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ABSTRACT

In 2020, the European Free Trade Association (EFTA) celebrates its 60" anniversary.During this
respectable lifetime, its composition has frequently changed, starting with seven founding
members in 1960 and having four today. EFTA has turned out to be an ‘antechamber’ for the
EU, as well as a distinct organisation withits own purpose. Since thefoundation of the European
EconomicArea (EEA) in 1992, EFTA states Norway, Iceland and Liechtenstein have joined this
area, whereas Switzerland has chosen a relationship with the EU based ona number of bilateral
agreements. These four EFTA states have in common that they perform a delicate and
dynamic balancing act between integration into the EU and preservation of their own
autonomy.

Reasons for the strong desire for autonomy can partly be foundin geographic or historic
factors, but these cannot explain their positionentirely,as existing EU Member States may
also have such particularities. That all EFTA countries have a strong economy based on
specific sets of natural resources and/or financial legislation, certainly is another element
that explains the desire to keep matters in their own hands as far as possible. Strong
consensus oriented democratic systems with components of direct democracy complete
the picture.

External events, such as the creation of the Internal Market, EU enlargement or the
2008 financial crisis have regularly challenged the balance EFTA countries have built with
the EU. Even though they have led to initiatives to integrate closer with the EU or apply for
membership, in the end such steps have not been completed. Whereas the UK is an
important partner of allEFTA countries, mostly of Norway, its withdrawal from the EU has
created another challenge to the balance.

In a larger perspective, balancing autonomy and integration is not unique to
EFTA countries, but happensalso within the EU in the form of opt outsor arrangements for
enhanced cooperation. And in view of a large number of countries aspiring for future
EU membership, conceptssuch asflexible arrangements or associate memberships are not
likely to disappear from the EU agenda.
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Key developments

Foundationof the European Free Trade Association (EFTA) by sevencountries to promote freetrade
and economic cooperation. The founding states are Austria, Denmark, Norway, Portugal, Sweden,
Switzerland and the United Kingdom.

Finland joins EFTA as associated member.
Accession of Iceland to EFTA.

Norway rejects EU membership in a referendumfor thefirst time.

The UK and Denmark leave EFTA and become members of the European Economic Community
(EEC, later EU).

EFTA signsits first Free Trade Agreementwith Spain.

The EECand EFTA sign the Luxembourg Declaration which facilitates broader cooperation between
theentities.

Portugalleaves EFTAand becomesa member of the EEC (later EU).

Accession of Finland to EFTA as fullmember.

Start of talks on establishing a European Economic Space (later: EuropeanEconomic Area EEA).
Liechtenstein joins EFTA.

Signing of the EEA agreement. Afterthe Swiss population has rejected membership of the EEAina
referendum, Switzerland stays outsidethe EEA butin EFTA.
Norway rejects EU membershipin a referendumfor the secondtime.

The EEA Agreement between theEU and six EFTA countries (Austria, Liechtenstein, Iceland, Norway,
Sweden, Finland) enters into force. It includes a mechanism for social and economic disparities
between the participating countries for thefirstfour years.

Austria, Finland and Sweden become member states of the EU and thus leave EFTA. Liechtenstein,
Iceland and Norway continue participationin the EEA Agreement.
The EU and Switzerland sign their first set of bilateralagreements (Bilaterals ).

The EU and Switzerland sign a second set of bilateral agreements (Bilaterals II).

The ten states of Cyprus, Czech Republic, Estonia,Hungary, Latvia, Lithuania, Malta, Poland, Slovakia
and Slovenia join the EU and therewith the EEA.

An agreementbetweenEU Member Statesand Bulgariaand Romaniamakes them alsojoin the EEA.
After thefinancialcrisis, Iceland applies for EU membership.

Accession negotiations between Iceland and the EU begin.

Iceland puts the accession negotiations with the EU on hold.

EU-Switzerland negotiations on an Institutional Framework Agreement (IFA) start and that same
year, Switzerland holds a referendum on migration aimed at limiting immigrationthrough quotas.

The European Unionis rewarded the Noble Peace Prize in Oslo.

The EU and Switzerland agree on a text for the IFA, on which Switzerland startsinternal

consultations.


https://www.efta.int/sites/default/files/documents/about-efta/EFTA-EC-joint-declaration-1984.pdf
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2 Key European Parliament resolutions

Multi-country resolutions

18.05.2017 Onthe EU, Iceland, Liechtenstein and Norway agreement on an EEA Financial Mechanism 2014-2021
13.09.2017 Onthe Multilateral Agreement on the establishment of a European Common Aviation Area (ECAA)

29.05.2018 Onthe Agreementbetween the EUand Norway on the cumulation of origin between the EU, the Swiss
Confederation, Norway and Turkey in the framework of the Generalised System of Preferences

13.03.2019 On Participation of Norway, Iceland, Switzerland and Liechtenstein in eu-LISA

15.01.2020 On the EU-Iceland-Norway protocol regarding the State responsible for examining a request for asylum
lodgedina Member State, Iceland or Norwayregarding access to Eurodac for law enforcement purposes

Resolutionsonlceland

11.02.2015 On safeguard measures provided forinthe Agreement with Iceland

10.06.2015 Onthe EU-Iceland agreement on Iceland’s participation in the second Kyoto Protocol commitment period
12.09.2017 Onthe EU-Iceland agreement on geographical indications for agricultural products and foodstuffs

30.11.2017 On the accession of Chile, Iceland and Bahamas to the 1980 Hague_Convention on the Civil Aspects of
International Child Abduction

13.06.2018 On EU-Iceland Agreement on supplementary rules for external borders and visas for 2014-2020

Resolutionson Norway

29.04.2015 Onthe safequard measures provided for in the agreement between the EEC and Norway

14.12.2016 Onthe EU-Norway agreementon reciprocal access to fishing in the Skagerrak for vessels flying the flag
of Denmark, Norway and Sweden

16.05.2017 Onthe EU-Norway agreementon the instrument for financial support for external borders and visa
12.09.2017 Onwhale huntingin Norway
17.04.2018 Onthe EU-Norway agreement concerning additional trade preferences in agricultural products

29.05.2018 Onthe EU-Norway Agreement on administrative cooperation,combating fraud and recovery of claims in
the field of Value Added Tax

ResolutionsonLiechtenstein

02.12.2015 On EU-Liechtenstein agreement on the automatic exchange of financial accountinformation

02.03.2017 On the EU-Liechtenstein Agreement on supplementary rules in relation to the instrument for financial
support for external borders and visa

17.12.2019 On the EU-Liechtenstein Agreement on the stepping up of cross-border cooperation,

particularly in combating terrorism and cross-border crime
Resolutionson Switzerland
19.05.2015 On Safeguard measures provided for in the Agreement with the Swiss Confederation
09.07.2015 On Scientificand technological cooperation with Switzerland: Horizon 2020 and ITER activities
09.09.2015 On EEA-Switzerland: Obstacles with regard to the full implementation of the internal market
27.10.2015 On EU-Switzerland agreement on the automatic exchange of financial accountinformation

15.12.2015 On the EU-Switzerland arrangement on participation in the European Asylum Support Office

14.09.2016 Onthe Protocol to the EU-Switzerland Agreement on the free movement of persons(accession of Croatia)
12.12.2017 Onthe EU-Switzerland agreement on the linking of their greenhouse gas emissions trading systems

13.06.2018 Onthe EU-Switzerland Agreement on supplementary rules for external borders and visas for 2014-2020

13.02.2019 On GATS: compensatory adjustments resulting from the accession of 13 states to the EU
26.03.2019 Onthe EU-Switzerland Institutional Framework Agreement

17.12.2019 On the Protocol to the EU-Switzerland Agreement concerning the State responsible for examining a
request forasylum lodged in a Member State orin Switzerland regarding the access to Eurodac for law enforcement



http://www.europarl.europa.eu/doceo/document/TA-8-2017-0221_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2017-0332_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2018-0208_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2019-0171_EN.html
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http://www.europarl.europa.eu/doceo/document/TA-8-2017-0319_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2017-0464_EN.html
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http://www.europarl.europa.eu/doceo/document/TA-8-2015-0112_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2016-0492_EN.html
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http://www.europarl.europa.eu/doceo/document/TA-8-2018-0209_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2015-0421_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2017-0058_EN.html
http://www.europarl.europa.eu/doceo/document/TA-9-2019-0087_EN.html
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http://www.europarl.europa.eu/doceo/document/TA-8-2015-0313_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2015-0361_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2015-0424_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2016-0339_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2017-0483_EN.html
http://www.europarl.europa.eu/doceo/document/TA-8-2018-0252_EN.html
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http://www.europarl.europa.eu/doceo/document/TA-8-2019-0241_EN.pdf
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3 Setting the scene: EFTA, EEA, Switzerland

3.1 Towards the status quo

The European Free Trade Association

The European Free Trade Association (EFTA) currently unites Iceland, Liechtenstein, Norway and
Switzerland in one regional intergovernmental organisation, which was set up to promote international
trade between these countriesand with the restof the world. According to the founding convention (last
amended on 1 July 2013), its main objectives are the ‘strengthening of trade and economic relations
between the Member Stateswith fair conditions of competition, andthe respect of equivalent rules, within
the area of the Association’ as well as ‘free trade in goods (...), free movement of persons, (...) liberalisation
of tradein services and of investment for the benefit of the Member States andtheir partners. Hence, what
unites the EFTA countries is their commitment to open, competitive economies and the gradual
liberalisation of trade. Sinceits early beginning, relations with the European Economic Community, which
then developed into the European Community and finally into the EU, have therefore also been of utter
importanceto EFTA. The statesfurthermore actively seek to establish relations with third countries beyond
the EU.

The organisation EFTA was founded in 1960 by the Stodkholm Convention (revised by the Vaduz Convention 2002)
in the Swedish capital between its then seven founding Member States Austria, Denmark, Norway, Portugal, Sweden,
Switzerland and the United Kingdom. It established an alternative to the evolving European Economic Area (EEC) for
those states, which were either unable or did not wish to join. This was for example the case for Austria and Sweden,
whose foreign policy outlook during the cold war tended towards neutrality between the eastern and western spheres
of influence. The EFTA states were therefore also called the ‘outer seven'’ to the ‘inner siX countries of the EEC. Over the
course of the years, countries nevertheless left EFTA to become members of the European Economic
Community or later theEU.In 1973, the UK and Denmark joined the EEC, followed by Portugalin 1986 and
Austria, Finland and Sweden in 1995. This left Switzerland and Norway as the only founding members still
in the organisation by 1995. At the same time, other new countries joined EFTA, such as Finland between
1986 and 1994, and Iceland from 1970 and Liechtenstein from 1991 onwards.

Figure 1: Evolution of EFTA membership

Source: Wikipedia


https://www.efta.int/sites/default/files/documents/legal-texts/efta-convention/Vaduz%20Convention%20Agreement.pdf
https://upload.wikimedia.org/wikipedia/commons/2/2b/EFTA_AELE_countries_and_former_members.svg
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The European Economic Area

While developing the single market of the European Union, which entered intoforce through the Treaty of
Maastricht in 1992, it was the intention to closely link the remaining EFTA states Norway, Iceland,
Switzerland and Liechtenstein tothis market.Even if these countries did notwant tofully integrate intothe
newly created European Union (EU), they agreed to take over EU legislation regarding the internal market
under anew agreement named the European Economic Area (EEA). The EEA agreement was signed by all
EU Member States and the four EFTA countries in 1992 in Oporto, Portugal. However, following the
negative outcome of a referendumin Switzerland, thatcountry finally decided not to join the EEA, leaving
only the other three EFTA countries together with the EU countries as membersto the EEA. The European
Economic Area finally entered into force in 1994 and since then allows the three EFTA-EEA states to take
partintheEU’s Internal Market despite notbeing EU Member States.

The EU and Switzerland

Relations between the EU and Switzerland now had to be organised on a bilateral basis. This relationship
was developed over more than ten years in several rounds of bilateral agreements. During these,
Switzerland has adopted a vast range of provisions of EU law as a precondition for participation in the
Union’s Single Market without joining as a member state. In 1972 the country had already signed a free
trade agreement with the European Economic Community. After 1994 the mutual aim of Switzerland and
the EU was to retain the economicintegration negotiated within the frameworkof the EEA, while tackling
theremainingissues that had led to the negative vote of the Swiss population. For this reason Switzerland
stressed the bilateral nature of the negotiations between two equal entities, making Switzerland one of
two essential players. As aresultten treaties between both actors were signed, the first seven of which were
called ‘Bilateral | agreements’ and the additional three ‘Bilateral llagreements’. The Bilateral lagreements
are mutually dependent, which means thatif one of them is denounced all of them are (guillotineclause).
While the bilateral nature of the agreements allows Switzerland to reject adopting EU rules, this clause
exponentially augmentsthe costs of doingso. These developments resulted in the present situation, where
the EU negotiates special relations with EEA/EFTA states on the one hand and Switzerlandon the other.

Figure 2: EFTA state Switzerland and the three EFTA/EEA states Norway, Iceland and Liechtenstein
-

Source: Wikipedia


https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32002D0309&from=EN
https://upload.wikimedia.org/wikipedia/commons/thumb/a/ad/EU_and_EFTA.svg/967px-EU_and_EFTA.svg.png
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3.2 Extending the internal market to EFTA countries

The first aim of EU relations with the remaining EFTA countries was to assure their participation in the
EU internal market to the furthest degree possible for mutual benefit. Whereas the core legislation of the
internal market is usually referred to as the ‘four freedoms’, being the free movement of labour, goods,
services and capital, some other sets of legislation regarding economic activities are sometimes meant to
be included. These can be for example rules on state aid or competition. Without drawing a sharpline, this
study willfirst -from the point of view of the EU - consider how rules belongingto the internal market were
extended to the EFTA states. It then looksat the extensionof rules regarding other policy areas.

321 The European Economic Area (EEA)

The European Economic Area (EEA) encompassesthe three EFTA StatesIceland, Liechtenstein and Norway
and all EU Member States. It creates one Singe Market, also referred to as the Internal Market, which is
governed by the same set of mutually agreed rules. It provides a framework for the ‘four freedoms’, which
alsoincludes the freedom of residence in all participating states. The EFTAagreement thus promotes strong
and balanced trade relations.

EEA Membership

Membership to the EEA is open to all states that are either member states of the EU or of EFTA. Thus the
EEA group grew with the enlargement rounds of the EU in 2004, 2007 and 2013. However, joining the EU
does not automatically entail being part of the EEA: new EU Member States stillhave to apply to the EEA.
In the case of Bulgaria and Romania, which acceded to the EU in 2007, EEA membership only provisionally
entered into force eight months later and was fully enforced eleven months later. The five recognised
candidates for membership in the European Union Albania, North Macedonia, Montenegro, Serbia and
Turkey have all already applied to EEA. Turkey, Montenegroand Serbia have evenentered into negotiations
with the EEA. Further change to the organisations membership could furthermore be triggered by the UK’s
decision to leave the European Union, although membership of the UK in the EEA is currently unlikely.

The concept of the EEA

The agreement, which foundedthe EEA organisation enteredinto force 1 January 1994. It guarantees equal
opportunitiesand obligations toalleconomic entities andindividuals within the framework of the EEA. The
agreement furthermore extends the four freedoms of goods, services, persons and capital flow to the
EFTA/EEA countries. However, it does not include the Common Agriculture and Fisheries Policies.

In exchange for benefitting from their access to the EU’s Single Market, EFTA/EEA states have to adopt
significant parts of EU legislation. However, Iceland, Liechtenstein and Norway are not represented in the
EUinstitutions like the Parliament or the Commission and have nottransferredlegal competences to these
bodies. This also means thatthey have noofficial formal sayin the decision-makingon EU legislation, which
they might adopt and implement later. Representatives of these countries, however, play an essential role
in prior consultative discourse on the policies in the European Commission and they contribute to shaping
them during experts exchange on the more technical level. Their inputis oftenactively soughtand initiated
by the Commission. The influence the EFTA/EEA states exercise is therefore referred toas ‘decision shaping’.
Nevertheless, this practice where EFTA/EEA states seem to take over legislation they did not equally
contribute to has sometimes been criticised as ‘faxdemocracy’, suggesting that the respective states wait
for legislation to be delivered from the European Commission. However, the institutional set-up of the EEA
shows that this metaphoris too one-sided.



https://www.efta.int/media/documents/legal-texts/eea/the-eea-agreement/Main%20Text%20of%20the%20Agreement/EEAagreement.pdf
https://www.efta.int/eea/eea-agreement/eea-basic-features#6
https://www.economist.com/europe/2004/10/07/the-norwegian-option
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The EEA’s institutional set-up

EFTA-EEA states do not, and in fact are constitutionally prohibited to, adopt decisions directly from the
bodies of the European Union. At the same time, they have also not transferred any legal sovereignty to
joint EEA institutions. The institutional set-up of the EFTA/EEA institutions therefore mirrors that of the
EU institutions, giving the organisation what is often referred two as the two-pillar structure.However, the
EFTA/EEA bodies do not have the same powerful relationship with the EFTA/EEA Member States as the
EU institutions vis-a-vis the EU/EEA Member States. Every decision of the EFTA/EEA states has to be taken
in full consensus,whereasthe EU/EEA states can decide by Qualified Majority Voting.

The EEA Joint Committee is the most central institution for EEA cooperation. It brings together the
European Commission and the EEAS as representation of the EU on the one hand, and the EEA/EFTA states
Iceland, Liechtenstein and Norway as well as an observer of the EFTA Surveillance Authority on the other
hand. The EEA Joint Committee is central to the EEA as aninstitution because it amends the EEAagreement,
includes newly adapted EU legislation to it and brings together the organisation’s two pillar structure of
institutions of the EU and institutions of EFTA. The body takes its decisions by consensus. When
EU legislationisincorporatedinto the EEA agreement, these actsare firstscrutinised by experts in the three
EFTA/EEA countries. Based on theirfeedbacka Joint Committee Decision is drafted by the EFTA Secretariat,
which will be presented to the EEAS. In a second step,the EEAS consults with the European Commission. if
no adaptations have taken place, the Commission can directly adopt the draft. If substantial adaptations
were made, the document s given to the Council of the European Union, which needs to adapt the new
content. The EEA Joint Committee then consultson the final adaptation of the Joint Committee Decision.

Figure 3: The two pillar EEA structure

ICELAND EEA COUNCIL
LIECHTENSTEIN COUNCIL PRESIDENCY
NORWAY & EEAS

EFTA EEA EUROPEAN
STANDING JOINT EXTERNAL
COMMITTEE COMMITTEE ACTION SERVICE
(EEAS)

EFTA
EUROPEAN
SURVEILLANCE -
MaThM  The Two-Pillar

COURT OF JUSTICE

COMMITTEE OF EEAJOINT
MPs OF THE PARLIAMENTARY PiURT.?ISSITT
EFTASTATES COMMITTEE

EFTA EEA ECONOMIC
CONSULTATIVE CONSULTATIVE AND SOCIAL
COMMITTEE COMMITTEE COMMITTEE

Source: EFTA

The EFTA Surveillance Authority, which is based in Brussels, ensures that the EEA agreement and the
Joint Committee Decisions included are being honoured by all participating EFTA states. It performs the
role ofa ‘guardian of the treaty’ and therefore is the counterpart of the EU Commission. The EFTA Court,
located in Luxembourg, is competent for dispute settlement between EFTA/EEA members. The court was
set up because of the reluctance of the EEA/EFTA statestoadhere torulings of the European Court of Justice
(CJEU). Because this means that the CJEU and the Commission are responsible for the interpretation and


https://www.efta.int/media/documents/eea/1113623-How-EU-acts-become-EEA-acts.pdf
https://www.efta.int/media/documents/eea/1113623-How-EU-acts-become-EEA-acts.pdf
https://www.efta.int/eea/eea-agreement/eea-basic-features#6
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implementation of the EEA agreement concerning the EU states of the EEA members and the EFTA Court
and the Surveillance Authority are responsible for these activities concerning the non-EU EFTA/EEA
members, disputes between the respective organisations are settled rather by the EEA Joint Committee
than by either of the courts. Nevertheless, the EFTA Courtand the CJEU frequently refer to each other’s
rulings. The EFTA Court usually has to become active, where legal issues have not yet or not fully been
decided by the CJEU. It is therefore able to set interesting precedents for the CJEU, even if the European
Courtis not obliged to take into account EFTA Court rulings. The CJEU referred to EFTA Court judgements
for example concerning the interpretation of the EEA agreement. It has even takenadvantage of EFTA Court
rulings when interpretingEU law, for examplein the cases of the Directive on Television without Frontiers.

Additionally, cooperationtakes place on further executive and legislative levels: The EEA Council, which is
the forum of the European Council and Commission together with the EFTA/EEA Foreign Policy Minsters,
contributes to the political development of the EEA, as does the EEA Joint Parliamentary Committee,
which will be presented in more detail in Chapter 3.3.

322 Linking Switzerland to the internal market

The earliest basis of the economic cooperation between Switzerland and the EU is the Free Trade
Agreement of 1972. The agreement was approved by 72.5% of Swiss voters and by a majority of the
country’s cantons and thus enjoyed great public support. An Insurance Agreement in 1989 and an
Agreement onCustoms Facilitation and Security in 1990 followed. Switzerland thenactively negotiatedthe
European Economic Area together with the other EFTA members and EC Member States. It signed the
EEA Agreementin 1992 and that same yeareven requested negotiations for EC membership.This request,
however, was stalled in December 1992 after the Swiss population had rejected the EEA Agreement in
a referendum. Asan EEA memberstateSwitzerland would haveenjoyed equal status with the EU Member
States in theinternal market. After this status was rejected, bilateral negotiations between the countryand
the EU were conducted sector by sector. The Swiss Federal Council favoured this step-by-step approach
because it hoped to ensure more beneficial conditions in economic sectors particularly vital to the
Swiss economy. In 1993, the EU agreed to this mode of negotiations for seven different sectors underthe
precondition that the negotiationsin these seven areas would take place in parallel and the resulting
agreements should be signed and enter into force together. The EU argued that only if the different
agreements were bound together, they would serve EU and Swiss interests'. This approach, referred to as
‘parallelism’, legally linked the respective agreements and thus introduced what is now called the
‘guillotine clause’ to EU-Switzerland relations: if only one of the bilateral agreements is not renewed or is
broken, all the other agreements cease to exist. Brussels and Bern signed the first package of seven
bilateral sectoral agreements in June 1999. It was accepted by 67.2 % of the people’s vote in a
referendum the yearlaterand entered intoforce in 2002. Togetherwith the Free Trade Agreement, it grants
the Swiss private sector accessto the European single market including the fourfreedoms of movement of
persons, goods, capital and services.

Whereas the EEA encompasses in principle all EU legislation related to the four freedoms and the internal
market, the EU-Switzerland bilateral agreements do not cover some important economic sectors, such as
the electricity market, public health as well as the agricultural and food sector. Concerning electricity,
Switzerland only aims at a partial opening of the market while at the same time ensuring security of
electricity supply. On the one hand, Switzerland’s electricity market has always been closely intertwined
with those of the countries neighbouringit. Enhancing its integrationinto the European electricity market
would thus allow the country to secure its role as a European electricity hub. Switzerland also hopes that

! Source for the negotiating positions: https://www.eda.admin.ch/missions/mission-eu-brussels/en/home/switzerlands-
policy/dea.html.
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https://www.eda.admin.ch/missions/mission-eu-brussels/en/home/switzerlands-policy/dea.html
https://www.eda.admin.ch/missions/mission-eu-brussels/en/home/switzerlands-policy/dea.html
https://blogs.lse.ac.uk/brexit/2017/08/25/how-the-efta-court-works-and-why-it-is-an-option-for-post-brexit-britain/
http://www.judicialmonitor.org/archive_spring2014/spotlight.html
https://www.europarl.europa.eu/meetdocs/2009_2014/documents/deea/dv/2203_07/2203_07en.pdf

Balancing Integration and Autonomy. How EFTA countries reconcile EU-approximation and independence

this will present new opportunitiesfor its flexible hydropower. The EU and Switzerland particularly overlap
in theirinterest in low-emission, competitive and secure energy supplies, which require more flexibility and
interconnectedness because sources like sun and wind are not always available in the same manner as
traditional sources were. In the area of agriculture and food Switzerland aims at dismantling trade
barriers including customs duties and diverging product regulations. It wantstoextend the liberalisation
policy beyond agricultural products on input factors of agricultural production, such as fertilizers or
agricultural machinery, and on processed food. Trade barriers including custom duties and differing
regulations are partially being dismantled since 2002. The cheese trade is an example for the importance
of advancing these policies for Switzerland. Trade in cheese has beensubject to step-by-stepliberalisation:
Since 2007 Switzerland is able to import and export cheese with the EU without any customs duties. The
country’s cheese export thus rose by 7% per year between 2005 and 2007. Also the trade of fruits,
vegetables, meat, wine and horticultural products has been partially facilitated and various regulations
have been reciprocally recognised by the EU and Switzerland. This also includes certified biological
products. With regard to public health the country stresses thatillnesses do not stick to bordersand that
potentially dangerous substances can be sold all over the European continent. Hence, Switzerland
advocates for intensified cooperation in the areas of infectious diseases and food as well as food and
product safety. Alsothe EU promotesa healthierlifestyle to protect its people fromhealthrisk. Whereas the
Member States remainstillresponsible for their national health-caresystems, the EU bringsthem together
to jointly discuss cross-border health care issues like the treatment of rare diseases or the challenges an
aging population poses. Since 2008, negotiations on including Switzerland in these discussion platforms
have been taken up and concluded. However, ratifications have been put on hold with regard to the
ongoing insecurities about the institutional framework agreement betweenthe EU and Switzerland.

33 Extending other EU policies to the EFTA countries

Both the three EFTA/EEA states and Switzerland have also decided to adopt other EU policies than those
related to theinternalmarket. The EFTA/EEA states do this partly as a group, partly on a bilateral basis. For
Switzerland, the bilateral framework was initially the only option.

331 The European Economic Area (EEA)

Whereas the EEA agreement focusses on the internal market, it does notinclude a range of further policy
areas, such as a Customs Union, a Common Trade Policy, a Common Foreign and Security Policy, Justice
and Home Affairs or a Monetary Union. Astheseissuesare,however, frequentlytouched upon by the areas
covered in the EEA agreement, they remain topics of vital discussion. On top of the four freedoms, the
EEA agreement does however provide a basis for cooperation in the fields of research and
development, education, social policy, the environment, consumer protection, tourism and culture.
Theseareas are often referred to as 'flankingmeasures'.

The EEA states,bothfrom EFTAand the EU, can mutually agree that the EFTA/EEA states participate in other
EU initiatives. An important area in which the EFTA/EEA states participate are the Schengen and
Dublin agreements, despite Justice and Home Affairs not being covered by the EEA. The countries
participate in Schengen and Dublin based on agreements that transfer the relevant provisions of the
EU acquis into their nationallegislation. This procedure follows the process of transferring legislation that
was established for allareas included in the EEA Agreement. The countriesare thus partofan internal free-
travel area which has a common border. When Denmark, Sweden and Finland joined Schengen, Norway
and Iceland, which made up the Nordic Passport Union with these three countries, also entered into the
agreement. Otherwise they would have lost the right to freely travel within the Nordic region for their
citizens. The three countries participate in the further developmentof the Schengen cooperation through
the Mixed Committee, of which Switzerland is also part. Besides Schengen the EFTA/EEA states, just like
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Switzerland, also participate in the Dublin agreement. The Dublin acquis defines criteria, by which the state
that is responsible for dealing with an asylum request to a Schengen or EU member state is determined.
They therefore participate in the examination of asylum requests and in the most recent reforms of the
Dublin process insuring a fair sharing of responsibility between the participating states concerning the
allocation of people who seek asylum.

The EFTA/EEA states also make financial contributions to programmes and agencies of the EU. The
participation and financial contributions are twofold. Via the EEA Grants EFTA/EEA states contribute
jointly to the reduction of social and economic disparities within the EEA area. At the sametime, the
common organisation of the funds aims at strengthening the relations between the countries Iceland,
Liechtenstein and Norway and the 15 EU countries, which receive payments. The focus currently lies on
seven programme lines. Firstly, Innovation, Research, Education and Competitiveness. Secondly, Social
Inclusion, Youth Employment and Poverty Reduction. Thirdly, Environment, Energy and Low Carbon
Economy, fourthly Culture, Civil Society and God Governance. Fifthly, Justice and Home Affairs. Sixthly,
Regional Cooperation and finally Youth Employment. Beneficiary states are Bulgaria, Croatia, Cyprus, Czech
Republic, Estonia, Greece, Hungary, Latvia, Lithuania, Malta, Poland, Romania, Slovakia and Slovenia. The
financial contributions are seen by the EU as commitments to positive conditions for the successful
functioning of the single market, of which the EFTA/EEA countries benefit. Apart from the EEA Grants,
Norway sustainsits own contributions scheme since 2004, which is called the Norway Grants.

Figure 4: The total EEA and Norway Grants allocation across the 15 beneficiary states

The EEA and Norway Grants Fund The EEA and Norway Grants Fund
for Youth Employment for Regional Cooperation
Slovenia Bulgaria
Croatia
Slovakia

Czech Republic

‘\II-/ Oyprus

Romania

Estonia
Greece
Portugal Hungary
' Latvia
Lithuania

Poland
Malta

Source: EEA Grants

Furthermore, the EFTA-EEA states contribute directly towards EU programmes and agencies, in

which they participate. These amounts are additional funding on top of the EU’s budget for each
programme or agency. The contributions are basedon a percentage expressing the relative GDP of EFTA-
EEA countries comparedto the EU 27. For the timeframe of 2014-2020 the statescommitment to anoverall

sum of EUR 3.2 billion to be distributed via 13 programmes. The forecasted commitment for the period
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2021-2027 even rose to up to EUR 4.8 billion. The 13 programmes the EFTA-EEA countries participate in
are: Horizon 2020, Erasmus+, the European Satellite Navigation Systems EGNOS and Galileo, Copernicus,
Creative Europe, Connecting Europe Facility, Health for Growth, Union Civil Protection Mechanism,
European Statistical Programme, Employment and Social Innovation, Consumer Programme,
Competitiveness of Enterprises and Small and Medium-sized Enterprises and finally Rights, Equality and
Citizenship. Together the types of financial contributions ensure that citizens of the EFTA/EEA States are
given the opportunity to benefit from the activities put in motion by resources from all countries of the
EEA.Atthesametime, they support the EU 27 in providing the conditions for a successfulinternal market
of which the EFTA/EEA states greatly benefit. The main areas the contributions of all three states together
were spenton arein line with thepolicies outlined in the Europe 2020 Growth Strategy: sustainable growth,
reservation and management of natural resources, citizenship, freedom, security and justice, the EU as a
global player and administration. The Multiannual Financial Framework 2014-2020 was in particular
characterised by increased spending on innovation and research, a new fund for financing infrastructure
(Connecting Europe Facility) and an integrated programme for education, training, youth and sport.

332 Extending EU-Switzerland relations

Similar to the EFTA/EEA countries, both the EU and Switzerland felt a need to extend their relationship to
other policy areas beyond the internal market?. This happened step by step through bilateral agreements.
After the seven packages of the Bilateral | agreements, this resulted in an additional three packages,
referred to as Bilateral lagreements. All bilateral agreementstogetheramounttoday to more than 120.

The Bilateral Agreements Il complement the economic focus of the Bilateral Agreements | by including
the political fields of internal security, asylum, environmentaland cultural policies. Even though the EU was
at first reluctant to agree to a new round of negotiations, according to the Swiss government? it did so
because it wanted to gain Switzerland for developing a system of cross-bordertaxation of savings income
andfor cooperation in the area of combatting fraud related to indirect taxes, especially tobacco smuggling.
In exchange, Switzerland asked for discussions on security and asylum and insisted on processing with
areas mentioned in ajoint declaration to the Bilaterals I regarding, amongstothers, processed agricultural
products, statistics, environmental policies, education, pensions and services. The second round of
negotiations started in 2002. Although the EU and Switzerland suspended their talks on the liberalisation
of services in 2003, they achieved success concerning taxation of savingsincome, and under the principle
of parallelism ensured a result that was considered balanced. Switzerland was allowed to opt-out in case
Schengen regulations would include an obligation to provide assistance in tax evasion, but it agreed on
deepened cooperationin combatting fraud related to indirect taxes and cross-border taxation. Bern and
Brussels could thus sign the second package of Bilaterals in 2004. Differently to the first package, the
Bilateral Agreements Il are not legally bound to each other and thus can enter into force or terminate
without affecting the other parts of the package. Except for the Agreement on Combating Fraud, all
agreements have enteredinto force by now. The Schengen/Dublin Agreementdid so in 2008.

Since the end of the negotiations on the Bilateral Agreements |l in 2004 Switzerland and the EU have
launched further bilateral cooperation in the areas of Europol in 2004, Eurojustin 2008, the European
Defence Agency in 2012, the respective competition authorities and satellite navigation in 2013, the
European Asylum Support Office in 2014 and police cooperation in 2019. Like the Bilateral Agreements |
andll, theseagreementsare a cooperation between governments, which doesnot include transferring any
kind of decision-making competences to a superior body. The agreements are hence managed in joint

2 Switzerland's Directorate of European Affairs (DEA), which is the institution that deals with the country’s EU policies within the
federal administration, describes the European Union as the country’s ‘most important partner by far’.
3 Webpage ‘Switzerland’s European Policy’, ‘Bilateral Agreements II’
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committees bringing together both parties. When different opinions on the interpretation of the
agreements occurthese committees must achieve a solution unanimously.

Similar to the EFTA/EEA countries, Switzerland contributes financially to reducing social and economic
disparities after the EU’s enlargements in 2004. 1t does so through its own programmes and initiatives
and collaborates with the 10 new EU Member States directly. Whereas Switzerland completed its
programmes for the first 10 acceding states in 2017 and for Romania and Bulgaria in 2019, they will
continue until 2024 for Croatia. Switzerland thus contributesto the EU’sinternal cohesion, withoutformally
taking part in the Union’s cohesion policy. Since 2007, it has invested CHF 1.302 billion in this regard. In
autumn 2018, the Swiss government had already agreed on further contributions to specific EU Member
States, however, Bern currently holds these contributions back and relates them to finalising the new
overallframework agreement for EU-Switzerland relations.

Towards an Institutional Framework Agreement

After the conclusion of so many bilateral agreements, the EU is of the opinion that this bilateral, sectorial
approach has reached its limit. It wants toinstall a legally binding mechanismto allow a dynamic take-over
of EU legislation (the acquis communautaire) and ensure homogenous conditionson the internal market. it
furthermore aimed to establishjurisdiction of the European Court of Justice (CJEU) over the interpretation
and application of the existing agreements, set up an effective dispute settlementmechanism andinclude
provisions on state aid. The Council concluded that no further access to the internal market would be
granted until a new institutional framework was in place. The European Parliament has stated similar
positions in several resolutions,adoptedin 2010, 2012 and 2015. Given the EU’s firm stance and the Swiss
desire for better market access, for instance in the electricity sector, the Swiss governmentagreed to
negotiate a framework agreement. Consequently, negotiations for an ‘institutional framework
agreement’ (IFA) started in May2014.

However, some of the EU’s demandswere hard to swallow for the Swiss, in particularthe jurisdiction of the
CJEU. Therefore, even during the negotiations, resistance against a framework agreement has never
completely disappeared. Some argued that Switzerland should step down from the bilateral agreements
approach and focus on a deep and comprehensive trade agreement, which would provide for the desired
market access without obliging Switzerland to accept other legal constraints. However, a 2015 report
comparing the bilateralagreements with a comprehensive trade agreement, requested by Liberal Member
of the Council of States Karin Keller-Sutter, concluded thata free trade agreement would constitute a step
backwards from the bilateralagreements, which arealso a factor in the country'seconomic success*.

In 2017, Commission President Juncker offered a solution for the issue of dispute settlement, refraining
from unilateral competence by the CJEU, proposing instead an arbitration tribunal consisting of EU, Swiss
and third partyjudges.Afterthis breakthrough, negotiators finalised the agreementin November 2018,
before the May 2019 elections for the European Parliament and the October 2019 Swiss federal elections.
Solutions were also found for the final ‘red lines’ brought forward by the Swiss Federal Council, as follows:

o Switzerland could keep ‘flanking measures’ to the Agreement on the Free Movement of Persons,
meant to protect Swiss social standards, obliging foreigners to announce a service in Switzerland
in advance, provided thatthe announcementperiod was reduced to fourdaysinstead of eight®.

e Switzerland would not be excluded from EU legislation on EU Citizenship (2004/38) and on
coordination of social security systems (2004/884).

e As part of a mutual system for state aid provisions with independent authorities on each side,
Switzerland will set up its own state aid surveillance authority.

4 https://www.admin.ch/gov/en/start/documentation/media-releases.msg-id-57535.html
5 The EU was of the opinion that the announcement period hampers the delivery of services on short notice, such as taxi services.
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34 Parliamentary dimensions

The relations of the European Parliament with the EFTA countries also have three layers. Firstly, the
Parliament has bilateral relations with the three countries Switzerland, Iceland and Norway. Secondly, it
takes part in a multilateral dialogue to discuss topics related to the European Economic Area (EEA). This
dimension includes the European Parliament and the threeEFTA/EEA countrieslceland, Liechtenstein and
Norway. It is at the same time the EEA Joint Parliamentary Committee, the EEA’s body for parliamentary
relations. Thirdly, the EuropeanParliament hasdelegations thatcover all its northern policies, for example
those focussing on the Arctic, the Northern Dimension Policy, the Baltic Sea and the Barents region, but
also the Nordic Counciland the West Nordic Council. The name of the overall delegation is thus Delegation
for Northern cooperation and for relations with Switzerland and Norway and to the EU-Iceland Joint
Parliamentary Committee and the European Economic Area (EEA) Joint Parliamentary Committee (DEEA).
The delegation comprises 17 MEPs and 17 substitutes. It is headed by one Chair and two Vice-Chairs.

The bilateral level

The delegation’s bilateral meetings with Switzerland, Iceland and Norway are Parliament’s earliest
relations with these countries. It established its delegation for relations with Switzerland in 1981, with
Norway in 1982 and with Iceland in 1987. The bilateral meetings with partner countries usually take place
onceayearand discuss issues ofimportance toboth partners. They consist of exchanges of views between
Members of both parliaments, often introduced by speakers from the EU Commission, EEAS and
representatives of the national authorities of the respective partner country. When Iceland applied for
EU Membership, parliamentary relations were upgraded to a Joint Parliamentary Committee (JPC) in
2010, which met even twice a year until 2015, when Iceland put its accession negotiations on hold. The
European Parliament’s most recent resolution dealingwith Iceland’s membership application wasadopted
in 2012 and states that Parliamentremains fully committed to completing the accession process. However,
although Iceland has not withdrawn its application officially, EU accession is currently not an objective of
the country. Therefore, during Parliament’s 8" term the EU-Iceland JPC rather focussed on issues such as
Brexit, gender equality, the Trans-Atlantic relationship and trade relations with third countries.

Norway had started accession negotiations with the EU as well, in 1993. These also transformed the
annual interparliamentary meetings into a Joint Parliamentary Committee with a wider mandate and
biannual meetings. However,the format switched back to annual meetings afterthe negative outcome of
the Norwegian referendum on EU accession in 1994. Since then EU-Norway interparliamentary meetings
have focused amongst other topics on foreign and security policy, Brexit, migration, trade in agricultural
products and snow crab harvesting.

The EU-Switzerland interparliamentary dialogue started out in 1981. With regard to the current
recalibration of EU-Switzerland relations five interparliamentary meetings tookplace during the European
Parliament’s 8""term.The representatives of both parliaments discussed the status quo of negotiations on
the framework agreement, Brexit, foreign policy, trade policy and Switzerland’s possible furtherintegration
into the EUinternal market.

The EEA Joint Parliamentary Committee

The EEA Joint Parliamentary Committee was established by Article 95 and Protocol 36 of the
EEA agreement, and is composed of an equal number of MEPs and members of the EFTA/EEA countries’
national parliaments (12 per entity). The Committee provides checks and balances and democratic
control to the EEA’s executive branch and oversees the implementation of the EEA Agreement. |t
furthermore servesas provider of ideas and impulses on politicalissues of mutualinterest, for example in
the area of foreign policy including defence and security and concerning global issues such as terrorism,
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climate change and migration. The Committee formulatesits suggestionsin the form of resolutions, which
it addresses not only to the EEA bodies internally, butalso to the European Parliament and the national
parliaments of Iceland, Norway and Liechtenstein. It is thus not directly but indirectlyinvolved in the EEA’s
decision-making. The Swiss parliament sends representativesto the Committee as observers. Justlike other
inter-parliamentary meetings the European Parliament and the national parliaments host the EEA Joint
Parliamentary Committee on a rotating basis. It meets biannually. The President of the Committee
alternates between a member fromthe European Parliamentand a member of the national parliaments of
the EFTA/EEA states. During its 8" parliamentary term between 2014 and 2019, the JPC met ten times.
Besides the development of the EEA agreement, it discussed, amongst other topics, the coordination of
social security systems, Brexit, EU agencies and EU-Swiss relations.

In March 2019 the European Parliament adopted a resolution on the negotiations on integration into the
internal marketand thus the EEA of thePrincipality of Andorra, the Principality of Monaco and the Republic
of San Marino. It concluded that a new interparliamentary delegation could be set up to enhance dialogue
and cooperation with these countries. These negotiations have however notbeen concluded yet.

Northern Cooperation

Although not formally linked to EFTA, because of Iceland’s and Norway’sinvolvement in Arcticand Nordic
matters, it is relevant to mention that the European Parliament also participates in the Conference of
Parliamentarians of the Arctic Region (and its Standing Committee), the Baltic Sea Parliamentary
Conference (and its Standing Committee), the Barents Parliamentary Conference, the Nordic Council (as an
observer) and in the West Nordic Council. Meetings with the West Nordic Council take place annually, with
the Northern Dimension Parliamentary Forum biannually. After having expressed supportin a resolution
for strengthening the Northern Dimension, the European Parliamentinitiated the Northern Dimension
Parliamentary Forum, which held its first conference in 2007. It brought together the parliaments of the EU,
Russia, Iceland and Norway. The latest forumtookplace in November 2019. All multiparliamentary forums
ofthe north focus on regional cooperationrelated to economic, security and social challenges.

4 The economy: using their strengths

4.1 Strong in particular sectors

All four EFTA countries count as strong economies with high GDP and high living standards.Based on UN,
IMF or World Bank data, mostly each of the four ranks in the world top 10 of GDP per capita. Each country
has been able to profit to the maximum from its natural resources or create favourable circumstances for
foreign investment. Often they have achievedboth.

Norway

The main assets of the Norwegian economy are oil and gas. The government controls the vital
petroleum sector through extensive regulations and large-scale state-owned enterprises. The Norwegian
state owns 67 % of the shares in Statoil, and receives dividendsin the same way as other shareholders. The
statealso owns about 40 % of the stock market, with large stakes in major companies in the telecom and
aluminium sectors®, and employs 33 % of the workforce. Norway is highly dependent on the petroleum
sector, which is the main driver of the strong growth of the Norwegian economy over the past 40 years,
since production began on the Norwegian continental shelf in the early 1970s. Over time, production of
natural gas has also gradually increased compared to that of crude oil. Norway’s pipeline gas exports to

5The Economist, ‘Norwegian blues’, 10 October 2015
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Europe hit a record high in 2017, making Norway Europe’s second-largest gas supplier after Russia.
Norway'’s pipeline gas exports meet about a quarter of Europe’sdemand.

However the importance of the hydrocarbon industry is expected to decline as Norway's oil and gas
reserves are gradually exhausted and investment in these sectors is declining in response to lower global
oil prices. To guarantee that both currentand future generations can benefit fromthe oiland gasrevenues,
the Norwegian state savesits revenues fromthe sectorin the world's largest sovereign wealth fund, called
the Government Pension Fund Global, mostly referred to as ‘the Oil Fund'. It was established in 1990 and
in 2019 its total value has exceeded NOK 10 000 billion or about EUR 990 billion. The governmentmay use
upto 3 % of thefund's returns, without touching the capital, to contribute to publicfinances.

Despiteits high level of natural gas production, domestic consumption of gas in Norway is low and nearly
all the gas produced is exported.This is possible because Norwayis also one of the world's biggest users of
renewable resources: dueto theabundance of water, hydropower is the principal source of electricity
supply, accounting for97 % of total net generation in 20147. Norway also exportsrenewable energy, which
is expected toincrease in the near future with newinvestments in wind energy.

Thanks to advanced research and use of technology, Norway is also strong in petroleum and gas-related
maritime and engineering activities, biotechnology, environment, software and communicationactivities.
It has developed technology for carbon capture and storage in empty underground oil fields, which it
hopes to sell abroad. Norway's other major and more traditional industries are shipping (the Norwegian
fleetis the fourth largestin the world), fisheries and fish farming. Norway has vast fisheries resources with
significant catches including herring, cod, capelin, mackerel, blue whiting, saithe and deep prawn. The vast
marine areas provide ideal conditions foraquaculture. Fishfarming accounts foralmost 38 % of fish output.
Norway is the world's second largest exporter of fish products. Althoughthe sector has been overshadowed
by petroleum, it remainsimportant in terms of value andjobs (fishing and fish farming accounted for0.7 %
of GDP in 2011 and 0.6 % of the labour force).

Iceland

Until 1970, the economy of Iceland depended mostly on fish and fish products, which accounted for
more than 90 % of its exports. The sectoremploys moderntechnologiesand therefore employs only 5 % of
the workforce, stillaccounting for 16 % of exports in 2017. Under the EEA agreementiceland has no direct
access to the EU fisheries market, butis subject to a system of ‘Tariff Rate Quota’, which does not prevent
high export figures to the EU. However, in the past decades, three new sectors have become more
important for the economy of Iceland. First of all, its abundant hydropower geothermal resources
generating cheap electricity, have attracted foreign investmentin the energy intensive aluminium sector,
which now counts for 20 % of exports. There are currently three large aluminium smelting plants, which
have raised environmental concerns. High-tech companies’ data centresalso use the cheap greenenergy.

Second, tourism has grown enormously and counted for 38 % of exports in 20178, owing to a
combination of depreciation in the kréna, additional flight connections and publicity generated by the
2008 crisis and the 2010 volcanic eruption, which drew attention to Iceland’s exceptional nature. The
growth of tourism hasled to some discussion aboutnegative side effects, from property prices to damage
of nature and prostitution. There are signs that growth in tourism is slowing down, mostly attributed to
high prices of the reinforced kréna. Thirdly, the services sector increased to almost 70 % of the Icelandic
economy, mainly represented by real estate, business services, transport and communication, health and
social work and financial services. The banking sector was however also the main reason why Iceland

7 Keyworld energy statistics 2015, International Energy Agency
8 CIA World Fact Book

17


https://www.iea.org/publications/freepublications/publication/KeyWorld_Statistics_2015.pdf
https://www.cia.gov/library/publications/the-world-factbook/geos/ic.html
https://www.nbim.no/

Policy Department, Directorate-General forExternal Policies

suffered so hard from the 2008 global financial crisis. Liquidity problems, also linked to investment in
risk capital, of Iceland's three largest private banks (Kaupping Banki, Landsbankiand Glitnir Banki) led to

Figure 5:Iceland: GDPgrowthin %2007 -2018 the collapse of the Icelandic banking sector.
This, together with the depreciation of the
G ety s Icelandic krona, led to an unprecedented

economicand financial crisis in which Iceland
had to borrow money from the IMF and from
neighbouring countries. However, the

Icelandic government decided to let the
. A W I B I I I banks fail because they were ‘too big to save'.
Because of strict capital controls, austerity
measures and regulation of the financial
sector, the country could pay back its last
Y 007 2008 2008 2010 2011 2012 2013 2014 2015 2016 2017 2018 Femaining debts in 2015 earlier than
scheduled. Iceland’s economy started to

Source: [celand statistics . L.
recover gradually since 2011, peaking in 2016.

Agriculture is a smallsector, as due to the harsh climate conditionsonly 1.3 % of the land is cultivated and
its main products are grass (used for sheep-farming), potatoes and vegetables grown in greenhouses
heated with natural hot water. Farming mainly consists of sheep and cattle. Icelandicagricultureis heavily
subsidised via income payments to farmers and agricultural imports that compete with domestic
production are subject to tariffs, and non-tariffimport restrictions.

Liechtenstein

The economy of Liechtenstein is most known for its banking sector, which largely serves clients outside
the country.The servicessectoraccounts for about half of its economy. Yet, roughly 40 % of its economy is
built on specialised industries, from electronics to dental instruments, mostly produced in small and
medium enterprises (SMEs). Finally, the agricultural sector counts for about 7 % of the country’s GDP. The
banking sector has developed because of favourable financial legislation and a high degree of banking
secrecy. Similar to its neighbour Switzerland, fromthe early 2000s onwards, also because of pressure from
the United States and the EU, the country started to reform its banking sector. Afteran unprecedented tax
evasion scheme was uncovered in 2008 which included banks of Liechtenstein, a further reform package
for transparency was initiated by the government to reinsure investors. The reforms convinced the OECD
toremove the country fromits list of taxhavens. Liechtenstein hasa customs union with Switzerland since
1923 and joined its economic and currency area that sameyear. Therefore, Liechtenstein uses the Swiss
Francasits national currency andits economic policy is closely intertwined with Switzerland.

Switzerland

The Swiss economy is one of the world's moststable and prosperous economies, with low unemployment
and inflation rates, a highly skilled labourforce andone of the highest levels of GDP per capita in the world.
The economy is mainly based on a highly developed service sector led by financial services, and a
manufacturing industry that specialises in high value goods such as watches, as well as chemical and
pharmaceutical products.Its long-term politicaland economic stability, transparentlegal system, efficient
financialand banking sectors andlow corporatetaxrateshave also made Switzerland highly attractive for
foreign investment, which accounts for a considerable part of the economy.

With an ageing population, Switzerland has been facing alabourshortage. The gradual opening, subject
to quotas, of its labour market to EU citizens following the 2002 bilateral agreements has been
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countering this shortage. In 2011, partly due to the Euro area debt crisis, labour migration within the EU
and to Switzerland increased significantly by around 0.8 % of the Swiss population, which in turn led to job
security fears among Swiss citizens. Against this background, the Swiss Peoples Party organised an anti-
immigration referendum in 2014, which introduced a restriction on immigration into the Swiss
Constitution. The Swiss people voted for the restrictions, but the Swiss Federal Council acknowledged that
they were incompatible with the Free Movement of Persons Agreement with the EU. The EU considered
the right of free movement for economic activity essential and non-negotiable. Therefore, the Swiss
government finally solved the issuein 2018 by introducing conditions for foreign job-applicants into the
Lawon Foreigners (‘Auslandergesetz’), which the EU reluctantly accepted.

472 Trade and investment

421 EFTA - EU trade and investment

The EU is the mostimportant trade partner for each of the four EFTA countries. On the other hand, for
the EU, Switzerland and Norway are important trade partners, ranking as third and sixth trade partner for
trade in goods respectively, whereasthe importance of the othertwo EFTA countries is much more modest,
with Iceland ranking 52™ and Liechtenstein 81+,

Norway

The EU is by far Norway's largest trading partner. Norway mainly exports petroleum products to the EU
and primarily imports manufactured productsfrom the EU. Over the longer termoil exports are estimated
todrop as oil production passed its peak butgas revenues areexpected to partly compensate for this. The
most important export market for Norway within the EU is the UK. The UK’s withdrawal from the EU will
therefore have an impact on Norway, however, the UK being an oil producer itself, the effects may be
limited in the end. The EU accounts for about 70 % of foreign direct investment in Norway. Most Foreign
Direct Investment (FDI) concerns theenergy sector,involvinglarge EU companies such as BP, ENI, RWE DEA
and GDF. Sweden is the EU country that invests the most in Norway. The EU receives about 65 % of all
Norwegian directinvestment, most of it going to the Netherlands.

Agricultural and fisheries policies are not covered by the EEA agreement. This is caused by strongly
diverging interests in these sectors. The EU has many offensive export interests in agriculture, but the
relatively small agricultural sectors of the EFTA counties have little to export and fear cheap imports.
In an attempt to gradually open the agricultural market, article 19 of the EEA Agreement foresees reviews
of agriculturaltrade between the EU and Norway every two years. Since the EEA Agreement entered into
force in 1994, it has so far been possible to renegotiate the conditions for agricultural trade four times, in
2002, 2006,2011 and 2017. In spite of this, trade irritants remain and come back from time to time. In recent
years they concerned increases of tariffs by Norway on cheese or cutflowers. The 2011 EU-Norway bilateral
agreement under Article 19 EEA also committed to encourage trade in agricultural products with
Geographical Indications (Gls), butsuch negotiations were halted by Norwayin 2016. This is not surprising,
whereas the EU had some 1150 products protected by a geographicindication,Norway had only 23.

Norway s the EU's largest supplier of fish. Several Norwegian fish species, like cod, haddock, Greenland
halibut and halibut, enter the EU duty free. The EU has three fisheries agreements with Norway, namely the
bilateral, trilateraland neighbouring agreements. The bilateralagreement(1981) covers the North Sea and
the Atlantic and is the most important fisheries agreement the EU has with a third party. The trilateral
agreement covers Skagerrak and Kattegat (Denmark, Sweden and Norway) and the neighbourhood
agreement covers the Swedish fishery in the Norwegian waters of the North Sea. In the context of the
Coastal State consultations, the EU, the Faroe Islands and Norway agreed on an arrangement for the
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management of mackerel in the North-East Atlantic for the period 2014 to 2018. This arrangement
established a number ofimportant principles, including a commitmentto sustainable fisheries.

Iceland

TheEU is by far the largest trading partner of Iceland, accounting for about 73 % of exports and 53 %
of imports in2017.Thefour largestEU partnersin termsof exports are the Netherlands, Spain, the UK and
Germany. Iceland's exports to the EU are dominated by fish and fishery products. Exports to the EU
have been steadily increasing over the past decade, reaching a new peak in 2017. The large post-crisis
depreciation and reduced cost of productionhave increased Iceland’s export competitiveness.

Nevertheless, after running a trade deficit with Iceland for over a decade, the EU reported its first trade
surplus with the country in 2016, and this continued into 2017°. Due to its small economy and limited range
of natural resources, Iceland imports a wide range of manufactured goods, petroleum products,

timber, textiles, wheat and foodstuffs. The country also heavily relies on foreign investors and runs a
negative FDIstock™.

Switzerland

For Switzerland, most of its trade in goods and services is with the EU. The US and China are Switzerland's

next largest trading partners, but are relatively small compared to the EU. The EU has a trade surplus with
Switzerland, meaning the EU exports more than it imports. Important Swiss exports to the EU are
chemicals, pharma and medicinal products, machinery, instruments and watches. Foreign direct
investments (FDI) have also been at a high level. The EU represented about 75 % of investment flows into
Switzerland, while Switzerland counted for about 12 % of FDI in the EU.

Since 2002 the EU-Switzerland Agricultural Agreement, part of the Bilaterals |, aims at lowering tariffs and
non-tariff barriers. It is complemented by an Agreement on Processed Agricultural Products under
Bilaterals Il, which entered into force in 2005. In 2011, Geographical Indicators (Gls) protecting regional
products were incorporated into the agriculture agreement. Negotiations for further liberalisation in the
trade of agricultural and processed agricultural goods started in 2008, but were suspended on request of
Switzerland, who sees its interests divided between supporters of opening the agriculture market and
those who want to protect the often small Swiss farmers. Fears may have risen because of a significant
increase in agricultural exports to Switzerland since the agreement on processed agricultural products
enteredinto force. On the other hand, Swiss exportsof processed goodsto the EUincreased as well.

In reaction to Swiss reluctance to move ahead with the IFA negotiations, the EU decided in December
2017 to withdraw EU recognition of the Swiss stock market, known as MiFIR23 equivalence. What
started as a temporary measure to incite Switzerland to finalise and sign the IFA, became a measure that
was repeatedly prolonged. Switzerland reciprocated by denying Swiss equities the right to be traded on
EU stock exchanges. In practice, trade in stocks between the EU and Switzerland has not halted, but has
become more complicated and costly. However, if a continuing impasse would lead to additional steps,
such as non-renewal of the EU-Switzerland mutual recognition agreement (MRA) for medical devices, this
could harm EU-Swiss trade relations’'.

° European Commission, DG Trade, Iceland
10 General history of Icelandic foreign trade
" https://www.lexology.com/library/detail.aspx?qg=8a2263ec-0664-4fe6-a749-8a47636826fb
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Liechtenstein

Liechtenstein relies on nearby EU countries Germany and Austria for about 60 % of its imports. However,
for its exports, these countries only count for just over 30%. As regards its imports, Liechtenstein third
EU trading partner is Italy, for its exports, it is France. However,almost 60 % of its exports go outside the EU,
among which the biggest share of about 13 % goes to the US. Of course, trade with neighbour Switzerland
is intensive, but also because of the customs and monetary union between the two countries, no reliable
dataareavailable.

422 EFTA trade and investment with the rest of the world

Becausetrade policy is not covered by the EEA Agreement, both the three EEA countries and Switzerland
can develop their own trade policies with third countries and negotiate trade agreements. The four
countries do so, sometimes as agroup in the frameworkof EFTA, sometimesalone through bilateral trade
agreements with third countries. Today, EFTA as agroup has 29 Free Trade Agreements (FTAs) covering
40 countries and territories outside the EU. Among theseare agreements with Canada, Mexico, Singapore,
South Korea and Indonesia.

Figure 6: EFTA traderelations

L
Il European Free Trade Association B EU (Europan Economic Area) Free Trade Agreements
Joint Declaration of Cooperation I Ongoing FTA negotations FTA Relations of Individual EFTA States

Source: EFTA

The EFTA-Canada FTA dates back to 2009, seven years before the EU concluded its Comprehensive
Economic and Trade Agreement (CETA) with Canada. It is a good example of the division of labour
between EFTA and its individual states. The EFTA-Canada agreement covers goods, including fish and
processed agricultural products. Since 2016, Canada and EFTA have discussed extending the scope of the
agreement. On the other hand, basic agricultural products are covered by bilateral trade agreements
between Canada and Iceland, Norway and Switzerland.

EFTA concluded an FTA with Mexico in 2000, which is currently being reviewed. Agreements with
Singapore, South Korea and Indonesia were concluded in 2003, 2005 and 2018 respectively. Again, EFTA
was several yearsahead of the EU, who signed itsagreements with South Koreain 2010 and with Singapore
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in 2018.In the case of Mercosur however, both EU and EFTA concluded agreements in 2019, finalising long
negotiations with Mercosurstates Brazil, Argentina, Paraguayand Uruguay. EFTA, like the EU, does not have
trade agreements with two of its most important trade partners, the US and China.

All EFTA countries are keen to follow EU trade policy closely and try not to be excluded from advantages
the EU might gain by concluding new agreements. Whenthe EU was negotiatinga Transatlantic Trade and
Investment Partnership with the US between 2013 and 2016 (which was never concluded), EFTA countries
tried either to link themselves to such an agreement or negotiate similar market access for themselves.
Similar concerns existed about CETA. A particular case was the tariffs of the US Administration on steel and
aluminium introduced in 2018 and the EU safeguard measures takenin response. AIlEFTA countries were
hit by the US tariffs. However, the EU has exempted the three EEA countries fromits counter measures, but
not Switzerland, arguing thatthis is a consequence of not being part of the European Economic Area. Any
measure taken by the US against the EU is likely to hit EFTA economies as well, as they are often suppliers
to European industries as part ofinternational value chains'™.

Outside the EU, Norway’s main exportmarketsare Russia, Japan, China, Ukraine and the US. Norway is the
world's second largest exporter of fish and fish products. Advanced technology use and a highly
educated population make the export of services (mainly linked to the shipping industry) increasingly
important for the Norwegian economy. Norway is also a major exporter of metals, in particular of
aluminium. Norway concludes mostofits free trade agreements in the EFTA framework.

The same goes for Iceland, which for this reason shares mostofits trade agreements with Norwayin EFTA.
However, Iceland also has some bilateral trade agreements of its own. Iceland was the first European
country to sign a FTA with China in April 2013, followed shortly after by Switzerland in July 2013. The
agreement entered into force in July 2014, removing tariffs on a wide range of merchandise, including
textiles and clothing. China is already the third-largest source of imports. As regards foreign investment,
Iceland welcomes Chinese investmentsin geothermaltechnology and possibly a deep-sea port, but holds
off tourism-related land purchases. Furthermore, Iceland is one of the few European countries to have a
Trade and Investment Framework Agreement (TIFA) with the US since 2009. It also has trade agreements
with the Faroelslands and Greenland.

Switzerland also has its own trade agreement with China. This puts the countryin a favourable position
towards the EU, which is still negotiating its ownan investment agreement with China and definesits trade
relations with that countrymorein terms of trade defence. The Switzerland-China FTA is limited to certain
types of goodsonly (for instance ceramics), but now that Chinese producers have similar access tothe Swiss
market as EU producers already had, this makes competition between the two for a share of the Swiss
market tougher. Switzerland was also the first European state to conclude a free trade agreement with
Japanin 2009. The USis Switzerland’s secondtrading partner, afterthe EU. In 2006, the US and Switzerland
signed a ‘Trade and investmentcooperation forum’and both countrieshave started exploratory talks for a
free trade agreement in 2018. Such negotiations are not likely to be easy, given specific interests each
country hasinforinstance the pharmaceuticaland agricultural sector. Nevertheless, diversificationin trade
leads to arelatively diminished role for EU-Switzerland trade relations. The EU’s share of Swiss exports of
goods has decreased from about two thirds in 1991 to about half in 2018.

Switzerland often represents Liechtenstein’s foreign policy and, logically in the light of the customs
union, also trade interestsabroad. Given this close economicintegration, trade between both countries is
intense and not even statistically recorded.

2 https://www.economiesuisse.ch/de/artikel/news-ticker-us-strafzoelle-auf-stahl-und-alu minium#6445
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5 Governance: stability inside and outside

5.1 Inside: consensual political systems

5.1.1 Norway

The Kingdom of Norway is a unitary constitutional monarchy. The king, currently Harald V of the House
of Gllicksburg, formally retains executive power, but today his powers are strictly ceremonial in practice.
He usually appoints the leader of the majority party or majority coalition as prime minister, with the
approval of the Norwegian parliament, the Storting. The government, the Council of State (cabinet) is
Norway’s main executive power. It is based on the majority coalition in the parliament, but also reports
tothekingwho chairs the parliamentin person on occasion.

The unicameral Storting, Norway’s parliament, thus
holds the executive accountable. It is composed of
169 members who are elected from party lists by
proportional representationfor four-year terms.There is no
constitutional provision fordissolving the Storting between
g elections. Hence, the different political parties havetofind a
U way to constructively and effectively work together
throughout the entire legislative period. In the past, the
Storting was divided into a lower house (Odelsting) and an
upper house (Lagting), with the latter comprising a quarter
of the Storting's members. Today, this division became a
Norway formality, but Storting continues to devote two readings to
legislation, which must take place at least three daysapart.

Government

Parliament

A thirdreadingis held if the results of the first two diverge. Norway'’s institutional set-upalso brings in the
peopledirectly, who can express their views in referenda on issues of major importance, as has been the
casein the 1972 and 1994 EU membership referenda.

As Norway has numerous active political parties, political groups usually cooperate to get into
government. This already requires a culture of negotiating interest and consensus. Like many European
countries also Norway started out as a two party system between liberals and conservatives in the early
19" century. In 1928, however, the new labour party formed its first government. Between 1945 and 1961
it constantly held absolute majority in the parliament. Only in 1963 the rather splintered opposition united
in order to bring John Lyng, a conservative, to power. The time after was characterised by the decline of
the labour party as wellas by the formation of new parties thatwould later become the right-leaning anti-
establishmentProgressParty. The party, however, wasonly able to become partof the governmentin 2013.
They helped Erna Solberg from the Conservatives gather a clear majority, who in turn broke with the
principle of not bringing the Progress Party into government. Her government secured renewed support
following the 2017 parliamentary election and in January 2018 it was expanded with the Liberal Party.
Despite a tough stance on migration given by the alliance with the populist Progress Party, Solberg’s
governmenthas a clear pro-business and pro-EEAagenda based on tax cuts andincreased oil exploitation.
In this regard, the Norwegian Prime Minister has also been a vocal supporter of expanding oil and gas
explorationinthe Arctic.

This led to some disputes over the use of natural resources in the north and legal issues with regard to
rights over land and water resources in the areas of Norway’s indigenous Sami population. The Samiare
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nomadic people inhabiting the northern regions of Norway, Sweden and Finland. These countries
concluded a Nordic Sami Convention in December 2016, which ensuresthe Sami population’srightto self-
determinationthroughautonomyin internalissues and consultations. Furthermore, Norway's indigenous
population enjoys limited self-ruleand participates in the national political process. Already since 1989
it has its own parliament, the Sametinget, located in the northern county of Finnmark, which protectsthe
population's language and cultural rights and influences the national government’s decisions about Sami
land and its resources. Sami representation is another example of Norway’s consensus-oriented political
culture, reflected inits institutional set-up.

5.1.2 Iceland

In Iceland the president - who replaced the former king of Iceland after the country’s independencein
1944 - is elected directly by popular vote every four years. He or she formally appoints the prime minister
following general elections of Iceland’s parliament, the Althing (Alpingi). In practice, however,in most cases
the leaders of the political parties agree among themselves how postsin the cabinet are supposed to be
distributed. The president only interferes if the leaders prove unable to find a consensus, which has never
happenedsofar.

Most executive functions lie with the prime minister,
who is the head of government, and his cabinet.
Governmentsin Iceland have sofar almost always consisted
of coalitions of two or more parties because no single party
has ever secured a majority of seats in the parliament. The

Government

R _' country demonstrates a consensus-driven political culture
U comparabletotheonein Norway.lt is also often said to be
Parliament the oldest parliamentary democracy, as the Althing was
already established in 930. Iceland’s parliament is a
unicameral legislature made up of 63 representatives who
are elected every four years in general elections by

Iceland

proportional representation.

All members of the cabinet formally sit in the Althing, but only those members who were elected as
representatives can exercise the vote in parliament. This construction brings the legislative and the
executive branchin a particularly strong dialogue. The country can hold referendums onits internal set-up
as well as its relations to external actors andorganisations, furthermore bringing in the elementof popular
voteinthelegislative process. Referendums were for instance organisedin 1944 to dissolve the union with
Denmark, in 2010 to approve financial legislation after the ‘Icesave’ banking scandal or in 2012 for the
approval of constitutional reform.

Iceland’s party system brings together very different political forces and demonstrates great
flexibility. The Progressive Party is Iceland’s oldest and now second biggest party and is a member of the
Liberal International. As a centre-right party it has often partnered with the conservative Independence
Party, but also with left-leaning parties. Theindependence party is Iceland’s conservative party, one of the
oldest parties which consistently manages to secure 20-25 percent of the votein parliamentary elections.
It therefore led the Iceland’s government coalition up to 2017 and since then has been in a coalition with
the Left-Green Movement and the Progressive Party. The country’s green party was only founded in 1999
in an effort to consolidate and structure the country’s left forces. In the same year the Social Democrats
were established which lean more towards the centre and constitute the only consistent pro EU-accession
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party in Iceland’s political landscape. In the run up to the 2017 parliamentary elections three other new
parties were founded. Besides SigmundurDavid Gunnlaugsson, a former leaderof the Independence party
who founded the Centre Party only weeks before the election, these parties where founded by persons
who have not publicly participated in politics before: one of them a former X-Factor participant, the other
oneaformer businessmen.The Icelandic party systemthus shows surprisingopenness forthe founding of
new parties and permeability for personalities without the classical party politics background.

513 Switzerland

The Swiss Confederation is a federal state and a parliamentary democracy with pronounced features
of direct democracy. Very differently to the other EFTA countries it does not have aking nor a president
as head of its executive outside the government. However, the Swiss government or Federal Council
(Bundesrat) elects the President of the Swiss Confederation on a rotating basis from its ranks, as first
among equals. This rotating president thenheads the governmentfor one year, thus combining positions
which in other political systems are divided into presidentand prime minister.

The Federal Council comprises seven ministers of equal
a st rank, individually elected by the Federal Assembly for four-

U year terms. From 1959 until 2003, a fixed distribution of
overnmen . .
7 N\ seats among the main parties was meant to ensure the
"4 political stability of the Council: two Christian democrats
Parliament (CVP), two social democrats (SPS), two liberals (FDP) and one

member of the populist Swiss People's Party (SVP). When
the SVP became the biggest party in 2003, they took one
seat from the Christian Democrats, the smallest party.
However, in December 2007 the SVP suspended its two
councillors in order to protest parliament’s refusal to re-
Switzerland elect SVP leader Christoph Blocher to the Council because
of the party's uncompromising approach and anti-
immigration campaign.

The SVP regained one of its two seats in 2008, the other going to the newly formed Conservative
Democratic Party (BDP), an SVP breakaway group. Following its election victory in 2015, the SVPreclaimed
its seat from the BDP.

The Swiss legislature also reconciles different actors and levels. The Swiss parliament or Federal
Assembly consists of two chambers. The National Council (lower chamber, German: Nationalrat, French:
Conseil National) of 200 members, representsthe country as a whole and is elected on four-year terms by
proportional representation.In the Council of States (upperhouse, German:Standerat, French: Conseil des
Etats) of 46 members, each canton elects two members' according to various electoral systems. Political
groups in the Federal Assembly include members of a party or members of different parties with similar
agendas. A political group is thereforenot necessarily the same as a party,and party discipline is not strictly
enforced in the Assembly. The success of the Green Parties in the 2019 elections was not translated into a
governmentseat forthem because, due to Swiss political tradition, a party hasto prove genuine successin
two subsequentelectionsbefore being included intothe government. This showsthat the institutional set-
up of the executive on the federal level aims not only at ensuring stability and continuity by including all
dominant policies forces in consensual decision-making, but also by demanding that forces of change be

'3 Obwalden, Nidwalden, Basel-Stadt, Basel-Landschaft, Appenzell-Innerrhoden and Appenzell-Ausserrhoden each elect only
one, being 'half-cantons' that evolved through the splitting of historical cantons.
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substantial and of long-term importance, before integrating them. Here, the wish for stability limits the
influence of parliamentary elections on the composition of the government, showing the unusual mix of
tradition and direct democracy of the Swiss system.

Afeature of the latterare the very strong provisions for direct decision-making by citizens, which ensures
theimportance of theindividual citizen in the political process. In Switzerland, two kinds of popular ballots
exist: votes initiated by the state are called referenda, those initiated by citizens are called popular
initiatives. At the federal level, laws and international treaties passed by the parliament are submitted to a
referendum if requested by eight cantons or 50 000 individuals. Any voter who manages to collect
100 000 signatures within 18 months is entitled to trigger a vote on a ‘citizens’ initiative’ to propose
changes to existing legislation, including the constitution. Popular initiatives and referendums have
become more frequent over the years: whereas they were held once every couple of years in the
19" century, use of the instruments rose in the 1920s and 1950s and peaked in the 1990s with several
referendums per year. Direct democracy can sometimes strengthen conservative attitudes, rejecting the
new and hanging on to the known. It may be, therefore, that voting rights for women were only granted
afterareferendum in 1971 and Switzerland only joined the Bretton Woods institutions in 1992. That same
year, a majority of Swiss decided not to join the EEA.

Figure 7: Number of referendumsin Switzerland per decade 1840-2020
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Source: Government of Switzerland

514 Liechtenstein

The small, landlocked country of Liechtenstein is particular in several ways. It stands out for its very small
size of 37 000 inhabitants and itswealth, linked toits financial regulations. Its political systemandlandscape
also differ substantially from other European countries. This is in particular the case with regard to the
country’s unelected monarch, the Prince of Liechtenstein, who remains decisive in the country’s
politics. Currently Prince Hans-Adam holds political powers, which include the power to veto
parliamentary decisions and the outcome of popular votes, the power to sack the governmentand to
dissolve the parliamentas wellas to appointjudges. Prince Hans-Adam handed over these privileges to his
son Crown Prince Alois in 2004. Nevertheless, Prince Hans-Adam remains titular head of state. Hence the
Prince of Liechtenstein stillholds a wide range of powers and decision-making capacities, which have been
criticised by international organisationsuch as the Council of Europe.

The Prince of Liechtenstein also appoints the head of government. He can thereby decide for a
candidate of the majority party, but in practice he has also supported the largest minority party. The
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appointed prime minister then needs the vote and support of Liechtenstein’s parliament. Hence, the
people of Liechtenstein are mainly represented by their parliament, the Landtag. The Landtag
consists of 25 parliamentary representatives, who are elected every four years by popular vote. The
country’s main parties remain in favour of the strong influence of the monarch, most likely following the
positive popular sentiment, even if it diminished the parties’ own role. The two parties, which have
governed the countryin coalition governments since 1945, are the Progressive Citizens' Party (FBP) and the
Fatherland Union (VU). Bothcan be characterisedas economically liberaland socially conservative parties.
They tend to recruit their personneland voter basis through family ties. The Free List (FL), a green, centre-
left leaning pro-democracy party thatwas founded in the 1990s, never managed to secure more than 15 %
of thevoteand never participated in agovernmentcoalition. Change was only brought to the remarkably
stable party landscape by the populist and partly right-leaning Independents party, which won over 18 %
of thevotersin Liechtenstein’s 2013 elections. In the most recent elections in 2017 the party even gained
one more seat. Whereas Liechtenstein’s politics thus seems to be governed by a strong value consensus,
diverging options and critique of the monarchicelementremain prevalentas well.

However, Liechtenstein combines its monarchic
particularity with strong features of direct democracy.
This particularity, which is sometimes perceived as
contradiction, does not mean that the people use this
power against the monarch. In_2003 the people of

\\4

Government Liechtenstein evendecided in a constitutional referendum
to strengthenthe monarchicelements.In 2011, the Prince

announced that he would veto a yes-outcome of a
planned referendumon the liberalisation of abortion, thus
making the referendum obsolete before it could even be
held. Nevertheless, the year after 75 % of Liechtenstein’s
voters rejected a plan torestrict the Prince’s veto powers.
The people of Liechtenstein hence seem to be strongly
united behind the particularities of their system.

Parliament

Liechtenstein

Concluding with a comparative look at the use of referendums in the four EFTA countries, Switzerland
clearly stands out with a remarkable high number, followed by Liechtenstein in second place. Norway and
Iceland seem to use referendumsonly for exceptional matters concerning the position of the state.

Figure 8: comparative numbers of referenda in the four EFTA countries

Country Number of referenda Source

Norway (since 1905) 7 Wikipedia

Iceland (since 1908) 8 Wikipedia
Liechtenstein (since 1919) 61 Wikipedia
Switzerland (since 1848) 645 Swiss government
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5.2 Outside: altruistic pragmatism

Looking at the foreign policy of the four EFTA states, theyall show a remarkable combination of defence of
the nationalinterestwith altruistic care forother people’sneedsand the world asa whole. All countries are
strong defenders of multilateralismand diplomacy as pillars of world governance.

5.2.1 Norway

What is often called the ‘Norwegian model’ of foreign policy aims at facilitating peace and a stable
international environment through coordination between its own governmental and non-governmental
organisations and other international actors. Norway defines its role as an honest broker and mediator
between parties to international conflict. Many individual Norwegian politicians enjoy great access to
information as well as personal credibility, which facilitates their role as a mediator. This is reflected by the
fact that several former Norwegian politicians now have key positions in international organisations, such
as in NATO (SG Stoltenberg), the Council of Europe (SG Jagland), UNEP (Executive Director Solheim,
formerly Chair of OECD DAC) or at the Nordic Council of Ministers (SG Haybraten).

The Second World War brought an end to 100 years of neutrality between 1841 and 1940, and Norway
belongs to the founding members of NATO, which entails allowing a number of foreign military bases and
exercises on its territory. Even without the underlying principle of neutrality, so essential to Switzerland’s
internationalrole,Norway has played a decisive role as a mediator in international conflicts such asthe one
between Israeland Palestine, leading to the ‘Oslo Accords’, or the Colombian peace talks. Norway’s image
as multilateral peace builder is furthermore symbolised by the award of the Nobel Peace Prize. Each year
therecipients of the prize are selected by the Norwegian Nobel Committee, which consists of five members
appointed by the Storting. Since 1990, the prize is awarded annually on 10 December in Oslo City Hall.

Despite Norway'’s close relations with Denmark, Sweden and Finland the country remains the only
Scandinavian country without EU membership, which has beenrejected in popularreferenda twice, in 1972
andin 1994. Even if EU membershipis notan aspiration of the current government, cooperation with the
EU, for instance by extending the EEA to many non-internal marketaspects, has intensified over the years.
Norway particularly aligns itself with the EU Common Foreign and Security Policy, including the
EU's sanction policy towards Russia over its intervention in Ukraine. This has had an impact on exports in
important economicsectorssuch as offshore energy technology and fisheries. Although other markets for
its fisheries exports could be found, this is not the case for the offshore equipment. Despite Norway’s
contribution tothe sanctions, it alsoremainsvital tokeep goodrelations with Russia, especially in the north,
where it shares a border and needs to cooperate on access to natural resources. The High North being
important for economic development and geopolitics, Norway published the Arctic Strategy in April 2017,
which aims at peace and stability in the region, balancing economic activity and protection of the
environment and International cooperation. It advocates building infrastructure as a condition for growth
and agreen transition in the Arctic, as well as safety and emergency preparedness.

Apart from its relations with the EU, Norway's foreign policy is thus defined by its Nordic cooperation and
its membership in international organisations, the main ones being NATO, the UN, and EFTA. Norway’s
effortsin all these forafocus on promoting globaljustice and socially sustainable globalisation. Norway is
a major contributor to UN and NATO peacekeeping operationsas well as to the IMF and World Bank. In its
2019 Report on Norway’s Role andInterestsin Multilateral Cooperation Norway’s Ministry of Foreign Affairs
stresses explicitly the doublerole of multilateral practices. On the one hand, they protect Norwegian self-
interest by contributing to its security, economic development and prosperity. On the other hand, they
benefit the world as a whole by providing a systemthrough which states can cooperate and fightcommon
challenges together and solve conflicts with peaceful means.
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522 Iceland

The Republic Island and its 330 000 inhabitants are physically isolated from the territories of the European
continent, of Greenland and of North America. Politically they are, however, besides their EFTA and
EEA participation a member of NATO, the Council of Europe and the UN. The country’s foreign service was
established in 1940 after the fall of Denmark to Nazi Germany. Whereas Iceland was not occupied while
Denmark was, loss of Danish influence further strengthened forces for Iceland’s independence in 1944.
Since then Membership of NATO and an additional bilateral Defence Agreement with the United States
of America from 1951 form the two main pillars of Iceland's security policy. Iceland is one of the twelve
original NATO members and closely linked with the US. It has served as an Atlantic outpost during both
World War Il and the Cold War. At the end of the Second World War in 1946, Iceland and the US signed the
Keflavik Agreement, which statesthat the US would militarily defend Iceland in the case of war and that it
will maintain a permanent base on the Reykjanes Peninsula. The presence of Naval Air Station Keflavik was
debated by the Icelandic people both favourably and critically regarding an alleged secret plan to store
atomic bombs on the station and the base was finally closed in 2006. Iceland itself has no standing army,
but contributes to NATO operations financially and with civil personnel. The US withdrawal from the Iran
nuclear agreementwas criticised, because the US is considered a strategic partnerassumingresponsibility.

Like Norway, Iceland also takes part in the current sanctions against Russia. Russia’s counter-measures
resultedina 95 % decreasein exports to Russia, and Iceland has been looking into new reciprocal market
access opportunities with the EU in response. However, Iceland'’s relationship with Russiais more complex
than being on the side of NATO and supporting sanctions. Iceland and Russia also work together in a
number of fields: inter-parliamentary cooperation, trade and economic affairs, fishing issues, clean energy
partnership and cultural interaction. More fundamentally, its geographic position also made it a place of
East-West encounter, when in 1986 Iceland hosted a meeting between US President Ronald Reagan
and Soviet leader Mikhail Gorbachev to discuss disarmament. Even though the negotiations collapsed
during the last day, the talks provided the basis for the Intermediate-range Nuclear Forces (INF) Treaty
between the two powers that was signed one year later in 1987. The INF treaty banned certain types of
land-based ballistic missiles, cruise missiles and missile launchers and was a major achievement in
disarmamentand in ending the Cold War. The fact that Iceland was able to bring both powers together
shows that it was regarded by bothactorsas a stable environment in which negotiations could take place.

523 Liechtenstein

A key priority of Liechtenstein’s foreign policy has traditionally been fostering good relations with
its neighbours Austria and Switzerland. However, the United States of America and Germany also play
an important role in Liechtenstein’s foreign policy. As a rather small country in the heart of the European
continent Liechtenstein has also been particularly sensitive towards politics on the continent as a whole,
notably towards European integration. It mainly participates in the economic sphere of the European
integration project, which it sees as the best compromise between acquiring favourable economic
conditions for its development and upholding its sovereignty. With regard to the political sphere,
Liechtenstein’sforeign policy focuslies on the promotion of multilateralismand international law, because
the country realises that it can be directly impacted by conflicts, but has limited means to influence them.
Liechtenstein hence actively fosters its international networks. It maintains embassies in Austria, Belgium,
Germany, the Holy See, Switzerland and the United States. Since 1919, Swiss embassies and consulates
represent Liechtenstein’s interests where they are not represented, until the country decides to open its
own representation in the respective country. Liechtenstein itself does not host any embassies.
Nevertheless, some states maintain Honorary Consulates, of which the US was the first in 2007. The
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country’s Ministry of Foreign Affairs also covers the areas of Justice and Culture aiming at fostering and
maintaining the Principality’s distinct identity also throughits educationsystem.

524 Switzerland

Swiss foreign policy on strategicissues is conducted on the federal level through consensus of the Federal
Council. The foreign minister will execute it and develop policies on the operational level. According to
Switzerland’s most recent foreign policy strategy 2020-2023 the country pursues three major aims:
Firstly, prosperity, to which consolidatingits bilateralapproach with the EU is key. Secondly, sustainability,
implementing the 2030 Sustainable Development Goals and global climate action. Thirdly, digitalisation,
raising the Swiss profile in international digital governance and bolstering Geneva'’s position as a global
hub.

These strategicaimscan be seen within the overall tradition of Swiss foreign policy. Above all, Switzerland
is best known for its principle of neutrality, which has limited as well as enabled the country’s foreign
policy. Even if neutrality prohibits certain kinds of political engagement, Switzerland’sinternational activity
steadily grew over the years. Historically, the country’s principled neutrality was manifested against the
background of the devastating Thirty Year’s War. Since 1815, Switzerland is even bound to be neutral by
international law and the status of neutrality was codified in the Hague Convention of 1907. Secondly,
Swiss foreign policy tradition centres on humanitarian action. Switzerland provides help in the field of
emergency humanitarian assistance, meeting basic needs like emergency shelters or drinking water.
Switzerland also promotes strengthening the legal framework governing humanitarian assistance to make
surethat standards arerespected by all parties. The concept of Switzerland as a refuge and safe haven for
refugees and peoplein need firstcame about with the foundation of the Red Cross in 1863 and the medical
assistanceto the French armyduring the German-French Warin 1871. The altruisticand impartial support
of all parties to a conflict, however, is only credible and authentic because of the country’s underlying
neutrality. As a logical consequence, Switzerland is generally viewed as a suitable place to find agreement
oninternationalissues.In 1874 it was the founding place of the Universal Postal Union, one of the world’s
first international organisations. Thirdly, Switzerland hosts important offices of many international
organisations already for more than 100 years. From 1920 onwards the League of Nations had its
headquarters in Geneva. As the League’s successor, the UN also chose to have its second largest office in
the Swiss city. 25 international organisations officially have their headquarters in the country.Additionally,
about 250 NGOs with consulting status to the UN maintain officesin Switzerland, which makes Genevaone
of the biggest hubs of international politics comparable to New York city.

Globalisation and its negative and positive consequences however posed a particular challenge to
Switzerland’s foreign policy agenda. On the one hand, the country adapted stronger association with
international and supranational organisations as one of its foreign policy priorities, at the same time the
Swiss electorate decided against membership in various international organisations by referendum. The
Swiss people voted for instance against UN membership in 1986 and rejected EEA membershipin 1992.

Switzerland therefore seems to be torn between two interpretations of multilateralism. The positive
and altruistic approach of multilateralism and strong connections with the outer world are sometimes
perceived as negative by parts of society and are then difficult to reconcile with an understanding of
multilateralism asbeingin the country’s owninterest. Growing Swiss cooperation with NATO or EU Security
and Defence policies or differences with the EU concerning the sanctions regime against Russia are other
examples of friction between practising principle neutrality and multilateralism and serving self-interest.
Perception ofinternational matterscan however alsochange overtime. In 2002 for instance, 14 years after
rejection of UN membership, it was finally deemed compatible with the highly valued principle of neutrality
and that year the Swiss voted for participationin the organisation.
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6 Identity: shaping distinct modernities

6.1 Norway and Iceland: northern exceptionalism

Norway’s geography is dominated by mountains and the sea. Mountain ranges make up more than
60 percent of the country’s territory. Hence, some 6 000 years ago, Indo-European settlers founded
Norway'’s first settlements mainly on the coastline or in the few flat areas in the South of the country,
sustaining themselves by agriculture and fishing. Even today, about half of all Norwegians live in the South,
closely connected and sharing the limited territory. Adding the need for cooperation during the harsh
winters, one might suspect early origins here for a consensus-driven approach reflected in the country’s
political institutions. A strong community approach can also be found in Norway’s legal system. Civil cases
have to be submitted to a local conciliation council before they can be taken to court. These Conciliation
councils (forliksrad) often succeed in settling disputes without formal legal action. Nevertheless, their
decisions can be appealed in formal courts, thus finding a middle ground between tradition and
modernity. Similarly, respect for tradition does not exclude progressive societal policies. The country’s
folklore, which includes the belief in trolls and fairies, is still present in public life. On festive days like
‘Grunnlovsdagen’ or ‘Syttende Mai’ (17 May) Norwegians dress upin folk dress. At the same time, Norway
was the second country in the world that recognised same-sex partnershipsin 1993 and seven years later
legalised same-sexmarriage.

Norway’s other geographicfeature, along coastline and omni-present sea, explains its seafaring tradition,
which peaked in the extensive movements of the Vikings. They did not only invade theBritish coast, but
also broke through to Russia in the East, founded further settlements in Iceland and even reached the
Mediterranean. The‘Viking Age’ from about800 to 1050 with its numerous Norwegian expeditions became
possible because of a growing population, superiorships andinstrumentsand adventurism.lt may explain
the curiosity and outward looking aspect of the country’sidentity. Differently tothe other EFTA countries,
Norway has never served as a crossing point for other people. It was Norway that initiated contact with
other people and strove to discover new areas. This is also why the country has maintained strong
homogeneity amongst its citizens. Up until today a great majority of Norwegians are ethnically Nordic.
An exception are the Uralic people of the Sami, which inhabit the North of the country.

Norway’s Christianisation furthermore reveals a history of resistance to or the desire to shape
external influence. In 991 Olaf I Tyggvason, leader of a Viking expedition to England, first officially brought
Christianity to the country. Baptised in England, he could claim rights as a Christian king along the coast of
Norway, where Christianity had already spread. He christianised Norway in his own understanding of
Christianity. Olaf turned into St. Olaf, the patron saint of Norway, after his death on the battlefield. Even
though Norway still excels as a maritime transport power today, it went through a phase of economic
stagnation and decline in the late Middle Ages, during which it was heavily influenced by its prosperous
neighbours Sweden and Denmark. This experience of weakness might have strengthened the country’s
longing forindependence. Inthe 1970s, the exploration of oil under the North Sea turned the situation
around again and the country intoa leading petroleumexporter.

In conclusion, Norway presents a country which reconciles strong traditions with a progressive and open
society, a focus on its own distinct resources with an adventurous spirit and thus engagement with a
globalised world. This balance between preserving sovereignty, which the country had partly lost during
times of dominance of its Scandinavian neighbours,and actively fosteringinternational networks, of which
it has a tradition during the eras of the Vikings and Christianisation, is mirrored in Norway'’s current
involvementin EFTA andits critical stance towards EU membership.
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Iceland is the onlyisland country of EFTA, but apart from that, has a lot in common with Norway: its
access to the Atlantic Ocean, its position at the northern end of Europe, its foundation by the Vikings and
its homogeneous inhabitants. Academia suggests that between 60 and 80 percent of the people are of
Nordic descent whereas the rest descend from Scottish or Irish people. Descendants from the Nordicand
Celtic settlers have long merged, so thatno distinction is made between these groups within the Icelandic
society. Therefore, Icelanders among themselves share an inclusive and open political culture.

Although linkages to the European continent have alwaysbeen cultivated, Icelandersalso preserve their
unique culture. Their eposes which mostly tell the story of the islands settlement are still acknowledged
asoneofthe mostimportant strands of literature originatingfrom the Middle Ages. Hence, a folkloric belief
in mythical figures like elves or trolls also remains prevalent, mostly in rural areas. This might also be
because speakers of modern Icelandic have no difficulties reading the eposes and the country’s language
preserves its distinct culture more than anythingelse. For example, Iceland is one of the few languages to
have a distinct word for the term computer, in Icelandic is ‘t6lva’, which unites the words for seer and
numbers. Similar to Norway, during Norwegian King Olaf’'s missionary efforts to christianise the island, this
was accepted with a mix of resistance and inclusion of original culture. In the year 1000, the Althing,
Iceland’s parliament, decided that all Icelanders should belong to the Christian faith, while the godar, a
specific Icelandic law council, continued to exercise its power and decided how the Christian belief should
be practised, leading to a specificlcelandic tradition of Christendom.

Nevertheless, the Islandic could not resist the growing power of the Norwegian monarchy in the long
run and had to pledge allegiance to theking of Norway in the late 13" century. It was finally the Danish rule
in the 17" century, which tightened the external grip on Iceland also on the constitutional level. Hence, a
struggle for independence shaped Iceland’s politics for almost seven centuries. Under the German
occupation of Denmarkin 1940 the union between Denmark and Iceland was finally dissolved. Under the
following British presence in Iceland and the heavy presence of 60000 US troops theisland and Denmark
renegotiated their relationship, leading to Iceland’s independence as a republic in 1944. Its long struggle
against external influence might explain Iceland'’s reservation towards EU membership, which has been
even stronger than in the case of Norway.

In conclusion, Iceland much like Norway combines strong traditional sentiment with a modern
society. A particular feature of Iceland is its emphasis ongender equality, with a legal requirementforequal
pay since 2018. At the same time Iceland did not show the curiosity and thrive forexpeditionsencountered
in Norwegian historyand it spent a significant part of its history dependent on external forces. Its ties with
the continent have thus traditionally been weaker than in the case of Norway. Together both countries
seem to have crossed the gradual tipping point of EU membership in the north of the continent. Whereas
certain reservations towards deeper integration can already be found in The Netherlands, which brought
the project of an EU constitutionto anend, in Denmark, which negotiated opt-outs from the EU in the areas
of security and defence, police and justice, and the euro, or Sweden, which also opted-out of the euro,
Norway and Iceland seem to just have crossed thisgradual borderofintegration scepticism.

6.2 Liechtenstein and Switzerland: Alpine exceptionalism

Liechtenstein’sratherisolated location between the mountain ranges of the Alps allowed the country to
grow its own particular (political) culture and sense of identity. From its independence from the German
Confederation in 1866 onwards, Liechtenstein was little affected by its immediate environment, a
situation reinforced by its neutrality during both world wars. Even ifindustrialisation after the Second World
War led to the organisation of the country’s inhabitants in larger cities, up until today almost 90 % of the
country’s population live in areas classified as rural. Nevertheless, the country’s partial isolation changed
through its transitionto industrialisationunderFranz Joseph llwho led the country until 1989. His son Hans
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Adam continued Liechtenstein’s growing involvement with the world by leading the country into the
United Nations in 1990, the EuropeanFree Trade Association in 1991 and into the EEA and the WTOin 1995.
Every membership in organisations above state level not only meant benefitting from exchange and a
growing network. It also required that the country’s interest had to be mitigated with those of other
participants, where they did not naturally overlap. Also the country’s cultural and individual connections
with other states show the government’s balancing act between benefitting from influence of other actors
in the country and the (inter)dependence this presence creates. Liechtenstein is excellently connected to
its neighboursthrough a rail networkincluding aParis-Vienna express. However, it does nothavean airport,
making it dependent on the infrastructure of its neighbouring countries. Its public health system s also
supported and partly even supplemented by Swiss infrastructure. These Swiss facilities are in turn
financially supported by Liechtenstein. Furthermore, Liechtenstein’s only university mainly provides
degrees in architecture and business administration. For other studies, its younger generation has to go
abroad. Whereas the Hilti Art Foundation building from 2015 onwards presents Liechtenstein’s most
impressive privately held collections, the Liechtenstein’s royal family’s personal art collection can be seen
in the Liechtenstein Museum in Vienna.

Liechtenstein’s prominent function as a banking centre illustrates the balancing act between economic
interest and political credibility abroad. Because of its relatively stable political situation and its strong
legislation for bank secrecy, its status as a financial hub contributes to the country’s wealth and material
independence. This makes Liechtenstein particularly hesitant regarding the sharing of information.
However, after having been accused of not doing enough against money laundering, for instance by the
EU and the US, Liechtenstein removed the possibility to openaccounts completelyanonymously.

Also within the country the necessity for bargaining with important stakeholders grew. Even though
Liechtenstein’s institutional set-up has been described above as rewarding the Prince with strong
privileges, Prince Hans Adam’srelations with the other political institutions and the people have sometimes
been characterised by tensions.Nevertheless, there is a remaining support for theroyal family, which shows
a lasting identification of Liechtenstein’s society with their royals and the set of values they stand for. Such
a 'dominant cultural code’, a term to describe a certain pressure to subscribe to a dominant social
consensus, is particularly often observed within entities that unite smaller groups of people'. The
people of Liechtenstein hence hold on to tradition even aftera gradual opening to the wider world.

In conclusion, Liechtenstein’s strong longing to preserve its unique identity and its sovereignty continue
the country’s history as a small rather isolated entity that is nevertheless dependent on a series of other
actors to supportitin its self-sufficiency. Also, Liechtenstein’s size makes cooperation with its neighbours
and other influential actors vital for upholding and improving the country’s living standards.

Like Liechtenstein, Switzerland is alandlocked country in the Alps. However, its topography of mountain
ranges and valleys has also led to the development of very different dialects, which were successfully
integrated into bigger language communities. In the early 2000s about 60 % of Switzerland’s population
spoke German, a further 20 % spoke French, about 12 % Italian and less than 1 % Rhaeto-Romance, mainly
inthe mountainousregionsaround theGotthard and in the southeast. Switzerland has managed to bring
its various linguistic and cultural groups together and education hasthus focussed ondeveloping these
human resources efficiently and creatively while also having to address difficulties of inter-group
communication and understanding. The same goes for the country’s religious communities. Even if the
country remains split into a Protestant and a Roman Catholic part, and thus a northern and a southern
subculture, it has overcome the violent struggles between these parts entirely.Religion, which had coined
Swiss history and settlement history (many cities developed out of and around monasteries such as

14 Cf. Sutton, Democracy and Good Governance in Small States.
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St.Gallen), has thus declined as a pivotal factor shaping the country today. Only about half of the
Protestants and about 40 percent of Roman Catholics still attend church regularly. Nevertheless, in 2009,
the positive outcome of a referendum to ban minarets in the country that was initiated and heavily
promoted by the Swiss People’s Party suggests certain limits to Switzerland's integrative approach.

This process of internal formation was accompanied by external consolidation though the fight
against imperial rule. A couple of cantons, which were essentially independent states or cities, rebelled
against theformation of modern nation stateson the European continent and were indeed able to defend
theirmodelas an, in the beginning, rather lose confederation of defence. Fromthe 18" to the 19" century
the originally German speaking cantonsopened up to French-and Italian-speaking cantons and integrated
them. With the new languages there thus also came experience with different types of rule that these
regions had made. After its losses against the French in 1798 Switzerland however turned away from a
growing expansionist tendency. After internal clashes over religious confessions which ended with the
equilibrium of forces marked by the north south divide today, it did not take partin the 30 year’s war.

Since then, to the outside, Switzerland equally balanced its own national identity and traditions with
promoting connections onthe wider continent. As an example, Europe’s trans-Alpine routes have coined
Switzerland’s role as a transitcountry, while preserving its own approach for safeguarding its environment.
This approach was finally laid downin the Land Transport Agreement of 1999 with the EU. It fits in a long
history of construction projects, going back to the bridge over the Schéllenen Gorge canyon near Saint
Gotthardinthe 13" century, the famous Saint Gotthard railtunnel openedin 1882 and its 1980 and 2010
extensions. The 2010 project was approved already in 1992 by Swiss voters, which provesthe population’s
overall commitment to their country’s role as a connecting point. Also within Switzerland the country’s
centralland between the mountain rangesof the Jura and the Alps is very efficiently connected from East
to West through highwaysand railwaysthat connect the urbanto the agricultural centres.

However, during the 2015 migration crisis the Swiss government did not want the country to become a
transit destination for refugees to Germany. As party to the Dublin association agreement, Switzerland is
associated to parts of the EU asylum acquis. It has a reputation of applying humanitarian standards,
accepting people in need and of integrating them well. However, it is also known for applying
immigration rules strictly. Under its own Resettlement Programme, the country nevertheless accepted
662 refugees in 2016, mostly Syrian nationals, directly from the first host country where they had sought
refuge. In September 2015, the Swiss government furthermore decided to take partin the EU’s Relocation
Programme, which aims at relocating 40000 vulnerable persons from Dublin-countries with
disproportionally high rates of asylum requests. Under the programme, between May 2016 and March
2018, 1500 people (921 from Italy and 579 from Greece) could be relocated to Switzerland. However, in
July 2018, the Swiss State Secretariat for Migration announced that it would not take part in a second
relocation round launched by the EU. Also a refugee allocation initiative of Germany, France, Italy, Finland
and Malta, which aims at redistributing all migrantsrescued fromthe Mediterranean Sea, was judged ‘not
really convincing’ by Swiss Justice Minister Karin Keller-Sutterin October 2019.

In conclusion, Switzerland’s multilingual and multicultural set up as well as its historicexperience madeit
strive for strong internal societal commitment and independence from external forces. At the same time,
the country withinthe heartof Europe had to find a way to most beneficially engage with the outside world.
It thereby left the initial short-term orientation towards expansionism much further behind than imperial
Austria, which later consequently followed its continental orientation when joining the EU. Switzerland on
the other hand focussed more onstrengthening its internal qualities and shapingan external environment
which would allow it to benefit from them.

34


https://www.bav.admin.ch/bav/en/home/topics/land-transport-agreement%20.html

Balancing Integration and Autonomy. How EFTA countries reconcile EU-approximation and independence

7 Assessment and future

7.1 Challenges to the balance

What looks like a stable framework of EU relations with the three EFTA/EEA countries and Switzerland, is in
fact a delicate and dynamic balancing act between integration and autonomy. As previous chapters
have shown, this balance is sometimes challenged by external events or internal considerations. Among
the external events of thepastdecades countthe end of theCold War andthe creation of the single market
and the European Unionin 1992, which triggered on the one hand the EU accession of former EFTA states
Austria, Sweden and Finland, and on the other the creation of the EEA for the other EFTA countries. The
rejection of EEA membership by Switzerland in 1992 and of EU membership by Norway in 1994, based on
the strong desire forautonomy, could be perceived as internal reactions to these events. For Switzerland,
this rejection has led to the arduous and complexwork on a network of bilateral agreements.

Similarly, the accession of 12 new Member States to the EU in 2004 and 2007 can be seen as an external
impulse to review the EU policies on financial solidarity, which also had consequences for the finandial
contributions of the four EFTA states. Whereas the EU saw this as a joint obligation according to common
rules, again, according to their internal desire for autonomy, the EFTA states emphasised the voluntary
nature of these contributionsand their own freedom in choosing destinations forthe money. In the case of
Switzerland, contributions to financial cohesion have recently even been caught up in disputes on the
Framework Agreement and recognition of the stock exchange.

To a lesser extent, there have been discussions on the participation of EFTA states in EU agencies.
Whereas the EU has been increasingly delegating certain regulatory powersto its agencies, EFTA states do
not enjoy the samerights in the decision making of these agencies, while still being bound to most of its
rules. Concerns were voiced for instance in Norway regarding the energy agency ACER, whose decisions
are ofimportance for Norway'svital energy sector. For Switzerland, theissue hasyet another dimension, as
it does not enjoy yet full access to the EU energy market, which the EU only wants to consider after the
signing of the Framework Agreement.

Other more recent external events that shook the balance were for instance the financial crisis of 2008,
which in particular hit Iceland. The economic despairimmediately after the crisis even changedthe attitude
towards EU membership, leading to Iceland’s membership application of 2009. However, when the crisis
could be resolved within the national framework, the need for EU membership soon faded and
negotiations were stoppedin 2013. Norway, on the other hand, has longbeen preparingitself for a possible
economicdownturn when oil runs out through its unique oil fund. It is proud of its long term perspective,
pointing at the case of the Netherlands, who have spent mostof their financial gains of gas explorationin
the budget, as ‘the Dutch disease’.Efforts of Switzerlandand Liechtenstein to diversify their trade flows and
be less dependent on the EU could also be seen as ways to guarantee a sufficient level of economic
autonomy. The same goes for thereluctance of all EFTA states to opentheir agricultural markets to the EU.

Currently, most tensions exist between the EU and EFTA member Switzerland. Whereas negotiations
on an Institutional Framework Agreement started positively in 2014, the anti-immigration referendum of
the sameyeargaverise totensions, also within Switzerland.Pro-European forces started a counter-initiative
in 2015 under the name RASA (‘Rausausder Sackgasse’,meaning‘Outof the Dead End Street’) to withdraw
the anti-immigration clause demanded by the 2014 referendum. This became obsolete when the Swiss
governmentimplemented the referendum through the Law on Foreigners. However, after agreeing on a
text for an IFA in 2018, the Swiss Federal Council felt the need for extensive consultations on the text in
order to obtain sufficient political supportin the Swiss parliament and society. After this consultation, in
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June 2019, then President of the Swiss Confederation Maurerinformedthe EU that Switzerland could only
proceed with the agreement if ‘clarifications’ could be provided regarding three matters, which reflected
the main issues of the final compromise of the year before, being the so called flanking measures for the
protection of wage levels in Switzerland, the take-over of Directive 2004/38/EC on the free movement of
persons and provisions on state aid. The EU considered in particular the last two requests as not being
‘clarifications’ but rather the ‘re-opening of negotiations’ which had led to the agreement of November
2018. Although President Juncker expressed readiness to provide clarifications in the hope of conclusion
of theIFA, the Swiss governmentpushed the issue pastits national elections and then held further domestic
consultations, notably with social partners. In this light, the EU decided to further withhold equivalence of
the Swiss stock exchange, which Switzerland reciprocates to the EU, and Switzerland started linking its
cohesion contribution to obtaining the equivalence.

To further complicate matters, a new referendum to limit immigration is upcomingin September 2020. As
in the 2014 referendum, in the campaign theissues of labour migration for EU citizens gets mixed up with
discussions on immigration of people from third countries and asylum seekers. The new referendum was
launched in August 2018 by the Swiss Peoples Party (SVP) together with the Campaign foran Independent
and Neutral Switzerland (AUNS), which was formerly presided by SVP prominent Christoph Blocher and is
called the people’s initiative ‘For a restrained immigration’ (also ‘Limitation-Initiative’ or ‘Quitting-
Initiative’). If successful, the referendumwould end the Free Movement of Persons Agreement with the EU,
but also the legal structure of EU-Switzerland relations (Bilateral Agreements 1), because of the ‘guillotine
clause’. Currently the SVPis the only party supporting the initiative, which makesits success unlikely.

7.2 Brexit: a game changer?

The most recent external event which challenged the balance was the decision of the UK to leave the EU.
The UK being a former EFTA memberitselfand havingstrongeconomic ties with all current EFTA countries,
mostly with Norway, this was boundto have effects on EFTA as well.

When the UK decided to leave the EU in 2016, many observers in the EU and EFTA countries thought this
might become a ‘game changer’ in EU-EFTA relations. The United Kingdom was a founding member of
EFTA, the then alternative to theEuropean Economic Community, and left EFTA in 1973 in order to become
a full member of what is now the European Union. After the United Kingdom EU membership referendum
in June 2016, in which 51.9 % voted for leaving the European Union, the question of the UK's relationship
to both EFTA and the EU became subject of lively discussions. Theinitial debate focussed on four options
for adeal between the EU and the UK. Firstly, the UK could have opted for re-joining EFTA and through
this join the EEA, acquiring a similar relationship with the EU as Norway, Iceland and Liechtenstein
(EEA model). This, however, would include CJEU jurisdiction, the freedom of movement, substantial
financial contributions and a limitation of requlatory autonomy, all of which the UK has by now defined as
its red lines. The EFTA countries on their side have shown some unease with the prospect of having the UK
as a major player with distinct interests in their group. Hence, also option number two, the Swiss model,
has become rather unlikely, because Switzerland’s association with the EU also still includes freedom of
movement, financial contributions and limited regulatory autonomy. Finally, the discussion turned to the
‘Ukraine model’ of an associationagreement, which neverthelessstillincludes CJEU jurisdiction and limited
regulatory autonomy, or a customs union, like Turkey, which still limits the country’s independent trade
policy. It has however become clear that the UK does not want to be bound by any of these ties, and
therefore a relationship focussing on trade policy extended to some other fields, such as security, seems
the most likely option. If the two sides cannotagree however, a no deal scenario (hardBrexit) is still possible.
Furthermore, EFTA countries and the EU have been very cautious not to grantthe UK better marketaccess
conditions than the EEA, saying that any kind of ‘cherry picking’ fromthe UK should be avoided.
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Figure 9: Options for a future EU-UK relationship as presented at the European Council December 2017
(notrepresenting the 2020 state of negotiations)
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Hence, the EFTA countries have also opened negotiations for their own agreements with the UK. Like
the EU, they first have negotiated terms for the guarantee of existing rights after UK withdrawal from the
EU, and in a second step their future relationships. Already in December 2018 Norway, Iceland and
Liechtenstein reached the EEA-EFTA Separation Agreement with the UK. The agreement grants the
protection of citizens’ rights (residence, recognition of professional qualifications, social security systems)
of the respective countries and addresses separation issues when the UK exits the EU. In this respect it
equals the Withdrawal Agreement concluded with the EU in areas relevant to the EEA Agreement and
proves an attempton theside of the EFTA-EEA countries to coordinate with the EU-EEA members.

Forall EFTA countries the main challenge of Brexit is the UK's future connectionto the EU's internal market.
The more the UK will want to pull out of the internal market, the more there willbe a need to renegotiate
the different affected sectors anew. This in theory would be possible for each of the EFTA countries
bilaterally, for the EEA countries together or for different combinations of the countries, like for example
Norway together with Iceland. Formally, the UK could not negotiate its own trade agreements with third
countries while still being an EU member, although many ‘exploratory talks” have taken place. During the
transition period, the UK is allowed to negotiate such agreements. The content of these will however
depend on the outcome of future EU-UK relations. In that sense, negotiations of EFTA countries with the
UK must happen in coordinationwith the EU and cannot create incompatibilities with the internal market.

Because the UK is the main trade partner within the EU for Norway, the country had great interest in
ensuring that the effects of the UK’s withdrawal from the EU would be as minimal as possible. Norway first
focused on the treatmentof Norwegian citizensliving in the UKand on fishery policies. Already in July 2017,
the Norwegian foreign ministry appointed diplomat Atle Leikvoll to lead a new working group, involving
other ministries, to follow negotiations between the EU and the UK. Although the foreign minister
emphasised thatthe workinggroupis in no way involved in negotiations, in April 2019 Norway, together
with Iceland, signed a Trade Continuity Agreement with the UK, which is only supposed to apply in
case of ano-deal scenario between the EU and the UK. As a next step, Norway and the UK signed a further
agreement in January 2020 guaranteeing continuity in the two countries’ relations during the UK's
transition period with the EU.
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Very similarly to Norway, Iceland has close relations with both the UKand therest of the EU and it intends
to keep them after Brexit. Because of this and its ambivalent relationship with the EU, first reactions in
Iceland on the Brexit referendum were much more mixed thanin the EU. Although the UK departingfrom
the EU was seen negatively as it would break up the Internal Market, some also considered it a potential
opportunityto reposition Iceland somewherebetween the EU and the rest of the world.However, it seems
amajority in Iceland is in favour of the EEA and the opportunities of belonging tothe Internal Market. Since
EU-UK negotiationsdid not develop satisfactorily, Iceland started to think about ‘contingency measures’ to
be prepared for a hard Brexit if needed. Therefore, it signed the above mentioned Trade Continuity
Agreement with the UK, together with Norway.

The UK is the seventh mostimportanttrading partnerfor Liechtenstein. Therefore, the question of howto
deal with Brexit triggered alsodebate in Liechtenstein. Moreover, the position of Liechtenstein is one of the
most complex of all EFTA countries, as it is on the one hand in the EEA but on the other hand also in a
customs and monetary union with Switzerland. It seems that the country is trying to combine the best of
both worlds, as it is part of the above mentioned EEA-EFTA Separation Agreement with the EU, but also
party to a UK-Switzerland-Liechtenstein Trade Agreement, which was agreed in spring 2019. The
latter is an additional agreement tothe UK-Switzerland Trade Agreementand extends relevant parts of that
agreement to Liechtenstein.

The Swiss policy for future Swiss-UK relations has been based on its ‘mind the gap strategy’ of 2016. Its
focus was to ensure the continuation, after the UK’s withdrawal from the EU, of the rights and obligations
between Switzerland and the UK as they currently exist under the bilateral agreements between the EU
and Switzerland. Between 2016 and 2018, EU-UK negotiations on withdrawal, EU-Switzerland negotiations
on an IFA and informal talks between Switzerland and the UK have been conducted in parallel for more than
two years. Although Switzerland is, at least according to the intentions of the IFA, moving closer to the EU,
whereas the UK is moving away, in both cases new relations have to be defined for a very close relationship,
which is however not EU membership. Initially, several politicians in Switzerland estimated that Swiss and
UKinterests overlap to a high degree and that both countries could pursue similar and maybe even
coordinated negotiation goals as regards access to the Internal Market or the jurisdiction of the Court of
Justice of the EU. However, because negotiations on the UK’s withdrawal from the EU took longer than
planned andran into multiple obstacles, links between IFA-negotiationsand Brexit have been limited. The
EU has kept its stance on the integrity of the internal marketvis a vis both countries. Although Switzerland
insisted that it was not formally negotiating with the UK on a future Swiss-UK relationship, in February
2019 both countries agreed on a text for a draft UK-Switzerland trade agreement, which would take
effect after the current transition period of the UK, when the EU-Switzerland trade-related agreements no
longer apply to the UK. According to the UK government, the agreement would cover tradein goods -
including provisions on rules of origin, preferential tariffs and quotas, and non-tariff measures --
geographicalindications andgovernment procurement.

Overall, one can conclude that EFTA countries have reacted quickly to the upcoming withdrawal of the
UK from the EU and have negotiated various solutions for the period after, either jointly or bilaterally.
All draft agreements should be provisional, because they may have to be adapted, to what the EU will
negotiate in 2020 with the UK for their future relationship. If the EU fails to conclude anagreementwith the
UK (hard Brexit) and relations fall back to WTO trading rules, then the draft agreements of the
EFTA countries might stay as they are. However, even then, the draft agreements should at least not
contradict the EEA. Regardingtheinitial question whether Brexit is a game-changer for EU-EFTA relations,
it seems the answer should be twofold. On the one hand, the UK will become yet another country close to
the EU with its own exceptional relationship and interests. On the other hand, whereas the UK will most
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probably not re-join EFTA, there is likely to be little impact on the day to day functioning of EFTA and
the EEA.

7.3 The future: more flexible arrangements?

Aswe haveseen EFTA was founded as an alternative to the European Economic Community (EEC). At the
same time it soon developed and was regarded by a couple of its Member States as a stepping stone
towards the EECand later the EU. A certain ambivalence of the organisation and its memberstowards the
EU can thereforealready be found at the very beginning of its history. Over the yearsEFTA and especially
its EEA states transgressed the line of pure economic integration and chose not only to participate in the
EU’s Internal Market, but also in related policy fields, which ensureits success. Cooperation in thefields of
Security and Defence, in Schengen, Dublin but also programmes like Erasmus and Horizon 2020 is
constantly deepening. The EEA states as well as Switzerland with its bilateral agreements, hence
followed the same logic which has driven European integration: the spill over from cooperation on
a practical, rather economic level onto a broader political level.

Nevertheless, there has also always been scepticism towards the EEC. Already the institutional set-up
ofthe EEA is a good example for the wish for equal powers and influence vis a vis the EU. The emphasis on
especially the Two-Pillar EEA structure shows the importance to Norway, Iceland and Liechtenstein of
stressing theirimpact in the process of decision-shaping concerning EU legislation. In this respect, a dispute
settlement mechanism outsidethe jurisdictionof the EU Court of Justice also had to be established, which
in fact was found by this study to even inspire the EU court andthusdevelopsan internalimpact on theEU
itself. The EU Court of Justice’s competences have also been a major challenge within the negotiations of
anInternational Framework Agreement (IFA) with Switzerland. A further point of friction,for the EEA states
as wellas during the negotiations on the IFA, is the countries’ contribution to socialand economic cohesion
within the EU. Whereas theUnion stresses their necessity for the efficient functioning of the internal market
and thus theirimportance to allEFTA countries, the EFTA Member States’ commitment to these funds has
always been subject to discussions. In conclusion, the EFTA states balance interest in cooperation,
where priorities with the EU and the identification with common goals overlap, with a strong sense
of autonomy and their own distinct identity, which they aim to preserve.

The balancing of autonomy and integration, however, is not unique to the EFTA countries. It can be
considered a recurring topic both in the EU’s own internal discourse, as well as in its various relations to
third countries. Internally the EU has been discussing the nexus of deepening versus wideningits own
Union especially in the years before the 2004 enlargement. The EU discourse was not explicitly framed in
terms of identity, but more as the need to share common valuesregarding democracy, the rule of law and
thefightagainst corruption. Otheraspectsof those debates were the institutional decision making capacity
of the EU and the need to take more decisions by qualified majority instead of unanimity. Although
technically many of these aspects were arranged in the Nice and Lisbon Treaty reforms, in practice, the
dilemma between autonomyand integration hasalso returned in the EU after enlargement, forinstance in
debates on howto deal with immigration.

Apartfrom EU enlargement, even before, Member States have been reluctant to adopt common rules
in policy areas like security and defence, foreign policy or monetary policy. All of these are areas which
particularly touch upon autonomyand sovereignty of states. As indicated, examples of these are Denmark,
which negotiated opt-outs from the EU in the areas of security and defence, police and justice, and the
euro, or Sweden, which also opted-out of the euro. And although the Netherlands participatesin all these
areas, the negative outcomeof the 2005 referendum onthe European Constitutional project revealed fears
in the population over aloss of sovereignty and autonomy.
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The EU has from the beginning allowed for regional arrangements of cooperation, such as between
the Beneluxcountries or, afteraccession of Sweden, Finland and Denmark, their continued membership in
the Nordic Council. More generally, in response to wishes for differentiation in the pace of level of
EU integration,the EU has overthe years developedseveral mechanisms, also reflected in theLisbon Treaty.
These are the provisions for ‘enhanced cooperation’ which allow groups of member states to pursue
differentiated integration. These provisions have so far been used in four cases: the European Public
Prosecutor’s Office, Divorce Law, Property Regime Rules and the European Unitary Patent. In the field of
European defence policy, the Permanent Structured Cooperation (PESCO) wasagreedand implementedin
2017. Finally, as mentioned, in the areas of free movement or monetary policy, certain flexibilities or opt-
outs exist as well.

Externally, we see a sort of inversion of the autonomy versus integration nexus in discussions on
enlargement. Whereas EFTA countries could probably relatively easily fulfil the EU accession criteria, it is
them who choose notto apply for accessionand keep their autonomy. There are however countriesin the
South and East of Europe who have applied or aspire to apply for EU membership, but who cannot fulfil
their wish for integration, because they eitherdo not (yet)fulfil the accession criteria or the EU is not ready
to take them in as new members, or a combination of both. Thisdiscussionhas recentlyflared up regarding
the accession of North Macedonia and Albania. Questions of identity, rule of law or economic compatibility
all play a part in these discussions. This will be the case even more so for those states that aim for
EU membershipinthelong-run, like some countries of the EasternPartnership.

All these examples show a need to reflect on forms of EU membership or linkage of countries to the
EU other than full membership. This discussion is not new either: the concept of associate membership
has been brought up in relation to countries aspiring membership before and comes back from time to
time. Opinions on such concepts are diverse, ranging from rejection because they would dissolve the EU to
support because they might provide a solution to the paradox of autonomy in integration. Even if the
departure of the UK from the EU does not seem to be a real game changer for EU-EFTA relations at this
moment, these kind of considerationsare likely not to disappear for the EU.

Figure 10: Countries linked to the EU: EFTA (dark green), customs union (middle blue), Eastern Partnership (light
green)

Source: Wikipedia
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