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Abstract 

This study aims to analyze the impact of immigration on housing prices in the greater 

Reykjavík area in Iceland. Similar studies performed around the world have found evidence 

that point to either negative or positive effects of immigration on housing prices. Three 

regression analyses were performed, one analysis was for single-family housing in the greater 

Reykjavík area, another analysis was for multi-family housing in the greater Reykjavík area. 

The final analysis was for multi-family housing in Efra-Breiðholt, which consists of a high 

population of immigrants. That analysis was performed since some previously published 

literature indicated that areas with a high share of immigrant population see lower housing 

price rises or even price reductions, compared to areas with lower immigrant populations. 

Ordinary least squares multiple regression analyses were used to assess the effect of 

immigration on housing prices. Data for the analyses was collected from Registers Iceland, 

Statistics Iceland and the Central Bank of Iceland.   

 The results of the analyses indicated strongly that increased immigration has a positive 

effect on housing prices. The results for the greater Reykjavík area indicated that the effect of 

immigration was higher for multi-family housing, compared to single-family housing. Finally, 

while the results of the analysis of multi-family housing in Efra-Breiðholt also indicated that 

increased immigration had a positive effect on housing prices there, however the effect of 

immigration in that analysis was lower than in the other two analyses. Additionally, decreases 

in indexed mortgage rates and the stock index was found to have a positive effect on housing 

prices in the analysis of single-family housing in the greater Reykjavík area and increases in 

purchasing power was found to have a positive effect on housing prices in Efra-Breiðholt. 

 

Keywords: Immigration, Housing prices, Iceland, Greater Reykjavík area, Regression  
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1 Introduction 

The price of residential housing has been on the rise worldwide for years, rising from the ashes 

of the financial crash of 2008, which was caused by the bursting of the housing bubble in the 

United States and subsequent bankruptcy of Lehman Brothers and chain reactions derived from 

their bankruptcy. In 2018, ten years after the financial crash of 2008, the real estate market had 

seemingly recovered, with the price of residential housing in real terms sometimes having risen 

significantly in many parts of the world. Countries like Japan and Spain have seen sharp rises 

in property values after years of declining values (Kholodilin & Michelsen, 2018). The reason 

for this development is certainly not from one single source of influence. A review of 

previously published literature has identified several potential factors that could influence the 

price of residential housing.  

Iceland has not been unaffected by these global developments in residential housing 

prices; the prices have risen by more than 110% from January 2010 to January 2020 (Registers 

Iceland, n.d.-c). During the same period, the residential house building cost index only grew 

by 54% (Statistics Iceland, 2021b).  One must realize that many influencing factors affect 

housing prices. According to previously published literature, those factors are various, e.g., 

inflation, stock returns and unemployment levels (Tsatsaronis & Zhu, 2004), along with other 

factors that will be examined further in the literature review. 

Immigration has been identified as an influencer on housing prices but is probably not at the 

top of mind for most people when they think about factors that influence housing prices. 

Studies have shown that immigration can have both positive and negative effects on the price 

of residential housing (Larkin et al., 2019). Immigration can even help explain increases in 

housing prices during the period leading up to the 2008 financial crash, previously thought to 

have possibly been caused by a housing bubble (Elíasson, 2016). From January 2010 to January 

2020, the number of immigrants has increased faster than native Icelanders. The number of 

immigrants had risen by roughly 32.000 while the number of native Icelanders has risen by 

approximately 21.000 (Statistics Iceland, 2021d, 2021h). At the same time, the increase 

mentioned above in the residential housing price can be observed. 
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This development could lead one to believe that there is a direct link between the 

number of immigrants and the residential housing price, but the case is not quite so simple.  

Evidence indicates that both a negative and positive impact of immigration on residential 

housing prices can form when the number of immigrants in an area or country increases. 

There is not much in the way of previously published literature on this from an Icelandic 

perspective. Two papers from the Central Bank of Iceland have included immigration in their 

analysis. Although only one of those papers had the main objective of analyzing the impact of 

immigration on residential housing prices. However, that paper analyzed the period leading up 

to the financial crash of 2008. There has been a tremendous increase in both immigration and 

residential housing prices in Iceland during the last decade. As such, this thesis aims to assess 

the impact of immigration on residential housing prices. The focus will be on the greater 

Reykjavík area from January 2010 to January 2020 since there is a lot more information 

available on residential housing prices in this area, compared to the rest of Iceland and the fact 

that 2 ⁄ 3 of immigrants live in the greater Reykjavík area. There has also been a more 

significant influx of immigrants there during the last decade compared to the rest of Iceland 

(Statistics Iceland, 2021d). 

This thesis aims to study whether the increase in residential housing prices during the 

last decade can be explained by analyzing the impact of immigration on residential housing 

prices with a multiple linear regression analysis. This thesis aims to add to the currently 

available literature in several ways. Firstly, it will add to the available literature on the impact 

of immigration on residential housing prices. Secondly, it will provide an Icelandic perspective 

on the impact that immigration has on residential housing prices. Previous studies have found 

that immigration can have both a positive and negative impact on prices. The results from this 

thesis will provide additional evidence for either positive or negative impacts. Lastly, this thesis 

will provide additional input to the available literature on matters associated with immigrants 

in Iceland. 

The first part of this thesis is an introduction to the topic. The second part is a theoretical 

review of the status and development of immigrants in Iceland. The third part is a review of 

previously issued literature relating to the impact of immigrants on residential housing prices 
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from all over the world. The fourth part of the thesis is an overview of methodology used to 

analyze the data. The fifth and sixth part of the thesis is an overview of data used for analysis 

and a presentation of the results found from the data analysis. Lastly, in the sixth part, there is 

a general discussion of the results and comparison with previous literature and subsequently, 

the implications and further research ideas will be proposed. 

 

2 Theoretical review and contextual information  

This section will cover the theoretical information regarding the subject of this thesis. In 

addition to, coverage of the history of immigration in Iceland and changes in the legal and 

societal environment that have enabled immigrants to move and work in Iceland with the 

freedom they have today. Moving to and living in Iceland has not always been as viable as it 

is now due to how the legal environment regarding immigration was and how the Icelandic 

society viewed outsiders.  

Theoretical and contextual background information will be procured from databases, 

journal articles and books relating to migration in the larger picture, immigration to Iceland, 

legal changes and societal changes.  

 

2.1 Migration 

Migration is the act of moving away from one's usual residence. Statistics Iceland states that 

an individual has to have lived in the new location for one month in order to be considered a 

migrant (Statistics Iceland, 2021a). There are, however, no universally accepted definitions of 

what can be considered a migrant (Sironi et al., 2019).  

 Human mobility is a broader term than migration. It is used to account for the 

movement of all persons not local to an area. As such, it takes tourists into account. Tourism 

has no doubt been the catalyst for migration in the case of some individuals. It must not be 

misunderstood that migration is not limited to individuals moving from their birth or home 

country to a foreign country. Migrants that move within a State and establish a new permanent 

or temporary residence at a new location will become internal migrants. Internal migration is 

often observed in the form of rural-to-urban migration, where individuals leave rural life in 
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search of a better life and more opportunities in an urban environment (Sironi et al., 2019). 

 Emigration is the act of moving away from one’s home or birth country to another 

country with the goal of making the destination country the new country of residence. Migrants 

that fall under this category will become classified as immigrants in the destination country. 

Statistics Iceland has defined immigrants as: “An individual that is born in a foreign country, 

has parents both of which are born in a foreign country and has grandparents who are also born 

in a foreign country” (Einarsdóttir, 2019). Hereafter, this is what is referred to when mentioning 

immigrants. 

Immigrants seek to better their conditions of life by moving to a foreign country and as 

a result, a phenomenon known as brain drain and brain gain can occur. A brain drain occurs 

when skilled workers in a particular trade (e.g., medicine or manufacturing) move away from 

their home or birth country to a foreign country. Attention is drawn though that this 

phenomenon can also apply to internal migration, by the means of skilled workers moving to 

an urban environment from rural areas, for example. At the same time, the home or birth 

country of emigrating individuals’ experiences brain drain. The destination country should 

experience a brain gain, as the immigrants employ their skills and experience in the destination 

country. A brain gain can also apply to the home or birth country when immigrants acquire 

new skills abroad (e.g., by studying abroad) and return to their country of habitual residence 

after moving away from it (Sironi et al., 2019). In some cases though, skilled migrants cannot 

get employment related to their education. Evidence points to the fact that this has indeed been 

the case in Iceland, even very highly educated migrants will sometimes not get employment 

related to their education (Skaptadóttir & Loftsdóttir, 2019; Þórarinsdóttir & Wojtynska, 2015). 

 Migrant workers, both internal migrants and immigrants, are essential for the labor 

market by contributing to declining occupations. Such occupations include crafts, construction, 

assembly work and machine operation, among other jobs. Domestic workers regard these 

professions as unattractive or lacking career prospects. Again, there is evidence that points to 

the fact that this has been the case in Iceland (Ómarsdóttir, 2016; Skaptadóttir, 2015). Without 

workers willing to take on these jobs, there would undoubtedly be consequences for the country 

in question, as every job or position exists because of necessity. If entire professions ground to 
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a halt, the society would do so as well in due time. It is imperative as well to not disregard the 

role migrant workers have in contributing to high-skilled occupations. In the OECD countries, 

the proportion of highly skilled immigrants has risen sharply in the last decade. As such, the 

immigrants are arriving with skills and abilities that supplement the population in the 

destination country. Evidence suggests that skilled immigrants contribute to research and 

innovation in their host countries, in addition to stimulating the economy (Dumont & Liebig, 

2014). However, that relies on the condition that immigrants can get past the educational glass 

ceiling that seems to be present, as indicated by Skaptadóttir & Loftsdóttir (2019) and 

Þórarinsdóttir & Wojtynska (2015). 

 

2.2 Iceland as a destination for immigrants 

One might wonder, why look at Iceland?  By opening a map of the world, one can see the tiny 

island nation of Iceland far away from any other country, up north in the Atlantic Ocean. By 

looking at Iceland from this perspective, the country does not seem to have a lot going for it. 

Nevertheless, many have packed up their belongings and "set sail" towards Iceland. The 

reasons why will be covered in this section 2.2. There will also be a brief historical overview 

of how it became feasible to emigrate to Iceland. It was not always easy, and it still is not easy 

for those not fortunate enough to live in the European Economic Area.  

 

2.2.1 “Ísland bezt í heimi”, or Iceland, the greatest in the world 

Today, Iceland is among the wealthiest countries in the world and the standard of living is very 

high. In 1990, the healthcare system was regarded as the best in the world, tied with the 

healthcare system in Andorra. By 2015, the healthcare system in Iceland was still among the 

very best, but more countries had caught up and were ranked similarly, some slightly higher 

(Barber et al., 2017). All individuals registered as living in Iceland have access to this 

healthcare system. Unemployment levels are low. Education is funded almost in full by the 

government and education expenditures are very high. Leading to a school life expectancy of 

close to 20 years (CIA, n.d.). The government is democratic and elected in free elections, in 

which every person living in Iceland can vote in. In addition, there is also a democratically 
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elected president that can hold the parliament’s decisions and order a national vote on the 

parliamentary decision if there is a great divide among the public on the matter. There is 

freedom of speech, freedom of writing, freedom of movement, freedom of religion and the 

constitution guarantees the privacy of individuals (Í. Friðhelgi einkalífs) from surveillance or 

oppression by the authorities. In addition to that, Iceland has an effective independent court 

system and a fair body of laws that guards the rights of citizens. Finally, crime is low, and 

Iceland is internationally renowned for its natural beauty (Law: 33/1944, n.d.).  

 Objectively, it is not hard to see then the attractiveness of Iceland in the global context. 

Every individual living here, immigrant or native, is guaranteed basic rights and living 

conditions are good by any means. People can escape hostile or less fortunate circumstances in 

their home country, emigrate to Iceland and make a better living. People that emigrate do not 

need to worry about political oppression, food shortages, medical issues, or corruption to the 

extent that they might have been exposed to in their country of origin.  

Aside from those factors, employment opportunities are what have primarily attracted 

immigrants to Iceland. In the early 1990’s there was a shortage of workers in the fish processing 

industry. That shortage was mitigated by getting staff from abroad. Later, staff shortages in the 

service industry and production came about and again, that shortage was mitigated by getting 

staff from abroad. Most of those immigrants had temporary working permits and planned on 

leaving Iceland and return to their home country when the permit expired. However, there was 

a lot of work to be had and those that emigrated to Iceland convinced their spouses and other 

close relatives to come and work in Iceland as well (Skaptadóttir, 2010). A vital factor must be 

clarified though. Evidence points to the fact that unemployment in the home countries is not 

what made the employment opportunities in Iceland so attractive. Many of the immigrants were 

employed in their home countries before they emigrated to Iceland. What made jobs in Iceland 

so enticing is the fact that wages in Iceland are higher. Those that come to work in Iceland have 

the opportunity to send money back home to assist their relatives or families at home. They 

can also create a foundation on which to build their own lives in the future when they leave 

Iceland and go back to their home country (Skaptadóttir, 2010). 
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2.2.2 EEA agreement 

Before the European Economic Area agreement came into existence, there was not much 

immigration to Iceland. To explain the EEA agreement, one must understand what EFTA is. 

EFTA is an acronym for the European Free Trade Association. It was established in 1960 as 

an answer to the European Economic Community or EEC. In 1970, Iceland joined EFTA, and 

that is the pivotal action that, later down the line, has enabled the lion’s share of immigrants 

present in Iceland to emigrate. In the latter half of the 1980’s, negotiations begin on the 

European Economic Space, which will later be known as the EEA. In 1994, the agreement 

comes into force (EFTA, n.d.-b; Jökulsson & Bjarnason, 2003). 

 The EEA agreement had fundamental consequences for Iceland. One can say that 

without it, or without another way to access the EU internal market, Iceland would not be in 

the same footsteps it is today. When the agreement was brought into law, a law professor went 

as far as saying that there had not been such a drastic change in Icelandic legislation since 

Járnsíða and Jónsbók were brought into law in the 13th century (Jökulsson & Bjarnason, 2003). 

The road to the EEA agreement had been bumpy and the Icelandic nation often divided in its 

support for it. When Iceland became a member of EFTA, many voiced their concerns that 

because of that, Iceland was relinquishing some of its capability of making decisions that were 

best suited for the country. Something Iceland had gained less than 30 years earlier, in 1944, 

when Iceland declared independence from Denmark. However, those in doubt saw the benefits 

in the coming years when EFTA and the EEC made agreements that enabled members of both 

associations to trade with each other.    

 The creation of the EEA agreement, and Iceland’s adoption of it, meant that Iceland 

had to honor the so-called “four freedoms” of the European Union. Those four freedoms apply 

to the free movement of goods, services, persons and capital throughout the European 

Economic Area. Meaning that people from the 30 countries that today make up the European 

Economic Area can move to, study and work in all 30 countries without applying for special 

permits or visas (EFTA, n.d.-a). In the last few years of the 20th century, immigration did not 

pick up a lot and the ratio of immigrants remained around 2% of the population until the turn 

of the 21st century. In 2004, the countries from which most of the immigrants present in Iceland 
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today were granted membership to the European Union. These countries are Latvia, Lithuania 

and Poland (European Union, 2016). The membership should have enabled citizens from these 

nations to come and work in Iceland without applying for a permit or residential visa. However, 

a restriction in one of the four freedoms was put in place for the new EU members from Eastern 

Europe. That freedom is the free people movement. The restriction was in place for two years 

or until 2006 (Einarsson, 2007). 

As there was plenty of work to be had and living conditions in Iceland were better than 

in their home countries, the flow of immigrants from the EU began in the years following the 

establishment of the EEA agreement. 

 

2.2.3 Difficulty to move before EEA? 

There were some hindrances in the way of immigrants making their way to Iceland before the 

EEA agreement came into law. Before 1998, the ratio of immigrants to the total population 

remained at around the 2% mark, as discussed in more detail in section 2.3.1. From a historical 

perspective, the Icelandic nation had been relatively homogeneous. Iceland is an island in the 

middle of the Atlantic Ocean, making transport to and from the island difficult as the weather 

is often harsh and the trip long and perilous. Up until the middle of the 20th century, living 

conditions were less than optimal compared to more developed neighboring countries. This 

resulted in a population that became relatively homogeneous. Most Icelanders are of the same 

race, speak the same language and the Christian Lutheran religion has been the prominent 

religion since the Reformation in the 16th century (Ísberg, 2010).  

 Icelanders are very patriotic and that patriotism was the backbone in the independence 

movement, leading to Iceland’s declaration of independence from Denmark as Icelanders 

believed that they could better serve the needs of its population by themselves (Einarsson, 

2007). That patriotism led to the belief that in order to identify as an Icelander, one must be a 

descendant of the settlers that lived in Iceland through the ages and overcame all the obstacles 

that life and land could throw at them. From the mid 20th century, there was great emphasis on 

preserving Icelandic descent and not diluting it by mixing with other nationalities. It was said 

that children of foreign men and Icelandic women were not as pure as children of Icelandic 
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parents. This purity was considered to be the driving force behind the survival and success of 

the Icelandic nation (Karlsdóttir, 2003). It can also be said that in the era between the Icelandic 

independence and the implementation of the EEA agreement into law, foreigners were not 

considered part of Icelandic life. One could even be said that a certain degree of xenophobia 

was present in Iceland, well into the 20th century. 

An example of this can be found in a book chapter where Unnur Karlsdóttir 

reminiscences a moment where she was called a traitor for speaking to French journalists 

outside a Reykjavík nightclub in 1986 (Karlsdóttir, 2003). Such circumstances are not 

welcoming for potential immigrants, so the low number of immigrants in this era does not come 

as a surprise. Icelandic immigration laws are and have been strict. One example is that before 

the EEA agreement came into play, all working visas were issued to the employer, not the 

employee. The effect being that if the employee was furloughed or otherwise lost his job, he 

had the risk of being deported if another employer was not willing to employ him and sponsor 

the working visa. This arrangement still applies to immigrants from outside the EU today (Law: 

97/2002, n.d.; Einarsson, 2007). 

 It is quite clear that before the EEA agreement came into law, there were considerable 

hindrances for potential immigrants looking to move to Iceland, both legal and societal. Those 

conditions improved somewhat as the turn of the 21st century approached as Icelanders began 

viewing immigrants in a more positive light. Although there are still people that viewed 

immigrants as foreign objects that did not belong in the Icelandic community and think 

immigrants are not much more than cheap labor at best or criminals at worst (Ísberg, 2010; 

Loftsdóttir, 2017). 

 

2.2.4 Early 21st century boom and bust 

Beginning in 1991, a large-scale economic and privatization campaign began. After the fall of 

communism, the view that capitalism and free markets were the way forward reigned 

worldwide. Iceland was not an exception to this. State-owned, inefficiently run banks were 

privatized and the EEA membership in 1994 liberalized foreign direct investment in Iceland. 

In 1995, restrictions on capital movements were abolished, connecting Iceland’s economy with 
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the global economy. At the same time, significant advances were in connectivity with the 

outside world via decreasing foreign call rates and the Internet, making Iceland constantly in 

touch with the world instead of being an island, out of touch, far away in the Atlantic Ocean. 

The era after the turn of the 21st century until 2008 is remembered as the “good years” or 

góðærið. Icelandic bankers became known worldwide for the incredible rise of the Icelandic 

economy in this era. The Icelandic public believed that the Icelandic bankers had an expertise 

that could be traced to the Viking roots. The Icelandic bankers even gained the infamous 

nickname Útrásarvíkingar, sometimes translated as “Business Vikings” or “Venture Vikings”  

(Jóhannesson, 2015; Mixa, 2015). 

 What does this mean with regards to immigrants? As an example, there was an 

unprecedented need for labor in construction, mega projects such as dams and aluminum 

smelters were being built throughout the country and the construction industry was booming. 

As the restrictions on the free movement of people from the former eastern bloc expired, the 

number of immigrants from those countries increased drastically. The demand for labor was so 

vast that unemployment among immigrants was practically nonexistent. Wages for immigrants 

in Iceland were often multiple times higher than what was available in their home countries, 

meaning that they could sustain themselves and send remittances back home to assist those 

trying to make a living there (Skaptadóttir, 2015).  

In the autumn of 2008, the Icelandic economic miracle came crashing down. The crash 

triggered a shockwave that devastated the entire country and foreign workers were hit 

disproportionally harder than others. The construction industry had been the primary source of 

employment for immigrants in the boom years. The financial crash led to unprecedented 

unemployment levels in the industry. Many of the immigrants that came to Iceland after the 

movement restrictions ended in 2006 did so to make more money and send remittances back 

home. Of the immigrants that came in these years, many did not speak English nor Icelandic 

and were provided with translators in their jobs. Without any knowledge of the two most widely 

spoken languages in Iceland, they had difficulty finding new jobs. The result was that a number 

of immigrants emigrated from Iceland, mainly those who arrived after 2006 and were less 

settled than those who had arrived earlier or moved to reunite with families or others present 
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in Iceland. Many unemployed immigrants did not leave, however. Job prospects in their home 

countries were no better. Despite the economic crisis and rising unemployment among native 

Icelanders, there were still jobs available in the fish processing and caregiving industries that 

Icelanders shunned. This created a niche that immigrants could fill, leading to some new 

immigrants moving to Iceland even after the economy collapsed (Skaptadóttir, 2015). 

 

2.3 The “Damned Foreigner”  

As has been touched upon in section 2.2.3, Icelanders have not always looked positively at 

foreigners or immigrants in Iceland. Icelanders have often perceived themselves as better than 

other nationals, citing the Viking ancestry and hardship that the population has had to survive 

through the ages (Loftsdóttir, 2017). In sections 2.3.1 through 2.3.3, there will be an overview 

of the numerical data that is available on the numbers of immigrants in Iceland and the 

development of their numbers during the last decade. A comparison will be made with the 

development in numbers of native Icelanders during the same period by examining the 

percentage of immigrants out of the total number of native Icelanders. Lastly, the distribution 

of immigrants within Reykjavík will be examined as evidence indicates that some 

neighborhoods or boroughs there house more immigrants than others (Þórarinsdóttir & 

Wojtynska, 2015). 

 

2.3.1 Immigration to Iceland 

Statistics Iceland and Registers Iceland is the primary source of information on this matter. The 

earliest numerical reports on the number of foreigners in Iceland are from the 1950's. The 

earliest entry is from the year 1950 when around 2.700 people, or 1,9% of the country's 

population, were comprised of foreigners. That ratio hovers around the 2% mark, give or take 

0,5%, until the late 1990's when numbers of foreigners started to climb above these numbers, 

as can be observed in figure 1 (Statistics Iceland, 2021c). 
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Figure 1: Foreigners in Iceland as a percentage of the total population 

No corresponding numerical data seems to be available on the nationality of those individuals 

until 1996. However, there is data available from 1991 on the number and nationality of those 

that received Icelandic citizenship. Given the fact that in order to gain Icelandic citizenship, 

one has to have lived in the country for a number of years, take up an Icelandic name and pass 

qualifications to prove Icelandic proficiency (Law: 45/1996; Law: 100/1952), the data from 

1991 should serve well as a proxy for data on the nationality of immigrants from a few years 

before 1991 and onwards to 1996. The data indicates that Filipino, American, Danish, British, 

Vietnamese, Yugoslav, Thai and Polish citizens were most commonly granted Icelandic 

citizenship during the 1990's, as can be observed in figure 2 (Statistics Iceland, 2021i). 

1,0%

1,5%

2,0%

2,5%

3,0%

19
50

19
60

19
64

19
73

19
80

19
85

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
98

19
99

20
00



 

 

 

 

 

 

21 

 
Figure 2: Largest groups of individuals awarded Icelandic citizenship from 1991-1996 

Additionally, Skaptadóttir states that by 1996, 70% of work permits, which were a prerequisite 

for immigration, were issued to fish processing plants. The permits were issued for Polish, 

Filipino and Thai women. Subsequently, these women would facilitate employment for friends 

and family who wished to join them in Iceland, as there was plenty of work to be had 

(Skaptadóttir, 2015). For that reason, many extended their stays in Iceland instead of only 

coming to work temporarily, putting further weight behind the numbers shown above.  It is 

worth mentioning that from the 1950's to the early 1990's, 32 refugees from Yugoslavia, 94 

from Vietnam, 26 from Poland and 52 from Hungary arrived in Iceland (Stjórnarráðið, n.d.), 

(Jökulsson & Bjarnason, 2003). As such, seeing individuals from those countries receiving 

citizenship does not come as a surprise. Likewise, Iceland was a colony of Denmark for 

centuries and as such, many Danes have connections to Iceland, so seeing a number of Danes 

receiving citizenship is not surprising (Jökulsson & Bjarnason, 2003).  

After the turn of the 21st century, the numbers of immigrants in Iceland started to 

increase, along with available data for analysis. Immigrants from the former Eastern Bloc are 

very prominent in the flora of immigrants that populate Iceland today. Polish, Latvian, 

Lithuanian and Romanian immigrants are the most populous groups. Out of those, the Polish 

immigrants are by far the most populous. The Vietnamese, Thai, Filipino, and Chinese are the 
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largest single groups of immigrants aside from those already mentioned. Other notable groups 

of immigrants are those of the former Yugoslavia. In the last five years of the 20th century, 169 

individuals from the former Yugoslavia and Kosovo arrived in Iceland as refugees (Statistics 

Iceland, 2021g), (Jökulsson & Bjarnason, 2003). 

 

2.3.2 The current number of immigrants and developments during the last decade  

This thesis will focus on the period from 2010 to 2020 and in this section, there will be an 

overview of recent developments and numbers of immigrants in Iceland from that period. 

However, data is only available until the 1st of January 2020 and Statistics Iceland cannot 

provide data for the 1st of January 2021. With that being said, from the 1st of January 2010 to 

the 1st of January 2020, the number of immigrants increased from 28.425 to 61.038. An increase 

of 32.618 or 114.7% (Statistics Iceland, 2021d). Out of all immigrants, 39.096 live in the 

greater Reykjavík area or 64%. That ratio has been relatively unchanged from 2010, when 66% 

of all immigrants lived in the greater Reykjavík area (Statistics Iceland, 2021d). The greater 

Reykjavík area, sometimes referred to as the greater capital area, refers to the consolidated area 

of Reykjavík, Seltjarnarnes, Kópavogur, Garðabær, Hafnarfjörður and Mosfellsbær. (SSH, 

n.d.). 

From 2010 to 2012, the number of immigrants in Iceland dropped very slightly, as the 

country was still recovering from the effects of the global financial crash of 2008. However, in 

2013, the number of immigrants started climbing again. The number of immigrants increased 

by 2 – 3 thousand per year until 2016, when the number of immigrants increased by 5 – 8 

thousand per year until 2020. The rate of increase grew year by year until 2018, when the 

number of immigrants increased by 14.3%, compared to 20% in 2017. In 2019, the number of 

immigrants increased by 10% (Statistics Iceland, 2021d).  

Currently, there is no data available for the number of immigrants on the 1st of January 2021. 

Although, one can assume there was very little immigration during the year due to the Covid-

19 crisis. The number of foreign nationals present in Iceland on the 1st of January 2021 is 

available, though. The numbers of foreign nationals serve as the closest proxy to the number 

of immigrants but is obviously not ideal. The number of foreign nationals in Iceland increased 
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by 600 in 2020 (Statistics Iceland, 2021h), a far cry from the thousands of immigrants arriving 

annually in prior years. Therefore, it can be deduced that the number of immigrants in Iceland 

probably did not increase much in 2020. 

To have a frame of reference, the rate of change in numbers of native Icelanders 

increased much slower. It increased by around 1300 – 2500 individuals per year from 2010 – 

2020, representing a 0.4% – 0.8% change in population between years. The rate of increase 

was, therefore, much lower for native Icelanders compared to immigrants. In terms of total 

numbers, the number of native Icelanders increased by 18.812 from 2010 – 2020, while the 

number of immigrants increased by 32.618, or 72% more (Statistics Iceland, 2021g). 

  

Figure 3: Number of immigrants as a percentage of the number of native Icelanders 

To sum up, the development has been that the number of immigrants has increased at a 

faster rate than native Icelanders since 2010. However, the onset of the Covid-19 pandemic 

will most probably have significantly reduced the stream of immigrants to Iceland in 2020. The 

most populous group of immigrants are Poles, which are close to 1/3 of all immigrants. They 

are one of the first documented groups of immigrants to have arrived in Iceland and have been 

the most populous group of immigrants since 1999. As of the most recent data, immigrants 

comprise 16.8% of the population of Iceland (Statistics Iceland, 2021d, 2021g). 
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2.3.3 Distribution of immigrants within the greater Reykjavík area 

Immigrants within the greater Reykjavík area were 39.096, on the 1st of January 2020. The 

total number is split as follows between the different municipalities that make up the greater 

Reykjavík area (Statistics Iceland, 2021e).  
Municipality Total number 

City of Reykjavík 26.682 

Town of Kópavogur 5.284 

Town of Hafnarfjörður 4.385 

Town of Mosfellsbær 1.204 

Town of Garðabær 1.054 

Town of Seltjarnarnes 487 

Table 1: Distribution of immigrants within the greater Reykjavík area  

Out of all immigrants that live in the greater Reykjavík area, 68% live in Reykjavík, 14% live 

in Kópavogur and 11% live in Hafnarfjörður. The remaining 7% live in Garðabær, Mosfellsbær 

and Seltjarnarnes.  

 

 
Figure 4: Distribution of the total number of immigrants within the greater Reykjavík area in 2020 

Statistics Iceland has data for the spread of immigrants within Reykjavík until 2019. Since a 

vast majority of immigrants in the greater Reykjavík area live in Reykjavík, an overview of the 

distribution of immigrants within Reykjavík will now follow. The idea is to analyze whether 
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there is evidence to suggest whether an increased number of immigrants correlates to lower 

housing prices in selected neighborhoods, as is pointed out as being a possibility by 

Þórarindóttir & Wojtynska (2015), as long as relevant data is available. The dataset lists 31 

different districts or boroughs and one section for immigrants unplaced in Reykjavík (Í. 

Óstaðsettir í Reykjavík). All districts have seen increases in immigrant population from 2010 

to 2019. Austurbær has seen the smallest increase of 27%. The most significant percentage 

jump in the number of immigrants can be observed in Úlfarsárdalur, which is a relatively new 

neighborhood. From 2010 to 2019, the number of immigrants there increased 58-fold, 

increasing from 7 to 413. However, the neighborhood was practically a construction zone in 

2010, so a drastic increase in inhabitants is to be expected in the coming years. In 2019, 

immigrants amounted to 19.8% of the total number of inhabitants in the neighborhood. 

 In terms of total numbers of immigrants, the most significant amount, or 3,222 

individuals live in Efra-Breiðholt, where the ratio of immigrants has increased from 21% to 

35% since 2010. The second-highest amount lives in Austurbær, or 2,223 individuals, followed 

by Norðurmýri, with 1,846 individuals (Statistics Iceland, 2021f). A further overview of the 

distribution of immigrants within Reykjavík's neighborhoods and boroughs can be observed in 

table 2. 
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District/Neighborhood 2010 2019 % change 

% of total inhabitants in 

2010 

% of total 

inhabitants in 

2019 

Kjalarnes 91 590 548% 30% 75% 

Óstaðsettir í Reykjavík 22 461 1995% 7% 52% 

Efra - Breiðholt 1822 3222 77% 21% 35% 

Breiðholt - Bakkar 611 1164 91% 16% 29% 

Austurbær 1747 2223 27% 21% 28% 

Gamli Vesturbærinn 1040 1723 66% 17% 27% 

Norðurmýri 1093 1846 69% 17% 23% 

Háaleiti 516 732 42% 17% 23% 

Árbær 415 920 122% 10% 22% 

Laugaráshverfi 616 1108 80% 12% 20% 

Úlfarsárdalur 7 413 5800% 4% 20% 

Hlíðar 396 945 139% 9% 19% 

Seljahverfi 827 1647 99% 10% 19% 

Ártúnsholt 98 267 172% 6% 16% 

Vesturbær-syðri 945 1810 92% 9% 16% 

Heimar - Vogar 348 536 54% 10% 13% 

Bústaðahverfi 560 980 75% 8% 13% 

Hamrahverfi 117 346 196% 5% 13% 

Grundarhverfi 22 69 214% 4% 12% 

Grafarholt-eystra 132 292 121% 5% 11% 

Laugarnes 332 489 47% 8% 10% 

Engjahverfi 120 193 61% 6% 10% 

Rimahverfi 218 401 84% 5% 10% 

Selás 157 246 57% 6% 10% 

Húsahverfi 110 183 66% 5% 9% 

Foldahverfi 145 288 99% 4% 9% 

Borgarhverfi 59 116 97% 4% 8% 

Norðlingaholt 52 235 352% 3% 8% 

Fossvogur 162 289 78% 4% 7% 

Víkurhverfi 42 89 112% 3% 6% 

Grafarholt-vestra 72 121 68% 3% 5% 

Staðahverfi 24 49 104% 2% 4% 

Table 2: Overview of the development in numbers of immigrants within Reykjavík, ordered by highest total number in 2019. 
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As is apparent in table 2, there are neighborhoods and districts that seem to be more favored 

by immigrants. Kjalarnes is a fascinating example as immigrants outnumber native Icelanders. 

Despite that, Breiðholt, especially Efra – Breiðholt, has garnered a bit of a reputation as an 

immigrant ghetto by Icelandic standards (Ingvarsdóttir, 2016). Around 35% of inhabitants in 

Efra – Breiðholt in 2019 were immigrants and judging by the average price per square meter 

of multi-family residential housing in Hólahverfi in Efra – Breiðholt, there does seem to be a 

discrepancy in prices compared to the average for the greater Reykjavík area (Registers 

Iceland, n.d.-a). Previously published literature, such as from Þórarinsdóttir & Wojtynska 

(2015), has indicated that housing prices are the most important factor when choosing where 

to live. Other literature from Sá (2015) and Green (2018) indicates that an increased number 

of immigrants in an area could potentially lead to lower housing prices in said area. However, 

it is not possible to draw conclusions based on what can be observed in figure 5, but this is an 

indication that something has caused residential housing prices in Efra-Breiðholt to fall behind 

the price development in the entire greater Reykjavík area.  

 
Figure 5: Comparison of the price per square meter (ISK/m2) of multi-family housing in Hólahverfi and the entire greater 
Reykjavík area. 
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2.4 The cost of concrete 

In Iceland, purchasing a house is often referred to as investing in concrete. When inflation is 

rampant, and it often has been in the past, investing in housing was often seen as the best way 

to store one's savings (Stefánsson et al., 2013). That mentality has stayed even though inflation 

is much lower now and housing investments are generally considered to be relatively risk-free, 

provided that one can afford the mortgage payments. In this section 2.4, there will be an 

overview of the development of housing prices in the greater Reykjavík area, as the majority 

of Iceland's population lives there and the information on housing prices is vastly more detailed 

than for the areas outside the greater Reykjavík area. 

 

2.4.1 Housing prices in the greater Reykjavík area 

The National Registry of Iceland does monthly reports on the housing price index in the greater 

Reykjavík area.  

The index is based on 100, beginning in January 1994. For the purposes of this thesis, 

the index was restated with the basis point now being January 2010, which now takes the value 

of 100. The restating was performed by dividing the value of the index with itself in January 

2010. Changes in the index are then captured by dividing the original index values in each 

month with the value of the index on the January 2010. 

From January 2010 to April 2021, the index has risen from the value of 100 to the value of 

240.9, an increase of 140.9%. The increase in the index is not entirely linear and a notable 

increase can be observed from May 2016 to May 2017. The index rises relatively linearly until 

June 2020, where another slight upward jump can be observed. The Housing and Construction 

Authority of Iceland speculates that this can be traced to the lowering of mortgage interest rates 

as the economy contracted as a response to the Covid-19 pandemic (The Housing and 

Construction Authority, 2020). Figure 3 shows the increases in immigrant population as a 

percentage of the native population by year. One can observe a peculiarly similar development 

in the number of immigrants, compared to the increase in housing prices. A correlation 

calculation reveals a correlation of 0.917. Indicating a possible relationship between these two 

variables, but one must not forget that correlation does not mean causation and there could, and 
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very possibly are other influential factors that affect the housing price index. One must also 

keep in mind that data for the year 2021 is incomplete, only containing values until April 2021. 

Data is also not available for the total number of immigrants in January 2021, only until January 

2020, so the relationship between immigration and housing prices after January 2020 cannot 

be explored at this time. 

As with the housing price index, The National Registry of Iceland also releases monthly 

indexes for the price of single-family and multi-family housing. The difference being that 

single-family housing is detached from other houses and only a single family lives in the house. 

Multi-family housing is comprised of apartment blocks or other kinds of shared housing such 

as duplexes and the like. A precise definition is in Appendix A. The indexes are also based at 

the value of 100, beginning in 1994. The index is based on 100, beginning in 1994. For the 

purposes of this thesis, these indexes were restated in precisely the same fashion as the housing 

price index. A graphical presentation of the indexes can be observed in figure 6. One can 

observe that the development in housing prices is largely similar from 2010 – 2012. From then 

on, prices of single-family housing begin to fall behind the development in multi-family 

housing and the entire housing price index. A considerable discrepancy in prices forms. In 

2016, the most significant discrepancy between single- and multi-family housing can be 

observed, at 19.3%. From then on, the discrepancy stabilizes at around 16% ± 0.5%. In 2017, 

the government of Iceland seemed to recognize that this increase in prices was due to a housing 

shortage and came to the academic sector for assistance (The Housing Financing Fund, 2017). 

One can see that despite this realization, the housing price indexes kept climbing and by 2021, 

the price of multi-family housing had risen nearly two-and-a-half fold since 2010. Prices of 

single-family housing had risen by more than two-fold since 2010.   
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Figure 6: Housing price indexes in the greater Reykjavík area, since January 2010 

 

2.4.2 The housing price indexes, Tobin's Q and comparison with immigration  

Tobin's Q is a metric where the market value of an asset is divided by the cost of replacing said 

asset (Tobin, 1969). If the metric is 1, then the market value is precisely the replacement cost 

of said asset, if it is below 1, then the market value of the asset is less than the cost to replace 

it. The opposite applies if the metric is more than 1. For the purposes of this thesis, a Tobin's 

Q metric is calculated by dividing the housing price indexes shown in section 2.4.2 with the 

housing construction cost index. When applying the Tobin's Q index to a company, a value of 

more than one implies that the company’s market value is more than its book value. In essence, 

the same applies to the price of housing. The difference being that when housing’s market value 

is more than its “book value”, one can make a profit by building houses and selling them. In 

figure 7, one can see the Tobin's Q for both multi- and single-family housing. From 2010 – 

2012, the price of constructing new multi-family housing was roughly equal to the cost of 

building. From 2012 – 2017 there was a considerable rise in the price of housing, compared to 

the cost of construction. An arbitrage opportunity presented itself during this period and in 

2017, the price was 50% higher than the cost of construction. It should not come as a surprise 
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that during this period, a considerable amount of construction was planned (Arnarson, 2016). 

Despite the planned construction, prices of multi-family housing have continued to creep up. 

The volume of new construction in multi-family housing remains high (Reykjavíkurborg, 

2020), as it is clearly just getting more profitable to build as time goes on. 

 Also, in figure 7, one can see the Tobin's Q for single-family housing. An interesting 

development can be observed from 2010 – 2013. The Tobin's Q goes below 1, which means 

that single-family housing was more expensive to build than what they could be sold for during 

this period. It is evident that very few single-family homes were built in this period, according 

to The National Registry (Registers Iceland, n.d.-b). However, one can observe a similar 

development in the lines for both housing types from 2016 and on. Housing prices for single-

family housing rise a fair amount above the housing construction cost index, leading to the 

construction of single-family homes becoming profitable once again. 

 
Figure 7: Tobin's Q for single- and multi-family housing 

Immigration, as was hinted at in section 2.4.1, increased at a rate similar to the increase 

in housing prices. As Skaptadóttir stated, most of the immigrants in Iceland work in jobs that 

Icelanders are not fond of, such as construction (Skaptadóttir, 2015). As can be deduced from 

figure 7, the construction of new housing had once again become profitable by 2014 and only 

got more profitable as time went on. By 2015, a substantial number of immigrants were present 

in the country, or 10% of the total population. Their numbers only continued to increase in the 

following years as construction became more profitable. Skaptadóttir also stated in 2010 that 

family reunification among immigrants has been increasing. Chances are that development has 

not decreased since. Especially considering that the largest group of immigrants, Poles, has 

only grown more prominent every year. Chances are that many of them came to join families 
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already present in Iceland as the family members could find them employment very quickly, 

as described by Skaptadóttir. (Skaptadóttir, 2015; Statistics Iceland, 2021g). This sudden surge 

in immigrant numbers from 2015 undoubtedly had an essential role in providing manpower to 

complete the vast amount of planned or ongoing construction by 2016, as stated by Arnarson. 

 
Figure 8: Ratio of immigrants to total amount of workers in construction, compared to numbers of new housing construction 
projects 

In figure 8, one can see the decline in immigrant workers in construction until 2012, 

new construction projects were also very few during this period. As construction started to pick 

up again, unemployed construction workers present in Iceland likely found employment again. 

Then in 2015, the amount of new housing construction nearly triples, increased manpower is 

seemingly needed, and one can see how the ratio of immigrants to the total number of 

construction workers dramatically increases.  However, as one can imagine, the influx of 

immigrants far outpaced the completion of housing. It takes a lot longer to finish the 

construction of one apartment or house than to move to another country. According to basic 

supply and demand theory, the price of housing would have risen as a result as there were 

suddenly (in relative terms) more individuals that need housing at the same time there was 

already a shortage of housing (Arnarson, 2016). It is quite possible that the increased 
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construction manpower, in the form of immigrants, compounded the housing shortage and 

contributed to the upward jump in housing prices in 2016, seen in figure 6. 

 

3 Literature review: 

Below is a review of journal articles and other academic documents which contain data from 

all around the world. This literature review will be split into three sections. The sections are as 

follows, immigration and housing prices, factors affecting housing prices, Icelandic sources on 

factors affecting housing prices and Icelandic sources on immigrants in Iceland. This literature 

review aims to identify what can be expected when doing the analysis on the Icelandic housing 

prices and to identify potential differences that may or may not be present in Iceland. 

 

3.1 Immigration and housing prices: 

In this section, there will be a review of literature related to how immigration affects housing 

prices around the world. The results indicated in the literature will be used for comparison to 

the results of this thesis. 

 

Larkin et al. (2019) did an analysis that was not limited to a single country but comprised of 

data from 14 countries in all continents, except South America. The general consensus was 

that, with increased immigration, housing prices increased due to increased demand for 

housing. Although, it is recognized that if the locals have a negative view or are even opposed 

to increased numbers of immigrants, the price increase resulting from the increased demand 

could be largely or even entirely negated by the opposition of the native population. The net 

result being that the price increases of housing would be less than one would expect due to the 

increase in demand. The price of housing could even decrease, despite the increased demand. 

 The result from this analysis is in line with what can be observed in other literature that 

focuses on a single country. The majority of countries experience an increase in housing prices 

as the number of immigrants grows. However, some countries, such as the U.K., indicate a 

negative relationship with increasing numbers of immigrants leading to a decrease in housing 

prices on a nationwide level. 
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Research done by Degen & Fischer (2017) and Moallemi & Melser (2020) indicates 

that with increased immigration, the price of single-family homes in Switzerland and Australia 

rises. The authors of these journal articles put forward two hypotheses. One hypothesis, from 

Switzerland, by Degen & Fischer, is that locals are moving into single-family homes and 

renting out their apartments to immigrants, leading to a rise in prices of single-family homes. 

The other hypothesis, from Australia, by Moallemi & Melser, is that immigrants from China 

and India stand well financially and prefer single-family homes as opposed to regular 

apartments, as they had the biggest impact on single-family housing prices of all immigrants. 

Apartment prices in Australia were also affected by an increasing number of immigrants, but 

less so than the single-family houses.  

In essence, the prices of single-family homes were affected by both local and immigrant 

demand, but that only applies to those who are well off financially. It can be implied from the 

articles that those who are less well off financially prefer apartments and influence the prices 

of them instead of single-family housing.   

Pavlov & Somerville (2020) examine the effects of a Canadian program in the Greater 

Vancouver area aimed at increasing the number of immigrants by incentivizing their 

immigration to Canada. The goal of the program was to attract wealthy immigrants to the 

Greater Vancouver area. Real estate prices in areas favored by this type of immigrants were 

positively affected by this program. However, no type of housing was found to be more or less 

affected than others, a contrast to the findings of Dagen & Fischer and Moallemi & Melser. 

During the analysis period of Pavlov & Somerville, the immigration program was canceled. 

The effects were an almost immediate 3% reduction in housing prices in the areas favored by 

the immigrants targeted by the program. However, areas favored by immigrants that were not 

targeted by the program remained unaffected.  

The authors hypothesize that the sudden decline in prices was most likely a response of 

the housing market taking the news of the immigration program suspension badly. Housing 

developers had been investing in properties aimed at these wealthy immigrants and as the 

immigration program had been suspended, the demand for properties aimed at wealthy 

immigrants reduced.   
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Hansen & King (2004) analyzed the effects of immigrants on housing prices in New 

Zealand. The conclusion was that a 1% increase in the total number of residents due to 

immigration results in a 12.6% increase in housing prices. It is paramount to mention that native 

New Zealanders moving back home after living abroad are considered immigrants in this 

article. The authors analyze the relationship between immigration and housing prices from a 

number of different perspectives. The perspectives are as follows, the impact of first-time 

immigrants to New Zealand on housing prices, the impact of returning immigrants to New 

Zealand on housing prices, the impact of native New Zealanders moving around within the 

country. Finally, the impact of native New Zealanders returning from abroad on housing prices 

was analyzed. The results were that both groups of foreign immigrants and New Zealanders 

moving within the country had around a 1% positive effect on housing prices. However, New 

Zealanders returning from abroad were the catalyst behind 9,1% of the 12,6% rise in housing 

prices attributed to immigration.   

 The authors hypothesize that the reason for this group being behind the lion's share of 

the rise in housing prices can be attributed to the fact that if the economy is doing well, locals 

living abroad tend to move back home. They tend to be well off financially and are in the age 

group of 25-64 years old, which is the most likely demographic to buy houses. 

Gonzalez & Ortega (2013) analyzed the effects of immigration on both housing prices 

and housing construction in Spain during the years of 1998 – 2008. The results of the analysis 

were that, on average, each province took on a number of immigrants amounting to 17% of the 

total number of the working population in each province. The effects on average housing prices 

were that they increased by 52% during the analysis period and the increase in numbers of 

immigrants was the catalyst behind 37% of newly constructed housing during the analysis 

period.  

 The results indicate that had the immigrants not been present during the analysis period, 

the supply of housing would have been substantially less than it was. As a result, the 

construction business would have been less prominent and the GDP growth during the analysis 

period would also have been less than it actually turned out to be. 
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Sanchis-Guarner (2017) analyzed the role of native relocation to areas where the 

number of immigrants was increasing during the Spanish housing boom period from 2001 – 

2012, in regard to changes in housing prices. He used a multiple regression analysis and the 

results indicated that every 100 immigrants that move to an area or province, 35 native 

Spaniards moved to the same area as well. The author hypothesizes that natives might see the 

influx of immigrants as a positive thing and expect to find better job opportunities where the 

immigrants are. During the analysis period, the cumulative change in the rate of immigration 

was 8.8% and the total increase in housing prices was 52% and rental rates went up 31%. 

According to the findings of the analysis, immigration during the period was responsible for 

52% of price increases and 24% of rental rate increases. Around a third of the total price and 

rate increases were attributed to native relocation. 

The results indicate that if there is a sizeable native relocation to areas that immigrants 

move to, the impact of the native relocation must also be considered as that can be a 

considerable part of the total price effect. 

Green (2018) performed an analysis on the relationship between the number of 

immigrants and housing prices in the U.K. after the financial collapse of 2008. The analysis 

was made using data from 2010 – 2016. The data is from 80 areas throughout England and 

Wales. The results of the analysis were contrasting to what is more often seen. With a 1% 

increase in the number of immigrants in an area, compared to the total native population, 

housing prices dropped by 3.8%. However, the author of this journal article also hypothesizes 

that as the U.K. exits the E.U, this development might change as fewer immigrants are expected 

to move to the U.K. Which in turn, should lead to less of a reduction or even an increase in 

housing prices.   

  Sá (2015) also found that in the U.K., an increase in immigration has a negative effect 

on housing prices. Sá also found that an increase in immigration population by 1% of the total 

native population increases the native net out-migration rate by 0.048%. The effect varies by 

location and social circumstances. In areas where immigration is high, natives with higher 

wages tend to leave those areas. This results in a negative income effect on housing demand, 

which in turn, reduces housing prices in the area. Education was also found to be an influencing 
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factor. In areas where education is low and immigration is high, housing prices drop. In areas 

where immigrants are well educated and have higher wages as a result, immigrants bring a 

positive income effect on housing prices. Counteracting the negative effects of natives moving 

away. The results indicate that an increase in the number of immigrants amounting to 1% of 

the present population, leads to a 1.7% reduction in housing prices. 

To summarize, the literature presented above indicates that, in general, increased 

immigration contributes to increases in the price of housing. If there is a sizeable increase in 

the number of natives moving to the same area where there is a sizeable increase in the number 

of immigrants, then the effect of native migration must be estimated to get an accurate result 

of the effect that immigration has on housing prices in said area. Lastly, one must be aware that 

increased immigration can also result in a decrease in housing prices, or that increased 

immigration might have little effect and the effect of natives relocating might have more effect. 

 

3.2 Factors affecting housing prices: 

In this section, there will be a review of literature that indicates potential influencing factors on 

housing prices. Available Icelandic data related to the factors indicated in the following 

literature will be gathered to examine their influence on housing prices in Iceland. 

Barbu et al. (2017) did an analysis using data from 21 countries from the years 2007-

2014. The main findings were that a one percent increase in immigration increased housing 

prices by 0.045%. The authors state that this confirms that there is a positive link between 

immigration and housing prices, but the link is not prominent. Moreover, the results indicate 

that there is a positive link between the real estate value and inflation, which the increased 

demand for housing can explain as a result of the demographic growth. As the number of 

immigrants increases, the demand for housing increases, directly influencing the real estate 

value. According to the article, an increase in the number of immigrants, amounting to 1% of 

the total population, would increase the price of rent by 0.037%, confirming the fact that there 

is a positive link between the two factors, if not a direct one  

Tsatsaronis & Zhu (2004) studied factors affecting housing prices across 17 countries. 

The results indicated that there are five factors that influence housing prices. 
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1. The growth rate of GDP. 

2. The inflation rate. 

3. Real short-term rates. 

4. Yield spreads between real short rates and long government bonds. 

5. Increased availability of bank credit. 

The data indicates that inflation is the single most influential factor on housing prices. In 

one quarter, inflation accounts for 90% of price variation and for one year, it accounts for about 

2/3 of the price variation. The drivers behind mortgages come next, yield spreads, bank credit 

and short-term real rates account for about 1/3 of the price variation. According to the authors, 

the booming housing markets in industrialized countries can be explained by the low interest 

rates in those countries. When the interest rates are low, the variables that affect housing prices 

the most are kept in check, positively stimulating the housing market.  

Savva (2018) analyzes factors affecting housing prices across 24 countries. The findings 

were that increases in population, economic growth, stock returns, construction costs and 

decreases in inflation are key factors regarding increasing housing prices. Increases in 

mortgage interest rates and unemployment, on the other hand, decrease housing prices. 

Additionally, the authors of the article mention that the increase of immigration is contained 

within the population growth variable. It is stressed that increases in immigration are different 

from natural population growth as immigration is market-driven and happens more 

unexpectedly and quicker compared to natural population growth.  

 

3.3 Icelandic sources on factors affecting housing prices: 

Elíasson (2016) found that during the Icelandic housing boom leading up to 2008, there was a 

rapid rise in housing prices that could not be explained by the factors being used. That could 

suggest a housing bubble being present. However, when the author added immigration during 

the analysis period as an explanatory variable into the equation and did bubble tests, he found 

that the factors could explain the increase in housing prices. Additionally, the immigration 

variable was found to be highly significant and a 1% increase in immigration resulted in a 7.1% 
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rise in real housing prices. Elíasson & Ragnarsson (2018) found that a 1% increase in the 

population due to immigration leads to a 3.1% rise in real housing prices. 

Gísladóttir & Joensen (2011) suggest that building costs are the most influencing factor 

of housing prices in Iceland in the long run. Supply and demand on the housing market are also 

controlling factors as demand can suddenly increase beyond the supply and increase prices. 

Due to the fact that it takes a long time to increase supply, a sudden increase in demand can 

cause permanent price changes in popular fully built areas. The authors of the thesis also write 

that when reviewing historical data, it can be observed that every time there is a change in 

regulations or other conditions relating to Icelandic housing loans. I.e., increasing access to 

capital or the fact that capital becomes more affordable, the price of housing goes up. 

According to the authors, this implies that increased access to capital has more effect on the 

purchasing power in the housing market than an actual increase in purchasing power achieved 

by the value of currency going up.  

Hermannsdóttir & Fairweather (2015) suggest that lower real rates and increases in 

purchasing power due to changes in the Icelandic housing loan environment and an increase in 

demand for housing. That is in line with the findings of the thesis by Gísladóttir & Joensen. 

The authors of that thesis suggest that an increase in population increases demand for housing, 

simply because of more demand. The authors state that tourism plays a role in increasing 

housing prices, as locals can rent out their properties using Airbnb and the authors state that 

this increased housing prices even though the Airbnb market in Iceland was still small at the 

time. The price increases were mainly in the central Reykjavík area. Finally, the authors talk 

about the role of the capital controls that were present at the time. As big institutional investors 

could not invest outside of Iceland and foreign investors could not move currency out of the 

country, they turned to real estate. That caused an increase in demand for housing, and 

therefore, an increase in prices.  

 

3.4 Icelandic sources on immigrants in Iceland: 

Þórarinsdóttir & Wojtynska (2015) analyzed the status of Polish immigrants on the housing 

market in the Icelandic capital area. As shown by Loftsdóttir (2017) & data from Statistics 
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Iceland (2021), Polish immigrants are by far the most populous group in Iceland. In this report, 

the findings were that the numbers of Polish immigrants had increased dramatically during the 

last years, are under 40 years old on average and have some education beyond elementary 

school. In the report, it is stated that 30% of all new residents in Reykjavík are foreign. Due to 

this, the authors decided to compare the number of newly built houses to the influx of 

immigrants. They found that from 2006-2008 and then again from 2013, the influx of 

immigrants exceeded the number of houses being built. Suggesting that demand might outpace 

supply due to this development. 

The authors of the report did a poll and found that 67.9% of respondents lived in 

Reykjavík, 13.5% in Kópavogur, 12.6% in Hafnarfjörður and the remaining 6% lived in 

Garðabær, Seltjarnarnes, Mosfellsbær or other areas in the capital. Out of the immigrants living 

in Reykjavík, 40% live in the Breiðholt district. According to data in the report, both rental and 

housing prices are lower in Breiðholt than in the rest of the capital area. Compared to prices in 

central Reykjavík, prices in Breiðholt were only 63% of what could be expected in 101 

Reykjavík central and rental prices were 20-25% lower in Breiðholt compared to other areas. 

The authors also found that 81% of respondents said the price was the most important factor 

when choosing a place to live, which is clearly visible with the concentration of Polish 

immigrants in Breiðholt. 63% of respondents also said they lived in rental properties and only 

31% in their own properties. That is a similar development as was seen in the U.K, where 63% 

of EU migrants and 52% of non-EU migrants lived in rental properties. 

A report released by Statistics Iceland in March 2019 revealed that, on average, 

immigrants have 8% lower wages than native Icelanders working the same jobs. In the 

occupations that immigrants tend to seek, the wage disparity between natives and immigrant 

workers varies between 1% to 16%. Such occupations are, for example, fish processing, 

construction, caregiving and other service-related occupations as is described in sections 2.2.1 

and 2.2.4. It is also worth mentioning that these occupations are among those where the 

disparity in wages is the highest. The findings of the report also include that even though when 

immigrants have the same education as natives, they still receive lower wages. In cases where 

immigrants have higher education such as university qualifications, the wage disparity can be 
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as high as 15%. The results also show a statistically significant relationship between the country 

of origin and wages of immigrants (Statistics Iceland, 2019). These findings might, therefore, 

be indicative of the consequences of the difficulty some immigrants have with finding 

employment relating to their education as is discussed in section 2.1. Sá (2015) mentions that 

in areas where education is low and immigrant numbers are high, housing prices tend to drop 

more than in areas where immigrant numbers are lower and education levels are higher. The 

findings of the report by Statistics Iceland might point to the fact in cases where immigrants 

are well educated, they are still underpaid compared to native Icelanders. As a result, if there 

is indeed a negative relationship between the immigrant population in an area and housing 

prices, better education might not lessen the impact of immigration on housing prices as is 

indicated in Sá’s results. 

 

4 Methodology 

The research methodology in this thesis will be to do an ordinary least squares multiple 

regression analysis. The multiple regression analysis will be performed with housing prices as 

the dependent variable and factors that affect housing prices as independent variables. In total, 

three analyses will be performed. Indexes for single-family and multi-family housing prices 

will be used as a dependent variable, instead of the aggregate index, which combines both 

single-family and multi-family housing prices into one. Additionally, a third regression 

analysis will be performed to analyze whether multi-family housing prices in Efra-Breiðholt in 

Reykjavík are more influenced by immigration than the greater Reykjavík area. As shown in 

chapter 2.3.3, there are indications that immigrants are more concentrated in some districts of 

the Reykjavík capital area. In the literature review, potential influencing factors on housing 

prices have been identified. Data relating to these factors will be gathered from reliable sources 

and a regression analysis will be performed. That will reveal the effect of the independent 

variables on the dependent variable, housing prices. The results of the analysis will then be 

compared to the findings of the literature to identify differences and similarities.  

The results will be subject to fitness testing for serial correlation, multicollinearity and 

homoscedasticity before the results will be interpreted. Variables contributing to those factors 
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will be removed to improve the explanatory power of the regression model and the accuracy 

of coefficients for each explanatory variable. The analysis will be performed using Microsoft 

Excel, with a statistics resource add-in by Dr. Charles Zaiontz (Zaointz, 2021). 

5 Variables  

The literature review indicated that potential influencing factors are as follows, immigration, 

population growth, economic growth, stock returns, construction cost and purchasing power of 

salaries. Other potential influencing factors are as follows, inflation, real interest rates, 

mortgage interest rates and unemployment rates. It was considered to use Airbnb rental 

numbers as a potential influencing factor, but reliable data is only available at exorbitant prices, 

so the decision was made to exclude Airbnb rental numbers from the analysis. The numerical 

data on the numbers of immigrants, native Icelanders and housing indexes to be used will be 

procured from Statistics Iceland and The National Registry. Numerical information relating to 

construction cost, economic growth, inflation, unemployment rates and purchasing power will 

be procured from Statistics Iceland. Real interest rates and mortgage interest rates will be 

procured from the Central Bank of Iceland. Stock returns will be represented by the OMXI10 

stock index from Nasdaq OMX Nordic.   

5.1 Dependent variables - Housing prices 

Housing prices are the dependent variable in the regression analysis. The raw data was gathered 

from a Registers Iceland database. As was previously mentioned, the indexes for single-family 

and multi-family housing in the greater Reykjavík area will be used instead of the aggregate 

index, which combines both indexes in question. The basis point of the indexes is in 1994 and 

as this thesis is reviewing the period from 2010-2020, the index was restated with the value of 

the index taking 100 in January 2010. The reasoning is to be able to visualize the changes in 

housing prices during the last decade better. Furthermore, the index of multi-family housing in 

Hólahverfi in Efra-Breiðholt will also be included for secondary analyses. Said index has also 

been restated in the same fashion. 

 The housing prices for multi-family housing in Breiðholt is in Icelandic krónur per 

square meter (ISK/m2) but will be restated to form an index to compare on an even level with 
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housing prices in the greater Reykjavík area. The restating will be done by dividing the price 

per square meter on the 1st of January 2010 with itself and multiplying with 100, successive 

changes in the prices will then be captured by dividing the price in each time period with the 

price on the 1st of January 2010 and multiplying with 100.  

 Data points in the data set for the analysis will be every six months of each given year, 

from 2010 until 2020 

 

5.2 Independent variables 

In section 5.2, there will be a description of each independent variable along with how the data 

is collected along with points relating to each variable is constructed for all three regression 

analyses. 

 

5.2.1 Native population growth 

Figures for population growth are procured from Statistics Iceland. The figures are in numbers 

present on the 1st of January on each given year, which is from 2010 – 2020. Representing the 

population will be the numbers of non-immigrants. Their numbers are calculated by subtracting 

the numbers of immigrants from the total population present in the greater Reykjavík area and 

in Efra-Breiðholt. 

 

5.2.2 Immigration growth 

Figures for immigration are procured from Statistics Iceland. The figures are in numbers 

present in January on each given year, spanning 2010 – 2020. Only numbers from the greater 

Reykjavík area will be used. Figures for numbers of immigrants in Efra-Breiðholt will also be 

procured from Statistics Iceland. The figures are in numbers present in January on each given 

year, spanning 2010-2019. One year less than the data on immigrants present in the entire 

greater Reykjavík area. Statistics Iceland was not able to provide an update of these numbers 

at this given time.  

 For the regression analyses, a percentage of immigrants out of the total population will 

be used. The value at time periods of six months from the January 2010 to January 2020 will 
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serve as data points in the regression analyses for single-family and multi-family housing in 

the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar method will be used. 

Data points for immigration growth in the analysis for Efra-Breiðholt will be a percentage 

difference between time periods of six months from January 2010 to January 2019 as the data 

set only extends to that period. 

 

5.2.3 Economic growth 

Figures for economic growth are procured from Statistic Iceland. The figures are represented 

by the gross domestic product of Iceland's economy. By default, the data is split into quarterly 

stats. The values will be combined to form a value for the first six months and the later six 

months of each given year, from 2010 until 2020.  

  A percentage difference between time periods of six months from January 2010 to 

January 2020 will serve as data points in the regression analyses for single-family and multi-

family housing in the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar 

method will be used. Data points for economic growth in the analysis for Efra-Breiðholt will 

be a percentage difference between time periods of six months from January 2010 to January 

2019 as the data set only extends to that period. 

 

5.2.4 Stock returns 

Figures for stock returns are procured from Nasdaq OMX Nordic. The OMX Iceland 10 index 

serves as a proxy for stock returns. The data presented in daily values and will be altered by 

taking an average of closing prices on each day for each month from January 2010 to January 

2020. 

  A percentage difference between time periods of six months from January 2010 to 

January 2020 will serve as data points in the regression analyses for single-family and multi-

family housing in the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar 

method will be used. Data points for stock returns in the analysis for Efra-Breiðholt will be a 

percentage difference between time periods of six months from January 2010 to January 2019 

as the data set only extends to that period. 
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5.2.5 Construction Cost 

Figures for construction cost are procured from Statistics Iceland, specifically the housing 

construction cost index. The index is updated monthly, and the data is not altered in any way.   

  A percentage difference between time periods of six months from January 2010 to 

January 2020 will serve as data points in the regression analyses for single-family and multi-

family housing in the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar 

method will be used. Data points for construction cost in the analysis for Efra-Breiðholt will 

be a percentage difference between time periods of six months from January 2010 to January 

2019 as the data set only extends to that period. 

 

5.2.6 Purchasing power of salaries 

Figures for the purchasing power of salaries are not freely available and must be calculated. To 

do so, the salary index and consumer price index are needed. Both indexes are procured from 

Statistics Iceland. The basis point of the salary index is in 1989 and the basis point of the 

consumer price index is in 1988 and both indexes are updated monthly. In order to calculate 

the purchasing power of salaries one must restate the indexes to be able to compare them on an 

even level. As this thesis is reviewing the period from 2010 – 2020, the indexes were restated 

with the value of the indexes taking 100 in January 2010. One must then divide the value of 

the purchasing power index with the value of the consumer price index in each month to get a 

figure for purchasing power for each month.  

  A percentage difference between time periods of six months from January 2010 to 

January 2020 will serve as data points in the regression analyses for single-family and multi-

family housing in the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar 

method will be used. Data points for purchasing power in the analysis for Efra-Breiðholt will 

be a percentage difference between time periods of six months from January 2010 to January 

2019 as the data set only extends to that period. 
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5.2.7 Inflation 

Figures for inflation are procured from Statistics Iceland. The inflation values are represented 

by the twelve-month percentage change in the consumer price index in each month from 

January 2010 to January 2020. The inflation value at every six months from January 2010 to 

January 2020 will serve as data points in the regression analyses for single-family and multi-

family housing in the greater Reykjavík area.   

  For the analysis of Efra-Breiðholt, a similar method will be used. Data points for 

inflation in the analysis for Efra-Breiðholt will be the inflation value at every six months from 

January 2010 to January 2019 as the data set only extends to that period. 

 

5.2.8 Short-term real interest rates 

Figures for short-term real rates are procured from the Central Bank of Iceland. The rates are 

given in percentages and no altering of the data will be needed.   

 The interest rate value at every six months from January 2010 to January 2020 will 

serve as data points in the regression analyses for single-family and multi-family housing in 

the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar method will be used. 

Data points for interest rates in the analysis for Efra-Breiðholt will be the inflation value at 

every six months from January 2010 to January 2019 as the data set only extends to that period. 

 

5.2.9 Unindexed mortgage interest rates 

Figures for unindexed mortgage interest rates are procured from the Central Bank of Iceland. 

The interest rates are the bank rates available to the public, compiled by the Central Bank. 

Rates from Íslandsbanki are available for all time periods, from January 2010 to January 2020 

and as such, those interest rates will be used. The rates are given in percentages and no altering 

of the data will be needed.  

The interest rate value at every six months from January 2010 to January 2020 will 

serve as data points in the regression analyses for single-family and multi-family housing in 

the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar method will be used. 
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Data points for interest rates in the analysis for Efra-Breiðholt will be the interest rate value at 

every six months from January 2010 to January 2019 as the data set only extends to that period. 

 

5.2.10 Indexed mortgage interest rates 

Figures for indexed mortgage interest rates are procured from the Central Bank of Iceland. The 

interest rates are the bank rates available to the public, compiled by the Central Bank. Rates 

from Íslandsbanki are available for all time periods, from January 2010 to January 2020 and as 

such, those interest rates will be used. The rates are given in percentages and no altering of the 

data will be needed.  

The interest rate value at every six months from January 2010 to January 2020 will 

serve as data points in the regression analyses for single-family and multi-family housing in 

the greater Reykjavík area. For the analysis of Efra-Breiðholt, a similar method will be used. 

Data points for interest rates in the analysis for Efra-Breiðholt will be the interest rate value at 

every six months from January 2010 to January 2019 as the data set only extends to that period. 

  On a secondary note, by referring to indexed mortgage interest rates, in this case, the 

referral means inflation-indexed mortgage loan rates. Such loans have been the most common 

in Iceland for decades (Mallett, 2014) 

 

5.2.11 Unemployment rates 

Figures for unemployment rates are procured from Statistics Iceland. The figures are updated 

monthly, and the data is not altered in any way.  

The unemployment rate at every six months from January 2010 to January 2020 will serve as 

data points in the regression analyses for single-family and multi-family housing in the greater 

Reykjavík area.   

  For the analysis of Efra-Breiðholt, a similar method will be used. Data points for 

inflation in the analysis for Efra-Breiðholt will be the inflation value at every six months from 

January 2010 to January 2019 as the data set only extends to that period. 
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5.3 Results fitness tests 

Before the regression analysis results will be interpreted, a fitness test of the results will be 

performed to verify the validity of the results. Initial results using all explanatory variables 

revealed substantial multicollinearity in all three regression analyses. To mitigate this, 

numerous regression analyses were performed with each independent variable as a dependent 

variable and the remaining variables as independent variables to identify potential culprits 

where the other variables were explaining a large portion of their variation, thus inducing 

multicollinearity. Table 3 displays the results of the analyses. Several variables were above the 

0.8 mark, which is not acceptable, meaning that a large part of the variation in the dependent 

variable is explained by the independent variables (Hill et al., 2017).  

 Single family housing Multi family housing Efra-Breiðholt 
Construction cost 0,50 0,50 0,48 

Immigrants 0,76 0,76 0,78 

GDP 0,50 0,50 0,51 

Stock index 0,14 0,14 0,26 

inflation 0,99 0,99 0,99 

Unindexed mortgage rates 0,97 0,97 0,97 

Indexed mortgage rates 0,81 0,81 0,80 

Unemployment rates 0,92 0,92 0,92 

Purchasing power 0,80 0,80 0,79 

Short term real rates 0,99 0,99 0,99 
Table 3: Variance in each independent variable explained by the other variables. Note: the same explanatory variables are 
used in the first two analyses, hence the values in the first two columns are the same. 
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To identify which variables are causing the multicollinearity, regression analyses were 

performed between each independent variable to measure how much of the variation in each is 

being explained by the other variable. As can be observed in tables 4 and 5, unemployment 

rates and short-term real rates seemed to be influenced the most by the other variables. 

Experiments by removing both of these variables improved the fit of the regression analyses 

the most and as a result, they were removed from the dataset. 

Table 4: R-squared between all independent variables in the analyses of housing prices in the greater Reykjavík area 

 

 Table 5: R-squared between all independent variables in the analysis of housing prices in Hólahverfi, Efra-Breiðholt 

 

Construction 
cost Immigration GDP Stock index Inflation 

Unindexed 
mortgage 

rates 

Indexed 
mortgage 

rates 

Unemploy-
ment rates 

Purchasing 
power 

Short 
term 
real 
rates 

Construction cost 1,00 0,00 0,13 0,01 0,12 0,00 0,02 0,08 0,09 0,10 

Immigration 0,00 1,00 0,02 0,01 0,14 0,16 0,40 0,34 0,00 0,00 

GDP 0,13 0,02 1,00 0,02 0,04 0,08 0,02 0,10 0,12 0,00 

Stock index 0,01 0,01 0,02 1,00 0,03 0,01 0,02 0,02 0,04 0,03 

Inflation 0,12 0,14 0,04 0,03 1,00 0,01 0,30 0,20 0,17 0,70 

Unindexed mortgage rates 0,00 0,16 0,08 0,01 0,01 1,00 0,01 0,03 0,16 0,37 

Indexed mortgage rates 0,02 0,40 0,02 0,02 0,30 0,01 1,00 0,50 0,03 0,20 

Unemployment rates 0,08 0,34 0,10 0,02 0,20 0,03 0,50 1,00 0,42 0,16 

Purchasing power 0,09 0,00 0,12 0,04 0,17 0,16 0,03 0,42 1,00 0,26 

Short term real rates 0,10 0,00 0,00 0,03 0,70 0,37 0,20 0,16 0,26 1,00 

 
 
  

Construction 
cost Immigration GDP Stock index Inflation 

Unindexed 
mortgage 

rates 

Indexed 
mortgage 

rates 

Unemploy-
ment rates 

Purchasing 
power 

Short 
term 
real 
rates 

Construction cost 1,00 0,00 0,10 0,00 0,10 0,01 0,02 0,07 0,09 0,10 

Immigration 0,00 1,00 0,03 0,04 0,19 0,02 0,51 0,46 0,04 0,08 

GDP 0,10 0,03 1,00 0,00 0,03 0,08 0,02 0,09 0,12 0,00 

Stock index 0,00 0,04 0,00 1,00 0,04 0,10 0,00 0,00 0,08 0,10 

Inflation 0,10 0,19 0,03 0,04 1,00 0,03 0,29 0,21 0,20 0,77 

Unindexed mortgage rates 0,01 0,02 0,08 0,10 0,03 1,00 0,07 0,09 0,14 0,38 

Indexed mortgage rates 0,02 0,51 0,02 0,00 0,29 0,07 1,00 0,49 0,05 0,29 

Unemployment rates 0,07 0,46 0,09 0,00 0,21 0,09 0,49 1,00 0,49 0,22 

Purchasing power 0,09 0,04 0,12 0,08 0,20 0,14 0,05 0,49 1,00 0,25 

Short term real rates 0,10 0,08 0,00 0,10 0,77 0,38 0,29 0,22 0,25 1,00 
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After these two variables were removed from the dataset, regression analyses were 

performed again, with each independent variable as a dependent variable and the remaining 

variables as independent variables between the remaining variables. The results can be 

observed in Table 6.  

 Single family housing Multi family housing Efra-Breiðholt 
Construction cost 0,43 0,43 0,43 

Immigrants 0,63 0,63 0,67 

GDP 0,31 0,31 0,32 

Stock index 0,08 0,08 0,25 

inflation 0,62 0,62 0,62 

Unindexed mortgage rates 0,51 0,51 0,45 

Indexed mortgage rates 0,61 0,61 0,68 

Purchasing power 0,58 0,58 0,58 
Table 6: Variance in each independent variable explained by the other variables, after removal of two variables. Note: the 
same explanatory variables are used in the first two analyses, hence the values in the first two columns are the same. 

All independent variables are now well below the 0.8 threshold, meaning that the precision of 

the coefficients associated with each independent variable is now not unduly affected by 

multicollinearity (Hill et al., 2017) 

Heteroskedasticity testing was performed on the independent variables by doing a 

Breusch-Pagan test (Briand & Hill, 2011). The test was done by regressing the independent 

variables with the squared residuals of the dependent variables, with one degree of freedom 

and 95% confidence intervals. The results of the tests can be observed in table 7. Calculated 

Lagrange Multiplier (LM) values indicated that no heteroskedasticity was present in the data. 

That means we can reject the null hypothesis of having heteroskedasticity in the data. Instead, 

we accept the alternative hypothesis of having no heteroskedasticity in the data. Had there been 

heteroskedasticity in the data, the plan was to utilize White’s robust standard errors as they are 

heteroskedasticity consistent (Briand & Hill, 2011).  
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Critical value with one degree of freedom = 3,84 Single-family housing Multi-family housing 
Efra-

Breiðholt 

 LM values   
Immigrants 0,52 2,05 0,04 

Construction cost 1,01 1,69 2,87 

GDP 0,81 0,10 3,29 

Stock index 0,02 0,04 0,91 

Inflation 1,47 2,74 0,81 

Unindexed mortgage rates 3,42 2,28 0,05 

Indexed mortgage rates 1,34 1,96 0,45 

Purchasing power 0,19 1,09 0,18 
Table 7: Breusch-Pagan test of independent variables 

Three regression analyses were performed with the variables stated in table 6 as 

independent variables. In two analyses, housing prices for single-family and multi-family 

housing in the greater Reykjavík area were used as dependent variables. In one analysis, the 

housing prices for multi-family housing in Efra-Breiðholt were used as a dependent variable. 

The results of the analyses were subject to tests for first-order autocorrelation with a Breusch-

Godfrey test (Dougherty, 2016). The results can be observed in table 8. No issues were detected 

regarding autocorrelation for the analyses of multi-family housing in the greater Reykjavík area 

and for multi-family housing in Efra-Breiðholt. Autocorrelation was detected in the analysis 

for housing prices in of single-family housing in the greater Reykjavík area. To mitigate this, 

Newey-West standard errors will be used instead of White’s robust standard errors mentioned 

earlier in relation to the heteroskedasticity concerns with the analysis of housing prices in Efra-

Breiðholt. Newey-West standard errors are heteroskedasticity and autocorrelation consistent, 

while White’s robust standard errors are “only” heteroskedasticity consistent. Therefore, the 

Newey-West standard errors will display accurate confidence intervals for the calculated 

coefficients of the independent variables in the analysis (Hill et al., 2017). 

α = 0,05 Single-family housing Multi-family housing Efra-Breiðholt 
LM value 4,14 2,21 0,02 

p-value 0,04 0,14 0,90 
Table 8: Breusch-Godfrey test of regression results 
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6 Results 

In the following sections, the results of the three regression analyses will be displayed. The 

regression analyses for housing prices of single-family and multi-family housing in the greater 

Reykjavík area have a sample of 20 observations from a population of 120 data points. That 

means the sample is twice a year over a ten-year period. The regression analysis for Efra-

Breiðholt has 18 observations from a population of 108, the sample is, therefore, twice a year 

over a nine-year period. All three analyses were statistically significant at α = 0,05. An 

overview and description of the independent variables used in the analysis can be observed in 

table 9. 

Variable Description     
 

Construction cost Percentage change in construction cost between time periods  
Immigration Ratio of immigrants out of total population at each time period 

GDP Percentage change in GDP between time periods  
 

Stock index Percentage change in the OMXI10 stock index between time periods  
Inflation Inflation levels at each time period   

 
Unindexed mortgage rates Unindexed mortgage rates at each time period  

 
Indexed mortgage rates Indexed mortgage rates at each time period  

 
Purchasing power Percentage change in purchasing power between time periods  

Table 9: Description of variables 

The regression equations for all three regression analyses were identical and the equation is 

displayed below:  

 
Housing	prices  = 𝛽0	+	𝛽1Construction	cost		+	𝛽2Immigration	+	𝛽3GDP	+	𝛽4Stock	
Index	+	𝛽5Inflation	+	𝛽6Unindexed	mortgage	rates	+	𝛽7Indexed	mortgage	rates	+	
𝛽8Purchasing	power	+	𝜀𝑖𝑡 
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6.1 Single-family housing prices in the greater Reykjavík area  
The results of the analysis of prices of single-family housing in the greater Reykjavík area can 

be observed in table 10. The F-value of the ANOVA test was 58,837 and is statistically 

significant at α = 0,05, meaning that the regression analysis is statistically significant. 

Diagnostic tests revealed no issues with heteroskedasticity or non-normally distributed 

residuals but did reveal an issue with autocorrelation, which was mitigated by utilizing Newey-

West standard errors. A word of caution, statistically insignificant coefficients are inaccurate 

and should be interpreted as zero as they do not yield any useful information.  

 Intercept 
Construction 

cost Immigration GDP Stock index Inflation 

Unindexed 
mortgage 

rates 

Indexed 
mortgage 

rates 
Purchasing 

power 
Coefficient 48,216 0,209 10,672 0,214 -0,266 0,542 -2,045 -6,517 2,353 

Standard error 15,383 1,000 0,976 0,188 0,116 0,721 1,193 1,557 1,149 

T-value 3,134 0,209 10,929 1,138 -2,285 0,752 -1,714 -4,185 2,047 

p-value, α = 0,05 0,010 0,838 0,000 0,279 0,043 0,468 0,115 0,002 0,065 
 

   Diagnostic tests      
Adj. R-squared 0,961         

F-value 58,837         
p-value, α = 0,05 6,E-08 Analysis statistically significant at α = 0,05      

Breusch-Pagan 
test, p-value,      

α = 0,05 
0,247 No heteroskedasticity detected   

     
Breusch-

Godfrey test,     
p-value, α = 0,05 

0,042 Autocorrelation detected by the Breusch-Godfrey test was mitigated by using Newey-West standard errors 
 

Shapiro-Wilk 
test, p-value,     

α = 0,05 
0,256 Residuals are normally distributed 

     
Table 10: Results of regression analysis on single-family housing in the greater Reykjavík area 

The adjusted R-squared value of the analysis is 0,961. Three variables, immigration, stock 

index and indexed mortgage rates were found to be statistically significant at α = 0,05, meaning 

that we can reject the null hypotheses that immigration, the stock index and indexed mortgage 

rates have no effect on single-family housing prices in the greater Reykjavík area. Instead, we 

accept the alternative hypotheses that immigration, the stock index and indexed mortgage rates 

have an effect on housing prices. Other variables were not found to be statistically significant 

at α = 0,05, indicating that we cannot reject the null hypothesis that the other variables have no 

effect on single-family housing prices in the greater Reykjavík area. 
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The coefficient for construction cost is 0,209, indicating that if construction cost goes 

up by 1%, the value of the housing index increases by 0.209% during the analysis period. 

However, the coefficient for construction cost is not statistically significantly different from 

zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. 

The coefficient for immigration is 10,672, indicating that if the ratio of immigrants out 

of the total population increases by 1%, the value of the housing index increases by 10.672%, 

during the analysis period. The coefficient for immigration is statistically significantly different 

from zero at α = 0,05. In fact, it is even statistically significantly different from zero at α = 

0,01. 

The coefficient for GDP is 0,214, indicating that if the GDP goes up by 1%, the value 

of the housing index increases by 0.214% during the analysis period. However, the coefficient 

for GDP is not statistically significantly different from zero at α = 0,05, so it cannot be 

interpreted with sufficient accuracy. 

The coefficient for the stock index is -0,266, indicating that if the stock index goes up 

by 1%, the value of the housing index decreases by 0.266% during the analysis period. The 

coefficient for the stock index is statistically significantly different from zero at α = 0,05. 

Therefore, it can be interpreted with sufficient accuracy. 

The coefficient for inflation is 0,542, indicating that if inflation goes up by 1%, the 

value of the housing index increases by 0.542% during the analysis period. However, the 

coefficient for inflation is not statistically significantly different from zero at α = 0,05 so it 

cannot be interpreted with sufficient accuracy. 

The coefficient for unindexed mortgage rates is -2,045, indicating that if unindexed 

mortgage rates go up by 1%, the value of the housing index decreases by 2.045% during the 

analysis period. However, the coefficient for unindexed mortgage rates is not statistically 

significantly different from zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. 

The coefficient for indexed mortgage rates is -6,517, indicating that if indexed 

mortgage rates go up by 1%, the value of the housing index decreases by 6.517% during the 

analysis period. The coefficient for indexed mortgage rates is statistically significantly different 
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from zero at α = 0,05. In fact, it is even statistically significantly different from zero at α = 

0,01. 

The coefficient for purchasing power is 2,353, indicating that if purchasing power goes 

up by 1%, the value of the housing index decreases by 2.353% during the analysis period. 

However, the coefficient for purchasing power is not statistically significantly different from 

zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. 

 

6.2 Multi-family housing prices in the greater Reykjavík area 

The results of the analysis of prices of multi-family housing in the greater Reykjavík area can 

be observed in table 11. The F-value of the ANOVA test was 48,540 and is statistically 

significant at α = 0,05, meaning that the regression analysis is statistically significant. 

Diagnostic tests revealed no issues with heteroskedasticity, autocorrelation, or non-normally 

distributed residuals. A word of caution, statistically insignificant coefficients are inaccurate 

and should be interpreted as zero as they do not yield any useful information. 

 Intercept 
Construction 

cost Immigration GDP Stock index Inflation 

Unindexed 
mortgage 

rates 

Indexed 
mortgage 

rates 
Purchasing 

power 
Coefficient 7,478 0,062 14,082 0,556 -0,319 -0,493 1,461 -7,936 4,422 

Standard error 50,044 1,592 1,329 0,428 0,228 2,339 4,145 4,516 2,223 

T-value 0,149 0,039 10,593 1,298 -1,402 -0,211 0,352 -1,757 1,989 

p-value, α = 0,05 0,884 0,969 0,000 0,221 0,189 0,837 0,731 0,107 0,072 
 

   Diagnostic tests      
Adj. R-squared 0,952         

F-value 48,540         
p-value, α = 0,05 2,E-07 Analysis statistically significant at α = 0,05      

Breusch-Pagan 
test, p-value,       

α = 0,05 
0,134 No heteroskedasticity detected  

      
Breusch-Godfrey 

test, p-value,       
α = 0,05 

0,138 No autocorrelation detected 
      

Shapiro-Wilk 
test, p-value,       

α = 0,05 
0,835 Residuals are normally distributed 

     
Table 11: Results of regression analysis on multi-family housing in the greater Reykjavík area 
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The adjusted R-squared value of the analysis is 0,952, in contrast to the R-squared value of 

0,961 in the case of the analysis of single-family housing prices in the greater Reykjavík area. 

One variable, immigration was found to be statistically significant at α = 0,05, meaning that 

we can reject the null hypothesis that immigration has no effect on multi-family housing prices 

in the greater Reykjavík area. Instead, we accept the alternative hypothesis that immigration 

has an effect on housing prices. No other variables had coefficients that were statistically 

different from zero at α = 0,05, meaning we cannot reject the null hypothesis that the other 

variables have no effect on multi-family housing prices in the greater Reykjavík area. 

The coefficient for construction cost is 0,062, indicating that if construction cost goes 

up by 1%, the value of the housing index increases by 0.062% during the analysis period. Multi-

family housing prices in the greater Reykjavík area do seem to be less influenced by rises in 

construction cost compared to single-family housing, where the coefficient was 0,209. In the 

case of multi-family housing, the coefficient for construction cost is, however, also not 

statistically significantly different from zero at α = 0,05, so it cannot be interpreted with 

sufficient accuracy. Therefore, the indication that there is a lesser effect of construction cost on 

multi-family housing prices cannot be verified. 

The coefficient for immigration is 14,082, indicating that if the ratio of immigrants out 

of the total population increases by 1%, e.g., the value of the housing index increases by 

14.082%, during the analysis period. Multi-family housing prices in the greater Reykjavík area 

do seem to be more influenced by rises in the ratio of immigrants out of the total population 

compared to single-family housing, where the coefficient was 10,672. The coefficient for 

immigration is statistically significantly different from zero at α = 0,05. In fact, it is even 

statistically significantly different from zero at α = 0,01. Therefore, the indication that there is 

a greater effect of immigration on multi-family housing prices is verified. 

The coefficient for GDP is 0,556, indicating that if the GDP goes up by 1%, the value 

of the housing index increases by 0.556% during the analysis period. Multi-family housing 

prices in the greater Reykjavík area do seem to be more influenced by rises in GDP compared 

to single-family housing, where the coefficient was 0,214. However, the coefficient for GDP 

is not statistically significantly different from zero at α = 0,05, so it cannot be interpreted with 
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sufficient accuracy. Therefore, the indication that there is a greater effect of GDP on multi-

family housing prices cannot be verified. 

The coefficient for the stock index is -0,319, indicating that if the stock index goes up 

by 1%, the value of the housing index decreases by 0.319% during the analysis period. Multi-

family housing prices in the greater Reykjavík area do seem to be more influenced by changes 

in the stock index compared to single-family housing, where the coefficient was -0,266. 

Moreover, the coefficient for the stock index in the case of multi-family housing is not 

statistically significantly different from zero at α = 0,05. As opposed to the fact that it was 

statistically significantly different from zero at α = 0,05 in the analysis of single-family 

housing. Therefore, this coefficient can be interpreted with greater accuracy in the case of 

single-family housing but the indication of a greater effect of the stock index on multi-family 

housing prices cannot be verified. 

The coefficient for inflation is -0,493, indicating that if inflation goes up by 1%, the 

value of the housing index decreases by 0.493% during the analysis period. Multi-family 

housing prices in the greater Reykjavík area do seem to be less influenced by rises in inflation 

compared to single-family housing, where the coefficient was 0,542. However, the coefficient 

for inflation is not statistically significantly different from zero at α = 0,05, so it cannot be 

interpreted with sufficient accuracy. Therefore, the indication that there is a lesser effect of 

inflation on multi-family housing prices cannot be verified.  

The coefficient for unindexed mortgage rates is 1,461, indicating that if unindexed 

mortgage rates go up by 1%, the value of the housing index increases by 1.461% during the 

analysis period. Multi-family housing prices in the greater Reykjavík area do seem to be less 

influenced by rises in unindexed mortgage rates compared to single-family housing, where the 

coefficient was -2,045. However, the coefficient for unindexed mortgage rates is not 

statistically significantly different from zero at α = 0,05, so it cannot be interpreted with 

sufficient accuracy. Therefore, the indication that there is a lesser effect of unindexed mortgage 

rates on multi-family housing prices cannot be verified.  

The coefficient for indexed mortgage rates is -7,936, indicating that if indexed 

mortgage rates go up by 1%, the value of the housing index decreases by 7.936% during the 
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analysis period. Multi-family housing prices in the greater Reykjavík area do seem to be more 

influenced by rises in indexed mortgage rates compared to single-family housing, where the 

coefficient was -6,517. Moreover, the coefficient for indexed mortgage rates in the case of 

multi-family housing is not statistically significantly different from zero at α = 0,05. As 

opposed to the fact that it was statistically significantly different from zero at α = 0,05 in the 

analysis of single-family housing. Therefore, this coefficient can be interpreted with greater 

accuracy in the case of single-family housing but the indication of a greater effect of indexed 

mortgage rates on multi-family housing prices cannot be verified. 

The coefficient for purchasing power is 4,422, indicating that if purchasing power goes 

up by 1%, the value of the housing index increases by 4,422% during the analysis period. Multi-

family housing prices in the greater Reykjavík area do seem to be more influenced by rises in 

purchasing power compared to single-family housing, where the coefficient was 2,353. As the 

case was with single-family housing, the coefficient for purchasing power is not statistically 

significantly different from zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. 

Therefore, the indication that there is a greater effect of purchasing power on multi-family 

housing prices cannot be verified. 
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6.3 Multi-family housing prices in Efra-Breiðholt 

The results of the analysis of prices of multi-family housing in the greater Reykjavík area can 

be observed in table 12. The F-value of the ANOVA test was 24,221 and is statistically 

significant at α = 0,05, meaning that the regression analysis is statistically significant. 

Diagnostic tests revealed no issues with heteroskedasticity, autocorrelation, or non-normally 

distributed residuals. A word of caution, statistically insignificant coefficients are inaccurate 

and should be interpreted as zero as they do not yield any useful information. 

 Intercept 
Construction 

cost Immigration GDP Stock index Inflation 

Unindexed 
mortgage 

rates 

Indexed 
mortgage 

rates 
Purchasing 

power 
Coefficient -159,203 -0,931 8,722 0,709 -0,152 -2,713 6,179 6,709 5,223 

Standard error 40,627 1,501 0,602 0,422 0,216 1,417 2,750 3,531 1,261 

T-value -3,919 -0,621 14,493 1,681 -0,705 -1,915 2,247 1,900 4,144 

p-value 0,004 0,550 0,000 0,127 0,499 0,088 0,051 0,090 0,003 
 

   Diagnostic tests  
    

Adj. R-squared 0,916         
F-value 24,221         
p-value 3,E-05 Analysis statistically significant at α = 0,05      

Breusch-Pagan 
test, p-value,      

α = 0,05 
0,779 No heteroskedasticity detected  

      
Breusch-Godfrey 

test, p-value,            
α = 0,05 

0,898 No autocorrelation detected 
      

Shapiro-Wilk 
test, p-value,      

α = 0,05 
0,088 Residuals are normally distributed 

     
Table 12: Results of regression analysis on multi-family housing in Efra-Breiðholt 

The adjusted R-squared value of the analysis is 0,916, in contrast to the R-squared value of 

0,961 in the case of the analysis of single-family housing prices and 0,952 in the case of multi-

family housing prices in the greater Reykjavík area. Therefore, the R-squared value in the 

analysis of Efra-Breiðholt is a little lower, but still in line with the findings of the other two 

analyses performed. 

Two variables, immigration and purchasing power, were found to be statistically 

significant at α = 0,05, meaning that we can reject the null hypothesis that immigration and 

purchasing power have no effect on multi-family housing prices in the greater Reykjavík area. 

Instead, we accept the alternative hypothesis that immigration and purchasing power have an 
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effect on housing prices. No other variables had coefficients that were statistically different 

from zero at α = 0,05, meaning we cannot reject the null hypothesis that the other variables 

have no effect on single-family housing prices in the greater Reykjavík area. 

 The coefficient for construction cost is -0,931, indicating that if construction cost goes 

up by 1%, the value of the housing index decreases by 0.931% during the analysis period. 

Multi-family housing prices in Hólahverfi, Efra-Breiðholt do seem to be more influenced by 

rises in construction cost compared to single- and multi-family housing in the greater Reykjavík 

area where the coefficients were 0,209 and 0,062, respectively. As the case was in both 

previous analyses, the coefficient for construction cost is also not statistically significantly 

different from zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. Therefore, 

the indication that there is a greater effect of construction cost on multi-family housing prices 

in Hólahverfi, Efra-Breiðholt cannot be verified. 

The coefficient for immigration is 8,722, indicating that if the ratio of immigrants out 

of the total population in Hólahverfi, Efra-Breiðholt increases by 1%, the value of the housing 

index increases by 8.722%, during the analysis period. Multi-family housing prices in 

Hólahverfi, Efra-Breiðholt do seem to be less influenced by rises in the ratio of immigrants out 

of the total population compared to single- and multi-family housing in the greater Reykjavík 

area, where the coefficients were 10,672 and 14,082, respectively. As the case was with the 

two previous analyses, the coefficient for immigration in the case of Hólahverfi, Efra-Breiðholt 

is statistically significantly different from zero at α = 0,05. In fact, it is even statistically 

significantly different from zero at α = 0,01. Therefore, the indication that there is a lesser 

effect of immigration on multi-family housing prices in Hólahverfi, Efra-Breiðholt is verified. 

The coefficient for GDP is 0,709, indicating that if the GDP goes up by 1%, the value 

of the housing index increases by 0.709% during the analysis period. Multi-family housing 

prices in Hólahverfi, Efra-Breiðholt do seem to be more influenced by rises in GDP compared 

to single- and multi-family housing in the greater Reykjavík area, where the coefficients were 

0,214 and 0,556, respectively. As the case was in both previous analyses, the coefficient for 

GDP is also not statistically significantly different from zero at α = 0,05, so it cannot be 
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interpreted with sufficient accuracy. Therefore, the indication that there is a greater effect of 

GDP on multi-family housing prices in Hólahverfi, Efra-Breiðholt cannot be verified.  

The coefficient for the stock index is -0,152, indicating that if the stock index goes up 

by 1%, the value of the housing index decreases by 0.152% during the analysis period. Multi-

family housing prices in Hólahverfi, Efra-Breiðholt do seem to be less influenced by changes 

in the stock index compared to single- and multi-family housing in the greater Reykjavík area, 

where the coefficients were, -0,266 and -0,319, respectively. The coefficient for the stock index 

in this case is not statistically significantly different from zero at α = 0,05, so it cannot be 

interpreted with sufficient accuracy. In the case of single-family housing prices in the greater 

Reykjavík area, the coefficient for the stock index was statistically significantly different from 

zero at α = 0,05. Therefore, the indication that there is a lesser effect of the stock index on 

multi-family housing prices in Hólahverfi, Efra-Breiðholt cannot be verified. 

The coefficient for inflation is -2,713, indicating that if inflation goes up by 1%, the 

value of the housing index decreases by 2,713% during the analysis period. Multi-family 

housing prices in Hólahverfi, Efra-Breiðholt do seem to be more influenced by rises in inflation 

compared to single- and multi-family housing in the greater Reykjavík area, where the 

coefficients were, 0,542 and -0,493, respectively. As the case was in both previous analyses, 

the coefficient for inflation is also not statistically significantly different from zero at α = 0,05, 

so it cannot be interpreted with sufficient accuracy. Therefore, the indication that there is a 

greater effect of inflation on multi-family housing prices in Hólahverfi, Efra-Breiðholt cannot 

be verified.  

The coefficient for unindexed mortgage rates is 6,179, indicating that if unindexed 

mortgage rates go up by 1%, the value of the housing index increases by 6.179% during the 

analysis period. Multi-family housing prices in Hólahverfi, Efra-Breiðholt do seem to be more 

influenced by changes in unindexed mortgage rates compared to single- and multi-family 

housing in the greater Reykjavík area, where the coefficients were -2,045 and 1,461, 

respectively. In the case of multi-family housing prices in Hólahverfi, Efra-Breiðholt, the 

coefficient for unindexed mortgage rates is not statistically significantly different from zero at 

α = 0,05, so it cannot be interpreted with sufficient accuracy. Therefore, the indication that 
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there is a lesser effect of unindexed mortgage rates on multi-family housing prices in 

Hólahverfi, Efra-Breiðholt cannot be verified. 

The coefficient for indexed mortgage rates is 6,709, indicating that if indexed mortgage 

rates go up by 1%, the value of the housing index increases by 6.709% during the analysis 

period. Multi-family housing prices in Hólahverfi, Efra-Breiðholt do seem to be more 

influenced by changes in indexed mortgage rates compared to single-family housing prices in 

the greater Reykjavík area, where the coefficient was -6,517. However, compared to multi-

family housing in the greater Reykjavík area, where the coefficient was -7,936, prices of multi-

family housing in Hólahverfi, Efra-Breiðholt seem to be less influenced by changes in indexed 

mortgage rates. The coefficient for indexed mortgage rates in this case is not statistically 

significantly different from zero at α = 0,05, so it cannot be interpreted with sufficient accuracy. 

In the case of single-family housing prices in the greater Reykjavík area, the coefficient for 

indexed mortgage rates was statistically significantly different from zero at α = 0,05. Therefore, 

the indication that the effect of indexed mortgage rates on multi-family housing prices in 

Hólahverfi, Efra-Breiðholt is between the other two analyses cannot be verified. 

The coefficient for purchasing power is 5,223, indicating that if purchasing power goes 

up by 1%, the value of the housing index increases by 5.223% during the analysis period. Multi-

family housing prices in Hólahverfi, Efra-Breiðholt do seem to be more influenced by changes 

in purchasing power compared to single- and multi-family housing in the greater Reykjavík 

area, where the coefficients were, 2,353 and 4,422, respectively. In the case of multi-family 

housing prices in Hólahverfi, Efra-Breiðholt, the coefficient for purchasing power is 

statistically significantly different from zero at α = 0,05. In fact, it is even statistically 

significantly different from zero at α = 0,01. In the other two analyses, it was not statistically 

significantly different from zero at α = 0,05. Therefore, this coefficient can be interpreted with 

great accuracy in the case of housing prices in Hólahverfi, Efra-Breiðholt and the indication of 

a greater effect of purchasing power on housing prices in Hólahverfi, Efra-Breiðholt can be 

verified. 
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6.4 Summary of results 

A summary of results, which can be observed in table 13 will now follow. Only statistically 

significant results will be included in this summary as interpretation of statistically insignificant 

results is inaccurate, will not yield any useful information and might only lead to confusion. 

  Coefficients for the immigration variable, represented as the ratio of immigrants out of 

the total population at each time period, was very highly statistically significantly different 

from zero in all three analyses of housing prices, being statistically significant at α = 0,01.  

  The coefficient for the purchasing power variable, represented by percentage changes 

in purchasing power between time periods, was statistically significantly different from zero at 

α = 0,05 and α = 0,01 in the analysis of multi-family housing in Hólahverfi, Efra-Breiðholt.  

  The stock index variable, represented as percentage changes in the value of the 

OMXI10 stock index between time periods was statistically significantly different from zero 

at α = 0,05 in the analysis of single-family housing prices in the greater Reykjavík area.       

  The indexed mortgage rate variable, represented as the interest rate at each time period, 

was statistically significantly different from zero at α = 0,05 in the case of single-family 

housing in the greater Reykjavík area.  

 Single-family housing Multi-family housing Efra-Breiðholt 

Immigration 10,67* 14,08* 8,72* 

Purchasing power N/A N/A 5,22* 

Stock index -0,27** N/A N/A 

Indexed mortgage rates -6,52** N/A N/A 

Table 13: Overview of statistically significant coefficients in all three regression analyses, * indicates statistical significance 
at α = 0,01 ** indicates statistical significance at α = 0,05  
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7 Discussion and conclusion 

As the world became more globalized and interconnected in the 20th century, immigration 

levels increased in Iceland. Up until the late 1990’s, the percentage of immigrants of the total 

population was around 2% as is described in section 2.3.1. Before the turn of the 21st century, 

it can be said that Icelanders perceived themselves as being better than foreigners and some 

even frowned upon having relations with them as is discussed in section 2.2.3. Societal and 

regulatory changes described that have happened since the last years of the 20th century have 

however enabled greater levels of immigration in the last two decades. Wages in Iceland are 

high, the country is very safe and living conditions are among the best in the world. The recent 

economic growth has also played a role in attracting immigrants to Iceland. Even though 

immigrants who came to Iceland often had employment in their home countries, many packed 

up their belongings and moved to Iceland to better their living conditions. As a result, the 

percentage of immigrants out of the total population in Iceland has increased from around 2% 

at the turn of the 21st century and approaches a staggering 20% as of January 1st 2020.  

This thesis aimed to quantify the impact of immigration on residential housing prices 

in the greater Reykjavík area. To do so, three regression analyses were performed. Two of the 

analyses focused on single- and multi-family housing prices in the greater Reykjavík area and 

the third analysis focused on multi-family housing prices in Hólahverfi, Efra-Breiðholt. The 

results produced by all three analyses of single- and multi-family housing in the greater 

Reykjavík area and multi-family housing prices in Efra-Breiðholt had relatively high 

explanatory power of 96.1%, 95.2% and 91.6%, respectively. The results of this thesis indicate 

that immigration has a very highly statistically significant impact on housing prices in all three 

analyses. Previous analyses on housing prices in Iceland, such as the one made by Elíasson 

(2016) have also determined that immigration has a strong statistically significant impact on 

residential housing prices. Additionally, changes in purchasing power also have a very highly 

statistically significant impact on housing prices in the case of Hólahverfi, Efra-Breiðholt. An 

overview of these results can be observed in table 13, on page 63.  

The results of the analyses also revealed that changes in the stock index and indexed 

mortgage rates had a statistically significant effect, in 95% of cases, on housing prices of single-
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family housing in the greater Reykjavík area. The analyses, therefore, indicate that the other 

variables included in the analysis do not have a statistically significant impact on housing 

prices.  

 In this section of the discussion, only statistically significant coefficients will be 

discussed for the reasons detailed in section 6.4. It is also worth mentioning that some of the 

statistically significant results in the analyses were not as expected.  

The coefficient for the stock index variable was negative in the case of single-family 

housing prices in the greater Reykjavík area, i.e., if the stock index rises, housing prices fall. 

One might think that is strange but it must be remembered that the stock market in Iceland is 

much smaller than in Iceland’s neighboring countries and the participation of the general public 

in the stock market is a lot less than is deemed normal in Iceland’s neighboring countries 

(Jónsdóttir & Gústafsdóttir, 2019). It can also be observed in the dataset used for the analyses 

that stock returns fluctuated up and down during the analysis period. It is therefore possible 

that the effects of the stock market are simply different in the case of Iceland because of these 

circumstances, than for instance in the case of Savva (2018). The coefficient for the stock 

market variable should, therefore, be interpreted with some caution as the stock market 

participation is abnormal in Iceland. 

 The coefficient for indexed mortgage rates was negative in the case of single-family 

housing in the greater Reykjavík area, i.e., when indexed mortgage rates increase, housing 

prices decrease and vice versa. This result is as expected, one would expect that as indexed 

mortgage rates increase, housing prices fall, as it becomes more expensive to finance 

properties. The findings of Savva (2018) also indicate this. In the case of single-family housing 

in the greater Reykjavík area, where the results indicate that as mortgage rates lower, housing 

prices increase, the coefficient is statistically significantly different from zero at α = 0,01, 

indicating that the coefficient can be interpreted with great accuracy.  

 The coefficient for purchasing power was positive in the case of multi-family housing 

prices in Hólahverfi, Efra-Breiðholt, i.e., when purchasing power increases, housing prices 

increase and vice versa. This result is as expected, one would expect that as purchasing power 

increases, demand for housing increases and, therefore, pushes prices up. The coefficient for 
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purchasing power was statistically significantly different from zero at α = 0,01. This result is 

reflected in the findings of Þórarinsdóttir & Wojtynska (2015) where they state that the most 

important factor for immigrants when it comes to finding housing is price. In section 2.3.3 it 

can be observed that housing prices in Efra-Breiðholt are lower, compared to the greater 

Reykjavík area. In the same section it can also be observed that from 2010 – 2019 the ratio of 

immigrants out of the total population in Efra-Breiðholt went from 21% to 35%. It appears then 

that the lower prices in Efra-Breiðholt might have attracted immigrants to the neighborhood. 

In a 2019 report from Iceland Statistics, it is revealed that immigrants have lower wages on 

average, compared to native Icelanders. Therefore, it makes sense that increased purchasing 

power has a very strong effect on housing prices in Efra-Breiðholt, as increased purchasing 

power makes it easier for prospective home buyers to purchase housing. 

 The findings of Degen & Fischer (2017) and Moallemi & Melser (2020) indicated that 

with increased immigration, prices of single-family housing rise; the same effect can be 

observed in the results of this thesis. Hansen & King (2004) found that a 1% increase in 

immigration was the catalyst behind a 12.6% increase in housing prices. A similarly dramatic 

effect can be observed in what the results of this thesis indicate. Gonzalez & Ortega (2013) and 

Sanchis-Guarner (2017), observed a 3.05% and 5.90% increase in housing prices for a 1% 

increase in immigration. Sá (2015) and Green (2018) found results that indicate that as 

immigration increased by 1%, housing prices dropped by 1.7% and 3.8%, respectively.  

The analyses performed in this thesis indicated that the impact of immigration on 

single- and multi-family housing prices in the greater Reykjavík area ranges from 10.7% to 

14.1%. In the case of multi-family housing in Hólahverfi, Efra-Breiðholt, the results indicated 

that the impact of immigration was 8.7%. The effects of immigration on Icelandic housing 

prices, therefore, seem to be more substantial in most cases when comparing to the literature 

reviewed for this thesis. 

 Regarding variables that influence housing prices, the results indicated in this thesis are 

somewhat in contrast to the indications by presented by Barbu et al. (2017), Tsatsaronis & Zhu 

(2004), Savva (2018), Gísladóttir & Joensen (2011) and Hermannsdóttir & Fairweather (2015).  

  Tsatsaronis & Zhu (2004) indicate that GDP growth has a positive effect on housing 
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prices, indications of which also be observed in the results of all three analyses performed in 

this thesis. The coefficients for the GDP variable are not, however, statistically significantly 

different from zero in any of the three analyses. Therefore, it is not possible to interpret the 

coefficients reported in this thesis as there is no evidence that the reported coefficients are 

different from zero. The same can be said regarding inflation and construction costs.  

In the case of Gísladóttir & Joensen (2011), their results indicated that construction 

costs are the most influencing factor of housing prices in Iceland, which contrasts with the 

results indicated by this thesis. They also state that as purchasing power in the housing market 

goes up because of increased access to capital, housing prices increase, as opposed to increases 

in purchasing power when the Icelandic Króna appreciates against other currencies. However, 

the results of the analysis of housing prices in Hólahverfi, Efra-Breiðholt indicate that as 

purchasing power increases as a result of the Icelandic Króna appreciating against other 

currencies, housing prices increase, which is in contrast with the findings of Gísladóttir & 

Joensen. Though, in the case of single-family housing prices in the greater Reykjavík area, as 

indexed mortgage rates become lower, housing prices increase. This is in line with the findings 

of Gísladóttir & Joensen. The lowering of indexed mortgage rates can be interpreted as 

increased access to capital, since it becomes easier to finance housing purchases when 

mortgage rates drop. 

The findings of Hermannsdóttir & Fairweather (2015), indicated similar results due to 

changes in purchasing power due to access to capital. They also state that lower real rates 

contribute to increases in housing prices, but it was not feasible to include real rates in the 

analysis due to multicollinearity issues as is discussed in section 5.3. 

 Sá (2015) states that areas with a high share of immigrants see lower housing prices. 

As stated by Ingvarsdóttir (2016), Efra-Breiðholt has garnered a bit of a reputation as an 

immigrant ghetto by Icelandic standards. Þórarinsdóttir & Wojtynska (2015) stated that out of 

all immigrants living in Reykjavík, 40% of them live in the Breiðholt district. An analysis of 

multi-family housing prices in Hólahverfi, Efra-Breiðholt revealed that the effect of 

immigration was less than what was observed in the other two analyses. Sá states that in areas 

where education levels are low and immigration levels are high, wages are lower and housing 
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prices drop. In areas where immigration was high, education levels were higher and thus wages 

higher as well, housing prices were found to drop less. As was discussed in section 3.4, 

immigrants have up to 16% lower wages than native Icelanders do in the same professions. 

Even higher educated immigrants with university qualifications have up to 15% lower wages 

than native Icelanders with the same qualifications. As a result, Sá’s observation of better 

education resulting in better wages might not be very fitting in the case of Iceland. If there is 

indeed a negative relationship between the immigrant population in an area and housing prices, 

better education might not lessen the impact of immigration on housing prices. The coefficient 

for the immigration variable was lower in the analysis of housing prices in Hólahverfi, Efra-

Breiðholt, compared to the other two analyses. Possibly indicating that either, immigration has 

less of an impact on housing prices there or possibly that the increase in immigration causes  

and increase in the native out-migration rate, resulting in a negative income effect, which 

reduces housing prices according to the findings of Sá (2015).   

 

Limitations and further research recommendations 

The results presented in this thesis are by no means perfect and that is reflected in the 

explanatory power of the analyses performed, where up to 8.4% of the variation in housing 

prices is unaccounted for. It must also be remembered that the immigration variable is 

constructed out of the numbers of immigrants and native Icelanders. The increase in numbers 

of native Icelanders is, therefore, also contained within the immigration variable, so if the ratio 

of immigrants out of the total population increases, that does not imply that the number of 

native Icelanders remained the same, only that the number of immigrants increased more than 

the number of native Icelanders. The variables used in the analysis were selected following the 

literature review to analyze potential similarities or differences to variables in the literature 

review. As such, the variables used might not necessarily be the best fit for the case of Iceland, 

as the explanatory power figures and number of statistically insignificant variables bear witness 

to. 

The scope of the analyses made in this thesis is limited to prices in the greater Reykjavík 

area and one district within Reykjavík. As a result, the indicated results are not exhaustive and 
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not necessarily indicative of the effect of immigration on housing prices in all of Iceland and 

within the various districts and boroughs that make up the greater Reykjavík area. Moallemi & 

Melser (2020) talk about immigrants that are financially well off have a larger impact on single-

family housing prices. Pavlov & Somerville (2020) also state that areas preferred by wealthier 

immigrants saw a larger increase in housing prices compared to other areas. As discussed 

before, immigrants in Iceland are likely to have lower wages than native Icelanders so the 

findings regarding wealthier immigrants are not very fitting in the case of Iceland.  Sanchis-

Guarner (2017) and Hansen & King (2004) suggest that native relocation can have a sizeable 

impact on housing prices. Gonzalez & Ortega (2013) state that had immigrants not been present 

during their analysis period, the construction industry would not have been as productive as it 

was, therefore, the GDP growth would have been less than it turned out to be during the analysis 

period.  

 Recommendations for further research are, therefore, to widen the scope of housing 

price analyses to the entire country to see if immigration is more influential on housing prices 

in other areas of the country, outside of the greater Reykjavík area.  It might also be interesting 

to further examine the effect of immigration on districts and boroughs within the greater 

Reykjavík area as research for this thesis has indicated that some districts within the greater 

Reykjavík area are preferred by immigrants and, therefore, house a proportionally larger 

percentage of immigrants than other areas.  

As has been touched upon before in section 7, the wage disparity between immigrants 

and native Icelanders could very possibly affect how influential immigration is on housing 

prices. In section 3.4 it is stated that in a survey, 81% of respondents, of whom all were 

immigrants, said that price was the most important factor when it came to choosing where to 

live. In section 2.3.3 it can be seen that housing prices in Efra-Breiðholt for example, are 

noticeably lower than in the greater Reykjavík area and Efra-Breiðholt has among the highest 

concentrations of immigrants out of all districts and boroughs in the greater Reykjavík area. In 

section 3.4 it is discussed that immigrants receive lower wages than native Icelanders, even if 

the immigrants have higher education such as university qualifications. Couple that with the 

fact that in the case of immigrants, price is seemingly the most important factor when choosing 
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where to live. Therefore, it might be possible that immigrants with lower wages are less likely 

to drive up prices, as prospective home buyers who have excess cash might be able to do. It 

might be an interesting path to investigate how wages or education affect the impact of 

immigration on housing prices. Pavlov & Somerville (2020), for example, state that areas 

preferred by wealthier immigrants saw a larger increase in housing prices compared to other 

areas. The effect could potentially go both ways and areas preferred by immigrants with lower 

wages might see less of an increase in housing prices. Investigating the native relocation effect 

on housing prices would also be an interesting avenue to explore as previous literature such as 

Sá (2015) has indicated that this effect can influence housing prices by the means of income 

effects. In simple terms, if people with higher wages move away, housing prices fall. Such an 

analysis is, however, beyond the scope of this thesis. Using native population increases to 

explain increases in Icelandic housing prices has not yielded viable results, as stated by 

Elíasson (2016) and Elíasson & Önundarson (2018), so looking at the effect of the native 

population from this angle might yield better results.  

As is discussed in section 2.4.2, the construction industry recovered from its slump 

following the economic collapse of 2008, during the analysis period of this thesis. The number 

of immigrants working in construction quickly increased because of the construction industry’s 

recovery. It is very likely that the added manpower that immigrants provided to the construction 

industry enabled the completion of planned and ongoing construction projects. Gonzalez & 

Ortega (2013) stated that without additional manpower provided by immigration, the 

construction industry would not have been as productive as it was and that GDP growth would 

also have been less than it was, had the immigrants not been present. An idea for further 

research might be to analyze how immigration has impacted the GDP of Iceland as it is likely 

that the GDP growth in Iceland during the analysis period would have been lower had it not 

been for immigrants working in the construction industry for example. Their effects can very 

possibly be felt in other areas of the economy as well. An investigation of the effects of 

immigration on GDP growth might potentially reveal relationships between immigration and 

other employment sectors.  
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 The findings of the analyses made in this thesis have implications for future researchers. 

Potential influencing factors were identified in previous literature and Icelandic data relating 

to those factors found to identify their importance from an Icelandic perspective. The results 

of this thesis can act as an addition to the available literature regarding immigration effects and 

other potentially influencing factors on housing prices. Secondly, the results will provide 

another Icelandic perspective on the impact that immigration has on residential housing prices. 

Lastly, this thesis will provide an additional input to the available literature on matters 

associated with immigrants in Iceland. 

 

(Central Bank of Iceland, 2021; Nasdaq, n.d.; Registers Iceland, n.d.-c, n.d.-a; Statistics 

Iceland, 2021g, 2021e, 2021a, 2021b, 2021b, 2021d, 2021c) 
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Appendix A 

Residential housing 

A residential building, according to the OECD is a building where more than half of the floor 

area is used for dwelling purposes (OECD, n.d.). This will hereafter be referred to as residential 

housing. In this thesis, there will be many instances where residential housing is mentioned, 

and this defines what is meant by referring to residential housing. 

 

Single-family residential housing 

According to the U.S Census bureau, a single-family house can be defined as a housing unit 

that is separated from another housing unit by a ground-to-roof wall or is completely detached 

from other buildings. A single-family house also has a separate heating, sewage disposal, water 

supply and utility meters from other houses. That also applies to housing units if they are 

separated by a ground-to-roof wall but not completely detached. Lastly, a single-family house 

cannot be stacked vertically on top of another single-family house (Zandi, n.d.). 

 

Multi-family residential housing 

According to the U.S Census bureau, a multi-family house can be defined as a housing unit 

that contains at least two housing units, which are adjacent to one another vertically or 

horizontally. Unlike single-family housing, there cannot be a ground-to-roof wall that separates 

the housing units. The housing units must also share either a heating system or have common 

public utilities such as water supply or sewage disposal (Zandi, n.d.). 

  

 

 


