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Executive Summary
• If Britain left the European Union it would be free to
organise its own trade deals. There is some debate as
to whether this would be to Britain’s advantage or
whether it would then struggle on its own to secure
the best terms. Lessons can be learned from
Switzerland – which is not a member of the EU and
has negotiated trade deals on its own – about how the
UK might fare in such a scenario.
• Switzerland has a much smaller market to offer than
Britain but has been able to secure advantageous
terms in trade deals with economies much larger than
its own. This is borne out well by close examination
of its 2009 trade deal with Japan, from which Swiss
exports have benefited significantly. Swiss exports of
chocolate, cereal, cheese and watches to Japan all face
lower tariffs now.
• UK trade would have much to gain if Britain took a
similar approach to Switzerland, whose achievement
has been considerable given Japan’s historically
protectionist approach, especially over food.
Moreover, the EU has failed to conclude any sort of
free trade agreement with Japan.
• Many possible trade partners are intimidated by the
EU’s great size, which could be a threat to their
domestic industries. This can delay or halt EU
negotiations, which are anyway slowed by competing

x
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internal demands. Britain alone would not be such a
threat or suffer such internal division, but would still
be an attractive market.
• Securing advantageous trade deals outside the EU
cannot be taken for granted, however. The Swiss case
illustrates the importance of having clear goals, a
willingness to open protected sectors to competition
and active participation in global trade bodies.
• If Britain left the EU, it should consider hiring
experienced negotiators from non-EU countries that
have already won major trade deals, such as
Switzerland, Australia or South Korea. The Swiss deal
with Japan took roughly six years to conclude from
initial joint studies to coming into force.
• An independent Britain should also build on the
Swiss strategy of keeping pace with or pre-empting
the world’s largest economies by closing deals with
their prospective partners and contributing to global
standards bodies. This is important to keep influence
on major developments to world trading rules.
• The benefits of negotiating trade deals independently
extend beyond trade. Diplomatic relations can also be
enhanced through the independent negotiation of
trade agreements. Good relations between
Switzerland and Japan were carried on after their
trade deal was signed and produced further
agreements. Britain could use trade policy as a
positive foreign policy tool.

xi
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Introduction
Those in favour of the UK’s continued membership of
the European Union marshal several arguments critical
of exit. One of the most prominent is that Britain would
not, as a lone state, have the economic or political power
to negotiate the comprehensive free trade deals that the
EU can with the world’s leading economies.
This paper looks for lessons on how the UK might fare
alone by using Switzerland as a case study. Switzerland
is outside the EU and so conducts its own trade policy;
it has free trade deals with China, Japan, Singapore,
Canada and Hong Kong.1 This would suggest that an
independent Britain would be able to forge partnerships
with important markets, indeed markets with which the
EU has no agreement in place (China, Japan, Hong
Kong). With countries like these, British trade goals like
making foreign markets more open to UK services
could be prioritised, whereas currently British aims
must compete with those of other EU members.
However, critics argue that the Swiss examples are
misleading because these trade deals are actually
imbalanced in favour of the larger market. Would Brexit
therefore mean Britain could be bullied into granting
vast concessions to global competitors in exchange for
little gain? This idea was briefly examined in the case of
the Sino-Swiss trade deal (2014) in a previous Civitas
publication.2 The agreement is slightly in protectionist
1
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China’s favour, as might be expected from the most
populous state and second largest economy in the
world. However, the Swiss trading model shows how
Britain might in fact be able to win significant tariff
concessions, regulatory agreements, open investment
prospects, and services market access that it would not
enjoy as a member of the EU. An asymmetric trade deal
can be beneficial to both partners. If it was not in Swiss
interests, the Swiss parliament would not have ratified
it. This does not mean the agreement struck was the best
possible deal for Switzerland, but it was better than
what Switzerland would have as an EU member.
The Sino-Swiss agreement, however, only came into
force on 1 July 2014. It is of limited use in discovering
British lessons on free trade effectiveness. The Swiss
agreement with Japan, properly the Japanese-Swiss Free
Trade and Economic Partnership Agreement (FTEPA),
came into force on 1 September 2009, so presents much
more data for evaluation.3 It presents a useful case study
for how the UK might be able to secure favourable trade
deals should it leave the EU. The analysis presented
below assumes for the sake of argument that if Britain
voted to leave the EU then it would become responsible
for negotiating its own free trade agreements while
retaining free trade with the EU Single Market, similar
to the circumstances of Switzerland or Norway.
Switzerland’s relationship with Japan in particular
helps shed light on whether an independent Britain
could win deals with the world’s major economies. When
the deal began in 2009, Japan was (and remains) an
extremely important market, the third largest in the
world behind only America and China.4 It is roughly $1
trillion wealthier than Germany.5 It is also a developed
nation with its own high regulatory standards and
2
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famously protected industries, meaning it provides an
ideal opportunity to consider whether Britain could
make quality agreements with hard-bargaining partners.6
This paper will consider several questions on the SwissJapanese Trade and Economic Partnership. First, is the
deal actually good for the Swiss economy? Does it cover
the goods and services that Switzerland has an interest
in selling? Second, could a hypothetical Britain outside
the European Union seek to replicate the deal? How
should it go about negotiations, and how long would
they take? What concessions might be considered?
This is not an argument for copying the Swiss-EU
relationship. It simply uses Switzerland, as the best
example of a non-EU state that has free trade in Europe
and control of its own trade policy, to examine Britain’s
trade prospects if it leaves the EU.

3
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Part 1
Switzerland,
A Case Study

5
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1
Background
Switzerland is not, and has never been, a member of the
European Economic Community (EEC) or the European
Union. In 1960 it was a founding member of the European
Free Trade Association (EFTA), a counter-bloc led by the
United Kingdom, which then included Austria, Denmark,
Norway, Portugal and Sweden. Finland, Iceland and
Liechtenstein later joined. This arrangement enabled free
trade in industrial products between members but did not
cover agricultural products or create a customs union
with common external tariffs as the EEC did.
When the UK and Denmark joined the EEC in 1973,
the remaining EFTA bloc signed a limited free trade
agreement with the whole EEC group, meaning
Switzerland kept free trade with the departing members
and gained tariff-free access to West Germany, France,
Holland, Italy, Belgium and Luxembourg. Other EFTA
members later moved to join the EU.
When the EEC developed the Single Market in the
1980s, with its emphasis on rules harmonisation and
decreasing barriers to trade, the remaining EFTA
members negotiated a new arrangement to get full
access to it, called the European Economic Area (EEA).1
Switzerland took part in the negotiations. EEA
membership was seen as a transitionary step to EU
accession.2 However, the Swiss people rejected EEA
6
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membership in a referendum on 6 December 1992 by
50.3 per cent to 49.7 per cent. The Swiss government
then suspended its EU accession process.
In 1994, Switzerland and the EU started alternative
negotiations for a more comprehensive economic
partnership than the 1972 free trade agreement, but
separate to the EEA. These resulted in 10 bilateral treaties
passed in two sets. They make a large amount of EU law
relevant to Switzerland, or to Swiss exporters, and include
the four freedoms of the EU – free movement of goods, of
workers, of services and of capital. However, they do not
directly cover agriculture – a sector Switzerland heavily
subsidises – or grant full financial services access. The first
set of bilaterals was signed in 1998 and applied in 2002.
The second set was mostly signed in 2004 and applied
from 2006 and later. Switzerland also contributes to some
EU funds. The treaties are shown in Box 1.
Box 1: Switzerland’s Bilateral Agreements with the EU
Bilateral I, agreements on:
Technical barriers to trade (also called non-tariff barriers)
Free movement of persons
Civil aviation – air traffic
Overland traffic
Agriculture
Public procurement
Scientific research
Bilateral II, agreements on:
Security and asylum (Dublin Accords) and passport free zone
(Schengen system membership)
Cooperation in fraud pursuits (taxation on savings, pensions)
Europol policing
Final stipulations in open questions about processed agricultural
goods, the environment, statistics sharing, media, education, care
of the elderly, and services.
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More cooperation and specific bilaterals have since
been agreed, such as on the Galileo satellite project, and
Switzerland aims to sign more agreements on the
energy and financial markets.
Switzerland can, either on its own or with the
remaining EFTA countries, negotiate free trade
agreements independently of the European Commission
(EC). Free trade agreements are defined by the World
Trade Organization as having to cover over 90 per cent
of all the concerned parties’ trade, meaning some
vulnerable sectors can be excluded by mutual
agreement. The protected areas are often those that
cause the most contention and delays.
The Swiss State Secretariat for Economic Affairs
(SECO) writes:
Switzerland currently has a network of 28 free trade
agreements with 38 partners outside the EU.
Switzerland normally concludes its FTAs together
with its partners Norway, Iceland and Liechtenstein,
in the framework of the European Free Trade
Association (EFTA). Nevertheless, Switzerland has
the possibility to enter into FTAs outside the EFTA
framework as well, as it has been the case of Japan
and China.3
The aim of Switzerland's free trade policy is the
improvement of the framework conditions for
economic relations with relevant economic partners.
The objective is to provide Swiss companies with an
unobstructed, stable and non-discriminatory market
access in these countries compared to their main
competitors. Foreign trade policy measures aiming
at further opening export markets are of great
importance and in accordance with the stabilization
policy pursued by the Federal Council.3

8
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In wider strategic terms, the Swiss economics
secretariat is concerned that ‘a looming discrimination
of Swiss service providers and investors in third
country markets can be avoided’ through the Swiss
global trading approach:
The Federal Council's foreign economic policy
strategy adopted in 2004 established four criteria
for the selection of prospective free trade partners:
1) the current and potential economic importance of
the partner country, 2) the extent of existing or
potential discrimination that Switzerland would
suffer vis-à-vis its main competitors in the market
concerned, 3) the willingness of the partner country
to enter into negotiations, and 4) political
considerations, especially the coherence with Swiss
foreign policy objectives.4

The Swiss economics secretariat economist appears
confident that this approach has preserved Swiss
suppliers’ non-discriminatory access to important
third-country markets. 5 Japan is of course a prime
example – Switzerland’s deal with Japan is in effect
while neither Washington nor Brussels look anywhere
near concluding deals.
By contrast, EU member states have no direct control
of free trade policy but must follow the EC’s lead. There
is considerable concern about the opportunity costs of
EU-negotiated treaties since they have to meet the
interests of all 28 members, as well as the new free trade
partner country, meaning an individual EU state’s
priorities are compromised. A prime example of this is
France vetoing film and video’s inclusion in the EU-US
trade agreement under discussion, the Transatlantic
Trade and Investment Partnership (TTIP).6

9
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Table 1: Swiss and EFTA Free Trade Agreements
compared to EU free trade agreements
Partner Country

Year of Swiss Services
agreement included?
entry into
force

Syria

Year of EU
agreement
entry into
force

Services
included?

1977

X

1991

X

X

1996

X

1993

√

2000

X

Faroe Islands

1995

X

1997

X

Palestinian Authority

1999

√

1997

X

Morocco

1999

√

2000

X

Mexico

2001

Croatia (EU member 2013)

2002

√

2002/2005

2002 X / 2005 √

Jordan

2002

2002

X

Macedonia

2002

2001/2004

2001 X / 2004 √

Singapore

2003

Andorra
Turkey

1992

Israel

√
√
√
√

San Marino

√

2000

√

Not yet
in force

(√)

2002

X

2003/2005

2003 X / 2005 √

2011

X

1998

X

2003

X

2000

X

2004

X

Not yet in
force

(√)

Chile

2004

South Korea

2006

Tunisia

2006

Lebanon

2007

South Africa

2008

Egypt

2007

South African Customs
Union: South Africa,
Botswana, Lesotho,
Namibia, Swaziland

2008

√

Japan

2009

√

Canada

2009

√

Albania

2010

√

2006/2009

Serbia

2010

X

2010

√

2005

X

2013

X

2013

X

√
√
√
√
√

Algeria
Columbia

2011

Peru

2011

√
√

2006 X / 2009 √

Table 1 Continued right
10
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Table 1: Swiss and EFTA Free Trade Agreements
compared to EU free trade agreements
Partner Country

Year of Swiss Services
agreement included?
entry into
force

Central American
Common Market:
Costa Rica, El Salvador,
Guatemala, Honduras,

Year of EU
agreement
entry into
force

Services
included?

2013

X

(Delayed
to 2016)

(√)

Ukraine

2012

√

Hong Kong

2012

√

Montenegro

2012

√

2008/2010

2008 X / 2010 √

Panama & Costa Rica

2014

X

2013

X

Cooperation Council
for the Arab States of
the Gulf (GCC): Bahrain,
Kuwait, Oman, Qatar,
Saudi Arabia, United
Arab Emirates
China

√

2014,
suspended

√

2014

Source: Swiss Secretariat for Economic Affairs website, ‘List of Free Trade Agreements
of Switzerland’ page , and European Commission website, Trade Policy section,
‘Agreements’ page

Either because of the emphasis on developing the
internal market, or on expanding EU free trade through
the accession of states in central or eastern Europe, the
EU has been generally slower than Switzerland to
conclude free trade deals. Switzerland has also been
more successful in concluding trade deals that include
free trade in services, a matter of particular interest to
the United Kingdom. This is shown in Table 1.
It is therefore clear that, if the market access of these
free trade agreements is comparable, then Switzerland
is not disadvantaged by negotiating trade deals from a
solo or EFTA position. Indeed, Switzerland has several
important deals that the EU does not have – with China,
Hong Kong, Japan, the Gulf Cooperation Council
11
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(suspended), the whole South African Customs Union
and Singapore. These compare favourably to the market
size of deals the EU has that Switzerland does not –
Algeria, San Marino, Syria and Andorra. Moreover, 25
of the Swiss agreements cover services whereas only
nine of the EU’s do, and eight of those as a later
development or not yet in force.

The Swiss situation is developing
Switzerland voted by a narrow margin to try to
renegotiate the free movement pillar of the Swiss-EU
bilaterals in early February 2014.7 It is currently unclear
how this will be resolved since the EU has refused any
change to the free migration agreement, and the Swiss
leadership is constitutionally obliged to follow the
referendum’s conclusion despite their wanting to keep
the rest of the bilaterals, which would be thrown into
jeopardy were Switzerland to unilaterally impose new
border or employment controls. The Swiss will probably
be polled again on this basis.
This does not, however, show that the UK could not
fare as well as the Swiss. It is not related to
Switzerland’s ability to win trade deals with nonEuropean countries, and it merely mirrors the exact
debate Britain is currently having from within the EU.
If anything, it suggests that, in or out, European
migration will remain a thorny point.
This study does not assume that Britain recreates the
exact Swiss model after leaving the EU. The only
important elements, for the purposes of a meaningful
comparison, are i) that Switzerland is not an EU
member, ii) has privileged access to the Single Market,
and iii) can negotiate its own free trade agreements.
This much is also true of Iceland and Norway, and to a
12
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lesser extent, Mexico, South Africa and South Korea,
and it is likely that Britain would gain those three
elements after leaving the EU. The Swiss-Japanese deal
was chosen as a case study not to advance the case for
the specific Swiss model of EU relations, but because
Switzerland has an economy and outlook close to that
of Britain.

Rules of origin
Keeping up with global trading rules and major
competitors is a priority for Switzerland. The US is
currently conducting two trade deals with many of the
world’s important economies through the Trans-Pacific
Partnership (TPP) with east Asian and Australasian
states, and the Transatlantic Trade and Investment
Partnership (TTIP) with the EU. If both of these are
concluded then the trade rules of all the states involved
are likely to be standardised, which would have an
impact on global standards. Because Switzerland is not
a prospective TTIP or TPP member, its diplomats need
to pursue other available means of influencing world
trade rules, such as the WTO and UN.
An important example of regulatory hegemony
outside US control is the system of rules of origin. Free
trade agreements contain provisions called rules of
origin for the purpose of defining, for all kinds of goods,
what percentage of an object’s weight, value or
construction must have taken place in a country for that
country to count as its place of origin. Products need to
conform to these rules to be counted as originating in
one of the states party to a free trade agreement to
benefit from the deal’s tariff removal.
Rules of origin exist to stop transhipment. This is
when an exporter in State C benefits from the
13
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preferential tariff rates that States A and B have through
a free trade agreement, by selling to State B by moving
a product into State A then selling it to B, while State C
only has free trade with State A.
Some goods that a country exports will not actually
meet the rules of origin since they are made of materials
from abroad (a third country), or largely assembled
abroad. These exports will then be taxed at the pre-FTA
tariff rate, which between Switzerland and Japan would
be the most favoured nation rates enforced by the World
Trade Organisation. Exporting businesses may need to
change their supply chains or construction processes to
conform to the rules and benefit from the tariff
reduction.8 Sometimes exporters may simply be unaware
that they could get a preferential tariff on their sales, or
decide that the cost of checking their product line and
producing the paperwork to show that they conform to
the rules of origin is greater than the potential saving of
the tariff reduction. For many goods exports, haulage and
shipping companies will handle this paperwork, but it
can be daunting for small businesses selling complicated
products, which means that the potential benefits of a
trade deal are not always realised.
These rules are not standardised across the world.
This means that different free trade agreements come
with different rules of origin, requiring exporters to
conform to multiple sets of rules at once or forgo the
tariff benefits of a free trade agreement. There are
different requirements for different classes of product:
electronic equipment does not have the same
requirements as confectionery, which does not have the
same requirements as finished clothing. For example,
assume Switzerland is selling Japan a widget.
According to the Swiss-Japanese rules, assume 90 per
14
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cent of the raw materials that went into that widget
must be Swiss. However, to sell the same widget to the
EU, assume only 75 per cent of the materials must be
Swiss but also the materials’ final construction into the
widget must have taken place in Switzerland. To
conform to both, a Swiss widget manufacturer must use
at least 90 per cent Swiss raw materials, and complete
the main construction in Switzerland.
Given how many free trade agreements there already are
in the world, and how divergent, rules of origin contribute
to a trend in which world trade is not seen as getting
simpler, but rather getting extremely complex since there
are so many bespoke requirements between individual
states or groups. This exacerbates the problem of different
countries’ markets having differing product regulations.
All else being equal, then, a business looking to build
a new factory is likely to favour a country that not only
has a lot of free trade agreements in force, but a lot of
free trade agreements with similar rules of origin. A
Swiss researcher, Matthias Schaub, found that although
there are 11 states that can be considered what he calls
‘FTA hubs’ in that they have a lot of trade deals, of these
11 only the EU, India, Japan, Mexico and Switzerland
have homogenous rules of origin across their
agreements. Large economies including the US and
China do not have this important benefit.
Of those identified, the most dominant rules of origin
templates come from the EU and India. Schaub notes
that economy size alone is not a key determinant in
whether a state has similar rules of origin in free trade
agreements, or America would surely be the most
dominant. He sees Switzerland as an anomaly, because
it is fairly small, and attributes its homogeneity to
copying EU rules of origin in those cases wherein the
15
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EU negotiated a free trade deal with a third party before
Switzerland did.9 Presumably Swiss rules of origin
resemble European ones even in the opposite cases,
where the Swiss negotiate the deal first, to preserve the
European-Mediterranean standard template.10

The recent Swiss economy and currency
A brief note on the recent fortunes of the Swiss economy
is useful as context in evaluating the impact of the
Swiss-Japanese deal.
Being an advanced economy in the middle of Europe,
Switzerland is closely linked to the fortunes of the rest
of Europe and to the US. It experienced a growth
slowdown in the aftermath of the 9/11 attacks along
with the rest of the West, but revived growth with a
series of reforms between 2003 and 2008.
The Swiss franc (CHF) is Switzerland’s currency,
controlled by the Swiss National Bank (SNB). The franc
had until recently been considered a safe haven
currency on account of its stability and low inflation.
This is partly thanks to Switzerland’s aversion to high
public debt and tight rules on federal spending.
Switzerland and Swiss investments were affected by
the 2007-8 financial crisis, but not so badly as other
European states. The independence and strength of the
franc made it attractive to many Europeans and
international investors worried by the instability of
Greece, Ireland and Portugal, who used Switzerland as
a safe retreat, which caused the franc to climb to USD
1.10 (CHF0.91 per USD) in March 2011, then USD1.30
(CHF0.769 per dollar) by August 2011, and came close
to parity with the euro.
This was seen as a huge overvaluation of the franc,
and had severe effects on the economy since exports to
16
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the eurozone dropped off because they were too
expensive and the tourism industry suffered. Some
Swiss citizens would purposefully cross the borders to
Italy, Germany or France for domestic shopping. Shortterm Swiss government debt was pushed to negative
yields for the first time in August 2011.11
After traditional attempts to curb the franc’s strength,
such as boosting liquidity and cutting interest rates, had
failed, on 6 September 2011 the SNB announced its
intention to peg (cap) the franc at a minimum rate of
1.20CHF/1EUR. At the time, the exchange rate was
1.095 CHF/EUR, so the move to devalue the franc
required the SNB to confirm its preparation ‘to buy
foreign currency in unlimited quantities’. The force of
this intervention had the desired effect and quickly sent
the franc plunging to 1.22/EUR, while its value against
the dollar lost nine per cent in just 15 minutes.12
The franc remained below the SNB’s target (i.e.
meeting or exceeding it) for the next three years.
However in late 2014 the euro again appeared extremely
fragile and began falling, linked to the fall in the oil price
and hence the Russian rouble’s collapse, and again fears
over Greece as the anti-austerity party Syriza looked
likely to win the Greek general election. In December
2014, the SNB introduced negative interest rates on
commercial bank deposits to support the CHF ceiling.
However, the euro continued to decline and on 15
January 2015 the SNB abandoned its ceiling policy in an
unforeseen announcement. This was because, pegged
to the euro, the CHF had continued to fall against the
dollar since 2011, meaning that overall it was not
unsustainably overvalued by 2015. The move caused a
serious market shock in the stock and currency markets
as the franc swiftly rose against the euro and dollar. In
17
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a few minutes the euro went from buying 1.20 francs to
buying just 0.8052, but it later recovered to buy 1.04. The
negative commercial banking rate was also cut again
from -0.25 per cent to -0.75 per cent.13
The Swiss franc has, then, gone through several twists
and turns over the period when economists would
expect to see the effects of the Swiss-Japanese deal.
These changes naturally affect investor confidence as
well as bilateral trade due to price fluctuations – and
that is not to mention the Fukushima Daiichi disaster in
2011, which caused serious problems for the Japanese
economy at the same time.

Switzerland as a model for Britain
There are groups and politicians that argue that
Switzerland is a poor example for Britain’s trade
prospects outside the EU, and it is their arguments this
paper addresses. For example, a summary paper by LSE
academics supposes that eventual EU free trade deals
with America and Japan will be superior to those the
Swiss or British could negotiate alone.14 The Centre for
European Reform argues that the Swiss-Chinese free
trade agreement proves that small countries do not have
the clout to negotiate deals as equals, so will necessarily
be sidelined or poorly treated:
For many countries, negotiating a free trade deal
with the UK would not be as important as an FTA
with the EU, given the difference in market size.
Furthermore, the UK’s administrative resources
could be overstretched if it had to pursue several
negotiations simultaneously. 15

The Centre for European Reform authors also make
the point that the UK, being a fairly open economy, does
18
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not have the leverage that comes either from large
markets or high tariffs, compared to Europe. However,
size is a double-edged sword when negotiating FTAs,
since economies as large as the US or the EU can daunt
partners like Japan, which fear their own producers
would be threatened, so concede less. The EU and
China nearly escalated a dispute over solar panel
exports to a trade war as recently as 2013.16 This
hardly shows that the EU is a compelling champion of
free trade.
The group British Influence also disagrees with the
Swiss free trade agreement argument:
Germany, an EU and Euro member exported 5 times
as much as we did to Brazil, and over 3 times as
much as we did to China. The EU doesn’t hold us
back from emerging markets - our own policies do.
What’s more, being part of the EU gives us access
to Free Trade deals with countries like South Africa,
Mexico and South Korea - access we would lose if
we left the EU.17

Such an argument actually dodges the main
justification for free trade agreements – that they help
exports grow faster and more profitably. No economist
argues that free trade is the only means by which trade
can grow, or that the UK economy is already perfectly
structured to export. That does not mean it cannot
improve – indeed, in the next paragraph, British
Influence goes on to celebrate the benefits of EU free
trade agreements with South Korea and South Africa.
Readers will be able to decide for themselves whether
Switzerland provides Britain with a good model for
trading outside the EU.
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2
Negotiating the SwissJapanese trade deal
A key question for considering Britain’s place in the
world economy is: how seriously would major
economies take proposals for closer trading relationships?
Academics David Chiavacci and Patrick Ziltener
from the University of Zurich conducted a study of
Japanese attitudes to the announcement of SwissJapanese negotiations in the media in 2007, before the
agreement was finalised or in force. They summarised
their findings:
A first group, taking a narrow economic perspective
on FTAs, does not object to an FTA with
Switzerland, but regards it, at best, as of secondary
importance because of the limited economic effects
to be expected. A second group, which is primarily
concerned with the interests of the Japanese farming
and fishery sectors, is supportive of an FTA with
Switzerland because of its foreseeable little impact
on Japan’s primary sector of industry. In the longterm strategic, political-economic perspective of a
third group, an FTA with Switzerland is regarded
as of high potential as a door to the European
market and an ideal case for an FTA with an
advanced industrial economy.1
20
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The third group is characterised as Japan’s
socioeconomic elite, so the group most important in
defining the country’s policy direction.
The negotiation took
four years if counted
Box 2:
from the October 2005
The Swiss-Japanese
agreement timetable
agreement to set up a
joint study group, or two
Joint feasibility studies in 2003-4
if counted from the
and 2005-6
January 2007 agreement
First negotiation round, May 2007
between Swiss President
Thereafter seven more rounds up
to signing, February 2009
Micheline Calmy-Rey
Entered into force, September 1,
and Japanese Prime
2009
Minister Shinzo Abe to
start formal negotiations.
JETRO and SECO, the two countries’ trade and
economics organisations, had been conducting joint
feasibility studies since 2002.2
Japan used to rely on multilateral agreements
conducted through the WTO to bring down the world’s
tariffs. In the mid-2000s it accepted that bilateral deals
could also be important to helping trade, but Japan’s
new trade agreements were almost all with east Asian
states, partially in an attempt to keep up with China and
South Korea.3 This hints at the height of the Swiss
achievement in getting a deal. This impression is
reinforced by the authors’ discussion of the Japanese
Ministry for Agriculture, Forestry and Fisheries
(MAFF), which has been a symbol for protectionist
resistance to deep trade agreements. The ministry’s
opposition to liberalising food trade with Mexico nearly
collapsed that deal – Mexico’s nominal GDP was $1.295
trillion, more than twice the size of Switzerland’s, yet
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still Mexico almost failed to conclude a deal and ended
up with a compromise deal after a 16-month delay.4
Another illustration of the difficulties facing the Swiss
negotiation effort was discord on the Japanese side:
Japanese mass media severely criticize this situation
regarding the complex composition of Japanese FTA
delegations and [the] different and contradicting
positions of involved ministries, which impede the
formulation of a coherent Japanese FTA policy…
former Prime Minister Koizumi played a pivotal
role in the establishment of FTAs as new
instruments in Japan’s foreign trade policy.5

This observation implies several lessons for Britain:
that the government should have a settled idea of
negotiation red lines before talks begin, and that a
minister should be the public face of negotiations,
coordinating different departments. This will be
explored further in Part Two.
Returning to Japanese perceptions of the negotiations,
it is interesting to note that the Japanese public thought
of Switzerland as a rural idyll, and was largely unaware
of its strengths in innovation, engineering, finance and
electronics. Essentially, it was not seen as economically
significant. Chiavacci and Ziltener make no mention of
a dearth of Swiss negotiating clout, or of the Japanese
government presuming it can force unequal terms on
the smaller country. The idea simply seems not to have
come up. The widespread Japanese perception of
Switzerland as a mountainous beauty spot, rather than
a high quality production line, had several effects,
reducing public interest in the negotiations as a whole,
and limiting the level of industrial threat the Japanese
public felt from the deal.
22
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Since agriculture (and associated food, drink and
seafood products) is so often a sticking point in free
trade agreement negotiations, it is worth dwelling on
the Japanese agriculture ministry’s position before the
Swiss-Japanese deal was agreed. Chiavacci and Ziltener
quoted Japanese writer Yasushi Satô:
The ratio of agricultural products of all imports
from Switzerland is only 1.4%. MAFF’s view is that
even if customs duties for agricultural products
should be reduced, it would only have a small
impact on agriculture.6

This was why the Japanese agriculture ministry was
relaxed about dealing with Switzerland and using the
trade and economic partnership as an opportunity to
show it was not implacable in its opposition to trade
deals. Smaller states like Switzerland are apparently
much better suited for such a demonstration than
those on the scale of the EU – or the US, which is
struggling to cut tariffs on agriculture and automobiles
in the Trans-Pacific Partnership negotiations. 7 The
academics also point out that Japan and Switzerland
were already partners in a World Trade Organisation
bloc, the G-10 group.8
Chiavacci and Ziltener also show why many of
Japan’s political economic elite supported the deal.
They quote the English-language paper Japan Times in
an interview with a Japanese official:
‘We’re looking to Switzerland because, well, it’s in
Europe,’ a Foreign Ministry official who requested
anonymity said when asked why the Alpine
country was a potential partner. An agreement with
Switzerland would offend no major lobby group,
making it ’low-risk, low-return’, he explained.9
23
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This official clearly did not mean that Switzerland was
a potential partner because it would give Japanese
goods tariff-free access to the Single Market by simply
selling them through Switzerland, because the rules of
free trade deals preclude this, as discussed already.
Switzerland’s access to the Single Market would be
useful from a Japanese perspective mainly for Japanese
companies building subsidiaries in Switzerland, which
could then take advantage of Switzerland’s privileged
position in Europe. Chiavacci and Ziltener comment
themselves on this strategic choice:
Because an FTA between the EU and Japan was
regarded by many as very difficult and, therefore,
to be very unlikely realized in the next years, an
FTA with Switzerland as bridge between Japan and
Europe was regarded of central importance and as
a counterbalance to trade blocs building tendencies.
[sic]10

This highlights Britain’s opportunity. The Japanese
were aware that to use this Swiss bridge, they needed
to set up subsidiaries in Switzerland to sell to Europe,
something the deal would make simpler. They
anticipated that a deal would, then, lead to increased
foreign direct investment in Switzerland. 11 This
cannot, however, have been Japan’s only incentive to
pursue the deal. Japan has signed trade agreements
with other countries that are small like Switzerland
but have no Single Market access, including Australia,
Chile, and Peru.12 All of these countries have smaller
economies than Britain, no privileged EU access, yet
seem to have done well in brokering trade agreements
with leading economies.
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3
The deal in detail
The Swiss-Japanese Free Trade and Economic
Partnership Agreement is a second-generation trade
agreement, which means it does not deal exclusively
with tariff reduction. Instead, it removes obstacles to all
kinds of trade, covering rules and regulations,
intellectual property, consumer rights, competition,
digital law and data handling. This is important because
Britain has a lot to gain in improving services access
around the world as well as goods.1
The authors of the Japanese perspectives study
specifically looked at the question of migration to Japan,
a country historically wary of immigration levels:
[I]nterviewees hoped that a liberalization of the
movement of highly-qualified specialists and
business people between Switzerland and Japan
would be included into an FTA as this could
simplify and stimulate knowledge transfer and
cooperation between the two countries [plus]
knowledge transfer and cooperation.2

Japan agreed to this limited stipulation, whereas it
became a sticking point in negotiations with east Asian
countries which aimed at great access to the Japanese
labour market for their workers.3
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The Swiss deal covers migration rights between the
trade partners. This is very different from EU/EEA free
movement and does not open up either state’s general
employment market or include any provisions for
citizenship. It covers only those who stay temporarily
and essentially applies to businesspeople.4
This underlines the issues explored in the background
section – that modern trade deals usually entail a
number of elements such as regulations agreed outside
parliament and limited migration, that may not be
attractive to some UK voters, at least if they are
achieved through harmonisation rather than mutual
recognition of standards. The facilitation of business
professional migration may not be contentious in itself,
but could contribute to overall annual net immigration
policies, which would inevitably affect the policies of
parties with net immigration targets, especially if such
clauses were agreed with multiple large countries like
America, Brazil and China.

Iconic food products
In strict tariff terms, it is notable that tariffs on many
products sold between the two countries were already
low before the deal. Although under Most Favoured
Nation (MFN) schedules both countries had some tariffs
of over 600 per cent of product value on specific
agricultural products, more than 95 per cent of total
imports of some product groups were already
duty free:5 for Japan, cotton, petrol, machinery,
transport equipment; for Switzerland, cotton and petrol.
The most protected product types (less than 5 per cent
of the group duty free under MFN) were animal
products, fish, and clothing for Japan; animal products,
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dairy products, sugars and confectionery, textiles,
clothing, leather and footwear for Switzerland. Overall,
there were large areas where concessions could be
made, but also high value product types that were
already traded freely thanks to previous World Trade
Organisation agreements.
The agreement certainly seems to cover many of the
goods the Swiss would want to sell into previously
protected areas of the Japanese market. The Swiss
Chamber of Commerce and Industry (SCC) noted that
‘almost all tariffs on industrial goods are dismantled’,
although for a small number, these tariffs are reduced
gradually or after a transitional period. This gradual
approach to making trade easier is normal for sensitive
product types. Agricultural goods have their tariffs
removed on a selected range, but this range includes
emblematic products like Swiss cheese specialities,
dried meat, chocolate and wine. Switzerland’s
concessions here include ornamental Bonsai plants,
high quality fruit, sake (rice wine) and cigarettes.6
By looking at the annexes to the treaty, we can see
some of the specific concessions Switzerland won:
• The tariff on natural cheeses falls from the rate other
countries pay (the MFN rate) of 29.8 per cent, down
to 14.9 per cent in steps over six years, while the total
quota grows from 600 metric tons to 1,000. An
attached schedule specifically includes Emmental,
Gruyère, Raclette and other cheeses with registered
Swiss origins.
• The tariff on sweets other than those containing
cocoa or chewing gum falls from 25 per cent to 20
per cent for a 100 metric ton quantity.
• Tariffs on different chocolate and cocoa preparation
products gradually fall to zero, such as defatted
27
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cocoa paste, which carries a 10 per cent tariff for the
rest of the world.
• Cocoa powder without sweeteners also falls to zero
from 12.9 per cent over an eight-year period, while
powder with sweeteners falls from 29.8 per cent
(MFN) to 15 per cent (first year of the SwissJapanese deal) to zero over 11 years.
• Chocolate slabs of over 2kg, usually taxed at 29.8 per
cent, falls to between 17 per cent and 23.8 per cent
according to composition.
• Finished chocolate, usually taxed at 10 per cent to
29.8 per cent (if it has a filling), falls to 8 per cent
within a 1,500 ton quota.
• Breakfast cereal, usually taxed between 11.5 – 19.2
per cent or 26.6 - 49¥/kg, falls to 8.1 per cent.
• Waffles and wafers, usually taxed at 18 per cent, fall
to 12.6 per cent.
• Japan already did not tax many relevant products
such as pearls, diamonds, precious and semiprecious stones, gold and base metals, watches and
clocks. The zero tariffs are eliminated in the deal,
meaning Japan could not tax these items arising
from Switzerland even if it later chose to for the rest
of the world.
• Some jewellery benefited – finished articles of
jewellery of silver or other precious metals falls
from 5.2 per cent to zero over 6-11 years. Watch
chains fall from 5.4 per cent to zero over 11 years.
Similarly leather watch-straps (an area of
agricultural protection) fall from 16 per cent to zero
over eight years.7
This gives a flavour of the concessions the SwissJapanese deal contained for Switzerland in some of
28

LFS Layout.qxp_Layout 1 14/09/2015 12:37 Page 29

THE DEAL IN DETAIL

Japan’s most protected product areas. A perfect deal
from the Swiss perspective would see all such tariffs
completely eliminated on the day the agreement came
into force. It is clear that the Japanese government
remained cautious about removing all protection from
these areas, but still gave Swiss exports a trading
advantage against Belgian chocolate and French cheese.
Swiss interests were served in other areas – tariffs on
inorganic chemicals, organic chemicals, pharmaceuticals
and fertilisers were entirely eliminated. Many chemicals
were already imported freely, but many others faced
tariffs of 3-6 per cent and some specific tariff lines were
as high as 17 per cent, or included very considerable
charges based on weight. (For example, some alkaloids
carry a charge of $5025.6 per kg, steroids over $500 per
kg, and hormones over $3600 per kg.)8
Switzerland did not open everything to Japanese
exporters heedlessly. A seminar by Michiaki Watanabe,
director general of the Switzerland branch of the
Japanese external trade organisation, addressed their
fears over levels of radioactivity in Japanese food
products and outlined which foods, from which areas,
were being prohibited. At the same time, the
presentation celebrated the deal for eliminating tariffs
on miso paste, soy sauce, persimmon, melons, sake and
ginger, decreasing tariffs on rice cakes and udon
noodles, and eliminating quotas (but not tariffs) on a
variety of fruits.9
A country’s tariff schedule contains thousands of
different product lines with different protections, all of
which are available on the World Trade Organisation
website for those more interested in the detail of
complex machinery preferential tariffs.
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Deciding whether Swiss concessions are greater than
Japanese ones, whether the tariff section of the deal is
unbalanced, is strongly subjective. The simple fact that
the same tariffs are not removed at the same rate for
each country proves nothing since of course it matters
more to the Swiss than the Japanese to cut tariffs on
chocolate, and more to the Japanese for the Swiss to cut
tariffs on sake. Which country benefits more from the
deal in the long run is future-dependent and cannot
really be known by the negotiators. Looking at the tariff
concessions of Japan on iconic Swiss exports, it certainly
looks as though the deal was carried out as an
agreement between peers, not the Japanese forcing
Swiss markets open with scant concessions of their own.

Non-tariff benefits
The Swiss Chamber of Commerce and Industry
also highlights the benefits of going beyond the World
Trade Organisation’s services rules in several areas,
including financial services, telecommunications,
domestic regulation of services, mutual recognition of
service supplier qualifications and sector-specific
provisions. There are provisions on digital signatures
and online consumer protection, digital products and
electronic certificates.
The agreement also covers provisions on copyright
protection, trademarks, designs and patents, new
plant certification (genetics), geographic indicators,
confidentiality, fair competition and the enforcement of
intellectual property rights.10 This illustrates how
deeply a second generation free trade agreement works,
going beyond simple tariff lowering. It is interesting to
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note that the Swiss Chamber of Commerce and Industry
makes no complaint of the deal being unbalanced – the
organisation’s tone is optimistic about the deal.
Similarly Swiss Economics Minister Doris Leuthard
claimed that the deal was the most important
Switzerland has signed since the 1972 EU free trade
agreement, and especially ‘important for export
companies, particularly chemical, pharmaceutical,
watch and machine industries’.11
The text of the deal shows it is an evolving agreement.
Article 88 ensures that investors in either state should
not find themselves with less favourable conditions
than third parties, if the third parties and Japan or
Switzerland conclude more favourable deals. For
example, when the Trans Pacific Partnership concludes,
Japan may grant better investment conditions to
America and the Pacific rim states – Article 88 would
trigger the two governments to negotiate to amend the
Swiss-Japanese deal up to that level (presumably in
both directions).
Likewise Article 94 sets out rules for settling investorstate disputes through international law tribunals or
arbitration. Such rules have become standard practice
in free trade agreements and investment agreements,
but have recently come under scrutiny and criticism
for their inclusion in the Trans Pacific Partnership and
TTIP, mainly for their complicated, secretive nature
and the possibility of using the threat of a tribunal (and
subsequent fine) to intimidate governments away from
tightening or amending regulations in areas like labour
law, environmental protection and public health.12
However, Article 94 does not seem to have caused any
problems for either partner thus far.
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Diplomatic advantages
Because the Swiss-Japanese deal is an ongoing
relationship with several review clauses, a little-noted
benefit of the deal is ongoing positive diplomatic
relations at the highest level. This could mean that the
modest tariff decreases on some Swiss products could
grow later on. Not only does continued dialogue
demonstrate commitment to ironing out the problems
that arise from implementing the free trade agreement,
and even enhancing it, but the meetings also give the
two governments further opportunities for cooperation.
A different presentation given by Michiaki Watanabe,
from the Japanese external trade organisation, set out
all the extra agreements between the two countries just
a year after signing:
• Agreement on
Technology

Cooperation

in

Science

and

• Protocol amending the Convention between Japan
and Switzerland for the Avoidance of Double
Taxation with respect to Taxes on Income
• Memorandum on establishing a framework for
intensified cooperation and a bilateral policy
dialogue
• Agreement on Social Security13
A more recent example of this close relationship
was when Johann Schneider-Ammann, head of
Switzerland’s Federal Department of Economic Affairs,
Education and Research, travelled to Japan to review
the deal five years on and met four Japanese minsters
and the deputy governor of the Bank of Japan in 2014.14
The Swiss brokered meaningful concessions in their
deal with Japan. They gained a competitive tariff
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advantage over other European exporters in iconic
products such as cheese, chocolate and waffles. The deal
includes important clauses on selling services in Japan,
on investor protection, intellectual property and digital
rights. Finally, the initial 2009 agreement has fostered a
period of closer diplomatic cooperation between the
two countries.
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4
The economic impact
of the deal
Using the deal and rules of origin
The first important question to bear in mind when
evaluating the impact of an FTA is: how many traders
are actually using it?
Importers and exporters of goods do not
automatically benefit from free trade agreements. They
have to prove that the good they are selling originates
from their own country ( a Swiss watchmaker needs to
prove that she is indeed selling Swiss watches,
not Austrian ones). This is fully explained in the
introduction. As noted, some exporters may be unaware
that they could gain preferential tariffs on their sales, or
have products that do not conform to the origin rules,
or calculate that the cost of checking their product lines
and producing the paperwork to show that they
conform to the rules is greater than the potential saving
of the tariff reduction. It can be daunting to make
such adjustments for small businesses selling
complicated products.
Measuring the impact of the trade and economic
partnership must first look at how much it is actually
used, before looking at the impact on state-state trade
patterns. Using information from the Swiss Federal
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Customs Office, a study by the University of Zurich
looked at Japanese use of the trade and economic
partnership in the 16 months after the agreement came
into force (looking at Swiss use would require Japanese
customs data). They found that use of the trade and
economic partnership was between 24.1 per cent and
31.9 per cent across Japan’s eight biggest export
industries (which account for 99 per cent of exports to
Switzerland). However, uptake varied dramatically by
industry, so the automotive sector had about 73 per cent
uptake, textiles 39.5-47.0 per cent, but watches and
precious metals both below 2 per cent.1
Taken month by month, uptake appears to be
increasing. Use of the trade partnership was only about
20 per cent in the first five months after the deal came
into force, but 30-45 per cent between February and
December 2010. The Zurich study’s authors also
compare the use rate of older Swiss free trade
agreements and suggest that ‘the current utilization
level of around 40 per cent leaves room for future
increases potentially even outgrowing the figures
currently attained by South Korean exports’.2 We cannot
assume that Swiss use of the preferential tariffs was an
identical mirror to that of Japanese exports, but it is fair
to suggest that since the economies are of a similar
sophistication and they are dealing with the same
agreement, Swiss exporters would have adapted to the
new rules of origin at a comparable rate.
Switzerland Global Enterprise, a Swiss government
body for boosting trade, found 54.5 per cent of surveyed
companies that were already exporting to Japan were
supported by the FTA, and a further 15.2 per cent
wanted to take advantage of it in the future.3 A later
Switzerland Global Enterprise report from 2014 found
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this had improved to 62.7 per cent.4 As explored already,
many tariffs were reduced gradually over several years
– 16 years on some products – so it is understandable that
use would still be low and growing just two years after
the deal came into force. This is likely to be indicated in
the analysis of trade flows in the next section.
A Swiss doctoral student, Matthias Schaub, argues in
another study that the ‘fact that mainly large companies
are found to utilize FTAs should be of a concern to
policy makers, especially if trade policy in the form of
FTAs is supposed to address the topic of
internationalization of SMEs (small and medium sized
enterprises).’ There are, he argues, relatively high initial
fixed costs to benefitting from free trade agreements,
some of which governments could do more to provide
information about or help with. This argument is
backed up by the Switzerland Global Enterprise article,
which notes that 30.4 per cent of companies surveyed
were not using the Swiss-Japanese deal in 2011 because
it is too difficult/burdensome (beschwerlich), especially
regarding the rules of origin, or because they do not
know of the advantages.5 Schaub asserts that for the
Swiss-Japanese deal, ‘the promotion of the authorized
exporter scheme as a fundamental precondition to
automate the FTA-process is of utmost importance’, as
the main way small businesses will use the deal rather
than simply paying MFN tariffs.6
He favours multilateral free trade agreements over
bilateral ones since rules of origin for the former usually
allow what is called ‘cumulation of origin’, which lets a
country treat product materials from other signatories
as its own. This means that for a product to qualify for
a deal’s preferential tariff, it can have been assembled
in the territory of any of that deal’s signatories, and can
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include raw materials from any of them. Switzerland is
part of the Pan-Euro-Mediterranean Protocol on Rules
of Origin which covers the EU and EFTA countries as
well as many in North Africa and the Middle East. This
allows a Swiss manufacturer to class materials from
Algeria, Israel or France as if they were Swiss. This
helps to build up the percentage of the product that is
classed as Swiss, so it is more likely to qualify for
reduced tariffs under rules of origin.7
Schaub also makes several important points of caution
managing optimism. He explains that there are several
reasons that an FTA might not have a significant effect
on trade flows beyond simple lack of use. ‘[I]f priceelasticity of demand is too small to create a
consumption effect… there is no increase in trade’
(although consumers will be slightly better off). This
means that if a good has a small tariff removed, the
difference to prices on the shop-floor might not be
enough to affect the volume of sales.8
The second reason an effective free trade agreement
might not influence trade flows is simple – ‘companies
may choose not to pass on the tariff savings to the
consumers but to keep it in the form of a higher profit
margin’. Of course, this extra profit might be retrenched
later in the form of marketing or product improvement,
which could have a long-term trade effect, but might
simply be kept by the company.9 This is indicated in a
Japan Times article, which observes that Emmental and
Gruyére prices do not seem to have come down in Japan
despite nine months having elapsed since the
agreement came into force.10 Similarly, Switzerland
Global Enterprise noted in 2011 that the free trade
agreement had paid off for most businesses in revenue
and/or profit.11 Businesses profiting from the agreement
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would not necessarily be seen as a bad thing by the
states involved in the free trade agreement, but this is
still notable as a reminder that even free trade
agreements that are highly used might not show much
difference in trade flows or consumer savings.

Trade effects
The Swiss Secretariat for Economic Affairs, the Swiss
version of UK Trade and Industry, presents the SwissJapanese deal as an important triumph on their website.
Talking about all Swiss free trade agreement partners
other than the EU, the Swiss economics secretariat
claims ‘Swiss exports to FTA partners grow almost twice
as fast as those to the rest of the world’ and boasts
‘cheaper imports for both consumers and producers;
improved procurement as well as supply security… an
average annual growth rate of Swiss foreign direct
investment in partner countries of 18 percent’.12 This
was echoed in an article by Roland Meier of Switzerland
Global Enterprise, reviewing the deal after five years:
‘Bottom line, Swiss importers of goods from Japan have
saved CHF 41 million in customs duties thanks to the
FTA… They are currently saving about CHF 10 million
each year.’ Meier noted Swiss citizens were especially
benefitting from cheaper Japanese cars.13
Another indicator of an agreement’s success
according to the Swiss economics secretariat is export
diversification. As ‘the share of Switzerland’s top five
export industries has fallen in almost every country’
after trade deals with those countries came into effect,
the Swiss economics secretariat is confident that falling
tariff barriers allow other industries to compete better
in foreign markets. At the time of publication, the
Swiss-Japanese deal had not been in force long enough
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for the Swiss economics secretariat to show this
diversification with Japan itself, but their table
demonstrates this effect in older agreements. For
example, the category ‘watches and clocks’ breaks into
the top five exports to Chile, Mexico and Morocco after
their respective agreements came into force.14
Discussion of free trade agreement benefits is often
limited to macroeconomic modelling and intangible
changes in trade and investment flows. The Swiss
economics secretariat, however, points out that its FTA
programme has also directly affected Swiss individuals
and companies:
[C]onsumers gained from increased imports, lower
prices and increased product variety. Manufacturers
gained from advantageous prices for intermediate
goods and improved access to raw materials which
are not available in Switzerland. In addition,
domestic companies are able to import capital
goods (e.g. machinery or electronic equipment) at
more advantageous prices.15

Swiss businesses responded positively, noting not
only profits and turnover increases, but a particular
appreciation for the mutual recognition of standards
and certificates, and the improved protection of
intellectual property.16 The Japanese equivalent of the
Swiss economics secretariat, Japan External Trade
Organization, presents a slightly more confusing picture
of the deal’s impact. Figure 1 below uses JETRO data to
show the changes in product group imports before and
after the deal, to see if it confirms the Swiss economics
secretariat’s claims.
As discussed in the previous section, Switzerland
achieved notable tariff reduction in food exports, so the
39
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Figure 1: Swiss exports to Japan by product group
share of the total, 2003-2008 vs 2009-2014
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Source: Swiss Federal Customs Administration, 2015

considerable increase in sales of forestry, fishery
and agricultural products confirms success. Tariffs
on inorganic chemicals, organic chemicals and
pharmaceuticals were entirely eliminated by the deal,
so their growing share conforms to expectations that
tariff reduction should boost trade. Many chemicals
were already imported freely, but many others faced
tariffs of 3-6 per cent and some specific tariff lines were
as high as 17 per cent, or very considerable charges
based on weight (above).17
Trade 2009-2014 was greater overall than 2003-2008,
so a drop in the share of product types like electronics
and jewellery does not imply a serious drop in actual
sales. Electronics sales were slightly down and
40
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watch/jewellery sales, slightly up – and in 2015
Nick Hayek, CEO of Swatch, said turnover in Japan
was growing at double-digit rates despite the recent
abandonment of the franc’s euro peg.18 The types that
dropped in absolute terms were textiles and clothing;
leather, rubber and plastics; machines, appliances and
electronics (very slightly); and precious metals and
gemstones. The global recession, Fukushima disaster
and Swiss currency volatility may explain these.
JETRO also produced a number of graphs to examine
the investment consequences of the deal:
Figure 2:
3:Swiss
Net MoD
R&D
expenditure
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Foreign direct investment is a particularly
unpredictable economic indicator, as Michael Burrage
has shown.19 Since investment grew from 2003 and the
sharp upward spike began in 2006, the Swiss-Japanese
deal cannot really be identified as the cause of this
fluctuation, although it is possible that Japanese
41
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investors made decisions in 2007-8 with the extra
confidence that negotiations were under way. The 201013 tailing off may be related to the increased strength of
the Swiss franc, as noted in an article in the Neue
Zürcher Zeitung: ‘That the yen has weakened by about
one-fifth since the Abe government took office
hampered Swiss exporters’.20
However, the comparable graph for foreign direct
investment activity in Switzerland is truer to expectation:
Figure 3:
3:Japanese
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The benefits of the agreement are more evident, or at
least more strongly suggested, in this Japanese trade
organisation graph. Capital stock in Switzerland seems
to have responded directly to the agreement, ending a
period of six years’ gradual divestment and prompting
very rapid investment in the years after it came into
force. This went on at the same time the Swiss franc got
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progressively stronger in the global economy, but did
not drop off in 2011 after the euro-peg was introduced.
Japanese staffing levels grew throughout the period,
indicating that the free movement of business
professionals clause was respected by the Swiss, and
that the Japanese investment also created jobs for Swiss
workers (assuming that otherwise the Japanese staff
levels would more closely track the decline, plateau and
increase in stock).
The effects of the Swiss-Japanese deal might be further
explored in the trade data provided by the Organisation
for Economic Cooperation and Development. To
partially control for trade fluctuations unrelated to the
deal’s tariff changes, Japan was compared with a group
which saw little tariff changes over the data period
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(i. the EU, with which Switzerland already had a
longstanding agreement, and ii. Brazil, America, New
Zealand and Australia, with which it has none) and the
other countries with which it concluded agreements
during the data period (South Korea, Israel, Turkey).
These graphs indicate that the value of imports to
Japan does grow, although the trend begins around 2002
and almost plateaus across 2008-2013. The global
recession is clearly visible in the Swiss exports to each
group, especially that containing the EU, suggesting the
minor trough in the Japanese exports line is not unique,
but the product of a general Swiss export downturn
related to the eurozone crisis and its effect on the Swiss
dollar’s competitiveness.
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When Michael Burrage looked at the trade benefits
of EU membership in this manner, he found that the
Single Market did not have the kind of bounce effect
one would expect, either.21 Cross-border trade simply
does not occur as straightforwardly as logic would
suppose. Given that the Swiss-Japanese deal was
not an immediate eradication of all tariffs, but
included gradual tariff reduction in important export
areas and complications such as rules of origin, the
absence of a clear uptick in Swiss exports after 2009 is
not too surprising.
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This graph uses the same groups as above to see
whether the Swiss-Japanese deal has instead had an
effect on the export share of goods to Japan. Japan’s
share declines in the 1990s then plateaus from 2004,
whereas the EU’s declines quite steeply from 2008. The
share of the ‘No FTA’ group also declines in the last few
years. This might indicate that the Swiss-Japanese deal
allowed Swiss exports to persevere even as Swiss
imports grew more to the rest of the world – the white
in the graph. This reflects the Swiss position, which sees
some agreements as important not in boosting all sales
but in defending current trade privileges.
Another way to look at the data is to view Swiss
exports to the different groups as percentages of their
exports in 2008, the year before the deal came into force.
Figure 3:
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This graph primarily demonstrates quite how much
the financial crisis affects the evaluation. The other new
Swiss trade deal countries’ exports recovered sharpest
after the sharpest fall, which is good news for the Swiss
economics secretariat and indicates that these newer
markets are more elastic. Japanese sales were affected
very similarly to those of EU, possibly suggesting the
depth of all the Single Market rules that Switzerland
participates in through the bilaterals does not differ
markedly from a comprehensive free trade agreement.
The clearest evidence of the positive impact of the
trade and economic partnership comes from a recent
analysis from the University of Zurich that uses a
different methodology.22 The authors specifically compare
the growth of Swiss goods exports to Japan that were
newly liberalised (LG) by the trade and economic
partnership, compared to non-liberalised goods (NLG)
– those which were already liberalised through the
World Trade Organisation processes, or not covered by
trade and economic partnership. This method should
control better for external factors such as exchange
rates, transport costs, market confidence and so on, all
of which affect general Swiss-Japanese trade at the exact
same time as the trade and economic partnership came
into effect. Comparing LG with NLG goods still requires
the assumption that external shocks affect the two
categories of goods equally, but this is a fair assumption
since both sets are quite diverse – NLG in this case
includes some agricultural goods (already protected)
but also information/communication technology and
pharmaceutical products (already liberalised).
The trade and economic partnership macro analysis
found that there was ‘a statistically significant positive
effect on Swiss exports to Japan already during the first
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year after [the FTA] becoming effective [sic]’ in the
value-weighted growth rates of liberalised goods.23 Data
was only available up until 2010, but shows clearly that
the trade and economic partnership did have an effect
on Swiss exports ‘significantly different from zero’.24
Japanese liberalised exports did not, in fact, fare so well
over the period. It must be remembered that over these
years, use of the deal’s preferential rates was only 24–
50 per cent, so the full potential of the agreement was
far from being reached.
The Zurich economists conclude that the trade deal
was ‘a success story’ based on the 15 months after the
deal came into force. They were looking at short-term
effects, but recall that both nations’ negotiating teams
had always held ‘the firm conviction that the true
benefits of free trade agreements do materialize in the
long run’ as the most competitive companies and
locations gradually win out.25 This strongly suggests that
the economic benefits of the deal are only just emerging.

Business activity
There have been several interesting developments in the
business interactions of Swiss and Japanese firms since
the deal’s signing. Although it is hard to tell whether or
not they would have happened without the treaty, they
may give a flavour of the current commercial relationship.
Reviewing the impact of the deal in 2010, Michiaki
Watanabe of the Japanese external trade body noted that
many other Japanese businesses had recently set up
in Switzerland:
Sunstar
Nissan
Elpida Memory
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Tillot Pharma (Zeria Pharma)
Toyota Textile Machinery
Summit minerals (Sumitomo Corp)
Allied Telesis
Hirotech
MS Frontier Reinsurance (Mitsui Sumitomo
Insurance)
Quadrant (Mitsubishi Plastics)
Shiseido
Namiki
Tokio Millennium Reinsurance (Tokyo Marine &
Nichido Fire Insurance)
VS Technology26
This is an impressive list, especially given that the
presentation was delivered just a year after the deal
came into force. These cannot all be attributed to the
deal coming into force, but the link is heavily suggested
by the Japanese external trade organisation. Other
examples include:

Electricity distribution partnership
The Japanese giant Hitachi and Swiss firm ABB agreed
in 2014 to supply Japan with electric power grid
equipment through a new joint venture. This follows
attempts by Shinzo Abe’s government to liberalise the
energy market, which is currently uncompetitive due to
local monopolies. The partnership will be Tokyo-based
and 51 per cent owned by Hitachi, but will use ABB’s
high voltage direct current technology.27

Swiss chocolate in Japan
In 2013 the Swiss chocolatier Barry Callebaut opened an
18 million franc factory in Takasaki, Gunma Prefecture,
49
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north-west of Tokyo. The Japanese chocolate market is
worth over $11 billion. Barry Callebaut already had an
alliance with Morinaga & Co., a sweet company, and
aims to expand.28

Cloud robotics
Rapyuta Robotics, a start-up founded by two Sri
Lankans in Tokyo, aims to create a cloud infrastructure
for robots to share their learning experiences and learn
from one another. Their initial products may include
drones for security and infrastructure inspection in
bridges and tunnels. One founder and several of the
team were trained in Zurich and the technical side of
the start-up is stationed in Switzerland, the investment
side and planned drone use in Japan. The company
raised nearly $3 million in seed funding before even
producing a prototype.29
Another cloud start-up, Midokura, set up its European
headquarters in Renens, then moved to Lausanne.30

Pharmaceutical buy-outs
Takeda Pharmaceutical Company announced it would
take over Nycomed in summer 2011 for 9.6 billion euros.
Nycomed was originally a Norwegian pharmaceutical,
but had been (and continues to be) based in Zurich.
Takeda was already strong in Japan and America but
bought Nycomed thanks to its European and emerging
market presence.31

Cosmetics
Swiss cosmetics made noteworthy gains in Japan,
particularly anti-aging products producer Valmont
and proactive firms Lydia Dainow, Celicosmet and
Paul Scerri.32
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Architectural cooperation
There are several examples of Japanese architects
working in Switzerland. These included the Rolex
Learning Center on the campus of the Swiss Federal
Institute of Technology, Lausanne, which opened in
2010, and commissions to construct both headquarters
for Swatch and a new production building for Omega
from the architect of the Tamedia New Office Building,
which opened in Zurich in 2013. The Circle at Zurich
Airport is to open in 2018.33

Smart grid technology
Toshiba Corporation bought the smart grid tech firm
Landis + Gyr, from Zug Canton, in 2011 for $2.3 billion
as part of its strategy to diversify from energy
generation equipment to distribution. Paul Peyrot,
executive director of the Swiss Chamber of Commerce,
thought the purchase was based on Landis + Gyr
having a very strong market position.34 It already
exported over 72,000 units to Finland and China, and in
2015 won a contract for 36,000 more to sell to Poland’s
distribution operators. It remains an independent
growth platform for Toshiba.35
It is apparent that Switzerland negotiated a beneficial
deal with Japan in 2009 despite being a smaller
economy and not being part of a trading bloc like the
EU. Part of Switzerland’s attraction was its access to the
EU’s Single Market but it was also important as a
market in itself, and for geostrategic reasons. The trade
deal reduced tariffs on iconic Swiss food products and
improved conditions for the sale of services and
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investment. Switzerland also gained diplomatic access
to Japan that resulted in several other agreements.
The economic impact of the deal indicates that although
there is still scope for improved use of the deal, Swiss
goods have benefitted in the years since the deal came
into force.

52

LFS Layout.qxp_Layout 1 14/09/2015 12:37 Page 53

Part 2
Lessons for Britain
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5
How comparable are
Switzerland and Britain?
If Britain left the EU it would be in a situation it has not
been in for more than 40 years: controlling its own trade
policy. The global trading situation and Britain’s
Foreign Office personnel have changed a lot in that
time, meaning all lessons from countries already in this
new situation will be important. Britain will need to
learn how significant continued Single Market access
would be, how to set out a negotiation strategy, what
pitfalls to avoid and what opportunities to pursue.
The Swiss case study only provides useful lessons for
Britain outside the EU if Switzerland’s situation is
comparable to Britain’s. Some may argue that
Switzerland is too dissimilar to work as a meaningful
comparison, but this is only a tenable position if viable
comparisons require such high levels of similarity that
almost all economics breaks down.
Other countries that might be used as comparisons
have more differences to Britain. America is too large
economically, Canada is too rich in natural resources,
Japan is too far away, Norway has too much oil
and salmon, Algeria has oil and is mostly desert, Turkey
is both too industrial and too agricultural. Every
comparison can be dismissed.
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In fact, Switzerland offers the best proxy one could
reasonably hope for. Both countries have unusually
large financial services sectors and strong tourism
sectors. Both control their own currencies and have
central banks independent of government. Whilst
Switzerland’s population is smaller than Britain’s, it has
a similar population density and distribution.1
Switzerland’s export profile is notably similar to
Britain’s. As the charts derived from OEC data show,
both the goods the two countries export, and their
destinations, are similar.2
Both countries’ exports show extremely mixed
economies, but even their key export industries are
similar. The machines product type features largely in
both (21.33 per cent from Britain, 14.8 per cent from
Switzerland), as do precious metals (5.44 per cent to
25.13 per cent) and chemical products (15.99 per cent to
25.13 per cent). Of course the two are not identical – the
Swiss sell more watches, gold and jewellery, while
Britain sells far more cars and oil. Nevertheless, these
profiles are much more similar to one another than
Britain is to most developed countries, and certainly
enough to make broad arguments on trade policy.
Switzerland and Britain have a similar mix of export
partners, selling mostly to nearby European states and
around 10 per cent to the US, and very little to Africa,
Australasia or South America. The main difference, that
Switzerland exports proportionally more to Asian
countries, underlines Switzerland’s success in
embracing global trade. Even without a free trade deal
its exports to India (10.6 per cent) are proportionally
much greater than Britain’s (1.54 per cent) despite the
absence of Swiss post-colonial links there. Hong Kong,
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Japan and Singapore all feature more prominently as
export destinations for Switzerland. The UK sells
slightly more to northwest Europe and Ireland, while
Switzerland is closer to its neighbours Germany and
Italy. Again, these export destinations show Switzerland
is the closest viable UK proxy, and closer than the other
often-raised Brexit examples like Norway, Turkey,
Greenland, Iceland or Mexico.
An important advantage the Swiss had was that they
were not perceived as a major threat to Japanese
agriculture. Only 1.4 per cent of sales to Japan were
agricultural. The Japanese agricultural ministry was
using the Swiss deal to show that it was willing to
compromise and liberalise food markets to some extent.
This meant Switzerland’s size, far smaller than the US
or the EU, was actually an advantage because Swiss
farm exports were not a danger to Japanese farmers.
The UK’s food exports to Japan are similarly small, an
average of 3.83 per cent of total exports from 2010-2012
counting foodstuffs or 5.52 per cent including
foodstuffs, vegetable products, food byproducts, and
animal products.3
Reducing tariffs on British food products would then
be a larger concession for the Japanese, so this might be
an area in which British negotiators have to consider
limiting their tariff reduction ambitions for the good of
the wider process. Diplomats could certainly liberalise
specific mutual interests such as whisky. Considering
Britain’s trade prospects more generally, Figure 7 shows
that food and agricultural products make up a relatively
small proportion of total British exports, so like
Switzerland, Britain should generally come across as
unthreatening to states with sensitive farming sectors.
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6
The importance of Single
Market access
While Switzerland is the chosen case study for its
relationship with Japan, the lessons of the SwissJapanese deal would apply to Britain without Britain
adopting the specific Swiss bilaterals model after an Out
referendum vote. Indeed, the Swiss model has a number
of drawbacks and tensions with the EU which the UK
government would probably try to avoid. This paper
simply operates on the assumption that the UK’s
position outside the EU would be roughly analogous,
in that the UK would be outside the EU customs union
and EU trade policy, so able to negotiate its own free
trade deals independently, but that as a former member
and nearby country, the UK would have privileged
access to the Single Market. This may well involve
monetary contribution and adoption of some
percentage of Single Market regulations and directives.
Non-European countries considering free trade deals
with an independent Britain would not see much
difference between a Swiss model, a Norwegian/
Icelandic model, or a deep and comprehensive EU-UK
free trade agreement: all include privileged access for
Britain in the Single Market.
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Numerous other publications consider in more detail
the possible tactics required to bring Britain to such a
situation. In The Norwegian Way I argued that adopting
a trading relationship similar to Norway’s would be
simplest after a referendum, since the four Single
Market freedoms of goods, capital, labour and services
would be retained and there is already a formal
structure for updating the agreement, so the EU is least
likely to oppose this arrangement.1 In With Friends Like
These…Why Britain should leave the EU – and how, David
Conway argues that Britain’s best gambit for securing
a better new relationship with the EU would be to take
advantage of the Greek crisis, which he considers likely
to force Germany into pushing for a new consolidated
treaty. He argues that in exchange for supporting
eurozone integration in this treaty, Britain could
demand EU acceptance of a separate treaty granting
Britain an improved version of the Norwegian
relationship.2 Other arguments rest on mutual selfinterest – Britain and the rest of the EU currently trade
large volumes with one another with no tariffs, and it is
in the interest of exporters from both sides that British
exit does not raise barriers. The eurozone economies
appear to be fragile enough at present, without
worrying about tariff and non-tariff barriers being
raised by a major export destination.
Nevertheless, preferential Single Market access cannot
be guaranteed. Conway highlights how some remaining
EU members are likely to be unwilling to grant Britain
an easy ride since Britain flourishing after exit might
encourage the dissolution of the union. Under either of
the models above, all 27 remaining EU members would
have the ability to veto a prospective UK exit
arrangement, as well as the three non-EU EEA
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countries: Iceland, Norway and Liechtenstein. One or
several central or eastern member states might veto a
deal if it did not grant their nationals’ continued
migration rights or include continued British
contributions to structural funding, for example.
Iceland or Norway might veto a treaty that gave Britain
a better deal than theirs, as Conway’s gambit proposes.
Moreover, the eurozone countries might develop a
model of integration that did not require British
support, just as the Fiscal Compact went ahead despite
David Cameron’s veto. Senior European politicians like
Sigmar Gabriel and Emmanuel Macron may be
planning to pursue eurozone integration through the
enhanced cooperation mechanism of the Lisbon Treaty,
which would not require treaty change or British
support. Equally, if there was a treaty conference,
Greece or Spain might resist the integration treaty as a
further loss of sovereignty, ruining the British side of the
deal in passing. In any case, no serious movement on
the issue is likely to come about until after the French
and German 2017 elections, at which point Britain will
have already had its referendum or be about to vote.
Just as negotiating a trade deal with Japan would
require substantial concessions and committed
negotiation from Britain, so too would retaining
preferential EU Single Market access or membership in
the event of an Out vote. The possibility that
preferential Single Market access might not be lost has
an impact on the value of Switzerland as a case study.
Of course, the comparison requires other assumptions:
that the UK does not break apart due to Scottish
withdrawal following the referendum, that the
economy remains in roughly the structure it exhibits
now, that Britain’s United Nations and Nato
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memberships continue. This scenario does not consider
whether Britain would cut a great deal of EU-related
product and labour regulations (red tape) after exit,
which might make it more attractive and competitive.
Such regulatory changes would partly depend on the
specific form of post-exit EU relationship, and partly on
the will of the British public.
It is difficult to fully address the counterfactual
question, ‘Would the Swiss-Japanese deal have gone
ahead without Swiss preferential access to the Single
Market?’ Certainly, the anonymous Japanese Foreign
Ministry official who spoke to the Japan Times seemed
to value Switzerland’s being in Europe, but did not go
on to specify the importance of the Single Market itself.
The Japanese elite viewed Switzerland as a modest
prospect in itself, but an important step in acclimatising
the sensitive fishing, agricultural and industrial sectors
to a trade deal with an economically advanced
European country.
The Japanese were worried that three trade blocs were
developing, based around the Americas, Europe and
North Africa and east Asia. Although themselves part
of the east Asian bloc, they considered this three-bloc
future a threat to world trade since Japanese exports to
America and Europe were also very important. They
saw a deal with Switzerland as a means of connecting
with Europe to counterbalance the EU’s tendency to
focus on its own bloc.3 This does not mean simply that
Switzerland would be a bridge for selling Japanese
goods to the EU. The rules of origin exist to stop this
kind of third country trade – if they did not, then Japan
would be equally exposed to tariff-free EU goods sold
to it through Switzerland. If that was Japan’s intent then
it would have simply prioritised a trade deal with the
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EU itself.
The advantage for Japanese goods in terms of selling
to the EU is only evident in the case of subsidiaries. The
deal makes it easier for Japanese investors to set up
businesses or subsidiaries in Switzerland. These
subsidiaries, if they were selling goods which met EU
rules of origin, could sell into the EU Single Market
tariff free because they would be originating in
Switzerland. This is not an advantage to be dismissed,
but equally does not seem to be the centrepiece of
the deal.
The conclusion seems to be rather that in 2009 Japan
was making a number of deals with medium sized
states as experiments to show sensitive domestic sectors
that such deals were not a major threat, and could be
beneficial to the country. Access to the Single Market is
not the only reason Japan signs trade agreements with
countries that are small like Switzerland. In the last
decade it has signed agreements with Chile and Peru. It
has also signed an important deal with Australia, which
came into force in January 2015. Australia is roughly
half the size of Britain economically, and has also signed
trade deals with China and South Korea in recent years.
A brief look at the Australian deal shows that major
economies such as Japan are willing to grant significant
tariff concessions to states that are neither as large as the
EU or US, nor have privileged access to them. This is
especially noteworthy since one of Australia’s export
strengths is in food and drink products, precisely those
that Japanese institutions are historically protective of.
Yet the Australian-Japanese deal eliminated the tariff on
bulk wine and phases out the 15 per cent tariff on
bottled wine over seven years, apparently already
having boosted sales value by 17 per cent compared to
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the same quarter of 2014.4 The deal also gave Australian
beef farmers a 7 per cent tariff advantage against
competitors like America.5 This advantage will grow to
15 per cent incrementally.6
In exchange, Australia reduced tariffs on Japanese
cars, household appliances and clothing – which its
prime minister, Tony Abbott, celebrated as a saving to
the Australian consumer. Notably, Australian
negotiators achieved this while keeping any mention of
investor-state dispute settlement mechanisms out of the
deal with Japan.7
This recent Australian example illustrates that Single
Market membership is not necessary for medium
economies to forge preferential trading relationships
with large economies. In sum, it would certainly help
Britain’s trading prospects with the rest of the world to
have privileged access to the EU Single Market, but
failing to do so would not be a serious setback.
Therefore the Swiss case study can be used as a model
for the UK’s trade policy outside the EU, from which
the UK government can learn important lessons on
conducting future negotiations.
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What can Britain learn?
The need for an experienced team
of trade negotiators
Negotiation difficulties arise when the different
departments of a country’s government contradict one
another on negotiation priorities, with no clear leadership.
Before starting any detailed talks with a prospective
partner, the British government should conduct a
comprehensive private review of the opportunities the
potential trade alliance offers, and the sectors at risk, and
internally agree on absolute red lines, as well as areas
which are desirable but can be conceded if required. The
government should also clearly assign a department to
coordinate and represent the UK effort (probably the
Foreign Office), along with a prominent cabinet minister
as free trade agreement tsar, the visible spokesperson for
the negotiation. A public consultation should also be
carried out. This would allow better transparency and
communication with the public during the talks, and
would be important for selling the eventual deal to
the public and to parliament when concluded, in the
manner Cecilia Malmström is attempting somewhat
retroactively for the EU in the case of the Transatlantic
Trade and Investment Partnership.
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Since the EU has been in charge of negotiating free
trade agreements on behalf of Britain for so long, the
UK may not have the staff, experience or expertise to
represent itself on the world stage, especially if it is to
conduct exit negotiations from the EU and be an active
participant in the top-table international bodies like the
WTO and UN Economic Commission for Europe at the
same time. This may be a reasonable concern – the
Foreign Office would certainly need a recruitment
drive and funding boost in the event of Brexit.1 The
Swiss-Japanese deal took six years to negotiate from the
initial joint feasibility studies to entry into force: it
would be important that Britain tries not to take longer
than this with its first post-Brexit deals so it does not
fall behind other developed countries. However,
Britain does have a team of negotiators – the
government can and does still conduct bilateral
investment talks and treaties,2 plus those who currently
represent Britain in the EU, and of course has
negotiators in non-economic roles.
The problem is far from insuperable, especially as far
as trade agreements are concerned. There is no reason
why Britain could not recruit experienced negotiators
from other states that have a proven free trade
agreement track record, such as Australia, New
Zealand, Canada, Norway, and of course Switzerland.
As mentioned already, Australia alone has recently
concluded trade deals with South Korea, China and
Japan. British politics has a healthy recent history of
hiring experts from the Anglophone world, from Lynton
Crosby to Ryan Coetzee to Dame Lowell Goddard.
Hiring veteran negotiators from small and medium
sized countries that have already concluded significant
trade deals is a logical step.
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Indeed, many such diplomats may have the
interpersonal relationships or contacts that make
negotiations that bit faster and smoother. EU negotiators
do not always have such soft power advantages, not
having concluded agreements with so many countries.
Australia’s trade deal with Japan includes preferential
tariffs for beef, prawns, lobster, asparagus and other
Australian goods, proving that Switzerland is not
unique as a small country successfully negotiating its
way into much larger markets.3

Concessions
The mood in Japan during the Swiss-Japanese deal’s
negotiation is interesting to compare with the tone of
the European Commission’s draft inception report on
an EU-Japan comprehensive trade and investment
agreement. We can see then what the EC was
considering conceding on Britain’s behalf, and how the
UK might benefit. The two together point towards the
kinds of areas an independent Britain should consider.
Most of the EU summary does not even talk about
economics, but emphasises potential social and
environmental effects.4 In its detail, the Commission
document does discuss addressing non-tariff measures
(technical barriers to trade) and how they could
be reduced for financial services, distribution,
railway equipment, automobiles, machinery and
pharmaceuticals.5 Elsewhere, the Commission notes that:
The sectors with the largest potential increase of EU
exports as a result of NTM [non-tariff measure]
reduction are the motor vehicle sector, the
pharmaceutical and the transport equipment
sectors. Concerning the services sectors, there is
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also a potential to reduce barriers, especially in the
finance and telecommunication sectors.6

The document goes on to forecast the potential cost
reductions that removing non-tariff measures could
bring to these sectors:
Table 2: Degree of potential NTM reduction in Japan &
resulting EU export increase for key sectors
Sector

Cost of
existing NTMs
as barriers to
trade (AVE, %)

Potential
reduction
of NTMs
(% points)

Export increase for the
EU (billion Euros)

Motor Vehicles

10

7

4.7

Pharmaceutical

22

20

3.4

Medical Devices

30

12

1.1

Processed foods

25

9

1

Transport equipment
(railway equipment and
aircraft)

45

40

2.6 (aircraft 2; railway
equipment 0.6)

Finance

15.8

8.7

Not available (total EU
exports to Japan: 2.2)

Insurance

6.5

1.2

Not available

Business and ICT

2.5

2.5

Not available

Communications

24.7

19.2

Not available (total EU
exports to Japan: 3.3)

Contruction

2.5

1.9

Not available

Personal, cultural, other
services

6.5

3.7

Not available

Source: European Commission, ‘Trade Sustainability Impact Assessment’,
Draft Inception Report, (January 2015), p.38

These priority sectors are actually all areas in which
Britain could do well, so at first glance, the Commission
is thinking along the right lines.7 However, when you
consider other factors, the prospects of such a deal really
helping the UK wane and wane. Firstly, France is likely
to require a cultural exemption similar to that of TTIP,
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meaning potential gains in telecommunications are
limited. Secondly, none of the EC or European
Parliament’s work on the financial sector in the last
three years has indicated sympathy for the City or an
intention to help reduce barriers. Finally, very few
people in the EU or media are talking seriously about
concluding a Japanese deal. TTIP is already behind
schedule and a great deal of EU activity is introspective,
considering how to deal with Greece and the eurozone
crisis and how to accommodate Britain’s renegotiation
ambitions. If an EU-Japan free trade agreement is on the
horizon, then it is extremely distant and indistinct.
What
the
Commission
document
actually
demonstrates, then, is that there are great potential
benefits for members from an FTA with Japan, if the will
to conclude one was actually there. With greater
emphasis on the specific sectors in which Britain
specifically can flourish, a bilateral free trade agreement
appears to be a more realistic prospect.
This impression is confirmed by another table in the
same document, which looks at which sectors have
already been mentioned in the early and preparatory
stages of negotiations (a scoping exercise, and
illustrative roadmap, and impact assessment report, and
feedback from the European Parliament and
Commission). Financial services were mentioned only in
the scoping exercise.8 Britain alone would be much more
likely to prioritise greater access to the City of London.
A Japan-EU trade deal remains very unlikely
according to Ziltener and Chiavacci, certainly at the
level of depth Britain could achieve in a bilateral deal.9
As Japanese trade with Switzerland remains low as a
proportion of Japan’s total international trade, it is very
possible that Japan would be open to the prospect of
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another free trade agreement with a second European
economy. The UK, as a G8 economy and sizeable market
in itself, already host to several important Japanese
businesses, should be an attractive prospect. But what
offers could British negotiators make?
Japanese negotiations with the EU are technically
open but virtually static. Britain is considerably larger
than Switzerland, so less low-risk, low-return, but
compared to the EU, whose combined economy is
greater than that of any country including the US,
Britain cannot be considered daunting. To put it simply,
Britain would probably be seen as medium-risk,
medium-return.
By being energetic in pursuit of trade deals, Britain
could act as a European bulkhead for a number of other
important states which have yet to sign deals with either
Switzerland or the EU: Australia, Brazil, India and
Indonesia. Brazil might be an especially important deal
in the future as it is currently locked out of the Trans
Pacific Partnership and TTIP so needs economic friends
outside Latin America. Along with India, it is also a
nation considered to have high long-term prospects.10 As
discussed earlier, Britain signing free trade deals with
countries before the EU does the same would mean
those countries are more likely to build subsidiaries in
Britain, to take advantage both of its own market and its
proximity to Europe and privileged access. Britain is
already seen as welcoming to international investment,
but depending on public consensus, could be an even
more attractive prospect if it embraced investor
protection clauses like the contentious chapter of TTIP,
or reduced internal regulation.
We know that Swiss negotiators were happy to
reduce tariffs on key Japanese exports in the course of
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their deal’s negotiation. By inheriting the current
system of EU external tariffs, Britain would have some
important product areas in which to grant concessions
such as automobiles, agricultural and fisheries
products, aluminium, and tobacco products. The UK
also has a lot to offer in terms of procurement and
private contracting, business services, and privileged
movement for business people. Of course, some of
these might be sensitive areas that the public or UK
business wish to protect, but arguably such concessions
are better decided at a national level. In this manner,
the UK could get the tariff and regulatory advantages
on certain goods and services, with which it would
then be likely to outcompete the remaining EU. The
idea that Britain would have no meaningful bargaining
chips because it would already be an open economy is
inaccurate. Indeed, Switzerland is generally regarded
as a very open economy but still has areas where it can
grant concessions in return to better access with
privileged partners.
We have seen that the Swiss deal also covers movement
rights, allowing business people to travel between the
signatory nations temporarily. This element is seen in
most modern trade deals, since it facilitates investment
and the spread of knowledge and skills. Although it is a
much more restrictive proposal than the EU’s free
movement of people, such a clause in a free trade deal
may still be unwelcome to British voters, as it would
contribute to overall annual immigration figures. With
Japan that might not be a large problem, but it could be
more contentious if the same clause was included in free
trade deals with populous states like India, China or
Brazil. Of course such a clause would not be fundamental
to most deals, but if Britain refused that kind of clause it
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might be expected to grant greater concessions in other
areas, like sensitive tariffs or services. Indeed, there are
rumours that disagreement over skilled temporary
migration caused the current deadlock in the EU-India
free trade discussions. After the EU referendum, the
British public will need to have a transparent debate
about what levels of immigration and integration it
favours, and how highly population control is valued
compared to optimising trade agreements.

Global strategy
The Swiss government does not see individual trade
deals in isolation. Its priorities are often reacting to, or
pre-empting, privileged trade agreements between
major powers so it can stay with or ahead of the global
pack. While Britain is currently in this pack as an EU
member, it will need to follow the Swiss example and
commit to a long-term strategy of trade and investment
partnerships if it leaves the EU. This is important, not
only in straightforward tariff and quota terms, but to
have a say over global trading rules.
Failing to play a leading role in global regulation and
standards setting bodies could leave the UK slightly
disadvantaged compared to EU members. Interacting
with the world regulatory systems as energetically as
Switzerland and Norway do will be equally important
for the UK, since the EU is our largest market (if taken
collectively).11 Not doing so could leave the UK reacting
to EU rules and applying them to most of the economy
without much contribution to their drafting, just as
sceptics complain Britain does now.
This is because inadequate contribution to the WTO,
UN, Basel Commission, Organisation for Economic
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Cooperation and Development, and other bodies could
leave Britain exposed to the ‘Brussels effect’, a regulatory
pattern first described by Anu Bradford of Columbia
Law School.12 Bradford (and later Chad Damrod)
showed that the EU had worldwide influence in product
areas in which it was the first to produce tight
regulations, such as air safety and anti-trust law.13 This
is because, once the EU produces regulations for what a
company can sell into the Single Market, non-EU
exporters are incentivised to adapt their processes to
conform to those regulations, so those non-EU exporters’
host countries more or less follow legislative suit.
Moreover, once a set of trading rules are adopted
at the WTO level, they can erode national sovereignty
in the same way as aspects of the EU. Likewise
other treaties have elements that transcend a signatory’s
legal system such as upcoming intellectual property
and services trade agreements under the WTO
umbrella. Nation states have a say on passing or
rejecting the original WTO rules, but must submit
in cases of conflicting interpretation with other
nation states to WTO dispute settlement and rulings,
which are binding.
The Brussels effect is likely to be magnified by TTIP as
regulatory convergence is a key aim for both American
and European sides, meaning that when it is eventually
concluded and brought into force, the world’s exporters
will certainly take notice as they will want their products
to be sellable in the two largest global economies. This
does not necessarily imply that Britain would be better
off as a member state feeding into TTIP, since Britain’s
individual influence on the Commission’s collective
negotiating position is diffuse and liable to opposition
from EU members with other priorities.
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According to UK government representatives, the UK
has already contributed to TTIP, so exporters could
benefit from the standards agreed even if Britain has to
enter the deal as a third party later.14 Britain would only
need to do this for the tariff benefits – broadly speaking
the regulatory standardisation is a benefit to all the
world’s exporters, regardless of TTIP involvement, just
as it would help UK exporters now if every Central and
South American state adopted US product regulations
today. The UK might have more concrete input by
helping draft laws at the WTO level, which are merely
copied and enshrined in TTIP.
The 1995 General Agreement on Trade in Services
(GATS) is a good example of this – it was agreed at the
WTO and is now used as a template for services
agreements in most free trade deals, the Swiss-Japanese
deal included. Joining TTIP as a third party might allow
Britain to stay clear of the sections the public would be
concerned about, such as possible additional NHS
privatisation, allowing genetically-modified and
hormone-treated foods into supermarkets, and an
investor-state dispute mechanism that may allow
multinationals to intimidate governments out of
tightening or changing business regulation. This would
mean British producers of comparable products would
lose tariff-free access to US markets, so would be at a
comparative disadvantage with the EU’s exporters of
those products.
One of the clearest consequences of TTIP will be new
rules on endocrine disruptors in pesticides. They are a
group of chemicals that can interfere with natural
hormones and may be linked to a number of serious
health problems. The EU decided to regulate pesticides

74

LFS Layout.qxp_Layout 1 14/09/2015 12:37 Page 75

WHAT CAN BRITAIN LEARN?

that act as endocrine disruptors in 2011 but has not yet
implemented restrictions because there is internal
Commission disagreement over the breadth of the ban.
The EU would normally use a method called the
precautionary principle to regulate endocrine
disruptors, which would ban any chemicals that could
in theory cause harm, but the EU is being lobbied to ban
only chemicals about which there is already data of
negative effects from exposure. The former approach
would ban far more than the latter, so would have a
much greater effect on the chemicals industry and the
agricultural sector. The US Department of Agriculture
is pushing for the latter definition, since the majority of
US export crops are treated with pesticides. The EC was
supposed to make a decision in December 2013 but still
has not (as of July 2015), prompting Sweden and
Denmark to file a lawsuit against the Commission. If
TTIP accepts the weaker definition, this will have wide
ranging implications for Swiss and UK chemical and
agricultural producers, as well as consumers, even if
Britain were out of the EU. This is because it will
directly apply in the EU and US markets, so illustrates
Bradford’s Brussels effect, where third party producers
will choose to conform in order to export, and their
governments usually legislate accordingly.
On the other side of the world, Japan is currently
involved in negotiating the Trans-Pacific Partnership
(TPP), a multinational free trade and economic
agreement led by America. It already has agreements
with TPP members Australia, Mexico, Chile, Brunei,
Singapore, Vietnam and Peru, and needs to conclude
more with Canada and Colombia. The Trans Pacific
Partnership is evidently a deal similar to TTIP on the US
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west coast, and one that UK trade policy should bear in
mind because of its potential to multiply the world
regulation effect described above. Switzerland’s
Japanese deal gives it access to a key Trans-Pacific
Partnership member, so its exporters will have an
incentive to produce goods that meet the regulatory
standards of all the partnership’s signatories. Britain
could do the same – if Britain were already a member
of TTIP then its exports would already conform to US
rules, so should be close to Pacific partnership rules too.
Together the EU and US will be Britain’s key partners
in market regulation, so the FCO will need to work extra
hard, ally with one or other on important topics, or
indeed with Japan or China, to try to get ahead of the
game. Together the US and Europe are about 66.45 per
cent of our goods export market, and pivoting to the
developing world cannot be done so quickly as to avoid
this fact.15 While maintaining close Western market
access, Switzerland has pre-empted both of those
powers in its deals with the largest Asian economies,
and the UK would need to act quickly after leaving the
EU to achieve the same result.
In considering an EU-Japan trade agreement, the EC
itself acknowledged:
The conclusion of mega regional agreements will
also shape international trade and investment
governance in a wide range of policy areas, from
rules of origin to investment and government
procurement. It will therefore be important to assess
the degree to which the approach to negotiations of
the EU-Japan agreement is compatible with other
mega regional agreements, as this will have a
bearing of the course of international trade
rules.[sic]16
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This will, then, be an ongoing consideration for British
interests, whether inside or outside the EU. As explained
above, working in the international standards-setting
bodies to influence the parameters of future regulation
direction, concluding large bilateral deals before the
largest powers do, and lobbying the TTIP partners, will
be crucial to promoting British interests.

Rules of origin
If the UK left the EU, it would almost certainly benefit
in the same manner Switzerland does from the
standardisation of rules of origin templates across
Europe and the Mediterranean. Not only has the UK
already been operating such harmonised rules of origin
for years as part of the extant EU free trade agreements
(such as with Mexico, South Korea, South Africa) but it
will probably need to agree to these agreements on the
same terms during EU exit negotiations, so will already
be party to many such agreements.
It is also very likely that the same or similar rules of
origin will apply to EU-UK trade, assuming the UK
negotiates a free trade agreement or deeper set of
bilateral trade agreements with the EU during exit. It is
very difficult to see why the EU would try to introduce
any more stringent rules of origin in an EU-UK free
trade agreement, as it would inconvenience EU
exporters just as much as British ones, with no
advantage in preventing transhipment. Inheriting the
standardised rules template that covers Europe and the
Mediterranean would initially be useful to UK exporters
since they would only need to produce one version of
paperwork to show their products were eligible for free
trade agreement tariff reductions, and their products
that were agreement-viable for one free trade partner
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would usually be viable for all other free trade partners.
Mexico and India are large countries which can get
their own way in setting homogenous rules of origin
across multiple free trade agreements (unlike Chile,
New Zealand or Singapore). In the longer term this
indicates that Britain, with a larger economy than either,
could have an important role to play in setting rules of
origin, following the EU’s old templates but
modernising them in trade agreements it concludes
with states before the EU.
In addition, the evidence of slow uptake of the SwissJapanese deal by Swiss exporters presents important
lessons for UK governments negotiating their own trade
agreements in the future, or even considering how to
optimise EU-led trade agreements. The initial fixed
costs of understanding and conforming to rules of
origin must be overcome for a company to benefit from
an agreement, however deep and comprehensive it is.
Small and medium sized businesses that might be wary
of such hurdles, or unaware of how to approach them,
should receive attention from the Department for
Business, Innovation and Skills, ideally before an
agreement even comes into force so they have plenty of
time to consider and adapt. This attention should
include clear advice on the government’s website,
training or seminars, and perhaps even small business
loans targeted to boost the agreement’s uptake by
meeting the initial fixed costs.

Greater potential for use of free trade
in foreign policy
An advantage of conducting trade in a Swiss manner is
that Britain would be freer to use trade policy as a wing
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of foreign policy. As an example, at the time of writing
(July 2015), the West’s relations with Iran are tentatively
warming as leaders come to an agreement on nuclear
power. If this improvement continues, an independent
Britain could lead the way in ending the boycott and
opening free trade talks (within the provisos of
international agreements). Iran is, even despite years of
being shut out of the wealthiest countries’ markets,
about as economically important as Norway or Austria,
with a large population and rich culture.17 Such a deal
would be virtually impossible from within the EU,
where any member state could have reservations and
veto talks, so the example illustrates that the wider
possibilities of an independent trade policy go beyond
strict economic concerns.
We saw in Part One that Swiss ministers gained a
great deal of high level access to their Japanese
counterparts as a result of the trade deal and its review
clauses. This is an important potential benefit that does
not seem to be reflected in Britain’s current trade
agreements. British ministers and officials do not appear
to get such high level treatment from the EU’s FTA
partners – although Vince Cable did receive delegations
from both Mexico and Korea during his tenure as
business secretary. Cable’s meetings pale in comparison
to the closer Swiss-Japanese relationship, which yielded
other progress not strictly included in the agreement.
In 2014, Prime Minister Shinzo Abe of Japan and
President Didier Burkhalter of Switzerland met in
Tokyo to observe the signing of a new open skies
agreement to allow airlines from either country to set
flight routes and determine the volume of flights freely.
This should intensify competition and reduce air fares,
with dynamic impact on tourism and business travel
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between the two. The premiers also discussed acting as
intermediaries in other countries’ trade disputes, and
concerns over security.18
This underlines the enhanced top-table access the
Swiss-Japanese deal seems to have delivered to
Switzerland, which does not seem like an insignificant
minnow in the world stage, as some fear Brexit would
deliver Britain.
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Conclusion
This study has considered Britain’s global trading
prospects if it left the EU, using Switzerland as the most
similar non-EU country to develop a case study. There
are indications that Britain could have a successful
independent free trade policy and conclude agreements
with the world’s largest economies. This would not be
simple or automatic, and comes with risks as well
as opportunities.
If the difficulties are overcome, the case study implies
that Britain could benefit from trade deals by boosting
exports, attracting more investment and forging
lasting diplomatic links with important partners.
By representing itself rather than being one of 28 jostling
partners, Britain could focus on winning tariff
concessions for its own goods and granting them where
the government considers appropriate. Independent
control of trade policy would also give Britain more
options to use trade as a diplomatic tool.
Expectations should be tempered. The case study
shows real Swiss success, not a fairytale deal wherein
the small European country won everything it wanted.
The Japanese could have dropped their tariffs on Swiss
products further, and the EU’s supporters may argue
that Japan would have surrendered more in a deal with
the Commission. This is immaterial – the EU has not
concluded a deal with Japan and does not look likely to.
At present then, Swiss goods and services have
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considerable competitive advantage over those of EU
member states, including Britain’s.
There are several lessons that a post-exit British
government should seriously consider following if it is
to emulate Switzerland’s success. The departments of
Whitehall will need to have a unified set of goals and
red lines for each negotiation, agreed before talks
commence, coordinated by a cabinet level trade tsar.
The government must have consulted the British public
and businesses to determine an acceptable level of trade
protection, including openness to foreign products,
investor protection, regulation and migration. Public
reluctance to open some of these areas would naturally
limit how comprehensive trade deals could be.
Britain would need to contribute energetically to the
global bodies that set many of the world’s trade rules,
so should consider hiring veteran foreign negotiators to
boost the number of available diplomats. Failure to do
so could leave Britain following most EU and American
rules with little influence on them. Experienced staff
should also help conclude trade agreements as fast as
possible after exit – the Swiss deal took roughly six
years from inception to fruition. Once Britain starts
concluding such deals, it also needs to focus internally
on supporting small businesses navigating the
paperwork needed to take advantage of them fully.
Continued British access to the Single Market would
be an important attraction for prospective trade
partners. It would mean they could build subsidiaries
in Britain and sell tariff-free to the EU. However, this
was not Switzerland’s only attraction to Japan, another
important element being that individual states like
Britain or Switzerland do not threaten partner countries’
sensitive industries in the way the huge EU bloc does.
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CONCLUSION

Japan’s and China’s willingness to sign free trade deals
with Australia show that smaller independent countries
can land major agreements despite having no privileged
Single Market access.
If Britain voted to leave the EU in 2016 or 2017 the
country would face new challenges as it regained full
responsibility for representing itself on the world stage.
It would not automatically win all the trade deals our
exporters would like, or win them as swiftly as might be
hoped. The Swiss example suggests, though, that a
committed negotiating team from a country much
smaller than Britain can make its mark on global trade.
By constructing policy on the Swiss example, Britain can
be confident that serious talks would yield serious deals.
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Lessons From Switzerland
How might Britain go about business outside the EU?
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hould Britain choose to quit the European Union it would
take back from Brussels responsibility for negotiating
its own trade deals with economies around the world.

Some see this as a threat, fearful that the UK alone would never
EU does. Others see this as an opportunity, freeing Britain to pursue
deals on its own terms and with major blocs like China, the US
and South America with which the EU – riven with competing
internal demands – is yet to reach any agreements at all.
In this study, Civitas research fellow Jonathan Lindsell takes a
look at how Switzerland has fared as a European nation outside
the EU. With an economy much smaller than Britain’s, not to
mention the EU’s, it has hammered out trade agreements with
an impressive array of global partners. But what kind of terms is
it able to extract? Putting under the microscope the deal Swiss
negotiators struck with Japan, the world’s third largest economy
and one with which Brussels still has no trade agreement, Lindsell
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have the leverage to thrash out the kind of arrangements that the

finds that there is much to be said for the Swiss approach – and
how Britain too might go about business outside the EU.
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