FitchRatings

Iceland
Full Rating Report

Ratings

Foreign Currency

Long-Term IDR A
Short-Term IDR F1

Local Currency

Long-Term IDR A
Short-Term IDR F1
Country Ceiling A
Outlooks

Long-Term Foreign-Currency Stable
IDR
Long-Term Local-Currency IDR  Stable

Financial Data

Iceland

(USDm) 2018

GDP 26,750.8

GDP per head (USD 000) 77

Population (m) 0.4

International reserves 6,738.8

Net external debt (% GDP) 22.7

Central government total debt 30.2

(% GDP)

CG foreign-currency debt (2017) 1,115.9

CG domestically issued debt 794.5

(ISKbn) (2017)

Source: Fitch Ratings

Rating Derivation

Component Outcome

Sovereign Rating Model A+

(SRM)

Qualitative Overlay (QO) -1
Macroeconomic 0
Structural features 0
Public finances 0
External finances -1

Long-Term Foreign-Currency A

IDR
(SRM + QO)

Related Research

Fitch Ratings 2019 Outlook: Western
Europe Sovereigns (November 2018)

Global Economic Outlook
(December 2018)

Analysts

Eugene Chiam
+44 20 3530 1512
eugene.chiam@fitchratings.com

Ed Parker
+44 20 3530 1176
ed.parker@fitchratings.com

Key Rating Drivers

Strong Structurals, Weak Externals: Iceland’s ‘A’ Issuer Default Ratings (IDRs) balance its
very high income per capita, strong governance, human development and doing business
metrics against a high dependence on commodity exports, vulnerability to external shocks and
experience of macroeconomic and financial volatility.

Robust Growth Normalising: Trend real GDP growth in Iceland has exceeded the peer
medians, with five-year average growth of 4.5%. Fitch Ratings revised up its growth forecast for
2018 to 4.5% but expects growth to slow to 3.0% and 2.6% in 2019-2020 as the overheated
tourism sector normalises.

Wage Pressures Rising: Labour market dynamics are robust, as employment grew 3.0% yoy
and the unemployment rate was low at 2.1% in 3Q18. Wages grew by a robust 6.0% yoy in
December 2018. Vociferous demands by labour union leaders and discontent at perceived
growing inequality could lead to a return of strong wage rises in the ongoing wage negotiations.

Inflation Accelerating: Inflation pressures rose in 2018, with harmonised prices rising 2.0%
yoy in December 2018. Inflation is driven by above-trend economic growth and demand, and
impacted by pass-through of the weakening krona in 2H18. Rising inflation led to the Central
Bank of Iceland (CBI) raising its key policy rate by 25bp to 4.5% in November 2018.

Sharp Krona Depreciation: The krona depreciated by 13% against the US dollar and 10%
against the euro from September to November 2018, likely driven by a worsening outlook for
wage-driven inflation, perceived risks from a key airline going into financial distress and. to a
lesser extent, a narrowing current account surplus.

Expected Pension Rebalancing Abroad: We expect pension funds could rebalance their
assets overseas following years of capital controls. This could lead to strong capital outflows.

Vulnerable to External Shocks: Net external debt has fallen rapidly, to 22.7% of GDP in 2018
(2009: 751%), but remains above the historical ‘A’ median of -8.0%. Iceland still has a high
dependence on commodity exports and lacks diversification in its export base, making the
economy vulnerable to terms of trade shocks and the krona sensitive to outflows.

Public Finances Improving: Public finance metrics are consistent with peers, with the
government surplus averaging 1.2% of GDP in 2018-2020 compared to a deficit of 0.9% for the
current ‘A’ median. General government debt at 36.7% of GDP has fallen rapidly from a peak of
92.0% in 2011 and is now slightly lower than the ‘A’ median. However, interest costs and share
of short-term debt are higher than peers.

Rating Sensitivities
External Balance Sheet Improvement: Sustained improvement in the external balance sheet

and resilience of the economy to external shocks could lead to a positive rating action.

Overheating Economy: Evidence of overheating in the domestic economy, for example
through wage-price spirals, inflation overshoots, and adverse effects on fiscal, household and
corporate balance sheets could lead to a negative rating action.

Capital Flight: Excessive capital outflows leading to external imbalances and pressures on the
exchange rate would be negative for the rating.
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i ch Ratings

Peer Group

Rating Country

A+ China
Ireland
Israel
Malta
Saudi Arabia
Slovakia

A Iceland
Chile
Japan
Ras Al Khaimah

A- Latvia
Lithuania
Malaysia
Poland
Slovenia
Spain

Rating History

Long-term Long-term

foreign local
Date currency  currency
8Decl7 A A
7 Jul 17 A- A-
22 Jul 16 BBB+ BBB+
24 Jul 15 BBB+ A-
14 Feb 13 BBB BBB+
17 Feb 12 BBB- BBB+
5 Jan 10 BB+ BBB+
8 Oct 08 BBB- A-
30Sep 08 A- AA
15 Mar 07 A+ AA+
3Feb00 AA- AAA

Governance Indicators
Percentile rank

‘A" median e |celand

Political
stability
Regulatory Government
quality effectiveness
Voice and Rule
accountability of law
Control of
corruption

Source: Fitch Ratings, World Bank

Rating Factors

Summary: Strengths and Weaknesses

Rating factor Macroeconomic Public finances External finances Structural issues
Status Neutral Neutral Weakness Strength
Trend Stable Positive Positive Stable

Note: Relative to ‘A’ category
Source: Fitch Ratings

Strengths
e GDP and income per capita outperform the ‘A’ and ‘AA’ medians.

e Iceland ranks much higher on the World Bank Governance Indicators, Human
Development Index, and Ease of Doing Business indicators relative to the medians.

e The general government surplus is forecast to average 1.2% of GDP in 2018-2020, while
the medians are forecast to report fiscal deficits.

e Gross general government debt/GDP is forecast to fall to 36.7% in 2018, below the ‘A’
median of 40.9% and the ‘AA’ median of 39.2%. Iceland’s public debt dynamics projects a
faster debt reduction compared to the medians in the forecast period.

e Macroeconomic performance is strong, with the five-year average real GDP growth
outperforming the medians, while five-year average HICP inflation is lower. The
unemployment rate is at a low 2.8%.

e FXreserves are at a robust 6.6 months of current external payments.

Weaknesses

e The small economy has high commodity export dependence (37.3% of current external
receipts against the ‘A’ median of 10.8%). The lack of diversification in Iceland’s export
base makes it vulnerable to terms-of-trade shocks.

e Capital controls that prevented large-scale capital outflows during the banking crisis have
almost entirely been lifted. However, 3.2% of GDP worth of offshore krona assets continue
to be restricted from conversion abroad at market rates (from a peak of 42% of GDP).

e Despite rapid reduction in external debt, gross and net external debt metrics are still higher
than the medians.

e Iceland’s public debt interest payments and the share of public debt maturing in a year are
higher than the ‘A’ median.

Local Currency Rating

Iceland’s credit profile does not support uplifts of the Long-Term Local-Currency IDR above the
Long-Term Foreign-Currency IDR. In Fitch’s view, neither of the two key factors supporting
upward notching of the Long-Term Local-Currency IDR cited in the criteria are present:
(i) strong public finance fundamentals relative to external finance fundamentals; and
(i) previous preferential treatment of local-currency creditors relative to foreign-currency
creditors.

Country Ceiling

The Country Ceiling is aligned with Iceland’s Long-Term Foreign-Currency IDR, reflecting the
imposition of capital controls since 2008, which ring-fenced sovereign debt service but curtailed
cross-border capital portfolio flows and restricted a large amount of non-resident assets from
conversion to foreign-currency assets at market rates.
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Strengths and Weaknesses: Comparative Analysis

Iceland A AA Ireland Malta Chile
2018 A median median A+ A+ A
Macroeconomic performance and policies
Real GDP (5yr average % change) 4.5 4.1 3.0 10.3 7.1 2.2
Volatility of GDP (10yr rolling SD) 4.1 25 21 8.1 35 24
Consumer prices (5yr average) 0.2 2.6 2.4 0.2 11 3.4
Volatility of CPI (10yr rolling SD) 5.3 1.9 1.3 11 0.8 1.3
Unemployment rate (%) 2.8 6.5 5.1 5.8 4.0 6.5
Type of exchange rate regime Floating n.a. n.a. EMU EMU Floating
Dollarisation ratio (% of bank deposits) 9.8 10.9 13.5 0.0 15.8 12.9
REER volatility (10yr rolling SD) 8.9 5.1 4.3 6.9 2.8 3.9
Structural features
GDP per capita (USD, mkt exchange rates) 77,040 22,451 44,516 76,395 32,669 16,322
GNI per capita (PPP, USD, latest) 53,280 30,920 46,720 59,070 35,710 22,540
GDP (USDbn) 26.8 n.a. n.a. 369.6 14.0 297.6
Human development index (percentile, latest) 97.3 80.7 88.8 96.2 81.8 79.6
Governance indicator (percentile, latest)” 92.8 76.0 85.0 89.4 85.3 79.5
Broad money (% GDP) 43.4 86.2 95.7 72.7 178.6 115.6
Default record (year cured)® - n.a. n.a. - - 1990
Ease of doing business (percentile, latest) 89.4 83.0 88.1 91.6 56.1 71.5
Trade openness (avg. of CXR + CXP % GDP) 47.1 60.3 46.8 132.4 215.7 35.7
Gross domestic savings (% GDP) 25.9 27.7 26.3 56.9 40.2 24.6
Gross domestic investment (% GDP) 22.3 23.8 23.1 24.0 20.8 22.0
Private credit (% GDP) 87.7 80.3 104.3 42.7 76.9 75.1
Bank systemic risk indicators® -/1 n.a. n.a. bbb /1 -/1 a/l
Bank system capital ratio (% assets) 23.1 14.6 14.4 0.0 - 13.8
Foreign bank ownership (% assets) - 50.3 22.4 0.0 - 57.5
Public bank ownership (% assets) 68.9 15.6 19.7 0.0 - 17.2
External finances
Current account balance + net FDI (% GDP) 3.8 2.7 0.5 13.2 80.0 1.0
Current account balance (% GDP) 2.7 1.1 15 11.4 11.3 -2.1
Net external debt (% GDP) 22.7 -8.0 -21.6 13.9 -199.1 14.8
Gross external debt (% CXR) 163.4 103.3 211.5 168.8 359.9 175.1
Gross sovereign external debt (% GXD) 13.0 17.2 15.2 15.6 15 13.7
Sovereign net foreign assets (% GDP) 14.9 11.8 3.4 -23.0 47.7 13.7
Ext. interest service ratio (% CXR) 3.8 2.4 4.8 3.4 5.0 7.2
Ext. debt service ratio (% CXR) 17.9 12.6 24.4 224 47.8 40.6
Foreign exchange reserves (months of CXP) 6.6 4.4 25 0.1 0.3 4.3
Liquidity ratio (latest)® 234.3 112.4 81.5 10.5 60.2 66.8
Share of currency in global reserves (%) 0 n.a. n.a. 20 20 0
Commodity export dependence (% CXR, latest) 37.3 10.8 15.6 6.1 55| 67.1
Sovereign net foreign currency debt (% GDP) -17.7 -10.6 -8.0 -0.9 -5.5 -8.2
Public finances'
Budget balance (% GDP) 1.2 -2.3 -0.4 -0.2 1.0 -2.1
Primary balance (% GDP) 4.2 -0.3 1.6 15 2.8 -1.2
Gross debt (% revenue) 89.0 136.5 105.2 260.3 122.0 107.7
Gross debt (% GDP) 36.7 40.9 39.2 66.4 47.0 25.3
Net debt (% GDP) 30.5 35.8 27.6 61.6 34.2 19.4
Foreign currency debt (% total debt) 10.3 13.8 0.8 0.0 0.0 19.3
Interest payments (% revenue) 7.3 4.8 4.1 6.8 4.6 3.9
Revenues and grants (% GDP) 41.3 34.8 40.4 25.5 38.5 23.5
Volatility of revenues/GDP ratio 12.9 5.9 4.9 15.0 1.6 4.2
Central govt. debt maturities (% GDP) 7.3 5.0 7.4 6.0 2.4 1.0

# Medians based on actual data since 2000 (excl. forecasts) for all sovereign-year observations where the sovereign was in the respective rating category at year-end. Three-
Xear centred averages are used for the more dynamic variables (eg current account and fiscal balance).

Composite of six World Bank Governance Indicators used in the Sovereign Rating Model; Government Effectiveness; Rule of Law; Control of Corruption; Voice and
Accountability; Regulatory Quality; and Political Stability and Absence of Violence.
° No modern history of default.
¢ Bank systemic indicator, which equates to a weighted average Viability Rating; and macro prudential indicator, with 1 ‘low’ systemic risk through to 3 ‘high’.
®Ratio of liquid external assets, defined as the stock of official FX reserves including gold at the end of the previous calendar year plus banks* liquid external assets, to liquid
external liabilities, defined as scheduled external debt service in the current year, plus the stock of short-term external debt and all non-resident holdings of marketable
medium- and long-term local-currency debt at the end of the previous calendar year.
" General government unless stated.
Note: Acronyms used: Consumer Price Inflation (CPI), Gross Domestic Product (GDP), Current External Receipts (CXR), Current External Payments (CXP),
Gross National Income (GNI), Purchasing Power Parity (PPP), Standard Deviation (SD), Foreign Direct Investment (FDI)
Source: Fitch Ratings
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Tourism Indicators Cooling
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Unemployment Low, Wage

Growth Currently Moderate
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Inflation Pressures Rising
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Key Credit Developments

Growth Revised Up, but Set to Slowdown

Fitch revised up its real GDP growth forecast to 4.5% for 2018 at the time of the December
2018 rating review due to upward revisions to 2017 growth (4.0%) and stronger growth
performance in 1H18. Real GDP growth at the time of our June 2018 review measured 3.6% in
2017 and was forecast to slow to 3.3% in 2018.

Stronger growth in 1H18 was driven by a fall in goods imports in 2Q18 and continued to be
supported by strong private consumption and investments. Tourism has been the key driver of
growth in 2018, with foreign passenger arrivals growing by an average 1.1% yoy in the 12
months to October 2018. VAT turnovers for tourism-related industries continued to grow at a
robust 7.6% yoy in July-August 2018, having moderated from 12.8% yoy in January-February
2017 when the data series began. A slowdown in tourism activity is most pronounced in labour
market indicators, with employment growth in tourism sectors declining to 0.7% yoy in
September 2018, from a peak of 21.1% yoy in December 2016. Foreigner overnight-stays at
Icelandic accommodations moderated to an average of 6.0% yoy in 10M18, compared to
15.6% in the same period in 2017.

The slowing growth in tourism activities is expected to be a drag on the quarterly growth profile
from 3Q18, and continues to weigh on private consumption and investment growth going into
2019 and 2020. Fitch forecasts growth to fall to 3.0% and 2.6% in 2019 and 2020, more in line
with its long-term trend growth.

Labour Market Improves but Risks of Strong Wage Spikes
Labour market dynamics are robust with employment growth strong, but moderating to 3.0%
yoy in 3Q18, and the unemployment rate falling to a historical low of 2.1% of labour force in
3Q18. Wages continued to grow at a robust 6.2% yoy in October 2018.

Wage negotiations are expected to be concluded imminently, with a new agreement replacing
the recently expired private sector agreements. Vociferous demands by labour union leaders
and discontent at perceived growing income inequality could see a return of strong wage
increases. Wage growth averaged 11.4% in 2016, and could see a spike again, which would
hurt Iceland’s competitiveness and raise inflation, resulting in pressures for faster tightening of
monetary conditions.

Despite a slightly more accommodative stance in the government’s budget to address housing
supply and affordability, increase social benefits and raise tax rebates, there are downside risks
of higher wage pressures and corresponding inflationary pressures contingent on the outcome
of the wage negotiations.

Inflationary Pressures Rising Leading to Monetary Tightening

Inflationary pressures have picked up in 2018, with harmonised price index (HICP) rising by
2.0% yoy in December 2018. Headline CPI inflation, which includes housing costs, and which
is the key measure for monetary policy purposes, rose by a more robust 3.7% yoy. Inflation
continues to be supported by above-trend growth and demand in the economy, especially in
the tourism sector, but was also affected by pass-through of the sharp 9.6% depreciation of the
ISK against the USD in 2H18. A narrowing of the differential between harmonised and CPI
measures of inflation reflects the easing of overheated house prices in Iceland.

Rising inflationary pressures led to the CBI tightening its key policy rate by 25bps to 4.5% on 7
November 2018. Continued weakening of the krona and stronger-than-expected demand in the
economy could continue to drive inflation upwards and Fitch expects further rate rises from the
CBl in 2019.
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Public Finances Stronger

Than Current 'A' Peers

% GDP Iceland GGB (RHS)

mm 'A'-peers GGB (RHS)
Iceland GGD (LHS)
‘A'-peers GGD (LHS)

100

80 l

60 ._
PP R e~ 5
20 ] NS

0

2013 S

2014
2015
2016
2017
2018E
2019F
2020F

2 ]celand GGB 2016=12.3% of GDP
Source: Fitch Ratings, Statistics Iceland

Krona Weakened, Govt
Yields Risen In 2H18
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External Indicators
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Fiscal Surpluses Driving Public Debt Reduction
Iceland’s public finances have been strengthening significantly since its banking crisis, with
gross general government debt (GGGD) more than halving as a share of GDP, and the general
government balance (GGB) turning a surplus since 2016.

Fitch forecasts the GGB to decline slightly to 1.2% of GDP in 2018 (2017: 1.5%)1, reflecting the
government’s more gradual fiscal consolidation path, in line with our previous forecast during
our June 2018 review. We continue to forecast the GGB to remain unchanged at 1.2% in 2019-
2020, broadly in line with the government’s medium-term targets and in the 2019 budget.

The 2019 budget envisages a slight increase in expenditures in transport infrastructure and
healthcare, while higher child benefits, reduced levies on incomes and housing support should
support lower income earners and facilitate labour negotiations.

We forecast total general government revenues to fall to 41.3% of GDP in 2018 (2017: 42.5%),
falling slightly further to 41.1% in 2019-20, while government expenditures will remain relatively
unchanged at the 40.0% of GDP level over the forecast horizon.

Government Bond Yields Rising from Emerging Risks

Average yields for Icelandic government bonds rose between July and October 2018, partly
reflecting waning investor confidence due to risks of a faster slowdown in Iceland’s tourism
sector from news of the budget airline WOW Air experiencing financial distress. Closing yields
for the bond maturing June 2025 peaked at 6.2% on 30 October 2018 (29 June: 5.3%), but has
moderated slightly to 5.3% on 11 February 2019.

Risks from higher inflation, stronger-than-expected wage growth in the upcoming wage
negotiations and a sharp weakening of the krona are likely to weigh down government prices
and push yields up.

While near-term risks have driven up bond yields, Fitch expects government interest costs to
be manageable and continue falling even if yields remain at these heightened levels in 2019,
due to the continued trend of paying down debt (see debt sustainability analysis). Strong fiscal
primary surpluses and net redemptions of government debt will continue to reduce the volume
of debt needed to be issued at higher rates in the near term. The recent lowering of the capital
flow management tool’'s reserve requirement ratio to 20% (from 40%) is likely to improve
investor appetite for krona assets.

Sharp Krona Depreciation and Narrowing CA Surpluses

The krona depreciated by 13% against the USD and 10% against the EUR from September to
November 2018. The depreciation is likely to be driven predominantly by a worsening outlook
for wage-driven inflation, and perceived risks from a key airline operating routes to Iceland
going into financial distress, and to a lesser extent a narrowing of the current account surplus.

The terms of trade worsened in 2018 after having improved by 13% cumulatively in 2013-2017.
The CBI forecasts the terms of trade to fall by 2.6% in 2018 and roughly unchanged in 2019,
due to generally higher import prices, especially oil, in 2018. However, a sharp fall in oil prices
since October 2018 has not led to abating depreciation pressures on the krona.

We forecast the current account deficit to narrow to 2.7% of GDP in 2018 (2017: 3.3%), and
further to 1.9% by 2020, as tourism activity slows as described above. Despite the sharp krona
depreciation, central bank official international reserves have maintained at a robust 6.7
months of 2018 current external payments in October 2018. On 2 November 2018, the CBI

Y Includes an expected revision to accounting treatment for a one-off capital transfer to public pension
reserves worth 1.4% of GDP, which treats the transfer as GGB line.
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Commerial Property Prices
Overheated, Residential

Moderated
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lowered the special reserve requirement ratio to 20% (from 40%), which could lend support to
investor appetite for krona assets.

Rising Commercial Indebtedness and Real Estate Price Risks

Commercial real estate prices have been identified by the CBI as a source of financial stability
risk in Iceland. Real commercial property prices have risen by 17.8% yoy in 3Q18 driven by
stronger rents, and are high relative in a historical context and after controlling for profitability,
inflation and building costs. Real estate and construction companies account for a fifth of
Icelandic bank loans, exposing the banks to a correction in this market.

Non-financial corporate credit growth has also been very robust at 9% yoy in 2Q18 in real
terms, exceeding the pace of growth in the real economy in 2018 and increasing from 5.2% yoy
in 3Q17. Household credit grew at a more moderate 3.3% yoy in real terms in 2Q18, having
gradually picked up from 2.1% in 3Q17.

Residential real estate price growth eased to 6.0% yoy in January 2019, from a recent peak of
24.2% yoy in July 2017. The cooling off of house price growth corresponds with the slowdown
in growth in the tourism sector, which spilled over into the housing market partially through
conversion of accommodation properties into private rental apartments.

Despite the build-up of these risks, Icelandic banks are highly capitalised with regulatory capital
at 22.9% of risk-weighted assets, and low non-performing loan ratios of 2.6% of total loans in
3Q18. Capitalisation has declined steadily from a peak of 29.4% in 1Q16 due to dividend
payouts, but remains high relative to international peers.
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Fitch uses stylised projections for a
sovereign’s gross general government
debt/GDP ratio to illustrate the
sustainability of its debt burden and its
sensitivity to economic growth, the cost
of borrowing, fiscal policy and the

Public Debt Dynamics

According to Fitch’s baseline projections, GGGD should fall to 29.9% of GDP by 2020,
remaining relatively stable at that level as net government assets are built up in the sovereign
wealth fund. The main risk to debt sustainability would be a significant change of fiscal policy
direction resulting in a significant fall in the primary budget balances.

exchange rate.

Debt Dynamics: Fitch’s Baseline Assumptions

2018 2019 2020 2021
Gross general government debt (% GDP) 36.7 332 299 300
Primary balance (% of GDP) 4.2 4.0 3.7 3.0
Real GDP growth (%) 4.5 3.0 2.6 2.5
Avg. nominal effective interest rate (%) 7.7 7.5 7.3 7.1
Local currency/USD (annual avg.) 104.4 123.6 123.6 123.6
GDP deflator (%) 2.2 3.8 4.1 3.0
Sensitivity Analysis
Gross general government debt
e Baseline Growth Interest rate Exchange rate
(% of GDP)
45
40
35 - ———y
30
25
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Source: Fitch Ratings, Debt Dynamics Model

Debt Sensitivity Analysis: Fitch’s Scenario Assumptions

Growth

Interest rate

Fiscal

Exchange rate

GDP growth 2.1% lower (half standard deviation lower)

marginal interest rate 250bp higher
no change in primary balance from 2019 level
30% devaluation at end-2013

Forecast Summary

2014 2015 2016 2017 2018f
Macroeconomic indicators and policy
Real GDP growth (%) 2.1 45 7.4 4.0 45
Unemployment (%) 5.0 4.0 3.0 2.8 2.8
Consumer prices (annual average % change) 1.0 0.3 0.8 -1.6 0.6
Short-term interest rate (bank policy annual avg.) (%) 4.8 5.5 5.0 4.0 4.0
General government balance (% of GDP) -0.1 -0.8 12.3 1.5 1.2
General government debt (% of GDP) 79.7 66.0 51.7 41.4 36.7
ISK per USD (annual average) 116.77 131.92 120.81 106.84 104.42
Real effective exchange rate (2000 = 100) 85.3 87.3 97.6 109.4 108.1
Real private sector credit growth (%) -5.7 2.6 3.4 10.5 6.9
External finance
Current account balance (% of GDP) 3.9 5.2 7.5 3.3 2.7
Current account balance plus net FDI (% of GDP) 8.1 9.2 11.0 3.7 3.8
Net external debt (% of GDP) 398.4 39.7 315 30.8 22.7
Net external debt (% of CXR) 694.1 68.8 59.1 61.3 46.8
Official international reserves including gold (USDm) 4,175.8 5,040.7 7,226.4 6,566.6 6,738.8
Official international reserves (months of CXP cover) 5.3 6.6 9.1 6.9 6.6
External interest service (% of CXR) 14.0 9.2 5.6 4.6 3.8
Gross external financing requirement (% int. reserves) 871.6 467.8 -23.3 0.0 16.1
Real GDP growth (%)
us 25 2.9 1.6 2.2 2.9
China 7.3 6.9 6.7 6.9 6.6
Eurozone 14 2.1 1.9 2.4 2.0
World 2.8 2.8 25 3.2 3.3
Oil (USD/barrel) 98.9 52.4 45.1 54.9 70.0

Source: Fitch Ratings
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Fiscal Accounts Summary

(% of GDP) 2015 2016 2017 2018f 2019f 2020f
General government
Revenue 40.7 56.7 42.5 41.3 41.1 41.1
Expenditure 415 44.3 41.0 40.1 39.9 39.9
Olw interest payments 4.4 3.9 3.8 3.0 2.8 25
Primary balance 3.6 16.2 5.3 4.2 4.0 3.7
Overall balance -0.8 12.3 15 1.2 1.2 1.2
General government debt 66.0 51.7 41.4 36.7 33.2 29.9
% of general government revenue 162.2 91.2 97.3 89.0 80.7 72.6
Central government deposits 19.1 114 7.2 6.2 5.8 5.4
Net general government debt 46.9 40.3 34.2 30.5 27.4 24.4
Central government
Revenue 30.3 45.9 31.2 - - -
Olw grants 0.5 0.5 0.4 - - -
Expenditure and net lending 30.5 33.9 30.0 - - -
O/w current expenditure and transfers 28.7 32.2 28.0 - - -
- Interest 4.1 3.5 3.4 - - -
O/w capital expenditure 1.8 1.7 2.0 - - -
Current balance 15 13.7 3.2 - - -
Primary balance 3.8 15.5 4.5 - - -
Overall balance -0.3 12.0 1.2 - - -
Central government debt 58.3 44.9 34.8 - - -
% of central government revenues 192.6 97.7 111.7 - - -
Central government debt (ISKm) 1,333,689.0 1,122,878.0 911,053.0 - - -
By residency of holder
Domestic 1,110,189.0 971,632.0 690,911.0 - - -
Foreign 223,500.0 151,246.0 220,142.0 - - -
By currency denomination
Local currency 1,026,779.0 920,193.0 794,526.0 - - -
Foreign currency 306,910.0 202,685.0 116,527.0 - - -
In USD equivalent (eop exchange rate) 2,368.3 1,796.5 1,115.9 - - -
Average maturity (years) 6.6 6.4 6.3 - - -
Memo
Nominal GDP (ISKm) 2,288,020.0 2,502,735.0 2,615,220.0 2,793,314.4 2,985,799.3 3,189,034.7

Source: Fitch Ratings, Ministry of Finance
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External Debt and Assets

(UsSDm) 2013 2014 2015 2016 2017 2018f
Gross external debt 107,547.7 97,968.9 30,419.6 25,790.0 22,215.5 21,226.7
% of GDP 670.8 551.7 175.4 124.5 90.8 79.3
% of CXR 1,103.1 961.1 304.2 233.2 180.5 163.4
By maturity
Medium- and long-term 74,734.3 70,988.0 19,005.9 24,177.1 22,215.5 21,226.7
Short -term 32,813.4 26,981.0 11,413.8 1,612.9 0.0 0.0
% of total debt 30.5 275 375 6.3 0.0 0.0
By debtor
Sovereign 6,305.6 5,275.4 4,496.7 3,881.6 2,760.6 2,760.6
Monetary authorities 1,486.2 697.8 287.2 408.3 405.3 405.3
General government 4,819.4 4,577.6 4,209.5 3,473.3 2,355.3 2,355.3
O/w central government 1,532.7 2,443.7 1,724.7 1,340.6 2,108.2 -
Banks 1,268.4 1,179.8 2,172.3 4,209.7 5,753.3 5,714.4
Other sectors 99,973.7 91,513.7 23,750.7 17,698.7 13,701.7 12,751.7
Gross external assets (non-equity) 33,101.4 27,220.6 23,541.9 19,258.1 14,668.4 15,145.6
International reserves, incl. gold 4,237.9 4,175.8 5,040.7 7,226.4 6,566.6 6,738.8
Other sovereign assets nes 0.0 0.0 0.0 0.0 0.0 0.0
Deposit money banks' foreign assets 4,779.7 3,160.9 2,795.3 2,345.6 3,144.0 3,144.0
Other sector foreign assets 24,707.1 19,953.4 15,841.5 9,828.1 5,123.1 5,313.0
Net external debt 74,446.3 70,748.4 6,877.7 6,531.9 7,547.1 6,081.0
% of GDP 464.3 398.4 39.7 315 30.8 22.7
Net sovereign external debt 2,087.0 1,098.4 -540.8 -3,348.8 -3,814.5 -3,991.8
Net bank external debt -2,907.4 -1,910.4 -490.6 2,010.1 2,783.1 2,634.1
Net other external debt 75,266.6 71,560.4 7,909.2 7,870.6 8,578.6 7,438.7
Net international investment position -65,690.9 -61,342.0 -808.8 661.7 1,303.6 0.0
% of GDP -409.7 -345.4 -4.7 3.2 5.3 0.0
Sovereign net foreign assets -2,085.4 -1,097.0 542.3 3,350.4 3,816.3 3,993.6
% of GDP -13.0 -6.2 3.1 16.2 15.6 14.9
Debt service (principal & interest) 26,683.6 39,061.9 21,356.0 999.7 1,384.3 2,329.7
Debt service (% of CXR) 273.7 383.2 2135 9.0 11.2 17.9
Interest (% of CXR) 15.9 14.0 9.2 5.6 4.6 3.8
Liquidity ratio (%) 13.1 12.3 14.7 56.3 198.9 234.3
Net sovereign FX debt (% of GDP) 3.6 23 -4.8 -18.1 -17.2 -17.7
Memo
Nominal GDP 16,033.5 17,758.1 17,344.2 20,716.0 24,478.0 26,750.8
Inter-company loans 11,956.4 11,931.0 8,812.7 10,240.5 6,529.1 6,579.1
Source: Fitch Ratings, Central Bank, IMF, World Bank
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Balance of Payments

(USDm) 2015 2016 2017 2018f 2019f 2020f
Current account balance 898.2 1,555.7 815.6 778.8 611.4 481.5
% of GDP 5.2 7.5 3.3 2.7 2.5 1.9
% of CXR 9.0 14.1 6.6 6.0 4.5 3.3
Trade balance -269.4 -841.9 -1,542.2 -1,471.6 -1,700.9 -1,925.6
Exports, fob 4,657.3 4,471.6 4,963.8 5,574.3 5,908.8 6,292.9
Imports, fob 4,926.7 5,313.5 6,506.0 7,046.0 7,609.7 8,218.4
Services, net 1,509.9 2,129.2 2,540.2 2,401.9 2,463.8 2,558.6
Services, credit 4,351.1 5,350.3 6,325.2 6,527.2 6,924.1 7,381.1
Services, debit 2,841.2 3,221.2 3,785.0 4,125.3 4,460.3 4,822.5
Income, net -51.3 373.0 5.4 14.0 14.0 14.0
Income, credit 881.6 1,043.6 796.0 665.0 665.0 665.0
Income, debit 933.0 670.6 790.6 651.0 651.0 651.0
O/w: Interest payments 923.0 616.5 570.5 491.5 469.6 456.6
Current transfers, net -291.0 -104.6 -187.9 -165.5 -165.5 -165.5
Capital and financial accounts
Non-debt-creating inflows (net) 3,799.9 1,815.5 1,626.2 687.4 687.4 687.4
O/w equity FDI 3,628.2 567.0 166.3 200.0 200.0 200.0
O/w portfolio equity 182.9 1,260.5 1,472.5 500.0 500.0 500.0
Olw other flows -11.2 -12.0 -12.6 -12.6 -12.6 -12.6
Change in reserves 1,087.9 2,389.4 -937.6 177.3 410.0 380.1
Gross external financing requirement 19,534.8 -1,172.5 -1.9 1,059.5 377.0 1,018.6
Stock of international reserves, incl. gold 5,040.7 7,226.4 6,566.6 6,738.8 7,148.8 7,528.8
Source: Fitch Ratings, IMF
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS.
PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTPS://[FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING
DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S
PUBLIC WEB SITE AT WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND
METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT,
CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT
SECTION OF THIS SITE. FITCH MAY HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE
RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR
WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE
ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.
Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by
permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies
on factual information it receives from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a
reasonable investigation of the factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable
verification of that information from independent sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary depending on the nature
of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the
issuer is located, the availability and nature of relevant public information, access to the management of the issuer and its advisers, the
availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports,
engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third-party
verification sources with respect to the particular security or in the particular jurisdiction of the issuer, and a variety of other factors. Users of
Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all
of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers
are responsible for the accuracy of the information they provide to Fitch and to the market in offering documents and other reports. In issuing
its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements and
attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking
and embody assumptions and predictions about future events that by their nature cannot be verified as facts.
As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not
anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship.
Individuals identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are
named for contact purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or
withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a
recommendation to buy, sell, or hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for
a particular investor, or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers,
insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the
applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or
guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch
to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services
and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license
no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended
to be used by persons who are retail clients within the meaning of the Corporations Act 2001.
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