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Financial Stability Committee
report to Parliament for 2022

The Central Bank of Iceland Financial Stability
Committee (FSN) reports to Parliament on its work
once a year. It is assumed that the report will be dis-
cussed in the Parliamentary committee of the Speaker’s
choosing.

In 2022, the FSN's third year of operation,
the Committee held four formal meetings. Members
of the Committee are Asgeir Jénsson, Governor, who
acts as chair; Gunnar Jakobsson, Deputy Governor for
Financial Stability, who acts as vice-chair; Rannveig
Sigurdardottir, Deputy Governor for Monetary Policy;
Unnur Gunnarsdottir, Deputy Governor for Financial
Supervision; Axel Hall, Assistant Professor; Bryndis
Asbjarnard()ttir, Economist; and Gudmundur Kr.
Tomasson, former Director. The Permanent Secretary
or an appointed official from the Ministry responsible
for financial stability also participates in Committee
meetings as a non-voting member with the right to
address the meeting and present proposals.

Financial stability

The Financial Stability Committee (FSN) of the Central
Bank of Iceland takes decisions on the application
of the Bank's financial stability policy instruments.
Financial stability means that the financial system is
equipped to withstand shocks to the economy and
financial markets, to mediate credit and payments,
and to redistribute risks appropriately. The Committee
is tasked with assessing the current situation and
outlook for the financial system, systemic risk, and
financial stability; defining the measures necessary to
ensure financial stability; and deciding which entities,
infrastructure elements, or markets shall be consid-
ered systemically important. When warranted, the
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FSN may make recommendations to the appropriate
Governmental authorities concerning the measures
needed to strengthen and preserve financial stability.
In general, the Committee publishes the minutes of its
meetings within four weeks of the meeting concerned.
The minutes include information on the Committee's
decisions, the rationale on which they are based, and
the assessment of financial stability. The FSN's state-
ments and minutes, enclosed with this report, contain
the rationale for the Committee’s decisions in 2022.

Developments in 2022

Asset markets were turbulent in 2022, concurrent with
monetary and macroprudential tightening in Iceland
and abroad. Public health restrictions due to the
COVID-19 pandemic were lifted in late February, which
had a positive impact on tourism and export revenues.
Russia’s invasion of Ukraine and the ensuing uncer-
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tainty in global markets strongly affected the inflation
outlook and developments in the markets.

Nasdaq Iceland’s OMXI10 index fell by 26.5% dur-
ing the year, after rising by a third in 2021, and 14 of
22 companies on the Main List saw their share prices
fall. Furthermore, bond yields rose during the year, in
line with policy rate hikes and rising inflation expecta-
tions. The real estate market behaved very differently,
however. The capital area house price index rose by
17.4% during the year (7.5% in real terms), as com-
pared with 18.4% (11.9% in real terms) in 2021. Prices
rose steeply early in the year but then lost momentum
in H2, and the house price index fell month-on-month
in November and December. Turnover in the market
contracted by a fifth year-on-year in real terms, and the
number of homes listed for sale roughly doubled over
the course of the year. The capital area commercial real
estate price index rose by 19.2% during the year (8.8%
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in real terms), as compared with 16.2% (10.6% in real
terms) in 2021. Turnover with commercial real estate
rose markedly between years.

Growth in household credit eased as the year
advanced and interest rates rose. Twelve-month real
growth in household debt measured only 0.3% at
the end of September 2022, as opposed to 6.5% a
year earlier. Nevertheless, nominal growth remained
robust, at 9.6%, about half of it due to price indexation
on CPI-linked loans, which account for nearly half of
household debt. The surge in indexation was fuelled
by a near-doubling of inflation from 5.1% at year-end
2021 to its peak of 9.9% in July 2022. The ratio of
household debt to disposable income declined during
the year, as did the ratio of debt to GDP. The banks
dominated the mortgage lending market, but as the
year advanced the pension funds gained market share,

Chart 4
Real prices' and turnover? of CRE in the
capital city area

Index, Q1 2008=100 Year-on-year change (%)

-5 0
"2016 ' 2017 ' 2018 ' 2019 ' 2020 ' 2021 ' 2022 '

mm Real house prices (left) —— Housing market turnover (right)

1. Housing market turnover, at constant December 2022 prices.
Sources: HMS, Statistics Iceland, Central Bank of Iceland.

Chart 3

Number of listed properties for sale, number of
purchase agreements, and average time-to-sale
in greater Reykjavik

Number Months

2019 2020 2021 2022

mm Purchase agreements (left) Average time-to-sale (right)

— Listed properties (left)

Sources: mbl.is real estate website, HMS, Central Bank of Iceland.

Financial Stability Committee report to Parliament

mm Y-0-Y price change (right) Real turnover index (left)

—— Real CRE-prices (left)

1. CRE-price index, deflated with the CPI. The index shows a weighted average
of industrial, retail and office prices. Latest observations are preliminary.
2. Turnover index, deflated with the CPI, shows a moving 4 quarter average.

Sources: HMS, Statistics Iceland, Central Bank of Iceland.
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and households began seeking out indexed loans in
response to rising interest rates. By September, net
new indexed mortgage lending was positive for the
first time since February 2020. The banks stepped up
their corporate lending during the year, with the great-
est increase in the construction and real estate sectors.
Real growth in corporate lending remained negative at
the end of September, however, at -1.6%, although it
had increased by nearly 4 percentage points from the
prior year. The ratio of corporate debt to GDP also fell
during the period, to its lowest in decades.
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All three of the large systemically important banks
generated strong profits in 2022. The banks’ returns
averaged 10.1%, as compared with 12.4% in 2021. The
decline in returns in 2022 was due mainly to financial
activities, which generated sizeable losses, as opposed
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to a significant profit in 2021. On the other hand, the
interest rate spread on total assets widened to 2.81%
in 2022 from 2.43% in 2021. Fees and commissions
increased as well, in spite of difficult market conditions,
and cost-cutting measures strengthened the banks’
returns on core operations even further. The impair-
ment ratio was 0.7% at year-end 2022, down from
1.0% at the end of 2021. Non-performing loan ratios
declined during the year, in tandem with the strong
economic recovery, particularly in tourism. At year-end
2022 it measured 0.7% of loans to individuals and 2.3%
of corporate loans were classified as non-performing,
down from 0.8% and 3.6%, respectively, in 2021. The
banks' capital ratio averaged 23.7% at the end of
September, after falling 1.7 percentage points year-on-
year. The decline is due mainly to dividend payments,
share buybacks, and balance sheet expansion.

The banks’ year-end liquidity ratio in all curren-
cies was 163%, well above the 100% minimum required
under Central Bank liquidity rules. Liquid assets in
excess of requirements declined by 38 b.kr. in 2022, to
235 b.kr. at the year-end. The banks’ liquidity ratios fell
somewhat early in the year but then rose again in the
autumn, concurrent with their foreign bond issues. The
banks’ market funding in krénur was largely limited to
covered bonds, although their new mortgage loans
exceeded their covered bond issuance by far, as they
had in 2021. The banks’ increased share in the mort-
gage lending market was largely financed with depos-
its. Conditions in foreign funding markets deteriorated
in 2022, and interest rate spreads on the banks’ foreign
issues rose steeply. Spreads spiked with Russia’s inva-
sion of Ukraine and then continued to rise slowly over
the course of the year. By the end of 2022, they were
higher than at the beginning of the pandemic. The
banks issued foreign-denominated bonds for a total of
268 b.kr. in 2022, the majority of them covered bonds
in euros. Interest rate spreads on those issues are far
narrower than spreads on unsecured bond issues.

The Committee’s decisions on borrower-based
measures in 2022

The FSN discussed the real estate market at all of
its meetings in 2022. In its March statement, the
Committee noted that it considered the borrower-
based measures appropriate, as the full effect of pre-
vious decisions had not yet come to the fore. In this
context, the Committee pointed out that the rules cap-
ping debt service at 35% of disposable income (40% for
first-time buyers) had taken effect in December 2021.
Lenders had the flexibility to consider differences in



households’ circumstances, with an exemption for 5%
of total mortgage lending each quarter and a separate
exemption for borrowers in financial distress.
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Sources: Statistics Iceland, Central Bank of Iceland.

Property prices had soared in June, deviating even
more from fundamentals such as wage growth, build-
ing costs, and rent prices. Nevertheless, the increase
was not driven as yet by overleveraging. The FSN was
concerned about increased indebtedness, however,
particularly among first-time buyers. Members dis-
cussed the lack of supply in the housing market. It
emerged that the outlook was for housing demand
to continue to outpace supply. Firms were report-
ing worker shortages, and the outlook was therefore
for continued inward migration. Furthermore, a large
generation of young people were entering the labour
market. In order to preserve borrowers’ and lenders’
resilience, the FSN had decided at its June meeting to
lower the maximum loan-to-value ratio for first-time
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buyers from 90% to 85% but to hold it unchanged at
80% for other buyers. The Committee also decided to
amend the Rules on Maximum Debt Service-to-Income
Ratios for Mortgage Loans to Consumers to include
a reference interest rate of 3% for indexed loans and
5.5% for non-indexed loans. The maximum loan period
for the calculation of debt service was set at 25 years
for indexed loans and 40 years for non-indexed loans.

In December, the FSN was of the view that tight-
er borrower-based measures and their interaction
with higher interest rates would continue to reduce
demand pressures in the market. In the Committee's
opinion, systemic risk in the housing market was still
moderate and households were resilient enough to
absorb higher debt service. Although real disposable
income had contracted in H2/2022, household debt
measured about 150% of disposable income, which
was low in historical context and somewhat lower
than in the other Nordic countries. Debt service had
increased in line with rising interest rates, particularly
on non-indexed loans, which constituted just over
half of total household debt. About 27% of consumer
mortgages were non-indexed variable-rate loans, and
the weighted average rate on such loans had risen to
8% by October. Higher interest rates could have some
impact on households, but the FSN did not consider
it likely that arrears would increase substantially, as
the economic outlook was favourable and households
should be able to refinance their mortgages to lighten
their debt service burden if the need arises.

Committee decisions in 2022
The Committee made no changes to capital buffers
on financial institutions in 2022. The FSN reviews the
countercyclical capital buffer rate (CCyB) on a quarterly
basis. The main purpose of the CCyB is to enhance
financial institutions’ resilience against cyclical systemic
risk, thereby providing them with the scope to absorb
losses and maintain the supply of credit during periods
of stress. At its meetings in 2022, the Committee held
the CCyB unchanged at 2%, as its September 2021
decision to increase the buffer rate from 0% to 2%
took effect a year later, in September 2022. According
to the minutes of the FSN's meetings, the systemically
important banks are highly resilient, as can be seen, for
example, in their strong capital and liquidity position.
In March 2022, the FSN decided to hold the
systemic risk buffer unchanged at 3% for all deposit-
taking institutions’ domestic exposures. The systemic
risk buffer is applied on the basis of persistent systemic
risk relating to homogeneity and underlying risk in the



Icelandic economy. Such systemic risk is considered
non-cyclical, or built-in, and the buffer rate is reviewed
every two years.

The Committee completed its annual review
of systemically important financial institutions in
December and confirmed the systemic importance of
Arion Bank, islandsbanki, and Landsbankinn. It decided
to hold the capital buffer for systemic importance
(O-Sll) unchanged at 2% of all of the systemically
important financial institutions’ exposures.

In March, the FSN amended the rules on deriva-
tives trading to exclude transactions between domestic
commercial banks from the restrictions on derivatives
trading. The restriction on domestic commercial banks'’
derivatives transactions involving the Icelandic kréna is
unchanged from the previous rules, and the total per-
missible exposure in such transactions is still restricted.
In the interest of safeguarding financial stability, the
rules impose limits on the total amount of individual
commercial banks’ derivatives transactions. The gross
forward foreign currency position may not at any time
exceed 50% of the capital base of the commercial bank
in question, and the position vis-a-vis each counter-
party is limited to 10% of the capital base. The FSN
considered the experience of the rules to have been
positive. The derivatives market was more active than
before and there were more diverse possibilities for
derivatives trading, which had led to an increase in the
number of both counterparties and trades.

Furthermore, in its statements from 2022, the
FSN strongly emphasised that the Government and
the Bank should work towards increasing security in

domestic payment intermediation and should expedite
the implementation of an independent retail payment
solution, partly because of growing cyberthreats. The
Committee discussed payment intermediation at all
of its meetings in 2022. Retail payment intermediation
in Iceland is characterised by widespread use of pay-
ment cards, which rely on foreign infrastructure owned
by international payment card conglomerates. In the
FSN's view, this entails risk — for instance, if overseas
internet connections are disrupted or if the owners
of such systems decide to stop doing business with
Iceland. Payment intermediation is less stable and less
efficient in Iceland than in the Nordic countries. The
FSN encouraged the Government and the Bank to place
strong emphasis on taking the lead in policy setting
and bringing about the changes necessary for effective
and secure payment intermediation. The Central Bank's
Forum for the Future was introduced to the Committee
in December. The Forum includes representatives from
domestic deposit institutions, the Ministry of Finance
and Economic Affairs, and the Central Bank. In the
near future, the Forum for the Future will consider and
make decisions on the next steps towards implement-
ing a domestic payment solution. Furthermore, at the
FSN's meetings, it emerged that reported cyberattacks
had grown in number and were increasingly directed
at important infrastructure. The Committee noted that
it might prove necessary to strengthen the statutory
framework for financial market infrastructure still fur-
ther and expand the Bank’s authorisations to adopt
rules. It was necessary to guarantee information flows
and consultation among all stakeholders in this area.

On behalf of the Central Bank of Iceland Financial Stability Committee,

Asgeir Jénsson

Governor of the Central Bank of Iceland

and Chair of the Financial Stability Committee
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No. 8/2022
16 March 2022

Statement of the Financial Stability Committee
16 March 2022

The state of financial stability is favourable, and the systemically
important banks are highly resilient. Their capital and liquidity are well
above regulatory minima, giving them ample scope to support
households and businesses.

In 2022, the economic recovery will probably be weaker than was
previously expected, owing to the pandemic and the Russian invasion
of Ukraine, particularly if the war drags on.

Icelandic households are generally well positioned, and household
credit growth has eased. Real disposable income has been rising year by
year, and households’ equity position has grown stronger.
Unemployment has fallen and the labour participation rate has risen.
Households’ sound position will better enable them to cover higher debt
service if interest rates rise further, and they have access to various types
of mortgages in order to react to inflation. Arrears have declined since
the onset of the pandemic and now account for less than 1% of the
banks’ loans to households.

Many companies were not adversely affected by the pandemic, but those
that suffered severe revenue losses are still vulnerable. It is vital that the
banking system continues to work on restructuring their debt.

In its quarterly review of the countercyclical capital buffer (CCyB), the
Financial Stability Committee (FSN) has decided to hold the buffer
unchanged. The decision taken in September 2021 to increase the buffer
from 0% to 2% will take effect at the end of September 2022. The
Committee has also decided to hold the systemic risk buffer unchanged
at 3%.

Developments in the real estate market and household indebtedness are
monitored closely. The FSN considers the current stance regarding
borrower-based measures sufficient, as the effects of previous decisions
have not yet come fully to the fore.

The FSN stresses the importance of safeguarding Iceland’s
cybersecurity and the operational security of telecommunications and
financial market infrastructure. The current situation underscores how
vital it is to bolster resilience in payment intermediation and expedite
the implementation of an independent domestic retail payment solution.
The Committee reiterates that it is critical for operators to guarantee
payment system security and business continuity.

The Financial Stability Committee will continue to apply the policy
instruments at its disposal so as to preserve financial stability, thereby
enabling the financial system to mediate credit and payments and
redistribute risks appropriately.
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No. 13/2022
15 June 2022

Statement of the Financial Stability Committee
15 June 2022

The systemically important banks are highly resilient at present. Their
capital and liquidity are well above regulatory minima. It is vital to
ensure that growing economic activity is not accompanied by
unwarranted risk appetite and excess lending growth, which could cut
into financial system resilience. If the global economic recovery suffers
a setback, it could affect financial stability in Iceland.

Real estate prices have risen still higher this year and have deviated
noticeably from fundamentals such as wages, building costs, and rent
prices. In order to safeguard the resilience of borrowers and lenders
alike, and in view of the current circumstances, the Financial Stability
Committee (FSN) has decided to lower the maximum loan-to-value
(LTV) ratio on mortgage loans to first-time buyers from 90% to 85%.
The maximum LTV ratio is held unchanged for other buyers. The
Committee has also decided to establish a reference interest rate for the
calculation of debt service in the Rules on Maximum Debt Service-to-
Income Ratios for Mortgage Loans to Consumers. The reference rate
will be a minimum of 3% for indexed mortgages and 5.5% for non-
indexed mortgages. Furthermore, the FSN has decided to shorten the
maximum loan term used to calculate debt service on indexed loans to
25 years. The changes in the debt service-to-income (DSTI) ratio are
intended to increase borrowers’ risk awareness when they select from
among loan types, as the debt service burden on indexed loans is
relatively lighter early on and then grows heavier over the term of the
loan. The objective of the above-specified measures is to limit the
accumulation of systemic risk in the financial system.

In addition, the FSN has decided to hold the countercyclical capital
buffer unchanged. The decision taken in September 2021 to increase the
buffer from 0% to 2% will take effect at the end of September 2022.

The Financial Stability Committee reiterates the importance of
enhancing security in domestic payment intermediation and expediting
the implementation of an independent retail payment solution.

The Committee will continue to apply the policy instruments at its
disposal so as to preserve financial stability, thereby enabling the
financial system to mediate credit and payments and redistribute risks
appropriately.
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No. 18/2022
28 September 2022

Statement of the Financial Stability Committee
28 September 2022

The global economic outlook has deteriorated recently, which could
adversely affect the Icelandic economy. Inflation in trading partner
countries is at its highest in decades, and central banks have resorted to
steep policy rate hikes. Furthermore, the war in Ukraine has pushed
energy prices upwards in FEurope and has, along with other
factorsexacerbated uncertaintyAs a result, risks to financial stability in
Iceland have increased because of worsening external conditions and the
balance of risk is tilted to the downside.

The systemically important banks are highly resilient. Their capital and
liquidity position are strong. The Central Bank of Iceland stress test for
2022 shows that the banks are well prepared to respond to external
economic shocks and simultaneously support households and
businesses.

Icelandic real estate prices have soared and have deviated widely from
fundamentals. The rise has largely been equity-driven, and household
debt levels have kept pace with income in recent years. The application
of borrower-based measures in the housing market has reduced issuance
of new high-risk loans, contributed to increase equity ratio, and
safeguarded new borrowers debt service capacity. These measures,
together with interest rate hikes, have eased tensions in the market.

Increased external uncertainty highlights the importance of maintaining
the resilience of the Icelandic financial system. Iceland is better
positioned than many of its trading partner countries, but a vigilance is
required to preserve financial stability.

The Financial Stability Committee decided to hold the countercyclical
capital buffer unchanged. The decision taken in September 2021 to
increase the buffer from 0% to 2% will take effect tomorrow, 29
September 2022.

The Committee stresses the importance of bolstering security in
domestic payment intermediation so as to guarantee business continuity,
partly in view of growing cyberthreats. Steps have been taken towards
the development of an independent domestic retail payment solution,
which is highly important in the current situation.

The Committee will continue to apply the policy instruments at its
disposal so as to preserve financial stability, thereby enabling the
financial system to mediate credit and payments and redistribute risks
appropriately.
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No. 22/2022
7 December 2022

Statement of the Central Bank of Iceland

Financial Stability Committee
7 December 2022

The global economic outlook is highly uncertain, and global economic
development could adversely affect the Icelandic economy in the
coming term. Inflation is high in Iceland’s main trading partner
countries, and central banks there have continued to tighten their
monetary policy stance, which has worsened the outlook for financial
stability. Conditions in foreign capital markets are challenging for
domestic financial institutions. Furthermore, growing domestic demand
has led to a wider current account deficit. Risks to financial stability in
Iceland have therefore increased.

The systemically important banks are highly resilient. Their capital and
liquidity are strong. The banks are well prepared to respond to external
economic shocks and support households and businesses.

Imbalances in the housing market have receded in recent months,
concurrent with increased supply of properties for sale and a lengthening
of the average time-to-sale. The imposition of borrower-based measures
has mitigated risky new lending and fostered higher equity ratios.

The Financial Stability Committee (FSN) has completed its annual
review of systemically important financial institutions and the capital
buffer for systemic importance (O-SII buffer). Based on European
Banking Authority methodology, the FSN has confirmed the systemic
importance of Arion Bank, Islandsbanki, and Landsbankinn. The
Committee has decided to hold the O-SII buffer unchanged at 2% for all
exposures.

In its quarterly review of the countercyclical capital buffer (CCyB), the
FSN has decided to hold the buffer unchanged at 2%.

The Committee discussed the importance of increasing efficiency and
security in domestic electronic payment intermediation so as to ensure
business continuity. Steps have been taken towards an independent
domestic retail payment solution, which is important in terms of both
efficiency and risk, including the risk due to continuously growing
cyberthreats.

The Committee will continue to apply the policy instruments at its
disposal so as to preserve financial stability, thereby enabling the
financial system to mediate credit and payments and redistribute risks
appropriately.
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The Financial Stability Committee of the Central Bank of Iceland

Minutes of the Financial Stability Committee meeting
March 2022 (12" meeting)
Published 8 April 2022

The Financial Stability Committee (FSN) takes decisions on the application of the Central Bank’s
financial stability policy instruments. Financial stability means that the financial system is equipped to
withstand shocks to the economy and financial markets, to mediate credit and payments, and to
redistribute risks appropriately. The Committee is tasked with assessing the current situation and
outlook for the financial system, systemic risk, and financial stability; defining the measures necessary
to ensure financial stability; and deciding which entities, infrastructure elements, or markets shall be
considered systemically important. When warranted, the FSN may direct recommendations to the
appropriate Governmental authorities concerning the measures needed to strengthen and preserve
financial stability. In general, the Committee publishes the minutes of its meetings within four weeks
of the meeting concerned. The minutes include information on the Committee’s decisions, the
rationale on which they are based, and the assessment of the state of financial stability.

The meeting of 14-15 March 2022 began with presentations and a discussion of economic
developments and prospects and the state of the financial system. The Committee discussed the
current situation and outlook for financial stability and the principal risk factors, such as economic
developments, risks faced by financial institutions and the financial system, developments in domestic
financial markets, household and corporate debt, the real estate market, and financial institutions’
capital position. The Committee also discussed the security and efficiency of financial market
infrastructure and its importance for financial system stability, particularly in view of elevated
cybersecurity risk and the war in Europe. Furthermore, it discussed the report prepared by the
appraisal committee tasked with assessing the experience gained from the work of the Bank’s three
committees in 2020-2021.

In its quarterly review of the countercyclical capital buffer (CCyB), the FSN decided to hold the buffer
unchanged, as it had decided in September 2021 to increase the buffer from 0% to 2%, effective at the
end of September 2022. The FSN also decided to hold the systemic risk buffer unchanged at 3% for
deposit-taking institutions’ domestic exposures. The Committee approved amendments to the Rules
on Derivatives Transactions, no. 765/2021, as transactions between Icelandic banks are exempt from
restrictions on derivatives trading. Furthermore, the FSN decided to amend its Rules of Procedure so
that the Committee will no longer be involved in decisions pertaining to the resolution authority.

Committee members agreed unanimously that it was of vital importance that the Government and
Central Bank place strong emphasis on Iceland’s cybersecurity, the operational security of
telecommunications infrastructure, and the connection between telecommunications infrastructure
the operational security of financial market infrastructure. The FSN stresses the importance of
safeguarding Iceland’s cybersecurity and the operational security of telecommunications and financial
market infrastructure. The current situation underscores how vital it is to bolster resilience in domestic

Financial Stability Committee report to Parliament

15



payment intermediation and expedite the implementation of an independent retail payment solution.
The Committee reiterates that it is critical for operators to guarantee payment system security and
business continuity.

Analysis of financial stability

The Committee considered the financial system to be highly resilient and the state of financial stability
favourable. The economic outlook had worsened and uncertainty had escalated following Russia’s
invasion of Ukraine. The outlook indicated that economic sanctions and higher energy and commodity
prices would slow down the global economic recovery, and the inflation outlook had deteriorated. It
was uncertain how much direct and indirect effect the invasion would have on the domestic economy,
but poorer prospects for GDP growth and inflation in trading partner countries suggested that there
would probably be some impact. Higher inflation, higher oil prices, and reduced purchasing power in
advanced economies could cut into international travel; however, prospects for marine product
exports were good. The Committee was of the view that the strength of the banking system and
Iceland’s healthy balance of payments would mitigate the adverse effects of increased global
uncertainty on the economy and financial system.

Banking system resilience

The FSN was of the opinion that the systemically important banks were highly resilient. Their capital
and liquidity positions are well above regulatory minima, giving them ample scope to support
households and businesses. The three banks generated a profit of 81 b.kr. in 2021, and their liquidity
in excess of requirements totalled 255 b.kr. as of end-January. According to the Central Bank’s most
recent stress tests of their liquidity position, the banks can withstand significant outflows of deposits.
Their capital increased by 39 b.kr. year-on-year in spite of dividend payments and share buybacks in
2021, and their combined capital ratio was 26.7% at the end of the year. Credit spreads on the banks’
foreign bond issues had risen following Russia’s invasion of Ukraine. Spreads on comparable issues of
foreign banks had risen as well. The banks’ foreign refinancing risk was considered limited, however,
because of their strong liquidity position. Nevertheless, the Committee considered it important to
continue keeping abreast of developments in global capital markets.

Arrears on banking system loans to both households and businesses declined in 2021. At the end of
the year, non-performing loans accounted for 3.4% of corporate loans from the systemically important
banks, and 12.1% of corporate loans were frozen at the end of January 2022. In the services sector,
however, some 34% of loans were frozen. Household arrears have declined since the beginning of the
pandemic. At the end of 2021, 0.8% of bank loans to households were non-performing, which is low in
both historical and international context.

Private sector debt

Growth in household debt had eased in recent months, from 10% in nominal terms and 5.1% in real
terms as of November 2021 to 10% in nominal terms and 4.1% in real terms as of January 2022. In the
Committee’s opinion, households’ position is generally good, which should better enable them to
cover higher debt service if interest rates rise further. Households also have access to various types of
mortgages in order to react to inflation. Real wages had risen, unemployment was down, the labour
participation rate had increased, and households’ equity position had improved.

Growth in corporate debt had picked up marginally. In real terms, growth was still negative, but in
price- and exchange rate-adjusted terms, it measured 1.8% at the end of 2021. This trend could be
attributed mainly to increased issuance of marketable bonds and an increase in alternative investment
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funds’ corporate lending. Corporate financing had shifted increasingly from the banking system to
market-based financing and other lenders, particularly alternative investment funds.

Asset prices

The FSN reviewed the situation in the real estate market. There were signs that the imbalances
between supply and demand in the residential housing market had widened. Committee members
were concerned about limited housing supply and steeply rising house prices. Surging prices would be
most detrimental to first-time buyers and could increase household debt over time. The number of
properties advertised for sale in the capital area had fallen by nearly 69% since year-end 2019, to the
lowest level since data collection began in 2006. In February, the average time-to-sale was less than
30 days. The rise in the capital area house price index had continued to accelerate, and at the end of
January the year-on-year increase measured 13.8% in real terms (20.3% in nominal terms). Turnover
in the market had subsided in January but remained strong relative to the pre-pandemic period. The
deviation of house prices from underlying economic fundamentals had widened even further since the
Committee’s last meeting. Their deviation from long-term trend widened by 11.5 percentage points
year-on-year in January, its largest upward deviation from trend since 2008.

The construction market was relatively lively last year in historical terms. A total of 2,900 new
residential properties had been assigned 2021 as their construction year, including 1,800 in the capital
area. The number of new fully finished flats had declined slightly year-on-year, however, even though
the number completed over a single year was historically high.

Committee members discussed the reduction last summer in maximum loan-to-value (LTV) ratios on
residential mortgages (from 85% to 80%), noting that it had begun to have an effect: most buyers’ LTV
ratios had fallen, although first-time buyers’ LTV ratios had risen alongside the rise in house prices.
First-time buyers’ average debt service-to-income (DSTI) ratio had therefore risen in recent quarters.
Committee members were of the view that the impact of the rules capping DSTI ratios, which had
taken effect in December, had yet to come more fully to the fore, and that the effect would grow
stronger as the monetary stance tightened. All else being equal, the rules should bring about less
indebtedness and should slow the pace of house price inflation.

The commercial real estate (CRE) price index, which measures real prices in the capital area, rose by
11.1% year-on-year in 2021 and had returned to its pre-pandemic level. Turnover in registered CRE
purchase transactions had increased by 82% year-on-year in real terms, reaching its highest single-year
value since 2007. The adverse impact of the pandemic had been short-lived, and the market was
therefore relatively strong.

The FSN was of the opinion that there were indications of a house price bubble that could grow further
in the coming term, but that there did not appear to be grounds for the same concerns about the CRE
market.

Global investors had shifted increasingly to safer assets. Foreign share prices had fallen, although the
decline had reversed in part before the FSN’s meeting.

The price of listed Icelandic companies’ shares had also fallen, as had share prices around the world.
From 24 February, when Russia invaded Ukraine, until 10 March, the OMXI10 index had fallen by 8%.
Alongside these declines, the deviation of share prices from their long-term trend had narrowed. The
breakeven inflation rate in the bond market had risen year-to-date, in line with higher inflation and a
bleaker inflation outlook. Demand for indexed Treasury bonds had therefore grown, and had increased
still further after the Russian invasion of Ukraine, and yields on the bonds had therefore fallen swiftly.
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Exchange rate of the kréna and international reserves

The kréna had appreciated by 4.4% from the beginning of the year until the invasion of Ukraine began,
but had depreciated by 4% thereafter. The Central Bank had bought foreign currency for 11 b.kr. and
sold currency for 10 b.kr., intervening in the market to mitigate exchange rate volatility as it deemed
warranted. Turnover in the interbank foreign exchange market increased in February, while in January
it was broadly at the pre-pandemic level. There had been a marked increase in derivatives contracts
involving the kréna against foreign currency, and the commercial banks’ counterparties in such
contracts had grown in number. The commercial banks’ net forward foreign currency position had
increased accordingly. In some instances, exporters had hedged against the appreciation of the krdna,
but after the Rules on Derivatives Transactions were amended in mid-2021, there was discernible
position-taking with or against the kréna. Exchange rate developments had therefore been more
expectations-driven than before.

The pension funds’ net foreign currency purchases amounted to 53 b.kr. in 2021, broadly the same as
in the previous year. In the first two months of 2022, they had bought currency for 7.4 b.kr. As of year-
end 2021, foreign-denominated assets accounted for 37% of the pension funds’ total assets.

The Central Bank’s international reserves totalled around 900 b.kr. at the end of February 2022, and
the ratio of the reserves to the International Monetary Fund’s (IMF) reserve adequacy metric (RAM)
was 145% at the end of 2021. The FSN was of the view that the reserves were ample, and that they
were large enough to enable the Central Bank to respond to unforeseen events that could otherwise
undermine financial and economic stability.

The financial cycle

The rise in the financial cycle had accelerated between FSN meetings, which could indicate an increase
in cyclical systemic risk. House prices have been rising for a protracted period of time, and the housing
cycle is stronger than before. Even though all of the sub-cycles were in an upward phase, the financial
cycle was still slightly below its long-term average. Estimating the impact of the financial cycle on
economic developments in terms of growth-at-risk showed increased severity of potential economic
shocks in comparison with year-end 2019, which indicates growing systemic risk.

Financial market infrastructure

Options for an independent domestic retail payment solution were discussed, based on an analysis
carried out by a Central Bank working group in the months beforehand. Settlement of nearly all
domestic payment card transactions is routed through foreign systems, which entails risks if
international internet connections were to be disrupted or if the owners of the systems in question
decide to stop doing business with Iceland. The working group’s assessment of the options was
discussed from the standpoint of security, cost-effectiveness, and efficiency, and the FSN agreed that
work on the adoption of a domestic retail payment solution should be expedited.

The Committee received regular information from the Central Bank’s interbank system, in the form of
risk indicators for financial market infrastructure. The functionality of the new interbank system better
enables the Central Bank to carry out its oversight and risk assessment role in the area of financial
market infrastructure, which is also useful for assessing potential weaknesses and operational
bottlenecks in domestic payment intermediation.

Committee members agreed unanimously that it was of vital importance that the Government and
Central Bank place strong emphasis on cybersecurity in Iceland, operational security of
telecommunications infrastructure, and the connection between telecommunications infrastructure
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and the operational security of financial market infrastructure. It was necessary to guarantee
information flows and consultation among all stakeholders in this area.

Systemic risk buffer

The systemic risk buffer is applied on the basis of persistent systemic risk relating to homogeneity and
underlying risk in the Icelandic economy. Such systemic risk is considered non-cyclical, or built-in, and
the buffer value is reviewed every two years. Because of the Icelandic economy’s vulnerability to
shocks, as is reflected in wider fluctuations in economic variables than in many other economies, the
systemicrisk buffer is set at 3% and applies to all of the deposit-taking institutions’ domestic exposures.

The Committee discussed the key changes in the legal framework for the systemic risk buffer following
the incorporation of CRD V into Icelandic law, which is planned for later this year. Among other things,
the changes entail sharpening the purpose of the systemic risk buffer and its interaction with other
capital requirements, and the possibility of applying the buffer to specified exposures. Following the
discussion, the Governor proposed that the systemic risk buffer be held unchanged at 3% on the
domestic exposures of financial institutions authorised to accept deposits. The proposal was approved
unanimously.

Countercyclical capital buffer

The main purpose of the countercyclical capital buffer (CCyB) is to enhance financial institutions’
resilience against cyclical systemic risk, thereby providing them with the scope to absorb losses and
maintain the supply of credit during periods of stress. This scope was used in March 2020, when the
buffer was lifted at the beginning of the pandemic. Increasing the CCyB can have the side effect of
slowing down credit growth during an upswing.

In September 2021, when the buffer was increased again, with an effective date of September 2022,
the FSN was of the opinion that cyclical systemic risk had returned to its pre-pandemic level. The
pandemic has had a limited impact on the financial system as a whole, and debt write-offs have been
less than previously expected. Loan quality had generally improved and arrears declined, particularly
to include household arrears, which now account for less than 1% of the banks’ household loan
portfolio. The measures taken by the Central Bank and the Government delivered results and mitigated
the negative economic impact of the pandemic on households and the business community in Iceland.
FSN members agreed that the banking system was highly resilient. Returns were strong, and capital
and liquidity ratios were well above regulatory minima. As a result, the banking system was well
prepared to continue restructuring corporate debt and to address increased arrears if they should
develop. A higher CCyB value would not affect this.

In preparation for further discussion, the Committee had held an extraordinary meeting on 3 March
2022, and reviewed both the financial institutions’ capital buffer requirements and the risks they are
intended to address. The Committee also discussed what a neutral CCyB value might be, and how the
buffer was applied in other countries, particularly with a view to its neutral value.

The FSN reviewed developments in cyclical systemic risk since its previous meeting and discussed the
formulation of a long-term strategy for the CCyB and its interaction with other capital buffers.
Members discussed the strategies of the European countries that have specified an equilibrium CCyB
value, as well as the strategies of other European countries regarding capital requirements as a whole.
They also discussed the rationale for a positive neutral buffer value and whether that rationale was
applicable for Iceland, with a view to the structure of the economy, the position of the financial system,
and the Central Bank’s objective of promoting financial stability. Members agreed to continue this
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work and the related discussion, but they were of the opinion that there was no reason at present to
make further changes to the CCyB.

Following the discussion, the Governor proposed that the countercyclical capital buffer be held
unchanged, and the proposal was approved unanimously.

Rules on commercial banks’ derivatives transactions

Among other provisions in the new Foreign Exchange Act, which entered into force in June 2021,
restrictions on derivatives transactions involving the Icelandic kréna were lifted, whereas such
transactions had previously required prior approval from the Central Bank. At the same time, the FSN
approved the Rules on Derivatives Transactions, no. 765/2021. In the interest of safeguarding financial
stability, the Rules impose limits on individual commercial banks’ total exposure to derivatives
transactions. The gross forward foreign currency position may not at any time exceed 50% of the
capital base of the commercial bank in question, and the position vis-a-vis each counterparty is limited
to 10% of the capital base. The FSN considered the experience of the Rules to have been positive. The
derivatives market was more active than before, and there were more diverse possibilities for
derivatives trading than before, which had led to an increase in the number of both counterparties
and trades. The commercial banks’ gross position (excluding bank-to-bank transactions) had risen from
12% of their capital base to 19% since the rules had taken effect. FSN members agreed that there was
no need to review the cap on the gross forward position at this time, but they considered the
notification requirement in the Rules unnecessarily onerous. Furthermore, from the standpoint of
financial stability, there was no need to include derivatives transactions between domestic banks with
the forward position of each party concerned. It should be noted that the Central Bank has access to
information on all trades, as it did before. The main objective of the Rules was to place certain
limitations on the derivatives market by controlling the total scope of derivatives transactions involving
kréonur.

Following the discussion, the Governor proposed that Rules no. 765/2021 be amended so as to
increase the limits for notification requirements to 1.5 b.kr. and 3 b.kr., and to exclude derivatives
transactions between domestic commercial banks from the forward position of each bank. The
Governor’s proposal was approved unanimously. Committee members agreed that the amendments
would not affect the main purpose of the Rules, as the total scope of domestic commercial banks’
derivatives transactions would be the same as before.

Appraisal committee report on experience gained from the work of the Central
Bank committees and matters relating to the resolution authority

The Committee discussed the report from the appraisal committee appointed to assess the experience
of the work of the Central Bank committees in 2020-2021. The report pointed out, among other things,
that the interactions between the resolution authority and the Bank’s committees should be reviewed
so as to ensure that the division of tasks was clear and in accordance with the law, and to ensure that
decisions can be taken efficiently when circumstances require it. The appraisal committee also pointed
out that there was no explicit statutory authority for entrusting the Financial Stability Committee with
decision-making powers relating to the resolution authority, which are explained more fully and
provided for in Article 2.7 of the FSN’s Rules of Procedure. Members discussed this and considered it
appropriate to delete Article 2.7 from its Rules of Procedure.

Following the discussion, the Governor proposed that Article 2.7 be deleted from the Financial Stability
Committee’s Rules of Procedure. The Governor’s proposal was approved unanimously.
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At the end of the meeting, the Committee approved the statement for publication on the morning of
16 March 2022.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Committee

Gunnar Jakobsson, Deputy Governor for Financial Stability
Rannveig Sigurdardodttir, Deputy Governor for Monetary Policy
Unnur Gunnarsdadttir, Deputy Governor for Financial Supervision
Axel Hall, external Committee member

Bryndis Asbjarnardéttir, external Committee member
Gudmundur Kr. Tdmasson, external Committee member

Gudrun Thorleifsdoéttir, Director General at the Ministry of Finance and Economic Affairs, attended the
meeting, with the right to address the meeting and present proposals.

Haukur C. Benediktsson, Director of the Bank’s Financial Stability Department; Eggert Th. Thorarinsson,
Deputy Director of the Financial Stability Department; Gudrun S. Gunnarsdéttir, Deputy Director of the
Bank’s General Secretariat; and Gudridur Lilla Sigurdarddttir, Specialist with the Financial Stability
Department, were present for the entire meeting. In addition, several Bank staff members attended
part of the meeting.

Rdsa Bjork Sveinsdottir wrote the minutes
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The Financial Stability Committee of the Central Bank of Iceland

Minutes of the Financial Stability Committee meeting
June 2022 (13th meeting)
Published: 1 July 2022

The Financial Stability Committee (FSN) takes decisions on the application of the Central Bank’s
financial stability policy instruments. Financial stability means that the financial system is equipped to
withstand shocks to the economy and financial markets, to mediate credit and payments, and to
redistribute risks appropriately. The Committee is tasked with assessing the current situation and
outlook for the financial system, systemic risk, and financial stability; defining the measures necessary
to ensure financial stability; and deciding which entities, infrastructure elements, or markets shall be
considered systemically important. When warranted, the FSN may make recommendations to the
appropriate Governmental authorities concerning the measures needed to strengthen and preserve
financial stability. In general, the Committee publishes the minutes of its meetings within four weeks
of the meeting concerned. The minutes include information on the Committee’s decisions, the
rationale on which they are based, and the assessment of the state of financial stability.

The meeting of 13-14 June 2022 began with presentations and a discussion of economic developments
and prospects and the state of the financial system. The Committee discussed the current situation
and outlook for financial stability and the principal risks to financial stability, such as economic
developments, risks faced by financial institutions and the financial system, developments in domestic
financial markets, household and corporate debt, the real estate market, and financial institutions’
capital and liquidity. The Committee also discussed the security and efficacy of financial market
infrastructure and its importance for financial system stability. The Committee received information
on resolution plans for the systemically important banks and on the preparation of an official financial
stability policy, on which the Financial Stability Council is currently working.

The FSN decided to lower the maximum loan-to-value (LTV) ratio on mortgage loans to first-time
buyers from 90% to 85% but the keep the ratio for other buyers unchanged at 80%. The Committee
also decided to set a reference interest rate for the calculation of debt service in the Rules on Maximum
Debt Service-to-Income Ratios for Mortgage Loans to Consumers. The reference rate is set at a
minimum of 3% for indexed mortgages and 5.5% for non-indexed mortgages. Furthermore, the
Committee decided to shorten the maximum loan period used to calculate debt service on indexed
loans to 25 years. In its quarterly review of the countercyclical capital buffer (CCyB), the FSN decided
to hold the buffer unchanged, as it had decided in September 2021 to increase the buffer from 0% to
2%, effective at the end of September 2022.

The Committee reiterated the importance of enhancing security in domestic payment intermediation
and expediting the implementation of an independent retail payment solution.
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Analysis of financial stability

The Committee considered the financial system to be on a solid footing and the state of financial
stability to be good. Figures from Statistics Iceland for Q1/2022 showed that GDP growth was robust,
and considerably stronger than the Bank had forecast in May. Data from the labour market indicated
that the market was tightening. Unemployment had continued to fall since the FSN’s last meeting, and
the number of employed persons had risen. Demand for labour was strong. More than half of
executives surveyed considered their companies short-staffed, and job vacancy numbers were high in
virtually all sectors, although particularly in tourism and construction. The outlook for the tourism
industry had improved rapidly in recent months, although it was uncertain how quickly companies in
the sector would be able to expand their operations to keep pace with demand. The deteriorating
inflation outlook, rising oil prices, and reduced purchasing power in key trading partner countries could
cut into exports over the course of the year. The FSN was of the opinion that the economic recovery,
the strong position of the banking system, and the recent rise in real wages were likely to boost
households’ resilience against shocks and mitigate the adverse effects of elevated global economic
uncertainty on the domestic economy and financial system. The FSN’s concerns about the real estate
market had grown stronger between meetings, however, and the Committee was of the opinion that
the risk of overleveraging alongside rapidly rising property prices had increased, which could have a
negative impact on financial stability in the event of an economic downturn or a severe drop in
property prices.

Banking system resilience

In the FSN’s opinion, the systemically important banks are highly resilient. Their capital and liquidity
are well above regulatory minima, giving them ample scope to support households and businesses.
The three banks generated a profit of 14.2 b.kr. in Q/2022, and their liquidity in excess of requirements
totalled 149 b.kr. as of end-April. Their liquidity ratios had fallen somewhat in recent months, mainly
because of dividend payments and share buybacks. For the same reasons, their capital ratios also fell
somewhat in Q1. Credit spreads on the banks’ foreign issues had continued to rise in recent months,
although spreads on comparable issues from foreign banks and done so as well, owing to the significant
deterioration in global bond markets. The banks’ near-term foreign refinancing risk was considered
limited, however, because of their strong liquidity position. The first results of the Central Bank’s
annual stress test of the systemically important banks, which will be published this autumn, suggest
that they are in a very strong position.

Operations and equity

The systemically important banks’ operations were favourable in Q1/2022. Their return on equity was
8.9%, some 2.4 percentage points lower than in the same quarter of 2021. Net interest income was 29
b.kr. during the quarter, an increase of 4.8 b.kr. year-on-year, or 20%. Income from fees and
commissions totalled 9.3 b.kr., a year-on-year increase of 13%. The systemically important banks’
regularincome —i.e., net interest income plus fees and commissions — has never been higher in a single
guarter. A higher interest rate level widened the interest rate spread on total assets by 0.24 percentage
points year-on-year, to 2.6% during the quarter.

The systemically important banks’ expenses in Q1/2022 totalled 18.4 b.kr., an increase of 0.2 b.kr.
between years. Because expenses were virtually unchanged while regular income increased 18% year-
on-year, underlying operations strengthened between years.
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Dividend payments and share buybacks totalled 59.2 b.kr. during the quarter, and dividend payments
weighed heaviest in the more than two percentage point decline in the banks’ capital ratios during the
period. After adjusting for Islandsbanki’s planned 15 b.kr. share buyback and Arion Bank and
Landsbankinn’s dividend payments next year, their capital ratio lay in the 22.2-24.3% range at the end
of March. The ratio was 0.5-1.5 percentage points above Central Bank requirements, after adjusting
for management buffers and the increase in the CCyB.

Households’ non-performing loan (NPL) ratios continued to decline, and household arrears are at an
all-time low. Corporate arrears also continued to decline, as did the value of loans classified as forborne
and performing. The position of firms that had needed forbearance measures due to the pandemic
had therefore grown stronger.

Private sector debt

Real growth in household debt had slowed since the FSN’s last meeting, from 4.1% in January to 2.5%
in April. Nominal growth was still significant, however, at nearly 10%. The debt-to-GDP ratio fell in Q1,
but the ratio of debt to disposable income rose marginally. Both ratios were still low in historical
context. Growth in household debt was still driven by mortgage lending growth, although there were
indications that other household debt was on the rise. Households were generally in a strong position,
and key indicators suggested a positive trend. Nominal and real wages had continued to grow,
unemployment had declined to 4.5% by April, and household arrears were low and had fallen since
the Committee’s last meeting.

Borrowers choose increasingly to fix mortgage interest rates for up to five years, and as of April, 54%
of all mortgages and 67% of new mortgages bore fixed rates, as compared with 44% of all loans in April
2021. The ratio of indexed loans to new mortgage loans had risen in recent months, from 18% in April
2021 to 33% by April 2022.

The Committee discussed the new official property valuation, which had risen by an average of 19.9%
nationwide. Some credit institutions had begun issuing loans based on the new valuation, even though
it does not take effect until 1 January 2023.

Corporate credit growth had gained pace slightly since the last FSN meeting. In real terms, growth in
corporate debt was still negative in Q1/2022, however, whereas in both nominal and price- and
exchange rate-adjusted terms, it measured 4.5%. The change in developments in corporate debt is due
mainly to an increase in credit institution lending to companies during the early months of the year.

The face value of loans issued by the systemically important banks to the tourism sector had remained
relatively stable, with year-on-year growth measuring 2.1% in nominal terms and 3.7% at constant
exchange rates at the end of Q1.

Asset prices

The FSN reviewed the situation in the real estate market, as it emerged that there were still severe
imbalances between supply and demand. Prices had risen far in excess of fundamentals since spring
2021, and the Committee was of the opinion that the probability of stagnation or a correction of real
prices had risen. It came to light that nominal property prices had risen by an average of 2.1% month-
on-month in the past six months, and in April, prices measured 22.3% higher than in April 2021. Excess
demand for housing had grown nationwide, and the price of both multi-family and single-family homes
had therefore risen sharply in all regions. In the weeks prior to the Committee meeting, however,
indicators of growing supply had begun to surface and the number of properties advertised for sale
had risen marginally, although the average time-to-sale was still very short, at less than 30 days.
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A relatively large number of new housing units had been built in 2019-2021. Indicators implied that
the supply of newly constructed homes would be smaller than previously estimated. As a result, new
housing supply — in greater Reykjavik and elsewhere — would be markedly smaller in 2022 than in the
past three years. Committee members were concerned about the limited supply of residential housing.
The tally conducted by the Federation of Icelandic Industries suggested, however, that the supply of
new fully finished properties would increase again in 2023.

The FSN discussed the impact of the new rules providing for borrower-based measures in the housing
market. The loan quality of new consumer mortgages had improved somewhat since the rules on
maximum LTV ratios had been tightened just under a year earlier. Loans issued to borrowers other
than first-time buyers and bearing an LTV ratio over 80% had declined markedly in number. The
number of borrowers with a debt service-to-income (DSTI) ratio above 35% had also declined quarter-
on-quarter in Q1/2022, after the rules capping the DSTI ratio took effect in December 2021. Among
first-time buyers, however, the average DSTI ratio had risen somewhat, to nearly 30% in Q1/2022. The
FSN discussed the adverse effects of rising house prices on first-time buyers who had been forced to
take on higher debt service in order to enter the market. The risk was that increased debt among these
borrowers could dilute their resilience against a potential setback in the property market.

The commercial real estate (CRE) price index, a measure of real CRE prices in greater Reykjavik, had
fallen marginally in the past two quarters, although the twelve-month rise in the index still measured
6.3% at the end of Q1. In terms of the face value of registered purchase contracts, capital area housing
market turnover had been relatively strong in historical context over the past two years. In real terms,
turnover was up 38% year-on-year over the first four months of 2022.

The FSN was of the opinion that indications of a house price bubble could be in place, but that there
did not appear to be grounds for the same concerns about the CRE market.

The price of listed Icelandic companies’ shares had fallen, in keeping with the pattern seen widely
abroad. The OMXI10 index had fallen by 13% since the Committee’s last meeting, and by just over 20%
year-to-date. Yields on both indexed and nominal Treasury bonds had continued to rise between FSN
meetings. The breakeven inflation rate in the bond market had been well above the inflation target
after having peaked shortly after Russia invaded Ukraine.

Exchange rate of the kréna and international reserves

The krdna had appreciated more or less uninterrupted since mid-March 2022, after having weakened
rather abruptly in the wake of the invasion of Ukraine. The foreign exchange market had been quite
stable and fluctuations had been moderate. Turnover in the interbank foreign exchange market had
declined but was still above the 2019 average. As a result, the Central Bank had not needed to
intervene much in the market, apart from large transactions in April, when the Bank bought foreign
currency in direct trades in response to capital inflows relating to foreign investments in Treasury
bonds. The pension funds had stepped up their net foreign currency purchases. In May 2022, the funds
bought foreign currency for 17 b.kr., the largest single-month total since the Bank began collecting
monthly data on the pension funds’ foreign exchange transactions in 2017.

The current account deficit measured 50 b.kr.in Q1/2022. Net export revenues from tourism increased
year-on-year but were still somewhat lower than before the COVID-19 pandemic. The income account
showed a deficit for the second quarter in a row. It was offset somewhat by a surplus of just under 1
b.kr. on goods trade excluding ships and aircraft, which has been in deficit in recent years.
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The financial cycle and cyclical systemic risk

A composite measure of financial cycles indicated an average level of cyclical systemic risk at present,
although risk had increased since the FSN’s last meeting. The housing cycle was increasingly the driver
of the financial cycle, reflecting the steep rise in house prices in recent years. The credit cycle, however,
showed the fastest increase, although credit growth had been modest overall in recent months. Even
so, the credit cycle was at a low level, indicating that private sector debt was still manageable. This is
because of the financial cycle indicator’s emphasis on medium-long cycles, with short-term trends
having little impact.

Cyclical systemic risk can be estimated in a variety of ways, and the FSN uses more than one measure.
The financial cycle is one such measure that the Committee considers, and another is the domestic
composite systemic risk indicator, or d-SRI. The latter indicated that cyclical systemic risk was
somewhat above average at present and had increased in the past two years, owing mainly to the flip
from a large current account surplus to a deficit and to rising asset prices. The d-SRI fell marginally in
Q1/2022, however, the first decline in two years. It was considered likely to continue falling in coming
guarters, owing to the decline in share prices in Q2 to date, the ongoing brisk economic recovery, and
the tighter monetary and macroprudential policy stance.

Rules on LTV and DSTI ratios

The Committee expressed concerns about the current state of the housing market. Members
considered the tightening of borrower-based measures in 2021 an important move. Although house
prices had surged in the recent term, the increase was generally not driven by excessive leverage.
Household debt measured about 155% of disposable income, which is lower than in the other Nordic
countries and low in historical context. Even though inflation was high, disposable income had
increased, the number of employed persons had risen, and unemployment had fallen, while the
economic outlook was good. Members noted, however, that debt levels were still rising, particularly
among first-time buyers. They were concerned about the supply shortage in the housing market, which
remained significant. It emerged that the outlook was for housing demand to continue to outpace
supply. It was mentioned that there was a labour shortage, indicating that immigration would
continue, and that a large cohort of young people was entering the housing market.

Demand for indexed mortgages had increased in tandem with the worsening inflation outlook.
Negative real rates had prompted lenders to reduce their indexed lending rates, which were more than
% a percentage point lower than when the FSN had approved the DSTl rules in September 2021. At the
same time, interest rates on non-indexed loans had risen by nearly 2 percentage points. As a result,
households were more likely to seek out indexed loans so as to reduce debt service in the short run.
Committee members were of the view that this could be risky. Interest rates on indexed loans had
fallen steeply in the past year and were historically low. The Committee considered it important to
ensure that households did not become overleveraged on the basis of assumptions that in all likelihood
would not stand the test of time. Furthermore, the debt service burden on indexed loans was
proportionally lighter early on but grew heavier over the term of the loan. Inflation would be added
directly to the loan principal, potentially eroding highly leveraged borrowers’ resilience.

Committee members discussed the impact of the rules and were of the opinion that they had affected
debt levels and debt service. Too little time had passed since their entry into effect, however, for the
full impact of the rules to have come to the fore. It was unlikely that interest rates would remain low
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in the long run. As a result, it was appropriate to set a floor for interest rates for the calculation of debt
services, so as to safeguard households’ long-term resilience.

Following discussion by the Committee, the Governor proposed introducing a reference interest rate
for the calculation of debt service in the Rules on Maximum Debt Service-to-Income Ratios for
Mortgage Loans to Consumers. The reference rate would be a minimum of 3% for indexed mortgages
and 5.5% for non-indexed mortgages, and the maximum loan term used to calculate debt service on
anindexed loan would be shortened to 25 years. The changes in the DSTl ratio are intended to increase
borrowers’ awareness when they select from among loan types, thereby bolstering lenders’ and
borrowers’ resilience. All members voted in favour of the Governor’s proposal and agreed that the
rules thus amended should take effect immediately. The new Rules on Maximum Debt Service-to-
Income Ratios for Mortgage Loans to Consumers, no. 701/2022, were approved unanimously by FSN
members.

Committee members discussed the pros and cons of lowering the LTV ratio. Borrower-based measures
were intended to reduce the risk of excessive leverage and were an element in safeguarding the
resilience of lenders, borrowers, and the financial system as a whole. Under the current circumstances,
with house prices and inflation surging and the monetary stance growing tighter, it was more likely
that house rice inflation would ease and that real house prices would fall. Committee members were
of the opinion that under these circumstances, a 90% LTV ratio [for first-time buyers] was risky for
both lenders and borrowers. As a result, it was advisable to lower the maximum LTV ratio for first-time
buyers from 90% to 85% but hold it unchanged at 80% for other buyers. It emerged in the discussion
that no credit institutions were advertising an LTV ratio higher than 85% for first-time buyers; however,
loan data showed that some first-timers had borrowed more than 85% of the property value. The data
showed that in Q1/2022, 19% of first-time buyers had had an LTV ratio higher than 85%. This
represented 2.6% of the face value of new mortgage loans.

The Governor then proposed that the Rules on Maximum Loan-to-Value Ratios for Consumer
Mortgages be amended so as to lower the LTV ratio on first-time buyers’ mortgages from 90% to 85%,
but to hold the ratio for other buyers unchanged. In view of the situation in the housing market, all
Committee members voted in favour of the Governor’s proposal. Members considered tightening the
rules an important means of safeguarding lenders’ and borrowers’ resilience, as it seemed probable
that house prices could deviate even further from fundamentals such as wages, construction costs,
and rent prices. The new Rules on Maximum Loan-to-Value Ratios for Mortgage Loans to Consumers,
no. 702/2022, were approved unanimously by the Committee.

Financial market infrastructure

One of the Central Bank of Iceland’s roles is to promote an active and secure financial system, including
domestic and cross-border payment intermediation. The Committee was given a presentation on the
next steps in implementing an independent domestic retail payment solution. The presentation was
based on an analysis of the available options, carried out by a working group of Central Bank
employees. It emerged that netting and settlement of nearly all domestic payment card transactions
was routed through foreign systems, which entailed risks; for instance, if international internet
connections were disrupted or if the owners of the systems in question stopped doing business with
Iceland. The Committee also discussed the costs associated with payment intermediation, which are
higher in Iceland than elsewhere in the Nordic region. Payment intermediation is both less economical
and less secure in Iceland than in the other Nordic countries, and the Committee considered it vital to
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expedite the introduction of a domestic retail payment solution. Discussions about the process of
implementing an independent domestic retail payment system will be referred to the Forum for the
Future, whose role is to shape the vision and priorities for development of core financial market
infrastructure in Iceland. In addition to the Central Bank, deposit-taking financial institutions and the
Ministry of Finance and Economic Affairs have representatives on the Forum.

The Committee received information from the Central Bank’s interbank system, in the form of risk
indicators for financial market infrastructure. The Bank uses the new system in order to maintain an
overview of and assess risk associated with financial market infrastructure. The system is also useful
for assessing potential weaknesses and operational bottlenecks in domestic payment intermediation.

The Committee was also given a presentation on operational security of financial market
infrastructure. It was noted in discussions that the Central Bank has broad authorisations to set policy
and adopt rules on financial market infrastructure. The Bank can impose certain basic security
requirements in order to guarantee the security of payment intermediation infrastructure. It might
prove necessary to strengthen the statutory framework for financial market infrastructure still further,
however, and expand the Bank’s authorisations to adopt rules. It was necessary to guarantee
information flows and consultation among all stakeholders in this area. The FSN agreed that it was
important for the Government and the Bank to place strong emphasis on taking the lead in policy
setting and bringing about the changes necessary for effective and secure payment intermediation.

Countercyclical capital buffer

The main purpose of the countercyclical capital buffer (CCyB) is to enhance financial institutions’
resilience against cyclical systemic risk, thereby providing them with the scope to absorb losses and
maintain the supply of credit during periods of stress. This scope was used in March 2020, when the
buffer was lifted at the beginning of the pandemic. In September 2021, when the buffer was increased
again to 2% (with an effective date of September 2022), the FSN was of the opinion that cyclical
systemic risk was certainly no less than before the pandemic struck.

Indicators of the systemic risk level suggest that it is close to the average of recent years but is rising.
Loan quality has generally improved and arrears have declined, particularly to include household
arrears, which now account for less than 1% of the household loan portfolio. The measures taken by
the Central Bank and the Government during the pandemic delivered results and mitigated the
negative economic impact on households and the business community in Iceland. FSN members
agreed that the banking system was on a solid footing. Resilience appeared to be sufficient in terms of
the systemic risk level. Returns were strong, and capital and liquidity ratios were well above regulatory
minima. As a result, the banking system was well prepared to continue restructuring corporate debt.

The Committee discussed the economic outlook, which had improved, and the outlook for tourism,
which was good. The Committee’s concerns about lending to the tourism sector had diminished, and
the systemic risk that was of particular concern now stemmed from the real estate market. The
Committee agreed to examine the CCyB closely at its meeting in September 2022.

Following the discussion, the Governor proposed that the countercyclical capital buffer be held
unchanged, and the proposal was approved unanimously.

Material third countries
According to Article 86(d), Paragraph 3 of the Act on Financial Undertakings, no. 161/2002, the Central
Bank of Iceland is authorised to set rules specifying a CCyB value for financial institutions’ exposures
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vis-a-vis countries outside the European Economic Area (EEA), known as third countries, subject to
prior approval from the FSN. According to European Systemic Risk Board Recommendation
ESRB/2015/1, EEA states shall identify third countries of material importance vis-a-vis their own
financial systems. If a third country is assessed to be of material importance, the EEA state in question
shall monitor the financial markets in that country, particularly as regards excessive credit growth.

The ESRB’s methodology for identifying material third countries, presented at the meeting, is based
on three risk indicators, or exposure metrics: risk-weighted assets, original exposures, and defaulted
exposures originating in the third country concerned. The Committee was given a presentation of other
EEA states’ methodologies for identifying material third countries. It was proposed at the meeting that
the ESRB methodology be used, but with a few modifications: the exposure threshold would be set at
2% instead of 1%, defaulted exposures would be assigned a lower weight than the other two metrics,
and expert opinion would determine the final decision on third country materiality. The FSN
unanimously approved the proposed methodology for assessing third countries. It will be used as a
reference for the identification of material third countries that may warrant the activation of a CCyB.
According to the approved methodology, no third country is currently identified as material, but
materiality will be reviewed on an annual basis.

At the end of the meeting, the Committee approved the statement for publication on the morning of
15 June 2022.

The following Committee members were in attendance:

Asgeir Jénsson, Governor and Chair of the Committee

Gunnar Jakobsson, Deputy Governor for Financial Stability

Rannveig Sigurdardottir, Deputy Governor for Monetary Policy

Unnur Gunnarsdadttir, Deputy Governor for Financial Supervision, Central Bank of Iceland
Axel Hall, external Committee member

Bryndis Asbjarnardéttir, external Committee member

Gudmundur Kr. Tdmasson, external Committee member

Gudrun Thorleifsdéttir, Director General at the Ministry of Finance and Economic Affairs, attended the
meeting, with the right to address the meeting and present proposals.

Haukur C. Benediktsson, Director of the Bank’s Financial Stability Department; Eggert Th. Thdrarinsson,
Deputy Director of the Financial Stability Department; Gudrun S. Gunnarsdéttir, Deputy Director of the
Bank’s General Secretariat; and Gudridur Lilla Sigurdardottir, Specialist with the Financial Stability
Department, were present for the entire meeting. In addition, several Bank staff members attended
part of the meeting.

Rdsa Bjork Sveinsdottir wrote the minutes.
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The Financial Stability Committee of the Central Bank of Iceland

Minutes of the Financial Stability Committee meeting
September 2022 (14" meeting)
Published: 26 October 2022

The Financial Stability Committee (FSN) of the Central Bank of Iceland takes decisions on the applica-
tion of the Bank’s financial stability policy instruments. Financial stability means that the financial sys-
tem is equipped to withstand shocks to the economy and financial markets, to mediate credit and
payments, and to redistribute risks appropriately. The Committee is tasked with assessing the current
situation and outlook for the financial system, systemic risk, and financial stability; defining the
measures necessary to ensure financial stability; and deciding which entities, infrastructure elements,
or markets shall be considered systemically important. When warranted, the FSN may make recom-
mendations to the appropriate Governmental authorities concerning the measures needed to
strengthen and preserve financial stability. In general, the Committee publishes the minutes of its
meetings within four weeks of the meeting concerned. The minutes include information on the Com-
mittee’s decisions, the rationale on which they are based, and the assessment of financial stability.

At the meeting of 22 and 26-27 September 2022, there were presentations and discussions of eco-
nomic developments and prospects and the state of the financial system. The Committee discussed
the current situation and outlook for financial stability and the principal risks to financial stability, such
as economic developments, risks faced by financial institutions and the financial system, developments
in domestic financial markets, household and corporate debt, the real estate market, the efficacy of
borrower-based measures, and financial institutions’ capital position.

In addition, the FSN discussed amendments to the Act on Financial Undertakings and the possible im-
plications for decisions on capital buffers. The Committee was given a presentation on methodology
used to assess systemically important financial institutions. The Committee then discussed the security
and efficacy of financial market infrastructure and its importance for financial system stability. The FSN
was also informed that the European Systemic Risk Board (ESRB) had decided to issue a warning on
increased risk in the European financial system, which threaten financial stability.

In its quarterly review of the countercyclical capital buffer (CCyB), the FSN decided to hold the buffer
unchanged, as it had decided in September 2021 to increase the buffer from 0% to 2%, effective 29
September 2022.

The Committee stressed the importance of bolstering security in domestic payment intermediation so
as to guarantee business continuity, partly in view of growing cyberthreats. Steps have been taken
towards developing an independent domestic retail payment solution.

Analysis of financial stability
The global economic outlook had deteriorated and grown more uncertain since the FSN’s June meet-
ing, particularly in Europe. Trading partner inflation had risen, and the monetary and macroprudential
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stance had been tightened. Asset prices had fallen, and systemic risk had mounted and was still grow-
ing in Europe. Concerns had increased about the impact of energy shortages in Europe on households
and businesses, and access to credit had tightened. As a result, market conditions had deteriorated,
and credit spreads on the Icelandic banks’ foreign bond issues had therefore risen. Furthermore, there
was considerable uncertainty about how demand for travel to Iceland would develop during the com-
ing winter, owing to the poorer economic outlook among Iceland’s trading partners. As a result, risks
to financial stability in Iceland had grown because of worsening external conditions — a trend that was
likely to continue. In the FSN’s opinion, however, the systemically important banks were highly resili-
ent, pressures in asset markets had eased, and private sector debt was relatively low. On the other
hand, increased external uncertainty highlighted the importance of maintaining the resilience of the
Icelandic financial system.

ESRB warning

The FSN was informed of the European Systemic Risk Board’s (ESRB) decision to issue a warning on
increased risk in the European financial system, which was considered a potential threat to financial
stability. The ESRB’s warning focused in particular on three factors: First, rising energy prices and pos-
sible energy cutbacks could have a severely negative impact on the economic outlook and put signifi-
cant pressure on households’ and businesses’ debt service capacity. Second, falling asset prices and
increased price volatility could put strain on financial institutions’ and other entities’ liquidity and lead
to an even further deterioration in financial conditions. Third, the worsening economic outlook could
lead to loan losses for financial institutions and erode their profitability.

The Committee was of the view that the situation in Iceland was better in most respects than else-
where in Europe, but that a high level of vigilance was required to preserve financial stability. The
Icelandic financial system is well positioned with respect to the risks emphasised by the ESRB, although
there was certainly the possibility of contagion if the risks identified in the ESRB warning should mate-
rialise in Europe.

Other risks mentioned in the warning included the increased frequency of cyberattacks and the high
level of public indebtedness in many European countries. The warning was published after the ESRB
meeting of 22 September 2022. It was the first time since its inception in 2010 that the ESRB had issued
a warning on increased vulnerabilities in the European financial system.

Banking system resilience

In the FSN’s opinion, the domestic systemically important banks (D-SIB) are highly resilient. Their cap-
ital and liquidity are above regulatory minima, giving them ample scope to support households and
businesses. The banks’ liquidity had declined during the year, particularly in foreign currencies, and as
of August, their liquidity in excess of regulatory requirements was 213 b.kr., or 61 b.kr. less than at the
beginning of the year. Increased lending, dividend payments, and bond maturities were the main
causes of the decline in liquidity. The banks’ domestic bond issuance had been limited in the first nine
months of 2022, and net covered bond issuance had contracted year-on-year. Deposit growth had lost
pace as well. Foreign funding conditions had deteriorated in the recent term, and credit spreads on
the banks’ foreign-denominated bonds had risen. There were no remaining foreign maturities in 2022,
and year-2023 maturities totalled 144 b.kr.

The D-SIBs’ operations were strong in H1/2022, and their return on equity was 10%, somewhat lower
than for the same period in 2021. Their net interest income and commissions/fees increased by 18%
year-on-year over this period, owing in part to wider interest rate spreads concurrent with rising inter-
est rates. Income from interest, commissions, and fees totalled an all-time high of 80 b.kr. The D-SIBs’
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operating expenses had declined marginally between years, and their core operations therefore
strengthened markedly in H1/2022. The household non-performing loan ratio had continued to fall. It
measured 0.8% and had seldom been this low. Corporate non-performing loan ratios had kept falling
as well.

The results of the Central Bank’s annual stress test of the systemically important banks showed that
the banks are well equipped to withstand external shocks while continuing to provide financing to
households and businesses.

Private sector debt

Growth in household debt had slowed down and, in real terms, was marginally negative in July. Nom-
inal growth remained significant, however, at 9.8%, and was driven to an increasing degree by the
effects of indexation on price-indexed loans. The ratio of household debt to disposable income had
fallen to 155% in Q2, which is low in historical context. The household debt-to-GDP ratio was also low
in historical context. Higher interest rates and tighter borrower-based measures had dampened de-
mand for mortgage loans, and growth in net new mortgage lending was broadly similar to the pre-
pandemic rate.

Households were generally well positioned, unemployment was low, and wages had risen steeply in
the past two years. Growth in real disposable income had slowed to just over 1% at the end of Q2 (in
terms of the CPIl). Household arrears declined in Q2, although debt service had increased in line with
rising interest rates, particularly on non-indexed loans, which constituted just over half of total house-
hold debt. About 27% of consumer mortgages were non-indexed and bore variable interest rates. It
emerged that interest rates on just over 28% of household mortgages, which currently bear fixed rates
and are non-indexed, will be up for review in 2024 and 2025. All else being equal, this will cause a
significant increase in those households’ debt service burden.

Household debt service had increased, particularly among those who had taken new mortgages loans
after the beginning of 2020. Around 15% of borrowers who had taken new loans during that period
had seen their debt service increase by more than 40,000 kr. per month relative to the initial amount,
while in nearly 60% of cases, debt service had increased by less than 10,000 kr. per month. Several
factors have prevented debt service from rising more for such a large group of borrowers, including
fixed interest rates, a fixed-payment loan format, and composite loans featuring indexed and non-
indexed components. These borrowers’ debt service-to-income ratios had generally risen since they
took their loans, but only modestly in comparison with wages over the period.

Real growth in corporate debt was negative for the sixth quarter in a row, by 2.5% at the end of Q2.
Corporate debt measured 80.5% of GDP, its lowest since 1998. Nevertheless, nominal growth in the D-
SIBs’ corporate lending had gained momentum as the year progressed, while corporate bond issuance
and corporate borrowing from alternative investment funds had grown modestly between years.

The Committee was therefore of the opinion that on balance, it appeared that households and busi-
nesses should be well equipped to withstand the uncertainty currently prevailing in the economy.

Asset prices

The first signs of cooling in the housing market emerged during the summer. The number of homes for
sale nationwide grew rapidly, from 1,000 in May to over 2,000 by September. Price hikes had lost pace
in recent months, the number of purchase agreements had fallen, and the average time-to-sale had
grown longer. The deviation of house prices from fundamentals had widened significantly since the
Committee’s last meeting, however. The FSN was of the view that tighter borrower-based measures
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and the interaction between those measures and interest rate hikes had eased tension in the real
estate market.

As a result, systemic risk in the housing market was moderate given the current economic conditions.
The FSN noted that in several countries, nominal house prices had fallen concurrent with rising mort-
gage lending rates and reduced market activity. Developments in these countries resembled those in
Iceland in many ways. In the FSN’s opinion, the likelihood of stagnation or a correction in house prices
had increased significantly.

The commercial real estate (CRE) price index had risen rapidly and was close to its pre-pandemic peak.
The index had risen 15.3% year-on-year at the end of Q2 and was now nearly 18% above its estimated
long-term trend. The rise in the index still appeared to be driven by demand, partly as a result of in-
creased corporate revenues. Turnover in registered CRE transactions had increased markedly, and as
of end-June, twelve-month turnover was at its highest since measurements were introduced in 2006.

The price of listed Icelandic companies’ shares had fallen, in keeping with the pattern seen widely
abroad. The OMXI10 index had fallen by 18% since the Committee’s last meeting, and by just over 25%
year-to-date. The biggest drop, nearly 45% in 2022 to date, was in the price of Marel shares, which
account for just over a fourth of the index. Turnover with listed shares had increased by 10% year-on-
year over the first eight months of 2022, and the trade count had increased by 21.5% between years.
Nominal Treasury bond yields had risen rapidly early in the year, particularly on short-term bonds, but
they fell slightly after the Central Bank’s June interest rate decision and had held broadly at that level
over the summer. The breakeven inflation rate in the bond market had declined after the June interest
rate decision and the FSN’s June decision to tighten borrower-based measures.

Exchange rate of the kréna and international reserves

The kréna had depreciated by 0.5% since the FSN’s June meeting, owing in particular to the apprecia-
tion of the US dollar versus the krdna, as the kréna had also appreciated against most other currencies.
The foreign exchange market had been stable in recent months, but volatility increased somewhat in
September, and the Central Bank intervened twice and sold foreign currency for a total of 6 b.kr. The
Bank had last intervened in the market in May 2022.

The interest rate differential with abroad had widened, particularly the short-term differential, but
was still far narrower than it had been in 2015-2016. Capital flows relating to foreign investment were
well balanced, although a few large transactions had taken place in Q3. Inflows for new investment in
Iceland therefore appeared to have been offset by outflows. The pension funds’ foreign investment
was broadly the same as in the same period of 2021, but because of falling asset prices abroad and the
appreciation of the kréna, their foreign asset ratio had fallen to 35% of total assets by July, as opposed
to 38% at the end of 2021.

Iceland’s net international investment position had fallen by 16 percentage points in 2022 to date, to
24% of GDP at the end of Q2. Although the decline was due mainly to the appreciation of the kréna
and falling foreign asset prices, there was also a current account deficit of 84 b.kr. in H1/2022. The
international reserves totalled 25% of GDP at the end of June, and the ratio of the reserves to the IMF’s
reserve adequacy metric (RAM) was 136%, after falling by a total of 15 percentage points since end-
2019.

The financial cycle and cyclical systemic risk
A composite measure of financial cycles indicated an average level of cyclical systemic risk at present,
although risk had increased marginally since the FSN’s last meeting. The financial cycle had been driven
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by the housing cycle, owing to the steep rise in house prices in the recent term. The composite domes-
tic systemic risk indicator (d-SRI) signalled that cyclical systemic risk was slightly above average after
having risen in the previous two years, owing mainly to the flip from a large current account surplus to
a deficit and to demand pressures in the real estate market. Countervailing factors were modest credit
growth, strong GDP growth, and falling share prices. The d-SRI fell marginally in Q2, however, for the
second quarter in a row. It was considered relatively likely to keep falling in coming quarters, owing to
the decline in share prices in Q3 to date, reduced demand pressures in the real estate market, and the
prospect of a smaller current account deficit.

Amendments to the Act on Financial Undertakings

The FSN was given a presentation on amendments made to the Act on Financial Undertakings, which
now authorises an increase in the capital buffer for systemic importance (O-SlI buffer) from 2% to 3%.
With the passage of the amending legislation, the implementation of two Capital Requirements Direc-
tives (CRD IV and CRD V) was completed and Chapter X of the Act (on capital buffers) reorganised.
Other substantive changes were of lesser importance.

Countercyclical capital buffer

The main purpose of the countercyclical capital buffer (CCyB) is to enhance financial institutions’ resil-
ience against cyclical systemic risk, thereby providing them with the scope to absorb losses and main-
tain the supply of credit during periods of stress.

Indicators of the systemic risk level suggest that it is close to the average of recent years. Loan quality
has generally improved and arrears have fallen for both households and businesses. Household indebt-
edness was very modest relative to disposable income, and the private sector debt level was low, both
in historical context and relative to neighbouring countries. FSN members agreed that the banking
system was on a solid footing. Banking system resilience appeared to be sufficient in terms of the
systemic risk level. Returns were strong, and capital and liquidity ratios were well above regulatory
minima. As a result, the banking system was well prepared to continue restructuring corporate debt
where necessary.

The FSN discussed the ESRB’s warning and the rapidly deteriorating economic outlook in trading part-
ner countries. Market conditions were highly uncertain, and financing costs were rising swiftly. The
banking system’s market funding had become costlier than before. FSN members agreed that banking
system liquidity and credit growth should be closely monitored. The Committee also agreed to discuss
capital buffers and their interactions with one another at the December meeting.

Following the discussion, the Governor proposed that the countercyclical capital buffer be held un-
changed, and the proposal was approved unanimously.

Systemically important financial institutions

Once a year, the FSN reviews its designation of systemically important financial institutions and the O-
Sl buffer. The European Banking Authority’s (EBA) methodology for the identification of systemically
important financial institutions was presented to the Committee, and at its December meeting, the
Committee will determine the O-SlI buffer and decide which financial institutions should be designated
as systemically important.
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Financial market infrastructure

One of the Central Bank of Iceland’s principal roles is to promote a safe and effective financial system,
including domestic and cross-border payment intermediation. The Committee received information
on risk indicators from the Central Bank’s interbank system. The Bank uses the indicators to maintain
an overview of and assess risk associated with financial market infrastructure. The indicators are also
useful for assessing potential weaknesses and operational bottlenecks in domestic payment interme-
diation. The interbank system has operated smoothly, and no serious incidents have been recorded in
2022.

The results of a recent survey of individuals’ payment behaviour were presented to the Committee.
Over 98% of individuals use electronic payment instruments when they shop, with payment cards or
solutions installed in smart devices still the dominant means of payment. Use of cash has declined
since the previous survey. The FSN considered it important to continue working towards ensuring the
operational security of electronic retail payment intermediation.

Efforts have been made to strengthen Iceland’s framework for financial market infrastructure, and it
was recently decided to adopt an Icelandic rulebook based on European standards from the European
Payments Council, which is an important step towards further development of financial market infra-
structure.

The FSN received information indicating that reported cyberattacks had grown in number and were
increasingly directed at important infrastructure. It was noted that the Central Bank had broad author-
isations to set policy and adopt rules on financial market infrastructure. The Bank would impose certain
basic security requirements in order to guarantee the security of the infrastructure for payment inter-
mediation. It was necessary to consider whether the statutory framework for financial market infra-
structure should be strengthened and the Central Bank’s power to set rules in this area augmented.
The Committee agreed on the importance of bolstering security in domestic payment intermediation
so as to guarantee business continuity, in view of growing cyberthreats, among other factors.

At the end of the meeting, the Committee approved the statement for publication on the morning of
28 September 2022.

The following Committee members were in attendance:

Asgeir Jénsson, Governor and Chair of the Committee

Gunnar Jakobsson, Deputy Governor for Financial Stability
Rannveig Sigurdardottir, Deputy Governor for Monetary Policy
Unnur Gunnarsdottir, Deputy Governor for Financial Supervision
Axel Hall, external Committee member

Bryndis Asbjarnardéttir, external Committee member

Gudmundur Kr. Tdmasson, external Committee member

Gudrun Thorleifsdéttir, Director General at the Ministry of Finance and Economic Affairs, attended the
meeting, with the right to address the meeting and present proposals.
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Haukur C. Benediktsson, Director of the Bank’s Financial Stability Department; Eggert Th. Thdrarinsson,
Deputy Director of the Financial Stability Department; and Rannveig Juniusdéttir, Director of the Bank’s
General Secretariat were present for the entire meeting. In addition, several other Bank staff members

attended part of the meeting.

Rdsa Bjork Sveinsdottir wrote the minutes.
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The Financial Stability Committee of the Central Bank of Iceland

Minutes of the Central Bank of Iceland Financial Stability Committee
meeting

December 2022 (15th meeting)
Published: 4 January 2023

The Financial Stability Committee (FSN) of the Central Bank of Iceland takes decisions on the applica-
tion of the Bank’s financial stability policy instruments. Financial stability means that the financial sys-
tem is equipped to withstand shocks to the economy and financial markets, to mediate credit and
payments, and to redistribute risk appropriately. The Committee is tasked with assessing the current
situation and outlook for the financial system, systemic risk, and financial stability; defining the
measures necessary to ensure financial stability; and deciding which entities, infrastructure elements,
or markets shall be considered systemically important. When warranted, the FSN may direct recom-
mendations to the appropriate Governmental authorities concerning the measures needed to
strengthen and preserve financial stability. In general, the Committee publishes the minutes of its
meetings within four weeks of the meeting concerned. The minutes include information on the Com-
mittee’s decisions, the rationale on which they are based, and the assessment of financial stability.

At the meeting of 1 and 5-6 December 2022, presentations were given on economic developments
and prospects and the state of the financial system and payment intermediation infrastructure. The
Committee discussed the current situation and outlook for financial stability and the principal risks to
financial stability, such as economic developments, risks in the operations of financial institutions and
the financial system, developments in domestic financial markets, household and corporate debt, the
real estate market, the efficacy of borrower-based measures, financial institutions’ capital position,
and the financial cycle. The Committee also discussed the security, efficiency, and efficacy of financial
market infrastructure and its importance for financial system stability. The Committee received infor-
mation on pension funds’ investment strategies, asset composition, and returns, as well as a presen-
tation on matters relating to the iL Fund. The Bank’s assessment and analysis of climate risk scenarios
was also presented to the Committee.

The FSN completed its annual assessment to identify systemically important financial institutions and
determine the capital buffer for systemic importance (O-Sll buffer). It confirmed the systemic im-
portance of Arion Bank, islandsbanki, and Landsbankinn. The Committee also decided to hold the O-
Sl buffer rate unchanged at 2% for all exposures. The Committee also received information on the
Governor’s key decisions in matters pertaining to the Resolution Authority and related statutory
amendments.

In its quarterly review of the countercyclical capital buffer (CCyB), the FSN decided to hold the buffer
rate unchanged at 2%.

The FSN also reiterated the importance of continuing the ongoing work relating to a domestic retail
payment solution, with the aim of enhancing the security of domestic payment intermediation.
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Analysis of financial stability

Global GDP growth had slowed still further, and the economic outlook for Iceland’s main trading part-
ners had worsened since the Committee’s September meeting. Trading partner inflation had risen, and
the monetary and macroprudential stance had been tightened in many economies. Real estate prices
had fallen in many trading partner countries, and household purchasing power was on the decline;
therefore, risk relating to financial stability had increased. On the other hand, indicators implied that
inflation had peaked in the US, and share prices in foreign markets had begun to rise. The global eco-
nomic outlook remained highly uncertain, and developments abroad could adversely affect the Ice-
landic economy in the coming term.

In the FSN’s opinion, the systemically important banks were highly resilient. Imbalances in the housing
market had receded and private sector arrears were at a historical low; furthermore, the household
debt-to-income ratio had not risen during the pandemic. The overall financial position of Icelandic
households and firms was therefore good, and the application of macroprudential tools had supported
financial stability in the wake of the pandemic. The Bank’s November forecast assumes that GDP
growth will be stronger than previously estimated, driven in particular by robust private consumption,
which has, among other things, given rise to the expectation of a current account deficit measuring 2%
in 2022 and widening over the course of the forecast horizon. The FSN was of the view that the current
account deficit, poorer funding terms, and cybersecurity posed the main risks to financial stability.
Furthermore, the Committee is of the opinion that stagnation or a correction of house prices is still
quite likely.

Banking system resilience

In the FSN’s opinion, the domestic systemically important banks (D-SIB) are highly resilient. Their cap-
ital and liquidity are above regulatory thresholds. The banks’ liquidity had grown stronger between
meetings, owing to an increase in term deposits and foreign bond issues, and was nearly 300 b.kr.
above the regulatory minimum at the end of October. Foreign funding conditions had deteriorated,
however, and credit spreads on the banks’ foreign-denominated bonds had risen. There were no re-
maining foreign-denominated bond maturities for the rest of the year, while year-2023 maturities to-
talled 126 b.kr. (just over 160 b.kr. if call-in provisions are exercised). Domestic bond issuance had
been limited during the year, and net covered bond issuance in krénur had been negative in 2022 to
date. The D-SIBs’ capital ratio lay between 21.4% and 24.2% at the end of September, or 1.5-3.4 per-
centage points above the Central Bank minimum. It had fallen by 2.5 percentage points thus far in
2022, primarily because of dividend payments, but also due to share buybacks.

The D-SIBs’ operations were favourable in the first nine months of the year, with a return on equity of
10.3%, which is 2.2 percentage points less than for the same period in 2021. Interest income and fees
and commissions increased by a fifth year-on-year, to an all-time high of 124 b.kr. for the first nine
months of 2022, partly because of balance sheet expansion and a widening interest rate spread in line
with rising interest rates. The D-SIBs’ net income from financial activities was negative by 12 b.kr. over
this period, in a marked year-on-year change driven mainly by the fall in share prices. Total income
over the first nine months therefore declined year-on-year, although operating expenses have fallen
as well.

Household arrears had continued to fall, to a post-crisis low of 0.7% at the end of September. Corpo-
rate arrears had declined as well, and companies that had needed forbearance measures because of
the pandemic have grown considerably stronger in the recent term. A large share of the companies
with forborne loans had already begun to make payments on them, and the banks expect that by the
turn of the year, or thereabouts, a large share of these loans will no longer be classified as forborne.
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Private sector debt

Growth in household debt measured 9.6% in nominal terms in Q3/2022, or 0.2% in inflation-adjusted
terms. Price indexation on indexed loans explains just under half of the nominal growth rate. Higher
interest rates and tighter borrower-based measures had dampened demand for mortgage loans, and
growth in net new mortgage lending was broadly similar to the pre-pandemic rate. The pension funds
have increased their share of the mortgage lending market once again, and household demand for
indexed loans has grown. Even so, the majority of net new mortgage loans were non-indexed.

The average loan-to-value (LTV) ratio on new mortgage loans had fallen, both overall and for first-time
buyers, and the share of issued loans with a high LTV ratio had fallen as well. The average debt service-
to-income (DSTI) ratio had been broadly stable overall but had been rising among first-time buyers, in
line with rising mortgage lending rates. New rules on debt service calculation took effect this past
summer, and the first data suggest that they played a part in slowing down [growth in] debt, as was
intended.

Households were generally well positioned, unemployment was low, and wages had risen markedly in
recent years, although real disposable income had contracted in H2/2022. Furthermore, GDP growth
was strong, and the ratio of household debt to disposable income was low in both historical and inter-
national context. Debt service had increased in line with rising interest rates, particularly on non-in-
dexed loans, which constituted just over half of total household debt. About 27% of consumer mort-
gages were non-indexed variable-rate loans, and the weighted average rate on such loans had risen to
8% by October. Higher interest rates could have some impact on households, but the FSN did not con-
sider it likely that arrears would increase substantially, as households should be able to refinance their
mortgages to lighten their debt service burden if the need arises.

Real growth in corporate debt was negative for the eighth quarter in a row, by 2.5% at the end of Q3.
Corporate debt measured 80.5% of GDP, its lowest since 1998. Nevertheless, nominal growth in the D-
SIBs’ corporate lending had gained pace over the course of the year, particularly in lending to construc-
tion and services firms. Corporate bond issues and alternative investment fund lending to companies
had grown modestly year-on-year.

Asset prices

Real estate market activity had subsided and tensions in the market had eased. Turnover was broadly
back to the pre-pandemic level in real terms, but slightly below the average for the past five years. The
number of properties advertised for sale had increased, and newly constructed homes were flowing
steadily into the market. The year-on-year increase in house prices had therefore continued to lose
pace, to 21.5% in nominal terms and 11% in real terms as of October. The Committee noted that it
would take time for reduced housing market activity to show fully in house prices. The house price
index was calculated based on the past three months’ purchase contracts and was not quality-ad-
justed. The deviation of house prices from their long-term trend had narrowed slightly in recent
months. Furthermore, the deviation of prices from building costs and rent prices appeared to have
peaked. The FSN was of the view that tighter borrower-based measures and their interaction with
higher interest rates would reduce demand pressures in the market. In the Committee’s opinion, sys-
temic risk in the housing market was still moderate.

The price of listed Icelandic companies’ shares had risen between meetings, in keeping with the pat-
tern seen widely abroad. The OMXI10 index had risen by 6% since the Committee’s last meeting, and
by just over 25% year-to-date. Equity market turnover on the exchange had increased by 7% over the
same period. Nominal Treasury bond yields had risen since end-September, in tandem with Central
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Bank interest rate hikes. There was little difference between long- and short-term yields, which could
indicate that market agents do not expect interest rates to rise further.

Exchange rate of the kréna

The kréna had depreciated by 5.5% since the Committee’s September meeting, mainly because of the
sizeable deficit on goods trade, although the banks’ forward currency position had declined by a total
of 46 b.kr. in September and October, presumably due to changed expectations about the exchange
rate. The Central Bank intervened three times in the interbank foreign exchange market in November,
selling currency for just under 5 b.kr. The D-SIBs’ foreign exchange balance held unchanged between
meetings and was in equilibrium; i.e., the banks’ foreign-denominated assets equalled their foreign-
denominated liabilities.

The current account deficit for the first three quarters of 2022 totalled 65 b.kr. The tourism sector
experienced a rebound, but the goods account deficit had widened over the course of the year. Pre-
liminary goods trade figures suggest that the Q4 deficit on goods trade will be Iceland’s largest single-
quarter deficit relative to GDP since 2008. A continuing current account deficit could lead to a further
depreciation of the kréna.

The pension funds had stepped up their foreign currency purchases in recent months, and their aver-
age turnover in autumn 2022 was similar to that in 2019. Closer scrutiny of the pension funds’ day-to-
day foreign currency transactions shows that the funds primarily bought currency when the kréna was
appreciating within the month, indicating that they buy currency mainly when there is a surfeit in the
market, thereby mitigating volatility. Capital flows due to inward foreign investment were positive by
68 b.kr. over the first ten months of the year and had been affected by several large foreign direct
investments undertaken in recent months.

The financial cycle and cyclical systemic risk

A composite measure of financial cycles indicated an average level of cyclical systemic risk at present,
although risk had increased marginally since the FSN’s last meeting. The financial cycle had been driven
by the housing cycle, owing to the steep rise in house prices in the recent term. The composite domes-
tic systemic risk indicator (d-SRI) signalled that cyclical systemic risk was close to its average. It had
fallen marginally for three consecutive quarters, particularly because the banks’ private sector lending
growth had not kept pace with GDP.

Pension funds and the iL Fund

The Committee was given a presentation on the pension funds’ 2023 investment strategies, asset com-
position, and returns. After having generated annual real returns of close to 10% in 2019-2021, the
outlook is for their mutual pension divisions to record negative returns in 2022, owing mainly to falling
share prices.

The funds’ investment strategies show that they have differing asset composition targets for the com-
ing year, particularly as regards investments in Treasury bonds and foreign assets. The strategies take
account of future payment flows, the economic outlook, risk appetite, and risk tolerance. The funds
aim to increase their share of foreign assets by 3% percentage points relative to total assets in 2023
but reduce the weight of Treasury bills and bonds. This reflects the impact of the Ministry of Finance
and Economic Affairs’ announcement of its intention to assess the future of the iL Fund and look for
ways to wind it up. The deviation band in the pension funds’ 2023 investment strategy is therefore
wider for Treasury securities because of uncertainty about the fate of the iL Fund. The FSN was also
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given a presentation on the Ministry of Finance and Economic Affairs’ report on the fund, which was
introduced before Parliament, and discussed the potential impact on the pension funds.

Climate risk

Central banks have placed increased focus on analysing the risks associated with climate change, which
has begun to have a direct impact on central banks’ and financial supervisors’ policy-making. This ap-
plies both to growing risk of climate-related events — for instance, increased risk of flooding and its
impact on financial system loan quality — and the risk associated with governments’ adaptation
measures — i.e., incentives for energy transition and their impact on funding. Calls on central banks to
assess the effects of climate risk on financial stability and to monitor this risk have therefore become
firmer. The Central Bank of Iceland has participated actively in the work of the Network for Greening
the Financial System (NGFS), an international network of central banks and financial supervisors, in the
past two years.

The FSN was given a presentation on the work currently underway within the Central Bank on climate-
related scenario analysis. The Bank plans to carry out a scenario analysis of the three systemically im-
portant banks’ credit risk and publish the initial findings in the coming year. The scenario analysis will
be based on NGFS scenarios, Central Bank data, and other data and models, as applicable.

Resolvability of systemically important financial institutions

The Resolution Authority presented the Governor’s key decisions in matters relating to its activities
since the last presentation to the FSN. Resolution plans for the D-SIBs have been completed and ap-
proved. Furthermore, Act no. 48/2022 has entered into force. The Act centres on funding for the Res-
olution Fund, among other things. Moreover, a new definition of eligible liabilities (for MREL) took
effect upon the entry into force of CRR Il. In addition, the principal regulatory amendments that lie
ahead were presented, particularly those pertaining to the implementation of BRRD II.

Decisions of the Financial Stability Committee

Countercyclical capital buffer

The main purpose of the countercyclical capital buffer (CCyB) is to enhance financial institutions’ resil-
ience against cyclical systemic risk, thereby providing them with the scope to absorb losses and main-
tain the supply of credit during periods of stress.

Indicators of the cyclical systemic risk level suggest that it is close to the average of recent years. Loan
quality has generally improved and arrears have fallen for both households and businesses. Household
indebtedness was very modest relative to disposable income, and the private sector debt level was
low in historical context and lower than in neighbouring countries. FSN members agreed that the bank-
ing system was on a solid footing. It appeared sufficiently resilient in terms of systemic risk, and capital
and liquidity ratios were well above statutory minima. Based on financial institutions’ position and the
current risk level, it can be concluded that the countercyclical capital buffer (CCyB) is at an appropriate
level.

The Committee discussed uncertainty in the markets and the rise in funding costs. The banking sys-
tem’s market funding had therefore become costlier than before. FSN members agreed that banking
system liquidity and funding should be closely monitored.

Following the discussion, the Governor proposed that the countercyclical capital buffer be held un-
changed, and the proposal was approved unanimously.
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Systemically important financial institutions

The assessment of the systemically important financial institutions, based on European Banking Au-
thority (EBA) methodology, was presented to the Committee. Underlying the assessment are indica-
tors pertaining to size, importance, complexity, and interconnectedness. The Committee then dis-
cussed systemically important financial institutions in the Nordic region. Concentration among finan-
cial institutions was greater in Iceland and Finland than in the other Nordic countries, while institutions
in the region ranged in size from 4% to 234% of GDP, and from 2% to 68% of the domestic banking
system. FSN members agreed that the systemic importance of Arion Bank, islandsbanki, and Lands-
bankinn should be confirmed. The Governor presented a proposal to this effect, and it was approved
unanimously.

Capital buffer for systemic importance

The capital buffer for systemic importance (O-Sll buffer), activated in 2016, is imposed on financial
institutions that, because of their size and the nature of their activities, can have a substantial negative
impact on financial stability and the real economy if they are failing or likely to fail. The risk addressed
with the O-SII buffer is therefore inelastic. The Governor proposed that the O-Sll buffer be held un-
changed at 2% on all exposures at the parent company level and on a consolidated basis. The proposal
was approved unanimously. The combined capital buffers on Iceland’s systemically important banks
equal 9.5% following the increase in the CCyB at the end of September 2022. They are the highest in
the Nordic-Baltic region apart from Norway, where they range from 9.5% to 10.5%.

Financial market infrastructure

One of the Central Bank of Iceland’s principal roles is to promote a safe and effective financial system,
including domestic and cross-border payment intermediation. Work on strengthening Iceland’s finan-
cial market infrastructure is ongoing, including the implementation of an Icelandic rulebook based on
European standards from the European Payments Council (EPC), which will foster operational security
and greater consistency in the execution and settlement of payments in deposit and interbank ac-
counts in the financial system.

The Central Bank plays a key role in domestic payment intermediation as the owner and operator of
the Icelandic deposit institutions’ interbank system, which is the foundation for payments between
accounts with domestic deposit institutions. Retail payment intermediation in Iceland is characterised
by widespread use of payment cards, which rely on foreign infrastructure owned by international pay-
ment card conglomerates. Because over 90% of all retail payments are routed through this infrastruc-
ture, it is vital to find ways to boost system resilience and satisfy the requirements of the National
Security Council. The FSN was of the opinion that doing so would enhance security relating to domestic
retail payment intermediation, particularly as regards cybersecurity and business continuity. The Com-
mittee was informed that the Central Bank’s Forum for the Future, which includes representatives
from domestic deposit institutions, the Ministry of Finance and Economic Affairs, and the Bank, will
soon discuss and decide on proposals for the next steps towards implementing a domestic retail pay-
ment solution.

The Committee was given a presentation on risk indicators from the Bank’s interbank system. The
interbank system has operated smoothly, and no serious incidents have been recorded in 2022. A re-
view was conducted of the commercial banks’ turnover, payments between the banks, and which
banks conduct the most transactions with the Central Bank. The banks’ intraday settlement time is in
good order, with around 70% of all transactions (in terms of amount) typically completed around noon.
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The FSN also received a presentation on turnover among entities licensed to operate as virtual cur-
rency providers.

It was noted in discussions that the Central Bank had broad authorisations to set policy and adopt rules
on financial market infrastructure. The Bank could impose certain basic security requirements in order
to guarantee the security of the infrastructure for payment intermediation. There was a need to con-
tinue exploring and assessing whether the statutory framework for financial market infrastructure
should be strengthened and the Central Bank’s power to set rules in this area augmented, particularly
as regards important and systemically important entities and infrastructure. As before, the Committee
agreed on the importance of bolstering security in domestic payment intermediation so as to guaran-
tee business continuity, partly in view of growing cyberthreats.

At the end of the meeting, the Committee approved the statement for publication on the morning of
7 December 2022.

The following Committee members were in attendance:

Asgeir Jonsson, Governor and Chair of the Committee

Gunnar Jakobsson, Deputy Governor for Financial Stability
Rannveig Sigurdardottir, Deputy Governor for Monetary Policy
Unnur Gunnarsdattir, Deputy Governor for Financial Supervision
Axel Hall, external Committee member

Bryndis Asbjarnardéttir, external Committee member

Gudmundur Kr. Tdmasson, external Committee member

Gudrun Thorleifsdéttir, Director General at the Ministry of Finance and Economic Affairs, attended the
meeting, with the right to address the meeting and present proposals.

Haukur C. Benediktsson, Director of the Bank’s Financial Stability Department; Eggert Th. Thdrarinsson,
Deputy Director of the Financial Stability Department; and Rannveig Juniusdottir, Director of the Bank’s
General Secretariat were present for the entire meeting. In addition, several other Bank staff members
attended part of the meeting.

Rdsa Bjork Sveinsdottir wrote the minutes.
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14 January 2022
Opening of liquidity window and discontinuation of special temporary collateralised loan facility
due to COVID-19

At its most recent meeting, the Central Bank of Iceland Financial Stability Committee (FSN) decided
to recommend that the Bank open a liquidity window to which its counterparties will have access in

case they experience an unexpected, temporary need for liquidity that could affect financial stability.

Thus, this does not represent conventional liquidity provision for monetary policy purposes.

In accordance with the FSN’s decision, counterparties will be authorised, from 12 January 2022
onwards, to take 14-day collateralised loans at an interest rate 0.5 percentage points above the
Bank’s seven-day collateralised lending rate. Interest rates on loans in the liquidity window will be
variable, and based on Central Bank rates at any given time. It will be possible to apply for the loans
on Wednesdays, the regular weekly transaction days for Central Bank facilities. Central Bank
counterparties may apply for a loan of up to 5 b.kr. versus collateral included in the Bank’s list of
assets deemed eligible as collateral for Central Bank facilities. Counterparties will be prohibited from
taking loans if they simultaneously hold term deposits with the Bank. It will not be possible to apply
for a new loan before the previous loan has matured.

At the same time the liquidity window is opened, the special temporary collateralised loan facility
established at the beginning of the COVID-19 pandemic — cf. the 8 April 2020 statements from the
Financial Stability Committee and the Monetary Policy Committee — will no longer be offered.
Furthermore, the Temporary Provision laid down in Rules no. 345/2020 amending the Rules on
Central Bank of Iceland Facilities for Financial Undertakings, no. 1200/2019 (in Icelandic), which was
adopted in connection with the two Committees’ statements, shall expire. At the same time,
amendments are made to Article 10 of the Rules as regards financial collateral arrangements for
Central Bank facilities. It will still be possible to use specified loan portfolios as collateral, subject to a
haircut, as well as other assets included in the Central Bank’s list of eligible collateral, in order to
secure collateralised loans in the liquidity window.

Further information will be contained in the terms and conditions to be sent to Central Bank
counterparties.
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Sedlabanki Islands og
loftslagsbreytingar

Gunnar Jakobsson, varasedlabankastjori fjarmalastoougleika

Malstofa visindanefndar um loftslagsbreytingar
22. mars:2022

Mark Carney — ,,Breaking the tragedy of the horizon*

,The challenges currently posed by climate change pale in significance compared with what might come.
The far-sighted amongst you are anticipating broader global impacts on property,
migration and political stability, as well as food and water security.”

.. Catastrophic impacts of climate change will be felt beyond the traditional horizons of most actors —
imposing a cost on future generations that the current generation has no direct incentive to fix.”

“While there is still time to act, the window of opportunity is finite and shrinking.”

“By managing what gets measured, we can break the Tragedy of the Horizon.”

Mark Carney Parisar- NGFS Sedlabankinn CcoP21
... horizon samkomulag Stofnad adili ad NGFS Skuldbinding Si
(2015) (2015) (2017) (2020) (2021)
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NGEFES —,,Call for Action® 2019 — Sex rad til Sedlabanka

Loftslagsdhaetta hluti af pjodhagsvarud Sjalfbaerni i eigin eignastyringu
Samraemd gagnasofn og nyting peirra Oflun og midlun pekkingar

Krafa um og st6dlun upplysingagjafar Flokkunarreglur fyrir graena dhaettu

Hlutverk og umbod Sedlabanka Islands

,studla ad stédugu verdlagi, fjarmalastodugleika og traustri og 6ruggri fjarmalastarfsemi
,vardveita gjaldeyrisforda og studlaa

,studla ad framgangi stefnu rikisstjornarinnar i efnahagsmalum [...] ekki ganga gegn markmidum bankans”

Loftslagsahaetta er raunveruleg og vaxandi og mun hafa ahrif 4 stodugt verdlag, fjiarmalastodugleika og
oryggi fjarmalakerfisins. Veeri beinlinis 6abyrgt ad taka ekki tillit til hennar i starfsemi Sedlabankans.

Greiningar Sedlabanka og haglikén purfa i auknum maeli ad taka tillit til umbreytingar- og raunahaettu
sem stafa fra breytingum i loftslagi og adgerdum stjornvalda til ad draga Ur ahrifum peirra breytinga

- Umbreytingar- og raundhaetta loftslagsbreytinga mun hafa ahrif 4 geedi eignasafna fjarmalafyrirtaekja og

getur pannig veikt vidnamsprott peirra en préa parf svidsmyndir og alagsproéf til ad meta slikt

Upplysingagjof fijarmalafyrirtaekja er undirstada greininga og gagnsaei @ ahrifum loftslagsahaettu og parf
fjarmalaeftirlit ad tryggja hana auk heilbrigdra vidskiptahatta vid greenkun fjarmalakerfisins

/Askilegt er ad taka tillit til loftslagsahaettu vid framkvamd peningastefnu, medal annars med pvi
ad setja vidmid vardandi efnahagsreikning Sedlabankans og styringu gjaldeyrisfordans
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Skuldbindingar Sedlabankans (COP26)

* DRAGA UR SOTSPORI UM 40% FYRIR 2030 OG STEFNIR AD KOLEFNISHLUTLEYSI
* SETJA FRAM LEIDBEININGAR FYRIR EFTIRLITSSKYLDA ADILA

* EFLA SKILNING A LOFTSLAGSAHZTTU FIARMALAFYRIRTZKIA

* PROA LOFTSLAGSAHATTU ALAGSPROF FIARMALAMARKADA

* PROA LOFTSLAGSAHATTU VIDMID FYRIR VARDVEISLU GJALDEYRISFORDANS

* MIBLA PEKKINGU SINNI 0G UR ALPJODLEGU SAMSTARFI TIL HAGADILA

* AUKA FERNI OG PEKKINGU STARFSFOLKS A LOFTSLAGSTENGDUM AHZTTUPATTUM

Snertifletir Sedlabankans vio loftslagsahattu

Fjarmalastodugleiki Fjdrmalaeftirlit
¢ Svidsmyndagreining loftslagsahzettu »  Ahaettuflokkun og st681ud upplysingagjof
o Alagsprof til ad greina og meta ahaettu fjdrmalakerfis » Ahaettustefna og traustir stjérnarhaettir
¢ bréun pjédhagsvarudartaekja *  GOdir vidskiptahaettir og lagmorkun graenpvottar
¢ Meta ahrif a greidslumidlun og 6ruggt fjarmalalif * Samrad og vaentingastjornun

Peningastefna Eigin rekstur
¢ Samspil loftslagsahaettu og haglikana ¢ Greining og vidbragd vid kolefnisspori bankans
o Ahattupaettir magnbundinnar ihlutunar * Loftslagsstefna og lagmorkun kolefnisspors
* Neikvaed skimun & fjarfestingum gjaldeyrisforda * Upplysingagjof og mzelingar

* Mismunun & vaxtastigi eftir vedandlagi
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Dami um skilgreind verkefni framundan

« Skuldbindingar tengdar COP26-yfirlysingu Sedlabanka islands
¢ Fjarmalaeftirlit:
¢ Samtal um vaentingar
¢ Malstofur med eftirlitsskyldum adilum — 2 stérar gerdir & leidinni og viljum vera undirbuin
¢ Eftirlit med loftslagsahaettu banka
¢ Fjarmalastodugleiki:
¢ Samstarf um svidsmyndagreiningu
* Fyrsta kynslod alagsprofa
¢ Peningastefna:
¢ bekkingarstofnun — samstarf um greiningu

¢ Eigin starfsemi:
¢ Loftslagsazetlun/adgerdaazetiun/graenu skrefin
¢ Sjalfbzerniskyrsla og kafli i arsskyrslu
e Vettvangur pvert a svid bankans
¢ Fundarod ytri adila
¢ Samstarf norraenna sedlabanka

A0 morgu a0 huga a vegferd okkar

S led

Langtimahugsun Leerdomskurfa

AN,
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Central Bank amends rules on derivatives trading
7 April 2022

The Central Bank of Iceland has amended the Rules on Derivatives Transactions in which the
Icelandic kréna is Specified in a Contract Against Foreign Currency. The amendments pertain to
interbank transactions and the thresholds for notification of derivatives trades to the Central Bank.
The amended Rules have been published in the Law and Ministerial Gazette [Stjérnartidindi] as Rules
no. 412/2022 and will take effect tomorrow, 8 April 2022. The Rules were approved by the Financial
Stability Committee at its last meeting.

The amendments are of two main types: on the one hand, transactions between two domestic
commercial banks are no longer included with the forward foreign currency position according to the
Rules; and on the other hand, the thresholds for notification of derivatives transactions to the
Central Bank have been increased. They are intended to make the execution of derivatives more
efficient.

The restriction on domestic commercial banks’ derivatives transactions involving the Icelandic kréna
is unchanged from the previous Rules, and the total permissible exposure in such transactions is still
restricted. Therefore, the forward foreign currency position of each commercial bank vis-a-vis each
individual counterparty may not be positive or negative by more than 10% of the capital base, and
the gross forward foreign currency position (the sum of the forward positions vis-a-vis each
counterparties) shall not exceed 50% of the capital base of the commercial bank in question.
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Rules on maximum LTV and DSTI ratios
15 June 2022

Two new sets of Central Bank rules were published in the Law and Ministerial Gazette
[Stjérnartidindi] today: the Rules on Maximum Loan-to-Value Ratios for Mortgage Loans to
Consumers, no. 702/2022, and the Rules on Maximum Debt Service-to-Income Ratios for Mortgage
Loans to Consumers, no. 701/2022. The Rules were approved at a meeting of the Central Bank
Financial Stability Committee on 14 June 2022 and take effect tomorrow, 16 June 2022. At the same
time, the previous Rules on Maximum Loan-to-Value Ratios for Mortgage Loans to Consumers, no.
778/2021, and the previous Rules on Maximum Debt Service-to-Income Ratios for Mortgage Loans to
Consumers, no. 1268/2021, shall cease to apply.

With the new Rules on Maximum Loan-to-Value Ratios for Consumer Mortgages, the maximum loan-
to-value ratio for first-time buyers has been lowered from 90% to 85% of the market value of the
underlying property. The new Rules on Maximum Debt Service-to-Income Ratios for Mortgage Loans
to Consumers introduce a minimum interest rate to be used to calculate the maximum ratio of debt
service to income. Henceforth, the calculation shall be based on either the contractual interest rate
or the minimum rate provided for in the Rules (5.5% for non-indexed loans and 3% for indexed
loans), whichever is higher. A change has also been made to the maximum loan maturity used to
calculate the debt service-to-income ratio for indexed loans.

It should be noted that the new Rules apply to mortgage loan agreements made after the Rules take
effect.

The rules will be translated into English, but the Icelandic version is here:

Reglur um hdmark greidslubyrdar fasteignaldna i hlutfalli vid tekjur neytenda, nr. 701/2022

Reglur um hamark vedsetningarhlutfalls fasteignaldna til neytenda, nr. 702/2022
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8 June 2022

Memorandum

To: Financial Stability Committee
From: Central Bank of Iceland

Re: Background to the decision on the countercyclical capital buffer

At its meeting on 29 September 2021, the Central Bank of Iceland
Financial Stability Committee (FSN) decided to increase the
countercyclical capital buffer (CCyB) on financial institutions from 0%
to 2%, effective 29 September 2022. The CCyB had been lowered to
0% in March 2020, as is described in the Financial Stability Committee
(FSN) statement of 18 March 2020.! Increased capital shores up
financial system resilience and better enables the system to withstand
financial shocks. Raising the CCyB gives the FSN the scope to lower it
again later if warranted.

GDP growth has now taken hold after the COVID-associated
contraction, and the outlook is for discernible demand pressures in the
economy in the coming term. Steps must be taken to ensure that the
rapid economic recovery is not accompanied by excess growth in
cyclical systemic risk; e.g., with excess credit growth and unsustainable
asset price increases. This is no less applicable when there is widespread
risk of a setback in the economic recovery because of swiftly rising
inflation in many economies and the monetary tightening required in
response to it.

Private sector debt

The effects of tighter macroprudential and monetary policy on
household debt have begun to emerge. Real twelve-month growth in
household debt measured 3.4% at the end of March 2022, down from
7.0% in mid-2021. It had contracted slightly year-to-date in real terms,
owing to reduced mortgage debt, which declined by just under half a
percentage point. This was the first time since late 2016 that households’
mortgage debt had declined quarter-on-quarter in real terms. The
contraction stems mainly from slower growth in deposit institution
lending. At the same time, other household debt has begun to grow in
real terms, after having shrunk for many years.

!'See the Central Bank of Iceland’s memorandum of 18 March 2020:
https://www.sedlabanki.is/library/Skraarsafn/Fjarmalastodugleiki/Minnisblad_sveiflu
jofnunarauki 18mars2020.pdf
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With rising nominal interest rates, debt service on new loans and
existing variable-rate loans has increased somewhat in recent months,
reducing the demanded volume of credit. Rules on borrower-based
measures, which entailed caps on loan-to-value (LTV) and debt service-
to-income (DSTTI) ratios, were also tightened last year, as a response to
rapidly rising house prices and deteriorating loan quality. This is offset
by the fact that in spite of rising nominal interest rates, higher inflation
means that real rates on new non-indexed mortgage loans are still
negative in most cases. As a result, it is still considered favourable for
those who satisfy the tighter borrowing conditions to finance home
purchases with non-indexed loans. Furthermore, real rates on indexed
mortgages, while positive, are at a historical low. Low or negative real
rates are therefore still driving demand for new mortgages, while the
borrower-based measures provide some counterweight.

At the end of March 2022, corporate debt had fallen in real terms by 2%
year-on-year. In price- and exchange rate-adjusted terms, however,
corporate debt grew by 4.5%, owing to considerable appreciation of the
kréna during the quarter. New corporate lending has increased markedly
in recent months.

The non-performing loan (NPL) ratio on loans to individuals is falling,
measuring 0.8% at the end of March. About 0.8% of household loans
were frozen at that time, after a decline of nearly half a percentage point
since the turn of the year. The corporate NPL ratio has fallen
significantly in recent months and measured 2.9% at the end of March.
Arrears were most pronounced among companies in hotel and restaurant
operations, or 6.3%. The share of frozen corporate loans was 11.3% at
the end of April and has been falling continuously since the beginning
of 2021.

Real estate market

In April 2022, the capital area house price index had risen by 14.1%
year-on-year in real terms. At that time, the increase since the onset of
the pandemic measured nearly one-fourth, and the index was nearly
20% above its estimated long-term trend. House prices have risen
rapidly outside the capital area as well, or by 12.3% year-on-year in real
terms as of May 2022.

Housing market turnover has contracted somewhat in recent months
and, in real terms, is now broadly similar to the level seen during the
years preceding the pandemic. The ratio of house prices to fundamentals
is now very high. As of April, the ratio of the capital area house price
index to the general wage index had risen by 13% year-on-year, and the
ratio of the house price index to the rent price index had risen
accordingly. The ratio vis-a-vis the building cost index had risen by just
over 14% over the same period. Since the beginning of 2020, the ratio
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of house prices to building costs has risen by nearly one-fourth, and the
ratio to rent prices has risen nearly a third.

The rise in house prices over and above fundamentals indicates
significant imbalances in the housing market and growing systemic risk.
In July, the FSN tightened the Rules on Maximum Loan-to-Value
Ratios for Consumer Mortgages, and in September it adopted rules
capping DSTI ratios. The latter rules took effect on 1 December 2021.
These measures, together with interest rate hikes, have already begun to
affect housing market demand through their impact on mortgage supply.
This is reflected in weaker lending growth and slightly improved overall
loan quality of new mortgages in recent months. First-time buyers are
still taking on increased risk, however, as the borrower-based measures
are less stringent for them than for other buyers.

The capital area commercial real estate (CRE) price index rose in real
terms by 6.3% year-on-year in Q1/2022 but has declined marginally in
the past half-year.? It is now 13% above its long-term trend. Turnover
in registered CRE purchase agreements increased in real terms by more
than one-fifth year-on-year in Q1/2022 and was high in historical
context. The combined amount of CRE-backed loans issued by the
domestic systemically important banks (D-SIB) and Kvika banki
contracted by 7.4% in real terms in 2021, and unhedged and poorly
hedged risk contracted as well, according to the distribution of LTV
ratios on such loans as of end-2021.° The effects of the pandemic on the
large CRE firms’ earnings reports have tapered off, and the most recent
reports show positive valuation changes in investment assets. Their
annualised return on investment assets was 5.3% in Q1/2022, or 4.8
percentage points above the risk-free reference rate, which is on the high
side in historical context. The real estate firms’ equity ratios have been
rising, and their LTV ratios have been falling. Their liquidity has
deteriorated in the past half-year, however, not least because of large
payments on long-term debt over the coming year, which have been
transferred into the reference period for their current ratio and cash flow
ratio. Nevertheless, there is scope for refinancing, owing to ample
collateral capacity. According to this, there are few signs of bubble
formation in the CRE market, although prices are relatively high.

The banks

In 2021, the banks’ interest rate spreads narrowed somewhat relative to
previous years, but they widened marginally in Q1/2022, in line with
the rising Central Bank key rate. Falling interest rates led to a change in

2 The CRE price index is based on the weighted average of industrial, retail, and office
property.

3 In this context, combined CRE-backed loans do not include loans to companies in
fishing, agriculture, and transport and transit, as their non-CRE collateral generally
weighs heavier than the real estate does.
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the composition of the D-SIBs’ loan portfolio over the past two years,
with non-indexed mortgages accounting for a larger share. The pace of
this change has now slowed significantly. Because of rising interest
rates, the banks’ net interest income grew somewhat in Q1 despite
slower growth in total assets. The return on core operations, which is
based on interest income and fees and commissions, is the banks’ first
line of defence against a drop in the capital ratio due to loan losses and
other shocks to their operations. As a result, low interest rates can
undermine financial stability in the long run. With cost-cutting
measures, the banks have been able to strengthen their return on core
operations, which measured 8.4% in 2021 and rose further in Q1/2022,
to 10%.

Impairment of the banks’ loan portfolios is based on expectations of
future credit losses and recovery. In 2020, the large commercial banks
recorded loan impairment ranging from 0.61% to 0.94%. As a result, in
the first nine months of 2021, the banks reversed a portion the
impairment entered in 2020, or 0.26-0.51% of the loan portfolio. Firms
in the tourism sector have grown stronger, and pandemic-related
uncertainty has receded markedly. On the other hand, uncertainty is still
more pronounced than usual, owing to the war in Ukraine and high
inflation. During the first three months of 2022, one of the D-SIBs
recognised impairment in the amount of 0.05% of the loan portfolio,
while the other two continued to reverse impairment in the amount of
0.04% and 0.05%, respectively, of the portfolio.

The D-SIBs’ capital ratio declined by 1.8 percentage points in Q1/2022,
to 23.1% at the end of March.* Their individual capital ratios are 4.5-5
percentage points above the overall requirement. As a result, the banks
have the flexibility to comply with the previously announced CCyB
increase to 2%, which takes effect on 29 September 2022.

Overall assessment of cyclical systemic risk

Total private sector credit growth has been modest in recent quarters,
although developments have differed between households and
businesses. The debt-to-GDP ratio has risen strongly since the onset of
the pandemic, in part because of the contraction in GDP, but it has begun
to fall again, owing in large part to the subsequent surge in GDP. The
debt-to-GDP ratio can be expected to continue falling if GDP forecasts
for the next two years are borne out.’

The rise in house prices in the recent term is not sustainable in the long
run and cannot continue at the current pace without a subsequent

4 Adjusted for proposed dividend payments and share buybacks. This also includes
[slandsbanki’s share buyback in the amount of 15 b.kr., according to its Q1/2022
interim financial statements.

3 The ratio of private sector debt — i.e., households and non-financial companies — to
GDP.
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correction. The pace of house price inflation is likely to ease somewhat
in the near future, with rising interest rates and the effects of borrower-
based measures.

Composite indicators that are intended to present a comprehensive view
of developments in the financial cycle show signs of a marginal increase
in cyclical systemic risk. The statistical presentation of the financial
cycle is now at its long-term average. The upward cycle is driven by
fluctuations in house prices and the debt cycle, although it is offset by
the fact that the debt cycle is still at a low position. The indicator for
domestic systemic risk(d-SRI) is now somewhat above average after
rising steeply since the beginning of the pandemic.
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Appendix — Charts

The credit-to-GDP gap

% of GDP Percentage points
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R Credit-to-GDP gap (right) == (Credit-to-GDP ratio (left)
Trend (left)

Claim value of total credit to households and firms as a share of GDP. The
trend component is obtained with a one-sided HP-filter with A=400.000.
Sources: Statistics Iceland, Central Bank of Iceland.
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The buffer guide
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The buffer guide is a simple function of the credit-to-GDP gap, which is the
deviation of the credit-to-GDP ratio from its long term trend.
Sources: Statistics Iceland, Central Bank of Iceland.
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Real corporate credit growth

2000 2004 2008 2012 2016 2020

E Year-on-year change (right) = Credit (left)

Claim value of credit to non-financial firms, at constant prices. Deflated
with the consumer price index.
Sources: Statistics Iceland, Central Bank of Iceland.

Financial Stability Committee report to Parliament

61



Real household credit growth
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Claim value of total credit to households, at constant prices. Deflated with
the consumer price index.
Sources: Statistics Iceland, Central Bank of Iceland.
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Corporate debt, by lender type

00335035353 33035305333303330335
2015 2016 2017 2018 2019 2020 2021 2022

I Deposit institutions I Pension funds
Other financial institutions I Foreign lenders

Total

Real year-on-year change. Debt to financial institutions and issued
marketable bonds.
Sources: Statistics Iceland, Central Bank of Iceland.
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Household debt, by lender type

0033503330383535303535333305333
2015 2016 2017 2018 2019 2020 2021 2022

I Deposit institutions I Pension funds

Other financial institutions Total

Real year-on-year change. Debt to financial institutions and issued
marketable bonds.
Sources: Statistics Iceland, Central Bank of Iceland.
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Real commercial property prices and
turnoverin the capital area

Index, Q1 2008 = 100 %
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=—=Real CRE prices (left)

Real turnover index (left)

CRE price index, deflated with the CPI. The index shows the weighted average
price of industrial, retail, and office space. The turnover index, deflated with
the CPI, shows a four-quarter moving average. The most recent observations
are preliminary.

Sources: Registers Iceland, Statistics Iceland, Central Bank of Iceland.
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Commercial property price ratios

Index, Q4 2008 = 100

0 I T T T T T T
1997 2001 2005 2009 2013 2017 2021

e Price per m? / GDP per m2
== Price per m? / Gross operating surplus per m?

Price per m? / Building cost index

Annual data for gross operating surplus are non-linearly interpolated. Annual
data for the CRE stock are linearly interpolated.
Sources: Registers Iceland, Statistics Iceland, Central Bank of Iceland.
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Real house prices and turnover
in the capital area

Index, Oct. 2007 = 100 %

2000 2004 2008 2012 2016 2020

I Year-on-year change (right)
== Price index (left)

Turnover index (left)

Capital area house price index, deflated with the consumer price index. The
turnover index shows three-month average turnover, deflated with the
consumer price index. The turnover data are linearly interpolated in 2Q/2015
to correct for a strike at the Reykjavik Commissioner's office.

Sources: Registers Iceland, Statistics Iceland, Central Bank of Iceland.
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Capital area house prices and
determiningfactors

Index, Jan. 2011 = 100

2000 2004 2008 2012 2016

== Ratio of house prices to wages
== Ratio of house prices to building cost

Ratio of house prices to rent

Sources: Registers Iceland, Statistics Iceland.
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Financial cycle and subcycles

Standard deviations

1990 1994 1998 2002 2006 2010 2014 2018 2022

e=mm=Financial cycle == Credit cycle

Funding cycle = Housing cycle

The financial cycle, the blue line, is a simple average of the subcycles. Each
subcycle is a simple average of cyclical components from variables related to
credit, housing, and bank funding, respectively. Cyclical components are
obtained with a Christiano-Fitzgerald band-pass filter with a frequency band
of 8-30 years.

Sources: Registers Iceland, Statistics Iceland, Central Bank of Iceland.
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Domestic systemic risk indicator (d-SRl)

Standard deviations

1994 1998 2002 2006 2010 2014 2018 2022

I House price-to-income ratio I Bank credit-to-GDP ratio
Total private sector credit I Current account-to-GDP ratio

I Debt service-to-income ratio I Real equity securities prices

d-SRI

For the debt service-to-income ratio, estimates of debt service are used for
Q1 2020 and onwards.
Sources: Statistics Iceland, Central Bank of Iceland..
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Current account balance

% of GDP

2000 2004 2008 2012 2016 2020
[ Balance on goods Balance on services
I Balance on factor income == Current account balance

The effects of failed banks on factor income and the balance on services from
Q4/2008 to Q4/2016 are ignored. From 2009 through 2012, the effect of
Actavis on the balance on income is also ignored, owing to inaccurate data
during the period. Secondary income is included in factor income.

Sources: Statistics Iceland, Central Bank of Iceland.
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Status of non-performingloans, by
borrower and type of impairment
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Cross-default nonperforming loans, share of each business size category.
Domestic systemically important banks, parent companies, book value.

Source: Central Bank of Iceland.
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D-SIB: Returns
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== Return on regular income (left)

== Returns according to financial statements (left)

Equity (right)

Returns are calculated on average equity, consolidated figures. The return on
regular income is based on net interest income and fee/commission income net
of regular expenses. The tax rate is 20% and is based on average equity. Valitor
is excluded in 2017-2020 and Borgun in 2020.

Sources: Commercial banks' financial statements.
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D-SIB: Net interestincome, interest
expense and interest rate differential

Index, 2012 =100
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= Net interest income (left)
== Total assets (left)

Interest rate differential (right)

Domestic systematically important banks, consolidated figures. Annualised
FNM 2021 data.
Sources: Commercial banks' financial statements.

Financial Stability Committee report to Parliament 74



D-SIB: Capital and leverage ratios

25
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= Capital ratio (T1)
== Capital adequacy ratio

Leverage ratio

Domestic systemically important bank, consolidated figures.
Sources: Commercial banks' financial statements.
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SEDLABANKI [SLANDS

Fjarmalastodugleiki

Arion banki
22.jani 2022
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Ferdapjonustan tekid hratt vid sér

e Mikil aukning i fjolda ferdamanna a sidustu manudum
* Fjoldi i april og mai um 87% af fjoldanum i somu manudum 2019

e Gistinaetur & hételum i april 9% fleiri en i sama manudi 2019
* Nyting hételherbergja sambezerileg og i april 2019

Fjoldi ferdamanna eftir manudum Fjoldi gistinatta a htelum
pis bis.
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mislendingar = Otlendingar

Heimildir: Feramélastofa, Isavia. Heimild: Hagstofa islands.

Ojafnvaegi & ibudamarkadi enn mikid

e Eftirspurn er langt umfram frambod @ markadnum: Medalsolutimi hisnaedis mjog stuttur
¢ Visbendingar um aukié frambod allra sidustu vikur
¢ Veltan hefur minnkad en er p6 enn tdluverd og verd hakkar hratt

Auglystar fasteignir a hofudborgarsvaedinu og medalsélutimi birgda Raunvirdi ibuda og veita & hofudborgarsvaedinu®
Fjoldi (pis.) Ménudir 0 % Make
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= Einbyli/radhis/parhis (v. ds) = Fjslby i/ hzedir (v. ds) Jan Apr JGI Okt Jhn Apr JGI Okt Jan Apr Jdl Okt Jan Apr il Okt Jhn Apr Jdl Okt Jn Apr Jil Okt an Apr
Adrar fasteignir (atvinnuhs o.fL) (v. ds) Medalsslutimi ibGdarhisnaedis (h. ds)
2016 2017 2018 2019 2020 2021 2022
Ménadarlegt medaltal auglysinga 4 fasteignavef mbLis. Komid er i veg fyrir margtalningu sému eignar med pui
a6 nota G ' g drsti étt velts er skv. pinglysingu 4 eignar m.v. kaupdag. Arsbreyting ibddaverds (v. & Velta 5 fastei i (h. &
Medalsolutimi birgda er sa timi (manudir) sem tekur a6 selja eignir sem auglystar eru til s6lu midad vid veltu = rsbreyting ibudaverds (v. &5 elta & fasteignamarkadi (h. &s)
viBkomandi manadar. Fré mai 20181il mars 2019 var villa | gdgnum og bvi er medalsalutimi ekki reiknadur fyrir
pas timabil. 1. Velta 4 fasteignamarkadi 4 féstu verdlagi i desember 2021.
Heimildir: Fasteignavefur Morgunblagisins, pj6dskra fslands. Heimildir: Hagstofa Islands, bjodskra Islands, Sedlabanki [slands.
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Misvaegi verds og akvardandi patta aukist

e Likur & stédnun raunverds husnaedis eda leidréttingu pess hafa aukist
 Fravik fra langtimaleitni synir ad verdid er rimlega 20% umfram langtimaleitni - for haest 38% yfir leitni arid 2007

1%0

Husnaedisverd a hofudborgarsvaedinu og dkvardandi paettir
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——Husnaaisverd & méti byggingarkostnadi
Hisnadisverd 4 méti leiguverdi

Heimildir: Hagstofa fslands, bjé8skr3 fslands.

Dregur Ur frambodi nybygginga a pessu ari

« Utlit fyrir minna frambod i 4r af nybyggingum
e Spar gera rad fyrir ad horfur batni @ naesta ari

Nyjar fullbunar ibGdir & héfudborgarsvaedinu!

Fjoldi ibida
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Spasl
m Nyjar fullbinar iidir
B Njar fullbinar ibidir bad sem af er dri
0 Aztlun Selabankans
mSpa Samtaka Inadarins
1. FullbGnar ibidir eru taldar sem ibidir & matsstigi 7 og 8. Fidldi fyrir 4ri6 2022 heild er metinn Gt fré

fjslda fbuda sem loki6 var a8 byggja fyrir lok mal.
Heimildir: pj6skrs fslands, Sedlabanki lslands.
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Fravik fasteignaverds & héfudborgarsvaedinu fré langtimaleitnit

Visitala (ok.2007=100) %

120

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

Fravik fré leitni (h. 4s) ——Verdvisitala (v. 4s) —Leitni (v. 45)

Hodrick:

Y i é 400.000,

medvisitélu neysluverds. Leitni er fundin med
, M.0. g Unlig, H. (2002). Notes

on adjustingthe Hodrick-Prescott fiter for thefrequency of abservations. Review of Economics and Statistics.
Heimildir: Hagstofa fslands, pjodskra islands.
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Fyrstu kaupendur fyrirferdamiklir 8 markadi
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* GSADF profid bendir til verdbdlu @ markadi pegar ibudaverd sem hlutfall af launavisitélu er skodad
¢ Husneaedisverd tveimur stadalfravikum umfram spad hldsnaedisverd
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——Hlutfall ibGdaverds og launavisitdlu (v. 4s) Husnzdisverd — Spad husnadisverd
——95% oryggismoérk GSADF-préfs (h. as) mm 1 stadalfravik + 2 stadalfravik

——GSADF-préfid (h. a
Profid (. 45) 1. Sp4d drsbreyting hisniedisverds Gt fré kvike (e. dynamic) spd fré 1. &rsfj. 2020 til 1
drsfj. 2022 med hisnasdisverdsionu pekke hisnadisverdsidfu pitdhagsiikans

Sedlabankans metinni fyrir timabilid 3. &rsfj. 2001 - 4. arsfj. 2017,
Heimildir: Piodskra Islands, Sedlabanki lslands.
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Haegir a skuldavexti heimila

Préun skulda heimila®

* Haegt hefur 4 raunvexti skulda heimila —
en nafnvoxtur er dfram har s0 L
* Raunvoxtur 2,5% i april (4,1% i jan '22) 225 ’ 2
* Nafnvéxtur 9,9% i april (10,0% i jan "22) 200 !l %
* Hlutfall skulda & méti VLF var 82,4% i lok o
1. arsfjéréungs 2022 o m ) . m ”mw .
S ET——— 0 ——
* Hlutfall skulda & méti radstofunartekjum 75 HHtHH s
haekkadi litillega a 1. arsfjordungi P T TE VT TR TR TTELE R
* Er enn lagt i sogulegu samhengi. T N;;N;N(:j NNNNNNNNNNN
 Skuldavoxtur er enn drifinn afram af :E:fg::tt:éh;)“;gf’tm vt
vexti i ibidalanum e e ™
Heimildir: Hagstofa lslands, Sedlabanki [slands.
— —
—

Skuldavoxtur fyrirteekja tekur vid sér

* Skuldavéxtur fyrirtaekja fer haekkandi: bréun skulda fyrirtzekja'
* Raunbreyting -2% i lok 1F 2022 (-3,5% 4F "21) 5 % %afwik o
* Nafnvoxtur 4,5% (1,5%)
10
* Gengis- og verdlagsleidr. 4,5% (1,9%)
* Hlutfall skulda & méti VLF maeldist 81,6% ’
og fer laekkandi 0
« Utldn bankanna til fyrirtaekja jukust um 66 s |
ma.kr. a fyrstu 4 manudum arsins 0
¢ b.a. 17 ma.kr. vegna endurflokkunar
e Afram voxtur i utlan,u[n f?gfjarfestaSJoéa ot skl L (185
en haegari taktur er i utgdfum T eibreying sulde
fyri rt&kjasku I da bréfa ——Gengis- og verdlagsleidrétt breyting skulda2

1. Linur syna breytingu 4 arsgrundvelli. 2. Verdtryggdar skuldir & fostu
verdlagi og gengisbundnar & fostu gengi.
Heimildir: Hagstofa fslands, Sedlabanki fslands.
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Vaxtaalag hakkar enn

* Vaxtaalag a erlendar utgafur bankanna tok ad
haekka i febriar samhlida innras Russlands |
Ukrainu

* Alagid 4 sambaerilegum Gtgafum erlendra
banka hefur lika verid ad haekka

* Dyrara hefur verid fyrir banka ad gefa ut
,senior unsecured” bréf en markadir fyrir CB
utgafur hafa verid opnir

Lausafjarstadan a svipudum stad og i byrjun Covid

KMB: Vaxtaalag & skradum erlendum skuldabréfum
vidskiptabankanna i evrum sidastu 3 ar!

Vaxtaalag
400
Fyrstu smit
350 Lt 0
4 Islandi
300
250
200

g
.

-
@
)

Q9 9 9 2 2 2 9 © © o4 o o o o o9 o o o
4 4 4 4 8 &8 8§ 8 &8 8 8 8§ 8§ 8 8§ & &8 & 8
S 2 83 383 2 2 2 9 9 % 9 9 @ & 8 8 2 2 ©
8§ § &8 § 8§ &§ § & § § &N 8§ 8§ & & & & & §
8 8 o o N ¥ 8 8 o o N § 8 &8 o & & F I
g g o 9 g & o a6 = 9 g ¢ g a =F T g & o
4 A4 g g A A4 4 4 g g o o A4 4 @ g o o o
o - - - -

—LB22 =—|B23 1B 24 |8 25

—B 26 —ARB 23 — ARB 24 ARB 25

== ARB 26 CB —ISB 23 — |SB 24 — 5B 25

1. Vaxtadlag & viomidunarkurfu skuldabréfaievrum.

Heimild: Refinitiv Datastream.

* Lausafjarhlutféll bankanna hafa laekkad nokkud & arinu fyrir alla gjaldmiéla samtals og islenskar krénur
« Astaedur fyrir laekkanir & arinu er aukinn Gtlanavéxtur, ardgreidslur, Gtgreidsla innldna og gjalddagar skuldabréfa
* Lausafjarstadan getur verid vidkvaem fyrir miklum/hré8um Gtlanavexti, breytingu & samsetningu innlanasafns bankanna ef gengur &

innlanasparnad einstaklinga og litilla fyrirtaekja

KMB: Lausafjarhlutfall fra lok ars 2019

% %

150

31122019
31.1.2020
2022020
3132020
30.42020
3152020
3062020
31.7.2020

samtals (v.4s)

slenskar krénur (v.4s)

Erlendir gialdmidlar (h.4s)

1.Samsteedur kerfislega mikilvagra banka.
Heimild: Sedlabanki islands.
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KMB: bréun & lausu fé umfram lagmarkskréfurt

Makr.

—— Umfram laust f6 - Allir gialdmidlar samtals
Umifram laust fé - slenskar krénur

Laust fé umfram innri vidmid - Allir gjaldmidlar samtals

1. Samstadur kerfislegra mikilvagra banka.
Heimild: Sedlabank fslands.
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Eiginfjarhlutfall laekkar nokkud

¢ Eiginfjarhlutfall KMB var 23,8% i lok mars sl. og laekkar um 2,9 présentur midad vid sidustu aramot
* Eiginfijarhlutfall 0,5-1,5 présentum yfir krofum Si a.t.t. sveiflujéfnunar- og stjérnendaauka

Breytingar & eiginfjarhlutfall KMB & 1F 2022 % Eiginfjarkrofur og eiginfjarhlutféll KMB f lok juni 2021 -
b 25
0,1
=

" ol
20

26 B
15

25
10

27 02 | 5

23 4 7 g g H ) o - T

Arion banki Islandsbanki Landsbankinn
3 & L $ & 2
N o,;o" & Qoo“' _3,«1\" & ,»6{\' mStod | mstod I = Eiginfjaraukar
% $ & R & ¥ )
» & .,ba;é @‘@% v;e@ S m Sveiflujsfnunarauki i Stiornendaauki A Eiginfiarhlutfall
&
& A
| |

Breytingar a lanpegaskilyroum
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Samantekt

* 4% nyrra utlana a F1 yfir 80% LTV - 10% adur en LTV var leekkad

* Teeplega 5% lanveitinga a F1 er med DSTI umfram reglur — 7% adur en
reglurnar voru settar

* Fastir dverdtryggdir vextir banka hafa haekkad um 2,1 présentu og fastir
verdtryggdir leekkad um 0,75 présentur fra septemberfundi nefndarinnar

* Greidslubyrdi a milljon hefur farid ar 4500 kr. i 5800 kr. fyrir éverdtryggd
l[an med fostum voxtum (40 ar) og ur 4000 kr. i 3500 kr. fyrir verdtryggd lan
(30 ar)

* Spar gera rad fyrir pvi ad vextir dverdtryggdra lana haldi afram ad hakka
- greidslubyrdarmunur a lansformunum geeti aukist afram

* Fasteignaverd hefur haekkad um 18,7% sidan nefndin prengdi ad LTV i juni
og 14,6% sidan nefndi setti DSTI i september

Proun auglystra vaxta a fasteignalanum

+ Overdtryggdir vextir haekkad verulega sidustu manudi
¢ Verdtryggdir vextir leitad nidur & sama tima

Meginvextir Sediabankans og vextir 6verdtryggdra Vextir verdtryggdra ibddaldnal
fbudalanat Jantar 2015 - jini 2022
1. januar 2015 - 1. jini 2022

%

% 45
8
7 4,0
3 35
5
3,0
4
25
3
) 2,0
) 15
o 1,0 r r . . . . .
2015 2016 2007 2018 2019 2020 2021 2022 2015 2016 2017 2018 2019 2020 2021 2022
——Breytilegir vextir vidskiptabanka ——Breytilegir vextir lifeyrissjéda Breytilegir vextir vidskiptabanka
Fastir vextir vidskiptabanka? ——Fastir vextir lifeyrissj6da* ——Brevtilegir vextir lifeyrissjéda
Meginvextir Sedlabanka [slands Fastir vextir vidskiptabanka®

——Fastir vextir lifeyrissjo8a®

1. Einfalt medaltal leegstu vaxta. 2. Vextir fastir fré 5 drum og allt upp i allan ldnstimann.
Heimildir: Almenni Lsj., Arion banki, Festa Lsj., Frjalsi Lsj., Gildi Ls]., slandsbanki, Landsbankinn, Lifsverk, Lsj. verslunarmanna, LSR, Séfnunarsjédur lifeyrisréttinda, Sedlabanki fslands.
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Nuverandi stada takmarkana

* Um 4% af fjarhaed nyrra lanveitinga med LTV > 80%
* Teeplega 5% af fjarhaed nyrra ldna med DSTI umfram reglur & F1 2022
e LTV reglur bindandi en DSTI reglur liklega ekki ef undanpaga veeri nytt

Ny fasteignaldn til neytenda med hda vedsetningu® Ahrif reglna um hdmark greidslubyrdar!
Ma.kr % af heildarfjarhaed % af heildarfjarhaed
25 o il 14 10 Ma kr. j 10
9
20 8
7
15 6
5
10 4
3
5 2
1
0
T s g g ° & 8§ 8§ 8§ & § § § 3§
- o o o ~
g ] g g 1] 3 g g 3 8 ] ] & < ] 5 Q 54
I N ~ N N ~N N N ~N - ~ m < - ~N m <t -
i ~ o < - ~ o < - b o it ¥ b o i bt bl
b o o ¥ b o o T b
B ASrir en fyrstu kaupendur med DSTI > 35% (v.ds)
B Fjarhaed - allir lantak: tu k d 3 LTV > 80% (v-a
jérhzzs - alir lantakar nema fyrstu kaupendur me: > ﬁ(v'as) M Fy et kaupendur med DST! > 40% (u.4]
~——Hlutfall - allir [antakar nema fyrstu kaupendur med LTV > 80% (h-as)
1. Byggir & gognum fré KMB og HMS, en einnig 9 staerstu lifeyrissj66a fré gist 2020. *Ggn fyrir nyjasta 1. Dreifingin byggir 4 gggnum frs KMB og HMS, en einnig 9 sterstu lifeyrissjoda fra dgist 2020. Byggt 4
ménuinn eru braBabirgBagden. reiknireglum  reglum nr. 1268/2021 um hémark greidslubyrdar. Nfjustu gildi eru bradabirgdagdgn.
Heimild: Sedlabanki {slands. Heimild: Se8labanki islands

Hamark vedsetningarhlutfalls
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Stada takmarkana fyrir breytingar

* Um 4% af fjdrhaed nyrra lanveitinga med LTV > 80%
* Teeplega 5% af fjarhaed nyrra ldna med DSTI umfram reglur a F1 2022
e LTV reglur bindandi en DSTI reglur liklega ekki ef undanpaga vaeri nytt

Ny fasteignalan til neytenda med haa vedsetningu? Ahrif reglna um hdmark greidslubyrdar?
Mak o6 af heildarfia i
25 a.kr % af heildarfjarhad 12 10 Ma.kr. % af heildarfjarhaed 10
9
12
8
10 7
6
8
5
6 4
4 3
2
2 1
0
e & o 8 5 5 5 = 0 T 8 8§ 8 § &8 g§ 3 &g
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I AGrir en fyrstu kaupendur med DSTI > 35% (v.as)

~
N
o
Q
=
z
) B Fyrstu kaupendur med DSTI > 40% (v.as)

W Fjarhaed - allir lantakar nema fyrstu kaupendur med LTV > 80% (v-as
——Hlutfall - allir lantakar nema fyrstu kaupendur med LTV > 80% (h-as)

1. Byggir & gognum frd KMB og HMS, en einnig 9 sterstu lifeyrissjéda fra 4gust 2020. *Gogn fyrir nyjasta 1. Dreifingin byggir & gégnum fré KMB og HMS, en einnig 9 staerstu lifeyrissjoda fra dgust 2020. Byggt &
manudinn eru bradabirgdagogn. reiknireglum { reglum nr. 1268/2021 um hémark greidslubyrar. Nfjustu gildi eru bradabirgdagdgn.

Heimild: Sedlabanki islands. Heimild: Sedlabanki islands

Leekkun hamarks vedsetningar fyrstu kaupenda

¢ Vid nuverandi adstaedur a fasteigna_ w Vedsetningarhlutfall fyrstu kaupenda?
markadi er 90% vedsetning mjog
a .. 140
aheaettusém

120

* Naudsynlegt ad tryggja vionamsprott
fyrstu kaupenda

N
1)
<3

e Samrami vid framkveemd & markadi

@
S

Heildarvedsetning [m.kr.]
®
S

IS
)

* Hamark vedsetningar fyrstu kaupenda
laekkad ur 90% i 85%

N
S

(=)

o 20 40 60 80 100 120 140
Virdi fasteignar [m.kr]

- Fyrstu kaupendur —LTV =85% —LTV =90%

1. Byggir & gognum fra KMB, HMS og niu steerstu lifeyrissjodum. Lan veitt & timabilinu september 2021 il og med april
2022

Heimild: Sedlabanki slands
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Vedsetningarhlutfoll i Evropu

* Flest 16nd Evrépu med almennt hamark
vedsetningarhlutfalls 4 bilinu 80-90%
* Ekkert land sett laegra hamark en 80%
fyrir almenna lantaka
* Laegra hamark hefur pé verid notad fyrir:
* Annad heimili (e. secondary home)
* Husnaedi til utleigu (e. Buy-to-Let)
* Ef tekin eru lan i FX (til dvarinna lantaka)

Land
Teékkland
fsland

Finnland
Lettland
Noregur

Luxemborg

Kypur
Portugal
Slévakia

Belgia
Slévenia
Austurriki
irland

Eistland
Liectenstein
Lithden
Holland

Pélland

Rumenia
svibjéd

Greidslubyrdarhlutfallid
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Gildi
90%
80%
85%

90%
85%

90%
80%
90%
80%
90%
80%
80%
80%

85%
80%
85%
100%

85%

85%
85%

Athugasemdir

80% fyrir pba sem eru 36 ara eda eldri.

90% fyrir fyrstu kaupendur.

95% fyrir fyrstu kaupendur. Loan-to-collateral en ekki
LTV.

95% hamark a lanum med rikisdbyrgd. 70% 4 lan vegna
husnaedis til atleigu (e. buy-to-let).

60% fyrir annad heimili (e. secondary home) i Osl6,
vidbotar tryggingar eru teknar gildar.

100% fyrir fyrstu kaupendur — 80% fyrir annad heimili
og husnadi til utleigu.

70% fyrir annad heimili og hisnaedi til utleigu.

80% fyrir annad en hisnaedi til eigin nota.

20% af nyjum lanum mega p6 vera med LTV ad 90%.
35% undanpaga fyrir fyrstu kaupendur og 20% fyrir
adra. 80% LTV fyrir husnaedi til utleigu (10% undanpaga
en ekki yfir 90% LTV).

Tilmaeli

Tilmaeli

90% fyrir fyrstu kaupendur og 70% fyrir hisnaedi til
atleigu med 10% undanpégu.

15% undanpéga.

Einhverjar undantekningar fra hamarki.

Getur farid upp i 90% ef pad er gild trygging fyrir
pessum auka 5% - t.d. bankainnstedur eda
rikisskuldabreéf.

80% fyrir lan i erlendum gjaldmidli sem eru varin og
60% fyrir 6varin lan i erlendum gjaldmidli.
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Samantekt

* [ september sl:
e Nefndin taldi ekki timabeert ad setja vaxtavidmid heldur ad bida par til vextir
overdtryggdra lana hefdu haekkad
* Brynt ad vera ekki med reglur sem hvetja til [antoku med einu lansformi fremur en 6dru
* Toluvert 6jafnvaegi hefur nd myndast milli ldansforma
* Greidslubyrdi mun léttari a verdtryggdri hdsnaedisfjarmognun
* pbekkt ad kerfisdhaetta getur aukist i laggildi vaxta og raungerst pegar vextir fara haekkandi
any
* Med samspili pess ad setja 4 vaxtavidmid og breyta lanstima i Utreikningum a DSTI
er haegt ad draga ur haettu a uppsofnun kerfisahaettu
* Enn frekari jardtenging a greidslubyrdarhlutfallinu
* Moguleg hlidarahrif; haegja a ver6haekkunum og skuldsetningu — zetti ad audvelda fyrstu
kaupendum og tekjuldgum ad komast inn @ markadinn til lengri tima

Lagir vextir verdtryggdra lana

© ()venjulégir ver6trygg6ir vextir ska pa Greidslubyrdi fasteignaldna til neytenda!
hvata til dsjalfbaerrar skuldsetningar o000

* Kjor sem munu oliklega halda til lengri 5000

tima 4000

¢ Aukin skuldsetning heimila samhlida 2000
miklum verdhaekkunum a husnaedis-

markadi getur aukid a kerfisahaettu 0%

1000

0

Verdtryggt, 1,5% vextir, Overdtryggt, 6% vextir,
ldnstimi 30 ar ldnstimi 40 ar
1. Greidslubyrdi & hverja milljén m.v. jafngreidslulan. Skuggasdlur syna greidslubyrdi m.v. 2,5%
verdtryggda vexti annars vegar og 4,5% verdtryggda vexti hins vegar, sem er naleegt beirri
stédu sem uppi var begar reglur um hamark greidslubyrdi voru settar i lok september 2021.
Heimild: Sedlabanki islands
| |
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Lagmarksvidmid um vexti beett inn i reglur og

viomidunarlanstimi verdtryggdra lana laekkadur

* Vaxtaviomid vid utreikning a greidslu-
byrdi i reglum um hamark
greidslubyrdar:

* Samningsvextir
* p6 ad lagmarki 3% fyrir verdtryggd lan og
5,5% fyrir 6verdtryggd lan

* Myndar vaxtagolf pegar vextir
mismunandi ldnaforma eru mjog lagir

* Hamarkslanstimi laekkadur i 25 ar fyrir
verdtryggd lan vid utreikning a
greidslubyrdi i reglum um hdmark
greidslubyrdar
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Greidslubyrdi fasteignaldna til neytenda?

kr.
6000

5000

4000

3000

2000

1000

0 _ _
Verdtryggt, 3% vextir, Overdtryggt, 5,5% vextir,
lanstimi 25 ar ldnstimi 40 ar
1. Greidslubyrdi & hverja milljén m.v. jafngreidslulén
Heimild: Sedlabanki fslands
|
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Evrépska kerfisdhaetturadio varar vid aukinni kerfisahaettu
29. september 2022

Evrépska kerfisaheetturadid (ESRB) hefur gefid ut vidvorun um aukna dhaettu i fjarmalakerfi Evrépu
sem geeti 6gnad fjarmalastodugleika. Radid komst ad pessari nidurstédu a fundi sinum 22. pessa
manadar. bar segir ad kerfisdhaetta hafi aukist og fari enn vaxandi i Evrépu og hvetur radid til pess ad
vidbunadur i fjarmalakerfinu verdi tryggdur eda aukinn pannig ad pad geti afram stutt vid heimili og
fyrirtaeki ef ahaettan raungerist. Fjarmalafyrirtaeki eru hvott til pess ad treysta vidndmsproétt sinn med
bvi ad vidhalda naegu eigin fé.

Tilefni vidvérunarinnar eru peer afleidingar sem stridid i Ukrainu, nyleg veirufarsétt og tengdir paettir
hafa haft 4 efnahagshorfur i alfunni. bralat verdbdlga og prengra adgengi ad fjarmalamorkudum geetu
ef allt fer & versta veg haft pau ahrif a fjarmalakerfid ad stodugleika verdi 6gnad.

Sja ndnar: Vidvorun ESRB um veikleika i fiarmalakerfi ESB.
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30. september 2022

Netoryggismal i brennidepli a vidsjarverdum timum

Netoryggismal eru hvarvetna i brennidepli en arlega valda télvu- og netardsir almenningi, fyrirtaekjum
og stofnunum miklum fjarhagslegum skada og dpaegindum. Af skyrslum Alpjédaefnahagsradsins (e.
World Economic Forum, WEF) undanfarin ar ma sja ad stofnunin metur netarasir medal alvarlegustu
ogna sem stedja ad heimsbyggdinni. Kemur pad vart a évart enda syna télur ad netarasum fjolgar st6d-
ugt fra ari til ars baedi hér 4 landi og 4 heimsvisu.

Netarasum fjolgar
Af arsyfirliti netoryggissveitarinnar (CERT-IS) fyrir arid 2021 ma sja ad veruleg aukning hefur ordid a
atvikatilkynningum til sveitarinnar frd arinu @ undan, pzer voru 266 arid 2020 en 598 arid 2021. Lang-

mest var um svindl- eda svikatilkynningar, p.e. vegna netveifa par sem reynt er ad komast yfir vio-
kveemar upplysingar, t.d. kortandimer eda lykilord.

Netarasaradferdir sibreytilegar

Netarasum fjolgar ekki adeins heldur eru adferdirnar sem beitt er vié framkvaemd peirra sibreytilegar
og ad verda prdadri, ef svo ma ad ordi komast, sem gerir polendum peirra sifellt erfidara um vik ad
verjast peim. Hér 4 landi vard t.d. nylega atvik par sem vidskiptamenn eins af storu vidskiptabonkunum
voru grunlausir lokkadir inn & pad sem virtist vera ésvikin innskraningarsida fyrir netbanka en reyndist
hins vegar vera f6lsud.

Fjarmalakerfid uUtsett fyrir netarasum

{ samanburdi vid adrar greinar hagkerfisins er fjiarmalakerfid sérlega Utsett fyrir netarasum. Mikil aukn-
ing hefur ordid i alagsarasum (e. Distributed Denial of Service attacks, DDoS), a islenska fjarmalainnvidi
en DDoS-arasir trufla adgang ad pjéonustu yfir internetid. Arasir pessar geta haft verulega truflandi ahrif
a islenska greidslumidlun og jafnvel gert hana dévirka. Daemi eru t.d. um siendurteknar alagsarasir a
fjarmalafyrirtaeki hér 4 landi sem peim tokst ad verjast vikum saman par til alagié vard of mikid og
afleidingarnar peaer ad 6ll greidslukort i landinu urdu fyrirvaralaust dnothaef. Skjot og samhaefd vidbrogd
urdu pé til pess ad halda ahrifunum i lagmarki en vegna mikillar greidslukortanotkunar landsmanna i
vidskiptum mad segja ad pau verdi pd nanast strax toluverd. bratt fyrir tilraunir ymissa sérfraedinga var
hvorki haegt ad greina hver stéd ad baki peim arasum sem hér er sagt fra né tilgang peirra en pad 4
gjarnan vid pegar DDoS-4rasir eru annars vegar.

Breytt landslag netarasa

Landslag netardsa hefur somuleidis tekid talsverdum breytingum i seinni tid. Morg daemi eru undan-
farin ar um alvarlegar netardsir sem m.a. hafa beinst ad lykilstofnunum rikja og mikilvaeegum innvidum.
Nefna ma netdrasir a norska storpingid (n. Stortinget) 2020 og 2021 og & hugbunad stérrar oliuleidslu
(e. Colonial Pipeline) i Bandarikjunum 2021 sem olli pvi ad dreifing stédvadist i nokkra daga og hafdi
vidtaek ahrif & austurstrénd Bandarikjanna. b4 ma nefna spillihugbdnadinn sem arid 2020 var komid
fyrir i Orion kerfi SolarWinds, sem er notad m.a. af 6llum helstu stjérnsyslustofnunum vestanhafs, en
uppgotvadist ekki fyrr en longu sidar. Loks ma nefna RagnarLocker gagnagislatokubunadinn (e.
ransomware) sem hefur samkvaemt skyrslu alrikislogreglu Bandarikjanna (FBI) fyrr & pessu ari haft ahrif
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a fjolda fyrirtaekja sem starfa a svidi mikilveegra innvida, p.m.t. i orku-, fjidrmala- og upplysingataekni-
geiranum.

Netarasir hluti af ndutimahernadi

Ohjakvaemilegt er ad nefna hér innrds Russa i Ukrainu en stridid par synir glogglega ad netarasir eru
ordnar hluti af ndtimahernadi og ad skotmork i slikum hernadi eru gjarnan stjornsyslustofnanir og
mikilvaegir innvidir med pad ad markmidi ad valda sem mestum samfélagslegum skada. | addraganda
innrasarinnar greindi netoryggisstofnun Ukrainu fra pvi ad landid seetti stodugri netaras, m.a. med
pbeim afleidingum ad ymsar vefsidur stjérnvalda vaeru évirkar, t.d. pingsins, rdéduneyta og Oryggis-
bjonustu rikisins auk banka. Um likt leyti vorudu ymsar fjolpjédastofnanir, p.m.t. Sedlabanki Evrépu,
fjdrmalastofnanir vid pvi ad buast maetti vid netardsum russneskra stjdrnvalda keemi til innrdsar, sem
svari Russa vid peim pvingunaradgerdum sem pau hofdu hotad. bzer pvinganir sem Russland hefur
verid beitt i kjolfar innrdsarinnar hafa m.a. beinst ad russneskum fjarmalastofnunum og sedlabanka
landsins. Fela peaer pad t.d. i sér ad 6llum helstu bonkum landsins er meinadur adgangur ad SWIFT-
samskiptakerfinu pannig ad ekki er haegt ad framkveema eda taka vid greidslum yfir landamaeri med
adkomu kerfisins og eignir rdssneska sedlabankans erlendis hafa verid frystar. Likt og varad hafdi verid
vid hafa pessar pvingunaradgerdir leitt til stéraukins fjolda netdrasa med uppruna i Russlandi, ymist
fullframinna eda hotana um ad paer séu yfirvofandi, t.d. 4 evrépskar fjarmalastofnanir.

Vitundarvakning um heim allan

ESli mals samkvaemt hefur astandid i Ukrainu kallad & mikla vitundarvakningu stjérnvalda um heim
allan og gert pad ad verkum ad hvarvetna 4 Vesturlondum hafa 6ryggis- og varnarmalastefnur rikja og
bjédarbandalaga verid endurskodadar eda bodad ad svo muni verda i ndinni framtid og ad ahersla &
bjédaroryggismal verdi storaukin.

Ahersla sedlabanka, pb.m.t. Sedlabanka [slands, & netdryggismal

Hvarvetna hafa sedlabankar undanfarin ar lagt rika aherslu 4 netoryggismal enda vel medvitadir um ad
storfelldar eda itrekadar netarasir geta verid til pess fallnar ad raska eda hafa neikvaed ahrif a fjarmala-
stodugleika en ad slikum stodugleika ber peim ad studla. P4 gegna peir lykilhlutverki pegar kemur ad
bvi ad studla ad virku og oruggu fjarmalakerfi, p.m.t. greidslumidlun baedi innanlands og yfir landa-
maeri. Sedlabanki islands hefur ekki |atid sitt eftir liggja pegar kemur dherslum & netéryggismal en auk
framangreinds gegnir fjarmalaeftirlit Sedlabankans mikilveegu hlutverki sem snyr ad eftirliti med fjar-
malamarkadnum, p.m.t. vegna dhaettu vid rekstur upplysingakerfa eftirlitsskyldra adila. Nylega birti
Sedlabankinn rit um stefnumarkandi aherslur vid eftirlit 4 fjarmalamarkadi & timabilinu 2022-2024. |
ljési prounarinnar parf ekki ad koma a évart ad 6ryggi a svidi net- og upplysingataekni er par efst a bladi.

Likt og adur segir hefur Sedlabanki islands ekki 14tid sitt eftir liggja i malaflokknum, baedi sem eigandi
kerfislega mikilveegasta fjarmalainnvidar landsins (millibankagreidslukerfisins, MBK) og vegna log-
bundins hlutverks bankans, somuleidis sem hvataadili um breytingar til aukins drangurs (e. catalyst
role) & pessu svidi. Undir forystu Sedlabankans er rekinn samstarfsvettvangur hér a landi um rekstrar-
oryggi fjdrmalainnvida (SURF) en einnig hefur Sedlabankinn gerst adili ad Nordic Financial CERT. Hvoru
tveggja pykir nu pegar hafa sannad mikilvaegi sitt og gildi. P4 4 Sedlabankinn nd dheyrnarfulltrda i net-
Oryggisradi stjérnvalda og hefur sémuleidis tengilid vid pjodaroryggisrad.

Aukid samstarf lykill ad arangri

Ekki sist @ peim vidsjarverdu timum sem vid nu lifum ma synt vera ad sedlabankar, eftirlitsadilar og
fjdrmalakerfid allt munu leggja verulega aukna dherslu & netoryggismal, p.m.t. hvernig efla megi varnir
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enn frekar og vinna ad auknu samstarfi i malaflokknum baedi innanlands og yfir landamaeri og sému-
leidis pverfaglega.

Fimmta netoryggisradstefna sedlabanka Nordurlandanna — haldin i dag af
Sedlabanka islands { Horpu

Sedlabankar Nordurlandanna hafa frd arinu 2017 haldid arlega sérstaka netoryggisrddstefnu i pvi skyni
ad skapa sem vidast vitundarvakningu og auka pekkingu 4 netéryggismalum, einkum fyrir pa sem starfa
innan fjarmalakerfisins en einnig pverfaglega. Til hennar hefur verid bodid bzdi innlendum og
erlendum sérfreedingum p.m.t. Ur freedasamfélaginu, starfsmonnum sedlabanka, fjarmala- og fjar-
skiptafyrirtaekja auk ymissa fulltrda stjérnsyslunnar, sem einkum bera dbyrgd a eda starfa a svidi net-
oryggismdla. Radstefnan er pvi vidtaekur vettvangur fyrir sérfraeedinga a svidi upplysingadryggis og hefur
almennt verid mjog vel sétt.

Radstefnan i ar er haldin i dag i Hérpunni, i bodi Sedlabanka islands. Vidfangsefni hennar nu snyr ad
netoryggi fra sjénarhdli fjarmalastédugleika og pjodaroryggi, med fjdrmalainnvidi og skyjalausnir til
hlidsjonar. Dagskra radstefnunnar i ar er ahugaverd og munu badi innlendir og erlendir sérfreedingar
koma fram. M4 hér t.d. nefna Pervin Dadashova, framkvaemdastjora fjarmalastodugleika hja sedla-
banka Ukrainu. Samhlida allsherjarinnras Russlands i Ukrainu fylgdu umfangsmiklar netdrasir 4 helstu
innvidi landsins, par & medal helstu fjarmalainnvidi. Pervin mun fjalla um vidbrégd sedlabanka Ukrainu
og hver ahrifin & fjdrmdalastédugleika voru i sliku neydardstandi. Marcus Murray, sérfreedingur i net-
oryggismalum og stofnandi Truesec Group, mun einnig fjalla um netarasir & Ukrainska innvidi i vidara
samhengi og hvernig peim er { auknum maeli beint gegn bandaménnum Ukrainu. pa mun Phil Venables,
upplysingadryggisstjéri Google Cloud, midla reynslu sinni Ur heimi upplysingadryggis en Phil hefur
komid vida vid i peim efnum, medal annars hja Goldman Sachs, en hann pjénar einnig i radgjafaradi
Bidens Bandarikjaforseta um visinda- og teeknimadl. Asamt peim munu fjdlmargir innlendir og erlendir
sérfreedingar a vettvangi upplysingaoryggis, l6ggaeslu, fjdrmalamarkada og sedlabanka halda erindi og
taka patt i pallbor6sumraedum.

Hoéfundar: Gunnar Jakobsson, varasedlabankastjori figrmdlastédugleika, Omar bér Eyjélfsson, sér-
fraedingur @ svidi fjgdrmdlastédugleika, og Stefdn Rafn Sigurbjérnsson, upplysingafulltrii @ skrifstofu
bankastjora.
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1 December 2022

Memorandum

To: Financial Stability Committee
From: Central Bank of Iceland

Re: Background to the decision on the countercyclical capital
buffer

The Central Bank of Iceland Financial Stability Committee’s (FSN)
decision from 29 September 2021 to increase the countercyclical capital
buffer (CCyB) on financial institutions from 0% to 2% took effect on
29 September 2022. The increase was based on the Committee’s
assessment that cyclical systemic risk was at least at the level seen
before the spread of the pandemic, as asset prices had risen rapidly
alongside an increase in household debt. The CCyB requirement is now
at the same level as it was when the pandemic began to spread in
Iceland. Increased capital strengthens financial system resilience and
better enables the system to withstand financial shocks. Raising the
CCyB gives the FSN the scope to lower it again later if warranted.

The economy rebounded successfully after the pandemic, and strong
GDP growth in 2022 has been driven by rising private consumption and
favourable developments in the tourism industry. The global output
growth outlook has deteriorated, however, and global risks are at a
unusually high level. Inflation has risen steeply in all of Iceland’s main
trading partner countries, and the monetary stance has been tightened.
Furthermore, risk has accumulated in trading partner countries in recent
years, owing to increasing debt levels and rising asset prices. Adverse
developments in global markets could affect financial stability in
Iceland, and worsening financial conditions abroad have already
tightened Icelandic financial institutions’ access to foreign credit
markets.

Private sector debt

Twelve-month real growth in household debt measured 0.2% at the end
of September, as compared with 5.1% at the beginning of the year.
Nominal growth in debt is still relatively strong, however, at 9.6% in
September, after having fallen slightly in the past twelve months. A
rising share of nominal growth is due to indexation on index-linked
loans, which account for just under half of household debt. The pace of
new lending is now similar to that seen before the pandemic, and the

Financial Stability Committee report to Parliament

93



credit system’s net new mortgage lending to households has developed
broadly in line with housing market turnover.

With rising nominal interest rates, debt service on new loans and
existing variable-rate loans has increased, particularly on non-indexed
loans. This reduces demand for credit. Rules on borrower-based
measures, which entailed caps on loan-to-value (LTV) and debt service-
to-income (DSTI) ratios, were also tightened in response to rapidly
rising house prices and deteriorating loan quality. This is offset by the
fact that in spite of rising nominal interest rates, higher inflation means
that real rates on new non-indexed mortgage loans are still negative.
Furthermore, real rates on indexed mortgages are historically low. Low
or negative real rates are therefore still driving demand for new
mortgages, while the borrower-based measures provide some
counterweight. Household demand for indexed loans has grown in
recent months, as these loans generally have a lower debt service burden
in the early part of the loan period than comparable non-indexed loans
do. In August, net new indexed lending to households was positive
within the month for the first time since before the pandemic. Even so,
the majority of net new mortgage loans issued in September were non-
indexed.

Household debt came to 79.9% of GDP and 150.4% of disposable
income at the end of September. Both of these ratios have been falling
since mid-2021, although the debt-to-GDP ratio has fallen slightly
more, partly because of strong GDP growth during the period.

By the end of September 2022, corporate debt had fallen in real terms
by 1.3% year-on-year. In price- and exchange rate-adjusted terms, it had
grown by 6%. Corporate credit growth has gathered pace during the
year. This is due mainly to an increase in the commercial banks’
corporate lending. Cumulative net new loans to companies in the first
ten months of 2022 totalled just over 257 b.kr., a substantial increase
relative to previous years. If lending continues to grow at this pace,
growth in corporate debt will keep increasing in coming months, all else
being equal.

Arrears on loans from the systemically important banks to individuals
and businesses are historically low. The non-performing loan (NPL)
ratio on loans to individuals is still falling, measuring 0.75% at the end
of Q3/2022. Just over 0.8% of household loans were frozen in October.
The corporate NPL ratio was 2.4% in Q3, after falling by nearly half a
percentage point between quarters. As before, arrears are greatest
among companies in the hospitality industry, at 7.2%, although the ratio
fell by 1.5 percentage points quarter-on-quarter. The share of frozen
corporate loans was 7.4% at the end of October and is also declining.

Financial Stability Committee report to Parliament

94



Real estate market

The rise in house prices has eased in recent months. In October 2022,
the capital area house price index had risen by 11.1% year-on-year in
real terms, as compared with 15.3% in May. The same trend has been
seen in regional Iceland, where the year-on-year increase also measured
11.1% in October. Housing market turnover has continued to contract
in recent months and, in real terms, is now broadly similar to the level
seen during the years preceding the pandemic. Furthermore, the number
of flats available for sale has risen, and the average time-to-sale has
grown longer.

The ratio of house prices to fundamentals is still very high, however. As
of October, the ratio of the capital area house price index to the general
wage index had risen by 12.6% year-on-year, and the ratio of the house
price index to the rent price index had risen by 14.4%. The ratio vis-a-
vis the building cost index had risen by 9.4% over the same period. The
rise in house prices over and above fundamentals indicates significant
imbalances in the housing market and the associated systemic risk.
Indicators suggest, however, that imbalances are no longer
accumulating. In June 2021, the FSN lowered the maximum loan-to-
value (LTV) ratio on consumer mortgages, and in September 2021 it
adopted rules capping debt service-to-income (DSTI) ratios, which took
effect on 1 December 2021. In June 2022, the Committee lowered the
maximum LTV ratio for first-time buyers and tightened the rules on
DSTI ratios by introducing a minimum interest rate into the calculation
of the ratio. These measures, together with interest rate hikes, have
affected demand in the housing market. This is reflected in weaker
lending growth and slightly improved overall loan quality of new
mortgages in recent months. First-time buyers are still taking on
increased risk, however, as the borrower-based measures are less
stringent for them than for other buyers.

Turnover in registered commercial real estate (CRE) purchase
agreements increased in real terms by more than one-fifth year-on-year
in Q1/2022 and was high in historical context. The large CRE firms’
operations have been quite successful recently, although rising interest
rates negatively affected their operating results in Q3. Returns on
investment assets measured a historically high 5.5% during the quarter.
Positive valuation adjustments of investment assets are still a large item
in the companies’ operations, however, although increased financing
costs in the assessment of fair value have counteracted this trend
recently. The companies’ equity ratios and LTV ratios have been
broadly unchanged over the past twelve months. However, their
liquidity has deteriorated in 2022 to date, their combined interest
coverage ratio has fallen due to increased indexation on their debt, and
large long-term loan maturities in the coming twelve months have
lowered their current ratios and cash flow ratios. Nevertheless, they
have scope for refinancing, owing to ample collateral capacity.
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The banks

The banks’ interest rate spreads had widened year-on-year in Q3, in line
with the increase in the Central Bank’s key rate. High interest rates,
inflation, and credit growth in the recent term have strengthened the
return on their core operations, which measured 15% in Q3, as opposed
to 11.3% at year-end 2021. The return on core operations, which is
based on interest income and fees and commissions, is the banks’ first
line of defence against a drop in the capital ratio due to loan losses and
other shocks to their operations.

By now, the banks have reversed a large share of the precautionary
contributions they made to their impairment accounts because of the
pandemic. The impairment of their loan portfolios is based on expected
future losses and recoveries. The cross-default non-performing ratio on
the banks’ loans to customers was 4.8% in October, as compared with
9% a year earlier.! The facility-level non-performing loan ratio on their
loans to customers was only 1.3% and had fallen by nearly a percentage
point between years.?> Tourism companies’ position has strengthened
with the rise in foreign visitor numbers, and the total for this year is
expected to be on a par with that in 2016. Uncertainty in the sector has
increased somewhat, however, partly because of adverse economic
developments in key trading partner countries, which could cut into
demand for tourism services further ahead. Pulling in the opposite
direction are a weaker krona and lower oil prices.

Because of adverse developments in foreign markets and growing
uncertainty, conditions in capital markets have deteriorated. The banks’
access to foreign credit has grown tighter, and credit spreads on their
foreign-denominated bonds have risen rapidly. There are no remaining
foreign maturities in 2022, and year-2023 maturities total 120 b.kr. If
conditions remain challenging, the banks could end up taking on
additional risk in connection with funding.

The systemically important banks’ capital ratio was 22.8% at the end of
Q3, or 1.9 percentage points lower than at the same time in 2021.
Following the increase in the CCyB to 2%, the banks’ capital ratios are
1.5-3.5% above the overall required ratio.

Overall assessment of cyclical systemic risk

! This refers to non-performing loans according to the cross-default method,
according to which all of a borrower’s loans are considered non-performing if one
loan is frozen or in arrears by 90 days or more, or if the borrower is deemed unlikely
to pay their obligations when due.

2 The facility-level non-performing loan ratio is calculated in accordance with EBA
standards.
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Private sector credit growth has been relatively modest in the recent
past. Developments continue to diverge between households and
businesses, however. Corporate credit growth has picked up somewhat,
while household credit growth has lost pace. The debt-to-GDP ratio is
now slightly higher than before the pandemic, after surging in 2020,
mainly because of the contraction in GDP. It then fell once again,
primarily because GDP began growing swiftly. It is expected to keep
declining if credit growth remains moderate.?

The combined effects of higher interest rates and tighter borrower-based
measures have contained the rise in house prices. It is likely that house
price inflation has peaked, and indicators imply that imbalances are no
longer accumulating. Significant imbalances remain, however, and
there is some likelihood of a correction in prices.

The statistical presentation of the financial cycle indicated that the
financial cycle was still rising in Q3. The upward cycle is driven by
fluctuations in house prices and the debt cycle, although it is offset by
the fact that the debt cycle is still at a low position. The domestic
systemic risk indicator (d-SRI) has been falling this year and is now just
above its average. The decline is driven by the fall in the private sector
debt-to-GDP ratio.

3 The ratio of private sector debt — i.e., households and non-financial companies — to
GDP.
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Appendix — Charts

Skuldahlutfall, fravik fra leitni og
eiginfjaraukaviomid'

% af VLF % af aheettugrunni

Fravik fra leitni (v. as) = Skuldahlutfall (v. as)

e | eitni (v, &s) = Eiginfjaraukavidmid (h. as)

1. Heildarskuldir heimila og fyrirtaekja ad kréfuvirdi, i hlutfalli vid verga
landsframleidslu sidustu fjdgurra arsfjordunga. Leitni er fundin med
einhlida HP-siu med sléttunarstikann A=400.000.

Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Raunvirdi skulda fyrirtaekja

6.000 60

5.000 45

4.000 30

3.000 15

2.000 0

1.000 -15
0 mmm e -30
2000 2004 2008 2012 2016 2020

B Arsbreyting (h. &s) == Skuldir (v. as)

Skuldir fyrirtaekja ad kréfuvirdi, a verdlagi nyjustu meelingar. Raunvirtar med
visitélu neysluverds.
Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Raunvirdi skulda heimila

3.500 25
3.000 20
2.500 15
2.000 10
1.500
1.000 0
500 -5
0 ~-mmmm e -10

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

B Arsbreyting (h. &s) == Skuldir (v. &s)

Skuldir heimila ad kréfuvirdi, a verdlagi nyjustu maelingar. Raunvirtar med
visitélu neysluverds.
Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Proun skulda atvinnufyrirtaekja
brotin nidur a lanveitendur

2015 2016 2017 2018 2019 2020 2021 2022

I Innlansstofnanir I Lifeyrissjodir
Onnur fjarmalafyrirtaeki I Erlendir lanveitendur
Samtals

Heildarskuldir fyrirtaekja ad krofuvirdi, raunvirtar med visitélu neysluverds.

Raunbreyting & milli ara og framlag hvers flokks lanveitenda til hennar.
Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Proun skulda heimila brotin
niour a lanveitendur

2015 2016 2017 2018 2019 2020 2021 2022

I Innlansstofnanir I Lifeyrissjodir

Onnur fjarmalafyrirtaeki Samtals

Heildarskuldir heimila ad krofuvirdi, raunvirtar med visitélu neysluverds.

Raunbreyting & milli ara og framlag hvers flokks lanveitenda til hennar.
Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Raunverd og -velta atvinnuhudsnadis
a hofudborgarsvaedinu

Visitala, 1F 2008 = 100 %

1995 1999 2003 2007 2011 2015 2019

@ Arsbreyting verds (h. 4s) ====Raunverd (v. as) Raunvelta (v. as)

Verdvisitala raunvirt med visitélu neysluverds. Visitalan byggir & vegnu medaltali
idnadar-, verslunar- og skrifstofuhdsnaedis. Veltuvisitala synir medaltal raunvirtrar
veltu sidustu fjégurra arsfjordunga. Nyjustu gildi eru til bradabirgda.

Heimildir: Hagstofa [slands, Pjédskra [slands, Sedlabanki [slands.
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Verdhlutfoll atvinnuhldsnaedis

Visitala, 4F 2008=100

1998 2002 2006 2010 2014 2018 2022

=\/erd 4 fermetra / Verg landsframleidsla a fermetra
==\/erd & fermetra / Vergur rekstrarafgangur a fermetra

Verd a fermetra / Byggingarvisitala

Arleg gégn um vergan rekstrarafgang eru tengd yfir arsfjérdunga med dlinu-
legri adferd. Arleg gbgn um atvinnuhUsnaedisstofn eru tengd linulega yfir
arsfjordunga.

Heimildir: Hagstofa [slands, Pjédskra [slands, Sedlabanki [slands.
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Raunverd og raunvelta a ibudamarkadi
hofudborgarsvaedisins

Visitala, okt. 2007=100 %

2000 2004 2008 2012 2016 2020
B Arsbreyting (h. &s) == Verdvisitala (v. as) Veltuvisitala (v. as)

Visitala ibadaverds a hdfudborgarsvaedinu, raunvirt med visitélu neysluverds.

Veltuvisitala synir priggja manada hlaupandi medaltal veltu, sem raunvirt
hefur verid med visitélu neysluverds.

Heimildir: Hagstofa [slands, Pjédskra [slands, Sedlabanki [slands.
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Husnaedisverd 8 hofudborgarsvaedinu
og akvardandi paettir

Visitala, jan. 2011 = 100

70 I T T T T T T T 1 1 1 1

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

= H{snzedisverd @ moti launum
== H(snzedisverd @ moti byggingarkostnadi

Husnaedisverd & moti leiguverdi

Heimildir: Hagstofa [slands, Pjédskra Islands.
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Fjarmalasveifla og undirpzettir hennar

Stadalfravik

1990 1994 1998 2002 2006 2010 2014 2018 2022

e Fjarmalasveifla = Skuldasveifla

Fjarmoégnunarsveifla = HUsnaedissveifla

Fjarmalasveiflan, blda linan, er einfalt medaltal undirpattanna. Hver undir-
battur er einfalt medaltal sveiflupatta ur breytum sem tengjast skuldum,
husnaedisverdi og fjarmodgnun banka. Sveiflupaettirnir eru fundnir med
Christiano-Fitzgerald tidnisiu med tidnisvidid 8-30 ar.

Heimildir: Hagstofa [slands, Pjédskra [slands, Sedlabanki [slands.
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Samsettur visir fyrir sveiflutengda
kerfisahaettu (d-SRI)

Stadalfravik

1994 1998 2002 2006 2010 2014 2018

I Raunverd hlutabréfa
I Greidslubyrdarhlutfall heimila
I Vidskiptajofnudur sem hlutfall af VLF
Raunbreyting heildarskulda einkageirans
s Utlan banka til einkageirans sem hlutfall af VLF
I Husnzedisverd @ moti launum
d-SRI

Spagildi eru notud fra og med Q3 2020 fyrir greidslur, ad baki
greidslubyrdarhlutfalli heimila.
Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Vidskiptajofnudur

2000 2004 2008 2012 2016 2020
I Voruskiptajofnudur bjonustujéfnudur
I bittatekjujofnudur =\/idskiptajofnudur

Midad er vid undirliggjandi vidskiptajéfnud timabilid 4F2008-4F2016, pbar sem
leidrétt er fyrir ahrifum gémlu bankanna a pattatekjur og dbeint mzelda fjar-
malapjonustu. Timabilid 2009-2012 var pattatekjujéfnudur einnig leidréttur
fyrir ahrifum Actavis vegna dnakveemra gagna a timabilinu. battatekjujéfnudur
tekur til frumpattatekna og rekstrarframlaga.

Heimildir: Hagstofa [slands, Sedlabanki [slands.
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Stada vanefnda utlana eftir [antaka
og tegund vanefnda
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Vanskil samkvaemt lanpegaadferd, hlutfall Gtlanum til hvers steerdarflokks.
Kerfislega mikilvaegir bankar, modurfélég, bokfeert virdi.
Heimild: Sedlabanki Islands.
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KMB: Ardsemi

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

— Ardsemi reglulegra tekna (v. as)?
e Argsemi skv. uppgjori (v. as)
Eigid f&, ma.kr. (h. as)

Ardsemi er reiknud Ut midad vid medalstddu eigin fjar. Samstaedur kerfislega
mikilvaegra banka. Valitor undanskilid arin 2017-2020. Ardsemi reglulegra tekna
midast vid hreinar vaxta- og poknunartekjur ad fradregnum reglulegum
kostnadi. Skatthlutfall er 20% og midad er vid medalstédu eigin fjar.

Heimildir: Ars- og arshlutareikningar vidskiptabanka.
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KMB: Hreinar vaxtatekjur, vaxtagjold
og vaxtamunur

Visitala, 2012 =100

60 I T T T T T T T T T
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

= Hreinar vaxtatekjur (v. as)
= Heildareignir (v. as)
Vaxtamunur (h. as)

Samstaedur kerfislega mikilveegra banka. Hreinar vaxtatekjur & 1. arsfjordungi

2022 feerdar & arsgrundvoll.
Heimildir: Ars- og arshlutareikningar vidskiptabanka.
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KMB: Eiginfjar- og vogunarhlutfoll

20

2012 2013 2014 2015 2016 2017 2018 2018 2020 2021 2022

= Eiginfjarhlutfall (T1)
= Eiginfjarhlutfall (CAR)

Vogunarhlutfall

Samstaedur kerfislega mikilvaegra banka.
Heimildir: Ars- og arshlutareikningar bankanna.
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