No. 123/2010 to consider
competition impacts when preparing and amending development plans.

Certain planning requirements raise substantial costs

The relevant authorities should assess whether there are ways to reduce the significant costs
associated with complying with planning and land use requirements while still achieving the
required objectives. In particular, it should assess whether:

o The street construction fee is higher than necessary, and moreover, whether there may be less
distortionary ways of collecting revenue to fund road infrastructure (i.e. that do not fall solely
on construction projects).

o The parking space requirements contained for new building in local and municipal plans in the
Reykjavik Capital Area are appropriate given the area’s objectives regarding sustainable urban
mobility.

Rules for plot allocation may restrict access to plots

Municipalities should review the process and rules for allocating plots to clarify the process and to
improve the supply of plots in response to changes in demand. In particular, this review could
consider abolishing or clarifying the requirements for municipal council consent when transferring
plots, and construction history requirements. Plot allocation rules should not unnecessarily restrict
the transfer or return of plots, or favour more established players over new entrants. Further, the
government of Iceland could assess whether municipalities should be required to consider
competition impacts when allocating plots.
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1.4.2. Building regulations

Inconsistencies in how building inspectors interpret building legislation

To address inconsistencies of interpretation between building inspectors and establish a more
consistent understanding and application of the building legislation, the government of Iceland
should consider the following options or a combination of them:

o continuous training of building inspectors

o making inspection manuals available to all inspectors, and considering supplementing these
resources with additional guidelines, instructions or handbooks transparency mechanisms and
clear appeals processes to ensure accountability of building inspectors.

The application process for building permits is unclear and burdensome

The government of Iceland should simplify and clarify the application process for building permits.
There should be clear timeframes and it should be clear which requirements need to be fulfilled.
As Iceland is one of the most digitalised countries in the world, applicants should be able to hand
in all documentation digitally, which could achieved for example through the uniform adoption of
the HCA’s Construction Portal (without additional or duplicative submission mechanisms) by all
municipalities. Digital registration could also apply for the liability declarations for professionals.

The requirements associated with building permits should be risk-based according to the type of
building and planned construction job. To achieve this, the government of Iceland should classify
buildings based on factors such as their usage, complexity in construction, size and societal
importance. The government of Iceland should then vary the application process for building
permits to reflect this classification, and the type of construction to be undertaken. Alternatively, or
in addition, smaller, less complicated projects could go through a fast track process.

Notifications are burdensome

The requirement for construction notifications in cases exempt from building permits should be

abolished, or if the legislator deems it necessary for safety reasons, then the procedure should be

simplified:

o Notifying parties should be able to notify online, and it should also be possible to hand in the
necessary documentation online.

o There should be a strict timeframe for the building inspector to comment on the notified project.

o If the notifying party has not received comments within said timeframe, then they should be
able to assume that their project has been accepted.

o When and which professionals are needed should also be clarified and should vary according
to the type of project.

Detailed design requirements and Universal Design

It is recommended that the government of Iceland consider whether the objectives underlying the
current detailed design requirements may be better achieved with performance-based regulation
rather than prescriptive requirements that limit the ways in which the relevant outcomes are
achieved.
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Standards

e The government of Iceland should consider the merits of making all mandatory Icelandic standards
relating to the construction sector freely available. This could potentially improve compliance and
reduce administrative burdens in the sector.

1.4.3. Building materials, equipment and facilities

Construction products regulation

e The government of Iceland should amend Law no. 114/2014 (i.e. Iceland’s transposition of the EU
CPR requirements) to bring it in line with the CPR requirements under EU law. That is, the CPR
requirements on a Declaration of Performance (DoP) should only apply to construction products
covered by harmonised European standards. There needs to be distinction between general
information on the usability of the product and formal DoP of the product.

e In amending Law no. 114/2014, the government of Iceland could consider including certain
exemptions for construction products that are not safety critical.

Transport subsidies

e The government of Iceland should review whether there are alternative ways to achieve the
objectives of Law no. 160/2011 on Regional Transport Aid (Article 5, paragraph 1) that are less
distortionary for competition in respect of building products (and other products covered by the
provision).

Licensing of facilities and equipment

e The government of Iceland should make the necessary amendments to the legal framework to
allow the relevant agencies (including, for example, the Administration of Occupational Safety and
Health (AOSH), the Environmental Agency, and the District Commissioners) to co-operate to allow
businesses and individuals to obtain all relevant licences in one place, in a so-called one-stop shop.

e The government of Iceland should also review the requirements around the inspection and
registration of machine parts, to ensure that such requirements are necessary to achieving the
required objectives. In doing so, the government of Iceland should consider exemptions for
equipment that do not raise significant health or safety concerns, especially given that in practice
the AOSH does not enforce the requirements except for larger equipment, such as big tanks and
boilers.

e Currently, only validated individuals can inspect facilities and equipment, and the validation process
can involve delays given the course is only offered once a year. The government of Iceland should
consider simplifying the process for validation by removing the requirement to undertake the
three-day course where the individual already has the required qualifications.

Service providers for fire safety equipment

e The requirement for employees of service providers for fire safety equipment to be supervised by
a master tradesperson should be abolished, and replaced with the ability to be supervised by any
qualified tradesperson.
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Outdated or obsolete regulations

Regulation no. 202/1952 on Health and Safety Measures when Spray Painting, and Regulation no.
204/1972 on Safety Precautions in Construction Work, should be amended or repealed to take
account of changes in the industry since these regulations were passed.

The government of Iceland should remove the following regulations from the legal Gazette to avoid
legal uncertainty:

o Regulation no. 204/1972 on Safety Precautions in Construction Work
o Regulation no. 937/2001 on Compensatory Measures Regarding Cement Transport
o Regulation no. 431/1994 on Business with Building Material.

Further, in Law no. 46/1986, the government of Iceland should replace references to Regulation
no. 580/1995 with Regulation no. 1005/2009.

1.4.4. Professions

The overall framework for licensed professions in Iceland

The government of Iceland should undertake a broad review of the current regulatory requirements
for professions, particularly in the Law on Industry no. 42/1978. This review should evaluate the
policy objective for regulating each of the listed professions, and whether the current restrictions
are proportionate to the underlying policy objectives. In at least some cases, the policy concerns
motivating the adoption of these restrictions may be difficult to identify, or may be outdated, for
example, where consumers can more easily overcome information asymmetries through Internet
resources. They may also be better addressed through the active enforcement of consumer
protection laws. Further, in other cases, regulations focusing on outputs may be more appropriate
(e.g. regulating food safety instead of food preparation professions). In these cases, the reserved
activities should be narrowed or abolished.

Master tradespersons

The government of Iceland should revise the current framework for master tradespersons. The
approach could be tailored to the specific requirements, qualifications and risks associated with
each trade, and ensure that any retained reserved activities are justified by a clear safety or liability
objective. Three possible approaches include:

o Option A — make it easier for a tradesperson to become a master: Accelerating the master
qualification process, eliminating coursework requirements for master tradespersons that are
unrelated to essential technical skills, such as human resource management, bookkeeping and
marketing. In other words, the coursework requirements should be solely comprised of
technical skills needed for the unique role and responsibilities of the master tradesperson. At
the same time, consider permitting qualified tradespersons to exercise some currently reserved
tasks, such as training apprentices.

This option would be most appropriate in cases where (i) master tradespersons gain essential
technical skills through the certification process, (ii) these skills cannot be easily included in the
course of study for tradespersons, and (iii) the remaining reserved activities require these skills
for safety or liability reasons.

o Option B — allow qualified tradespersons to perform the activities currently reserved to masters:
Abolish the special privileges and responsibilities accorded to masters and grant them to
tradespersons, including the requirement for a master tradesperson to hire tradespersons, sign
on to projects and oversee apprentice training. Thus, tradespersons with recognised
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qualifications (including those qualified in EU or EEA jurisdictions) should be permitted to carry
out these tasks.

This option would be most appropriate in cases where the current master tradesperson
qualification process does not provide essential technical training to candidates, or where this
training could instead be included in the training process for tradespersons.

o Option C — abolish the entire licensing scheme for the profession, including the regulatory
framework for masters: Abolish the special privileges and responsibilities accorded to masters
altogether. This option would be most appropriate in cases where the government review of
the regulated professions suggests that a given profession should not be subject to reserved
activities.

Carpentry, electrical and plumbing tradespeople

e Consider abolishing the reserved activities associated with licensed carpenters and plumbers. If
deemed necessary, additional targeted measures regarding insurance and bonding, voluntary
certification schemes, and training strategies to ensure trades schools cover specific content, could
be put in place.

e Consider whether it is necessary for a candidate to take a tradesperson examination if their original
vocational certificate covers the same content (for electricians and, if reserved activities are
retained, carpenters and plumbers).

Construction managers

e Make all qualified tradespersons eligible for the role of Construction Manager |I.

Licensed designers

e Consider eliminating the course requirement (and associated cost) for licensed designers, while
ensuring the exam covers all requisite knowledge.

Real estate agents

e Consider reducing the educational requirements to obtain authorisation to act as a real estate agent
(in particular by eliminating the coursework requirements related to accounting).

e Consider introducing additional pathways to become a real estate agent (e.g. through an
examination and professional experience) or reducing the work experience requirement for those
who meet educational and examination requirements.

e Abolish ownership restrictions for real estate agencies, and consider less restrictive means of
protecting consumers and addressing conflicts of interest (e.g. conflict of interest rules for real
estate agents, liability insurance requirements, or consumer protection law enforcement).

Bakers

e Abolish the reserved activities and protected title for bakers.

Photographers

e Abolish the reserved activities and protected title for photographers.
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Architects and engineers

e Consider abolishing the current protected title frameworks for architects and engineers. If deemed
necessary, alternative measures (such as replacing protected title with an insurance or bonding
scheme) could accomplish the policy objective through less restrictive means.

1.4.5. Tourism activities

Tourism transport licence

e Abolish the requirement for a tourism transport licence when vehicles with a capacity of less than
nine passengers are used for tourist transport by licenced travel agencies or daytrip vendors.

Special equipped vehicles licence

e Abolish the requirement to hold a special equipped vehicles licence and allow for any licence
holders under the Law on the Icelandic Tourist Board to transport passengers in vehicles for less
than nine persons.

Nationality requirements for sea angling tours

e Assess whether the nationality requirements under the second licence for sea angling tours are
required, given that the licence only allows touristic tours where the catch size is limited and
commercialisation of the catch is prohibited.

Accommodation standards

e Abolish the accommodation standards contained in Chapter 2 of Regulation No. 1277/2006 on
Restaurants, Accommodation and Entertainment.

Limits on repurposing buildings as accommodation establishments

e Municipalities should remove restrictions on repurposing buildings as accommodation
establishments. If other policies are required to achieve the desired objectives, municipalities
should endeavour to pursue policies that do not have the same distortionary impacts on the ability
of the sector to respond to changes in demand and supply.

Protected areas

¢ Introduce a procurement framework for public parks to ensure that service operators are selected
according to a public tender. The criteria for awarding the concessions should be public and non-
discriminatory, with clear, transparent criteria.

1.4.6. Transportation related to tourism

Airport ownership

e Explore ways to enhance the incentives for the operator of Keflavik Airport to seek cost
effectiveness and increase competitiveness. Two potential approaches to do so could be:

o Implement an alternative ownership model, such as a management contract or a concession
model, in which the government of Iceland could retain ownership of airport assets and open
a competitive tender for the management of Keflavik (for which Isavia could bid).

OECD COMPETITION ASSESSMENT REVIEWS: ICELAND © OECD 2020



133

o Develop a long-term plan to promote inter-airport competition in lceland. This could be
achieved by opening separate competitive tenders for the management of the main domestic
airports in Iceland (e.g. Reykjavik, Akureyri), under the condition that the awarded operators
expand existing terminals, invest in new infrastructure and seek to develop international routes.

¢ Notwithstanding these recommendations, further regulatory changes may be required to ensure
that Isavia is not able to take advantage of any market power in the provision of airport services in

Iceland, as discussed in the following two recommendations.

Regulation of airport tariffs

e Introduce ex ante incentive regulation of airport tariffs, such as dual-till price or revenue cap
regulation, by providing the Icelandic Transport Authority with the requisite independent powers
and resources. The Government of Iceland may also consider defining a clear mandate specifying
Isavia’s main economic and public policy objectives, in order to supplement regulatory efforts.

Concession of commercial activities

e Isavia should revise future concession contracts for the provision of food, beverages, specialised
retail and bus transport services at Keflavik International Airport, namely by:

o Eliminating any awarding criteria that aim to maximise the value of concession fees paid by the
concession operators. Instead, Isavia could consider alternative criteria that are more likely to
benefit consumers, such as the price charged to consumers, the minimum volume of sales and
quality measures (e.g. investment incurred by the operator).

o Reducing turnover fees that are not related to variable costs incurred by Isavia on behalf of the
concession operators.

o Defining the lease term by taking into consideration the minimum level of investment that the
private operator must incur, which ideally should be foreseen in the concession contract.

Professional competence requirements for taxi drivers

e Coursework not related to passenger, driver and public safety, such as bookkeeping, should be
eliminated from the requirements for taxi licences.

e Consider measures to reduce the cost of the course for taxi drivers in light of the reduced
curriculum.

Limits on holding taxi licences

e Allow taxi licences to be held by businesses as well as individuals, and allow businesses to own
multiple taxi licences.

Taxi meters and pre-negotiated prices

e Exemptions from taximeter requirements should explicitly allow for the use of alternative pricing
schemes of the type commonly used by ride-sourcing services — i.e. providing an initial fare
estimate that is subject to some variation on the basis of transparently disclosed factors (e.g.
variations in route).
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Car rentals

e Abolish the requirement for car rental operators to have one fixed establishment open to the public
in order to start operations. In addition, the government could consider whether further reforms are
needed to enable alternative business models for car rentals and car-sharing to emerge.

e Abolish the requirement for car rental operators to have general indemnity insurance (i.e. in
addition to vehicle insurance).

1.5. Benefits of lifting barriers

The OECD recommendations address specific restrictions and administrative burdens identified in the
legislation covering the construction and tourism sectors. The expected benefit from the recommendations
is directly linked to lifting those restrictions and the consequent positive effect on competition in the relevant
sectors. It was not possible to quantify the effects of all the individual restrictions identified, either due to a
lack of data, or because of the nature of the regulatory change. However, drawing on the methodology
outlined in Annex A, and using statistical data for each sector and subsector (either from Statistics Iceland
or from Eurostat), we have estimated that the recommendations detailed in this report, if implemented,
could be expected to bring a conservative benefit for the Icelandic economy of around EUR 200 million
(about 1 % of Iceland’s GDP) per year, as set out in Table 1.2 below. Moreover, the full implementation of
the recommendations set out in this report is expected to deliver positive long-term effects on employment,
productivity and growth. The cumulative and long-term impact on the Icelandic economy of lifting the
restrictions identified should not be underestimated.

Table 1.2. Summary of estimated annual impact by sector

Sector / restriction | Benefit (EUR million) = Number of corresponding recommendations

Tourism 518 121
Construction 148.6 316
Total 200.3 437
% of GDP 1.1%

Note: For details on the methodology, see Annex A.
Source: OECD analysis

The substantial benefits highlighted above underline the value of competition assessment as an ongoing
economic policy tool. In particular, the competition assessment methodology set out in the OECD’s Toolkit
can serve as the basis for future regulatory reform efforts focusing on other sectors. The continuing use of
competition assessment can help spread awareness among government ministries and regulatory authorities
about the value of competition, and the need to ensure that laws and regulations do not unnecessarily restrict
competition. Further, the Toolkit can be used to examine policy and legislative proposals before they are
adopted in order to assess their potential impacts. That is, as part of an ex ante regulatory impact assessment
to be undertaken when developing or revising policy and regulation. Due to its close co-operation and
contributions to the OECD project team, the Icelandic Competition Authority has acquired experience with
the competition assessment Toolkit, which will be valuable for future such exercises.

Prioritisation of recommendations

The OECD has identified a set of high-impact recommendations that could be considered implementation
priorities, both in the short-term (recommendations that can be implemented in a relatively short period of
time, notwithstanding any required legislative changes) and the medium-term, as set out in Table 1.3 below.
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Potential short-term implementation priorities

Potential medium-term, high-impact implementation
priorities

Construction and construction professions:

o Ensure uniform adoption of the HCA Construction Portal

e Consider abolishing reserved activities for carpenters and
electricians

o Consider abolishing the protected title for architects and
engineers

o Revise the master tradespersons framework for carpenters,
electricians and plumbers, either abolishing masters’ special
privileges or making it easier to become a master

o Make all qualified tradespersons eligible for Construction
Manager | roles

Other professions:

o Abolish reserved activities for bakers and photographers.

o Conduct a preliminary review to identify any other professions for
which reserved activities regulation are not clearly justified by
market failures, and thus should be abolished

Airports:

o Develop a framework for ex ante incentive regulation of airport

tariffs, to be introduced in the medium-term
Tour operators:

o Abolish the requirement to obtain duplicative tourism transport

and special equipped vehicles licenses
Taxis:

o Eliminate unnecessary course requirements for taxi drivers

o Allow taxi licenses to be held by businesses, and allow
businesses to own multiple taxi licenses

o Ensure taximeter exemptions allow ride-sourcing pricing schemes

Construction:

» Simplify and accelerate development planning processes

e Review the street construction fee and parking space
requirements

o Introduce lighter or fast-track processes for building permits
according to the building type and project risk

e Promote building inspection consistency through training,
manuals, and clear appeals processes

o Consider introducing performance-based design requirements to
replace the detailed design requirements that currently exist in the
building regulations

Professions:

e Conduct a broad review of regulatory requirements for
professions to determine whether reserved activities, restricted
title, and master tradespersons frameworks could be narrowed,
abolished, or made more accessible

Hotels:

o Remove restrictions on repurposing buildings as accommodation

establishments and consider less distortionary alternatives
Airports:

o Consider implementing an alternative ownership model for
Icelandic airports and develop a plan to promote inter-airport
competition

The OECD has identified these potential implementation priorities because they involve clear and
straightforward changes (especially for the short-term priorities, including recommendations related to
taxis, bakers and photographers), and/or because they are expected to bring significant benefits to the
Icelandic economy. The latter will depend on the scope of the competition barrier to be removed and the
relative size of the subsector as well as its linkages with the broader the Icelandic economy. The largest
subsectors analysed (based on 2017 turnover), and the potential implementation priorities that affect them,
are as follows®:

e Construction:

construction of residential and non-residential buildings (EUR 1 462 million)

electrical, plumbing and other construction installation activities (EUR 427 million)
building completion and finishing (EUR 233 million)

other specialised construction activities (EUR 252 million)
e Hotels:
- hotels and similar accommodation (EUR 716 million)
e Airports:
o service activities incidental to air transportation (EUR 370 million)
e Tour operators:
o tour operator activities (EUR 287 million).
Further, the broad review of regulated professions recommended in this report would be expected to

deliver significant benefits in multiple sectors across the Icelandic economy, in addition to those estimated
above.
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