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LONDON ( Standard & Poor's) Nov. 15, 2001--Standard &

Poor's today assigned its 'A-1'-plus short-term unsecured

debt rating to the $1 billion U 'S. Commercial Paper Program | aunched by
the Republic of Iceland |ast nonth. At the sane tine, Standard &
Poor's affirmed all its ratings on lceland, including its

single-"A -plus/'A-1'-plus foreign-currency and

doubl e-" A" -plus/' A-1'-plus | ocal -currency issuer

credit ratings. The outl ook is negative.

The ratings on Iceland are supported by a strengthened fiscal
position and a high standard of |iving. The government, supported by a
buoyant econony, has partly counteracted a decline in the donestic savings
rate (to |l ess than 14% of CDP) by running fiscal surpluses since 1998.
This conpares very favorably with its "A rated peers, which
generally run deficits. Reflecting this fiscal adjustnment, Iceland s
general governnent debt ratios have declined to 49% of GDP in 2001 from
59% in 1995. The increase of the ratio from41.5%of GDP in 2000 is
entirely due to the inflation of foreign currency denom nated debt in the
wake of the depreciation of the krona this year. Standard &

Poor's expects that the 2001 central governnment budget will be in

surplus for the fifth year running. A deficit is expected for 2002, as the
econom ¢ sl owdown deepens and continues to erode government revenue. Wth
per capita incone of about $26,000, lceland is easily the npst prosperous
of "A' rated sovereigns.
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Iceland's ratings are constrained by its high |level of external
i ndebt edness and its Iow trend of growth. Wereas other 'A
rated countries' GDP grew sonewhat faster over 1995-2000 than
I cel and' s average of 4.1% they nanaged to do so while reducing their
ext ernal inbal ances, whereas |celand' s current account bal ance turned
to a deficit of 10% of GDP in 2000 froma surplus in 1995 Although it is
now falling in line with donestic demand, the current account deficit is
expected to be 6.5% and 3% of GDP in 2001 and 2002, respectively.
Accordingly, lceland' s international investnment position has weakened
consi derably, and external debt accounts for an estimated 287% of exports
at the end of 2001, or 111% of GDP

In Standard & Poor's view, |eading indicators of financial
stress are present in lceland, including a credit-driven demand boom rea
estate price inflation, and external inbalances. The ratings on |cel and
could inprove if the governnment is able to maintain the structural fisca
surplus position over the mediumterm despite the cyclical slowdown. A
hard econonmic landing leading to difficulties in the financial sector
and/ or fiscal slippage could exert downward pressure on the ratings.

A detailed conment on the fiscal outlook and the prospects for the
| cel andi ¢ econony has been published by Standard & Poor's (see
comentary article titled "SIl owdown Rai ses Chal | enges for Econom c
Policy in Iceland", published on Cct. 22, 2001, which can be found on
Rati ngsDirect, Standard & Poor's Wb-based credit analysis

system.
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