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I INTRODUCTION 
 
1. With transportation and communication around the globe becoming easier 
and less costly, the need for international division of labour becomes economically 
more important. For this reason, the goal of the nations should ideally be to allow 
the free exchange of goods, services, capital, information and – increasingly – of 
persons. It is common knowledge that the abolishment of trade barriers - be they 
tariffs or of a technical nature - is beneficial to the economies concerned. In recent 
decades, the "architecture" of international economic relations has progressed 
considerably. Most notably, the World Trade Organisation (WTO) was created in 
1995, based on the former GATT, the EU created an efficient Internal Market with 
a population of over 300 million and Eastern Europe joined the camp of the market 
economies in 1989. 
 
2. Generally speaking, there is a striking lack of public awareness of what is 
happening in the area of regional trade liberalisation and, more particularly, in the 
area of Free Trade Agreements (FTAs). Since 1947 some 150 so-called regional 
preferential agreements have been notified with GATT and the WTO respectively, 
the majority of which were concluded in the 1990s. 
 
3. Why this proliferation of FTAs? No doubt, a vast global free trade zone 
with all the modern ingredients, such as free movement of goods, services, capital 
and persons, would be preferable. But, for the time being, such a “big bang” of 
liberalisation remains utopian. Many nations are not ready - or believe they are not 
yet ready - to abolish border protection. Thus, progress is only made step by step. 
This is also the WTO approach. But some groups of countries prefer to increase 
the speed of the opening-up. These countries opt for FTAs. This is also the case for 
the member countries of the European Free Trade Association (EFTA). 
 
 
II FOCUS OF EFTA'S THIRD-COUNTRY RELATIONS 
 
4. The aim of EFTA's third-country policy is to promote the economic 
interests of EFTA States and to contribute to the liberalisation of trade in Europe 
and abroad. EFTA has established a comprehensive network of agreements with 
Central and Eastern Europe as well as with Mediterranean countries. Recently, the 
geographical scope has been extended to countries in other continents. In the early 
1990s, EFTA concluded FTAs with Turkey and later with Israel in order to offset 
the threats of discrimination of EFTA industries with regard to those of the EU and 
the USA. At the same time, EFTA negotiated trade agreements with the transition 
economies of Hungary, Poland, the Czech Republic, the Slovak Republic, 
Bulgaria, Romania and Slovenia. Agreements with the Baltic states, Estonia, 
Latvia and Lithuania followed thereafter. Recently, FTAs have been concluded 
with Macedonia and Croatia. Furthermore, EFTA signed so-called Declarations on 
co-operation with Albania, Yugoslavia and the Ukraine.  
 
5. EFTA has declared its willingness to participate in a future Euro-
Mediterranean free trade area. FTAs have already been concluded with Morocco 
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and the Palestine Liberation Organisation (PLO). Declarations on co-operation 
exist with Egypt, Tunisia, Jordan and Lebanon. Negotiations on FTAs are currently 
taking place with Cyprus, Egypt, Tunisia and Jordan. 
 
6. EFTA is also active outside Europe and the Mediterranean area. A 
comprehensive FTA with Mexico was signed at the end of the year 2000. 
Moreover, an FTA with Canada should soon be approved. Discussions on FTAs 
are underway with Chile, South Africa and Singapore. 
 
7. An exhaustive list of EFTA agreements with third countries is annexed to 
this paper (see Annex I). 
 
 
III WHAT IS IN THE EFTA FREE TRADE AGREEMENTS? 
 
8. The FTAs establish free trade areas between the partners similar to the one 
prevailing among the EFTA States themselves. Usually, industrial products as well 
as fish and other marine products are fully included in these free trade provisions, 
whereas special clauses apply for processed agricultural products. Basic 
agricultural products are dealt with in separate bilateral protocols. 
 
9. Provisions for the so-called rules of origin go hand in hand with the free 
trade arrangements. Only products originating from the signatory states qualify for 
preferential treatment or for duty-free market access. In relation to the EU and the 
Central and Eastern European countries, a system of pan-European cumulation has 
been established. This system has opened up the whole European market to an 
almost unlimited international division of labour. 
 
10. In addition to the foregoing provisions, many agreements include 
regulations to prevent the rise of technical barriers to trade and to open up public 
procurement among the signatory states. Further important rules cover the areas of 
intellectual property, competition, state aid, services, and direct investments. 
 
11. Finally, the implementation of these agreements requires a minimum 
standard of ongoing contact between the parties concerned. Therefore, they 
provide for joint committee meetings and arbitration rules, in other words, for the 
joint “management” of the treaties. 
 
 
IV EFTA TECHNICAL CO-OPERATION 
 
12. Considering the fact that some of the EFTA partners need assistance in 
certain areas, several programmes have been set up, partly in tandem with existing 
EU programmes. They cover areas such as customs and origin matters, statistics, 
quality assurance programmes, trade policy projects and scholarship programmes. 
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V SELECTING NEW EFTA PARTNERS 
 
13. The EFTA Ministers have defined four main criteria for selecting future 
negotiating partners: First, the competitive position of EFTA exporters has to be 
taken into account. This means that EFTA exporters should not be discriminated 
against vis-à-vis EU exporters with better access to certain third-country markets. 
Therefore, negotiations should be taken "in step” with the EU. Second, the actual 
potential economic interests of the EFTA States in having an agreement with the 
third state are relevant. Third, political considerations also play a role. Fourth, it is 
important to pick the right moment and to respond quickly to opportunities. In 
addition to these criteria, of further importance are the overall developments in the 
region, the potential new partner's capacity to negotiate and the agricultural 
potential. The EFTA States and the EFTA Secretariat have to make the necessary 
provisions in order to be able to handle the respective workload. 
 
 
VI CONFLICTS WITH WTO? 
 
14. A question of relevance arises: do such agreements endanger the WTO 
rules? Basically, there is an apparent incompatibility between the WTO principles 
of the most favoured nations’ treatment and the FTAs. Nevertheless, 
multilateralism and regionalism do not necessarily contradict each other and are 
allowed according to the GATT rules. One of the reasons is that multilateral rules 
do not have the ingredients of an FTA. WTO is not equal to free trade but 
implements a liberalisation process to freer trade. FTAs have to conform with 
WTO requirements. FTAs are normally in accordance with the WTO rules if they 
substantially cover all trade and if they do not entail barriers to trade at the 
expense of third countries. They have to be notified to the WTO. 
 
 
VII EFTA'S INTERNAL REFORM (STOCKHOLM CONVENTION) 
 
15. At first sight, the relationship among EFTA member states does not relay 
with EFTA’s third-country relations. Nevertheless, EFTA’s internal relationships 
have a bearing on the common external activities. For this reason, mention shall be 
made of what is currently happening on this front. The Convention of 4 January 
1960 establishing the European Free Trade Association (Stockholm Convention) - 
and its subsequent amendments - has remained unchanged in its basic form for 
over 40 years. The agreement on the European Economic Area of 2 May 1992 
meant that Iceland, Liechtenstein and Norway considerably strengthened the 
contractual rules amongst themselves. The relationship with Switzerland, however, 
remained basically on the 1960 free trade level.  
 
16. With the conclusion of the new package of seven bilateral agreements 
between the EU and Switzerland, a renewal of the EFTA Convention became 
necessary. The relationship between all EFTA States should mirror the EEA and 
the new seven bilateral agreements between the EU and Switzerland. Therefore, 
EFTA States have negotiated an up-date of the Convention. Up to now, the level of 
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contractual commitments between Switzerland and the EEA EFTA States (Iceland, 
Liechtenstein and Norway)1 has been lower than between the EFTA States and 
some third countries. 
 
 
VIII ASSESSMENT OF EFTA'S CURRENT THIRD-COUNTRY POLICY 
 
General remarks 
 
17. It is the Consultative Committee's view that external economic relations 
play a major role for EFTA, both in the European context and in a global 
dimension. The international division of labour will continue to grow at an 
accelerated pace. The rules for world trade have to be continuously improved. 

 
18. Being the only organisation to deal with trade issues at a global level, WTO 
shall play the key role in this effort. Experience and recent developments show, 
however, that WTO cannot always move ahead and set new rules for a more 
liberalised world trade as quickly as the economic actors in advanced countries 
would like. It is therefore of no surprise that – on a lower level – regional 
agreements are becoming increasingly relevant. It is clear, however, that these 
agreements can only play a complementary role, and that they should in no way 
conflict with WTO. In its third-country policy, EFTA has always taken this proviso 
into account. 

  
19. Within EFTA, third-country policy is particularly important to all member 
states, whereas EEA activities are geographically of a more restrictive nature, 
since Switzerland is not involved. 

 
20. It is essential that the EFTA States have a common view on how to proceed 
in the third-country policy. Solidarity amongst the EFTA member states is of 
major importance as it reinforces the negotiation strength of EFTA and, thus, 
provides for better results. Experiences in this field have shown that this solidarity 
usually exists. But in certain cases there have been - and still are -serious tensions 
among the EFTA States. In some member states with the necessary negotiation 
potential, discussions arise from time to time between political and economic 
actors on the question of separate bilateral FTAs with third countries, outside the 
EFTA framework. More specific references to this issue will be presented under 
the following headings. Such differences should be avoided in the overall interest 
of EFTA. This means that the parties concerned follow an open policy and set 
individual interests aside. Business actors insist on forward-looking FTAs, whether 
they are concluded within the framework of EFTA or outside it. For EFTA, the 
second choice could be detrimental. 
 
21. Progress in trade issues often depends on the general economic 
environment, i.e. on the actual business cycle. It is the Consultative Committee's 
view that EFTA’s third-country policy should not be exposed to such 

                                                      
1  EFTA states being at the same time members of the European Economic Area. 
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considerations, since the negotiation of preferential treaties with third countries 
should be considered in a long-term perspective and should not depend on short-
term considerations. 

 
22. The global aspects of WTO rule-setting and EFTA’s third-country 
agreements are important factors. Normally, enterprises are not concerned with the 
details of rule-settings but generally strive for trade improvements wherever this is 
possible. The time element is of importance: once a market has been lost, it is 
difficult to win it back again. 
 
Selection of partner countries 
 
23. The Consultative Committee considers the main criteria for selecting future 
negotiating partners, as stated by the EFTA Ministers and as described under 
heading 5, as being appropriate. From the viewpoint of the economic actors, EFTA 
third-country policy should actively contribute to the avoidance of any 
deterioration in the competitive position of EFTA business activities vis-à-vis 
those of the EU business community. Accordingly, the so-called "in step” 
procedure plays a key role. Wherever possible, EFTA should aim to conclude trade 
agreements in time with the EU.  
 
24. Ideally, EFTA should follow a real open-minded policy and should respond 
positively to any enquiry or suggestion for new agreements originating inside or 
outside EFTA. If one EFTA member state wishes to go ahead with an agreement, 
others should not delay such a proceeding. All in all, economic considerations 
should have the highest priority in the choice of partner countries. 
 
25. It is obvious that the selection process depends very much on that of the 
EU. Generally speaking, regionalism has its limits. It should, however, not be 
forgotten that trade agreements with third countries offer a kind of safety net in the 
case of difficulties on a more global level. Furthermore, such agreements go 
beyond the liberalisations within WTO. 
 
Contents of the agreements 
 
26. For economic actors, modern and comprehensive agreements are most 
welcome. New free trade agreements usually contain provisions on technical 
regulations, public procurement, intellectual property, rules of competition, state 
aid, services and investments. All of these areas seem to be important. For some 
business sectors, certain elements have a higher priority than others. But all in all, 
it is best practice to think of all eventualities. It is obvious that third countries 
might want to exclude one point or another. It is up to the EFTA States to convince 
them of the benefits of a comprehensive and liberal approach. Nowadays, more and 
more politicians and economists are convinced that it is preferable to allow for 
continuous structural adaptations of economic patterns and to avoid protecting so-
called "sunset" industries and sectors. Also, short-term political considerations 
should not counteract long-term efficiency. Trade is not a tool for one-sided 
political considerations, for instance in the area of intellectual property or 
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processed agricultural products. Highly developed countries, such as the EFTA 
States, have an enhanced responsibility to open up their markets even for sensitive 
goods and services.  

 
27. One area of importance is the rules of origin. At the European level, a very 
satisfactory solution has been found with the so-called "Pan-European cumulation 
of rules of origin". This set-up allows for a substantially improved international 
division of labour. It is crucial for a number of economic sectors to be able to take 
advantage of this facility. Currently, initiatives are in preparation for progress in 
the Mediterranean area, referring to the EU's Barcelona process. Some economic 
actors are asking, in addition, for a general linkage between the third-country 
agreements of the EU and of EFTA relating to the application of the rules of 
origin. This seems to be a tempting proposal; the EU institutions still have to be 
convinced, and encouraged, to take this important step. Admittedly, there remain 
some technical issues to be solved, but it should be possible to overcome these 
problems in the interest of both EFTA and EU industries. 

 
28. In addition to trade, the constant growth of direct investments means it is 
useful to strive for optimal rules to encourage the flow of the latter. EFTA has a 
number of high potential direct investors. Furthermore, it is a fact that SMEs are 
becoming increasingly involved in cross-border investments. 

 
29. The impact of the new information society on trade will be important. The 
question is, whether it would be appropriate in the future to include at least some 
provisions guaranteeing free use of the information tools for cross-border 
utilisation. It might be useful to explore this item further. 

 
30. Agriculture is a problem area. In certain cases the agricultural lobbies 
would prefer not to have new agreements at all because they are afraid of import 
competition. The economic actors are aware of agriculture's special situation in the 
EFTA States and of the so-called "multifunctionalism".  
 
Taking into account the needs of EFTA economic actors 
 
31. Generally speaking, an improved environment for business activities within 
the EFTA States has a beneficial impact for all stakeholders, be they employers, 
employees, governments or shareholders. Taken together, EFTA's third-country 
policy is a tool allowing companies in EFTA States to participate on an equal 
footing in the economic activities of important third countries. Thanks to this 
policy, market distortions can be avoided. This is an essential ingredient for an 
open trade policy in view of the international competition between market places. 
 
Visibility of EFTA’s third-country policies 
 
32. Considering the importance of the free trade agreements for the business 
operators in the EFTA countries, the Consultative Committee urges the EFTA States to 
increase the resources for information to economic actors. The Consultative Committee, 
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moreover, calls on the EFTA States to undertake actions in order to enhance the general 
public awareness of EFTA’s third-country policies. 
 
 
IX CONCLUSION 
 
33. In conclusion, the Consultative Committee welcomes EFTA's third-country 
policy as it stands and would like to encourage EFTA member states to rate this 
activity highly and allocate the necessary resources both at national level and to 
the EFTA Secretariat. In particular, resources should be increased for information 
and publicity measures, in order to enhance the visibility of EFTA’s third-country 
policies. 
 
34. The Consultative Committee is aware that the development of EFTA’s 
third-country policies depends largely on the initiative of individual ministries, on 
the activities of the EU and on the readiness of the prospective third countries to 
open up their own markets. EFTA has the good fortune of being perceived by third 
countries as Europe's junior partner alongside the EU. The EFTA States have very 
advanced economies and are therefore attractive to third countries as trading 
partners. It would be wrong to underestimate the potential of the small but affluent 
EFTA economies. EFTA cohesion is, in this respect, of crucial importance because 
it provides superior negotiating power.  
 
35. EFTA economic actors support this activity and are willing to give their 
own input wherever this might seem appropriate. 
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EFTA HAS CONCLUDED FREE TRADE AGREEMENTS WITH THE 
FOLLOWING COUNTRIES (dates for entry into force within brackets): 
 
Bulgaria (1 July 1993) 
Czech Republic (1 July 1992) 
Estonia (1 October 1997) 
Hungary (1 October 1993) 
Israel (1 January 1993) 
Latvia (1 June 1996) 
Lithuania (1 January 1997) 
Macedonia (1 January 2001) 

 
Mexico (1 July 2001) 
Morocco (1 December 1999) 
PLO (1 July 1999) 
Poland (1 September 1994) 
Romania (1 May 1993) 
Slovak Republic (1 July 1992) 
Slovenia (1 September 1998) 
Turkey (1 April 1992) 

 
 
 
EFTA HAS CONCLUDED DECLARATIONS ON COOPERATION WITH THE 
FOLLOWING COUNTRIES (dates for signing within brackets): 
 
Albania (10 December 1992) 
Croatia (19 June 2000) 
Egypt (8 December 1995) 
Gulf Cooperation Council – GCC (23 
May 2000) 
Jordan (19 June 1997) 

Lebanon (19 June 1997) 
MERCOSUR (12 December 2000) 
Tunisia (8 December 1995) 
Ukraine (19 June 2000) 
Yugoslavia (12 December 2000) 
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