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Overview and Outlook

Among Iceland’s key credit strengths are its high levels of wealth, which acted as a cushion during
the severe adjustment of the past several years, and the return to robust economic growth. We
also believe that the economic recovery is on a more sustainable footing than in the past. The
country's public finances have improved significantly and the public debt burden — while still high
— has started to decline from 2012 onwards. If the government’s large cash buffers are taken into
account, the public debt is at a moderate level. In contrast to many peer countries, Iceland has a
fully funded private pension system, which together with favorable demographics bodes well for
long-term fiscal sustainability.

The Icelandic authorities have used the shelter of the capital controls well and corrected many of
the weaknesses that contributed to the crisis, including in the area of banking supervision and
regulation. Iceland’s key credit challenge is how to maintain macroeconomic and financial-sector
stability during capital control liberalization, which will commence in earnest toward the end of
this year, and continue over the next several years (see Special Topic).

Iceland's rating could be upgraded if the economic recovery were sustained and significant fiscal
consolidation were achieved. A smooth resolution of the failed bank estates and successful
relaxation of capital controls affecting residents, with the exchange rate remaining broadly stable
during the lifting of capital controls, would also imply upward pressure on the rating. Conversely,
the rating could be downgraded if the government's commitment to fiscal consolidation were to
show signs of waning, thereby halting the declining trend in the public debt ratio. The rating could
also be downgraded if the capital control liberalization were to prove disorderly for any reason,
leading to large and/or sudden capital outflows and a severe weakening of the exchange rate,
with negative consequences for the domestic economy and financial stability.

This Credit Analysis elaborates on Iceland’s credit profile in terms of Economic Strength,
Institutional Strength, Fiscal Strength and Susceptibility to Event Risk, which are the four main
analytic factors in Moody's Sovereign Bond Rating Methodology. The report also provides an
analysis on the current status of the capital controls in place and the prospects for their removal.
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Special Topic: Iceland's New Strategy for Capital Account Liberalization

After seven years of capital controls...

On June 8, 2015, the Icelandic authorities announced a long-awaited update to their strategy for lifting
capital controls, first put in place in November 2008 when Iceland’s three large commercial banks
collapsedw. At that time, more than half of the assets of these banks were held abroad, mainly concentrated
in the banks’ subsidiaries and branches in the UK, Luxembourg and other Nordic countries. Concomitantly,
the banks’ funding — 75% of which had been obtained from the international wholesale market — was unable
to be refinanced, leading to the government’s drastic decision to shut down those banks and “bail in”
private creditors with the exception of domestic depositors?, giving the government no choice but to initiate
capital controls to maintain a semblance of financial stability.

The restrictions on capital account transactions have been modified several times since they were
inaugurated. Most importantly, the prohibition on two-way capital flows related to trade in goods and
services were released immediately following the adoption of the Foreign Exchange Act in November 2008.
Further, in mid-2011, controls on short-term kréna assets were partially lifted when the central bank began
to hold foreign-currency auctions, allowing non-residents holding short-term kréna assets to sell them to
long-term investors (for long-term investment in Icelandic treasury bonds, Icelandic enterprises or real
estate) in exchange for foreign currency.

Following the last auction in February 2015, short-term krona assets have been reduced to 15% of GDP,
compared to 30% of GDP in 2011. By reducing the size of these short-term, kréna-denominated claims, the
auctions have reduced the potential draw on Iceland’s foreign currency assets emanating from potential
conversions of this stock of kréna assets when capital account controls are removed.

Today, however, kréna- and foreign-currency denominated funds equivalent to roughly ISK1.2 trillion remain
trapped in the Icelandic financial system. Although substantially reduced compared to when capital controls
were first imposed, they are equivalent to 65%-70% of Iceland’s current GDP and a sudden withdrawal of
such funds would therefore be extremely destabilizing to the domestic economy, financial markets and
exchange rate.

As a consequence, the Icelandic authorities have engaged in consultations with the creditors of Iceland’s
failed banks (which today include hedge funds that began purchasing the banks' distressed assets as early as
2010). The goal was to have the failed bank estates acknowledge the need to restructure those portfolios in
such a way that would mitigate the potential balance of payments (BOP) pressures, and at the same time
award those creditors that own claims against the failed banks an acceptable level of recovery on their
overseas investments. In this way, the capital account liberalization (CAL) process could proceed with
relatively low likelihood that the economy or FX market would be disrupted.

...the authorities have designed a clear roadmap for capital account liberalization

The newly updated strategy takes a three-stage approach to lifting capital account restrictions, with the
success of each step in avoiding disruption to the Icelandic economy and financial markets key to the
success of the next. The first stage targets a reduction in and maturity extension of the ISK900 billion in
non-resident net claims on domestic assets held by the failed banks' estates (the estates). The second stage
deals with the principal and interest associated with non-resident-owned, kréna-denominated bonds (the

For a detailed account of Iceland’s capital controls and the mechanics of the new capital controls liberalizations strategy please see: FAQ: Capital Controls and the

NewlLiberalization Strategy, July 2015.

Non-resident depositors from the old Landsbanki (the “Icesave” scheme) and the Dutch and UK governments are being paid back from the proceeds of the sale of

the bank’s assets. The Central Bank expects that all of these claims will be repaid by yearend 2015.
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so-called trapped ISK) that matured after the capital controls were imposed, the proceeds of which were not
able to be repatriated. The third stage addresses the gradual release of capital controls on Icelandic
residents, the timing and sequencing of which has yet to be fully elaborated.

Phase 1: Neutralizing disruptions from freeing the trapped assets of the failed bank estates

The first step in the CAL process is the requirement that the creditors of the estates of the three large
Icelandic banks that failed in 2008, which at ISK900 billion are the largest component of these claims,
adopt “stability conditions”. These conditions are essentially threefold: (1) a release of domestic assets (the
so-called “stability contribution”); (2) an extension of maturities on foreign currency-denominated domestic
deposits; and (3) the refinancing of government foreign-currency funding from the time when the new
banks were launched. The failed bank estates have all voluntarily submitted proposals on the basis of these
conditions rather than incur a 32%-39% “stability tax” on the total assets of the failed banks.

In return for their adoption of these conditions, and with an exemption from the Foreign Exchange Act from
the Central Bank, the creditors of the old banks will be able to achieve composition, that is, they can
dissolve the failed banks without having to undergo bankruptcy. The rest of their assets are held abroad, and
therefore do not pose risks to disruption of the Icelandic foreign-exchange market. Although these
obligations had not been serviced since the banks collapsed, they represented notional external liabilities in
excess of 400% of GDP. After the write-off, Iceland's net international investment position (net IIP) is
expected to be reduced to around -20% to -25% of GDP.

In the composition process, the failed banks' creditors will transfer their ISK assets to the Icelandic
authorities. Another new piece of legislation, the Stability Tax Bill, earmarks these proceeds for the
reduction of government debt as the assets mature, a process that is expected to be front-loaded over the
next three years. Moreover, the estates' creditors will write off the substantial external liabilities owed to
them by the estates.

Phase 2: Addressing remaining offshore liquid kréna (OLK) holders, using an auction format

The second phase of the liberalization strategy involves dealing with the large stock of so-called offshore
liquid kréna, mostly owned by non-residents, that are trapped by the capital controls. Holders of these
assets will be offered a choice between three options: long-term treasury bonds denominated in either
kronur or euros, a currency auction, or locked non-interest-bearing accounts. The main aim of the Icelandic
authorities will be to extend the maturity profile of these liabilities, and investors who choose the foreign-
currency auction to exit will pay a premium to do so.

Phase 3: Gradual removal of capital controls for residents

The third stage of the capital account liberalization process will take longer to complete, and will involve the
gradual lifting of restrictions on foreign capital transactions of Icelandic residents. The capital controls
constrain portfolio diversification, and key asset managers such as Iceland’s large pension funds, as well as
households and corporations, have a smaller proportion of their portfolios invested abroad than they did
before the old banks collapsed. The timetable for this stage of the process is not yet defined, and will likely
be dictated by the success of the earlier stages of liberalization in avoiding disruptive capital flows. However,
the authorities are beginning to elaborate certain “phase 3" liberalization measures. For example, on July 15,
the Central Bank announced its intention to authorize pension funds to invest abroad this year, subject to
certain parameters>.

3> Please see the Central Bank's announcement of authorization for pension funds to invest abroad this year.

_________________________________________________________________________________________________________________________________}
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If faithfully implemented, the new CAL strategy will both neutralize the ISK 1.2 trillion BOP
overhang and reduce government debt

The capital account liberalization strategy serves the dual purpose of both neutralizing the balance of
payments overhang and helping to maintain financial sector stability as well as shoring up government
finances. The boon to government finances is concentrated in Phase 1, in which a significant portion of the
ISK900 billion in trapped bank assets are used to repay the government for the debt it accumulated in
shoring up the new banks. Phase 1 also involves converting the new banks’ capital from short-term into into
longer-term deposits. Phase 2 is intended to extend the maturity of offshore liquid kréna via auctions slated
for this coming October, as described above.

Implementation risks remain and include (1) a disorderly unwinding of trapped assets; (2) emergence of
larger than-expected asset quality problems in the new banking system; and (3) a slower-than-envisaged
path toward liberalization. Any of these risks could bring negative consequences for the domestic economy
and/or renewed financial market or exchange rate volatility, as well as undermining investor confidence. In
view of these risks, we nevertheless foresee the dismantling of capital controls as unambiguously credit
positive. Now that the economy has recovered to its pre-crisis levels, with stronger macro- and micro-
prudential regulation of the financial sector, we assess the opportunity cost of maintaining capital controls
as much higher than the costs associated with temporary but controlled instability wrought by winding
them down.

_________________________________________________________________________________________________________________________________}
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Rating Rationale

Our determination of a sovereign's government bond rating is based on the consideration of four rating
factors: Economic Strength, Institutional Strength, Fiscal Strength and Susceptibility to Event Risk. When a
direct and imminent threat becomes a constraint, that can only lower the preliminary rating range. For
more information please see our Sovereign Bond Rating Methodology.

Economic Strength: Moderate (+)

Macro-economic context: recovery from deep financial and economic crisis is in full swing

Factor 1

Scale VH+ VH VH- | H+ H H- M+ M M- L+ L L- VL+ VL VL-

. N N O O N N O

Economic strength evaluates the economic structure, primarily reflected in economic growth, the scale of the economy
and wealth, as well as in structural factors that point to a country’s long-term economic robustness and shock-absorption
capacity. Economic strength is adjusted in case excessive credit growth is present and the risks of a boom-bust cycle are
building. This ‘Credit Boom’ adjustment factor can only lower the overall score of economic strength.

According to our sovereign bond methodology, Iceland exhibits *moderate (+)' Economic Strength. Iceland's
GDP per-capita is among the highest in the universe of Moody's-rated sovereigns, despite the significant
loss in wealth due to the banking and currency crisis of 2008, with the five-year average at $41,172 on a PPP
basis as of 2014. This positions Iceland in the same territory as Aa-rated sovereigns (median per-capita GDP
of $35,492) and as a clear outlier in the Baa rating range ($17,302). Iceland is relatively wealthy compared
to its rating peers with the exception of Italy (Baa2 stable) and Ireland (Baa1 stable).

Another key fact when it comes to comparing Iceland’s socio-economic situation to that of other European
crisis-hit nations is that despite the crisis, its social indicators have actually improved in the past 6 years.
Already low as in the other Nordic nations, the poverty rate has fallen further to 11.3% in 2014 from 13.7%
in 2010 and the GINI coefficient narrowed by 5% in 2012 (latest data) from 29% in 2009.

In addition to high income levels, Icelandic households possess substantial pension assets amounting to
145% of GDP (May 2014). This is not only positive for the long-term underlying fiscal position of the
country, but has also allowed a smoothening of the adjustment process as households could temporarily
withdraw money from their pension savings for debt repayment and consumption purposes during the crisis
years. Offsetting the high level of wealth is the small size and limited diversification of the economy, which
increase its vulnerability to shocks.

A score of ‘moderate (+)" is in line with Latvia (A3/Stable), Mauritius (Baa1/Stable) and the Baa3 Median,
while slightly lower than Ireland (‘high’, Baa1/Stable) and Uruguay (Baa2/Stable). Iceland’s average PPP per
capita income ($43,637 in 2014) remains significantly higher than the Baa3 and Europe/Central Asia
medians ($19,610 and $27,051), and more than two-fold the per-capita GDP of above mentioned peers
except for Ireland ($49,195).

The Icelandic economy registered an 11% cumulative decline in real GDP from late 2008 to the first quarter
of 2010 after the banks collapsed, and has recovered fully from that loss as of 2014. This is a stronger
position than most other European countries are in vis-a-vis their pre-crisis peaks, ironically, with the

_________________________________________________________________________________________________________________________________}
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exceptions of Ireland and the Baltics, which also had severe recessions. The economy is expected to grow
quite fast at around 4% this year after an unremarkable 1.9% growth rate in 2014, followed by a slowdown
below 3% next year because we expect a tighter monetary policy stance in response to recent large real
wage increases given to unions to avoid a general strike in the spring.

EXHIBIT 1
Real GDP growth (%) rebounds sharply

12

-6
2007 2008 2009 2010 20M1 2012 2013 2014 2015F 2016F

Source: Haver and Moody's forecasts

Still to be settled (in a court of arbitration rather than via ongoing negotiations, following the passage of a
new law that bans public sector worker strikes) are the disputes with unions representing nurses and
academics in response to the one-time increases given to doctors last year. Unemployment is down at
around 4%, which is considered full employment in a NAIRU sense, part of the reason for the unions’
obstinacy. At present, inflation is at 1.5%, up from much lower earlier this year when the impact of lower oil
prices was still feeding through, but inflationary expectations are rising now.

EXHIBIT 2
Inflation and unemployment have stabilized

Inflation rate (CPI, % change Dec/Dec) Unemployment rate (%)
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Source: Directorate of Labor, Moody's estimates

Among the factors that have restrained growth while capital controls have been in place is the relative lack
of significant investment projects that have broken ground because of the uncertainty surrounding the
timing and circumstances of the controls’ removal. Iceland had attracted and is still the focus of interest of a
number of large foreign investment projects that are energy-intensive, which are ideal to locate in Iceland

_________________________________________________________________________________________________________________________________}
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with its massive reserves of renewable geothermal and hydroelectric energy, proximity to major markets,
highly educated workforce and cool climate.

Four projects worth an estimated $1 billion are now in the pipeline that will have significant positive socio-
economic impacts, with one located far away from Reykjavik where 2/3 of the country's population resides,
which will keep jobs and activity there that might otherwise migrate to the capital. Such projects also tend
to have little additional inflationary impact despite the already-tight jobs situation since the construction
workers are generally brought into the country from Eastern Europe by the companies and return when the
projects are completed. These forthcoming projects also represent an expansion into a new area of industry
for Iceland - silica — which will help to diversify the economy and exports.

That said, the traditional industries of fisheries and energy-intensive exports (e.g. aluminum) are currently in
good situations, with the country’s skillful management of fishing stocks having led to a boom in the
valuable cod catch this year. Also, although commodity prices are soft, Iceland’s aluminum production
plants always operate full-out because they are extremely cost- and energy-efficient by any other country'’s
standards. The tourism sector is also booming, rapidly establishing itself as a third pillar of the Icelandic
economy.

Institutional Strength: Very High

Recovery of institutional strength is cemented with the resolution of the failed banks’ estates

Factor 2

Scale VH+ VH VH- H+ H H- M+ M M- L+ L L- VL+ VL VL-

L ]

Institutional strength evaluates whether the country’s institutional features are conducive to supporting a country's ability
and willingness to repay its debt. A related aspect of institutional strength is the capacity of the government to conduct
sound economic policies that foster economic growth and prosperity. Institutional strength is adjusted for the track record
of default. This adjustment can only lower the overall score of institutional strength.

We assess Iceland’s Institutional Strength as ‘very high’ in our sovereign bond rating methodology. This
assessment has improved over the past several years, reflecting the refinements made to the
macroeconomic policy and regulatory framework in the aftermath of the country’s 2008 banking system
collapse. The massive external imbalances that led to the financial crisis materialized in large part because of
the expansion of Iceland’s three big banks into offshore activities unrelated to the Icelandic economy itself,
exacerbated by positive interest rate differentials due to an overreliance on tight monetary policy to address
an overheating economy.

The authorities have since introduced comprehensive reforms intended to prevent such distortions from
ever re-emerging, pairing tight fiscal with tight monetary policy and a more flexible exchange rate, partly in
conjunction with a 3-year IMF Stand-By Arrangement and subsequent post-program monitoring. Moreover,
a myriad of tough banking rules have been enacted with a view to avoiding the significant currency, interest
rate and maturity mismatches that were critical vulnerabilities leading up to the banks’ collapse.

Increased focus on macro policy coherence, but high wage increases will undermine price stability

The most important measures undertaken since the crisis were the introduction of more stringent
supervision and regulation of the banking sector, including tougher reporting requirements and strict

_________________________________________________________________________________________________________________________________}
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limitations on the new banks’ scope of activity. There is also greater collaboration between the central bank
and the banking regulator FME, in addition to the introduction of a Financial Stability Council to oversee the
monitoring of systemic risks. These new rules are meant to assure that the new banking system is well
capitalized, liquid and funded primarily by long-term deposits or wholesale funding. Asset quality at the
three big banks has also improved significantly, in part thanks to widespread loan restructuring.

The monetary policy framework is based on inflation targeting, and following comprehensive rule changes in
2009 is now much more transparent. Monetary policy is also better aligned with the fiscal policy stance,
which has translated into positive but not excessively positive real interest rates in the past few years.
However, much higher inflation is threatened by the recent four-year wage settlements — which will range
from 21% to 30% depending on where a worker falls in the income spectrum — for the member unions of
the largest labor federation. These increases were substantially in excess of expected inflation plus
productivity gains, reflecting the tight labor market (with a roughly 4% unemployment rate and 80%
employment rate) as well as contagion from similarly large settlements for certain high-profile public
employee groups last year.

Internal debates have been taking place over the effectiveness of “plain-vanilla” inflation targeting, i.e.
relatively weak monetary policy transmission, given the central bank’s clear desire that the exchange rate
not appreciate. In addition, the removal of capital controls will undoubtedly create more financial instability
for the very small, open economy (the openness ratio exceeds 100%).

The central bank responded within days of the wage settlement, hiking interest rates by 50 bps and
promising more hikes in the next several months in an attempt to curb inflationary expectations. Although
we expect inflation to rise by several percentage points by the end of next year, we expect the spike will
taper off subsequently, with inflation coming back down to the 2.5% target level by around the end of 2017.
Moreover, the authorities have cautioned that they will act aggressively to deflect speculative capital
inflows that are likely to materialize as a consequence of higher interest rates, going so far as to impose
taxes and/or surcharges if necessary in order to avoid a recurrence of the pre-crisis bubble.

International surveys convey similarly strong assessments of institutional strength

In terms of quantitative indicators, Iceland scores very highly, although the country’s relative position
worsened for a time after the banks collapsed because of the deterioration in the macroeconomic situation.
In 2013, Iceland ranked at the 86th percentile of the World Bank’s indicators of “Government Effectiveness”
(up from 85 in 2012) and the 89th percentile of “Rule of Law” (up from 88 in 2012), well above the Baa and
A rating category medians and more consistent with Aa median levels (see Exhibit 3), similar to the peer
comparisons related to economic strength. Iceland benefits from clear competitive strengths in areas such
as its high-quality education system, an innovative business sector, an efficient labor market and well-
developed infrastructure. Also, Iceland has a long tradition of broad cooperation and consensus on
economic matters between government, employer and employee associations, although this cooperation
obviously broke down in the latest wage round.

_________________________________________________________________________________________________________________________________}
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EXHIBIT 3
Governance scores in line with much higher rating range

Olceland “'Median - Aa ClMedian - Baa C['Median - VH F2

Political Stability

Regulatory Quality Government Effectiveness

Voice & Accountability Rule of Law

Control of Corruption

Source: World Bank

Careful management of capital account liberalization provides further evidence of institutional
strength

The normalization of the economic and financial situation in Iceland following its banking crisis and
recession would not be complete without the removal of its strict capital account restrictions. The
government'’s decision to proceed with a careful process of capital account liberalization appears to more
than adequately address our concerns about the potential economic and financial destabilization that could
be inherent in their unwinding. In addition, the creditors of the failed bank estates have agreed to turn over
considerable financial assets to the Icelandic government and central bank that will be used to pay down
government debt and bolster official foreign exchange reserves. The creditors will also extend the maturity
of the new banks’ capital, thereby improving their financial stability. Further, they have agreed to write off
the old banks’ (notional) foreign currency liabilities such that the Icelandic net international investment
position (net 1IP) will shrink massively: from -387% of GDP at the end of 2014 to an estimated -20%-25%
by the end of this year, since it was these banks’ estates that were responsible for the country’s colossal
external exposure.

New political party polls the largest share of popular support two years ahead of next election

In the 2013 election, voters returned the long-serving center-right Independence Party-Progressive Party
coalition to office after a single term for the Social Democrats following the onset of the recession in 2009.
We note that Iceland traditionally elects more centrist-leaning governments than its Nordic counterparts on
the Continent. In the 2013 election, three MPs were elected from a newly formed party in Iceland, the Pirate
Party, which is part of an international movement of parties of the same name with similar agendas, mainly
focused on individual privacy on the internet and in other aspects of life.

Iceland’s Pirate Party has since surged in the polls, and it holds the largest share of popular support of any
party in the country at present, at 32.4% (June) higher even than the two-party government coalition, who
had 31.9% support in the same poll, although it is not yet clear on what policies it has garnered this strong
following. The party is slightly to the left of the Social Democrats, which as mentioned has generally not
been in governments in the past, but could be seen as a logical partner should the Pirate Party retain its
popularity at the next election.

_________________________________________________________________________________________________________________________________}
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Based on the comments of Pirate Party MPs in the parliamentary debate over the capital account
liberalization strategy, including the disposition of the amounts of money that the authorities will receive
from the failed bank estates under either the stability conditions or stability tax, we do not perceive a threat
to prudent management of public finances should the new party indeed be part of the next government.
That said, in any such emergence of an untested group, the possibility of a political shakeup in a consensus-
based society such as Iceland'’s needs to be followed closely.

Fiscal Strength: Moderate (-)

Government debt load is lightening, but considerable challenges need to be addressed

Factor 3

Scale VH+ VH VH- | H+ H H- M+ M M- L+ L L- VL+ VL VL-

L ]

Fiscal strength captures the overall health of government finances, incorporating the assessment of relative debt burdens
and debt affordability as well as the structure of government debt. Some governments have a greater ability to carry a
higher debt burden at affordable rates than others. Fiscal strength is adjusted for the debt trend, the share of foreign
currency debt in government debt, other public sector debt and for cases in which public sector financial assets or
sovereign wealth funds are present. Depending on the adjustment factor the overall score of fiscal strength can be
lowered or increased.

We consider Iceland's Fiscal Strength to be *moderate (-)', which reflects the substantial reduction in the
debt burden over the last three years. A continuation of the downward trend in the debt burden in the
coming years will depend on the ability of government to further strengthen the country's fiscal position
and run consistent and substantial primary surpluses. In addition, the government's contingent liabilities are
very large and mainly arise from its guarantee for Housing Financing Fund (HFF) liabilities. A mitigating
factor is the significant financial assets that the government has acquired as part of the recapitalization of
the "new" banking system.

The overall debt of the Icelandic economy declined to under 300% of GDP in 2014, its lowest level since
2005, and well below the crisis peak of more than 475% of GDP in 2009. In particular, household debt has
come down to about the lowest level in Europe at about 87% of GDP and is expected to be the lowest in
Western Europe next year thanks to deleveraging and the mortgage debt relief program introduced by the
current government after it came into office in 2013. The business sector has also both restructured and
scaled back its debt, which is now down to 111% of GDP after dropping 25% a year in 2012-13 and 17% last
year.

The government's own debt has dropped by almost 37 percentage points as a share of GDP since its 2011
peak as a consequence of favorable debt dynamics and the prepayment of nearly all of the multilateral and
bilateral financial support the country received in 2009 (see Exhibit 4 below). Moreover, Iceland's fiscal
framework is being strengthened with the introduction of new restrictions being placed on budget balances
and debt. The authorities’ overriding objective has been to register a surplus in the primary balance
sufficient to more than offset the deficit in the interest balance. This goal was accomplished last year for the
first time since the crisis began, and the finances are on track to achieve this again in 2015.
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EXHIBIT 4
Government's gross and net financial position continues to improve
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Source: Statistics Iceland

Budget revisions fail to dissuade unions to settle for low real wage increases

The original 2015 budget proposal tabled in September last year envisioned that the overall financial
balance would register a small 0.2% of GDP overall surplus and a 3.5% of GDP primary surplus based on a
relatively rosy economic assumptions, which have largely materialized. In the context of preparing the 2016-
19 medium term fiscal outlook in April this year, however, the authorities decided on a series of measures to
lighten the tax burden for individuals and raise disposable incomes across the board. The measures are likely
to return the overall budget balance to a small deficit both this year and next.

The tax package was adopted in May this year® and the government explicitly stated their hope that it
would convince labor unions to moderate their demands in this year's wage round. While the new wage
deal was reached at much lower levels than initially demanded, the increases agreed were still outsized,
especially on top of the real increases that were obtained last year. The IMF sounded a very strong warning
about the risks of the agreement in its statement following its sixth post-program monitoring review last
month. Indeed, the central bank is determined to hike rates to restrain price hikes as much as possible, but
some industries operate on tight profit margins and will have to raise prices.

The wage agreement will have both direct and indirect impacts on government finances. Public sector wage
negotiations are still not settled, with some influential segments asking for wage increases similar to the
30% given to doctors last year. Although highly uncertain at this time, authorities estimate the outcome
could add an additional ISK 10 billion (~ $77 million) to government expenditure in the coming years
(compared to a positive financial balance for 2015 of ISK 26.8 billion forecast in the government'’s April 1,
2015 medium-term outlook). Further indirect costs to the government budget will also derive from
government support for the housing costs tied to agreements negotiated in the private sector.

The government's ownership of the often-loss-making Housing Financing Fund (HFF) also poses risks to
sovereign creditworthiness given its scale (ISK 824 billion in assets at end-2014). While a May 2015 report
of a working group on restructuring the housing market (including the role of the HFF) found the HFF should
no longer operate and that lending should cease — a view shared by the IMF and by the Financial Stability
Council - the future of the HFF (including when and how it will be wound down) has not been finally
decided; if contingent liabilities related to the HFF are even partially realized, this will lead to higher debt
and interest costs for the government.

4

See Ministry of Finance website.
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Creditors’ proposals to settle failed banks’ estates are expected to reduce debt substantially further

The capital account liberalization strategy serves the dual purpose of both neutralizing the balance of
payments overhang and shoring up the government finances. The boon to government finances derives
from payments made from the failed bank estates (the principal creditors of the new banks) to the
government to repay the government for its cumulative costs of supporting the new banks. The payments
to the government range from ISK400-470 billion if the composition agreements are finalized as was
envisioned in the three estates’ proposals to the government. With these payments and upon completion of
the other steps in the process of dissolving the failed banks (as described in the Special Topic section on
page 3), the estates could then be exempted from the capital controls and be free to manage their foreign
assets, which are currently also frozen by the capital controls. We consider this to be the likeliest scenario,
given that it is less expensive for the old banks as well as being more favorable for Iceland'’s economic and
financial stability.

The ISK400-470 billion range relates to uncertainty over the sale price of the old banks' kréna assets and
whether or not certain krona assets are sold to a domestic or foreign investor. With these proceeds, the
government estimates that government debt, currently equal to 77% of GDP, would be reduced by up to a
third over four to five years and as a consequence, its annual debt service requirements will be cut sharply as
well.

Introduction of consensus-based fiscal rules further solidifies the government’s debt dynamics

A new bill on an Organic Budget Law (OBL) was submitted to Parliament in 2014, with approval anticipated
at the opening of the next parliamentary session in September. The objective of the law is “to ensure
meticulous preparation of strategies in fiscal policy, to create a clearer vision of the long-term objectives of
fiscal policy, to clarify the accountability of executive powers, to tighten discipline and firmness in public
financial management and to improve supervision and budget execution.” The bill is extremely
comprehensive, including contingencies and provisions for all imaginable scenarios. Consultation and
cooperation among all levels of government prior to preparation of the medium-term budget are stipulated,
an element in the process that is clearly intended to ensure that such fiscal problems as emanated from the
municipal sector during and after the crisis will be avoided.

The OBL envisions a number of fiscal rules that should strengthen financial discipline, once implemented:

» A cumulative general government surplus is mandated over any five-year period
»  Overall general government financial deficit in any single year is never to exceed 2.5% of GDP

»  The general government debt to GDP ratio is to be reduced to below 30% and never exceed that level
again

»  BUT if the debt ratio rises above 30% (presumably for an exogenous reason such as global recession), it
should be reduced by 1/20 of the difference between actual levels and the target annually thereafter

With the strictures imposed by the OBL, the medium-term strategy under the Spring Fiscal Plan 2016-19 is
to reduce the government'’s debt from about 75% of CDP (central government definition; general
government debt is just over 77% of GDP) at present to under 50% of GDP by the end of 2019. Given the
scale of the planned decline, this would involve reducing the nominal level of debt as well as the ratio to
GDP. The consensus on this strategy is broad-based among politicians and the population, by all accounts,
but the costly recent wage agreement is likely to require making spending cuts elsewhere in order to keep
the budget comfortably in surplus.

_________________________________________________________________________________________________________________________________}
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Susceptibility to Event Risk: Moderate

Financial sector risks have moderated, but the banking sector still has room to improve

Factor 4
Scale VL- VL  VL+ | L- L I+ | M- M M+ | H- H H+ | VH- VH VH+

Susceptibility to Event Risk evaluates a country's vulnerability to the risk that sudden events may severely strain public
finances, thus increasing the country’s probability of default. Such risks include political, government liquidity, banking
sector and external vulnerability risks. Susceptibility of Event Risk is a constraint which can only lower the preliminary
rating range as given by combining the first three factors.

We assess Iceland's Susceptibility to Event Risk as “moderate’, mainly reflecting the risks to economic and
financial stability emanating from the process of capital control liberalization. Risks to financial stability
from the banking sector have moderated since the 2008 banking sector crisis. In our view, the banking
system should be able to withstand the relaxation of capital controls, as the central bank and the banking
regulator require the banks to maintain very high levels of liquidity and capital. Political risk and government
liquidity risk, at ‘very low" and ‘low (-), respectively, pose very minimal risks to the sovereign.

‘Moderate’ Banking Sector Risk

Financial system risks have diminished since the collapse of the banks in 2008, but they are still present. The
improvements thus far relate primarily to the reduction of resident entities’ refinancing risk with the
lengthening of the Landbankinn bonds and a persistent current account surplus, and now with the
apparently well-constructed plan to remove capital controls without incurring fresh instability for the
banking system or exchange rate. The banking sector is well capitalized with strong liquidity buffers and
declining NPLs. Risks posed by foreign contractual debt service have declined as the debt overhang has
shrunk, so that debt service profile and access to foreign capital markets is no longer considered to be one of
the key risks to financial stability.

Moreover, domestic households and corporates to which the banks lend continue to deleverage significantly
and now are in better shape than their mainland European counterparts. And in the next parliament cycle
beginning in September, laws prohibiting companies from borrowing in FX unless it has FX-denominated
revenues with which to service the debt or the borrowing is hedged will come under consideration. The
restructuring of corporate debt continues to move forward, especially among small and medium-sized
companies of which NPLs have now fallen in line with large companies. Bankruptcies also continue to
decline (792 firms were declared bankrupt in 2014, or 2.1% of all firms), the lowest level of bankruptcies
since 2007 (when 2.0% of firms declared bankruptcy, compared to a 4.6% peak in 2011).

However, while the strength of Iceland’s financial regulation and the positive spillovers of Iceland’s very high
institutional strength bode well for financial sector stability, the banking system still has notable weaknesses
which continue to pose risks to the sector and to the sovereign. First, while banking sector buffers are strong
and asset quality is improving, some uncertainties surrounding the unwinding of crisis legacies and legal
risks, including challenges related to CPI indexation, remain. Significant progress in improving macrofinancial
and supervisory stress tests and the ongoing gaps in financial safety nets, deposit insurance, and bank
resolution frameworks, as well as weaknesses related to banking sector profitability (which is high, but
currently driven by irregular items, like asset sales related to the winding up of the old estates, rather than
core operations).

As such key risks to financial stability persist and include: 1) The successful implementation of the capital

controls liberalization; 2) The fact that bank lending has been weak outside of a few sectors (primarily export-
oriented), with 3) profitability and high return on assets (ROA) rates driven by one-off items rather than core
operations. Iceland shares its banking sector risk score of (M) with Ireland (Baa1/Sta) and Bulgaria (Baa2/Sta).

_________________________________________________________________________________________________________________________________}
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‘Very Low' External Vulnerability Risk

Iceland'’s economy was overheating before the crisis, an obvious symptom of which were the very large
external deficits of between 10% and 22% of GDP registered between 2004 and 2008. Immediately upon
the imposition of capital controls and the nonpayment of the significant external liabilities that were held
by the failed banks, as well as because of the very large depreciation of the currency against other major
currencies and the domestic recession, the underlying current account deficit (excluding interest and
payments owed on the failed banks) moved into a significant surplus averaging between 5% and 10% of
GDP.

EXHIBIT 5
Consistent underlying current account’ surpluses, which are expected to sustain

Current account balance Underlying current account balance
10.00

5.00 /\

0.00 —_

-5.00
-10.00
-15.00
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2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015F 2016F
Source: Central Bank Monetary Bulletin 2015/2
The underlying current account reflects a services account balance adjusted for FISIM of DMBs in winding-up proceedings and a primary income
account balance adjusted for the effects of DMBs in winding-up proceedings and other factors that do not reflect Iceland's financial burdens.

The underlying current account surplus is expected to be sustained thanks to a number of factors, including
improved terms of trade because of lower oil prices and the fact that most of the country’s exports are
dollar-denominated. An important element to this turnaround is the booming tourism sector, which has
more than doubled in the past 6 years to nearly a million visitors generating over ISK303 trillion in export
revenue in 2014, which represented nearly 1/3 of total goods and services receipts, up from 19% in 2010
and generating 6,100 new jobs in that time. Also as mentioned, both of the traditional goods export sectors
are also expanding strongly in volume terms, and marine product prices have also been rising at a double-
digit pace over the past year.

Imports have also been picking up over the past year, although this was attributable to imports of ships and
aircraft, which tend to overwhelm the statistics of the small country. New orders have been placed for more
such purchases this year to support the tourist trade, with the international airlines servicing the country
increasing their flights by one-fourth and Icelandair is planning a similar increase. Consumer durables goods
imports are also likely to expand because of households' better financial position. With the resolution of the
failed banks' estates, the underlying current account position will become the actual current account position.
As a consequence, we show these statistics consistently over the recent history as well as in our forecasts.

Weak competitiveness represents the most significant obstacle to the sustainability of Iceland’s external
position, which will be further endangered by the 4-year wage agreement. Price levels in Iceland are roughly
40% higher than those of its European trading partners even after the 2008-09 depreciation. However, the
composition of Iceland’s specialized and niche exports should assure continued surpluses, although we expect
them to shrink gradually as domestic demand recovers more strongly and capital controls are fully dismantled.

_________________________________________________________________________________________________________________________________}
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Impact of the capital control liberalization on Iceland’s net international investment position

During the course of the global financial crisis, Iceland's net international investment position (net IIP)
widened sharply, from 106% of GDP in 2007 to 605% of GDP in 2010. By 2010 external liabilities dwarfed
the economy's size, not to mention the banks' equity (which was denominated mostly in krénur) and the
government'’s foreign exchange reserves. However, Iceland'’s net IIP has improved significantly in the years
since the crisis due to significant current account surpluses facilitating paying down external debt, rising
prices in foreign asset markets increasing the value of Iceland’s foreign assets, and the ongoing write-downs
of debt owned by the failed banks in winding-up proceedings inter alia.

Today, Iceland's net International Investment Position (IIP), including DMBs in winding up proceedings) is
estimated at -387% of GDP. This, of course, overstates Iceland’s actual net IIP since it includes the book
value of the debt that will not be paid, except in part, once the estates are resolved. Net IIIP excluding DMBs
in winding up proceedings was -6% of GDP at end 2014; this, of course, understates Iceland's actual net IIP
since a portion of the banks external debts will be paid (See Exhibit 6).

EXHIBIT 6
Net IIP shrank significantly as failed banks were gradually wound down

H Net lIP excluding DMBS undergoing winding up proceedings  Net IIP including DMBs undergoing winding up proceedings
@ Authorities estimate for net IIP by end-2015

0—.-----_0
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-700
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Source: CBI, Moody's estimates

As per the envisioned liberalization strategy, Iceland’s net IIP at the end of this year — assuming winding-up
of the estates is handled by year end (our base case) — is estimated to fall between -20 to -25% of GDP, a
substantial reduction from both today's “overstated NIIP" (i.e. including the debt will be written off) and
from Iceland’s net IIP in the years leading up to the financial crisis, which averaged -83% of GDP from
2003-2007. To the extent that capital controls liberalization unfolds without meaningful incident, the
external adjustment which followed the 2008 banking crisis will have reduced Iceland's external

vulnerability risks posed by foreign liabilities to the lowest level in decades.

EXHIBIT 7
Positive impact of stability contribution on net IIP (% of GDP) is massive

Net International

Foreign assets Foreign Liabilities  Investment Position
Current position end-2014 (including DMBs 275 -662 -387
in winding up proceedings)
Following failed bank resolutions, ca end- 201 -221t0-226 -20 to -25
2015

Source: Central Bank of Iceland
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Rating Range

Combining the scores for individual factors provides an indicative rating range. While the information used to determine the grid mapping is mainly historical, our ratings incorporate
expectations around future metrics and risk developments that may differ from the ones implied by the rating range. Thus, the rating process is deliberative and not mechanical, meaning
that it depends on peer comparisons and should leave room for exceptional risk factors to be taken into account that may result in an assigned rating outside the indicative rating range.
For more information please see our Sovereign Bond Rating Methodology.

Sovereign Rating Metrics: Iceland
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Comparatives

This section compares credit relevant information regarding Iceland with other sovereigns rated by Moody's Investors Service. It focuses on

a comparison with sovereigns within the same rating range and shows the relevant credit metrics and factor scores.

Iceland compares favorably to other Baa3 rated sovereigns as far as its wealth levels and institutional strength are concerned. Iceland’s key
credit weaknesses relate mainly to its elevated public debt level which leads to a comparatively low score on fiscal strength.

EXHIBIT 8
Iceland Key Peers

Europe &
Central Asia

Year Iceland Ireland Bulgaria Latvia Uruguay Mauritius  Baa2 Median  Median
Rating/Outlook Baa2/STA Baal/STA Baa2/STA  A3/STA Baa2/STA  Baal/STA Baa2 Baa2
Rating Range A2 -Baal A1-A3 Baa3-Ba2 A1-A3 Baal-Baa3 AZ2-Baal Baal-Baa3 AZ2-Baal
Factor 1 M+ H M- M+ H- M+ H- H-
Nominal GDP (US$ Bn) 2014 171 246.4 557 32.0 57.5 127 246.6 1371
GDP per Capita (PPP, US$) 2014 43,637 49,195 17,860 23,707 20,556 18,553 20,006 27,025
Avg. Real GDP (% change) 2010-2019 2.3 2.2 1.5 29 4.1 35 2.4 1.9
Volatility in Real GDP growth (ppts) 2005-2014 42 4.0 37 7.8 1.7 1.2 2.4 3.6
Global Competitiveness Index, percentile [1]2014 72.8 77.1 52.6 63.1 315 65.7 52.6 63.1
Factor 2 VH VH M+ VH- M+ H+ M+ H+
Government Effectiveness, percentile [1] 2013 86.7 843 48.4 67.9 56.2 67.1 543 65.6
Rule of Law, percentile [1] 2013 89.0 90.6 445 68.7 617 72.6 453 69.9
Control of Corruption, percentile [1] 2013 92.9 85.9 40.6 58.5 82.0 60.9 441 62.1
Avg. Inflation (% change) 2010-2019 3.1 1.0 1.2 1.6 7.6 4.4 34 1.8
Volatility in Inflation (ppts) 2005-2014 35 2.8 3.9 5.1 13 2.8 1.6 17
Factor 3 M- M- M+ VH M M M H-
Gen. Gov. Debt/GDP 2014 77.2 109.7 27.6 40.0 39.2 541 40.9 51.9
Gen. Gov. Debt/Revenues 2014 168.0 3143 74.2 112.9 1971 265.2 197.7 130.7
Gen. Gov. Interest Payments/Revenue 2014 10.2 11.6 2.0 3.9 1.4 127 9.2 4.7
Gen. Gov. Interest Payments/GDP 2014 47 4.0 0.7 1.4 23 2.6 2.4 1.8
Gen. Gov. Financial Balance/GDP 2014 05 -4.1 -2.8 -1.4 -2.3 -3.2 -2.9 -2.1
Factor 4 M M M M- L L+ M- M-
Current Account Balance/GDP 2014 4.4 6.2 0.9 -3.1 -4.6 -7.2 -1.8 0.7
Gen. Gov. External Debt/Gen. Gov. Debt 2014 377 64.2 453 85.2 36.0 24.4 313 60.6
External Vulnerability Indicator 2016F 34.0 -- 57.8 -- 61.6 123 104.7

Notes:

[1] Moody's calculations. Percentiles based on our rated universe.

Source: Moody's
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EXHIBIT 11 EXHIBIT 12
National Income Population
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EXHIBIT 13 EXHIBIT 14
Global Competitiveness Index Inflation and Inflation Volatility
Rank 30 out of 144 countries Inflation Rate Volatility, t-9 to t (ppts) (RHS)
e |nflation Rate (CPI, % change Dec/Dec)..
Ireland (Baa1/STA) 20.0 6.0
18.0
Estonia (A1/STA) 16.0 >0
14.0 4.0
Iceland (Baa3/sTA) [ 12.0 '
10.0 3.0
Latvia (A3/STA) 8.0
6.0 2.0
Bulgaria (Baa2/STA) 4.0 10
2.0 '
Uruguay (Baa2/STA) 0.0 0.0
3885332223 r s
o = =
0 20 40 60 80 100 SRRRIRRRAIARRRE g
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EXHIBIT 15 EXHIBIT 16
Institutional Framework and Effectiveness Debt Burden
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EXHIBIT 17 EXHIBIT 18
Debt Affordability Financial Balance
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EXHIBIT 19

External Vulnerability Risk
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Source: Moody's,

19 JULY 21, 2015 CREDIT ANALYSIS: ICELAND, GOVERNMENT OF



MOODY'S INVESTORS SERVICE SOVEREIGN & SUPRANATIONAL

Rating History

Iceland

Government Bonds Foreign Currency Ceilings

Foreign Currency  Local Currency Outlook Bonds & Notes Bank Deposit Date
Long-term  Short-term  Long-term  Short-term

Rating Raised Baa2 Baa2 Stable Baa2 P-2 Baa2 P-2 June-15
Outlook changed Baa3 Baa3 Stable -- -- -- -- February-13
Rating Lowered -- -- -- Baa3 -- -- -- November-12
Outlook changed Baa3 Baa3 Negative -- -- -- -- July-10
Outlook changed Baa3 Baa3 Stable -- -- -- -- April-10
Outlook changed Baa3 Baa3 Negative -- -- -- -- April-10
Outlook changed Baa3 Baa3 Stable -- -- -- -- November-09
Rating Lowered Baa3 Baa3 -- Baa2 P-3 Baa3 P-3 November-09
Rating Lowered Baal Baal Negative A2 P-2 Baal P-2 December-08
Rating Lowered & Review Al Al RUR- Aal -- Al -- October-08
for Downgrade
Review for Downgrade Aal Aal RUR- -- -- -- -- September-08
Rating Lowered Aal Aal Stable -- -- Aal -- May-08
Outlook Changed Aaa Aaa Negative -- -- -- -- March-08
Rating Raised Aaa -- Stable Aaa -- Aaa -- October-02
Rating Assigned -- Aaa -- -- -- -- -- July-97
Rating Raised Aa3 -- Stable Aa3 -- Aa3 -- July-97
Review for Upgrade Al -- RUR+ -- -- -- -- June-97
Outlook Assigned -- -- Positive -- -- -- -- March-97
Rating Raised Al -- -- Al -- Al -- June-96
Review for Upgrade A2 -- RUR+ -- -- -- -- April-96
Rating Assigned -- -- -- -- -- A2 P-1 October-95
Rating Assigned -- -- -- -- P-1 -- -- October-90
Rating Assigned A2 -- -- A2 -- -- -- May-89
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Annual Statistics

Iceland

2007 2008 2009 2010 2011 2012 2013 2014 2015F  2016F
Economic Structure and Performance
GDP Nominal (US$ Bil.) 2145 17.60 1282 1326 14.69 1423 1539 17.07 16.60 16.26
Population (Mil.) 0.31 0.32 0.32 0.32 0.32 0.32 0.32 033 033 0.33
GDP per capita (US$) 69,632 55,872 40,200 41,701 46,189 44,477 47,809 52,365 50,619 49,117
GDP per capita (PPP basis, US$) 41,049 41,290 38,979 38,454 39,982 41,021 42,767 43,637 -- --
Nominal GDP (% change, local currency) 14.5 127 2.4 2.2 5.1 45 5.7 6.0 83 5.5
Real GDP (% change) 9.7 12 -5.1 -3.1 2.4 13 3.6 1.9 4.0 33
Inflation Rate (CPI, % change, Dec/Dec) 5.9 18.1 7.5 2.5 5.3 4.2 41 0.8 3.0 6.0
Gross Investment/GDP 29.7 259 15.0 13.9 15.7 16.2 15.2 167 17.2 19.3
Gross Domestic Savings/GDP 209 238 239 244 238 22.4 233 231 259 282
Nominal Exports of G & S (% change, US$ basis) 347 13 -12.1 1.4 16.6 -2.5 6.0 6.6 -16 -2.6
Nominal Imports of G & S (% change, US$ basis) 9.8 -156 -31.4 9.2 241 1.6 1.4 10.0 0.3 1.3
Openness of the Economy!! 75.5 845 90.5 96.6 1046 1073 103.1 100.5 1027 104.1
Government Effectiveness? 178 181 165 159 158 149 148 -- -- --
Government Finance
Gen. Gov. Revenue/GDP 456 424 389 396 4041 4.7 431 459 430 421
Gen. Gov. Expenditure/GDP 407 554 486 493 456 453 441 454 431 421
Gen. Gov. Financial Balance/GDP 49 131 -9.7 -9.7 -5.6 -37 -1.0 0.5 -0.1 -0.1
Gen. Gov. Primary Balance/GDP 73 -10.0 -3.6 -4.8 -1.2 1.2 37 5.2 3.1 2.7
Gen. Gov. Debt (US$ Bil.) ! 6.03 9.3 1.7 14.2 15.8 13.8 15.1 121 1113 10.92
Gen. Gov. Debt/GDP ! 271 721 92,5 100.8 113.8 100.1 92.7 772 7438 69.6
Gen. Gov. Debt/Gen. Gov. Revenue P! 59.5 1701 2375 2547 2839 2401 2153 168.0 173.8 1655
Gen. Gov. Int. Pymt/Gen. Gov. Revenue 52 73 15.7 12.5 10.8 1.8 11.0 10.2 7.5 6.5
Gen. Gov. FC & FC-Indexed Debt/GG Debt P! 46.8 393 37.8 359 41.2 33.2 315 298 277 244
External Payments and Debt
Nominal Exchange Rate (local currency per US$, Dec) 619 1206 1249 151 1227 1290 1156 1269 140.0 140.0
Real Eff. Exchange Rate (% change) 55 214 -19.2 5.1 1.4 -0.3 4.6 6.7 -- --
Current Account Balance (US$ Bil.) ¥ -293 -4.01 0.94 0.94 0.65 0.41 1.13 1.0 0.70 0.34
Current Account Balance/GDP ¥ 137 -22.8 7.4 7.2 4.6 3.1 73 5.0 2.3 1.4
External Debt (US$ Bil.) ¥ 120.6 123.4 293 368 37.0 32.9 39.0 358 375 35.1
Public Sector External Debt/Total External Debt 33 5.9 23.2 19.9 233 19.5 16.2 147 149 14.9
Short-term External Debt/Total External Debt [ 341 36.8 10.5 8.0 55 5.6 5.1 47 4.1 4.4
External Debt/GDP P! 543.1 9612 2305 2615 2668 2382 2125 2021 226.0 216.0
External Debt/CA Receipts 1] 996.9 19223 4322 4807 439.2 3826 3926 2731 4196 3755
Interest Paid on External Debt (US$ Bil.) ! 3.08 334 1.2 1.4 5.6 1.8 2.0 27 08 1.9
Amortization Paid on External Debt (US$ Bil.) ! 18.1 10.8 0.9 0.9 5.2 1.5 1.3 2.5 0.6 1.7
Net Foreign Direct Investment/GDP -15.7 29.1 -17.2 19.7 7.4 29.7 -0.4 4.1 1.8 2.5
Net International Investment Position/ GDP ! -109.4 -485.0 -69.1 -69.8 -509 -27.0 -10.8 -5.1 -- --
Official Foreign Exchange Reserves (US$ Bil.) 2.5 35 3.6 5.6 7.7 4.0 4.1 4.1 45 4.2
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Iceland

2007 2008 2009 2010 201 2012 2013 2014 2015F 2016F
Net Foreign Assets of Domestic Banks (US$ Bil.) -24.3 -0.8 -0.1 07 1.7 2.0 2.7 2.0 -- --
Monetary, Vulnerability and Liquidity Indicators
M2 (% change Dec/Dec) 56.6 32.1 -1.1 -9.9 87 -2.7 4.2 3.9 -- --
Monetary Policy Interest rate (% per annum, Dec 31) 13.8 18.0 10.0 4.5 4.8 6.0 6.0 53 - -
Domestic Credit (% change Dec/Dec) 154 -33.0 -0.5 -6.5 -5.9 1.4 0.3 -5.4 -- --
Domestic Credit/GDP 299.0 1778 1727 158.0 1415 1373 1303 116.3 -- --
M2/Official Forex Reserves (X) 7.8 3.9 35 23 17 29 33 3.2 -- --
Total External Debt/Official Forex Reserves 4,732.7 3,539.2 8042 663.0 480.2 8131 946.1 880.1 833.8 836.1
Debt Service Ratio 1812 160.6 17.5 185 624 20.7 21.0 27.6 8.1 20.7
External Vulnerability Indicator (8] 1,333.2 2,039.5 1,302.7 84.6 52.9 26.3 455 487 415 34.0
Liquidity Ratio 162.4 2339 3097 1511 1479 54.1 28.5 223 -- --
Total Liab. due BIS Banks/Total Assets Held in BIS Banks 305.2 4010 525.0 2315 2467 1272 87.6 84.8 -- --

Notes:

[1] Sum of Exports and Imports of Goods and Services/GDP

[2] Composite index with values from -2.50 to 2.50: higher values suggest greater maturity and responsiveness of government institutions

[3] Includes loans from the IMF and Norway

[4] 2009-2013 excludes DMBs undergoing winding-up proceedings
[5] 2009-2013 excludes DMBs undergoing winding-up proceedings

[6] Current Account Receipts

[7] (Interest + Current-year Repayment of Principle)/Current Account Receipts

[8] (Short-term External Debt + Currently Maturing Long-Term External Debt + Total Nonresident Deposits Over One Year)/Official Foreign Exchange Reserves. Excludes total nonresident

deposits over one year

[9] Liabilites to BIS Banks Falling Due Within One Year/Total Assets Held in BIS Banks
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