
During the last 15 months the
Icelandic equity market, like most
equity markets around the world,
has retreated. As a result, the
Icelandic bond market has seen
increased turnover, particularly in
2001. During the first five months
of 2001, the bond trading volume
reached Ikr222 billion ($2.1 
billion) compared to Ikr160 billion
in the same period a year earlier
and May 2001 saw a record-high
trading. The Bond market includes
a variety of public and private
issues covering maturities ranging
from six months to 40 years, a

total of 350 different bond issues.
The total market value of all 
listed bonds is approximately
Ikr420 billion, or roughly about
50% of  Iceland’s GDP. In 2000,
bond trading accounted for 47%
of the total securities turnover on
the Icelandic Stock Exchange
(ICEX). 

The public sector is the largest
issuer of bonds, whose bench-
mark issues will all be registered
electronically by year-end 2001.
The main issuers are The National
Debt Management Agency and
the Housing Financing Fund,
accounting for over 75% of ICEX-
listed bonds. In addition, domestic
banks and financial institutions
have increasingly turned to the
bond market for funds, but 
corporate bonds have played an
insignificant role in the overall
issuance.

One of the distinctive features
of the bond market is the domi-
nance of CPI-indexed bonds
accounting for more than 90% of
the total market value. This can be
traced back to the time when the
Icelandic economy was character-
ized by high inflation rates leading
to the widespread use of indexa-
tion. The bond indexation is based
on the official CPI index which is
published monthly by Statistics
Iceland. However, the past decade
saw price stability as never before
and therefore Icelandic authorities
are attempting to slowly reduce
the role of indexation. 

Economic environment
The Icelandic economy has
boomed during the last few years.
In 1993, Iceland became a mem-

ber of the EEA, giving its exporters
full access to the lucrative EU 
markets. The EEA membership
also led to a fundamental restruc-
turing and liberalization of the
economy. Between 1995 and
2000, the GDP grew by over 30%
and Iceland became one the
fastest growing European
economies.  

During the last decade, the
economy rapidly diversified into
services, aluminium smelting,
biotechnology and software. In
2000, the fisheries sector account-
ed for less than 45% of foreign
currency earnings and its impor-
tance is diminishing.

A tight fiscal policy conducted
by the government aims for a
record surplus in the 2001 budget,
the fourth consecutive year with a
budget surplus. 

The Icelandic króna
The Icelandic króna is pegged to a
basket of currencies, weighed
annually, in respect to the share of
each country’s currency in trade of
goods and services. The króna
freely floats in relation to a calcu-
lated inverse index of these 
currencies.

In March 2001, the Central
Bank of Iceland adopted an infla-
tion target for the króna and abol-
ished exchange rate stability as the
main target of monetary policy.  

Traditionally, volatility has been
rather low in the past few years.
However, oscillations have
increased with the introduction of
the new monetary regime. A grad-
ual weakening of the króna was
also witnessed. 

Currently, the króna seems to

Changes from previous year in %
1999 2000 2001e

Private consumption 6.9 4.0 2.5
Public consumption 4.6 5.4 1.1
Capital growth -0.8 11.1 -1.5
Exports 7.4 0.6 0.8
Imports 5.0 3.8 -2.1
GDP 4.4 3.6 1.5
Inflation 3.4 5.1 6.5
Unemployment 1.9 1.3 1.5
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In recent years the Icelandic bond market has attracted increased interest from
foreign investors due to the fact that almost 90% of the value of listed bonds
are state-guaranteed, offering substantially higher yields than its international
counterparts. With the Iceland Stock Exchange joining the NOREX alliance, the
bond market has become more easily accessible to foreign investors looking for
investment-grade bonds. By Sigurdur Erlingsson, Research Department, and
Christoph Kuhn, International Banking & Treasury, Landsbanki Íslands

Iceland’s bond market



have stabilized. The Central Bank
of Iceland has expressed its view
that currency oscillations should
be considered normal in light of
the substantial shift of monetary
policy that has taken place. 

From a historic perspective, the
real exchange rate of the króna
has been stable in spite of nomi-
nal exchange rate fluctuations,
thus lowering the currency risk for
a long-term investor. The króna is
traded on the Icelandic interbank
market.

Credit ratings
Standard & Poor’s and Moody’s
have assigned ratings to the long-
term obligations of the Republic
of Iceland in domestic currency,
Aaa and AA+.  The ratings under-
line the reduction of the
Government debt to GDP ratio by
half from the year 1995, the bud-
get surpluses as well as the fact
that the pension system in Iceland
is fully funded.

Major types of bonds
The Housing Financing Fund
issues two types of mortgage
bonds. These bonds are used by
the Housing Financing Fund to
fund residential housing trades
and they are inflation indexed.
Both types of bonds carry full
Government guarantee and there-
fore have the same Moody’s Aaa
credit ratings as Government
bonds. The bonds are asset-
backed with residential housing
as collateral. These two bond
types represent about 72% of the
Government-issued bonds.

The Housing Bonds bear a
coupon rate of 4.75%. The home
buyers pay a fixed rate of 5.1%
and the 35 bp spread goes to the
Housing Financing Fund as a
credit-risk premium. Among the
Housing Bonds is the IBH37
benchmark issue that represents
almost 20% of Government
bonds. Most of the Housing
Bonds have a maturity of 25 or 40
years. The Housing Authority
Bonds carry a fixed interest of
2.7% and the most active traded
issues have a duration between
nine and 13 years. 

The Government bonds, issued
through The National Debt
Management Agency, include

Treasury bills, Treasury bonds and
Treasury notes. Most of the
Treasury bonds are bullet bonds
and these securities are all state-
guaranteed. T-Bills are non-
indexed, fixed-rate bonds with
maturities of six months and are
being offered by means of bi-
monthly auctions. Two issues of
the non-indexed zero-coupon 
T-Notes are available with maturi-
ties in late 2003 and early 2007.
The T-Bonds, often referred to as
savings bonds, are indexed with
maturities of up to 14 years.

In recent years there has been a
rapid increase in issuance of com-
mercial paper from commercial
and savings banks as well as from
other financial institutions. These
issues are predominantly 3-month
bills and their yields resemble the
Icelandic Reibor.

Regulatory framework 
Regulations for Bond-trading on
the Icelandic Stock Exchange are
based on European Union direc-
tives, owing to Iceland’s member-
ship in the EEA. To ensure investor
protection, the ICEX has intro-
duced various provisions. 

The ICEX is supervised by a 
special financial supervision
agency, and operations on the
ICEX are to be conducted accord-
ing to a special act. 

In the last year, several mea-
surements were introduced to
improve liquidity on the Bond
market. An important measure-
ment was the introduction of 
market-making agreements by the
National Debt Management
Agency. For the Government
Bond market, market-making 
contracts were made with four
major financial institutions,
among them Landsbanki. 

Market making agreements
include new spread requirements
for market makers and succeeded
in decreasing spreads and increas-
ing liquidity on the secondary
market. 

Furthermore, the inclusion of
the ICEX in the common Nordic
Stock Exchange cooperation
(NOREX) facilitated access to the
ICEX and helped to increase 
liquidity. NOREX provides for a
joint Scandinavian Securities
Market.

High returns 
One of the interesting attributes of
the bonds issued by the Housing
Financing Fund and the
Government is the relatively high
yields given the issues’ favourable
credit ratings. This can be seen on
the graph which compares the
yields of 5-year unindexed
Government bonds. The yield on
the Icelandic bonds is 10.5%
compared to 5.37% in the UK and
5.03% in the US.  This interest-
rate differential is impressive, 
considering that all of these bonds
represent the so-called risk-free
interest rate.

New website
In early 2001 a new website,
www.bonds.is, featuring articles
and analysis on the Icelandic
bond market was launched. The
website is backed by the National
Debt Management Agency, The
Housing Financing Fund, ICEX,
Landsbanki Íslands and other
authorized dealers.
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Long-term debt
Moody’s Aaa
S&P AA+
Fitch IBCA AAA
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For further information, please contact:
Tryggvi Tryggvason 

or
Hreidar Bjarnason

Tel: +354 560 3100
email: dealingroom@lais.is

www.landsbanki.is


