Statement by the governmentconcerning actions on the real estate and financial markets


Turnover on the real estate market has significantly slowed down this year. The real estate market is an integral part of the economy and a considerable cooldown would amplify the economic downturn in general, while property buyers and owners would suffer. This could undermine economic stability in the country in the long run. The Icelandic real estate market also has to deal with illiquidity which severely restricts the banks from normal lending practices. Limited supply of risk-free ISK bonds has also caused increasing pressure on the bond and currency markets.

The government has decided to take special action to react to this situation. The actions are in accordance with the government’s policy of reformation and changes to the organisation of the Housing Financing Fund (HFF) and intended to improve the function of the monetary policy.

Two new loan classes will be created by HFF. One is concerned with lending to banks, savings banks and other financial institutions for refinancing loans already given by these loan institutions against mortgage in residential housing. The other class is intended for lending to banks, savings banks and other loan institutions for financing their new mortgages. The condition for any lending in these classes is that such lending will guarantee the safety and supply of loans and normal price formation on the real estate market. The loans will be granted with a special fee for government guarantee and the condition that maximum mortgage ratios do not exceed the limits set by HFF. Conditions for credit valuations will be comparable to those set by HFF. Rules will also be set for maximum loan amounts granted by loan institutions funded by HFF. HFF’s funding of the above housing loans given by financial institutions will be against collateral in their mortgage portfolios, similar to the rules on covered bonds, either by liquid funds or HFF bonds that qualify as collateral in trading with the Central Bank of Iceland.
In order to relieve the pressure on bond and currency markets it has been decided, on the basis of an authorisation from the Parliament, to increase the issuance of short government bonds. The Ministry of Finance will prepare such issuance in consultation with the Central Bank of Iceland.
The fire insurance valuation reference for HFF lending will be eliminated and instead the reference will be up to 80% of a property's purchase price. Fire insurance valuation of real estate in the Reykjavík area often represents only about 50% of market price and therefore it is difficult to finance the purchase of small apartments in the area with loans from HFF. This change will particularly facilitate the trading of smaller properties in the Reykjavík area.

HFF’s maximum loan amounts will be ISK 20 million instead of ISK 18 million and the increase is intended to facilitate trading on the real estate market.
HFF shall be given more freedom to grant loans for rental housing on the general market to enable owners of temporarily unsaleable housing to rent their properties. Companies, organisations and housing cooperatives requesting HFF loans for rental housing must have their articles confirmed by the Ministry of Social Affairs and Social Security. Rental loans will be granted to parties in the areas where independent parties have officially estimated a real demand for rental housing. Thus the authorisation will not be used to change saleable housing into rental housing unless there is verifiable need.

Loan institutions have a duty to assist people experiencing payment difficulties, e.g. by freezing loans, debt restructuring or refinancing. The government expects that a bill on payment adjustment will be confirmed when the Parliament starts again.

The Minister of Social Affairs and Social Security will prepare the actions in relation to housing matters, in cooperation with the Financial Supervisory Authority and HFF if needed, and in consultation with the Central Bank of Iceland.
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