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Abstract 
 
The financial markets in Iceland have endured immense volatility in the last 10 years. 

The 2008 financial crisis caused massive havoc but the Icelandic economy has been 

adjusting since, more than most people thought was possible. Credit rating agencies 

offer their opinion on the creditworthiness of an issuer of debt. These agencies have 

had to keep up with the changes in the Icelandic economy during this period, 

downgrading the sovereign several times. Only recently, in 2015, was the rating of the 

Republic of Iceland upgraded. The purpose of this research is to analyze the daily price 

changes of long term Icelandic government bonds after a rating agency issues an 

announcement regarding the creditworthiness of the government, and explore whether 

and if so, to what extent, the market reacts to those announcements in the period of 

2006-2016. The study examines a thirteen day period before and after an announcement 

is made by Standard & Poor’s, Moody’s and Fitch. Prior studies have found that 

downgrades have a negative effect on bond prices and upgrades have a positive effect. 

Studies show that downgrades matter more to market participants than upgrades. The 

results of this thesis revealed that only a few rating announcements had a significant 

effect on the prices of government bonds. The announcements that affected the price 

changes of the government bonds mostly occurred in 2008, a fragile time in the 

Icelandic financial environment, so other factors not included in the analysis may have 

affected the price changes.  Further research is needed to fully see the determinants of 

the prices of government bonds, as well as the role that credit rating announcements 

play in the formation of prices of Icelandic government bonds.  
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1. Introduction 
In the world of finance, investors are generally interested in maximizing their 

returns, while minimizing their risk exposure. These two subjects go hand in hand. 

Riskier assets should provide higher returns, but the probability of those assets to 

default can be high. Government bonds are commonly referred to as being risk free 

assets, since governments are viewed as having a low possibility of defaulting on their 

obligations. Governments can utilize capital controls and taxes to obtain funds in 

order to pay their debts. The return investors can expect is a combination of many 

factors. A security provides some return, which is a composition of the real return and 

several premiums that can affect the price of the asset, and its feasibility to investors. 

Concepts like inflation, liquidity, maturity, exchange rate and default are relevant to 

calculating the discount rate of an asset. Investors need to seek out information in 

order to properly evaluate what they can expect from their investments (Damodaran, 

1999).  

Efficient markets are those where all available information regarding a 

security is reflected in its price. Three forms of efficient markets are acknowledged: 

weak-form efficiency, semi strong-form efficiency, and strong-form efficiency. The 

difference between these forms of efficiency is the available information to market 

participants, where a weak form efficiency has the least information and a strong form 

efficiency has the most (Campbell, Lo, & MacKinlay, 1997). Many scholars have 

researched market efficiency, and whether it is an assumption that holds. Scholars 

have found that weak form and semi-strong form efficiency hold in some cases, but 

the existence of a strong form market efficiency is debatable (Elton, Gruber, Brown, 

& Goetzmann, 2014). 

Commercial Credit Rating Agencies (CRAs) are companies that offer 

investors information regarding an entity’s likelihood of default and its ability to 

fulfill its obligations to creditors. The agencies additionally evaluate the 

creditworthiness of sovereigns and municipalities, so investors of government bonds 

can utilize the information provided by the agencies to make educated decisions 

(Fabozzi, Modigliani, & Jones, 2014). 

Three companies lead the market when it comes to commercial credit ratings. 

Those companies are Moody’s, Standard & Poor’s and Fitch, often referred to as the 

Big Three. The service offered by these companies is important in financial markets. 
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Credit ratings play a large role in enabling entities and governments to raise funds in 

capital markets by issuing bonds. Since most participants in the market recognize the 

CRAs service, it makes it easier for corporations to communicate their 

creditworthiness. The operation of CRAs is relevant to many market participants. 

Issuers benefit from being rated since the ratings are well recognized. This makes the 

pool of possible investors larger. Intermediaries also benefit from the operations of 

CRAs, which ease the flow of capital from investors to issuers. Investors can 

additionally use the ratings, compare them to their own risk tolerance and make 

decisions affected by them (S&P Global Ratings, n.d.). When CRAs rate sovereigns 

there are two main factors that are taken into account, economic risk and political 

risks. An evaluation of economic risk focuses on the ability of a government to meet 

its obligations to creditors while the political risk is an indicator of a government’s 

willingness to fulfill its obligations (Fabozzi et al., 2014). The Big Three all have their 

own criteria that are used when sovereigns are rated. While the criteria might differ 

from agency to agency, they all evaluate similar factors. Macroeconomic factors play 

a large role in the rating process, such as GDP growth, inflation, external debt and 

more (Cantor & Packer, 1996).  

The Republic of Iceland received its first rating from a CRA in 1986, in a 

process where Standard & Poor’s categorized some sovereigns that had not been 

given a formal rating. The results of this process were good for Iceland, but the 

sovereign received the second highest grade at the time. Three years later, the 

Icelandic government requested its first rating. In 2000, all three companies, 

Moody’s, Standard & Poor’s, and Fitch had rated Iceland, with relatively high grades. 

Since then, the financial crisis has had a large impact on the Icelandic economy, as 

well as the sovereign’s creditworthiness. Following a financial crisis many 

downgrades were made by the CRAs in late 2008 and 2009 (Seðlabanki Íslands, n.d.-

a). Prices of government bonds fluctuated much during that period (Kóði, n.d.). It 

wasn’t until the summer of 2015 that bonds issued by the Republic of Iceland were 

upgraded again by all three rating agencies (Seðlabanki Íslands, n.d.-a).  

Many studies have tested the informational value of the information provided 

by credit rating agencies. Most studies find that the market seems to pay more 

attention to rating downgrades that it does to upgrades (Steiner & Heinke, 2001). 

Additionally, the market does not view all rating changes equally. There seems to be a 
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tendency for market participants to place more value on downgrades for previously 

low-graded bonds (Hite & Warga, 1997).  

The aim of this thesis is to analyze whether, and if so to what extent, market 

participants reacted to rating announcements from CRAs in the period of 2006-2016, 

by examining daily price fluctuations of long-term Icelandic government bonds, with 

regards to rating actions performed by the rating agencies Standard & Poor’s, 

Moody’s and Fitch. Bad news is expected to have a negative effect on prices, whereas 

good news is expected to have a positive effect. The thesis will use an event study that 

analyses thirteen days before and thirteen days after an announcement from Standard 

& Poor’s, Moody’s and Fitch, in order to realize whether the information provided in 

the announcements affect the prices of long-term government bonds. The thesis will 

aim towards answering the question: Does the Icelandic market for government bonds 

react to rating announcements?  

The thesis is split into several parts. The first part will explain the formal 

concept of the risk-free rate and efficient markets. The second part will review the 

credit rating agencies and the Icelandic market. The third part will discuss research 

made by other scholars on the subject of credit ratings and their effects on the prices 

of bonds. In the fourth part, the analysis itself is introduced and results are 

represented. Finally, the results are compared to prior similar studies.  
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2. Background 
The following section explains the main concepts of government bonds, the 

risk-free rate, and market efficiency. Since government bonds are commonly referred 

to as being risk free assets, the section will conclude with the development of the 

Icelandic bond market.  

  

2.1. The risk-free rate and government bonds 

It is common practice to refer to government bonds as being the safest 

investment, since the probability of a government to default is generally very low. 

The rate of return for such bonds is, therefore, often referred to as the “risk-free” rate 

of return.  

In the financial environment, market participants need to know the properties 

of their financial assets. Investors assess each security’s characteristics based on 

available information. They can then evaluate and select securities that have the 

appropriate risk levels that suit their own attitude towards risk. Some investors are 

willing to take on more risk in order to receive higher returns, while others prefer to 

choose assets associated with low risk (Dorn & Huberman, 2010). In order to know 

the rate of return for an investment, there are many known approaches to doing so. 

The risk-free rate of return can be interpreted as the return that a risk free asset 

provides to investors. In finance, risk can be considered as the variance of the actual 

return from the expected return, so a risky asset would have a high variance, and an 

asset that has minimal risk will have a low variance. For a risk free asset, the returns 

one receives from the investments will be equal to the expected return of that same 

asset. This rate of return can then be used as a benchmark for other riskier assets, 

where a risk premium is added to the risk-free rate (Damodaran, 1999). Assets that 

are to be viewed as risk free should have low default risk. Default risk is the risk that 

the issuer of a debt will not uphold his responsibilities toward his creditors, he will 

default and not pay what he ought to. Long-term government bonds are commonly 

used as a basis for the risk free rate, since governments have very low default risk. 

The likelihood of default is always greater for a private firm than it is for a 

government. This is not because governments are better run than companies, it is 

because a government always has the option to use its power to control taxes and 

change the money supply (Bodie, Kane, & Marcus, 2009; Damodaran 1999). 
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Damodaran (1999) argues that the appropriate rate of return to be referred to as risk 

free is that of 10-year government bonds. 

The risk-free rate varies between different parts of the world. The reason for 

this is that rates that have the same maturity and are default free differ across the 

world due to inflation, political risk and other factors. Currency with high inflation 

will have higher risk-free rates than currencies with low inflation. Therefore, the risk-

free rate will differ across countries (Damodaran, 1999).  Additionally, some 

governments have defaulted on their loans throughout history, and for those countries 

the default risk is higher (Cuadra & Sapriza, 2008). The appropriate risk-free rate to 

use at each time should correspond with the cash flow of the asset that is being 

measured (Damodaran, 1999).  

The assumption that a government cannot default on its obligation does not 

always hold. The possibility of a governmental default exists in emerging market 

economies. In those markets, governments are perceived as likely defaulters on their 

obligations. Historical examples exist, such as Russia in 1998, Ukraine in 2000 and 

Argentina in 2001 (Cuadra & Sapriza, 2008). 

When governments need to finance government spending, they can issue 

bonds. When a government issues a bond, it has issued a sort of an IOU, and it 

promises to pay back the capital in full, as well as interest payments. Countries 

generally issue a combination of bonds, bills and notes, and the debt structure of a 

country is based on the conditions of the market and the government policy. The 

credit standing of a government provides a benchmark for other debt issuers. 

Government bonds can be issued in the local currency of the government and in a 

foreign currency (Damodaran, 1999). In Iceland, bonds are issued in the Icelandic 

Króna, Euro or in US dollars (Fjármála- og Efnahagsráðuneytið, 2015). When a 

government issues a bond, it has issued a debt that is owed and backed by the 

government. Investors who invest in government bonds can usually be quite sure that 

there is minimal probability of the issuer to default, but there are some risk factors 

associated with government bonds. For example, investors should consider the 

country risk, political situation, inflation, interest rate risk and reinvestment risk 

(Cuadra & Sapriza, 2008; Damodaran, 1999).  

Government bonds are an important asset class for investors and account for 

40% of the stock of bonds issued globally. National governments are the largest 

borrowers in the world (Standard & Poor’s Rating Services, 2013). In Iceland, 
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nominal and inflation linked T-bonds, along with HFF housing bonds, account for 

90% of the turnover in the fixed income market (Jónsson, n.d.). Therefore, it is 

important for investors to be aware of the risks associated with these assets.  

 

2.2. Calculating the discount rate 

A commonly used asset-pricing model is a cash flow model, where all future 

cash flows are discounted. The discount rate used in the pricing of an asset can be 

expressed with the following equation (Fabozzi et al., 2014):  

 

! = !! + $% + &% +'% + (% + )% 

 

The equation breaks down the rate of return into six factors. Table 1 explains these 

factors.  

 
Table 1:  

Factors of the discount rate (Source: Fabozzi et al., 2014) 

Factor Meaning 

R Discount rate 

RR Real rate of return, reward for not lending others 

DP Default premium, compensation for taking on the risk of a default 

IP Inflation premium, compensation for expected decline in purchasing 
power 

MP Maturity premium, compensation for lending money for long periods 

LP Liquidity premium, compensation for investing in a financial asset 
that might not be converted into cash at fair market value 

EP Exchange rate premium, compensation for investing in an asset that 
is not denominated in the investors local currency 

 

From Table 1, it can be seen that investors assume their return to correspond with the 

perceived risk that they take on. The risk can be due to the factors listed in Table 1, 

and investors expect compensation for that risk (Fabozzi et al., 2014).  

The rate of return from the equation can be used as a discount factor in cash 

flow models, where the price of a financial asset is derived from all future cash flows 
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that the financial instrument is expected to give. For bonds, the yield should reflect 

the coupon interest that investors will receive from either any capital gains or loss 

earned from holding the bond until maturity. A formal and widely accepted measure 

of the rate of return for bonds is the yield to maturity. The yield to maturity takes into 

account the coupon interest and capital gains or losses during the lifetime of the bond 

(Elton et al., 2014; Fabozzi et al., 2014).  

In finance, investors need to have a base interest rate. Treasury securities are 

fully backed by the government and are therefore viewed as having minimal default 

risk. The government can use capital controls or simply print more money to acquire 

funds to meet its obligations to creditors. Treasury securities are therefore used as a 

benchmark for interest rates (Fabozzi et al., 2014).  

 

2.3. Efficient markets 

The efficient market hypothesis is widely known and accepted. An efficient 

market occurs if prices reflect all information regarding securities that are available to 

investors. In other words, the theory assumes that all relevant information is fully 

accounted for in the prices of securities. In an efficient market, it would not be 

possible for market participants to make a profit of an under- or overpriced security, 

that is, no arbitrage opportunities exist since price and risk are associated with each 

other. The theory assumes that investors are rational and base their investment 

decisions on maximizing their expected utility. Irrational investors are labeled as 

random, and rational arbitragers eliminate the influence such irrational investors have 

on market prices. To simplify: this means that the price today only reflects news and 

information of today, and is independent of what the price was yesterday. This results 

in prices that fully account for all information (Naseer & bin Tariq, 2015). 

The efficient market hypothesis dates back to 1900. In an informationally 

efficient market price changes are unforecastable, if they are properly anticipated.  

 

“A capital market is said to be efficient if it fully and correctly reflects 

all relevant information in determining security prices. Formally, the 

market is said to be efficient with respect to some information set... if 

security prices would be unaffected by revealing that information to all 

participants. Moreover, efficiency with aspect to an information set 
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implies that it is impossible to make economic profits by trading on the 

basis of that information set” (Malkiel, 1991, p. 221).   

 

This indicates that information can be revealed to the market, in order to test 

market efficiency as well as to measure the reaction in the prices of the financial 

assets. If the prices do not move when the new information surfaces, then the prices do 

not change with respect to that same information (Campbell et al., 1997). It is also 

possible to measure the profits that can be made trading on information to see the true 

efficiency of the market. This is the foundation of most empirical work that has been 

done on market efficiency (ibid).  

One can wonder whether hypothetical trading linked to a certain set of 

information would earn superior returns. For this approach to work, one must choose 

an information set. Three forms of market efficiency are accepted in theory. A weak-

form efficiency refers to a set of information that includes solely the history of prices 

or returns themselves. A semi strong-form efficiency is when the information set 

includes all information known to all market participants - the information is publicly 

available. Strong-form efficiency is when the information set includes all information 

known to any market participants - the information is private (Malkiel, 1991). 

 

2.4. Rational markets 

The incorporation of information into security prices discussed in the previous 

section is referred to as information efficiency. However, the question whether 

security prices reflect investors´ expectations regarding present values of future cash 

flow has been on some authors´ minds (Shiller, 1973). A term that can be used for that 

is “market rationality”. Markets that are rational should have no systematic differences 

between real share prices and the value of the security, based on the present value of 

cash flows to security holders. A great deal of evidence supporting market efficiency 

relies on market rationality. It is fundamental for informational inefficiency to show 

that a trading strategy that is profitable can be created to exploit an anomaly. But the 

mere existence of a persistent anomaly questions market rationality (Elton et al., 

2014). 
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2.5. Bonds in Iceland 

The market for bonds in Iceland has changed over the years. At first, around 

1900 and in the following years, occasional Icelanders were active in trading 

securities, but most trades were exhausted on foreign exchanges. Transactions began 

in Iceland in the period of 1930-1940. In 1934, Kauphöllin ehf. began trading 

securities to individuals and businesses, and in 1942 Landsbanki Íslands’ stock 

exchange began operating, only to be shut down two years later. The first indexed 

government bonds were issued in 1964. At the time, no brokers were in Iceland, so 

owners needed to find potential buyers if they wanted to liquidate the bonds before 

their maturity. In the 1980’s The Icelandic Stock exchange (ICEX) was established 

and the Central Bank of Iceland became a market maker for treasury bonds, being 

constantly ready to buy or sell the bonds at an advertised price. The bonds were listed 

on ICEX in 1987, with the Central Bank as a market maker for them. This 

involvement by the Central Bank ceased in 1996, with the exception of treasury bills 

(Kristinsson, 2002).  

Some years ago, reforms were made to the bonds market in Iceland. At one 

time, there were 46 categories of treasury bonds and notes. The categories were often 

small, so trading was not as efficient as it could have been. The number of active 

categories was reduced in order to stabilize interest rate formation and increase 

liquidity in the secondary market. The number of active categories was reduced to 

eight, which is the status of the government bonds market today (Kristinsson, 2002).  

Even though the bond market in Iceland is young, it is believed to play a large 

role in credit intermediation and interest rate formation (Kristinsson, 2002). In 2015, 

the market value of listed bonds in Iceland was approximately 90% of the GDP of the 

country, whereas the market value of stocks was nearly 45% of the GDP (Hagstofa 

Íslands, n.d.; Jónsson, n.d.). In the same year, the average daily trades with listed 

bonds was 8 trillion ISK, whereas the average daily trades with listed stocks was 1.6 

trillion ISK (Jónsson, n.d.), indicating that the bond market in Iceland is massive when 

compared to the stock market.    
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3. Credit Rating Agencies and Governments 
Credit rating agencies offer their opinion on an entity’s ability and willingness 

to pay its debt. Their opinions are widely recognized and accepted. Three rating 

agencies lead the market: Standard & Poor’s, Moody’s, and Fitch. This section will 

explain the different aspects of credit rating agencies as well as providing a brief 

history of credit ratings and the Republic of Iceland.  

 

3.1. Credit risk and sovereigns 

Holders of sovereign debt expect little to none credit risk. However, some 

credit events can occur that those holders might experience. Those events could be a 

default, or repudiation, when the sovereign announces that it will stop making 

payments on its debt. Restructuring or renegotiation might also occur, when the 

sovereign and lenders “agree” to reduce or postpone remaining payments. A regime 

switch might also arise, such as a change of government, or the default of another 

sovereign bond that can change the perceived risk of future default. Recoveries of 

bondholders can also differ, depending on the type of credit event (Duffie & 

Singleton, 2003). 

The incentives that cause a sovereign to default are relatively complex. A 

sovereign that defaults can lose assets held abroad, whereas assets that are held within 

the country are not required to be used as collateral. The country loses reputation for 

failing to make payments, worsening its potential access to international capital 

markets, and maybe even affecting possible international trade. Therefore, politicians 

trade off these possible costs against the true cost of making debt payments, as well as 

considering other political incentives (Duffie & Singleton, 2003). 

 

3.2. Commercial credit rating agencies 

Credit rating agencies provide credit ratings to market participants. Those 

ratings express the opinion of the agency of the credit risk associated with the 

financial asset. Ratings are a tool that can be used to evaluate the willingness and 

ability of an issuer to uphold his obligations and pay the principal along with interest 

payments. Credit ratings assign ratings to issuers. The issuers can be corporations or 

governments and can apply to different types of debt issues, like bonds, notes and 

more. Professionals, who analyze and interpret information from both the issuer and 
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other sources, perform credit ratings. The information is then used to assess the 

entity’s financial condition, their policies and risk management strategies along with 

its operating performance (S&P Global Ratings, n.d.). The ratings are on a nominal 

scale (see Appendix A for explanation of ratings).  

The process of obtaining a rating from a credit rating agency takes some time. 

First of all, the issuer of the debt requests a rating from a rating agency. The agency 

assembles a team of analysts to review underlying information and analysts review 

that information with a management team. The analysts then evaluate the information 

and propose a rating to a rating committee, which reviews the proposed rating and 

votes on it. Subsequently, the agency commonly provides the issuer with a pre-

publication rationale for the rating, so the issuer can fact-check it, and see how 

accurate it is. The agency then publishes a press release and posts the rating on its 

website, so the rating is accessible to the general public. Finally, the last part of the 

process is to follow through on the rating and surveillance the rated issues and issuers. 

By following through with their surveillance, the agencies can identify issues that can 

result in either an upgrade or a downgrade (S&P Global Ratings, n.d.; Moody’s, n.d.). 

In order to offer investors additional information instead of solely the ratings, 

rating agencies offer investors two types of information, outlooks and reviews. A 

rating change signifies a fundamental change in the creditworthiness of an issuer, 

whereas an outlook warns investors of possible changes in the creditworthiness of an 

issuer. An outlook reflects the agency’s prognosis regarding the direction of the credit 

quality. If an issuer receives a positive outlook, it indicates that his rating is likely to 

be raised. A stable outlook indicates that the rating is unlikely to change whereas a 

negative outlook means that the rating is likely to be lowered. A developing or 

evolving outlook indicates that the rating might be raised or lowered (Micu, 

Remolona, & Wooldridge, 2006).  

Reviews are a stronger indicator of future changes in ratings than outlooks. A 

rating can be placed on “CreditWatch” by Standard & Poor’s, “Under Review” by 

Moody’s or “Rating Alert” by Fitch. The reviews indicate to market participants that 

there is a very high probability that the issuer will be downgraded or upgraded in the 

near future. With these tools, the credit agencies can provide information to market 

participants before confirming this information in the ratings themselves. Sometimes, 

no prior announcement occurs before an upgrade or a downgrade, and a review or a 

change in outlook does not always lead to a change in rating (Micu et al., 2006). 
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3.3. The development of credit rating agencies  

The market in which credit rating agencies operate has three leaders. The 

market form resembles an oligopoly, where few companies control the market and 

there is limited entry for new participants. (Perloff, 2012). Moody’s, Standard & 

Poor’s and Fitch lead the market for credit rating agencies. Due to their status on the 

market, the three companies are often referred to as the Big Three.  

Credit ratings have a long history which dates back to 1909, when John 

Moody founded the first credit rating agency in the United States. Before the 

establishment of the first rating agency, investors needed to rely on the reputation of 

the investment banks as well as the information provided by those same banks. Those 

banks purchased and distributed securities, as well as underwriting them (Sylla, 

2002).   

After Moody’s had been established, Poor’s publishing company was founded 

in 1916, Standards Statistics Company followed in 1922 and finally Fitch was 

established in 1924. At the time, entry barriers into the CRA market were few, 

making it easy for new companies to enter the market. The agencies themselves 

needed to rely on their own reputation, meaning that they took responsibility for 

inaccurate ratings (Partnoy, 1999).  

The economic environment in the US was quite fragile in the 1960’s, which 

lead to a review of the operations of CRAs in the 1970’s, when a regulation was 

passed by the US Securities and Exchange Commission (SEC). The regulation 

mandated investors to solely use credit ratings from an agency that had a “Nationally 

Recognized Statistical Organization” (NRSRO) status. Investors needed to retrieve 

valid NRSRO ratings, since financial institutions that were regulated based their 

investments on bonds that were approved by CRAs (Sylla, 2002; White, 2010).  

At the time of the regulation, Standard & Poor’s, Moody’s and Fitch were the 

only companies that had the NRSRO status. The NRSRO regulation created entry 

barriers for other credit rating agencies. In 2000 The Big Three were still the only 

companies in the market approved by NRSRO. In 2006, the SEC lowered the entry 

barriers created by the NRSRO (The U.S. Securities and Exchange Commission, as 

cited in Héðinsson, 2015). 

Today, more credit rating agencies have an NRSRO status, but the Big Three 
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still account for more than 90% of the market (OECD, as cited in Héðinsson, 2015). 

Figure 1 shows the market share of the rating agencies.  

 

!

 Figure 1: Market share of credit rating agencies (Source: OECD, as cited in Héðinsson, 2015) 

 

Standard & Poor’s performs approximately 40% of ratings in the market, Moody’s 

executes around 39% of ratings and Fitch accounts for nearly 15% of ratings. Other 

credit rating agencies satisfy the remaining 10% of the ratings (OECD, as cited in 

Héðinsson, 2015).  

 

3.4. The importance of credit ratings 

Credit ratings are important in the financial markets, especially when it comes 

to enabling corporations and governments to raise funds in capital markets. Entities 

can borrow money by issuing bonds or notes. Credit ratings make the process of 

buying and selling these debt instruments easier, since they provide a measurement of 

credit risk that is efficient and recognized by most. Investors can match the relative 

credit risk of a certain issuer to their own risk tolerance, and the ratings can function 

as a screening device. Credit ratings have many functions in capital markets. They 

provide insight into the cost of capital, they enhance transparency as well as assessing 

creditworthiness and they enhance the investment decision-making process, all while 

increasing knowledge of, and access to new markets (S&P Global Ratings, n.d.). 
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3.5. Users of credit ratings  

Ratings are important to many market participants, be it the issuers of the debt 

or the buyers of it. For the issuers, the ratings provide an independent view of their 

creditworthiness and the credit quality of their debt issues. The ratings also help the 

issuers by getting the information regarding their credit quality out to the public, and 

therefore expanding the world of investors. The ratings can assist the issuers to 

foresee the interest rate that will be offered on their new debts (S&P Global Ratings, 

n.d.). 

Intermediaries are also users of credit ratings, in the form of investment 

bankers who ease the flow of capital from investors to issuers. The ratings can serve 

as a benchmark for the credit risk of different debt issues. They can also be used to 

determine the initial pricing for debt issues as well as deciding the interest rates these 

issues pay. The intermediaries can also serve as arrangers of debt issues, and establish 

special purpose entities that package assets into structured finance instruments that 

can be marketed to investors (S&P Global Ratings, n.d.).  

The ratings serve investors as well. They can use them to make investing 

decisions. They can compare the ratings to their own risk tolerance and make an 

educated decision based on the ratings (S&P Global Ratings, n.d.). 

 

3.6. Rating sovereigns  

Country risk and sovereign credit risk are not the same concept. Country risk 

refers to the risk one takes on when doing business in a certain country, while 

sovereign credit ratings relate to the risk of a sovereign government defaulting on its 

debt obligations. There is a positive relationship between the two concepts, but the 

sovereign rating profile can be upgraded without the improvement of the business 

environment in the same country (FitchRatings, 2014) 

From the perspective of the rating companies, a sovereign issuer is the 

government that has fiscal authority over a recognized jurisdiction. So public policy 

institutions are agents of the sovereign, but their rating can differ from that of the 

sovereign (FitchRatings, 2014).  

Sovereign debt, the obligation of a country’s central government, is rated by 

the rating agencies. The rating agencies assign two sovereign debt ratings; a local 

currency debt ratings and a foreign currency debt rating (Fabozzi et al., 2014). 
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The two main categories viewed when rating sovereigns are economic and 

political risk. When looking at the economic risk, the rating companies assess the 

ability of the government to meet its obligations. When assessing the economic risk, 

quantitative and qualitative analyses are used. The political risk is an assessment of 

the willingness of the government to meet its obligations. A government might have 

the means to pay its creditors, but can be unwilling to pay. When assessing the 

political risk, the rating companies perform a qualitative analysis of the economic and 

political factors that influence government economic policies (Fabozzi et al., 2014). 

Rating companies distinguish between local debt ratings and foreign currency 

debt ratings, since historical evidence shows that the default frequency between the 

two differs. Defaults have been more common for debt denominated in foreign 

currency. This is due to the fact that a government can be willing to raise taxes and 

control the financial system in the country they operate in, so it can easily generate 

more local currency to meet their debt in that currency. But for debt that is 

denominated in foreign currency, the government must purchase foreign currency to 

meet its obligations, having less control of the current exchange rate. Therefore, if the 

value of the local currency decreases in comparison with the foreign currency that the 

debt is denominated in, will be more difficult for the national government to satisfy its 

creditors. The result from this is that the factors that Standard & Poor’s analyzes when 

assessing the creditworthiness of national governments local currency debt and 

foreign currency debt differs to some extent. When assessing the credit quality local 

currency debt of a government, Standard & Poor’s emphasizes domestic government 

policies that foster timely debt payments. For foreign currency, the focus is on the 

interaction of foreign and domestic policies. Today there is little distinction between 

the two, but it used to be common for the local currency debt to receive a higher 

rating (Fabozzi et al., 2014). Today, Moody’s only reports a rating gap between 

foreign and local currency in cases where there is limited capital mobility and the 

government faces constraints in terms of external liquidity. If there is an obvious 

distinction between the ability and willingness of a government to pay its debt, 

Moody’s reports a gap between foreign and local currency ratings (Moody’s Investors 

Service, 2015). 
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3.7. The criteria for sovereign ratings 

The rating criteria for sovereigns used by the Big Three can be seen in Table 

2. The criteria differ to some extent.  

 
Table 2: 

Sovereign rating criteria for the Big Three (Source: Moody’s Investors service, 2015; FitchRatings, 2014; Standard 
& Poor’s Rating Services, 2013) 

Standard & Poor’s Moody’s Fitch 

Institutional & governance 
effectiveness, security risks 

Economic strength, growth 
dynamics, scale of economy & 
national income 

Composite governance 
indicator, GDP per capita, 
share in world GDP, years 
since default and money supply 

Economic structure and growth 
prospects 

Institutional strength, reflected 
in institutional framework and 
effectiveness, policy credibility 
and effectiveness. 

Public finances and general 
government, reflected in gross 
debt, budget balance, public 
foreign currency debt and 
interest payments. 

External liquidity and 
international investment 
position 

Fiscal strength, reflected in 
debt burden and debt 
affordability 

External finances, reflected in 
reserve currency flexibility, 
commodity dependence, 
sovereign net foreign assets etc. 

Fiscal performance and 
flexibility as well as debt 
burden 

Susceptibility to event risk, 
reflected in political risk, 
government liquidity risk, 
banking sector risk and 
external vulnerability risk. 

Macroeconomic performance, 
reflected in GCP growth 
volatility, consumer price 
inflation and real GDP growth. 

Monetary flexibility - - 
 

All agencies include a measurement of economic strength in their criteria. It is an 

important factor, since it indicates a sovereign’s ability to generate revenue and 

service debt. Historically, a lack of economic strength has been a decisive factor in 

past sovereign defaults, occurring when countries had weak economic prospects. 

Institutional strength is a factor in the criteria that reflects the country’s capacity to 

conduct sound economic policies that can foster economic growth and prosperity. 

Fiscal strength captures the overall health of the finances of the government, and 

some governments have a greater ability to carry a higher debt burden at affordable 

rates than others. Standard & Poor’s includes a fifth factor, monetary flexibility, 

which can measure the true willingness of the government to pay its debtors, whether 

the government is willing to use capital controls to raise funds. Moody’s includes a 

factor that the other companies do not list, the susceptibility to event risk. The factor 

denotes the risk that sudden, extreme events can occur that may strain the public 
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finances of the government, and therefore increasing the probability of a default for 

that sovereign (Moody’s Investors service, 2015; FitchRatings, 2014; Standard & 

Poor’s Rating Services, 2013).  

Cantor & Packer (1996) studied the determinants of sovereign credit ratings 

and found that macroeconomic factors play a big role in the rating process. Studying 

the ratings of Moody’s and Standard & Poor’s they found that the following six 

factors played a great role in the rating of a country: per capita income, GDP growth, 

inflation, external debt, level of economic development, and default history. This 

corresponds with the factors that the Big Three report.  

 

3.8. Historical rating of Iceland 

The history of Iceland and credit ratings is a brief one, which starts in 1986, 

when Standard & Poor‘s began categorizing several sovereigns that had not been 

given a formal credit rating at the time (see appendix B for all rating actions 

performed by the Big Three for the Republic of Iceland). Subsequently, Iceland was 

placed in Standard & Poor’s second highest category at that time. That category was 

intended for countries that were considered greatly capable of paying their long-term 

sovereign debt, denominated in foreign currency. Two years later, in 1988, Standard 

& Poor‘s re-evaluated the rating of Iceland and gave the sovereign a formal rating. In 

early 1989, Iceland received a long term sovereign rating of “Ai”, and a short term 

rating of “A-1” from Standard & Poor‘s. Moody‘s assigned an unsolicited rating to 

Iceland in the same year, the rating “A2”. Unsolicited ratings are assessments of the 

creditworthiness of a borrower, where the borrower himself is not involved in the 

rating process at all (Seðlabanki Íslands, n.d.-a). 

In 1989 the Icelandic government first requested ratings from Standard & 

Poor‘s. The requested ratings were for treasury bills that were issued in London. A 

year later, the government also requested a rating from Moody‘s. The bills received a 

short term rating of “A-1” from Standard & Poor’s and “P-1” from Moody‘s 

(Seðlabanki Íslands, n.d.-a).  

Five years later, in 1994 the Icelandic government was preparing for its first 

public bond issue in the US market. Therefore, a rating was needed for long term 

rating for the country from Standard & Poor’s and Moody’s in order to communicate 

creditworthiness to future buyers. Standard & Poor’s rated long term obligations with 
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an “A” rating, while Moody’s announced that the rating would be “A2”. These ratings 

were favorable at the time, confirming the country’s ability to meet its obligations to 

future creditors (Seðlabanki Íslands, n.d.-a). 

In 1996, Moody’s and Standard & Poor’s upgraded their rating of the 

Republic of Iceland. Standard & Poor’s upgraded the long-term debt rating for foreign 

currencies from “A” to “A+”, and the short-term debt rating from “A-1” to “A-1+”. 

Standard & Poor’s additionally provided a rating for Iceland’s local currency debt for 

the first time in history, giving the sovereign an “AA+” rating. In the following year, 

Moody’s upgraded their rating of Iceland, giving it an “Aaa” rating for long-term debt 

denominated in local currency (Seðlabanki Íslands, n.d.-a). 

In 2000, Fitch assigned its first rating to Iceland, a grade of “AA-” for foreign 

currency debt. Fitch gave the highest possible rating for short-term and long-term debt 

in domestic currency, respectively “F1+”and “AAA”. Two years later, in October 

2002, Moody’s again upgraded the rating of the short-term debt in local currency, to 

“Aaa”, which is the highest score that can be achieved from Moody’s. This upgrade 

was partly due to changes in the rating criteria for the agency, which was aimed at 

evening the scores of local currency debt and foreign currency debt. In the same year, 

Standard & Poor’s confirmed a score of “A+” for the Icelandic government, with 

stable outlooks. The highest grade that the Icelandic government has received from 

Standard & Poor’s was in 2005, and was a score of “AA-” for foreign currency long-

term debt. In December 2006 that grade was downgraded to “A+” (Seðlabanki 

Íslands, n.d.-a). 

The Icelandic government held on to the highest grade from Moody’s until 

May 2008, when it downgraded the Icelandic government to an “Aa1”. Following the 

financial crisis, the Icelandic government received multiple downgrades from the Big 

Three in late 2008. Standard & Poor’s downgraded the rating for long-term debt in 

foreign currency to “BBB” and in November 2008 it downgraded the rating again to a 

“BBB-”. Moody’s downgraded the rating to “A1” in October 2008, then to a “Baa1” 

in December 2008 and finally to a “Baa3” in November 2009. In October 2008 Fitch 

lowered the rating from “A-” to “BBB-” (Seðlabanki Íslands, n.d.-a). 

In 2010 Fitch placed Iceland in the speculative category for the first time when 

the ratings for foreign long-term debt and the country rating was downgraded to 

“BB+”, with negative outlooks. Fitch placed Iceland in the investment category again 

in February 2012, but upgraded the rating to “BBB” in February 2013. With increased 
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income and economic growth, hopes were that Iceland would be upgraded to an “A” 

category. If that were to happen, access to financial markets and credit would improve 

for the economic system of Iceland. In June 2015, those hopes became a reality, when 

Moody’s upgraded the rating of Iceland. Shortly after that, in July 2015, the other two 

agencies followed and upgraded their ratings. Moody‘s ranked long-term obligations 

as “Baa2” and short-term obligations “P-2”. Standard & Poor’s gave long-term 

obligations a rating of “BBB” and short-term obligations a rating of “A-2”, with 

steady outlooks, while Fitch assigned “BBB+” rating to long-term debt denoted in 

foreign currency, “F2” to foreign short-term debt and “A-” to long-term debt denoted 

in local currency (Seðlabanki Íslands, n.d.-a).  

 

3.9. Rating changes and market reactions 

The multiple changes made by the Big Three on the Republic of Iceland’s 

rating after the financial crash in 2008 are an indicator of the uncertainty of Iceland’s 

future at the time. Figure 2 shows the development in the prices of five Icelandic 

government bonds that were active in 2008.  

 

 

Figure 2: Prices of Icelandic government bonds in 2008 (Source: Kóði ehf, n.d.)  

!
From Figure 2 it can be seen that in late 2008, the prices of Icelandic government 

bonds fluctuated substantially. At the time, the banking system in Iceland was 

insolvent. The Icelandic Króna was down by 65% in Euro terms, while the British and 
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Dutch governments demanded compensation for their citizens that had held high 

interest deposits in local branches of Icelandic banks. The compensations amounted to 

more than 100% of Iceland’s GDP (Danielsson, 2008). The three largest rating 

agencies all downgraded the Republic of Iceland several times in the period.  

The period following the financial crisis of 2008 was a fairly delicate time in 

the Icelandic economy. Figure 3 shows the yield of the bond RIKB 19 0226 in the 

period of 2008 to 2010, as well as the inflation at the same time. 

 

 
Figure 3: Prices of RIKB 19 0226 and inflation in 2008 - 2010 (Source: Kóði ehf, n.d.; Hagstofa Íslands, n.d.) 

!
From Figure 3, it seems that the real return of RIKB 19 0226 was quite low, despite 

high nominal returns. When the inflation line lies over the yield line, investors were 

receiving what can be considered a negative return.  

Similarly, if the period around the most recent upgrade is examined, an 

upward trend can be seen in the summer of 2015. Figure 4 shows this trend on six 

government bonds that were active in the period.  
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Figure 4: Prices of Icelandic government bonds in 2015 (Source: Kóði ehf, n.d.) 

 
From Figure 4, it can be seen that the market reacted to some good news in the 

summer of 2015. Following the rating upgrades of the Big Three in June and July, the 

prices of the Icelandic government bonds increased.  
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4. Examples from the Literature 
One can question the informational value of credit ratings to market 

participants. Ederington, Yawitz & Roberts (1987) performed a study, focusing on 

whether commercial credit ratings companies provide information to the market. 

Using a linear regression to determine the value of the information provided, they 

found that after a credit rating was downgraded, the prevailing yields went down. The 

results indicated that since market yields vary with ratings, additional information 

about creditworthiness is provided to market participants through the credit ratings. 

Additionally, they found evidence of the market paying less attention to ratings and 

more attention to public information if the rating had not been reviewed for some 

time, indicating that ratings can depreciate over time if they are not reviewed 

regularly. So if the ratings are not re-evaluated regularly, market participants 

increasingly try to use data that is open to the public to evaluate an issuer’s 

creditworthiness  

Steiner & Heinke (2001) performed an event study, which looked at 

international bond price effects of credit rating actions. Their results showed that 

downgrading announcements from rating agencies, as well as negative watch-listings, 

had a significant effect on bond prices on the announcement day and the following 

trading days. However, upgrades and positive watch-listings did not cause any 

significant price changes. Steiner & Heinke (ibid) argued that the reason for this 

difference might be due to investors taking bad news more seriously, and feeling as if 

bad news forced them to sell, whereas good news did not force them to buy, they 

functioned more as an incentive, if anything. The price reactions in their study were 

also dependent on the type of issuer, where government bonds and corporate bonds 

had higher reactions than banks. The reaction was also stronger if the issuer was of 

US nationality, which might be due to a comparative advantage that credit rating 

companies have in analyzing firms that are Anglo-American. The study showed that 

negative news caused the market to overreact, where negative abnormal returns were 

followed by significantly abnormal positive return circa three weeks after the 

announcement of the downgrading. For bonds with a higher default-free yield levels, 

the price reaction was larger.  

Another event study, performed by Cantor & Pecker (1996), showed 

sovereign ratings summarized information contained in macroeconomic indicators, so 
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the ratings correlated with market determined credit spreads. A great deal of the 

correlation reflected similar information that was available to the public. However, 

evidence indicated that that the ratings provided by the agencies independently 

affected market spreads. The study showed that yield movements in the expected 

direction followed announcements of changes in sovereign ratings. The rating 

announcements had a greater effect on bonds that were classified as below investment 

grade than for those in the investment grade. That indicates that for below investment 

grade sovereigns, the credit agencies provide information to the market that is not as 

easily available to the public.  

These results mirror those of Hite & Warga (1997). Their study found stronger 

evidence of price adjustments after downgrades than for upgrades. They found that 

the strongest price movements occurred when the rating went from an investment 

grade to non-investment grade. Interestingly, they found that price movements 

occurred in a six-month period prior to the announcements, and in the month of the 

announcements. The market might therefore adjust to the rating changes before the 

ratings themselves are introduced. Since sovereign ratings generally summarize 

information about macroeconomic factors, prices of government bonds can therefore 

adjust to changes in those factors. Fleming & Remolona (1999) found that the price 

movements of bonds are connected with announcements regarding the 

macroeconomic environment of investors. Their study showed that the largest price 

movements in bonds are due to public announcements regarding economic indicators. 

Interestingly, Cantor & Packer (1996) found that credit ratings are determined greatly 

by similar economic factors.  

Followill & Martell (1997) examined Moody’s bond rating reviews and the 

effect they had on bond prices. They found that announcements of downgrades had 

statistically substantial informational value. However, rating announcements that 

were expected by the public had less effect on market prices. In their study, Followill 

& Martell (ibid) argued that it is important that market participants know when the 

announcements occur, so the prices can adjust to the new information efficiently.  

May (2010) found that for corporate bonds, prices tended to react negatively 

to a downgrade, whereas they tended to yield a positive return following an upgrade. 

May (ibid) found that the bond market reaction varied across credit qualities. For 

upgrades, there was a significant difference between bonds in the investment and 

speculative categories, so when firms moved from being speculative to investment 
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grade, the market responded more positively. In contrast, lower rated firms had larger 

price reactions than higher rated firms for both upgrades and downgrades. May (ibid) 

also found that the market reacted the most in the first two days after an 

announcement, but if monthly data was observed, price fluctuations could still be 

seen. May (ibid) found that by looking at monthly data one might overstate the 

influence of the credit announcement on the market and the economy.  

This resembles the results of Micu, Remolona & Wooldridge (2004), who 

found that the effects of downgrades were stronger for bonds that had a lower rating 

than for those with higher ratings. But as bonds moved further down the rating scale, 

the effect of the downgrades became greater.  The authors argued that this could be 

due to investor’s risk aversion to issuers in danger of being downgraded from the 

investment category. Micu, Remolona & Wooldridge (ibid) found that the impact of 

rating announcements is significant, even in cases were the rating events are 

anticipated. In the same study, they also found that market participants react most to 

downgrades and negative reviews, but the reaction to a negative outlook is not as 

strong.  

Many former studies find stronger evidence of price movements for 

downgrades than for upgrades. Jorion & Zhang (2007) argue that it is relevant to 

consider the rating prior to the new rating. They found stronger information effects 

for rating changes for low rated firms in comparison to high rated firms, which can 

mean that investors take more information from the rating agencies when it comes to 

bonds that have a low rating, prior to a change in ratings. This rhymes with the results 

of May (2010). Lower ratings resulted in stronger price movements, for both upgrades 

and downgrades. One can consider two hypothetical rating changes; a downgrade 

from “AA-“ to “A+” should have less informational value than a downgrade from 

“BB-“ to “B+”. The increased probability of default is relatively small for the former 

change, in comparison to the latter. This could indicate, that for an issuer who has a 

low rating initially, a change in his rating could have a larger effect than that of a 

higher rated issuer (Jorion & Zhang, 2007).  

The next section examines the daily price changes of Icelandic government 

bonds, with regards to announcements from credit rating agencies. According to 

former studies, the effect will be stronger for downgrades than it is for upgrades (Hite 

& Warga, 1997; Steiner & Heinke, 2001). Downgrades are expected to have a 

negative effect, whereas the upgrades are expected to have a positive effect (May, 
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2010). The marginal effect of a downgrade is expected to become greater, that is as 

the rating of the Icelandic government goes further down the effect is expected to be 

greater (May, 2010; Jorion & Zhang, 2007).  
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5. Method 
This section examines the daily price changes of long-term Icelandic 

government bonds with regards to all rating changes made by Standard & Poor’s, 

Moody’s and Fitch. A standardized event study based on the methodology of Pálsson, 

Ólafsdóttir and Sigurðsson (2007) is used and examines an event window of thirteen 

days before an announcement and thirteen days after an announcement. 

  

5.1. Data  

The data used for this study covers the adjusted daily prices of Icelandic 

government bonds, with maturities of 5 or more years, in the period of 2006-2016. 

The maturity condition was chosen for simplification. Damodaran (1999) argues that 

10-years government bonds should be viewed as risk-free, but in order to have a 

larger sample, the maturity was limited at five years. The data was retrieved from an 

Excel supported financial information portal KODIAK (Kóði ehf, n.d.), and covers 

daily prices of the bonds chosen. Table 3 shows the bonds that the research examines. 

The sample consists of nine government bonds, which differ in dates of issues and 

maturity date. The bonds in Table 3 are listed in the order of issuance date.  
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Table 3:  

Icelandic government bonds, 2006-2016, with maturities > 5 years (Source: Lánamál ríkisins, n. d.) 

Symbol Date of issue Maturity date Approximate maturity 

length 

RIKB 07 0209 

RIKB 10 0317 

RIKB 13 0517 

RIKB 19 0226 

RIKB 25 0612 

RIKB 16 1003 

RIKB 31 0124 

RIKB 22 1026 

RIKB 20 0205  

09.02.2001 

17.03.2004 

17.05.2004 

26.02.2008 

12.06.2009 

03.10.2010 

21.01.2011 

26.10.2011 

05.02.2014 

09.02.2007 

17.03.2010 

17.05.2013 

26.02.2019 

12.06.2025 

03.10.2016 

24.01.2031 

26.10.2022 

05.02.2020 

6 years 

6 years 

9 years 

11 years 

16 years 

6 years 

20 years 

11 years 

6 years 

  

The data for credit rating announcements was retrieved from Lánamál Ríkisins 

(n.d.) and Seðlabanki Íslands (n.d.-a). Table 4 shows all credit rating changes made 

by Standard & Poor’s on the Republic of Iceland in the period 2006-2016. 

Table 4:  

Changes made in ratings by Standard & Poor's, 2006-2016 (Source: Lánamál ríkisins, n d; Seðlabanki Íslands, 
n.d.-a.) 

 FC, long term FC, short 
term LC, long term LC short term 

Prior rating AA- A-1+ AA+ A-1+ 

01.04.2008 A+ A-1 AA A-1+ 

17.04.2008 A A-1 AA- A-1+ 

29.09.2008 A- A-2 A+ A-1 

06.10.2008 BBB A-3 BBB+ A-2 

24.11.2008 BBB- A-3 BBB+ A-2 

30.03.2010 BBB- A-3 BBB A-3 

17.07.2015 BBB A-2 BBB A-2 

 

Table 4 shows that Standard & Poor’s downgraded a rating for Iceland six times, and 

upgraded the rating once.  

Similarly, Table 5 lists all rating changes performed by Moody’s in the period 

of 2006-2016.  
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Table 5:  

Changes made in ratings by Moody's, 2006-2016 (Source: Lánamál ríkisins, n.d.; Seðlabanki Íslands, n.d.-a) 

 FC, long term FC, short 
term LC, long term LC short term 

Prior rating Aaa P-1 Aaa P-1 

21.05.2008 Aa1 P-1 Aa1 P-1 

08.10.2008 A1 P-1 A1 P-1 

04.12.2008 Baa1 P-2 Baa1 P-2 

11.11.2009 Baa3 P-3 Baa3 P-3 

30.06.2015 Baa2 P-2 Baa2 P-2 

 

The data from Table 5 shows that Moody’s downgraded Iceland four times, and 

upgraded it once.  

Additionally, Table 6 shows all rating changes made by Fitch in the period of 

2006-2016.  

Table 6:  

Changes made in ratings by Fitch, 2006-2016 (Source: Lánamál ríkisins, n.d.; Seðlabanki Íslands, n.d.-a.) 

 FC, long term FC, short 
term LC, long term LC short term 

Prior rating AA- F1+ AAA - 

15.03.2007 A+ F1 AA+ - 

30.09.2008 A- F2 AA - 

08.10.2008 BBB- F3 A- - 

05.01.2010 BB+ B BBB+ - 

17.02.2012 BBB- B BBB+ - 

14.02.2013 BBB F3 BBB+ - 

27.07.2015 BBB+ F2 A- - 

 

The data from Table 6 shows that Fitch downgraded the rating of Iceland five times, 

and upgraded the rating twice. 

The analysis also examines price changes of Icelandic government bonds with 

regards to changes made in outlooks. Table 7 shows changes made in outlooks by 

Standard & Poor’s when no other rating changes were made. 
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Table 7:  

Changes made in outlooks by Standard & Poor's, 2006-2016 (Source: Lánamál ríkisins, n.d.; Seðlabanki Íslands, 
n.d.-a) 

Date Outlook change 

February 2005 Beginning of period 

05.06.2006 Negative (from positive) 

01.04.2008 CreditWatch (from negative) 

31.12.2009 Stable (from negative)  

05.01.2010 CreditWatch (from stable) 

23.11.2011 Stable (from negative)  

26.07.2013  Negative (from stable) 

24.01.2014 Stable (from negative) 

18.07.2014 Positive (from stable) 

 

Table 7 shows that Standard & Poor’s placed Iceland on “CreditWatch” two times. 

The outlooks mainly ranged from stable to negative, except for one announcement of 

a positive outlook.  

Similarly, Table 8 shows all changes made in outlooks by Moody’s in the 

period of 2006-2016, when no other rating changes were made.  

 
Table 8:  

Changes made in outlooks by Moody's, 2006-2016 (Source: Lánamál ríkisins, n.d.; Seðlabanki Íslands, n.d.-a.) 

Date Outlook change 

05.03.2008 Negative (from stable) 

30.09.2008 Under review (from stable) 

06.04.2010 Negative (from stable) 

23.04.2010 Stable (from negative)  

30.07.2010 Negative (from stable) 

08.02.2013 Stable (from negative)  

!
Table 8 shows that the outlooks mostly go from negative to stable and vice versa, 

along with one placement on “Under Review”.!
Table 9 shows all changes made in outlooks by Fitch in the period of 2006-

2016, when no other rating changes were made.   
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Table 9:  

Changes made in outlooks by Fitch, 2006-2016 (Source: Lánamál ríkisins, n.d.; Seðlabanki Íslands, n.d.-a) 

Date Outlook change 

21.02.2006 Negative (from stable) 

01.04.2008 Negative (from stable) 

23.12.2009 Negative (from Ratings Watch) 

16.05.2011 Stable (from negative)  

30.01.2015 Positive (from stable) 

 

From Table 9 it can be seen that one positive outlook occurs in 2015, otherwise the 

outlooks range from negative to stable.   

 

5.2. Procedure 

The research aims to answer the question whether investors of government 

bonds react to credit rating announcements. In order to do that, the analysis will focus 

on the daily price changes in a 26-day period around an announcement. The daily 

price changes are calculated from the market prices, in order to eliminate trends in the 

time series. The daily changes are calculated in the following manner:  

 

$! = *%+,-./ − %+,-./12%+,-./12
 

 

Where DR = daily return, Pricet = price of a bond at time t and Pricet-1 = price of a 

bond at time t – 1.  

The analysis is based on an event analysis, with a regression approach.  

Pálsson, Ólafsdóttir and Sigurðsson (2007) studied the short term effects of mergers 

and acquisitions in the Icelandic market, and used an event study to do so. In their 

study, they used a standardized event study, and explored whether announcements of 

mergers and acquisitions affected the return of firms. Their methodology is 

convenient for the sake of this study, where the causality of rating announcements 

affects the return on government bonds, and will therefore be utilized.   

An event is defined as an announcement from Standard & Poor’s, Moody’s 

and Fitch, regarding a rating change. The event occurs at the date of the 
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announcement, except when announcements are made on holidays. If an 

announcement is made on a holiday, the event will be introduced to the regression at 

the next available business day. The lag due to this is not more than 2 days. For 

simplification, all rating announcements are viewed equally, meaning that no 

difference is made between ratings in local or foreign currency, or short-or long-term 

ratings. In their event study, Pálsson, Ólafsdóttir and Sigurdsson (2007) used an event 

window of 13 days before and 13 days after an event. They used the thirteen day 

period to fully account for the situations surrounding the event. The same event 

window will be applied in this analysis. Figure 5 shows a timeline of the analysis.   

 

!
Figure 5: Timeline for event analysis 

 

The daily price changes of the Icelandic government bonds are examined 13 days 

before an announcement, and then for another 13 days after an announcement.  The 

analysis aims to explore whether the daily price changes 13 days before an 

announcement are different from the daily price changes 13 days after an 

announcement. 

By performing a regression analysis and comparing coefficients one can see 

whether there was a statistically significant impact from the rating announcements. 

The analysis tests the following model:  

 

DR = α + β*RA 

 

Where DR = daily return, RA = rating announcement from Standard & Poor’s, 

Moody’s or Fitch, α = daily return if no announcement occurs and β = beta 

coefficient.  
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Using dummy variables, the RA variable is recorded as 0 in the 13-day period 

before the rating announcement. When there is a new rating announcement from 

Standard & Poor’s, Moody’s or Fitch, the RA variable is recorded as 1 for the next 13 

days. A regression of the whole event tests the following hypothesis for rating 

announcements:  

 

H0:  β = 0 

H1: β ≠ 0 

 

So the analysis tests the effect of an outside variable, RA, on the daily returns of 

Icelandic government bonds.  

Having regressed the effect of rating changes made by Standard & Poor’s, 

Moody’s and Fitch with a 13-day event window, additional analyzes will test the 

effects of other rating actions made by the three agencies. The additional tests will test 

the effects of changes made in outlooks, and the effect of a “CreditWatch” status from 

Standard & Poor’s and an “Under Review” status from Moody’s. The same model is 

tested for the other announcements, and will test the following hypothesis:  

 

H0:  β = 0 

H1: β ≠ 0 

5.3. Results 

5.3.1. Rating announcements 

The results of the analysis on rating announcements from Standard & Poor’s 

can be seen in Table 10. Similarly, Table 11 shows the results of the analysis for 

rating announcements from Moody’s. Table 12 shows the results of the analysis for 

rating announcements from Fitch. 
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Table 10:  

Results of regression, beta coefficients for rating announcements from Standard & Poor’s 

! !
!
 

 22.12.2006 17.04.2008 29.09.2008 07.10.2008 24.11.2008 30.03.2010 17.05.2011 17.07.2015 

RIKB 07 0209 0.2312 - - - - - - - 

RIKB 10 0317 -0.2162 -0.3798* 0.1487 -0.1499 0.3928** - - - 

RIKB 13 0517 0.0159 -0.3048* 0.0946 -0.0194 0.5178** -0.2053 -0.1166 - 

RIKB 19 0226 - -0.1919 0.1070 -0.1296 0.3896** 0.0202 -0.0726 0.0073 

RIKB 25 0612 - - - - - 0.0622 0.0072 -0.1162 

RIKB 16 1003  - - - - - - -0.2032 0.1665 

RIKB 31 0124 - - - - - - 0.0089 -0.1408 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

-0.0877 
 

-0.0908 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 
 
 
 

� �
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Table 11:  

Results of regression, beta coefficients for rating announcements from Moody’s 

  

 21.05.2008 08.10.2008 04.12.2008 11.11.2009 30.06.2015 

RIKB 07 0209 - - - - - 

RIKB 10 0317 -0.3440** -0.2639 0.2118 0.2351 - 

RIKB 13 0517 -0.5597** 0.0725 0.0246 0.2663 - 

RIKB 19 0226 -0.5891** -0.1187 0.0166 0.2246 0.0967 

RIKB 25 0612 - - - 0.1778 0.0591 

RIKB 16 1003  - - - - 0.0815 

RIKB 31 0124 - - - - 0.0335 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

0.1588 
 

0.1346 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 
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Table 12:  

Results of regression, beta coefficients for rating announcements from Fitch 

 15.03.2007 30.09.2008 08.10.2008 05.01.2010 17.02.2012 14.02.2013 27.07.2015 

RIKB 07 0209 - - - - - - - 

RIKB 10 0317 -0.0671 0.0724 -0.2639 -0.0207 - - - 

RIKB 13 0517 -0.0448 0.0601 -0.0725 0.0589 -0.0999 0.2438 - 

RIKB 19 0226 - 0.0416 -0.1187 0.0776 -0.2298 -0.0986 0.0903 

RIKB 25 0612 - - - 0.0400 -0.2418 -0.0324 -0.0147 

RIKB 16 1003  - - - - -0.3925** -0.0087 -0.1547 

RIKB 31 0124 - - - - -0.2275 -0.0444 -0.0213 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

-0.2786 
 
- 

0.0361 
 
- 

-0.0111 
 

-0.0058 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 
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From Table 10, it can be seen that one rating announcement from Standard & 

Poor’s had a statistically significant effect on all active bonds, the announcement 

made on November 11th, 2008. The announcement had a positive effect on the daily 

price changes of all active bonds. For that announcement the null hypothesis can be 

rejected (p < .05). No other event had a statistically significant effect on all bonds that 

were tested, but the downgrade made on April 17th,  2008, had a statistically 

significant effect on the daily price changes of two bonds that were in effect, RIKB 10 

0317 and RIKB 13 0517. Both effects were negative. For that announcement and 

those bonds, the null hypothesis can be rejected (p < .10), but in other cases, the data 

does not provide enough evidence for the null hypothesis to be rejected. 

Table 11 shows that one announcement from Moody’s had a statistically 

significant effect on all active bonds, the downgrade announcement on May 21st, 

2008. The announcement had a negative effect on the daily price changes of all active 

bonds. For that announcement the null hypothesis can be rejected (p < .05). No other 

announcement had a statistically significant effect on any active bond, so in those 

cases the null hypothesis cannot be rejected.  

From Table 12, it can be seen that no announcement from the Fitch had a 

statistically significant effect on all active bonds. The only effect recorded was the 

downgrade announcement made on February 17th, 2012, and it had a negative effect 

on one active bond. For that announcement and that bond, RIKB 16 1003, the null 

hypothesis can be rejected (p < .05). In other cases, the null hypothesis cannot be 

rejected. 

 

5.3.2. “CreditWatch” and “Under Review” 

Three bonds were active when Iceland was placed on Standard & Poor’s 

“CreditWatch” on April 1st, 2008. Four bonds were active when Iceland on the 

“CreditWatch” on January 5th, 2010. Table 13 shows the results of the regression on 

the effect of the announcements.  
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Table 13:  

Results of regression, beta coefficients for “CreditWatch” announcements from Standard & Poor’s 

 01.04.2008 05.01.2010 

RIKB 10 0317 0.2898** -0.0207 

RIKB 13 0517 0.5636** 0.0589 

RIKB 19 0226 0.5692** 0.0776 

RIKB 25 0612 - 0.0400 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 

 

 From Table 13 it can be seen that the announcement on April 1st, 2008 had a 

statistically significant effect on all active bonds, so the null hypothesis can be 

rejected (p < .05). No significant effect was recorded for the “CreditWatch” 

announcement on January 5th, 2010, so the null hypothesis cannot be rejected for that 

announcement. 

 Three bonds were active when Moody’s placed the Republic of Iceland on 

“Under Review” on September 30th, 2008. Table 14 shows the results of the 

regression on the effect of that announcement.  

 
Table 14:  

Results of regression, beta coefficients for "Under Review" announcements by Moody's 

 30.09.2008 

RIKB 10 0317 0.0724 

RIKB 13 0517 0.0602 

RIKB 19 0226 0.0416 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 

 

Table 14 shows that the announcement did not have a statistically significant effect on 

any bond that was active at the time, so the null hypothesis cannot be rejected. !
 Fitch did not place Iceland on Rating Alert without making rating changes of 

the sovereign in the period of 2006-2016.  
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5.3.3. Outlooks 

All three rating agencies changed their outlooks for the Republic of Iceland 

several times in the period, indicating that a rating change is possible in the near 

future.  

Table 15 shows the results of the regression for the outlook announcements 

made by Standard & Poor’s in the period of 2006-2016. Table 16 shows the results of 

the analysis on the outlook changes made by Moody’s in the same period and Table 

17 shows the results of the outlook announcements made by Fitch in the same period.  

!
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Table 15:  

Results of regression, beta coefficients for changes in outlooks by Standard & Poor’s 

! !

 05.06.2006 20.11.2007 31.12.2009 23.11.2011 26.07.2013 24.01.2014 18.07.2014 

RIKB 07 0209 0.0823 - - - - - - 

RIKB 10 0317 -0.4554** 0.2879 0.0291 - - - - 

RIKB 13 0517 -0.4099** 0.1877 -0.0226 -0.1388 - - - 

RIKB 19 0226 - - 0.0287 -0.1402 -0.1496 -0.2991 -0.0791 

RIKB 25 0612 - - -0.0220 -0.1719 -0.0153 -0.2245 -0.0605 

RIKB 16 1003  - - - -0.0587 -0.0667 -0.2198 -0.0360 

RIKB 31 0124 - - - -0.1091 -0.3070 -0.2152 -0.0303 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

-0.0049 
 
- 

-0.2173 
 
- 

-0.0464 
 

-0.0216 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 
 
 
 

� �
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Table 16: 

Results of regression, beta coefficients for changes in outlooks by Moody’s 

!
!
!

 05.03.2008 06.04.2010 23.04.2010 30.07.2010 08.02.2013 

RIKB 07 0209 - -  - - 

RIKB 10 0317 -0.1160 - - - - 

RIKB 13 0517 -0.4695** -0.2196 -0.0940 0.2413 0.2398 

RIKB 19 0226 - -0.1733 -0.0942 0.2613 -0.1737 

RIKB 25 0612 - -0.0340 -0.0632 0.2589 -0.0888 

RIKB 16 1003  - - - - 0.1563 

RIKB 31 0124 - - - - -0.1035 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

-0.0851 
 
- 

∗ p < .1 (2-tailed). ∗∗ p < .05 (2-tailed). 
 
 
 
 

�
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!
 
!
Table 17:  

Results of regression, beta coefficients for changes in outlooks by Fitch  

 21.02.2006 01.04.2008 23.12.2009 16.05.2011 30.01.2015 

RIKB 07 0209 -0.2608 - - -  

RIKB 10 0317 -0.3241* 0.2898** -0.2158 - - 

RIKB 13 0517 -0.2756 0.5636** -0.2197 0.0956 - 

RIKB 19 0226 - 0.5692** -0.0533 0.0209 0.0067 

RIKB 25 0612 - - -0.0384 0.1524 0.0066 

RIKB 16 1003  - - - -0.1652 -0.0083 

RIKB 31 0124 - - - 0.0793 -0.0112 

RIKB 22 1026 
 
RIKB 20 0205 

- 
 
- 

- 
 
- 

- 
 
- 

- 
 
- 

-0.1037 
 

0.0584 

� p < .1 (2-tailed). �� p < .05 (2-tailed). 
 

 
 

�
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Table 15 shows that for Standard & Poor’s, the outlook announcement made 

on June 5th, 2006 had a statistically significant effect on two active bonds, RIKB 10 

0317 and RIKB 13 0517. The outlook went from positive to negative, and the effect 

on the daily price changes of the two bonds was negative. For that announcement and 

those bonds, the null hypothesis can be rejected (p < .05). No other outlook 

announcement from Standard & Poor’s had a significant effect, so the null hypothesis 

cannot be rejected for other announcements.  

Table 16 shows that for Moody’s, one outlook announcement had an effect on 

a single bond, RIKB 13 0517. The announcement occurred on March 5th, 2008. The 

outlook went from stable to negative, and the recorded effect on the daily price 

changes of the bond was negative. For that announcement and that bond, the null 

hypothesis can be rejected (p < .05). For other announcements, the null hypothesis 

cannot be rejected.   

From Table 17, it can be seen that for Fitch, one outlook announcements had a 

significant effect on all active bonds, the negative outlook announcement made on 

April 1st 2008. For that announcement, the null hypothesis can be rejected (p < .05). 

The effect of the announcement on daily price changes was positive. The outlook 

announcement made on February 21st, 2006, had a statistically significant effect on 

one active bond, RIKB 10 0317. The outlook went from stable to negative, and the 

effect the announcement had on the daily price changes of the bond was negative. For 

that announcement and that bond, the null hypothesis can be rejected (p < .10). For 

other announcements, the null hypothesis cannot be rejected.   
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6. Discussion 
The results of the regression show that for all three rating agencies, Standard 

& Poor’s, Moody’s, and Fitch, only a few rating announcements affected the daily 

price changes of Icelandic government bonds. For all three rating agencies the events 

that proved to be statistically significant were announcements of downgrades or 

negative outlooks.  

The results indicate that the market in Iceland for government bonds does 

generally not react to rating announcements from credit rating agencies in the thirteen 

days following the announcements, when compared to the thirteen days before the 

announcements. Moody’s and Standard & Poor’s had more success than Fitch, which 

might be due to their larger market share (OECD, as cited in Héðinsson, 2015).  

The events that proved to be statistically significant for all active government 

bonds for Standard & Poor’s were the rating downgrade on November 24th, 2008 and 

the “CreditWatch” announcement on April 1st, 2008. For Moody’s, the only 

statistically significant effect for all active bonds was the downgrade announcement 

made on May 21st, 2008. For Fitch, one announcement had a statistically significant 

effect on all active bonds, a negative outlook announcement made on April 1st, 2008. 

That announcement occurred at the same date as a negative “CreditWatch” 

announcement from Standard & Poor’s, making it difficult to state which 

announcement had the effect on the daily price changes of Icelandic government 

bonds.  

In some way, this supports the findings of Micu, Remolona & Wooldridge 

(2004). The effects that had a significant effect on all bonds were downgrades from 

Standard & Poor’s and Moody’s, and a negative “CreditWatch” announcement from 

Standard & Poor’s. No outlook announcement, from any of the three companies had 

an effect on all active bonds, except for the negative outlook announcement from 

Fitch that occurred on the same date as a “CreditWatch” announcement from 

Standard & Poor’s. Micu, Remolona & Wooldridge (ibid) found that downgrades and 

negative reviews have a stronger effect on price formation than outlook 

announcements.  

The downgrade announcement on November 24th, 2008 from Standard & 

Poor’s, had a positive effect on daily price changes. One would expect the effect to be 

negative, driving prices down, forcing investors to sell. This result contradicts the 
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findings of Hite & Warga (1997) and Steiner & Heinke (2001), but their studies 

showed that rating downgrades had a negative effect on bond prices. Similarly, the 

“CreditWatch” announcement from Standard & Poor’s, and the negative outlook 

announcement from Fitch, which had a significant effect on April 1st 2008, also 

yielded positive daily changes. The “CreditWatch” announcement was actually 

negative news (Standard & Poor’s, 2008), and the outlook announcement from Fitch 

was negative (Seðlabanki Íslands, n.d.-a), therefore one would expect the daily price 

changes to be negative. This abnormality might be caused by a common problem in 

event studies - specification bias. Even though the effect of the announcements 

proved to be statistically significant it is not possible with the given data to state that 

solely the rating announcements had the reported effect. There is a great deal of other 

variables that affect the prices of government bonds. At the time of both events, in 

2008, a number of other factors likely contributed to price fluctuations. Therefore, 

with the given data, it is not possible to state that solely the announcements from the 

Big Three affected the daily price changes of Icelandic government bonds. 

The positive effect in price changes recorded around the rating downgrade by 

Standard & Poor’s in November 2008 is not all that strange when the economic 

environment of Iceland in 2008 is considered. In late November, the Central Bank of 

Iceland passed a regulation that limited investors´ opportunities to invest in foreign 

securities. The regulation was in the form of currency restrictions. All outflow of cash 

from Iceland was limited, and the only accepted outflow of cash was to pay for 

services and commodities (Viðskiptaráð Íslands, 2011). Icelandic market participants 

were suddenly in a closed economy, which restricted their movements. Additionally, 

the Central Bank of Iceland raised interest rates from 12% to 18% in late 2008 

(Seðlabanki Íslands, n.d.-b). Investors might therefore look at government bonds with 

long maturities as the best possible investment. Inflation was excluded from the 

regression, but it might have had an effect on the prices of the bonds, but in 2008 

inflation levels were relatively high (Hagstofa Íslands, n.d.).  

In event studies, it is crucial to know the exact date of the event. Other events 

that occur might be viewed as omitted variables and their exclusion from the analysis 

can be captured in the results of the analysis. For event studies, the ability to identify 

statistically significant events is higher for shorter sampling intervals. An event 

window of thirteen days might be too long to fully capture the true effect of the rating 

announcement. With today’s technology, shorter sampling intervals are a possibility, 
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with some event studies using periods that consist of minutes, or even seconds 

(Campbell et al., 1997).  

The lack of statistically significant events can be interpreted in two ways. On 

one hand, the markets for Icelandic government bonds are efficient in a semi strong-

form. Since the market does not react to all announcements, so that the thirteen day 

period before the announcement differs from the thirteen day period after the 

announcement, the market might have reacted to the information before the rating 

agencies confirmed their ratings. On the other hand, it might also be an indicator that 

the markets are inefficient, in the sense that the market does not react to the 

announcements, and might do so after the thirteen day period after the rating 

announcements occur.  

Since rating agencies base their evaluations on macroeconomic factors (Cantor 

& Packer, 1996) and bond prices have been shown to be affected by economic factors 

(Fleming & Remolona, 1999), further research on the subject could examine all 

publicly available information, and its effect on prices of Icelandic government bonds. 

A regression that would include all economic indicators available to the public might 

provide information on which factors are viewed as information by market 

participants. The regression could include the rating actions performed by the Big 

Three, and could indicate which rating agency is the most popular one amongst 

investors who invest in Icelandic government bonds. Additional variables could 

include the variables that Cantor & Packer (1996) listed in their research as factors 

that affect ratings, such as per capita income, GDP growth, inflation, external debt 

level of economic development and default history. Such factors involve additional 

nuanced details that are beyond the scope of this study. 
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Appendix A 
 
The three companies, Standard & Poor’s, Moody’s, and Fitch all give grades on a 

nominal scale. Table A.1 shows the grades given for short-term obligations and Table 

A.2 shows grades given for long-term obligations. 
 

Table A. 1: 

Credit ratings scale for short-term obligations (Source: Seðlabanki Íslands, n.d.-a) 

Moody’s Standard & Poor’s Fitch Meaning of rating 

P-1 A-1 F1 Highest grade, lowest 
risk 

P-2 A-2 F2 High grade, low risk 

P-3 A-3 F3 Above average grade, 
acceptable liquidity 

- B B Payment likely but 
uncertain 

- C C Significant risk of 
default, dependent on 
average conditions 

- SD & D D Lowest grade, 
extremely bad outlook 
for repayment, or in 
default 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



52!
!
Table A. 2:  

Credit ratings on long-term obligations (Source: Seðlabanki Íslands, n.d.-a) 

Moody‘s 
Standard & 

Poor‘s 
Fitch Meaning of rating 

Investment grades 
Aaa AAA AAA Highest grade, lowest risk 
Aa AA AA High grade, low risk 
A A A Above average grade, relatively low 

risk 
Baa BBB BBB Average grade, medium risk 

Speculative grades 
Ba BB BB Payment likely, but uncertain 
B B B Currently able to pay, risk of future 

default 
Caa CCC CCC Poor liquidity and clear risk of default 
Ca CC CC Very doubtful liquidity and frequent 

default 
C C C Lowest grade and extremely poor 

outlook for repayment 
- D D In default 
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Appendix B 
 

The ratings of Iceland have changed throughout the years. Table B. 1. shows the 

development of Standard & Poor’s ratings for the Republic of Iceland. Table B. 2. 

displays the development of Moody’s rating for Iceland and Table B. 3. reveals the 

development of the ratings from Fitch for Iceland.  

 
Table B. 1:  

Credit rating actions performed by Standard & Poor's on the Icelandic government (Source: Seðlabanki Íslands, 
n.d.-a) 

 Foreign currency Domestic currency  
Announcement 
date 

Long 
term 

Short term Long term Short term Outlooks 

1989 Ai A-1 - - Stable 
1994 A A-1 - - Stable 
1996 A+ A-1+ AA+ - Stable 
September 1998 A+ A-1+ AA+ - Positive 
March 2001 A+ A-1+ AA+ - Stable 
October 2001 A+ A-1+ AA+ - Negative 
November 2002 A+ A-1+ AA+ A-1+ Stable 
December 2003 A+ A-1+ AA+ A-1+ Positive 
February 2005 AA- A-1+ AA+ A-1+ Stable 
June 2006 AA- A-1+ AA- A-1+ Negative 
December 2006 A+ A-1 AA A-1+ Stable 
November 2007 A+ A-1 AA A-1+ Negative 
April 2008 A+ A-1 AA A-1+ CreditWatch 
April 2008 A A-1 AA- A-1+ Negative 
September 2008 A- A-2 A+ A-1 CreditWatch 
October 2008 BBB A-3 BBB+ A-2 Negative 
November 2008 BBB- A-3 BBB+ A-2 Negative 
December 2009 BBB- A-3 BBB+ A-2 Stable 
January 2010 BBB- A-3 BBB+ A-2 CreditWatch 
March 2010 BBB- A-3 BBB A-3 Negative 
May 2011 BBB- A-3 BBB- A-3 Negative 
November 2011 BBB- A-3 BBB- A-3 Stable 
October 2012 BBB- A-3 BBB- A-3 Stable 
July 2013 BBB- A-3 BBB- A-3 Negative 
January 2014 BBB- A-3 BBB- A-3 Stable 
July 2014 BBB- A-3 BBB- A-3 Positive 
January 2015 BBB- A-3 BBB- A-3 Positive 
July 2015 BBB A-2 BBB A-2 Stable 

A change in a rating is bold. 
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Table B. 2: 

Credit rating actions performed by Moody’s on the Icelandic government (Source: Seðlabanki Íslands, n.d.-a) 

 Foreign currency Domestic currency  
Announcement 
date 

Long 
term 

Short term Long term Short term Outlooks 

May 1989 A2 - - - - 
October 1990 A2 P-1 - - - 
June 1996 A1 P-1 - - - 
March 1997 A1 P-1 - - Positive 
July 1997 Aa3 P-1 Aaa P-1 Stable 
October 2002 Aaa P-1 Aaa P-1 Stable 
March 2008 Aaa P-1 Aaa P-1 Negative 
May 2008 Aa1 P-1 Aa1 P-1 Stable 
September 2008 Aa1 P-1 Aa1 P-1 Under Review 
October 2008 A1 P-1 A1 P-1 Under Review 
December 2008 Baa1 P-2 Baa1 P-2 Negative 
November 2009 Baa3 P-3 Baa3 P-3 Stable 
April 2010 Baa3 P-3 Baa3 P-3 Negative 
April 2010 Baa3 P-3 Baa3 P-3 Stable 
July 2010 Baa3 P-3 Baa3 P-3 Negative 
April 2011 Baa3 P-3 Baa3 P-3 Negative 
November 2012 Baa3 P-3 Baa3 P-3 Negative 
February 2013 Baa3 P-3 Baa3 P-3 Stable 
June 2015 Baa2 P-2 Baa2 P-2 Stable 

A change in a rating is bold.  
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Table B. 3: 

 Credit rating actions performed by Fitch on the Icelandic government (Source: Seðlabanki Íslands, n.d.-a) 

 Foreign currency Domestic currency  
Announcement 
date 

Long 
term 

Short term Long term Short term Outlooks 

February 2000 AA- F1+ AAA - - 
September 2000 AA- F1+ AAA - Stable 
February 2002 AA- F1+ AAA - Negative  
March 2003 AA- F1+ AAA - Stable 
February 2006 AA- F1+ AAA - Negative 
March 2007 A+ F1 AA+ - Stable 
April 2008 A+ F1 AA+ - Negative 
September 2008 A- F2 AA - Ratings Watch 
October 2008 BBB- F3 A- - Ratings Watch 
December 2009 BBB- F3 A- - Negative 
January 2010 BB+ B BBB+ - Negative 
May 2011 BB+ B BBB+ - Stable 
February 2012 BBB- F3 BBB+ - Stable 
February 2013 BBB F3 BBB+ - Stable 
February 2014 BBB F3 BBB+ - Stable 
August 2014 BBB F3 BBB+ - Stable 
January 2015 BBB F3 BBB+ - Positive 
July 2015 BBB+ F2 A- - Stable 

A change in a rating is bold. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


