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There are many concerns on how to enhance environmental policies through
participating in the international market with opened borders. For many years already a strong
cooperation with countries with lower environmental regulations developed between the
United States of America and some Western European countries. This development has
brought forward a raise of standards in environmental policies across the world but a big gap
still prevails in the regulations between developed and developing countries. Some
environmental economists claim that trade flows across countries with different environmental
regulations may create the “pollution haven” effect and a “race to the bottom” in
environmental standards. The term “pollution havens” is used when pollution intensive
manufacturing is relocated from developed to developing countries where environmental
regulations are assumed to be less stringent (Nahman & Antrobus, 2005). Globalization and
international cross-border cooperation also play a vital role for international tax regimes.
Different fiscal policies in one country influence the economic situation in others, even
countries located far away. Companies and individual persons use the possibility of increased
capital mobility and choose locations where the tax burden is lower. These locations are called
“tax havens”. Similar to “pollution havens”, “tax havens” can create a “race to the bottom” in
the collective tax base. The similarity of this terminology raises the question what makes a
country a haven. Since the globalised market is being challenged by an increasing demand for
energy and the energy supply is becoming one of the main cost factors in the production
process for many industries, the research analysed a new definition of the term “energy
havens”.

The term “energy havens” describes countries which have a big potential of renewable
energy creation that can be provided to “power-hungry” consumers/energy-intensive
enterprises. This is the aspect which differentiates them from the previously mentioned
“pollution havens” because the use of traditional energy sources to offer industries a cheap
energy supply would result in the “pollution haven” effect. The exploitation of renewable
energy sources has to be feasible and ecologically desirable in order not to cause harm to
nature and "pollute" the environment. The main target groups of this master thesis are energy-
intensive industries and the academic audience whose interest is the future energy market
condition. The research conducted focuses on electricity, with production cost as the main
factor.

Electricity produced from fossil fuels is not favorable due to the unsecure conditions for
future energy markets (import from politically unstable regions) as well as certain risks and
impacts on the environment (e.g. oil spills, health risks from fossil fuel burning). Mainly, the



origin of resources is from undesirable regions (such as the desert in Saudi Arabia) where the
energy infrastructure can provide many challenges. Also, exploitation areas are changing over
time. This kind of energy source does not attract many investments because it cannot promise
a secure and infinite energy supply for the future. Conversely, renewable energy can help to
decouple the correlation between the increasing energy demand and the negative impact on
climate and nature.

The leading example of an “energy haven” generating electricity from renewable energy
is Iceland. The country can provide more electricity than required by all of its residents,
businesses and industries. There are already many foreign companies investing in Iceland and
relocating their facilities there. As Figure 1 shows, a steep rise in energy intensity since 2005 is
due to an increased amount of energy-intensive companies migrating to the country (Nordic
Energy Research, 2013).
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Figure 1. Energy intensity in major economies 1990-2011
Source: Nordic Energy Research (2013).

Interviews with foreign companies in Iceland were chosen as a method of receiving first-
hand information about the decisions on the location. Figure 2 presents the outcome of a
qualitative analysis of the questionnaires. This shows why Iceland was chosen as a leading
“energy haven”.



availability of cheap, renewable, reliable, long-term power;
political stability;

positive economic climate;
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Canada Morway low power prices;
China Persian Gulf no carbon footprint;
Finland Sweden low corruption and political stability;
Latvia Trinidad highly educated workforce
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Figure 2. Industry perspectives on Iceland as a priority location

Note: the figure was prepared by the author based on data collected from the interviewed
companies.
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Potential “energy havens”

Table 1 shows the similarities and differences of two country groups considered
“havens”. The criteria explain how “havens” distinguish themselves from other countries. The
set of criterions is used as a primary tool to determine “energy havens”. The identified criteria
in the right column illustrate the necessary conditions for a country to become an “energy
haven”. Iceland was chosen as a country which best fulfills the listed criteria.



CRITERIA “POLLUTION “TAX HAVENS” “ENERGY HAVENS”
HAVENS”
Pre-existing _ _ _
condition International cooperation Internatlgnal
cooperation
Resources No necessary physical resources Abundance of renewable
energy
Policy Lower
e Lower tax rates Lower energy costs
standards
Conditions Lack of data availability and publicity Promotion of

environmentally-friendly
production possibilities

Incentive for
companies

Lax or non-
enforced
environmental
regulations

Lenient
requirements for
establishing new
business entities

Long-term contracts for
a stable and cheap

energy supply

Requirements

Low political
control of
production

facilities

Political stability
and security of
financial assets

Political stability, good
infrastructure and
business-friendly
environment

Advantages
for companies

More savings due
to lower pollution
abatement costs

More savings due
to a lower tax
burden

More savings due to
lower energy costs

Results Higher FDI inflows Higher FDI inflows
Effect on Enforcement of Enforcement of Enforcement of lower
other lower lower tax rates energy costs
countries environmental
standards
Limits International agreements Energy exports

Table 1. Criteria for a country to become a “haven”




Note: the table is prepared by the author. The criteria set for “energy havens” is determined by
the author based on the example of Iceland (partly from the empirical results of the
questionnaire) using the analogies of “tax and pollution havens”. Positive aspects are indicated
in green, negative aspects are indicated in red, and aspects which cannot be assigned according
to the author were left uncoloured.

Despite an abundance of renewable energy another important factor categorising a
country as an “energy haven” is political stability. In order to attract investments countries have
to be politically stable (not in the case of “pollution havens”). Iceland, taken as an example for
satisfying the listed criteria for “energy havens”, proved that political stability is a key factor
determining a country’s development. In 2008, Iceland was the first country to suffer casualties
on account of the Global Financial Crisis. All three banks of the country collapsed. Iceland was
the first developed country requesting assistance from the International Monetary Fund in the
last 30 years (Danielsson, 2013). But the country quickly recovered. Correct policy decisions
nurtured economic growth and Iceland is now widely discussed and renowned for applying
successful techniques in dealing with the financial crisis.

This research identified nine countries around the globe which can be considered
“energy havens”, Iceland being the leading candidate (others being Norway, New Zealand,
Canada, Sweden, Bhutan, French Guiana, Costa Rica and Latvia). The selection of countries was
based on five different criteria: the share of renewable energy in their electricity generation,
the Corruption Perceptions Index, the Political Risk Index, the Global Peace Index and the
Human Development Index. These criterions and their individual estimated value demonstrated
the potential for sustainable energy development in each country, as well as necessary
improvements which need to be undertaken in order to become an “energy haven”. The study
also found 3 “energy haven” jurisdictions: Facebook, Inc. in Luled (Sweden), Ford Liard in
Northwest Territories (Canada) and Google, Inc. in Hamina (Finland). Figure 3 marks the
locations of “energy havens” and “energy haven” jurisdictions on a world map.
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Figure 3. “Energy havens” and “energy haven” jurisdictions

Policy incentives supporting the existence of “energy havens”

One criterion listed in Table 1 implies that the potential existence of “energy havens”
may incline other countries to reduce their energy (electricity) prices. Germany is a good
example when looking for a proof of the existence of “energy havens”. Germany’s
competitiveness is being threatened by increasing energy costs. This is a result of the so called
“Energiewende”, a transition towards a low-carbon energy economy while giving out subsidies
for renewable energy (Folkerts-Landau, 2013). It is correct that this transition can potentially
guarantee a long-term competitive solution for Germany, but in the meantime the cost of
electricity has noticeably risen. Due to an increase of electricity prices Germany’s popularity as
a production location for industries could decrease in the future. To prevent this from
happening, energy-intensive enterprises are exempt from the Renewable Energy Sources Act
levy and pay significantly less for electricity. This is one of the ways that Germany is trying to
prevent its energy-intensive companies from moving to “energy havens”.

A different approach than Germany with its nuclear power phase-out is taken by
Finland, which has created a competitive electricity market for energy-intensive ventures
allowing them to continue building nuclear power plants. Compared to the electricity gained
from fossil fuels, the costs of nuclear power are predictable. It remains to be seen whether or
not this promising strategy implemented in Finland yields any results for furthering sustainable
economic growth since power prices remain relatively low and the level of emissions is
comparably lower than when using other conventional energy sources (coal, oil, gas, etc.).
Finland was not classified as an “energy haven” in this thesis since nuclear power is widely
believed to be non-renewable. The disposal of atomic waste and its implications are still



considered a great potential burden for future generations. It is difficult to estimate costs which
can occur even thousands of years after its initial use. The latent security threat is another
problem especially in times of global terrorism.

Key limitations of the study

The term “haven” refers to a location which provides an attractive investment climate
and gives incentive to locate your activities there. The possibility to export energy from an
“energy haven” would partially eliminate the given definition. But this is currently a criterion
which is not very feasible yet. A good example of a failure to export energy is the “Desertec”
project. An interconnector marine cable for power transmission situated at the bottom of the
ocean between Iceland, the United Kingdom (UK) and mainland Europe is planned. This is a
long-term project because the production and installation of this cable and other related tasks
must be very carefully planned out. If the project is approved it is expected to be completed by
2020 at the earliest (Landsvirkjun, 2013).

This thesis promotes the idea that industries could move to “energy havens” if electricity
were a main production cost factor for them. When electricity becomes a good that can easily
be shipped anywhere, there will be no more “energy havens” like the ones described earlier but
“energy production havens” would develop instead.
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