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LONDON ( Standard & Poor's) Dec 16, 2003--Standard & Poor's Ratings
Services said today it revised its foreign currency outl ook on the
Republic of Iceland to positive fromstable. At the sanme tinme, all the
ratings on lceland were affirmed, including the 'A+/ A-1+ foreign currency
and ' AA+/ A-1+'" local currency sovereign credit ratings. The |ocal currency
outl ook renmi ns stable.

"The revision of the foreign currency outl ook reflects Standard & Poor's
positive reappraisal of developnents in the financial sector, as well as
the beneficial inpact of |arge-scale investnments on the structure of the
econony and its growth prospects," said Standard & Poor's credit anal yst
Kai St ukenbr ock

Tighter regulation and supervision, privatization of two of the |argest
banks, and consolidati on have strengthened the financial sector, follow ng
the inbal ances resulting fromthe credit boom of 1996-2000. I nproved
prudential indicators and increasing profitability for three consecutive
years indicate that the sector is in a better position than at the
begi nni ng of the decade.

Large-scal e i nvestnent projects in alum numsnelting and power
generation, set to be carried out during 2004-2010, will lead to
significant net foreign direct investnent (FDI) inflows over the com ng
years, precipitating strong economc growh, and strengthening Iceland' s
econom c structure.

Iceland's wealthy and flexi bl e econony generates one of the highest per
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capita GDPs in the world. The flexibility of the econony was highlighted
by the swift unwi nding of inbalances that had mounted during the
credit-fuell ed boom of 1996-2000. Credit growmh slowed to virtually zero
in 2002 from44%in 2000, and the current account returned to bal ance from
a deficit of 10.1%in 2000, w thout mmjor econom c repercussi ons. Economc
growm h has since accelerated again, to reach 5.5%in 2005, following 1. 7%
in 2003 and a slight contraction in 2002.

Public finances are healthy. The general governnent bal ance will be
slightly negative in 2003, at 1.1%of GDP, partly as a result of the
econom ¢ downturn and discretionary neasures on both the expenditure and
revenue sides. Going forward, the budget balance is expected to return to
a slight surplus until at |east 2006. General governnment debt will resumne
its decline, to reach 32.9% of GDP in 2006, down from 46.2%in 2002.

"Going forward, a potential upgrade of Iceland s foreign currency ratings
within the next year or two hinges on further strengthening of the
financial sector, as well as the maintenance of a prudent nacroeconomc
policy stance throughout the period of high investnments,” M. Stukenbrock
added.

In particular, the governnent will need to maintain fiscal discipline, as
called for inits mediumtermfiscal plan, in order not to exacerbate the
country's denmand for foreign savings during the construction phase of the
i nvest ment projects.

"Conversely, any significant increase in Iceland' s already very high
external |everage could result in a revision of the outl ook back to
stable," said M. Stukenbrock
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Conplete ratings information is avail able to subscribers of RatingsDirect,
Standard & Poor's Web-based credit anal ysis system at

www. ratingsdirect.com All ratings affected by this rating action can be
found on Standard & Poor's public Wb site at www. standar dandpoors. com
under Credit Ratings in the left navigation bar, select Credit Ratings
Actions. Alternatively, call one of Standard & Poor's Ratings Desks:
London (44) 20-7847-7400; Paris (33) 1-4420-6705; Frankfurt (49)

69- 33-999-223; Stockhol m (46) 8-440-5916; or Mscow (7) 095-783-4017.
Menbers of the nedia may contact the Press Office Hotline on (44)
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