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Facts and figures 

Population of Iceland: 391.810 (2025 Q2)

Pension assets (2025 Q2): 

• 8.211 billion ISK (≈58 billion EUR)

• 179% of 2024 GDP

• 21 million ISK (≈148.000 EUR) per inhabitant 

Contributions

• Mandatory 15,5%

• Supplementary pension savings 4%-6%



The Icelandic Pension System 
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Tax free lumpsum/ 
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from pillar III
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Disability?
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Three pillar pension system 

The main characteristic of the Icelandic pension system is 

the operation of mandatory occupational pension funds

First pillar

Tax-financed public 
pension
 

Minimum pension

Income adjusted

Second pillar

Occupational pension 
funds
 

Mandatory savings 
based on wages. 

Fully funded system

Third pillar

Voluntary individual 
pension savings with 
tax incentives 



Retirement income
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III

Supplementary pensions

II

Pension funds

I

Social insurance

IV

Other savings and assets

Mandatory

system

Voluntary

savings



The first pension pillar 

Basic structure

Each year of residence 
1/40th of entitlement, 
minimum 3 years 
residence
 

Inflation protected (CPI 
or better)

After 40-year 
residence: Full basic 
amount (income-
tested)

Basic amounts in 
2024

Person, living alone: 
417.391 ISK (€ 2.800)
 

Person, sharing: 
333.194 ISK (€ 2.200)

All amounts 
income-tested

First 25,000 ISK per 
month exempt (€ 170)

• Income from work 
200,000 ISK (€ 1,400)

All other income: 1st 
pillar pension reduced 
by 45% of income



The second pension pillar 
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Mandatory contributions at ages 16–70

Mainly industry-wide pension funds

• membership governed by labor contracts

Managers, specialists, self-employed are free to 
choose pension funds; 

• several „free“ pension funds focus on them



The second pension pillar 
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Regulated and fiscally stimulated by government

Contributions tax-exempt up to a limit  

Everyone has access; full coverage of working 
population

Minimum contribution 15,5% by law (4%+11,5%)

Pensions are inflation-protected (CPI)
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DC, older DB run it’s course

• With each contribution, the fund member earns lifelong 
benefits. 

• Relative to their contribution 

• And according to their age at the time of the contribution

A mutual insurance system 

• Risks like longevity, disability, or death are shared collectively 
among all members

Yearly calculation of deficit/surplus by law  

• Deficit/surplus above 5%  - over five years 

• Deficit/surplus above 10% - immediate response 

Check’s and balances 
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Disability pension 

• If illness or accident reduces their work capacity 
by at least 50% and their income is similarly reduced 

Pension of a surviving spouse

• Full pension for the living spouse shall be paid for 
at least two years

Pension for surviving children 

• Is paid until children reach at least 18 years

More than old age pension 



The third pension pillar 
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Government-approved savings products

Managed by 2nd pillar pension funds,

banks and insurance companies

Fiscally stimulated by government, 

tax-exempt contributions up to a limit

Individual decision to participate,

approx. 60% participation
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The Synergy of the Three Pillars

A healthy balance between fixed lifelong payments and 

autonomy, security and flexibility 

First pillar

Minimum pension

Income adjusted

Security, protection 
against severe 
poverty

Second pillar

Mutual insurance 
system 

Fixed lifelong 
benefits, inflation 
secured

Security and 
predictability 

Third pillar

Private pension

Full autonomy of 
withdrawal 

Flexibility in income 
and age of 
retirement 



A big fish in a small pond  
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Iceland has 19 pension funds

20

96

87

62

33

21
19

1980 1990 2000 2010 2020 2025

Number of pension funds has decreased steadily for many years 



Outpacing the Economy

Sources: Icelandic Pension Funds Association, Central bank of Iceland, Arion Research21
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Pension Funds' Assets
- % of GDP



Pension assets to GDP 

2025 Q2

Source: OECD, Pensions at a Glance 202322
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Source: Statistics Iceland 23
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Pension funds - a significant part of the financial system
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Pension funds

have been

reallocating

assets from 

domestic markets

Scources: Central Bank of Iceland, Arion Research
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Global assets

Source: The Central Bank of Iceland26
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Pension funds 

finance 18% of 

corporate debt
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Pension funds 

play a big role on 

the household 

mortgage market

Scources: Central Bank of Iceland, Arion Research

*Share of outstanding loans held by Banks, Pension funds, 

Insurance companies, Government credid funds, mutual funds,

and other financial corporations. Excludes, evertyhing else, such as 

trade payables. 
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And even bigger 

if we take into 

account mortgage 

backed securities

Scources: Central Bank of Iceland, Arion Research

*Share of outstanding loans held by Banks, Pension funds, 

Insurance companies, Government credid funds, mutual funds,

and other financial corporations. Excludes, evertyhing else, such as 

trade payables. 
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Outlook: Key challenges and 

positive developments
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Expected number of years in retirement 

Source: OECD - Pension at a glance 202332
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Demographic changes 

Source: Statistics Iceland33
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Persons of working age vs. retirement age 

Source: Statistics Iceland34

In 2020 there were 5,3 persons 

of working age for each person 

of retirement age
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Fully funded pension system 

• Pillar II and Pillar III fully funded 

• Government “pay as you go” system slowly becoming 
less significant

Mercer CFA 

• Icelandic pension system ranks number two, following 
Netherland, in the Mercer Index. 

Longevity and increase in disability 

• Changes have been made to accommodate for 
increased longevity

• Expected changes in legislation on disability benefits 

Challenges and positive development  
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Required long term returns

• Historically Icelandic pension funds have had robust 
returns 

Working towards increased asset diversification 

• Current cap on global investments slowly being lifted

• Fx challenges

 

The importance of supplementary pension

• The variety of private and supplementary pension 
schemes has become excessively complex

Challenges and positive development 



Disclaimer
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• Economic analyses are prepared by Arion Bank hf. (herein after referred to as “the Bank”) strictly for general information purposes. Economic analysis does not 

contain investment analysis or investment advice within the meaning of Act no. 115/2021 on markets for financial instruments and related regulations and does not 

take into account the classification, personal investment goals or circumstances of its recipient, including whether a particular measure is suitable for them and it is 

not intended to recommend or suggest any kind of investment plan or decision making on part of the recipient. Economic analysis and its contents are presented 
independently of any possible agreements between the recipient and the Bank.

• Nothing in this presentation shall be interpreted in such a way that the Bank has undertaken to provide its recipient with investment advice, personal advice or any 

other type of advice, but such advice will only be provided on the basis of a written agreement between the parties. In addition, the recipient or a third party shall 
not provide investment advice based on economic analysis.

• The opinions expressed in economic analysis reflect only the current opinions of its authors and are subject to change without notice. Information contained in 

economic analysis does not constitute a promise or prediction of the future. The Bank is under no obligation to give the recipient access to more information than 
stated in the economic analysis or to update the information contained therein. The Bank is not obligated to correct information if it turns out to be incorrect.

• The information in economic analysis is based on available official information which has not been verified by the Bank and estimates of the expected development 

of external conditions and has been compiled in good faith from sources considered reliable. The information is subject to various uncertainties and may change 
without notice. The Bank and its employees do not accept responsibility for the quality, accuracy or reliability of economic analysis or the information provided in it. 

• The Bank, including shareholders, managers, employees and consultants on behalf of the Bank, accepts no responsibility for the information, assumptions and 

conclusions stated in economic analysis or information provided in connection with it. The Bank will not make statements that the information, basis and 

conclusions are accurate, reliable or satisfactory, and the Bank shall not be liable for damage that can be attributed to the information being inaccurate, unreliable 
or insufficient.

• The information contained in economic analysis is published on the basis that it is considered an acceptable minor non-financial benefit in the sense of Icelandic 

laws and regulations. It is the responsibility of the recipient of the presentation to familiarize themselves with the rules that apply to their receipt of economic 
analysis and to make sure that they are authorized to receive economic analysis.

• Third parties, i.e. a party other than the Bank and the original recipients who receive economic analysis from the Bank, who may, for whatever reason, receive 
economic analysis, shall not be able to place any confidence in its contents and shall not be able to base any rights against the Bank on the basis of it.

• This is a translation of the disclaimer which is originally written in Icelandic. If there is any discrepancy between the disclaimers, the Icelandic text shall prevail.

• By receiving economic analysis, the recipient agrees to the above disclaimer.
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