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Background and introduction
In May 2012, PKF was commissioned by Promote Iceland to carry out a master-mapping 

project  for the Icelandic tourism industry and to establish its FDI potential.

The aim of the project is to create a platform for the government and tourism industry 

stakeholders  to formulate a long-term strategy and goals to maximise tourism’s 

economic contribution.

The formulation of a long-term strategy for the tourism industry is considered key to 

enhancing Iceland’s international competitiveness, market position and the economic 

contribution to Iceland’s GDP. 
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In order to complete the master mapping project  
we undertook the following:

 Face-to-face interviews with key industry stakeholders in June and July 2012

 Five-day familiarisation tour around Iceland in June and July 2012

 Reviewed tourism trends in Iceland

 Conducted a limited visitor survey

 Completed a destination audit

 Reviewed global tourism trends

 Conducted a limited international tour operator survey

 Conducted a competitor analysis

 Assessed Iceland’s market positioning and promotional model

 Prepared a SWOT analysis

 Identified a set of critical success factors

 Formulated the long-term strategic mission, vision, strategic targets and objectives

 Prepared an action plan and monitoring grid

 Assessed the FDI potential and identified key areas for investment

 Prioritised potential FDI projects

 Recommended FDI actions in order to realise potential
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Tourism trends in Iceland
In recent years it is clear that tourism has become an increasingly important sector of the Icelandic 

economy as may be seen from the figure below.

International tourism receipts (1998 – 2011)

Source: Statistics Iceland

 
Since 2008, the export value of tourism has been around 14% increasing to 19% of total exports 

when including the activities of Icelandic tourism companies outside Iceland. In 2011, tourism’s 

share of GDP was 5.9% compared with 5.1% in 2001. This is in line with tourism’s average 

contribution to a nation’s GDP, globally. 

In 2009 (latest available data), total travel consumption reached ISK184bn of which around 40% 

was consumed by Icelandic households and companies. During this year the number of people 

employed in the tourism sector exceeded 8,500, equivalent to 5.2% of the working population, 

clearly demonstrating its importance. 

This all underpins the sector’s growing importance to the country’s overall diversification and 

sustainability. 

Visitor arrivals
The successful evolution of the tourism sector in Iceland is in large part due to the success of the 

‘hub and spoke’ model which was introduced by Icelandair in 1998 using Keflavik airport as its main 

hub. This has allowed Iceland to attract international visitors from a number of key geographic 

source markets by offering direct flights to an increasing number of destinations. However, this 

was also facilitated by a number of other factors including currency devaluation, improved border 

controls and heightened marketing. 

Significantly more than 80% of air services are provided by Icelandair with Keflavik Airport acting 

as the main gateway to Iceland. 

Between 2001 and 2011 arrivals at Keflavik grew by a compound annual growth rate (CAGR) of 5.2% 

increasing from 519k to 865k while peaking at 946k in 2007.
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Due to Iceland’s rapid growth in tourism a number of new airlines have started flying to the destination 

including easyJet, Norwegian, Air Berlin and Icelandic airline WOW (which Iceland Express recently 

became part of). However, current load factors between 79% and 85% suggest there is an opportunity 

to increase the frequency of flights and attract new airlines in order to further stimulate competition.

Seasonality remains high and this is reflected in passenger movements. 

Over 95% of international visitors to Iceland arrive by air at the main gateway Keflavik. A limited 

number of international visitors arrive at Reykjavík, Akureyri and Egilsstadir airports. A small number 

of mainly Northern European visitors arrive by sea at Seydisfjördur with Smyril Line from Denmark via 

the Faroe Islands.

In 2011, just under half of all international visitors arrived during the peak summer months. This 

reflects the reduced airlift during the winter period and also the wider perception of the destination as 

mainly a summer offering.  

Keflavik Airport monthly passenger movements (2007 – 2011)

Source: ISAVIA (latest available)

Total visitor arrivals at all types of accommodation has almost doubled over the past decade reaching 

1.9m in 2011. Of this, international arrivals at all accommodation have increased by a CAGR of 7.8% 

since 2001 reaching just over 1.4m in 2011 with a slight drop in 2009/10 as a result of the global 

economic crisis.

Domestic arrivals at all accommodation grew steadily until 2009, before slowing down to reach just 

over 0.5m in 2011. 

For those staying in accommodation, total overnight stays reached 3.2m in 2011 up from 1.8m in 2001 

representing a CAGR of 6.4%. 

International overnight stays reached 2.4m in 2011, of which 1.8m were spent in hotels and guest houses. 

Domestic overnight stays reached 800k in 2011 with around 50% spent in hotels and guest houses.
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Overnight stays at all accommodation (2001 – 2011)

Source: Statistics Iceland

In the above figure, we show the evolution in overnight stays at all accommodation by region during 

the period 2001 to 2011.

Around two-thirds of the overnight stays in all regions were recorded in the summer. We note that in 

2011, nearly 80% of visitor nights spent outside the South and the Capital Region were recorded dur-

ing the summer. This demonstrates the high seasonality of the destination but also the relative lack of 

infrastructure outside the Capital and South regions.

In terms of the average length of stay this has remained more or less constant in the regions over the 

last decade at 1.7 nights. In 2011, the longest average length of stay at a particular establishment was 

in the Capital Region at 2.3 nights, while the shortest was in the East at 1.2 nights. 

As may be seen from the following figure, the main international source markets in terms of over-

night stays are Germany, UK, USA and the Netherlands, while the Nordic countries are also strong.

The main components of the ‘other’ category were 138k ‘other’ European and 117k ‘unknown’.  

The lack of a detailed breakdown makes it difficult to identify the growth areas but we are aware they 

include visitation from some of the so called BRIC (Brazil, Russia, India and China) countries

International overnight stays at all accommodation

Source: Statistics Iceland
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Cruise
A key trend in the cruise industry is the increasing size of modern ships. A trend which is 

driven by the need to reduce costs in order for cruises to remain price competitive com-

pared with other types of holiday products. Many destinations are able to absorb large 

volumes of visitors quite easily, but this is not the case when it comes to destinations such 

as Iceland which has a relatively small host population. Key challenges facing the cruise 

industry include the high price of fuel as well as the introduction of environmental regula-

tions covering emissions.

From the following figure, it is evident that Iceland has benefitted from the rapid growth in 

cruise tourism over the past decade. 

However, with over 100,000 cruise passengers forecast for 2011, overcrowding has start-

ed to occur at key sites in Iceland, especially when multiple calls occur at the same time. 

Thus there is an urgent need to adopt a strategic approach to segmentation and manage-

ment of cruise passenger flows so that pinch points and congestion can be avoided e.g. 

through staggering ships and ports in order to minimise any negative impact and maxi-

mise the potential economic contribution e.g. through the looking at how excursions and 

the supply chain can be improved to bring more local benefits. 

Cruise Calls & Passengers (2001-2011)

Source: Statistics Iceland and Cruise Iceland
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International tourism trends
The past six decades have seen extraordinary growth in international tourism, with the 

sector becoming one of the largest and fastest growing in the world. 

As may be seen from Figure 5.1 overleaf, despite occasional shocks, international tourist 

arrivals have more than tripled from 277m in 1980 to 983m in 2011. Arrivals reached one 

billion for the first time in December 2012.

Worldwide international tourist arrivals are forecast to increase by 3.3% on average from 

2010 to 2030, albeit at a much slower rate of 1.8% in Northern Europe. This represents 

43m more international tourist arrivals every year, reaching a total of 1.8bn by 2030.

It is expected that Northern Europe’s market share will reduce from 7.4% in 1980 to 4.5% 

in 2030 as emerging destinations grow and existing markets mature.  

World tourism arrivals forecast (1980 to 2030)

Source: UNWTO
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In the following figure, we illustrate the growth in world tourism receipts from 1990 to 2011.  
The overall export income generated by inbound tourism exceeded USD1.03tn in 2011 or 
USD3.4bn a day on average.

 
World tourism receipts (1990 to 2011)

Source: UNWTO

According to the UNWTO, tourism exports account for as much as 30% of the world’s exports 
of commercial services and 6% of overall exports of goods and services. Globally, as an export 
category, tourism ranks fourth after fuels, chemicals and food.

Today, tourism is a global phenomenon contributing 5% to world GDP. This sector’s contribution to 
employment is estimated to be in the order of 6-7% of overall jobs worldwide, equivalent to one in 
12 jobs globally.

For advanced, diversified economies, the contribution of tourism to GDP ranges from 2% where 
tourism is a comparatively small sector, to over 10% for countries where tourism is an important 
pillar of the economy.

From the table below, it is clear that Germany and Australia are the world’s top spenders on a 
per capita basis. On the other hand, the Chinese are low spenders on a per capita basis as are 
the Americans and Japanese. This is partly due to the fact that only a small proportion of their 
respective populations travel abroad and they tend to still travel in groups.
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Top 10 international tourism spenders 2011 (most recent available)
 

Source: UNWTO
 

We note that Iceland’s top four geographic source markets, in terms of overnight stays, are included 

in the top five international tourism spenders in 2011.

Iceland is fortunate in that, due to its a mid-Atlantic location, it is within a relatively short flight dis-

tance of some of half a billion people living in some of the world’s most affluent source markets. In 

2010 (most recent available data), North America, the Nordic Countries, United Kingdom, Germany, 

France and Switzerland generated around 300m outbound international trips, spending over €250bn.

Assessment of source market and segment potential

Three "dots" (•••) indicates the highest level of potential, while one "dot" (•) indicates the lowest level. 

As may be seen from the matrix, we have indicated our evaluation of future potential by using "dots".
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SWOT analysis
To conclude our analysis we present a SWOT analysis of the Icelandic tourism industry.  

Against this background we then provide our recommended long-term strategy.

Key strategic messages
Iceland is a truly inspiring destination with great potential to offer unique and authentic tourism 

experiences if managed correctly.

It has already achieved considerable success which provides a platform on which to build.

The focus now needs to shift from volume to ‘high yield’ ‘low impact’ visitation, recognising 

a balance must be struck between the two especially in making the destination a year-round 

visitor attraction.

The areas outside of the Capital and South regions have tremendous development potential and 

could present great FDI opportunities.

Tourism needs to embrace all relevant government departments and private sector 

stakeholders under one banner eg a tourism strategy group. 
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All government departments and stakeholders should work together to ensure a clear and consistent 

message is delivered eg through the hugely successful ‘Inspired by Iceland’ brand.

It is clear that if Icelandic tourism is to continue to prosper there is a need to invest in the on-going 

development of the sector in terms of market intelligence, investment in tourism-related infrastruc-

ture as well as marketing and promotion.

Iceland should consider the introduction of a ‘Conservation Fund’ to be used in site preservation, in-

vestment in strategic sustainable tourism projects, tourism research, communication and marketing. 

It will ensure long-term secure funding for the continued development of the tourism industry on a 

sustainable basis.  

A long-term strategy that is supported by all key stakeholders is consequently needed to provide fo-

cus and combined with a top down approach; there is no question that the desired outcomes can be 

delivered in protecting the product whilst ensuring its sustainability for generations to come.

Strategic mission, targets, objectives and outcomes
Importantly one of the key aims of the master mapping project is to create an enabling environment 

for investment and to attract FDI in the tourism sector. The following mission, strategic targets and 

four strategic objectives have been identified.
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Sustainable tourism and the green economy
Thus for the purposes of the master mapping project it is clear that any future 

development of the tourism industry must be on a sustainable basis in order to facilitate 

Iceland’s transition towards a green economy. As a consequence the Icelandic tourism 

industry needs to shift its emphasis towards value rather than volume in order to 

achieve balanced growth in the future.

Iceland with its pristine natural environment has the opportunity to become a leading 

global sustainable tourist destination. However, achieving this will require serious 

commitment and action from all stakeholders involved in the tourism industry. Iceland 

urgently needs to adopt an incremental approach to sustainability if the country is to be 

successful in its transition towards a green economy.

However, the Icelandic tourism industry needs to take action now in order not to fall 

behind its main competitors in terms of sustainability. The introduction of the VAKINN 

quality and environmental system is a step in the right direction as is the independent 

certification of regions such as Snæfellsnes. However, significant communication 

efforts need to be made so that it is made clear to visitors what the VAKINN system 

actually means to them.

Market Focus and Segmentation
In line with the proposed mission and strategic vision we recommend that Iceland 

strengthens its position as a specialist high-end destination aiming to attract ‘high yield’ 

‘low impact’ foreign visitors, year round. This will require a clear market focus and tar-

geted approach to segmentation supported by robust market intelligence.

There is an urgent need to consolidate and simplify the current brands to ensure that 

Iceland projects a consistent image and messages across all channels in order to avoid 

confusion and achieve more efficient use of funding. We would also recommend that 

domestic tourism marketing is moved so that all tourism marketing and promotion sits 

with Promote Iceland. This will provide an increased level of efficiency, as well as single 

point of engagement with which the private sector tourism service and accommodation 

providers can engage cohesively in relation to marketing and promotion.
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Given the success of the ‘Inspired by Iceland’ campaign, we consider this brand to have the poten-

tial to be developed further and evolve into becoming the ‘umbrella’ brand for Iceland with a view to 

phasing out the current Visit Iceland, Iceland Naturally and other campaigns. Promote Iceland must 

then take on the leading role of brand custodian in terms of refining the core ‘Inspired by Iceland’ 

brand and its associated values so that it becomes the main ‘image’ or ‘national brand’ of Iceland. 

Whilst this report focuses specifically on the tourism sector, we do consider that ‘Inspired by Iceland’ 

has the potential to become a ‘national’ brand across all sectors. 

The associated brand values need to build upon the creative work that was carried out while develop-

ing the ‘Inspired by Iceland’ project. At the same time the umbrella brand will need to embrace the 

more general aspects of Visit Iceland. This must then be applied systematically across all marketing 

channels and projects be they aimed at a specific geographic source markets or segments, so that it 

is clearly evident that they are all part of the ‘Inspired by Iceland’ family. For example, a single web 

portal, could include the following:  

 

However, this can only be achieved by better provision of market intelligence. This will involve the in-

troduction of a tourism marketing intelligence framework and a destination toolkit that would sit with 

Promote Iceland. There is currently no apparent link between tourism industry research and destina-

tion marketing and promotion. 

The aim of the marketing intelligence framework and destination toolkit would be to provide bet-

ter analysis and interpretation of the data collected as well as commissioning of research looking 

at the global market place in terms of geographic source markets and special interest segment 

trends which in turn can be applied to the Icelandic context. At present there is very limited data 

available on MICE and special interest segments such as wildlife, culture, food and gastronomy as 

well as health and wellness.

In future, different themes and campaigns can then be developed in accordance with the overall long-

term strategy and in accordance with available funding streams as well as emerging collaboration 

and partnership opportunities. 
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Product Development and Investment
One of the key aims of the master mapping project is to attract investment and FDI in the tourism 

sector. In order to achieve this there is a need to identify and masterplan five to ten priority projects 

with the potential to achieve transformational change.

During our initial visit to Iceland we were introduced to a range of projects with the potential to appeal 

to the international investment community, albeit they are not yet all of sufficient scale and quality to 

be considered ‘investment ready’.

In the figure below, we present the five projects which we consider might offer the greatest potential 

in terms of achieving transformational change in the short to medium term.

Priority investment projects
 

                     

Source: PKF research

In total we identified over 15 projects many of which have the potential to offer attractive invest-

ment propositions in the medium to long term. We would recommend that the government considers 

entering into public/private partnerships to secure the development of key strategic projects 

especially those that have the strongest potential to open up new destinations. This not only signals 

the government’s confidence in the sector but provides a platform of confidence for private investors.  

Organising the industry for success
The Icelandic tourism industry is characterised by, on the one hand, a small number of very influen-

tial stakeholders. On the other hand, there is a large number of smaller stakeholders, who are often 

private sector micro or SME businesses who tend to have much less influence. However, they are 

crucially important in terms of providing services to visitors. Thus, there is scope to work in a more 

collaborative manner that ensures effective stakeholder engagement in order to achieve consensus.
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Given the inherent complexity of the tourism industry in Iceland, there is an urgent need to adopt 

an integrated and joined-up approach to tourism. This will enable Iceland to effectively manage 

the sector in a constantly changing business and policy environment as well as supporting 

balanced and sustainable tourism growth. 

In Iceland part of the challenge is to ensure that tourism policy is linked across ministries. 

Therefore, in order to ensure that the interests of the tourism industry is represented fairly and 

understood across government, it is recommended that a Tourism Strategy Group is set up in 

order to replace the Tourism Council. 

The aim of the proposed Tourism Strategy Group would be to facilitate a ‘whole-of-government’ 

approach, better co-ordination of tourism policy and stakeholder collaboration. We envisage that 

the proposed Tourism Strategy Group would comprise both public and private sector stakeholders 

and meet at least on a quarterly basis. One of the advantages of this approach is that it facilitates 

the prioritisation of tourism within other economic development activities, but without tourism 

getting ‘lost’ within government.

In addition to the above, Promote Iceland and the Icelandic Tourist Board will need to provide 

strategic advice and guidance on tourism product and infrastructure development requirements 

to inform regional and local government as well as to potential private sector investors.  

The establishment of a tourism strategy group for the tourism sector in Iceland is considered an 

important step towards achieving consensus across the industry and implementing a joined-up 

approach to tourism development which meets the needs of both the public and private sectors. 

The following figure illustrates how the proposed tourism strategy group will act as a conduit 

between the main public and private sector stakeholders involved in the Icelandic tourism 

industry. The aim is to create a single voice for the industry across government and ensure that 

the private sector’s views are represented fairly.

It furthermore, highlights the importance of working with the tourism industry service providers 

such as Statistics Iceland, Innovation Iceland and the Icelandic Tourism Research Centre in 

order to ensure that the research and analysis carried out provides maximum benefit to tourism 

industry as a whole.
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Recommended institutional and policy framework

Source: PKF research

It is envisaged that the Tourism Strategy Group be led by the Ministry of Industries & Innovation and 

comprises members from each of the ministries illustrated above as their respective regulative and 

legislative remit has an impact on the tourism sector.

A number of private sector stakeholders should also represented on the Tourism Strategy Group and 

these could be selected by the Icelandic Travel Industry Association and Meet in Reykjavik in order to 

represent the tourism sector from a business and operational perspective.

The Tourism Strategy Group would be responsible for overseeing and monitoring the implementation 

of the long-term strategy as well as governing the proposed Conservation Fund.

Furthermore, the Tourism Strategy Group would be responsible for co-ordinating and monitoring 

tourism statistics, market intelligence and research provided by institutions such as Statistics Ice-

land, the Icelandic Tourism Research Centre and Innovation Center Iceland.

The Tourism Strategy Group should produce an Annual Review of the performance and progress of 

the Icelandic tourism industry against the identified targets and indicators.

In the long-term it is envisaged the Tourism Strategy Group will ensure a joined-up strategic ap-

proach to tourism development and build consensus among industry stakeholders.


