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Reclassification Proposal
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• MSCI proposes to reclassify the MSCI Iceland Index from Standalone to Frontier 
Markets
─ The proposed reclassification would be reflected in all relevant global and 

regional composite indexes
─ The proposal is to implement the potential reclassification in one step 

coinciding with the May 2020 Semi‐Annual Index Review

• MSCI proposes to apply the minimum size requirements for Smaller Frontier
Markets, and a minimum liquidity requirement of 15% Annualized Traded Value
Ratio (ATVR) for Average Liquidity markets

• MSCI will consult with market participants on this reclassification proposal until
October 31, 2019
‒ MSCI will announce its decision in November 2019

• Please note that this proposal may or may not lead to any changes to the MSCI
Indexes



BACKGROUND
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• Iceland has lifted most of the capital controls it has instituted since 2008

2017 2018 2019

Capital Flow 
Restrictions

• While investment in equities was 
generally exempted, other investments 
including domestic currency deposits 
were subject to special reserve 
requirements:

- 1 year holding period
- 40% Special Reserve Ratio (SRR)
- 0% interest rate on capital flow accounts 

with the Central Bank

• New inflows of foreign 
currency up to a total of ISK 
100 million were no longer 
affected by the SRR

• For inflows beyond the 
threshold and existing 
accounts, the SRR was 
lowered from 40% to 20%

• The SRR was lowered
from 20% to 0%

• SRR remains not 
applicable for equity 
investments

Foreign 
Exchange 
Liberalization
Level

• Central Bank organized auctions to buy 
offshore króna assets in exchange for 
cash payment in foreign currency

• Most restrictions on FX transactions 
were lifted, with the exception of some 
such as:

- FX transactions between residents and 
non-residents without the intermediation 
of a financial undertaking

- Derivatives trading for purposes other 
than hedging

• Central Bank continued to 
buy offshore króna assets

• FX restrictions remained the 
same since 2017

• The offshore market for 
the króna no longer 
exists 

• FX restrictions 
remained the same 
since 2017

MSCI Standard 
Constituents

• Not available 
(index launched in June 2018)

• One Standard constituent • Two Standard 
constituents



MARKET ACCESSIBILITY REVIEW  2019
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• Capital Flow Restriction Level: Repatriation
proceeds must be linked to security
transactions and it has to be reported to the
central bank

• Foreign Exchange Market Liberalization
Level: There is no offshore currency market
and there are some constraints on the
onshore currency market

• Investor Registration & Account Set Up:
Registration is required, but the process is
efficient

• Stock Lending/ Short Selling: Allowed but is
not an established market practice

Market Accessibility Assessment

Openness to foreign ownership

Investor qualification requirement ++

Foreign ownership limit (FOL) level ++

Foreign room level ++

Equal rights to foreign investors ++

Ease of capital inflows / outflows

Capital flow restriction level -/?

Foreign exchange market liberalization level -/?

Efficiency of the operational framework

Market entry

Investor registration & account set up +

Market organization

Market regulations ++

Information flow ++

Market infrastructure

Clearing and settlement ++

Custody ++

Registry / Depository ++

Trading ++

Transferability ++

Stock lending -/?

Short selling -/?

Availability of Investment Instrument

Stability of institutional framework ++



Simulated Constituents of the MSCI Iceland 
Indexes (1/2)
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Data as of July 18, 2019
The simulation reflects the application of the Semi Annual Index Review methodology, using the Frontier Markets requirements 
for Smaller FM and Average Liquidity Markets

* USD million
** Foreign Inclusion Factor

Based on the simulated 

results, 11 out of the 12 

constituents of the MSCI 

Iceland IMI would be 

eligible using the 

Frontier Markets 

requirements

Company Full Mcap* FIF Mcap* FIF** Size-Segment

Marel 3,681 2,761 0.75 Standard

Arion Banki 1,130 734 0.65 Standard

Reitir Fasteignafelag 465 442 0.95 Small Cap

Hagar 418 418 1 Small Cap

Icelandair Group Holding 390 191 0.49 Small Cap

Festi 338 321 0.95 Small Cap

Siminn 336 319 0.95 Small Cap

Reginn 323 258 0.8 Small Cap

Eimskipafelag Islands 268 201 0.75 Small Cap

Eik Fasteignafelag 241 205 0.85 Small Cap

Vatryggingafelag Islands 201 171 0.85 Small Cap



Simulated Constituents of the MSCI Iceland 
Indexes (2/2)
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Large Cap Mid Cap Standard Small Cap IMI

Standalone Markets 1 1 2 10 12

Frontier Markets 1 1 2 9 11

Data as of July 18, 2019
The simulations reflect the application of the Semi‐Annual Index Review methodology, using the (1) Standalone Markets and (2) Frontier Markets requirements for Smaller FM and Average Liquidity 
Markets

Number of Constituents

Large Cap Mid Cap Standard Small Cap IMI

Standalone Markets 2,761 734 3,495 2,833 6,328

Frontier Markets 2,761 734 3,495 2,525 6,020

Data as of July 18, 2019
The simulations reflect the application of the Semi‐Annual Index Review methodology, using the (1) Standalone Markets and (2) Frontier Markets requirements for Smaller FM and Average Liquidity 
Markets

Free Float Adjusted Market Capitalization (USD million)

• The MSCI Iceland Index would continue to have two constituents under Frontier Markets 
with a free float adjusted market capitalization of USD 3,495 million

• The MSCI Iceland Small Cap Index would have one less constituent which would result in a 
decrease in the free float adjusted market capitalization by USD 308 million 



Simulated Impact on the MSCI Frontier Markets 
Index (ex Kuwait)
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• The simulated MSCI Iceland Index would 
have a potential weight of 4.7% in the 
MSCI Frontier Markets Index

Index Market Weight # Sec.

Cap

74,895 100.0% 89

67,370 90.0% 80

18,906 25.2% 16

10,049 13.4% 11

6,911 9.2% 10

6,028 8.0% 4

5,173 6.9% 5

Iceland 3,495 4.7% 2

2,798 3.7% 4

2,508 3.3% 4

2,154 2.9% 2

1,890 2.5% 2

1,553 2.1% 3

1,502 2.0% 2

1,162 1.6% 3

777 1.0% 2

705 0.9% 1

692 0.9% 2

466 0.6% 2

249 0.3% 2

208 0.3% 2

144 0.2% 1

0 0.0% 0

0 0.0% 0

7,525 10.0% 9

6,161 8.2% 5

1,365 1.8% 4

Bahrain

Oman

Note: All market caps are in USD millions. Data as of the close of July 18, 2019

Ivory Coast

Benin

Burkina Faso

FM GCC

Sri Lanka

Senegal

Tunisia

Estonia

Lithuania

Serbia

Lebanon

Mauritius

Slovenia

Croatia

Kazakhstan

Jordan

Vietnam

Morocco

Nigeria

Kenya

Romania

Bangladesh

FM

FM ex GCC

Pro forma Standard Index



Simulated Impact on the MSCI Frontier Markets 
100 Index (ex Kuwait)
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Current Index
(ex AR)*

Simulated Index
(ex KW inc IS)**

# of constituents Weight # of constituents Weight

KUWAIT 19 25% 0 0%

VIETNAM 28 15% 29 30%

MOROCCO 7 11% 7 10%

KENYA 4 9% 4 9%

NIGERIA 7 9% 7 9%

BAHRAIN 5 8% 5 8%

ROMANIA 6 8% 6 8%

BANGLADESH 13 7% 15 8%

KAZAKHSTAN 3 3% 3 3%

OMAN 5 2% 5 2%

JORDAN 3 2% 3 2%

SRI LANKA 2 1% 2 1%

MAURITIUS 1 0% 1 0%

LITHUANIA 0 0% 1 0%

TUNISIA 0 0% 1 0%

ICELAND 0 0% 11 9%

103 100

Security Name Country
Simulated 
New Weight

AHLI UNITED BANK (KW) BAHRAIN 6.1%

VINGROUP JSC VIETNAM 5.6%

SAFARICOM KENYA 5.1%

VIETNAM DAIRY PRODUCT VIETNAM 5.0%

MAROC TELECOM MOROCCO 3.9%

MAREL ICELAND 3.6%

VINHOMES JSC VIETNAM 3.5%

BANCA TRANSILVANIA ROMANIA 2.9%

ATTIJARIWAFA BANK MOROCCO 2.8%

SQUARE PHARMACEUTICALS BANGLADESH 2.6%

The full list of 100 securities is available upon request through
MSCI’s Client Service

*Data based on the pro forma index (post reclassification of Argentina and without application of the phasing 
rules) as part of the May 2019 Semi-Annual Index Review
** Simulated pro forma data as of the May 2019 SAIR (calculation date May 15, 2019, as of date May 29, 2019)

MSCI FM 100 Index (ex KW inc IS)
Simulated Top 10 Constituents



Key Questions
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• Is the level of accessibility of the Iceland equity market for foreign
investors sufficient to warrant a reclassification of the MSCI Iceland
Index to Frontier Markets?

• Should MSCI give more time before the reclassification in order for
market participants to fully absorb the changes that have been
implemented in the market?

• Are there any remaining market accessibility concerns that should
prevent the reclassification?

• What is your experience, if any, in setting up accounts to invest in Iceland
equities?

• Should Iceland be reclassified to Frontier Markets, would it be
appropriate to include Iceland in the list of eligible markets for the MSCI
Frontier Markets 100, MSCI Frontier Markets 15% Capped and the MSCI
Frontier Markets ex GCC 15% Capped Indexes?



Appendix
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Size Profile of Iceland
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• Smaller Frontier Markets size requirements are more appropriate for the MSCI Iceland 
Index to have at least 2 Standard constituents

Note: Data based on July 18, 2019

Larger FM Smaller FM
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• Iceland’s Weighted ATVR is within range of the Average Liquidity Markets

• About 95% of the Equity Universe for Iceland meets the minimum 15% ATVR

Legend:
Very Low Liquidity (Min 2.5% ATVR)
Low Liquidity (Min 5% ATVR)
Average Liquidity (Min 15% ATVR)

Note: Data based on April 17, 2019



About MSCI
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MSCI is a leading provider of critical decision support tools and

services for the global investment community. With over 45 years of

expertise in research, data and technology, we power better investment

decisions by enabling clients to understand and analyze key drivers of

risk and return and confidently build more effective portfolios. We

create industry-leading research-enhanced solutions that clients use to

gain insight into and improve transparency across the investment

process. To learn more, please visit www.msci.com.

http://www.msci.com/


Contact us
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AMERICAS EUROPE, MIDDLE EAST 
& AFRICA

ASIA PACIFIC

Americas +1 888 588 4567 * Cape Town + 27 21 673 0100 China North 10800 852 1032 *

Atlanta + 1 404 551 3212 Frankfurt + 49 69 133 859 00 China South 10800 152 1032 *

Boston + 1 617 532 0920 Geneva + 41 22 817 9777 Hong Kong + 852 2844 9333

Chicago + 1 312 675 0545 London + 44 20 7618 2222 Mumbai + 91 22 6784 9160

Monterrey + 52 81 1253 4020 Milan + 39 02 5849 0415 Seoul 00798 8521 3392 *

New York + 1 212 804 3901 Paris 0800 91 59 17 * Singapore 800 852 3749 *

San Francisco  + 1 415 836 8800 Sydney + 61 2 9033 9333

São Paulo + 55 11 3706 1360 Taipei 008 0112 7513 *

Toronto + 1 416 628 1007 Thailand 0018 0015 6207 7181 *

Tokyo +81 3 5290 1555

• = toll free

msci.com
clientservice@msci.com
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This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct 
or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only.  The Information may not be modified, reverse-
engineered, reproduced or redisseminated in whole or in part without prior written permission from MSCI. 

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, 
software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the 
Information or any other MSCI data, information, products or services.  

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS 
WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL 
IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR 
PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, 
consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without 
limitation (as applicable), any liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.  

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction.  Past performance does not guarantee future results.  

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions.  All Information 
is impersonal and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy. 

It is not possible to invest directly in an index.  Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index.   MSCI does 
not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an 
investment return related to the performance of any MSCI index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment 
returns.  MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an 
investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index 
performance.

The Information may contain back tested data.  Back-tested performance is not actual performance, but is hypothetical.  There are frequently material differences between back tested performance results and actual results subsequently 
achieved by any investment strategy.  

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include 
MSCI Inc., clients of MSCI or suppliers to MSCI.  Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes.  More information can be found in the relevant index methodologies on 
www.msci.com. 

MSCI receives compensation in connection with licensing its indexes to third parties.  MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor 
Relations section of www.msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor 
any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not intended 
to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include 
MSCI Inc., clients of MSCI or suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research.  MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other 
products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of MSCI 
or its subsidiaries in the United States and other jurisdictions.  The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification Standard 
(GICS)” is a service mark of MSCI and Standard & Poor’s.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own account, provide execution services for others or manage client 
accounts. No MSCI ESG Research product or service supports, promotes or is intended to support or promote any such activity. MSCI ESG Research is an independent provider of ESG data, reports and ratings based on published 
methodologies and available to clients on a subscription basis.  We do not provide custom or one-off ratings or recommendations of securities or other financial instruments upon request.
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