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Executive Summary
The Icelandic economic crash in fall 2008 was unprecedented in the nation’s history with the

Icelandic banks being bailed out only 5 years after having been privatized. All of Iceland’s three
main banks, Glitnir bank, Landsbanki and Kaupthing bank, went into receivership the within a
10 day span, with most of the savings banks system following those same footsteps in the
following months. Iceland’s fiscal costs in terms of Gross domestic product (GDP) reached
unheard levels within advanced nations in at least 40 years.

A banking and economic meltdown on such a grand scale raises questions. Among such
questions is what caused such events to occur and maybe more importantly, especially in light
of the fact that similar failures are well known in financial history, why were such events
allowed to occur? Following such an analysis, a natural question is if lessons could be learned

from such events.

Given that the crash was to a large extent global, it is worthwhile paying attention to how similar
the circumstances were in different societies and what, if any, differed between countries and

regions.

The research project focuses on investment behavior and the Icelandic economic bubble and
crash, emphasizing that investment behavior has to be seen within a historical and cultural
environment. As such the project is related to financial history and behavioral finance. The

project’s main goals can be summarized into the following key research question:

What cultural conditions shaped the appearance and formation of the financial bubble in
Iceland and in what way did those conditions differ, if any, from other countries and to what

extent?



The main results are that cultural conditions influenced the creation of the Icelandic banking
miracle that ended so badly. Certain dimensions in the Icelandic culture were more suspect of
embracing values that (temporarily) opened doors to possibly naive beliefs. Technological and
ideological changes on an international level also influenced the Icelandic culture; more than
most cultural studies anticipate. Some changes in the Icelandic culture were, however, caused
to a certain extent by design, even an invented cultural one, rather than default. With the use of
the media some agents convinced the Icelandic country that their best interests were served
blindly embracing certain values when in fact those agents were reaping the profits with

speculation and risk taking that the public was eventually left to face the consequences of.
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1. Theoretical Background

The Icelandic economic crash in fall 2008 was unprecedented in the nation’s history with the
Icelandic banks being bailed out only five years after having been privatized. Seldom, if ever,

has such a banking crisis occurred in the Western world.!

All of Iceland’s three main banks, Glitnir bank, Landsbanki and Kaupthing bank, went into
receivership the within a 10 day span. Most of the banks within the savings banks system shared
the same fate during the following months (SIC 2010a; SICSB 2014).2 Total governmental debt
went from being 22% of Iceland’s gross domestic product (GDP) in 2007 to 80% in 2010
(Iceland’s Finance Ministry 2015), with real estate prices, adjusted for inflation, falling about
a third following the crash (Mixa & Sigurjonsson 2010).

A recent study by Laeven and Valencia (2013) of systematic banking crises world-wide during
1970-2011 concludes that Iceland’s fiscal costs in terms of (GDP) were the highest of advanced
countries during the period, at 44% of GDP. Reinhart and Rogoff’s (2008, 3) comparison of
banking crises from the post-War period until 2007 defined 18 such crises, with three among
the five most severe ones being in Norway (1987), Finland (1991) and Sweden (1991), where
the starting year of each crisis started is in parenthesis. According to Laeven and Valencia (ibid,
255-259), comparable costs associated with the Nordic crises Reinhart and Rogoff (ibid)
identified were 3%, 13% and 4% respectively, with Ireland’s crisis in 2008 being the only

nation suffering anything close to comparable losses of Iceland faced at 41% of GDP.

L1t could be argued that the South Sea Company and Mississippi Company bubbles that both burst in 1720 had a
larger effect on society, and even to a degree the Tulipomania in the Netherlands that burst in 1637. While bills
of exchange did exist at that point, a banking system as it is usually defined today was, however, in its infancy.

2 SIC is an abbreviation of the Special Investigation Commission, which focused in a major report on the causes
regarding the Icelandic banking system, particularly the three Icelandic banks, which were Glitnir bank,
Landsbanki and Kaupthing bank. SICSB is an abbreviation of another Special Investigation Commission that
focused in a major report on the causes regarding the Icelandic savings banks system, which also went mostly
bankrupt following the financial crash in 2008.



The costs to the economy as a whole were also very high in Iceland, although not on the same
relative scale as the direct fiscal costs transferred to taxpayers. There was a major slowdown in
the economy, but such comparisons can be problematic since output growth prior to crises tends
to be higher than normal. By focusing on the increase in unemployment, the percentage increase
from the starting point of each crises until its highest points within five years later was in
Norway 4.0%, in Sweden 7.5%, in Finland 13.5% (IMF 2009) and in Iceland it was 6.0%.

A banking and economic meltdown on such a grand scale raises questions. Among such
questions is what caused such events to occur and maybe more importantly, especially in light
of the fact that similar failures are well known in financial history, why were such events
allowed to occur? Following such an analysis, a natural question is if lessons could be learned

from such events.

A banking and economic meltdown on such a grand scale raises questions. Among such
questions is what caused such events to occur and maybe more importantly, especially in light
of the fact that similar failures are well known in financial history, why were such events
allowed to occur? A lack of historical perspective was clearly evident, allowing imprudent
business behavior to develop and unsound investment philosophies to become wide spread. The
financial crash was (initially) due to Iceland’s three main banks’ failure to refinance their short
term debt following a run on deposits in the UK and Netherlands (Bagus & Howden 2009).
Debt had swollen during the years prior to the crash, mainly short term debt maturing in three
to five years (SIC 2010b, 3) that occurred with rapid speed as the three main banks became
privatized. While the Central Bank of Iceland (CBI) attempted to cool down the expansion by
raising interest rates, the banks used other measures to raise capital. One was with direct CBI
assistance, which increased lending to financial institutions via collateralized loans from 30

billion Icelandic krona to 500 billion Icelandic krona, of which 300 billion were against



collateral in securities and letters of credit in the three largest banks from autumn of 2005 to the
beginning of October 2008 (SIC 2010c, 6). Also, the ever increasing interest rate differential
fuelled capital inflows with the issuance of Eurobonds that were commonly known in relation
to Iceland as “glacier bonds.” Such bond issuances did not begin until August of 2005 but had
by September of 2007 reached 450 billion Icelandic krona, the equivalent to 35% of Iceland’s
gross domestic product (GDP), which to a large extent filtered into Iceland’s economy with an
increased inflow of money leading to rising asset prices (SICa, 149-150) and also causing the
appreciation of the Icelandic krona making imported goods cheaper and thus increasing their
demand, leading to an increased current net deficit (ibid, 152). This development helped
creating a vicious cycle that the higher domestic Icelandic interest rates became, the more
interest rates were raised, the more the exchange rate appreciated leading to further capital
inflows (Plantin & Shin 2011, 4). When the economic crash occurred, the appreciation of the

Icelandic krona went into reverse leading to prices of imported goods rising

Once the status of the banks was properly investigated, it became apparent that it was not mere
illiquidity that caused the crash but more than anything else it was caused by factors such as
failures in investments, quality controls in risk management, corruption, unreasonable leverage
and even ignorance and stupidity (SIC 2010a; SICSB 2014). Not only were Glitnir bank,
Landsbanki and Kaupthing bank put into receivership but many companies went bankrupt or
had to be re-structured financially (Statistics Iceland n.d.; Icelandic Competition Authority
2011). Similar failures are well known in financial history. The stock market crashes in the
United States in 1907 and 1929 are well known examples in the banking arena and also major
companies such as the brokerage company Drexel Burnham Lambert in 1990 and energy
company Enron in 2001 (Bruner & Carr 2007; Sobel 1968; Stewart 1992; McLean & Elkind

2004). This was thus not the first time a major banking crisis had occurred with devastating



effects; history is littered with similar examples that very few, especially in Iceland, seemed to

have learned any lessons from.

Following the crash, market participants and also to a large degree the entire population of
Iceland have been learning, or in some cases re-learning, certain truths regarding financial
markets, particularly those that pertain to financial bubbles. Although the key characteristics
of the Icelandic bubble are well known (Gylfason 2011; Zoega 2011; Halldorsson & Zoega
2010; SIC 2010a; SICSB 2014; Mixa 2009a), the focus is mainly on financial data and possible
corruption. The historical specificity led many Icelanders to believe that this time things were
different, both during the prelude of the crash and also its immediate aftermath. Some writings
did, however, point out certain similarities to prior crashes. A huge influence was the
publication of the book This Time is Different (2009) in the aftermath of the crash by Reinhart
& Rogoff, which showed in a thorough and quantitative way (a first among books focusing on
financial crashes) the similarities of quantitative financial data during preludes of historic
financial crashes (the title of the book is intentionally ironic). Yet, the financial landscape in
Iceland during the years before the crash were virtually without precedence with the financial
system growing at rates virtually unheard of (Halldorsson & Zoega 2010; Sigurjonsson & Mixa
2011), with the private credit vs. GDP ratio rising well over fourfold from year end 1998 to

2007 (Johnsen 2014, 7).

Given that the crash was to a large extent global, it is worthwhile paying attention to how similar
the circumstances were in different societies and what, if any, differed between countries and

regions.



1.1. Objectives of the Project and Research Question

The research project focuses on investment behavior and the Icelandic economic bubble,
emphasizing that investment behavior has to be seen within a both historical and cultural
environment. As such the project is related to financial history and behavioral finance. The

project’s main goals can be summarized into the following research questions:

What cultural conditions shaped the appearance and formation of the financial bubble in
Iceland and in what way did those conditions differ, if any, from other countries and to what

extent?

This question entails a few issues that are addressed, although in varying proportions, in my

thesis. Among those issues and related questions are:

e The difference between Icelandic bankers and the rest of the Icelandic nation when it
came to finance. In other words, are there large differences between investment cultures
and national cultures? Did foreign bankers view Icelandic bankers as being different in
any way?

e Is the global investment culture more important than national culture in determining
investment strategies and risk assessments? Have there been rapid -cultural
developments during recent decades?

e Do representations of past successes in stock investing amplify a feedback loop to a
greater extent in Iceland than in other nations, which possibly had a more mature
financial history concerning investments, making lcelanders more susceptible to the

illusion of prosperity?

I use financial data to compare various financial macro data between nations to establish

different proportional progresses in the prelude of the crash in Iceland 2008. Such information



iIs intertwined with cultural comparisons using the most common method in the field of cultural
finance when seeking clues of differences in cultures between nations. These issues and
questions show to a degree the historical (horizontal) and cultural/social (vertical) dimension
of the thesis. The hypothesis is that various cultural and behavioral effects form accepted
attitudes can lead to circumstances where financial bubbles are more likely to take place. The
research analyzes the effects formed in Iceland, comparing them to other nations such as the
Nordic nations and ones with high individualism (as defined by dimensional studies explained
in more detail later) and placing them in a historical and cultural context, attempting to

understand similarities and disparities.

This is addressed in this thesis through a series of papers published in international journals and
edited book chapters addressing different aspects of these key issues described above. This
involves basing research on both qualitative and quantitative methods, linking these methods
together for a generalized overview and a more nuanced understanding of particular aspects.
This also means that the focus is on painting a picture of circumstances providing a deep
understanding of Iceland’s financial and cultural landscape, using foreign ones as comparisons.
Whether one looks at financial indicators or cultural ones, the first step is generally analyzing
comparison studies in an attempt to gain an understanding from a certain standpoint as opposed
to defining what normative financial or behavior is. An obvious way of doing such research is
comparing Iceland’s financial landscape to other nations such as Nordic ones. Last but not least
importantly, it also involves studying cultural differences between nations in many ways similar

to Iceland and Iceland’s historical financial history.

While most research papers about the Icelandic crisis have concentrated on the causes of the
crises by focusing on internal macro issues (Olafsson 2008; Matthiasson 2008; Jannari 2009;

Danielsson & Zoega 2009; Bagus & Howden 2009; SIC 2010a), my research gives a deeper



insight on how Iceland’s interlinked social environment influenced and shaped investment
strategies and risk assessments preceding the crash as well as emphasizing how these conditions
contributed to the crash. Iceland is a central point in my research, concentrating on financial
data within the country, comparing it to other countries, in addition to cultural factors between
nations and also the global changes occurring during the years preceding the crash in 2008,
years | refer to as the Manic Millennium (Mixa 2009b). By using this example, the thesis seeks
to contribute to ongoing scholarly discussions about cultural finance as a discipline,
methodologies and theoretical orientations. It stresses the importance to critically investigate
concepts used and how they can be developed for further research, and providing a greater

understanding in the field of finance and other related fields.

I will start the discussion in this introduction by clarifying the use of key concepts in this thesis.
While a general agreement exists about many conceptual issues, the concepts below that |
briefly define and explain further have multiple understandings and also how they relate to each
other. I thus begin defining those concepts and underline my view of how they should be used.
| thus discuss different ways of looking at finance from behavioral economics to cultural
finance, demonstrating the need to take the culture concept under closer investigation. Then |
discuss the papers themselves and how they link with the overall theoretical framework and
how they address the research question. Finally, 1 will address the main findings of the overall

thesis.



1.2 Behavior, Culture, Finance & Finance
In this section | critically assess how scholars have talked about the interrelationship between

finance and culture. This involves giving an overview of differences in behavioral and cultural
approaches towards financial matters and how those concepts differ when looking from a purely
financial dimension and an economic one. I begin by providing a short overview of behavioral
finance with the intent to relate it to cultural finance. Consequently, | show why | consider the

concept cultural economics more applicable in the discussion of this thesis than cultural finance.

1.2.1. Behavioral Finance

Behavioral finance (interchangeably imprecisely referred to as behavioral economics), is a field
that studies the effects on psychological social and cognitive factors affecting people, both on
an individual level, groups and also institutions, relating to investment behavior. The main focus
generally involves what may constitute irrational investment behavior of many sorts (Reuter
2009, 35). The consequences of such (sometimes irrational) behavior can be found in the
demand of certain types of investments, which not only affects market prices of securities and
other investment vehicles but also resource allocation, since money is transferred to projects of
various industries and regions where money flows in accordance with the common view of
were the highest returns are in tandem with associated risks. If the behavior becomes irrational
due to some types of trends, certain securities, types of securities or other types of investments
become either grossly undervalued or overvalued when measured against historical data of real
returns and thus their future expected values, i.e., the market prices of such investments veer to
a large degree away from their fundamental values. It is, however, very often difficult to assess
with a certainty what fundamental values actually are since they to a large extent rely on future
incomes with a large amount of uncertainty. Often, still, such irrationality becomes obvious,

especially with the benefit of hindsight. Recent examples include the dot.com bubble that burst



2000-2001 and the housing bubble that shocked financial markets in August 2007, reached a

high point in fall 2008 and still rattles western economies.

The foundation of behavioral finance is not built upon unknown stock market realities that have
only recently been discovered. Knowledge of systematic irrationality by investors has been
known for centuries (Chancellor 2000). A famous example is the Dutch Tulipomania that
reached its height in 1637, a period that Mackay illustrates as being when “the rage among the
Dutch to possess them was so great that the ordinary industry of the country was neglected”
(1841/1980, 94), illustrating vividly how the misplacement of investments affects not only
investments and securities markets but also economies as a whole, hence rationality (or
behavior) regarding investments directly affects the economy and can thus be said to be on the
same side of the coin. Case in point is the relationship between the Crash in 1929 (relating to
financial markets) and the Great Depression (relating to the economy) during the following

years is one of the most debated issue in economic history (Chancellor 2000, 224).

Many investment classics have described irrational investment behavior of various sorts
(Gordon 1999; Carret 1930/1997; Fisher 1958/1996; Lefévre 1923/1994). A great deal has
additionally been written and chronicled regarding financial bubbles (Kindleberger & Aliber
2011; Galbraith 1955/1997; Chancellor 2000) with further work related to the field of
behavioral finance often discussing how investment irrationality in various ways leads to the
creation of financial bubbles (Shiller 2000; Surowiecki 20053, Pompian 2006; Zweig 2007).
Behavioral finance as a science is, however, a recent field that began emerging as an

independent one in response to the rational market theory formulated mainly at the University

3 Surowiecki actually contends that the wisdom of crowds is most often close to the best estimate, which may yet
open doors to financial bubbles since people‘s rule of thumb is that the crowd is correct, as is often in financial
markets.



of Chicago in the 1960s with the efficient market hypothesis (EMH) as its best known element
(Fox 2011, ix). Fama (1970, 383) defined an efficient market as one where security prices
always fully reflect all available information, i.e., the market always knows best. From the
beginning of the 1980s new empirical studies reversed such EMH claims leading to the
emergence of a new approach — behavioral finance (Szyszka 2008). From that point on, many
anomalies were discovered, among which are investors’ tendency to overtrade despite
decreasing returns (Barber & Odean 2000), investor’s tendency to under-react to news in the
short run (generally labelled conservatism) (Rendleman et al. 1982) but also to over-react to
successes in the long run (generally labelled representation) (Poteshman 2001). The element
of conservatism may be one of the reasons why momentum buyers often buy the best
performing stocks in the most recent 12-18 month period; many investors are still anchoring
their value to prices from a recent past, often stocks that had represented bad returns in years
prior to the turnaround (llmanen 2011). Perhaps the greatest known theory related to behavioral
finance, and could be considered a harbinger of the science, is the Prospect Theory put forward
by Kahneman & Tversky in 1979, which showed how investors’ risk assumptions were affected
by reference points and the framing of questions. People are generally willing risk more to
recoup perceived losses but less willing to endanger gains, something MacKenzie (2008, 267)
points out contradicts a lore among traders, especially ones llmanen (2011) refers to, that one

should run with ones profits but cut losses.

Related to such complicated dynamics at play is the price-feedback loop mechanism. Akerlof
& Shiller (2009) describe this as a tendency of people buying or selling stocks due to past price
changes, i.e. becoming representative to a certain trend, which may develop into a vicious cycle
of price-to-price feedbacks that will eventually burst since expectations of further price

increases cannot support rising prices indefinitely. People become less inclined to save since
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their savings have increased so much in value through market gains in the stock market, i.e.,
when bull markets are the trend. With a lower savings-ratio, more money is put into spending,
causing added product demand leading to higher operational returns and yet higher sales that
increase profits and thus provide a temporary justification of higher equity prices. A vicious
cycle has developed, one that only ends at some inflection point (Soros 2003) that has proven
difficult by academics to systematically predict. This investment behavior that is generally
viewed as part of behavioral finance does yet have an effect on the whole economy that sends
positive signals (until the inflection point has been reached) to the stock market, and so the
circular motion continues between signals from society to individual investors, intertwined with
political agendas that may transform institutions and also structural networks as pointed out by

Vaiman, Sigurjonsson and Davidsson (2009).

1.2.2 Cultural Finance

The field of behavioral finance has, however, given little thought to different aspects between
cultures, generally assuming that people and thus their societies all over the world act and re-
act in the same manner when it comes to financial and economic issues. One could say that the
focus is on the individual within the field within a particular historical and cultural environment.
MacKenzie (2008, 266) states that behavioral finance sometimes focuses too narrowly on
psychological and individual issues. Shefrin’s (2010, 16-17) literature overview of behavioral
finance states that behavioral finance mainly draws from individualistic psychology rather than
a social one. That is not to say that behavioral finance ignores social influences all together. It

is rather that the focus is on the influences society place upon the individual,* as opposed to

4 The Asch confirmity experiments done in the 1950s showed how people were willing to change their opinions
of obvious facts when influenced by groups that in experiments willingly gave false answers. Shiller (1995)
showed, however, that people‘s opinions is altered to a similar degree by information bias rather than a social
one, with people assuming that other people must be right. This circles back to behavioral finance, dealing with
the tendency of people assuming that “the crowd” surely knows better.
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individuals combining to create a consensus of a certain world-view, and the assumption that
such influences and views are world-wide the same. Shiller (2014, 2) recently stated about the
relation of financial bubbles and behavioral effect that “a speculative bubble is a peculiar kind
of fad or social epidemic that is regularly seen in speculative markets; not a wild orgy of
delusions but a natural consequence of the principles of social psychology coupled with
imperfect news media and information channels.” Shiller’s words suggest that social rather than
merely individual forces are at play in creating financial bubbles that are then influenced by
media channels, which have in recent years transformed via the increased use of television
channels on a global scale and more recently and possibly more importantly through Internet
coverage. It can be contended that if social forces differ between nations due to cultural

variations, such differences must be scrutinized to apply behavioral aspects properly.

Since the late 1990s, scholars have increasingly criticized this ‘non-cultural bias’ within
behavior finance, i.e., the tendency to judge phenomena with standards of a single culture
(Shiller 1999; Statman 2006; Statman 2008). Different social influences on individuals’
financial behavior are the main basis of what is generally referred to as cultural finance (or
cultural economics). Demonstrating the importance of focusing more closely on ‘culture’ in
relation to finance and economic issues, Breuer and Quinten (2009) maintain that cultural
finance® can be located as an interface between finance and social sciences, contending that the
consequences of globalization suggests that cultural finance as a research area will expand fast.
They see cultural finance as a bridge between a neo-classical point of view of finance (where
market players are purely rational, and obey laws and regulations within parameters that provide
no place for corruption) and behavioral finance (where market players are considered more

influenced by cognitive and emotional factors related to financial decision making). As such,

5 In this essay cultural finance is viewed as cultural economics.
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cultural finance can be defined as a discipline that takes cultural aspects into consideration when
analyzing financial matters in regards to behavior within society. Stulz’s & Williamson’s
(2003) analysis begs the question that if culture has been shown to being important regarding
legal traditions how the same could not be true regarding financial matters. A recent survey by
Reuter (2009) of culture and finance shows cultural finance emerging as a field within
publications with explicit culture-interest in financial research, with publications relating to this
field only consistently starting a decade ago (during the writing), with working papers as a
majority in recent years. Breuer and Quinten (2009) even proclaim that cultural finance can be
seen as constituting a new, autonomous discipline within the field of economics. The systematic
use of culture-concepts in financial research is thus recent and gaining a larger audience with
an increase of interest in culture among financial scholars, involving as well a more

interdisciplinary approach in understanding financial phenomena.

To the best of my knowledge, cultural finance research is limited in scope, with no studies in
Iceland or internationally having been done in a constant and systematic way. A cultural
comparison study between Iceland and USA has been published comparing the prelude of the
crash in Iceland 2008 and the Great Crash in USA 1929 (Mixa 2009b). It was, however, a
general overview of precipitating factors related to social issues indicating that a financial
bubble was brewing as Shiller (2000) described regarding the years preceding the dot.com
bubble and the Icelandic social environment during the years before the 2008 crash. This is
hence a topic that is recent in the international arena and thus not surprisingly with limited

research so far in Iceland.

1.2.3 Culture

As stated, the study of behavioral finance assumes that what applies to individuals in one culture

applies the same (or a very similar manner) in other cultures. It can thus be seen as a study of
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individuals in intra-relationships within a specific cultural and historical environment. This is
still a complicated task, with the no universally accepted definition of the concept of culture
existing, not even within the social sciences, as | will soon address. Reuter (2009) states that no
such consensus exists in cultural finance studies, which even sometimes skip defining the
concept. This inconsistency ensures that the findings of various studies may be interpreted in
different manners simply because the ideas researchers have of culture may differ. The same

data may thus lead to different conclusions among researchers.

The most common systematic efforts in implementing concepts or variables in financial
research related to culture are Hofstede’s cross-national culture indices, generally labeled the
‘dimensionalist literature’ (Reuter 2009). Hofstede’s methodology in comparing cultures is
extremely influential among researchers in business and organizational areas, which views
culture on a relative scale , being a “collective programming of the mind that distinguishes the
members of one group or category of people from others” (Hofstede et al. 2010, 6). Hofstede
himself graphically asserts that the structure within each culture is built up in layers in what he

describes as an onion, where values are the core of cultural differences.
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Figure 1. Onion Layer of Cultures

Source: Hofstede et al. (2010, 8)

Hofstede’s methods seek to determine (via questionnaires) people’s values first and foremost,
on a relative scale by comparing various dimensions of cultures, not defining how cultures
should be in one way or another. Hofstede’s methods are usually referred to dimensionalist

studies due to the focus on various dimensions between countries scale.

Such a relative method fits nicely with psychologist’s views. Ariely (2009, 1-23) points out that
people generally define what they should be doing in relative terms, e.g. quoting H.L. Mencken,
Ariely (playfully) states that a man’s satisfaction with his salary depends on whether he makes
more money than the husband of his wife’s sister. Social pressures may differ between societies
in shaping people’s definition of themselves, like people comparing each other during family
gatherings. Kindleberger (1996, 13) describes this relative notion from the standpoint of stock
market gains, stating that nothing is as disturbing as seeing one’s neighbor becoming easily rich
via investments (a relative comparison thus emerges, “I should be that way too”). This can be

further related to how people define themselves and their role within a larger society or nations
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as a whole within larger territories. Germany’s social structure crumbled when the middle class
was mostly wiped out financially post WWI, calling for a radical altering of their views of how

they defined themselves and their nation (Ahamed 2009).

Hofstede (Hofstede et al. 2010, 128) takes Adam Smith’s theory regarding the “invisible hand”
as an example of a generally accepted theory within the heart of economics, yet the science of
economics is based on an individualistic idea that has been mainly explored within countries
that score highly on individualism, thus not being necessary applicable in all territories. He
points out that economics has remained an individualistic science with most of its contributors
coming from highly individualistic nations such as the United States and Britain. The classic
case of the Tragedy of the Commons may, for example, be more relevant in certain countries
than others and must take into account contextual factors (McCay & Acheson 1990, 6-10). By
the same token, individualism is not necessarily a universal phenomenon but culturally specific
to individualistic countries, with duties and relations between individuals being different in
different cultures. Territories that may not adhere to the same extent are ones that score highly

on the other side of the spectrum, i.e., on collectivism.

Hofstede’s methods are not the only ones used. Recently a culture model by Schwartz has
gained in popularity (Breuer & Quinten 2009) because many deem it as overcoming some of
the methodological weaknesses inherent in the Hofstede model, although both models take the
impact chain of culture as being a given (ibid). What such models have in common is that they
are attempts in defining cultures in systematic ways. This may be helpful in creating a
standardized setting of how the concept is defined. When doing a detailed study, however, the
use of such models can only be viewed as being stepping stones. As Hofstede et al. themselves
state (2010, 48-49), dimensional methods involve not merely collecting the data but also

interpreting it, determining its usefulness and limitations, and comparing and applying it to a
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specific topic. Increased production in Asia in recent decades has for example been explained
with the arguments that the general long term orientation among cultures in the region is
yielding results. It has also been detected that individualism is prevalent in nations that score
highly regarding individualism usually have economic superiority compared to other nations.
It is, however, difficult to say whether cultural effects created such effects or whether the
surroundings created something that constitutes being of a certain cultural nature. It is for
example interesting that nations with high individualism scores tend to have lower economic
growth once they have reached higher individualism. This can be explained in a way that such
nations contain a great number of people that can afford having such individualist views, having
often a strong social system with thus a less need of collectivism among individuals as some
sort of insurance of survival among individuals within a society (Hofstede et al. 2010, 132-

133).

Hofstede’s methods have been criticized by numerous researchers, with for example
McSweeney (2002) criticizing Hofstede"s generalization of nations and averaging scores within
nations as being yet representive of the nation and Ailon (2008) further arguing that the studies
and subject used to gather data are too centered on Western subjects and assumptions, thus not
taking into account the diversity of other groups within nations. While Hofstede’s methods are
not flawless and by their own admission (Hofstede et al. 2010) with limitations, they remain
nevertheless the most popular method in studying cross-national cultures (Breuer & Quinten

2009) and compare still favorably with other frameworks (Magnusson et al. 2008).

Quantitative research using the dimensionalist perspective advocated by Hofstede (i.e. cross
cultural comparison) isimmense in an international context, while lacking in relation to Iceland.

A paper Eyjolfsdottir & Smith wrote in 1997 has been e.g. been often cited, in which they infer
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Iceland being similar to other Nordic countries using Hofstede’s methods as a base point,

despite offering no supporting quantitative data.

Two University of Iceland studies analyze the main characteristics of Icelanders using Hofstede
dimensional analysis (Adalsteinsson, Gudmundsdottir & Gudlaugsson 2011; Gudmundsdottir,
Gudlaugsson & Adalsteinsson 2015). Another study I am aware of was conducted by Kaupthing
prior to the crash. The results of that study have though not been properly analyzed nor publicly
released. There have been other minor studies using Hofstede’s methods that cannot be
considered being reliable. The results from those studies combined may still provide indications
of the general financial/economic mood in Iceland that may, due to Iceland’s smallness, provide

a glimpse of how those views altered the perception of Icelanders concerning financial matters.

It is important to underline that cultural analysis in this thesis takes the common current view,
which will be later explained in further historical detail, that no true or correct cultures exist but

is rather subject to comparisons of each other.

1.2.4. Cultural Economics

When discussing behavioral finance, the commonly interchangeable term behavioral
economics is often used. The former term focuses on issues relating to the act of investing while
the latter one additionally entails the effects investment decisions have on the whole economy,
i.e., both the act of investing (and thus the allocation of capital and resources) and also the
economic effects. Such effects within the economy create a feedback that both begins
influencing people’s investment behavior, not only in terms of investing but also consumption
(that creates yet another feedback loop) and attitudes towards savings, risk and the public’s
willingness to accept and follow certain ideologies. Galbraith (1955/1997, 169-170) describes

such an economic and social environment stating that: “People must also have faith in the good
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intentions and even in the benevolence of others, for it is by the agency of others that they will
get rich.” It is, in other words, old wisdom that during good times, people change their behavior
in a way that affects the economy as a whole. | deem that the term cultural economics by that
token also takes into account the effects of investment decisions on the economy as a whole,
how the consequences of such decisions affect societies at large in possibly various manners
between societies while cultural finance generally relates to a more narrow term concerned with
the act of investments and how it may differ between societies. Cultural economics is thus a
better term when describing the interplay between sociological aspects and economical ones,
which are never-the-less closely tied with financial investment behavior, not merely when

looking at recent events but also from a historical perspective.

The behavioral finance term is additionally often associated with some sort of irrationality,
which has a strong association with irrational investment decisions and is additionally often
associated with financial crisis. This is exemplified by the title of the most famous book in the
field of behavioral finance, Irrational Exuberance by Robert J. Shiller, which was initially
published at the peak of the dot.com bubble in March 2000. It should be pointed out that the
term rationality is difficult to define in finance, because despite its general association to
psychological effects, with investors not being rational (Statman 2008b), it is well known that
investors often have invested in securities they believed were overvalued but yet had reasons
to surf current investing trends (Lynch 2000; Shiller 2002). Reasons include that being wrong
for a long time and also different than “the crowd,” despite being eventually proven to be right,
has costs professionals losing their jobs (Bloomberg 2002; Independent 2008). Also, investors
often pay more attention to momentum trading rather than fundamentals (Mallaby 2010) in a
fashion Ilmanen (2011) describes momentum traders, which often achieve above average

returns.
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Although the term cultural economics could also be deemed being associated with financial
crisis, having defined in a clear manner the differences between the concepts behavioral
finance, behavioral economics, cultural finance and finally cultural economics, it should be
clear that cultural economics focuses on comparing different investment behavior between
cultures without regard to its rationality (a term that is in itself difficult to define concerning
investments), but still as a stepping stone in determining the likelihood of financial crisis under
various circumstances in various cultures. The applicability of cultural economics could,
however, just as well be to determine the financial institutional setting within different nations.
Such an application could, still, be relevant when financial institutional settings are being
transformed. An example of such a transformation is the liberalization of the banking system,
which, e.g., is generally assumed having had large implications in the Nordic countries and
Iceland during the prelude of their financial crisis. If one accepts the notion that such
institutional and economic settings are part of culture, changing the set-up of those institutions
radically opens the gates to profoundly change people’s views in society to various issues, and
thus the culture. Demirgic-Kunt and Detragiache (1998, 6) find for example that a financial
crisis occurs more likely in countries where the banking sector is more liberalized, not often
happening immediately following the aftermath of such liberalization but a few years later.
They point to the fact that this is especially likely where bureaucracy is inefficient, contract
mechanism are inefficient, a lack of respect is for the rule of law and corruption is widely
spread. On a similar note, La Porta et al. (1998) come to the conclusion that laws and their
enforcement differ between nations, and those nations with less investor protection suffer due

to less developed equity and debt markets, which tend to enhance economic growth.

The discussion above indicates that the distinction between behavioral finance and behavioral

economics is in no way clear-cut. The degree of how much social (and if they differ, thus
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cultural) issues vs. being individual is often unclear. One of the main concepts in behavioral
finance is herding, a term relating to people mimicking actions of other people and hence how
society influences the behavior of people. Sornette (2004, 94) links many economic activities
to the herding concept such as investment recommendations, price behavior when common
stocks are initially sold, earnings forecasts and portfolio management, to name a few. Even
professionals are not immune to such activities. Lynch (2000, 59-63) describes portfolio
manager’s tendency to mostly buy stocks known by the public so they have little explaining to
do if stocks within the portfolio fall in value while Shiller (2001, 5&13) states that people are
more likely to buy assets that have grabbed their attention (via the media or even just word-of-
mouth) and such assets are usually assets whose price has gone up recently; hence to deal with
the clients’ expectations they portfolio managers have added pressure to invest according to
certain fads their clients follow. Hence, society influences people’s behavior, with even
professionals who should know better, feeling themselves forced to possibly amplify irrational
behavior because of social influences but may also begin rationalizing that they must be wrong
in their (rational) assumptions since so many others hold other views. This is a commonly
accepted fact within behavioral finance. It is, however, often difficult to assess to what extent
it is individualistic biases that causes irrational financial behavior opposed to societal peer
pressure. Behavioral finance accepts this as a fact and while the field thus embraces sociological
influences on investment behavior; it has done little research regarding different influences

between nations or regions.

1.2.5 History of Culture Related to Economics

As previously discussed, no consensus of its definition exists in the field of cultural finance.
What is probably more worrisome is the fact that some papers dealing with the subject have

used the concept uncritically as if assuming that there was a shared understanding among
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academics on the concept and as well as that those classified as belonging to a particular culture
have the same views of what constitutes their culture. |1 have emphasized the importance of
contributing from theoretical discussion about the culture concept, which exists in complex

interrelations with social and historical factors.

This is involves concepts such as power and hegemony, which strangely are often are absent in
economic theories when approaching culture.® While Sigurjonsson and | show in the first paper
of this thesis that quantitative factors showed clear signs that a financial bubble was brewing in
Iceland prior to the crash, the fifth paper of this thesis written with Loftsdottir strongly hints at
forces within the Icelandic society that had actual interests in creating a new value system
within it. The degree to which this was by default rather than design cannot be determined but
it is unquestionable that some agents that had interests of developing a new value system and
thus culture in Iceland and consciously re-enforced and maintained such views within Iceland

with the use of media.

1.2.6 Culture in Tandem with Economics

The word culture has its roots in the Latin word Cultura that is drawn from the noun to cultivate,
which explains the relation of the word to agriculture (Jackson 2009, 16). The main thought of
such use of language during the middle centuries related to the growth of the mind in a spiritual
sense, with an increased emphasis on meditation, understanding and praying (Beugelsdijk &
Maseland 2011; Jackson 2009). This began changing with the transformation of European
societies changing from feudalism to capitalistic ones, with the individual coming more into

the forefront than before. This was natural since ancient social contracts were being broken and

6 See for example discussion in the fifth paper regarding Keen‘s assertion that historical approaches have been
removed from economic tool Kits.
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natural resources that once before belonged to society as a whole (not necessary still with the

same rights or privileges) were transferred in the hands of individuals (Ritzer 2007).

This period created a society/culture characterized by a great upheaval, unrest and even violent
actions with the individual in the forefront. The need to frame the development with a coherent
theory of the transformed society became urgent, explaining how a society could be justified
where individuals had their own interests in the forefront but yet held together without chaos
ruling and eventual disintegration within itself. Adam Smith published such a theory in 1776 in
his book The Wealth of the Nations, in which he maintains that the value of goods within nations
is not inherent in the wealth of the elite but rather the combined wealth and income of (free)
individuals (Beugelsdijk & Maseland 2011). Although Smith describes some sort of law of the
jungle (in a Darwinian vein), with every man for himself, he brought forth arguments that such
a development would lead to added efficiency for society as a whole (Ritzer 2007), which at
that point was with added industrialization and urbanization, applying specialization (or
division of labor as Smith put it) to create and increased amount goods with less effort (Cassidy

2010, 26-29).

The conclusions Smith derived were built upon what may be called empirical studies. While
working on the book he analyzed the operations of a pin (nail) factory and saw that its
production increased with added specialization, which was in a certain contrast to Britain’s
society during that period in which bands of hungry laborers at times roamed the country and
impoverished people filled newly built factories, although Smith’s point was confirmed with
living standards eventually rising within the free market society (Cassidy 2010, 27-28). Smith
was describing a development of a pattern within society that was taking a new shape
(Beugelsdijk & Maseland 2011); he was in other words not simply describing an economical

concept but also took into account the governing culture within society that was rapidly shaping
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itself towards a market economy and industrialization. It is, however, not unlikely that a certain
justification of the developments within society, which affected the power structure between
classes in Britain, influenced Smith’s writings, benefitting the interests of the main emerging
market system and providing the necessary institutional framework for the growth for
industrialists and merchants (Tsoulfidis 2010, 50); Smith was interested in in explaining how

capitalistic markets worked, not how they failed (Roubini & Mihm 2010, 40).

It is worth noting that the famous analogy of the (divine) invisible hand was framed within the
effects of a different society and added efficiency in manufacturing without leading to chaos,
but not in relation to financial markets in general. Smith was without doubt influenced by
memories of one of history’s most famous stock market bubble, The South Sea Bubble, had
occurred half a century sooner and its dire effects were still engraved in the minds of Britain’s
public.” Stock markets were hence still viewed with suspicion and were even illegal in Britain
during the period of Smith’s writings; Smith himself considered joint-stock companies
suffering from the separation of management from ownership and hence causing agency
problems (Chancellor 2000, 90). Although Smith could be described as a free market advocate,
it was not necessary in the vein that is commonly outlined today regarding financial markets,
which often are assumed adjusting towards true values of securities like some sort of invisible
hand guiding equilibrium of demand and supply. Cooper (2009, 93-105) shows, however, that
while there is plausible arguments of market stability of goods and services, which does not

apply to credit markets.

Karl Marx contended that the shaping of the society and thus its culture was in many ways

explained by how the ownership of machines and tools had formed a sociological pattern. Marx

7 Sir Isaac Newton lost enormous amounts in the bubble. It is said that no one was allowed uttering the words in
his presence following the debacle.
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regarded the ideas of the ruling class being in reality the ruling ideology of each culture,
meaning that the class ruling over the machinery and other necessary resources to create
valuable products not only had a financial superiority but also a mental/spiritual one (Tucker
1978). This creates an interwoven relation between the economy and society in creating the
fabric of the governing culture, where the production of goods becomes not merely an
economical feature but also creating societal structures and ideologies in maintaining them, like

human and spiritual relations.

Since the construction of the economic life, which Marx placed in the center of society, steered
these structures, it also influenced the legal and political landscape of its environment because
those social pillars have guided the public towards acting in a manner that maintains such
structures. Marx maintained that the ruling class thus not only ruled the economy but also
culture and hence popular core beliefs within it, like what is right and wrong, beautiful and
ugly, etc. The ideology of the ruling classes was thus the dominant ideology of each society at
every point. Thus the dominant ideology of the ruling class defines to a great extent the culture
of a state at any given time. The interpretation of reality of the ruling class is interpreted by
society as a certain truth at each point in time and mirrors the collaboration of power and those

who handle it (Marx & Engels1978, 64).

Gramsci took this concept one step further by maintaining that the ruling class had a certain
governing power, defined as hegemony rather than ideology, where the masses accept a general
direction imposed upon the social life by the ruling class (2000). Gramsci made a distinction
between ruling and hegemony; with ruling expressed as a direct coercion normally used in times
of crisis but hegemony in more normal situations through political, social and cultural forces
(Williams 1977, 108). If the general public accepts a certain ideology then the ruling class build

their power structures not merely upon machines, tools or other types of financial wealth and
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the structure of society, but also upon the fact that the masses believe that such power of the
ruling class is built upon an ideology that serves the best interests for the society as a whole
(Beugelsdijk & Maseland 2011). Hence, by having the population accepting concepts tied to
the core of what constitutes as cultural issues such as ideology, beliefs, norms and customs that
maintain the power of the ruling class, an even more and steadier sort of power is attained than
through sheer ruling. This entails a change from the structural ideas of Marx who viewed power
of the ruling class being purely economic through the ownership of machines, tools and natural

resources.

In 1937 Keynes wrote The General Theory of Employment, Interest and Money, which
overthrew the dominant view of economics, mainly due its criticism that some invisible hand
was at its own devices best suited in directing the economy; a sensible guidance of governments
was also needed to steer the economy (Roubini & Mihm 2010, 43). It could be said that Keynes
was taking a step in the direction of feudalism but instead of landlords, now governments were
granted a larger role in controlling the economy. Another point of view of Keynes’ writings is
that individualism by itself as described by Smith did not suffice in maintaining an economic

balance but a certain amount of collectivism was also needed.

Although Keynes criticized the writings of Smith, particularly that some invisible hand guided
the economy, he did not revert towards Marxism but rather combined the individualism Smith
put forth as a driving force but tempered it with the argument that a government was yet needed
to guide that invisible hand (Fox 2011, 35). Since Keynes’ arguments did not radically attack
the dominantly accepted ideologies for the past decades but at the same time gave governments
agreen light in combining individualism to collectivism by piling money into economic activity

(which provided good results during the following quarter of a century), it is was no surprise
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that his views regarding the economy and its interaction with Western civilization became as

accepted as they were.

In an environment where structure of theories about culture became ever more complicated and
concentrated increasingly on relationships and power structures, cultural hegemony became
even more important. It was within such an environment that Polanyi brought forth a new vision
of the definition of what an economy is, interpreted by Beugelsdijk & Maseland (2011, 98) as
an economic system as something that entails certain universal governing rules (dealing for
example with choices of scarcity as a form of science) he defined it as various means in which
people interact with their social and physical environment for survival and reproduction
purposes. Such means can take different shapes depending upon the location of each society,
its climate, and with the advent of increased communication via telephones and the Internet one
could argue that international ideologies play an increasingly bigger role. This fits with Tang
& Koveos’ (2008) findings that there is anecdotal data showing that despite institutional factors
such as geography and religion are important elements of culture, those dynamics in an

increasingly integrated world (communication) may be declining in certain dimensional ways.

1.2.6 Cultural Literature Linked with Finance

Significant works in the domain of cultural finance have only recently started to appear, with
key works appearing at the turn of the millennium (Breuer & Quinten 2009, 12). Reuter (2010,
29), furthermore, points out that almost no dimensionalist research effort has been published in
financial journals in spite of their potential contribution to understanding better workings of
financial markets. Among the most cited works related to cultural literature in regards to finance
is La Porta et al. (1998) study, claiming that investor protection between countries differs
according to their cultures. This observation is important due to investor protection being a

major issue in economic growth (Acemoglu & Robinson 2012), and thus such differences affect
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each country’s stock markets. Stulz & Williamson (2003) important contribution to this
literature was the observation that a county’s dominating religion is a predictor in the variation
of the rights of creditors, meaning that different dominating religions between counties, which
IS cornerstone in most countries ‘culture, affect the financial landscape within each country in
varying ways. Kwok & Tadesse (2005) show a correlation between higher mean scores of
uncertainty avoidance index (UAI) and the types bank-based financial systems in each country,
papers by Chui et al. (2010) and Dou et al. (2010) showing the correlation between
individualistic cultures and stock market trading volumes, and Tang & Koveos” research (2008)
showing the correlation between individualism, power distance and long-term orientation with

economic dynamics.

In my own contribution to the field, I similarly to Kwok & Tadesse, use Hofstede as a base to
move forward analysis of culture in relation to finance, which also involves a more nuanced
reading of culture than often is done by those using his approach. The third paper in this thesis,
“Financial Behavior in Iceland within the Framework of Hofstede s Cultural Dimensions,” uses
a dimensionalist approach, indicating a correlation between the level of individualism within
nations and their propensity to save. By using a diverse set of data consisting on dimensional
results and financial indicators, the paper shows that while nations may on the surface appear
similar, their financial behavior may differ radically. To my best knowledge, this approach has
not been used before. Looking at historical elements before the Manic Millennium shows how
the seeds were sown for the formation of classic types of financial bubbles, with a technological
revolution in the communication industry occurring (Shiller 2001), money inflows into the
country (Kindleberger & Aliber 2011) and wide spread optimism about the future (Reinhart &
Rogoff 2009), there were also additional forces involved. As often occurs during such periods

full of optimism, various sorts of promoters begin raising money for projects, many of which
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are of a dubious nature, as Mackey (1841/1980) describes regarding the period when the Sea-
South bubble was forming in England in 1719, for example a company creating a wheel of
perpetual motion and another one carrying on an undertaking of great advantage but no one
knowing what it is. The fifth paper of this thesis, “Banks Glowing in Nationalism,” shows that
the idea of Icelanders as in some way special regarding banking and business despite of their
obvious lack of experience in such international matters was in spite of its absurdity sold to the
Icelandic nation, hence enabling the banks to carry on their rapid expansion despite the
associated risks that the Icelandic nation to a large degree eventually had to handle. Here |
underline the importance of looking at historical conditions of finance as well as the
consequences of rapid social changes into people’s perceptions and behavior. While the paper
also stresses the continuity of cultural identity through different decades, it also shows how
such cultural elements can be appropriated by different forces in society — to the benefit of rapid

growth,
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2. Research — Approach & Methodologies

This PhD thesis advances further the use of the concept ‘culture’ within cultural economics by
using an interdisciplinary approach, benefitting from the evolution of the concept within social
sciences. That means that the focus will not be merely on quantitative variables but also takes
a critical look at the evolution of Iceland’s culture that, interestingly, evolves remarkably in
tandem with historical changes of the banking system in Iceland, which both are highly
influenced by new technologies (cable television and the Internet), which is often a harbinger
of economic growth but also often financial bubbles,® and international changes in the financial
system that had a major impact on cultures. Numerical features will mainly focus on financial
macro comparisons between nations and dimensional scores between nations/cultures. My
research takes into account the critical approach within the social sciences that have criticized
how the culture concept is often used in a simplistic way, for example as completely controlling
people’s behavior (Skaptadottir & Loftsdottir 2009), in regard to how these insights can

possibly deepen the concept of cultural economics.

It is important to lay out the course of how I philosophically approach this study because few
such studies have been conducted within the field of cultural finance and no systematic research
has been done in predicting financial crisis and cultural variations as far as the author is aware
of.° This ambiguity is relevant to the study of finance in general, which is a field that deals
mostly with future risk and rewards laden with uncertainty of company profits (affecting returns
on stocks), interest rate movements (affecting returns of stocks, bonds and cash) and company

failures and other unforeseeable events (affecting all types of ownership). Shiller (2001, 7)

8 See for example discussion in Shiller (2005, 107-131) regarding New Era thinking and Kindleberger & Aliber
(2011, 26-38) regarding the anatomy of a typical crisis.

® Demirglic-Kunt & Detragiache (1998) studies of financial fragility may be viewed as an early comparative
study that may provide explanations of cultural differences combined with a discussion of different institutional
settings.
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gives examples of the difficulty portfolio managers constantly face when making investment
decisions, that is seldom limited to quantitative number crunching but all types of other matters,
with Shiller stating that: “No one person can be at once a historian, political scientist, economist,
and psychologist rolled into one,” further stating that “synthesizing all this knowledge,...., is

an even more difficult task than trying to add a piece of scholarly evidence.”

One could easily fall into traps by interpreting results using simple inferences. Hofstede et al.
(2011, 132) provide examples of such interpretation, showing that their research indicates that
nations that score highly on individualism and generally enjoy higher wealth subsequently
enjoy less economic growth than comparison nations despite popular belief of the contrary. A
similar example of drawing simplistic conclusions from data is pointed out by Vaiman,
Sigurjonsson and Davidsson (2010) who show that corruption in Iceland exists despite
traditional measurements indicating the opposite with results constantly published in the media
prior to the crash 2008, but measurements did not in a subtle way detect. The myth of nations
scoring high on individualism reaping comparatively high economic growth remains persistent

while the assumed low level of corruption is being widely questioned.

Delving too much into the data can be problematic, especially when the financial and cultural
data is imprecise. That is not to say that it can provide clues about certain relationships. Kwok
and Tadesse (2005) used dimensional analysis with the research hypothesis of whether nations
with higher mean scores of uncertainty avoidance index (UAI), using Hofstede’s methods, were
likelier to be associated with bank-based financial systems as opposed to market-based financial
systems. While the authors did find a statistically significant relationship indicating that Anglo-
Saxon countries financial systems are more dominated by stock markets, they also underline
the limitations of the study stating that they “deal with cultural and socio-political variables, the

measurement of these variables is not precise” (26), furthermore stating that; “our empirical
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tests do not provide a precise test of causal relationship. What we find is a significant
association between national culture and the configuration of financial systems” (26-27).
Hence, the authors do provide a substance to further findings but emphasize themselves the

limitations of their findings published in their paper.

Other studies have shown cultural relationships regarding finance. Chui et al. (2010) and as
further demonstrated by Dou et al. (2010) show that individualistic cultures tend to have higher
stock market trading volumes. The findings in a study done by Tang & Koveos (2008) show
that individualism, power distance and long-term orientation are more prone to economic
dynamics than uncertainty avoidance and masculinity. They suggest that institutional traditions
and economic conditions should be reflected in cultural values, meaning that economic changes
require constant adjustments of cultural dimensions. This resonates with Acemoglu and
Robinson’s (2012, 7-8) argument in their book Why Nations Fail that social institutions have
by far the greatest effect on how the economy of nations develop, either positively or negatively.
This is a point the authors argue is due to the different historical build-up of institutional
structures in each nation, which relates to power structures within societies. The definition of

cultures when intertwined with economics is thus merely an approach but not an absolute one.

In the survey of papers and articles focusing on cultural economics (or cultural finance as it is
defined in his paper), Reuter (2010, 45) points out that there seems to be much confusion
between culture and institutions and in cases of dimensionalist papers (using Hofstede’s
methods) they do not come without additional references to institutions, hence “it seems that
the emergence of the culture theme in financial research corresponds to a renewed interest to
try and untangle the sources of national embededdness for financial phenomena: cultural,
political, institutional, structural (networks)...” This is complicated, as Shiller’s discussion

points out (2001, 7) addressing the difficulty of synthesizing various different fields of
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knowledge relating to financial matters, which focus on financial analysis on a relatively
minimal scale but rather on other aspects (both from an individual level and social one), and
are yet so important when it comes to financial decision making; i.e., where to invest and hence
resource allocation that affects the economy as a whole and shapes and transforms societies

(due to investments or even due to the lack of investments in certain areas).

2.1  Quantitative and Qualitative Approaches

Reinhart and Rogoff layed a foundation of quantitative studies in the field of financial crises
with their research that culminated with the book This Time is Different (2009), which is
generally accepted as the first quantitative summarization of build-ups of financial bubbles over
800 years. In another recent paper, Reinhart and Rogoff (2008) focus on a quantitative and
historical comparison approach is used to measure danger signs of bubbles in America. While
| use to a large extent Reinhart and Rogoff’s general approach of using quantitative figures as
a base of comparing preludes to financial crises, from a historical perspective, the additional
aim of my research is combining such quantitative analysis to some sorts of dimensional
literature. To the best of my knowledge such studies have not been done to date. As Reuter
stated (2006), no review or consistent cultural framework has yet emerged in cultural

economics.

A quantitative approach using economic and financial ratios and dimensionalist comparison
studies sets a foundation of framing such research. The first paper “Learning from the “Worst
Behaved”: Iceland’s Financial Crisis and Nordic Comparisons” is quantitatively straight
forward, comparing economic and financial ratios in Iceland during the prelude of the 2008
financial crisis to such ratios in the Nordic countries during the prelude of the 1990s financial

crisis. The aim of the paper is to quantitatively assess the extent of the growth of each nation’s
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financial system and whether it was as much in Iceland as in the other Nordic countries. The
results clearly show that the Icelandic financial system showed signs of much more expansion
and thus possible overheating during the prelude to the Icelandic 2008 crisis compared to the
Nordic 1990s crisis. During both comparison periods the banking system of all nations grew
immensely, with the general conclusions that such rapid growth was to a large extent the reason
of the Icelandic 2008 crisis (see for example Englund 1999; Jonung 2008; SIC 2010%). This
clearly shows that the Icelandic nation was much more willing to allow the banking system
expand to a degree that it should have been obvious that inherent risks were associated with
such an expansion. The paper thus provides a clear overview of the rapid growth of Iceland’s

financial system during the years before the 2008 crash, both in absolute and relative terms.

Qualitative research in the area of cultural economics is also limited. Other scholarly traditions
such as anthropology have relatively recently given a more nuanced view of the dynamics at
play between finance and society (Miyazaki 2006; Ho 2009; Graeber 2012). | focus at historical
issues relating to finance (investments) and society in setting up a fuller picture of how cultural
issues contributed to the financial crash in Iceland, focusing on how Iceland’s culture changed

during the prelude and qualitatively use theories from the social sciences.

In this regard the aim of this thesis is to analyze new cross-disciplinary uses of the concept
culture, which is in line with Zingales’ (2000) view that new methodologies into finance are
called for, as well as being informed by recent development of the ‘culture’ concept by social

scientists that have discussed widely the relationship between culture and individuals as agents.

101t should be pointed out that while the paper “Learning from the “Worst Behaved”: Iceland’s Financial Crisis
and Nordic Comparisons” was published about a year after the SIC report was published, it was ready for
publication about a year before the SIC report was released. A main feature of the general results of the SIC
report was that the Icelandic banking system simply grew too fast and was the first thing mentioned during the
widely viewed press conference regarding the report. While this was news for most of the nation, the authors of
“Learning from the “Worst Behaved”: Iceland’s Financial Crisis and Nordic Comparisons” had been aware of
those results for a while.
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Reuter (2009) states that many financial issues are being institutionally embedded on findings
from sciences such as economics, sociology, political and management sciences. In order to
provide a conceptual model of how collective norms influence financial decision making, such
norms must be analyzed separately from cultural conceptions and, in a sense backwards, applied
to findings of cultural inclinations. This is a different approach from purely behavioral finance
where biases are identified and rationalized. This thesis thus has the potential of being an
important contribution to a more theoretical sophistication of the culture concept within cultural

egconomics.

“A Day in the Life of an Icelandic Banker” (the second paper) is inspired by a social science
point of view in its analysis of Iceland’s society. Narrating how the financial landscape in
Iceland changed radically, both domestically and internationally, the paper shows that Iceland
followed international trends in the financial world. The main difference was, however, that
Iceland had no financial history outside of the realms of traditional banking within a politically
restrictive environment. It can be argued that Iceland’s culture changed more than other cultures
with technological changes that were occurring in the communication boom via cheaper phone
rates and the internet, since Iceland had been isolated from other countries, both geographically
but also had been much less interconnected with international media than most other Western
nations. The paper shows that once banks began showing higher profits due to changes, a
prevailing bias that profits continue in a similar fashion in the future is formed within society
(Soros 1997), as happened in Iceland, through sound banking practices as opposed to reckless
risk-taking. The paper’s approach traces in a nuanced manner how a different international
banking environment, Iceland’s entrance in the European Economic Area (EEA) with its
requirement of Iceland adapting to international laws and regulations as well as advances in

communication technology changed Iceland’s culture in a swift manner. As La Porta et al.

35



(1998) have shown, different law systems affect financial systems and thus economic growth,

which highligths the importance of taking such institional changes into consideration,

The Hofstede dimensional studies are introduced in paper three, “Financial Behavior in Iceland
within the Framework of Hofstede’s Cultural Dimensions,” where quantitative results from the
paper “Learning from the “Worst Behaved”: Iceland’s Financial Crisis and Nordic
Comparisons” are used as a basis in addition to Hofstede dimensional scores. It is noted that
while Icelanders are generally viewed as being culturally similar to other Nordic countries, the
conclusion from the paper “Learning from the “Worst Behaved”: Iceland’s Financial Crisis and
Nordic Comparisons” is that Icelanders were much more reckless than the Nordic nations from
a financial perspective. While Kwok and Tadesse’s approach (2005) used the uncertainty
avoidance index dimension as a base of comparison to the likelihood as certain types of
financial systems, paper three in the dissertation compares nations with very high scores in the
individualism index dimension to their propensity to save. While other Nordic nations”
individualistic index is rather high, Icelanders, according to the dimensional studies, have the
strongest sense of individualism in their culture in the world, although very similar to the United
States, United Kingdom and Australia. Those nations also have a very low propensity to save,
with an apparent correlation being between high levels of individualism and low savings ratio
levels. While it may be argued that these results are more of an “eyeball test,” further studies
done by Mixa & Vaiman (2015) show a definite correlation of low savings ratio within nations
with high individualism scores using the Hofstede method. This correlation is for first time, to

the best of my knowledge, been shown in a paper.

The main features of papers two and three (“A Day in the Life of an Icelandic Banker” and
“Financial Behavior in Iceland within the Framework of Hofstede’s Cultural Dimensions™) are

drawn together in paper four, “A Nation of Money & Sheep,” showing how Iceland’s financial

36



system quickly changed. It shows how these two aspects of the liberalization process of
Iceland’s financial system, high level of individualism and low savings ratio may have
combined in contributing to causing the Icelandic nation being very oblivious to the inherent

dangers of the rapid growth of the financial system.

Paper four shows, furthermore, that financial liberalization may have opened the doors to
reckless financial behavior, as Englund (1999) suggests occurred in the Nordic countries in the
prelude of the 1990s crisis. This discussion is in line with the conclusion Bandiera et al. (2000)
reach, namely that financial liberalization, especially where liquidity constraints are relaxed,

may be associated with a fall in saving.

The fifth paper, “Banks Glowing in Nationalism,” makes the argument that the growth of
Iceland’s financial system during the Manic Millennium was not merely a natural process where
changes in Iceland’s culture and its financial institutions, in addition to the international banking
arena and the swift increase in global communication possibilities, but there were interests
involved in such a process occurring. One way to enable such a process to take place in Iceland
to such extremes; one could say having the Icelandic nation accepting such a process, was the
constant reference to nationalistic themes demonstrating the superiority of the (small) Icelandic
nation compared to most other nations, with the Nordic nations being the most common
comparison nations, the same nations mainly used in the quantitative comparisons in this thesis.
These references were to a large extent built upon imagined images, invented to a large extent
as opposed being built upon reality. This paper thus shows that while Iceland’s culture
transformed during the Manic Millennium due to external consequences, greatly influenced by
simple global processes, other forces had a vested interest in amplifying such processes. This
was done to a large extent via the media, mostly owned by bankers and their main associates.

Despite the financial crash and its horrible effects on the Icelandic nation, with many
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individuals becoming bankrupt following the whirlwind of the boom-bust cycle, there is a
certain group of individuals related to Iceland’s pre-2008 banking system that are today
wealthier than was prior to the Manic Millennium imaginable, having paid themselves
dividends due to in some cases mark-to-market profits that were mainly derived by risky and
leveraged investment policies that the Icelandic nation to a large extent bore the losses of.
Although the extent of the use of nationalistic themes cannot be measured, nor if their frequent
use was simply due to public relations officers ‘own conviction that Icelanders were indeed
superior, the paper suggests that while Iceland’s culture was rapidly changing, old and mostly
invented cultural themes relating to some sort of Viking spirit was used to justify the rapid
expansion of the banking system. The paper “Banks Glowing in Nationalism” thus shows that
a certain group of individuals had a vested interest in changing the perception of Icelanders
towards risk taking, which was to a great degree financed by foreign money but built upon some
sort of imagined Icelandic superior characteristics. The paper shows that the growth of the
Icelandic banking system was at least partially because of certain interests gaining money of
such growth, not only because of various global processes taking place and Iceland’s culture

changing in tandem with such changes.

To sum up, an applied and theoretical perspective will emphasize at looking at cultural aspects
in investment policies (or if one will, behavior), with Iceland in recent years as the central focus,
using comparisons of historical information and socio-cultural analysis. The research is based
on a combination of quantitative and qualitative methods, using quantitative comparison studies
in conjunction with an analysis of semi-structured interviews. The cultural comparison based
upon these two sets of data gives an overview of social and economic indicators and how the

global development affects societies on a global scale.
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Bankers are the primary source of interviews in this thesis. Interviews were conducted in order
to gain a comparative understanding of concepts often associated with financial crisis. Not only
were bankers questioned of how their understanding and perception of key concepts such as
acceptable risk taking, individual responsibility and relevant financial issues but also how their
clients perceived such issues during the boom years and how that perception has changed in the
aftermath of the financial meltdown. Foreign bankers were interviewed that had either worked

with Icelandic bankers or worked in Icelandic banks on foreign ground.

2.2 Further description of studies

In line with approaches of defining culture not from a singular standpoint but a comparative
one, my research compares financial and cultural concepts between Iceland and other countries.
Comparison studies are extensive regarding the so-called 1990s Scandinavian Crisis — a term
often used about the severe banking crisis and consequent recession in Finland, Sweden and
Norway - with comparisons between the nations involved (Honkapohja 2009; Jonung, Kiander,
Vartia 2009; Berg 1998; Englund & Vihriala, 2003); studies that some of which include
possible lessons one can derive from such comparisons (Jonung 2009; Jonung 2008). Such
comparison studies view the qualitative background mostly in relation to financial matters that
is explained via quantitative graphs and movements, focusing on financial indicators and typical
elements of financial bubbles. While they often contextualize these indicators within social and

historical perspectives, they usually ignore cultural dimensions.

I use in my research financial comparisons built upon macro data mainly between Iceland and
Nordic nations. The reason | began focusing on those nations is that they are commonly viewed
as having similar cultures, institutional set-ups, political landscape, a common historic bond

and even financial landscape. The cultural comparisons analyzed used Hofstede s dimensional
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method. The financial data was compared on a side-by-side basis in the prelude of major
financial crisis. While the financial crisis in 2008 is commonly viewed as the most serious one
world-wide since the one that engulfed the global economy 1930-1932, the Nordic (Norway,
Sweden and Finland and to a smaller extent Denmark) financial crisis at the beginning of the
1990s was in a study by Reinhart and Rogoff (2008) identified among the five “Big Ones” 18

financial crises from WWII until 2007.%*

This research has thus explored the entanglements of various aspects of Iceland’s economy with
other aspects of Iceland’s society. The outcome of such an approach does provide some
explanatory power to why Iceland as a nation was as oblivious to the dangers of leverage and
bad banking practices despite obvious public warning signs apparent in many dimensions (Mixa
2009b). The behavior of Icelandic bankers is also compared to the international banking
community, which affected the public’s opinion of “their” bankers, both regarding attitudes and
also beliefs, via the use of the media and perceived increase in profits. | show in this regard
how the banks’ public relation teams used certain elements in the Icelandic past historical

culture to enhance their agenda.

Iceland was also a part of a financial global environment. This weighs a great deal in the
analysis that could be valuable in creating a more enhanced understanding of the nature of the
global financial environment and how vital it is both to understand national/cultural aspects and
global ones. As such it will create a deeper understanding of not only the development of the
Icelandic bubble, but of creation of bubbles in both a local and globalized context. The research

takes into account both ‘national culture’ and also investigates to what extent one could talk

11 The crash in Norway actually occurred in 1987-1989 but is generally scaled towards 1990 in comparison
studies. External factors, with the aid of 20/20 hindsight vision, merely hastened an inevitable process of a trend
that occurred there in a similar fashion as in the comparison countries.
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about a more ‘global behavior in the finance community, i.e., to what extent the concept culture
can also be useful to draw out certain variances and similarities that are found within different
financial systems and their relationship towards the development of global ideologies,

especially those that relate to financial matters.

3. Papers of the Thesis — Relevance and Relationship

This thesis consists of five papers. Two papers have been published in recognized journals.
“Learning from the “Worst Behaved”: Iceland’s Financial Crisis and a Nordic Comparison”
was published in an international one, Thunderbird International Business Review. The other
one, “Bankar i ljdoma pjodernishyggju” (English translation is: Banks Glowing in Nationalism:
The Financial Crash, Globalization and Culture) was published in an Icelandic one, Skirnir. |
include both a translated version of the paper and also the original Icelandic version of the paper
in this thesis. Two papers have been published as book chapters in edited books. “A Day in the
Life of an Icelandic Banker” is published in the book, Gambling Debt; edited by E. Paul
Durrenberger and Gisli Palsson, which was published in late 2014. The book is a collection of
articles analyzing the rise and fall of Iceland’s participation in the global economy through the
banking system. It is analyzed from multiple perspectives, my chapter being the only one
focusing on financial aspects. “A Nation of Sheep and Money” is the title of my chapter in the
second book titled The Routledge Companion to Cross-Cultural Management, which is self-
explanatory of its contents. The book was published spring 2015. Finally, a shorter version of
the paper, “Financial Behavior in Iceland within the Framework of Hofstede’s Cultural
Dimensions” has been published in the Icelandic Review of Politics & Administration (Mixa
2015) entitled “Individualistic Vikings: Culture, Economics & Iceland.” While the different
version uses much of the same sources, its focus is more on comparisons directly relating to the

two Hofstede studies done so far in Iceland by researchers at the University of Iceland
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(Adalsteinsson, Gudmundsdottir & Gudlaugsson 2011; Gudmundsdottir, Gudlaugsson &

Adalsteinsson 2015).

These papers show how Iceland’s culture transformed within a remarkably short time. Such
changes occurred due to many classical developments known within studies relating to financial
bubbles. There were, however, additional forces playing a major rule. The culture transformed
much faster than most cultural studies anticipate because in the past cultural structures are built
upon values. As shown in Hofstede’s et al. (2010, 8), manifestations of culture at different levels
of values change only little by little while practices normally change more rapidly. That,
however, can be argued was not the case with Iceland since it was not only within the banking
system (practices) that a major transformation took place but it was in tandem with other
developments in Iceland’s society, having a profound effects on the nation’s general ideology.
This was used and abused by some people with references of national superiority and the need
to show the world how fantastic Icelandic bankers were, when in reality they were, as for
example described by some interviewees, somewhat childish and inexperienced. Such
inexperience hid the risks associated with the growth of the Icelandic banking system that was
leveraged to degrees that an eventual collapse was obvious to those (few) observers who studied

the numbers.

In an attempt to avoid replicating the papers, | summarize the main purpose of each paper and
show how they relate to each other. Two papers, “Learning from the “Worst Behaved™” and
“Financial Behavior in Iceland within Hofstede’s Dimensions,” are explained in a somewhat
detailed manner (especially the latter one) since those papers are backed up by quantitative data
that should be explained to summarize the connections of the papers. The latter paper also ties
all the papers together and is thus of vital importance. The papers are included in their entirety

at the end of this thesis.
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3.1 Learning from the “Worst Behaved”

The first paper, “Learning from the “Worst Behaved”: Iceland’s Financial Crisis and Nordic
Comparisons” is mostly a groundwork of comparative research between developments during
the prelude of crisis. The main question is whether warning signs were evident of an imminent
financial crash in Iceland. As the title of the paper indicates, this question is related to learning
from the worst behaved; those nations having had major banking crisis during the beginning of
the 1990s. Those nations are Nordic nations, all of which are geographically close to Iceland,
with similar cultural attributes and have had a long standing relationship with Icelanders for
centuries. The main analysis is on Sweden and Finland since the financial crisis in those nations

was largest during the 1990s, although Norway is also used in the study.?

The paper provides an overview of the history of the Icelandic banking system from 1979 and
onwards. It shows a slow descent of the liberalization of Iceland’s banking system that rapidly
increases when Iceland became one of the founding members of the European Economic Area
(EEA) agreement. Following that short-term and long-term capital movements were fully
liberalized and also foreign direct investments. Privatization of banks started in 1998 with
Icelandic banks transforming within a few years from being mostly state owned and under
governmental control to being not merely liberalized but also doing so within an international
arena. This created in some sense a better banking system but also opened doors to features that
ultimately within a very few years caused the Icelandic banking system in almost its entirety to

collapse.

2 Those are the countries Reinhart & Rogoff (2008) refer to in their discussion of financial crisis when talking
about the 5 Big Ones from WWII until the crisis in 2008.
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This process of the liberalization of the Icelandic banking system is remarkably similar to the
developments in the Nordic nations during the years before its banking system experienced
massive losses. The Nordic banking system also began a liberalization process around the same
time that Iceland’s banking system began veering towards liberalization, i.e., around the early
1980s. The liberalization process main characteristics were liberation of interest rates (as in
Iceland 1987) and free flow of capital in international markets (as in Iceland 1994 & 1995). The

liberalization period in the Nordic nations was thus swifter than in Iceland.

I and my co-author compared quantitative macro figures to compare the growth of the banking
system in Iceland, Finland, Sweden and Norway. Regarding the banking system we analyzed
other financial indicators that could show danger signs regarding financial instability. The
period 1982-1990 for the Nordic nations were compared side-by-side to the period 1999-2007
for Iceland. It is striking that the lending growth in Iceland was about three times as great as it
was in the Nordic nations during the comparison period, despite the lending growth in the
Nordic nations having, with the benefit of hindsight, been viewed as irrational. It is further
pointed out that the combined balance sheets of banks was just under the size of the nation’s
1999 GDP but was estimated having grown to a staggering size of being 10 times larger than

Iceland’s GDP in 2008.

Looking at common macro-economic indicators, Iceland had a very low unemployment rate
before the crash, indicating a red hot economy, and very high GDP growth, which as on average
1.5%-2.0% higher than the Nordic nations during the comparison period. Inflation figures were
actually the lowest in Iceland, but the appreciation of the Icelandic krona had a major influence
on inflation, making it deceptively low for most of the comparison period, only to increase

suddenly in a dramatic fashion following the crash and concurrent depreciation of the Icelandic
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krona. Finally, real estate prices in Iceland rose significantly more than in the comparison

nations.

In short, the Icelandic banking system showed very similar elements of growth as the Nordic
banking system less than two decades before. Both banking systems had for decades been
politically controlled and thus experience within each system in a non-monopolized banking
environment was limited. The main difference once the liberalization process started was that
Icelandic banks were much more aggressive in their growth and for some reason more

questionable business practices were allowed to happen in Iceland.

Having established the massive lending growth by Icelandic banks, both in relative and absolute
terms, it is of additional interest that the growth was much greater in lending to holding
companies than to households. While the main impetus in the Nordic nations’ lending growth
was real estate loans, Icelandic banks had more opportunities. This was due to international
developments related to the abolishment of the Glass-Steagall act, which in 1999 separated
commercial banking from investment banking. Although such practice was generally not
prohibited prior to the abolishment of the Glass-Steagall act, this set in motion a trend of banks
not only in the United States but internationally of combining commercial and investment
banking. This trend happened at almost the same moment as Icelandic banks became privatized.
The paper quotes Jannari (2009) who said that the new owners of the Icelandic banks had a
mind-set like investment bankers as opposed to commercial bankers. Their opportunity for
growth was thus not limited to real estate, as in the case of the Nordic banks during the 1980s,

but the whole investment banking scene.

The paper also points out the importance of the free flow of international capital. Even though

the liberalization started in Iceland about the same time as in the Nordic nations, the free flow
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of international capital did not begin until 1995. The massive growth of the banking systems in
Iceland and the Nordic nations was to a large degree financed with foreign lending. It is
remarkable how similar the period is from such free flows of capital began and serious banking

crises to occur in the case of both Iceland and the Nordic nations.

The association with international markets described above becomes important in the whole
thesis. The paper also addresses why such rapid rise was allowed. It has still often happened,
as Bandiera et al. (2000) point out, financial liberalization often leads to property prices surging,

depending strongly on monetary policy and general macro management.

3.2 A Day in the Life of an Icelandic Banker

While the first paper laid a certain groundwork of similarities and differences between Iceland’s
banking system, both from a quantitative point of view and also a historical one, it only delves
to a limited extent (and then only indirectly) to behavioral issues and not at all into cultural

issues.

The next paper, “A Day in the Life of an Icelandic Banker” is a step towards painting a picture
of the transformation of the Icelandic culture that was quickly being re-defined by the financial
community of what an Icelander was. Such descriptions are, however, more in vein with
classical behavioral issues but lay additional ground work for a discussion of cultural
economics. That includes certain types of behavior like risk-taking, which was built on risk
taking that can at best be described as naive and pricing of some securities that diverged from
their intrinsic values to such an obvious extent that one must go back to historical descriptions

of the madness before the 1929 market crash to find similar analogies.
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This paper sets the stage for the changing banking environment in Iceland. It describes the
alarming risk of the holding company Exista, with a market value at one point of approximately
1/3 of Iceland’s annual GDP. The price and leverage of Exista veered to ludicrous levels, with
a price-to-book ratio for most of 2007 at 1.5 and a booked equity ratio of 43% year-end 2006

and 30% year-end 2007.%

The savings banks in Iceland had a huge stake in Exista. The paper shows that one savings bank
had % of its equity base tied in Exista. (The paper does not mention it but there were actually
worse examples within the savings banks (SICSB 2014)). That was understandable since its
regular operations were yielding losses. Because of its gains due to its ownership in Exista, few
people noticed the true development. The public, as is common place during the build-up to
financial crises, was in awe of the brilliance of its bankers. This was reinforced in the media
that Icelandic bankers soon mostly owned (bought with loans from the banks). As is common
among nations engulfed in the developments of financial markets, those who took most risks
became media heroes. The paper describes in further details how Iceland became part of an
international landscape during a period when the nation as a whole became connected to the
outside world through international phone rates rapidly falling, cable television and most

importantly the advent of the Internet.

The phenomenon of making big profits from not so very prudent investment decisions was
though not limited to Iceland. A common thread among bankers working abroad that I
interviewed was that Icelandic bankers were rather similar to foreign ones, but lacked

experience and had an even larger appetite for risk.*

13 It was in reality only 20% year-end 2007 but the listed securities of Kaupthing bank and Bakkavor Group were
no longer marked-to-market, and they had fallen considerably in value.
14 The description of the top layer of Icelandic bankers was, however, less positive.
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Among the apparent success of the banks Icelanders began embracing neo-liberalistic views
that the banking system was best left alone to its own devices without governmental
interference. While history is littered with people being generally blinded by financial
successes, the paper shows that the Icelandic case was unusually extreme not only in its size
(as the first paper addresses) but also in how obvious the success was built upon sand. This
leads to the third paper of providing a partial explanation of why a nation could almost in its

entirety change its value set in such a dramatic fashion.

3.3 Financial Behavior in Iceland within the Framework of Hofstede’s Cultural

Dimensions

This paper assesses whether cultural indicators may have been to some degree responsible for
the extent of the massive collapse of the Icelandic banking system in 2008. At first a general
overview is given of the development of the banking industry in Iceland. It shows, e.g., that
aggressive young bankers were increasingly hired and older ones put aside. Despite the young
bankers’ ignorance, they followed their bosses’ instructions and during the constant rise of
stocks within a low interest rate environment maximized financial gains, which little by little
led to circular re-enforcing pattern where much risk-taking was rewarded. As also described in
all of the other papers, those bankers became some sort of national heroes, creating stratification

within nations of who were winners and who were not.

This is followed with survey of the dimensional research done in Iceland and the results of those
surveys are compared dimensional results in the Nordic nations. The main conclusions are that
Icelanders are mostly like Nordic nations. Icelanders are, however, more individualistic and
more power distant. This is backed up by studies other studies showing that Icelanders share

many social, political and cultural aspects of Nordic nations but also showing close similarities
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to American cultural values (Olafsson 2003). Among those characteristics are a strong sense of

independence, resenting central authority and individualism (Olafsson 2011).

Of the dimensional studies done in Iceland, two by far have the most scientific merit. The later
one (Gudmundsdottir, Gudlaugsson & Adalsteinsson) was published in 2015 when the version
of this paper was finalized. This paper focuses thus merely on the first study done in 2011 by
Adalsteinsson, Gudmundsdottir & Gudlaugsson (2011) (same team of researchers, the order of
authors has though been changed), which specifically points out that Icelanders have a very
high score on the individualism dimension and is in fact the highest score excluding the United
States since dimensional studies began in 1980. The results were that Iceland had the highest
score within the individualistic dimension alongside the United States, with the United
Kingdom and Australia scoring only slightly lower scores and other nations scoring

significantly lower.

This becomes a stepping stone in analyzing possible connections between a certain dimension
within Hofstede’s methods and financial macro data, pointing towards some sort of culture
determined by economic factors. Hofstede et al. (2010) provide a clue by stating that increasing
individualism since the early 1990s is one of the forces leading to deregulation, where certain
monopolies have been replaced for ideological reasons. This fits well with the privatization
(and thus abolishment of banks monopolization) and liberalization of the Icelandic banking
system described in the first paper that took place in Iceland during the decade before the
banking system crashed. Such trends are generally defined as neo-liberalism, which celebrates
an ideology of individual empowerment and political government minimized (Steger & Roy

2010).
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Following this analysis the financial data, some of which presented in the first paper, is
introduced showing comparative measurements between Iceland and other Nordic nations.
Since the discussion is not specifically on comparisons of financial crisis the data also includes
Denmark. Also included is stock market data showing the incredible rise of the Icelandic stock
market index, which rose almost eight-fold from the beginning of 1999 until the middle of 2007
(only to lose over 90% of its value within days following the crash in 2008). One important
feature is, however, added in this paper and that is the savings ratio. The difference between the
comparison nations is staggering. While all the other nations were at a similar savings rate level,
with Norway understandably somewhat higher with a correlation to higher oil prices that are
put in the nation’s oil fund (that is literally kept as a reserve), Iceland’s savings rate is far below.
Since the figures use gross savings ratio is used, i.e., one that does not take into account the
estimated consumption of fixed capital (not taking into account thus costs of replacing fixed
assets on a certain year basis), the net savings ratio of Iceland is actually close to zero during
most of the period (this is further confirmed by Statistics Iceland (2007) that shows that the net
savings of Icelandic households was negative every year during 1997 to 2005 despite the
purchasing power of disposable income per capital having increased by 56% from 1994 until

2005).%5

Next, Iceland’s savings ratio is compared to other nations that either have been much in the
press for all the wrong financial reasons (Greece, Italy & Portugal) or are generally considered
being financially irresponsible and also the United States, the nation with the highest
individualistic dimensional score alongside Iceland. While Iceland has culturally little in
common with the south European nations according to dimensional studies the savings ratios

are much more alike than when compared to Nordic nations. While Iceland still exhibits the

151 have not found more recent data of this savings ratio.
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smallest savings ratio, the United States shows similar scores as those other nations and has

obviously a lower savings ratio than the Nordic nations.

I and my co-author propose that the cause of this divergence is related to a sudden shift of
world-views, one could say paradigm shift, with neo-liberalistic ideological forces sweeping
the globe from the 1980s onwards, gaining steam with the fall of the Berlin Wall, had not only
wide-spread effects around the globe but also dissimilar ones, with nations with comparatively
high individualistic inclinations more inclined to embrace them. Icelanders also became during
the latter part of the 1990s suddenly connected to the world of media and finance with the
advent of the internet, at the same time as the cost of international phone calls lower plummeted
and international live broadcasting of television stations, e.g. the financial television network
CNBC, became part of society, with access to invest 24/7 in international financial markets via
internet (Mixa & Vaiman 2015), all classical elements when financial bubbles are forming;
where a sense of the world becoming smaller is occurring, such as the railways during the
1840s, the automobile and radio during the 1920s, and television during the 1950s, as Shiller
(2001) and Chancellor (2000) document. This process in Iceland is related to Iceland’s
“Americanized” culture and high individualistic scores and veers away from Hofstede’s
assumptions that cultures only gradually change long periods of time. The period from the
1990s onwards may, however, be an exception to that assumption. To determine better how
such a proposition harmonizes with historical facts, we looked further into Iceland’s banking
history and its sudden changes during the 1990s and 2000s, not only in some isolated fashion

but in tandem with the whole society.

We show that after years of the Icelandic banking system being subjected to strict regulation
the privatization and free-market mantra created a sense of added efficiency, which was further

apparently underlined with their massive profits that was mirrored in the staggering rise of their
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stock prices (in the case of the banks, the stock prices when applied to general ratios was
optimistic on the surface but not irrationally so). The nation began a journey of misguided trust.
We quote Galbraith in his analysis of the 1929 Great Crash (1955/1997, 170) that speculative
mania begins brewing when people let their guard down regarding speculation. That is most

likely to happen after a substantial period of prosperity.

As often during speculative mania periods, success cries out for more success. That can be done
via leverage, meaning investing more money but using loans to finance them but at the same
time, in a contradictory fashion, saving less money. This is derived from one of Shiller’s (2001)
typical anatomies of precipitating factors of a financial bubble; the expansion of defined
contribution pension plans, which Shiller in 2000 had considered being rampant in the United
States. | pointed out (Mixa 2009b) that a similar effect had occurred in Iceland, with the
equivalent of individual retirement accounts (IRAS) in Iceland having started in 1998 (during
the same time as the banking system was rapidly transforming). This type of savings in addition
to an increased emphasis on regular pension funds had the aim of increasing net savings among
Icelandic households. This is may, however, not be the case with recent research indicating that
the relationship may be reversed, with Danielsson (2012) concluding that such plans may have
decreased Icelanders’ needs to set money aside for future purposes (this rhymes with the
findings of Statistics Iceland showing that Iceland’s households net savings began becoming
negative almost the same year the Icelandic version of IRAs was introduced) (Statistics Iceland
database n.d.). Using this information, we propose that this may be at least a partial explanation
why dimensional scores provide different results than financial ones in explaining the savings
and even possibly the risk appetite among nations. This is further backed up by research done
by Duménil & Lévy (2011, 141-169) who contend that there is a correlation between neo-liberal

influences and low savings rates.
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By putting nations with high individualistic dimensional scores in the same category as being
also highly neo-liberal as Duménil & Lévy (ibid) contend, we look at the savings ratio of nations
with the individualistic scores. As before, Iceland remains the “worst behaved” but what is also
interesting is that the United States and United Kingdom, who score highest (with Australia)
on the individual dimension list are nations number 2 and 3 with the lowest savings ratio. Only
nations from current troubled zones have lower savings ratios. This, we believe, shows a strong

correlation between cultures where individualism is rampant and inclinations to save is low.

If this relationship between individualism and neo-liberalism is universal then the close
inspection of that relationship, using Hofstede’s dimensional studies, provides some
explanatory power to why the general dimensional scores show Icelanders being culturally
similar to Nordic nations while in fact they are more American in nature.*® By a similar token,
while the power distance and masculinity dimensions showed little differences between Iceland
and other Nordic nations, it still highlighted in the most comprehensive study that Icelanders
had higher scores in those areas than Nordic nations. This gives further explanatory power to
why Icelandic bankers were more willing to blindly follow instructions by the supervisors and
also their willingness to participate in risk taking deals, with money being the main

measurement of success, which Nordic banks managed better to avoid.

It may be argued that Nordic nations had simply learned lessons from the 1990s banking crash
that Icelanders had not experienced. There is a grain of truth in this as Denmark suffered more
hardship than other Nordic nations during the recent 2008 financial crisis, with Rangvid (2013),
who was head of Denmark’s version of Iceland’s SIC report, supporting the hypothesis that

Denmark may have not learned lessons well enough from the 1990s crisis since it did not affect

16 1t is worth noting that this is not concluded as being an absolute truth. This is first and foremost and
observation for further interdisciplinary studies.
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the nation to the same degree as Sweden and Finland, emphasizing that that was though simply
speculation without formal research. It is pointed out in the paper that Gylfason (2011) shows
that Iceland’s government had to support the Icelandic banking system to a similar degree when
measured against the percentage of each nation’s GDP, hence the crisis definitely had a major

impact on the Icelandic economy from which lessons should have been learned.

I and my co-author point out that this is not the first time the relationship between cultural
elements and economical ones have close ties. Adam Smith’s The Wealth of Nations in 1776
was first and foremost a description of cultural developments within a society that was quickly

transforming from feudalism into a market economy (Beugelsdijk & Maseland 2011).

According to these findings, a wide-spread belief in neoclassical theories, and thus
individualism, appears to be a certain cultural trait. This approach uses, however, a different
approach in finding cultural traits. Variables that generally have been associated with empirical
science with the assumption of being universal, such as economics and people’s rationality in
their sense, meaning that it was not worth investigating such aspects from different cultural
standpoints, are now the base in comparison research of cultures between nations. The above
comparison also differs from Hofstede’s methods. Hofstede’s methods are conducted where
people answer questionnaires according to how they believe they behave themselves and even
their nation/culture, which can differ significantly from their true economic, and in this case
cultural, behavior. Gathering data and applying it to Hofstede’s method is in a sense a
quantitative empirical study method of people’s behavior as opposed to more qualitative
studies, where the savings ratio mirrors the reality of how people behave as a culture as opposed
to how people envision themselves being. By looking at economic ratios one can thus more
objectively see how people behave and compare such behavior between cultures. Such an

observation provides a more realistic picture than questionnaires.
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To summarize the train of thought in the paper; the process laid out is that vertical and horizontal
elements were at work. They were vertical in a sense that there was stratification within Iceland
and also the banks where risk takers were deemed exemplifying some sort of true Icelandic
culture. The horizontal elements were that while a general trend world-wide was taking place,
it did so with varying degrees, with dimensional elements indicating that Icelanders were more
“vulnerable” toward ideologies that could cause more damaging effects during financial storms
than in other less “vulnerable” nations. The combined above elements became apparent when
high individualism may have been more suspect to ideological shifts occurring over a period

starting in the early 1990s when neo-liberalism began gaining a stronger foothold.

It is stressed that other forces were taking place that also may have had effects on this process,
which the research question of this thesis addresses. Some of those forces are addressed in the

next two papers.

3.4 A Nation of Money and Sheep

The title of this paper is a play of Icelandic word fé, which can mean money and sheep. The
message, although barely noticeable, is that Icelanders were for the longest time an agricultural
nation that transformed within a very short time into financial wizards, which turned out to be
an illusion. The paper uses similar references as the previous paper but concentrates more on
describing Icelandic bankers, more specifically “bad” Icelandic savings bank bankers. The idea
emerged through my work at the SICSB where | worked for 15 months from 1/2013 until

3/2014.

As discussed in the previous paper, many bankers working in the banking industry in Iceland
were inexperienced with older and more reliable bankers put aside. One of the main

assumptions, and is indicated in the previous paper, when it comes to culture regarding the 2008
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crash is that there were certain types of bankers, mainly those that are young, reckless and
embracing cultural values often associated with free market mantra, mostly at fault. This may,
however, be not so simple. When looking at Iceland’s banking history and in particular savings
banks, a contradiction arises. Savings banks were also deeply invested in maximizing financial
gains but lacking concerns over how such returns were achieved and certainly not the associated

risks.

What | show is that there was a pressure of uniformed thinking within the banks with an aim to
change the culture, which was hard, so the banks instead concentrated on changing employees.
The savings banks were though a very different beast. They had hardly any glamorous
perceptions within the Icelandic society, with most of the directors and even main workers

could have easily been put into the old fuddy-duddy category.

The stratification of beliefs of the Icelandic success within an international arena Icelanders had
just entered was thus not limited to young and irresponsible bankers, with wool pulled over
their eyes, but also savings banks that, as described in the second paper, gained most, if not all,
of their profits from their ownership in one holding company, Exista, that was both (very
obviously) irrationally priced and not as obviously lad with immense risk in its balance sheet.
It the time of the writing of the paper the exact numbers were confidential*” but the combined
equity base of the Icelandic savings banks system year-end 2006 consisted of equity in Exista

worth 42 billion Icelandic krona (ISK) out of a combined equity base of 74 billion ISK.*® This

171 worked at the SICSB from 1/2013 to 3/2014. My main task concerned the investments of the savings banks
and the risk associated with those investments. | thus knew of the confidential information and could use that
knowledge to a certain extent.

18 This was not clearly visible because the savings banks ,,sold a large portion of their Exista shares to a holding
company, which only purpose was to buy Exista stock, which it did by accepting half of the shares as payment
and the other half the holding company financed with loans from other financial companies. The holding
company was, however, entirely owned by those same savings banks. As was confirmed later, there was no
option for the holding company to default on those loans since the savings bank owned it 100%, meaning that a
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means that about 59% of Iceland’s savings banks equity base consisted of stock ownership in a
holding company that had equity ratio of 43%, which at that point had never had less than 50%
of its investments in merely two companies (SICSB 2014).* What struck me during my work
at the SICSB was how oblivious practically all the old and “wise” saving bankers were to the
dangers involved in the type of banking practices they recently embraced. Most of the bankers
had for decades served rural parts of Iceland (hence many farmers) but all of a sudden were
creating such “easy” wealth while embracing new beliefs that entailed views that fit to a certain
degree to the Icelandic culture. As discussed in the concluding chapter of this thesis, this

ignorance aided certain groups of Icelandic society in becoming very rich, at least temporarily.

3.5 Banks Glowing in Nationalism

As previously stated in this thesis there were many actors who benefitted from the reckless and
ignorant banking practices taking place in Iceland before the 2008 financial crisis. As outlined
in the first paper many bankers were paid bonuses in amounts not known within Icelandic
society at the beginning the millennium. As further discussed in the last chapter of this thesis
there were also other forces gaining from the ignorance of risk and rewards associated with the
apparent rise of the Icelandic banking system. That discussion will, however, only touch upon
rather basic facts since a properly detailed explanation would require a much more thorough
investigation. The discussion in this paper uses theoretical insights about globalism and culture
to gain a deeper understanding of why warning signals were ignored when financial history
indicated that a recession or even a major financial crash was imminent. This is a similar

approach as done in the first paper except here the discussion focuses on qualitative features

default of the company would in the banking world equaled a default by the savings banks. The shares of Exista
were hence all in their books, not only the associated rewards but also the risks.

19 Exista began the year 2007 by buying added shares in Sampo Group and paid a handsome dividend, thus
increasing the balance sheet risk considerably.
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while the focus of the first paper was on quantitative ones regarding warning signs. It also
provides qualitative answers to why, or maybe more precisely how, Icelanders were so ready

to embrace new cultural values.

There is more focus on the definition of culture than in previous papers, something that is
lacking generally in the field of cultural economics. It is shown that culture is ever more related
to some sort of marketing within increased globalization. In this context there is a reference to
Appadurai’s (1996) conception of a warehouse of cultural scenarios, from which certain past
memories can be framed into the present. We show that historical comparisons may appear
irrelevant in an environment where nationalistic characteristics are being emphasized and thus
facilitate the shunning of obvious warning signs that otherwise would be obvious. This

nationalism was to a large degree invented.

The banking system of Iceland is given special attention in this context and shows that this
nationalistic discourse about Icelandic investors and bankers had no obvious connections to the
historical development of the Icelandic banking system, having only been released from
political shackles during the 1990s after having been more like institutions serving specific
groups since 1930. There is a certain paradox that the Icelandic banking system was
simultaneously shaped ever more in accordance with international financial systems as the same
system was conceptualized as a part of Iceland’s nationalistic characteristics. Economic
variables are thus part of a global and local environment, simultaneously entangled in

nationalistic ideas and social environments.

At first the history of the Icelandic banking system is detailed but in this paper the emphasis is
on how the banks were re-defined from nationalistic ideas. Such ideas related to their role within

society. While Icelandic banks had for centuries served Icelanders in a localized style they —
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and Icelanders at the same time — had a bigger role to play once they entered the international
arena that can be argued took place in 1994 within the EEA agreement Iceland participated in.
The role of the Icelandic banks was thus set up in a way that it was supposed to mirror the role

of Icelanders as a nation.

That role had since 1930 been localized and nationalistic. The National Bank of Iceland had the
slogan “The Bank of All Inhabitants.”? The transition of the banking system is explained in a
more detailed fashion than in previous papers in this thesis, showing how very recently the
Icelandic banking system changed from having close to no international relationships nor free-
market banking to becoming privatized and with the free flow of foreign capital being financed
to deal in investment banking financed by foreign banks. With increased internationalism the
banks became in practice international in their business models. They were, simultaneously re-
defined as part of the Icelandic culture, as if they were part of a team but not as institutions
serving people’s financial needs. This was done with by the discourse in the media, at that point
mostly owned by the owners of the banks, which began referring to the banks’ success as being
part of the success of “us” Icelanders. This was incorporated in constant references to Iceland’s
settlement legacy, but instead of referring to settlers the discussion focused on Vikings
(Loftsdottir 2010, 121), an invented feature found in the Appadurai’s (1996) warehouse of
cultural scenarios, that soon was re-named as Business Vikings. Those bankers went on a
spending spree in Europe, snapping up businesses and for a while appeared to be very successful
in doing so. This was generally described in symbolic terms of conquering territories in the

media, symbolizing Icelandic bankers as invading Vikings, even in some sort of war.

20 A translation of ,,Banki allra landsmanna“
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This discourse became very obvious during the mini-crisis in 2006 when a Danish analyst
(correctly) predicted the Icelandic financial system crashing at a certain point, showing all
typical signs of a financial bubble. One newspaper (Helgason 2006, 12) responded by stating

in its headline:

Danes are in an attacking mode and no defences can be expected for that

country: Must defend the lies ourselves.?

This headline emphasizes Icelanders as being “us,” one solidary group that is called to arms.
Those bankers were not just Vikings but ones who were on behalf of the whole nation battling
on foreign grounds. It could be argued that Iceland received foreign assistance in such a battle
when the Icelandic Chamber of Commerce commissioned a report written by Frederic S.
Mishkin and an Icelander, Tryggvi Herbertsson (Mishkin & Herbertsson 2006), entitled
Financial Stability in Iceland. As its title suggests, the report was optimistic about the future of
Icelandic banking but does, however, point out that potential were problems looming, for
example that “there are concerns that the banks could experience refinancing problems” (9).
The next sentence was, however, “Although the banks' reliance on external financing poses the
biggest risk to the financial system right now, the probability of a credit event occurring is low”
(ibid). Arnason (2015, 53-57) shows that expert opinions in the vein of Mishkin had an impact
on markets in defending some sort of production of truth about the Icelandic banking system.
Other examples are listed in the paper showing that this was done on the behalf of agents who
had interests in re-enforcing such value systems within the nation. The success of Icelanders in
foreign territories was thus installed within the nation as being part of some sort of patriotic

undertaking.

2L This is my translation.
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The apparent success of Icelandic bankers who were conquering assets on foreign ground was
thus not separated by the experience of individuals but on the contrary, the conquering acts
became “common knowledge, lived and touched and constantly proven on the pages of the
media” (Loftsdottir 2011, 5). The irony was that most of the expansion was financed with

foreign capital.

It is interesting looking at the development of the Icelandic banking system that it had no history
related to investment banking or even free-market banking but yet was full of invented
traditions. Hobsbawn (1983) points out the importance of invented traditions when great
changes are taking place in society, when certain ideologies need to gain a hegemonic status,
increase the solidarity of certain groups and justify the introduction of stratification within
society. This became apparent when the Danish analyst Carsten Valgreen in 2006 predicted the
impeding financial crash. Countless commentators criticized the report vehemently with the
general public mostly following suit. This was reminiscent of the discussion in the United States
prior to the 1929 crash and subsequent Great Depression when Paul Warburg, one of the main
architects of the creation of the Federal Reserve 16 years earlier voiced concerns of the
overexpansion within the financial system, only to be criticized by his own country-men of

“sandbagging American prosperity” (Sobel 1968, 126).
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4. Further Thoughts

The discussion in the papers shows that the Icelandic banking system was transformed within
a short period from a localized system influenced by party politics into one a more globalized
and market-oriented one with added efficiency. This was done with a great deal of national
rhetoric but still ironically mostly financed with foreign money. During the period of the
expansion of the Icelandic banking system there was constant reference in the media and the
whole society of a culture that was identified with and juxtaposed to some sort of Viking nature
of the nation. Although it cannot be determined if and how consciously the nationalistic rhetoric
was used, it did without doubt benefit the largest owners of the banks, enabling them to further
expand the balance sheets of the banks without the public and thus the legislation in putting the
brakes on the rapid expansion. Having basically no history of finance outside of a highly
restricted and political environment for over 60 years, Icelanders were still easily swayed in
defining themselves as part of the Business Viking elite, basing on nationalistic discourses
dating from early 20th century when Iceland was seeking independence from Denmark
(Loftsdéttir 2010). Compared to other nations, Icelanders thus defined themselves, i.e. who
“they are,” as not being dull bond buyers (even though bond yields in Iceland were most likely
the most advantageous in a risk/reward sense in western society)?? like e.g. the Nordic people,
but risk seeking Business Vikings making loads of money via leveraged buyouts and investing
in stocks. This swift change of view relates to how nations imagine themselves with the
aftermath, including a constant fear of a fincial bubble developing again in media discourses,

demonstrating further how fragile such beliefs are.

22 The real yields of Iceland‘s Housing bonds, generally perceived as state guaranteed and had during the years
prior to the financial crash in 2008 very favorable ratings by investment rating companies, were usually between
4-6%, which was much higher yields than other governmental bonds with similar debt ratings.
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As shown in the discussion in the sections discussing the history of culture related to economics
and also in tandem with it, and then further in the papers number 3 and 5, culture is generally
accepted to being built upon structural features in most societies (to varying degrees) that Marx
defined as machines and tools but today also involve to a great degree the set-up of the banking
system. The ruling classes that control such structural features also control to a large extent
beliefs and thus values within those societies, what is right or wrong etc. Gramsci took this one
step further by showing that the ruling class gains hegemonic powers simply by having the
masses believing an ideology that serves the best interest for the society as a whole. A logical
extension of this is Polanyi’s view that economic factors are more survival techniques rather
than a system dealing with scarcity in a scientific manner, meaning that the economy is a social

landscape where people aim at promoting their interests, using for example the media.

The international media that Icelanders suddenly gained access to was characterized by free-
market values, often neo-liberalistic in nature. Among the main focus points of such an ideology
was added efficiency, as Smith had argued about capitalism about 220 years earlier. Iceland
also followed international trends in the banking business by liberalizing the banking system

and subsequently privatizing it.

Once the banks had been privatized, huge profits became the norm. On the one hand, this was
attributed to some sort of special Icelandic “Viking” nature. This was also attributed to the
embracing of free-market mantra. Such a mantra generally entails the vision that markets are
efficient, meaning that market prices are generally close enough of adequately weighing risks
and rewards that one could not reap constantly spectacular gains compared to other competitors
or other market indices. There was thus a certain contradiction in those arguments, since the
enormous profits generated by the Icelandic banks were well beyond any normal profits other

banks world-wide were enjoying. As it turned out, they were taking risks that were beyond
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belief (SIC 2010a; SICSB 2014). While the Icelandic nation bore great eventual costs of that
risk-taking, it was not equally distributed since some agents taking those risks gained massive
amounts of money. This manifested itself for example in the bonus payments high ranking
bankers earned during the boom period (SIC 2010a). There was also, as demonstrated in paper
4, a huge amount of ignorance among some bankers. That ignorance is extensively
demonstrated in relation to how the savings banks directors and boards were oblivious of the
associated risks of their ownership in the holding company Exista. Despite the company being
the main source of profits, that were record breaking 2004-2007, few of the savings banks
boards or directors had an inkling of the risk inherent in the balance sheet of Exista as
demonstrated in papers number 2, 3 & 4 in this thesis. Those profits swelled up the balance
sheet of the savings banks, constituting for example of 80-90% of the largest one, The Savings

Bank of Reykjavik, for a short while.

There was more, however, at stake. The massive recorded profits due to the ownership of Exista
within many savings banks did much more than increasing the wages of the bank management
teams at some of them. In short, the savings banks were owned by their neighboring
municipalities or towns with a few owners that owned a small stake in them, usually because
of historical reasons when those owners were defined as being underwriters on behalf of the
savings banks. That “ownership” was for decades viewed as being of minimal value. By newly
created laws the profits could be paid out to those “owners,” which they were to the fullest
extent and were additionally used to a large extent to finance the owners gaining a larger share
of the savings banks. In a strange twist, those dividends to those “owners” were the most when
profits were high and thus increased their share in the savings banks, but if there would be a
loss of the operations, the “owners” would not partake in those losses, hence they were deducted

from the share the public owned in those savings banks. A merry-go-round developed where
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the “owners” reaped the most from taking what for most observers were irrational but in their

case probably was very rational.

In the case of The Savings Bank of Reykjavik, its value was estimated being just below 8 billion
ISK year-end 2003, of which the “owners” were entitled to 19% of the amount, or 1.4 billion
ISK. With the excessive profits that could be argued were entirely due to its ownership in Exista,
the merry-go-round practice of using dividend payments due to profits with (ir)rational methods
that increased the share of the “owners” in the savings bank, and finally an updated and
questionable? valuation of the savings bank, the savings bank was valued at 59.4 billion ISK
in the summer of 2007 and was listed at the stock exchange of Iceland only a few months later
at a valuation of over 80 billion ISK (it was a month later again valued at around 60 billion
ISK) (SICSB 2014). The “owner” at this point no longer owned 19% of the savings bank but
owned now 85% of it. The irrational behavior had thus increased the “owners™” wealth in the
savings bank from 1.4 billion ISK in late 2003 to 50.5 billion ISK in 2007. The other owner’s
share during the period, Reykjavik City, was estimated being in 2003 6.5 billion ISK but had
only risen to 8.9 billion ISK in 2007, which at that point was about 10% less worth than the

savings bank’s book value (ibid).

This was done behind a veil of markets being efficient and Icelandic bankers being special. For
this merry-go-round to take place mostly unnoticed, it was essential for the agents involved
who benefitted from this process that the Icelandic nation believed in the Icelandic banking

miracle. It was possible by creating beliefs and value systems in the Icelandic nation that was

23 The valuation derived the value of the savings bank by looking at a 10 year average of profits in the past,
including obviously those because of the savings bank‘s ownership in Exista, although it was obvious that such
profits were practically impossible, even with huge risk taking, in the future.
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done via the media and through popular discourse of Icelandic bankers being efficient and

special.
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5. Conclusion

The main research question of this thesis was:

What cultural conditions shaped the appearance and formation of the financial bubble in
Iceland and in what way did those conditions differ, if any, from other countries and to what

extent?

The papers show that the cultural conditions lay to a combination of a few facts. The starting
point is the international changes that swept the western world following the fall of the Berlin
Wall, hence some sort of evidence that capitalism had won communism. Such conditions
swayed the Icelandic nation to a larger degree than other nations such as the Nordic ones. One
reason is that despite Iceland’s cultural likeness of Nordic nations, certain cultural dimensions
influenced the Icelandic nation a great deal, especially individualism but also more power
distance and masculinity that seems to be evident in Icelandic society, which has also similar
features as the those in the United States. There were also other forces taking place in Iceland.
Despite the financial system having begun a liberalization process in the 1980s, the effects did
not become really apparent in an international sense until 1995 when the free flow of capital
between borders became a reality. In the sensible name of efficiency, the banks were privatized.
As has been thoroughly documented, many people profited from that process. This thesis shows
that there was a cultural shift occurring within that process where the nation bought a new
ideology, changing its culture more swiftly than cultures usually do. This was probably in some
cases done by design since many agents became very rich during the process, with invented

images of the Icelandic culture that had no relation to reality.
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Abstract:

This article explores how the financial crisis in 2008 could have been partially avoided by
Iceland through observing the warning signs. Iceland experienced the harshest consequences
from the financial crisis in the western world such as the total collapse of its banking sector.
This article compares the prelude of Iceland’s financial crisis to the Scandinavian one, less than
20 years ago, providing an understanding of the sources of the crisis and its impact. Results
show that signs of overexpansion in Iceland were clear and numerous. Iceland’s structural

weaknesses resemble many other badly hit countries, simply more extreme.

Keywords: Financial Crisis, Corporate Governance, Iceland, Policy Making, Scandinavian

Crisis
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Introduction

Iceland is a good illustration when drawing lessons from the errors that resulted in the 2008
Global Financial Crisis. No other developed country endured a systemic collapse in its banking
sector on the scale that occurred in Iceland, or indeed, rarely in the history of finance. Most of
the variables that could go wrong undeniably went wrong, and the collection of these wrong
doings systematically assumed mountainous proportions. Whether it was the fiscal policy of
the government, the monetary policy of the Central Bank of Iceland, or the financial
supervisory, corporate governance and risk management of the banks that were the causes; the
situation turned out to be catastrophic. However, individually, these factors are an inadequate
explanation. It was the interaction of these factors, which played an important role in the

breakdown of the financial system.

Consequently, the question of whether or not there were warning signs arises. Comparative
research to contextualize the experience Iceland went through provides an understanding of the
dynamics that led to the financial and economic collapse in 2008. Hence, this research compares
the Scandinavian Crisis of the 1990s to the Icelandic Financial Crisis, focusing on the similarity
between the two crisis’ and possible contrasts, illuminating the severity of the current crisis in
Iceland. The Scandinavian countries and Iceland (often referred to as the Nordic countries) all
bear a resemblance in their economic and societal structure and considering there is less than
twenty years occurring between the crises, provide a comparable viewpoint. The Scandinavian
countries had to provide their banking sector a considerable amount of public support and their
crisis became widespread. However, an underlying question throughout this discussion is what
went wrong within the banking institutions and how the changes within the public policy arena

(itself being influenced by general social trends) may have contributed to the crisis.
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First, this article will examine the main reasons for the sudden and extraordinary growth of the
Icelandic banks. Resulting from this growth, the increased vulnerability of the banks and the
following collapse is reviewed in part two. Third, the paper compares the Icelandic Crisis and
the Scandinavian Crisis, involving the examination of similarities between the two, and the
identification of factors that are unique to either banking crisis. Finally, there is a short summary
regarding what lessons may be learned from the recent crisis, and what policy recommendations
can be derived from the situation. Of special interest is the fact that the Scandinavian Crisis
occurred within a banking environment where the separation of investment and commercial
banking was mostly still intact. Following the abolishment of the Glass-Steagall Act of 1999,
the international banking landscape changed; meaning that banks’ risk appetite increased. That
complacency spread to the general public. After the abolishment of the act, it took less than a
decade for the international banking system to collapse, the meltdown being worst in Iceland.
It also appears that the Scandinavian Crisis was limited to abnormal lending growth, mostly
related to mortgage loans, while Icelandic banks lent a great deal to holding companies, often

with limited collateral.
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1. A Sudden Prosperity

Iceland experienced the worst financial collapse of any western country when its banking
system fell apart in October 2008. Most of its financial system toppled when its three largest
banks, Kaupthing, Landsbanki and Glitnir, with 182 billion USD in assets, were taken into
receivership, creating the third largest collapse after Lehman Brothers and Washington Mutual
(Bibler, 2010). They had grown from small local commercial banks into international
commercial and investment banks with combined balance sheets amounting to ten times
Iceland‘s GDP. International conditions had been optimal, supplying funding at historically low
interest rates at a low risk premium (Central Bank of Iceland, 2009). As early as in 1993, when
Iceland became one of the founding members of the European Economic Area (EEA)
agreement, Icelandic banks obtained the right to operate within the border of the EU countries.
At the same time, Iceland instituted the EU regulatory framework for financial institutions and
markets. Still, it was not until 2003, when the Icelandic banks were privatized in full, that they
capitalized on money market funding, opened branches abroad and acquired foreign financial

institutions in large numbers (Sigurjonsson, 2010a).

The banks capitalized on the rapid growth that much of Icelandic industry enjoyed during the
first years of the 2000’s. These were industries such as pharmaceutical, retailing, real estate,
food processing and transportation. The drivers for this growth were similar to the drivers for
the financial industry. These were favorable international conditions, a mature domestic market
and an essential diversification strategy to decrease risk. The banks took advantage of this
development and collaborated with both large and growing firms within these industries. The
partnership did not only consist of lending but became, in many instances, joint ventures in
which banks invested their own equity in their customer’s projects. That gave later rise to

speculation regarding a conflict of interests and dependence on a few large customers, (some
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of whom were owners of the banks) and all were not necessarily geographically diversified nor

diversified by industry (Portes and Baldursson, 2007).

The privatization of Icelandic banking was conducted somewhat differently from the process
of privatization in many other countries. Most countries privatized their institutions with at least
some foreign ownership whereas the Icelandic government initially decided to encourage
foreign ownership, but then backed away from that decision. Instead, individual domestic
entities gained controlling interests in the banks. These investors had no prior experience in

commercial banking (Sigurjonsson, 2010b).

Within three years of privatization, (in 2006), the banks were hit by what was called the
informational crisis (Portes and Baldursson, 2007). Fitch Ratings and Danske Bank were the
strongest critics of the banks mostly focusing on how dependent the Icelandic banks were on
wholesale markets for financing and how “short maturity they had on their borrowing®. The
criticism was that these conditions would create great vulnerability in the case of financial
turmoil and a liquidity crisis. Concerns about potential cross-ownership, earning quality and
lack of transparency in the banks’ operation drew criticism as well (Central Bank of Iceland,

20064a; Valgreen, 2006).

When cross-ownership in Iceland was scrutinized, the lack of transparency was evident and
corporate governance within the banks became a real issue. The root of these issues can be
traced to the time when the banks began their growth period. In a small and fast growing
economy, ownership was more entwined than in a larger economy. The young Icelandic
financial industry promoted executives mostly aged in their late twenties or thirties. The banks

went from public to private with considerable stock options for executive level managers. A
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completely new compensation policy was implemented, encompassing an aggressive

investment banking style incentive system. This led to excessive risk taking.

The criticism led to a depreciation of 25% in the ISK, and to a similar drop of the ICEX (the
Icelandic Stock Exchange Index) during the early part of spring 2006. The banks had, until
then, relied on wholesale market financing with short maturities. Their income stream was
vulnerable, with 50% of total income as none core income. The banks had no choice but to alter
their strategies (Sigurjonsson, 2010a). With an already dominant share in the domestic market,
they sought vast growth through their subsidiaries and branches abroad, where they managed

to raise customer deposits, especially through Internet accounts.

The banks were successful in this strategy and managed to raise the total deposit/asset ratio to
similar levels that other Nordic banks enjoyed. Growth continued at extraordinary levels as
indicated by asset multiples of 8 to 12 during 2003-2007 (annual reports of the banks 2003-
2007). Within 18 months, Landsbanki and Kaupthing managed to collect over £4.8 billion in
the UK and €2.9 billion in the Netherlands through their Icesave and Edge Internet deposit
accounts. The goal was to create a broader income base and distribute risk, intended to soften
any setbacks that the Icelandic economy might suffer (Jannari, 2009). On the other hand, large
shifts in the value of the foreign assets and liabilities of the banks created problems of how to
insulate the domestic economy, which depended on the regular production flow of goods and
services. The Icelandic banks, over a period of a few years, had leveraged their capital base to
buy up banking assets worth several times Iceland‘s GDP (Sigurjonsson, 2010b), and the
potential depreciation of assets made the leveraged banking sector highly vulnerable. There was
thus little leeway for declining assets values, mostly purchased during the years of the banking
and credit boom period of 2003-2007, in preventing the banks’ equity to dry up. Neither the

National Treasury nor the Central Bank of Iceland had the necessary foreign reserves to support
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any of the larger banks. A lender of last resort in foreign currency, therefore, did not exist in

Iceland’s post-privatization era.

2. The End of Prosperity

The Icelandic financial industry was gradually de-regulated prior to the privatization of the
banks. At the time of the privatization, a laissez-faire policy of the Icelandic government
fostered a period of optimism and risk taking on behalf of the business community. With ample
credit, business opportunities were there for the taking. Asset prices appreciated in an era of
easy access to cheap capital. The belief in further appreciation encouraged people to purchase
assets, regardless of revenue stream. With equity appreciating further and with assets booked
at market value, continued borrowing was justified, eventually creating asset bubbles. Most of
the Western world experienced a similar environment of low interest rate policies for some

years, with the negative effects of such policies only surfacing in 2007 (Kirkpatrick, 2009).

In 2007, liquidity difficulties accumulated with mounting revelations of severe flaws in the US
housing credit market. Trust within financial markets diminished and the trouble only
accelerated in 2008. Less liquidity in asset markets made financing through bond markets yet
more difficult. Central banks had to interfere and provide liquidity, among which was the
Central Bank of Iceland. The Icelandic banks had been successful with their Internet deposit
accounts abroad where they decreased their “loan/deposit ratio” from 3.2 in 2005 to 2.0 in 2007
(Carey, 2009). At the time the largest bank in Europe, HSBC, had its ratio as 0.84 to 1.00.
However, this initiative of the Icelandic banks provided merely temporarily relief. The fact that
Landsbanki gained a larger market share in the UK than the largest Internet deposit bank

internationally, ING Direct, should have been a clue that the deposit growth was vulnerable;
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such depositors were probably inclined following whatever Internet bank provided the highest

interest rates at any given time.

The Icelandic banks became a gauge of the negative effects to come. Their assets became
extremely vulnerable and when creditors began believing that other creditors would refuse to
roll over present loans and extend new credit and the banks lost credibility. This is a classic

situation that leads to the failure of banks.

The fall of Lehman Brothers in September 2008 did not have a great direct influence on the
Icelandic banks but its indirect influence was catastrophic. The bankruptcy of Lehman Brothers
demonstrated that a large financial firm could go bankrupt without the state rescuing it.
International money markets froze completely, interbank markets became inactive, liquid
resources vanished and assets became untradeable. This was the point of no return for the
Icelandic banks. A bank run began, not on a single Icelandic bank, but the complete Icelandic
financial system (some international foreign exchange dealers informed their Icelandic
counterparts that their banks had ceased lending to Iceland). When short run funding
evaporated, margin calls came from the European Central Bank. Glitnir bank was the first to
search for a lifeline at the Icelandic Central Bank, which refused to help, and the bank was taken
over by the government the next day, October 6th. Landsbanki, which could not meet its
obligations, went into receivership. On October 7th Kaupthing appeared to be still viable and
had received an 80 billion ISK loan from the government on October 6th. The UK authorities
had a substantial role in the events that followed. Landsbanki, with its UK branch, collected
1,200 billion ISK through its Icesave deposit accounts. By operating a branch, but not a
subsidiary, the bank had transferred the liability to the Icelandic state. Comments from the
Central Bank of Iceland stating that the Icelandic state would not be able to meet these

obligations led to an immediate reaction by the UK authorities, applying anti-terrorist laws to
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seize the UK assets of the Icelandic banks. Kaupthing‘s operation in the UK was ruined as
covenants on loan agreements were activated, and Kaupthing was put into receivership on

October 9th.

Interestingly, all of the Icelandic banks had passed stress tests only a few weeks earlier by the
Financial Supervisory Authority (FSA) (FSA, 2008), but unfortunately these stress tests did not
account for vulnerability to a liquidity nor currency crisis®*. While the banks’ assets grew ten
times, the staff of the FSA only grew from 27 to 45 employees (FSA, 2009). Additionally,
promising lawyers and economists at the FSA were swiftly ‘bought’ by the banks, maintaining
an imbalance of corporate knowledge and skills in favor of the banks. The FSA became thus
increasingly weaker, causing limited control of the banks’ growth, with aggressive incentive
systems that encouraged excessive risk taking. Since there was not a regulatory framework
preventing Icelandic banks from opening branches (rather than subsidiaries) abroad, the

ultimate liability was transferred to the Icelandic public.

3. Comparison of Crises

A study by Reinhart and Rogoff (2008) identified 18 financial crises from WWII until 2007
when the subprime crash unfolded. Among the five “Big Ones” are the crises in Norway,
Sweden and Finland at the beginning of the 1990s. They conclude that the crises followed a
similar pattern although the tipping point in each case seems to differ. The crises usually follow
a pattern in which regulation changes lead to some sort of increase in lending (Easy Money)
that develops into an asset bubble. When such bubbles burst, especially related to real estate,

asset prices tumble with the consequence of mass bankruptcies. Losses related to write-offs

24 Kamallakharan & Témasson (2009) describe why the test proved to be worthless, stating that the test assumed
no more than a 20% fluctuation in the Icelandic Krona when in reality its worth against the currency basket fell
more than 50% in a matter of weeks during the fall of 2008.
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and asset depreciation causes a banking crisis that, along with a currency crisis, exacerbates
losses, especially in circumstances where loans financed during the bubble were denominated
in foreign currencies. The consequence is a contraction in loans to companies that are still in
business, adding further pressure on a systematic collapse and necessary governmental

interference to assist the financial system (Englund, 1999).

This paper focuses on the crises in Sweden and Finland. These crises had similar characteristics
within the same timeframe, and are often called “twin crises”, while the crisis in Norway was
somewhat different, regarding both time and external developments (Jonung, 2008). However,
the figures used here still include Norway, in order to provide a fuller picture. Adding Iceland
to that equation, with its uncanny similarities, draws forth the possibility of “triplet crises,” the

main difference being that Iceland experienced its boom and bust just under two decades later.

Even those who believe that the deregulation process itself did not cause the crisis usually
attribute the beginning to the Scandinavian Crisis to the deregulation process that occurred at
the start of the 1980s. The processes of deregulation differed somewhat between countries, but
the start and end points were similar (Englund, Vihriala, 2003). The main characteristics of this
deregulation were the liberation of interest rates and the free flow of capital in international

markets, importantly including financing (Jonung, Kiander, Vartia, 2008).

The new financial landscape was mostly unnoticed by regulators in Sweden where the laws
remained largely unchanged following the rapid development and in addition, changes to the
tax system resulted in incentives for households and corporations to increase lending

(Honkapohja, 2009).

Whilst the deregulation process took less than a decade in Scandinavia from start to finish, with

the indirect effects in increased lending taking three to four years to materialize, the period in
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Iceland was much longer, as seen in Table 1. It can be inferred that the Icelandic period was

around 25 years, making comparison somewhat difficult.

Table 1 Financial Evolution in Iceland

Event Year
Financial Indexation permitted 1979
Liberalization of domestic bank rates 1984-1986
Iceland Stock Exchange established 1985
Interest Rate Act: Interest rates fully liberalized 1987
Stepwise liberalization of capital movement begins 1990
Treasury overdraft facility in the Central Bank closed 1992-1993
New foreign exchange regulations marks the beginning of the 1992
liberalization of cross-boarder capital movements

Privatization process launched 1992
Interbank market for foreign exchange established 1993
Iceland becomes a founding member of the EEA 1994
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Long term capital movements fully liberalized

Short term capital movements fully liberalized

Foreign direct investment liberalized in accordance with EEA

agreement

Privatization process of the Icelandic banks begins

Interbank money market

Interbank FX swap market

Privatization of state owned banks completed

1994

1995

1995

1998

1998

2001

2003

Source: Central Bank of Iceland (2006b) and authors.

The main years of deregulation were 1982 to 1986 for Scandinavia but for Iceland it was 1984
to 2003. However, the lending growth period was immediate in Scandinavia from 1986 to
1990; while in Iceland such growth started during the latter part of the 1990s but the explosive
growth, leading to the bust, began after 2003. Nevertheless, the seeds of growth were planted

once the interbank lending started in 1998, which quickly spread to add fluidity in currency

market dealings.

The starting point for the comparison period may appear being subjective. We look at the start
of the deregulation process as a starting point in Scandinavia, i.e. in 1982. In Iceland, the
deregulation process began during a similar period, but took longer and the effects were for a

long time barely visible. Therefore we use 1999 as the starting point in Iceland, which is four
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years prior to the beginning of the lending boom (which is the same as the Scandinavians
starting point), but also an approximation of when deregulation began in reality to change the
Icelandic financial landscape. At that time, the privatization processes in two of the three

Icelandic state owned banks had just begun and rapid changes were implemented soon after.

Using the above assumptions, we use the year 1982 as the starting point for Scandinavia in this
paper and 17 years later for Iceland. Thus, we define year 1999 as Period 1 or T for Iceland
and 1982 or T minus 17 for Scandinavia. The length of periods differs somewhat, mainly

because some data is no longer available after the Icelandic banks went into default.

3.1 Lending Growth

Following the deregulation process, the banks in Scandinavia decreased their emphasis on
services and cost structure, and instead began to concentrate on pricing and added market share.
This resulted in additional risk taking (Honkapohja, 2009) and loans to new markets followed.
However, financial institutions were working in a new environment where their ability to

measure risk adequately became more difficult (Berg, 1998).

Initially the lending increase caused no alarm. After a long period of lending restriction, in
which real rates were negative and thus there was some sort of privilege associated with
receiving loans, a higher lending equilibrium was to be expected. Added demand for money
caused interest rates to rise, leading to an increased rate difference between domestic rates and
international rates. This made borrowing in foreign denominated currency even more tempting
within the environment of free capital flow, making interest rate policies in Scandinavia
increasingly toothless (Honkapohja, 2009). Due to the pegging of domestic currencies to the

German Mark, domestic loan takers perceived the likelihood of currency losses to be minimal.
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Berg (1998) maintains that without the foreign capital inflow the increased lending growth

would have been impossible.

The privatization process of the banks began in Iceland 1997 with the aim of establishing a
widely distributed ownership structure. The policy change in 2002, with the controlling interest
in two of the three main banks falling into the hands of investor groups with little banking
experience, set the stage for the banks’ transformation in which lending growth exploded in
Iceland. As in Scandinavia a few years earlier, the Icelandic banks (with savings banks
following suit) began to concentrate on market share and pricing with added risk associated to
their business model. The true explosive lending growth period thus began in 2003 in Iceland,

17 years after the same development in Scandinavia.

A comparison of lending growth in Iceland and Scandinavia is shown in Figure 1. Since two
different periods are compared, the starting point is defined as being T or Period 1, representing
1999 for Iceland and T minus 17 (or 1982) for Scandinavia, in line with the assumptions

previously explained.
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Figure 1 Lending Growth Comparison — Iceland vs. Scandinavia®.
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It is worthwhile pointing out that lending growth remained very high following the
Informational Crisis in 2006, dipping a little the following year but was still higher than the
other comparison periods in all comparison countries. Lending growth was actually in a similar
range in Iceland in the early part of the comparison period, as it was in the latter one in
Scandinavia. The later part of the comparison period shows that lending growth in Iceland was
approximately double compared to Scandinavia, only with a short period in Finland being the

exception.

It was, however, not only the increased lending to households and companies that caused this
increase. Icelandic banks evolved quickly from being traditional commercial banks into

becoming investment banks who took positions in their commercial customers’ projects.

2 Lending growth information is available for the first nine months of 2008. Nominal growth that year is almost
60%. The authors, however, assume that the depreciation of the Icelandic Krona, which during that period was
approximately the same percentage as the nominal growth, is largely responsible for the increase (by that point %
of lending was denominated in foreign currency) in additional to inflation.
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Jannari (2009) explains this by stating that the majority holders who gained control in 2002-
2003 had a mindset more like investment bankers rather than commercial bankers. Incentive
systems were enacted in line with common features abroad where short term profits were
paramount. This created an atmosphere in which the main objective was getting a deal done,
as percentages employees received of loans provided could be around 0.3% to 0.4% in the form
of bonuses. Those bonuses were given regardless of long-term consequences and inherent risks
associated with the deals. In fact, as McLean and Elkind (2003) described the situation with
Enron a few years earlier, an incentive scheme evolved in which it became advantageous to
minimize the potential risk associated with deals taking place in order to make sure that they

were completed and thus commissions paid.

Once the contraction in lending growth subsided in the comparison periods, about 3 to 4 years
after the common starting point (T and T-17), lending growth became much higher in Iceland
compared to Scandinavia. Another, and maybe a more descriptive, way to look at this is
viewing the cumulative increase as shown in Figure 2, representing the Icelandic lending

growth compared to the “irrational” one in Scandinavia during the late 1980s.
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Figure 2 Cumulative Lending Growth Comparison — Iceland vs. Scandinavia.
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The cumulative growth was already much more than it had been in the comparison countries
when the Informational Crisis hit in 2006. The enormous continued growth shows how much
more the expansion of the Icelandic banking system was compared to the Scandinavian
countries during the 1980s. This growth corresponds with the growth of Icelandic banks’
balance sheets, which combined were just under the size of the country’s 1999 GDP, but are

estimated at being ten times larger than Iceland’s GDP in 2008 (Central Bank of Iceland, 2009).

One explanation of why the negative effects of deregulation filtered down so late into the
Icelandic financial system is that the government retained its controlling stake in the banking
system whilst the changes were taking effect. Thus, despite the free flow of capital, there were
implicit restrictions on lending growth. That is not to say that lending growth was non-existent
during those years (as Figure 2 demonstrates); but during that period it was understandable due

to the easing of lending restrictions leading to a natural higher lending equilibrium.
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Information surfacing after the crash (for example, the leaked loan book of Kaupthing Bank)
indicates that the loans were not merely ill considered but were even questionable from legal
and ethical standpoints. The collateral for loans were in an abnormally low percentage range or
even simply only the equity bought. This raises the question why Icelandic banks did not
simply buy the equity themselves and thus reap all the benefits themselves if they turned out to
be successful. In some instances, such loans were used to finance purchases of the bank’s own
shares, so in effect banks were lending money to buy shares in themselves, with those shares
being the only collateral. During the writing of this paper investigations are under way
regarding market manipulation due to such loans, with banks accused of lending money in the

attempt of keeping their share prices artificially high.

As with Japan in the late 1980s, where loans were increasingly made to holding companies with
the main purpose of investing in other companies (Chancellor, 2000), loans by Icelandic banks
were often related to cross-ownership or other relations between parties in which dubious
collateral was placed (Jannari, 2009). This was not a concern in Scandinavia (Jonung, 2008).
Figure 3 shows the nominal increase in total lending Icelandic holding companies scaled to
April 2005, compared to the growth in lending to domestic households, many of whose sole

purpose was investing in equities of other companies (Jannari, 2009).
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Figure 3 Lending Growth to Icelandic Holding Companies and Households.
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Despite the frenzied increase in lending to households, it pales compared to the increase in
lending to holding companies. Often with little (if any) collateral on the table, the owners of
the holding companies stood a chance of striking it rich if they were successful in their
investments, it appears that stockholders, bondholders and taxpayers may have to pick up a

sizeable amount of the tab if unsuccessful.
3.2  Unemployment, GDP and (asset) Inflation

Unemployment in Scandinavia was generally low during the 1980s (see Figure 4). In Finland,
it gradually decreased during the later part of the decade. In Sweden, unemployment never
went above 4% and for a period during that period was below 2%. A common government

policy in the region was maintaining full employment (Jonung, Kiander, Vartia, 2008).
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Figure 4 Unemployment % Comparison — Iceland vs. Scandinavia.
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As with the Scandinavian countries during the 1980s, Iceland experienced almost non-
unemployment, which is partially explained by major construction projects. Thus, the
expansion in loans in both comparison periods created an illusion of a stable and healthy
economy, only turning out to being an obvious mirage when unemployment skyrocketed

following the bust.

Information from the IMF shows that unemployment in Finland reached 17% for a short period
during the ensuing bust; that figure in Iceland, at the time of writing, hovers around 8%

(Directorate of Labour in Iceland, 2010).

All the countries showed a stable increase in GDP during the period, especially Iceland that had
a mean annual growth of 4%. This is in contrast to the 2-2.5% mean annual growth in the
comparison countries within the decade actually being 6% annually during the boom years

2003-2007 (see Figure 5).
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Figure 5 Real GDP Growth Comparison — Iceland vs. Scandinavia.
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What is probably most striking is the extraordinary high GDP growth in Iceland once the boom
period took hold. Monetary issues were not the only cause. The government implemented
enormous power plant projects that totaled 10.5% to 12% of GDP in 2005 and 2006 (Central
Bank of Iceland, 2009). During the same period municipalities engaged in various projects

keeping demand for labor high.

The comparison of inflation as seen in Figure 6 shows that it remained relatively mild in Iceland
during the boom years. That does not mean that it did not exist, the Central Bank’s goal of
keeping inflation at or below 2.5% was seldom reached. Inflation was, in a sense, partially
hidden due to the strength of the ISK, making imports cheaper than otherwise. Domestic factors

were thus mostly instrumental in causing added inflation.
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Figure 6 Inflation % (end of period) Comparison — Iceland vs. Scandinavia.
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When the ISK tumbled following the financial meltdown, inflation shot up. Its strength had
held back inflation for many years but when that development reversed inflation quickly spiked,
as seen in Figure 6, since importers had little choice but to hand the added expense partially to

the customers.

Adding insult to injury, many Icelandic companies had, on the surface, operated in a stable and
profitable manner, by merely looking at the net income numbers. No study has been done yet
in this particular field, as far as the authors are aware, but by scanning a few annual reports, it
shows that by comparing EBITDA numbers to net loans and fixed assets, under normal
circumstances companies were losing money on their operations. However, by having a huge
amount of their loans denominated in foreign currencies, interest costs were little, with
artificially low interest rates and an increasingly strong ISK. Once the ISK depreciated, the
strengthening reversed and exposed the ‘hidden’ risk via currency fluctuations in financing,

leading to many companies’ equity disappearing almost overnight.
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The monetary policies in Iceland and Scandinavia during the boom periods have been criticized
for different reasons. Many academics have questioned the pegging of the currencies to the
German Mark (Jonung, 2008; Honkapohja & Koskela, 2000; Englund, 1999). Although those
thoughts are inconclusive, most argue that a floating currency would have resulted in a

‘corrective’ currency adjusting to interest rate spreads.

Judging from Iceland’s recent experience, those arguments appear to be falling flat. At the
beginning of the decade, the ISK was floated with the aim of keeping inflation below 2.5%,
which was the Central Bank’s main interest rate objective. This policy proved to be futile, as
Figure 6 demonstrates, as was the pegging in Scandinavia during the comparison period, within
an environment of free flowing capital. While pegging created an imbalance too great between
currencies, the floating ISK with the Central Bank policy of increasingly higher interest rates
led to an inflow of capital that strengthened the ISK. Like the Scandinavians during the late
1980s, Icelanders (both households and municipalities) began taking foreign loans in large
amounts. The rationale for many people was that historically such loans had provided more
advantageous interest rates and, maybe more importantly, the ISK showed no signs of
weakening (this is a case of the short term memory the public has of financial markets, the ISK

had weakened considerably 2001, and this seemed already to be a distant memory).

The consequences proved to be dire. Icelanders not only took foreign loans because of their
belief in its continued strength but also, paradoxically, used much of that money to buy foreign
goods, which had become so cheap because of the strong ISK. Jannari (2009) maintains that
this eventually resulted in the high interest rate policy of the Central Bank not only being
toothless, but in reality with the free flow of capital adding to the inflationary pressure. A lesson
to be drawn is that monetary policies alone do not suffice within such circumstances, fiscal

policies with the same aim are necessary.
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Therefore, measuring asset inflation during this period is difficult. The underlying factors that
were taking place did not necessary show up in normal studies. A simple approach is looking
at the nominal inflation price of real estate, which takes inflation, underlying inflation to some
extent, and the level of risk appetite into account. It also measures the consequences of access
to money, or M1. The case in point is Scandinavia during the 1980s. Englund (1999) points
out that while deregulation may have opened the door to asset inflation, it was not until the
Loan-To-Value (LTV) ratio went from 75% to 90% in 1988, and 3 years after deregulation had
firmly taken place that real estate values went up 35% within a short amount of time. Until
that, real estate prices remained stable and even lowered during much of the decade (Berg,
1998). Furthermore, Englund asserts that a higher LTV ratio is, in a sense, a measure of risk
appetite, which plummeted following the bust and the LTV ratio quickly fell again. The ratio
thus increased when there was no need for it, but decreased when liquidity problems surfaced.
The Swedes surely were aware of this, therefore the lesson simply was that a 90% LTV ratio is

too high, even during bust periods.

This development was even more extreme in Iceland. The government decided to raise the
LTV ratio in a few steps from 65% to 90%. People began to take advantage of this by taking
mortgage loans that were partially government sponsored in an indirect way and using the
money, not only for household purposes, but also to increase spending and paying down
overdraft loans. The banks responded by lowering interest rates even more and in the spirit of
gaining market share one bank began offering 100% LTV loans?. The fierce competition led

to a negative interest rate spread. One of the major savings banks, for example, financed itself

26 http://www.sa.is/files/SpYE11%-EDkan%20um%20%EDb%FA%F0afi%E1rfestingar 1723061657.pdf
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via long-term bonds paying 4.90% to 5.20% interest but lent its customers at the same time

money to finance real estate at 4.15%. (NASDAQ OMX Nordic (2009).

Figure 7 Real Estate Nominal Price Inflation Comparison (index set at 100 as starting point)
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Figure 7 shows that the paths of Iceland and Finland, during the comparison period, were for
many years almost identical. However, prices kept on increasing in Iceland, and judging from
the Scandinavian experience will decrease to about half of their value from their peak prices.
This prediction is not impossible. Various home builders joked during the boom period that
there was a 20/50 aim on new buildings, i.e. put 20 million in building an apartment and selling
it for 50 million. As Englund and Berg point out, prices in Sweden were stable for most of the
period but as the LTV ratio was raised, prices shot up only to fall again concurrent with the

lowering of the LTV ratio.

The above factors demonstrate not only an overheating of the economy, but indicate how the
general population perceived the economy, i.e. added optimism leads to added consumerism.

Therefore a vicious cycle forms, in which the main driver of economic growth is consumption
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(of various forms) financed by loans. In a sense, the current lifestyle is funded by sacrificing
the future, although that is usually not the general perception at such a given point. Carey
(2009) for example points out that the savings ratio of Iceland was negative during the boom

years, 2003 to 2007.

As previously mentioned, the high interest rate policy of the Central Bank may have increased
underlying inflation, being expansionary in a sense. However, the monetary policy regarding
Easy Money was clearly accommodating; broad based monetary aggregates such as M1 grew
above 20% or more every year from 2002 until the crash (Bagus & Howden, 2009). As Woods
Jr. (2009) explains, prices can only increase simultaneously (apart from decreasing supply of
all goods) by increasing the amount of money in the economy. Hence, despite a high interest
rate climate, the Austrian School of thought maintains that monetary policy in tandem with
fiscal policy was adding oil to fire as opposed to reigning in inflation. Money was thus being
flooded into society that invested it into long-term projects, such as houses, but put the Icelandic

nation on a short lease, as recent events underline.

Berg (1998) asserts that the Scandinavian banks would have not been able to increase their
lending growth without access to foreign capital. This was the case in Iceland also, where
people with loans in foreign currencies had enjoyed favorable interest rates for years and even
had their underlying debts decrease in value due to the strength of the ISK. This is further
amplified when people see others making money by speculative trading (not limited to the stock
market but even to a larger degree housing loans in foreign denominated currencies), adding a
tendency to follow the crowd. Kindleberger (1996) described this as “Monkey see, monkey

d0’5
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Thus, by adding insult to injury, in the expansionary climate Icelanders began increasing their
appetite for foreign loans considerably as the boom period continued. Such loans increased a
great deal in 2006 and at the start of 2008 represented 14% of household debt (Carey, 2009).
During the fall of 2007, banks were beginning to shut down foreign denominated loans. The

increase, measured in ISK, is after that point mainly due to the weakening of the ISK.

On paper, such loans were as safe for banks as the loans were denominated in the domestic
currency. Currency contracts were generally hedged but could only been done so to a certain
extent, with fluctuations being assumed to stay within certain parameters. Such hedges proved
of limited use due to the discrepancy of the length of maturities between financing and loans
provided. When the ISK plummeted in value, the hedging only provided support for the short
term. Long-term contracts were ‘naked’ against such fluctuations. Carey (2009) also points out
that although banks theoretically had adequate hedges against such fluctuations, their customers
did not. Implying that while banks appeared to be safe, their customers simply could not pay

back the loans under such different circumstances, therefore, write-downs became inevitable.

A recent report by the Institute of Economic Affairs maintains that the root of the collapse for
many US banks partially lies in the fact that the government encouraged banks to increase
mortgage loans to income groups with less money (Schwartz, 2009). In Iceland, where a
tradition of equality is rooted within society, such a development occurred to a higher degree
with the increase of the LTV ratio. Thus governmental policies contributed to this in both
countries, and even internationally, in creating the real estate asset bubble via the Easy Money
policy. A lesson from this experience is that governmental controls must be in place during
deregulation and Easy Money policy periods. Such controls are paramount in keeping lending
growth within reasonable levels and they need not be an infringement on the free market. If

banks were to lend recklessly without government guarantees, knowledgeable depositors and
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financers would take notice and withdraw their money, but lesser educated people might not,
therefore leaving trust in the system at the mercy of speculators disguised as bankers. A simple
restriction of LTV ratios and foreign denominated loans would be the most effective strategy.
Without such simple measures, another crisis due to the same underlying factors would soon

occur, only in a different form.

4. Conclusion

The similarity of the two comparison periods (T & T-17) is remarkable. Despite the
Scandinavian crisis being defined as one of the five “Big Ones” by Rogoff and Reinhart, Iceland

shows, by a wide margin, more significant signs of over-expansion in practically all aspects.

An obvious question is how Iceland came to be a victim of such a similar euphoria so shortly
after a similar crisis by their neighbors. Monetary issues are not the sole explanation. Galbraith
(1997) maintains that credit has on numerous occasions (for instance both before and after the
“Roaring Twenties”) been easy without causing speculation. As with deregulation, easy money
by itself does not cause unsound speculation leading to disaster. Galbraith states that the mood
is far more important than the rate of interest, some sort of conviction that ordinary people
should be rich. The answer is in short provided by Reinhart and Rogoff (2009). Icelanders, in
line with a common syndrome associated with financial crises, thought that they were smarter
and had learned from past mistakes; such crises only happened to other people during other
times. The reality was that not only had Icelanders not learned from past mistakes, but there
are vast indications that past mistakes were visible both qualitatively and quantitatively.
Striking similarities are also to be found in recent examples in Argentina a decade ago, Asia

during the 1990s, and even the “Roaring Twenties” in the US (Mixa, 2009).

107



Iceland imitated all the main features of Scandinavia such as deregulation, a real estate boom,
huge lending increase and an increased amount of foreign capital flow. As the increase of
lending to holding companies shows, lending growth was not only more prevalent in Iceland
but had an added category where risk taking among insiders took constantly a bigger share of
the lending pie. Such added risk appetite was also prevalent in banks’ increased exposure in

direct ownership of companies.

4.1 Firm Level

Business practices in Iceland became questionable and of such a scale that they ultimately
facilitated the collapse of the Icelandic economy. The close-knit society, partially created by
managerial relationships, cross-ownership and cross lending, established imbalances in favor
of business over regulatory authority. This consequence was an extensive collapse, where if
one link in the chain was to fail a domino effect throughout the entire economy was created. As
pointed out in this paper, this was not a problem in the other Nordic countries (Jonung, 2008).
The foreign criticism from financial institutions, rating agencies and foreign media in 2006 did
not manage to influence the general discussion in the Icelandic media in such a way that the
international expansion of the Icelandic banks was scaled down. On the contrary, the growth
only escalated. In a country where nearly all the newspapers and business magazines are in
ownership indirectly or directly by the banks themselves through their largest shareholders,
attempts to criticize become negatively addressed and extinguished (VVaiman, Sigurjonsson and

Davidsson, 2010).

One possible reason why things got so out of control in Iceland is that the Icelandic banks
operated as if they were investment banks. In the shadow of the Great Depression, the Glass-

Steagall Act was enacted in 1933, separating commercial banking and investment banking.
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During the Scandinavian crisis, those walls still held. They were, however, abolished 1999 and
it was within that landscape that the Icelandic banks grew so quickly. It took the international
banking system less than a decade to collapse after investment banking became again part of
the general banking system. Icelandic banks, expanding partially because they had some sort
of governmental guarantee, were the worst culprits and, as such, suffered the worst
consequences. This questions how systematic the crash was in reality, whether the similarity
of the buildup created the circumstance in which all of the banks stood a chance of failing within
parameters of certain negative events, with or without domino effects. It can thus be argued
that this experiment of abolishing the Glass-Steagall Act was an expensive one (Mixa, 2009),
with Iceland suffering the highest cost. This also raises the question why such separation has

not been re-enacted.

4.2 Macro Level

The recent experience in Iceland and the experience in Scandinavia two decades ago suggest
that fiscal and monetary policies must involve consistent goals. Interest rate tools within an
environment of free flow of capital were used in both instances, in Iceland with the aim of
keeping inflation at bay with a floating currency whilst the Scandinavian countries aimed at
stabilizing the economy by pegging their currencies. History shows that both these courses
become toothless once speculation within an environment of rising asset inflation. The real
rate of interest was disguised with foreign denominated loans freely available. During the
prelude to the crash of 1929, the rate of interest of some margin loans for stock purchases went
to 40-50% with added collateral required (Rappoport & White, 1994) without dampening the
amount of speculation since the stock market had become a cornerstone in a sociological sense

(Galbraith, 1997).
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While the Central Bank of Iceland raised interest rates to keep the economy’s growth under
control, the government increased to ceiling of LTV for housing purchases, lowered taxes and
kept an expansionary policy in the tight labor market. The signals given by the Central Bank
via higher interest rates and expansionary policy by the government and its subsidiaries raises
the question what sort of policy was in place and partly answers the question why nobody

warned against the build up of foreign loans.

4.3  Policy Level

Much discussion has revolved around the effects of added deregulation in Scandinavia.
Englund (1999) maintains that such a view simplifies reality. Demirgii¢c-Kunt and Detragiache
(1998) find that a financial crisis occurs more likely in an unregulated environment, especially
where a lack of respect is for the rule of law and corruption is widely spread. They find,
however, no correlation between financial crises and changes from a regulated environment to
a lesser regulated one. Englund (1999) concludes that what counts is a balanced macro

environment in keeping the financial system stable within a deregulated environment.

Claiming that deregulation was the root of the financial collapse in Iceland is a simplification.
Deregulation in neither Iceland nor Scandinavia was the cause of excessive lending. However,
once the monetary and fiscal policy got out of hand, creating a destabilized economy, the doors
that deregulation had unlocked were opened. The main impetus at first was real estate loans,
leading to higher real estate values in tandem with increased risk in lending. In Iceland the
privatization of the state-owned banks accelerated, where size was clearly all that mattered, and
with risk taking becoming much more via holding companies within a historically low interest

rate environment.
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Banking is among the structural factors within societies today, just as schools, electricity and
transportation to name a few. Regulation issues within banking are thus of vital importance for
the public. Regulations — detailed or general — are not a substitute for proper business practices
within banks (Gregg, 2009). Authorities must ensure that not only are such practices within the
banks in line with general good practices, but also the interaction of banks and regulatory
institutions and stakeholders. It may appear clichéd, but prudent banking is needed to create
trust, and banking is built on that basis. Trust in the banking system is deservedly lacking in
the banking system and needs to be re-built. A lesson from what went wrong in Iceland is a

good starting point.
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Mar Wolfgang Mixa was one of those reviled Icelandic bankers, but unlike most of his
colleagues, he worked from the inside trying to warn against the insanity. Now he’s
finishing his PhD in cultural finance. In the course of writing this chapter, he was
appointed to the Special Investigative Committee to study the fall of the saving banks.
Here he offers a unique perspective, from interviews with insiders and from the inside

himself, on what went wrong and how.

A Day 1n the Life of an Icelandic Banker

The Icelandic banking system,?” which had no history in investment banking, engulfed Icelandic
society during a period | refer to as the Manic Millennium (Mixa 2009). Its seeds were sown
during the mid-1980s, took root in 1994, and reached full bloom from 2003-2008. In the midst
of a transformation in ideologies and a revolution in communication technologies, the
distinction between investment banker and Icelander was sometimes blurred; the qualities of

investment bankers at times reflected on Icelanders as a whole (Loftsdéttir 2009).

The financial community thus began defining the behavior and perception of what an Icelander
was. Conversely, Icelanders increasingly saw themselves as risk takers, a view that was
reinforced, at least for a few years, by the market. But few Icelanders, including bankers, had

any idea how high the risk was or how far prices had diverged from their intrinsic value.

In this chapter, | examine the environment in which Icelandic banks and bankers developed
their business ideas and practices during the boom years. 1 also discuss how national and

international factors concealed what should have been obvious to anyone with a minimum of

2" The combined balance sheets of the banking system was approximately the same as the amount of Iceland’s
gross domestic product (GDP) in a single year around the millennium, but had grown to around 7-8 times that
figure in 2007 (Halldorsson & Zoega 2010).
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financial savvy, namely that Icelandic bankers in general were dangerously inexperienced in
the rapidly growing international investment market, and how this oversight lead to the demise
of the Icelandic banking system, one of the biggest financial disasters in history, dwarfing well-

publicized debacles such as Enron and WorldCom.

A Banker*s Life

My Icelandic banking career began in early 1997. My first job was in a new department that
the bank had recently created and that would become a blend of brokerage and investment
banking. There were hardly any eoyees, but we had many desks and chairs side by side, and
twice as many computer screens on the desks, an unusual sight in 1997. There was a real
difference between the people working there and other bankers I had worked with.?® Our attire
was international business suits, not the old-fashioned dress code for men or the bank uniforms
worn by almost all women. The meeting rooms were simple in setting yet private, in stark
contrast to either the customer service areas people were used to when discussing banking
services or the formal bank manager offices where people tried to provide loans (bearing
negative interest rates) within a restrictive and localized banking environment. While most of
the workers had university business degrees, most had no investment banking experience.
Financial terms were most often English slang, both because it sounded more modern because

and Icelandic hadn’t yet developed a special language around financial markets.

With this limited experience, there was little training. The previous year when working at Dean
Witter,?® | had to take a three-month course and complete a nation-wide exam before selling

securities to customers. In Iceland, | received a one-day training limited mostly to how the

28 | had worked at various positions at Landsbanki islands from 1986 to 1987 and as a summer employee from
1988 to 1992.

29 Dean Witter bought Morgan Stanley two years later and became among the biggest investment houses in the
world.
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trading system worked before being set up in front of a computer to trade on behalf of customers

and the bank without any written limits.
Risky Exista

During the economic boom of 2003 to 2008, no one in Iceland, neither the general public nor
most bankers and investment managers, fully realized the risks associated with fast, exponential
growth. The investment company Exista illustrates how sociological factors blinded even the

most financially savvy people.

Exista was formed by Kaupthing Bank in cooperation with the savings Banks of Iceland, which
owned Kaupthing before its shares were spun off. In 2003, the brothers Agust and Lydur
Gudmundsson (known as the Bakkavor brothers) became Exista’s largest shareholders, and by
the end of 2007, they owned 45.2 percent of its shares via their holding company (Exista 2007).
Savings banks were the second largest shareholder, with a combined 16.2 percent ownership
via direct holdings and its Kista holding company.3® Exista was by no means small, with total
assets at year end 2007 amounting to 8 billion Euros; about half of Iceland’s annual GDP using

the currency rate of the time.

Exista invested the bulk of its capital in very few companies and mostly in its largest
shareholder’s own company, the food producer Bakkavor, and their main associate, Kaupthing
Bank. The largest holding was, however, the insurance company Sampo Group, which was
rumored to be a take-over target of Kaupthing. The combined book value of Kaupthing and

Sampo was 4.7 billion Euros, nearly 60 percent of Exista’s total assets. Bakkavor accounted for

30 This information was derived from the 2007 Exista Annual Report (Exista 2007) and other annual reports from
smaller savings banks, which have limited general availability.
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approximately 7 percent of total assets; hence two-thirds of Exista’s capital was sitting in three

companies, all listed on public stock exchanges.

Exista was a big shareholder in those three companies, holding 39.6 percent of Bakkavor’s
stock, 23.7 percent of Kaupthing’s stock, and 19.98 percent of Sampo’s stock (20 percent was
the threshold regarding obligations related to the control of the company). Essentially, Exista

had almost no exit route if markets took a nosedive.3!

The leverage and thus risk of Exista was alarming. Judging by the book value, the equity ratio3?
at year end 2007 was 29.5 percent, down from 43.2 percent the prior year. In a report in
Vidskiptabladid (the Icelandic Business Paper)® regarding Icelandic holding companies,
Jonsson, S. (2009) points out that those equity ratios may be normal for companies that actually
produce goods, especially consumer staples yielding relatively constant revenues, but not for
investment companies that are wiped out in the next downturn in stock markets. For some
perspective, the lowest equity ratio since the first quarter of 2003 of Sweden’s main investment
holding company, Investor AB, is 77 percent.>* Warren Buffett’s* investment holding
company, Berkshire Hathaway, generally has an equity ratio around 100 percent, meaning that

it has no net liabilities (Buffett & Clark 1997, Hagstrom 2005).

31 Holding such a large percentage of the outstanding stock meant that attempts to liquidate the assets would
drive the market price quickly down unless a buyer could be found for a huge share. Such a buyer would likely
be acutely aware of this and demand a discount unless other interests were also involved.

32 The equity ratio is a financial ratio indicating the relative proportion of equity used to finance a company's
assets. The less it is, the more risk is associated with the financing of the company. If total assets are for example
$100, of which $60 is financed with bonds and loans, then the equity ratio is 40 percent. If merely $30 is
financed with bonds and loans, the equity ratio has gone up to 70 percent meaning the company is less reliant on
the “understanding” of lenders if losses begin piling up.

33 Exista was owned by the Bakkavor brothers a couple of years before the report was written.

3 Investor web site -http://www.investorab.com/en/Investors_media/InvestorIinFigures/KeyFigures. htm, 2009
3535 Warren Buffett is arguably the world‘s most famous investor, becoming one of the richest people in the
world through shrewd investments.
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The report refers to an interview in Vidskiptabladid in early 2006 in which Lydur Gudmundsson
(then current owner) said that Exista aimed at investing in companies through leveraged
buyouts. A research report titled “Exista hf: Right Place, Waiting for the Right Time*
(Ogmundsdattir and Pétursson 2007) confirms this. The report is the only detailed one regarding
Exista that was publicly distributed and, not surprisingly, since its lead analysts were employed
by Kaupthing, containing a recommendation to buy. It shows that while Exista’s assets swelled
in size, growing four-fold in a span of two years, its liabilities multiplied even more; they were
five-fold during the same period. With an immensely leveraged balance sheet, the meager
profits of the underlying investments actually appeared as substantial profits, pleasing the
shareholders who seemed oblivious of the associated risks. However, given the historical
volatility of stock markets, where valuations fall every now and then more than 40 percent (has
already happened twice this century), it is difficult to see how this strategy would not have

ended by crashing and burning.

Despite the obvious risk associated with Exista, no one in the public or banking sectors at home
or abroad seemed to notice. More alarming was that its stock was a huge base of equity of many
savings banks in Iceland and its rise in market value the major source, in most cases the sole
source, of temporary profits during the peak of the Manic Millennium. Case in point is the
Savings Bank of Keflavik (2007), which had three-quarters of its shareholders equity directly
and indirectly in Exista. From year-end 2002 to year-end 2006 it had more than doubled its
balance sheet.3® Other savings banks had similar stories, recklessly lending money from

extremely fragile balance sheets.*”

% |ts balance sheet was 18.9 billion Icelandic krona year-end 2002 and 48 billion Icelandic krona 4 years later.
Its growth in real terms was, however, just over doubled- since the combined inflation during that period was 19
percent.

37 This was also done via issuances of subordinated debt, which can be used to conceal the fragility of balance
sheets.
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Financially the Manic Millennium resembled the Roaring 1920s in the United States in many
ways (Mixa 2009). During both periods, there was an explosion in the formation of investment
trusts (Fridson 1998), many of which leveraged themselves, frequently buying shares of the
issuing companies or their affiliates at prices as much as double their instrinsic market value
(Galbraith 1997). Kaupthing’s research report, paradoxically, shows that the price-to-book
ratio® was 1.5 at the time of writing. Put another way, people were paying at least 1.5 times the
amount of money for a few stocks generally available on the open market because of the
company’s representation of success built upon reckless risk. In the end equity investors lost
everything and bondholders lost a sizable percentage of their lending, since Exista’s crash was
also the single biggest company bond loss among Icelandic pension funds (Icelandic Pension

Funds Association 2012).

Setting the Stage for the Manic Millennium

So what kind of environment creates and promotes the likes of Exista? It has been said that the
four most expensive words in the English language are, “This time is different.”* Those words
certainly applied to Iceland during the build-up of the bubble that Exista thrived in. Iceland is
special because it had no real history of commercial banking and absolutely none of investment
banking. For a long time it was relatively isolated from other Nordic nations and Europe with
its population spread in rural areas and its banking localized. After the Bank of Iceland
(Islandsbanki) went bankrupt during the Great Depression, it became a highly-regulated system
similar to those of Nordic nations, with political connections and governmental policies

dictating which industries should receive preferential treatment (Sigurjonsson & Mixa 2011,

3 A ratio that shows the market price of a stock compared to the book value of the owner‘s equity.
39 Also the title of a book by Reinhart & Rogoff (2009) concentrating on financial data as warning signs of
financial crashes.
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Jonung 2008, Englund 1999). Foreign currency restrictions became the norm in Iceland, and
Icelanders traveling abroad, for example, had to specifically apply for currency for their travel
expenses. Real interest rates were often negative, meaning that access to money was an asset in
itself, with demand constantly higher than supply. Specific interest groups thus began creating
“their” banks during the next decades, their names reflecting the groups they mainly served and
lent to rather than promoting any specialization in lending (J6hannesson, S. 2004). Some of
these include The Bank of Industry (Idnadarbankinn) formed in 1953, The Icelandic Bank of
Commerce (Verzlunarbanki Islands) formed in 1963, and The People’s Bank of Iceland formed

in 1971 by the labor unions (Alpydubanki islands) (Jonsson, A. 2009).

This restrictive environment began to change very slowly during the mid-1980s. Domestic
bank rates were fully liberalized in 1986 and restriction on capital movements fully abolished
in 1995. A year later, Iceland joined the European Economic Area (EEA), which also liberalized
foreign direct investment within parameters of the EEA agreement (Mixa & Sigurjonsson
2010), breaking down the currency restrictions and connecting the country’s economy globally.
This development marked two watershed moments: it opened the door to the
internationalization of financial markets, and it set up the same kind of financial liberalization
that had befallen the Bank of Iceland in 1930. These innovations were aimed at making efficient
a banking system that had been bloated and inefficient for years. In Iceland this was further

amplified with its 1994 EEA membership.

The trend in international banking was to combine traditional banking and investment banking.
Traditional banking revolves mainly around basic lending procedures, and banks make money
from traditional banking services, such as ATM services, checking accounts, and lending. The
interest rate differential, lending say at an interest rate of 6 percent but paying on average 3

percent for saving accounts, is usually the prime source of profits of such banking. Investment
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banking, however, is focused on raising money for companies, an act that often involves
investing in other companies. For a long time, such companies were owned by owners, who,
like in law firms, guarded their interests with great care since their own money was on the line

(Lewis 2010).

Unlike traditional banks, investment banks do not raise money from the public via deposits but
instead, almost entirely through what is known as long-term investments.* The traditional
banking Icelanders were accustomed to was more like the grease for the economy, with short-
term funding the norm. There is, however, the inherent danger that depositors may demand their
money back. That’s what deposit insurance is made for. By providing such programs, which
became universal following the Great Depression, governments placed restrictions on banking
practices to dampen the kind of speculative behavior that was rampant in during the 1920s
(Galbraith 1955, Sobel 1968, Bruner & Carr 2007), justified by the fact that taxpayers’ money
would fund depositors’ losses. While walls between U.S. investment and commercial banking
had been in place for decades,* there had never been a need to set them up in Iceland because
no investment banking existed. Thus, Icelandic banking entered the international arena with
adrenalized risk-taking and no restrictive shackles in place, with the chance to act like

investment bankers yet funded with deposit money backed by the government.

Privatization — A World of Efficiency

The privatization that had begun in 1992 was going full bore by 2002. Two of Iceland’s main
banks had been partially privatized in 1998, just a year after my Icelandic banking career began.

The large number of shareholders made it look like the banks were still owned by the people of

40 Some people argue about the state of investment banking prior to the crash in 2008, which at that point relied
to a great degree on short term lending funds, but that was not the traditional way of investment bank funding.
41 The Glass-Steagall Act enacted by the US Congress in 1933 separated investment- and commercial banking
following the failures of some banks that had invested heavily in the stock market, its repeal occurring in 1999.
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Iceland. Just four years later, though, individuals and groups that had little if any banking
experience but excellent political connections were allowed to buy a controlling stake in each
bank. This new dynamic changed the mission of the banks from service to growth. The banks’
new goal was to expand their balance sheets and become big players (Sigurjonsson & Mixa
2011). One CEO remarked to one of the board members that he wanted to duplicate Merrill
Lynch, which he had recently visited.*> The main investor of the National Bank of Iceland, who
also became chairman of the board, declared in a television interview shortly after the
privatization that he was determined to make his bank the biggest one of the three. As Icelandic
bankers went on acquisition sprees across Europe, the media, increasingly owned by the same
bankers (Askelsdéttir 2010), began reporting on them as Vikings pillaging on foreign shores,
dubbing the bankers “Business Vikings.” Despite having banking roots that were localized and
regulated like Nordic banks, Icelandic bankers (at least the ones deemed successful during the
boom years) were described in the media as having greater financial expertise and working
more quickly than bankers in most other nations (Loftsdéttir 2009). The public believed this
despite the fact that modern banking in Iceland was only a few years old. | was considered one
of the most experienced investment bankers in the country, yet had been a novice just a few

years earlier.
Domestic and Foreign Perception

Public awe of the “brilliance” of its bankers is a common phenomenon during the build-up to
financial crashes (Englund 1999, Gleeson 1999, Chancellor 2000). Galbraith (1997) states that
the mood is far more important than the interest rate during a boom. He adds that the

prerequisite of a boom is trust in leaders and in the benevolence of others to create some sort of

42 This is from a confidential source. The CEO’s name and company will remain anonymous.
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conviction that ordinary people should be rich. In Iceland, the media became a central player in
creating such trust. The Icelandic tabloid Séd og heyrt focused on businessmen and politicians,
the latter becoming ever less relevant during the Manic Millennium. In an article published
barely half a year before the collapse, pictures taken at the Business Conference 2008 show
politicians mingling with businessmen at the conference. The article quotes one CEO saying,
“It was enjoyable seeing all the politicians there. It is good that such a good relationship exists

between politicians and the business community” (S€d og heyrt 2008).

The country was engulfed in the developments of financial markets, and owners of the banks
promoted their interests via the media they largely owned. A reinforcing cycle developed in
which those who sought the most risk became media heroes. The perception of Icelandic
bankers being the best and fastest was promoted inside as well as outside the banks. An internal
video at Kaupthing, entitled “What Is Kaupthinking, (Kaupping, n.d.) emphasized the values of
acting quickly. It starts with images from the U.S., such as Martin Luther King, Jr.
demonstrating in Washington, Bill Gates, and a launch to the moon and juxtaposes them to
scenes from Tiananmen Square and the fall of the Berlin Wall, coupled with the written and
spoken words “we can.” The narrator then says; “We thought we could double in size and we
did, every year for eight years” and a few seconds later in a reference of winning out over the
authority of a rigid state, the narrator says, “We think we can grow by outwitting bureaucracy,

by moving faster, by being flexible....” The message was clear; growth mattered.

The Financial Supervisory Authority had big problems catching up with the new environment.
Simple regulations separating the bank’s proprietary investments from investments on behalf
of their clients, for example, had just been enacted in 2002 (Fjarmalaeftirlitid 2002) with more
separation between the operation of banks and mutual funds coming in 2003 (Fjarmalaeftirlitid

2003). The staff of the supervisory agency did not grow in nearly the same proportion as the
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ranks of the financial industry. It was common knowledge in the industry that the best workers

were snatched up by the banks when they began learning how to question the banks’ operations.

Thus bankers learned slowly but surely that making deals quickly counted the most. A former
Icelandic banker who headed one of the big three banks told me that when he first arrived in
2003 he had lots of ideas about how to improve the bank’s operations and efficiency. By 2007,
he was amazed at how focused his co-workers had become on simply getting deals together
with little due diligence. Within a few years he had gone from being considered an aggressive

banker to being viewed as a “fuddy-duddy.”

This was not a phenomenon exclusive to Iceland. An international banker | interviewed in
London gave an example of a prudent banker working the numbers to reach a decision. The
banker across the street decided to skip the number crunching and focus instead on getting the
deal done quickly and simply trusting the market. Bankers’ confidence in the market price
blinded them to research done by ratings agencies, such as Moody’s, Standard & Poor’s, and
Fitch (Lewis 2010). Another international banker told me that finance professionals all over the
world lost sight of their role in an industry that rewarded short-term personal greed and
punished long-term value. Worldwide, central figures in the finance industry, such as bankers,
were able to claim just enough knowledge to keep their power by getting deals done (as opposed
to putting thought into them) but not enough knowledge to take responsibility (Davies &

McGoey 2012), something that became apparent after the crash.

Good and Bad Bankers

In his 1989 exposé, Liar’s Poker, Michael Lewis describes the person who makes the most
money as a Big Swinging Dick. No matter what happened, he ruled. One experienced banker I

interviewed felt the same about what happened in Icelandic banking at the time: Inexperienced
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bankers powered manic growth while making easy money. Meanwhile prudent, more
experienced bankers were sent to the sidelines. At Icebank’s trading desk where I worked in
2008, the combined banking experience of the 12-14 employees there was barely 15 years, with
no one having worked in banking for more than two years. They were handling interbank loans
amounting to 20 percent of Iceland’s GDP and lost almost all of it during the 2008 meltdown.
Without the anchor of experience, it was easy to be convinced that all was well. Most of the
experienced bankers | interviewed agreed that young people could be easily molded. One

Icelandic banker quoted another as saying that 25 was old for a bank employee.

This inexperience may also explain how stratification within the banks developed easily, with
the top layer keeping information from the rest. Only a very few people knew the dire state of
the banks for the longest time. When | expressed concerns to an Icebank employee in April
2008, | had to backpedal quickly when I saw how shocked my coworker was at what |
considered a casual remark. After that, | made sure that | expressed my concerns only to persons
who had some knowledge of the precarious state of the bank. Little by little a small group would

meet regularly in a specific room to make sure that our talks were limited to a small circle.

These small, highly stratified layers made the deals of the primary owners and bank associates
a priority over the banks’ normal operations. Many loans were made to holding companies with
close ties to the owners of the banks and their cronies. As Figure 4.1 demonstrates, between
2005 and 2008 the robust increase of household loans looks tame compared to the frenzied rise

in loans to holding companies.*

Figure 1 Increase in Lending to Icelandic Holding Companies Compared to Households

43 Figures are only available from early 2005.
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Picturel: Increase in Lending to Icelandic Holding Companies Compared to Households
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Source: Central Bank of Iceland (2009)

In one glaring example, bankers lent the equivalent of well over $100 million to holding
companies for the sole purpose of buying a controlling stake in a savings bank. The owners of
the holding companies were business partners of the biggest shareholder (another savings bank)
of the bank in question and the top management team of the savings bank being bought. With
the exception of one buyer, the people involved only had to lay out costs connected with the
creation of the holding companies, an amount estimated to total $100,000. Practically the entire
purchase price was lent by other savings banks, and shares in the bank were the sole collateral.
This meant that if the bank remained successful (as it had been in previous years), the buyers
would become millionaires. Since the bank went bankrupt shortly afterwards, each of the new

owners (with one exception) lost what amounted to approximately $10,000.4

4 During the time of writing, this information is confidential but will probably become public late in 2013.
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Suspicions of such cronyism entered my mind when | was asked in early 2008 to write a memo
about whether it was prudent to lend money to a holding company whose only purpose was
investing in stocks, which was also their only collateral. I asked why the bank didn’t simply
buy shares in the companies themselves, reaping the rewards if the stocks rose in value.
Wouldn’t this be more valuable than getting the loan back with some interest? But of course
the bank stood to lose money if the stock value decreased, | explained. | was never asked to

write such a memo again.

Many people I interviewed, as well as co-workers, expressed bitterness at having fought to keep
the banks afloat for what they then considered a just cause, only to find out that they were
actually fighting for the interests of small groups. It was amazing how so many bankers were

kept in the dark.

Interviews with other mid-level foreign bankers about their Icelandic counterparts have been
rather positive. One banker specifically said that the myth of Icelandic bankers moving so
quickly on deals did have some substance, explaining that the Icelanders were willing to do
what it took to get business going and were in general “not out to get me.” Another Nordic
banker said that in his experience, business in Iceland was not materially different from business
in other Nordic countries with the exception of the relative lack of experience and the strong
appetite for risk. This view does not, however, apply to the top level of bankers. One foreign
banker called them crooks while another one talked at length about how they lied to maintain
business relationships. Tony Shearer, CEO of Singer & Friedlander when Kaupthing bought
the company, described Icelandic top level bankers with whom he worked as being very
confident of themselves and their capabilities (personal communication, January 27, 2012).
Despite Shearer’s decades of international banking experience, the Icelanders who bought his

company never asked his advice on any matter.
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“Bad” bankers within a Utopian Economy

Iceland was like its farmers’ cows freed in the spring after being locked inside the barn all
winter, full of life but not necessarily managing freedom very well. Icelanders embraced the
free-market mantra that they believed entailed harmony and stability, something Cassidy (2009)
argues was built on an illusion. Neoliberalism was initially built upon the concept of freedom,
the argument that governments could not decide what was best for their citizens, and slowly the
argument evolved until the efficiency of the market was in the front seat (Davies & McGoey
2012). Icelanders justified the privatization of banks not only because it increased efficiency
but also because of the implied declaration of nationalistic freedom. As Cassidy (2009) puts it,
by privatizing the banks the way they did, neoliberal proponents created free markets that
contained incentives for individuals and groups to act in ways that were individually rational
but in the end damaging to themselves and others. It is also no secret that the main owners of
the new banks had political ties. It became general knowledge that being associated with the
Independence Party enhanced one’s chances of being hired at the National Bank of Iceland, as
was the case with a former director of the Independence Party becoming one of the bank’s board

members.

Forces in the top levels of Icelandic business and politics thus had great incentives to embrace
the neoliberal movement, by handing the banking sector and many national treasures over to
their cronies. It was essential that the public followed suit. By increasing bank profits,
improving efficiency, and abandoning the shackles of a restrictive past, the public was willing

to go along.

These developments opened certain doors to liberating the financial system. The difference in

the process of the liberalization, judging from the behavior of Icelanders and citizens of other
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Nordic countries, can be partially explained by the fact that the Nordic countries didn’t throw
those doors wide open. In addition to having learned their lessons from the financial crisis of
the early 1990s, the Nordic countries did not have as much to prove to the world as Iceland,
who desperately wanted to be a player on the international stage (Loftsd6ttir 2010 and 2012b).
The Icelandic banking system was opened to corruption without the necessary accountability.
Like the general public, most bankers were simply part of a process that enabled those at the
top with ties to politicians (Vaiman, Sigurjonsson and Davidsson 2010) to concentrate on their

self-interests while sacrificing the long-term interests of the nation.

The Moment of Truth

Chronic nationalism and the feeling of prosperity made Iceland particularly vulnerable to the
economic boom and bust, but it is not the only country to have suffered this tragedy. Following
the breakdown of the Iron Curtain in 1990 and the subsequent fall of communism, a belief in
the superiority of capitalism reigned worldwide (Steger & Roy 2010). Keynesian economics,
which was crafted after the Great Depression and gave governmental controls their place, gave
way to free market views, which had been gathering steam since the 1970s (Fox 2011). The
collapse of communism shifted the ideological balance, giving neoclassical ideologies (free
markets govern themselves best) a strong foothold. The new ideology was amplified in Iceland
in 1994 when it gained EEA membership, making it more globalized and simultaneously
susceptible to international trends. International phone communications during that time
became much less expensive and the rise of the Internet transformed Iceland from a country in

isolation to one in constant touch with the world.** The domination of capitalism and increased
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communication potential set the stage for the irrational optimism that Shiller (2001) lists as a
precipitating factor of a financial bubble. When such a trend persists, a representation of the
past amplifies the general view of future trends (Kahneman and Tversky 1982). This is
consistent with the insights of Soros’ (1997); financial markets operate with a prevailing bias,
which validates the bias by influencing not only market prices but also the assumed
fundamentals that market prices should reflect (and that may actually transform toward the
prevailing bias). This is amplified until the moment of truth when people stop believing the

hype but may still participate in the madness until they swiftly come to their senses.

Reports after the crash indicate that most politicians were in the dark about the situation until
early 2008. The light flickered on following an internal conference at The National Bank of
Iceland in February 2008, when grim warning signs of the impending crisis were announced
(Special Investigation Commission, 63). The day after the conference, a Central Bank of Iceland
internal memo was circulated, expressing shock over the negative views foreign senior bankers
had expressed during a recent visit. The memo states, for example, that the foreigners said
Glitnir bankers were both desperate and inexperienced, and Kaupthing bankers were not to be
trusted.** When Iceland’s Prime Minister Geir Haarde announced a state of emergency at the
height of the crash on October 6, 2008 and declared “God Bless Iceland,” my fellow Icebank

employees stared at the television screen in utter disbelief. It was the beginning of the end.

46 Retrieved 8 July, 2014 from http://eyjan.pressan.is/frettir/wp-content/uploads/2009/03/minnisblad-si-feb-
2008.PDF
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Introduction

Iceland’s recent financial bubble and economic crash is historical in various aspects. Foreign
creditors are estimated having lost the equivalent of the market value of every single building
in Iceland — twofold (Mixa 2011) - due to losses within the Icelandic banking system. As a
result, most of the entire banking system in Iceland went into receivership during the first two
weeks of October of 2008. Losses amounted to well over half of the combined balance sheet of
the Icelandic banks, which was approximately the same as Iceland’s GDP in 2000 but had
swelled just before the crash to seven- to eightfold the country’s annual GDP (Halldorsson &
Zoega 2010). Such losses, both in terms of money and even more so in terms of scale, raise
questions of practices not only within the Icelandic banks and the public’s participation in such
reckless growth, but also within the foreign banks that lent them such unprecedented amounts
of money. Many foreign lenders were not immune to the same worldviews* as Icelanders,
which had transformed dramatically within a short period of time. While Icelanders, including

most bankers, were certainly gullible, they were not alone.

In this paper, we will assess the vision that cultural indicators were manifested strongly in the
Icelandic economic collapse of 2008. It has been suggested that Iceland’s propensity to risk
taking and willingness to bend the law was to a large degree responsible for the collapse,
affecting bankers in Iceland and also in other parts of the world, all of whom had faith in the
Icelandic success story. We emphasize how insights from cultural finance, combined with
additional theoretical aspects from the social sciences, can enrich financial analyses of the
economic crisis in Iceland in 2008, providing useful indicators of detecting the makings of

financial bubbles. Furthermore, we contend that focusing on particular agents within the

47 The definition of worldview is in this paper very much associated with financial aspects.
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financial landscape — in this case the bankers — and their interaction with society as a whole is

a significant avenue of inquiry to explore.

This interaction becomes relevant when reviewing cultural comparisons between nations.
Nordic countries appear to share similar cultural traits, yet as we show in the paper, financial
data paradoxically shows much more risk taking and less long-term orientation in Iceland. We
use a common method in measuring cultural differences when applying cultural comparison,
which is mainly built upon research by Geert Hofstede in investigating certain characteristics
of national culture which are often referred to as dimensional studies. This method has been
used extensively in the field of management and business by many scholars (Newman & Nollen
1996, Soares, Farhangmehr & Shoham 2007, Hoffman & Hegarty 1993), Hofstede’s methods
have still been criticized by numerous researchers. McSweeney (2002) criticizes Hofstede’s
generalization of nations and averaging scores within nations as being yet representive of the
nation and Ailon (2008) further arguing that the studies and subject used to gather data are too
centered on Western subjects and assumptions, thus not taking into account the diversity of
other groups within nations. Despite the limitations in Hofstede’s methods and not being
flawless, by their own admission (Hofstede et al. 2010), they remain, nevertheless, the most
popular method in studying cross-national cultures within financial analysis (Breuer & Quinten
2009, Magnusson et al. 2008, Reuter 2010), with no obvious alternatives. We thus find it

important as well to analyze its application, weaknesses and possibilities.

As Hofstede himself asserts, dimensional studies should be first and foremost used as some sort
of stepping stones in applications to other studies. We show that some of the weaknesses within
the method are paradoxically also its strength. Our analysis seems on the surface to suggest that
his methods lack explanatory power because of recent raped changes in world-wide financial

ideologies, which have had enormous effects on economies and thus cultures. We emphasize,
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however, that when they are applied to financial indicators the results strongly indicate that

cultural factors influence financial behavior on a relative scale between countries.

This is evident when viewing the general results of Hofstede’s dimensional studies, which show
Icelanders being similar to Nordic countries but appear to break down when inspecting
Icelandic behavior from a purely financial standpoint. Icelanders behaved very differently than
the Nordic nations during the years following the start of what we refer to as the Manic
Millennium until the banking crash during fall 2008. The difference in behavior was actually
already apparent before the millennium but the divergence gathered considerable strength

during the early 2000s.

We provide hypotheses of why such general dimensional studies of culture in the vein of
Hofstede fail on the surface to explain the divergence between these nations during the build-
up of the bubble, but yet are a solid starting point at explaining the difference that rely, perhaps
contradictorily, to a great extent on certain elements within Hofstede’s research methods. This
includes a discussion of a traditional local economy embracing globalization, and an ideology
based upon Neo-liberalism, and the differing effects that such influences had on the Icelandic
nation compared to other Nordic nations. As such, our discussion can be located within Cultural
Finance - a research area that is situated as an interface between Finance and Social Sciences
and is thus more of multidisciplinary perspective than viewing financial behavior from a purely

psychological perspective.

We suggest that it is important to contextualize the ‘banking culture’ in Iceland within a
particular national environment; one that is undergoing a social paradigm shift where the
worldview of the general public is changing, and those who are in the center of such changes

begin a circular re-enforcement one that is undergoing a social paradigm shift. Those who are
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at the center of such changes have initiated, in tandem with the public, a reification of sorts of
the wisdom of the markets with those who were daring enough (and had the necessary access
to capital) to embrace these changes in the local and international arenas. Such a “daring”
market environment slowly develops into a norm, similar to what Soros (1997) contends
happens in financial markets that operate with a prevailing bias that validates itself by
influencing not only market prices but also assumed fundamentals (that transform towards
prevailing biases) that market prices should reflect. Although not discussed in detail in this
paper, such imitating behavior is tied to known developments in the making of financial

bubbles.

Furthermore the size of the banking system in Iceland (a nation with no prior history in
investment-banking before the Manic Millennium)* had engulfed large parts of the Icelandic
society and thus blurred to a significant degree the distinction between being an investment
banker and an Icelander. The behavior of the financial community thus began assimilating the
behavior and the public’s perceived view of what being an Icelander entailed. Icelanders viewed
themselves as risk takers who were being rewarded as such by the market, but few, even among
bankers, had an idea how much the risk level was and how far price levels had in a concrete
manner diverged from their intrinsic value. As expressed by some bankers we interviewed,
those “old fuddy-duddy” bankers who did not participate soon found themselves outside of the
center of the action. Icelandic banks thus became full of inexperienced bankers (Mixa 2015a).
There was thus a deadly combination in the creation of a loop that again was re-affirmed within
banks, where Icelanders perceived themselves as not only being rational (Neo-liberal)

individuals, or rational in maximizing their own financial gains, but did so with a prevailing

8 According to Sigurjonsson and Mixa (2011), the size of the Icelandic banking system when it crashed in the fall of
2008 as viewed from their balance sheets was almost triple the size of the banking system in Nordic countries when
their banking systems collapsed during the early 1990s.
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bias fuelled by ignorance in what Davies and McGoey (2012) describe as being useful for some

agents.

The developments described above opened certain doors. The apparent cultural differences,
judging from financial behavior between Icelanders and the other Nordic countries, can at least
partially be explained by the fact that Nordic countries made sure those doors were not forced
wide open, as they did not have ‘as much to prove’ as Icelanders who desperately wanted to
make a point of their status within the international arena (Loftsdottir 2010). Doors were opened
to corruption, where stratification within the banks was needed, with most bankers simply being
a part of a reification process in tandem with the general public (Mixa 2015a). This was enabled
by the top layer of the financial sector with ties to the political arena of Iceland (Vaiman,
Davidsson & Sigurjonsson 2010) to concentrate on individualistic self-interest while sacrificing

the long-term interests of the nation as a whole.

In the first part of this paper we will provide an overview of cultural finance, then show the
cultural similarities of Iceland and the Nordic nations in general and how they are re-enforced
by dimensional studies, compared to what the financial data indicates. We link Neo-liberal
influences into this discussion, which we believe had considerable effects on nations that scored
high within the individualism dimension. The second part of the paper analyzes economic and
financial indicators, comparing again Iceland to certain Nordic nations. Thirdly, the differences
derived from those comparison styles will be drawn forth, with an emphasis on general results
from national characteristics studies relating to finance compared to the financial indicators
themselves. In the fourth part, a proposition will be set forth of possible explanations of why
general results harmonize so inconsistently with financial indicators, involving a discussion of
why the culture of Iceland was in a sense ripe for the nation in embracing new sets of values,

which is to a degree built upon an analysis of Hofstede’s methods.
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National Cultures Comparison

The systematic use of cultural concepts in financial research is recent and gaining a larger
audience with an increase of interest in culture among financial scholars, involving as well a
more interdisciplinary approach in understanding financial phenomena. Some scholars even
proclaim that cultural finance can be seen as constituting a new, autonomous discipline within
the field of economics (Breuer and Quinten 2009). Thus cultural finance is conceptualized as
being a bridge between a Neo-classical point of view of finance and behavioral finance. It is
assumed within the Neo-classical ideology that market players are purely rational agents
towards money and obey laws and regulations within parameters that provide no place for
corruption (Cassidy 2009). In contrast, behavioral finance, a field that has gained momentum
since the early 1990s (Shiller 2001), analyzes more cognitive and emotional factors related to
individual decision making, showing that irrational behavior often occurs among people
regarding financial matters. Cultural finance takes this one step further by differentiating
between such irrationalities as dependent upon cultural values, and even questions if there is a
singular ‘correct’ rationality but simply different core value systems that differ in what
constitutes prudent uses of money. These various valid approaches demonstrate the importance
of viewing finance from a multidisciplinary perspective. Cultural finance thus provides clues
of how relatively apt different countries are towards conservative or less conservative (even

reckless) financial behavior.

A case in point is that behavioral finance generally takes individuals raised in particular cultural
environments as being normative, thus ignoring cultural aspects as important in shaping
people’s behavior. The study of behavioral finance generally assumes that what applies to
individuals in one culture applies the same (or a very similar manner) in other cultures. Hofstede

(2010) takes Adam Smith’s theory regarding the “invisible hand” as an example of a generally
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accepted theory within the heart of economics, yet the science of economics is based on an
individualistic idea that has been mainly explored within countries that score highly on
individualism, thus not being necessary applicable in all territories. The classic case of the
Tragedy of the commons may, for example, be more relevant in certain cultures than others
(McCay & Acheson 1990 [1987]); the notion of individualism as understood in behavioral
finance is not necessarily a universal phenomenon, but culturally a specific one as well as the

duties and relations between individuals being different in different cultural contexts.

Taking a step away from behavioral finance towards cultural finance complicates the study,
making some simplifications or accepting assumptions like the definition of culture.
Anthropologists Clyde Kluckhohn and Alfred Kroeber compiled in 1952 a summary of the
definition, yielding 161 variations of the definition of culture (Skaptadottir & Loftsdéttir, 2009).
In a recent survey of culture among financial scholars, Reuter (2010) comes to a similar
conclusion as Kluckhohn and Kroeber about sixty years earlier, stating that there is an
overwhelming diversity in how culture is approached; yet within the study of cultural finance
the concept is sometimes not defined or even explained at all. Reuter’s (2010) conclusion of
the survey is that systematic efforts in implementing concepts or variables in financial research
related to culture are few, with the sole exception of Hofstede’s cross-national culture indices,
generally labeled the ‘dimensionalist literature’ (there are other ones but less widely used). To
better understand the utility of the concept, it is important to explain how the concept is usually
used within dimensional studies and in the analysis here. Trompenaars & Hampden-Turner
define culture as being a shared system of meanings, dictating what we pay attention to, how
we act and what we value (1998, 13). That definition is useful as a prelude of Hofstede"s (2010)

definition of culture, being “a mental programming of the mind.” Both parties define culture as
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existing in layers that comprise the external observable components of culture and cultural

practices, with aspects such as beliefs and values being a less observable element of culture.

By clarifying the common use of the culture concept within dimensional studies, the separation
of behavioral finance and cultural finance becomes clearer. Behavioral finance relates to
individualistic thoughts and actions with common characteristics generally assumed being the
same world-wide. Such characteristics do, however, differ between cultures (groups or
societies) and are thus not universal in nature. Such cultural characteristics are learned, not
innate, and are derived from one’s social environment (Hofstede et al. 2010), which in turn may
be influenced by its geographical environment. As Shiller (2001) points out, such differences
may be attributed to the memory process of human thought related to patterns of communication
within certain groups, often related to information regarding the local environment such as
potential hazards and who is and isn’t to be trusted. Shiller (2001) provides an economic

example of such information variance, stating the striking savings rates differ across countries.

Cultural finance can thus be seen as bridging the gap between individual behavior and universal
innate tendencies in relation to how people actually handle money. Figure 1 shows how these

concepts are tied together.

Figure 1. Three Levels of Uniqueness in Mental Programming in Relation to Cultural Finance
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Personality - individual
(Behavioral Finance)

Culture — group
(Cultural Finance)

Human Nature - Universal

Source: Hofstede et al. 2010, addition by Mixa 2013

Hofstede’s dimensions in comparing different cultural differences are grouped into 5

categories. Those categories are the following indices:

1. Power Distance (PDI) - It is defined as being the extent to which members with less
power within institutions and organizations expect and accept an unequal distribution

of power.

2. Individualism versus Collectivism (IDV) - Refers to societies where ties between
individuals are loose as opposed to other ones where people place a more emphasis on

strong, cohesive in-groups.
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3. Masculinity versus Femininity (MAS) - A dimension relating to gender roles; masculine
societies have e.g. clearly distinct gender roles where males generally are supposed to

be assertive.

4. Uncertainty — Avoidance (UAI) — Measures the level of members’ inclination to avoid
or feel threatened by unknown situations and thus attempt to avoid them to a stronger

degree than in comparison societies.

5. Long-term versus Short-term Orientation (LTO) — Is an indicator for the emphasis of
future rewards, especially concerning actions of perseverance and thrift, not expecting

immediate gratifications.

Now, we turn our attention to how Hofstede’s dimensional studies indicate Icelanders being
similar to Nordic countries, which can fruitfully be linked to analysis within social sciences that
identify Iceland’s culture as being similar to those countries and possibly also under influences
from Anglo-Saxon countries. Then we show that by observing financial indicators a very
different picture emerges that creates a paradox within the existing dimensional studies

literature.

Icelandic Behavior from Dimensional Perspectives

Studies comparing Icelandic culture to other cultures within the field of economics and finance
are scarce. Only a few studies relying on Hofstede’s research have recently been conducted in
Iceland. Eyjolfsdottir and Smith (E&S) examined in 1997 the Icelandic pattern of business and
management relating to Iceland’s culture. Their findings of Icelandic management culture
suggest similarities to other Nordic countries. Relying mainly upon a questionnaire study they

developed an analysis using Hofstede’s concepts, and their findings were that Icelandic
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managers resemble their Nordic counterparts in general with low power distance, low
uncertainty avoidance and holding feminine values. E&S’s findings of individualism indicated,
however, that Icelandic managers were more individualistic than their Nordic counterparts and
actually similar to other nations where the highest scores in the world were recorded, such as
the United States, the Netherlands, and the United Kingdom. Although the long-term dimension
was not set up in conjunction with Hofstede’s research (it had recently been added when that
study was done and E&S thus probably were not aware of it during the writing of the paper), a
great deal is spent on inferring such practices, drawing upon Trompeaars and Hampden-
Turner’s dimension of time and emphasis on short versus long term results. Their conclusion is
that Icelandic managers concentrate on short term results, having a fisherman’s mentality of

dealing with an unstable environment.

H.P. Jonsson (HPJ) used the Hofstede questionnaire in 2004 to compare one company and one
institution in Iceland to other comparable ones in the Nordic countries. HPJ's general results
were that Icelanders are culturally similar to Nordic countries. There is though more power
distance, slightly more individualism, masculinity in the higher range, with Iceland with the
highest uncertainty avoidance and long-term orientation of the Nordic countries (LTO was not

measured for Denmark and Finland).

The similar results of these studies become even more descriptive when using Geert Hofstede’s
own estimates (long-term orientation not included) when interviewed by Vlad Vaiman (VV) in
2009 (Vaiman, Davidsson & Sigurjonsson 2010%), which showed characteristics similar to
Nordic countries.>® Hofstede’s estimates and the results of the three studies have the following

results, seen in Table 1, regarding Iceland’s cultural dimensions compared to Nordic countries

49 The estimate was 25-30 for PDI; we use an average of 27.5.
50 Nordic countries were in the paper defined as being Scandinavian.
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drawn together, defined here according to the year of study, and categorized by Higher, Similar

and Lower ranges.

A comparison study was (2011) conducted by Adalsteinsson, Gudmundsdottir and
Gudlaugsson (AGG) at the University of Iceland. A questionnaire was distributed among
students within the university and the results compared to those from a comparable study done
by Beardon et al. at universities®! in Argentina, Austria, Japan and the United States. Despite
the limitations regarding the number of countries, the researchers inferred from the results
derived from the other countries by locating Iceland within dimensions gathered from previous
studies. According to those results, Icelandic culture entails a low power distance, high feminine
values®? and average long-term orientation. It is still of interest that this is the only study where
masculinity is higher than in the Nordic countries and power distance is also higher, a feature

that the other studies with one exception did not detect.

Uncertainty avoidance is relatively high within the Icelandic culture. Since the study was done
literally in the aftermath of the financial crisis, the researchers believe it may have influenced
attitudes within the culture towards risk temporarily (it can be confidently stated that Icelanders

viewed risk differently during the euphoric period prior to the crash).

When compared to findings of dimensional studies of the Nordic nations, it becomes apparent
in the study that Iceland scores somewhat higher in all of the dimensions, i.e. its culture has
more power distance, is more masculine, and both long-term orientation and uncertainty

avoidance are slightly higher.

51 Hofstede compared IBM employees over the world. It could be argued that this type of study provides views
of university students as opposed to the population, especially the since certain types of people may have
enrolled in universities in Iceland following the crash.

52 About 72% of respondents were females, which may have an effect of creating feminine values.
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Table 1. Dimensional Comparisons between Iceland and Nordic Nations

PDI IDV MAS UAI LTO
— * — —
1996 E&S
1t % — 1 ) %
2004 HPJ
— — — f <
2009 VvV
* * * * *
2011 AGG
f = Higher score for Iceland compared to average Nordic scores

= Lower score for Iceland compared to average Nordic scores

—— = Similar score for Iceland compared to average Nordic scores

XX = No score recorded
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Sources: Eyjolfsdottir & Smith 1997, Jonsson 2004, VVaiman, Davidsson & Sigurjonsson 2010,

Adalsteinsson, Gudmundsdottir & Gudlaugsson 2011

Table 1 shows the comparative results of the studies, two conducted prior to the crisis and two
following it. It is interesting that little correlation exists between studies depending on whether

they were conducted before or after the crisis.

Iceland’s results are similar to general results among the Nordic nations, while Iceland tends to
score either similar or higher in all cases. This in a sense solidifies the perception that Icelanders
are similar to Nordic countries in cultural aspects, but yet not in absolute terms. One can thus
conclude from these results that the common perception of Icelandic culture being similar to
Nordic ones is not incorrect, but at the same time that Icelandic culture exhibits patterns of
dissimilarity. The scores of the three Dimensional scores in the studies® can be seen in Figure

2.

Figure 2. Scores of Icelandic Culture within Dimensional Studies
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Sources: Jonsson 2004, Vaiman, Davidsson & Sigurjonsson 2010, Adalsteinsson,

Gudmundsdottir & Gudlaugsson 2011

It is interesting though that Hofstede’s own estimates, while being similar to the comparison
studies, are also more in line with the Nordic countries, with estimates in all instances somewhat
lower than the scores that the Icelandic 2004 and 2011 studies indicate. This generalization

seems to accord with a perception of American influences with more individualistic values.

Individualistic Trends and Traditional Culture

Here we show that individualistic trends drawn from Hofstede’s methods provide valuable
clues regarding Iceland’s culture. Judging from the results of the most recent and extensive
study using Hofstede’s methods, Iceland scores not only high on the individualistic dimension
but the highest one historically since dimensional studies began in 1980 excluding the United
States (Adalsteinsson, Gudmundsdottir & Gudlaugsson 2011). We use this finding as a stepping
stone in further analyzing possible connections between typical elements of individualistic
behavior within cultures using Hofstede’s methods and financial indicators. Hofstede (2010)
points out that increasing individualism since the 1990s has been one of the forces leading to
deregulation, further stating that certain public monopolies have in some cases been replaced
for ideological reasons rather than pragmatic ones. This trend Hofstede relates to is generally
defined as Neo-liberalism. In defining Neo-liberalism, Steger and Roy (2010) state that the
ideology celebrates individual empowerment and that central state power should be cut into

smaller units with political governance at the same time being minimized.

The results using dimensional studies rhyme with the conclusion Olafsson came to in 2003 that
Icelanders share many social, political and cultural aspects of the Nordic (Olafsson defines them

as being Scandinavian) countries while at the same time showing a significant degree of
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American characteristics. Olafsson maintains that the thesis put forth by American sociologist,
Richard F. Tomasson is useful in this regard; that is, that Iceland could be defined as a new
nation (more precisely the first new nation) showing typical characteristics such nations
exemplify, such as a strong sense of individualism and independence, strong focus on equality
but yet being tax averse and resenting central authority. Such characteristics resemble what
generally fits ideas of American cultural values. Olafsson further compares the welfare regimes
between Iceland, the Nordic nations and America, concluding that the development of Iceland’s
welfare state could never be as large in Iceland as in other Nordic nations. This description fits
well with the general description Olafsson (2011) at a later date proposed as being the main
characteristics of Icelanders, having a strong sense of individualism and independence and

resenting central authority.

We propose in this paper that Neo-liberalistic ideological forces sweeping most of the globe
during the period from the 1980s onwards, gaining full steam following the fall of the Berlin
Wall, had dissimilar effects on nations depending on their perceptions of individualism.*
Although the authors are not aware of studies having shown a conclusive correlation between
high individualistic scores among nations and Neo-liberalistic ideologies, does exist, Hofstede
et al. (2010) suggest that there is a connection and we provide further indications of such a

connection in this paper.

Economic and Financial Comparisons

Hofstede’s research has shown parallels between certain cultural traits and financial behavior

(Hofstede 2010), indicating that Nordic countries should have similar scores in that area. A high

% The development of capitalism within has been different in various parts of the world, within for example
different political landscapes.
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level of Individualism is for example most common in countries that are wealthy but Gross
Domestic Product (GDP) growth in countries with such cultural traits normally lags, in contrast
with a common assumption that individualism creates high economic growth. Another example
is how thrifty countries are - a cultural trait related to long-term orientation. Thrift, often
associated with the percentage of savings compared to income (commonly referred to as the

Savings ratio), has been associated with high long-term growth (Hofstede 2010).>

It can be argued that one of the drawbacks of Hofstede’s methods is that they are built upon
surveys (Jones 2007) and thus mirror people’s perception of disparity between themselves and
others opposed to their true comparative actions in daily life. Opposed to surveys that provide
clues about people’s perception of themselves and their actions, finance may provide insights
into how people act in reality, since financial indicators (often) show in a more concrete manner
how people behave in practice. Here we use financial data to determine differing behaviors
between cultures. This is accomplished through a comparison of behavior interpreted through
the lens of financial data from a standpoint between various nations. Such data, mostly macro,
has historically been used to determine various financial developments, mostly in regard to
financial shocks and the explanatory use of financial statistics in determining the causes and

consequences of financial crises.

Financial comparison studies for Iceland and other Nordic countries are scarce. A few studies
compared the Scandinavian countries’ macro financial numbers preluding the banking crisis in
the early 1990s, with Jonung (2008) pointing out similar characteristics among the countries;
Honkapohja (2009) demonstrated how changes to the tax system added incentives for

households and corporations to increase their loans; Englund (1999) provided arguments that

55 This should not be surprising. Companies that have a higher re-investment rate of their profits usually have
higher growth rates depending on their return on equity.
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posited that the deregulation process was not necessary as the driving force in setting in motion
increased lending among banks to unsustainable levels, but it certainly opened doors to such
actions. Berg (1998) showed that deregulation meant that a certain monopoly among banks
was removed, forcing more competition among banks resulting in loans being handed out
without enough experience among bankers and the regulatory system to measure appropriate

risk.

Sigurjonsson and Mixa (2011) compared financial figures of Sweden, Norway, Finland and
Denmark during preludes of major financial crises from 1982 to 1991 with the financial figures
in Iceland 17 years later or between the years 1999 to 2008. They concluded that Iceland
imitated all of the main features of the other nations listed above, but simply to a greater extent.
This is, for example, vividly demonstrated by comparing the cumulative lending growth®® of

Icelandic banks*” to Nordic banks during the comparison periods as seen in Figure 3.

%6 This is based upon the size of the balance sheets of banks; Icelandic banks differed in a fundamental way that
much of the lending was in reality to finance speculative purchases, even of their own stock, while such practices
were much more weighted towards Real Estate in the Nordic countries.

57 Banks lent incredible amounts to their own owners to a degree that these numbers are skewed from the reality
of the public in general. Lending to households never-the-less increased during the same period almost eightfold
in nominal terms and more than fivefold in real terms during the same period.
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Figure 3. Cumulative Lending Growth Comparisons with 1 as a base at period 0 — Domestic

Credit Provided by Banking Sector % of GDP — Iceland vs. Nordic Countries
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Source: World Bank via Datamarket (2013)

Despite the lending being mostly weighted towards real estate in the Nordic countries and less
so in Iceland, the effects of the “printing of money” and easy access to it were considerably

more significant in Iceland as Figure 4 demonstrates.

159



Figure 4. Real Estate Price Comparison with Index Starting at 100 — Iceland vs. Nordic

Countries.
400 -
Iceland 1998-2007

350 - Nordic countries 1981-1990

300 -
e Finland

250 - Sweden

200 - e Norway
== Denmark

150 1 s | celand

100 -

50 T T T T T T T T T T 1

0 1 2 3 4 5 6 7 8 9 10

Source: Berg (1998) and Registers of Iceland (2012)

The authors compare the same countries but in a synchronized time frame from 1999, the year
the Glass-Steagall Act was abolished, which meant that the separation between commercial and
investment banking that had been in place for 66 years (set up following the Great Depression)
and thus changing the international banking landscape towards investment banking and setting
in motion added risk appetite (Mixa & Sigurjonsson 2013). This added risk appetite remained
rather constant until a decade later when the banking industry collapsed. The difference between

countries is similarly striking.

Stock Market Indicators

Among the most common indicators of optimism in society is measured with stock market
indices. It may appear to be simplistic to estimate when stock markets have reached extreme

level of optimism or pessimism by simply gleaning insights from a few commonly known ratios
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and financial indicators. This is, however, much easier said than done, even for the most
experienced investor sages. Stocks may be by most indicators under- or overvalued for long
periods and suddenly move towards their true intrinsic value for no obvious reason (Graham
1973), the signal of a price “correction” often being that the most ardent non-believers of then

current market valuations finally caving in to “the market” (Kindleberger 1996).

Common indicators within society of too much optimism is increased risk appetite, added
leverage (Galbraith 1997), an expansion in media reporting business news (Shiller 2001) and
stock market speculation becoming central to the culture (Galbraith 1997), where the perception
is that “we” are better, smarter and have learned from past mistakes (Reinhart & Rogoft 2009).
Few Icelandic bankers took note of the enormous risk associated with the holding company
Exista that invested in very few listed companies but yet had an equity ratio constantly below

50% (Mixa 2015a, Mixa 2015b).

The growth of the Icelandic stock market and multiplication of real estate value during the
period starting 2002 until the crash was historically unheard of. Stocks multiplied in value more
than sevenfold (OMX 2012) while real estate prices increased threefold (Registers Iceland
2012). Stocks rose the same or more each year in Iceland over the years 2003 (54%), 2004
(57%) and 2005 (60%) (OMX 2012) than the best year of US stocks during the 20th century
which was in 1933 (54%), but then only after the Dow Jones stock index had fallen almost 90%
the prior 3 years (Fridson 1998). Even compared to the rise of other stock markets in the
international arena, Iceland clearly stood out as seen in Figure 5 that compares the rise of stock

markets in Iceland compared to Nordic stock indices.
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Figure 5. Stock Indices in Nordic Countries with the base set at 1 at the beginning of 1999 —

Iceland vs. Nordic Countries.
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As can be seen in Figure 5, Nordic stock markets had a favorable run from 2003 until the fall
of 2008. Since the phenomenal rise in Iceland and Norway, the rise is somewhat concealed in
Figure 5 for Denmark, Sweden and Finland where stock indices approximately doubled in value
because the rise was much more extreme in Norway and Iceland. Denmark, Sweden and Finland
all enjoyed healthy economic growth during those years. Its stock indices fell considerably
following the bust in 2008 but still at or slightly above their 2003 levels. Norway received a
major boost from higher oil prices, making its oil production yield far more profits. Although
its stock market crashed in 2008, its stock index still remained about twice its average worth in

2003.
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It can happen that stock markets rise in value due to interest rates falling due to the inverse
relationship between stock prices and interest rates.®® Iceland’s stock market, however,
multiplied almost eightfold during this period despite interest rates remaining high; the major
drivers being increased market valuation in banking stocks (as opposed to some risky tech
stocks rising in value). Such a rise is almost unheard of world-wide in the annals of stock market

history.

Although the boom occurred on an international level, Iceland seemed to be more inclined in
its participation, whilst Nordic financial companies became increasingly hesitant in lending
Icelandic banks money. Some Danish banks decided not to lend Icelandic banks money* after
a report by a Danish analyst at Danske Bank (Valgreen, 2006) was published, which compared
Iceland to Thailand’s situation shortly before its 1997 financial meltdown. The assumption that
Nordic financial institutions had simply learned from their early 1990s banking crisis is a weak
argument since the Icelandic government had to inject a similar percentage of the country’s

GDP into the banking system during the same period (Gylfason, 2011).

Whatever reasons for this divergence between Iceland and the Nordic countries (that were still
by no means pessimistic on whole), the difference in the euphoria in the stock market is
staggering and does not harmonize with the results of the general and dimensional studies

comparing Iceland to Nordic nations.

%8 A famous historical example was in the US in 1965 until 1981 when stock prices remained unchanged despite
profits increasing during the period threefold. Interest rates had, however, risen proportionately the same and
thus cancelled out the increase in profits.

%9 There is no public available source about this information to the best of my knowledge, but this information
was known within a small circle at Icebank, which was the main source of foreign financing for the Icelandic
savings banks, where | worked at the interbank desk in 2008.
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Savings Ratio

The savings ratio is an indicator of how thrifty nations are; the savings ratio measures the
percentage of income that is set aside for the future as opposed to spending all income for more
immediate gratification. The ratio is measured by comparing the gross national savings to the
percentage of GDP®. In other words, if a nation produces goods and services valued at 100
krona per year and consume only 90 krona of it, the remaining 10 krona are saved for the future
and comprise 10% of the GDP®*. Figure 6 compares the ratio between Nordic nations from 1990

until 2010.

Figure 6 Savings ratio in Nordic countries 1990-2012
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8 The International Monetary Fund (IMF) (2012) defines it more precisely as being in a current local currency,
defining gross national saving as gross disposable income less final consumption expenditure after taking
account of an adjustment for pension funds. Note that the gross savings ratio does not take into account an
estimated consumption of fixed capital, which is similar to not taking depreciation into account when estimating
true net income of a firm.

61 Being compromised from two variables, i.e., both GDP and the amount of savings, the ratio may change due
to GDP fluctuation even if the level of savings (in real terms) remains unchanged. The fluctuation of GDP has in
recent decades, however, been much less than it used to be (Bookstaber 2007) and can be considered to be a
fairly stable variable for the purposes of this paper. The amount of savings has, however, varied a great deal
more.
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Source: IMF (2013)

This graph shows that Norway has during this period saved between 20-40% of its GDP during
most of the comparison period, increasing to 30-40% during the 2000s. This high figure is
distorted though by the fact that its direct proceeds from oil profits are set into a specific
investment fund and with the rise in oil prices the figure has been very high during the most
recent decade. The other Scandinavian countries show similar savings ratios, most hovering
during the period in the region of the mid-20s percentile, although all decreased significantly
towards the low-20s percentile when the financial crisis occurred in 2008. It is interesting that
all of the countries bar Norway have a ratio below 20% during the early 1990s when the banking
crisis hit those countries hardest; Norway’s business cycle peaked a few years before the
banking crisis hit the country (Steigum 2009), meaning that its higher savings ratio during that
specific period may be explained merely due to a different timing of the public’s perception of

financial conditions.

The Nordic countries began, however, to increase their savings ratio again up to or above 20%
following the unwinding of the banking crisis with the exception of Iceland, which shows by
far the least inclination of saving money.® During the boom years the percentage never went
higher than 20% and became negative following the bust. Although it has reached positive

levels again, it is still very low compared to its Nordic counterparts.

Iceland actually looks in this sense much more alike other nations that have been frequent in

the financial press in recent years, mostly for all the wrong reasons. As seen in Figure 7,

62 The years 2008 and 2009 are abnormal for reasons that have not been fully investigated. Since so much money
was lost during those years, the savings ratio is probably unreliable during those years.
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Iceland’s propensity to save is more similar to countries in southern Europe and the United

States.

Figure 7. Savings ratio in Iceland, USA & Southern Countries 1990-2012
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Source: IMF (2013)

With the exception of USA, the Icelandic culture has little in common with the comparison
nations in Figure 7 according to dimensionalist comparison studies. Yet behavior that is
commonly considered being highly correlated to culture indicates weak similarities between

Iceland and Nordic countries.

What is the cause of this divergence? We propose that a sudden change of values, a paradigm
shift in worldviews, has occurred in Iceland to a much larger degree than in other Nordic
nations, one that may or may not be permanent. That shift relates to a great extent to Iceland’s
more Americanized culture and high individualistic scores that we propose are related to Neo-

liberal values.
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How Results Harmonize

Sir John Templeton once said that the four most expensive words in the English language are
“This Time Is Different” (Reinhart & Rogoff 2009). They certainly applied to Iceland during
the build-up of the bubble. Usually though, a referral is being made of the past. What made
Iceland special in a way was that it had no real past history of commercial banking outside of a
politically controlled environment and absolutely no tradition of investment banking. It could
thus be concluded that Icelanders did not precisely think that “this time it was different,” since
they had no internal point of reference but rather that they were smarter and better than other

nations as described by Reinhart and Rogoff (2009). How could that happen?

One of Hofstede’s assumptions in his cultural comparisons is that despite cultures gradually
changing, they usually do so only during a long period of time (Hofstede et al. 2010). The
period since the early 1990s may, however, be an exception to such an assumption, especially
relating to neo-liberal influences. Hofstede himself asserts that the Neo-liberal influences show

the power of cultural values (ibid).

To provide an answer to how that transformed Icelandic society on a certain dimensional level,
while other dimensions did not necessary change, it is worthwhile taking a quick look Iceland’s
banking history in relation to its society and how it quickly transformed, changing not only the

financial landscape alone but in tandem with the societal structure.

Ilusion of Harmony & Stability within a Utopian Economy

As the rise in stock market prices indicates (as seen in Figure 5), there was a perceived sense
of phenomenal success due to the massive growth in the banking and financial sector. Despite

having banking roots that were very localized, regulated in a similar manner as Nordic banks
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but with a virtually no international history, Icelandic bankers (at least the ones generally
deemed successful during the boom years) were described positively in the media (Loftsdottir
2010, Askelsdottir 2009). The public believed this, despite the fact that modernized banking in
Iceland was in reality only a few years old. This happened despite the banks being filled with
inexperienced bankers but with a higher inclination due to a comparatively higher power
distance and masculinity than in the Nordic countries (according to the last and most
comprehensive dimensional study) to follow their bosses’ lead and also viewing money and

material things being more important than issues such as social welfare.

How could a nation “buy” such illusions and why were they being sold? How could such
misguided trust build up? Galbraith (1997, p.170) points out that when people are cautious,
questioning, and suspicious or mean, they are immune to speculative enthusiasms. Until then,
it is as if the crowd lets its guard down and the potential of speculative mania begins brewing.
Iceland, having been subjected to strict regulation for so many years, may be compared to its
farmers’ cows that are being freed in the open during spring after being locked inside during
the winter time, full of life but not necessary handling the freedom very well. This involved
embracing the free-market mantra that they entailed harmony and stability, something Cassidy
(2009) argues was built on an illusion. Neo-liberalism was initially built upon the concept of
freedom, that governments were in no position deciding what was best for their citizens; this
changed little by little by putting the efficiency of the market in the driver’s seat (Davies &
McGoey 2012). The privatization of the banks was justified with good reason that it increased
efficiency, but an underlying concept surely was that it signified some sort of declaration of

(nationalistic) freedom. For a while, this strategy appeared to be successful.

As often, added success demanded more success. That can be done via leverage, which in itself

is the opposite of saving for the future. Mixa (2009) points out that one of the typical anatomies
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Shiller (2001) suggests being among the precipitating factors of a financial bubble®, one that
Iceland and the United States had in common during the recent financial bubble build-up, is the
expansion of defined contribution pension plans. Danielsson (2012) concludes that the increase
of such plans in Iceland may have contributed to Icelanders’ lesser needs in setting aside money
for the future, but in a contradictory way people seem to save even less on the whole (or put
another way, spend more than they set aside in savings) than before. This may explain why
dimensional indicators diverge from financial ones in explaining the behavior of savings and
risk appetite among nations. Duménil and Lévy (2011) contend that where Neo-liberal
influences are rampant, more leverage is prevalent with the savings ratio falling ever more. By
looking at savings ratios of nations with the highest individualistic scores from Hofstede’s
dimensional studies, it becomes apparent that such nations do have in common very low savings
ratios that tend to have decreased further concomitantly as Neo-liberal influences have grown
(there is no known study of such influences, but are assumed having had grown, e.g. via

increased inequality in income). This trend can be seen below in Figure 8.

8 Shiller is in his discussion mainly considers what today is commonly known as the dot.com bubble.
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Figure 8. Savings ratio in highest scoring individualistic countries 1990-2012

35%

30% = Jnited States

25% __\JJ\’\ _A\Nﬁd __% = |celand

20% - === nited Kingdom

15% -
= Netherlands

10% vV
= Australia

/
/ = Canada
0%

Q & N o b O & & L Q
RO R IR SR R RSN ANt Average other 22

countries

e
_5%'\9

-10%

Source: IMF (2013)

While Iceland remains the worst culprit, it is interesting that the USA & UK, nations
represented by the major two faces of Neo-liberalism, Margret Thatcher and Ronald Reagan,
have a much lower savings ratio than nations number 3, 4 and 5 in Hofstede’s
individual/collective dimensional index. Actually, by looking at the major 35 nations the
International Monetary Fund (IMF) defined as major economic nations,* only a few score
lower on the savings ratio scale, all from the same region around the current troubled zones of
Greece and Spain with the addition of Ireland (a country often spoken of in the same breath as

Iceland regarding current financial matters). It is also worth noting that nations having the

64 35 countries are defined but only 28 have sufficient financial data for Savings ratio analyses.
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highest score on the Uncertainty dimension, Greece and Portugal, had among the lowest savings

ratios.

It is also interesting that Canada, a nation that compared to other Western nations, fared
relatively well during the financial crisis that started in 2008, has diverged from the savings
ratios experienced amongst the “worst” culprits towards more sustainable levels. It actually
hovers close to the average of countries® defined as being advanced economies within the

International Monetary Fund with sufficient data for the time period investigated.

This clearly shows a strong correlation between cultures having less inclination to save where

individualism is extremely highly prevalent within society.

If this relationship of individualism and Neo-liberalism is a universal®® phenomenon, then it
may explain why Iceland’s value system has swayed more in line with what it is the USA,
meaning that dimensional studies are in this case off the mark, at least temporarily, yet
providing clues to why Icelanders were willing to take added risks during the rise of Neo-liberal
influences. As has been documented, more risk entails higher bonuses for bankers, meaning
that while the going was good (Sigurjonsson & Mixa 2011), the measurement of Individualism

versus Collectivism were useless within certain stratifications of the Icelandic society.

Summary

Sectorial features (bankers and their risky behavior) were in Iceland (and generally world-wide)
more or less in line with pre-dominant cultural values in conjunction with Neo-liberalism,

which we show in this paper has links and even re-enforcing effects on increased individualism.

85 22 countries were used in finding the average.

% This may appear to be a contradictory way of defining Universal, since cultural finance views behavior of
groups having the possibility to differ towards financial issues while behavioral finance concentrates on
individualistic actions within a sphere where actions are universal.
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Although the sense of individualism world-wide is difficult to measure since it is relative
between nations rather than an absolute number, financial indicators such as the savings ratio
appears to provide clues of cultural behavior on both a relative scale between nations and
absolute scale regarding general cultural trends for certain areas and maybe even on an universal
scale. With elements such as increased flow of communication (cheaper phone rates and the
Internet) and the fall of the Berlin Wall implying a victory of Capitalism over Communism, the
western world was ripe for a sudden transformation often associated with financial bubbles
(Shiller 2001, Mixa 2009). Icelanders, having lived so isolated for many years due to its
geographical location, was certainly riper than most other nations to such international trends

and very likely changed thus much more rapidly than assumed in Hofstede’s work (2010).

This change, although unusually sudden, is not an anomaly. History shows that the definition
of culture has often been intertwined with economic developments, such as Adam Smith noted
when writing The Wealth of Nations, not merely describing economic concepts but more in a
sense the cultural developments he was witnessing within a society quickly transforming into a
market economy on the brink of the industrial revolution (Beugelsdijk & Maseland 2011).
Icelandic society, including its banking culture, transformed in a few years from being almost
purely domestically focused to becoming highly international oriented (Loftsdéttir & Mixa

2014).

Icelanders began defining themselves accordingly, being better and daring than most other
nations (Grimsson 2006, Vidskiptarad 2006), in a similar manner as Johnson and Kwak (2011)
contend that many Americans define themselves in relation to their general ideas of their culture
consisting of capitalism in a country where freedom and individualism is so cherished, and are
thus generally unwilling to criticize their financial system, despite its 2008 collapse. The

associated exuberance leading up to the fall of 2008 turned during the crash into a renewed
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scare of being isolated (Loftsdottir 2013) with a high level of uncertainty avoidance, as the

Icelandic 2011 dimensional study indicated.

In our analysis we have used Hofstede’s dimensional method, pointing out its weaknesses but
more importantly how it can be advanced further by more contextualization within a social and
historical insight. This was done by combining financial data with insights from social sciences,
a common way within cultural finance, which can provide new ways of thinking and predicting
financial behavior of societies. Our analysis furthermore demonstrates how important it is to
distinguish between people’s actual behavior — not simply how they perceive their own

behavior.

Culture by itself certainly does not, however, explain why such a large part of the population
went along.®” The effects of the relationship between the general culture and sectorial features
within it, especially in relation to finance, need further studies to show potential links of the
interplay of culture and financial issues. Such studies must take into account other factors such
as people’s necessity to prove some sort of point of superiority or conceal some sort of minority
complex (Loftsdottir 2009), a long history of political and economic isolation (Sigurjonsson,

Schwartzkopf & Arnardottir 2010) and institutional weaknesses (Landsdomur 2012).

67 Dimensional studies usually rely on average scores.
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Introduction

| began working at the Savings Bank of Hafnarfjordur in 1998, in a small town carrying the
same name as the bank at the outskirt of Reykjavik. It was the main financial institution of the
town and deeply embedded in the town culture as such, but had recently established a securities
division. My co-workers and | at the securities division had no interest in adapting to the old
way of banking which was strong in this institution. This came to a symbolic show-down with
the CEO, who demanded that we put on (very old-fashioned) name tags. The CEO repeatedly
said that at meetings it was essential that the customers knew our names; “How can the customer
address you without seeing your names?” he asked. We prevailed, stating that all of “our”
customers knew our names and this was thus not necessary. The CEO caved in but what we
did not realize at that juncture was that we were in a sense shaped by new way of thinking of
banks and bankers, putting us in a sense at an elite status. The CEO himself always bore a name
tag as did all the other bank employees. The CEO had in fact a point although not in the way
he explicitly said. Name tags had really nothing to do with customers knowing people’s names;
most of the savings bank employees had worked there for ages and could hardly cope with
greeting everyone when shopping at the local supermarket. There was, however, an implicit
message with the name tags; namely that a big family was working there, localizing the
operations of the business. This meant that everyone had a role in serving the customer in the
same personal manner. We (new bankers) also had a point. People within the flourishing
securities business of banking worked in an independent fashion, seldom restricted to 9-5
working hours. The few times we set up the name tags to please our CEO, we made sure we
would take them before meeting our colleagues. We were, however, during those moments
terrified that some colleague would unexpectedly show up. It would have simply been

shameful.
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As expressed in this story, Icelandic banks underwent a radical transformation in the late 1990s
and early 2000s. As I show in this paper, the excitement of a ‘new’ way of doing banking was
not limited to newly privatized banks that soon acted like investment banks but also to banks
that were well established in a deeply localized context. I claim here that cultural aspects helped
to conceal what should have been an obvious fact; namely that Icelanders were very
inexperienced bankers that still managed to grow in status to a degree that their actions created
among the biggest financial losses in history, dwarfing well publicized losses such as Enron
and WorldCom. Those enormous losses were mostly related to Iceland’s main three banks
going into receivership in autumn 2008. The Savings Banks of Iceland were, however, as a
whole almost entirely also wiped out during the crash, despite their long history of serving rural

customers, even clinging to old fashioned customers service.

Historically, the Icelandic banking system had not changed much and focused on serving the
local community, as in the example above. The radical changes in the late 1990s involved
Icelandic banks becoming integrated into global financial markets, which led to an
unprecedented economic boom and finally to an economic collapse in 2008. This led to a
deadly combination, creating a loop that was re-affirmed within banks, where not only the
bankers but many Icelanders perceived themselves as not only being rational (neoliberal)
individuals, maximizing their own financial gains, but simultaneously did not seem overly
concerned with understanding the mechanisms of such high returns. Thus their economic
behaviour corresponds with Davies and McGoey (2012) critical address of ‘ignorance’ being
useful to agents in the financial markets at certain times, because it helps them to make
decisions that can be beneficial financially in the short time but disastrous if looking further
ahead. During the boom period, the Icelandic nation was mobilized in pulling wool over its own

eyes for the most part, oblivious to the dangers involved in the type of banking creating such
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“easy” wealth while embracing new beliefs that entailed views that fit to a certain degree to the

Icelandic culture, but in a specific manner.

Geert Hofstede’s model has been widely influential in stressing the importance of taking into
account cultural variables in explaining economic behaviour. My argument suggests that while
Hofstede’s model can be useful to understand economic processes taking places in Iceland prior
to the crash, it is important to use it in a nuanced and selected ways. The Hofstede model can
thus help to point towards certain processes and cultural characteristics that should then be
investigated further and analysed in a more contextual manner. My argument thus advocates
approaching his model as a model to guide analysis but not to constrain it. The paper shows that
Icelanders fit quite well with the other Nordic countries in accordance to Hofstede model but
closer investigation also reveals that they differ in important respects, then in particular in terms
of individualism and thus with a much lower savings ratio. Gleaning into certain aspects of
culture does thus provide clues of why Iceland became enamoured with the financial arena.
This relates mainly to the high individualist aspects of the Icelandic nation and financial traits

such countries have shown in the past.

My case example focuses on the Icelandic banks, comparing the three big banks’ outward
characteristics to the savings banks, which is informative in understanding to a wide extent
what | have called the Manic Millennium mentality that engulfed the Icelandic nation. | show
in that respect how Iceland’s banking system evolved quickly from some sorts of shackles of
isolation into becoming an enormous entity. Following its downfall many painted a picture of
certain personal characteristics, most of which are common within the popular discourse, being
responsible for the Manic Years. Taking a look at the characteristics of savings banks and their
operations, however, shows that the matter is not so simple. As opposed to being merely some

symptoms of personal characteristics within a closely knitt group, Iceland was possibly more
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suspect to specific characteristics of culture combined with international developments that
quickly evolved. A combination of such international developments that fit well with
precipitating factors of financial crises as described by Shiller (2005) and individualism as
measured by Hofstede’s methods provides clues of how certain cultural elements can easily be

amplified

The discussion starts by describing how the Icelandic banking industry transformed within a
few years from being a localized and highly regulated industry into an international and
liberated one, embracing neoliberal values but yet inadequately regulated, culminating into the
economic bubble. Next I show the process of “bad” bankers personifying the apparent success
of the banking industry in tandem with the Icelandic society at large and the international
banking community. Following that I discuss how the illusion of easy success also applied to
old and “wise” saving bankers who seemed on surface to have little in common with the “bad”
bankers. Finally | explain that certain group elements lack explanatory power of how the
Icelandic nation got worse caught up in the financial frenzy during the Manic Millennium years.
That discussion compares for example the Icelandic culture to other cultures using Hofstede’s

methods.

From Rural Banking to International Financial Wizards

What made Iceland special in a way was its lack of any past history of commercial banking
outside the realms of politics and absolutely none of investment banking. It was for the longest
time highly localized system with currency restrictions. Its scene was similar to Nordic nations,
which were mainly dictated by political connections and governmental policies regarding which

industries should receive preferential treatment (Jonung 2008).
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The banking environment began a slow liberalization process during the mid-1980s but very
slowly. It was not until 1995 that Iceland broke down currency restrictions following the
country joining the European Economic Area (EEA) the prior year, forcing Iceland to liberalize
foreign direct investment within parameters of the EEA agreement, and thus making Iceland a

somewhat globalized country for the first time in more than six decades.

Iceland’s participation within the EEA was a major impetus moving the country towards being
more international in nature. This related particularly to the banking industry and the first step
in such a direction since the Great Depression occurred more than 60 years before. Laws and
regulations regarding finance were in haste updated in accordance to European standards. That
was only the beginning; Icelandic banks began also financing their operations and following
that their businesses within European territories, opening branches all over the continent and
buying other financial entities. This development marked two watershed moments in one stroke
since this opened the door to internationalization of financial markets in Iceland and was a

major impetus in a move towards financial liberalization.

Icelandic banks not only expanded rapidly but did so within another area in which they
previously had no experience in; namely investment banking. This coincided with international

trends with many traditional banks and investment banks joining forces.

This resulted in Icelandic bankers becoming actors in the international banking arena with
limited laws mainly built around traditional banking in a country that had only recently
liberalized foreign direct investment. One could say that they were not only influenced by the
European arena through which door they entered through into the international financial
landscape, but also to a great degree the changes towards deregulated banking in the USA

causing banks becoming some sorts of supercentres providing all sorts of services. Icelandic
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bankers could do this while with the insurance of the deposit money guarantee provided by
Iceland’s government that had not responded to different circumstances, having once
guaranteed what one could call dull banks but without substantial risks embedded their

operations.
Bad Successful Bankers

Icelandic banks were privatized little by little, as was common among companies owned by the
government during the late 1980s and 1990s in the international arena. The new mission of all
three banks was mainly to expand their balance sheet and become big players (Sigurjonsson &

Mixa 2011).

Soon Icelandic bankers were substantial players in investment banking in various territories
across Europe. Despite having banking roots that were localized and regulated in a similar
manner as Nordic banks but with a lesser international history, Icelandic bankers (at least the
ones generally deemed to be successful during the boom years) were at the time described
positively in the media having greater financial expertise and working quicker than bankers in
most other nations (Loftsdottir 2010). The Icelandic public believed this despite the fact that
modernized banking in Iceland was in reality only a few years old. This was amplified by the
media; whose ownership was maybe not coincidentally dominated by the main investment
partners of the banks (Askelsdéttir 2010). The media began describing these successful bankers

and investors as 'Business Vikings', pillaging on foreign shores (Loftsdéttir 2012).

Such growth was mostly powered by limited experience, as exemplified by presentation by a
public relations specialist at a finance company. She underlined the solidness and experience
of her company at a presentation in 2009 by saying that one employee even had had gone

through the dot.com bust in 2001 in addition to the most recent one. The trend of hiring young
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inexperienced bankers became the norm, since older ones were perceived having a less risk
appetite. One former savings bank CEO | interviewed stated that all the competitors were hell-
bent on hiring young and aggressive bankers; one even saying that none over 25 years old
should be hired. Arnason (2012) noted that one foreign compliance officer described the
atmosphere at banks as “cultish” with pressure of uniformed thinking. That meant, as Arnarson
stresses, hiring young (mostly) males with investment banking mentality, quoting one former
bank director at Kaupthing who said that it was hard to change the culture but not the bank’s
employees. The 14 person unit at an interbank desk of one bank dealing with loans totalling
20% of Iceland’s annual Gross Domestic Production (GDP) had the average bank work

experience of approximately one year.

Imitating other international bankers, Icelandic bankers quickly learned that getting deals done
meant more than actually doing the homework before deal was decided. An internal video at
Kaupthing bank even emphasized how much quick actions mattered.®® | interviewed an
international banker who said that finance professionals all over the world began emphasizing
short-term rewards and disregarding long-term value. Icelandic bankers in general it seems
were thus maybe not as special as some people suggest, simply maybe a bit worse behaved. A
Merrill Lynch report written probably sums up the general attitude towards Icelandic bankers

in spring 2008 only six months before the banking system collapsed.

When clients ask us why the Icelandic banks are considered to have a higher
risk profile than their other European peers, one does not have to search hard
for answers: rapid expansion, inexperienced yet aggressive management,

high dependence on external funding, high gearing to equity markets,

68 http://www.youtube.com/watch?v=31U54cgf_OQ
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connected party opacity. In other words: too fast, too young, too much, too

short, too connected, too volatile.

The Sheep Bankers

This development of Iceland’s banking system and Icelandic bankers’ behaviour above has
been documented substantially since the crash. The Icelandic Parliament had for example a
thorough investigative report written by a Special Investigative Commission about the causes
of the crash of the Icelandic banking system by investigating the three main banks in detail,

released in April 2010.

Another report, also by the request of the Icelandic government, will be released in 2014 that

focuses on the fall of the Icelandic savings banks.

While the three main Icelandic banks were infamous for their rapid growth, savings banks were
for the most part left behind. The general perception is that young and greedy bankers were
responsible for the downfall of the Icelandic banking system, swept by new international trends
but like cows being set free during spring not handling the freedom necessarily well. Such a
perception was never part of the savings banks, which on surface stayed much closer to the
traditional rural banking business. Unlike the main three banks, the savings banks never had
the glamorous perception in their business; they were relatively modest in their foreign
expansion and did not have the aura of Business Vikings among their main CEOs or owners.
One of their advertisement campaigns even made fun of one of the Icelandic investment
companies, emphasizing that they themselves, the savings banks, serviced their customers, thus

indicating that the others did not.

A glaring example of the extremely risky investments of the saving banks is the investment

company Exista. It demonstrates that no one in Iceland, neither the general public nor most
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bankers and investment managers, fully realized the risks associated with fast, exponential

growth during the economic boom of 2003 to 2008.

Exista was formed by Kaupthing Bank in association with the savings banks, which wholly
owned Kaupthing before its shares were spun off in early 2000. Savings banks were combined
the second largest shareholder, with a 16% ownership via direct and indirect holdings in Exista,
which was a huge investment company with total assets at year end 2007 amounting to 8 billion
Euros; about half of Iceland’s annual GDP using the currency rate of the time and a market
value of 2.5 billion Euros (Exista, 2007). The market value of Exista was, however, twice the
amount only six months earlier meaning that its market value was about a third of Iceland’s

GDRP at its highest point.

Exista invested the bulk of its capital in very few companies and practically all in its largest
shareholder’s own company, the food producer Bakkavor, and their main associate, Kaupthing
Bank.® The largest holding year end was, however, the insurance company Sampo Group,
which was rumored to be a take-over target of Kaupthing. The combined book value of
Kaupthing and Sampo was 4.7 billion Euros, nearly 60 percent of Exista’s total assets.
Bakkavor accounted for approximately 7 percent of total assets; hence two-thirds of Exista’s
capital was sitting in three companies, all listed on public stock exchanges. Most of the

remaining assets were either other listed stocks or loans.

Exista was, furthermore, a leveraged company, meaning that it invested not only money that
itself owned but also borrowed money to finance its investments. It actually borrowed money
excessively and increased its leverage in 2007. This meant that Exista made tremendous profits

when stock markets prices were going up, but also meant that a slight dip in those stock prices

69 The interconnectedness is outside of the scope of this paper.
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would incur heavy losses. Exista’s assets swelled in size during the Manic Years, increasing in
size of 80% during 2007, its liabilities yet grew even considerably faster meaning that its
inherent risk was increasing due to leverage. By looking at the book value, the year end 2007
equity ratio’™ was 29.5 percent, down from 43.2 percent the prior year. It was in reality,
however, around 20% meaning that if its assets value would drop by the same percentage the

value of the firm would have gone down to zero.

The Exista stock was a huge base of equity of many savings banks in Iceland and its rise in
market value the major, if not sole at some savings banks, source of profits during the peak of
the Manic Millennium. The Savings Bank of Keflavik is an excellent example. The savings
bank had three-quarters of its shareholders equity directly and indirectly in Exista. From year-
end 2002 to year-end 2006 it had more than doubled its balance sheet. Many other savings
banks had similar elements in their balance sheets, recklessly lending money from extremely
fragile balance sheets. In fact, well over half of the total equity of the combined savings banks
system in Iceland consisted of stocks directly and indirectly (via a holding company) of

ownership in Exista stock in 2006 (Special Investigation Commission, 2014).

This muddles the general perception that Iceland’s financial crash was caused by irresponsible
young bankers the nation adored as being some sort of Business Vikings. Savings banks were
just as reckless in their operations and one could even assert that their profit base, and thus
equity base, was purely built upon one investment company that had risks associated with the
stock market to such an extent that a relatively common drop in stock prices would deplete its
equity base and hence its worth. While the representatives of savings banks did not make any

claims of being international in stature nor involved in much risk taking, their business model

70 The equity ratio shows the proportion a company uses of its own money to finance its assets.
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and risk in operations were more than even their directors and board members realized, with

apparently very few of them understanding the risks associated with their main investments.

This, furthermore, raises the point whether certain aspects of Iceland’s culture had some
influence on the nation as a whole, including young and old bankers. While the “bad” bankers
may have had a clue about the risks they were participating in, the older and “wiser” savings
bankers seemed to be ready to partake in the Manic Millennium while it served their interests
well. One could say that they were no lesser participants in pulling wool over the nation’s eyes,
with many of them probably with some over their own eyes. It certainly does not fit that it was
merely some young bad bankers that caused such economic collapse. The whole nation
participated. Some common precipitating factors were in place for financial bubbles to occur.
They include added liberalization of currency flows, a New Era thinking and increased
communication (in the case of Iceland was the Internet and added access to foreign television
stations), making people feel as they are part of a larger world (Kindleberger & Aliber 2011,
Reinhart & Rogoff 2009, Shiller 2005). There may, however, be other common threads

explaining this development that cross cultural studies may provide a direction to.

Application of the Hofstede Dimensional Model

Looking at the Hofstede cross-cultural model from a general point of view provides few clues
as to the origin of the crisis. Iceland’s culture has often been compared to Nordic ones. Stefan
Olafsson (2003) maintains that Icelanders share many cultural, political and social aspects of
Nordic countries but yet showing strong American characteristics such as a strong sense of
individualism and independence and resentment towards central authority (as put forth by
American sociologist Richard F. Tomasson in his thesis). Only a few studies about the culture

of Iceland have been done by researchers using the Hofstede Dimensional (Eyjolfsdottir &
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Smith 1997, Jonsson 2004 and Adalsteinsson, Gudmundsdottir & Gudlaugsson (AGG) 2011).
Hofstede’s own personal estimates have also been used as a reference in the matter (Vaiman,
Davidsson & Sigurjonsson 2010). Although the study in 2011 was the only one that could be
maintained meeting high academic standards, the results were still similar between Icelandic
studies and Hofstede’s estimates. The results were also similar to Nordic nations, giving

strength to the common perception of the Icelandic culture being similar to Nordic ones.

A study by Sigurjonsson & Mixa (2011) shows, however, that Nordic nations differed
tremendously from Icelanders during the build-up of the financial crisis. By looking thus at the
general culture of Iceland and comparing it to nations generally considered being culturally
alike provides no indication why Icelanders were much worse caught in the banking frenzy

during the Manic Millennium.

Instead of focusing on some holistic picture it may be worthwhile focusing on certain elements
of Hofstede’s dimensions. One might for example think that some sort of risk taking is inherent
in Iceland’s culture as in Hofstede’s Uncertainty Avoidance (UAI) dimension, even with a
propensity to break the law. The few such studies that have been done on the Icelandic culture
show, however, no glaring indications of Icelanders having a low UAI dimension. According
to the AGG study in 2011, Icelanders were in one certain sense different from other nations and
that was the sense of strong individualism, thyming with Olafsson’s take’ on individualism.
Not only was the Icelandic nation with the high sense of individualism, it actually had the

highest score world-wide, tied with the United States.

INSERT FIGURE 1 NEAR HERE

i Olafsson referring to Tomasson‘s thesis.
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Hofstede (2010) points out that increasing individualism since the 1990s has been a major force
of international deregulation, even maintaining that some public monopolies have been
replaced for ideological reasons rather than pragmatic ones. This rhymes with Olafsson’s

(2010) general description as being the main characteristic of Icelanders.

In a work in process Mixa & Vaiman propose that neo-liberalistic ideological forces sweeping
most of the globe during the period from the 1980s onwards had dissimilar effects on nations
depending on their perceptions of individualism. Although the authors are not aware of studies
having shown a conclusive correlation between high individualistic scores among nations and

Neo-liberalistic ideologies, it can be assumed that a connection does exist, as Hofstede suggests.

I have earlier pointed out (Mixa 2009) that one of the typical precipitating factors Shiller (2005)
suggests being of a financial bubble, one that Iceland and the United States had in common
during the recent financial bubble build-up (Shiller refers to the dot.com bubble in his analysis),
is the expansion of defined contribution pension plans. Danielsson (2012) concludes that the
increase of such plans in Iceland may have contributed to Icelanders’ lesser needs in setting
aside money for the future, but in a contradictory way people seem to save even less on the
whole (or put another way, spend more than they set aside in savings) than before. This may
explain why dimensional indicators diverge from financial ones in explaining the behaviour of
savings and risk appetite among nations. Duménil and Lévy (2011) contend that where Neo-
liberal influences are rampant, more leverage is prevalent with the savings ratio falling ever
more. This serves little explanatory power of the recklessness of the young Icelandic bankers
but provides hints of why old and “wise” bankers were willing to engage in such leverage as

was inherent in the operations of Exista and thus the (almost) whole savings banking system.
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By looking at savings ratios of nations with the highest individualistic scores from Hofstede’s
dimensional studies, it becomes apparent that such nations do have in common very low savings
ratios that tend to have decreased further concomitantly as Neo-liberal influences have grown
(there is no known study of such influences, but are assumed having had grown, e.g. via

increased inequality in income). This trend can be seen in Figure 2.

INSERT FIGURE 2 NEAR HERE

Iceland has obviously been least inclined to save for a rainy day. It is interesting that nations
like the USA & UK that also live in a rather stable political surrounding have a much lower
savings ratio than nations number three, four and five in Hofstede’s individual/collective
dimensional index. This clearly shows a strong correlation between cultures having less

inclination to save where individualism is extremely highly prevalent within society.

Summary

Financial indicators such as the savings ratio appear to provide clues about cultural behaviour
that also importantly measures how people actually behave. Jones (2007) has pointed out that
the strong emphasis on surveys is a drawback on Hofstede’s methods but it can also be pointed
out that surveys do not distinguish between people’s perception of themselves and how they
actually behave contrary to financial indicators which (often) show in a more concrete manner
how people behave in practice. While Icelanders were in awe of their young bankers’ success,
as is common during financial euphoria, the actions of the savings banks suggests that no such
extravaganza was needed, simply a cocktail of ignorance while the going was good and great
belief in individuals performing miracles that in hindsight were (way too much) too good to be

true.
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The Icelandic nation can also be described as living in total isolation, then, not due to its location
as is commonly seen but due to the nature of its foreign business ties. The transformation during
a short span of years very likely changed thus much more rapidly Icelandic cultural identity
than is assumed in Hofstede’s work (2010). This change, although unusually sudden, is not an
anomaly. History shows that the definition of culture has often been intertwined with economic
developments, such as Adam Smith noted when writing The Wealth of Nations, not merely
describing economic concepts but more in a sense the cultural developments he was witnessing
within a society quickly transforming into a market economy on the brink of the industrial

revolution (Beugelsdijk & Maseland 2011).
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Figure 2 Savings Ratio in Highest Scoring Individualistic Countries 1990-2012
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Abstract

The Icelandic government privatized the three main Icelandic banks in 2003 only to
take them into receivership 2008 to prevent them from bankruptcy. Comparison studies
show that certain features are the harbinger of economic meltdowns and Iceland was
no exception. We use in this article insights from theories about globalism and culture
to gain a deeper understanding of why warning signals were ignored when financial
history indicated that a recession or even a major financial crash was imminent. We
show that the Icelandic economic miracle was interpreted in a very nationalistic manner
in Iceland despite being built upon an increased participation in global processes.
Historical comparisons may appear irrelevant in an environment where nationalistic
characteristics are being emphasized and thus facilitate the shunning of obvious
warning signs that otherwise would be obvious. The banking system of Iceland is given
special attention in this context and show that this nationalistic discourse about
Icelandic investors and bankers had no obvious connections to the historical
development of the Icelandic banking system. There is a certain paradox that the
Icelandic banking system was simultaneously shaped ever more in accordance with
international financial systems as the same system was conceptualized as a part of
Iceland’s nationalistic characteristics. Economic variables are thus part of a global and
local environment, simultaneously entangled in nationalistic ideas and social

environments.

Keywords: Financial crash, nationalism, finance, globalization, culture
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Utdrattur

Arid 2008 tok islenska rikid yfir prja sterstu banka & Islandi til ad forda peim fra
gjaldproti en peir hofdu verid einkavaeddir adeins fimm arum adur. [ pessari grein
bendum vid & hvernig islenskir bankar voru tulkadir hér & landi med afar
pjodernislegum haetti eftir 1995, pratt fyrir ad vera mikilvegur hluti i péatttoku
[slendinga i hnattveeddum ferlum. | umhverfi par sem &hersla er 16gd & sérstédu
bjodarinnar getur sdgulegur samanburdur vid adra virst vera fraleitur og pannig
audveldad ad litid sé fram hja advorunarmerkjum sem annars a&ttu ad vera augljoés.
Akvedin pversogn felst i pvi ad & sama tima og islenskt bankakerfi fylgdi pvi sem var
ad gerast & alpjodlegum morkudum var fjarmalaumhverfid & islandi i auknum maeli
tilkad sem hluti af pjodareinkennum islendinga. Hagranar breytur eru pvi samhlida
hluti af hnattrenu og stadbundnu umhverfi jafnframt pvi sem per eru tengdar

samfélagslegum hugmyndum um pjéderni og samkennd.

Efnisord: Bankahrun, pjédernishyggja, fjarmal, hnattveeding, menning
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Paper 5: Banks Glowing in Nationalism: The Financial Crash, Globalization and
Culture

Introduction

Within the neat stack of promotional materials at the National University Book
Museum of Iceland is a small brochure from Landsbankinn, which was probably
released during the height of the economic expansion. The title on cover reads: “We
Know Our People. “”2 Each page contains an illustration on one side and a short text
on the other side. Remarkably, the text contains no data regarding the bank‘s activities,
services, or really anything relating to banking operations. The purpose of the booklet,
according to its own introductory words, was to remind people that "the employees of
Landbankinn's staff has played a key role in the development progress the Icelandic
nation has taken for more than 100 years." The brochure does not, however, outline
this role but rather offers details of the "fascinating peculiarities” of Icelanders that
make "us unique,” as it says in the text. The privatization of the three largest banks in
Iceland was completed in 2003, but its aim was to "provide banks future opportunities
and good profitability” as stated in a press release from the Prime Minister
(Forsaetisraduneytid, 2002). Many promotional booklets were distributed to Icelandic
homes - as was possibly the case with this brochure - which helped to make the banking
practices part of the daily reality of people. Only five years after the privatization was
completed the Icelandic government was forced to bail out the banks to prevent them

from bankruptcy. Foreign creditors lost the equivalent of double the value of all real

"2 In Icelandic the text is ,,Vid pekkjum okkar folk.
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estate in Iceland (Mar Wolfgang Mixa 2011). Banks played in this scenario a key role
because Icelandic investors were either the banks themselves or companies loyally

supported by the banks.

In parallel with the Icelandic banks becoming a part of the global financial system, they
were re-defined in Iceland from nationalistic ideas. Their re-definition included the
notion that the banks"main purpose should not merely be serving the local community—
consisting of Icelanders — but had simultaneously a larger international role. The role
of the banks was in that sense considered to mirror the role of Icelanders as a whole.
Increased international relations and global processes have in this sense been a fertile
ground in raising new questions of nationalistic identities in a changed social
environment. A few decades ago, when the theoretical debate about globalization was
growing, some scholars wondered whether the importance of nation states would
decline (Appadurai 1991). The reality has been different, with the nation continuing to
be an important platform for identity (Ginsberg, Abu-Lughod and Larkin, 2002). A
standardized vision of culture and cultural differences has thus been growing in
contemporary discussion, possibly as a reaction to the increased flow of people and
ideas (Gupta & Ferguson 1997, Xavier, Rosaldo & Rosaldo 2002). Ideas in focusing
on culture have also received increased attention because the concept of culture has
been used by liberal ideologists as some kind of label or brand in global
marketing. Culture has thus become marketed with increased globalization, which
contributes to further objectification and its importance to organize diversity in a

globalized world (Moore 2004, 78). One characteristic of the present, as Andreas
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Huyssen (2001) points out, is constant reminders of the past where historical events are
used to create a specific framework to understand the present. Anthropologist Arjun
Appadurai (1996) describes this as a “warehouse of cultural scenarios‘“where memories
are selected to frame the present. In our example here, the nation branding was
primarily directed at the Icelanders themselves and the creation of their identity as

Icelanders in a neoliberal world.

The Icelandic financial system grew in a similar fashion as has happened in the
precursor of prior banking crisis elsewhere, with clear bubble characteristics
(Sigurjoénsson & Mixa 2011). We suggest that a nationalistic focus emphasizing the
uniqueness of Icelanders, selected from a warehouse of cultural scenarios, explains to
some extent why the warning signs were ignored when financial historical signals
should have clearly shown that an economic crisis and even historical collapse was
imminent. Our approach is interdisciplinary, underlining that economic variables are
part of society. There is a long tradition of such an approach within anthropology where
researchers have studied the economic systems of different societies as integrated to
other components (Schwegler 2009). Within economics, there has been an increased
focus on the importance of culture to understand economic issues (Hofstede, Hofstede
and Minkov 2010) as well as criticism of how economic issues have often been viewed
primarily as a technical challenges (Hageraud 2003). In a harsh criticism of neoliberal
theories, Steve Keen (2011, 15) points out that the historical approach has in many
ways been exiled from the toolbox of economists and is not taught in many universities

as part of economics. As we show here, one of the ways to connect economics and
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culture is to highlight how economic variables are a part of the global and local
environment, as well as related to societal notions of nationalism and community. In
Iceland, the globalization of the local systems seems to have been interpreted in a very
nationalistic manner, which had little relation to the previous understanding of Iceland
and its relationship regarding the role and nature of banks. A certain paradox lies in the
fact that at the same time as the Icelandic banking system developed in an increasingly
similar manner as other international markets, the financial environment in Iceland was

yet interpreted as a part of the unique national characteristics of the Icelandic nation.

Development of the Icelandic banking system
In accordance with critical research of scholars regarding nationalism (Anderson 1983)

and traditions as a political phenomenon (Hobsbawm (1983), research on Icelandic
nationalism sees Icelandic nationality as shaped by its historical and political context
instead of consisting of a "natural” phenomenon as social discourses often seem to
assume (Gudmundur Haélfdanarson 2000). Icelanders views of their history and
nationality were a long time under a strong influence of the writings of Jon Jonsson
Adils, who in the early 20th century connected together the Icelandic national identity
and progress in the spirit of the ideas the German philosopher Johann Gottlieb Fichte
(Sigridur Matthiasdottir 1995, 41). The idea of one nation with the same history and
future has continued to be important (Gudmundur Halfdanarson 2000, 7), as well as
the idea of the superiority of the Icelandic language and nationality (Sigridur
Matthiasdottir 2004). The Icelandic authorities have also for a long time
institutionalized specifically signature symbols of the Icelandic culture and thus

influenced the public‘s understanding of what is important regarding the Icelandic
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nationality (Gudmundur Halfdanarson & Olafur Rastrick 2006). As Olaf Rastrick‘s
research on cultural management shows, one can early see an emphasis by authorities
on culture as important in constructing Iceland as a modern nation (2013, 76-77).
Although the role of the Icelandic banks in the context of the Icelandic economy and
what may be described as its shortcomings (SIC 2010, Jon Danielsson & Gylfi Zoega
2009, Gylfi Zoega 2008), no studies have researched the role of banks in the wider
community and cultural context nor how their role was re-defined in the expansion
period. Gudmundur Jonsson has (1995), however, pointed out that Icelandic economic
policy has been influenced by nationalism, which aims included ensuring economic
independence of the country and security of the nation (76), but also as being necessary

to establish a national economy and build an institutional infrastructure (80).

Compared to other European countries, the Icelandic banking system developed
relatively late with Danish traders serving to some extent the same role as financial
institutions by providing loans when it was necessary for trading activity. lceland
gained increased control of their own finances by the granting of a constitution in 1874
(Gudmundur Jonsson 2004). The National Bank of Iceland or Landsbanki Islands was
established by the government in 1885 and began operations a year later. The name
reflected the bank‘s purpose, to be a bank for the whole population, as it was a mixture
of being a traditional bank and a central bank; with permission from the government to
print a limited amount of money insured by the State. Its purpose was to "facilitate
money transactions in the country and support industrial progress” (“Althingi< 1885,

61). Savings banks came to the scene during this period but they were small and rarely
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long-lived. Their names reflected their role as being primarily a service unit for their
local area. Savings banks began achieving a stronger foothold from 1870, mainly with
the introduction of the Savings Bank of Reykjavik (Sparisjodur Reykjavikur). In 1904
Danish investors founded a bank in Iceland. Despite being owned by non-Icelanders
and being the first financial indicator of an international connection, the Danes decided
to name the bank The Bank of Iceland or simply Islandsbanki (Asgeir Jonsson 2009).
The bank received a license to issue lawful Icelandic currency, which made it indirectly
some kind of central bank of Iceland. The state had granted to the industries various
payments in different ways, which led to the establishment of the Agricultural Bank of
Iceland (Bunadarbanki islands) in 1929 that began operations a year later (Gudmundur
Jonsson 2004). Islandsbanki became bankrupt at the beginning of the Great Depression
in 1930 with the Government of Iceland overtaking the operations of the bank and
founding a new bank, The Bank of Iceland‘s Fisheries (Utvegsbanki Islands), which
became the main commercial bank for the fishing industry (Sveinn Agnarsson 2004,
Asgeir Jonsson 2009). Despite the general sense that the role of the banks would be to
service certain groups, the banks were also seen as having a parallel role in establishing
Iceland as becoming both a modern and independent nation. A good example of this is
the special issue of Falkinn issued in 1938 on the occasion of 20 years of Iceland's
sovereignty, combining a highly targeted promotion of Iceland as a country on a
journey towards modernization. The magazine, mostly written in Nordic languages,
introduces various institutions of the country and industries along with some arts. In
the issue Landsbanki Islands and the Bank of Iceland‘s Fisheries advertise their

activities with full-page advertisements, probably aiming to show the modernization
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and development of Iceland in line with other European countries (William Finsen &
Skuli Skalason 1938). As Gudmundur Jonsson (1995) has pointed out, nationalism did
not have the effect of Icelanders wanting an unchanged economic situation, but there
was on the contrary great interest in the development and modernization of industries

(86).

This specialization of the banks operations relating to special groups of borrowers
continued during the next decades. Banks, which lent those who wanted cheap credit,”
were established during the following decades. Their names reflect that their main
purpose was lending to certain interest groups rather than focusing on some sort of
specialization in the types of loans (Sigurdur Johannesson 2004). The Industrial Bank
of Iceland (Idnadarbanki islands) was established in 1953, The Icelandic Bank of
Commerce (Verzlunarbanki islands) in 1963 and the People's Bank of Iceland™
(Alpydubanki Islands) in 1971 (Asgeir Jonsson 2009). These above mentioned banks
bought the Bank of Iceland‘s Fisheries in 1989 (Sveinn Agnarsson 2004) and merged
into one bank named Islandsbanki.”s Savings banks kept their specific association to
local services, identifying themselves through their names that included the names of
their towns and districts or even trade, as with the Savings Bank for Engineers
(Sparisjodur vélstjora), which was founded in 1961, during the same time as the banks

associated themselves with certain professions. During the following decades the

73 Real rates were often negative during this period, meaning that by investing in tangible investments,
such as property, resulted in easy real profits.

4 The people here refers mainly to union workers.

S This is the same name as the bank established in 1904 but there is otherwise no connection between
those banks.
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banks’ slogans, e.g. in their marketing, constantly put in the forefront the mutual
connection of financial institutions and their customers. Landsbanki islands referred to
itself as a "bank for all Icelanders.””¢ On the 100th anniversary of the bank in 1986 it
was heavily advertised that the bank had been the bank for all Icelanders in 100 years,
with very similar overtures being heard during the next decades, even in 2006 when
the bank was focused on foreign growth. The Agricultural Bank‘s advertisments
emphasized that it was a "Trustworthy bank." The slogan gained its credibility from
the fact that the bank had been established to service agriculture, which was the basic
foundation that the country and thus the nation could thrive. The slogan had a
tremendous impact, as reflected in the fact that people referred to it when making
transactions via the bank.”” The savings banks emphasized the symbiotic common
interests of the savings banks and the interest groups (usually local interests) they
serviced by hammering in their nationwide ad campaigns that they were operating "for
you and your people" (fyrir pig og pina), arousing a sense of a close-knitted
community, based to some extent on the view that Iceland was a small country where

everyone knew everyone.

Iceland‘s banking system slowly crept from the highly regulated controls during the
1980s (Sedlabanki Islands 2006, 31). Liberalization in terms of capital movements

occurred at the beginning of the next decade with controls on capital movements being

76 In Icelandic Banki allra landsmanna, which literally means the bank of all inhabitants but we use
here the implied meaning, i.e. Icelanders.

7 A personal experience of an employee of the brokerage unit of the bank. This happened especially
often when older people were investing in the bank‘s mutual funds.
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removed in full in 1995, a year after Iceland became a member of the European
Economic Area (EEA), which also paved aside the removal of restrictions on foreign
investment (Sedlabanki Islands 2006, 31). Iceland's membership of the EEA market
was one of two important junctures occurring at the same time, with major steps taken
towards internationalization and with the liberalization of the banking system paving
the way of its development towards a similar one as it was before islandsbanki (the
initial one) went into receivership in 1930 (Sedlabanki islands 2006). Iceland's banking
system was at the turn of the century operating mostly like other international modern
banking systems, but lacked experience, both in regards to employees of the banks and
the Financial Supervisory Authority, which was frantically adjusting to the rapidly
changing banking scene. Simple and customary practices in international banking such
as the separation of bankers dealing with the bank‘s proprietary investments and
investments of behalf of their clients had only been enacted in 2002 (Fjarmalaeftirlitid
2002). In 2000, islandsbanki merged with an investment vehicle, which had been
transformed into an investment bank only two years before by the Icelandic
government on the basis of various governmental loan funds. islandsbanki had at that
point in time recovered after a difficult time during its formation in 1989 and had

become powerful and solid bank.

The process of privatization began in 1998 and was completed in 20027% when the state
sold the rest of its stake in two of the three major banks in the country. Originally, the

idea was to sell a controlling stake in Landsbanki islands and the Agricultural Bank to

8 The final payment was in 2003.
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foreign banks and thus easily gain strong international connections and knowledge. The
result was, however, to sell the banks to domestic residents.” Scholars have shown that
neoliberal policies, where state owned enterprises have been sold, including banks,
have often been released from the shackles of the politicization of the surface but sold
to individual parties related to dominant political forces (Steger & Roy 2010, Duménil
& Lévy 2011). There is no reason to believe that this does not apply to Iceland when
state enterprises were privatized. The domestic investors were inherently more
investment bankers than old-fashioned commercial bankers. Their goal was usually to
expand the banks’ balance sheets rapidly and become major players in international
markets. Soon after the privatization was completed, the banks resembled more
international investment entities than the local domestic service units Icelandic banking

had been for decades (Olafur Hallddrsson & Gylfi Zoega 2010).

Iceland‘s entry in the EEA was obviously a big step towards the internationalization of
the country and had a major impact on the country's financial system, which could now
operate within such an international region. It was thus straight-forward that the
Icelandic financial regulatory system was adapted in such a way that it would take
account of the regulations in the European region. From the beginning of 2003 until
the end of 2007, Icelandic banks financed themselves in the area in massive amounts,
opening branches across Europe and buying financial companies (Prostur Olaf

Sigurjénsson, 2010). It is ironic that this rise in capital inflows came mostly from

9 1t has never been publicly explained why the stake was not sold to foreign entities. It can be argued
that it was done to insure power on behalf of the controlling authorities during that time, who could
choose who would be board members of the banks.
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financial institutions in Europe providing local financial institutions loans. Icelandic
parties, meanwhile, believed that they found few promising investment
domestically®® and thus used the funds to invest in European companies (Aliber 2010).
German banks lent, for example, much of the money to Icelandic financial institutions,
which then invested in projects that Germans themselves felt hardly be a sensible
investment. The loss that the German banks collectively suffered due to lending
Icelandic banks became, never-the-less, similar to the annual gross national product of
Iceland (Lewis 2011). The strong belief in the efficiency of markets also had a major
impact on the financing capacity of the Icelandic banks. There are examples of foreign
banks having lent Icelandic banks hundreds of million Euros without reliable collateral
for such loans (short-term loans), with almost no analytical study done by their credit
departments and instead relying almost entirely on investment grading done by credit
rating companies such as Moody's and Standard and Poors” (Héradsdomur Reykjavikur

2010, 2012).

Growth through such banking practices was much faster than traditional lending to
households, which underscores the inversion of the alleged role of the Icelandic
banks. This is clearly shown in Figure 1 that shows the increase in lending to holding
companies compared with loans to Icelandic households from April 2005. This figure

does not tell the whole story because such loans were sometimes given with the sole

8 Kindleberger and Aliber (2010) provide an extensive discussion about capital flows between contries
and the consequences on the economies of a nation when a sudden inflow occurs within the economy.
Such inflow usually creates an asset bubble, which also happened in Iceland. The capital inflow was,
however, so much that despite Icelanders increasing their debts, consumption, and the following asset
bubble, yet a great deal of money had to find its way out (again) of the country.
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purpose of buying shares in other companies (Jannari 2009) or even shares of the same

banks that provided such loans (Rannsoknarnefnd Alpingis 2010, kafli 12).

Figure 1. Comparison of the increase in lending to Icelandic holding companies

compared to households.
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Figure 1 shows how much the Icelandic banks lent to holding companies, many of
which were undergoing foreign expansion. The comparison is even more interesting in
light of the fact that mortgage loans, which had mostly been limited to the Housing
Loan Fund by the state, exploded in size in 2004 and were exceptionally high during
this period. Often owners of the holding companies contributed little equity in their

acquisition spree or investments, which meant that they were highly leveraged.&

81 |_everaged investments take place when investments are financed to a great extent with loans as
opposed to owner‘s equity. The higher the percentage of loans used to finance investments, the greater
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Despite the emphasis on international opportunities regarding investments worldwide,
the Icelandic banks sought surprisingly similar assets, many of them well known
businesses to Icelanders prior to the expansion. Retailers in Oxford Street in London
and downtown Copenhagen, places frequently visited by Icelanders on shopping trips
to Europe, are examples of companies that Icelandic entrepreneurs bought and financed
largely with foreign capital. These companies included Arcadia in London, which
owned retailers such as Selfridges, Debenhams and House of Fraser and also clothing
chains such as Topman, Topshop, Wallis, Burton, Dorothy Perkins, Evans, Miss
Selfridge and BHS, Illum and Magazine in Copenhagen. A good example of the
uniformity of the Icelandic economic expansion was the acquisition of the Danish Bank
FIH Bank by Kaupthing Bank in 2004. Kaupthing Bank's assets nearly tripled that year,
of which the acquisition amounted to about 80% of the total increase (Rannsdknarnefnd
Alpingis 2010, kafli 7). The main competitors of Kaupthing Bank in this acquisition
were the other two Icelandic banks, Landsbanki islands and islandsbanki.ln light of the
fact that the Icelandic government had little interest in connecting to the global financial
environment by allowing foreign investors to become dominant investors in the
Icelandic banking sector, it can be claimed that another type of globalization of
Icelandic banks took place with the expansion of Icelandic investors, who were either

the banks themselves or companies supported loyally by them. A CEO of Kaupthing

the risk becomes but also the rewards. If for example an investment is made for $100 and the owner*s
equity is only $10, a mere 10% rise in the value of the investment doubles the value of the owner‘s
equity, making the investor look like an investment genius. If the investment, however, falls in value of
merely 10%, the investor‘s equity has been wiped out. It is also worth pointing out that a few court
cases have recently taken place where some Icelandic bankers have been accused of lending holding
companies money for the sole purpose to invest in the bank‘s shares in order to stem their descent in
the stock market.
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Bank said in a private meeting that the company intended to become like the investment
bank Merrill Lynch,®? recently visited by Kaupthing Bank members, and some of
Kaupthing‘s employees at a later date said jokingly that they were becoming like
Goldman Sachs in Iceland (Asgeir Jonsson 2009). As discussed more closely in the
next part of the article, the concept of "Vikings" became increasingly used in
connection with these purchases abroad, with the ownership of the media was
increasingly moving into the hands of the largest customers and owners of banks (Alda
Gudran Askelsdottir 2009). Instead of referring to the Icelandic banking system as a
local system, a concept related to expansion was formed that intertwined with a vague

idea of the Viking heritage of Iceland (Kristin Loftsdéttir 2009).

Globalization and nationalism
It should be emphasized that when the privatization process of the banks was

completed, the following growth of the banking and securities markets in Iceland was
historically unknown world-wide. The Icelandic stock index rose by 56% in 2003, 59%
in 2004 and 64% in 2005, meaning the index rose fourfold during that period (Gylfi
Magnusson 2006).2 Even compared with other stock markets, which also rose a great
deal during the same period, the rise in Icelandic shares was noticeably the
most. Figure 2 shows how fast the Icelandic stock index rose compared with the other

Nordic countries since the beginning of 1999. This success was coupled by the

82 This was said in a conversation with a banker who worked closely with Kaupthing Bank during
those years.

8 Fridson (1998) shows that the most historical rise of the stock market value in the U.S. during one
year, measured from the first trading date to the last one each calander year, was in 1933 when the
stock index rose 54%. That rise occurred, however, after the Dow Jones stock index had fallen almost
90% from its peak value in the midst of the Great Depression.
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conception that it was in some way a result of the "nature™ of the Icelanders themselves,
reflected in how the foreign acquisitions among Icelandic businessmen was linked to

national characteristics of Icelanders.

Figure 2. Comparison of the stock markets of the Nordic countries.
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The increased emphasis on nationalism was reflected within the banks
themselves, as can be seen in the names and transformation of the banks’
slogans. Landsbanki Islands kept both its name and slogan that refers obviously to no
special sectors or groups. It also fitted well to the image of "us" Icelanders being
Vikings on some sort of conquest, which related still to being the bank of all
inhabitants/inclusive Icelanders, except now, the term "inhabitants™ was probably not
in the minds of the public associated with the role of banks in Icelanders’ daily life, but
the Vikings that were expanding in new territories. The advertisments during that
period were also increasingly utilizing references to the country and nation with images
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of Icelandic landscapes or unifying symbols of the Icelandic nation, such as works of
art or artists. By looking at older banking advertisements one can see a the emphasis
on quality customer service as being the key focus of the banks and additionally
references to specific sectors or groups. When Kaupthing Bank and the Agricultural
Bank merged in 2003 (Kaupthing Bank in reality overtook the operations) the name of
the new bank was first changed to an abbreviation of the two banks, a neutral and non-
localized name KB-Bank. It was then converted again to the name Kaupthing Bank,
which was Icelandic but had become a well-known name abroad. The bank discarded
the "Trustworthy Bank" slogan that had been damaged during the turn of the century,
but the focus was anyway on growth rather than trust. islandsbanki changed its name
to Glitnir Bank in 2006 to provide the bank an international ambience (despite that,
many foreigners struggled to pronounce it), but held at the same time a connection to
Iceland. In Iceland, a considerable emphasis was placed on the connection to the Nordic
mythology in the new name although little effort was put in providing a detailed
explanation of the concept: Glitnir was the dwelling of the Asa president that was
maintained to be covered with silver, with the pillars, walls and beams made of
gold.®* Even savings banks were increasingly using abbreviations in their names and
advertising campaigns, such as SPH instead of Savings Bank of Hafnarfjardar and SPV
instead Savings Bank for Engineers, making their relationship with certain professions
or towns less clear and even invisible. When the above savings banks merged in 2006

the merged entity was renamed as Byr Savings Bank, thus leaving no longer any local

8 http://visindavefur.is/svar.php?id=22727
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or professional connection in its name. Joint promotional campaigns of the savings
banks continued to focus on services with the use of the "for you and your people™
slogan, but they were considered to have lost the competition against the banks during
the years before Iceland's financial system collapsed.®> The name of what may be
translated as The Savings Bank of Iceland was in 2006 changed to Icebank, a name that
had been used in relation to its foreign customers since its establishment in 1986
(Icebank 2006). By doing so, the name of the bank was no longer Icelandic but referred
still to Iceland. It was changed back to its original name only a few days after the
collapse of the Icelandic banking system in the autumn of 2008, when it was clear that
the expansion had failed and the possible future life of the bank would only be based

upon its former role of servicing domestic savings banks.®

The re-definition of banks as institutions with no specific relations to certain sectors or
(local) groups within society fit well to social discourses and main emphasis of many
leading representatives of the nation on the new role of the banks, with a parallel
emphasis on the ethnicity of Icelanders as an impact factor in the success of banks and
Icelandic investors. It is particularly interesting how the media discourse during this
time, both in terms of what journalists themselves wrote and their interviews with the

major players in the business community and banks, shows a recurrent reference to

8 It is beyond the scope of this paper but the savings banks began concentrating their profits to an
alarming degree on one particular investment company that was highly leveraged. In fact, while the
savings banks recorded record profits 2005-2007, all of them were derived from the ownership in that
sole investment company. The investment company was was worthless during the beginning of 2008
when the bad effects of leverage became obvious when stock prices were falling.

8 Most of the domestic savings banks were merged with other Icelandic banks built from the ashes of
the older banks, with Icebank being put into receivership in 2009.
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"our" Iceland; success stories abroad thus becomes a part of "our" success, as well as
being rooted in "our" specific national characteristics. References to Iceland‘s
settlement heritage and the Vikings was particularly important when referring to the
warehouse of memories. Those memories were selected from cultural scenarios,
something that is worth keeping note of considering that the local textbooks from the
early 20th century referred mostly to the settlers rather than the Vikings (Kristin
Loftsdattir 2009, 121). A speech by Iceland‘s President, Olafur Ragnar Grimsson, at
the Historian Society of Iceland (Sagnfradifélag islands) in 2006, reflects clearly how
the success of Icelandic investors abroad was linked to the settlement heritage of
Icelanders, those investors being in most cases either the banks themselves or
companies supported by them. According to the President, the Settlement Century was
in a certain way "the beginning of all this" and "people who came here were part of a
culture that sought new opportunities in exotic lands, going long distances in search of
better opportunities, and had thus a similar expansion spirit as the one that has shaped
our recent success"(Olafur Ragnar Grimsson 2006). It was not only newspapers that
evoked Iceland‘s settlement heritage but also public reports, including a report written
by the Chamber of Commerce, which used terms like "Vikings" and "raid" (Por
Sigfasson & Halldoér Benjamin borbergsson 2005, 21 & 33). A report written by a
committee on Iceland's image set by the Prime Minister in 2007 reflects similar ideas,
focusing on the settlement heritage Iceland (Forsatisraduneytid 2008). A discussion in
the Icelandic business journal Markadurinn revolves around an interview that the
Bloomberg news channel had with Bjoérgolf Thor Bjorgolfsson where he talks about

himself, seeing his role to be "an explorer” (Markadurinn 2006a, 8). The journalists
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sometimes use the phrase of Vikings as part of headlines or an explanation of the
success of individuals, which reflects how normalized such references had become
(see, for example, Markadurinn 2006a). This focus on the settlement heritage of
Icelanders intersected with an emphasis that the success of the expansion was based on
the specific characteristics of the nation. The report issued by the Iceland's Chamber of
Commerce regarding Iceland‘s image, as earlier mentioned, reflects this emphasis,
stating that "Icelandic business is [characterized] by flexibility and rapid decision-
making," and that Icelanders are quick to "adapt innovations," which is different for
example from the British (Por Sigfusson & Halldor Benjamin porbergsson 2005,
26). Similarly, the reporter of the journal Markadurinn talks about icelanders as
entrepreneurs that "are willing to take great risks" (Markadurinn 2007a, 14) and in an
interview with the Executive Chairman of Audur Capital it is stated that some consider
"us even a bit crazy people, because we get the idea of doing things that others consider
impossible” (Markadurinn 2007b, 16). The Icelandic government and interest groups
supported this image. A vivid example of this is a key business symposium in 2007
entitled "Iceland is the best in the world? International reputation and image. (island
best i heimi? Alpjédlegt ordspor og imynd)" Iceland‘s Prime Minister and the Minister
of Educations were key participants with some important people from the business
community. The symposium also invited an expert, Simon Arnholt, to introduce to the
Icelandic government a proposal for long-term policies in shaping the image of Iceland
(see Vidskiptabladid 2007, 6). According to a comparative research conducted by
Arnholt, the strength of Iceland‘s image was in 19th place world-wide. According

to Vidskiptabladid, Geir Haarde said on the occasion that he was unhappy with this
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since "we know better and we need to communicate better that we are in the leading
group™ (Vidskiptabladid 2007, 6). His words turn the emphasis from the image as such
to what Iceland is in "reality.” According to his words, "we ,,are in the top class in a
vague classification of nations and the goal is to bring others to understand our
legitimate position. This joint dialogue between Iceland‘s government and the business
community at the symposium can connect to Gudmundar Halfdanrson‘s and Olafur
Rastick ‘s discussion, mentioned earlier, on the importance of the government in taking

up certain nationalistic discourses and legitimate them.

This does not mean that a perfect agreement was on this image Iceland so freely drawn
up in the media. Some questioned the vision that something was uniquely Icelandic
regarding the expansion, even those related to the so-called international
expansion. This is slightly mentioned in a report by the Export Committee of Icelandic
companies regarding Icelandic companies in the Nordic region, stating that it does
"clearly offend various local managers when foreign success is attributed to some ill-
defined Icelandic superiority" (Porgeir Palsson, Hakon Gunnarsson & Sveinbjorn
Hannesson 2006, 15), although this is not covered in an accurate manner. The CEO of
Ossur emphasized in an interview during this period in The Market during this period
that "lIcelanders are not necessarily better than others though we are certainly just as
good" (Markadurinn 2006c, 10). The fact that the person finds it necessary to state this
still provides a strong hint of how such ideas were widely accepted. It is also, however,
clear that the nationalistic discussion in Iceland reflected itself also in foreign

discussion about Iceland and in a mutual interaction with it. One chapter of the
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Chamber of Commerce report is the assessment of British individuals of the Icelandic
business environment, showing consistent themes from the Icelandic media such as the
emphasis on flexibility Iceland and quick decision making (Pér Sigfasson and Halldor
Benjamin borbergsson 2005, 28-29). The British media also reported news detailing
"Icelandic Vikings" with The Market and Vidskiptabladid constantly and diligently
outlining in an exact manner the raves of foreign journalists regarding Iceland and its
expansion on foreign shores. The Market published for example news regarding a
discussion in The Guardian in the UK where it was stated that the "Icelandic
expansionists” are "young, horny and hungry" (The Market 2007d, 12). It should be
reminded, as is reflected in The Market during the 2006-2007 period, the discourse
regarding foreign criticism of the Icelandic expansion abroad and foreign rating
agencies being worried of leverage within the Icelandic banks were often reported as
being something rooted from dubious points of views. This can be seen for example in
the title of an article in The Market in November 2006: "The Danes are aggressive and
there is no protection to be expected within that country: We must defend the lie
ourselves™ (Haflidi Helgason 2006, 12). The title focuses on "us™ Icelanders as one

united group as previously mentioned, where Icelanders are called upon to protect.

Discussion
Lehman Brothers collapsed in October 2008 and it was clear from that very moment

how global processes are interconnected to local conditions (Moore 2004, Haugered
2003) and the compression of time and space that is often cited as the main features of

a globalized world (Appadurai 1996). People across the world, including Iceland,
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watched closely, knowing that the banks’ collapse would have a major impact on the
well-being and the future of their own, despite having no means to realize the
extent. The collapse of the Icelandic financial market set in a similar manner its mark
on the international situation elsewhere. Icelanders were active in interpreting the
international context in which the Icelandic banking system progressed into during the
1990s, and not as part of the increased standardization of the Icelandic system or
increased uniformity, but a very nationalistic manner. Kristin Loftsdottir has talked
about the participation of the Icelandic nation in globalized processes, which had been
an "integrated discourse on identity and international image" where the "national and
international are not opposites, but each feature in their own way the importance for a
national identity" (2007, 160). Symbols of Icelandic nationalism can thus gain a new
meaning in ever changing contexts, where they become part of marketing of Iceland
for Icelanders themselves (Kristin Loftsdéttir 2007, 164 & 169). For certain ideas or
ideologies to receive such custody in the community there needs to be harmony
between them and the experience of individuals, and they must be in conjunction with
their desires and expectations (Eagleton 1991, 14-15). The success abroad and the idea
of the expansion was not separated from the experience of individuals but on the
contrary, the expansion was "general knowledge, lived and touched and repeatedly
proven in the pages of media™ (Kristin Loftsdéttir 2011, 5).%” In the constant discussion

about the fascination of foreigners in Iceland and with such self-promotion it can be

87 Such a view was largely due to the easy access to money from abroad that for a short while creates
added production within society and thus well being. That view turned out scratching only the surface
and is often the precurser of a financial crisis and massive contraction in the economy.
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argued that expansion obtained a strong foothold within Icelandic society. This fits with
Reinhart and Rogoff*s description (2011) of preludes of previous financial crisis, who
argue that public opinion during such upswings involves the belief that "(w) e are
smarter, we have learned from past mistakes ... is built on sound fundamentals,
structural reforms, technological innovation and good policy” (ibid, xxxiv). The boom
in Iceland was financed with funds from foreigners, which is remarkable in light of the

strong national discussion characterizing it.

If one looks at the history of the banking system in Iceland, as we have done here, it is
interesting that the discussion that took place regarding the Icelandic investors and
bankers within the framework of expansion had no visible connection with the
historical development of the financial system in Iceland or banks. The focus was
instead placed on a vague Viking nature that was out of step with the financial history
of the country, which to a certain extent, as one international banker noted, simply did
not exist in Iceland (interview taken in 2012). Within the history of banks and financial
institutions there is little emphasis on "quick decision-making", "independence” or
"flexibility™ as important aspects, as was often associated with the vague Viking nature.
Hobsbawm‘s (1983) concept of "invented traditions" describes this in a certain way,
when modern times refers to the concept of the Settler or Viking and thus indirectly
refers to the fight of independence in the early 20th century (Kristin Loftsdottir
2009). Hobsbawm (1983) points out the importance of such an ideology at a time of
immense changes within society, providing certain ideas custody, enhancing solidarity

among specific groups and justifying the introduction of social layers in the
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community. Increased hierarchies developed in Iceland‘s society, in parallel with a
great deal (and positive) discussion in the media about the lifestyle of those who were
in charge of the banks and the so-called Vikings who created the environment of

expectations and confidence (Mar Wolfgang Mixa 2010).

The strong consensus surrounding the expansion was clearly reflected in the responses
observed within business publications when international rating agencies began
questioning the business practices of the Icelandic banks. The re-action clearly revealed
how criticism regarding the expansion of the Icelandic banks was criticism of "us" and
became, therefore, automatically part of some dubious points of views, as the above
references reflect. This focus on "us" made criticism particularly difficult for Icelanders
to swallow as can be seen in the words of one expert working at SPV Bank (formerly
Savings Bank for Engineers), when he addresses the criticisms of the expansion in the
wake of negative coverage by a rating agency and adds: "It is sadder, however, that
parties in this country have chosen to echo the ill-founded statements and unjustified
criticism of foreign competitors (,,Skodun: Enginn er annars brodir...“2006). This
echoes the discourse before the Great Depression hit the United States. An excellent
example is when Paul Warburg, one of the major forces in creating the Federal Reserve
in 1913, voiced concerns of overheating within the financial system at the beginning
of 1929; he was criticized harshly and even accused of “sandbagging American

prosperity” (Sobel 1968, 126).

231



Conclusion
The Icelandic banking system changed in a relatively short period from being a closed

system, which was based on political and strategic facilities, to being privatized banks
that were supposed to promote greater efficiency in operations and reduce political
interference. The selected way of globalization did not entail the involvement of foreign
parties but primarily supported certain Icelandic individuals to expand their activities
abroad. The banks’ focus changed afterwards: Before their activities focused on
servicing specific groups of Icelandic borrowers but following the privatization the
banks’ new focus was mainly investment opportunities with the aim to become
important participants in the international markets. This change of emphasis gained
permanent foothold after the privatization of banks. The enormous expansion in Iceland
during the decade before the crash bore obvious signs that can be seen in the precursor
to other major financial collapses throughout history, both in economic and social terms
(Reinhart & Rogoff 2008, Shiller 2001). Concerns were being voiced during the
beginning of the new century about the increase in lending, including lending in foreign
currencies (Sedlabanki fslands 2004, ,Vidvorun til allra bankanna“2004). This
criticism was often answered with references to restrictions on loans having restrained
Icelandic households from borrowing and capital liberalization was thus a factor in
adapting to the Western world, a tone similar to what it was in the Nordic countries
during the prelude of the crisis of 20 years ago (Jonung 2008). When material was
sought in the warehouse of memories a special emphasis was placed on a legacy of
Icelandic settlers and their unique ability surviving in a difficult country, while

avoiding obvious but yet important factors such as how much was similar in Iceland
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during this time compared to historical precursors of financial bubble elsewhere - how
Icelanders continually ran at a red light as Mar Wolfgang Mixa and Throstur Olaf
Sigurjénsson (2010) termed it. Here we have pointed out that part of the explanation as
to why the warning signs were ignored can be found in the way globalization was
interpreted in a nationalistic manner in Iceland, underlining that it is often difficult to

separate the analysis of culture and finance.

A strong consensus of the so-called expansion was formed within the Icelandic society,
which was based among other things on how it was defined as "our" Iceland‘s project
and criticism of its individual components was easily interpreted as a criticism of
"us." It is quite difficult to state whether representatives of the expansion Vikings
deliberately took advantage of such nationalistic themes, but they seem have to some
extent tried to exaggerate this relationship, like when one major figure named his yacht
"Viking" and had a three-meter high statue of Leifur Heppni (a figure related to
Iceland‘s settlement) in the lobby of his company‘s headquarters in London (Gudni
Eliasson 2009). It is ironic that this nationalistic expansion was largely financed by
foreign sources, even the Danes, who were at the same time criticized harshly in the
local media. Ultimately, it was also those foreigners who bore the brunt of the losses,
having to finance most of the enormous losses associated with the expansion. The
perception of the uniqueness of the Icelandic banking served the purpose well for the
owners and key stakeholders associated with the banks. The picture of their role and
characteristics was, however, not in any way parallel with historical facts and ideas

concerning the role of the banks.
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Icelandic version
Inngangur

Innan um snyrtilega bunka af kynningaefni & Landsbokasafni-Haskélabdksafni Islands
er ad finna litinn beaekling fra Landsbankanum sem liklega var gefinn Ut & hapunkti
Gtrasarinnar svokolludu. A forsidu segir yfirskriftin: ,,Vid pekkjum okkar folk. A
hverri opnu er myndskreyting 6dru megin og stuttur texti hinum megin. bad merkilega
er ad i baklingnum eru engar upplysingar um starfsemi bankans, pjonustu eda i raun
neitt sem vidkemur bankastarfsemi. Tilgangur baklingsins, samkvaemt inngangi hans,
er ad minna 4 ,,ad starfsfolk Landbankans hefur gegnt lykilhlutverki i framfaraskrefum
islensku pjodarinnar 1 meira en 100 ar*. Baklingurinn ttlistar p6 ekki petta hlutverk
heldur ,,heillandi sérkenni“ fslendinga sem gera ,,okkur einstok* eins og pad er ordad i
textanum. Einkavaeding priggja steerstu bankanna & islandi lauk arid 2003 en markmid
hennar var medal annars ad ,,veita bonkunum framtidarsoknarfaeri og goda ardsemi*
eins og segir i fréttatilkynningu fra forseetisraduneytinu (Forsaetisraduneytid, 2002).
Mikid af kynningarefni bankanna var borid inn & hvert heimili landsins — eins og
mogulega var raunin med pennan baekling — sem atti patt i ad gera banka hluta af
daglegum veruleika félks. Adeins fimm arum eftir einkavaedingu tok islenska rikid
bankana yfir til ad forda peim fra gjaldproti. Erlendir kréfuhafar tépudu pvi sem nemur
tvofoldu virdi allra fasteigna & Islandi (Mar Wolfgang Mixa, 2011). Bankar Iéku hér
Iykilhlutverk pvi islenskir fjarfestar voru annadhvort bankarnir sjalfir eda félog studd

dyggilega af bonkunum.
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| pessari grein bendum vid & ad samhlida pvi sem islenskir bankar urdu hluti af
alpjodlegu fjarmalakerfi voru peir endurskilgreindir & islandi ut fra pjédernislegum
hugmyndum. Endurskilgreiningin a hlutverki bankanna snerist medal annars um ad i
stadinn fyrir ad bankarnir gttu ad pjona stadbundnu samfélagi hefdu peir — og um leid
Islendingar — steerra alpjodlegu hlutverki ad gegna. Hlutverk bankanna var pannig talid
endurspegla hlutverk islendinga sem heild. Aukin alpjodleg tengsl og hnattreen ferli
hafa einmitt vakid upp nyjar spurningar freedimanna hvad vardar hlutverk
bjodernislegra sjalfsmynda i breyttu umhverfi. Fyrir nokkrum aratugum sidan, pegar
freedileg umreeda um hnattveedingu for & flug, veltu sumir freedimenn fyrir sér hvort
mikilveegi pjédrikjanna myndi ekki fara minnkandi (Appadurai 1991). bvert & pessar
vangaveltur hefur pjodin haldid afram ad vera mikilveegur vettvangur samsdémunar
(Ginsberg, Abu-Lughod and Larkin, 2002). St6dlud syn & menningu og menningarmun
hefur pannig fengid vaxandi forraedi i samtimanum, mogulega sem moétsvar vid vaxandi
uppbroti og auknu fleedi folks og hugmynda (Gupta og Ferguson 1997; Xavier, Rosaldo
og Rosaldo 2002). Hugmyndir i anda edlishyggju um pjodmenningu hafa einnig fengid
aukid veegi vegna pess ad hugtakid menning hefur medal annars verid tekid upp medal
beirra sem adhyllast hugmyndafraedi frjalshyggju sem einskonar merkimidi eda
vorumerki i hnattreenu markadskerfi. pannig hefur menning ordid markadsveedd med
aukinni hnattvaedingu sem studlar ad frekari hlutgervingu hennar og mikilvaegi pess ad
skipuleggja fjolbreytileika i hnattveeddum heimi (Moore 2004, 78). Eitt einkenni
samtimans, eins og Andreas Huyssen (2001) bendir &, er linnulaus upprifjun & fortidinni
par sem sogulegur atburdir eru notadir til ad skapa akvedinn ramma til ad skilja

samtimann. Mannfraedingurinn Arjun Appadurai (1996) talar um og visar til voruhdss
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menningarlegra leikmynda (e. warehouse of cultural scenarios) par sem valid er ar
minningum til ad ramma inn nGtidina. 1 pvi deemi sem hér er til umfjéllunar snyr
markadsvading menningar ekki sidur ad Islendingum sjalfum og sképun sjalfsmynda

beirra sem Islendingar.

Vid leggjum aherslu & ad islenska fjarmalakerfid 6x med afar svipudum hetti og gerst
hefur i undanfara bankakreppa annars stadar med augljos bdlueinkenni (Sigurjénsson
og Mixa 2011). Vid leggjum til ad pjodernisleg ahersla, par sem sétt var i smidju
akvedinna menningarlegra leikmynda og pvi 16gd ahersla & sérstodu islands, Gtskyri ad
einhverju marki af hverju advérunarmerki voru hundsud pegar sagan atti ad syna ad
efnahagsleg kreppa og jafnvel ségulegt hrun veeri i adsigi. Nalgun okkar sem er
bverfaglegt undirstrikar pannig ad efnahagslegar breytur séu hluti af samfélaginu. Long
hefd er fyrir slikri nalgun innan mannfredinnar par sem freedimenn hafa rannsakad
efnahagskerfi 6likra pjodfélaga sem samofna 6drum pattum pess (Schwegler 2009).
Innan hagfreedinnar ma sja aukna aherslu & ad skilja efnahagsleg malefni Gt fra
hugmyndum um menningu (Hofstede, Hofstede og Minkov 2010) sem og gagnryni &
hvernig efnahagsleg malefni hafa oft verid skodud fyrst og fremst sem taeknileg
arlausnarefni (Hageraud 2003). | hardri gagnryni & nyfrjalshyggjukenningar (e.
neoclassical economics) bendir Steve Keen (2011, 15) & ad soguleg nélgun hefur ad
morgu leyti verid gerd Utleeg Ur verkferakassa hagfraedinga og er ekki kennd i mérgum
haskdlum sem hluti af hagfraedi. Eins og vid synum fram & hér er ein leid til ad tengja
saman hagfraedi og menningu su ad draga fram hvernig hagreenar breytur eru hvort

tveggja i senn hluti af hnattreenu og stadbundnu umhverfi, sem og tengdar
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samfélagslegum hugmyndum um pjoéderni og samkennd. A islandi virdist
alpjodaveeding stadbundis kerfis hafa verid tulkud med mjog pjédernislegum haetti sem
atti sér litlar stodir i fyrri skilningi & Islandi & hlutverki og edli bankanna. bad er pvi
nokkur pversdgn folgin i pvi ad & sama tima og islenskt bankakerfi fylgdi i auknum
meeli pvi sem var ad gerast & alpjodlegum morkudum var fjarméalaumhverfid & islandi

tilkad sem hluti af pjodareinkennum Islendinga.

Vid byrjum & ad tala um préun bankakerfisins & Islandi fyrir midjan tiunda aratuginn
par sem aherslan var fyrst og fremst 16gd 4 ad pjona akvednum byggdarlégum eda
starfsstéttum. Peir meginpeettir sem urdu til pess ad petta kerfi breyttist eru svo raktir
sem og hvernig pad var sampeett alpjodlegu fjarmalakerfi. Bent verdur & hvernig
almenningur var virkjadur til ad stydja pessar breytingar med tilvisunum til
pjodernislegra hugmynda um eiginleika og hlutverk islendinga. Islenskir
fjarmalamarkadir og préun peirra h6féu pé einnig ahrif & alpjodlegum fjarmalamarkadi
0g pannig hnattraen ahrif. Vid leggjum &herslu & ad lokum ad prétt fyrir ad utrasin byggi
& pjodernislegum stefum sem l6gdu aherslu & eiginleika Islendingana sjalfra var Gtrasin

b6 ad mestu leyti fjarmodgnud af erlendu fé.

Greinin byggir a Gtgefnum heimildum og frumgdgnum sem voru ad mestu leyti fengin
med eigindlegum adferdum. Meginfrumgdgn eru umraeda fjélmidla um islensku
atrasina & timabilinu 2006-2007, serstaklega eins og han birtist arin 2007 og 2006 i

dagblédunum Markadurinn og Vidskiptabladi Fréttabladsins. Einnig var auglysingum

238



og kynningaefni bankanna fra 1970 til arsins 2008, sem var ad finna &

Landshokasafnio-Haskoélabokasafnio, safnad saman.s8
Proun islenska bankakerfisins

I samraemi vid gagnrynar rannsoknir fraedimenna & pjodernishugtakinu (Anderson
1983) og hefdir sem politiskt fyrirbaeri (Hobsbawm (1983) hafa rannsdknir & métun
islensks pjddernis bent & hvernig islenskt pjoderni er sprottid Gr akvednu sdégulegu og
politisku samhengi i stad pess ad vera ,,nattarulegt fyrirbeeri eins og pjoofélagleg
umraeda virdist oft gera rad fyrir (Gudmundur Halfdanarson 2000). Vishorf islendinga
til ségu lands og pjodar voru lengi vel undir ahrifum fra Joni Jonssyni Adils en i
alpydufyrirlestrum sinum i byrjun 20. aldar tengdi Jén saman islenska pjédernisvitund
og framfarir i landinu i anda hugmynda pyska heimspekingsin Johann Gottlieb Fichte
(Sigridur Matthiasdéttir 1995, 41). Hugmyndin um eina pjéd med sému ségu og
framtid hefur haldid &fram ad vera mikilveeg (Gudmundur Halfdanarson 2000, 7) sem
og hugmyndin um yfirburdi islenskrar tungu og pjodernis (Sigridur Matthisardottir
2004). islensk stjornvold hafa einnig lengi vel stofnanavett sérvalin takn islenskrar
menningar og pannig haft ahrif & skilning almennings a hvad er mikilvaegt i islensku
bjoderni (Gudmundur Halfdanarson og Olafur Rastrick 2006). Eins og rannsokn Olafs
Rastrick & hugmyndum radamanna um menningarstjornun bendir @ ma snemma sja

aherslu & menningarlega endureisn island sem natimalega pjod (2013, 76-77). bratt

8 Gogn byggja 4 tveimur rannsoknarverkefnum: Rannsokn Kristinar Loftsdéttur, Islensk sjalfsmynd i
kreppu, sem styrkt hefur verid ad af Rannsoknasjod Haskola islands og RANNIS - Rannsoknarsjod
Islands. og doktorsverkefni Mas Wolfgangs Mixa undir leidsdgn Vlad Vaiman vid Haskolann i
Reykjavik. Mar vann um arabil i islenskum bénkum og fjarmalafyrirteekjum. Inga Hrénn Hasler, Osk
Sturludéttir og Sigurdur Aglstsson adstodadu vid sofnun gagna sem nytt voru vid skrifun greinarinnar.
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fyrir ad ytarlega hafi verid komid inn a hlutverk islensku bankanna i samhengi vid
islenskt efnahagslif og brotalamir pess (Rannsdknarnefnd Alpingis 2010, Jén
Danielsson og Gylfi Zoega 2009; Gylfi Zoega 2008) hafa rannsoknir ekki fyllilega litid
a hlutverk banka i vidara samfélaglegu og menningarlegu samhengi né hvernig
hlutverk peirra var endurskilgreint & Gtrasartimabilinu. P6 hefur Gudmundur Jénsson
(1995) bent & ad islenska efnahagsstjornun hefur verid undir ahrifum fra
bjodernisstefnu par sem markmidid var medal annars tryggja efnahagslegt sjalfsteedi
landsins og pvi 6ryggi pjodarinnar (bls. 76) en einnig hafi verid naudsynlegt ad setja a

fot pjodarhagkerfi og byggja innvidi stofnanna (bls.80).

Samanborid vid énnur evrépsk riki préadist islenskt bankakerfi tiltdlulega seint med
danska verslunarmenn sem nokkurs konar fjarmalastofnanir sem veittu lan pegar slikt
var naudsynlegt fyrir vidskipti. Islendingar fengu fjarforreedi med stjornarskranni arid
1874, & pasund ara afmeeli landsfundar (Gudmundur Jonsson 2004). Landsbanki
Islands var stofnsettur af rikisstjorninni arid 1885 og hof starfsemi ari sidar. Nafnid
endurspegladi tilgang hans, ad vera banki allra landsmanna i vidum skilningi, enda var
um ad reda blondu af hefdbundnum banka og sedlabanka sem, med leyfi
rikisstjornarinnar, matti prenta takmarkad magn peninga sem tryggdir voru af rikinu.
frumvarpinu um stofnun hans segir ad tilgangurinn sé¢ ad ,greida fyrir
peningavidskipum i landinu og stydja ad framforum atvinnuveganna“ (Austri 1885,
61). Sparisjodir komu til ségunnar a pessum tima en voru smair og sjaldan langlifir.
Nofn peirra endurspegla pad ad hlutverk peirra var fyrst og fremst ad vera

pjonustuadilar fyrir sitt heimasvadi, en sem demi na nefna ad sa fyrsti var kalladur
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Sparnadarsjodur bulausra i Skatustadahreppi.® Upp ar 1870 nadu sparisjodirnir
sterkari fotfestu, adallega med tilkomu Sparisjods Reykjavikur. Arid 1904 stofnudu
danskir fjarfestar banka & Islandi og pratt fyrir ad vera i eigu erlendra manna og vera
fyrsti visirinn ad fjarmalastarfsemi med alpjodlegri tengingu kusu Danirnir ad nefna
hann Islandsbanka (Asgeir Jonsson 2009). Bankinn fékk leyfi til Gtgafu loglegrar
islenskrar myntar, sem gerdi hann 6beint ad nokkurs konar sedlabanka Islands. Rikid
hafdi veitt atvinnugreinunum ymsar fyrirgreidslur med mismunandi leidum sem leiddi
til stofnunar Bunadarbankans arid 1929 sem héf svo starfssemi ari sidar (Gudmundur
Jonsson 2004). Islandsbanki vard gjaldprota i upphafi kreppunnar miklu arid 1930 og
tok rikisstjorn islands yfir rekstur bankans og stofnadi nyjan banka, Utvegsbanka
Islands, sem vard ad vidskiptabanka sjavarttvegsins (Sveinn Agnarsson 2004; Asgeir
Jonsson 2009). bratt fyrir ad litid var svo & ad hlutverk bankanna feelist i pvi ad vera
bjonustuadilar &kvedinna hdpa, var samhlida talid ad bankar hefdu mikilvaegu hlutverki
ad gegna fyrir nyvadingu landsins og pannig fyrir island til ad verda badi natimaleg
og sjalfsteed pj6d. Gott deemi um petta er sérhefti Falkans sem gefid var ut arid 1938 i
tilefni af 20 ara fullveldi islands en par ma sja mjog markvissa kynningu & Islandi sem
landi & leid til nyvaedingar. Bladid er ad mestu & nordurlandamalum og par eru kynntar
ymsar stofnanir landsins og atvinnuvegir, asamt listgreinum. Landsbankinn og
Utvegsbankinn auglysa par starfsemi sina med heilsiduauglysingum sem hafa liklega

pad markmid ad draga fram nyvadingu Islands og préun i samremi vid adrar

8 pad sama ma einnig segja um eignarform peirra, sem var logfest arid 1915, par sem eigendur
stofnfjarskirteina attu ekki 6takmarkad tilkall til hagnadar sparisjédana heldur fér hann einnig i varsj6d
&ltadur til samfélalgslegra verkefna & heimasvaedi peirra.
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Evropupjodir (Vilhjalmur Finsen og Skuli Skdlason 1938). Eins og Gudmundur
Jonsson (1995) hefur bent & hafdi pjdédernishyggja i tengslum vid efnahagsstjornin
landsins ekki pau ahrif ad Islendingar vildu 6breytt efnahagséastand heldur pvert & moti

var mikill ahugi a uppbyggingu og nyvadingu atvinnuhattta (bls. 86).

pessi sérhafing banka ut fra sérsttkum hépum lanpega hélt a&fram nastu aratugi a eftir.
Bankar, sem lanudu peim sem vildu komast i 6dyrt lansfé, voru stofnadir naestu aratugi.
No6fn peirra endurspegla ad peir attu ad lana akvednum hopum frekar en einblina &
sérheefingu i tegundum datlana (Sigurdur Johannesson 2004). Idnadarbankinn var
stofnadur 1953, Verzlunarbanki islands arid 1963 og Alpydubanki islands arid 1971
(Asgeir Jonsson 2009). bessir bankar keyptu Utvegsbankann arid 1989 (Sveinn
Agnarsson 2004) og fékk sameinadur banki nafnid Islandsbanki.® Sparisjodir héldu
afram peirri sérst6ou ad audkenna sig vid sin beaejarfélog og hérud eda jafnvel idngrein,
eins 0g & vid um Sparisjod vélstjora sem var stofnadur arid 1961, & svipudum tima og
bankarnir sem tengdu sig vid dkvednar starfsstéttir. Neestu aratugi & eftir var einnig i
slagordum bankanna, p.e. i markadssetningu peirra, hamrad & gagnkveemum tengslum
fjarmalastofnana og vidskiptavina peirra. Landsbanki islands visadi til sjalfs sin sem
,banka allra landsmanna“. A 100 éra starfsafmali bankans 4rid 1986 var auglyst ad
hann hefdi verid banki allra landsmanna i 100 ar og svipad stef matti heyra nastu
aratugi a eftir, jafnvel arid 2006 pegar ahersla bankans var & erlendan voxt. Auglysingar
Bunadarbanka {slands visudu til pess ad hann veri ,.traustur banki“. Slagordid sotti

traverdugleika sinn til pess ad bankinn hafdi verid stofnadur til ad pjonusta landbunad,

% Hér eru um ad reeda sama nafn & éskyldri stofnun og peirri sem stofnud var arid 1904,
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sem var pa grunnundirstada pess ad hér gati land og pjod prifist. Slagordid hafdi
gifurleg ahrif, eins og endurspeglast i pvi ad folk visadi stundum til pess pegar pad atti
vidskipti vid bankann®t. Sparisjédir 16gdu aherslu & sameiginlega hagsmuni
sparisjodanna og peirra hopa sem peir pjonustudu med pvi ad visa i sameiginlegum
auglysingum peirra ad peir veru ,,fyrir pig og pina“ og voktu pannig tilfinningu fyrir
nanu naersamfélagi og byggdu ad akvednu leyti & peirri syn ad Island veeri litid land par

sem allir pekktu alla.

A niunda aratugnum mjakadist bankakerfi Islands hagt og bitandi Gr héftum eldri
reglugerda (Sedlabanki Islands 2006, 31). Afnam hafta hvad vardar fjarfledi atti sér
stad i byrjun 10. &ratugarins og voru hoftin numin ad fullu arid 1995, ari eftir ad island
vard adili ad Evrépska efnahagssvadinu (EES), sem einnig ruddi til hlidar afndmi um
hoft & erlendum fjarfestingum (Sedlabanki islands 2006, 31). Adild islands ad EES
markadi tvenn timamot i senn par sem stort skref i att ad alpjédaveedingu var stigid
samhlida pvi sem frelsi i bankarekstri komst i svipadan farveg og var fyrir fall
Islandsbanka &rid 1930 (Sedlabanki Islands 2006). islenska bankakerfid var upp dr
aldamétum farid ad starfa ad mestu eins og alpjédalegt natimalegt bankakerfi en par
skorti reynslu, beaedi hja starfsménnum banka og Fjarmalaeftirlitinu (FME) sem var i
6da O6nn ad adlaga sig ad breyttum adstedum. Einfold tilmeli eins og ad adskilja
starfsemi eigin vidskipti fra vioskiptum fyrir hond vidskiptavina pess komust til ad

mynda ekki & koppinn fyrr en arid 2002 (Fjarmalaeftirlitid 2002). Arid 2000

% Personuleg reynsla starfsmanns Blnadarbanka Verdbréfa. betta atti sér oft stad pegar ad eldra folk
var ad fjarfesta i verobréfasjéoum bankans.
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sameinadist bankinn Fjarfestingarbanka atvinnulifsins (FBA) sem hafdi einungis
tveimur arum adur verid stofnadur & grunni Fiskveidasjods Islands, 18nlanasjods,
Idnpréunarsjods og Utflutningssjods. islandsbanki hafdi & peim tima nad sér & strik

eftir erfida tima i upphafi 10. aratugarins og var ordinn 6flugur banki.

Ferli einkavaedingar hofst arid 1998 og var lokid arid 2002 pegar rikid seldi afganginn
af sinum hlut i tveimur af premur helstu bénkum landsins. Upphaflega hugmyndin var
su ad selja radandi hlut i Landsbankannum og Bunadarbankanum til erlendra banka og
na pannig med audveldum heetti i sterk alpjodleg tengsl og pekkingu. Nidurstadan var
hins vegar su ad selja hlutinn til innlendra adila.® Erlendis hafa freedimenn synt fram
ad nyfrjalshyggjustefnur, par sem rikisfyrirteeki, medal annars bankar, hafa oft verio
losud Ur vidjum stjérnmalaafla a yfirbordinu en seld til, samhlida valdatilfeerslu, til
einstakra adila sem tengdust radandi 6flum innan stjornmala (Steger og Roy 2010;
Duménil og Lévy 2011). Engin é&staeda er ad etla ad slikt hafi ekki att vid um island
begar rikisfyrirteeki voru einkaveedd. Innlendu adilarnir voru i edli sinu frekar
fjarfestingabankamenn en bankamenn i peim skilningi sem almenn bankastarfssemi er
tengd vid. Takmark peirra var alla jafna ad steekka efnahagsreikning sinn afar hratt og
verda storir patttakendur & alpjodlegum morkudum. Fljétlega liktist starfsemi bankanna
meira alpjodlegum fjarfestingabanka en hefdundinni islenskri vidskiptabankastarfsemi

(Olafur G. Halldérsson og Gylfi Zoega 2010).

92 Aldrei hefur fengist opinber skyring & pvi af hverju akvedid var ad selja ekki erlendum adilum.
Leida ma ad pvi likum ad verid veri ad tryggja vold paverandi valdhafa sem gatu valid pa sem peir
kusu i stjornir einkavaeddu bankanna.
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Innganga Islands i EES var augljoslega stort skref i att ad alpjédaveedingu landsins og
hafdi mikil ahrif & fjarmalakerfi landsins, sem matti nd vera med starfsemi innan
svaedisins og ad pvi leyti til edlilegt ad regluverk islenska fjarmalakerfisins veeri
adlagad a pann hatt ad pad teki mid af evropska svaedinu og reglugerdum pess. betta
var pé adeins byrjunin pvi fra arsbyrjun 2003 til arsloka 2007 foru islenskir bankar ad
fjarmagna sig a sveedinu af fullum krafti, opna Gtiba vids vegar um Evrépu og kaupa
fjarmalafyrirteeki i miklum meeli (Prostur Olaf Sigurjénsson 2010). Pad er
kaldhaednislegt ad petta innfleedi fjarmagns kom ad mestu fra fjarmalastofnunum i
Evropu sem veittu islenskum fjarmalastofnunum Ian. islensku adilarnir toldu sig finna
faa vaenlega fjarfestingakosti innanlands® og féru ad nota fjarmagnio til ad fjarfesta i
evropskum fyrirteekjum (Aliber 2010). Pyskir bankar lanudu til deemis mikid til
islenskra fjarmalafyrirtaekja sem fjarfestu i verkefnum sem Pjodverjar sjalfir toldu vart
vera skynsamar fjarfestingar. Tapid vard hins vegar peirra pegar islensku bankarnir
urdu gjaldprota pannig ad samanlagt tap peirra vard meira en arleg verg landsframleida
Islands (Lewis 2011). Ofurtr( & skilvirkni markada, sem nadi hamarki fram ad hruninu
haustid 2008, hafdi einnig mikil ahrif & fjarmdgnunargetu islensku bankanna. Dami
eru um ad erlendir bankar hafi lanad islenskum bénkum mdérg hundrud milljonir evra

an haldbeerra veda (skammtimalan) eftir nanast enga greiningarvinnu nema athugun &

9 Kindleberger og Aliber (2011) fjalla um fledi fjarmagns & milli landa og ahrif pess & efnahag pjédar
begar ad skyndilegt innfleedi a sér stad i hagkerfio. Slikt veldur almennt eignabd6lu og gerdist einnig a
Islandi. Fjarfleedid var aftur & moti pad mikid ad pratt fyrir mikla skuldaséfnun islendinga, aukningu i
neyslu og eignabolu pa purfti fjarmagn samt i storum stil ad leita Gt fyrir landsteinanna.
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lanshaefismati fyrirtaekja eins og Moody‘s og Standard og Poor‘s (Héradsdomur

Reykjavikur, 2010, 2012).

Voxtur i gegnum slik bankavidskipti vard miklu meiri en hefdbundin lanastarfsemi til
heimila, sem undirstrikar umsnaning a meintu hlutverki islenskra banka. petta kemur
skyrt fram & mynd 1 sem synir aukningu Gtlana til eignarhaldsfélaga samanborid vid
lan til islenskra heimila fra april 2005. Pessi mynd segir pé ekki alla s6guna pvi slik
lan voru stundum veitt i peim tilgangi einum ad kaupa hlutabréf i 6drum félégum
(Jannari 2009) eda jafnvel hlutabréf i sému bonkum og veittu lanin (Rannséknarnefnd

Alpingi 2010, 12. kafli).

Mynd 1. Samanburdur & aukningu Utlana til islenskra eignarhaldsfélaga

samanborid vio heimili.

Aukning i utlanum til islenskra
eignarhaldsfélaga samanborid vid heimili
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Heimild: Sedlabanki islands (2009).

A mynd 1 sést hvad islensku bankarnir lanudu mikid til eignarhaldsfélaga sem foru i
atras. Samanburdurinn er jafnvel ekki alveg raunhafur pvi lan til heimila voru mikil &
bessu timabili par sem islenskir bankar h6fou pa nyverid hafid lanastarfsemi i vegna
husnadislana. Oft 16gdu eigendur eignarhaldsfélaga litid eigid fé fram i kaupin sem

pyddi ad pau voru afar vogud®*.

préatt fyrir &herslu & ad vera alpjodlegir med moguleikum & fjarfestingum Gt um allan
heim &saldust islenskir bankar furdu svipadar eignir, margar hverjar pekktar af
islendingum fyrir Utrds. Verslunarkedjur & Oxford-streeti i London og midba
Kaupmannahafnar eru demi um félog sem islenskir athafnamenn keyptu og
fjarmdgnudu ad stérum hluta med erlendu fjarmagni en hvort tveggja voru stadir par
sem Islendingar héfdu undanfarin ar helst verslad i Evropu. Medal kaupa voru Arcadia
i London sem étti verslunarkedjur eins og Selfridges, Debenhams og House of Fraser
og einnig fataverslunarakedjur eins og Topman, Topshop, Wallis, Burton, Dorothy
Perkins, Evans, Miss Selfridge og BHS, Illum og Magazine i Kaupmannahofn. Gott
deemi um einsleitni islensku bankanna i Gtrasinni voru kaup Kauppings & danska FIH-
bankanum arid 2004, en eignir Kauppings preféldudust pvi sem naest pad arid og nam

su eignaryfirtaka 80% af heildareignaaukningunni (Rannsoknarnefnd Alpingis 2010,

% Vogud kaup eru pegar ad lansfé er uppspretta stors hluta fjarfestinga. Pegar ad vel gengur magnast
hagnadurinn pvi ad litil haekkun & fjarfestingu myndar mikla heekkun & pad fé sem lagt er i fjarfestingu.
Sé til demis fjarfest fyrir 100 kronur og 90 krénur fengnar ad lani til pess, sem pydir ad
eiginfjarframlag er adeins 10 krénur, pa myndar 10 kréna hagnadur 100% ardsemi eigin fjar. Ef
fjarfestingin leekkar hins vegar orlitid, til deemis 10 krdénur, purrkast eiginfjarframlagio at. bvi getur
velgengni i akvedin tima virst vera gridarleg an pess ad ahaetta henni tengd sé sjaanleg flestum.
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7. kafli). Helstu keppinautar Kauppings i pessum kaupum voru hinir Landsbankinn og

Glitnir banki.

[ 1j6si pess ad radamenn hofdu litinn dhuga & ad tengjast alpjodlegu fjarmalaumhverfi
& pann hatt ad erlendum adilum veeri bodid ad eiga radandi hlut i bonkum & islandi ma
segja ad onnur tegund af alpjédavaedingu islenskra banka hafi hafist med pessum auknu
umsvifum islenskra fjarfesta, sem voru annadhvort bankarnir sjalfir eda félog studd
dyggilega af peim. Forstjori Kauppings sagdi til deemis & lokudum fundi ad fyrirteekid
stefndi ad pvi ad verda eins og fjarfestingarbankinn Merrill Lynch,*> sem Kaupping
hafdi nyverid heimsoétt, og sumir starfsmenn bankans ségdu i grini ad peir veeru ad
verda eins og Goldman Sachs & Islandi (Asgeir Jonsson 2009). Likt og nanar er fjallad
um i naesta hluta greinarinnar matti fljotlega sja i fjoImidlum og reedum radamanna
hugtakid ,,atrasarvikingar* i tengslum vid pessi kaup Islendinga erlendis, en eignarhald
fjolmidla var i sifellt auknum maeli ad feerast i hendur steerstu vidskiptavina og eigendur
bankanna (Alda Gudrin Askelsdottir 2009). [ stad pess ad visa til islensks bankakerfis
sem stadbundins kerfis sem var ad faerast i att ad aukinni samtengingu alpjédlegra
fjarmala markada var myndad hugtak sem var samofid hugmyndum um oOljésa

vikingaarfleifd Islands (Kristin Loftsd6ttir 2009).

Alpjédavaeding og pjédernishyggja

Leggja ma aherslu a ad pegar einkvaedingarferli bankanna var lokid var pessi voxtur

banka og verdbréfamarkada islands sogulega Opekktur i veréldinni. Islenska

% petta kom fram i vidtali vid bankastarfsmann sem vann naid med Kauppingi & pessum arum.
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hlutabréfavisitalan haeekkadi um 56% arid 2003, 59% arid 2004 og 64% arid 2005 sem
samsvarar fjorfaldri heaekkun visitélunnar (Gylfi Magnusson 2006).°¢ Jafnvel
samanborid vid adra hlutabréfamarkadi, sem haekkudu lika mikid a sama timabili, var
heekkun islenskra hlutabréfa dberandi mest. Mynd 2 synir vel hversu hratt islenska
hlutabréfavisitalan haeekkadi midad vid onnur Nordurlénd fra upphafi arsins 1999. bessi
velgengni hélst hond i hond vid pa syn ad velgengnin veeri & einhvern hatt afleiding af
,,e0li* Islendinganna sjalfra sem birtist einna helst i pvi hversu vida i samfélaginu var
fario ad visa til vidskipta erlendis sem patt i islenskri Utrds og pad tengt vid

pjodareinkenni islendinga.

% Til samanburdar var mesta sogulega haekkun hlutabréfa i Bandarikjunum arid 1933 pegar ad
hlutabréfavisitalan haekkadi um 54% (Fridson, 1998) - en su haekkun kom i kj6lfar teeplega 90%
leekkunar a gengi hlutabréfa i skugga kreppunnar miklu. Hér er verid ad visa i heekkun & almannaksari
frd 1. jandar til 31. desembers, S&P 500 hlutabréfavisitalan i Bandarikjunum hakkadi til demis um
ramlega 66% fra mars 2009 til mars 2010.
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Mynd 2. Samanburdur & gengi hlutabréfavisitalna Nordurlanda, fimm I6nd.

Hlutabréfavisitolur a Nordurlondunum -
samanburdur 1999-2010
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Heimild: Eurostat (2012).

Aukin ahersla & pjodernishyggju endurspegladist i bonkunum sjalfum eins og sja ma i
néfnum og umbreytingu & slagordum bankanna. Landsbanki islands hélt badi nafni
sinu og slagordi sem visar augljoslega ekki til neinna sérstaka starfsgreina eda hdpa.
bad féll pvi vel ad imynd ,,okkar* Islendinga sem (utrasar)vikingar, sem tengist banka
allra landsmanna nema hvad nu var hugtakio ,landsmenn® liklega ekki i hugum
almennings tengt vid hlutverk banka i umsyslu daglegs lifs heldur vikinga sem numu
ny mid. Auglysingar pess tima fara einnig i vaxandi meli ad nyta sér tilvisun til lands
og pjédar med myndum af islensku landslagi eda sameiningartaknum islensku
bjodarinnar, svo sem listaverkum eda listaménnum. [ eldri auglysingum ma sja rikari
aherslu & gaedi pjénustu vid vidskiptavini sem lykil dhersluatridi bankanna og tilvisun

til &kvedna starfsgreina eda pjoédfélagshopaNafni Bunadarbankans var i fyrstu breytt i
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skammstofun pess og Kauppings, sem vard hid hlutlausa og stadlausa heiti KB-banki.
pvi var sidan breytt aftur i nafn Kauppings sem var islenskt en hafdi p6 ordid pekkt
erlendis. Bankinn hetti med slagordid ,,traustur banki*“ sem bedid hafdi hnekki um
aldamotin enda var pa frekar 16gd ahersla a voxt frekar en traust. islandsbanki breytti
nafni sinu i Glitnir banki arid 2006 til ad veita bankanum alpjodlegan blae (préatt fyrir
pad attu margir Utlendingar i erfidleikum med ad bera pad fram) en héldu & sama tima
tengingu vid Island. Hérlendis var 16gd téluverd ahersla & tenginguna vid norrana
godafraedi en litid for po fyrir ndnari Gtskyringu & hugtakinu. Glitnir var bdstadur assins
Forseta sem sagdur var vera pakinn silfri og borinn af sulum, veggjum og bitum ur
gulli.®” Jafnvel sparisjodir féru i auknum meli ad nota skammstafanir i
auglysingaherferdum sinum, svo sem SPH i stad Sparisjods Hafnarfjardar og SPV i
stad Sparisj0ds vélstjora, sem gerdu tengsl peirra vid akvednar starfstéttir eda
beejarfelog 6ljosari og jafnvel 6synileg. Pegar ofangreindir sparisjodir sameinudust arid
2006 var nytt nafn sameinads sparisjods Byr sparisjédur og pannig voru ekki lengur ad
finna nein stadbundin tengsl i nafninu. Sameiginleg kynningarstarfsemi sparisjéda hélt
p6 afram ad einblina & pjonustu ,,fyrir pig og pina“ en peir pottu vera ordnir eftirbatar
bankanna arin 4dur en fjarmalakerfi islands hrundi. Nafni Sparisjédabanka islands var
ario 2006 breytt i Icebank, nafn sem notad hafdi verid gagnvart erlendum
vidskiptavinum pess fra stofnun bankans arid 1986 (Icebank 2006). Med pvi var nafn
bankans ekki lengur islenskt en visadi engu ad sidur til islands. bvi var aftur breytt i

sitt upprunalega nafn nokkrum dégum eftir hrun islenska bankakerfisins haustid 2008,

9 http://visindavefur.is/svar.php?id=22727
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begar ljést poétti ad utrasin hefdi misheppnast og hugsanlegt framhaldslif bankans yrdi

einungis byggt & sinu gamla hlutverki ad pjénusta innlenda sparisjéadi.

Endurskilgreiningin & bonkum sem stofnanir 6tengdar akvednum starfsgreinum eda
hopum i samfélaginu passadi vel vid samfélagslegu umraedu og aherslur helstu
framamanna pjodarinnar & nyju hlutverki peirra samhlida aherslu & pjoderni islendinga
sem ahrifapatt i velgengni banka og islenskra fjarfesta. bad er sérlega &hugavert hvernig
umraeda fjolmidla & pessum tima, pa baedi i ordum bladamanna sjalfra og vidtélum vid
forkolfa vidskiptalifs og banka, ma sja si endurtekna tilvisun til ,,okkar fslendinga;
velgengnin erlendis verdur pannig hluti af ,,okkar* velgengi, 4samt pvi ad vera sprottin
fra sérstokum pjodareinkennum ,,okkar”. Tilvisun i landnamsarfleifd Islands og
vikinga var sérlega mikilvaeg pegar visad var i voruhls minningana, en p6 benda méa a
ad i islenskum namsbokum fra byrjun 20 aldar er frekar visad til landndmsmanna en
vikinga (Kristin Loftsdottir 2009, 121). Reada forseta Islands, Olafs Ragnars
Grimssonar hja Sagnfreedingafélagi islands arid 2006, endurspeglar skyrt hvernig
arangur islenskra fjarfesta erlendis var tengdur vid landnamsarfleifd Islendinga en
pessir fjarfestar voru i flestum tilfellum annadhvort bankarnir sjalfir eda félog studd af
peim. Ad sogn forseta var landnamsoldin a dkvedinn hatt ,,upphafid ad pessu 6llu
saman‘ og ,,folk sem hingad kom var hluti af menningarheild sem sétti nyjan efnivid a
framandi lendur, hélt i langferdir i leit ad betri tekifeerum, bar i brjosti svipadan
Gtrasaranda og moétad hefur arangur okkar ad undanfornu® (Olafur Ragnar Grimsson
2006). Pad voru pvi ekki adeins dagblod sem & pessum tima skirskotudu til

landnamsarfleifdar islands heldur voru pessar visanir einnig ad finna i opinberum
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gognum, par & medal skyrslu Vidskiptarads par sem notud eru hugtdk eins og
,vikingar* og ,,strandhogg® (Por Sigfusson og Halldér Benjamin Porbersson 2005, 21
og 33). Skyrsla nefndar um imynd Islands sem forsatisradherra skipadi arid 2007
endurspeglar svipadar hugmyndir med &herslu & landnamsarfleifd islands
(Forsatisraduneytid 2008). I umfjollun Markadarins um vidtal vid Bjorgolf Thor
Bjorgolfsson fengio af Bloomberg-vidskiptafréttaveitunni kemur fram ad Bjorgdlfur
tali um pad ad hlutverk sitt sé ad vera ,konnudur® (Markadurinn 2006a, 8).
Bladamennirnir sjalfir nota stundum skirskotun i vikinga sem millifyrirsagnir eda sem
atskyringu a velgengni einstaklinga sem endurspeglar vel hversu edlileg slik tilvisun
var & peim tima (sjéa til deemis Markadurinn 2006b). Pessi ahersla & landnamsarfleifd
Islendinga skaradist & vid pa Gtskyringu ad velgengni Gtrasarinnar byggdist & sérstokum
einkennum Islendinga. Skyrsla Vidskiptarads um imynd Islands sem fyrr var nefnd
endurspeglar slikar aherslur en par segir ad ,,islenskt vidskiptalif [einkennist] 6dru
fremur af miklum sveiganleika og skjotri akvardanatoku®, sem og ad Islendingar séu
fljotir ad ,tileinka sér nyjungar” og skeri sig pannig til demis frd Bretum (bor
Sigfasson og Halldor Benjamin porgeirsson, 2005, 26). A svipadan hatt er talad um
islendinga hja bladamanni Markadarins sem frumkvodla sem ,,séu tilbunir ad taka
mikla aheettu” (Markadurinn 20074, 14) og i vidtali vid starfandi stjornarformann Audi
Capital kemur fram ad sumir telji ,,okkur jafnvel ‘léttgeggjada‘ pjod, pvi vid latum
okkur detta i hug ad framkvama pad sem adrir telja omogulegt (Markadurinn 2007b,
16). Einnig mé sja hvernig rikisvaldid og hagsmunahopar studdu vid pessa imynd.
Skyrt deemi um petta er Vidskiptaping arid 2007 par sem yfirskriftin var ,,island best i

heimi? Alpjodlegt ordspor og imynd“ par sem sja matti forsetisradherra og
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menntamalaradherra sem eina af lykilpattakendum i bland vid ymsa forkoélfa
vidskiptalifsins. A pessu pingi var jafnframt fengin imyndasérfraedingur, Simon
Arnholt, til ad kynna islenskum stjornvoldum tillogur hvad vardar
langtimastefnumétun vardandi moétun imyndar islands (sja Vidskiptabladid 2007, 6).
Samkamt samanburdarrannsokn Arnholt voru Islendingar i 19. se&ti i samanburdi hans
a styrkleika imyndar landsins. Geir Haarde sagdi i tilefni pess, samkvemt
Vidskiptabladinu, ad hann veeri 6sattur vid petta enda ,,vitum vid betur og vid purfum
ad midla pvi betur ad vid erum i fremsta flokki* (Vidskiptabladid 2007, 6). Ord Geirs
snta aherslunni fra imyndinni sem slikri yfir i hvad Island er i ,raun og veru®.
Samkvamt ordum hans erum ,,vid“ i fremsta flokki i einhverju 6ljosu flokkunarkerfi
bjoda og markmidid er ad koma 6drum i skilning um réttmeta stodu okkar. Pessa
sameiginlegu umreedu stjérnvalda og vidskiptalifsins & malpinginu mé tengja vid
umraedu Gudmundar Halfdanarsonar og Olafs Rastick sem minnst var & fyrr, sem
bendir & mikilvaegi stjérnvalda i pvi ad taka upp akvedna pjodernislega umraedu og gefa

henni aukid vagi.

PG ber ekki ad skilja petta sem svo ad fullkomin satt hafi verid um pessa imynd
islendinga sem svo frjalslega var brugdid upp i fijolmidlum. Sumir settu spurningamerki
vid pa syn ad eitthvad veeri sérislenskt vid Utrasina, jafnvel hja peim sem tengdust
svokolludum utrasarverkefnum. betta kemur litillega fram i skyrslu Utflutningsrads
islands um islensk fyrirteeki & Nordurlondum par sem fram kemur ad pad fari
»greinilega fyrir brjostid & ymsum islenskum stjérnendum pegar erlendur arangur er

rakinn til einhverra litt skilgreindra islenskra yfirburda®“ (Porgeir Pélsson, Hékon
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Gunnarsson og Sveinbjérn Hannesson 2006, 15), pott ekki sé fjallad um petta &
nakvaeman hatt. Einnig er ad finna stutt vidtal vid forstjora Ossurar i Markadnum par
sem hann leggur aherslu 4 ad ,,vid Islendingar erum ekkert endilega betri en adrir pott
Vvid séu alveg 6rugglega jafn gooir (Markadurinn 2006c, 10). bad ad viokomandi telji
naudsynlegt ad stadhaefa slikt gefur pé visbendingu um hversu vidteknar slikar
hugmyndir voru. b6 er einnig ljost ad pjodernisleg umraeda a islandi spegladi sig einnig
i erlendri umraedu um island og var i gagnkveemu samspili vid hana. Einn kafli i skyrslu
Vidskiptarads islands fjallar um mat Breta & islensku vidskiptaumhverfi og par ma sja
prastef sem eru kunnuleg ar islenskum fjéImidlum, svo sem aherslu a sveigjanleika
Islendinga og skjotar akvordunartokur (Por Sigfisson og Halldér Benjamin
porbergsson 2005, 28-29). Breskir fjdlmidlar fluttu einnig fréttir par sem talad var um
,islenska vikinga“ og i Markadnum og Vidskiptabladinu var 16gd ahersla a ad flytja
fréttir par sem hol erlendra blada um island og Utrasina voru Gtlistud nakvaemlega.
Markadurinn birti til deemis fréttir af umraedu The Guardian i Bretlandi par sem sagt
er ad ,,islensku utrasarvikingarnir® séu ,,ungir, gradir og hungradir (Markadurinn
2007d, 12). Minna ma & ad samhlida, eins og endurspeglast i Markadnum & timabilinu
2006-2007, er fjallad um fréttir af gagnryni a islensku Utrasina og ahyggjur erlendra
matsfyrirteeka af skuldsetningu islensku bankanna sem eitthvad sem runnid veeri af
rotum annarlegra sjénarmida. Petta endurspeglast til deemis i fyrirsdgn leidara
Markadarins november 2006: ,,Danir eru i arasarham og engra varna ad venta par i
landi: Verdum ad verjast lyginni sjalf (Haflidi Helgason 2006, 12). { fyrirsogninni er
16gd ahersla a ,,okkur* fslendinga sem einn samhentan hép eins og fyrr var talad um

par sem islendinga eru kalladir til varnar.
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Umrada

Lehman Brothers féllu i oktober 2008 og pa pegar matti sja hvernig hnattraen ferli eru
samtengd stadbundnum adstedum (Moore 2004; Haugerud 2003) sem og pa
sampjoppun tima og rymis sem oft er nefnd sem megineinkenni hnattveedds heims
(Appadurai, 1996). Einstaklingar vids vegar i heiminum, par & medal islandi, fylgdust
naid med, vitandi ad fall bankans myndi hafa mikil ahrif a afkomu og framtid peirra
sjalfra, pratt fyrir ad gera sér engan veginn grein fyrir ad hversu miklu leyti. Hrun
islenska fjarmalakerfisins setti & svipadan hatt sitt mark & alpjodlegar adsteedur annars

stadar.

Islendingar voru virkir i ad tulka pad alpjodlega umhverfi sem islenskt bankakerfi sigldi
inn a tiunda &ratug sidustu aldar, og pa ekki sem hluta af aukinni stédlun islenska
kerfisins eda aukinni einsleitni heldur & mjog pjédernislegan hatt. Kristin Loftsdattir
hefur talad um ad patttaka islensku pjoédarinnar i hnattveeddum ferlum hafi verid
»samofin ordredum um sjalfsmyndir og pjodarimynd* par sem hid ,,pjodlega og
alpjodlega eru ekki andstedur, heldur hvort fyrir sig mikilveegt i sjalfsmynd
pjédarinnar (2007, 160)“. Pannig geta takn islenskrar pjodernishyggju 6dlast nyja
merkingu i sibreytilegu samhengi, par sem pau verda pattur i markadssetningu islands
fyrir Islendinga sjalfa (Kristin Loftsdottir 2007, 164 og 169). Til pess ad akvednar
hugmyndir eda hugmyndafraedi fai slikt forraedi i samfélaginu parf ad vera samhljomur
milli peirra og reynslu einstaklinga, sem og vera i samspili vid prar og veentingar peirra
(Eagleton 1991, 14-15). Velgengni Islendinga erlendis og hugmyndin um Gtréasina var

ekki adskilin fra reynslu einstaklinga heldur pvert 4 moti, ttrasin var ,,almenn pekking,
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lifud og snert og margsénnud a sidum fjolmidla® (Kristin Loftsdottir 2011, 5).% |
stanslausri umreedu um hrifningu Gtlendinga & Islendingum og med slikri sjalfshyllingu
ma lita sem svo a ad Utrasin hafi hlotid sterkt forraedi innan islensks samfélags. betta er
i samremi vid lysingu Reinhart og Rogoff (2011) sem halda pvi fram ad
almenningsalitio 4 slikum uppgangstimum feli i sér pa tra ad ,,[v]i0 [séum] klarari og
vid hofum leert fra fyrri mistokum... byggt 4 traustum grunni, umbettum stodum,
teeknilegri nyskopun og goda stjornarstefnu® (pyding okkar, bls. 1681). A islandi var
uppgangurinn fjarmagnadur med fé Utlendinga sem er merkilegt i 1j6si peirra sterku

pjédernisumraedu sem einkenndi hann.

Ef litid er & sogu bankakerfis & Islandi eins og vid hofum gert hér er forvitnilegt ad s
umraeda sem atti sér stad um islenska fjarfesta og bankamenn innan ramma Gtrasarinnar
hafdi engin synileg tengsl vid ségulega préun fjarmalakerfis a islandi eda bankana.
Anherslan var pess i stad 16gd & 61jost vikingaedli sem var (r takti vid fjarmalalegaségu
landsins sem ad akvednu leyti, eins og einn alpjodlegur bankastarfsmadur benti &, var
einfaldlega ekki til stadar & islandi (vidtal tekid 2012). Innan ségu banka og
fjarmalastofnana ma sja litla aherslu a ,,skjota akvordunartoku®, ,sjalfstedi” eda
»sveigjanleika® sem mikilvaga petti einstaklinga. A3 sumu leyti & hugtak Hobsbawm
,»tilbinar hefdir (invented traditions) vid (1983) par sem i nitimanum er sott i smidju
hugmyndarinnar um landndmsmanninn eda vikingsins og pannig visad 6beint til

sjalfsteedisbarattunnar i upphafi 20. aldar (Kristin Loftsdottir 2009). Hobsbawm (1983)

9 S0 asynd var ad storum hluta tilkomin vegna audvelds adgengis ad fjarmagni fra Gtlondum, sem til
skemmri tima veldur sdgulega aukna pjédarframleioslu og velmegun. S asynd reynist oft vera
yfirbordskennd og oft undanfari fjarmalakreppa og mikils samdrattar i efnahagslifinu.
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bendir einmitt a mikilveegi sliks a timum mikilla pjodfélagsbreytinga, pegar vinna parf
akvednum hugmyndum forraedi, auka samstodu akvedins hops og réttleta tilkomu

,

lagskiptingar i samfélaginu. A fslandi matti sja aukna stéttskiptingu i islensku
samfélagi, samhlida mikilli umraedu i fjolmidlum um lifsstil peirra sem voru i forsvari
fyrir bankana og hina svokolludu uUtrasarvikinga sem skapadi umhverfi eftirventingar

og trausts (Mar Wolfgang Mixa 2010).

Su sterka samstada sem var um utrasina endurspeglast vel i peim vidbrogoum sem fram
komu & sioum vidskiptabladanna pegar erlend matsfyrirteeki settu spurningarmerki vid
starfsemi islensku bankanna. Par kemur skyrt i 1j6s hvernig gagnryni & utras bankanna
var gagnryni & ,,okkur og pvi sjalfkrafa hluti af annarlegum sjonarmidum eins og
fyrrnefndar tilvisanir endurspegla. Pessi édhersla 4 ,,okkur® hefur gert gagnryni
sérstaklega erfida eins og sja ma & ordum eins sérfreedings hja SPV (&dur Sparisjéour
vélstjéra) pegar hann fjallar um gagnryni erlendis & Utrasina i kjolfar neikveaedrar
umradu matsadila a penslu bankanna og betir vid: ,,Dapurlegra er po ad adilar hér a
landi hafa kosid ad enduréma illa igrundadar yfirlysingar og orokstudda gagnryni
erlendra samkeppnisadila (Markadurinn 2006d, 16).* bessu svipar til umraedunnar fyrir
kreppuna miklu i Bandarikjunum pegar Paul Warburg, einn af helstu
hugmyndasmidum vid stofnun sedlabanka Bandarikjanna &rid 1913, lysti yfir
ahyggjum af ofpenslu i fjarmalakerfinu i upphafi ars 1929; pa var hann gagnryndur
hardlega af 16ndum sinum ad gera litid ur velgengni landsins (e. Sandbagging

American Prosperity) (Sobel 1968, 126).

258



Lokaord

Islenskt bankakerfi breyttist & tiltdlulega stuttum tima Gr lokudu kerfi, sem byggdi &
politiskri stefnumorkun og fyrirgreidslu, i einkaveedda banka sem attu ad studla ad
meiri hagraedingu i rekstri og minnka politisk afskipti. Su leid alpjodaveaedingar sem
valin var fol po ekki i sér adkomu erlendra adila heldur fyrst og fremst studning vid
islenska einstaklinga vid ad auka umsvif sin erlendis. Aherslur bankanna breyttust i
kjolfarid: Adur var hofdad til sérstakra hopa islenskra lanpega en nu beindu bankarnir
sjonum sinum adallega ad fjarfestingateekiferum med pad ad markmidi ad verda
mikilveegir patttakendur a alpjédlegum mdorkudum. bessi aherslubreyting nadi
varanlegri fotfestu eftir einkavaedingu bankanna. Su gifurlega pensla sem hér vard
aratuginn fyrir hrun bar augljéos merki sem sja ma i undanfara annarra storra
efnahagshruna i gegnum séguna, pa beedi ut fra efnahagslegu og samfélagslegu tilliti
(Reinhart og Rogoff 2008, Shiller 2001). Vidvorunarraddir voru farnar ad heyrast i
upphafi nyrrar aldar vardandi aukningu i Gtlinum, medal annars tengdum erlendum
myntum (Morgunbladid 2003; Sedlabanki islands 2004). bessari gagnryni var pa oft
svarad med tilvisun til pess ad hoft & lanum hefdu haldid aftur af islenskum heimilum
til lantdku og ad afnam haftanna vaeri pannig pattur i ad adlaga sig ad vestreenum heimi,
svipad og sagt var & Norourlondunum i addraganda bankakreppunnar par fyrir 20 arum
sidan (Jonung 2008). begar sott var i véruhis minninganna var 16gd sérstok ahersla &
landnamsarleifd og einstakt atgervi islendinga sem talid var motast af pessari arfleifd
og veru i hardbylu landi og beindi sjonum fra pattum eins og hversu margt var likt &

Islandi & pessum tima og i undanfara fjarmalabola annars stadar ségulega — hvernig
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keyrt var afram & raudu ljési eins Mar W. Mixa og Préstur Olaf Sigurjonsson (2010)
hafa ordad pad. Hér héfum vid lagt til ad hluti af Gtskyringunni a pvi af hverju
vidvorunarmerki voru hundsud megi finna i pvi hvernig alpjédavaedingin var talkud a
bjodernislegan hatt & islandi, sem undirstrikar ad oft er erfitt ad adskilja greiningu

menningu og fjarmalum.

Sterk samstada myndadist innan islensks samfélags um hina svokélludu atras sem
byggdi medal annars 4 pvi hvernig hun var skilgreind sem verkefni ,,okkar* Islendinga
0g gagnryni a einstaka patti hennar var pannig audveldlega tulkud sem gagnryni &
,,okkur®. Pad er nokkud erfitt ad stadhaefa um hvort forsvarsmenn i hopi Utrasarvikinga
hafi medvitad nytt sér pjodernisleg stef, en peir virdast p6 ad einhverju leyti hafa reynt
ad ykja pessi tengsl eins og pegar Jon Asgeir nefndi snekkjuna sina ,,Viking* og hafdi
briggja metra haa styttu af Leif heppna i mottokunni & héfudstédvum sinum i London
(Guoni Eliasson 2009). bad er kaldhadnislegt ad pessi pjddernislega Utrds var ad
storum hluta til fjarmognud af erlendum adilum, jafnvel Dénum, sem voru & sama tima
gagnryndir hardlega i islenskum fjolmidlum. A endanum voru pad einnig
atlendingarnir sem toku skellinn og purftu ad fjarmagna ad mestu pad gifurlega tap sem
avintyrid 6l af sér. Imyndud sérstada islenskrar bankastarfsemi pjonadi vel tilgangi
eigenda og helstu hagsmunaadila sem tengdust bénkunum. St mynd af hlutverki peirra
og einkennum var hins vegar i engu samreemi vid sogulegar stadreyndir um hugmyndir

vardandi hlutverk bankanna.
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