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Foreword: Time for a deal

The Swiss economy’s ties with the rest of the world are extraordinarily
close. Its foreign trade quota (ratio of the total value of exports and im-
ports as a percentage of GDP) has increased more than 17 percentage
points since 2000, and is now running at 110 %. In the last two decades
this country has recorded very high rates of globalization-driven growth
in per capita income, benefiting above average from Swiss companies’
involvement in global trade. It’s not just multinationals that operate
internationally, but two-thirds of SMEs as well. Around three-quarters
of people employed in Switzerland work for companies for which inter-
national trade and economic exchange are relevant.

The Swiss economy has particularly close ties with the member states
of the European Union. Even so, for quite some time Switzerland has
been struggling with the question of how far integration with our most
important trading partner, the EU, should go. There is certainly potential,
however, for improved market access beyond the European Single Mar-
ket. While Switzerland has an extensive network of free trade agreements
(FTAs), so far there has been none with its second-largest trading partner,
the US — despite the fact that the impact of free trade in terms of prosper-
ity is particularly pronounced for an open economy such as Switzerland.
In 2006 the two countries were on the verge of opening official negotia-
tions. Back then, domestic political interests, primarily from the Swiss
agricultural industry, prevented them from embarking on formal nego-
tiations. History should not be allowed to repeat itself. The window of
opportunity for improving mutual market access is now wide open.

Already there are 700,000 jobs in Switzerland and the US directly ben-
efiting from bilateral trade and reciprocal investment. A total of more
than CHF 400 billion in direct investment on both sides of the Atlantic
underscores the attractiveness of the market system in Switzerland and
the US, helped by shared values such as a commitment to achievement
and innovation. We have extremely close connections and affinities,
which would be further boosted by an FTA. Tens of thousands of new
jobs could be created. Besides the implications for the real economy, an
agreement would also provide greater legal certainty. In a world of in-
creasing uncertainty, these are very important factors, especially given
the weakened state of the multilateral trading system.

The intensified exchange currently taking place between Switzerland and
the US on the political and administrative level should be exploited to launch
official negotiations on an FTA. The potential gain in prosperity is too great

to let the opportunity go to waste again. Now it’s time for a deal!

Peter Griinenfelder, Director of Avenir Suisse

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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Executive summary

Weakening multilateralism: a challenge for Switzerland

The multilateral approach to opening global trade has been faltering for
almost two decades, and talks within the framework of the World Trade
Organization (WTO) are making no progress. This creates problems, es-
pecially for smaller countries like Switzerland that are heavily dependent
on foreign trade. If they are not to become subject to the whims of major

export markets, these nations have to make up for the lack of multilat- .
Nations have to make

up for the lack of mul-

tilateral momentum
powerful nations can take action against bigger countries via the dispute by signing free trade

eral momentum by signing free trade agreements.

In a rules-based system such as the WTO, even less economically

settlement mechanism, something which is hardly possible in a purely agreements.
power-based system without binding and enforceable rules. For this rea-
son, especially since the mid-1990s Switzerland has been weaving a close
web of FTAs, which now covers more than 70 countries, including its
most important trading partners: the European Union (EU), China,

Japan, and Canada.

Competition between the US and China at various levels

As a major economic power, the US is fundamentally better equipped to
handle international trade based on power rather than rules. But even
the US is facing increasingly stiff challenges on the global trade, partic-
ularly from China. These days many countries, especially in the Asian
region, but increasingly in Europe and South America too, are engaging
in greater volumes of trade with China than with the US. At the moment
the competition between the US and China is economic and technolog-
ical, but in the medium and long term it will increasingly have an ele-
ment of (power) politics. For this reason, safeguarding and expanding
trade with like-minded nations is a central foreign policy objective for

the US administration.

Switzerland and the US: obvious trade partners

But so far the US has not had a bilateral trade agreement with Switzer-
land. Given the variety of challenges on a global level, it is astonishing
that the two countries have so far failed to move from the exploratory
talks currently running to official negotiations on an FTA.

The US accounts for around 13 % of Switzerland’s total trade volume
(imports and exports of goods and services), making it Switzerland’s
second-most-important trading partner, behind the EU and ahead of
China (6 % of Swiss trade). Switzerland, by contrast, is less significant for
the US market, although it still accounts for 2.3 %, making it the US’s
tenth-largest trading partner.
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Pharma driving rapid growth in Swiss exports of goods

Since 2000, the share of goods imported from Switzerland to the US has
doubled to around 1.6 %. The most extensive product group is pharma-
ceuticals. By the same token, Switzerland’s imports from the US are main-
ly chemical end-products and active agents. Statistically speaking, Swiss
imports from the US have also increased significantly. Overall, goods
imported to Switzerland from the US (on the basis of US export figures)
have probably grown by CHF 5 billion since 2000.

Tariffs already low

In Switzerland more than half the products imported from the US are
already subject to a very low tariff rate of less than one percent; the aver-
age tariff rate is 0.1%. The highest absolute customs expenses (not to be
confused with tariff rates) arose on the import of private vehicles. How-
ever, this has less to do with high Swiss import duties (which for US man-
ufacturers are substantially lower than EU duties) than with heavy de-
mand for American cars. Road vehicles are among the top five product
categories imported from the US.

The average tariff rate for Swiss products exported to the US is higher,
at 0.6 %. Dairy products incur the highest customs expenses, not because
of the large volume traded, but because of an above-average tariff rate of
almost 9 %.

It is striking — and from an economic point of view not surprising — that
the product groups traded are precisely those where the tariff rates are
already very low or have even been abolished. In the case of Swiss imports,

this applies to around 5,000 of a total of 8,000 product groups.

High tariff rates, particularly for agricultural produce
Switzerland’s customs tariff classification includes around 1,500 products
with an (estimated) ad valorem tariff of more than 5 %. Around 800 prod-
ucts incur tariff rates of more than 10 %, and 400 more than 25%. In
more than 90 % of cases, these high rates apply to agricultural produce.
Flour, for example, incurs an average tariff rate of more than 400 9% of
the value of the goods, which effectively prohibits trade in these products.
In the US too, certain product groups — primarily tobacco (350 %) and
peanuts (more than 130 %) — are subject to prohibitively high tariffs.

If bilateral trade is to be boosted significantly, tarift rates will have to
be substantially reduced or completely abolished for the other product

groups as well.

Growing exports of services

It is not just goods that are traded between the two countries. There has
been disproportionate growth in trade in services. Between 2012 and 2017
(there are no comparable figures for years prior to this), exports of

services from the US to Switzerland increased by 79 %. Over one-quarter

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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of services imported into Switzerland come from the US. Imports in the
other direction grew only 30 % over the same period. This development
is the opposite of the trend in the trade in goods, where US imports from
Switzerland have grown more rapidly than the other way around.

The portfolio of services traded between Switzerland and the US re-
flects the high state of development of the two economies. In some cases,
they involve highly specialized activities such as research and develop-

ment (R&D), insurance services, or licensing innovative products.

More than 400,000 jobs down to direct investment alone
There are already close ties between Switzerland and the US in terms of
direct investment as well. Swiss investors plowed substantially more into
the US than vice versa: CHF 305 billion versus CHF 135 billion. This
makes Switzerland the seventh-largest investor in the US.

In 2017, Swiss companies employed around 319,000 people in the US,
while US companies in Switzerland generated some 89,000 direct jobs.
Indirectly (including locally sourced services such as construction and

maintenance) the effects are even greater.

Economic flows between Switzerland and the US (2017)

Goods: CHF 21 bn

Services: CHF 27 bn

Direct investment: CHF 135 bn

YvVvyy

Share of total Share of total
import volume import volume

Investment: 7.7%
Investment: 12.5%
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Goods: 1.5%
1

Goods: 8.0%
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Direct investment: CHF 305 bn

Services: CHF 27 bn

Goods: CHF 35 bn
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Win-win situation
In 2017 Switzerland generated a current account surplus of around CHF
14 billion in the trade of goods and services with the US. The capital
account presents a different picture, especially when it comes to direct
investment: here Switzerland invested around CHF 170 billion (2017) more
in the US than vice versa. Swiss companies employ almost four times
as many people in the US than do US companies in Switzerland. From
a mercantilist perspective, e.g. on the basis of jobs, we have the following
situation:

The bilateral economic ties (goods, services, and direct investment) al-
ready assure more than 700,000 jobs directly, around 260,000 of them
in Switzerland and 450,000 in the US. Around 180,000 jobs in Switzer-

Swiss investors
plowed substantially
more into the US
than vice versa.
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land, and some 140,000 in the US, exist on the basis of the trade in goods
and services between the two countries. This calculation is done on the
basis of (assumed) average revenues of CHF 350,000 per employee and
the highly simplifying assumption that this figure is identical in both
Switzerland and the US. Given Switzerland’s CHF 14 billion current ac-
count surplus, the US creates an estimated 40,000 or so more jobs in
Switzerland than the other way around. At the same time, the very high
level of Swiss direct investment into the US has created 230,000 more
jobs in the US than vice versa.

On a net basis, the US thus benefits more in terms of jobs from Swit-
zerland than vice versa. Bilateral trade relations are creating around
190,000 more jobs in the US than in Switzerland. From a mercantilist
point of view, this puts Switzerland’s oft-cited current account surplus

with the US in perspective.

Second go at an agreement

Since fall 2018, Switzerland has again been in exploratory talks with the
US (EAER 2019). The goal is to find out whether there is now a basis for offi-
cial negotiations 13 years after they foundered at the first attempt. A major
reason for the renewed endeavor is the Trump administration’s approach
of forcing the pace when it comes to signing new bilateral trade agree-
ments or improving existing ones. Given the upcoming US presidential

elections, the window for resuming formal talks will close again soon.

Trade in goods: 41,000 additional jobs

It is possible to estimate the trade-creating effects of an agreement be-

tween the two countries on the basis of data from previous FTAs of both

countries. For Switzerland, the following picture emerges by comparison
with a situation without an FTA:

— In terms of trade in goods, cumulatively over five years after the imple-
mentation of an FTA, additional imports of CHF 26.9 billion can be
anticipated.

- In Year 5, imports of goods will be CHF 9.6 billion higher, equivalent
to around 27,500 new jobs created in the US.

— The relative importance of the US for Switzerland’s foreign trade in
goods continues to grow (trade diversion).

— Five years after the introduction of the FTA, Switzerland will be im-
porting 25 9% more product groups from its US trading partner than
before. This will help diversify the range of products on offer and

enhance the benefit for Swiss consumers.

For the US, the figures turn out as follows compared with a scenario
without an FTA with Switzerland:
- On a cumulative basis, imports of goods will increase by CHF 13.6 bil-

lion over the five years after the implementation of the FTA.

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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- In the fifth year, there will be a CHF 4.7 billion increase in the import
of goods, corresponding to around 13,500 new jobs created in Switzer-
land.

— With an FTA, US exports of goods will tend to increase more than im-
ports; for Switzerland it will be precisely the opposite way around. This
means that an FTA is likely to reduce the United States’ present goods
trade deficit with Switzerland, turningitinto a surplus by 2031 if growth

rates remain constant.

Situation regarding trade in goods* five years after
implementation of an FTA

Goods: +CHF 9,6 bn**

\

Jo Qo) Jo Qo)
sana 70 13500 sana

Goods: +CHF 4,7 bn

A

*Calculations done only for trade in goods. Increased trade in services and a higher volume of investment are
not included here.

**Five years after the introduction of an FTA, the Swiss import volume from the US would amount to CHF 33 bn
versus CHF 23 bn without an FTA. For the US import volume, these values account for CHF 48 bn and CHF 43 bn
respectively.

Solution possible for agricultural goods

Without Swiss concessions on agricultural goods, there will be no FTA with
the US. Currently the United States’ main exports to the rest of the world
are soybeans, corn, nuts, and meat. The Swiss tariff rate for soybeans is al-
ready very low, and even if there were free trade, the volumes imported
would be unlikely to increase much because US farmers primarily produce
genetically modified soybeans, for which there is little demand in Switzer-
land. A similar situation could be expected if tariffs on corn were reduced.
Switzerland cultivates only a few hectares of nuts, so there would be only
marginal competition from imports. The situation for meat is different.
Here Switzerland covers a high proportion of its own needs. There would
be leeway for beef products within the framework of a reduced-tarift quo-
ta, and longer transitional periods could make the potential structural

change more socially tolerable for pork and poultry farmers.

Positive impetus to trade in services, direct investment, and

public procurement

Given the limited data available, it is harder to assess the benefits of an
FTA between Switzerland and the US in terms of the movement of ser-
vices and direct investment. However, comparisons with the two coun-

tries’ other FTAs suggest that an FTA would accelerate growth in trade
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in services as well. We could also expect an FTA to create greater legal
certainty for economic players, making investment in the two countries
relatively more attractive. In the medium to long term, this would be re-
flected in the volume of direct investment too. An agreement could also

create interesting opportunities in terms of public procurement.

The benefits of an FTA in a nutshell

An FTA would have immediate benefits for export-oriented Swiss
companies that already sell in the US. It would save an estimated
CHEF 135 million or so per year in customs duties (Legge, Lukaszuk and
Follmi 2019), making Swiss products more competitive relative to products
from other countries. However, reducing customs duties would not be
the main point of an agreement: even more importantly, an FTA would
substantially increase legal certainty and provide political safeguards
as the multi-lateral approach continues to erode.

With a 190,000-job surplus, the US already profits greatly from its bi-
lateral trading relations with Switzerland. An FTA would boost US ex-
ports of goods to Switzerland even more than the other way around, cre-
ating an additional 27,500 US jobs. But Switzerland would reap the
benefits as well in the form of 13,500 more jobs than without an FTA.

Higher incomes and the resulting increase in investment and con-
sumption would also produce indirect effects resulting in job creation,
although it is virtually impossible to put a figure on this. Overall, the
new jobs created by the trade in goods would in all probability consti-
tute the lower limit for the positive effects of a Swiss-US FTA across the

economy.

Ten strategic recommendations for Switzerland

The following strategic recommendations are primarily addressed to
political decision makers in Switzerland. It is in their hands whether an
FTA with the US has domestic political backing or, as in 2006, founders

at an early stage.

01_Diversify and optimize the potential of Switzerland’s network of
bilateral FTAs by concluding new agreements.

02_Sign an FTA with the US as soon as possible to create a platform for
subsequently expanding and deepening its scope.

03_Independently sign an FTA rather than being tied to a future US-EU
agreement.

04_Actively involve the relevant domestic stakeholders in free trade talks
at an early stage, particularly the agricultural sector.

05-Reduce the non-tariff barriers to reciprocal market access between
Switzerland and the US for agricultural goods.

06- Come up with creative solutions to open the agricultural market to
the US in stages by reducing tariffs.

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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07-Boost consumer sovereignty by means of clear, complete declarations
of origin and production methods for agricultural goods.

08_Allow competition from imports, and trust in the innovatory
potential of Swiss producers.

09_ Create a separate quota for the exchange of labor between Switzer-
land and the US.

10_ Quantify the real problem of copyright infringements in the age of

streaming.

Exploit the opportunities of an FTA now
Basically, efforts to conclude an FTA should succeed. To a large extent,
Switzerland and the US share the same values in terms of the rule of law,
freedom, democracy, and the free market. Issues of human rights, work-
ing conditions, pay, and environmental compliance are less significant
than they are in many other FTA negotiations, for example with Asian
countries.

If an agreement is reached, both Switzerland and the US will benefit
from an FTA. This is a historic opportunity that the two countries should

seize now rather than waiting another 13 years.

12

Both Switzerland and
the US will benefit
from a free trade
agreement.
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1_Background

1.1- Challenging global developments
The multilateral approach of trade liberalization has been faltering for
almost two decades. The so-called Doha Round of trade negotiations be-
tween members of the World Trade Organization (WTO), under way
since 2001, has so far failed to produce a successful outcome. The inter-
ests of the 164 members are too divergent.

This has consequences: In a rules-based system such as the WTO, even
less economically powerful nations can take action against bigger coun-
tries via the dispute settlement mechanism. In a purely power-based sys-
tem without binding, enforceable rules, this is hardly possible. | One of
the consequences is the growing number of bilateral free trade agree-
ments (FTAs) being signed; since 2006 they have doubled in number to

almost 300. The growing importance of FTAs comes at the expense of .
The growing impor-

tance of free trade

agreements comes at
China’s ascent, and the diminishing supremacy of the US the expense of the

the multilateral approach (wT0 2019).

At the same time, globalization and China’s admission to the WTO in  multilateral approach.
2001 have both increased and shifted global flows of trade. Hong Kong
(which joined the WTO in 1995) has a decisive share in this, with many
goods entering or leaving China via the Special Administrative
Region. |?

While in 2000 most countries’ trade in goods with the US exceeded
their trade in goods with China, China (including Hong Kong) has now
overtaken the US (see Figure 1). This picture suggests an explanation for the
recent darkening in relations between the US and China: China is a grow-
ing economic challenge — and thus also an increasing challenge in terms
of (power) politics — for the US. The shift in trade flows is especially pro-
nounced in the Asia-Pacific region, where the United States’ trading
supremacy is now limited to only a small number of countries such as
Cambodia, Bangladesh, and Bhutan. The relative supremacy of the US

has now also been broken in Africa, and even in South America.

China’s growing influence, also in Europe

In Europe, which traditionally has extremely close political and econom-
ic links with the US, there has also been a massive increase in China’s
significance in terms of foreign trade. This is particularly striking in EU

member states in the eastern part of Europe: Estonia, Latvia, Poland, Slo-

1 Asurvey conducted by the WEF (2019) ranks the erosion of multilateral trade rules as the second-biggest risk for 2019.
2 129% of all Chinese exports arrive in Hong Kong, and 8% of all Chinese imports are imported via Hong Kong
(figures for 2017, WITS 2019).

Arguments for a free trade agreement with Switzerland's second-largest economic partner 13



Figure 1
The growing importance of China (including Hong Kong) in global trade

China’s ascent as an economic world power is reflected in global trade relations. If Hong Kong is included in the equation,
more and more countries are doing a greater volume of trade with China than with the US.

Relative importance of the US and China (including Hong Kong) in trading terms (2000)

| 100 % more with USA
m 0 to 100% more with USA
0 to 50% more with China
m >50% more with China
no data

Relative importance of the US and China (including Hong Kong) in trading terms (2017)

W >100% more with USA - ¥
® 0 to 100% more with USA i P
0 to 50% more with China ks
M >50% more with China
no data

The countries in black are those where the volume of goods traded (imports and exports) with the US exceeds the volume of trade with China by more than 100 %.
Dark grey indicates that while this figure has fallen below 100 %, the country in question still does more trade overall with the US than with China and Hong Kong
combined. The same applies inversely to countries marked in red.

Source: WITS (2019), calculations by Legge et al. (2019)
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venia, Croatia, Hungary, Romania, Bulgaria, and Greece, which now
have closer trading ties with China than with the US. This also applies,
albeit to a lesser extent, to Scandinavia, Germany, the Netherlands, and
Spain. Only Ireland still conducts substantially larger volumes of trade
with the US than with China, presumably, in part, because of its func-
tion as a bridgehead for many US companies in the EU.

The status of the US as the powerhouse of world trade and liberaliza-
tion is being called into question: In addition to having FTAs with 12
countries and the 10 nations that make up the Association of Southeast
Asian Nations (Asean), China is also one of the seven members of the

Asia-Pacific Trade Agreement (Apta). By contrast, the United States’ net- . ,
& P y The United States

network of free trade
agreements does

not include a single
European nation.

work of agreements with 20 countries does not include a single Europe-
an nation, while China already has FTAs with Switzerland, Iceland, and

Georgia (Mofcom 2019 and USTR 2019b).

China is Switzerland’s third-largest trading partner,

the US its second-largest

Including Hong Kong, Switzerland now does slightly higher volumes of
trade with China than with the US. |? Free trade has been possible with
Hong Kong since 2012, and with China since 2014 (see Box 1. Since two
FTAs are in place and the following considerations are limited to eco-
nomic aspects, the significance of China for Switzerland is presented
separately from Hong Kong.

Box 1

FTA with the US or China? Safeguarding Switzerland's existing agreements

Article 32.10 (the so-called China clause) of the newly negotiated NAFTA agreement between
the US, Mexico, and Canada (USTR 2018b) has aroused a lot of attention in Switzerland.

It affects future agreements made by a NAFTA party with “non-market” countries. The clause
does not prohibit FTAs of this sort, but does give the other two NAFTA parties the right to con-
tinue the agreement without the third party. There is the possibility that the US would want to
include similar wording in a bilateral FTA with Switzerland. Even if it came to this, however,
fears in Switzerland that the existing FTA with China would have to be terminated are exag-
gerated. This s because the USMCA (US-Mexico-Canada Agreement), as the new agreement
taking the place of NAFTA is called, explicitly excludes FTAs that are already in place.

What is not clear is how a Swiss-US FTA would treat any modernization or extension of the
existing FTA between Switzerland and China.

Taken in isolation, Switzerland does less trade with China than with the
US. Overall, the US accounts for 13 % of Switzerland’s foreign trade (the
sum of imports and exports of goods and services). This makes the US
Switzerland’s second-most-important trading partner, behind the EU
(539%) but still ahead of China (6 %) (see Figure 2).

3 Goods trade (imports and exports) with Switzerland in 2017: Hong Kong CHF 25 billion, China CHF 37 billion,
and USA CHF 58 billion (FCA 2019b).
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Figure 2
The United States: Switzerland’s second-largest trading partner

Measured by imports and exports of goods and services, the United States is Switzerland’s
second-largest trading partner. The United States’ share of Switzerland’s total foreign trade
is more than twice that of China.

i Percentages of total Swiss foreign trade

60 — : ; ‘
1 | | EU |
; — —
0 - ; ; ;
o | | | | | |
30 - : : : : : :
20 - ‘ : : : :
| | | | | us 1
10 ——— — China (ex Hong Kong)
0 | | | | 3 3
2012 2013 2014 2015 2016 12017 12018

Source: BEA (2019), FCA (2019b), SNB (2019a), SNB (2019b), USITC (2019), own calculations

The aim of the present study is to analyze the close economic relations
between Switzerland and the US on the basis of facts, and elucidate
the potential effects of a free trade agreement. In addition to the move-
ment of goods and services between the two countries, we also take a
close look at direct investment.

We finish with strategic recommendations designed to create a basis
within Switzerland to prevent talks from being broken off or negotia-

tions not taking place, as was the case 13 years ago in 2006.

1.2_ Major gap in Switzerland's web of free trade agreements
With the multilateral approach getting weaker, in recent decades Swit-
zerland has been accelerating efforts to expand its network of bilateral

agreements. It now covers more than 70 countries, including the EU . ,
Switzerland’s network

of bilateral agreements

is one of the most
quarters of Switzerland’s total trade in goods takes place with countries  extensive free trade

member states |%, and can thus be seen as one of the most extensive free

trade networks in the world (see Diimmler and Kienast 2016). Around three-

with which it has an FTA. networks in the world.

Extensive network of free trade partners — with one major gap
However, from an economic point of view there are a number of

gaps: for example, there have still been no agreements with India, the

4 Switzerland has also made provision for the eventuality of Brexit with an agreement that has been negotiated but not yet
put into effect: trade between the UK and Switzerland should continue without major hiccups (“mind the gap” strategy).
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Figure 3
Top five trading partners without a free trade agreement (FTA) with Switzerland

Not only is the United States the strongest economry with which Switzerland does not yet have an
FTA; it is also the partner with the most intensive trade at present.

i Trading partner’s share of Switzerland's overall trade in goods (imports and exports) (2018) (in %)
1% ——

| ®No (formal) talks on an FTA
12 —— OTalks on an FTA begun
Size of circle indicates GDP of country in question
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Goods trade (imports and exports) between Switzerland and the trading partner in CHF billion (2018)

4

The basis is the trade in goods, since data for trade in services are not available for all trading partners. However, even if
bilateral trade in services (where data are available) is included, this does nothing to alter the selection and ranking of the
most important trading partners without an FTA with Switzerland.

Source: FCA (2019b), IMF (2019), SNB (2019b), own calculations

Mercosur states |5, Thailand, or Australia. Talks with Australia have not
been initiated to date; official negotiations are at least under way, or ex-
ploratory talks are being held, with the other countries and economic
areas. But one country outshines all these in terms of its global and bi-

lateral economic significances: the US. The US is by far the most import-

The US is by far the
most important

partner trading with
to free and fair global trade, an FTA should actually be an urgent prior-  Syitzerland without

ant partner trading with Switzerland without an FTA (see Figure 3). Given

the close and intensifying economic ties, and both partners’ commitment

ity. Close political and administrative contacts this year (2019) have cre-  a free trade agreement.

ated a window of opportunity that should now be used.

Box 2

Information on methodology and data used

The analyses in Chapters 2 and 3 are based on import data from Switzerland and the US
respectively. Although different sources of data were used, the assumption in empirical trade
research is that this allows greater accuracy than using import and export data from the same
source. It is presumed that because of customs duties and non-tariff barriers to trade (such as
norms and the certificates that have to be produced), a country’s imports are monitored more
strictly and thus better recorded than its exports.

5 The Mercosur states include Argentina, Brazil, Paraguay, and Uruguay.
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2_3Strong bilateral economic ties

2.1_

Growing trade in goods

Between 2000 and 2018 there was a sharp increase in the absolute vol-

ume of trade between Switzerland and the US (see Figure 4).

Imports of goods into Switzerland from the US more than doubled (up
CHEF 11 billion to CHF 21 billion). This significant increase is primarily
due to a change in the way the statistics are gathered, which makes
comparisons over time difficult. |® The statistical counterpart, US ex-
ports to Switzerland, reveals strong growth in the volume of imports
from the US to Switzerland in the last two decades.

In 2017 the US imported goods worth CHF 35 billion from Switzer-
land. In 2018 the figure was as high as CHF 40 billion, an increase of
CHE 23 billion versus 2000.

Thanks to this development, Switzerland’s goods trade surplus has grown

increasingly quickly, coming to around CHF 14 billion in 2017 and approx-

imately CHF 20 billion already by 2018 (FCA 2019b, USITC 2019).

US products account for a large share of Swiss imports

Around 7.6 % of goods imported into Switzerland are currently from the

US. In percentage terms, Swiss imports from the US have remained more

or less constant since the 2000 reference year (this is also reflected in the

US export figures). Swiss consumers already benefit greatly from goods

made in the US. Switzerland ranks 18th in the list of destinations for US

exports.

Imports of goods from Switzerland to the US have increased in both

absolute and relative terms. In 2000 only 0.8 % of all US imports came

from Switzerland; now the figure is 1.6 %. This makes Switzerland the

14

th-most-important country of origin for imports to the US. However,

in relation to its size, the US market is not significantly dependent on

Swiss products.

Key industries and product groups

In 2018 Switzerland imported a total of 12 product groups exclusively

from the US, including certain organic chemical products, food prod-

ucts, and specific types of wood and machinery. Only in the case of

G

ermany (127 product groups), France (55), Italy (48), and Austria (16)

did more goods come exclusively from one country (Legge etal. 2019).

Pharmaceutical products make up the lion’s share of goods imported

by the US from Switzerland (see Figure 5), and with average annual growth

6

18

Switzerland is the
14th-most-important
country of origin for
imports of goods to
the US.

Before 2012, non-European products were attributed to the port of entry (in most cases the Netherlands);

only from 2012 were they attributed to the actual country of origin.
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Figure 4
Growing trade in goods between Switzerland and the US

The trade of goods between Switzerland and the US bas increased substantially since 2000. US imports of goods from
Switzerland have grown 4.8 % per year on average. The sharp increase in Swiss imports of goods from the US in 2012
is due to statistical reasons.
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The sudden increase in 2012 is due to a change in the way statistics are gathered. Prior to 2012, non-European products were attributed to the port of entry
(in most cases the Netherlands), but since 2012 they have been attributed directly to the actual country of origin.

Source: FCA (2019b), SNB (2019b), USITC (2019), own calculations

of 18 % over the last two decades are also among the most rapidly devel-
oping products. In second place are organic chemicals, accounting for
11% of total imports to the US from Switzerland, followed by precision
instruments (9 %) (USITC 2019).

Given the widespread opposition to free trade in agricultural circles,
it is remarkable that already 12.7 % of Swiss exports of agricultural and
forest products go to the US |7, while only 2 % of the products in this area
imported by Switzerland |® originate from the US (Fca 2019b).

Switzerland’s main imports from the US, on the other hand, are chem-
ical end-products, precision instruments, air- and spacecraft, road vehi-

cles, plus jewelry, household goods, and precious metals (see Figure 6). |

Customs duties and potential savings

More than half the products imported from the US are already subject
to a very low tariff rate of less than one percent: In 2018, 76 % of imports
were already tariff-free; for the remaining 24 %, the average MFN (most-
favored nation) tariff |'° was only 0.7 %. Overall, in 2018 Swiss consumers

and companies (see Box 3) paid around CHF 30 million in duties on a total

Pharmaceutical
products make up the
lion’s share of goods
imported by the US
from Switzerland.

7 A high proportion of this falls to sweetened beverages, particularly exports of cans of Red Bull.
8  Switzerland’s food market, followed by Norway and Iceland, is the most heavily protected from foreign imports. This

particularly applies to unprocessed foods such as dairy products, meat, fruit, and vegetables.

9 Because of the use of import data for each country, different product group categories underlie the analyses.
10 MFN (most-favored nation) tariffs are those charged by WTO member states among themselves.
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Figure s
US imports from Switzerland by product group

Pharmaceutical products account for around one-third of overall US imports from Switzerland.
This is by far the most important export from a Swiss perspective at present.
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volume of imports from the US of some CHF 21 billion. This gives an
average tariff rate of 0.14 %. The highest absolute customs expenses (not
to be confused with tariff rates) arose on the import of private vehicles |
(around 14 % of total duties paid), followed by wine (around 9 %). Besides
wine, other agricultural goods resulting in relatively high customs ex-

penses are whey, ethanol (pure alcohol), and beef.

Box 3
Who pays the customs duty?

Imported goods are reported to customs by the forwarder charged with shipping the goods, or
by the importer itself. The customs duty due is paid by the importer directly or charged on to
the importer by the forwarder. Import duties levied are thus ultimately always paid by domes-
tic consumers and companies rather than by the manufacturer or exporter abroad.

The question of who bears the actual economic burden of duties is quite another matter. If
they are to remain competitive, producers of goods often cannot pass the entire customs duties
on lo consumers.

Switzerland imports more than 5,000 of 8,000 possible product groups

from the US. |'? This trade is in products where the tariff rates are already

11 Swiss tariff rates for the import of vehicles from the US are already very low. They account for 4% of the car value. In the
EU, the same car would be subject to a tariff rate of 10 % (Futurezone 2019).
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Figure 6

Swiss imports from the US by product group

On the Swiss side too, one product category stands head and shoulders above the rest:
accounting for more than 20% of total imports to Switzerland from the US, chemical end-products
are the clear winner.
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2.2

very low or even zero. In other words, to increase trade, the tariff rate
should be reduced or even abolished for other product groups too.

Switzerland’s customs tarift classification includes around 1,500 prod-
ucts with an (estimated) |'"®* MFN ad valorem tariff |'* of more than 5%,
over 800 products have tariff rates of more than 10 %, and 400 even over
259%. In more than 90 % of cases, these high rates apply to agricultural
produce (seeFigure 7). Flour, for example, incurs an average tariff rate of more
than 400 % of the value of the goods, which effectively prohibits trade
in these products.

For their part, US consumers and companies (see Box 3) paid customs du-
ties of almost CHF 250 million in 2018 on the basis of slightly more than
CHEF 40 billion’s worth of imports from Switzerland. This corresponds
to an average tariff rate of 0.6 %. Dairy products, with a share of around
39, incur the highest customs expenses, not because of the large volume
traded, but because of an above-average tariff rate of almost 9 %. In the
US too, certain product groups — primarily tobacco (350 %) and peanuts

(more than 130 %) — are subject to prohibitively high tariffs.

— Growing trade in services

US consumers and
companies paid
customs duties of
almost CHF 250 million
on imports from
Switzerland.

12 Based on eight-digit HS numbers. HS stands for the internationally Harmonized System for classifying and coding goods.

13 The MFN ad valorem tariff was estimated on the basis of all Swiss imports.

14 An ad valorem tariff (duties by value) is expressed in percent and is calculated on the basis of the price of the imported
product, as opposed to duties calculated on the basis of the weight of the imported goods. Switzerland is one of the last

remaining countries in the world to retain the system of duties by weight.
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Figure 7

Average Swiss customs duties on imports from the US

In 2018, Switzerland saw positive imports from the US for around 5,000 of a total of 8,000 product

groups with regular import duty. These are product groups where the tariff rate is either zero or
already very low. To increase trade, the other tariff rates will have to be reduced as well.
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Source: FCA (2019b), Legge et al. (2019)

Alongside trade in goods, trade in services between Switzerland and the
US has intensified considerably in recent years. Between 2012 and 2017 |5,
services imported to Switzerland from the US increased by around CHF
12 billion, while US service imports from Switzerland grew by approxi-
mately CHF 6 billion (see Figure 8). Over this period, Swiss imports from the
US grew much more rapidly (up 79 %) than US imports from Switzerland
(up 30%). This development is the opposite of the trend in the trade in
goods, where US imports from Switzerland have grown more rapidly

than the other way around.

Over one-quarter of services imported into Switzerland

come from the US

The relative importance of the US as a provider of services to Switzerland
increased by 8 percentage points between 2012 and 2017 |'¢, from 18 %
t0 26 % of total service imports (SNB2019a). At the same time, Switzerland’s
relative importance as a provider of services to the US has remained more
or less constant ataround 5% (+0.2 percentage points; BEA2019). This trend
is manifest in a declining surplus for Switzerland, which in 2017 even
turned into a deficit (CHF -0.2 billion).

Swiss imports from
the US grew much
more rapidly than
US imports from
Switzerland.

15 Data on the import of services by country are only available for Switzerland from 2012 (SNB 20194). Even though the
US data source provides corresponding figures from the export perspective for a longer period, here we adhered to the

principle of using import data (see Box 2).

16 To draw conclusions about the relative importance of the US as a provider of services to Switzerland, for the sake
of statistical rigor numerators and denominators should be taken from the same data source. The data for the Swiss
perspective are those from the SNB, which is why this comparison only covers data from 2012 on.
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Figure 8
Powerful growth in spending on services from the US

In the years after 2012, Switzerland has recorded a surplus in the trade in services with
the US; in other words, Switzerland has exported more services than it has imported.
However, this surplus has declined steadily, and in 2017 even turned into a deficit

of CHF 0.2 billion.
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Switzerland procures around one-quarter of the services it imports

The declining
services surplus for

Switzerland turned
computer, and information services (18.8%). Imports of R&D services into a deficit in 2017

from the US. The most important segments are research and develop-

ment (R&D) (24.8%), license fees (24.4 %), and telecommunications,
have grown particularly rapidly since 2012 (see Figure 9).

Trade in highly specialized services
One of the most important services imported by the US from Switzer-
land is insurance (31.9 %), which has grown rapidly at a rate of 5% per
year from 2012 to 2017, to CHF 8.5 billion in 2017. By comparison, im-
ports of financial services |7 from Switzerland are only modest (CHF 0.5
billion in 2017). Only consulting and tourism services have seen even
more rapid growth than insurance, with 8.5% and 7.0 % respectively.
Other significant categories are license fees (21.8% of all US service
imports from Switzerland) and consulting services (11.4 %) (see Figure 10).
The portfolio of services traded between Switzerland and the United
States reflects the high state of development of the two economies. It is
not just goods that are traded. There is disproportionate growth in trade
in services. In some cases these are highly specialized activities such as

research and development (a good example is the billions invested by

17 The financial services category covers all services provided by banks and other financial institutions.
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Figure 9
Swiss imports of services from the US: R&D and license fees

Half of Switzerland’s total service imports from the US are in R&'D and license fees.
Telecommunications, computer, and information services account for a_further 19 %.
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Swiss pharmaceutical companies in the US) and licensing innovative
products.

It is significant that the relative importance of service imports is high-
er than for goods. This too can be interpreted to indicate two mature
economies whose value creation not only primarily depends on the ser-
vice sector, but which also develop highly specialized services and busi-
ness models that are exportable. The US in particular has evolved for
many Swiss companies operating internationally into a source of services

essential to the process of producing products and services.

2.3_ High level of reciprocal direct investment

There are already also close ties between Switzerland and the US when
it comes to direct investment. Measured in terms of the immediate in-
vestor (see Box 4), Switzerland has invested much more (CHF 305 billion) in
the US than the other way around (CHF 135 billion). This makes Swit-
zerland the seventh-largest investor into the US, with a volume of invest-
ment three times higher than China, India, and Mexico together (BEA 2019,
figures for 2017).

Measured in terms of ultimate beneficial ownership (see Box4), the balance
of investment at first seems to swing in favor of the US. However, given
Switzerland’s status as an important international base for holding com-
panies, ultimate beneficial ownership can be misleading when it comes to
assessing the real economic significance of investments (see Figure 11 and Box 4).

More than 400,000 jobs on the basis of direct investment alone

24

Switzerland is the
seventh-largest
investor into the US.
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Figure 10
US imports of services from Switzerland: insurance services and license fees

With a share of 32% of total service imports from Switzerland, insurance is by far the most
important category for the United States. License fees (2296) account for another hefly percentage.
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The number of jobs created is one example of how the concept of imme-
diate investor more adequately reflects the macroeconomic significance
of direct investment: In 2017, Swiss companies employed around 319,000
people in the US|'" (sNB 20192), while US companies generated some
89,000 |'® (Fso 2018) direct jobs in Switzerland. Indirectly (including local-
ly sourced services such as construction and maintenance) the effects are
even greater. This comparison underscores Switzerland’s major macro-

economic importance as a direct investor in the US, and vice versa.

Box 4
Ultimate beneficial owner versus immediate investor

The concept of immediate investor reflects the country of origin of the investor with a direct
interest in a company. By contrast the concept of ultimate beneficial ownership reflects the
country of the investor who ultimately exercises control. Investments defined in terms of the
immediate investor may be owned (more than 509 of the voting interest) by groups with
their head office in other countries and controlled from there (the ultimate beneficial owner).
The immediate investor’s country is thus merely the country where the intermediate company
is based (SNB 2016).

The reason_for the large stocks of US direct investment in Switzerland defined in terms

of the ultimate beneficial owner lies in the fact that Switzerland is an important base for
holding companies. So a large portion of US direct investment involves pass-through capital

18 Workforce of subsidiaries of Swiss companies in the US. Other sources talk of 460,000 or 750,000 jobs created
directly in the US by Swiss direct investment and trade in goods and services with Switzerland (Embassy of
Switzerland 2017 and 2019).

19 Number of people employed in Switzerland by corporate groups based in the US.

Arguments for a free trade agreement with Switzerland's second-largest economic partner 25



Figure 11
High level of Swiss direct investment into the US

Measured in terms of immediate investor, the amount of Swiss direct investment in the US is around CHF 170 billion higher than

US investment in Switzerland. Since Switzerland is an important international center for holding companies, the concept of
immediate investor best reflects the real economic impact.
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which does not generate any real economic benefit in Switzerland, for example in the form of
jobs. This capital is much more likely to leave Switzerland again and be invested in a third
country.

It is a different story when it comes to direct investment from Swiss actors in the US, the lion’s
share of which directly creates value, including jobs, in the US.

2.4_Together more than 700,000 jobs

The following analyses and interpretations are posited between the poles
of new foreign trade theory and mercantilism. In many countries, the
latter is again finding fertile ground, even though the ideas of mercan-
tilism have long been obsolete from the point of view of economic the-
ory (see Box 5). However, for the arguments in this subsection we have

deliberately taken a mercantilist perspective.

Box 5
A theoretical assessment of mercantilism

Mercantilism is a theory of economic policy geared to trade surpluses that was dominant
between the 16th and 18th centuries. The goal is to increase (government) revenues by way of
foreign trade surpluses (acquiring foreign currency). It involves actively encouraging exports
while at the same time imposing tariff-based and non-tariff barriers to imports to protect do-
mestic companies from competition from abroad. In the 18th century, mercantile theory gave
way to classical economics, and later to new approaches to foreign trade theory.

A mercantile theorist would argue that the current account deficit with Switzerland consti-
tutes a loss from the US point of view. While this argument is correct in terms of amounts of
money, it overlooks the beneficial nature of imports. Trade does not just benefit the country
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exporting; the goods and services generate greater benefit in the importing country than
comparable domestic goods. Both countries involved see their level of utility and prosperity
increase.

A high degree of specialization, and thus a higher degree of efficiency, always involves sur-
pluses and deficits in foreign trade, which in themselves are irrelevant (Diimmler and Schnell 2017).
Put simply, it is normal for a barber to be at a deficit to his mechanic in terms of the trade

in services, because the mechanic’s visits to the barber every year come to nowbere near the
amount of money the barber spends on service and repairs to bis car. For there to be a balance
of services trade between the two partners, the mechanic would have to go to the barber more
often in future and the barber could never sell his car. This would mean they would both
bhave much less freedom of choice and less utility than if they had full market choice.

Switzerland’s current account surplus

In 2017 Switzerland generated a current account surplus (trade in goods

and services, see Sections 2.1and 2.2) of around CHF 14 billion with the US. The

capital account presents a different picture, especially when it comes to

direct investment (see Section 2.3): here, measured in terms of immediate in-

vestors, Switzerland invested around CHF 170 billion (2017) more in the

US than vice versa. Swiss companies employ almost four times as many

people in the US than US companies in Switzerland. In relation to the

global economic importance of Switzerland, Swiss direct investment in

the US is disproportionately high. In relation to the

Current account and capital account are two sides of the same coin, global economic
importance of
Switzerland, Swiss
direct investment in
the US is dispropor-
Box6 tionately high.

A brief explanation of the balance of payments

and are brought together in the balance of payments, which must always

be balanced (see Box 6).

The balance of payments includes an economy’s entire cross-border economic transactions.
The balance of payments comprises the current account (which records transactions in goods
and services) and the capital account (which records transactions in financial assets). Since
sales of goods and services from Switzerland to the US are higher than the corresponding
imports, this results in a current account surplus for Switzerland; in other words, a positive
balance for Swiss exporters in the US corresponding to the difference. This can be seen in the
balance of the capital account. On the balance of payments level, this means that the sum of
the transactions in a country’s current account and capital account, adjusted for statistical
differences, is always zero.

Win-win situation
If we now weigh the current account against the capital account, for ex-
ample on the basis of jobs, we get the following estimate:

Bilateral trading relations (goods, services, and direct investment) al-
ready assure more than 700,000 jobs directly, around 260,000 in Swit-
zerland and some 450,000 in the US. Around 180,000 jobs in Switzerland,
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and some 140,000 in the US, exist on the basis of trade in goods and ser-
vices between the two countries. This calculation is done on the basis of
(assumed) average revenues of CHF 350,000 per employee (SHRM 2017) and
the simplifying assumption that this figure is identical in both Switzer-
land and the US. Given Switzerland’s CHF 14 billion current account
surplus (as of 2017), the US creates an estimated 40,000 or so more jobs
in Switzerland than the other way around. |?°

When it comes to direct investment, it all points in the other direction. .
When it comes to

direct investment,
(a balance of CHF 170 billion in the United States’ favor), again assum- 230,000 more jobs are

Since Switzerland has more direct investment in the US than vice versa

ing average revenues of CHF 350,000 per employee, 230,000 more jobs  created in the US

are created in the US than in Switzerland (see FSO 2018, SNB 2019a). than in Switzerland.
On a net basis, the US thus benefits more in terms of jobs from Swit-

zerland than vice versa. Bilateral trade relations are creating around

190,000 more jobs in the US than in Switzerland (230,000 minus

40,000). |?" From a mercantilist point of view, this puts Switzerland’s

oft-cited current account surplus with the US in perspective.

2.5_ First go at an agreement
Already in July 2005 during the administration of US President George
W. Bush, close bilateral trading relations culminated in exploratory talks

on the possibility of an FTA between Switzerland and the US. |2

First attempt founders

A motion by the then Swiss economics minister Joseph Deiss in January
2006 to open official negotiations was rejected by the Swiss Federal Coun-
cil. This had been preceded by five parliamentary initiatives that voiced
criticism of a possible FTA. The main issue was protecting the Swiss ag-
ricultural sector from imports from the US.

Following the Federal Council’s rejection, isolated parliamentarians
tried to reanimate the debate. There were six initiatives in this direction,
but from 2008 onward the topic disappeared from the political agenda
(see Figure 12).

It was only in 2012 that there were new moves, initially driven by
Swiss interests in protecting geographical indications for cheese, and
from 2013 increasingly also fueled by the possibility of an agreement
between the US and the EU. The Transatlantic Trade and Investment
Partnership (TTIP) would have been the world’s largest free trade area,
with implications for Switzerland (see Box 7). The US and the EU were

not just discussing reducing duties on industrial and agricultural

20 Since the level of pay is higher in Switzerland than in the US, the number of jobs created in Switzerland
by the current account surplus tends to be overestimated.

21 Swiss companies are among the best-paying employers in the US (Embassy of Switzerland 2019).

22 This prompted a comprehensive analysis of bilateral trading relations by Hufbauer and Baldwin (2006).
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Figure 12
Parliamentary initiatives related to Swiss-US free trade

An analysis of political developments reveals three phases of more dynamic action: between 2005
and 2007 in response to the first attempt; between 2012 and 2016 in response to concerns about
the signing of the TTIP (EU-US); and from 2018 on the basis of the second attempt to negotiate
a bilateral agreement with the US.
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goods. They were also talking about removing many non-tariff bar-
riers to trade and opening the public procurement market in both

directions.

Box 7
Potential consequences of the TTIP for Switzerland

The WTI (World Trade Institute, 2014) at the University of Bern has postulated various dif-
ferent scenarios for the TTIP agreement and its impact on Switzerland. The most damaging
move for Switzerland (-0.5 % of GDP) would have been a bilateral reduction in customs
duties by the EU and the US. Trade diversion effects (see Box 8) would have negatively impacted
many Swiss companies. |?°

The Swiss export industry would also have suffered because of more restrictive rules of origin
(Balestrieri 2014). These determine from what percentage of value creation a product can be
exported to the US, for example as “Made in the EU,” under the preferential terms of the trade
agreement. To facilitate trade, many EU companies might have dropped Swiss suppliers, par-
ticularly suppliers of automotive components and precision instruments (including medical
technology), in favor of companies within the EU.

If a comprebensive agreement had come to pass between the two trading partners that among
other things included the recognition of standards, and if Switzerland bad been able to

sign up to the agreement, this would have resulted in estimated +2.9 % growth in Swiss GDP

23 See also Economiesuisse (2015).
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(WTI 2014). From a Swiss point of view, this would not only have enabled free access to the EU
and US markets; compliance with technical norms would have had to be checked only once
and would have subsequently been valid for Switzerland, the EU, and the US. |?*

The aim was to conclude the TTIP by the end of 2015. Because of public protests in the EU
(think chlorinated chicken) and the change in US president, however, the agreement was not

signed. Officially talks are on hold, but they could be resumed at any time. |?°

24 There is (still) a mutual recognition agreement (MRA) of this type in place between Switzerland and the EU,
but not with the US. If all three trading partners had agreed, the conformity of a product would have had to be

recognized only once.

25 In July 2018 there were talks at the highest level between US President Trump and European Commission President
Juncker. They agreed to continue the dialog on removing barriers to trade (European Commission 2018). Since then,

however, there does not appear to have been much movement in this direction.
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3_Benefits of a free trade agreement

3.1_Trade in goods

Since fall 2018, Switzerland has again been in exploratory talks with the
US (EAER 2019). The goal is to find out whether there is now a basis for offi-
cial negotiations 13 years after they foundered at the first attempt. A major
reason for the renewed endeavor is the Trump administration’s approach
of forcing the pace when it comes to signing new bilateral trade agreements
or improving existing ones. |25

Possible savings in duties on the trade of goods — an estimated
CHEF 135 million or so for Switzerland and CHF 24 million for the US |27
(Legge et al. 2019) — are not the decisive factor when it comes to a potential

FTA between Switzerland and the US. Since an agreement between the .
With an agreement,

trade between the

two countries would
more trade between them with an FTA (seeBox8). The actual degree of this  jncrease.

two countries would lead to a reduction in the costs of trade (transpor-

tation, market access, tariffs, insurance, and regulation), there would be

effect would depend on what concrete barriers to trade (tariff-based and

non-tariff) were actually reduced by the agreement.

Box 8
Trade creation and trade diversion

Putting an FTA or customs union in place generally triggers changes in cross-border flows
of trade (Viner 1950).

Firstly, exporting companies in the countries involved benefit from cost savings (no more
import duties) and, as a rule, also from lower barriers (e.g. lower technical barriers to trade).
This makes their products more competitive by comparison with providers from other coun-
tries. This creates additional trade (so-called trade creation).

Secondly, providers from other countries that are not part of the new agreement become less
competitive than competitors in the countries involved in the agreement, as the former still
have to pay duties on exports and have compliance with the relevant technical regulations
checked. As a result, because its price including duties, etc., is higher, a supplier from another
country that basically produces efficiently can be forced out of the market by a less efficient
company in one of the countries participating in the agreement. This leads to so-called
trade diversion.

The following estimates are based on the assumption that an FTA

between Switzerland and the US would be similar to the FTAs signed

26 Examples from the document 2018 Trade Policy Agenda and 2017 Annual Report of the President of the United States on
the Trade Agreements Program: “[...] President Trump has launched a new era in American trade policy” (p. 14), “Under
President Trump, the United States remains committed to working with like-minded countries to promote fair market
competition around the world [...],” and “Countries that are committed to market-based outcomes and that are willing
to provide the United States with reciprocal opportunities in their home markets will find a true friend and ally in
the Trump Administration.” (p. 16, USTR 2018a).

27 These figures assume a utilization rate of 100 %. Adjusted for the expected utilization rate, the estimated savings
in duties come to around CHF 100 million for Switzerland and CHF 7 million for the US (Legge et al. 2019).
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Figure 13
Switzerland: trade-creating effects of an FTA

Based on the data of FTAs signed by Switzerland to date, following an FTA imports would
increase around 7.3 percentage points per year more than without an agreement. In terms
of trade with the US, this corresponds to an additional import volume of CHF 9.6 billion
in Year S following the signing of an FTA (CHF 26.9 billion on a cumulative bass).

i Development of the import volume (relative to year 0)
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Source: Legge etal. (2019)

by Switzerland or the US in the past. On this basis, the trade-creating ef-
fects of an FTA between the two countries in the trade of goods were
projected. In each case the observations were weighted by volume of trade
(Legge et al. 2019). |28

Substantial increase in volume of trade between

Switzerland and the US

According to this model, compared with a situation without an FTA, Swiss
imports would increase an additional 7.3 percentage points per year with
an FTA (see Figure 13). Cumulated over the five years following the enactment
of the FTA, this would lead to an additional CHF 26.9 billion in imports,
and in Year 5 after the enactment of the FTA the volume of imports would
be CHF 9.6 billion higher than without an agreement (based on 2018 im-
port volume; BEA 2019). The additional import volume (= export volume

for the US) in the fifth year after enactment of the FTA would be equiv- In the fifth year after

enactment of the

free trade agreement,
Calculations (Legge etal. 2019 show that an FTA between Switzerlandand 27 500 new jobs would

alent to around 27,500 new jobs created in the US, assuming average rev-

enues of CHF 350,000 per employee (SHRM 2017).

the US would not only lead to an increase in the volume of trade in ab- be created in the US.

solute terms (trade creation), but also in relative terms (trade diversion;

28 Given the different data sets (all FTAs signed to date) for the two countries, the growth in one country’s imports does
not necessarily match the growth in the other’s exports.
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Figure 14
Switzerland: more imported product groups after enactment of an FTA

After Switzerland enacts an FTA, the number of imported product groups increases 25 9%.
This boosts domestic competition (competition from imports) and helps increase the range
on offer to consumers and companies.

iNumber of imported product groups (relative to year 0)

[P P
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Year (relative to the enactment of an FTA)

The analysis on the number of imported product groups is based on a limited data set covering the years
2000-2018 (19 years). Therefore, there are no data available for the year -10.

Source: Legge et al. (2019)

see Box8). The US would become even more important as a trading partner
to Switzerland.

But not only this. After signing an FTA, Switzerland typically also
trades a larger number of products with the partner country in question.
Five years after the FTA, Switzerland imports 25 % more product groups
from the trading partner in question (see Figure 14). This helps diversify
the range of products on offer and enhances the benefit for Swiss

consumers.

More than 13,000 new jobs in Switzerland

All FTAs to date show that there are also trade-creating effects on the US
side. After enactment of an FTA, imports grow by 2.1 percentage points
more per year on average (seeFigure 15). Applied to imports from Switzerland,
this means an additional import volume of CHF 13.6 billion cumulative-
ly over five years, CHF 4.7 billion in the fifth year alone (on the basis
of 2018 import volume; FCA 2019b). The latter is equivalent to 13,500 jobs

created in Switzerland.

Reduction in US goods trade deficit with Switzerland
When Switzerland signs an FTA, the increase in imports of goods into
Switzerland from the trading partner in question is greater on average

than growth in exports to the trading partner; from the US perspective

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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enactment of the free
trade agreement, 13,500
new jobs would be
created in Switzerland.
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Figure 15
US: trade-creating effects of an FTA

Based on the data of FTAs signed by the US to date, following an FTA imports would in-
crease around 2.1 percentage points per year more than without an agreement. In terms of
trade with Switzerland, this corresponds to an additional import volume of CHF 4.7 billion
in Year S following the signing of an FTA (CHF 13.6 billion on a cumulative basis).

i Development of the import volume (relative to year 0)
g
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Source: Legge etal. (2019)

it is precisely the opposite. These different effects of FTAs on the two

countries suggest that a Swiss-US FTA would not only generate addition-
88 e An agreement could

lead to a reduction

in the United States’
Based on the volume of trade between the two countries in 2018 — as-  cyyrrent account deficit

al trade, but could lead to a reduction in the medium term in the United

States’ current account deficit with Switzerland.

suming growth rates remained constant — following an FTA the United with Switzerland.
States’ current goods trade deficit with Switzerland would be transformed

into a surplus in 2031. |?°

3.2_ Agricultural goods
There will be no agreement with the US unless Switzerland makes
concessions in relation to agriculture (Dimmler 2019). [*° To gauge the po-
tential competition with Swiss agriculture from imports, we looked at
the structure of the US’s global agricultural exports (see Table 1). |*' By far

the most important are exports of soya, followed by corn (maize), nuts,

and beef.

29 Swiss imports of goods from the US will grow more rapidly with an FTA than Swiss exports to the US. Together with
the US’s current small services trade surplus, all other things remaining equal, the US current account deficit with
Switzerland would also be likely to become a surplus in the medium term.

30 Swiss hopes of completely excluding the debate on free trade in agricultural goods are very unlikely to materialize.
In informal talks with the EU on resuming negotiations following the effective demise of the TTIP, the US called for
free trade in agricultural goods with the European Union, at least in part (NZZ 2019a).

31 It can be assumed that the structure of US exports will not change because of an FTA with Switzerland, as demand from
Switzerland is too small to significantly influence the structure of US offerings.
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Table 1
Top ten US agricultural exports

In 2018 the biggest US agricultural export to the rest of the world by far was soybeans, followed by
corn, nuts, and beef.

Export ranking ~ Agricultural goods Amount (USD m)

r Soybeans ] 7168
2] Corn 129
L A Nuts (fresh or dried) A
Ao Beet 1282
I Food preparations 5840
6 Wheat or meslin* o4
J ] Pork 4802
8 Oil cake from soybeans 3884
R Poultry ] 3629
10 Residues from the manufacture of starch 3,253

Source: USITC (2019)

Soybeans: market could open up
Soybeans, primarily used for animal feed, are one of the most heavily

traded commodities worldwide. In 2018, Switzerland imported around . .
Switzerland imported

around 14,700 metric

tons of soybeans,
terms of the Swiss federal ordinance on animal feed, since 1999 it has ot one ton of which

14,700 metric tons of soybeans worth CHF 10.7 million, not one ton of

which came from the US (kca 2019b). The reason for this is that under the

been compulsory to declare genetically modified (GM) feed |*2,and many came from the US.
Swiss labels |*3 have opted for non-GM feed. The US, by contrast, con-
tinues to grow primarily genetically modified soybeans. For this reason
Swiss imports mainly come from Brazil and the EU.
A complete opening of Switzerland’s market for soybeans — the tariff
rate for soybeans from the US runs at a mere CHF 0.10 per 100 kilograms
(FCA 2019¢) — should be possible. |** Even with a zero tariff, demand for US
soybeans would likely remain low because 94 % of soybeans grown in
the US are genetically modified (Soy Network Switzerland 2019). Separating
supply and processing chains to avoid contamination is expensive and

hardly likely to be justified even at zero tariff.

32 Impurities of below 0.9 % do not have to be declared.

33 These include IP-Suisse, Naturafarm, Bio Suisse/Knospe, Suisse Garantie, QM Schweizer Fleisch and Terra Suisse
(Soy Network Switzerland 2019).

34 1In 2017, Switzerland harvested around 5,600 metric tons of soybeans (Agristat 2018), subsidizing cultivation with
CHF 1.7 million in taxpayers’ money, or CHF 1,000 per hectare per year (FOAG 2018).
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Corn: declaration and innovation
More important for Switzerland than soybeans are imports of corn. In
2018, Switzerland imported around 132,120 metric tons of corn worth
CHF 43.2 million, only 172 tons of which came from the US (kca 2019b).
Depending on the degree to which the corn has been processed and what
itis used for, the tariff rate is up to several dozen francs per 100 kilograms
(FCA 2019¢). In 2016 Switzerland grew around 35 % of its corn itself (Agristat
2018). |39

Given the production structures, the US would primarily have trans-
genic corn to offer. Basically, it is permitted to import modified corn into
Switzerland for food or animal feed, but it has to be declared. In view of
the domestic demand structures, imports from the US are unlikely to
constitute major competition for Swiss corn. Apart from this, innovative
manufacturers place a premium on designations of origin: Ribelmais
AOP from the Rhine Valley was the first grain to be protected in Swit-

zerland.

Nuts: no competition for domestic production

The production of nuts in Switzerland came to around 2,500 metric
tons in 2017, grown on a mere 7 hectares of land (Agristac 2018). In 2018
imports of all types of nuts together came to around 36,600 tons, of
which 22 % originated in the US. As a rule, the tariff rates are only a
few francs per 100 kilograms. Given the minimal domestic production,
more intense competition from US imports is unlikely to have any
great effect, instead diverting trade away from other exporting coun-
tries to the US.

Meat: exploit creative room for maneuver

At around USD 15.5 billion, meat products are also one of the most fre-
quent exports from the US (see Table 1); beef accounts for by far the greatest
share of this. In 2019 Switzerland imported around 21,000 metric tons
of beef, primarily from Germany, Austria, and Ireland. [*® Only 2% of
all Swiss beef imports originated from the US (Fca 2019b). A sizeable 86 %
of the beef consumed in Switzerland was produced domestically. Despite
this, in the last five years imports have exceeded the reduced-tariff min-
imum quota for red meat (including beef) notified to the WTO, in some

cases by more than double (Proviande 2019). It would thus be possible within

Offering the US a
reduced-tariff quota for

beef would not have
The situation is different for white meat (including pork and poul- major implications for

the framework of FTA negotiations to offer the US a reduced-tariff quo-

ta for beef without major implications for Swiss producers.

try). In recent years, the WTO tariff rate quota has not been exhausted. Swiss producers.

35 Corn grown for seed is subsidized to the tune of CHF 700 per hectare per year (FOAG 2018).
36 Because of the price difference, the volume of meat bought by private Swiss individuals in foreign countries close to the
border is estimated at 12 % of the total volume of all meat sold domestically in Switzerland (Proviande 2019).
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Table 2

Switzerland's top ten agricultural exports

By far the biggest exports from Switzerland to the rest of the world in 2018 were coffee
and sweetened beverages.

Export ranking  Agricultural goods Amount (CHF m)
] Coffee " 2299 .
2z ] Mineral water and other soft drinks Vs
A Chocolate B4b
Ao Food preparations ms o
S Cheeseand curd ] 622 .
Food preparations from flour, groats, meal, starch,

L or malt extract %
T Cigars, cheroots, cigarillos, and cigarettes 83
8 o Animalfodder ] 223
S Concentrates of coffee, tea, or mate 86
10 Sugar confectionery not containing cocoa 169

Source: FCA (2019b)

This is primarily because of the high proportion of domestically
produced white meat: 95% for pork and 65% for poultry (the latter
has increased in the last few years) (Proviande 2019). Swiss producers have
managed to promote their domestic product and differentiate it
from the imported competition. Besides more pronounced differenti-
ation, longer transitional periods in particular could help make
the potential structural change more socially tolerable for pork

and poultry producers.

Switzerland’s offensive agricultural interests

When it comes to Swiss exports of agricultural goods, coffee and sweet-
ened beverages outstrip all other types of product (see Table 2). This is down
to two companies in particular: Nestlé and its coffee capsule system, and
Red Bull with its energy drink. Both companies bottle their products for
the global market exclusively in Switzerland.

Over 40 % of all Swiss exports of sweetened beverages go to the US.
Swiss sugar beet producers are thus already dependent on the US market.
This means it should also be in the interest of Swiss agriculture to have
an FTA with the US safeguarding this important market.

There are opportunities when it comes to processed dairy products,
especially cheese and chocolate. Already in 2018, Switzerland had a sur-
plus of around CHF 970 million in trade in agricultural products with
the US (Fca 2019b). Increasing bilateral trade on the basis of lower tariffs
and non-tariff barriers could generate additional sources of revenue for

innovative farmers.
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Over 40 % of all Swiss
exports of sweetened
beverages go to the US.
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3.3_ Services trade and direct investment
Given the limited data available, it is hard to assess the benefits of an
FTA between Switzerland and the US in terms of the trade in services

and direct investment.

Switzerland-China: growth rate doubled

The only figures for Switzerland are based on its FTA with China, the
only agreement for which there are nearly enough data available from
both before and after enactment of the FTA. |*” However, applying the
results to a potential FTA with the US is only possible to a limited ex-
tent, since only one single agreement has been studied and the US and
China differ so greatly in terms of their economic development — some-
thing which is also likely to heavily influence the structure in demand,
especially for services, and investment opportunities.

Overall, the growth rate for bilateral trade in services (expenditure and
revenues cumulatively) has been 2 percentage points per year higher on
average since the FTA came into force.

The greatest increase in growth rates was observed for transportation
services, where Swiss expenditure increased by 46 percentage points and
revenues by 38 percentage points (SNB2019a). There was very high growth
in expenditure on insurance services (+43 percentage points) and license
fees (+20 percentage points); on the revenue side, there was also growth
from license fees (+4.7 percentage points) and R&D (+4.3 percentage

points).

Growth in US exports of services

There are more data available for the US side of the equation. The devel-
opment of trade in services can be illustrated by the examples of FTAs
between the US and Australia, Singapore, and Chile, all of which have
been in force since 2004. Post-FTA growth rates were significantly high-
er in all three cases than before the FTA. Five years after enactment
of the FTA, the rate of growth for US exports to Chile had increased
by almost 20 percentage points; this figure was 12 percentage points for
Singapore, and 10 percentage points for Australia.

An FTA between Switzerland and the US can therefore likewise be
A free trade agreement

between Switzerland

and the US can be
Legal certainty for direct investment crucial expected to help

expected to help significantly boost trade in services.

There are too little data available to be able to come to any statistically signiﬁcantly boost
reliable conclusions about the way volumes of direct investment between ~ trade in services.

Switzerland and the US could potentially develop. Overall, however,

37 The agreement was enacted in 2014; data for trade in services are available from 2012 to 2018
(SNB 2019a).
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we could expect an FTA to create greater legal certainty for economic
players, making investment in the two countries more attractive in rela-
tive terms. In the medium to long term, this would also be reflected in
the volume of direct investment.

Greater legal certainty is usually created by safeguarding defined rights
of ownership and imposing restrictions on expropriation. The uncertain-
ty resulting from contradictory and sometimes retroactively valid laws
can be reduced. An FTA also makes it considerably more difficult to in-
troduce unexpected barriers to investment, |*® suddenly raise tariffs, or

place restrictions on intellectual property.

3.4_ Public procurement
An FTA could also create additional benefits in public procurement.
At present, two legal frameworks are crucial for Switzerland in terms of
participating in public tenders in the US or its states:

The Buy American Act of 1933 obligates the administration to give
goods and services produced in the US precedence over those produced
abroad. The legislation, a response to the Great Depression in the US
from 1929 onward, allows the president to waive the requirements in the
case of reciprocal treatment, or by way of an explicit agreement (for ex-
ample an FTA). The WTO’s Government Procurement Agreement (GPA)
was excluded from the Buy American Act. Switzerland has access to the
American procurement market via the 1979 GATT agreement.

This should not be confused with the Buy America Act (“America”
rather than “American”), which lays down specific percentages of domes-
tic value creation for public procurement in rail and road transportation.
From 2016, for example, the domestic (US) content requirement for rail
equipment was 60 9%. This requirement is being progressively raised:
in 2018 it was 65 %, and from 2020 the minimum domestic content will
be 70 %. The Swiss company Stadler Rail is extending its facility in Utah

to meet these requirements. |

Offset agreements and the Swiss Army’s shopping list

Switzerland, by contrast, does not have any comparable rules, except
when it comes to procuring armaments from abroad. In the past, this
has mainly been done by way of so-called offset agreements (or counter
trade) |*%; in other words, the foreign manufacturer undertakes to com-

pensate the amount of the contract by allowing Swiss industry to take

A free trade agreement
creates greater legal
certainty for economic

players.

38 The investment protection rules were a topic of hot debate during negotiations on the TTIP between the EU and the US.

The arguments for and against can be read in Wirtschaftsdienst (2014).

39 According to Stadler Rail Chairman Peter Spuhler, production costs are higher in the US than in Switzerland, which is
also reflected in the tendered prices. The reason for this is that the US currently lacks a pool of well-qualified labor with

the relevant training (SRF 2019a).
40 Basically, offsets are forbidden by the WTO, although this does not apply to armaments.
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an interest of up to 100 %. This enables Swiss companies to have a direct
interest in the manufacture of the product or participate indirectly
through the creation of additional orders. |*'

This is relevant inasmuch as Switzerland is planning to invest many Switzerland i
witzeriand 1S

planning to invest

many billions in
(around CHEF 2 billion), and armored vehicles and other equipment for modernizing its

billions in modernizing its army over the next few years. The shopping

list includes jet fighters (around CHF 6 billion), ground-to-air missiles

ground troops (around CHF 7 billion) (SRF 2019b). army over the next
Switzerland already buys armaments from the US, spending around ~few years.

CHF 30 million per year on average since 2000 (FCA 2019b). A major invest-

ment in the 1990s was the acquisition of 34 F/A-18 fighter planes made

by US company McDonnell Douglas Corporation (now Boeing). Includ-

ing rearmament, more than CHF $ billion has been paid to US manu-

facturers (Armasuisse 2018).

3.5_ Summary of benefits

An FTA would have immediate benefits for export-oriented Swiss com-
panies that already sell in the US. It would save an estimated CHF 135
million or so per year in customs duties (Legge et al. 2019; see Section 3.1), making
Swiss products more competitive relative to products from other coun-
tries. However, reducing customs duties would not be the main point of
an agreement: Much more importantly, an agreement would help create
more legal certainty and thus make investment in the US a more attrac-
tive prospect. It could also reduce the risk of sudden tariff increases or
restrictions on intellectual property. Last but not least, it could create
interesting opportunities for Switzerland in public procurement.

Both countries already profit from their bilateral trading relations
(goods, services, and direct investment) in the form of more than 700,000
direct jobs, around 260,000 of them in Switzerland and some 450,000
in the US (see section2.4). An FTA would create new jobs both in Switzerland
and the US by way of increased volumes of trade. On the basis of
trade in goods alone, five years after the conclusion of the FTA the equiv-
alent of 13,500 (Switzerland) and 27,500 (USA) new jobs would emerge
(see Figure 16).

These calculations only relate to the additional jobs created on the
basis of intensified trade in goods. They do not include new jobs created
by increasing trade in services. The volume of investment by Swiss com-
panies in the US would likewise increase further thanks to greater legal
certainty and a realignment of value chains (trade diversion), which would

also contribute to job growth. Higher incomes and the resulting increase

41 Critics fault offset agreements, claiming among other things that they increase the purchase price (the offset agreements
are priced in) and the risk of corruption (NZZ 2019b). The Swiss association of mechanical and electrical engineering
industries, however, sees them as an important instrument that, for example, allows industry to participate in interna-
tional programs (Swissmem 2018).
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in investment and consumption could also be expected to produce indi-
rect effects resulting in job creation (see Figure 17). Overall, the number of
new jobs created by an FTA in Switzerland and the US would thus far

exceed the figure calculated here.
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Figure 16

Job-creating potential of economic links between Switzerland and the US

Economic ties between the two countries already create many jobs in each. An analysis of goods trade reveals that five years after
its enactment, an FTA would be creating 13,500 (Switzerland) or 27,500 (US) new jobs.

Status quo in 2017

Goods: CHF 21 bn

=
Services: CHF 27 bn
>
Direct investment: CHF 135 bn
>
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Direct investment: CHF 305 bn
-
Services: CHF 27 bn
<
Goods: CHF 35 bn
-
Situation regarding trade in goods* five years after enactment of an FTA
Goods: +CHF 9,6 bn**
=
n O +27,500 +13,500 n O
““ jobs jobs “n
Goods: +CHF 4,7 bn
<

*Calculations done only for trade in goods. Increased trade in services and a higher volume of investment are not included here.

**Five years after the introduction of an FTA, the Swiss import volume from the US would amount to CHF 33 bn versus CHF 23 bn without an FTA.
For the US import volume, these values account for CHF 48 bn and CHF 43 bn respectively.

Source: BEA (2019), FSO (2018), FCA (2019b), SNB (2019a), SNB (2019b), USITC (2019), own calculations
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Figure 17
Increase in prosperity due to FTA broken down into individual components

Only the new jobs created on the basis of trade in goods were calculated for a potential Swiss-US FTA.
Additional job-creating components are presented schematically.

Bilateral exchange based on basic trade without FTA Swiss imports of goods increase by 7 percentage points

+Effect due to additional trade in goods per year on average following an FTA (versus the situation
+Effect due to additional trade in services without an FTA). The figure for the US is 2 percentage points.
+Effect due to additional investment Additional trade in services plus investment and indirect

effects (e.g. increases in consumption due to job-creating
effects) lead to a greater bilateral exchange and thus gains
in economic prosperity for both countries.

+|ndirect effects

Bilateral exchange after enactment of an FTA

Source: Own illustration
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4_Ten strategic recommendations

The following strategic recommendations are primarily addressed to
political decision makers in Switzerland. It is in their hands whether an
FTA with the US has domestic political backing or, as in 2006, founders

at an early stage.

FTA as a means of reducing uncertainty

In general, FTAs reduce the uncertainty for companies engaged in trade.
From a Swiss point of view, there are two key sources of uncertainty:
firstly, the declining importance of the multilateral approach (e.g. the
weak WTO); secondly, uncertainty with regard to future relations with
Switzerland’s most important trading partner, the EU (e.g. the institu-
tional agreement). This will make other trading partners more import-
ant. From a Swiss perspective, the sheer size of the US market is an im-
portantargument for stepping up economic cooperation. FTAs thus serve

as an insurance policy and safety net for export-oriented Swiss companies.

Strategic recommendation no. 1:
Diversify and optimize the potential of Switzerland’s network of bilater-

al FTAs by concluding new agreements.

Quickly conclude a platform agreement

Talks, so far exploratory, and intensified contact at the highest level be-
tween Switzerland and the US have created a window for instituting for-
mal negotiations on an FTA. Considering that the campaign for the pres-
idential elections, to be held on 3 November 2020, is likely to start
shortly, this window will soon close. Given the short amount of time
available, the most realistic option would be to negotiate a deal in the
form of a platform agreement containing a future developments clause
making it possible to widen and deepen the agreement in subsequent
years by way of additional chapters.

Strategic recommendation no. 2:
Sign an FTA with the US as soon as possible to create a platform for

subsequently expanding and deepening its scope.

FTA with the US as an expression of Swiss independence

It is now largely up to Switzerland to negotiate a deal with the US. If the
talks founder again, Switzerland might subsequently come under pres-
sure to sign an agreement negotiated by the EU and the US. Otherwise
Swiss companies would be at a significant disadvantage compared with

their competitors in the markets of the country’s two most important
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trading partners. Having its own FTA would therefore be an expression

of Switzerland’s sovereignty.

Strategic recommendation no. 3:
Independently sign an FTA rather than being tied to a future US-EU

agreement.

Diverse fears of free trade: agricultural sector the biggest
stumbling block
Probably the most important insight from the failure to enter into offi-
cial negotiations with the US in 2006 (see section 25) is the need to get the
various stakeholders involved early on — especially farmers, consumers,
and environmental organizations. To work out common solutions and
positions as far as possible, they have to be got on board during the ex-
ploratory talks. |42

In 2006, among the biggest stumbling blocks were the differences in
Swiss and US interests when it came to liberalizing the agriculture sector.
But the resistance did not just come from those representing the interests
of agriculture and their fears that border protection would be lifted. There
was also opposition from the green end of the spectrum, where there
were environmental and social concerns (Greens 2005 and Swiss Parliamentary
Services 2019b) centered on the fact that Switzerland basically had higher
standards when it came to environmental, consumer, animal, and social
protection. Violations of international law and human rights by the US
were also an issue (Swiss Parliamentary Services 2019¢).

An analysis of parliamentary initiatives, as a reflection of the public

debate, shows that calls for an FTA were strongest when Switzerland was
Calls for a free trade

agreement were stron-
gest when Switzerland
an FTA once it was time to start discussing the concrete points of an FTA 45 under pressure
(see Figure 12). because of US-EU

It is no surprise that the agricultural sector took a dominant role in TTIP negotiations.

under pressure to also find a solution with the US because of the TTIP

negotiations. There were a particularly large number of initiatives against

the political debate. At least 33 members of parliament (the National
Council or Council of States), including 15 farmers (6.1%), regularly
champion the cause of agriculture (13.4 % of all parliamentarians) (Dimmler
and Roten 2018). Considering its economic importance, the agricultural sec-
tor (which accounts for 3.1% of the workforce and only 0.7% of value
creation in GDP terms) is heavily overrepresented in the federal parlia-
ment. Members of parliament include the chairman and the director of
the Swiss Farmers’ Association.

While it is key to involve relevant stakeholders, this should not be al-

lowed to result in a power of veto. Equally, no concessions should be

42 Cf. motion 18.3797 from Council of States member Konrad Graber (Swiss Parliamentary Services 2019a).
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made to domestic actors beyond the true costs of adjusting to an FTA.
Additional privileges should not be granted to a sector such as Swiss
agriculture that already receives support to the tune of billions in tax-

payers’ |3 and consumers’ money.

Strategic recommendation no. 4:
Actively involve the relevant domestic stakeholders in free trade talks at

an early stage, particularly the agricultural sector.

Reduce non-tariff barriers to trade
One way of involving agriculture-friendly stakeholders in particular is
to carry out the process of partially liberalizing the market for agricul-

tural produce in stages. The first stage would be to reduce non-tariff bar-

The first stage would
be to reduce non-tariff
barriers to better
barriers to trade. [** exploit the existing
This means that Switzerland should negotiate with the US the remov- potential for trade.

riers to better exploit the existing potential for trade. Only then would

further market liberalization take place that also covered tariff-based

al of non-tariff barriers to trade such as various product regulations and
approval requirements. This could result in the recognition of the equiv-
alence of certain technical regulations related to plant health, animal
feed, seeds, organic farming, wine and spirits, and veterinary medicine,
and the quality standards for fruit and vegetables. Then the technical
implementation could be discussed at least once a year in a mixed agri-

cultural committee.

Strategic recommendation no. 5:
Reduce the non-tariff barriers to reciprocal market access between
Switzerland and the US for agricultural goods.

Tariff-based barriers to trade: many gradations are possible

To increase the consumer surplus and reduce the macroeconomic costs

of Swiss agricultural policy, a rapid, comprehensive move to free trade

would be better than partial liberalization (sce Dimmler and Roten 2018). But

partial liberalization would seem more realistic on political grounds.
Switzerland should come up with creative solutions to making con-

cessions to the US on agriculture. There are various levers enabling par-

tial liberalization, including:

— Granting transitional periods of several years for the opening-up of
the market. Around 56 % of farmers are currently aged over 50 (Fso
2019b); and if there were long transitional periods, they would hardly

be affected by partial liberalization;

43 Together with Norway and Iceland, Switzerland has the most heavily subsidized farms in the entire OECD (OECD 2018).
44 This approach was suggested by the Swiss Farmers” Association back in 2009 against the backdrop of a potential FTA
(which subsequently fell through) with the EU on agriculture (Bravo 2009).
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— Granting the US a limited additional quota for duty-free import into
Switzerland;

— Targeted tariff reductions for specific agricultural products by way of
a concession, with other products sensitive for Switzerland (initially)
excluded from free trade;

— Differentiation on the product level, for example free trade in processed
corn products rather than in unprocessed corn;

- Extending the non-controlled periods in the three-phase system for fruit
and vegetables (see Swisscofel 2018).

South Korea is an example of how successful creative solutions can be

(see Box 9). Switzerland should actively exploit the various opportunities af-

forded by partial free trade in agricultural goods to prevent discussions

from failing on a domestic level or in actual negotiations with the US.

Box 9
The US-Korean example: a template for Switzerland?

The FTA with South Korea is a good example demonstrating that the US is not basically
against partial liberalization. Half of the land cultivated in South Korea is used to grow rice,
56.69 of all farms produce rice, and the country is 102.5 % self-sufficient in the grain (MoA
2017). |*5 On Korea’s insistence, rice was excluded from free trade. In return it was agreed to
reduce the 40 % tariff rate on meat over a period of 15 years (NYT 2007).

Guven the trade deficit, reducing tariffs on vebicles was more important for the US than free
trade in rice. This means that to be able to propose interesting solutions in negotiations,
Switzerland should work out what areas are more important to the US than free trade in
specific agricultural goods important to Swiizerland.

Strategic recommendation no. 6:
Come up with creative solutions to open the agricultural market to the

US in stages by reducing tariffs.

Key role of demand, particularly for agricultural goods

When it comes to discussing free trade in agricultural goods, the demand
side should not be neglected. This is because in the consumer goods mar-
ket too, it is generally not supply that creates demand, but the preferences
of consumers.

Special preferences (for example domestically produced goods) Special consumer pref

erences might limit the

trade-creating effects of
costs of trade, the lower price will not necessarily change consumer , free trade agreement.

might limit the essentially trade-creating effects of an FTA. Despite

possible reductions in the price of foreign products resulting from lower

behavior.

45 South Korea’s agricultural sector is larger than its Swiss counterpart in both absolute and relative terms. It accounts for
1.8 % of Korean GDP and 4.9 % of employed persons (MoA 2017). However, volumes produced and the number of farms
are in decline.
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This is particularly relevant in the context of the Swiss meat market. Even
though meat products from the US would be cheaper following liberal-
ization, this does not necessarily mean that domestic demand for Swiss
products would decline. Especially when it comes to meat products, many
consumers in Switzerland will favor Swiss over foreign production stan-
dards. Swiss producers, who for decades have been advertising on the
basis of their superiority over foreign products, should not be concerned

about competition from abroad.

Competition from imports versus shopping tourism

Consumers in Switzerland who purchase purely on the basis of the price
of food already have an alternative to domestic agricultural goods. It is es-
timated that trips abroad to shop for food |“ account for around CHF 2.8
billion a year (Dimmler and Roten 2018). This means that the “cheap imports”
feared by the farming lobby following an FTA are more likely to compete
with shopping abroad than with domestic products.

The situation is different for imports of specialties and highly differ-
entiated products, which are typically unique, increase choice for Swiss
consumers, and pose no direct competition to domestic products. But
in a country where even tropical fruit, not grown on an industrial scale
in Switzerland, is subject to import duty, experience shows that argu-
ments like this have a tough time in the political process. The argument
goes that if, for example, bananas could be imported freely, consumers
in Switzerland would eat fewer domestic apples; bananas are seen as a
substitute for apples. This way of thought indirectly dictates the eating

habits of consumers.

Adding value through product differentiation is the key

A promising strategy for survival in the face of competition from imports . .
A promising strategy 1s

specializing and differ-
entiating by way of
producers could choose to specialize in organically grown foods. |*” They 4 production method

is specializing and differentiating by way of a production method more

in tune with Swiss preferences. For example, a greater number of Swiss

could conceivably offer pesticide- and GMO-free products, meat from in tune with local
animals held and slaughtered particularly humanely, heavily reduced use ~ preferences.
of antibiotics, or hormone-free products.
Swiss farmers must step up their value creation by adding tangible val-
ue for consumers. A good start would be labels, plus improved, unsolic-
ited declarations of origin and production methods. Switzerland there-
fore has an offensive interest in protected designations of origin and

geographical indications.

46 In Switzerland this refers to bulk buying just over the border with neighboring countries. It is prompted by what in
some cases are massively lower prices for food and many other day-to-day consumer goods abroad.

47 There is already an arrangement between Switzerland and the US governing the reciprocal recognition of standards
for organic products. This equivalence rule gives Swiss producers easier access to the growing US organic market
(Swiss Federal Council 2015).
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Strategic recommendation no. 7:
Boost consumer sovereignty by means of clear, complete declarations of

origin and production methods for agricultural goods.

Trust in powers of innovation

Greater competition forces producers with relatively high costs to innovate.
There is great potential for this in the agricultural sector. This was demon-
strated, for example, in the course of the gradual opening-up of the cheese
market to the EU (see Dimmler and Roten 2018), which led to the appearance of
new varieties and brands and the more intensive fostering of existing ones.
Coupled with the protection of designations of origin, this created export
opportunities that Swiss producers were able to capitalize on.

In areas such as dairy produce, stronger representation of offensive inter-
ests in free trade negotiations would open up new markets. In the US mar-
ket there are also segments of customers prepared to pay more for superior
products such as cheese and chocolate. The agricultural sector can learn
from the strategy of serving financially strong customer segments in special

niches already adopted by many small and medium-sized enterprises.

Strategic recommendation no. 8:
Allow competition from imports, and trust in the innovatory potential

of Swiss producers.

Create a quota for labor
To further consolidate bilateral relations between Switzerland and the US
and make direct investment more attractive, the two countries should on
areciprocal basis create a separate annual quota allowing quick and straight-
forward immigration for workers with an employment contract in place.
At present, workers from the US in Switzerland fall under the so-called
third-country quota (as opposed to the agreement on the free movement of
persons with the EU and the EFTA states). In 2019, 8,500 of these third-coun-
try permits are available for the whole of Switzerland (Fpjp2018). An addition-
al quota for US workers could help address the shortage of qualified labor.
Swiss people require a visa to take up employment in the US, and fall
under the quota for each visa category. The procedure for obtaining a
visa could be simplified, for example with Swiss workers being issued
with the equivalent of the TN (Treaty NAFTA) visa for Canadians and

Mexicans.
Strategic recommendation no. 9:

Create a separate quota for the exchange of labor between Switzerland
and the US.

Arguments for a free trade agreement with Switzerland's second-largest economic partner
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for US workers could
help address the
shortage of qualified
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Protection of intellectual property as a bone of contention
Even though the US concedes that Switzerland has high standards when
it comes to protecting intellectual property, |*® for years Switzerland has
been on the USTR watch list (UsTR 2019a). The main reason is online piracy.
Switzerland is accused of doing too little, in the eyes of the US, to combat
illegal downloads of copyrighted material such as films, music, and books.
The amended Swiss copyright legislation is currently at the political
revision stage, with the two chambers of parliament clearing up the last
remaining differences. The intention is to strengthen measures tackling
illegal providers of copyrighted material while also avoiding legal pros-
ecution for consumers. It remains to be seen whether this will be suffi-
cient to address US concerns.

Essentially, it is debatable whether, in the age of flat rate streaming for In the age of flat rate

unlimited consumption of media, illegal downloads should still be given S
streaming, illegal

the same importance as they were a few years ago. The issue has likely 5.0 110ads have likely
become a lot less serious. become a lot less
serious.

Strategic recommendation no. 10:
Quantify the real problem of copyright infringements in the age of

streaming.

Conclusion: Seize this historic opportunity

Basically, efforts to conclude an FTA should be successful. To a large ex-
tent, Switzerland and the US share the same values when it comes to the
rule of law, freedom, democracy, and the free market (Kim, Miller and Feulner
2018). Issues of human rights, working conditions, pay, and environmen-
tal compliance are of less significance than they are in many other FTA
negotiations, for example with Asian countries. Issues seen by some par-
ties as problematic in bilateral relations with the EU, such as the free
movement of persons, the EU Citizenship Directive, and state aid, are
not relevant either from a Swiss point of view in the context of an FTA
with the US.

The situation is different than in 2006. The global environment has
changed fundamentally. Now the dominant themes are weakened mul-
tilateralism, trade wars, and the rise of China. Issues related to the bilat-
eral relationship between Switzerland and the US have evolved, banking
secrecy is history, and creative solutions involving gradual liberalization
can be found for the shrinking Swiss agricultural sector |*°.

If consensus can be achieved, both Switzerland and the US will profit
from an FTA. This is a historic opportunity that the two countries should

seize now rather than waiting another 13 years.

48 “Generally, Switzerland provides high levels of intellectual property (IP) protection and enforcement” (USTR 20194, p. 75).
49 Since 2006 the number of agricultural establishments in Switzerland has declined by more than 19 % to 50,852 (2018)
(FSO 2019a).
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