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Views and priorities of the EFTA States 

 

The European economy has expanded at a moderate pace in recent years, but the recovery has 

been unevenly distributed across the continent and the level of capacity utilisation differs. 

While some countries still struggle with low growth or stubbornly high unemployment, others 

have already reached close to full employment. 

 

Among the EFTA countries the economic situation is relatively good. Iceland has fully 

recovered from the crisis and enjoys Gross Domestic Product (GDP) growth rates of around 

4% annually, but the capital controls have not been entirely lifted yet. The three other EFTA 

countries are experiencing more moderate growth rates dampened by a strong exchange rate 

(Liechtenstein and Switzerland) and low petroleum prices (Norway). Unemployment has 

increased somewhat in Norway and Switzerland in recent years, but is still relatively low in a 

European perspective. However, there are signs that the level of activity will pick up 

gradually over the next 12 to 18 months. Country-specific information is given in the annexes 

to this paper. 

 

EU and EFTA countries share several important economic challenges. One is connected to 

migration and the integration of refugees. Another is due to basic demographics. An ageing 

population and slow labour force growth will weigh on economic growth and public finances 

in many European economies in the years to come. Together with a significantly lower 

productivity growth than some 10-15 years ago, this points to a subdued medium and long-

term outlook. Expected long-term GDP growth has declined in almost all economies over the 

past years, in some cases led by large declines in expected investment growth.  

 

The risk of remaining stuck in a low-growth equilibrium calls for policy efforts to increase 

potential growth. The accommodative monetary policies need to be complemented by 

structural policies in order to be effective in the long term. The slow recovery and low 

investment rates have further raised calls for fiscal policy aimed at increasing aggregate 

demand in the short term. Fiscal policy can – where conditions allow and within frameworks 

of sustainable public finances – take advantage of the low interest rates to boost infrastructure 

and other growth-enhancing investments. This needs to be accompanied by enhanced efforts 

to implement structural reforms to strengthen productivity growth and labour utilisation. Such 
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an approach could raise growth expectations and put European economies on a higher growth 

path.  

 

Well-integrated, well-functioning European markets must be a key part of this approach, as 

large gains can be derived from further opening up our markets, both regionally and globally. 

EU and EFTA States share responsibilities and benefits in this respect, as they are all 

participants in a common market – the EEA EFTA countries through the Agreement on the 

European Economic Area (EEA Agreement) and Switzerland through its bilateral agreements 

with the European Union. The prospect of the United Kingdom leaving the European Union 

brings a major source of uncertainty to the future European framework. All efforts should be 

made to minimise uncertainty and avoid a build-up of economic barriers in Europe. Since the 

EEA EFTA States will be affected by a British exit from the Single Market in almost the 

same way as the remaining EU member states, it is important for the EEA EFTA States to be 

closely consulted on the content and process of the withdrawal negotiations and have the 

opportunity to participate in any arrangements relevant to the EEA. 

 

The EFTA countries welcome the EU’s Investment Plan for Europe as an important initiative 

to boost investment, increase productivity and support long-term growth. In addition to 

establishing a Fund for Strategic Investments and a European Investment Advisory Hub, the 

plan aims at removing non-financial, regulatory barriers to investments within the Single 

Market. The EFTA countries find this latter part of the plan particularly interesting as it could 

add momentum to growth-enhancing structural reforms. Higher investment and growth in the 

EU would also benefit EFTA countries through trade and participation in the common 

European market. 

 

Among the EFTA countries, investment developments have followed somewhat different 

paths in recent years. Iceland experienced a huge drop during the 2008-2009 crisis, but 

investments have since recovered and the level is now close to its long-term average. In 

Switzerland, the decline in investments during the financial crisis was rather moderate 

compared with other countries, and the subsequent recovery was faster. In Norway, 

investments related to oil and gas showed strong growth until 2013 before the oil price drop 

contributed to a sharp downturn in investments. This has led to somewhat lower total 

investments. 
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The EFTA countries acknowledge the importance of investment to spur economic growth, 

employment and productivity, especially for the long term. Good framework conditions that 

facilitate private investments are crucial. Measures supporting investment should be 

complemented by structural reforms that enhance productivity and reduce misallocation of 

resources. A variety of measures are carried out to stimulate investment and productivity in 

the four EFTA countries:  

 

 The EFTA States prioritise public spending in research and development (R&D), in 

education and training and in infrastructure, and to stimulate private investments in 

R&D. Liechtenstein has already reached one of the targets of the Europe 2020 

Strategy as it invests more than 5% of GDP in R&D, with the private sector 

accounting for more than 90%. Total public and private investments in R&D in the 

other EFTA States equal some 2 to 3% of GDP.  

 

 The EFTA States have taken measures to ease administrative burdens and improve the 

framework for business and productive private investments. Such measures are, for 

example, included in the Swiss Government’s new growth policy for 2016-2019. Also, 

the Norwegian Government is working on red-tape reduction, including through the 

establishment of a “Better Regulation Council”. In Liechtenstein, a so-called 

“regulatory laboratory” looks into regulatory and prudential questions as well as being 

a contact for innovative businesses. 

 

 The EFTA countries aim at spending public money as effectively as possible and 

choosing the most socially profitable solutions. To improve efficiency in allocation of 

resources to large projects, Norway has established a quality assurance scheme for all 

public investment projects exceeding NOK 750 million (around EUR 83 million), 

using cost-benefit analysis and securing good cost estimates before final approval. In 

Switzerland, the federalist structure and the inclusion of the population in defining the 

need for projects contribute to the efficiency of public investments.  

 

 As tax policies can affect investment and labour supply or favour one investment to 

another by the way it is structured, the EFTA States put much emphasis on improving 

tax incentives, among others by applying the same general tax rate for all companies. 

The authorities in Iceland have made special investment agreements that include tax 
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incentives for bigger projects. A special R&D scheme with tax relief for innovation 

projects has been in place since 2010; and this spring, additional tax relief for 

innovative companies was approved. In Switzerland, a new corporate tax reform aims 

at new incentives for investments in R&D. In Norway, an adopted tax reform package 

includes a reduction in the corporate tax rate from 27% in 2015 to 23% by 2018, and a 

further reduction in the net wealth tax targeted at business capital. 

 

 The EFTA countries view sound regulation of the financial sector to be among the 

most important contributors to ensuring stable and sufficient access to capital for 

investments, also for small and medium-sized enterprises (SMEs). Businesses in the 

EFTA States generally have sufficient access to capital, and from a variety of different 

sources. The EFTA countries acknowledge the benefits of having other funding 

channels than banks, including bond issuing, venture capital and crowdfunding. We 

welcome the European Commission’s Capital Market Union initiatives for 

strengthening the role of the bond market. We would, however, also like to point out 

that EU requirements should not hinder important elements in a successful bond 

market, including simple, non-expensive and efficient investment analysis and 

documentation processes, which are key factors in already existing well-functioning 

markets as the Nordic bond market.  

 

The EFTA countries have long supported international efforts to improve financial markets, 

and welcome further measures to strengthen financial institution solvency and solvability. The 

EU requirements for financial markets legislation, which also apply in the EFTA pillar in the 

EEA, constitute the foundation for national legislation. There is currently a trend towards 

more harmonisation, which reduces the scope for flexibility and national adaptations. A level 

playing field is good from a competition perspective. We must, however, not forget that 

financial stability is fundamental for the good functioning of our economies. It is important 

that the requirements at the European level allow national regulations that are suited to secure 

financial stability in the various jurisdictions. Care also needs to be taken so that financial 

sector regulation does not become overly complex. 

 

Similarly, regulatory efforts should not foreclose access to financial markets, financial 

markets infrastructures and financial services within Europe. To this end, the EFTA countries 

encourage the Commission and the EU Member States to make effective use of the existing 
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equivalence procedures under EU financial market legislation without undue delay to other 

European jurisdictions. Third country regimes shall, in principle, not apply to EEA EFTA 

States. 

 

Following the political agreement at the joint EFTA ECOFIN meeting on 14 October 2014, 

an important milestone was reached with the EEA Joint Committee Decisions taken on 30 

September of this year, establishing the necessary EEA adaptations to the three European 

Supervisory Authorities (ESAs) regulations and the regulations establishing direct 

supranational authorisation and supervision by the European Securities and Markets Authority 

(ESMA) for credit rating agencies and trade repositories, respectively. Work is now 

progressing as swiftly as possible on the inclusion of the remaining EU financial services 

acquis into the EEA Agreement. National regulation of inter alia bank capital and insurance 

capital in the EEA EFTA States is already broadly in line with the EU requirements. 

 

 

______________________ 
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Annex 1: Iceland 

Economic outlook 

The Icelandic economy is growing rapidly as economic growth was 4.2% in 2015 and is 

projected at 4.8% in 2016 and 4.4% in 2017. Subsequently, growth is expected to slow down 

and remain stable at around 2.8% through 2022, according to a November 2016 forecast by 

Statistics Iceland. Iceland has fully recovered the output loss sustained in the wake of the 

2008 financial crisis. The current short-term goals of economic policy include maintaining 

stability, as recent collective bargaining agreements go counter to the goal of price stability. 

However, the aforementioned agreements made last year have not yet transmitted into 

inflation as external factors, such as low oil prices and low international inflation, along with 

an appreciating exchange rate, contribute to low domestic inflation. The main risk factors to 

the forecast are the lifting of capital controls and risk of overheating in the economy. 

International economic developments and geopolitical factors can also influence the forecast, 

especially low inflation and low policy rates in main trading countries, which affect domestic 

inflation and capital flows to and from the country. Furthermore, economic stagnation in 

Iceland’s main business countries is a concern and might have negative effects on the terms of 

trade. 

 

Inflation is projected to rise over target throughout the forecast period, reducing the growth of 

purchasing power from 2017 onwards. The household debt relief of index-linked mortgages 

came into force at the start of 2015, leading to a wealth effect and lower debt service, which 

further boosts private spending. A third-pillar pension scheme to pay down mortgages loans 

has counteracted this and encourages households to save. Household debt will continue to go 

down until 2019 as a result of this scheme.  

 

The forecast projects a yearly public consumption growth of around 1% through 2017. 

Subsequently, it gradually increases and peaks at 1.8% in 2020. This is somewhat below the 

long-term average of 2.2%. As a percentage of GDP, public consumption was 24% last year, 

which is among the highest rates among OECD countries. Export growth has been sizable in 

recent years but was eclipsed by import growth during 2015. Import growth is also expected 

to exceed export growth in 2016 by 5 percentage points; 11.9% vs 6.9%. 
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The improvements in the labour market have been sizable and rapid. Registered 

unemployment was 2.9% in 2015 and is expected to drop to 2.5% in 2016 and gradually 

decline to 2.0% in 2018. Surveyed unemployment was at 3.0% in September. Both the 

registered and surveyed unemployment rates are well below the EU and OECD averages. 

Purchasing power has grown steadily since 2010 and in 2015 it grew by 5.5%. The forecast 

projects a further 9.2% increase in 2016.  

 

Terms of trade have improved substantially in 2015 as oil prices have dropped and seafood 

prices have risen. The forecasts projects slower improvements in 2016 and worsening terms 

of trade in 2017 and 2018, mostly on account of rising oil and raw material prices. 

Furthermore, the increase in tourism, which has resulted in a surplus on the balance of trade, 

and a favourable international investment position are the main drivers of the recent real 

exchange rate appreciation of the króna, which is expected to increase by roughly 11% in 

2016. 

 

Investment and growth 

The robust growth projected this year and beyond is driven by increased domestic demand, in 

particular private consumption, which grew by 4,3% in 2015 and is expected to grow by 7.1% 

in 2016. Increased purchasing power is the main factor driving the private consumption 

growth. Strong investment growth also drove the growth of 2015 as gross fixed capital 

formation (GFCF) increased by 18.3% from the previous year and stood at around 19% of 

GDP. GFCF is expected to increase by 21,7% in 2016 and, thus, the level of investment is 

close to its long-term average. The recent increase in investment is largely driven by large 

energy-intensive projects and major developments in tourism, especially in hotels. However, 

the investment growth is expected to slow down in 2017 and 2018 when ongoing and planned 

projects draw to a close.  

 

The level of investment fell sharply after the crisis and the total capital stock decreased. In 

order to promote investment, the authorities have made investment agreements that include 

tax incentives for investors, especially for bigger projects like silicon plants. Furthermore, a 

special “innovation” bill was approved in May 2016 offering deferred taxation of capital gains 

from stock options or bonds-converted-to-shares, tax relief for foreign specialist employees, 

tax relief to investors who purchase new shares in small companies, and increased R&D tax 

relief for innovation project. 



Ref. 16-5581 

 
 

9 

 

 

The limited scope for fiscal expansion as a response to the financial crisis meant that public 

investment fell by roughly 54% between 2007 and 2012. The level of public investment has 

increased somewhat since 2012 but remains low. In fact, amortization surpassed the level of 

public investment in 2011-2013, causing the capital stock to decrease during the period. As a 

result, the demand for public investment, for example in health care and infrastructure, is 

high. However, given the current economic expansion, prudence in public finances is vital, at 

least until 2018 when the growth in private investment is expected to slow down, thereby 

increasing the scope for public investment. 

 

Following the financial crisis, construction slowed down beyond the levels necessary to meet 

demand, but has now picked up as households’ balance sheets have adjusted. Approximately 

1,800 units need to be completed every year to keep up with demographic trends, but for the 

five year period of 2009 – 2013 only 1,900 units were started. Despite excess supply in the 

years following the crisis, construction needs to catch up. Building costs relative to housing 

prices have remained high and are the main reason for weak investment for the last few years. 

However, housing prices have risen by 12.9% over the last year. The main reasons for the 

increased prices are the current state of the economy which has resulted in a substantial 

purchasing power increase, the aforementioned lack of housing supply, and the recent boom 

in tourism that has affected the housing market through the expansion of peer-to-peer 

homestay networks, such as AirBnB. Recent developments in housing prices have caused the 

ratio of building costs relative to housing prices to decline and the forecast projects a 

substantial increase in housing investment until 2019. 

 

The recent tourism boom has resulted in a substantial surplus in the balance of trade. The 

number of tourists visiting Iceland increased by roughly 30% in 2015. According to numbers 

from the first three quarters of 2016, we expect a similar growth in 2016. As a response to this 

development, investment in the tourism sector has increased and now stands for around 15% 

of total business investment. Even though the tourism industry is widely expected to stay 

strong in the coming years, further appreciation of the krona is a risk factor for the industry. 

Another risk factor is the devaluation of the GBP following the Brexit decision, as nearly 20% 

of tourists in Iceland come from the UK.  

 



Ref. 16-5581 

 
 

10 

 

The current economic expansion, and the accompanying investment growth, is rather unique 

as it takes place during a time of a rather moderate growth throughout Europe. Furthermore, it 

takes place in an environment of capital controls and high interest rates, as the Central Bank’s 

policy rate has been between 5 and 6 percent for over a year. 

 

Public finances 

Work on a new Organic Budget Law began in 2011 with assistance from the IMF and the law 

came into force in 1 January 2016. The main objective of the law is to strengthen the fiscal 

framework and strategic planning in public finances by coordinating the central government, 

local authorities and their corporations. The law allows for a better assessment of the 

economic impact of the activities of the public sector on the national economy and a more 

effective application of fiscal policy in order to promote stability for corporations, households 

and the public sector. 

 

According to the law, two Parliamentary resolutions are to be submitted to Parliament; a 

statement of fiscal policy for the next five years, which includes the authorities’ objectives for 

the scope, fiscal balances and development of assets, liabilities and long-term obligations of 

public entities as a whole and of the general government, and a rolling fiscal strategy plan, 

which includes i.a. targets for the fiscal balance and balance sheet position of the general 

government for the next five years and a detailed plan on the development of revenues and 

expenditures.  

 

In addition, the law sets rules for the abovementioned resolutions. The balance rule states that 

the net lending/borrowing balance over a five-year period shall be positive and the annual 

deficit shall always be below 2.5% of GDP. The debt rule states that total liabilities, excluding 

pension liabilities and accounts payable, minus currency and bank deposits, shall be lower 

than 30% of GDP. Finally, the debt reduction rule states that if the debt ratio exceeds 30% of 

GDP, the part in excess shall be reduced on average in every three-year period by at least 5% 

per year. 

 

The ratio of general government debt to GDP has fallen rapidly in recent years. Gross debt is 

estimated to decline from 75% of GDP by the end of 2015 to approximately 38% of GDP by 

the end of 2021. 
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In accordance with recommendations from the IMF, the authorities have emphasized 

simplifying the tax system and improving work incentives by lowering marginal tax rates. At 

the beginning of the year, the first and second rates of the personal income tax were lowered, 

to 37.13% and 38.35% respectively, while the third rate was kept at 46.25%. A second phase 

of these reforms will take effect in 2017, lowering the bottom rate to 36.95% and abolishing 

the second rate. 

 

In addition, reform of the value-added tax (VAT) continues. In 2015, the gap between the 

standard rate and the reduced rate was narrowed by expanding the reduced rate from 7% to 

11% and lowering the standard rate from 25.5% to 24%. Concurrently, the commodity tax 

was abolished. In January 2016, the VAT tax base was broadened substantially as exemptions 

for passenger transport and tourism-related recreation were eliminated. Those activities are 

now subject to the reduced VAT rate. The VAT reform also extends to other areas, such as 

taxation of cross-border trade in services and intangibles, in line with the OECD International 

VAT/GST Guidelines.  

 

Strategy for lifting capital controls 

In June 2015, the Icelandic authorities introduced a comprehensive strategy to liberalise the 

capital account. The strategy involved a working plan in three steps. 

 

 The first step in the strategy was to solve the problem created by the failed financial 

institutions’ estates.  

 The second step involved solving the problem created by the amount of offshore króna 

assets, liquid ISK assets that are likely to seek exit from the domestic economy when 

capital controls are lifted, with adverse effects on the balance of payments. 

 The final step of the strategy involved lifting capital controls on individuals and 

businesses. 
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First step: financial institutions’ estates 

The problem created by the financial institutions’ estates has been solved in full. The 

winding-up of the failed banks has been completed, as all former commercial and savings 

banks, a total of eight, have made composition agreements by meeting stability conditions. 

The retaliatory actions of the three large estates have been estimated at ISK 660 bn., of which 

ISK 384 bn. are direct stability contributions. The revenues stemming from the stability 

contributions have been used, and will be used, to meet revenue losses from the special tax on 

financial undertakings and to reduce debt.  

 

Second step: The offshore króna problem 

The remaining stock of offshore króna stands at around 9% of GDP, down from 

approximately one-third in 2009. The offshore króna assets are potentially more volatile than 

other króna-denominated assets and could have a significant impact on exchange rate stability 

and the foreign exchange reserves if restrictions on the transfer of off-shore króna were lifted 

entirely. The assets remain subject to special restrictions while capital controls are being lifted 

on individuals and businesses. 

 

Third step: Lifting capital controls on individuals and businesses 

In October, the Icelandic parliament Althingi passed amendments to the Act on Foreign 

Currency. With it, important steps are taken to lift the capital controls in full. With the Act, 

consideration is given to easing controls on individual and businesses, in two steps; first upon 

passage of the bill and second by the turn of next year. With the measures provided for in the 

Act, the capital controls should not place substantial restrictions on most individuals, and by 

the turn of the year very few individuals should be affected. The date of a full liberalisation of 

the controls is not set in the aforementioned Act but the next steps in the capital account 

liberalisation process will presumably take place early next year.  

 

Capital flow management measures 

According to laws passed in June, the Central Bank has an authority to set rules on necessary 

capital flow management measures in order to temper inflows of foreign currency and to 

affect the composition of such inflows. The measure is based on the application of special 

reserve requirements for new inflows of foreign currency and is structured so as to reduce the 

risk potentially accompanying strong capital inflows by directly affecting the incentives for 

carry trade. After the law came into force, the Central Bank published Rules on Special 
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Reserve Requirements for New Foreign Currency Inflows that set the holding period at one 

year and the special reserve ratio at 40%. 

 

Upgraded credit rating with stable outlook 

In September, Moody‘s upgraded Iceland‘s government ratings to A3 from Baa2. The rating 

outlook is stable. One reason for the upgraded rating is the progress of the plan for removal of 

capital controls. In a news release following the publication of the upgraded rating, Moody‘s 

notes that Iceland‘s rating trajectory has lagged the improvement of some of its core 

fundamentals since the financial crisis, because of the residual risks posed to economic and 

financial stability by the complex process of removing the capital controls. The upgrade now, 

however, reflects Moody‘s expectations that the phasing out of capital controls will proceed 

smoothly to completion and therefore not disrupt economic and financial stability. 

 

 

Key figures for the Icelandic economy  

(% volume change from previous year) 

 

 2015 

ISK bn1 

2015 2016 2017 2018 

Private consumption 1,101 4.3 6.0 4.8 3.6 

Public consumption 523 1.0 1.1 1.0 1.5 

Gross fix capital formation 420 18.3 16.0 6.4 1.9 

Exports of goods and services 1,189 9.2 6.9 3.8 3.6 

Imports of goods and services 1,022 13.5 11.9 5.4 3.2 

GDP  2,214 4.2 4.3 3.5 2.9 

Consumer price inflation   1.6 2.2 3.9 3.5 

Unemployment rate (measured annual average)  4.0 3.4 3.4 3.6 

Purchasing power growth  5.5 9.2 4.1 2.3 

Current account balance excl. deposit money banks 

(DMBs) being wound up (% of GDP) 
125 4.9 3.8 2.6 2.9 

1 Current prices 

Source: Statistics Iceland, May 2016, Ministry of Finance and Economic Affairs 
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Annex 2: Liechtenstein 

 

General economic situation 

The Liechtenstein economy was growing at a moderate rate in 2015, due to the strong Swiss 

franc and the challenging international environment. Employment growth was 0.5% in 2015, 

after 1.3% in the year before. The economic situation has further improved since the 

beginning of 2016. A low real growth is expected in 2016 at just over 1%, rising to 1.8% in 

2017-2018 (Standard & Poor’s Research Update, July 2016). 

 

Liechtenstein is an important industry hub, with around 40% of the workforce employed in 

manufacturing. The most important economic activities in manufacturing are: mechanical 

engineering, electrical machinery, dental technology, vehicle components, food products and 

construction equipment. The country is also well known as a stable, highly specialised 

financial centre with strong international links.  

 

Liechtenstein’s export sector was heavily affected by the abandonment of the exchange rate 

parity of the Swiss franc with the euro in 2015. The uncertainties for undertakings have 

increased, given that the enforced exchange rate parity was an important stabiliser that has 

abruptly come to an end. Due to its small domestic market, Liechtenstein’s economy is 

heavily reliant on exports. Around 60% of all direct exports of goods are exported to countries 

within the EU. Moreover, imported goods are becoming cheaper, which has increased pricing 

pressure for domestic products. To what extent this will ultimately have a negative impact on 

the Liechtenstein economy depends on where the currency ends up in the midterm. However, 

in the second quarter of 2016, direct exports of goods increased by 6.1% and direct imports of 

goods by 14.3% (without counting exports and imports with Switzerland). In 2015, direct 

exports of goods decreased by 6.9% and direct imports of goods by 6.1%. Liechtenstein’s 

industry sector has implemented various measures to stay competitive, which helped to 

improve its situation: inter alia reduction in personnel expenses through hiring freezes or staff 

reductions, the expansion of part-time work, the cancelling or postponing of new investments 

or the relocation of activities or staff positions abroad.  

 

Liechtenstein’s financial centre is grappling with modest profitability. Since the 2008-2009 

financial crisis, which resulted in an extremely expansive monetary policy combined with low 
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market interest rates and an international wave of new regulations, the financial intermediaries 

have been exposed to an extremely difficult market environment. This has also resulted in a 

major transformation process of the Liechtenstein financial sector, which is still ongoing. 

Despite a challenging environment in 2015, the banking sector, including foreign subsidiaries, 

was able to report a net inflow of new money from clients overall. However, while asset 

management companies were able to increase assets under management, the fund industry 

experienced a slight decline in terms of the number of funds and net assets under 

management. The premium income of life insurers fell slightly, mainly due to exchange rate 

effects. 

 

On a consolidated basis, including subsidiaries and branches in foreign countries, 

Liechtenstein banks were managing client assets in the amount of CHF 210 billion at the end 

of 2015 (previous year CHF 216 billion). The net inflow of new money in 2015 amounted to 

CHF 8.5 billion, compared with CHF 16.1 billion in the previous year. Income as measured 

by the result from ordinary business activities amounted to CHF 390 million (previous year: 

240 million). On an entity basis, net income fell from CHF 341 million in 2014 to CHF 240 

million in 2015. At the end of 2015, 116 asset management companies were licensed in 

Liechtenstein. The assets under management of such companies rose by 6% over the previous 

year to CHF 33.3 billion. The total net assets under management by funds in Liechtenstein at 

the end of 2015 amounted to CHF 45.2 billion (previous year: CHF 46.2 billion). The number 

of Liechtenstein funds was 510 (previous year: 532). Premium income of insurance 

undertakings in 2015 amounted to about CHF 3.3 billion (previous year CHF 3.5 billion). Of 

that amount, life insurers generated an income of CHF 2.3 billion, non-life insurers 1.0 billion 

and reinsurers CHF 47 million. The balance sheet total of all insurance undertakings 

domiciled in Liechtenstein reached about CHF 27.8 billion (previous year: CHF 31 billion) at 

the end of 2015. At the end of 2015, the Liechtenstein Financial Market Authority was also 

supervising five pension funds. Four of these offer cross-border services in the EEA and in 

third countries. They earned CHF 106 million in gross premiums in 2015 (previous year: CHF 

99 million).  

 

For 2015, the average unemployment rate settled at 2.4%, whereas the unemployment rate of 

persons under the age of 25 was 2.9%. In August 2016, the unemployment rate dropped to 

2.2%.  
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The government’s goal of balancing the budget before the end of the legislative period has 

been achieved. After a deficit in 2013 the national budget achieved a surplus in 2014 and 

2015, and the forecast for 2016 is also positive. Current government consolidation efforts are 

related to the full implementation of cost-cutting and revenue-increasing measures. Different 

important reforms were taken during this legislature for this purpose: revenues and 

expenditures are balanced since 2014, stabilisation of the public pension fund, reform of the 

Health Insurance Act and the Pension Fund Act. The results of the reforms are positive. Net 

assets of social insurance are growing. The pension funds are on solid grounds. 

 

Investment and growth  

Seven years after the global financial crisis, the European economy is still fragile. Investment 

activity is sluggish despite favourable financing conditions, sometimes due to ongoing efforts 

to reduce sovereign debt in many European countries. Investment in the EU is 15% lower 

than in 2007, and unemployment up 40% in the last seven years. In order to remedy this 

investment gap, recover from the crisis and strengthen its global competitiveness, the EU 

developed a three-pronged strategy known as the Investment Plan for Europe. 

 

In order to boost investments in Liechtenstein, the Liechtenstein Government defined the 

following priorities: 

 

 a balanced budget 

 a tax system that encourages investments (flat rate of tax at 12.5% for all companies) 

 a proactive policy in order to adapt the economy, especially the financial market, to 

the international standards 

 ongoing commitment and ability to fulfil Liechtenstein’s obligations under the EEA 

Agreement 

 public expenditures allocated to research programmes with Universities and Research 

Institutes (Liechtenstein University, Liechtenstein Institute, University of Applied 

Sciences Buchs, Austrian Science Fund...) 

 special programmes for SMEs (innovation cheque, Association of Apprentices) 

 strengthen the innovation capacity of the firms: Liechtenstein Venture Cooperative, 

FinTech, Innovation Club 

 a flexible and efficient labour market and a high-level education and training system 
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Liechtenstein has already reached one of the targets of the Europe 2020 Strategy as it invests 

more than 5% of GDP in R&D. In January 2012, the agency “Liechtenstein Marketing” was 

established to promote foreign investment and tourism. 

 

Swiss franc appreciation is a real challenge for the Liechtenstein economy. However, even 

prior to the Swiss franc shock of January 2015, Liechtenstein’s economy had successfully 

adapted to strong increases in the exchange rate (nearly +15% in 2011), which made 

Liechtenstein’s exports more expensive.  

 

Thanks to flexible labour markets and a well-established system of vocational training, as 

well as different targeted measures to support employment (part-time jobs, internship for 

young people, etc.), Liechtenstein has managed to keep unemployment low. The 

unemployment rate stands currently at 2.2% (August 2016). 

 

The willingness and ability of Liechtenstein banks to provide enterprises with financing on 

reasonable terms, since the global financial crisis, have not changed. There is, however, a 

need in Europe for wider and more diverse channels of funding (venture capital, 

crowdfunding…). The provision of stable, long-term funding is particularly important for two 

sectors of the economy: SMEs and infrastructure. 

 

Access to skilled labour and a well-functioning labour market are the major competitive 

advantages for Liechtenstein. Providing high quality education is essential in building human 

capital. High labour force participation and low unemployment are key policy goals of the 

Liechtenstein Government. Innovation in work processes and stronger efforts to include as 

many as possible in active employment is necessary in order to combat unemployment, 

especially among the youth, and to prepare for an older workforce. Furthermore, more will be 

done to promote entrepreneurship, by enhancing support for entrepreneurial networks and the 

venture capital market. Structural policies that aim to make labour and product markets more 

flexible could help increase employment, boost economic growth and strengthen public 

finances in the years ahead. 

 

Liechtenstein has a liberal economic policy based mainly on providing a suitable legal 

framework in order to stimulate private investments. Part of those measures aims at reducing 
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the administrative burden resulting from regulations. Optimised process and improved 

efficiency in the state administration aim at providing quick and efficient services for the 

market participants (principle of a single point of contact). Tax policies can help to a certain 

extent to boost investment. Liechtenstein has a tax system with a flat rate of tax at 12.5% for 

all companies. The principle of no double taxation on income and wealth applies to 

inheritance and gift. Public investments are mainly for education, training and infrastructure. 

Different projects aim at facilitating access to Swiss Commission for Technology and 

Innovation (CTI) funding for local companies and research institutions with the objective of 

driving innovation in a digital world. Liechtenstein invests effort to attract innovative 

financial technologies (Fin Tech). A team of experts at the Liechtenstein Financial Market 

Authority has formed a so-called “regulatory laboratory” that acts as point of contact for 

companies with innovative business models. It also looks into regulatory and prudential 

questions.  

 

From the viewpoint of the government there remains, furthermore, the need to keep an eye on 

the competitiveness of the European financial sector in an international context and on the 

risks of overburdening it with excessive rules and regulations. In this international context, 

there is a need to guarantee a level and fair playing field for the EEA market participants. 

Competitiveness needs to be achieved within a stable financial environment. The specificities 

of financial markets of the individual countries need to be taken into account when applying 

supervisory requirements. Furthermore, effective financial supervision needs to be risk-based, 

and regulation should reflect that. The supervision of smaller, generally less risk-prone 

companies calls for less detailed rules and regulations (including guidelines and standards), 

and less intensive oversight, than system-relevant important ones. Otherwise, the regulatory 

burden runs the risk of evolving into an important entry barrier for start-ups and an 

impediment to business innovation, with negative consequences for the wider economy. 

 

Liechtenstein strongly welcomes the restructured EU regulatory framework on financial 

market supervision and supports the European legislative initiatives to ensure a stable 

financial system. The Liechtenstein Government is implementing those rules in order to 

ensure a homogeneous Internal Market. A number of implementing laws have been already 

passed in Liechtenstein in order to speed up the transposition process of the relevant EU legal 

acts in the national legal order in some cases ahead of the actual incorporation of such 

legislation into the EEA (such as AIFMD, CRD IV, CRR, SOLVENCY II, PRIIPS and 
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UCITS V). Liechtenstein has already prepared the amendments to the relevant laws 

implementing the first legislative package of the EU legal acts related to the European 

Financial Supervisory System. Especially in financial markets the timely application of the 

same set of rules is decisive in order to achieve stability, predictability and reliability. In order 

to ensure a level playing field for all operators and consumers and market access to financial 

services in the EEA, not only the EU’s legal acts on the ESAs need to be incorporated quickly 

into the EEA Agreement, but also those governing the actual provision of financial services. 

The significant time gap between the application of these EU acts in the EU States and in the 

EEA EFTA States has severe consequences for the Liechtenstein financial services economy 

because this has given rise to business erosion and could lead to new and unjustified market 

access restrictions. Clarity, predictability of regulatory developments and legal certainty are 

crucial for decisions of financial market participants on the location of their businesses. 

Liechtenstein calls upon its EEA partners to speed up as far as possible the process of 

incorporation of the remaining EU legal acts, while taking into account the concerns and the 

priorities of the EEA market participants. 

 

Standard & Poor’s once again in July 2016 awarded Liechtenstein the top triple-A country 

rating and a stable outlook. The rating also recognises efforts made over the last few years. 

The assessment of a stable outlook welcomes Liechtenstein’s proactive approach to meeting 

political and regulatory requirements. 
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Key figures for the Liechtenstein economy 

(% volume change from previous year) 

 

 2013 2014 2015 2016  

(2nd Quarter) 
Direct exports of goods -0.2 1.9 -6.9 6.1 

Direct imports of goods 1.7 6.9 - 6.1 14.3 

Gross Domestic Product (GDP),  

million CHF 
 

5,303 
 

5,258 
 

- 
 

- 
GDP change from previous year 3.6 - 0.8 - - 

Consumer price inflation 0.1 -0.3 - 1.3 -0.4 

Employment growth 1.1 1.3 0.5 - 

Persons employed by economic sectors, 

as % of total employment: 
   

 - Agriculture and forestry 0.8 0.8 - - 

 - Manufacturing 39.3 38.8 - - 

 - Services 59.9 60.4 - - 

Unemployment, as % of labour force 2.5 2.4 2.4 2.2 

Unemployed persons under 25, as % of 

labour force 15-24 years old  
  

2.8 
 

2.9 
 

3.0 
 

- 

Public Surplus/Deficit (+/-),  

million CHF 
 

-60 
 

142 
 

- 
 

- 
Public Surplus/Deficit (+/-),  

as % of GDP 
 

-1.1 
 

2.7 
 

- 
 

- 
Public expenditure quota, as % of GDP 25.0 24.1 - - 

 

Sources: Office of Statistics, Liechtenstein, Standard & Poor’s Research Update, July 2016, Office of 

Economic Affairs (Unemployment rate August 2016).  

 

 



Ref. 16-5581 

 
 

21 

 

 

Annex 3: Norway 

 

General economic situation 

The drop in oil prices two years ago marked the start of a powerful downturn in the 

Norwegian economy, featuring lower income growth, higher unemployment and structural re-

adjustment. Recently the growth in the mainland economy has increased, and the economy 

appears to have passed a turning point last winter. Growth in mainland GDP was 0.3% (s.a. q-

o-q) in the first and 0.4% in the second quarter this year. Lower interest rates contribute to 

continued growth in household demand. A weaker Norwegian krone exchange rate and lower 

wage growth have improved competitiveness for Norwegian businesses. An expansionary 

fiscal policy contributes to activity as well. The Ministry of Finance forecasts growth in 

mainland GDP to 1% this year, about the same as last year. Next year, growth is expected to 

increase to 1.7%, before continuing to rise to a level slightly exceeding the trend growth in the 

economy which is estimated to be around 2%. The risk of a serious downturn in the 

Norwegian economy appears to be lower than last winter and spring.  

 

The decline in oil and gas prices since spring 2014 has triggered quicker turnaround in 

petroleum industry demand than anticipated. Employment growth remains weak, and the 

employment rate has been reduced by lay-offs in petroleum-related industries. The 

unemployment trend has been clearly twofold since 2014. In southern and western Norway, 

and Rogaland County in particular, unemployment has risen sharply. In the majority of 

Norway’s counties, however, registered unemployment has dropped over the past 12 months. 

The Labour Force Survey (LFS) has shown an increase in unemployment from 3.4% in July 

2014 to 4.9% of the labour force in August 2016. The registered unemployment rate has, on 

the other hand, stayed around 3%, and has decreased so far this year. The difference between 

the two unemployment measures is unusually large. 

 

This summer, inflation reached its highest level since the autumn of 2008. The high inflation 

is primarily a result of rising electricity prices and the weakening of the Norwegian krone. 

The growth in the Consumer Price Index (CPI) decreased from 4.4 to 3.6% in September (y-

o-y). Core inflation (CPI adjusted for tax changes and excluding energy products) was 2.9% 

in September, down from 3.7% in July. 
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Macroeconomic policies 

The Norwegian fiscal policy framework is designed to sustain stability in an economy with 

large and fluctuating oil revenues. By transferring all government petroleum income to the 

Government Pension Fund Global (GPFG), and over time aligning withdrawals with the 

expected real return on the Fund (estimated at 4%), the fiscal budget is better protected from 

fluctuations in petroleum revenues. It also ensures that current spending of petroleum income 

over the budget can be sustained. 

 

The fiscal guidelines place much emphasis on stabilising economic fluctuations. Importantly, 

the automatic stabilisers are allowed to function, since petroleum revenue spending is 

measured by means of the structural, rather than actual, non-oil deficit. The guidelines also 

allow the fiscal budget to be used actively to stabilise the economy.  

 

Measured as the change in the structural, non-oil budget deficit as a share of trend GDP for 

mainland Norway, the fiscal impulse in 2017 is estimated at 0.4%. Spending of petroleum 

revenues over public budgets in 2017 is estimated at 7.9% of mainland GDP and corresponds 

to 3.0% of the Fund’s capital. Real growth in underlying expenditures from 2016 to 2017 is 

estimated at 1.7%. 

 

The operational target of monetary policy is annual consumer price inflation of close to 2.5% 

over time. Norges Bank operates a flexible inflation targeting regime, so that weight is given 

to both variability in inflation and variability in output and employment. Norges Bank’s key 

policy rate is currently 0.5%. 

 

In the government’s proposal, the corporate tax rate is reduced from 25 to 24% as part of the 

tax reform which is currently being implemented (see paragraph below). In addition, the 

personal income tax rate is reduced slightly to increase the supply of labour. 

 

Investment and growth 

Investments in oil and gas extraction reached a top in the third quarter of 2013. Since then the 

investments have fallen. The decrease has been driven by the sharp fall in the oil price since 

early 2014 and by focus on profitability and efficiency among oil and gas companies. Now 

the investments amount to about a quarter of total investments in Norway. Lower oil and gas 

investments have also had a negative effect on investments in other industries in Norway. 
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Mainland business investments, measured in fixed prices, have fallen by 5.5% over the last 

three years, see table below, and the level is now somewhat lower than before the financial 

crisis. Both manufacturing and service sector investments have contributed to this 

development. On the other hand, public investments have increased in the same period.  

 

The dismal growth in private investments in the non-oil economy during the last five to six 

years may have hampered productivity growth. New investments are needed to replace old 

technology with new, more efficient technologies, and private investment in R&D is essential 

in developing new knowledge and products.  

 

Public investments in R&D, education and infrastructure are also important for long-term 

growth. Both level and quality of investments play a role. In tandem with enhancing public 

investments, the Norwegian Government therefore aims at making investment spending more 

efficient.  

 

Since 2013, the government has increased public support for R&D and strengthened 

incentives to invest in R&D. The government’s long-term plan for research and higher 

education has three primary objectives: strengthen competitiveness and innovation capacity, 

solve major challenges to society, and develop high-quality research groups. Public 

investments in R&D have been increased significantly in recent years and will constitute 

about 1% of GDP in 2016. In addition, R&D tax incentive schemes have been expanded in 

every budget since 2013. The government has also initiated a spending review of public 

research funding, focusing on how to improve the scientific research quality of funded 

projects and reduce administrative costs.  

 

To improve efficiency in allocation of government resources to large investment projects, 

Norway has established a quality assurance scheme for all public investment projects with an 

expected budget exceeding NOK 750 million (around EUR 83 million). The scheme 

comprises two external reviews in an investment project’s planning process: 

 

1. Quality assurance of choice of concept before the government decides to start a 

pre-project 

2. Quality assurance of the management base and cost estimates before the 

project is submitted to parliament for approval and funding 
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Cost-benefit analysis is part of the first step and concept choice. The Norwegian experience is 

that the quality assurance scheme has improved the government’s information basis when 

deciding about large investment projects. Also cost control, from parliament approval to the 

project is finished, is improved. 

 

Tax policy may affect investments and economic growth. In May 2016, a majority of the 

political parties at the Storting reached an agreement on a tax reform package for 

implementation over the three-year period 2016-2018. The aim is a more robust and effective 

tax system that is better adapted to the challenges currently facing the economy. The 

corporate tax rate will be reduced from 27 to 23% over the three-year period 2016-2018. A 

lower corporate tax rate reduces capital costs and makes investing in Norway more attractive. 

This will promote higher labour productivity, higher real wages and higher returns on real 

capital, in turn making an important contribution to transformation and growth. 

 

With regard to depreciation for tax purposes, the tax reform builds on the principle that 

depreciation rates for tax purposes generally should correspond to the economic depreciation 

of the assets. The tax reform agreement recognises that certain depreciation rates previously 

have been set too high to promote specific industries, and that these favourable depreciation 

rates skew investment in the disfavour of more socially profitable industries. The government 

has announced that the supplementary initial depreciation for machinery should be reversed in 

2017. The tax reform also entails reductions in the net wealth tax targeted at business capital. 

The net wealth tax reductions will attract more capital to corporate investments and some less 

into real estate. Further, the parliament has decided that a special tax on the financial industry 

will be introduced in 2017 to counteract that financial services are exempt from VAT. The 

government proposes to introduce a Financial Activity Tax on wages and profits in the 

financial sector. 

 

Norwegian businesses have generally sufficient access to capital, and from a variety of 

different sources. The Norwegian securities market is well functioning, Norwegian banks are 

well capitalised, and Norway has appropriate public schemes for the financing of projects for 

which it is difficult to secure ordinary wholesale funding. Moreover, larger businesses obtain 

capital in foreign securities markets. The Norwegian Government has responded positively to 

the European Commission’s Capital Markets Union (CMU) initiative. In a consultation 

statement from the Ministry of Finance to the Commission, the Ministry pointed out that 
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Norway and the other Nordic countries had well-developed bond markets, and that the 

Norwegian bond market was characterised by an efficient market structure featuring: 

 

 low costs 

 flexible, standardised and simple issuance and listing processes 

 transparency in the secondary market 

 appropriate infrastructure and investor support functions, such as trustee services and 

digital trading platforms 

 

Sound regulation of the financial sector is among the most important contributions to ensure 

stable and sufficient access to capital for Norwegian businesses. Norway has long supported 

international efforts to improve financial markets legislation, and welcomes further measures. 

The EU requirements for financial markets legislation, which also apply in the EFTA pillar in 

the EEA, constitute the foundation for national legislation. The trend towards more maximum 

harmonisation and use of regulations reduces the scope for flexibility and national 

adaptations. It is thus more important that these requirements are suitable to the various 

jurisdictions and industry structures within those jurisdictions in the EEA. 

 

In order to have the desired effect on productivity and growth, investments need to be 

complemented by structural reforms. The OECD’s product-market regulation measures 

suggest that Norway compares reasonably with other countries, and has been cutting back 

barriers to business, but more slowly than elsewhere. The government is giving priority to 

lighter and more efficient processes and regulations in the interfaces between business and 

government. New features in the institutional framework of red-tape reduction include the 

establishment of a “Better Regulation Council”. Red tape reductions implemented so far 

include lighter reporting requirements for employers to the social-security authorities, 

simplification in building and planning legislation and simplified tax rules for business 

partnerships. 

 

A transport reform aims to enhance efficiency and profitability in the transport sector through 

reorganisation, redistribution of responsibilities and introduction of more competition. The 

government has, among others, established a new limited liability company in charge of the 

planning, construction, operation and maintenance of part of the main road network. From 
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2017, the Norwegian National Rail Administration will be reorganised and competition will 

be gradually introduced also in the domestic passenger rail market. 

 

Financial stability and financial market policy  

Norwegian banks are currently profitable and sound. Many years of good results have enabled 

banks to build up equity capital through profit retention. Norwegian banks’ accumulated pre-

tax profits in the first half of 2016 amounted to NOK 28 billion, marginally lower than in the 

first half of 2015. Loan losses are still low at 0.34%, but have doubled in the last year. Lower 

funding costs have contributed to an increase in banks’ net interest income. Norwegian banks 

are generally well capitalised compared to banks in other European countries. Per 30 June 

2016, Norwegian banks had an aggregated common equity tier 1 (CET1) capital ratio of 

14.9%. Norwegian life insurers generally maintain a sound margin to current solvency 

requirements. The general low interest rate environment makes it difficult to achieve 

sufficient returns on guaranteed pension assets, and increased longevity for individuals 

covered by defined pension benefits, requires insurers to increase their provisions. 

 

In a financial sector assessment programme (FSAP) concluded in September 2015, the IMF 

found that the Norwegian financial system was generally sound and well managed. The 

situation in the residential housing market is considered to be a financial stability risk. 

Norway has the highest house price-to-rent ratio relative to its historical average among all 

OECD economies, and there is a risk of significant overvaluation. Household debt is high and 

still growing faster than household incomes. Many households would be vulnerable in the 

event of an income decline, higher interest rates or a fall in house prices.  

 

Norwegian financial market regulation is being developed in line with new EU requirements. 

A new comprehensive Act on Financial Institutions and Financial Groups was adopted in the 

spring of 2015, and entered into force 1 January 2016. It contains inter alia the recently 

adopted legislation on capital requirements for banks in line with CRD IV/CRR requirements, 

and establishes a new framework for capital requirements for insurers in line with the EU 

Solvency II requirements. Minimum capital requirements for banks are based on Basel 

III/CRD IV, but were implemented ahead of the EU schedule. The Norwegian authorities 

have also, in line with the flexibilities provided for in the EU framework, imposed somewhat 

stricter requirements than the EU minima. In addition, all banks are subject to the counter-
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cyclical buffer requirement, which was activated at 1% from 30 June 2015, and was increased 

to 1.5% in the summer of 2015, effective from 30 June 2016.  

 

In June 2015, the Ministry of Finance adopted a regulation on requirements for residential 

mortgage loans, based on previous guidelines from the Financial Supervisory Authority 

(FSA). The regulation caps the loan-to-value ratio on residential mortgage loans at 85% and 

stipulates that lenders should make allowance for an interest rate increase of five percentage 

points when assessing a borrower’s debt-servicing ability. For loans with a loan-to-value ratio 

above 70%, lenders shall demand repayments. To ensure that lenders are able to offer loans to 

credit-worthy borrowers, the regulation allows for 10% of the volume of a lender’s approved 

loans per quarter to be loans that do not meet the requirements for debt-servicing capacity, 

loan-to-value ratio or repayments. The regulation is set to expire at the end of 2016. However, 

the FSA has advised the Ministry of Finance to retain and amend the regulation. A public 

consultation on the FSA’s proposal was concluded on 24 October 2016.  

 

Norwegian authorities have also taken steps to strengthen banks’ model-based risk weights 

for residential mortgage loans, as these have fallen in recent years while actual risks in the 

residential mortgage loan market likely have increased. The minimum requirement on the 

“loss given default” (LGD) parameter has been increased from 10 to 20%, while the FSA has 

imposed tighter requirements on the calculation of both the LGD parameter and the 

“probability of default” (PD) parameter. These measures contribute to more prudent risk 

estimates and higher risk weights. The measures are also recognised by Swedish and Danish 

authorities, and apply to Swedish and Danish banks’ lending in the Norwegian market. 

 

On 25 November 2015, the Ministry of Finance adopted regulations relating to amendment of 

the CRD IV Regulations containing provisions on a liquidity coverage requirement (LCR). 

These entered into force on 31 December 2015. New capital requirements for insurers in line 

with the EU Solvency II framework were supplemented by regulations adopted by the 

Ministry in August 2015, and entered in force on 1 January 2016. Life insurers may adapt to 

the increased solvency requirements over a period of 16 years. As liabilities are recognised at 

fair value under Solvency II, changes in the interest rate level will affect the estimated value 

of future liabilities directly. 
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Work is progressing on the implementation of new EU financial services acquis into the EEA 

Agreement. Establishing the necessary EEA adaptations to the three ESAs regulations and the 

two regulations establishing direct supranational authorisation and supervision by ESMA for 

credit rating agencies and trade repositories, respectively, will open up for taking outstanding 

financial services acquis into the EEA Agreement. Several government appointed committees 

are preparing proposals for new Norwegian legislation in order to implement the expected 

new EEA obligations. The Central Bank Act is also under review. 

 

Key figures for the Norwegian economy 

(% volume change from previous year) 

 

 20151 

NOK bn 

2015 2016 2017 

Private consumption 

Public consumption 

Gross fixed investments 

   Petroleum sector 

   Non-oil business sector 

1,341.3 

727.3 

729.6 

187.2 

225.5 

2.1 

2.1 

-3.8 

-15.0 

-1.6 

 1.4 

2.6 

0.0  

-14.0 

1.8 

2.3            

1.7 

1.6 

-10.0 

4.4 

Exports 

   Crude oil and natural gas 

   Traditional goods 

Imports 

   Traditional goods 

1,165.5 

448.7 

371.6 

996.3 

581.0 

3.7 

3.2 

5.8 

1.6 

1.9 

-0.3  

1.7 

-1.5  

 -0.5 

0.0 

-0.4 

-4.1 

4.6 

3.0 

3.6 

Gross domestic product (GDP) 

GDP mainland Norway (non-oil) 

3,117.4 

2,620.0 

1.6 

1.1 

1.2 

1.0 

0.6 

1.7 

Consumer price inflation (CPI) 

Underlying inflation (CPI-ATE) 

Wage growth 

Employment growth2 

Unemployment rate (LFS)3 

Crude oil per barrel. NOK. Current prices 

General government net lending4 

Structural, non-oil fiscal deficit5 

 

 

 

 

 

 

200.8 

169.8 

2.1 

2.7 

2.8 

0.3 

4.4 

430 

6.4 

6.5 

3.4 

3.0 

2.4  

0.2 

4.7 

371 

3.1 

7.5 

2.0 

2.1 

2.7 

0.7 

4.6 

425 

3.0 

7.9 
1 Current prices 
2 % change in the number of employed persons. 
3 % of workforce 

4 as % of GDP 
5 as % of mainland trend-GDP  

 

Sources: Statistics Norway and Ministry of Finance 
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Annex 4: Switzerland 

 

General Economic Situation 

The abandonment of the exchange rate floor by the Swiss National Bank on 15 January 2015 

and the subsequent appreciation of the Swiss Franc against the Euro curbed economic growth 

in Switzerland. While structural change may have been accelerated to some extent, the period 

of strong appreciation did not lead to a recession. In 2015, Swiss GDP grew by 0.8%, which 

meant a significant slowdown compared to the 2.0% of the previous year. However, in the 

first half of 2016 economic growth accelerated. Although the Swiss Franc is still considered to 

be overvalued, recent surveys show that the Swiss export industry has increasingly managed 

to adapt to the strong currency. Economic growth is expected to recover in the current year 

and to further accelerate in 2017.  

 

The base of economic growth in Switzerland has been very broad in the first half of 2016 (Q1: 

+0.3%, Q2: +0.6%). In comparison with the first half of 2015, the dynamic of private and 

public consumption increased, but also equipment investment and the trade components 

contributed to the recovery. On the production side, the second quarter 2016 has been marked 

by the first positive growth rate of the tourism sector after several quarters of shrinking, as 

well as positive signs and a possible trend reversal in the machinery, electronics and metal 

industry.  

 

Given the strong Swiss Franc, the unemployment rate increased in the second half of 2015, 

mainly in the export oriented sectors, including domestic suppliers, tourism and retail trade. 

On average, unemployment reached 4.5% in 2015 (ILO definition). In the current year, 

moderate growth in employment is expected to keep the unemployment rate stable. Inflation 

has been influenced strongly by the appreciation of the currency and falling oil prices. Prices 

decreased by 1.1% in 2015 and kept falling in the first half of 2016.  

 

In the coming years Swiss economic growth is expected to accelerate. Overall GDP growth is 

estimated at 1.5% in 2016 and 1.8% in 2017. Inflation (CPI) is forecast to remain negative in 

the current year, but in 2017 prices are likely to increase for the first time since 2011. 

However, the future economic performance of Switzerland heavily depends on the 
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international economic situation. Further downward risks include possible negative 

consequences of the Brexit decision for the EU economy as well as further appreciation of the 

Swiss Franc in case of increasing uncertainty on the financial markets.  

 

Economic Policy 

In the light of the strong Swiss Franc, the government extended the short-time work 

compensations for cases of large variations in exchange rates and intensified the promotion of 

innovation. The particularly challenged tourism sector has been benefiting from additional 

means in the framework of programs designed at the promotion of Swiss tourism and regional 

development. These measures are currently still in force and can also be effective in the case 

of stronger impacts by the Brexit vote than expected.  

The implementation of the popular initiative “against mass immigration”, adopted on 

February 9 2014, remains a principal challenge of the Swiss foreign economic policy. 

According to the new constitutional provisions, immigration shall be restricted by means of 

annual quantitative limits and quotas, while safeguarding Switzerland’s overall economic 

interests. Since February 2015 Switzerland and the EU have been conducting consultations in 

order to find a solution for an implementation of the initiative that is compatible with the 

Agreement on the Free Movement of Persons (FMPA). Given the deadlines set out in the 

Constitution, a draft implementing legislation was submitted in March 2016 and is currently 

being discussed in the Swiss Parliament. Further, additional measures have been agreed on in 

order to make better use of the potential workforce within Switzerland. Since the Swiss 

economy is highly interconnected with EU/EFTA countries, maintaining the existing bilateral 

agreements remains important.  

In June 2016 the parliament agreed on the latest reform of the corporate tax system (Corporate 

Tax Reform III). The reform seeks to strengthen Switzerland’s competitiveness as a business 

location while guaranteeing compliance with the international taxation standards. The new 

provisions eliminate taxation privileges based on the legal form of companies and encourage 

investments in innovation through measures that are conform to the international taxation 

standards. Furthermore, it is expected that some cantons will lower cantonal tax rates, which 

corresponds to their federal competency. However, there will be a referendum regarding the 

reform package in 2017.  

The parliament is currently discussing the proposition by the government how to 

comprehensively reform the pension scheme. Some of the main suggestions include the 
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increase of the retirement age of women to 65, more flexibility regarding the timing of 

retirement as well as changes in the financing of the pension scheme. Should the parliament 

agree on a reform of the pension scheme, a referendum could be held in 2017.  

In June 2016, the Swiss government has adopted the new growth policy for 2016 to 2019. Its 

first pillar aims at strengthening the growth of labor productivity in order to foster prosperity 

and employment growth in Switzerland. It has been stated that ensuring and further 

developing the bilateral agreements with the EU are key, complemented by generally 

maintaining and enlarging the market access to other regions. Further areas are covered: 

 Technological progress such as digitisation increasingly matters in different sectors, 

although some used to be less affected by structural change until recently. In the 

context of devising a new strategy for Switzerland, existing regulations are examined 

and assessed regarding their adequacy to the new challenges in order to allow firms to 

realize the opportunities of digitisation. Specific issues include the concept of sharing 

economy, the prospects of the labour market in the light of digitisation, new business 

forms in Fintech, the adequacy of the current competition and antitrust laws and 

finally the impact of the EU Digital Single Market on the Swiss economy.  

 The government persists with its policy aimed at lowering the administrative burden 

of firms and has defined 31 new measures in order to allow firms to employ their 

resources more efficiently. Further work seeks to improve the institutional and 

methodological framework of the Regulatory Impact Analysis (RIA).  

 In the context of fostering trade and tackling the high price level in Switzerland, the 

government decided to examine various unilateral measures facilitating imports. 

Lowering the costs of imports partly results in lower prices for consumers and 

importing producers, but also increases the competitiveness of the exporting industry.  

The financial and economic crisis of the past years have shown that such crisis can have long 

term consequences for employment and prosperity of an economy. In international 

comparison, Switzerland’s economy proved to be resilient in these years of the crisis. 

Nevertheless, the new growth policy seeks to further address potential risks. Relevant 

measures include the implementation of the newly defined rules of the «Too Big To Fail» 

regulation, a stabilization program for government expenditures in order to comply with the 

rules defined by the debt brake as well as the evaluation of the tax incentives regarding the 

indebtedness by private households.  
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The third pillar of the new growth policy fosters the sustainability of economic growth in the 

long term. In order to ensure qualitative instead of purely quantitative growth, the energy and 

the climate strategy are further developed. Improving the regulation of the housing market 

seeks to ease the scarcity of housing, while new regulation of the transport infrastructures 

focuses on a more efficient use and targeted development of the infrastructure.  

 

Investment in Switzerland 

Development of investment activity 

As most other advanced economies, Switzerland has faced a steady decline in its gross 

investment share since the mid-20th century. Given the structure of investment activity in 

Switzerland, some components have revealed a more pronounced decline. Namely, the long-

term decline in the net investment share has been more severe in Switzerland than in other 

countries. This can be explained by the large share which is spent in equipment investment 

and immaterial investment which are both expected to exhibit the strongest effects on 

productivity. However, both are also exposed to faster depreciation than other investment 

goods. As a consequence, the requirement to renew the capital stock is rather large in 

Switzerland.  

In contrast to the long-term decline, gross fixed capital formation has followed a rather stable 

path over the last 20 years in Switzerland: the nominal share of gross investment in GDP has 

decreased slightly, from 25.3% in 1995 to 23.8% in 2015. This fall can be mainly attributed to 

the decline in prices of certain investment goods. For instance, the price of electronic devices 

has decreased by more than 60%, while their share in total investment has steadily 

augmented. In real terms, gross investment as a percentage of GDP amounts to around 24%, 

which is still above OECD-average.  

As with the medium- and long-term development, investment activity since the onset of the 

financial crisis 2007 yields a mixed picture in Switzerland. On the one hand, the decline in the 

gross investment share has also been rather moderate during the financial crisis, as compared 

with other countries, and the following recovery has been faster. On the other hand, net 

investment has not fully recovered after the crisis, and is still about 15% below its long-term 

average of around 3.5%. The recovery has, however, been stronger than in the Euro Area. 

Currently, net investment as a share of GDP in Switzerland (2.9%) is lower than in the US 

(4.1%) but above the corresponding share in the Euro Area (0.5%). 
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Policies related to investment 

Regarding the promotion of investments, Switzerland seeks – in contrast to many other 

countries – to abstain from investments that benefit specific firms or sectors and from 

measures that enhance such specific investments. This is based on the awareness that 

governments tend to be inferior in assessing sectors that are successful in the future. Swiss 

economic policy thus tries to improve framework conditions and competitiveness for all 

sectors and firms, which in turn fosters the productivity of private investment projects.  

Generally, framework conditions for investments in Switzerland are perceived to be good. 

However, the increase in the administrative burden of companies has accelerated in 

Switzerland over the past decades, potentially hindering productive investments. In this light, 

the government has decided on a set of policies lowering the administrative burden of firms as 

an important element of its current growth policy package. A further opportunity in this 

context is the current Corporate Tax Reform and the possible introduction of new incentives 

for larger investments in Switzerland, such as a patent box or additional deductibility of 

expenditures on research and development. Further, the government aims to maintain 

favourable conditions on the capital markets in order to enable the financing of businesses, for 

instance by supporting commercial guarantees for small and medium-sized enterprises or by 

providing financing, professional advice and networks for science-based innovation in 

Switzerland via the federal Commission for Technology and Innovation (CTI).  

Challenges to maintain the strong investment position 

The main challenge concerning investment for the Swiss economy arises from the structural 

change, favouring governmental and services sectors. This change contributes to a crowding 

out of investments from sectors with currently higher investment to mainly the public sector. 

This is particularly problematic in the case of sectors where the regulation incentivises the 

increase of the supply, while the costs are financed to a large degree by the public. Examples 

include the government sector, public transport or the health sector. As a consequence, some 

targeted structural reforms are necessary in order to better regulate these sectors.  

For Switzerland, there is no evidence for a serious lack of capital. However, the long phase of 

low interest rates leads to some worrisome distortions in investment patterns. Namely, capital 

investment in the real estate market has been rising strongly, with price increases being 

increasingly alarming. Certain incentives in the taxation system, with mortgage payments 

being deductible, further contribute to these developments.  
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In general, investment activity should be judged in terms of investment demand instead of 

financing conditions, although current low interest rates support larger public investment. On 

average, public investment projects in Switzerland are rather efficient, owing partly to the 

federalist structure and the inclusion of the population in defining the need for projects.  

A major challenge for Switzerland is to ensure better sustainability of the financing of public 

infrastructures, however. To this end, investment plans should take better care of running and 

maintenance costs during the lifetime of the infrastructure. Furthermore, there is considerable 

scope to increase financing contributions from the users of the respective infrastructure. This 

would not only increase financial sustainability, but also enhance the economic use of limited 

resources. A promising path could be the use of mobility pricing, of which the future potential 

is currently being evaluated by the government.  

 

Key figures and forecasts for Switzerland 

(% volume change from previous year) 

 

 

20151 

CHF bn 
2014 2015 2016 2017 

Private consumption* 

Public consumption* 

Construction investments* 

Equipment investments* 

Exports* 

Imports* 

348.1 

73.1 

61.4 

92.7 

307.0 

257.7 

1.2 

1.5 

3.2 

2.5 

4.0 

3.2 

1.0 

2.2 

2.1 

1.1 

0.8 

2.8 

1.1 

2.2 

0.2 

2.5 

4.4 

3.9 

1.5 

2.3 

1.2 

2.3 

3.5 

3.5 

GDP* 645.4 2.0 0.8 1.5 1.8 

Inflation (Consumer Price Index) - 0.0 -1.1 -0.4 0.3 

Unemployment rate (ILO definition), 

% of labour force 
- 4.5 4.5 n.a. n.a. 

Financial balance of the government 

sector in % of GDP 
- -0.2 0.1 0.1 0.1 

Government debt in % of GDP - 34.7 34.0 33.3 34.1 

*  National accounting data are expressed as the y-t-y percentage change in prices of the  

 preceding year (real values) 
1  Level at current prices 
 

Sources:  State Secretariat for Economic Affairs (SECO), Federal Statistical Office (FSO),  

 Federal Department of Finance (FDF). The grey shaded values are forecasts. 
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 Annex V: Diagrams on investment trends in the EFTA countries1  

 

 

Source: European Commission (ECFIN AMECO) 

 

 
                                                 
1 The data is not available for Liechtenstein.  
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Source: European Commission (ECFIN AMECO) 

 

Source: European Commission (ECFIN AMECO) 

 

 

Source: European Commission (ECFIN AMECO) 

 


