
DIRECTORATE-GENERAL FOR EXTERNAL POLICIES

POLICY DEPARTMENT

DG EXPO/B/PolDep/Note/2015_179 EN
June2015 © European Union, 2015

IN-DEPTH ANALYSIS

Switzerland:

A vote against migration
holds up far more

Author: Aydan BAHADIR

ABSTRACT

EU-Switzerland relations have been strained since February 2014 Anti-immigration
initiative whose outcome called into question the principle of free movement and the
Single Market underpinning the bilateral relationship. Faced with the EU's refusal to
renegotiate the free movement agreement, the Swiss government has followed a
double-track strategy to overcome the stalemate: on the one hand seeking internal
ways to implement the changes required by the vote by February 2017, and on the
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on a solution to the free movement problem are on-going. While negotiations for a
comprehensive institutional framework agreement are also continuing separately,
the outcome – and the future of bilateral relations generally – will ultimately depend
on resolving the question of free movement.
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1 Key issues and developments

 The result of Switzerland's popular vote of 9 February 2014 to limit
immigration, including from the EU, has spelled complications for the principle
of free movement, souring relations with the EU. Implementing the vote would
not only be incompatible with Free Movement of People Agreement (FMOP),
but put at risk the country's entire series of bilateral treaties with the EU.

 The Swiss government is following a double-track strategy to overcome the
stalemate: on the one hand seeking internal ways to implement the results of
the vote by February 2017, and on the other trying to save – and even further
develop – bilateral relations with the EU.

 While the EU has refused a renegotiation of the FMOP that would introduce
quotas and national preferences, consultations on how to solve the problem
are continuing on informal basis between the Commission and Swiss
authorities.

 On 11 February 2015, the Swiss government adopted a draft law to implement
the 2014 vote. The draft law is based on the supposition that the EU will agree
to amend the FMOP, and the law can only enter into force if the FMOP is
amended.

 Negotiations for an institutional framework agreement with the EU started in
May 2014. Despite the repercussions of the 2014 vote, negotiations are
continuing. However, the conclusion of the agreement – and EU-Swiss
relations generally – will depend on finding a solution to the FMOP crisis.

 In mid-January 2015, the Swiss National Bank unexpectedly abandoned the
exchange rate ceiling for the Swiss Franc (CHF 1.20/EUR 1.00). This prompted
a rapid appreciation of Swiss franc, and economic indicators have worsened
since. Although the damage has proved to be not as dramatic as was feared,
a strong Swiss franc is projected to continue to strain economic activity and
growth levels throughout 2015 and 2016.

 Switzerland's next general elections will be held on 18 October 2015. The main
focuses of the campaign include uncertainties about the future of the bilateral
relations with the EU, welfare state provisions and the repercussions of the
appreciation in Swiss franc on the economy.

 Despite the success of its popular vote initiative of February 2014, votes for
the right-wing, populist Swiss People's Party (SVP) are expected to decrease
in the October 2015 elections. While the party may still obtain the highest
number of votes, many consider that its anti-immigration in 2014 went too
far in the public eye by placing the vital bilateral accords with the EU at risk.

 On 27 May 2015, the EU and Switzerland signed a new tax transparency
agreement that will put an end to Swiss banking secrecy for EU citizens.
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2 European Parliament–Switzerland: Milestones

12 June 2015 The 34th EU-Switzerland inter-parliamentary meeting (IPM) will be held in
Zurich. The agenda includes a future institutional framework for EU-
Switzerland relations, the free movement of people, migration issues
(Schengen/Dublin) and the Transatlantic Trade and Investment Partnership
(progress in negotiations and the potential impact on the internal market).

18 December 2014 The 33rd IPM was held in Strasbourg with topics including the future
institutional framework for EU-Switzerland relations, the free movement of
people, migration issues (Schengen/Dublin) and research cooperation
(Horizon 2020 and Erasmus programmes).

24 May 2012 EP resolution of 24 May 2012 on Swiss quotas on the number of residence
permits granted to nationals of Poland, Lithuania, Latvia, Estonia, Slovenia,
Slovakia, the Czech Republic and Hungary.

7 September 2010 EP Resolution of 7 September 2010 on EEA- Switzerland: Obstacles with
regard to the full implementation of the internal market (2009/2176(INI).

14-15 October 1981 The first of the annual EU-Switzerland IPMs was held in Strasbourg.

3 Political situation in Switzerland

3.1 Overview

Since the 2011 elections,
the Swiss government has
been dominated by the left-
wing Social Democratic
Party (SPS) and the centrist
Free Democratic Party
(FDP).

The Swiss People's Party
(SVP) has been an unsettling
force in the consensus-

Since the last general elections in October 2011, Switzerland has been
governed by a coalition of the four main parties, a system known as the
'magic formula' in place since 1959: The left-wing Social Democratic Party
(SPS), liberal Free Democratic Party (FDP- Radical Democratic Party), the right
wing Swiss People's Party (SVP) and conservative Christian Democratic Party
(CVP) -and the smaller Conservative Democratic Party (BDP). Seven member
Federal Council (Swiss government) is dominated by the SPS and FDP that
has two seats each.

The SVP, headed by Christoph Blocher, has established itself as a powerful
radical right-wing party over the past decades and has been getting the
largest shares of votes in the last four elections (around 27 %). With its
conservative socio-economic policies and strong anti-EU stand, the SVP has
been unsettling the Switzerland's consensus-driven political culture
particularly over the last years1. This recently has been highlighted by the

1 The SVP began to embrace  anti-immigration and anti-foreigners initiatives (such as anti
minaret initiative), engaged in historical revisionism and spread anxiety about globalization
and Switzerland`s possible entry into the European Union. The party’s infamous 'black
sheep' posters resulted in international condemnation and criticism from the United
Nations. For more info see the article by Stockemer, Daniel, 'The success of the Swiss People’s
Party is down to better party organisation, not a general increase in support for the far-right in
Switzerland', 17.09.2012

http://www.swissinfo.ch/eng/people-s-party-accused-of--racist--campaign/245112
http://www.swissinfo.ch/eng/people-s-party-accused-of--racist--campaign/245112
http://blogs.lse.ac.uk/europpblog/2012/09/17/swiss-peoples-party-stockemer/
http://blogs.lse.ac.uk/europpblog/2012/09/17/swiss-peoples-party-stockemer/
http://blogs.lse.ac.uk/europpblog/2012/09/17/swiss-peoples-party-stockemer/
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driven Swiss political
system.

debate over putting a limit on EU immigration, which was narrowly approved
by the popular vote-launched by the SVP- on 9 February 2014. The initiative
foresees to put annual quotas on immigration and to give preference for the
Swiss citizens in employment.

Bilateral relations with the
EU have been seriously
strained since the 2014
February anti-immigration
vote which is incompatible
with the principle of free
movement.

Consultations on how to
solve the free movement
problem continue on an
informal basis.

Negotiations on a wider
framework agreement are
also continuing but will
depend on finding a
solution to the free
movement of people
problem.

February popular vote inflicted serious blow to EU-Swiss relations.
Implementing the results of the vote would severely undermine the free
movement principle that EU-Switzerland bilateral relations and EU Single
Market is based on. It would not only be incompatible with the Free
movement of People Agreement (FMOP) but also would put at risk the
whole series of Bilateral I treaties with the EU, essential for the functioning
of the Single Market.

The Federal Council is having a hard time to overcome the political and legal
stalemate created by the February vote. On the one hand, it has to
implement the new constitutional provisions by February 2017, on the other,
it seeks ways to maintain and further develop relations with the EU. While the
EU rejects the renegotiation of the FMOP (with a view to introduce quotas
and national preference), consultations on how to solve the problem
continues on informal basis between the Commission and Swiss authorities.

Crisis over the free movement issue seem to have also disrupted the
negotiations on comprehensive institutional framework agreement, which
started in May 2014. The institutional framework negotiations are crucial,
because it includes FMOP and the Council of the EU has been determined,
even before FMOP crisis, about not to allow any further Single Market
access to Switzerland (e.g. on electricity) without this framework agreement
(for more details see Chapter 5). Though disrupted by the repercussion of
February vote, negotiations on framework agreement still continue. But
conclusion of the agreement will eventually depend on finding a solution
to the free movement of people problem.

The Swiss government has
recently passed a draft law,
which seems to put the
onus for the
implementation of the vote
(back) onto the Swiss
parliament and the
electorate.

On 11 February 2015, the Federal Council adopted a draft implementing
law for the 9 February vote, which is based on the supposition that the EU
will agree to amend FMOP and the law can only enter into force if the FMOP
is amended. With this move, the Federal Council seems to have put the
onus for the implementation of the vote (back) on the Parliament and the
electorate. However the EU is still not likely to agree with this pragmatic
solution as long as Swiss side does not give up at all the objective of
limiting the free movement.

Uncertainties about the
future of EU-Swiss relations
are apparently dominating
the campaigns for elections

The next general elections will be held on 18 October 2015. The campaign
period has already started in 2014 prompted by the uncertainties about the
future of the Switzerland's relation with the EU following the 2014 February
vote. In order to preserve the economic gains out of close ties with the EU,
main political parties such as Christian Democrats base their campaign to
save the bilateral agreements with the EU while respecting the will of the
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in October 2015. people to curb immigration a bit. Nevertheless the Social Democrats (SPS)
thinks that electoral campaigns, instead of focusing on external affairs,
should focus on internal issues, such as a fairer distribution of wealth2. As
was the case in 2011 elections, SVP will continue focus mainly on anti-
immigration and anti-EU streak. Despite the success of the February vote,
opinion polls suggest that SVP's votes continue to decrease in the next
elections, which also was the case in previous elections. Apparently by
risking the bilateral accords with the EU, the SVP has gone too far in the
eyes of a majority of voters3. Nevertheless, the SVP is still expected get the
highest vote in October elections. Traditional citizens see it as the protector
of their national interest and independence against the rising internal
external pressures that push Switzerland to open itself to the EU4.

The abandonment of the
Swiss franc-euro exchange
rate ceiling has been
followed by negative
economic indicators.

Welfare provisions (e.g. pension system) and declining economic prospects
due to the strengthening Swiss Franc seem be other focus areas of the
electoral campaigns. On 15 January 2015, the Swiss National Bank
unexpectedly abandoned the exchange rate ceiling for Swiss Franc
(CHF1.20/EUR1.00). This prompted a rapid appreciation of Swiss franc and
economic indicators have worsened since then. Although until now
appreciation in Swiss Franc has not been as not strong as feared, economic
activity and growth levels seems to be strained by the strong Swiss franc
throughout 2015 and 2016. Effects of this policy in the long terms still
remain uncertain both for Switzerland the Euro area.

Federal Council currently continues to deal with the Nuclear Energy Exit
strategy and voiced its opposition to proposal from left leaning parties and
trade unions to transfer the right to levy 20 % inheritance tax from the
cantons to the federal level5.

3.2 Political system

The Swiss political system is
characterised by direct
democracy and a
consensus-oriented
approach.

The Swiss Confederation is a federal state consisting of 26 cantons6. It is a
parliamentary democracy with pronounced features of a direct democracy.
Many legislative initiatives are only adopted after a referendum, which has
led to a consensus-oriented approach. The Swiss emphasis on agreement
also contributed to the political continuity of the federal government from
1959 until 2007, when it was jointly run by all four of the country’s major
parties. At that point, the Swiss People’s Party (SVP) moved to become an

2 Mombelli, Armando, SwissInfo, 'Relations with EU loom as major campaign Issue', 18 Dec
2014
3 Quote from Claude Longchamp, head of the GfS Bern research and polling institute which
carried out the election barometer for the Swiss Broadcasting Corporation within the Article
by Armando Mombelli 'Voters continue to gravitate towards the Center', 3 October 2014
4 LSE Article by Stockemer, Daniel, op.cit1
5 Economist Intelligence Unit, Country Report - Switzerland 20 May 2015
6 20 of 26 cantons are considered full cantons, 6 are considered half cantons because they
originated from internal divisions in three cantons. For more info see Switzerland's Political
Systems, Direct Democracy

http://www.swissinfo.ch/eng/elections-2015_relations-with-eu-loom-as-major-campaign-issue/41072064
http://www.swissinfo.ch/eng/parliamentary-elections-2015_voters-continue-to-gravitate-towards-the-centre/40875968
http://direct-democracy.geschichte-schweiz.ch/switzerlands-political-systems.html
http://direct-democracy.geschichte-schweiz.ch/switzerlands-political-systems.html
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Cantons enjoy considerable
political power and
autonomy, in particular
over public services and
taxation.

opposition party for a period of one year after its key personality, Christoph
Blocher, failed to receive Parliament's consent to become member of the
government.

Executive and legislative powers are limited at the federal level. In
constitutional terms, the cantons are sovereign in all areas that are not
specifically entrusted to the federal government. Cantons therefore wield
considerable day-to-day political power and enjoy a large degree of
autonomy, in particular over public services and taxation.

A prominent characteristic of the Swiss political system is its provisions for
direct decision-making by citizens, which exist at the federal, cantonal and
local level. At the federal level, laws and international treaties passed by the
parliament are submitted to a referendum if requested by eight cantons or
50 000 individual votes. Provisions also provide for 'citizens/popular'
initiatives' proposing changes to existing legislation, including the
constitution7. The number of popular initiatives and referendums has
increased significantly in recent years.

3.3 Federal Assembly

The Federal Assembly consists of two chambers:

 The National Council (the lower chamber) is made up of 200
members and represents the country as whole rather than cantonal
interests. It is elected for a four-year term by proportional
representation.

 The Council of States (the upper house), with 46 members,
represents the cantons: each canton elects two members8 according
to various electoral systems.

The two chambers have identical powers: a bill is only passed when both
adopt it.

Political groups in the Federal Assembly include members of the party or
members of different parties with similar agendas. A political group is
therefore not necessarily the same as a party, and party discipline is not
strictly enforced in the Assembly. To form a political group, at least five
members must band together.

Unlike most parliaments, the Swiss Federal Assembly is not made up of
professional, full-time politicians. The members of both chambers (Councils)
exercise their mandates as an accessory activity, and are proud of being

7 In Switzerland, two kinds of popular ballots exist: The votes initiated by the state are
named as referendum, those initiated by citizens are named popular initiative. Any voter
who manages to collect 100 000 signatures within 18 months is entitled to trigger a vote.
8 Obwalden, Nidwalden, Basel-Stadt, Basel-Landschaft, Appenzell-Innerrhoden and
Appenzell-Ausserrhoden each elect only one, being 'half-cantons' that evolved through the
splitting of historical cantons.
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labelled a part of ‘militia parliament’, analogous to the country's militia army.

Figure 1:
Distribution of seats in
National Council and
Council of States (Swiss
Parliament)

The balance of power
among the five main parties
has been largely
maintained.

The four major parties that dominated Swiss politics from the late 1950s to
only a few years ago were the Social Democratic Party (SPS-left wing), the
Christian Democratic (CVP-conservative), the Free Democratic Party or
Radikal party (FDP-centrist liberal) and the Swiss People’s Party (SVP-right
wing), led by controversial Christoph Blocher. Following the 2007 elections, a
new party, the Conservative Democratic Party (BDP), was formed from the
members leaving the SVP party.

General elections on 23 October 2011 confirmed the general balance of
power, while also placing a slight check on the SVP’s ascendancy. The right-
wing SVP remained the strongest party in parliament, though the steady rise
in popularity it had enjoyed in the past years has halted: the percentage of its
voters dropped by 2 % to 26.6 %. Given the increasingly populist and
confrontational rhetoric adopted by the party, the election outcome was
interpreted as a return to traditional consensus politics.

The next federal elections will be held on 18 October 2015, when a new,
National Council and Council of states and subsequently a new Swiss Federal



Policy Department, Directorate-General for External Policies

10

Council will be elected.

3.4 The Swiss government and presidency

A fixed distribution of seats
among the main parties –
the Swiss government's
‘magic formula’ – is meant
to ensure political stability.

The Federal Council is
dominated by the centre-
left alliance.

The Federal Council (Bundesrat), Swiss government, is comprised of seven
ministers of equal rank, individually elected by the Federal Assembly for
four-year terms. The Bundesrat takes the lead in determining Switzerland's
overall economic and political direction. From 1959 until 2003, a fixed
distribution of seats among the main parties - the Swiss government's
‘magic formula’- was meant to ensure political stability: two Christian
democrats (CVP), two social democrats (SPS), two free democrats (FDP) and
one member of the populist Swiss People's Party (SVP). This distribution
had to be adapted when the SVP became the biggest party in parliament in
2003 by taking one seat from the Christian democrats, who were the
smallest. This formula was amended again after the formation of the
Conservative Democratic Party (BDP) in 2007.

In the current configuration, SP and FDP have 2 seats each, while the other
three parties, CVP BDP and SVP hold one. Although the right-wing SVP is
the strongest party in the parliament, it lost its second seat in the new
configuration as a result of agreements reached between the centre-left
parties. The SVP’s uncompromising approach towards the other parties and
its constant challenging of government positions — especially on
immigration and European integration — had alienated the other parties.

Following the October 2011 elections, the Assembly re-elected six of the
seven members of the government who had served during the previous
legislature. As was the case in 2011 elections cabinet make-up might
remain the same after the October elections.

Member of Council Party Function

Doris Leuthard Christian Democrats
(CVP)

Head of the Federal Department of
Environment, Transport, Energy and
Communications

Eveline Widmer-
Schlumpf

Conservative Democrats
(BDP) Head of the Federal Department of Finance

Ueli Maurer Swiss People's Party
(SVP)

Head of the Federal Department of Defence,
Civil Protection and Sports

Didier Burkhalter Free Democratic Party
(FDP)

Head of the Federal Department of Foreign
Affairs

Simonetta Sommaruga Social Democrats (SPS) President for 2015; Head of the Federal
Department of Justice and Police

Johann Schneider-
Ammann

Free Democratic Party
(FDP)

Vice President for 2015; Head of the Federal
Department of Economic Affairs, Education and
Research

Alain Berset Social Democrats (SPS) Head of the Federal Department of Home Affairs

The President is the head of the cabinet, which serves as the collective
executive. The post is largely ceremonial, confined to chairing Federal

http://en.wikipedia.org/wiki/Federal_Department_of_Environment,_Transport,_Energy_and_Communications
http://en.wikipedia.org/wiki/Christian_Democratic_People%27s_Party_of_Switzerland
http://en.wikipedia.org/wiki/Federal_Department_of_Environment,_Transport,_Energy_and_Communications
http://en.wikipedia.org/wiki/Doris_Leuthard
http://en.wikipedia.org/wiki/Christian_Democratic_People%27s_Party_of_Switzerland
http://en.wikipedia.org/wiki/Federal_Department_of_Environment,_Transport,_Energy_and_Communications
http://en.wikipedia.org/wiki/Eveline_Widmer-Schlumpf
http://en.wikipedia.org/wiki/Conservative_Democratic_Party_of_Switzerland
http://en.wikipedia.org/wiki/Federal_Department_of_Finance
http://en.wikipedia.org/wiki/Eveline_Widmer-Schlumpf
http://en.wikipedia.org/wiki/Conservative_Democratic_Party_of_Switzerland
http://en.wikipedia.org/wiki/Swiss_People%27s_Party
http://en.wikipedia.org/wiki/Federal_Department_of_Defence,_Civil_Protection_and_Sports
http://en.wikipedia.org/wiki/Ueli_Maurer
http://en.wikipedia.org/wiki/Swiss_People%27s_Party
http://en.wikipedia.org/wiki/Federal_Department_of_Defence,_Civil_Protection_and_Sports
http://en.wikipedia.org/wiki/Federal_Department_of_Foreign_Affairs
http://en.wikipedia.org/wiki/Didier_Burkhalter
http://en.wikipedia.org/wiki/Federal_Department_of_Foreign_Affairs
http://en.wikipedia.org/wiki/Simonetta_Sommaruga
http://en.wikipedia.org/wiki/Social_Democratic_Party_of_Switzerland
http://en.wikipedia.org/wiki/Federal_Department_of_Economic_Affairs,_Education_and_Research
http://en.wikipedia.org/wiki/Johann_Schneider-Ammann
http://en.wikipedia.org/wiki/Federal_Department_of_Economic_Affairs,_Education_and_Research
http://en.wikipedia.org/wiki/Johann_Schneider-Ammann
http://en.wikipedia.org/wiki/Federal_Department_of_Economic_Affairs,_Education_and_Research
http://en.wikipedia.org/wiki/Alain_Berset
http://en.wikipedia.org/wiki/Social_Democratic_Party_of_Switzerland
http://en.wikipedia.org/wiki/Federal_Department_of_Home_Affairs
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Council meetings and to various representative roles. However, the profile of
the post has begun to rise as Switzerland has become more internationally
engaged, in particular since a 2002 referendum confirmed the country’s
willingness to become a member of the UN.

The positions of the president and vice-president of the Bundesrat are
elected each year by the Federal Assembly and rotates annually among the
Council members. Thus each Council member becomes vice president and
then president every seven years while in office.

Simonetta Sommaruga became the new Swiss President for 2015, replacing
former President Didier Burkhalter. President Sommaruga is a member of
the Social Democrats (SP) and has been holding the post of Minister of
justice. The main challenge during Sommaruga's term would be the
implementation of the immigration proposals approved by the February
2014 popular vote while maintaining the bilateral relations with the EU.

3.5 Foreign policy and international relations

The country has a long
tradition of neutrality,
which has provided political
and economic advantages
throughout years.

Universality and the rule of
law are the other basic

Swiss foreign policy is characterised by its strict policy of neutrality, which
Swiss Ministry of Foreign Affairs defines as not participating in international
armed conflict. Indeed, since its neutrality was established by the Treaty of
Paris in 1815, the country has not fought a foreign war, including World War
II. However over time Swiss neutrality has evolved as international context
changed stretching the definition of neutrality to include not allowing
military airplanes to fly over Swiss airspace, sending troops for
peacekeeping purposes and promoting human rights and the rule of law -
what is called 'positive neutrality'.

Throughout the last century, neutrality provided Switzerland many
economic and political advantages. Neutrality has become a safe haven for
commerce and capital inflows to Swiss Banks especially at wartimes. This
also favoured the choice of Switzerland as the seat of a number of
international organisations: more than 80 are based in Geneva (among
them the UN, the WTO, the ILO and the WIPO). This is boosting local
economy thanks to large organisation's procurement and spending
capacity of international officers. Neutrality also allows Switzerland to play a
prominent mediator role and became good meeting ground for
negotiations between conflicting parties, such as in the case of Sudanese,
Palestinian and Syrian conflicts. It has been diplomatic contact point
between many countries, including the US and Iran, that did not have
diplomatic relations9.

Besides neutrality, other basic principles of Swiss foreign policy are rule of
law -respect of international law- and universality -fostering good relations

9 This role was mostly prominent during World War II period, when Switzerland was
representing the interests of a total of 35 countries, numbering around 200 mandates.
Currently it has six protecting power mandates for the US in Iran and Cuba; for Cuba in the
US for Iran in Egypt and for Georgia in Russia.
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principles of Swiss foreign
policy.

with all states and having an open approach to world by not being a
member of any close alliances such as the EU and the G20. Nevertheless
Switzerland has been a member of many global international organisations
including WTO, OECD and OSCE. The country became a member of the UN
only in 2002 after a referendum. Switzerland has been providing -mostly
logistical help- to UN peacekeeping operations and following some of the
UN sanctions, even before becoming a full member (e.g. sanctions against
Iraq after the invasion of Kuwait).

Swiss foreign policy 2012-
2015 has four strategic axes.

Swiss foreign policy 2012-2015 has four strategic axes10:

Fostering and developing relations with neighbouring countries

Maintenance and development of relations with neighbouring states, with
special emphasis on cross-border regions' relations and rapid settlement of
disputes. This has led to strengthening relations with Germany, Italy and
France and with neighbouring sub-state regions on issues varying from
taxation, capital and natural person’s circulation.

Adjusting and strengthening relations with the EU

Fostering and deepening relations with the European Union, while
safeguarding political room for manoeuvre and long-term economic
interests. This has led to develop a complex system of bilateral agreements
on several aspects of the internal market while dropping EU and EEA
membership (see Chapter 5). Switzerland does not have an institutionalised
political dialogue with the EU, but meets the EU on ad hoc basis,
Switzerland participates in security and defence missions on ad hoc basis, in
the absence of a framework participation agreement. At present it is
involved in EUFOR ALTHEA (21 troops), EULEX Kosovo, EUTM Mali, and
EUBAM Libya. Switzerland also participates in the European Defence
Agency’s work.  Both countries are active participants in the humanitarian
aid based international fora and projects, such as UN and ICRC
humanitarian donor support groups, and closely cooperating in such
matters.

Stability in Europe and worldwide

Continuing and adapting Switzerland’s commitment to stability in Europe,
in regions bordering Europe (Swiss 'extended neighbourhood'), and in the
rest of the world. This axis brought to foster stability via international
cooperation, promotion of peace, human rights and international security,
mainly through international organisations.

Strategic partnerships and global issues

Strengthening and diversifying strategic partnerships; commitment to
improving global governance in areas where Switzerland has special skills;
systematic promotion of international law. On the one hand this strategy

10 This section is based on the DG EXPO Policy Department analysis 'Selected Issues on
Switzerland' prepared by Pasquale de Micco, 2 December 2014
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brought to deepen relations and cooperation with 'old partners and areas'
(e.g. cooperating on financial aspects with the US and working to stabilise
democracy in the Mediterranean and Balkans). On the other hand it
redefined foreign policy towards new actors, launching a financial dialogue
with Brazil, an investment agreement with Vietnam and mainly signing an
FTA with Japan in 2009 and one with China in July 2013. Being the seat of
many international organisations, Switzerland is also committed to increase
their importance fostering reforming processes where needed (i.e. UN
Security Council reform, enhancing global governance via Bretton Woods´
organisations reform).

Switzerland has followed
international sanctions
against Russia with its own
anti-circumvention
measures.

Switzerland's keeping its neutrality policy against some crisis and not going
along with the international sanctions (such as the sanctions against
apartheid in South Africa) has been widely criticised throughout the years.
It was the case again in 2014 during the Ukrainian crisis. Switzerland
condemned the annexation of Crimea and the on-going Russian-backed
war in Ukraine. But it did not join the EU sanction regime initiated in March
against Russia but adopted just arms embargo and measures to ensure that
Switzerland is not used as a hub to bypass the EU sanctions. Given its then
OSCE chairmanship and acting as a mediator in the Ukrainian crisis, Swiss
government argued it was important to preserve neutrality during the
tensions between Russian and Ukraine11. But some EU members claimed
that the Swiss position was rather motivated by economic interest,
particularly to gain advantage in banking sector12 There is now an
estimated $15bn (2014) Russian assets deposited in the Swiss banks and
the country has strong energy dependency on Russia. Moreover bilateral
relations between Switzerland and Russia have become closer in the recent
years, which is also evident in the fact that Switzerland helped Russia join
the WTO in 2012. With the escalation of tension and to respond the critics
of circumvention, since August 2014 Switzerland has been closely following
the EU sanctions towards Russia with its own anti-circumvention measures.
Latest on 6 March 2015 Switzerland updated its measures in the line with
new international sanctions, mainly the EU sanctions.

4 Economy and trade

4.1 Overview of economic situation

The Swiss economy is one
of the world's most stable
and prosperous.

Swiss economy is one of the world's most stable and prosperous economies.
It is a modern economy with strong current account surplus, low
unemployment and inflation rates, a highly skilled labour force and one of
the highest GDP per capita in the world. The economy is mainly based on
highly developed service sector, led by financial services, and a

11 BBC News 'Swiss Sanctions dilemma over Russia' 19 August 2014
12 BBC News 'Swiss Sanctions dilemma over Russia' 19 August 2014

http://www.bbc.com/news/business-28833360
http://www.bbc.com/news/business-28833360
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manufacturing industry that specialised in high value goods such as watches,
chemical and pharmaceutical products. It is long term political and economic
stability, transparent legal system, efficient financial and banking sectors and
low corporate tax rates have also made a Switzerland highly attractive for
foreign investment, which accounts to a considerable part of the economy.

Given its small market, it is heavily export oriented and well integrated into
the international fora.. Although it's an open economy, in a number of
sectors, foreigners attempting to enter the market have suffered from
'private' or 'informal' barriers, which can be attributed to a legacy of weak
anti-cartel legislation, specific and protective technical regulations,
investment restrictions, and exclusive rights under intellectual property
legislation. Its small agricultural sector is protected and heavily subsidised. I

Although not a member of the Euro area, Switzerland is landlocked by
countries that are members of the Euro area and its economy is heavily
interlinked with Europe.

Switzerland has historically
been a safe haven for global
capital.

Switzerland has historically been perceived as a safe haven for global capital.
On the one hand this enormously benefits the economy, on the other
particularly in economic crisis times, causes strengthening of the Swiss franc
and consequently burdening exports.

The euro area debt crisis
poses severe risk to the
Switzerland's financial
stability, as the crisis has
fuelled flight-to-quality
capital flows to Switzerland
since 2011. This in turn
leads to currency
appreciation pressures and
burdens the economy.

The global financial crisis of 2008 and resulting economic downturn reduced
export demand, especially from the Euro area which purchases half of Swiss
exports, and put Switzerland in recession. The Swiss National Bank (SNB)
during this period effectively pursued a zero-interest rate policy to boost the
economy as well as prevent appreciation of the Swiss franc, and Switzerland's
economy began to recover in 201013. However currently unfolding Euro area
debt crisis still poses severe risk to the Switzerland's financial stability as it has
been fuelling flight-to-quality capital flows to Switzerland. Since 2011 the
country has experienced appreciation pressures and high inflows. The SNB
has tried to counter the appreciation by conducting an extremely expansive
monetary policy including cutting the policy rate to zero (even to negative
since mid-December 2014)and introduced an exchange rate ceiling between
the Swiss franc and euro at CHF1.20/EUR1.00 in September 201114. However
in Mid-January 2015 the SNB unexpectedly abandoned the exchange rate
ceiling on the grounds that estimates of Swiss franc over-valuation had
declined from the time the ceiling had been imposed15. This has rapidly
prompted appreciation of the Swiss franc against most other currencies and
economic indicators have worsened since then. The economic experts
foresee that the currency appreciation will strain the economic activity in the
short term period via trade effects, weaker business investment and a faster
pace of destocking16 However SNB's expansive monetary policy has in the

13 CIA world Factbook
14 IHS Country Report: Econmic -Switzerland, 24 April 2015
15 Economist Intelligence Unit, Country Report - Switzerland 20 May 2015
16 Economist Intelligence Unit, Country Report - Switzerland 20 May 2015

https://www.cia.gov/library/publications/the-world-factbook/geos/sz.html
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meantime managed to curb  the appreciation at a parity around 1,04 rate,
which may limit the damage to the real economy17. Yet Switzerland's
specialisation in high value goods and services exports (with low price
stability) together with the gradual strengthening of the euro area economy
this year is also expected to moderate the blow to export volumes18.
Nonetheless, the crisis in the bilateral relations between the EU and
Switzerland generated by the free movement crisis still fuels uncertainty and
dampen consumer and business confidence, which would generate bad
consequences on the economy.

Figure 2:
Monthly average
exchange rate EUR/CHF

Source: European Central Bank

The currency appreciation has weakened the country's growth outlook: GDP
is expected drop to 1 % in 2015 from 2 % 2014 and long term growth
potential is expected to diminish too. Inflation is expected to remain negative
throughout 2015-2016.

17 IHS Country Report: Econmic -Switzerland, 24 April 2015
18 Economist Intelligence Unit, Country Report - Switzerland 20 May 2015
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Figure 3:
GDP, 2007-2017 (projected)
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Declining unemployment
rates and economic activity
and job growth generated
by EU integration
compensate for increases in
foreign labour.

Contrary to the fears of the majority of the Swiss public, which triggered
February 2014 immigration referendum, unemployment rates are expected
to decline gradually to 2.5 % by 201719 . In fact Switzerland, with an ageing
economy, has been facing labour shortage and gradual opening (subject to
temporary quotas) of Swiss labour market to EU citizens following the 2002
bilateral agreements with the EU has been countering this labour shortage.
But in 2011, partly linked to the Euro area debt crisis, labour migration within
the EU and to Switzerland has increased significantly by around 0.8 % of the
Swiss population, which in turn led to the job-security fears in the Swiss
citizens. However the declining unemployment rates and economic activity
and employment growth generated by the EU integration compensates for
foreign labour increase and thus renders the public fears on this issue
unfounded.

19 IHS Country Report: Economic -Switzerland, 24 April 2015
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Figure 4:
Unemployment rates by
nationality

Source: Federal Statistical Office of Switzerland

Figure 5:
Employment figures by
nationality (thousands)

Source: Federal Statistical Office of Switzerland

Switzerland has taken steps
to address the international
pressures on its banking
secrecy.

Switzerland has long been under international pressure from individual
neighbouring countries, the EU and the US and OECD to reform its strict
banking secrecy law (banking act of 1934), which made it popular
destination for tax evasion and money laundering throughout the decades.
Consequently, in 2009 the, Swiss government agreed to conform to OECD
standards concerning the exchange of tax related information between
governments. Based on this, the government renegotiated its double
taxation agreements with numerous countries since then. In October 2013
Switzerland signed an OECD agreement for information sharing with 60
countries. Together with bilateral agreements (one with the USA and
Germany, another being negotiated with Italy) this agreement severely
limited Swiss bank secrecy. Lastly, on 27 May 2015, the EU and Switzerland
signed a new tax transparency agreement that will put an end to Swiss
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banking secrecy for the EU citizens. With the recent agreement both sides
will automatically exchange information on the financial accounts of each
other's residents from 2018 onwards20.

4.2 Trade

Switzerland's exports are
concentrated in a few
sectors, particularly
chemicals and medicinal
products, machinery,
instruments and watches.

Switzerland is an important trading nation and a net exporter. Balance of
trade in Switzerland averages between EUR 40-50 billion each year and it
recorded EUR 45.4 billion in 2014 (7 % of the GDP)21. Switzerland's exports are
concentrated in a few sectors, particularly chemicals and medicinal products,
machinery, instruments and watches. The country imports mostly machinery,
chemicals, vehicles, metals; agricultural products and textiles.

Developed countries are the main partners for foreign direct investment
(FDI) in Switzerland. The United States is the main investor as well as the
main destination, in terms of Foreign Direct Investment stock.

The EU remains
Switzerland's main trading
partner by far, absorbing
more than half of its exports
and supplying almost three
quarters of its imports.

The EU remains Switzerland's main trading partner by far, absorbing more
than half of its exports (55 %) and supplying almost three quarters of its
imports (73 %). In total the EU accounts for 64.7 % of Switzerland's foreign
trade while Switzerland accounts for 7.7 % of the EU's foreign trade,
occupying fourth place after the US, China and Russia. The economic ties
between the EU and Switzerland are even more pronounced with regard to
services and investment. Around 79 % of foreign capital in Switzerland
comes from the EU (2012: approx. EUR 516 billion); whereas around 43 % of
Swiss direct investments abroad are in the EU (2012: approx. EUR 444
billion)22.15.8 % of the EU’s FDI flows into Switzerland, making Switzerland
the second destination after the US (34.2 %).

Switzerland is a member of the European Free Trade Association (EFTA) since
1960. It concludes free trade agreements (FTA) on both bilateral and multi-
lateral basis together with the EFTA. In recent years, both Switzerland and
EFTA have vigorously expanded their FTA network23. Together, they have so
far signed over 25 FTAs with 35 states24; Switzerland has 4 bilateral

20 European Commission Press Release, 'Fighting tax evasion: EU and Switzerland sign
historic tax transparency agreement', 27 May 2015
21 IHS Global Insight country Report, 19 May 2015
22 'Switzerland and the European Union', Report by the Swiss Federal Department of
Foreign Affairs, 2014
23 Switzerland Global Enterprise, 'Free trade agreement overview: Switzerland and EFTA
with most global FTA' 24 July 2014
24 Turkey (1992), Israel (1993), Morocco (1999), The Palestinian Authority (1999), Mexico
(2001),Jordan (2002), Macedonia (2002), Singapore (2003), Chile (2004), Tunisia (2005),
South Korea (2006), Egypt (2007), Lebanon (2007), The South African Customs Union with
South Africa, Swaziland, Lesotho, Namibia and Botswana (2008), Canada (2009), Serbia
(2010), Albania (2010), Columbia (2011), Peru (2011), Hong Kong ( 2012), Montenegro
(2012), Ukraine (2012), The Gulf Cooperation Council with Saudi Arabia, the United Arab
Emirates, Oman, Qatar, Kuwait, Bahrain (since 2014), Costa Rica and Panama (not in force
yet) Bosnia and Herzegovina (not in force yet)

http://europa.eu/rapid/press-release_IP-15-5043_en.htm
http://europa.eu/rapid/press-release_IP-15-5043_en.htm
https://www.eda.admin.ch/dam/eda/en/documents/publications/EuropaeischeAngelegenheiten/Schweiz-und-EU_en.pdf
http://www.s-ge.com/en/blog/free-trade-agreement-overview-switzerland-and-efta-most-global-fta
http://www.s-ge.com/en/blog/free-trade-agreement-overview-switzerland-and-efta-most-global-fta
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agreements with 31 states (including 28 EU Member States)25 and new
agreements are continually being negotiated26.

Differently from other main trade partners of the EU, EU-Swiss relations are
not covered by a wide-ranging FTA, but by a number of sector-specific
agreements, which creates a complex and sometimes incoherent network
of obligations. However there is mutual economic interest to improve
existing system and there are already negotiation mandates to achieve full
liberalisation of trade in services and agricultural products (see Chapter 5).

Recently, Swiss government expressed its concern over the impact that the
Transatlantic Trade and Investment Partnership (TTIP), currently being
negotiated by US and EU, could have on its economy and particularly with
regards to the potential abolition of non-tariff barriers between these
countries. This deal may result in a strong competitive advantage for EU
exports (in particular in agriculture) compared to the Swiss ones27.

Figure 6:
Switzerland's top five
trading partners, 2013

Origin of imports Destination of exports Trade partners

# Origin € million % # Destination € million % # Partner € million balance

1 EU 112 441 72.9 1 EU 96 432 54.9 1 EU 208 873 -16 009

2 China 9 468 6.1 2 USA 20 569 11.7 2 USA 29 974 +11 164

3 USA 9 405 6.1 3 China 7 251 4.1 3 China 16 719 -2 217

4 Japan 2 961 1.9 4 Hong Kong 6 784 3.9 4 Hong Kong 8 293 +5 275

5 Hong Kong 1 509 1.0 5 Japan 5 096 2.9 5 Japan 8 056 +2 135

All  imports: 154 162 All exports: 175 629 Balance of trade: +21 467

Source: DG Trade

5 The EU and Switzerland relations

Bilateral relations are
characterised by a dense
network of sectorial
agreements.

Located in the heart of Europe, Switzerland has very close political economic
and cultural ties with the EU and its Member States. The EU is by far the most
important economic and trading partner for Switzerland thanks to the
significant degree of integration it has with the EU internal market. Around a
1.3 million EU citizens live in Switzerland (Swiss population 8.1million) and

25 FTA with the EU and its 28 member States (1973), The Faroe Islands (1995), Japan (2009),
China (2014)
26 Guatemala, Honduras, Algeria (currently suspended), The Russia Customs Union with
Russia, Belarus and Kazakhstan (currently suspended), Thailand (currently suspended),
India, Indonesia, Vietnam, Malaysia.
27 For more info see the DG-EXPO Policy Department Paper on 'The Impact of TTIP on EU
Member States and selected third countries' September 2014

http://www.europarl.europa.eu/RegData/etudes/IDAN/2014/536403/EXPO_IDA(2014)536403_EN.pdf
http://www.europarl.europa.eu/RegData/etudes/IDAN/2014/536403/EXPO_IDA(2014)536403_EN.pdf
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The EU accession
application was suspended
following a referendum
narrowly rejecting the
country's accession to the
EEA in 1992.

another 280 000 cross the border daily for work. Whereas around 444 000
Swiss citizens live in the EU28

The basis of EU-Switzerland relations are the 1972 Free Trade Agreement
between the then-European Economic Community and Switzerland's earlier
accession to the European Free Trade Association (EFTA), in 1960. At the
beginning of the 1990s, Switzerland had moved closer to the EU accession: It
took part in the negotiation for the European Economic Area (EEA)
agreement and signed the agreement on 2 May 1992. Right after that, Swiss
government submitted an application for accession to the EU on 22 May
1992. However following a Swiss referendum held on 6 December 1992
rejected the country's accession to the EEA by 50.3 % no votes, Swiss
government decided to suspend the accession application, too. The
referendum came as a big defeat for the government and marked the rise of
the populist right wing Swiss People's Party (SVP) 29, Since then, Switzerland
has retained observer status within the EEA and developed its relations with
the EU through bilateral agreements in order to safeguard the economic
integration with the EU.

'Bilateral I' (signed in 1999)
and 'Bilateral II' (signed in
2004) are the two major
sets of sectorial
agreements.

Bilateral relations with the EU are based on over 120 agreements, including a
free trade agreement of 1972 and two major series of sectorial bilateral
agreements that align a large portion of Swiss law with that of the EU at the
time of signature. The first set of sectorial agreements (known as Bilateral I)
were signed in 1999 entered into force in 2002. They are comprised of seven
agreements covering the issues of free movement and opening of respective
markets30. A further set of sectorial agreements (Bilateral II) was signed in
2004 and entered into force in 2005. They are basically related to
strengthening cooperation in the economic sphere and extending
cooperation on asylum and on free travel within the Schengen borders31. In
2010 another agreement was signed on Swiss participation in EU education,
professional training and youth programs. Eventually, EU-Swiss relations are
now governed by more 120 sectorial agreements and the relations
continue flourishing. There are almost daily meetings between
representatives of both sides on matters governed by the plethora of
bilateral agreements32.

28 'Switzerland and the European Union', Report by the Swiss Federal Department of
Foreign Affairs, 2014
29 Miserez, Marc-Andre, 'Switzerland poised to keep EU at arm's length'. Swiss info, 2 Dec
2012
30 7 agreements are Free movement of people; air transport, land transport, trade in
agricultural products, technical trade barriers, public procurement and research cooperation
31 Switzerland's participation in Schengen and Dublin, agreements on taxation savings,
processed agricultural products, statistics, combating fraud; participation in the EU Media
Programme, the Environment Agency, and Swiss financial contributions to economic and
social cohesion in the new EU Member States.
32 The range of issues under discussion ranges from foreign policy to motor vehicles to
taxation, and a number of negotiations are currently ongoing:  on public health
cooperation, emissions trading (ETS linking), participation in the European Railway Agency,
Creative Europe.

https://www.eda.admin.ch/dam/eda/en/documents/publications/EuropaeischeAngelegenheiten/Schweiz-und-EU_en.pdf
http://www.swissinfo.ch/eng/swiss_news/Switzerland_poised_to_keep_EU_at_arms_length_.html?cid=34083578
http://en.wikipedia.org/wiki/Swissinfo
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The dense sets of bilateral
agreements have created a
complex and sometimes
incoherent networks of
obligations which are not
easy to sustain.

The EU has sought to
replace these bilateral
agreements with a dynamic
and legally binding
institutional framework.

While the agreements intensified economic relations, they also created a
complex and sometimes incoherent network of obligations, which are not
easy to sustain. Unlike the EEA Agreement, the nature of bilateral
agreements with Switzerland is static without proper mechanisms to
ensure the adaptation of the agreements to the evolving EU legislation.
there are also no surveillance or efficient dispute settlement mechanisms.
With the increasing number of sectors covered by agreements, and new
agreements envisaged in areas such as electricity, these shortcomings have
become more pressing. It is increasingly difficult to effectively manage the
significant number of separate agreements, which suffer from
discrepancies, and the task of keeping them updated is time and resource
consuming.

Since 2008, the EU requests to negotiate an institutional framework
agreement that will put an end to these problems before giving further
access to Switzerland into the Single Market.

Switzerland takes part in various EU programs such as the EU Framework
Programme for Research (Horizon 2020, until end 2016 if Croatia protocol
not ratified), (MEDIA participation ended in 2013), (Youth in action and
lifelong learning also ended in 2013( and is part of the Schengen area and
the Dublin system for dealing with asylum claims.

5.1 Free movement of people

The Agreement on the Free
Movement of People
(FMOP) is part of the
Bilateral I agreements,
essential for the functioning
of the internal market.

The Agreement on the Free Movement of People (FMOP) between the EU
and Switzerland was signed in 1999 as part of the Bilateral I Agreements. It
introduces the right to the EU and Swiss citizens to freely choose their
residence if they have an employment contract, are self-employed or have
sufficient means at their disposal33. The agreement not only foresees free
movement of workers, but also mutual recognition of qualifications, the
right to purchase real estate and the coordination of social security
protection. It entered into force in 2002 with other six Bilateral agreements
essential for the functioning of the internal market. Bilateral I agreements
are interconnected legally through a so-called 'guillotine clause' - if one
agreement is terminated, the other agreements would cease to apply34.
Until the accession of Croatia, the Agreement had been extended to all
acceding EU Member States by way of protocols to the original Agreement
with phase-in periods that ended in 201135. Currently, only citizens from

33 Although jobless EU citizens are free to move to Switzerland to look for work during three
months, extendable by another three months, they do not have right to joblessness and
social benefits. In addition it is also possible to provide cross-border services for up to 90
days per calendar year.
34 Art. 25 of the Agreement on the Free Movement of People Agreement between the EU
and Wsitzerland, OJ L 114, 30.04.2002
35 The agreement was extended on 1 April 2006 to eight of the new EU Member States (so-
called 'EU 8') with a phase-in period. Malta and Cyprus enjoyed immediately the complete
free circulation granted to the old EU 15 member states (so this group is defined 'EU 17').
The phase-in period and its limitations ended on 1 May 2011.

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2008:053:0001:0002:EN:PDF
http://europa.eu/legislation_summaries/justice_freedom_security/free_movement_of_persons_asylum_immigration/l33153_en.htm
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The Swiss people have
increasingly turned against
migration, and the FMOP
has come under attack by
political forces in
Switzerland.

Bulgaria and Romania (EU 2) are still subject to limitations, scheduled to
expire on 31 May 201636.

However, in the meantime the Swiss people have increasingly turned
against migration and this sentiment has also affected the perception of
free movement of people regulations with the EU. FMOP has come under
attack by political forces in Switzerland. Greater migration from the EU has
been associated with salary dumping, rising living costs and other
disadvantages. The SVP and environmental and population associations
were pressuring the Swiss Council to limit immigration by fearing the rise of
a crisis driven by immigration and related salary dumping. Consequently on
18 April 2012, the Swiss Federal Council decided to activate the safeguard
clause, foreseen in the treaty, to restrict the granting of long-term residence
permits only to EU 8 citizens37 for one year and reintroduced these quotas
in April 2013 for another year38. The quotas expired in May 2014, and could
not be renewed anymore. The EU did not agree with the invocation of the
safeguard clause. 39

The Swiss government and
business community were
strongly against the
February 2014 popular
vote, as it would have far-
reaching consequences for
economic operators and
citizens.

Eventually, on 9 February 2014, a slim majority of the Swiss population
(50.3 %) voted in favour to amend the constitution to introduce annual
quotas on the number of non-Swiss nationals (0.8% of the population) and
to give preference for Swiss citizens in employment. While the result of the
vote stemmed from a rising anti-immigration sentiment among the
population, Swiss government and business community were strongly
against the initiative. Because it would have significant impact for the Swiss
economy: the Swiss industry which relies heavily on highly skilled migrants
fears a loss of competitiveness and long-term growth potential.

The relations with the EU as a whole are put in question by the vote.
Implementation of the new constitutional provisions would eliminate EU
citizens' free movement rights by subjecting them to quotas. In fact new
quotas provision would implicitly target the EU citizens as third country
nationals are already now subject to quotas. This would be totally
incompatible with the FMOP agreement. If the FMOP is terminated, all
Bilateral I agreements, linked to each other through the so-called 'guillotine
clause', would fall. Fall of these agreements would also cast doubt on the
association of Switzerland to the Schengen and Dublin acquis and the
participation of Switzerland in other EU programmes. Eventually this
situation would have far-reaching consequences for economic operators
and citizens.

36 Even after this date, Switzerland will have a safeguard clause to hand until 31 May 2019 to
reintroduce restrictions concerning the EU 2 during a one year period
37 Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Slovakia and Slovenia —
effective 1 May 2012.
38 The limits continued to apply to the EU 8 countries and to old EU members plus Malta
and Cyprus (EU 17) with effect from 1 June 2013. Quotas were established at national level
but permits were granted on a first come-first served basis by cantonal administrations..
39 See statement by HR/VP Cathrine Ashton, 24 April 2013
http://europa.eu/rapid/press-release_IP-13-370_en.htm

http://europa.eu/rapid/press-release_IP-13-370_en.htm
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As an immediate consequence of the referendum of February, the Swiss
government refused to sign the 'Croatian protocol', extending the FMOP to
Croatian citizens. However this excluded them from some EU programs
such as the Erasmus + and Horizon 2020 programs. On 30 April 2014 the
Swiss government unilaterally decided to introduce a separate quota
system for Croatian nationals, which allowed for partial and time-limited
association of Switzerland to Horizon 2020 and the start of negotiations of
the institutional framework.

The Swiss Federal Council
acknowledged that the
popular vote is
incompatible with the
FMOP.

The Swiss government
initially expected to solve
the free movement crisis
with what was called the
'positive agenda'.

In November 2014, Swiss
voters rejected an 'Ecopop'
initiative proposing stricter
anti-immigration limits.

In February 2015 the
Federal Council proposed a
draft law to implement the
outcome of 2014 February
vote.

In June 2014, the Swiss Federal Council formally acknowledged that the
popular vote was incompatible with the FMOP and in July 2014 requested to
renegotiate the Agreement. Former HR/VP Ashton rejected the request by
her letter dated 24 July 2014 saying that the principles of non-discrimination,
equal treatment in all Member States, the right to exercise economic activity
and reside in the territory of the other party are not negotiable.
Notwithstanding, the Swiss Federal Council adopted on 8 October 2014 a
draft negotiating mandate for the FMOP renegotiation, with the objective of
implementing the new constitution rules and maintaining bilateral relation
with the EU.

On 6 May the Swiss Federal Council had linked the conclusion of institutional
framework negotiation (See section 5.2) with a 'comprehensive assessment
of relations between the EU and Switzerland', which would include the
implementation of the referendum. Along this line, Mr Burkhalter (Swiss
President for the year 2014), suggested a 'positive agenda': Upon
negotiations, a draft treaty solving the outstanding issues between the two
parties (inter alia, an electricity agreement, institutional issues, free circulation
of people) would be submitted to Swiss people in a new referendum in 2016.
This would allow to mitigate the results of the February vote and to modify
the Swiss constitution accordingly. However in the current situation, Federal
Council does not seem to pursue this strategy anymore. Probably after seeing
that holding another referendum would not be so reasonable.

In the meantime, anti-immigration sentiment seemed to have cooled down
in Switzerland following the repercussion of the February vote. On 30
November 2014, the Swiss rejected by a sweeping majority (74.1 %) the so-
called 'Ecopop' vote which proposes to bring stricter annual limitations to
migration (0.2 %).

The Swiss Federal Council is bound to implement the new constitutional
provisions until February 2017. On 11 February 2015, it adopted a draft
implementing law for the 9 February constitutional articles and put it into
public consultation. The draft law envisages maintaining its two-stream
system, with fewer restrictions for EU/EFTA than for non-EU/EFTA citizens.
However the Federal Council makes the implementation contingent on the
FMOP being amended, by supposing that the EU will agree to amend it. With
this move, the Federal Council kind of put the onus for the implementation of
the vote back on the Parliament and the electorate.

The EU rejects renegotiation of the FMOP with a view to introducing quota or
national preference system. Nonetheless, consultations between the sides on
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Informal consultations with
the EU on how to solve the
free movement crisis are
continuing on informal
basis.

how to solve the situation continue on an informal basis between the
Commission and Swiss authorities. Although informal consultations go on a
separate track, conclusion of institutional framework negotiations would
ultimately be depending on finding a solution on the free movement of
people problem.

Flanking Measures

Additional problems with the implementation of the FMOP stem from a
number of its 'flanking measures'. These measures were introduced
unilaterally by Switzerland after the entry into force of the Agreement. The
measures include a notification requirement, which obliges EU service
providers to give eight days’ prior notice if they wish to provide services in
Switzerland; the requirement that EU operators pay contributions to Swiss tri-
partite commissions to cover the costs of controls that these commissions
carry out on businesses; further contributions to different funds; and
disproportionate sanctions. The European Commission has repeatedly
requested a revision of these discriminatory provisions, but without success
so far.

5.2 Institutional framework

The EU Council has reiterated
that the bilateral path must be
replaced by a legally binding
mechanism to adapt the
agreements to the EU's
evolving acquis and to
institute international
surveillance and judicial
control mechanisms.

The EU and Switzerland are bound more than 120 bilateral agreements
which have created a complex and unpredictable system of agreements.
As in its 200840 and 201041 Conclusions on EU relations with EFTA
countries, the Council's Conclusions of 20 December 2012 reiterated that
the sectoral approach had reached its limits and underlined the need for a
legally binding mechanism to adapt the agreements to the evolution of
the acquis and for international surveillance and judicial control
mechanisms; preferably by involving the Court of Justice. The Council
made the conclusion that any further access to the internal market would
not be granted unless a new institutional framework is in place. The EP has
expressed similar views on the institutional issues in its two resolutions,
adopted in 201042 and 201243. The EP is now preparing another resolution
about “Switzerland: Obstacles with regard to the full implementation of
the Internal market to be voted in June 2015 Plenary session.

Given the firm stand on the EU side, Swiss government agreed to
negotiate the framework agreement as it need the agreement to finalise

40 Council conclusions on EU-EFTA relations, 8 December 2008, see:
http://www.consilium.europa.eu/ueDocs/cms_Data/docs/pressData/en/gena/104617.pdf

Council conclusions on EU relations with EFTA countries, 14 December 2010,
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/EN/foraff/118458.pdf
42 EP resolution of 7 September 2010 on EEA-Switzerland: Obstacles with regard to the full
implementation of the internal market.
43 EP resolution of 24 May 2012 on Swiss quotas on the number of residence permits
granted to nationals of Poland, Lithuania, Latvia, Estonia, Slovenia, Slovakia, the Czech
Republic and Hungary.

http://www.consilium.europa.eu/ueDocs/cms_Data/docs/pressData/en/gena/104617.pdf
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/EN/foraff/118458.pdf
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ongoing sectorial negotiations on electricity agreement and creative
Europe. Consequently, negotiations for a framework agreement started in
22 May 2014, following the adoption of the EU (6May 2014) and Swiss
(December 2013) mandates. Negotiations' aim is to establish a predictable
and binding institutional framework with proper surveillance and dispute
settlement mechanisms.

Though disrupted by the
2014 February vote and now
by the elections,
negotiations are still
continuing.

Negotiations on an institutional framework -though stagnated most of the
year of 2014 due to the repercussions of FMOP crisis- still continue. The
last negotiating round took place on 6 November 2014 and the next round
is expected to take place only after the Swiss elections in October 2015.
Outstanding issues in the negotiations include: (i) the scope of jurisdiction
by the European Court of Justice (ECJ) in interpreting bilateral agreements
and in dispute-settlement; (ii) the role of the Commission, and (iii) state-aid
control provisions. Swiss are trying to find a fine balance between the
obligations to obey with internal market rules and preserving national
sovereignty. Swiss population is especially concerned about coming under
the full ECJ jurisdiction, which is interpreted as ceding national
sovereignty to the EU.

5.3 Taxation issues

According the Taxation of
Savings Income Agreement,
Switzerland levies a
withholding tax of 35 % on
the savings income of EU
citizens.

Negotiations to cover the
loopholes and enlarge the
scope of the agreement are
on-going.

Taxation of Savings

The need to complete the single market led the EU to approve the saving
tax directive, aimed at tackling cross border tax evasion with an
information exchange system. Bilateral agreements with neighbouring
countries, namely Switzerland, complete the external dimension of the
saving tax directive. Taxation of Savings Income Agreement was signed in
2005 as part of Bilateral Agreements II. According to the Agreement,
Switzerland levies a withholding tax of 35 % on the savings income
pertaining to natural people of the EU who decides not to declare their
actual income to their National States. 75 % of this tax income is allocated
to EU member states and 25 % to the Swiss Federal Government (which
devolves 10 % of it to the Cantons). Account holders remain anonymous.
This tax generated EUR 315 million in 2013, mainly from German, French
and Italian taxpayers, an amount returned to member states.

Despite the existence of this EU-Swiss agreement, some EU Member States,
namely the UK and Austria, chose to sign bilateral tax agreements with
Switzerland in 2011 and 2012; the so -called 'Rubik agreements, which
includes interest taxation but are more extensive than the Savings
Directive44.

44 Rubik Agreements regularise past tax liabilities by levying a lump sum amount and tax
future income streams by applying a withholding tax at the domestic rates of the Member
States concerned. Germany also negotiated a Rubik agreement with Switzerland, but the
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On 17 January 2014, Switzerland and the EU started negotiations on
revising the Taxation of Savings Income Agreement. The negotiations
intend to cover loopholes such as to prevent the taxation of savings
income from being circumvented by the use of intermediary companies
and to broaden its scope and reflect international developments in the
field of tax transparency such as by including additional financial
instruments such as security-like instruments, certain life insurances,
structured products, and investment funds.

The EU's aim is to ensure that the Agreement is adjusted in line with the
planned revision of the EU guidelines on the taxation of savings income.
Whereas. Switzerland requires a geographical extension of the scope of the
directive, to avoid capital diversion head at non-European financial
markets.

Switzerland agreed to take
steps to abolish the various
local tax deal regimes that
had a distortive impact.

Corporate taxes

Swiss cantons are free to apply different corporate taxation in order to
attract foreign investments and favour the establishment of multinationals
headquarters in their territory. This resulted into sustained tax competition
which negatively impacts not only on neighbouring cantons but also in a
number of Member States.

In February 2007 the EU Commission alleged that these measures were
incompatible with the 1972 FTA since different local tax regimes were
clearly producing a distortive impact on trade. These allegations were
rejected but in July 2012 the Federal Council instructed the Department of
Finance to launch talks with the EU on the basis of its code of conduct. An
agreement was initialled on 1st July 2014, abolishing the different
treatment of domestic and foreign revenue (so-called 'ring-fencing') and
providing that new tax measures should be in line with international
standards. In return, the EU member states have confirmed their intention
to lift corresponding countermeasures as soon as the regimes in question
are abolished.

The EU policy is based on the Code of Conduct of Corporate taxation, a
non-binding instrument adopted by the ECOFIN Council in 2010. It defines
tax benefit as unfair when it is isolated from real economic activity. The
Code of Conduct Group identified five potentially harmful tax measures
which led Switzerland to launch a consultation on corporate tax reform in
September 2014.

On 2 April 2015 the Federal Council issued a press release on the results of
the consultation process. Accordingly Federal Department of Finance will
prepare a dispatch by June 2015. Once that has been adopted, the bill will
be ready for parliamentary deliberation. Progress made in the international
arena will also have to be taken into consideration as work continues.

German Parliament rejected it. France also rejected Rubik negotiations on a number of
occasions.
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5.4 Schengen and Dublin (migration issues)

Switzerland is part of
Schengen and Dublin systems

In 2004, the EU and Switzerland concluded a Schengen association
agreement and a Dublin association agreement. These agreements
entered into force on 1 March 2008 and Switzerland was connected to the
Schengen Information System (SIS) on 14 August 2008.

The application of the Schengen agreement generally runs smoothly.
Switzerland has continued to incorporate new acts of the Schengen acquis
and participates in the Mixed Committee meetings and in the FRONTEX
Agency. It also participates in the relevant funding instruments. Under the
previous multi-annual financial framework (2007-2013), Switzerland
contributed to the External Borders Fund. The new multi-annual financial
framework for Home Affairs area is made up of two funds (through four
instruments) and Switzerland is eligible to participate in the instrument for
financial support for external borders and visas (. However the national
programme for Switzerland for the period 2014-2020 cannot be adopted
and implemented before the conclusion and ratification of an
administrative arrangement. In addition, the calculation method for
Switzerland's contribution to the fund is to be set out in the arrangement
and Switzerland is therefore not required to contribute to the budget of
ISF-borders and visas before the conclusion and ratification of the
arrangement. Negotiations on this arrangement have formally started in
last October.

Furthermore, negotiations have started with Switzerland and the other
associated countries on an arrangement on the modalities of their
participation in the European Agency for the operational management of
large-scale information systems in the area of freedom, security and justice.
Negotiations at technical level are soon to be finalised.

On the basis of an association agreement signed in 2004 Switzerland is
associated to parts of the EU Asylum acquis (the Dublin Regulation and the
asylum aspects of the EURODAC Regulation -the EU database of
fingerprints of asylum seekers). The agreement for the participation of
Switzerland in European Asylum Support Office (EASO) was signed in June
2014. Conclusion of this agreement is however still waiting for the
European Parliament's consent. The European Parliament put its vote for
consent on hold on 24 February in order to assess the implications of the 9
February popular vote in Switzerland.

Talks have also started with Switzerland and the associated countries on
their participation in the law enforcement aspects of EURODAC. The
EURODAC regulation has been revised in 2013 in order to improve the
functioning of it by extending the scope of it and establish a Prüm check
(as set out in the Prüm treaty 45) The regulation will be applicable from 15

45 The Prüm Treaty, so-called Schengen Plus, was signed on 27 May 2005 by 7 countries -
France, Germany, Spain, Austria, Belgium, the Netherlands, Luxembourg. They agreed to

http://www.admin.ch/opc/fr/classified-compilation/20042363/index.html
http://www.admin.ch/opc/fr/classified-compilation/20042363/index.html
http://www.admin.ch/opc/fr/classified-compilation/20042082/index.html
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July 2015 onwards. Again Switzerland has to conclude a new arrangement
to apply the new regulation. The Commission internal procedures to
propose association agreements extending to the law enforcement
aspects of EURODAC have been launched and Switzerland has explicitly in
summer 2014 expressed firm interest in joining Prüm.

5.5 Other issues in bilateral relations

The EU expects Switzerland
to continue paying
enlargement contribution in
a permanent and binding
framework.

Swiss enlargement contribution

Since 2007, Switzerland has been paying ‘enlargement contribution’ to
support specific projects and programs in the new EU Member States
joined in 2004. With a view to reduce disparities in the EU46. A total of
approximately EUR 1.032 billion was been spent between 2007 and 2010
by the Swiss Agency for Development and Cooperation (SDC) and the
State Secretariat for Economic Affairs (SECO).

Switzerland regarded these financial contributions as voluntary solidarity
gestures whereas the EU considers that such a contribution should reflect
the benefits Switzerland draws from its participation in the Internal Market.
The most recent contribution expired in June 2012. Whilst the Norwegian
contribution amounted to EUR 15.2 per beneficiary inhabitant, the Swiss
contribution reached around EUR 7.72.

In January 2013 the Council reiterated its expectation for a renewal which
should be binding and permanent, as part of the negotiating mandate for
the institutional framework and include Croatia in the programme.
However, let alone a permanent contribution, Switzerland refuses to
discuss even a further non-binding financial contribution before there is
significant progress in the overall context. Nevertheless the Swiss
government has announced that it intends to give EUR 37 million as its
enlargement contribution for Croatia.

Negotiations on further bilateral agreements: State of play

Below is a non-exhaustive summary of the negotiations on further sectoral
agreements:

 Electricity. This issue remains a priority for Switzerland and has
major ramifications for the country’s economy. However, after five
years of negotiations on an electricity agreement, two major
institutional issues remain: the absence of a state aid control regime

increase their co-operation in order fight against terrorism, cross border crime and illegal
migration. The agreement allows for the exchange of data on finger prints and genetic
information. The agreement is open to other Schengen member states. This is an
international agreement between the countries concerned. It has no connection at present
with EU law
46 Most of this amount —approximately EUR 821 million — was allocated to the ten states
that joined the EU in 2004: Estonia, Latvia, Lithuania, Malta, Poland, Slovakia, Slovenia, the
Czech Republic, Hungary and Cyprus; the remainder — CHF257 million — went to Bulgaria
and Romania, which joined the Union in 2007.
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in Switzerland, and the need for an independent arbitrator.
Switzerland's future participation in the EU internal energy market
would require the liberalisation of the country's electricity market,
which may possibly involve a referendum in the country.

 Agriculture. Negotiations for further liberalisation in the trade of
agricultural and processed agricultural goods started in 2008.
However, in March 2012, the Federal Assembly instructed the Federal
Council to suspend these negotiations as a result of the country's
divided interests. Supporters of this suspension maintain that
opening the agriculture market to the EU would have a disastrous
impact on Swiss farmers struggling to survive against foreign
competition. Finalising this agreement will also require solving the
institutional issue.

 Health, food safety and product safety, and consumer
protection. The negotiations have been put on hold following the
Swiss refusal to discuss consumer protection issues (as a means to
press for a wider negotiation on the mutual recognition in the non-
harmonised areas) and the Swiss parliament's blockage of the
negotiations on the liberalisation of trade in agricultural and
processed agricultural products. However, negotiations on
cooperation in public health were relaunched in 2014.

As with other third countries, negotiations are underway on issues such
competition law enforcement (exchange of information), the emission
trading scheme (ETS).

5.6 Policy options

The following policy options could be considered:

 Express the EU's expectation that Switzerland honour its obligations
arising from the agreements concluded with the EU, including the
Free Movement of People Agreement

 Emphasise the importance of the free movement of people
between the EU and Switzerland as part of any institutional
settlement.

 Highlight the importance and mutual benefit of structured
relations, legal certainty and a level playing field in the context of
Swiss participation in the internal market (no 'cherry-picking').

 Encourage the Swiss government's initiatives to phase out certain
harmful regimes that do not comply with fair tax competition
standards across different cantons.

 Reiterate the EU's expectation that Switzerland will renew its
enlargement contribution, and that this contribution will evolve
into a permanent and binding one.
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6 Map of Switzerland

Source: United Nations, Cartographic Section, Map library
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