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THE CHALLENGES AND OPPORTUNITIES OFSMALL STATES:
EcoNomic DEVELOPMENT, CLIMATE CHANGE AND NEW SECURITY ISSUES

As the 21st Century progresses rapidly, it is apparentithakind
has never faced as many compelling challenges and artteetsne so
many new opportunities. This is exceptionally true for sistalles in all
continents as they can now operate in a totally new wé#yei
international arena.

Small states have been building their influence frondtnes of the
Cold War when collision between great powers kept manlyeshtin the
shadows. Economic models and intergovernmental pacts weadyu
based on the interests of powerful countries and in gengraived
difficult to lend power to the voice of small states. Noany of these
small states are among the most successful playdrs imdrid.

The international system is changing to the benefit afilsstates.
The 21st Century will certainly provide ideal conditionsrations which
are clever enough to enjoy the opportunities and take onpgessi
challenges. It is my strong belief that small statesmhine and others



can play an important role in the development of thve age where the
guestion is not how big you are or economically strdgjwhat you
have to offer to the global community.

A key factor in the emergence of small states in thbajlarena is
the growth of democracy stimulated by the globalisaticiedifnology,
trade and communications and the social transformateatext by the
information technology. We are also in a world where tiraraunity of
nations now embraces a wider scope of countries and #tatesver
before.

In Europe, Africa, Asia, the South Pacific, the Carisbaad the
Middle East small states form a significant part ofpibétical and
economic mosaic and they are increasingly playing significdes r
within global institutions, the UN agencies, the IMEldahe World Bank.
Through their elections to the United Nations’ Securibpxil they have
become, in the company of the major powers, cruciakepayhen issues
of war and peace are decided. The United Nations is niitwas when
Iceland joined in 1946, a club of the selected few, but m@rtdnstitution
of over 190 equal members.

In the light of this impressive emergence of smatkesta is
remarkable that their special role, their contributjadhe hindrances and
opportunities which characterise their involvement, theiaathges and
limitations, their uniqueness and common features canbeogxplored
and examined in a way worthy of such a significant transtion of the
international order.

At the beginning of the 20th century, Iceland was a sparsely
populated and impoverished island-nation of farmers andriisdén who
for centuries had lived under foreign rule. Ever sincaalwwas settled
in the ninth century the population had been less than 100,680.tke
Middle Ages, ordinary people’s living standards were deterniyethe
interests of colonial rulers. Iceland had most of the dbarniatics of
developing countries. Much has changed since.

People growing up in the early 20th Century remember a country
fundamentally different from the modern society we havi#.dceland is



still one of the world’s small states in terms of popiala with just over
300,000 inhabitants. But the transformation in national liviagaards is
almost incredible. Iceland now has one of the highestageencomes in
the world; in terms of GDP per capita. The nationddspted
information technology on such a scale that per capgatimobile
telephones and internet connections is the higheseiwdhnld, and the
same goes for access to computers. We have been forthateéss our
natural resources in a sustainable way, which hagdars far. Our
business enterprises have expanded enourmously in theviagedrs and
we are now active players in international busine®ss)y of them
featured regularly on the pages of the Financial TimeshantMall Street
Journal.

Iceland’s evolution in the 20th century and its effootseize
opportunities that the global economy offers in the new cgmémresent
in many ways interesting material for discussing theexoporary
position of small nations and their ability to provideitlehabitants with
living standards which are comparable with the best anywhéhe
world. | feel that Iceland’s experience pays fine testiyno the potential
that all small nations have for taking advantageamnomic
opportunities, especially if they are also fortunate enoughattage their
own affairs with steadfastness, discipline and visaom can establish a
balanced and stable economy.

It is worth noting that the transformed character ofwtbeld
economy in recent years is much more favourable towandfi states
than the conditions that prevailed for most of the 26étitwry. Former
obstacles to their growth have largely been abolished atatesl by an
open and wide field where the talents, imagination andiecityaof
individuals determine what is harvested, and not how bigdhetries
are or the physical resources available to them.

Innovations can now emerge from any direction and indalid
initiatives and creativity can lay the foundation anywheréhe world for
companies which can establish a global presence. Techrenholgy
intellectual products, specialist services and informeagistems
developed within a small nation can rapidly become higldyakive
products in the global marketplace. Company growth in sstetis is no
longer subject to the old restrictions. Through globalisatlwey can



grow to gigantic proportions in their respective fields i $pace of a
few years.

The new economy of the 21st century has presented sati@lhs
with unprecented opportunities to flourish. Never before haase th
enjoyed such potential for prosperity and progress. Globalmsatiuld
thus spell a renaissance for small states if they dpplypolicies that
address the requirements entailed by the opening of thd e@shomy.

The traditional sectors of the industrial revolution, efhbased their
growth on economies of scale, are no longer decisive. iNo@wvations
can come from all directions and individuals and bissas in small
states can rapidly obtain strong positions in the globakehaExperience
shows that a small state can serve as a kind of lalvgrat research
station in precisely those sectors that are increasdwtyinating the
economy of the new century. This transformation halg tpened up
new horizons for small states. The entire world is nosirtplaying field
and economic growth is not restricted in the same wégfmse. This is
obviously a turning point for any small state. Many exasmlf the
Icelandic experience in recent years demonstrate howath&formation
of the global economy has given smaller players the opportnity
flourish.

Small states face many big challenges, some cructakir very
existence. These can sometimes look overwhelming mumiistrong
conviction that using the opportunities in the right way, tlebsdlenges
can be taken on in a strong way and the tide can turn.

Consolidation of sovereignty, security in the face ofexat threats,
crimes and the lack of civil order are still the prioalyenda for some
small states but in many ways new security threatsraezgng. Climate
change leading to environmental disasters, irregularitiesather
patterns, rising sea levels, modification of oceanerus; floods,
droughts, water shortages, deforestation and deserbficate the
preoccupation of many others. Energy Security and acocesgdural
resources and foodstock are big issues for small countries.

The new security issues demand a new approach. Thenkterl
between climate change and access to necessary eldardnisnan
survival demands the full attention of the internaticmahmunity. While
big powers are often preoccupied by the traditional \nevihe balance



of power in international affairs, small states needdrk together to get
the security from environmental catastrophies discusséeulisrat the
highest tables. It is a fact that these new secustyets do not distinguish
between small and large states or even rich or poor stithesigh the
most severe effects are going to be found among the world’'sgioor
people.

At the same time as the international community jbizsds to take
on the serious dangers of terrorism, rogue states aneglanweéapons
which can strike innocent people without any notice in ezermer of
the world, conventional warfare still rages in many eéawhere women
and children constitute in most cases the bulk of themac It is
important to understand that to many states the immineratt ttorés
people is from the effects of climate change. Scitentis not argue about
the fact that climate change is occurring but the dabatkout how many
— or few — years we have to take real action, to preveologsal
catastrophy.

The competition for water and natural resources and thgedaf
fertile land changing into desert and ruining the livelihood of paiouls,
will force people to move and settle in new places agyesfs which will
create burdens and challenge the inhabitants of the hosh r@gcountry.
We have seen how this competition for resources hasigllrad deadly
conflict with heinous consequenses in some poor regions.hélito be
taken seriously and we, as small states, have to sthmd face of such
grave events. This is not the time for political wranglifilgis is the time
for real action.

The defense against these new security issues daataken by
establishing larger armies, buying more powerful weaponks @n
advanced conventional defense-systems. The defenskaddand in
expanding science and knowledge, innovation and creatiaking
precautionary action in time. Combining the goals of gyneecurity and
combating climate change by accelerating the produofiaiean energy
Is one thing my country has exceled in and is willing &rshwith other
nations.

| am proud that Iceland has in some aspects driven tiaalen
how to take action against climate change and provided &nffonu
discussion on many of these issues. In some respetand is an ideal



example of how to provide this dialogue with a wide rangeatenmal,
and for making a realistic assessment of the opportunitakahble to
small states in the age of globalization as well as taotake on the new
security threats in the 21st Century.

The view that size restricts small states by denying tinenbenefits
of the economies of scale does not give a realisticn@aif the situation.
Iceland’s experience has shown that specializationrtaioesectors and
active foreign trade can provide a small nation witlreng market
position, especially when knowledge, education and tiedligent use of
natural resources are key factors. But inevitably veriomitations
accompany small size as well, both regarding compeitiamdividual
markets and the potential for developing certain sectorssaffiaient
scale. Such shortcomings, however, may be countered ®exienmt as
Iceland has shown by the benefits accompanying globalization.

Iceland has enjoyed good relations with its neighbours lkong
time. The core of Iceland’s adaptation to globalizatioreagent years has
been its membership of the European Economic Area, whizdsisd on
an agreement made by the EFTA nations with the Earopaion.
Iceland thereby benefits from the single market for tee movement of
goods, services, labour and capital, but can make indepeagleeiments
with states and corporations outside the EU. Icelandgriedrmore since
it is not an EU member independent of the EU foreign palegisions
and mechanism.

VI,

| want to name four aspects where lessons with respéog t
challenges of new security threats can be derived frorexperience of
Iceland.

First as an island dependent on the ocean resourcessdsah of
the oceans, its resources and behaviour is of utmosttamger The
movement of the currents and the conveyor belt needhk baitter
scientific understanding than we posess today. | urgd siaald states
to join together in a program which aims to understancerhdly the
effect climate change is having on the sea and itabéuesources.

Secondly, we are facing in Iceland the rapid retrégtenlargest
glaciers in Europe. Through extensive monitoring our scisrtsve
developed a useful method to understand the health of the glacier
methods which can come of great use in other placé® adrth, for



example in the great Himalaya mountains where théimgedf glaciers
which affect water supplies for a billion people, is regmale.

Third, Iceland is also the home of the largest desdttinope and
we have been fighting desertification for more than a cgn@ur
pioneering scientists and officials began to take actidha beginning of
the 20th Century by setting up a soil conservation servigas proud to
take part in an important conference just before coming \wbere
leading scientists, experts and policy makers fromwadt the world
discussed how the lessons learned in Iceland can be btougher
countries.

Fourth, and maybe most importantly, Iceland is a good pbeaaf
how it is possible to transform the energy system ohalevcountry from
coal and oil to renewable energy in less than one gioer | would state
that one of the most important facts behind the succdsslahd in
recent years has been the intelligent use of the emesgurces and our
development of geothermal energy for heating houseseetaging
power. Iceland is now the leading country in the world iotigermal
energy. 100% of our electricity is produced from clea@rgy resources
and 70 per cent of our total energy needs is provided wigngre
renewable power.

In these four fields | believe we can provide valuabseghts and
lessons for many countries both for the largest as Chithdhe United
States where our experts and companies are already opanadifgy the
smallest states like islands in the Caribbean and théd®acean where
the potential can be harnessed given the right technol@gppabach. |
know our experts would be willing to work with many countt@assist
them in developing important energy resources and | anmgvilb help
in these endeavours.

VII.

In recent years we have seen numerous examples dfstatat
developing ideas, putting forward suggestions to the globatagsmd
prodding countries to action on a variety of issues. Tésskieen possible
because small states do not carry any extra baggagehaney
transparent purpose and can provide a moral voice on daetod¢ake
action.

The strengthening of democracy and human rights, internationa
engagements and political creativity has been an impadénplayed by



small states, as demonstrated for example by Triniddd abago in the
campaign for the International Criminal Court, by thetiBeédtates in the
break-up of the Soviet Union and the establishment of decyara
eastern Europe, and by Iceland in the evolution of thedfahve Sea
through the extension of the fishing limits first to 12 nthe 50 and
finally to 200 miles.

The contributions of small states to reforming the iragomal
community and making the world more civilised are certairdyl aut of
proportion to their small populations. There are otheraztaristics that
have allowed them to become such influential players.

The explanation lies partly in their flexibility, tin@bility to act and
take initiatives when others are silent and passivéhdin freedom to
engage in political operations which would be completelhinkable if
larger countries were involved.

Similarly the future of the United Nations and the skdor
solutions to many of the most pressing problems of thec2bdury could
be strongly influenced by active and wide-ranging cooperatiomgurite
small states which now account for more than a quarteeddrthire UN
membership.

Furthermore, while small states certainly need to tackbriaty of
problems, they have many qualities which modern timee hade
precious assets. It is interesting to note that, irgayi, the cradle of
western democracy was Athens and Rome, which in thosendags
small states by modern standards with a similar populé&titimat of
Iceland today. The writings of Plato and Aristotle, the speg of Caesar
and Cato and the insights of Machiavelli were all influelneed inspired
by their experience of politics in small states anddlestributions have
largely influenced the political heritage which is stibulding the
western intellectual tradition.

Iceland can in many ways serve as a laboratory for glohaticos.
A small society can find ways to figure out what kind of ekpe is most
useful to solve a given problem, what kind of forces needatptpgether
for a succesful outcome. We understand that innovationsaraa from
all directions and individuals and businesses in sstafés or in small
communities within larger states can rapidly attain keytipos.

There is much to suggest that, in the new economygiadl state
can be an profitable basis for business innovationsnéil states it is
easy to see the way that different elements link upblkestacooperation
between different fields, gain access to informationexkrience, grasp
solutions to difficult tasks.



History shows that small states can serve as a\eedatium for
democracy, law and legal order; as models for civilised soaiad
transparent government; as an arena for creativegadlihought and
original ideas. A small country is well placed to beconf@sainating
political laboratory, a fertile ground for democratic miive, a bearer of
new proposals, an initiator of new thinking — and it mighbdde easier
for a powerful country to accept suggestions for a new poloy &
smaller country because no threat to the power structtinensinvolved.

Small states are also blessed with a quality whichdsrneng
increasingly important: They are a threat to no one.éllseno risk
involved in engaging in widespread cooperation with smakstathey
have no hidden agenda and can not deploy military mightydiaka
power or strong political pressure to achieve their airhsyct
straightforwardly. There are no problems involved in being thend.

Such qualities are profoundly valuable in times wieam and terror
dominate relationships between nations. Many doors are opznal
states which remain closed to others. Other countries Beelassistance
and their contributions because they will never be athoetheir
partners.

Such freedom from fear is becoming an important assetai/
increasingly witnessing how it is an advantage to be sandllbe able to
have everyone as a friend.



