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Relationship between energy use and prosperity 

■ Clear relationship between energy usage and GDP 

■ But according to a newly issued BP report, GDP growth of the past few decades 

is less driven by increase in energy consumption than before. 

■ Obviously if the two giants continue to grow with the same pace as before, 

energy demand will continue to grow.  

■ Prices are therefore likely to rise and energy security is going to be a bigger 

issue in energy policy than before.  

■ Iceland, Qatar and other countries with stranded power are far off the trend line  

due to hydro and geothermal in Iceland and gas in Qatar. 
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Energy dependency of nations 



2 © 2013 KPMG ehf. á Íslandi er aðili að alþjóðlegu neti KPMG, samtökum sjálfstæðra fyrirtækja sem aðild eiga að KPMG International Cooperative (“KPMG International”), 

svissnesku samvinnufélagi. Allur réttur áskilinn.  

Energy Policy Making in Iceland 

Energy policy in general 

■ Three phases of energy policy  

– Phase 1, until 1974:  The period of energy abundance 

– Phase 2, 1975 - 1985:  The Period of energy deficiency  

– Phase 3, 1986 - until 2000:  The Period of energy balance 

    

Source: “Energy Policy Making: An old Concept or a Modern Challange?”, H.Dougas et.al 

 

 

 

■ Nowadays, the energy policy is directed by these three 

factors mainly: 

– 1: Security of supply 

– 2: The competitiveness of the energy market 

– 3: Environmental issues 

 

 

 

 
Source: IEA 2012 
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Energy Policy Making in Iceland 

These 3 elements +1 in Iceland 

2: The competitiveness of  the energy market 

 Natural monopoly in distribution and sale of hot water 

for house heating. 

 Oligopoly in sale and distribution of fuel 

 Oligopoly in electrical generation and sale 

 Share of government ownership in electrical 

generation and heat sale is high.  If the companies 

are forming economic rent most of it is captured by 

the state through ownership. 

  

 

 

 

4: Energy utilization policy 

 Economical potential much higher than demand  

 Few examples  

• Norway 20 years ago  

• Canada (Quebec)  

• Middle East (stranded gas) 

 Should we have an energy utilization policy? 

 What would it look like? 

 

  

 

 

3: Environmental Issues, mainly share of green energy 

 The share of green energy in electrical generation in 

Iceland is close to 100%  - little room for  

improvement 

 The share of green energy in space heating is also 

high  - some room for improvement 

 The Icelandic economy is heavily dependent on 

international transport and fisheries.  Both sectors are 

large hydro carbon consumers  -  a lot of room for 

improvement 

  

 

 

 

1: Energy Security 

 Electrical generation appr. 5 times the need of the 

public market.  Imported consumables virtually none.  

 However, all hydrocarbons imported and stocks below 

90 days – which is an requested by IEA and the EU 

  

 

 

 

 



4 © 2013 KPMG ehf. á Íslandi er aðili að alþjóðlegu neti KPMG, samtökum sjálfstæðra fyrirtækja sem aðild eiga að KPMG International Cooperative (“KPMG International”), 

svissnesku samvinnufélagi. Allur réttur áskilinn.  4 

■ A EU directive on renewable energy, sets ambitious 

targets for all Member States, such that the EU will: 

– reach a 20% share of energy from renewable sources 

by 2020 and a  

– 10% share of renewable energy specifically in the 

transport sector.  

■ Individual states are using different support mechanism: 

– FIT 

– ROC 

– CfD 

 

 

■ Some countries have a way to go to reach these 

targets., among them are our closes neigbours: 

– UK 

– Holland 

■ Germany however seams to be on good track. 

■ The question remains if Icelandic energy will eligible 

under these schemes  

Energy Policy Making in Iceland 
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■ The feasibility of  connecting the Icelandic grid to a 

European one has been studied a couple of times 

during the last 3 decades.  This has until now not led to 

a green light: 

– Technically challenging but doable 

– Economical gain not sufficient  

 

 

■ In recent years major changes in the environment have 

triggered new interest: 

– New sub sea interconnectors closer in length are on 

the drawing board 

– Difference in market price is larger than before, 

resulting in higher potential congestion revenue 

– Premium for green energy 

 

 

 

 

Will Iceland be an island for ever? 

Not a new idea 
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Energy Policy Making in Iceland 

The upside potential  

* UK Renewable Energy Roadmap   
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■ Power prices in Iceland are low compared to rest of 
Europe 

■ Member countries of the European Union including 
Germany and UK have set a challenging goals for the 
share of renewables by 2020. 

■ The UK believes their target can be reached by 
energy  delivered from a subset of 8 technologies, 
whereby offshore wind plays the greatest role (33-58 
TWh/year*) 

■ Electricity Market Reform (EMR) is a UK initiative to 
stimulate investment in the renewable energy sector. 

■ Under the scheme contracts for differences  or CfDs 
will be available for renewable energy technologies 

■ The cost of offshore wind is very high compared to 
the current power prices in Iceland.   

■ The question remains if and how the difference can 
be shared for the benefit of both parties.  

■ Erneuerbare Energien Gesetz in Germany is even 
more favarable for Geothermal energy and offers 
EUR 250 per MWh (USD 330), but EUR 34 per MWh 
(USD 45) for hydro power through FIT.  
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Potential size: 

700 -1200 MW 

 

Cost  (700 MW): 

EUR 1,3 – 2,3 bn. 

 

Potential COD: 

2021 

 

Losses: 

5%-7% 

 

Will Iceland be an island for ever? 

Potential interconnector to Europe 
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Positive? 
 

– Higher price for “exported” power? 

 

– Better utilization of the geothermal resource? 

 

– Increased operational security? 

 

– Increased diversity in income? 

 

– Opportunity in developing wind parks? 

 

– Contribution to fight climate change? 

 

Negative? 
 

– Surging power prices to households and industries? 

 

– Less job creation? 

 

– Increased environmental impact? 

■ Capacity build up at higher speed? 

Will Iceland be an island for ever? 

What would the effects for Iceland be? 
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Number of sites in each category     

  Hydro Geoth. Total GWh  

Exploitation category 2 14 16 8.484 

"In waiting" category 22 9 31 12.533 

Protection category 11 9 20 11.339 

Total: 35 32 67 32.356 

Energy Policy Making in Iceland 

Masterplan results from the second phase 

■ On May 11, 2011 Althingi approved Act No. 48/2011, 

on a plan for Protection and Development of Energy 

Resources.   

 

■ The goal of the legislations is to “ensure that the 

utilization of regions with possible power projects is 

based on long-term considerations and a 

comprehensive evaluation of Interests..”. 

 

■ After a debate in the parliament  in January the 

majority  voted in favor of a parliamentary resolution 

whereby the following categorization of the potential 

sites was decided: 

■ The minority was in favor of more exploitation.  

 

■ Out of the 16 sites put into the Exploitation category 

in this round, 14 are geothermal.  

 

■ The result indicates that Iceland is moving to a new 

geothermal era. 

 

■ These 14 geothermal sites do not include 

geothermal projects in construction (3) or extension 

of existing geothermal plants. 
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Master plan: 
Exploitation category: 8.500   GWh/a 
“In waiting” category: 12.500   GWh/a 
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Will Iceland be an island for ever? 

Two scenarios of interconnection 

1.500 

500 
500 

2.000 

1.500 

6.000 

4.512 

0 

2.000 

4.000 

6.000 

8.000 

10.000 

12.000 

Wind energy (450 
MW) 

New hydro ane 
geothermal plants 
(267 MW) 

Extension of 
existing plants (67 
MW) 

Increased energy 
efficiency of 
existing plants (67 
MW) 

Unused energy 
(200 MW) 1200 MW 

Inter-
connector 

Energy 
supply 

Unused 

capacity 



12 © 2013 KPMG ehf. á Íslandi er aðili að alþjóðlegu neti KPMG, samtökum sjálfstæðra fyrirtækja sem aðild eiga að KPMG International Cooperative (“KPMG International”), 

svissnesku samvinnufélagi. Allur réttur áskilinn.  

■ In 2012 Iceland produced around 17 TWh of electricity 

from hydro and geothermal resources. 

 

■ Most of which, or 71% sold to Aluminium Smelters. 

 

■ Further build up of energy intensive industries on the 

drawing board in order to utilize the stranded power and 

create jobs. 

 

■ An interconnector exporting 5 TWh would add some 

23% to that figure.   

 

Will Iceland be an island for ever? 

The power situation in Iceland today 

Installed Capacity & Electrycity Production 2011

MW GWh

Hydro 1.884 12.507 73%

Geothermal 663 4.701 27%

Fuel 120 2 0%

Total 2.667 17.210 100%

+23%
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Will Iceland be an island for ever? 

Interconnector in relative terms 

Source: Landsvirkjun 
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■ In May 2012, the government of Iceland and the 

government of the UK signed an MoU on cooperation in 

the energy sector 

■ There the parties expressed their willingness to explore 

the possibility of developing an electricity 

interconnection between Iceland and the UK, including 

legal and regulatory issues.  

■ Building an interconnector is a rather large decision for 

such a small economy 

■ Legislation has to be changed and political questions 

have to be answered, such as: 

– Interconnector business model  

– Allocation of potential resource rent 

■ The Icelandic government then formed a committee 

whose aim was to establish a political consensus on the 

next steps. 

■ The committee which consisted of representatives from 

all parties in parliament and larger organised interest 

groups and unions. 

 

 

 

 

Will Iceland be an island for ever? 

A new study made 
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Will Iceland be an island for ever? 

Results of the advisory group 

■ In June the group delivered its findings and proposal to 
the minister of industries Mrs. Ragnheiður Elín 
Árnadóttir. 

■ The proposal is put forth in 7 points that include the 
following: 

 

 

 

 

 

 

 

 

  5: ..”define a path for the secure return of resource 

rent from the electricity sales..” 

 

  6:..”To assess the effects of the ownership of the 

sub-sea cable and how this would impact 

‘security of supply’ domestically…” 

 

  7:..”That the Ministry would pursue an assessment 

of which laws and regulations would require 

revision in order to initiate the construction of an 

electricity cable to Europe...”  

 

 

 

 

 

 

  1: ..”Continue with further macroeconomic 

analysis...” 

 

  2: ..”map scenarios for new power plants needed...” 

 

  3: ..”Landsnet and Landsvirkjun authorized to begin 

negotiations...” 

 

  4: ..”talks between Icelandic and UK authorities on 

how the sale of Icelandic energy could fall under 

British legislation on incentives for renewable 

energy…” 
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Will Iceland be an island for ever? 

Closing remarks 

■ Renewable Energy from Iceland could make a 

contribution to improve the energy mix in Europe. 

 

■ The project will be the largest of its kind in the world, but 

new projects are similar in size.  

 

■ If it is done plan has to be made how negative impacts 

are dealt with. 

 

■ Its a large decision for a small economy and needs to 

be well prepared. 
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