EUROPE The 2024 World Energy Issues Monitor for Iceland highlights the

ICELAND complexities and challenges of transitioning to a sustainable energy
system. The critical uncertainties identified—acceptability,
transmission grids, demand management, infrastructure, and capital
cost—represent areas where focused efforts and strategic planning are
required. Simultaneously, prioritizing actions in transmission grids,
infrastructure, international collaboration, domestic growth, and
capital cost management will be crucial for Iceland to successfully
navigate its energy transition.

Addressing these uncertainties is essential to building a resilient
energy system capable of withstanding future demands and
challenges. For instance, improving public acceptability involves
engaging with communities, enhancing transparency, increase
collaboration, improve communication and ensuring that the benefits
of energy projects are clearly communicated and distributed.

Critical Uncertainties for Iceland

Acceptability: The public and stakeholder acceptance of new energy
projects and policies is a significant uncertainty for Iceland, as in many
other countries. This primarily involves conflicts between nature
conservation and meeting increasing energy demand. Public opinion
and stakeholder support are crucial for the successful implementation
of energy projects. Resistance or support from various interest groups
can significantly influence the pace and success of energy transition in
Iceland as in other countries.

Transmission Grids: The reliability and expansion of transmission grids,
and especially the distribution network in remote areas are critical in
Iceland. An effective and strong transmission grid is essential for the
integration of renewable energy sources, such as from wind,
geothermal and hydroelectric power in various locations, which are
abundant in Iceland. The ability to transmit electricity efficiently and
reliably across the country from various remote renewable resources
to end users, is vital for maintaining energy security and stability. The
main challenge has often been reaching agreement with landowners
and municipalities for building transmission lines on their lands, which
is vital for expanding and strengthening the grid to accommodate new
sources of energy generation. Challenges include upgrading existing
infrastructure and expanding the grid to accommodate new sources of
energy generation while also keeping transmission fees stable,
increasing transparency and market-based solutions to ensure equal
access and better utilisation of the grid. Furthermore, the local
government approval process has been a bottleneck for projects after
their approval by the regulatory authority.

Demand Management: The isolated electricity system of Iceland is
close to maximum capacity and strengthening the supply side has
taken long time due to strict and time-consuming license processes
and delay of the electricity Master Plan. Therefore, to ensure security
of supply, effectively managing energy demand remains vital.
Implementing demand response programs, promoting energy
efficiency, and encouraging energy intensive users to participate in
load balancing the electricity system are all part of demand
management. The uncertainty lies in how efficiently the regulatory
framework can be updated and the network operators offering smart
meters and incentives to improve increased flexibility and better
utilisation.
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Infrastructure: The development and maintenance of energy
infrastructure is essential but faces uncertainties. Infrastructure
includes the facilities required for energy production, storage, and
distribution. For Iceland, this involves not only maintaining existing
infrastructure but also investing in new technologies increase
flexibility and facilities to support a growing and diversifying energy
sector. Recent volcanic activities have tested the resiliency of the
energy infrastructure in one of Iceland’s urban areas, which makes this
a critical uncertainty. The legal framework for geothermal district
heating and lack of incentives to increase energy efficiency introduce
uncertainty, while the resilience of infrastructure against
environmental risks is also a key concern.

Capital Cost: The investments costs associated with energy projects
and infrastructure represent a significant uncertainty. Financial
investment is required and is capital intensive for the development of
new energy projects, maintenance of existing infrastructure, and
deployment of innovative technologies. Interests on capital has also
been high in Iceland, due to cost increases and inflation. Cost overruns
and economic feasibility are major challenges, as they can impact the
overall viability and attractiveness of energy projects to investors and
stakeholders. Project developers and investors in the Icelandic energy
system have experienced price surge of key materials and parts as the
rest of Europe in the last couple of years, making the cost
effectiveness and competitiveness of new investments uncertain.

Action Priorities for Iceland

Transmission Grids: Ensuring better utilisation, increased transparency
and equal access, market-based signals to improve efficiency,
improved analysis and expansion of the transmission grids and
distribution networks, is a top priority for Iceland. A robust and
efficient transmission network is necessary to handle the increased
generation of renewable energy, from various locations of windmills,
geothermal and hydroelectric power, to ensure a stable supply of
electricity across the country. Investment in grid infrastructure,
modernization of existing systems, and integration of smart grid
technologies are essential steps to address this priority. More
investment in the transmission grid system is also foreseen in the
implementation plan that Landsnet intends to undertake in the next
three years.

Infrastructure: Developing and maintaining strong energy
infrastructure is crucial for Iceland’s energy transition. Iceland has
been experiencing stress on its energy infrastructure due to fast
population growth in certain urban areas and volcanic eruption.
Adding the planned energy transition of the transportation fleet
makes upgrading existing facilities, investing in new technologies, and
ensuring the resilience of infrastructure against potential risks a top
priority. Strategic planning and investment in infrastructure
development are necessary to support the growing demand for
energy and the integration of renewable energy sources.

International Collaboration: Collaborating internationally is essential
for Iceland to leverage global expertise, share best practices, and
access international funding and technological innovations.
International collaboration can help Iceland overcome domestic
limitations and accelerate the transition to sustainable energy
systems. Partnerships with other countries and participation in global

WORLD ENERGY COUNCIL COUNTRY COMMENTARIES JUNE 2024
D



energy initiatives can provide valuable insights and resources. Iceland
is a member of several international cooperatives like the Agreement
on the European Economic Area which include the EU internal
electricity market, World Energy Council, Nordic cooperations, ACER,
Nordic Energy Research and other international cooperation, that is
adding information, knowledge and value. However, Iceland is not yet
a member of International Energy Agency as many countries are,
something that could strengthen energy security, transition and
development.

Domestic Growth: Promoting innovation, improved efficiency,
competition and where applicable increased growth within the
domestic energy sector is a key priority for Iceland. This involves
fostering innovation, supporting local energy companies, and creating
a conducive environment for investment in the energy sector.
Encouraging domestic growth can boost economic development,
enhance energy independence, and create new job opportunities
within the country.

Capital Cost: Managing and reducing the capital costs of energy
projects is a significant focus area due to recent price increase in key
raw material. Optimizing financial resources and ensuring cost-
effective implementation of energy projects can enhance their
economic viability and attract more investments. This requires careful
financial planning, efficient project management, and the exploration
of innovative financing mechanisms.

Overall, the successful navigation of Iceland's energy transition will
depend on the coordinated efforts of government, industry, and
society. Each stakeholder has a vital role to play in addressing the
critical uncertainties and action priorities identified in the 2024 World
Energy Issues Monitor. By working together, Iceland can continue to
have a resilient, sustainable, and efficient energy system that benefits
both its population and the planet. Furthermore, through innovation,
collaboration, and strategic planning, Iceland has the potential to
become a role model in the global energy transition and create a
brighter future for generations to come.
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