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The European Free Trade Association (EFTA) is an international organisa-
tion comprising four states, Iceland, Liechtenstein, Norway and
Switzerland which have eliminated barriers amongst themselves for
industrial products but do not apply a common external tariff. Apart from
Switzerland the EFTA States base their relations with the European Union
on the European Economic Area Agreement allowing for their participa-
tion in the Single Market. SwitzerlandÕs relations with the EU are based
on bilateral agreements. 

The EFTA States have developed an extensive network of free trade
agreements with non-EU countries and regional groupings in Europe and
beyond.

EFTA has headquarters in Geneva and offices in Brussels and
Luxembourg.

❖

The EFTA Bulletin is intended to serve as a platform for discussions and
debate on topics of relevance to European integration as well as the mul-
tilateral trading system constantly being re-shaped and transformed by
the twin forces of globalisation and interdependence. To this endeavour
the EFTA Bulletin will in the coming issues draw on the experience and
expertise of academics, professionals and statesmen alike.

❖

October Issue: Special Relationship Ð EFTA and the European Community
as Actors in European Free Trade by Professor Esko Antola, Jean Monnet
Chair, University of Turku, Finland.
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Foreword

Since its creation the European Free Trade Association has been com-
mitted to the integration process in Europe through the removal of
trade barriers and to the expansion and liberalisation of trade in Europe
as well as the rest of the world. Forty years later the European
Communities have become the European Union with numerous coun-
tries waiting in line to join and world trade is blooming like never
before. EFTA has played a role in this development: But in what way
and what does the future behold for the Association? These questions
and many more are tackled in this first issue of a revitalized EFTA
Bulletin. The speeches published in this issue were delivered by states-
men and professionals involved in EFTAÕs work in past and present at a
seminar held during the celebrations of EFTAÕs 40th anniversary in
Geneva in May 2000. The focus of the seminar was to discuss topics
raised in a book published by EFTA Ð Principles and Elements of Free
Trade Relations: 40 Years of EFTA Experience Ð where the Association
shares with the wider public its experience in the field of international
trade during the past four decades.
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The Success Story 
of EFTA

EFTA has been admired for its clarity of
vision, mocked for its reserve in political
matters, and lauded for the efficiency of
its modest administrative structures
which were often barely noticed. This
being said, to this day EFTA has achieved
a great deal.

Following the creation of the EEC and the
consequent decision to abandon the plan
to establish a free trade area within the
framework of the OEEC, EFTA was
founded. Its immediate aim was to elimi-
nate trade barriers among the non-EEC
countries. This more limited preferential
zone created a discriminatory potential
for exporters from the EEC countries and
thus an incentive for the two groupings to
negotiate on the basis of free trade the
unification of the Western European mar-
kets. If the creation of EFTA had the
effect at first of dividing Western Europe
into two preferential areas, it surely was
never the political aim of EFTA to present
itself as a counterweight to the EEC. On
the contrary, right from its beginnings
EFTA was conceived as a pragmatic solu-
tion with two aims: to facilitate the
accession to the Community for some
Member States that were politically ready

to do so, and to provide a bridge-building
instrument to the Community that would
have the character of a general solution
for the remaining ones. This objective
was achieved on the occasion of the first
EU enlargement and the parallel conclu-
sion of the free trade agreements of 1972
between the EU and each EFTA State.

EFTAÕs non-political approach, on the
other hand, allowed it to find pragmatic
ways and means to overcome political
problems: thus, the numerous exceptions
granted to the Member State Portugal
made it in effect an associated country,
while the associated country Finland acted
de facto as a Member State.

On 1st July 1977 free movement of goods
was achieved throughout Western
Europe. The advantages thus gained
could nevertheless be eroded rapidly by
the effect of non-tariff barriers that would
impede market access. In general,
mutual recognition of equivalence of
national regulations or their harmonisa-
tion can lead to the elimination of these
obstacles. EFTA faced a methodological
choice. EFTA could strive to eliminate
such obstacles to market access first
within its membership - thus strengthen-

Franz Blankart, 
former Swiss State Secretary for

Foreign Economic Affairs,

Throughout his career Mr. Blankart was deeply involved in
international trade and EFTA affairs. As the Head of the Office
for European Integration in Berne he negotiated most
agreements elaborated with the Communities between 1973
and 1980. He was Ambassador to EFTA and GATT, UNCTAD
and the UN Economic Commission for Europe and Head of the
Swiss Delegation to the negotiations on commodities. He
chaired i.a. the EFTA and the UNCTAD Council and was
spokesman of the Western countries in the ECE/UNO
negotiations with the Eastern block. Before becoming
Secretary of State for Foreign Economic Affairs Mr. Blankart
directed the Swiss negotiating team in the Uruguay Round
and was Chief negotiator for the European Economic Area
Agreement.
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ing their bargaining position in view of
subsequent bilateral and coordinated
negotiations with the Community.
Alternatively, an EFTA State could first
find an arrangement with the Community,
to be followed eventually by the exten-
sion of this solution to any interested
Western European third country. 

In the course of the 1980s, the EFTA
States pursued both strategies simulta-
neously. They pressed for Ôschemes and
conventionsÕ on the one hand, and nego-
tiated bilateral agreements, such as in
the area of insurance, on the other. The
goal of eliminating barriers to market
access obtained recognition at the
Luxembourg Summit in 1984, when the
term of ÔEuropean Economic SpaceÕ
extending beyond the EU borders and
including the EFTA countries, received
official recognition. The development of
the European CommunityÕs internal mar-
ket, however, proceeded at a very fast
pace. Both sides could not marshal the
political and technical resources needed
to realise the Ôbottom upÕ approach
underlying the ÔLuxembourg processÕ.
Also, a Ôbottom upÕ approach would not
have ensured a homogeneous internal
market throughout the Area, for any
EFTA country would have remained free
to reject a solution not in conformity with
its expectations.

Against this background, in his speech of
17 January 1989 the then President of
the Commission, Jacques Delors, pro-
posed to the EFTA States Òune nouvelle
forme dÕassociationÉ avec des organes
communs de gestion et de d�cisionÓ on
the basis of a two-pillar system - an offer
that we recognise today to have con-
tained a certain degree of constructive
ambiguity. The EFTA countries were now
faced with a Ôtop-downÕ approach which
implied an institutional strengthening of
EFTA, a requisite which was difficult for
some Member States, particularly
Switzerland, to accept. The EEA negotia-
tions were soon engaged, and admittedly
became the most significant project
undertaken by the EFTA States since the
negotiation of their Convention. Most

Member States also took them as a signal
that this evolution would leave them with
a reduced role in shaping the European
future and that they should use the
geopolitical changes of the early Nineties
in order to inch towards EC membership.

In those days, an opportunity was missed
Ð that of admitting the newly independent
States of Central Europe to EFTA. Proposed
by foreign trade negotiators (who have
kept the Ôhistorical memoryÕ of this event)
it was flatly refused by the Foreign Affairs
ministries, in particular of Switzerland, with
the argument that this move would slow
down the countryÕs accelerating pace
towards EC membership.

A similar opportunity was missed a few
years later, when Slovenia informally
applied for membership to EFTA. The
argument for rejection in that case was
that Article 128, paragraph 1, of the EEA
Agreement would have enabled any
country that is member of EFTA - hence
Slovenia - to join the EEA Agreement.
However, for foreign policy reasons, any
hint of a suggestion that the European
Union and the EEA were two independent
solutions was to be avoided. The cartel of
the foreign ministries proved stronger
than that of the trade ministriesÉ

EFTA always had a vocation for bridge-
building. In the Eighties a valiant -
though in the end abortive - effort was
undertaken to build closer relations with
Yugoslavia. It was in the beginning of the
Nineties that what is now called Ôthird
country policyÕ of the EFTA countries
really took off. The EFTA States first con-
cluded free trade agreements with Turkey
and Israel. With the transition countries
of Central and Eastern Europe they
signed Joint Declarations of Co-operation,
which were soon followed by free trade
agreements. Thus asymmetric instru-
ments were signed with the Baltic States,
Poland, the Czech and Slovak Republic,
Hungary, Slovenia, Bulgaria and Romania
- if we take a roughly geographical walk
through this historic part of Europe.

Much time was spent discussing whether
the EFTA countries should negotiate Ôone
step aheadÕ, Ôin stepÕ or Ôone step behindÕ
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the Community. The goal was clear: the
EFTA States wanted to secure equal com-
petitive conditions for their exports as
those enjoyed by their competitors from
the preponderant partner, the EU.
Experience showed time and again that
the best way to achieve the same com-
petitive conditions was to await the
results of the EU negotiations.

Once the network of free trade agree-
ments with the Central European coun-
tries was complete, and after years of
tough negotiations, the solution to a
problem unresolved since 1972 was
found: that is, the issue of the multilat-
eral cumulation of origin rules at the
European level.

1995 proved to be a year of many chal-
lenges for EFTA. Not only did it have to
cope as best it could with the loss of
Austria, Finland and Sweden, that joined
the EU, but it was confronted with the EU
initiative in the Mediterranean - the so-
called Barcelona process. Though they
were excluded from the meeting, the EFTA
States decided at the Bergen Ministerial
Meeting Ôto make a dynamic and indepen-
dent contribution to improve economic
conditions across Europe and beyondÕ. An
agreement has been concluded since with
Morocco and the PLO, while others are
underway with Jordan, Tunisia, Egypt,
Cyprus and possibly Lebanon.

The historic import of this move can be
seen today to have been the EFTA States
breaking out of an intra-regional world
view to seek opportunities beyond their
immediate region. A first example is the
FTA that will be concluded soon with
Canada. Mexico and Chile are possible
candidates, as are MERCOSUR and South
Africa, or Singapore and other potentially
interesting partners. The EU is also stead-
fastly pursuing a policy of establishing a
network of preferential agreements world-
wide. Where possible, the EFTA countries
will take advantage of this fact. On the
other hand, the relevant and reference
Ôpredominant partnerÕ need no longer be
the EU. In North America, for instance, the
preferential treatment enjoyed by US
firms within NAFTA would be the bench-

mark. This is the reason for the EFTA
countriesÕ stance: TheyÕll seek opportuni-
ties for preferential trade on a case-by-
case basis, wherever this is feasible.

Noting this, EFTAÕs relations with the EU
and third countries amount to a market of
580 million consumers which represents
a formidable engine of growth and
wealth, larger even than NAFTA, which
comprises 400 million consumers.

Meanwhile, the EEA has proven itself
without fail. Representatives from the
EEA Member States note that the EEA
AgreementÕs decision-shaping process
functions well and that the EU has never
ignored any of their special requests.

When we celebrated EFTAÕs 30th anniver-
sary ten years ago, many government
representatives and journalists predicted
- and some may have secretly hoped -
that this was to be the last anniversary
celebration. As with many political fore-
casts, this one proved to be misjudged,
not least because the will of the people
and their steadfast conservatism had
been underestimated.

Though unlikely to be the centre of public
interest again as was the case during the
EEA negotiations, EFTA is performing its
customary role in European integration
well. Since the nineties, EFTA has taken
on a new and unexpected dimension, that
of bridge-building across regions and con-
tinents. In future, the Association will thus
continue to exist as a multilateral bracket
around the bilateral free trade agree-
ments with the EC, as a pre-condition for
pan-European cumulation, as an instru-
ment of the EFTA/EEA countries for run-
ning the EEA agreement together with the
EU, as a pioneer of trade liberalisation
with third countries, and as a demonstra-
tion that an international institution can
be managed efficiently with a small, but
highly qualified staff.

One message we should not forget: free
external trade is a fundamental guarantor
as well as the result of free internal trade.
In the final analysis, free trade is only
possible among free people. This is the
political message of EFTA.
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Update of the EFTA 
Convention

The EFTA Convention is forty years old.
The world of international trade policy as
well as of trade policy of the EFTA coun-
tries has evolved and changed. It is
therefore time to have a look at the basic
legal instrument of EFTA and to introduce
the necessary changes. As Chairman of
the Ad Hoc Steering Committee supervis-
ing the process that we call Update of the
EFTA Convention I have the pleasure of
outlining to you the reasons, scope, and
possible outcome of this review.

The reasons for 
the update
Four reasons lie behind the EFTA coun-
tries wish to update their Convention. IÕll
outline the main points now, and shall
revisit each of them in turn in more
detail.

¥ As Switzerland did not join the EEA in
1992, the preferential relations among
the three EFTA/EEA countries, namely
Iceland, Liechtenstein and Norway,
were set out in the EEA Agreement.
Relations between these countries and
Switzerland, however, remained on
the basis of the EFTA Convention.

Meanwhile, Switzerland has concluded
a set of bilateral agreements with the
EU which significantly raise the prefer-
ential level above that of the bilateral

Free Trade Agreement between
Switzerland and the EU, which dates
back to 1972, and in many ways con-
gruent with the EFTA Convention. If
these agreements are approved by the
Swiss people on 21st May 2000, they
will apply between Switzerland and
the EU. Switzerland has proposed to
the EFTA partners to extend to them
the same treatment as that given to
the EU, on a reciprocal basis.

¥ As a result of the WTO Uruguay
Round, a number of new areas have
been added to the multilateral trading
system, such as services and invest-
ment, state aid, public procurement
and intellectual property. Substance
and procedures have also been
improved in many areas. The
Convention needs to reflect this
enhanced level of multilateral commit-
ments by dropping provisions that
have become inadequate or obsolete.
On the other hand, it could enhance its
own commitments, in order to main-
tain, or increase, the Òpreferential
edgeÓ.

¥ The EFTA countries have concluded
numerous free trade agreements with
third countries. Some of the obliga-
tions set out therein go beyond those
laid down in the EFTA Convention. The
fact that we were asking our prospec-

Ambassador Roland Marxer,
Director of Foreign Affairs,

Liechtenstein 

Ambassador Roland Marxer is the Head of the Foreign Office in
Liechtenstein and a former Ambassador of his country in Geneva.
Ambassador Marxer has been chairing the Ad-hoc Steering Group on
the updating of the EFTA Stockholm Convention.
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tive partners for concessions going
beyond the regime set out in the EFTA
Convention has often turned out to be
a handicap in negotiations with third
countries.

¥ The institutional arrangements in the
Convention need reviewing. For one
thing, the Convention is not set out to
take care of the extensive Òthird coun-
tryÓ activities of the EFTA Member
States.

As one can see, there are many substan-
tive reasons for such a review.

The exploratory process is still under way.
The Council has created an Ad Hoc
Steering Group charged with the prepara-
tion of the negotiations. In turn, the
Group has delegated much of the mate-
rial discussion to the competent EFTA
Committees, Working and Expert Groups.

Since the beginning of this year, the
groups concerned have met and reported
back to the Steering Group, which is in
the process of finalising its first interim
report to the Council. In the meantime,
the expert groups will continue their
exploratory work. We should conclude
our work before the end of the year, if
possible.

As of today, I could venture the following
overall conclusions. For some of the sub-
stantive area,s the work carried out has
confirmed the interest of the EFTA
Member countries in updating the
Convention. Possibilities and methods to
update the Convention have been
explored. Further preparatory work is
needed, however, before the overall
scope of the elements for negotiations
can be established.

State of play
Allow me to highlight the main topics Ð
essentially those contained in the bilat-
eral agreements between Switzerland
and the EU Ð and give you an idea of
where the work is heading.

Public procurement: 
The commitments under the Government
Procurement Agreement (GPA) in the
framework of WTO would be enlarged,
inter alia, by the inclusion of the munici-
palities. This and other ÒGPA plus ele-
mentsÓ could be reflected by placing a
general article on public procurement in
the Convention, containing a reference to
the WTO Agreement, as well as general
principles. The specifics could be set out
in an appropriate Annex to the
Convention.

Technical barriers to trade: 
The notification procedures on technical
regulations can be adjusted to the EEA
mechanism and an agreement on mutual
recognition of conformity assessments
(MRA) between Switzerland and the
EFTA/EEA States would accompany the
change.

Agriculture: 
At this stage, an update of the agriculture
provisions in the Convention on the basis
of their equivalent provisions in the free
trade agreements of EFTA could be envis-
aged. Some delegations have shown
interest in negotiating additional recipro-
cal concessions for agricultural products.

Services and investment: 
The work in the very extensive and com-
plex area of services and investment,
where the General Agreement on Trade in
Services (GATS) plays an important role,
needs to continue.

Land transport : 
Land transport provisions, reflecting the
EU acquis, could also become part of the
Convention.

Air transport : 
Further work is needed in the area of Air
Transport, as the liberalising effect could
be best obtained by Switzerland joining
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the European Common Aviation Area, or
alternatively by including a specific multi-
lateral agreement in the Convention.

Free movement of persons: 
Under the EFTA Convention, a multilat-
eral agreement on the free movement of
persons on the basis of the Swiss/EU
Agreement could be envisaged. Such an
agreement would include mutual recogni-
tion of diplomas and social security.
There are strong links between free
movement of persons and services liber-
alisation. These cross-linkages will
require careful consideration.

Intellectual property:
High standard provisions on intellectual
property could become part of the
Convention. EFTA Member countries are in
the process of defining these standards.

Research and development:
The core issue in the area of Research
and development is the Swiss offer for
reciprocal participation in national
research programmes. As this offer would
represent a level of liberalisation that
goes beyond the EEA level, the matter is
still under examination.

At this stage, I venture to conclude that
the update of the Convention could yield
a substantial enhancement of the level of
liberalisation, even though the full scope
is not yet clear. In particular, in the areas
of services and investment, agriculture,
intellectual property and research and
development, further work needs to be
carried out. These matters are rather
complex.

A special challenge in this context is to
achieve a proper balance between incor-
poration of the new obligations and main-
taining the Convention as an instrument
that is easy to grasp and understand.
Much creative work is needed to this end,
with main provisions in the Convention
text proper, the detail set out in Annexes.
This procedure would also facilitate the

synchronisation of the ConventionÕs provi-
sions with any changes in the EU acquis.

A final point on the update of the institu-
tional arrangements in the Convention.
The appropriate dispute settlement
mechanism has to be defined. The pow-
ers of the Council should be reviewed and
clarified. Progress in this area is much
more than Òlegal nicetiesÓ. It will provide
effective mechanisms to keep the
Convention a living instrument of imme-
diate and longer-term interest to our eco-
nomic operators.

For this is what the work we are carrying
out is all about: immediate and concrete
advantages for our operators in a global
world with increasing competition. For all
their involvement in Òthird countryÓ mat-
ters Ð be they the EEA/the bilateral
agreements between Switzerland and the
EU or the Free Trade Agreements with
preferential partners Ð EFTA countries are
not about to forget that the EFTA
Convention is the basis setting the rela-
tions among all the member countries.

Let me make two final remarks: 

I am confident that the update of the
Convention will produce good results,
although I see a lot of work still ahead.

If this goal is fulfilled, it will be to a great
extent thanks to the analytical skills of
EFTA experts and the Secretariat staff and
their selfless efforts to provide the basis
for political decisions. The workload with
regard to the EEA and especially with
regard to third countries has increased
substantially in the last few years, and
one has to appreciate the additional
efforts made in the administrations and in
the Secretariat to find the necessary
resources for the Convention update.

Let me therefore thank all those who are
contributing to the success of this impor-
tant task.
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EFTA and European 
Integration

Pragmatism
Initially, the members of EFTA did not see
much future for their common enterprise.
From the very beginning EFTA was seen
by its members as a pragmatic organisa-
tion. Pragmatism has labelled the nature
of the organisation throughout its history.
The fact that we today celebrate the 40th

Anniversary of EFTA speaks for its prag-
matism. It has been able to adapt itself to
changes in the European integration
arena and survive. 

Pragmatism has taken different shapes in
different circumstances. At least five dif-
ferent versions of pragmatism can be
identified. The first expression of it was
the waiting room pragmatism. The
Member States themselves understood it
as a waiting room for a better solution,
which for most of them was the enlarge-
ment of the EC. That EFTA was initially
only a tool to achieve a larger European
trading system is well illustrated both by
its initial structure and policies of its
members. The early history of EFTA
strongly pointed at the temporary nature
of the organisation. As early as in March
1961 Great Britain and Denmark applied
for full membership, Austria, Sweden and

Switzerland aimed at an association in
December 1961 and Norway asked for
membership in the European Community
in April 1962.

The EFTA view constantly referred to a
European-wide market as the best solu-
tion for Europe. At the same time the
Member States also stressed that EFTA
was not designed to create an inward-
looking economic block and no restric-
tions on trade with third parties were
introduced. EFTA ministers pointed to the
need to create a Òsingle European mar-
ketÓ from the very beginning of the work
of the Association.

Instrumental version of pragmatism
was evident after the breakdown of nego-
tiations between Great Britain and the
Community. The aim of a large and uni-
fied European market remained for EFTA.
However, EFTA assumed a more assertive
role in planning the future of free trade
by asking the permanent representatives
in Geneva to prepare a programme of
action for the future. EFTA was also grad-
ually given more roles in the collaboration
between its members, for instance in
preparations for the GATT negotiations.
In the mid-1960Õs the Member States

Esko Antola
Professor

Jean Monnet Chair, 
University of Turku, Finland

Professor Antola has dedicated his academic work to
European affairs. He was in the forefront of a group of
people that initiated discussions on whether Finland should
join the EC 15 years ago and has conducted numerous
research in the field of European affairs for the Finnish
Government. The Jean Monnet unit of the University of
Turku chaired by Antola has been awarded the honourment
of Centre of Excellence by the Government in recognition of
his work. In the past decade professor Antola and his team
has trained roughly thousand Finnish Journalists in the field
of European affairs.
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began to see a more permanent role for
the Association,

EFTAÕs internal integration was boosted
considerably by the creation of the free
trade area in 1966. This achievement
took place in a time when the Community
integration was in its deepest crises ever.
The obvious problems and delays in the
Community integration made EFTA ever
more important to its members and it
began to live a life of its own. In a way
thus the crisis of the Community integra-
tion made EFTA internally more cohesive
and secured its existence.

Pragmatism has always flourished in
EFTAÕs relations with the European
Community and EU. After the first
enlargement EFTA rapidly transformed
itself into an instrument for wider free
trade in Europe. The same happened in
the mid-1980Õs when the Luxembourg
process was initiated. No doubt the abil-
ity to adapt to the dynamics of the EC/EU
has been the most prominent version of
pragmatism.

A new version of pragmatism emerged
after the EU enlargement of the mid-
1990Õs. A particular sign of pragmatism is
the way EFTA has expanded its activi-
ties into the international trading
system by expanding its treaty network
to cover 14 partners. This network may
not be of a great importance in the liber-
alisation of global trade but is certainly
relevant for EFTA countries and their
trading partners. 

An element of pragmatism is also seen in
the membership pattern of the
Association. The first expression was the
association agreement with Finland in
1961. Finland at that time could not con-
sider a full membership but EFTA was
pragmatic enough to accommodate the
Finnish needs in a form of an associated
membership. In a similar way, the spe-
cific needs of Iceland and Liechtenstein
have been taken into consideration.

Instrumentality
Since the late 1960Õs EFTA Members
began to stress the role of the
Association as a negotiation body in their
bilateral dealings with the European
Community. EFTAÕs role as a negotiation
instrument became even more impor-
tant when it became evident that only
some of the Member States were actually
interested in Membership of the
Community. 

A turning point in EFTA as an instru-
ment approach was the issuing of the
Declaration of Vienna in May 1977. The
Council Meeting was held at the level of
Prime Ministers and its particular aim was
to review the progress of the FTA, as well
as to give a push for furthering integra-
tion between the Community and EFTA.
An additional reason for this high level
action was the economic crisis in Europe
which threatened the liberal trading order
and, as such, the achievements of free
trade. EFTA Ministers proposed three
ways to increase the existing co-opera-
tion between EFTA and the Community:

¥ increased exchange of information,

¥ closer consultations on economic
questions, and,

¥ where appropriate, co-ordinated
efforts to secure free trade and to
improve the general economic envi-
ronment.

The instrumentality element was
expressed in three different dimensions.
The first was EFTA was a permanent
element of the European Free Trade
Area. EFTA was not any more regarded
as a waiting room to the EC by it mem-
bers. Its role was seen in more active
ways by stressing that EFTA was the most
flexible and useful instrument for its
members and that ÒEFTA countries are
making increased use of the Association
as a framework for consultations on sub-
jects of common economic interest.Ó
EFTA was also seen as an instrument of
negotiations on a multilateral base
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between the Association and the
Community wherever suitable. EFTA was
thus not only seen as a body for multilat-
eral dealings between its Member States,
but also as an active participant in itself.

The second element in the EFTA approach
was a strong commitment to the EC-
EFTA Ðco-operation. EFTA developed
already in the Declaration of Vienna the
interdependence argument: co-operation
between the two bodies is fruitful
because of interdependence. The EFTA
approach did not call for permanent insti-
tutional links with the Community.
Instead, EFTA stressed the flexibility of
the relationship as a benefit. It was also
willing to go beyond the limits of existing
treaties in order to secure the future of
the relationship:

The third important element of EFTA was
that EFTA countries reacted to partic-
ular tendencies inside the
Community. This element introduced
the policy of adjustment: EFTA countries
found it increasingly important to adjust
themselves to the internal dynamics of
the Community. Such issues were for
instance the strengthening of the internal
market and the introduction of the
European Monetary system. Increasingly,
high technology programmes of the
Community also called for forms and
measures of adaptation.

EFTA returned to pragmatism and instru-
mentalism again in responding to the
Delors proposal in l989. EFTA was rapidly
turned into a negotiating instrument in
the negotiations for the establishment of
the European Economic Area. The role
and identity of the Association had to be
redefined. EFTAÕs internal working and
decision-making methods had to be
revised and the element of multilateral-
ism had to be introduced. EEA negotia-
tions forced EFTA to take obligations and
commitments that went much beyond the
initial aims and obligations that the
Member States had assumed in the
Stockholm Convention. The Doctrine of
ÒEFTA CardÓ was developed and used by
the Member States.

Persistence
EFTA showed great persistence for many
years in its approach to convince the
European Union that in a world of eco-
nomic and political turmoil, EFTA consti-
tuted a stable and reliable partner. This
strategy began to emerge soon after the
Declaration of Vienna 1977. EFTA put
great emphasis on the Òsecond genera-
tion integrationÓ and aimed at including
new items into the EC-EFTA relationship. 

In numerous declarations EFTA tried to
convince the European Community that
there were indeed areas of mutual inter-
est and hence a need for joint actions in
international economy, which should be
discussed between the Community and
EFTA. As possible areas of co-operation
were suggested for instance strategies to
overcome economic crises of the late
1970Õs in Europe and identifying of com-
mon interests in the GATT, the rise of pro-
tectionism also became an element of the
EFTA Approach. 

The approach was made more explicit by
adopting the most important trading
partner - argument: EFTA and the EC
were the most important trading partners
to each other. This point was emphasised
by arguing that the relationship was a
viable instrument in a period of economic
turmoil.

Persistence paid off when it became evi-
dent that by the mid-1980Õs the
European Community was ready to open
a new stage in its internal integration.
EFTAÕs initial reaction to the idea of inter-
nal market of the Community was a hope
that the special relationship between the
Community and EFTA could be recognised
in a practical manner. Obviously, the
establishment of an internal market was
a potential threat to EFTA countries. Their
reaction reflected the fear of new obsta-
cles to free trade on which they so much
depended as small and open economies.
The calls for a special relationship,
together with readiness for co-operation
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in Òall fields of mutual economic interestÓ,
were a message to the Community.

These points served two purposes: they
were made for internal use in EFTA to
convince the Member States that pre-
serving free trade was in the interest of
both partners and that EFTA indeed was
an instrument in that. But, primarily,
these arguments were made for the
Community, which did not react very
actively and precisely, to EFTA proposals.

The policy of persistency bore fruit in the
opening of the Luxembourg process in
1984. The idea of a special relationship
gradually gained ground in the EC. The first
reflection was seen in the annual COREPER
report on the EC-EFTA relationship as early
as in 1981. However, Luxembourg and the
recognition from the part of the EC of the
special relationship was a fruit of the per-
sistency of the EFTA Approach.

Small state perspective
Through the first enlargement EFTA lost
two founding members, but at the same
time the Association became more egali-
tarian: it consisted now of small, mostly
highly industrialised and mostly neutral
countries which had common views on
many questions of international economic
relations. The persistent aim of a single
market was also achieved, at least par-
tially, in the form of a free trade area.

A small state perspective gradually
developed into a key element of EFTA.
The Member States had common interest
in world affairs and they shared similar
threats and challenges. It is largely due
to the small state perspective that EFTA
maintained its organisation in a modest
framework and decision-making proce-
dures rather simple. It consisted of coun-
tries that shared the tradition of adapta-
tion. They also shared not only the
conviction, but also the experience of the
merits of free trade.

Small states have limited interests and
therefore a compromise is easy to reach.
EFTA, for most of its existence, was free

from hegemony baggage and was there-
fore able to seek creative solutions: it
was able to seek pragmatic solutions.
There was no need for qualified majority
voting in order to establish a balance
between large and small Member States.
EFTA was extremely important for its
small members also in training them to
operate in a multilateral framework. As
Members of the European Union, the for-
mer EFTA Members have had a valuable
asset in this experience. 

The practise of a multilateral and com-
promise-seeking culture shall be of even
more value in coming years when the
institutional reforms in the EU threaten to
limit the voting powers of the small
Members and the possibilities for national
veto in the EU. Former EFTA Members in
the EU shall benefit from their experi-
ences in EFTA. In niche areas of their
strength they have the potential to set
the benchmark to the European develop-
ments. EFTA has sometimes set the
European benchmarks in the past as well.
Perhaps the most prominent of these was
the system of technical standardisation.

A model?
Putting together the four key elements of
EFTA in the past: pragmatism, persis-
tency, instrumentality and small
state perspective, EFTA clearly consti-
tutes a model of regional integration. The
model, obviously, was a product of its
time. EFTA was created by the necessity
that the Six was established. It was also
an institution of a bipolar world and
therefore offered a platform for neutral
countries to advance their economic
interests free from political strings. Since
the early 1970Õs it has consisted of rela-
tively small and like-minded countries,
which did not have clashing interests in
major policy issues.

The EEA model has also proven to be a
historical achievement. For the three
EFTA countries that negotiated the treaty,
but changed it for a Membership in the
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EU, it was a valuable experience. They
joined the accession negotiations with a
lot of experience of how to negotiate with
the EU as half-Members. The merit of
persistent and pragmatic approach was
seen in the very short period the acces-
sion negotiations took, barely more than
12 months. For those who decided to stay
in the framework of the EEA, the threat of
marginalisation from the internal market
has been avoided by the same arrange-
ment. 

Can the EFTAÐmodel in itself survive as a
workable solution to its Members? This
very much depends on how EFTA is able
to utilise its fundamental strengths :
pragmatism, instrumentality, persistence
and the small state identity. Three main
challenges lay ahead in the immediate
future. The first challenge is the ability to
maintain and develop the rather exten-
sive external free trade system. The main
question is, how global an Association of
four small, albeit rich, countries can
become without extending its manage-
ment limits. 

The second challenge comes from the
ability of EFTA to cope with the emerging
issues the New Economy and all pro-
cesses related to it. The third challenge is
how EFTA could become a partner in the
emerging of the Atlantic framework and
through it a partner in the collective man-
agement of the world economy. Two cur-
rent members, Iceland and Norway, also
have vital security interests in the reform
of the Atlantic framework.

But EFTA is a unique model. It cannot be
exported or reconstructed. For outsiders
of EFTA, the four elements could certainly
offer examples on how to manage
regional integration independently of
each other. Taking the four elements as
separate items, the current applicant
countries for instance would benefit from
studying EFTA. 

In particular, the EAA solution would offer
a good model for the relationship but its
momentum has never surfaced because
of the lack of regional integration experi-

ence between the applicants. Against the
background of the relatively slow
progress in the accession negotiations,
problems ahead and taking into account
the new situation after the Helsinki
Summit, it might be worth studying
whether the EFTA experience could be
utilised in the framework of the
Association system between the EU and
applicant countries. Pragmatism, persis-
tence and instrumentality could be
planted in one form or another into the
current negotiation system. At least the
small applicant countries could learn from
the EFTA experience that co-operation
pays in a world of Powers.

The rest of the world could learn a lot
from the EFTA experience. First of all,
EFTA serves as a model of regional inte-
gration for countries whose aspirations
stay in cultivating regional co-operation
based on free trade. Regional integration
can be promoted without huge and
bureaucratised institutions on a prag-
matic base. Secondly, the history of EFTA
gives many valuable hints and experi-
ences on how to sleep with an elephant
and not only survive but also gain from
that position.
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EFTA and the EEA: 
A Functioning 
Partnership

Let me first say that I am extremely
pleased to participate in this seminar
organised in the context of EFTAÕs 40th

Anniversary. I must admit I was not con-
vinced that EFTA would still be alive and
kicking when three of seven members left
the organisation and joined the EU more
than six years ago. But the organisation
proved, as many times before, to be a
viable and pragmatic one with a striking
capacity for survival and adaptation to a
new situation. It has achieved the main
objective - maximum free trade among
its members and further free trade glob-
ally. Therefore, 40 years on, we can
clearly state that EFTA is a success story.

EFTA has developed from being a political
counterweight and an economic experi-
ment in the early 1960Õs to become an
important part of European economic
integration into the new millennium. We
have seen huge changes in the its 40
years of existence, both in the organisa-
tion and in Europe as a whole. In the
commemorative publication, Commis-
sioner Chris Patten writes that ÒEFTAÕs
history is one of constant change: of its
original seven founding members, only
two - Norway and Switzerland - are still
members of EFTA... Despite these dra-
matic movements, EFTA has remained a
motor of trade liberalisation...Ó 

Mr. Patten is right - In spite of the funda-
mental changes and turbulence, EFTA still
is a motor of trade liberalisation. The
vitality of EFTA has depended on the abil-
ity to adapt to an ever-changing environ-
ment through a pragmatic approach to
ensure its main objective: eliminate bar-
riers among the Member States and reg-
ulate trade relations with other partners. 

However, there are challenges ahead: EFTA
is a small player in Europe and partners are
rapidly developing their relationship within
and with the European Union - and will
EFTA survive a further loss of membership
on the EFTA side if yet another member
should join the Union side?

The ÒoriginalÓ EFTA
The European Free Trade Association con-
sists today of two parallel structures, with
clearly defined and separate tasks. One
structure is what we may call the Òorigi-
nalÓ EFTA, with main activities taking
place here in Geneva, and with
Switzerland taking an active part, and
indeed a clear lead in some matters. The
Geneva-based activities may be
described with one key expression: third
country relations. EFTAÕs network of free
trade agreements continues to grow,
extending to the Mediterranean region

H.E. Einar M. Bull, 
Ambassador of Norway to the

European Union

Ambassador Einar M. Bull is currently NorwayÕs
Ambassador to the EU. Previously, he was, in his capacity
as the Director General for External Economic Affairs at
the Ministry of Foreign Affairs in Oslo, closely involved in
the EEA negotiations.
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and the Middle East, South Eastern
Europe and Canada. Until now, we have
sought to parallel the European Union in
their efforts in extending free trade to
third countries. The parallel approach has
advantages, and it is yet another area
where EFTA and the EU work closely
together, often informally. 

This spring, we are about to conclude an
agreement with Canada, which would
mark the first time EFTA has moved ahead
of the European Union in shaping a free
trade accord with a major trading state.
We are able to do so because the EFTA
Member States represent a fairly homoge-
nous group in terms of economic and
social conditions, and the advantage of
having a small and flexible organisation
can often be a positive factor. Moreover,
we may be small, but it should not be for-
gotten that EFTA member countries are
among the richest countries in the world.
The EEA Agreement and free trade agree-
ments with third countries prove the inter-
est of those countries to associate with us.

EFTA/EEA
The other structure is the Agreement on
the European Economic Area, with the
main playing field in Brussels, and where
Switzerland is outside the formal set-up. It
has, in spite of some insufficiencies, a
privileged and special relationship with the
EU, and I would be the first to say that I
regret that Switzerland does not partici-
pate as a full member. We must admit that
the EFTA side is the weakest in the part-
nership, and I firmly believe that we would
have been much stronger with Switzerland
on our side. We see quite clearly that
Swiss expertise and experience in interna-
tional trade matters is a strong asset for
our negotiations with our partner countries
as EFTA continues to consolidate and
develop the free trade agreements.

To the outside world it may also seem
somewhat strange and inefficient to have
two quite separate structures in a small
organisation - e.g. with the headquarters

in Geneva and daughter headquarters in
Brussels, which may create confusion and
overlap. Seen from the inside, no major
difficulties have arisen. The structures
represent political realities, and it may
well be yet another example of the flexi-
bility and pragmatism that characterises
EFTA and our current EEA business. 

We have tried insofar as possible to
involve Switzerland in our dealings with
EU institutions. The guardians of the
sovereignty of EU institutions have, how-
ever, set certain limitations which we can
only take note of, even with regret. 

As Switzerland has now negotiated a set
of substantial bilateral agreements with
the EU, we are all awaiting the outcome
of the referendum later this month. As far
as I understand, the prospects seem
fairly favourable. I also note with great
satisfaction that the European
ParliamentÕs Industry, Trade, Research
and Energy Committee has just adopted
a draft recommendation on the agree-
ments where it invites the EP to approve
them. In the view of the parliamentary
rapporteur, the implementation of the
agreements is the only possibility to
intensify relations between the EU and
Switzerland. Whether an acceptance of
these accords will pave the way for
enhanced participation in the EEA is of
course something that will have to be
assessed and decided by our Swiss
friends themselves. 

The future of the EEA
A question that pops up in connection with
the ongoing enlargement process and
beyond, is the future of the EEA
Agreement. The Agreement was some-
thing new when it was negotiated and rep-
resented an alternative to those European
countries which could not, or would not,
join the Unions as members. Now only
three small countries - with little more than
five million inhabitants all together - partic-
ipate on the EFTA side. Will the Agreement
survive? Will the EU still be interested in
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continuing it? Should one invite other
countries in? Could EEA and EFTA mem-
bership be a possible ÒintermezzoÓ before
full EU membership, in order to prepare for
membership in the EU?

Let me briefly try to touch on these ques-
tions.

I think the EEA Agreement will stand for
now. It has to be admitted that the
EFTA/EEA countries, not least Norway,
have a special responsibility for the main-
tenance of the EEA as a viable organism.
Indeed, the EU is not required to put too
many efforts into the Agreement as it
functions fairly smoothly. There are few
problems; the acquis communautaire is
being integrated on a continuous basis.
The participating States on the EFTA side
have social and economic standards on
par with member countries in the Union.
It is my belief that the EEA Agreement will
stand in its present form as long as mem-
ber countries see it to be in their inter-
ests. This is probably as long as we do not
create too many difficulties, and member-
ship is not seen as a viable option for
political reasons in Iceland and Norway.

However, I donÕt believe that the EEA,
through EFTA membership, is an answer
for the aspiring countries in Central and
Eastern Europe, nor the countries of
South Eastern Europe. I do not think that
the applicant countries would be very
interested, but would rather see this as a
detour. The situation may have been dif-
ferent with Sweden, Finland, and Austria
and with Switzerland on the EFTA side of
the two-pillar system, but this is not the
case. Moreover, the EFTA/EEA States
would be reluctant to take applicant
countries on board as EFTA partners, be
it for economic reasons - who would foot
the bill? I do not think that countries that
are not prepared for membership in the
EU would be prepared for membership in
the EEA through EFTA-membership for
the quite simple reason that the EEA
Agreement incorporates almost 80 per
cent of the acquis communautaire. The
EEA Agreement covers the bulk of those

parts which are most difficult for candi-
date countries, i.e. internal market, com-
petition policy, standardisation, environ-
ment, transport, etc. 

A more amusing, albeit less realistic
approach, is the idea that has received
some voicing among British conserva-
tives, that of getting Britain out of the
European Union, and into EFTA and the
European Economic Area. UK quitting the
European Union and joining the EEA may
be dismissed as the idea of right-wing
eccentrics, but the ideas seem to have
now been moved from the back rooms of
think-tanks on the right-wing into the
corridors of power: The reputed news
magazine The Economist writes that the
US International Trade Commission, at
the instigation of the US Senate Finance
Committee, has begun hearings on
whether Britain could join the North
American Free Trade Agreement. A mem-
bership in NAFTA would not be compati-
ble with an EU membership. However,
British membership in EFTA would, in the
eyes of their advocates, give the UK the
economic benefits of membership, but
none of the political drawbacks - and it
would mean that it could apply for mem-
bership in NAFTA. However, the notion of
Britain quitting the EU and joining EFTA is
miles from the mainstream. But the idea
is likely to keep buzzing around the
fringes of the European debate. 

Let me conclude by repeating my intro-
ductory words - EFTA, now with its dual-
structured system, is still a viable and
dynamic economic organisation, which
has reached the objectives that were set
40 years ago - a freer trade among its
members and helped liberalising world
trade. However, I believe that the organ-
isation would have even more to gain
from having all four members as partici-
pants in the most comprehensive agree-
ment ever - the EEA Agreement. It would
streamline the organisation, it would put
more weight behind the grouping com-
pared to our 15 partners in the EU and we
would benefit even more from Swiss
expertise and know-how. 
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Development 
of EFTA Free Trade 
Agreements

Let me begin by congratulating EFTA on
its anniversary and thanking Kjartan
J�hannsson for having taken the initiative
to organise this event. Because I have
been associated with the organisation for
a good part of my professional life, it
feels like a dear relative is celebrating.
Attendance at and active contribution to
the proceedings is therefore both a pleas-
ant obligation and an honour.

I was tempted to make a further analogy
to human life and ask whether by turning
40 EFTA is now entering into a midlife cri-
sis, but the facts donÕt support this.
Rather, I came to the conclusion that
EFTAÕs history is one of continuous
change as a result of several shifts in
membership and the evolving situation in
Europe and beyond. While upsetting at
the time, these shifts have always
brought a new focus to the organisation:
the Free Trade Agreements (FTAs) of the
individual EFTA States with the EEC in
1973, the closer cooperation with the EU

in the mid-1980s and the extension of
FTAs to an increasing number of partner
countries in the 1990s. The situation
today cannot be compared to these times
of crisis.

Even though this round birthday does not
herald a crisis, the 40th anniversary pro-
vides an opportunity to pause for a
moment in order to look back and take
stock and to reflect on the future. I would
like to do this in three ways:

1. by introducing the book that you all
received today and that Ossi
Tuusvuori and I edited. It is the result
of a common effort by a number of
authors, some of whom are present
here today. The book is certainly a
stock-taking of sorts and we are very
happy that it could be published in
time for this event.

2. by sharing with you a few facts and
thoughts on the development of FTAs
in EFTA. 

Hanspeter Tschäni, 
Former Director of Trade Policy

Affairs, EFTA –Secretariat

Dr. Hanspeter Tsch�ni, is a former director of the EFTA Trade
Policy Affairs. He was in a central role in the early 1990s
when EFTA States were negotiating the Agreement on the
European Economic Area and started building up of what has
now become a network of 14 free trade agreements, and
what could easily expand within a year or so to up to
20 agreements. Mr. Tsch�ni is associated with the Swiss State
Secretariat for Economic Affairs (SECO), but in the meantime
he has been working on projects sponsored by the Swiss
Government in assisting governments in the Middle East and
elsewhere to build up their trade relations. He is the co-editor
and author of Principles and Elements of Free Trade Relations
Ð 40 Years of EFTA Experience, a book published by EFTA on
the occasion of its 40th anniversary.



2 0

3. and by taking the liberty of formulat-
ing some thoughts and questions
about issues that EFTA might need to
tackle in the future. Hopefully, some
of these thoughts and questions can
be picked up again during the panel
discussion.

I would like to start by introducing the
book. It has been written by people who
personally know EFTA and have practical
experience in various aspects of trade
policy work: negotiations, committee
work, application of the instruments at
home, etc. The authors present the vari-
ous issues and instruments that make up
the work of a regional free trade organi-
sation from a practitionerÕs point of view
and in a way that makes it understand-
able to a newcomer to the field as well.
They explain the relevance of a given
topic for trade policy. For example, why
do we deal with origin rules? Why has
trade policy more recently been dealing
with intellectual property rights? What do
we mean by anti-dumping? The authors
then proceed to describe how these ideas
are manifested in trade agreements.
They show how, in certain fields, multi-
lateral rules agreed in GATT/WTO are also
relied upon by regional trade agree-
ments. In other areas, the very nature of
regional trade agreements required that
they go beyond the requirements set in
GATT/WTO. Examples are the total elimi-
nation of tariffs and preferential origin
rules. In these fields, the authors felt
more compelled to demonstrate how the
various objectives of Regional Trade
Agreements (RTAs) resulted in diverse
solutions. An agreement aiming at a high
level of economic integration such as the
EEA requires different substantive solu-
tions, institutional requirements and dis-
pute settlement mechanisms than for a
basic FTA, whose primary purpose is to
reduce tariffs for goods to zero over a
transitional period. Finally, the authors
attempt to sketch - to the extent possible

- in which direction the development in
their field might be moving.

We hope that both the expert who is not
familiar with EFTA and the interested
general reader will find useful information
in the book. The expert will want to have
a closer look at Parts II to VI where, after
a presentation of EFTA, issues are
described in more detail and represent, in
a way, the building blocks forming an
FTA, EFTA-style: key issues relating to
trade in goods, new fields like trade in
services and trade-related IPR, horizontal
issues such as competition policy, public
procurement, and finally, institutional
questions and dispute settlement.

The non-specialised reader will appreci-
ate that the topics of the more technical
chapters are introduced in general terms
by pointing out their relevance to inter-
national trade. Furthermore, he or she
will benefit from the fact that the techni-
cal part is preceded by a series of chap-
ters addressing more general aspects of
international trade: an overview of the
international trading system, a presenta-
tion of the links existing between the
international and the domestic scene,
and an economistÕs view of free trade
agreements. We feel that especially
today, when the practices and results of
international trade policy are so deeply
put into question, such information is
necessary in order to contribute to de-
mystifying this field.

Turning to the second part of my presen-
tation, I would like to concentrate on the
FTAs that have been concluded over the
past several years with an increasing
number of trading partners in East
Europe, the Mediterranean and beyond.
Before turning to them, however, an
introductory remark is in order. One
should not forget that at the end of the
1980Õs and beginning of 1990Õs, EFTA
already had a rich experience with FTAs.
Let me mention the Stockholm
Convention, the bilateral FTAs with the
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EEC concluded by the individual EFTA
countries, the EFTA-Spain Agreement,
and the EEA, whose negotiation was in a
very intensive phase at that time.
However, all these agreements were con-
cluded between partners at a comparable
level of economic development and there
had been a definite turn towards more
comprehensive accords with a wider
scope, even though the form of an FTA
was maintained. Both the nature of the
questions to be handled with partners at
a different level of economic development
and the sheer number of partners to be
dealt with were thus a major challenge
for EFTA in the early 1990s.

After this introductory remark, I would
like to continue by showing you a slide
with the latest information on where EFTA
stands today in terms of agreements con-
cluded with its more recent trading part-
ners.

We can make a number of observations
from this slide:

¥ EFTA currently has 14 functioning
FTAs with its trading partners and
negotiations are under way with six
other countries.

¥ Declarations of cooperation exist with
6 countries. In many cases, such dec-
larations were the first step towards
FTA negotiations. This is indeed the
case for the majority of countries
listed here.

¥ The majority of these FTAs are asym-
metrical, meaning that the elimina-
tion of tariffs, QRs and non-tariff bar-
riers occurs faster for EFTA than for
the respective partner country.
Transitional periods range from 7
through 10 to a maximum of 12
years. On the other hand, the FTAs
with Israel, Turkey, Estonia, Latvia
and the PLO are symmetrical,
although in some cases, transitional
periods were also granted to these

countries for the full implementation
of non-tariff measures.

¥ All these agreements, both symmetri-
cal and asymmetrical, have entered
into force in the past 9 years.

¥ The asymmetrical agreements reflect
the fact that many partner countries
are at a lower level of economic
development than the EFTA countries.
This is changing with the start of
negotiations with Canada. Once an
agreement is concluded with that
State, it will also constitute the first
trans-Atlantic contractual partnership
for the EFTA States. 

¥ During the 1990s, the primary geo-
graphical orientation was towards the
CEEC countries and the
Mediterranean. More recently, more
distant countries have been singled
out as potential contractual partners.

¥ This network is complemented by
contacts with other RTAs, such as
ASEAN and the GCC.

The economic significance of these agree-
ments can be better gauged if the follow-
ing figures (1998) are taken into consid-
eration:

4. The total population of EFTAÕs current
free-trade partners stands at 202 mil-
lion. The States with whom negotia-
tions are under way will add another
108 million, making a grand total of
310 million. This compares to 12 mil-
lion inhabitants of the EFTA States.

5. EFTAÕs current free trade partners
represent a combined GDP of US$
709 billion. The new partners will dou-
ble that figure to US$ 1,411 billion.
For comparison: the total GDP of the
EFTA countries stands at US$ 419 bil-
lion.

6. EFTAÕs total trade with its 14 FTA part-
ners represents a value of US$ 7.3
billion. This makes up only 3% of
EFTAÕs trade with the entire world.
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The States with whom negotiations
are under way will add another US$
3.8 billion, bringing the percentage to
4.6%. 

These admittedly rough statistics seem to
demonstrate a considerable gap between
the trade potential, expressed in popula-
tion and GDP of the partner countries,
and realised trade, expressed in actual
trade figures. Obviously, a more precise
examination would need to be under-
taken to look at the root causes of this
imbalance and to propose solutions to
correct it. 

Looking at the content of the FTAs, one
gets the impression that they are rather
similar to one another. And this is the
intention, because the power of prece-
dent is quite strong in international nego-
tiations. Frequent changes are difficult to
defend at home and during negotiations
because the negotiating partner will cer-
tainly have also read previous agree-
ments. When we first discussed a trade
policy approach towards the transition
countries in Eastern Europe, Turkey, and
Israel in the early 1990Õs, we therefore
designed Òbuilding blocksÓ consisting of
issues to be addressed in a typical FTA.
Many of them are identical to those form-
ing the chapters of the new book. We
then worked on obtaining a reasonably
homogeneous and consistent stand of the
EFTA States on each of those blocks and
between them before embarking on the
negotiations. Apparently, the groundwork
laid was sufficiently solid to endure to this
day.

As indicated at the outset, I would like to
finish my speech by presenting a few per-
sonal thoughts and raising some ques-
tions that I consider relevant for the
future. 

Since the last change in membership Ð
and even predating that event - there
appears to be a common understanding
among the Member States that EFTA is
the vehicle through which they negotiate

preferential trade relations with a number
of trading partners. Both form and con-
tent of these relations are known to the
EFTA partners and their parameters are
not expected to change drastically. 

Judging by the number of agreements
and negotiations under way, this under-
standing seems to have worked quite well
so far. Nevertheless, looking at some of
the aspects of the approach chosen more
closely, I am tempted to raise some ques-
tions and would like to mention six:

7. The notion that several partners act-
ing together are stronger than each of
them proceeding separately has cer-
tainly been a fundamental reason for
EFTA States to continue their cooper-
ation. This holds not only vis-�-vis the
new FTA partners, but also towards
the EU. To mention an example, it is
difficult to imagine that the EFTA
States would have attained the sys-
tem of pan-European cumulation oth-
erwise. My question is whether all the
potential of acting together is fully
utilized today. It does not seem the
case in the Stability Pact for South
East Europe, e.g., where EFTA coun-
tries are still fighting to become full
members and EFTA as a whole is
noticeably absent, even in the delib-
erations of issues which have a bear-
ing on trade.

8. What is the economic rationale for
continuing to add countries to the list
of FTA partners? The primary concern
used to be to avoid discrimination of
EFTA traders in relation to their EU
competitors. If the countries in ques-
tion still have a high tariff wall Ð or
high tariff peaks in important product
categories Ð this reason still holds.
But what are the reasons in the case
of Canada and other potential candi-
dates who might be WTO members,
have a low tariff level, and may not
even have a preferential agreement
with the EU? How can a WTO-plus
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content be achieved in order to make
the extra effort of concluding an FTA
worthwhile?

9. With member countries enjoying a
considerably higher per capita income
than that of the EU, EFTA has cer-
tainly been an economic success. How
can it be ensured that the non-eco-
nomic aspects of EFTAÕs positive
experiences are developed further?
After all, over the past 40 years EFTA
has presented an example of a group
of countries which have managed to
peacefully resolve differences and
jointly chart and pursue a common
course of action. One way of passing
these experiences on might be to
admit other countries as members, or
associate members. While such a pos-
sibility was intensively discussed in
the early 1990s, nothing concrete
came of it.

10.Does EFTA have a responsibility
towards its partner countries at a
lower level of economic development
that goes beyond the opening of its
markets in line with the currently
valid FTAs? In this regard, EFTA did
not follow the lead of the EU, which
added financial support, technical
assistance, and a political dialogue to
trade questions in its Association
Agreements. Would more concessions
in the agricultural sector be feasible
for the EFTA States? Could EFTA come
up with creative solutions to finan-
cially or otherwise assist the partner
countries to soften the impact of their
market-opening measures?

11. Intra-EFTA solidarity has sometimes
been put under strain as FTAs have
been concluded with FTA partners
with whom some EFTA countries have
limited or no trade. How can this
strain be avoided, reduced, or man-
aged, in particular if more FTAs with
far-away countries are concluded?

12.What are the geographical distances
and total number of countries that
can be handled with the limited
resources in both the EFTA StatesÕ
administrations and the Secretariat?
Negotiators carry a triple burden:
they need to deal with the peculiari-
ties of each negotiation, keep an eye
on precedent and ÒsellÓ the agree-
ment at home. In small administra-
tions like those of the EFTA StatesÕ,
such people are not in ample supply.
Furthermore, agreements need to be
monitored, supervised and imple-
mented in order to reach the purpose
for which they were designed. This
too puts a strain on human resources.

These six issues Ð an incomplete listing
due to time constraints - are not pre-
sented in order to put into question
EFTAÕs clear merits or the impressive
results it has achieved with limited
resources. Still, since EFTA knows best of
all that the status quo seldom lasts,
thinking ahead is both a constructive and
positive approach. The 40th Anniversary
provides a welcome opportunity to
address this aspect of celebrating well.
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EFTA: A view from 
a partner country

Some weeks ago I received an unex-
pected call from Mr Kjartan Johannsson
with a very straightforward and eftaly
request - would I be willing to participate
in todayÕs seminar and present a view
from a partner country. As then, I am still
hesitating whether Estonia would be the
most appropriate and relevant country to
deliver an opinion on EFTA from a partner
countryÕs viewpoint. 

From the other hand Ð there is a
widespread belief, almost a religious one,
prevailing among Estonian policy makers
that the genes of free trade in our eco-
nomic policy are mainly inherited from
EFTA. As a country that abolished all tar-
iffs including those on agricultural prod-
ucts upon its regained independence in
1991 and ever since has exercised 0-tar-
iffs policy which has greatly contributed
to our success in economic development,
we are strong believers in the ideas that
free trade can deliver prosperity and
above all we are proud that EFTA has
been the source of this policy. 

Before proceeding I feel I should make a
couple of reservations without which the
following would in my opinion be perhaps
unjustified:

Firstly Ð as EstoniaÕs relations with EFTA
date back only to 1991 I would not be
able to say much about the organisationÕs
third country relations throughout its his-
tory beyond the last eight or so years. 

Secondly Ð we have seen and do see
EFTA as a very pragmatic and flexible
organisation composed of equally prag-
matic and flexible Member States.
Therefore it was sometimes difficult to
judge while looking back to the relations
whether they were more driven by the
organisation as such or by individual
member countries alone, or in some
groups.

Thirdly - as EFTAÕs relations with partner
countries have been in my opinion rather
tailor-made, the conclusions that might
be drawn should not be attributed to all
partner countries. They rather present
the opinion prevailing in Estonia and at
times solely my personal opinion.

And fourthly Ð the last decade has been
very active both for EFTA third country
relations and for partner countries, there-
fore if I happen to miss some important
points I apologise in advance.

Priit Pallum,
Deputy Under-Secretary,

Ministry of Foreign Affairs,
Estonia

Mr. PallumÕs country has been one of the closest partners of
the EFTA States in the past decade. Mr Pallum represents the
young generation of professionals who have been carrying the
heavy responsibility of building up their countriesÕ trade policy
and relations in the Baltic countries. He was in charge of
negotiations of free trade agreements with the EFTA States
and with a number of other partners. Before assuming his
duties in Tallinn early this year Mr. Pallum was serving as
EstoniaÕs Ambassador in Geneva and played a crucial role in
establishing contacts in Geneva-based organisations and also
in bringing to conclusion EstoniaÕs accession negotiations in
the World Trade Organisation
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General observations
The decade after the Second World War
witnessed the creation of the United
Nations, the Bretton Woods institutions,
General Agreement on Tariffs and Trade
as well as the emergence of the European
Communities on this continent. From the
first glance it could be argued there was
already an abundance of different organ-
isations that could possibly occupy all
available space of international relations
and particularly those in the field of eco-
nomic co-operation. Therefore it looks as
if the creation of EFTA was perhaps too
late.

From the other hand, at least some eco-
nomic affairsÕ historians claim that EFTA
was summoned as a counterweight to the
EEC by countries that did not initially take
aboard the idea of wider pan-European
co-operation and chose instead to create
their mutual relations primarily in the
field of trade liberalisation. Over the
years EFTA has, however, lent a number
of its previous members, namely the
United Kingdom, Denmark, Ireland,
Portugal, and later Sweden, Austria and
Finland, to that wider body. 

The ideas and belief backed by relevant
agreements in free trade have however
been maintained as the backbone of EFTA
internal co-operation and so it has per-
formed a unique role throughout its
entire existence while expanding these
ideas within and beyond its membership.
The irony has been that these very same
activities and ideas EFTA was initially
founded for have acted as a springboard
to the European Union for its own previ-
ous members. The same applies to some
partner countries that have applied for
EU membership as their important for-
eign policy objective.

The mission of EFTA has been and is
based on free trade as an engine of inter-
national co-operation and the present
and previous member countries should
be proud of that. The organisation should
also be proud of the maintained ability to

keep these ideas live and working and
feel that they still have a role to play,
increasingly so through their relations
with third countries.

Expansion to 
Eastern Europe
Apart from co-operation with the
European Communities it seems to me
that EFTA started to think more seriously
about its relations with third countries
only after the fall of the Berlin wall in
1989. Its role as a counterweight to the
co-operation within the European
Communities was diminishing as four
other members were thinking of leaving
the organisation for the EC. The fall of
Communism and the emergence of a
number of democratic market economies
can thus be seen as a huge shipment for
EFTA policymakers delivered just in time.
There is a great deal of voluntarism in
this judgement but canÕt we be a bit nos-
talgic at this historical moment.  

Records prove that initially the new
opportunities in relations with third coun-
tries were seized by the form of
Declaration on Co-operation. These were
signed with Poland, Hungary and
Czechoslovakia already in June 1990. The
collapse of command economy and ideas
of communism paved the way for
Albania, Bulgaria, Romania, Estonia,
Latvia and Lithuania to follow suit and
sign similar Declarations on December
10, 1991. 

The Declaration set three broad areas of
co-operation between EFTA and a partner
country including Estonia: trade, eco-
nomic and industrial activities and further
co-operation. They were all aimed at
trade liberalisation, creating favourable
conditions for investment, promoting
SME and emerging market development,
whereas free trade was already envis-
aged as the main aim of trade relations. 

It is worthwhile mentioning here that
from that date of signature of the
Declaration it took some 18 months
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before the Soviet rouble ceased to exist
as a legal tender in Estonia and some 4
years before the last Russian garrison left
my country. Needless to say that the
economy was in ruins, annual inflation
reaching three digit numbers and the
cash-stripped GovernmentÕs main worry
was how to live through the winter for
there were no significant stocks of heat-
ing oil and the meteorological service
predicted several weeks of below -20
degrees temperature. It is obvious that in
these conditions trade relations or SME
development were not the most urgent
things the Government had to worry
about. 

The Declarations with the Baltic countries
were signed on the same date as the free
trade agreement with Turkey. This of
course was attributed not to the coup in
Moscow but to the new ideas for third
country co-operation alone. In 1992 rela-
tions were formalised also with Israel
(FTA) and Slovenia (Declaration). This
makes 12 new partners in the course of
only two years. 

This remarkable speed EFTA was acting
at is particularly vivid while looking at the
relations with the Baltic countries where
the decisions to re-establish statehood
could materialise only after the events in
Moscow that happened on August 19,
1991. It took EFTA and its member coun-
tries only two months to send their first
mission to Estonia, Latvia and Lithuania. 

Perhaps it is worthwhile to mention here
that Iceland was the first country ever to
recognise our regained independence, a
fact that we never forget. 

The first half of the nineties were rather
turbulent times for EFTA. The increasing
number of new partners needed extra
time and efforts to develop relations with.
This was all on top of intermembership
business including EEA related activities. 

Here different tracks can be distinguished
with relations between new partners.

During the years of 1992 and 1993 FTAs
were concluded between EFTA on the one

side and respectively Israel, Poland,
Romania, Bulgaria, Hungary, Czechos-
lovakia on the other.

It is difficult for me to judge the reasons
why the EFTA common approach in nego-
tiating an FTA with the 3 Baltic countries
did not take place at the same time. My
guess is that the reasons lie in several
factors including an already heavy work-
load for EFTA, very deep economic down-
turn in the BalticÕs, small market size,
doubts in the sustainability of economic
growth and democracy in these coun-
tries. The latter might include our then
institutional weaknesses including that of
non-membership in the GATT. 

What happened with the relations with
the Baltic countries was that separate
EFTA member countries rather than the
organisation as a whole, namely Finland,
Sweden Norway and Switzerland entered
into bilateral free trade talks with all the
Baltic countries. As a result agreements
in the form of Protocol on Temporary
Measures on Economic and Trade Co-
operation were signed in 1992. At that
time the texts already included provisions
that the agreements would be terminated
upon accession to the EU of Sweden,
Norway and Finland. It is true, especially
in the case of Estonia that most of the
possible and fast growing trade flows
between EFTA would happen with these
Scandinavian countries only. Of course
one reason for that being their immediate
vicinity and thus perhaps a clearer vision
of potential gains from quick trade
expansion

To illustrate the actual background and
dimensions of trade flows let me mention
only one figure Ð in 1991 less than 5% of
overall Estonian trade was with countries
other than the Soviet Union. It is hard to
guess whether EFTA was involved in polit-
ical gambling or really saw the every
potential that the trade could develop.
Given the years that followed I would say
it was the vision based on experience, not
betting alone. Or a rather good bet.
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What is more important Ð the helping
hand was there and this is valued, I
believe, by all transition countries.

Notwithstanding the lack of a unified
EFTA approach on the front of FTAs these
swift initial contacts were of an invaluable
nature for the partner countries. It is no
overestimation when I say that the EFTA
free trade agreement model served the
purpose for not only setting up concrete
tariffs free movement of goods between
Estonia and the respective EFTA Member
States. 

The negotiations themselves were also a
huge learning process for our negotiators
including myself. While arguing over spe-
cific provisions of separate articles of the
agreement we developed understandings
of the nature of free trade and its institu-
tional boundaries. Without these agree-
ments we would not have our todayÕs
understanding of the nitty-gritty of trade
rules or the other provisions that most of
our partners had already developed over
three decades since the first meeting in
Punta del Este. Negotiating skills and bet-
ter command of English were valuable
side products as well. From the Estonian
perspective the entire relationship was
about learning by doing and to those of
you who have been involved in any of
these negotiations we owe as we owe to
our teachers although it might have been
a bit difficult for you to understand it
then. But these thanks are still valid and
that is why I want to stress them here. A
whole generation of Estonian and I
believe not only Estonian trade policy
makers have been through this EFTA
School, if I may call it this way. Needless
to say that the agreements were also
good ones.

The EFTA free trade model also served as
the basis for negotiations on free trade
between the three Baltic countries them-
selves. It is fair to state that without the
initiative on free trade from EFTA neither
the substance nor the wording of that
would have materialised in 1993. 

In parallel to the specific agreements
covering the movement of goods a num-
ber of other activities happened in the
EFTA-Estonia relations. From the early
90Õs we were generously offered a num-
ber of EFTA scholarships that allowed at
least three of my countrymen to advance
their economicsÕ studies. One of them, Mr
Lauri Luiker, who made his Masters
degree here in Geneva has later passed
on his knowledge to new students in
Estonian Business School, done substan-
tial work on currency board mechanism in
the Bank of Estonia and is now back here
in Geneva in the Institute of Advanced
International Studies to prepare for his
Doctoral thesis. 

EFTA also initiated a number of seminars
and workshops on trade policy, industrial
relations, public procurement, state aid
and dialogue between social partners. It
is hard to find in Estonia a civil servant
involved in economic and especially trade
policy matters who has not participated
in one of those early seminars or who has
not benefited from the spillover effect of
them. To a lesser extent these same rela-
tions have still been maintained through
the second half of the nineties until today. 

For a number of years EFTA has also
funded and provided lectures for the
Course of Market Economy taught annu-
ally at the Estonian School of Diplomacy.
Not all our diplomats have a university
degree in economics or business adminis-
tration and for those of the graduates
who are in the Foreign Service today and
have academic backgrounds in philology
or other sciences have proven to be suc-
cessful in dealing with economic relations
thanks to these courses. 

Technical assistance and public money
were also invested by EFTA Member
States bilaterally into Estonia and other
partner countries in Central and Eastern
Europe. The Swiss funded Special Trade
Policy courses in the GATT/WTO serve as
a perfect example and from a benefi-
ciaryÕs point money well spent. Annual
changes in trade figures between EFTA
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members and partner countries increased
usually more than 10 %, as did the FDI
flows into the partner economies. In five
years the ideas expressed in the initial
Declarations had very much materialised
to the benefit of all sides. I believe this
deserves to be reflected as an example
more widely, especially to those groups
that today argue against free trade and
inevitably expanding globalisation.

1995: a turning point
By mid-1994 after positive results of pub-
lic referendums in Austria, Sweden and
Finland it became clear those three for-
mer members would join EU as from
January 1, 1995 and abandon their mem-
bership in EFTA. Earlier all the member
countries except Switzerland had opted
for closer relations with the European
Economic Area. EFTA was clearly at its
turning point. My guess is that it was the
Norwegian ÒnoÓ that the ÒyesÓ to EFTA
future was built on. 

A special working group was established
to set up a future program for the organ-
isation. The picture at that time was not
very clear. This characteristic applies not
only to the future of EFTA alone but the
larger framework of European integra-
tion. The EU had already concluded asso-
ciation agreements with the Visegrad
countries. It had at least initially decided
on a different approach vis-�-vis some
other countries in the region. In
December 1994 Slovenian government
saw an opportunity and was seriously
considering applying for EFTA member-
ship. The matter was discussed between
prime ministers of Slovenia Janez
Drnovsek and Norwegian PM Gro Harlem
Brundtland. 

The Visegrad countries had consolidated
their economic co-operation in the form
of CEFTA and already had clearer vision
as to their co-operation with EU. 

There were debates whether EFTA could
be a back door to the EEA for countries
that the EU had put on a longer waiting

list. The turbulence of the institutional
future in Europe lasted for some time. I
recall Mrs Brundtland telling me at a cer-
tain dinner table in Davos in February
1996 that EFTA does not want to cut off
the possibilities for all Eastern European
countries to approach EU and therefore
EFTA membership would not be an option
for them. By that time of course the
internal debates of EFTA future were over
and the actual relining had taken place.
The decisions about future enlargement
by EU made in Luxembourg and more
recently in Helsinki have crystallised the
rightness of that judgement.

The EFTA Ministerial Meeting in Bergen on
June 13, 1995 witnessed the signature of
Slovenian-EFTA free trade and handing
over of EFTA drafts of free trade agree-
ments to all Baltic countries. The new
agreements were to replace and consoli-
date the old bilateral free trade agree-
ments that separate EFTA member coun-
tries had with their Baltic partners. The
actual talks began the same autumn and
were quickly finalised. The next
Ministerial Meeting in Zermatt on
December 10, 1995 saw already the sig-
natures to put on the final pages of those
agreements. At the same time EFTA had
also made a decision to expand its third
country ties to southern Mediterranean Ð
Declarations on Co-operation with Egypt,
Morocco and Tunisia were signed simulta-
neously. Later Macedonia, Cyprus, PLO,
Lebanon and Jordan Ð I hope I have men-
tioned every country Ð became new part-
ners. The recent relationship with Canada
is of course attributed to the same ideas
but perhaps also to good-neighbourly
relations with Iceland.

The co-operation with old and new part-
ner countries continued in the second half
of the 90Õs. As described above it deep-
ened with the earlier partners and also
expanded to new geographical exten-
sions. From my own years in Geneva Ð
that is from 96 until the end of 99 I can
say that it was extremely helpful to rely
on EFTAÕs long-lasting experience in trade
matters when we discussed the famous
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Article 24 or the system of pan-European
cumulation of the rules of origin in the
WTO context. Regular exchanges of views
on economic development have taken
place in the form of Joint-Committee
meetings. EFTA has continued its dia-
logue with the social partners from part-
ner countries and in the meetings of par-
liamentarians to whom we all in the civil
service are accountable. 

Mr Blankart will later address you with
the statement called The Success Story
of EFTA. I can only support his choice of
a theme. EFTA has indeed been a success
story. Perhaps it is the distances that sep-
arate the member countries and harsh
conditions their people live in that have
forced EFTA members to act pragmati-
cally and take the job they are up to very
seriously. EFTA is a sample of co-opera-
tion based on shared values and a hands
on approach. What counts most in this
context for partner countries are perhaps
not the economic gains of free trade
achieved thanks to the wide network of
FTAs but the attitude and approach to
issues. It does not matter how small or
big you are. What matters is how com-
petitive you are and where you choose
your niche to be in. 

While preparing this statement at a cer-
tain point I thought of illustrating my
already boring speech with some trade
figures. But I came to a conclusion that it
is not perhaps necessary to bring in the
dimension what those of you who deal
with statistics consider a certain sort of
lie anyway. Besides on the eve of opening
a new web-site we can rest assured that
our partner - EFTA - will do this job bet-
ter than any of us can. After all a huge
growth in volumes expressed in figures
might be useful if there is a lack of other
arguments to justify oneÕs mission. EFTA
can and indeed has done it more con-
vincingly by its very existence and activ-
ities which history of forty years have
proven is a trend rather than annually
fluctuating list of figures. 

At this point may I express gratitude for
EFTA and its Member States as well as to
the Secretariat and all the people that
can associate themselves with these
terms for the mission you have per-
formed and continue to perform, wish
you a Happy Anniversary and continuous
pragmatism and eftaly approach from A
THIRD COUNTRY VIEWPOINT.
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Global Policy Trends: 
Is there a 
Ònew economyÓ

Let me start, on behalf of the OECD, by
congratulating EFTA on its 40th anniver-
sary. As referred to by State Secretary
Blankart, I am sure that EFTA will still be
alive and kicking ten years from now.

I am not going to cover all the areas that
Kjartan said I was going to cover. What I
will do is raise a few questions regarding
what is happening in the world economy,
looking first at some trends and asking
the question: Is there a new economy?
Then briefly covering eastern global
recovery and then touching on some
implications for policy. Finally and very
briefly, since we have only 20 minutes, I
will discuss sustainable development and
the work we do on this topic at the OECD.

I will start with our ongoing OECD Growth
Study. Is there something new happening
in the world economy? And here (Table1)
you see among the larger countries that
only one, the United States, had a larger
growth of GDP per capita in the 1990Õs
than in the 1980Õs. 

So, in most large countries, with the
United States as an exception, there was
lower trend growth measured in this way
in the 1990Õs. Now, if you look at some of
the smaller economies, and I apologise
for having a star regarding Norway here,
but actually these are OECD figures, you
see that there are some smaller

economies where GDP growth per capita
was higher in the 1990Õs than in the 80Õs.
But not in many. There are many ways of
explaining this. For example, maybe our
Finnish friends would say this is unfair.
Norway had its recession in the late 80Õs
and very strong growth in the 90Õs. The
Finns had their recession in the early
90Õs. If we compared Finland and Norway
five years from now maybe the picture
would be different.

These are at least some trends, and the
bottom line is really that except for the
United States and a few smaller countries,
GDP per capita grew more slowly in the
1990Õs than in the 80Õs. If you look at the
so-called estimated multi-factor productiv-
ity growth rates in Table 2, they explain
the sources of growth which cannot be
explained by inputs of capital and labour.
And again we see there is some evidence
of a new trend in the United States. At
least the trend is upwards, unlike other
large countries except Canada, with some
increase, but from a very low level. Again,
from Table 2 you see that there are actu-
ally some smaller countries, both present
EFTA members and also former EFTA
members, where you can see some pick-
up in the multi-factor growth of productiv-
ity in the 1990s.

Thorvald Moe,
Deputy Secretary-General,

OECD 1

1 Views expressed are
my own and not neces-
sarily representative of

OECD countries.

Thorvald Moe is one of the four Deputy Secretaries-General of
the Organisation for Economic Co-operation and Development
(OECD) based in Paris. Within OECD, he is, among other
things, responsible for overseeing work on education,
employment, the environment and for a major programme of
work on sustainable development in which most OECD
Directorates are working closely together.

Before taking his current appointment in 1998, Dr. Moe had
been Chief Economic Adviser and Deputy Permanent
Secretary at the Norwegian Finance Ministry since 1989. 



E F T A  -  S P E C I A L R E L A T I O N S H I P 3 1

Before I try to give you a few possible
explanations, let me just give you the
most recent outlook for the world econ-
omy, and as you see from Table 3, the
OECD outlook is pretty favourable. There
is recovery, there is an upturn, and so in
a sense it seems that things are moving
along. There is a definite recovery from
the 1997-1998 crisis. And this is also the
case for some of the countries that really
were affected by the Asian-Russian-Latin
American crisis. As you may see, there is
a clear upward trend. These countries
are, with the possible exception of
Russia, all on recovery paths. The predic-
tions from two years ago that now there
would be a long-term downturn has been
proven false. See Figure 1.

Now what are some of the implications
for policy? What you actually see, as I
have already alluded to, is that the gen-
eral trend rate of growth is actually
downward, if you look at figures for the
1980s compared to those from 1990.
Given that there have been modest
demographic variations, this means that
there has actually been a diversity in the
sense that GDP per capita grew more
rapidly in a few countries, but more
slowly in other countries.

If we were to look at the same picture
five years, and again ten years from now,
it may be different. There seems to be a
ÒNew EconomyÓ in the US, and over the
next decade many aspects of it may have
taken hold in most other OECD countries.

That being said, from my point of view I
would argue that the significant course of
these diverse trends can be partially
explained by ÒOld EconomyÓ explanations.
Macro policies, structural policies, and you
see that the big difference is really caused
by different rates of labour utilisation.

Countries with a high growth of GDP per
capita in the 1990Õs have achieved low
unemployment and higher employment,
and they were able to really utilise their
resources to a much higher degree than
some other countries. If you look at the
90Õs, in the four large economies in
Europe, actually the unemployment
increased and employment decreased.
Productivity developments have not been
so bad, but to some extent productivity

developments are caused by shedding
low skilled labour. However, these
economies are presently on clear recov-
ery paths with increasing employment.

In that sense I will argue that many of
the ÒoldÓ policy rules that we have dis-
cussed in the EFTA Economic Committee
and in the Economic Policy Committee of
the OECD during most of the 1990s
remain valid.

If you look at micro figures, for example,
and look at ICT investments as part of
total private investment, in the US itÕs
35 per cent of total private investment
while in the OECD the average is as low
as ten per cent. But that is the short-term
static view. When one looks at micro evi-
dence in the United States, there is evi-
dence that these new techniques, these
new technologies, change the work of an
organisation, how it effects relationships,
how it effects the working of small firms,
for example.

You could argue that when this has had
time to develop, it will significantly change
important parts of the private economy
and in that sense Ònew economiesÓ may
emerge in many OECD countries. One
could also argue that with some lag, we
gradually caught up with the US after the
Second World War in Europe. I would just
leave that open, and as I said, maybe
there are people here who are actually
now working in the private sector who
would have some views on that.

But if you look at the US experience, you
could again say that there are some basic
economic reasons why they have been
doing so well. As stated in Table 4, these
are basic economic arguments about
competitive goods markets, flexible
labour markets, efficient financial mar-
kets etc. I would also argue that the fact
that the US central bank, which has both
growth rates and low inflation as targets,
has been of importance for the growth
experience in the 1990s.

OECD is now also looking at economic
development from a broader and more
medium- and long-term perspective in an
organisation-wide project on Sustainable
Development. It is well known that GDP
per capita is an imperfect measure of
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economic welfare, and that important
social and environmental considerations
should be included when looking at the
benefits of economic development more
generally. Table 5 gives you an overview
of the topics we at the OECD intend to
cover, summarising it in a Policy Report to
the OECD Ministerial Council Meeting
next year.

One issue, which you discussed this morn-
ing, is Trade, Investment and Sustainable

Development. The discussion seemed to
imply that trade negotiations could go on
according to the Òneo-classicalÓ model, i.e.
that trade issues should be separated from
environmental and social issues. An impor-
tant challenge ahead, perhaps also for
EFTA, is if not more integration is needed
to move the trade agenda ahead. And
more generally, in order to make the tran-
sition towards sustainable development.

Table 1 - Trend Growth of GDP per capita
in OECD Countries. Average Annual 
Rates of Change

1980-90 1990-98

United States 2.0 2.2 *

Japan 3.3 1.6

Germany 1.9 0.9

France 1.6 1.2

Italy 2.3 1.3

United Kingdom 2.2 1.8

Austria 2.1 1.7

Denmark 2.0 2.1*

Finland 2.2 1.3

Netherlands 1.6 2.1

Norway (Mainland) 1.4 2.2*

Sweden 1.5 0.9

Switzerland 1.6 0.1

Iceland 1.7 0.8

* 4 countries (US, Denmark, The Netherlands,
Norway have higher GDP/capita growth in the
1990s)

Table 2 - Estimated Multifactor
Productivity Growth Rates

1980-90 1990-98

United States 0.8 1.1 *

Japan 1.6 0.8

Germany 1.1 1.0

France 1.5 0.9

Italy 1.2 1.2

United Kingdom 2.0 1.2

Canada 0.3 0.7

Austria 1.0 0.6

Denmark 0.8 1.9*

Finland 2.1 3.1*

Iceland 0.4

Netherlands 1.1 1.1

Norway (Mainland) 0.6 1.8*

Sweden 0.9 1.7*

Switzerland 0.1 -0.1

* Stronger Multifactor Productivity Growth
Rates in five countries (US, Denmark, Finland,
Norway and Sweden).
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Table 4 
US EXPERIENCE

Contribution of elastic supply response and stable macro-economic conditions and
the following factors:

¥ Strong work incentives, rising mobilisation of labour

¥ high job-market flexibility in accommodating the considerable changes in the
structure of demand for labour

¥ leaving resource allocation issues in product and financial markets to be handled
by the private sector

¥ legal framework for bankruptcy competition and security markets

¥ monetary and fiscal policies that have allowed the private sector to operate at
high capacity

Table 3 - Recovery in World Output - Annual Percentage Change

CURRENT PROJECTIONS

1998 1999 2000 2001

World Output 2.5 3.3 4.2 3.9

Advanced economies 2.4 3.1 3.6 3.0

Developing economies 3.2 3.8 5.4 5.3

Countries in transition 0.7 2.4 2.6 3.0
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Table 5 - Outline of the OECD Analytic Report on Sustainable Development

Part A. The Outlook for Sustainable Development
Chapter 1. Key Economic, Environmental and Social Challenges

Part B. Sustainable Development as an Integrated framework for Policy
Chapter 2. Key Features and Principles
Chapter 3. The Measurement of Sustainable Development
Chapter 4. Institutions and Decision Making for Sustainable Development

Part C. Globalisation and Sustainable Development
Chapter 5. Trade, Investment and Sustainable Development
Chapter 6. Strategies for Enhancing Sustainable Development in non-member countries

Part D. Enhancing Sustainable Development in OECD Countries
Chapter 7. Implementing Appropriate Framework Conditions
Chapter 8. The role of technology
Chapter 9. Experiences in OECD countries: a synthesis report from OECD Economic Reviews

Part E. Policy responses: Key Cross-sectoral Issues
Chapter 10. Managing Natural Resources
Chapter 11. Responding to climate change

Part F. Policy Responses: Sectoral and Territorial Approaches
Chapter 12. Energy and Sustainable Development
Chapter 13. Transport and Sustainable Development
Chapter 14. Agriculture and Sustainable Development
Chapter 15. Manufacturing and Sustainable Development
Chapter 16. Territorial dimensions of Sustainable Development
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EFTA:
the way ahead

A lot has already been said about EFTA
today. And rightly so, since EFTA is 40
years old. In a personÕs life, a 40th birth-
day is an important milestone. For an
Association which has lived through 40
years of European integration, it is cer-
tainly an occasion to pause for thought.
Previous speakers have already dwelt on
the successes of the past, so I will not
attempt to compete : they did a much
better job of it than I could ever have
done. However, they did leave me the
more difficult task: talking about the
future. Not that EFTA doesnÕt have a
bright future, I think it has. But making
long-term predictions about European
integration has always been a risky busi-
ness, especially if you are Swiss.

There is one single lesson I draw from
EFTAÕs past which is highly relevant to its
future: EFTAÕs ability to transform itself
beyond recognition each time this is in its
MembersÕ interest. Indeed, EFTA today
bears little resemblance to EFTA yester-
day and, most probably, to EFTA tomor-
row. Therefore, let me attempt a rough
portrait of the Association as it stands

today in order to help us look into the
future.

EFTA today consists of four small, like-
minded west European countries which
are not in the European Union.

I would like to dwell on the word ÒsmallÓ.
Actually, weÕre not that small É Last year,
the combined GDP of the EFTA countries
amounted to about 423 billion dollars,
considerably more than say, Australia, or
Russia, and not much less than Canada.
The combined external trade of EFTA
stood at over 242 billion dollars, repre-
senting 2.2 per cent of world trade. EFTA
is also the EUÕs second largest trading
partner after the US, ranking before
Japan. In certain fields such as financial
services, pharmaceuticals, energy, mar-
itime transport and fisheries, EFTA
Member States are world leaders.

There is another aspect of EFTA today
which deserves a word of explanation.
Why are four countries in such varied
locations of Western Europe in the same
club? What is this strange animal? The
historical reasons, free trade between

Pascal Couchepin
Swiss Federal Councillor

Pascal Couchepin graduated in law from the University of
Lausanne. In 1968, he opened a practice in Martigny and was
elected town councillor. In 1984, he was elected President of
the city, a post he held until 1998. He was

elected to the National Council in 1979, and was President of
the radical group of the Federal Assembly between 1989 and
1996. He was also a member of the governing board of
several private companies, including T�l�com SA and
Electrowatt Holding. He was first elected to the Federal
Council in 1998 when he took charge of the Federal
Department of Economic Affairs. He was re-elected for a four-
year term in 1999.
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them, no longer hold. Indeed, trade
between EFTA members is minimal. But
history fosters enduring shared values.
Now more than ever, the EFTA States
depend on exports for their very survival.
As an organisation, EFTA has always been
an excellent tool for its members to fur-
ther their trade interests and, through
that, their external relations in a wider
sense. Today, EFTA has become a kind of
Zwecksverbund of like-minded countries
deeply committed to free trade, not least
by virtue of necessity. 

ÒCould the EFTA countries not achieve the
same goals separately, each on their
own?Ó I hear you ask. The answer is:
possibly, but it would certainly be more
difficult and more expensive.

We are living in an increasingly multilat-
erally-minded world. Not only is this
demonstrated by the very existence of
the WTO, but also by the fact that the
recent past has seen a proliferation of
regional trade agreements and customs
unions. According to the WTO, there are
no less than 220 regional trade agree-
ments in the world today, well over half of
them concluded in the last ten years. In
other words, it pays to be part of a mul-
tilateral group. It is therefore not surpris-
ing that EFTA, as a well-established and
respected grouping, finds it easier to get
the attention of trading partners than as
separate, individual countries. 

So, if EFTA is no longer about trade
between its members, what does it do?
There are two main lines of activity: EFTA
as an instrument of European integration,
and EFTA as a tool to establish free trade
relations with countries or groupings out-
side the EU.

As an instrument of European integra-
tion, EFTA allows three of its members to
participate in a Single Market of 380 mil-
lion consumers, on equal footing with EU
Member States, through the EEA

Agreement. Since this Agreement is
essentially dynamic, future prospects are
relatively clear. The EFTA countries party
to the EEA will become increasingly inte-
grated in the Single Market as they take
over more and more EU legislation.

One EFTA country, my own, has chosen a
different way of conducting its relations
with its neighbours, by concluding a
package of seven sectoral agreements
with the EU. I am hopeful that Swiss vot-
ers will approve the package later this
month and thus establish a predictable
framework for relations with the EU for
years to come.  Switzerland still partici-
pates in the EFTA pillar of the EEA pro-
cess as an observer, and also intends to
make a modest contribution to European
integration by extending the treatment
granted under the bilateral agreements
with the EU to its EFTA partners. This will
involve a modernisation of the EFTA
Convention, the AssociationÕs founding
charter, which will have the additional
advantage of strengthening EFTAÕs posi-
tion vis-�-vis third countries.

As a tool to establish free trade relations
with countries or groupings outside the
EU, EFTA is a remarkable success story. I
will not dwell on the history of EFTA third-
country relations since this has already
been covered by others. But the fact
remains: the EFTA countries today have
the worldÕs second largest network of free
trade agreements with third countries
after the EU: 14 existing free trade
agreements with partners in central and
eastern Europe and the Mediterranean,
and perhaps as many as 10 more on the
way, some of them further afield.  This is
impressive enough, but letÕs look at some
figures: the EFTA countriesÕ trade with
the 14 partners I just mentioned rose
from 4.2 billion dollars in 1991 to 7.3 bil-
lion dollars in 1998. This could represent
a doubling of trade over a period of ten
years, which would, at least partly, be
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thanks to the conclusion of free trade
agreements. 

So where do we go from here? Firstly,
EFTAÕs free trade network in the wider
Euro-Mediterranean region has to be
completed. Businesses based in the EFTA
countries must be treated on equal foot-
ing with their EU-based competitors in
the Euro-Mediterranean free trade zone
to be created by the year 2010. Free
trade agreements with Jordan, Tunisia,
Egypt, Lebanon and Cyprus are in the
making, and initial contacts with Syria
have already taken place.

Furthermore, a free trade agreement
with Macedonia is due to be signed in the
next few weeks, as are three declarations
on co-operation, the first step on the road
to free trade, with the Ukraine, Croatia
and the GCC.

In this context, there is one central issue
which is of capital importance: Euro-
Mediterranean cumulation. The building
up of two parallel networks of agree-
ments by EFTA and the EU in the
Mediterranean amplifies existing techni-
cal problems of compatibility. For exam-
ple, a product made from Swiss and
Moroccan components does not have
duty-free access to the EU and vice-
versa, even though both Switzerland and
Morocco, separately, enjoy free trade
with the EU. The same problem, but in
relation to central and eastern Europe,
was solved a few years ago by the intro-
duction of European cumulation between
the EU, EFTA and the CEECs. This
arrangement should now be extended to
the Mediterranean region without delay,
and I intend to raise the matter at the
highest level when I visit Brussels later
this month.

Second, the EFTA States are increasingly
active beyond the immediate confines of
Europe. A free trade agreement with
Canada is due to be finalised shortly. May

I remind you that this agreement will be
a milestone in more ways than one and a
fitting event for EFTAÕs 40th anniversary:
it will be the EFTA countriesÕ first free
trade agreement outside the Euro-
Mediterranean region, and it will be the
first free trade agreement across the
North Atlantic ever.

Not only is our free trade agreement with
Canada important in its own right, it is
also the first step of a new trend for EFTA
: establishing free trade with partners
world-wide. Exploratory talks with Mexico
started the day before yesterday, similar
contacts with Chile took place already
some months ago, while further moves in
relation to Mercosur and South Africa are
foreseen later in the year.

There is one part of the world which I
have not yet mentioned: Asia. I take the
view that we should seize the opportunity
of changing attitudes to regionalism in
the Far East while we can. We should take
the initiative and approach some of the
countries which have shown interest in
establishing ties with EFTA in the past.
We should tell them that we are ready
when they are. I very much look forward
to having a fruitful discussion on this
matter at the next EFTA Ministerial meet-
ing in Zurich on 19 June.

With these few remarks, I think I have
covered the foreseeable future. The
unforeseeable future is more difficult É if
ten years ago someone had described
EFTA to me as it is today, I would have
questioned their sanity. But how long
EFTA will exist in its present form is hard
to tell. In my view, its membership will
not expand. The present members do not
wish to enlarge the organisation and feel
comfortable with it as it stands. Things
could change if one or more of its mem-
bers joined the EU, but that is looking
rather too far into the future.
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However, with or without EFTA, I think
liberalisation through preferential agree-
ments will continue to be a prominent
trend in world trade in years to come.
This is allowed under Article XXIV of the
GATT and is complementary to multilat-
eral trade liberalisation under the WTO.
Regional and multilateral co-operation
are two means to the same end: world-
wide free trade, for sake of ever more
prosperity, stability and individual free-
dom.

EFTA is forty today. We are proud of our
Association. Its contribution to the cause
of free trade is considerable, not only for
its Members, but also for its partners. I
am confident that this will continue to be
the case for the foreseeable future. This
in itself calls for celebration since, to
quote Benjamin Franklin, Òno nation was
ever ruined by tradeÓ. So, EFTA, happy
birthday!


