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Preface

The European Commission (DG Trade) has awarded a contract to Ecorys, signed in December
2013, to conduct the Trade Sustainability Impact Assessment (Trade SIA) in support of the
negotiations on a comprehensive trade and investment agreement between the EU and the
USA. This is the Interim Technical Report for this Trade SIA.

Ecorys is aware of the important role of this study for the negotiation process as it will provide
direct inputs for the negotiators, incorporates a sustainable quantitative analysis, covers
opinions and views of civil society, and contains recommendations for policy makers to
successfully flank a possible agreement. The negotiations have started in July 2013 and have
concluded the eleventh negotiating round from 19-23 October 2015. Ecorys closely consults
with the EC on the planning and scope of this study to ensure optimal input into the process.

This Interim Technical Report is based on the terms of reference, the Ecorys proposal that was
submitted to DG Trade, the subsequent discussions with the Steering Committee during and
after the kick-off meeting, during and after the inception report meeting, quantitative economic,
social and environmental analysis, and on extensive feedback received from stakeholders.

This Interim Technical Report covers the global economic, social (including human rights) and
environmental analyses, and the first part of the sector study assessments (ESSA Steps 1 to 3).
Throughout the study we have benefited from inputs from various stakeholders who have voiced
their support, worries and viewpoints on TTIP from many different angles.

The Ecorys Team

12" of May 2016

This report was commissioned and financed by the European Commission. The views expressed
herein are those of the Contractor, and do not represent an official view of the Commission.



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the

EU and the USA

List of abbreviations

Abbreviation

AALA
ACA
ACC
ACEA
AEO
AFL-CIO
AFME
AHJ
AHWP
ANVISA
ASEAN
AVE
BIS
BIT
BSE
C-TPAT
CAFE
CAP
CAPP
CBD
CE
CEFIC
CEPII
CEPR
CEPS
CETA
CFR
CFTC
CGE
CIEL
CITES
CLP
Cco2
COD
CPNP
CPSA
CRS
Csi
CSR
CTF
CuU
CWE
DDS
DG
DMC
EBA
EBF

EC
ECB
EDGAR
EE

EEE
EFTA
EFR
EGSS
EIA
EINECS
EIOPA
ELINCS
EMIR
EP

American Automobile Labelling Act

Affordable Care Act

American Chemistry Council

European Automobile Manufacturers’ Association
Authorised Economic Operator

American Federation of Labour and Congress of Industrial Organisations
Association for Financial Markets in Europe
Authority Having Jurisdiction

Asian Harmonisation Working Party

Agéncia Nacional de Vigilancie Sanitaria
Association of South East Asian Nations

Ad Valorem Equivalent

Bank of International Settlements

Bilateral Investment Treaties

Boviene Spongiforme Encefalopathie
Customs-Trade Partnership Against Terrorism
Corporate Average Fuel Economy

Common Agricultural Policy

Clean Air Policy Package

Convention on Biological Diversity

Conformité Européenne

European Chemical Industry Council

Centre d’Etudes Prospectives et d’'Informations Internationales
Centre for Economic Policy Research

Centre for European Policy Studies
Comprehensive Economic and Trade Agreement
Code of Federal Regulations

Commodity Futures Trading Commission
Computable General Equilibrium

Centre for International Environmental Law
Convention on International Trade in Endangered Species
Classification, Labelling and Packaging

Carbon Dioxide

Chemical Oxygen Demand

Cosmetic Products Notification Portal

Consumer Product Safety Act

Congressional Research Service

Container Security Initiative

Corporate Social Responsibility

Customs and Trade Facilitation

Customs Union

CEPR-WTI-Ecorys

Directive on Dangerous Substances

Directorate General

Domestic Material Consumption

European Banking Authority

European Banking Federation

European Commission

European Central Bank

Emissions Database for Global Atmospheric Research
Energy Efficiency

Electrical and Electronic Equipment

European Free Trade Association

European Financial Services Round Table
Environmental Goods and Services Sector
Energy Information Administration

European Inventory of Existing Commercial Chemical Substances
European Insurance and Occupational Pensions Authority
European List of Notified Chemical Substances
European Market Infrastructure Regulation
European Parliament

May 2016 1 11



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Abbreviation

EPA Environmental Protection Agency

EPHA European Public Health Alliance

EPS External Power Supply

EPSU European Federation of Public Service Unions
ERM Energy and Raw Materials

ErP Energy-related Products

ESA Endangered Species Act

ESA European Supervisory Authorities

ESCB European System of Central Banks

ESMA European Securities and Markets Authority
ESRB European Systematic Risk Board

ESSA Ecorys Sector Sustainability Approach
ESTA Electronic System for Travel Authorisation
ETS Emission Trading System

EU European Union

EUR Euro

EVD European Visa Database

F&B Food and Beverage

FAA Federal Aviation Administration

FAO Food and Agriculture Administration
FATCA Foreign Account Tax Compliance Act

FDA Food and Drug Administration

FDI Foreign Direct Investment

FE Full Employment

FIO Federal Insurance Office

FLSA Fair Labour Standards Act

FMRD Financial Markets Regulatory Dialogue
FMU Financial Market Utilities

FMVSS Federal Motor Vehicle Safety Standards and Regulations
FS Financial Services

FSOC Financial Stability Oversight Council

FTA Free Trade Agreement

FTE Full Time Equivalent

FvC Financial Vehicle Corporation

GAAP Generally Accepted Accounting Principles
GATS General Agreement on Trade in Services
GDP Gross Domestic Product

GE Genetically Engineered

GGDS Government-Government Dispute Settlement
GHG Green House Gas

GHS Globally Harmonised System

GHTF Global Harmonisation Task Force

Gl Geographical Indicator

GLP Good Laboratory Practice

GMO Genetically Modified Organism

GMP Good Manufacturing Practice

GOR Gross-Operating Rate

GP Government Procurement

GPM Global Policy Model

GTAP Global Trade Analysis Project

GVA Gross Value Added

GVC Global Value Chain

HR Human Rights

HSE Health and Safety Executive

IAS Invasive Alien Species

ICH International Conference for Harmonisation
ICS International Court System

ICT Information and Communication Technology
IE Insurance Europe

IEA International Energy Agency

IEC International Electrotechnical Commission
IF Investment Fund

IFRS International Financial Reporting Standards
ILO International Labour Organisation

IMDRF International Device Medical Regulators’ Forum




Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the

EU and the USA

Abbreviation

IMF
IMO
INDC
IP
ISDS
ISIC
ITC
ITR
ITTA
1UU
KP
LDC
LDI
LM
LNG
LRTAP
LTO
MAD
MADB
MEA
MEPS
MFI
MFN
MiFID
MS
MSME
NACE
NAFTA
NAIC
NCD
NEC
NECA
NGO
NLRA
NTB
NTM
OECD
OIE
OLS
OR
OSHA
PBB
PBDE
PEL
PMDA
PMO
POP
PPML
QMS
RAPS
R&D
RCA
RCC
RDP
REACH
RoE
RoO
RoW
RRD
RTA
RWA
SEC
SECA

International Monetary Fund

International Maritime Organisation

Intended Nationally Determined Contributions
Intellectual Property

Investor-State Dispute Settlement
International Standard Industrial Classification
International Trade Centre

Interim Technical Report

International Tropical Timber Agreement
lllegal, Unreported and Unregulated

Kyoto Protocol

Least Developed Country

Labour Displacement Index

Labour Mobility

Liquid Natural Gas

Long-Range Transboundary Air Pollution
Light Tight Oil

Mutual Acceptance of Data

Market Access Database

Multilateral Environmental Agreement
Minimum Energy Efficiency Performance Standards
Monetary and Financial Institution

Most Favoured Nation

Markets in Financial Instruments Directive
Member State

Micro, Small and Medium Enterprises
Nomenclature of Economic Activities

North American Free Trade Agreement
National Association of Insurance Commissioners
Non-Communicable Disease

National Electrical Code

Nitrogen Emission Control Area
Non-Governmental Organisation
National Labour Relations Act

Non-Tariff Barrier

Non-Tariff Measure

Organisation for Economic Cooperation and Development
World Organisation for Animal Health
Ordinary Least Squares

Outermost Regions

Occupational Safety and Health Administration
Polibrominated Biphenyls

Polybrominated Diphenyl Ethers

Permissible Exposure Limits

Pharmaceuticals and Medical Devices Agency
Pasteurised Milk Ordinance

Persistent Organic Pollutants

Poisson Pseudo Maximum Likelihood

Quality Management Systems

Regulatory Affairs Professional Society
Research and Development

Revealed Comparative Advantage

Regulatory Cooperation Council

Regulatory Data Protection

Registration, Evaluation, Authorisation and Restriction of Chemicals
Return on Equity

Rules of Origin

Rest of the World

Recovery and Resolution Directive

Relative Trade Advantage

Risk-weighted Assets

Securities and Exchange Commission

Sulphur Emission Control Area

May 2016 | 13



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Abbreviation

SIFI Systematically Important Financial Institutions
SIGMA Support for Improvement in Governance and Management
SME Small and Medium Sized Enterprises

SMI Solvency Modernisation Initiative

SBS Structural Business Statistics

SCC Social Costs of Carbon

SCC Somatic Cell Count

SPC Supplementary Protection Certificate

SPS Sanitary and Phyto-Sanitary

STRI Services Trade Restrictiveness Index

TABC Transatlantic Business Council

TABD Transatlantic Business Dialogue

TBT Technical Barrier to Trade

TBTF Too Big To Fail

TFEU Treaty on the Functioning of the European Union
TGA Therapeutic Goods Administration

TiSA Trade in Services Agreement

TiVa Trade in Value added

ToR Terms of Reference

TPI Technical Progress Indicator

TRQ Tariff Rate Quotas

TSCA Toxic Substances Control Act

TSIA Trade Sustainability Impact Assessment

TTIP Transatlantic Trade and Investment Partnership
UAA Utilised Agricultural Area

uDIlI Unique Device ldentification

UK United Kingdom

UN United Nations

UNECE United Nations Economic Commission for Europe
UNFCCC United Nations Framework Convention on Climate Change
us United States

UsD US Dollar

USCIB United States Council for International Business
USTR United States Trade Representative

uv Ultraviolet

VOC Volatile Organic Compounds

WB World Bank

WEEE Waste Electrical and Electronic Equipment

WFD Waste Framework Directive

WIOD World Input Output Database

WITS World Integrated Trade Solution

WTI World Trade Institute

WTO World Trade Organisation




Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Executive summary

1. Purpose of this Sustainability Impact Assessment

This Sustainability Impact Assessment (SIA) is intended to provide the European Commission
with an in-depth analysis of the potential economic, social, human rights, and environmental
consequences of a Transatlantic Trade & Investment Partnership (TTIP) in order to inform its
negotiating approach and recommend certain measures. It does so through robust quantitative
and qualitative analysis, informed by a continuous and wide-ranging consultation process with
all relevant stakeholders. This draft interim report is the second of three deliverables in the SIA
process, following the publication of the inception report in April 2014, and summarises the
work undertaken to date as well as the main results obtained.

2. The EU-US economic relationship: a large and deep one

The EU and US together are the largest, the most open and also bilaterally most integrated
economies in the world. A long, shared history of trade and intellectual exchange, and a similar
rate of economic development, has led to this close and commercially significant relationship
and the proposal to negotiate TTIP.

e Joint EU and US GDP stood at around 46 percent of global GDP in 2014;

o Tariffs are at very low levels (2.2 percent for the US and 3.3 percent for the
EV);

e Bilateral goods trade amounted to € 517.1 billion in 2014, and services trade
to € 375.7 billion;

e The US is the EU’s main extra-EU trading partner for goods and services;

e The US was the EU’s main FDI destination (€ 225.2 billion) and origin country
(€ 421.2 billion);

e US controlled enterprises created 5.9 million jobs in the EU, equal to 19
percent of all jobs supported by export, and 50 percent of all jobs support by
export of countries outside the EU;

e Around 4.7 million EU jobs are associated with production for exports to the
us.t

3. The Transatlantic Trade and Investment Partnership differs from other
trade agreements

TTIP is the largest bilateral trade and investment agreement ever to be negotiated. It will be a
unique agreement where (traditional) tariff liberalisation is complemented by significant
commitments on regulatory cooperation and a joint rules-based framework for bilateral trade
and investment, fit for modern globalised commerce. The future agreement will consist of three
pillars: market access, regulatory co-operation and rules. Within these three parts respectively,
TTIP aims to remove nearly all customs duties, improve EU and US access to each other's
services and public procurement markets; address and reduce behind-the-border barriers to
trade and investment with full regard and respect for consumer, labour, environmental, health
and other public policy goals; and to set new and clear rules on horizontal issues governing
bilateral trade and investment, such as sustainable development, competition policy and how to
integrate small business in trade, which may serve as examples to the rest of the world.

4. Quantification of TTIP impacts: CEPR (2013) is the most suitable model

The CEPR (2013) study presents the most suitable approach to date for analysing the potential
impact of TTIP. This conclusion is also reached by CEPS (2014) in a comparative study of impact
assessments for the European Parliament. We have updated the CEPR (2013) study for this
TSIA: updating and extending the baseline data by three years, ‘splitting out’ the effects on
Turkey, disaggregating further the sectors breakdown, and splitting out macro-economic effects
for EU Member States.? The scenarios modelled are presented in the box below. For technical
reasons to ensure accurate output, the expected reduction of non-tariff measures (NTMs) in the
processed foods sector has not been modelled.® As a consequence, the results of the model are

1 http://trade.ec.europa.eu/doclib/docs/2015/june/tradoc_153502.pdf.

The differences between the CEPR (2013) modelling and the updated modelling are explained in
Chapter 1.

The EU's ambition in the negotiations has not changed regarding reduction of NTMs in the processed
food sector.
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slightly lower compared with the CEPR (2013) estimates. Throughout this report, these updated
CEPR results are benchmarked against various other studies (both at EU and EU Member State
level). We find that the updated results are highly comparable to other studies, except for two
outliers (GED Bertelsmann, 2013; Capaldo, 2014), which are not credible.

Less ambitious scenario:
e 98 percent of tariffs eliminated;
e 10 percent of non-tariff barriers (NTBs) eliminated on both goods and services
(20 percent of actionable), except for processed foods, for which a reduction of
NTBs has not been modelled;
e 25 percent of procurement NTBs eliminated.

Ambitious scenario

e 100 percent of tariffs eliminated;

e 25 percent of NTBs eliminated on both goods and services (50 percent of
actionable), except for processed foods, for which a reduction of NTBs has not
been modelled;

e 50 percent of procurement NTBs eliminated.

5. How to interpret the CEPR results

In general, the results for a particular variable are expressed in percentages. In the Figure
below, the example of GDP is graphically illustrated. The solid blue line indicates the trend of
the GDP level over time. In a scenario without TTIP, represented by the blue dotted line, GDP
growth is shown simply by an extension of the trend line. The alternative, represented by the
solid red line, is a scenario with TTIP, as modelled by the updated CEPR results. In the analysis,
the GDP level in the TTIP scenario is compared with the GDP level in the baseline scenario for a
particular year (in this case 2030). Accordingly, the green arrow in the figure indicates the
estimated impact of TTIP in terms of a percentage gain in the level of GDP in 2030. Note that
gains will materialise every year starting from the moment the implementation of the
agreement begins. However the full gains are not expected immediately. The gains from tariff
cuts can be felt instantly whereas the reduction of NTBs and the gradual adjustment of
economic structures imply that some benefits will only be incrementally realised over the course
of the years. Because of this is not accurate to suggest this percentage can be divided up over a
number of years (e.g. 0.036 percent per year). Importantly, the estimated impact is permanent
and applies to GDP levels and not to GDP growth rates (which are represented by the parallel
lines after 2030 and the green arrows in the figure below). So, after TTIP is fully implemented,
the differences between GDP levels with or without TTIP is 0.5 percent, and this is the case for
every year after 2030. Note that the graph is for illustrative purposes not to scale.

Figure 0.1 Visualisation of the expected GDP impact

Mote: this graph is not to scale
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6. Main expected economic impacts from TTIP: moderate but annual
economic gains, ambitious scenario

e GDP is set to be 0.5 percent higher each year for the EU and 0.4 percent higher
for the US;

o National income is set to be 0.3 percent higher each year for the EU and also for
the US;

e Wages for both high- and low-skilled workers are expected to go up by 0.5
percent in the EU, compared with 0.3 percent for high-skilled and 0.4 percent
for low-skilled workers in the US;

e Total exports increase for both EU (+8.2 percent) and US (+11.3 percent) and
so do total imports for EU (+7.4 percent) and US (+4.6 percent). The EU's
terms of trade are expected to increase by 0.5 percent (i.e. the absolute
changes in exports are larger than absolute changes in imports and the trade
surplus increases), whereas in the US these are expected to worsen by 0.3
percent;

o Bilateral trade is expected to increase significantly from its already high level,
with an increase of 27 percent of EU exports to the US and a 35.7 percent
increase in US exports to the EU, though as noted above, the EU trade surplus
with the US increases in absolute terms.

7. Sectoral economic impacts of TTIP

Among key economic sectors, the largest production (and associated employment) gains in the
EU in terms of percentage changes are expected in the leather, textiles & clothing, motor
vehicles, beverages & tobacco, water transport and insurance sectors. The top three sectors are
those that still face large tariffs and/or many NTBs that could be reduced through TTIP. The
sectors that lose out relatively are electrical machinery, non-ferrous metals, iron and steel
products, other meats, and fabricated metals. ¢ It appears that these sectors may be hit harder
by the increased competition after a reduction of tariffs and NTMs. Because the electrical
machinery sector is expected to impacted negatively we would expect upstream sectors such as
iron & steel and fabricated metals to also lose out For the US, the largest output gains in terms
of percentage changes are expected in the non-ferrous metals, other meats, other machinery,
rice, and textiles sectors. The non-ferrous metals and rice sectors, for example, largely benefit
from reductions in tariffs and/or NTMs. Motor vehicles, beverages and tobacco, electrical
machinery, iron and steel products, fabricated metals, and insurance are the sectors that show
relatively the largest decline. The two Tables below show these main sectoral impacts for the EU
and US.

Table 0.1 Largest positive and negative expected sectoral impact on output for the EU,
ambitious scenario

Sector Declining sectors (% | Growing sectors (%0
change change

Leather, textiles and clothing 1.8-2.7
Motor vehicles 1.5
Beverages, tobacco 1.1
Water transport 0.9
Insurance 0.8
Electrical machinery -7.9

Non-ferrous metals -3.0

Iron and steel products -2.5

Other meats -1.0

Fabricated metals -0.8

Source: Updated results; Note: Estimates to be interpreted as % changes to the baseline scenario (no TTIP)
in 2030, 20 per cent direct spill-overs.

4 It should be noted that the importance of the leather, textile and clothing sectors, as well as the

electrical machinery sector is rather small in the EU and thus the total effect is likely to be only minor. A
more detailed analysis can be found in Chapter 3.
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Table 0.2 Largest positive and negative expected sectoral impact on output for the US,
ambitious scenario

Declining sectors (% | Growing sectors (%o

change) change)
Non-ferrous metals 3.2
Other meats 2.2
Other machinery 1.5
Rice 1.1
Textiles 0.6
Motor vehicles -2.9
Beverages, tobacco -2.6
Electrical machinery -2.4
Iron and steel products -1.4
Fabricated metals -1.1
Insurance -0.5

Source: Updated results; Note: Estimates to be interpreted as % changes to the baseline scenario (no TTIP)
in 2030, 20 per cent direct spill-overs.

8. Regulatory co-operation in goods drives the bulk of the results, but tariffs
and an open TTIP matter

For the EU (see Figure below), the bulk of the economic impact from TTIP comes from
regulatory co-operation, namely 76 percent, of which 65 percent is due to the reduction of NTMs
and 11 percent due to spill-over effects, 24 percent of the total effect comes from tariff
reduction. For the US (see Figure below) regulatory co-operation is also the most important
element (87 percent), of which 74 percent comes from NTM reduction and 13 percent from spill-
over effects. The reduction of tariffs counts for 13 percent of the total impact.

Figure 0.2 di-section of the impact of TTIP on GDP, ambitious scenario
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9. GDP effects vary by EU Member State: the more integrated with the US,
the higher the gains

The positive GDP effect of TTIP is 0.5 percent each year for the EU on average in the ambitious
scenario. The Figure below shows that all EU Member States are expected to gain from TTIP.
However, across EU Member States there is considerable variation. Ireland, Belgium, Lithuania,
and Austria stand to gain most, while Malta and Poland gain least. There are several potential
explanations for these differences, including the depth of economic integration with the US, the
different sectoral strengths of each Member State, and the fact that the results do not take into
account any reduction in NTMs for processed foods. This is particularly significant for countries
such as Greece, Latvia, Bulgaria, Spain, Croatia, France, Cyprus, Italy, the Netherlands and
Poland which could otherwise see significant value added in processed foods exports to the US
as a result of NTM reductions in this sector.




Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Figure 0.3 GDP impacts, ambitious scenario
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10. TTIP and third countries: an open TTIP would make a (positive)
difference for third countries

Because TTIP is not a traditional trade agreement, traditional trade creation and diversion
effects only partially apply. The effects for third countries depend to a larger extent on the
degree of non-discriminatory openness in the final TTIP agreement. If in an ‘open’ TTIP, NTMs
are reduced in a non-discriminatory way, many third countries would gain. It is also the case
that third countries more integrated in global value chains are affected more positively. CEPR
(2013), and the updated results, report zero to marginally positive GDP effects for third
countries, and a recent assessment by Brakman et al. (2015) reports marginally positive effects
for most third countries. Most low- income countries are expected to not be impacted or to
benefit only marginally from TTIP.

11. TTIP and Turkey: major bilateral import surge from the US following TTIP

The potential effect of TTIP on Turkey is positive but limited in terms of GDP, national income
and wages (0.1 percent). Turkey’s total exports and imports are expected to increase by 2.0
and 1.4 percent respectively. The impact on Turkey's trade with the US in particular is worth
highlighting, however. Because of Turkey's customs union with the EU, it is obliged to adjust its
tariffs in line with any changes to the EU's common external tariff. Tariffs on US exports to
Turkey would therefore be eliminated or reduced under TTIP in parallel to the EU's. However,
Turkey would not have the same access to the US, since it is not a party to TTIP and does not
have any separate trade agreement with the US. Figure 4 shows the potential result. In the
model, Turkey’s bilateral imports from the US surge by 23.7 percent, while Turkish exports to
the US go up by only 1.3 percent in the ambitious scenario.
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Figure 0.4 Di-section of Turkey-US bilateral exports, ambitious scenario

25,00

20,00

15,00

10,00

5,00

000 | .

Exports to US Imports form US

-5,00

mindirect spillovers  mdirect spillovers total NTMs services  mtotal NTMs goods  mtariffs

12. Small business: addressing practical trade concerns is vital for TTIP
impact

Small and medium-sized enterprises (SMEs) are the employment backbone of the EU and US
economies. If TTIP can facilitate trade for SMEs by removing trade barriers that are prohibitive
for SMEs, its impact would be highly significant. SME barriers are known and very practical in
nature: for example, a lack of clear information about the practical requirements for
transatlantic trade, a problem often too complicated and expensive for SMEs to solve in
comparison to the resources of larger firms. So for SMEs, TTIP needs to deal with practical trade
concerns. Beyond the information gap, these include lengthy customs procedures, unnecessary
differences or duplicates in testing requirements, and tariff peaks.

13. Overall real income effects: with an ambitious TTIP all groups gain

Average real household income gains of 0.4 percent in the EU and 0.3 percent in the US do not
say much about how effects are spread through society. When disaggregating the real
disposable incomes to different household groups, we find the following:

e In an ambitious TTIP agreement, all income groups are also expected to experience an
increase in their real incomes. The poorest quintiles gain marginally less than the richest
quintiles;

e Those who have jobs gain more from TTIP than those that are unemployed, inactive or
retired — the latter groups miss the positive wage impact, but could face a small
increase in consumer prices;

e The impact of TTIP on countryside households is not different from the impact on city
households.

14. Main expected social impacts from TTIP: long-term wages and prices rise,
short-term and sectoral adjustment

e Wages are expected to rise by 0.5 percent (for high- and low-skilled workers) in
the EU and by 0.4 percent for low-skilled and 0.3 percent for high-skilled
workers in the US;

Wage inequality in the US is expected to decline because of TTIP;
Wage effects in TTIP are fuelled by regulatory co-operation in goods sectors and
by tariff liberalisations;

e Labour displacement — the degree to which employment changes across
sectors — is higher in the more ambitious scenario and marginally higher for low-
skilled workers, though overall the impact is expected to be slight. In the short
run, low-skilled workers may face marginally higher structural changes that
make them move across sectors;

e Consumer prices are expected to go up marginally in the EU (+0.3 percent)
and to have no effect in the US (0.0 percent). This is because higher demand
from the US market for European goods and services could lead to slightly
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higher consumer prices in the EU in the long run. However, for most household
groups this is more than offset by higher wages. The increase in consumer
prices could also, however, be overestimated as a result of not modelling a
reduction in NTMs in processed foods. Since trade costs are not modelled to
decrease in this sector, producers can no longer transfer the benefits of free
trade to the consumer;

o Real disposable household incomes are expected to go up by 0.4 percent in
the EU and 0.3 percent in the US.

15. Sectoral employment impacts of TTIP

In some sectors in the EU, employment is expected to go up (e.g. leather products, textiles,
clothing, motor vehicles, and insurance) and in others employment declines (e.g. electrical
machinery, non-ferrous metals and iron & steel products). For the US, employment gains are
expected in non-ferrous metals, other meats, and other machinery, while in motor vehicles,
beverages & tobacco and electrical machinery a decline in employment is foreseen. The
expected changes in employment are linked to the expected changes in sectoral output. If a
sector’s output is expected to increase, more labour is needed to bring about this increase in
output. The contrary holds for an expected decrease in output. Therefore, it is not surprising
that the sectors where employment is expected to rise are also the sectors where output is
expected to increase (see section 7) However, the overall labour displacement effects are
marginal and well within normal labour market trends. Using data from Eurostat, CEPR (2013)
states that 20 workers in every 1,000 on average changed sectors between 2001 and 2007; a
number which increased to 37 workers in every 1,000 after the crisis years. It is estimated that
TTIP would mean an additional six workers in every 1,000 will change sectors each year by
2030. Because aggregate wages are expected to rise, the pull effect (i.e. workers choose to
move to sectors where more employment opportunities and higher wages are offered)
dominates the push effect (i.e. workers lose their jobs).

16. Case study 1: TTIP and ILO Fundamental Conventions: no direct effect
from TTIP, but competitiveness effects matter and so does an ambitious,
legally binding Sustainable Development chapter

The EU has ratified all eight ILO Fundamental Labour Conventions, while the US ratified only
two. There will clearly be little impact on the EU, but for the US there are major roadblocks in
terms of US law and practice that will impede ratification of these ILO conventions within the
context of the TTIP negotiation. TTIP is unlikely to lead to the signing of any other ILO
Fundamental Conventions (other than Convention 111, which has already been presented to
Congress). This is not to say that the US does not already meet the substantive commitments
set out in these core labour standards, but rather that ratification by the Senate, requiring a
two-thirds majority, is improbable. The EU proposal for the Sustainable Development chapter
includes sustainable commitments on labour standards that are comparable to the ILO's core
conventions, as well as very high standards in other areas. These will become legally binding
when TTIP enters into force. How this chapter will be enforced is still subject to the negotiations.

17. Case study 2: TTIP and human health: effects on prices of some
‘unhealthy commodities' can be addressed, and regulatory co-operation
could reduce costs and help put new medicines and medical devices on
the market more rapidly

This topic was selected to investigate the potential effects of combined tariff and regulatory
cooperation elements in TTIP for human health. We looked at impacts of TTIP for ‘unhealthy
commodities’ and medical innovations and devices.
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Table 0.3 EU-US tariffs in selected sectors (2014)

| EUimport tariff US import tariff

Sector and product group (code) Weighted average tariff Weighted average tariff
in % in %

Tobacco (24) 22.1 120.2

Alcohol (22) 0.6 0.1

Sugars (17) 12.9 8.3

Pharmaceutical industry (30) 0.0 0.0

Other medical apparatus (902229) 2.1 0.8

X-ray tubes (902230) 2.1 0.9

Medical parts and accessories (902290) 2.1 0.9

e For ‘unhealthy commodities (tobacco, alcohol, sugars)’: We find that, indeed, tariff
liberalisation (see Table), could lead to increased consumption of ‘unhealthy
commodities’ since this may have a price-reduction effect. This could potentially affect
the human right to health (Art. 12, ICESCR, Art. 11 ESC) in the EU. This potential
negative effect would be disproportionately higher for the lower income strata of the
population (as food is a larger share of their expenditure). However, we also find that
the proposed provisions in TTIP regarding the states’ right to regulate in the public
interest (e.g. in the area of human health) sufficiently safeguard EU Member States’
freedom to address this negative tariff effect on human health if they wish to do so in
order to meet their human rights obligations;

e For medical innovation and medical devices: We find that the impact of removing the
tariff on medical devices because of TTIP could be positive because hospital equipment
would get cheaper, reducing health care costs. We also find that the potential impact of
regulatory cooperation — for medical devices this means removing duplicative testing
requirements (e.g. mutual recognition of Good Manufacturing Practices (GMP)) and
speeding up the take-up of new innovations in medicines (e.g. through convergence on
RPS) — could be still more substantial. TTIP could flank and strengthen the ongoing EU-
US dialogue at the ICH and IMDRF. This work is helping to simplify trade in medical
devices while improving patient safety (e.g. regarding UDI). Finally, there is no evidence
that the EU would intend to harmonise the IP regime for medicines with the US, which —
some fear — could lead to longer exclusivity for patent rights.

18. Case study 3: TTIP and public health services: four (or three) guarantees
for the right to regulate at EU Member State level; private sector
competition is possible

The EU approach to dealing with public (health) services in trade agreements was established
20 years ago in the context of the GATS in 1995. Within that framework, the EU has negotiated
four guarantees for public (health) services:

1. EU Member State governments are free to regulate their public health sector and they
can set their own quality standards suppliers need to meet;

2. For public health services, governments do not have to give access to service providers
from outside the EU;

3. National, regional, local governments can organise public services in a way that only
one firm provides the service;

4. EU Member State governments at all levels are free to provide subsidies to the public
health sector.

It is expected, but also important for the impact on public health services, that the same
safeguards are going to be part of TTIP. Assuming that they are, it is clear that TTIP will have
no bearing on public health care services, nor will it lead to changes in national health care
legislation.

Healthcare systems vary significantly across EU Member States. In some countries, healthcare
systems are partially privatised. Will they be impacted differently? We find that the second
guarantee (above) does not apply to fully privatised healthcare providers, but that the other
three guarantees still do. This means that foreign competition cannot be discriminated against
in a fully privatised system, but the health care sector, in all other ways, can still be regulated
as an EU Member State wishes. In this respect, the definition of what is a ‘public service’
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matters. Finally, because of the abovementioned guarantees as well as the clause in Article 2
sub 1 of the EU’s proposal on Investor Protection and an Investment Court System, we believe
the right to regulate public health services is not going to be affected.

19. TTIP and human rights: some are affected, others are not because they
are not part of the negotiations or because they are safeguarded

Trade policy can have an impact on human rights in various ways, directly and indirectly. We
look at various HR that may be affected and that are not elsewhere covered (see three
paragraphs above on labour standards, human health and public health services). We believe
the human right to an adequate standard of living to be affected positively by an ambitious TTIP
for all income groups, because of increased real disposable income for all groups. Ambition is
important, because for the unemployed, inactive, retired and poorest income quintile, a less
ambitious TTIP agreement may reduce standards of living owing to slightly higher prices not
offset by higher wages. The human right to culture is not likely to be affected, because audio-
visual services and broadcasting services have been excluded from the negotiating mandate.
The EU has — since GATS in 1995 — upheld four safeguards to protect publicly funded services,
no matter how they are delivered. The human right to education is an EU Member State
competence that is protected by these GATS safeguards. Concerning the human right to
information we find that the TTIP negotiations have become significantly more transparent and
provide the right to take part in the conduct of public affairs. A major contributing factor to this
enhanced transparency has been strong and continued pressure from EU civil society and EU
citizens. It is possible to further increase transparency. The human right to the protection of
personal data is not likely to be affected because TTIP will not affect either party's right to
legislate in order to protect privacy.

20. Main expected environmental impact from TTIP in the ambitious scenario:
marginally more energy demand supplied by coal and gas; CO2 emissions
up, other emissions down; and small increase in environmental costs

e Total energy demand is expected to go up by 0.2 percent in the EU as a result
of TTIP. This is a combination of a reduction in energy demand in engineering
and metals, owing to a decrease in output, and an increase in energy demand in
all other sectors. However, it should be noted that the model assumes no other
policy changes regarding the EU's future energy mix, although the EU is
committed to significant action on climate change including via the 2015 Paris
Agreement;

e In an ambitious TTIP, demand will increase for hard coal (0.3 percent),
natural gas (0.2 percent) and middle distillates (0.2 percent) owing to
higher energy demand. Other gas (-0.2 percent) will decline;

e Absent mitigating policies, CO2 emissions are estimated to go up by 0.2
percent in the EU because of TTIP. This is a combination of increased emissions
from textile and clothing (2.3 percent), construction (0.5 percent), and food,
drink & tobacco (0.5 percent), and a decrease in emissions from non ferrous
metals (-2.0 percent), engineering (-1.2 percent) and iron & steel (-0.5
percent). As with energy demand, this is related to changes in output;

e Looking further into the total impacts on CO2 emissions we see that the results
are mainly driven by the composition effect (i.e. relative change in
composition of sectors in the economy);

e In the US, CO2 emissions are expected to go up by 0.3 percent because of
TTIP, without mitigating policies. Although emissions are expected to decrease
in engineering and chemicals by 1.4 and 0.4 percent respectively, the small
expected increase in all other sectors causes the total emission of CO2 to rise,
as in the case of the EU;

e Air pollution in the EU is not impacted significantly. CO and PM10 emissions go
up by 0.1 percent. SO2 and NOX emissions by 0.2 percent. VOCs emissions are
expected to decline by 0.1 percent;

e For the EU, overall material use will increase. This comes from higher demand
for construction minerals (0.4 percent). Demand for ferrous (-1.1 percent) and
non-ferrous metals (-1.5 percent) decreases. Although this reduction is
significantly larger in percentage terms than the increase, due to current levels
of material use it only brings about a small absolute change.
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21. Case study 4: TTIP and energy efficiency: impact of TTIP's regulatory co-
operation framework on energy efficiency could be 0.3 percent of total
energy use by 2030

There are high ambitions in the areas of TBT (reducing unnecessary and duplicative test
procedures, while increasing the use of international standards) and regulatory co-operation
(reduce divergent regulatory requirements, without jeopardizing environmental protection
levels) in TTIP. Success in TTIP could in the longer term lead to additional energy savings, lower
retail prices for energy efficient products and reduced conformity assessment costs for
producers. TTIP's impact is most likely to come from exchange of information, the use of
international standards in test procedures and, potentially, mutual recognition of conformity
assessment procedures. A rough estimate of the total energy savings that could be achieved in
the longer term under TTIP in the EU is 0.3 percent of total energy use.

Figure 0.5 Policy aims, regulation and related processes regarding energy efficiency
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22.Case study 5: TTIP and fossil fuels: Not a direct trade effect, but a
strategic LNG price and energy dependence effect for the longer run;
trade in refined petroleum products will go up

This case study helps to illuminate the figures given above with regards to TTIP's potential
impacts on EU energy demand: it is important to note that the EU's energy mix is likely to
change, owing to the Paris agreement and other autonomous measures, as well as TTIP itself.
Following TTIP, LNG exports from US to EU are expected to become possible. Through tariff
liberalisation, TTIP could have significant economic and environmental impacts, because trade in
refined petroleum products would increase. If this replaces the use of coal in the EU, it could
have a positive impact on the environment. LNG exports to the EU will be marginal in the short-
run given the current global oil and gas prices. However, strategically, if oil prices go up in the
future, the LNG import option from the US could potentially keep EU LNG prices down,
decoupling them from oil prices. In the longer run, the removal of the LNG export ban could
lead to a diversification of Europe’s energy mix towards more LNG, to the benefit of the
environment because the environmental footprint of gas is much smaller.

23. Case study 6: TTIP and illegal trade in natural resources: TTIP can have a
potential positive impact through Sustainable Development chapter and
joint EU-US cooperation to combat illegal trade in natural resources

Potential trade provisions in TTIP could trigger substantial impacts on the sustainability of
natural resources globally. lllegal trade between, through and destined for the EU and US
markets is significant. In combination with the most concrete and detailed provisions proposed
by the EU for TTIP’s Sustainable Development chapter, the area of IUU fishing is likely to be
most significantly (positively) impacted by TTIP through an expected increase in multilateral
cooperation. In general, both the EU and the US have developed — or are planning to develop —
a very strong and comprehensive legislation in all three areas to tackle the illegal trade in
wildlife, timber and trade. The most significant, although more uncertain, impact of TTIP is likely
to stem from joint EU-US co-operation towards third countries. Joint warnings (‘yellow carding’)
or import bans could potentially be a very effective instrument because of the combined size of
EU and US markets for natural resources.
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1. Introduction

This chapter provides an introduction to and overview of our approach to the Interim Technical
Report of the Trade and Sustainability Impact Assessment on the Transatlantic Trade and
Investment Partnership (TTIP) between the European Union (EU) and the United States of
America (US).

The introduction provides an overview of the 14 chapters and includes an analysis of the
impact-assessment literature on TTIP and an explanation of the approach and methodology we
chose for this report.

Box 1.1 Take-away from this chapter
e After carefully analysing the different models used for assessing and studies
performed on the potential impact of the Transatlantic Trade and Investment
Partnership we have concluded that the CEPR (2013) is most suitable for
assessing the impacts;
e The CEPR (2013) study has been updated and includes the following changes:
- The baseline year has been updated and extended from 2027 to 2030;
- The results for Turkey have been ‘split out’;
- The results for EU Member States have been ‘split out’ (macro-level for
national income, GDP, trade and wages);
- Several GTAP sectors have been disaggregated into sub-sectors (the
specific sub-sectors are presented below).

1.1. Introduction and overview of the report

The Interim Technical Report provides the preliminary results of the assessment on the potential
economic, social and environmental impacts of TTIP. The overall approach of the study consists
of three phases: an overall economic, social and environmental analysis, an in-depth sectoral
analysis and the flanking measures and policy recommendations. The overall analysis will be
presented in the Interim Technical Report. The assessment of sectoral impacts is spread across
both the Interim Technical Report and the Final Report. The flanking measures and policy
recommendations are also spread across the two reports, i.e. the policy recommendations for
the overall analyses are provided in the former and the policy recommendations for the sector
studies are provided in the latter. A detailed overview of the framework applied for each
analysis can be found in the Inception Report.® Throughout the study, Ecorys has consulted
widely with stakeholders, details of which can be found in Chapter 14.

The report contains the following chapters and set up:

e Executive Summary

e Chapter 1 — Introduction and overview

e Chapter 2 — Overview of current EU-US relations

e Chapter 3 — Overall economic impacts

e Chapter 4 — Overall social impacts

e Chapter 5 — Overall environmental impacts

e Chapter 6 — Introduction to the sectoral impacts

e Chapter 7 — Potential TTIP impact on the agri-food sector

e Chapter 8 — Potential TTIP impact on the chemical sector

e Chapter 9 — Potential TTIP impact on the mechanical engineering sector
e Chapter 10 — Potential TTIP impact on the electrical and electronic goods sector
e Chapter 11 — Potential TTIP impact on the motor vehicles sector

Chapter 12 — Potential TTIP impact on the air and maritime transport sector
Chapter 13 — Potential TTIP impact on the finance and insurance sector
Chapter 14 — Consultations and communications

5 http://www.trade-sia.com/ttip/wp-content/uploads/sites/6/2014/06/TSIA-TTIP-Final-Inception-Report-
publish2506.pdf.
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In the second chapter we provide a brief overview of current EU-US relations in terms of
economic, social and environmental indicators.

The overall analyses are presented in Chapters 3, 4 and 5 (economic, social and
environmental), which take account of the structure of the negotiations. Table 1.1 shows how
the trade agreement is negotiated at three levels: market access, regulatory co-operation and a
rules-based framework.

Table 1.1 Structure of the elements covered in the TTIP negotiations

Market access Regulatory co-operation Rules-based framework

Trade in goods and custom Regulatory coherence Sustainable development

duties

Services Technical barriers to trade Energy and raw materials
(TBTs) (ERMs)

Public procurement Food safety and animal and Customs and trade facilitation
plant health (SPS) (CTF)

Rules of origin Sectoral annexes Small and medium-sized

enterprises

Investment protection
Competition

Intellectual property (IP) and
Geographical indications (Gls)
Government-Government
dispute settlement (GGDS)

e The economic assessment in Chapter 3 includes the FTA’s impacts on the EU28 and the
US, but also impacts for the individual EU Member States and at sectoral level. In
addition, the effects on EU Outermost Regions and on third countries, including Turkey,
are reported. The last section of the economic chapter contains a section on SMEs;

e Chapter 4 focuses on the potential impact of TTIP on employment and wages, and on
prices and labour displacement. Additionally, three case studies highlight the market-
access and regulatory co-operation elements. They include topics that cannot be
measured quantitatively, but could be significantly affected and are often raised as
concerns by civil society groups. The case studies were chosen with civil society groups
over the course of two workshops in the summer of 2015. There is also an analysis of
the potential impact on human rights;

e Chapter 5 covers the baseline environmental situation and expected impacts of the
TTIP. Topics discussed include climate change, energy use, air pollution, material use,
biodiversity and water pollution. In addition to the quantitative analysis three case
studies help illuminate potential market access and regulatory co-operation aspects of
TTIP and how they could impact certain environmental areas. Civil society groups
helped select the case studies.

The first parts of the sector analyses are outlined in Chapters 6 to 13. A brief introduction to the
sector analyses in Chapter 6 is followed by the results for the individual sectors in the remaining
chapters. The criteria used for selecting these sectors can be found in the Inception Report.
While sectoral impacts are mentioned in the economic chapters, the analysis is much deeper in
the sector-specific chapters. The full impact assessment of a potential TTIP at sectoral level will
be in the final report.

Chapter 14 explains how we have communicated with stakeholders and civil society. The
Annexes provide details of all engagements with stakeholders that took place during the project.

1.2. Approach to this Trade Sustainability Impact Assessment (TSIA)
1.2.1. Approach to this Trade Sustainability Impact Assessment

In order to deliver an analysis that fulfils the requirements of this TSIA, different methodological
approaches will be applied. Figure 1.1, the project landscape, on the next page depicts our
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overall approach and framework for analysis. As can be seen, the study will be implemented in
three phases: inception, interim, and final (in line with the DG Trade Handbook for Impact
Assessments). The main elements of each phase are explained below.

The overall methodology depicted in the project landscape applies aspects highlighted in the
Terms of Reference and translates and adapts these into a framework provided in the TSIA
Handbook (page 12). The key aspect of every TSIA is the interrelatedness of various
methodologies to create a comprehensive impact assessment that is based on cutting-edge
methodological techniques, as well as tested stakeholder consultation tools.

Next to the inclusion of key stakeholders in the process, every TSIA includes an analytical
component. This concerns assessing the impact of trade policy changes, in this case the
Transatlantic Trade and Investment Partnership (TTIP), in economic, environmental, social
and human rights terms as required in every TSIA.

We have used a multi-faceted approach for two reasons: (1) the potential weakness inherent in
one tool or method and (2) different methodologies and tools delivering results that point in the
same direction are important to validate and test the robustness of results. In our view and
experience this combination produces a methodology that is stronger than the sum of its parts.

Research and analysis

Our approach and methodology for the quantitative and qualitative overall and sectoral impact
assessments is based on the following key principles and methods:

e A concise literature review that compares the results of the various impact
assessment studies;

e Updating the CEPR (2013) study with new data, a ‘split out’ for Turkey, a ‘split out’
for EU Member States and further disaggregation of sectors;

e Performing a quantitative social analysis of employment, wages and inequality,
differentiating between different strata of the population by means of the
econometric E3BMG model. Furthermore, the updated CEPR results are extended with
an analysis of changes in poverty and household inequality, based on estimated
variations of household disposable income;

e Identification of additional relevant social issues with a qualitative analysis of
reports and statistics. Progress and effects with respect to the ILO Core Labour
Standards, human health, and access to health care systems are three issues
that are analysed specifically (Chapter 4);

e Analysing the environmental effects of TTIP through quantitative modelling. In
combination with the CGE model, the econometric EAMG model is used to calculate
effects on CO2 emissions and air pollution, as well as provide scenarios for regulatory
convergence in climate policy between the EU and the US.

Methodological tools for consultations

Our approach and methodology for the consultation process is based on the following key
principles and methods:

1. Timely engagement of key stakeholders - ensuring that they are included from the
start of the study, creating ownership and support for the study and more broadly the
TTIP;

2. Balanced approach - making sure that stakeholders from various sections of society,
including marginalised and vulnerable groups are included and their voices heard. Also
ensuring the inclusion of government representatives, the European Parliament,
international and regional organisations, so as to include complementary knowledge and
broad perspectives;

3. Interactivity - making use of media and communication tools that are easily accessible
and enable stakeholders to be fully engaged, fostering a truly reciprocal dialogue. We
have also organised workshops centred on case studies;

4. Face-to-face interaction - with key stakeholders and experts through interviews,
workshops and public meetings;

5. Optimal use of existing networks and forums - expanding the outreach of the study
and disseminating its results widely.
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Figure 1.1 The Project landscape
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1.3. Concise literature review of TTIP impact assessments

A range of studies have analysed the potential impacts of TTIP in recent years, ranging from
EU- wide impacts to impacts on specific EU Member States or on specific sectors. These studies
differ in terms of the assumptions made about the likely content of the agreement, the
methodologies used, the variables, countries and sectors featured in the output of the analysis
and on the level of detail of the reporting. This section discusses the various studies, the
assumptions they used and their conclusions.® We assess which study is most suitable for
modelling the long-term impacts of TTIP.

1.3.1. Overview of the impact studies

Before and during the TTIP negotiations, several studies have analysed its potential impact on
the EU economy.’ The various studies and their assumptions are summarised in Table 1.2. They
initially appear similar, with a tariff scenario, a limited or modest scenario and a deep or
ambitious scenario. However, the differences analysed and presented below set the studies
apart and explain the differences in results:

e In terms of model used to conduct the study, there are two outliers: the Ifo (2013)
study and the GED Bertelsmann (2013) who make use of a structurally estimated
general equilibrium model (whereas the other studies make use of a CGE model);

e Most models assume labour to be mobile in the long run, meaning that workers will be
able to adapt and move between sectors. Therefore, when there is an increase in
(labour) demand in sector X and a decrease in demand in sector Y over time, labour is
assumed to ‘switch’ from sector Y to sector X;

¢ Most models assume full employment in order not to overestimate the impacts. The
outliers here are the models applied by IFO (2013), which do not assume full
employment, and GED Bertelsmann’s model (2013) which assumes frictional
unemployment?;

e While almost all studies focus on the impacts on the EU (and sometimes several
Member States) and the US, only CEPR (2013) and CESIfo (2014) also include the
impacts on several third countries and regions;

e In terms of variables reported, the impact studies differ. Whereas some focus more on
social indicators (e.g. IFO, 2013), other studies focus more on trade and economic
performance- related indicators (e.g. CEPR, 2013; CEPII, 2013; and ECIPE, 2010);

e Studies have modelled several different scenarios in terms of ambitions and depth of the
TTIP agreement: from ambitious and comprehensive to limited, from broad to tariff- or
public procurement only. There are slight differences in tariff-removal ambitions,
reductions in NTMs and the treatment of spill-overs;

e The GED Bertelsmann (2013) study focuses on macro outcomes, whereas the other
studies also report sectoral outcomes. The CEPII (2013) and IFO (2013) studies report
the results for the three different aggregated sectors, agriculture, manufacturing and
services. The other studies have disaggregated sectors further than the three main ones
(agriculture, industries and services) and report results for 12 or more sectors.

Results in terms of variables on countries reported, the actual outcomes of some of the studies are
reported in the economic chapter.

The studies conducted on the impact on Member States or sector will not be discussed in this section as
we are looking for the study that indicates best the overall impact. The former will be discussed in the
economic and sectoral chapters.

This arises from the explicit modelling of the job search process by employees and employers.
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Table 1.2 Overview of most relevant TTIP studies

Organisation

Year

Country

Scenarios

Macro vs
sector

Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the EU and the USA

Variables

Ecorys

European Centre
For International
Political Economy
(ECIPE)

Centre for
Economic  Policy

Research (CEPR)

GED Bertelsmann
Stiftung

Centre d'Etudes
Prospectives et
d'Informations
Internationales
(CEPII)

IFO

CESlfo

Non-Tariff Measures in

EU-US Trade and
Investment — An
Economic Analysis

A Transatlantic zero

agreement: Estimating
the gains from
Transatlantic free
trade in goods
Reducing Transatlantic
Barriers to Trade and
Investment, an
economic assessment

Transatlantic Trade
and Investment
Partnership (TTIP)

Who benefits from a
free deal

Transatlantic Trade:
Whither Partnership,
Which Economic
Consequences?

Dimensions and Effects
of a Transatlantic Free
Trade Agreement
Between the EU and
us

Going Deep: The Trade
and

2009

2010

2013

2013

2013

2013

2014

EU, US

EU25, US

EU, us, East
Europe,
Mediterranean,
China, India,
ASEAN, MERCORUS,
low income
Germany, EU27,
US, Canada, (RoW)
us, EU27,
Germany, UK,
France

us,

Germany, (EU26)

EU27, US, several
third countries

CGE

CGE

CGE

Structurally
estimated
general
equilibrium
model

CGE
(MIRAGE)

Structurally
estimated
general
equilibrium
model

Structurally
estimated

NTM liberalisation,
limited scenario;
ambitious scenario

Tariff scenario;
modest scenario,
ambitious scenario

Tariff only; services
only; procurement
only; less ambitious;
ambitious. (all
include spill overs)

Tariff scenario;
comprehensive
liberalisation scenario

Ambitious scenario
(full phase of tariffs
and 100 percent
container scanning,
25 percent cut in the
level of trade
restrictiveness of
NTMs)

Tariff scenario;
scenario;
market scenario

NTB
single

Deep TTIP

level
Macro and
sector (12)
results

Macro and
sector (32)
results

Macro and
sector (20)
results

Macro
results

Macro and
sector (3)
results

Macro and
sector (3)
results

Macro and
sector (3)

Real income, real
household income,
wages, imports,
exports, terms of
trade, output

GDP, national
income, output,
bilateral trade

GDP, national
income, household
income, import,
export, bilateral

trade, terms of trade,
output, wages
Import, export, real
per capita income,
employment,
unemployment,
wages

GDP, value added,
import, export

effect,
rate,
real
labour
productivity, sector
exports, bilateral
sector exports.
Value added, export,
real income

Welfare
unemployment
unemployment,
wage,
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Organisation Title Year | Country Model Scenarios Macro vs | Variables
used sector
level

Welfare Effects of TTIP general results
(working paper) equilibrium
model
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1.3.2. Model and study choice

As indicated above, each study differs slightly in terms of the scenario assumptions, the model
used, or the outcome variables. In this section we will assess, based on these indicators, which
study is the most suitable for analysing the expected effects of TTIP.

The different studies use CGE-based methodologies (with more than one CGE model being
adopted), or a structurally estimated general equilibrium model. Each model has its specific
merits and should be treated as such and therefore there is no ‘good model’ or a ‘bad model’,
but the real question is: “Which model is most suited to analyse the policy question at hand — in
this case an ex ante impact assessment of a potential Free Trade Agreement, TTIP?”

Studying the assumptions of the models, we find important differences that have also been
highlighted in part by CEPS (2014) in their comparison of impact assessment studies for the
European Parliament:®

Macro- versus sector-level disaggregations;

Labour market closure condition (i.e. full-employment assumption);
Labour mobility between sectors;

Modelling trade costs of NTMs;

Liberalisation scenarios;

Other model specificities.

Macro- and/or sector disaggregations

The first difference is about whether or not to include sector-disaggregations in analysing the
potential effects of TTIP. There are two compelling reasons why sector-level disaggregation is
imperative: Firstly, because sectors in an economy are not independent from one another. For
example, if prices for insurance services or prices for chemical products drop, many downstream
sectors that use insurance and/or chemicals will be impacted as well (see for example Figure
8.9 in Chapter 8 on the Chemicals Sector). This sector interaction — captured in detailed input-
output matrices (or Social Accounting Matrices in the GTAP dataset we use) — is vital to
understand how effects work through the economy. Secondly, specifying sectors also allows the
modeller to say something about the degree of scale economies in each sector (e.g. in
agriculture scale economies are limited due to the nature of agriculture being tied to the land,
while in maritime transport the size of a container vessel is a key determinant for the degree of
scale economies that can be achieved). We model this by either assuming perfect or imperfect
competition structures at sectoral level. Not including a form of sector disaggregation will
therefore miss out on a lot of potential and real-life dynamics and effects we know exist in an
economy. The Ecorys (2009), ECIPE (2010), CEPR (2013), and CESIfo (2014) studies stand out
with regard to the fact that they present macro-effects and detailed sector impacts. IFO (2013)
and CEPIlI (2013) only report at aggregate-sector level (agriculture, industry, services). GED
Bertelsmann (2013), on the other hand, does not disaggregate to sector level.

Full employment assumption

The second assumption relates to the closure of the labour market. The CGE model can either
assume a fixed labour supply or fixed wages — but not both.'° The fixed-labour assumption is
used when looking at a policy question that has a long-run time horizon. The fixed-wages
assumption could be used to look into policy questions with a short-run horizon. However if we
do not assume fixed employment, we would need to fully model the labour market situation of
EU 28 Member States, which is not possible given the data constraints.

Pelkmans, J. Lejour, A. Schrefler, L. Mustilli, F and Timini, J. (2014). Detailed appraisal by the EP ex-
ante impact assessment unit of the European Commission’s impact assessment — EU-US Transatlantic
Trade and Investment Partnership CEPS.

The labour closure condition of fixed labour supply is a technical specification that allows the model to
estimate the long-run effects of TTIP. In the CGE model, it is not possible to calculate wages and jobs at
the same time. If we fix labour supply (i.e. no net job changes are possible) a change in labour demand
will show up in average wage changes at the aggregate level. We can then deduce which sectors gain
and lose employment, but total employment effects are fixed. We can also choose not to fix labour
supply. This means that in the aggregate, we can report job increases (or decreases). We can then,
however, not report wage effects as we assume that changes in labour demand are covered from labour
supply. This allows us to look at unemployment situations and job creation. However, the problem is
that this specification is for the short-run because in the long run, we do have wage changes.

10
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Given that the policy question in this study is to assess the potential effect of TTIP once it has
fully worked through the economy (which will take a considerable amount of time), the fixed
labour assumption-version of the CGE model is more appropriate. This choice also leads to more
moderate estimates of a potential TTIP. Since labour supply is assumed to be fixed, an increase
in labour demand will result automatically in an increase in wages. This increase, however,
limits the potential of overall expansion of output because of higher costs and thus results in
more moderate estimates.

That said, it is clear that the fixed labour supply assumption also has limitations to consider, not
least because it entails that all workers are going to be mobile across sectors. This is a less than
perfect assumption even in the long-run.

The Ecorys (2009), ECIPE (2010), CEPR (2013), CEPII (2013), GED Bertelsmann (2013) and
IFO (2013) studies all include long-run labour market closure conditions. CESIfo (2014) does
not.

Labour mobility assumption

The third assumption relates to whether or not labour is mobile across sectors. In the CGE
model it is considered mobile!!. However, labour tends to be relatively immobile in the short-
run. For policy questions such as TTIP, with a long-run horizon such as 10-15 years, labour
becomes considerably more mobile. Hence, for the longer time horizon, the CGE model with full
employment is more appropriate, albeit imperfect. If one would want to know, however, what
the short-run impacts (e.g. six months or a year) of TTIP could be, a limited labour-mobility
assumption could be used. An assumption of no labour mobility would suggest unfilled vacancies
in sectors that expand under TTIP and persistent unemployment in those that decline. An
assumption of full mobility in the long run is also problematic. That is why the Ecorys (2009),
ECIPE (2010), CEPR (2013), CEPII (2013), GED Bertelsmann (2013), IFO (2013) and CESlfo
(2014) studies all assume a degree of labour mobility to analyse the long-run potential TTIP
impacts.

Comprehensiveness and degrees of trade liberalisation

The fourth difference between the studies is the liberalisation scenarios that are being assumed
(see Table 1.2, column six). Ideally, one would like to set up a scenario that exactly matches
what is in the TTIP agreement in order to obtain the most accurate results. However, as the
negotiations are ongoing and there is no final text, we are left with texts that merely define the
ambitions and aims of the agreement. We therefore have to make assumptions. From the
European Commission’s website dedicated to TTIP!? it becomes clear that the aim is for an
ambitious agreement that entails inter alia removal of nearly all customs duties and a removal
or reduction of technical barriers to trade.'® Contrary to tariffs, it is not possible to remove all
non-tariff barriers that currently exist between the EU and the US. Some barriers to trade exist
because of different societal or policy choices, whereas others merely reflect a difference in
developments over time and are not necessary to achieve a specific policy goal. In case of the
latter, these differences create unnecessary additional costs and can be addressed. These
barriers are marked as “actionable”. Barriers related to differences in societal and policy choices
are not actionable.

Given the levels of uncertainty, the studies that model multiple scenarios with different levels of
ambition for TTIP are preferable, because they offer a range of outcomes within which TTIP
outcomes would likely be. This would leave out the CEPII (2013) study.'* The other studies all
report for less ambitious and ambitious scenarios and sometimes also for specific sub-scenarios
(e.g. a tariff-only scenario or a public-procurement-only scenario).

When we turn to what types of liberalisation are assumed, we also find differences. In some
studies (e.g. ECIPE, 2010) the emphasis is on tariff liberalisation, while in other studies the
focus is solely on non-tariff measure alignment (Ecorys, 2009). Because the aim is to conclude
an ambitious and encompassing TTIP agreement that entails — as said above — the removal of

11
12
13
14

Still labour is not perfectly mobile between sectors.
http://ec.europa.eu/trade/policy/in-focus/ttip/index_en.htm
http://trade.ec.europa.eu/doclib/press/index.cfm?id=1230#requlatory-cooperation

The CEPII 2013 does provide a sensitivity analysis for different scenarios, but only for 2 out of 4
indicators and not sector level.
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nearly all customs duties and removal or reduction of technical barriers to trade,'® the ECIPE
(2010) and Ecorys (2009) studies are also less applicable. More recent studies look at a
combination of tariff liberalisation and impacts of regulatory cooperation and a rules-based
framework, modelled through lowering of non-tariff measures (e.g. CEPR, 2013; IFO, 2013).
The ECIPE (2010), CEPR (2013), CEPIlI (2013), GED Bertelsmann (2013), IFO (2013) and
CESIfo (2014) studies all assume ambitious tariff cuts and/or tariff removal.

Regarding alignment of non-tariff measures (NTMs), the levels of ambition diverge:

e Ecorys (2009) assumes that 50 percent of all NTMs are ‘actionable’ and in the ambitious
scenario all actionable NTMs are addressed. In the more limited scenario the assumption
is that 50 percent of all actionable NTMs are addressed;

e CEPR (2013) takes a double as conservative approach when compared to Ecorys
(2009): in the ambitious scenario 50 percent of actionable NTMs (roughly 25 percent of
all NTMs) are addressed, while in the more limited scenario, 25 percent of actionable
NTMs (roughly 12,5 percent of all NTMs) are potentially addressed;

e CEPII (2013), when compared to CEPR (2013) assumes more ambitious liberalisations
of NTMs in agriculture and processed foods, but less ambitious liberalisations of other
NTMs;

e GED Bertelsmann (2013) models the US — following TTIP — at the level of the EU
Internal Market; i.e. at the level equivalent to being the 29" EU Member State;

e ECIPE (2010) makes use of a scenario in which there is full elimination of tariffs on
goods, a reduction of trade facilitation costs by an amount equivalent to 3 percent of the
value of trade in non-commodity goods sectors, and an increase in labour productivity
by 3.5 percent in sectors with high levels of intra-industry trade and an increase in
labour productivity by 2 percent in all other goods sectors;

e IFO (2013) also models the creation of a single (transatlantic) marke
complete reduction of tariffs;

e CESIfo (2014) assumes that all tariffs will be eliminated and that the costs of NTMs will
fall to a level equal in other deep PTAs.

t'6, next to a

The above implies that CEPR (2013) is the study that presents one of the most conservative
scenarios, providing options for a more ambitious and more limited scenario.

Modelling trade costs

The different NTM liberalisation scenarios applied in the different studies obviously lead to
differences in the estimated impact of reducing NTMs in TTIP. However, this is not the only
factor at play; part of the differences in estimated impacts are related to differences in
estimating the level of NTMs that are in place, i.e. the trade costs associated with NTMs. There
are two possible ways to quantify the trade costs of NTMs: a quantity-based approach and
price-based approach. The first approach makes use of a gravity equation to estimate by how
much trade flows are reduced due to NTMs. The latter method compares prices in the importing
country with the prices of similar products in markets free of distortions.'’ Ecorys (2009) and
CEPII (2013), for example, both used the quantity-based method, but used different sources for
the input data. Ecorys (2009) made use of the outcomes of a large-scale business survey where
business representatives where asked to assess the level of trade restrictiveness and combined
this with OECD indicators on FDI restrictiveness, while CEPIlI (2013) made use of several
databases such as the UNCTAD TRAINS database and WTO trade policy reviews. A more
detailed and step-by-step approach of the two methods can be found in a study by Berden and
Francois (2015)'. The CEPR (2013) study has used the NTMs as presented in the Ecorys
(2009), but applied a different level of liberalising these.

GED Bertelsmann (2013) uses yet another method. This study estimated that on average trade
agreements such as NAFTA or the European Union increase aggregated trade by 80%. This
assumption has been applied to TTIP as well without assessing what is actually achievable in
TTIP and what is not. In addition, they explain that: “In the gravitation model, there is a partial
analytic multiplier connection between the change in bilateral trade and the change in all

15
16

http://trade.ec.europa.eu/doclib/press/index.cfm?id=1230#requlatory-cooperation.

For the single market it is assumed that the level of total effective bilateral trade barriers between
participating TAFTA countries falls to the levels that we have calibrated for trade relations within the EU.
7 Fontagné et all (2013).

18 https://www.ceps.eu/system/files/SR116%20Berden%20and%20Francois%20NTMs.pdf.
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variable trade costs, in which the multiplier is the elasticity of trade. If trade then increases by
80% and trade elasticity is 5, then trade costs must have fallen by 80%: 5 = 16%. The tariffs
outside the free trade agreement amount to 3.5%. That means that the non-tariff barriers must
have fallen by 16% — 3.5% = 12.5%.” Because they thus model the US — following TTIP — at
the level of the EU Internal Market; i.e. at the level equivalent to being the 29" EU Member
State the estimated impacts of TTIP are much larger compared with other studies (i.e. these
results are overestimated).

Comprehensiveness of country and indicator coverage

The fifth difference between the studies relates to the degree of comprehensiveness in terms of
country and indicator coverage. The CEPR (2013) study is the only one reporting outcomes for
both the EU and the US, as well as several third countries and regions. Since the IFO (2013)
and ECIPE (2010) do not report at EU level or report for a lower aggregation of EU countries
these reports are less applicable for looking at overall EU-wide effects. Concerning the indicators
reported, the CEPR (2013), GED Bertelsmann Stiftung (2013) and Ecorys (2009) are most
comprehensive as they report both many indicators as well a diverse range of these indicators
(both economic and social indicators).

Specific model characteristics

Finally, there are some specific model characteristics, context factors, or scenario elements that
matter. CEPR (2013) employs the concept of spill-over effects of TTIP to model to some degree
the potential global impact of TTIP. If a third country producer currently produces for the EU
market according to EU regulations/standards and for the US market according to (different) US
regulations/standards, and if TTIP achieves a degree of regulatory convergence between the EU
and US regulatory systems, the third country producer should be able to produce for both
markets more cheaply. Given the level of regulatory divergence between the EU and US in the
baseline this implies there could be significant third country spill-overs of TTIP. Indirectly this
could also mean that trade among third countries is facilitated. If several third countries would
align with these new regulations, (when trading with the EU and the US) they could also more
easily trade amongst themselves by using these regulations. CEPS (2014) acknowledges that
these spill-over effects could indeed occur, but the magnitude of this effect is subject to debate.

In addition to the studies presented above, another assessment has been made on the potential
impact of the TTIP. This study, Capaldo (2014), differs significantly from the others and is not
very suitable for assessing the potential impacts of TTIP. The reasons for this and the specifics
of the study are presented below.

Box 1.2 The Capaldo (2014) study

e The study makes use of the United Nations Global Policy Model (GPM), which is
typically used for assessing the impact of changes in national income policies,
fiscal policies, or industrial policies and not for trade-policy shocks;

e The GPM does not account for tariffs nor does it include trade costs related to
regulatory divergences. Thus the model cannot directly assess the impact of
reducing trade barriers, meaning that it cannot quantify the effect of a trade
agreement;

e Contrary to other studies, this study does not assume labour mobility, i.e. it is
assumed that there is no reallocation of resources and that the labour market
does not adapt to the new situation;

e Contrary to other studies, this study does not assume full employment (the
implications of this are explained above). The short-run focus of this assumption
is less appropriate for a policy question that asks for a longer time horizon;

e The study does not have aggregated EU results (except for unemployment). The
results are presented for the UK, France, Germany, other Northern Europe, and
other Southern Europe. Also impacts on third countries are not included;

e The estimated impacts are presented for: Net exports, GDP, employment,
income per employee and net taxes;

e The study focusses only on macro results, not on results at sectoral level;

The study reports the results for one scenario only;

As a result of model choice, Capaldo (2014) states that there are several
mechanisms at work through which the European economy can adjust to TTIP
induced changes in net exports. A result of these mechanisms is that the labour
share of GDP would decrease and that lending will increase over time. While it is
debated whether these effects occur in reality, it is not correct to model them as
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TTIP-related. While these two assumptions are exogenous to the TTIP policy
shock, they do drive the majority of the results.
Source: Capaldo (2014), CEPS (2014), Bauer, M. and Erixon, F. (2015).

To answer what is the appropriate model to assess the potential effects of TTIP, we combine in
Table 1.3 below our assessment of the considerations above. From the Table it becomes clear
that CEPR (2013) is indeed the most suitable for reporting the expected impacts of TTIP in the
context of the present study.

Table 1.3 Selection criteria for model and study choice on TTIP impacts

Criteria Ecorys | ECIPE | CEPR GED CEPII IFO Capaldo | CESIfo

(2009) | (2010) | (2013) | Bert (2013) | (2013) | (2014) (2014)
2013

Year + + +++ +++ +++ +++ +++

Country ++ + +++ ++ ++ + + ++

coverage

Model +++ +++ +++ +++ +++ +++ + +++

Sector +++ +++ +++ + ++ ++ + +++

disaggregation

FE ++ ++ ++ ++ ++ ++ + ++

assumption*

LM ++ ++ ++ ++ ++ ++ + ++

assumption**

Model trade +++ +++ +++ +++ +++ +++ +++

costs

Different +++ +++ +++ +++ + +++ + +++

scenarios

Tariff, NTM, + + +++ +++ +++ +++ +++

rules coverage

NTM +++ + +++ + +++ ++ ++

modelling

Indicator +++ ++ +++ +++ ++ ++ ++ ++

coverage

TOTAL 26+ 23+ 31+ 26+ 26+ 26+ 11+ 28+

* FE assumption = Full Employment assumption; ** LM assumption = Labour mobility assumption.

The CEPR (2013) report has also been independently reviewed and extensively compared with
other TTIP impact studies in a comparative study for the European Parliament by CEPS
(2014).%° All the above studies are based on models and thus have their limitations, but CEPR
(2013) was considered to be by far the most comprehensive and globally comparable study
done on TTIP so far and also the most appropriate. CEPS (2014) detailed appraisal of the CEPR
(2013) report finds the following elements of particular importance:

e The study uses one of the most tested and (academically and empirically) scrutinised
CGE models for trade-policy modelling (Francois, Van Meijl & Van Tongeren, 2005) — a
model that has been upgraded following the use in various earlier TSIA work; “There are
indeed no better alternatives to assess the impacts of trade agreements than the CGE
modelling”;?°

e The study uses the most comprehensive global dataset available (GTAP 8) with data for
over 160 countries and 58 sectors therein — no other dataset has this reach or
coverage, allowing us to scrutinize the global implications of TTIP as well as allow for
inter-sectoral links within and between economies;

e The study covers third countries in its approach — which is important for this analysis —
and also includes modelling the regulatory impact for third countries;

e The CGE approach allows for modelling of the behaviour of the different actors in the
entire economy, including many sectors;

e The study allows for intermediate goods sectors and interlinkages and economies of
scale, as wells as for imperfect competition.

1% CEPS, 2013.
20 CEPS, 2013.
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e The study has included the element of regulatory compatibility in its scenarios.

However, the CEPS (2014) assessment emphasizes also that there is no such thing as a perfect
economic model and the CGE approach does have limitations. Examples given include “the
(unrealistically) flexible labour market, the peculiarities of how investments are included, the
lack of innovation and productivity-growth effects in enterprises of different sizes”.?* The
current Trade SIA recognizes these limitations and aims to complement these indicators with
additional social, environmental and sector specific analyses (in Chapters 4 to 13).

1.4. CEPR (2013) and the updated CEPR results

As indicated above, we clearly believe that the CEPR (2013) report is most suitable to use as
the baseline for this Trade SIA. The terms of reference for this study explicitly stated the need
for a review of existing methods rather than running a new economic impact assessment of TTIP
through CGE modelling.

While the CEPR (2013) approach is the most suitable for this study, there are some important
issues that the 2013-analysis does not cover. These are the following:

e Since the CEPR (2013) assessment has been made a few years ago, the baseline is
outdated;

e The impacts for Turkey — which has a customs union with the EU and is therefore
impacted in a unique way by TTIP — are not ‘split out;

e The original CEPR study only presents results for the EU as a whole - the European
Commission has indicated its wish to inform EU Member States by providing impact
information not just for the EU as a whole but also for the individual EU Member States
(at macro-level);

e Some GTAP sectors have been presented at a very high level of aggregation (e.g. food
and beverages) — while especially sub-sector level effects matter.

Together with CEPR, Ecorys has therefore made an update of the CEPR (2013) report as part of
this Trade SIA and written up the results. These results are presented in detail in Chapter 3. In
the remainder of the study we will refer to it as the “updated results of the CEPR 2013 report”,
or in short “the updated results”. The CEPR (2013) study included the following:

e The CEPR (2013) results are presented for the year 2027;

o The expected impacts have been modelled for 20 sectors for the following indicators for
both the EU and the US: output, (extra EU) exports and imports, bilateral exports, and
low-skilled and high-skilled employment;

e The macro results reported for the EU and the US consist of changes in GDP, household
disposable income, bilateral exports, total exports, total imports, terms of trade, less-
skilled and more-skilled wages, labour displacement, CO2 emissions and land use;

e For nine other regions - consisting of other OECD, East Europe, Mediterranean, China,
India, ASEAN, MERCOSUR, low income and the Rest of the World — GDP, exports, CO2
emissions and land use haven been modelled.

The additional elements of the updated results are the following:

e We use the GTAP 8 dataset but the baseline was updated with the most recent
macroeconomic forecasts and extended to 2030 (in CEPR(2013) the baseline went up to
2027);

e We have split out Turkey in the updated analysis (compared with Turkey being in a
more aggregated set of countries in CEPR, 2013);

e We have split out EU Member State effects at macro-level for national income, GDP,
trade and wages);

#L  CEPS, 2013.
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¢ We have disaggregated several GTAP sectors into sub-sectors, in particular:

- Agriculture, forestry, fisheries, and Other primary sectors into Cereals and other
grains, Vegetables and fruits, Other primary agriculture, Other primary, and
Energy;

- Processed foods into Ruminant meats, Other meats, Vegetable oils, Dairy
products, Rice, Sugar, Processed foods, and Beverages and tobacco;

- Metals and metal products into Iron and steel products, Non-ferrous metals, and
Fabricated metals;

- Other manufactures into Textiles, Clothing, Leather products, Non-metallic
minerals, and Other manufactures;

- Other services into Distribution, Land other transport, and Other services.

The two scenarios are presented in the box below. However, it should be noted, that the
updated CGE model simulation does not include any reduction of NTMs affecting trade in the
disaggregated processed food sectors. This reflects technical limitations of the available
analytical tools rather than changes in the ambition of the negotiations. To be more precise: the
data source used for bilateral NTMs trade-costs equivalents continues to be ECORYS (2009) —
like in CEPR (2013). However, this source does not feature any estimates for the disaggregated
“processed food” sectors (Ruminant meats, Other meats, etc.) and no other reliable estimates
for NTMs trade costs covering the agri-food sectors at the level of detail needed for the updated
CEPR analysis were found elsewhere.?? As in CEPR (2013), there are no NTM cuts in the sectors
“agr, forestry, fisheries” and “other primary sectors” as no data was available in ECORYS (2009)
for those sectors.

Therefore, the estimated impacts in the processed foods sectors are underestimated. As a
consequence the macro impacts for the EU, the US and third countries also represent a lower
bound. The choice not to model NTM reductions in the processed foods sectors also affects the
estimated impacts on other sectors as spill-over effects are reduced. Normally a reduction in
NTMs in the processed-food sector would also benefit other sectors that receive some of their
inputs from the processed-food sector. This effect is not taken into account in the updated CEPR
results.

Although for all the other sectors a reduction in NTMs has been modelled it should be noted that
the same level of NTM reduction is applied to all sectors (except processed foods), while in
reality this is not likely to be the case. For example, looking at the available EU position papers,
it seems that the (potential) level of NTM reduction in e.g. the automotive sector is much larger
than it may be in the chemical sector, owing to policy differences. Therefore it is important to
keep in mind that for some sectors the expected impacts might be overestimated.

22 This has to do with the shortcomings of the existing methodologies to compute trade costs equivalents

of NTMs while properly accounting for the complexities and specificities of agri-food trade. Therefore it
was decided not to model NTM reductions in the disaggregated food sectors that are featured in the
updated CEPR analysis.
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Box 1.3 TTIP scenarios
Less ambitious scenario:

e 98 percent of tariffs eliminated;

e 10 percent of NTBs eliminated on both goods and services (20 percent of
actionable), except for processed foods, here a reduction of NTBs has not been
modelled;

e 25 percent of procurement NTBs eliminated.

Ambitious scenario:

e 100 percent of tariffs eliminated;

e 25 percent of NTBs eliminated on both goods and services (50 percent of
actionable), except for processed foods, here a reduction of NTBs has not been
modelled;

e 50 percent of procurement NTBs eliminated.

The subsectors that are included in the processed food sector are:
¢ Ruminant meats;
e Other meats;
e Vegetable oils;
e Dairy products;
e Rice;
e Sugar;
e Processed foods; and
e Beverages and tobacco.

A technical note to the updated results can be found in Annex Il. In this technical note a
sensitivity analysis has been added as well in order to see where the largest differences in the
results come from (i.e. change in base year, scenario of sector disaggregation). Several
experiments have been modelled where each time one of the changes compared to the CEPR
(2013) results have been introduced. From this we can see that the change of the base year
from 2027 to 2030 results in some small changes in the estimated impact of TTIP. Only the
chemical, motor vehicles and metal sector in the EU and chemicals, other transport equipment
and other manufactures in the US see some larger changes. The largest changes in the update
results compared to the CEPR (2013) in the macro outcomes (and to a lesser extent in the
sectoral outcomes) are due to the disaggregation of sectors.

1.5. Quantitative methodological approach

As indicated above the CEPR 2013 results have been updated in order to obtain an even more
comprehensive study on the potential impacts of TTIP. The underlying data, estimates of trade
costs and experiment design follow directly from the CEPR (2013). Above our overall approach
to the study has been explained, followed by the literature review on impact assessment studies
for TTIP and models used. That leads us to conclude that the CGE model is currently the best
way to quantify potential effects of TTIP. But then, in order to detail the overall CGE findings
further at more disaggregate levels for additional social and environmental effects, we employ
the E3MG model, linked to the CGE model.

1.5.1. The CGE model — non-technical summary

The CGE model we use for this project is based on the Francois, Van Meijl, and Van Tongeren
model (FMT 2005)Z® and is implemented in GEMPACK — a software package designed for solving
large applied general equilibrium models.?* Versions of this model have been employed for
studies for the EC, ADB and WTO negotiations. The model is solved as an explicit non-linear
system of equations, through techniques described by Harrison and Pearson (1994). The model
is a standard multi-region computable general equilibrium (CGE) model, with important features

2% Francois. J.F., H. van Meijl and F. van Tongeren (2005), “Trade Liberalization in the Doha Development

Round,” Economic Policy April: 349-391.
The full model code for Francois, van Meijl and van Tongeren can be downloaded from the internet at
http://wwwidide.org/francois/data.htm/.

24
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related to the structure of competition (as described by Francois and Roland-Holst, 1997).2°
Imperfect competition features are described in detail in Francois (1998).2° Social accounting
data are based on version 8.0 of the GTAP dataset (www.gtap.org). The sector scheme and
regional aggregation was designed in consultation with the Commission in order to maximise
the insights yielded into for example preference erosion and third country effects, in particular
of neighbouring developing countries.

The data we use for this analysis are contained in the GTAP version 8 dataset). The database is
the best and most up-to-date source of internally consistent data on production, consumption
and international trade by country and sector. For more information, see Dimaran and
McDougall (2006).2” The GTAP data on protection incorporates the Macmaps dataset, which
includes a set of ad valorem equivalents (AVEs) of border protection across the world. The
source information concerns various instruments, such as specific tariffs, mixed tariffs and
quotas, which cannot be directly compared or summed. In order to be of use in a CGE model,
these have been converted into an AVE per sector, per country and per trading partner. The
GTAP database also includes detailed information on input-output, trade and final demand
structures for the whole world. Next to tariff barriers, the CEPR analysis also includes non-tariff
barriers to trade, which are taken from the Ecorys (2009) study.

The baseline has been updated and adjusted incorporating relevant aspects to capture changes
up to 2030 in the real world that could affect the results of the simulations (e.g. a great
recession, price changes of key commodities such as grains and energy or the aggregation of
particularly sensitive products with non-sensitive products in certain sectors).

The general conceptual structure of a regional economy in the model is as follows. Within each
region, firms produce output, employing land, labour, capital, and natural resources and
combining these with intermediate inputs. Firm output is purchased by consumers, government,
the investment sector, and by other firms. Firm output can also be sold for export. Land is only
employed in the agricultural sectors, while capital and labour (both skilled and unskilled) are
mobile between all production sectors. Capital is fully mobile within regions. All demand sources
combine imports with domestic goods to produce a composite good. Investment effects are also
included, along the lines of Francois, McDonald, and Nordstrom (1996).28

Taxes are included in the theory of the model at several levels. Production taxes are placed on
intermediate or primary inputs, or on output. Some trade taxes are modelled at the border.
Additional internal taxes can be placed on domestic or imported intermediate inputs, and may
be applied at differential rates that discriminate against imports. Where relevant, taxes are also
placed on exports, and on primary factor income. Finally, where relevant (as indicated by social
accounting data) taxes are placed on final consumption, and can be applied differently to
consumption of domestic and imported goods.

Trade policy instruments are represented as import or export taxes/subsidies. This includes
applied most-favoured nation (MFN) tariffs, antidumping duties, countervailing duties, price
undertakings, export quotas, tariff rate quotas (TRQ) and other trade restrictions. The major
exception is service-sector trading costs, which are discussed below. The full set of tariff vectors
are based on the tariff protection data from GTAP, as sourced from the WTO. The set of services
trade-barrier estimates is described below.

International trade is modelled as a process that explicitly involves trading costs, which include
both trade and transportation services. These trading costs reflect the transaction costs involved
in international trade, as well as the physical activity of transportation itself. Those trading costs
related to international movement of goods and related logistic services are met by composite
services purchased from a global trade services sector, where the composite "international trade

25 Francois, J.F. and D.W. Roland-Holst (1997), "Scale economies and imperfect competition, in

Francois,J.F. and K.A. Reinert, eds. (1997), Applied methods for trade policy analysis: a handbook,
Cambridge University Press: New York.

Francois, J.F. (1998), "Scale economies and imperfect competition in the GTAP model," GTAP
consortium technical paper.
http://www.gtap.agecon.purdue.edu/resources/res_display.asp?RecordID=317.

27 Dimaran, B, and McDougall, R., ed. (2007). The GTAP database -- version 7, Global Trade Analysis
Center: Purdue University.

Francois, J.F., B. McDonald and H. Nordstrom (1996), "Trade liberalization and the capital stock in the
GTAP model," GTAP consortium technical paper.
http://www.gtap.agecon.purdue.edu/resources/res_display.asp?RecordlD=310).
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services" activity is produced as a Cobb-Douglas composite of regional exports of trade and
transport service exports. Trade-cost margins are based on reconciled f.o.b. and c.i.f. trade
data, as reported in version 8 of the GTAP dataset.

A second form of trade costs is known in the literature as frictional trading costs. These are
implemented in the service sector. They represent real resource costs associated with producing
a service for sale in an export market instead of the domestic market.

It is well known that the complexity of global general equilibrium models tends to increase
geometrically as we add regions and sectors. A similar problem exists even when we focus on
an individual sector. For example, if we are modelling trade policy for left-handed horseshoe
nails across 100 countries, there are 9,900 potential bilateral trade flows. To avoid this problem,
we reduce the solution set of the model to those global prices that clear global markets. Once
we have a global set of equilibrium prices, we can then back solve for national results. Within
this context, we work with a linearized (percent-change) representation of import demand,
combined with generic export-supply equations (see Francois and Hall 1997, 2003). This
reduced-form system, which only includes as many equations as there are exporters, is then
solved for the set of world (exporter) prices.

A basic assumption is national product differentiation.?® As developed here, this means that
imports are imperfect substitutes for each other. The elasticity of substitution is held to be equal
and constant across products from different sources. The elasticity of demand in aggregate is
also constant. Finally, import supply is also characterized by constant (supply) elasticities. Such
an approach is consistent with the Armington approach to product differentiation at the national
level (See Francois and Hall 1997), or with the Flam-Helpman (1987) model of firm-level
differentiation (where firm-specific capital fixes varieties).

Via a set of equations, we model the bilateral trade, production, national income, and price
effects of market integration. This also includes likely third country effects. Furthermore, the
equations can be augmented, where data are available, to identify employment effects as well.
We can also modify the basic equations to reflect any information we identify in price impacts of
NTBs.

Trade data come from EUROSTAT and COMTRADE. Protection data in the WTO and WITS tariff
databases will be augmented with additional sources. Sources we have exploited include the
WTO's integrated database, with supplemental information from the World Bank's recent
assessment of detailed pre- and post-Uruguay Round tariff schedules and from the
UNCTAD/World Bank WITS dataset.

A more technical and detailed explanation of the CGE methodology can be found in Annex 1.
1.5.2. The EBMG model — non-technical summary

E3MG is a computer-based model of the world’s economic and energy systems and the
environment. It was originally developed through the European Commission’s research
framework programme and is now widely used in Europe and beyond for policy assessment, for
forecasting and for research purposes. The global edition is a new version of ESME which
expands the model’s geographical coverage from 33 European countries to 53 global regions. It
thus incorporates the global capabilities of the previous E3MG model.

The structure of E3MG is based on the system of national accounts, with further linkages to
energy demand and environmental emissions. The labour market is also covered in detail,
including both voluntary and involuntary unemployment. In total there are 33 sets of
econometrically estimated equations, also including the components of GDP (consumption,
investment, international trade), prices, energy demand and materials demand. Each equation
set is disaggregated by country and by sector.

E3MG’s historical database covers the period 1970-2012 and the model projects forward
annually to 2050. The main data sources for European countries are Eurostat and the IEA,

2% This can result, in an Ethier-Krugman type model, if product varieties are fixed. It may also be a

result of national differences in product characteristics (like French vs. Australian wine).
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supplemented by the OECD’s STAN database and other sources where appropriate. For regions
outside Europe, additional sources for data include the UN, OECD, World Bank, IMF, ILO and
national statistics. Gaps in the data are estimated using customised software algorithms.

As a general model of the economy, based on the full structure of the national accounts, E3MG
is capable of producing a broad range of economic indicators. In addition there is a range of
energy and environment indicators. The following list provides a summary of the most common
model outputs:

e GDP and the aggregate components of GDP (household expenditure, investment,
government expenditure and international trade);
Sectoral output and GVA, prices, trade and competitiveness effects;
International trade by sector, origin and destination;
Consumer prices and expenditures;
Sectoral employment, unemployment, sectoral wage rates and labour supply;
Energy demand, by sector and by fuel, energy prices;
CO2 emissions by sector and by fuel;
Other air-borne emissions;

e Material demands (Europe only at present).
This list is by no means exhaustive and the delivered outputs often depend on the requirements
of the specific application. In addition to the sectoral dimension mentioned in the list, all
indicators are produced at the national and regional level and annually over the period up to
2050.

Figure 1.2 shows how the three components (modules) of the model - energy, environment and
economy - fit together. Each component is shown in its own box. Each data set has been
constructed by statistical offices to conform with accounting conventions. Exogenous factors
coming from outside the modelling framework are shown on the outside edge of the chart as
inputs into each component. For each region’s economy the exogenous factors are economic
policies (including tax rates, growth in government expenditures, interest rates and exchange
rates). For the energy system, the outside factors are the world oil prices and energy policy
(including regulation of the energy industries). For the environment component, exogenous
factors include policies such as reduction in SO2 emissions by means of end-of-pipe filters from
large combustion plants. The linkages between the components of the model are shown
explicitly by the arrows that indicate which values are transmitted between components.

The economy module provides measures of economic activity and general price levels to the
energy module; the energy module provides measures of emissions of the main air pollutants to
the environment module, which in turn can give measures of damage to health and buildings.
The energy module provides detailed price levels for energy carriers distinguished in the
economy module and the overall price of energy as well as energy use in the economy.

Technological progress plays an important role in the EBMG model, affecting all three Es:
economy, energy and environment. The model’s endogenous technical progress indicators
(TPIs), a function of R&D and gross investment, appear in nine of E3MG’s econometric equation
sets including trade, the labour market and prices. Investment and R&D in new technologies
also appear in the E3ME’s energy and material demand equations to capture energy/resource
savings technologies as well as pollution abatement equipment. In addition, E3MG also captures
low-carbon technologies in the power sector through the Future Technology Transformations
(FTT) power sector model.*°

%0 sSee Mercure (2012).
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Figure 1.2 E3 linkages in the EBME model
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Treatment of the labour market is an area that distinguishes E3MG from other macroeconomic
models. E3MG includes econometric equation sets for employment, average working hours,
wage rates and participation rates. In this study, estimates of the CGE model (of amongst
others on GDP, wages, employment and consumer prices) feeds into the E3MG modelling in
order to estimate the real disposable income for different income groups.

Comparison with CGE models and econometric specification

E3MG is often compared to Computable General Equilibrium (CGE) models. In many ways the
modelling approaches are similar; they are used to answer similar questions and use similar
inputs and outputs. However, underlying this there are important theoretical differences
between the modelling approaches. In a typical CGE framework, optimal behaviour is assumed,
output is determined by supply-side constraints and prices adjust fully so that all the available
capacity is used. In EBMG the determination of output comes from a post-Keynesian framework
and it is possible to have spare capacity. The model is more demand-driven and it is not
assumed that prices always adjust to market clearing levels. In this study the input for the
E3MG model is the output from the CGE model, i.e. the effects on output, trade and prices are
used to estimate the social and environmental effects.

The econometric specification of E3ME gives the model a strong empirical grounding. E3BMG uses
a system of error correction, allowing short-term dynamic (or transition) outcomes, moving
towards a long-term trend. The dynamic specification is important when considering short and
medium-term analysis (e.g. up to 2020) and rebound effects®, which are included as standard
in the model’s results.

A more technical and detailed explanation of the E3MG methodology can be found in A.

31 Where an initial increase in efficiency reduces demand, but this is negated in the long run as greater

efficiency lowers the relative cost and increases consumption. See Barker et al (2009).
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2. Overview of the current EU-US relationship

The purpose of this chapter is to present a brief overview of the economic, social and
environmental situations in the EU and the US and how they are linked to each other in order to
put the implementation of the Transatlantic Trade and Investment Partnership (TTIP) into
perspective. As such, this Chapter is not only concerned with describing the current state of the
two economies but also with presenting (shared) trends. Each of the three sustainability pillars
will be discussed in a similar way: first, the situation in the EU and the US, with an effort to link
the stories and second, the relationship between the EU and the US. Each description is
generally based on data from commonly recognised sources, such as the World Bank.

2.1. Economic relationship between the EU and US

The economic relationship between the EU and the US is known to be the most significant one
between two trading blocs that we know of.3? Strong mutual ties exist, both through trade in
goods and services as well as investments and these are strengthened by longstanding political
and other forms of co-operation between the two regions. With the ongoing process of
globalisation, these ties are becoming ever more important. It is this context — along with
general economic developments within either the EU or the US — that we aim to illustrate in this
section. It should be noted that we will not pay specific attention to intra-regional
heterogeneity, which does of course exist within both the EU Member States and the US Federal
States.

2.1.1. General economic developments in the EU and the US

Economic developments

Perhaps the most notable economic development since 2000 in the European Union has been its
enlargement up to 28 Member States. It is this set of countries — unless explicitly stated
otherwise — for which the joint economic situation and developments will be illustrated in this
chapter. In general, the EU internally represents a single market with free movement of goods,
services and capital. This market is not yet fully integrated, but moving in that direction.

The US economy is characterised, for example, by its technological power and its relatively
flexible labour market, being the largest in the world in terms of GDP.*® Moreover, as multiple
international crises (dotcom bubble, subprime mortgage crisis) had their roots in the US, the
influence of the US economy on the global economy is undeniably significant. In fact, the US
economy is an important driver for economic conditions worldwide. It is worth noting that like
the EU, the US does not have a fully integrated single market either in certain sectors, for
example professional services or certain financial services, which are fully or partly regulated at
state level, or in the field of mandatory product standards, where individual states may adopt
measures of their own.

We will shortly describe the economic situation and development since 2000.

GDP per capita

As a measure of welfare while controlling for changes in population, EU GDP per capita in
constant 2010 US dollars®* and its growth rate since 2000 are shown in Figure 2.1. GDP per
capita steadily increased until the financial crisis set in in 2008. After that, GDP per capita
growth rates recovered but then suffered another negative shock in 2012. As a consequence,
GDP per capita has stabilised around the level of the pre-crisis year 2007. Clearly, the past
years have been a challenging economic environment for European policy makers. The call for
‘growth and jobs’ has become stronger each year since 2008, among others, for this reason. It
has been widely debated to what extent the economic downturn following the financial crisis has
been triggered by events outside the EU and to what extent it also depended on structural
problems within the EU.

32
33
34

http://ec.europa.eu/trade/policy/countries-and-regions/countries/united-states/.
World Bank, World Development Indicators.
Reporting EU GDP per capita in US dollars instead of euros is intended to ease EU-US comparison.
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Figure 2.1 EU GDP per capita (2010 constant US dollars) and GDP per capita growth
(annual %)
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Figure 2.2 presents the development of US GDP per capita (growth). Except for the period in
which the economy was hit — in a similar way as the EU — by the subprime mortgage crisis and
subsequent financial crisis, US GDP per capita has grown at a relatively steady rate. In other
words, the US economy seems to have quite quickly regained a steady pace of growth after the
crisis period — which contrasts to the post-2010 performance in the EU.

Figure 2.2 US GDP per capita (2010 constant US dollars) and GDP per capita growth
(annual %6)
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Crucial to the influence of events in the US on the EU or vice versa is how the EU and US
economy are economically related. Therefore, let us turn to trade indicators.

International trade

Figure 2.3 shows the trade openness ratio, defined as the sum of exports plus imports of goods
as percentage of GDP, for the EU as a whole. This ratio indicates how important international
trade is for the EU. There is some variation in the trade openness ratio over the years,
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depending on economic circumstances, but clearly, for the EU economy international trade is
very important. More importantly, the trade openness ratio has a positive trend: since the year
2000, the ratio has increased by more than ten percentage points, up to 34 percent in 2013.

Figure 2.3 Extra-EU goods and services trade (%6 of GDP)
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Not only relative to GDP, but also in absolute numbers international trade has become
increasingly important for the EU. Figure 2.4 shows that exports and imports of goods,
excluding intra-EU trade, have both grown by more than 75 percent since 2000. Also apparent
from this figure is that the EU as a whole has had consistently higher imports than exports vis-
a-vis the rest of the world, i.e. a deficit on the current account of the balance of payments.
Remarkably, this deficit turned into a surplus in 2013. This may indicate an improvement of the
overall level of competitiveness of the EU. More likely, it reflects a contraction of domestic
demand in the EU as a consequence of the cyclical downturn that has led to a decline of
imports.

Figure 2.4 Extra-EU exports and imports of goods and services (billion euros)
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Figure 2.5 shows the relative importance of exports and imports of goods for the US economy.
The trade openness ratio stood at 25 percent in 2013, which is slightly lower than in the EU. It
can be said that international trade has become more important for the US economy over the
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past decade and a half, since US trade as a percentage of GDP has increased by five percentage
points since 2000.

Figure 2.5 US goods and services trade (% of GDP)
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This statement is supported by the positive trend of US exports and imports of goods as shown
in Figure 2.6. The sum of exports and imports has almost doubled since 2000. Furthermore, the
US has consistently higher imports than exports, i.e. runs a deficit on the current account of the
balance of payments.

Figure 2.6 US exports and imports of goods and services (billion US dollars)
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Source: Eurostat. 2014 US trade data not available in Eurostat, nor is this data split up in goods and
services.

2.1.2. The economic EU-US relationship

Particularly relevant to a trade and investment treaty such as TTIP is how the US and EU
economies interact with one another. This section illustrates how the EU and US are
economically related through the presentation of some general facts and figures regarding
Transatlantic trade and investment.
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Bilateral trade

The first indicator of bilateral trade is total trade and the trade balance, presented in Figure 2.7.
The figure plots EU exports towards the US (US imports from the EU) and EU imports from the
US (US exports to the EU) since the year 2002. Total goods trade (exports plus imports) goes
up from € 430 billion in 2002 to over € 520 billion in 2014. Total services trade increases from €
230 billion to € 390 billion. Additionally, the EU has had a consistent positive trade balance vis-
a-vis the US. In 2014 the EU had the largest surplus for the period under consideration, with EU
combined goods and services exports to the US worth € 508 billion and EU imports from the US
worth € 397billion, amounting to a surplus of € 111 billion in 2014.

Figure 2.7 EU exports to and imports from the US (nominal billion euros)
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Even though these numbers indicate how substantial the trade is between the EU and the US, it
does not show the relative importance of the US as a trading partner for the EU or vice versa.
Therefore, we present the share of EU exports directed to the US as well as the share of EU
imports originating from the US in Figure 2.8. Three observations stand out. First, the US has
been a significant trading partner for the EU, as (since 2002) on average 23 percent of EU
exports have been directed to the US, while on average 18 percent of EU imports originated in
the US.® Second, the relative importance of the US as a trading partner for the EU (and vice
versa) has declined between 2002 and 2009, which is a reflection of the relative rise of
developing countries in terms of trade volumes. Third, the US has been more important to the
EU as an export destination than as producer for EU imports.

In Figure 2.9, a similar exercise is performed, showing the share of US exports directed towards
the EU as well as the share of US imports originating from the EU. The picture once more
confirms the strong economic relationship between the EU and the US: on average, 24 percent
of US exports were directed to the EU while on average 21 percent of US imports originated
from the EU. Note also that the EU as a destination for US exports and as a producer of US
imports has been almost equally important in relative terms. This relative importance has been
quite stable since 2002.

%5 Excluding intra EU trade.
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Figure 2.8 Relative importance of the US as a trading partner for the EU
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Figure 2.9 Relative importance of the EU as a trading partner for the US
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Bilateral Foreign Direct Investments

The EU and the US are not only economically linked through the exchange of goods and
services, but also — and even more so — through investments. Here we focus on the role of the
US in receiving EU FDI flows. Figure 2.10 shows how EU FDI to the US has peaked shortly
before the financial crisis (2007), then dropped, and peaked again in 2011. In 2007 the EU
invested almost € 180 billion in the US, representing approximately 14 percent of total EU FDI
outflows. In the following years, EU FDI to the US dropped sharply to € 60 billion in 2010. After
2010 FDI flows picked up again. The share of total FDI outflows directed to the US has risen to
25 percent in 2012. In other words, the US has been a major destination for EU investments

abroad and in relative terms one that has become more important again in recent years.
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In 2015 global FDI flows increased by 36 percent, reaching its highest level since the 2008-09
financial crises.®*® Both in the EU as the US a strong growth in FDI flows were reported. FDI
inflow in the US even quadrupled (to the highest level since 2000), but this was partly due to a
historically low level in 2014. As a result the US returned to be the largest host economy of FDI
inflows. After three years of decline, inflows to the EU increased again.

In addition, developing Asia hosted a record FDI inflow. By accounting for one third of total FDI
flows, it continued to be world’s largest FDI recipient region. Largest recipient in this region was
Hong Kong, whereas inflows to China increased by 6 percent and inflows to India nearly
doubled.

For 2016 a decline in FDI flows is predicted due to the current fragility of the worldwide
economy.

Figure 2.10 EU FDI out flows to the US
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Similarly, the US has not only been an important destination country for EU FDI, it has also
been and important source country for FDI into the EU. In Figure 2.11, we show that FDI flows
are large. Also, the impact of the financial crisis is clearly visible, leading to a decline of US FDI
directed to the EU in 2008 and 2009. In 2011, FDI from the US to the EU peaked at almost €
260 billion even though in the following year investments more than halved. The share of total
EU FDI inflows originating from the US shows a positive trend, however, peaking at 28 percent
in 2011.

%6 UNCTAD, Global Investment Trends Moniter, January 2016.
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Figure 2.11 EU FDI inflows from the US
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Impediments to trade

Despite the substantial size of EU-US trade, there are still some significant impediments to
trade. Generally, a distinction is being made between tariff and non-tariff barriers (NTBs). For
this latter category, a further distinction can be made; some NTBs can be part of TTIP
negotiations, whereas others cannot. This last category are made of NTBs that are created in
order to reach a particular policy goal, or is established on the basis of societal/political choices.
A brief outline of these will be provided in order to put TTIP further into perspective when it
comes to trade and to give a general sense of where the benefits of TTIP would come from.

Figure 2.12 shows (trade weighted) averages of effectively applied tariff rates across 10 sectors
for the year 2013, whereas US tariffs refers to tariffs that the US imposes on imports originating
from the EU (the other way around for EU tariffs). The EU imposes the highest tariffs on
imported US processed foods. On the other hand, the highest US tariffs on imports from the EU
are levied in minerals. Clearly, there is quite some variation in tariffs across sectors, as tariffs in
machinery are relatively low while tariffs in manufacturing are substantial, which is mainly due
to high mutual tariffs on articles of apparel.

Figure 2.12 EU-US tariff overview for the year 2013
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With respect to non tariff barriers, the major problem is that these are often very specific, i.e.
they apply to particular sector or product. It is therefore difficult to present a straightforward
overview of the most important or burdensome non tariff barriers. However, non tariff barriers
can be categorised. Categories of non tariff barriers on goods that are generally identified are,
in order of importance for EU firms exporting (or wanting to export) to the US:%’

e Sanitary and Phytosanitary measures (SPS), only for exporters of food, drink, animal
feed and products that come into contact with food;

Technical Barriers to Trade (TBT);

Border procedures;

Measures on competition;

Price control measures;

Licenses and quantity controls;

Finance measures;

Distribution restrictions;

Export-related measures;

Rules of origin;

Intellectual Property (IP);

Government Procurement (GP) restrictions;

Subsidies;

Restrictions on post-sales;

Antidumping duties, countervailing measures and safeguard measures;
Investment measures.

Categories of non tariff barriers on services that are generally identified are, in order of
importance for EU firms exporting (or wanting to export) to the US:

e Restrictions on the movement of people;
Discriminatory measures and standards;
Barriers to compliance and public ownership;

e Restrictions on foreign ownership.

The importance of these barriers differs across firm size and sectors. The sectoral specific trade
barriers are presented and discussed in sectoral analysis, Chapters 7-13.

Other aspects of the EU-US economic relation
Other aspects of the EU-US economic relation include:

e Supranational economic organisations: economic cooperation and negotiation where
both the EU and the US are involved is not only bilateral but also multilateral. As such,
the EU (either directly or indirectly via Member States) and the US are also economically
tied in organisations such as the WTO, OECD and G8. First, the EU is member of the
WTO, but the 28 Member States are also WTO member on their own right. The
European Commission speaks for all EU Member States at almost all meetings on this
platform for trade negotiations and trade related dispute settlements. The EU is only
indirectly represented in the OECD by some of the EU Member States. The EU has,
however, released a joint initiative in corporation with the OECD, named SIGMA
(Support for Improvement in Governance and Management) which aims to strengthen
the foundations for improved public governance. Finally, dubbed ‘its 9" member’ the EU
represents its Member States at the G8, holding the privileges and obligations of
membership but not having the right to chair or host a summit. At this governmental
political forum, issues such as the global economic outlook, climate change and human
rights are addressed.

2.2. Social relationship between the EU and US

Mirrored by the deep economic relationship, the EU-US social relation is also strong. There are
various social issues relevant to this impact assessment. In this part of the Chapter therefore,

57 European Union, 2015.



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

the social situation in the EU and the US as well as the relationship between the EU and the US
are introduced.

2.2.1. General social developments in the EU and the US

Social developments

The prolonged economic downturn following the financial crisis has had a substantial social
impact in the EU — in some Member States more than in others. We have seen in the economic
section that following the global financial crisis, the US recovered, but EU recovery has been
meagre and remained sluggish. Major concerns for the European Commission are therefore
unemployment (especially in the Eurozone periphery, where unemployment rates in countries
such as Greece and Spain have reached levels of 27 percent and 25 percent respectively),
decreasing disposable household incomes, and increasing levels of poverty and inequality,
threatening the EU goal of inclusive and sustainable growth. Recently formulated goals aim to
develop policies that support formation, maintenance and use of human capital, matched by
supply of quality jobs while restoring socio-economic convergence, particularly concerning
Southern and peripheral EU Member States.®® More generally with respect to the legal
framework for labour, the EU complements policy initiatives by Member States by setting
minimum standards. These standards are legally founded in the Treaty on the Functioning of the
European Union (TFEU), particularly Article 153. Member States’ authorities remain responsible
for enforcing the rules. The EC checks Member States for incorporating directives correctly into
national law.3°

From a social perspective the financial crisis also posed significant challenges to policy makers
in the US. Among the major social issues in the US are health care, education, unemployment
and illegal immigration. Specifically, labour law is governed by both federal law, state law and
judicial decisions as well as decisions of administrative agencies.*° Federal law and guidelines
issued by agencies established under federal law or the US constitution have to be followed by
states.*! Below some general social features are illustrated.

Employment

Any economy, also developed economies, will face pressures on economic structures. Figure
2.13 distinguishes the three major economic activities (agriculture, industry and services) and
shows how the distribution of labour across these sectors has changed in ten years. Closely
related to generally observed patterns over the course of economic development, there is a shift
of labour from agriculture and industry towards services. The relative share of the labour force
employed in the services sector has increased from 63 percent to 69 percent at the expense of
agriculture and industry. Even though services have become relatively more important to
employment, in 2010 approximately 25 percent of the labour force was still employed in
industry.

38
39
40
41

EC, DG for Employment, Social Affairs and Inclusion, 2014.
http://ec.europa.eu/social/main.jsp?catld=157.
http://www.legisworks.org/congress/79/publaw-404.pdf.
http://www.dol.gov/opa/aboutdol/lawsprog.htm.
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Figure 2.13 EU distribution of employment across sectors 2000-2010 (26 of total
labour force)
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Considering US sectorial employment shares in total employment, it becomes clear from Figure
2.14 that services have become relatively more important. In 2000, 74 percent of the labour
force was employed in services. In 2010 this percentage had risen to 81 percent. Crucially, this
development shows that the composition of sectorial employment shares is not fixed. It also
becomes clear that even more than in the EU, the services sector is a dominant employer. In
contrast, agriculture has an employment share of only two to three percent.

Figure 2.14 US distribution of employment across sectors 2000-2010 (26 of total
labour force)
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Unemployment

Another major social indicator is the unemployment rate as percentage of the total labour force,
shown for the EU in Figure 2.15. For the period under consideration, the average unemployment
rate has been 9 percent. However, there is quite some fluctuation. The unemployment rate
slowly declined to a level of 7 percent in 2008, but rose sharply thereafter to around 11 percent
in 2013. This illustrates how the unemployment rate moves in accordance with the business
cycle. The unemployment rate generally rises as an economy is in a recession and vice versa,
i.e. the unemployment rate is a countercyclical variable. Remarkably, the situation did not
improve directly after the financial crisis. Rather, the unemployment rate kept rising in the EU,
suggesting a more prolonged structural adjustment rather than a ‘straightforward’ recovery. Of
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course the impact of the Eurozone sovereign debt crisis was felt between 2010 and 2013. Since
2013, the unemployment rate has started to decline.*?

Figure 2.15 EU unemployment rate (26 of total labour force, annual average)
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The average unemployment rate in the US since 2000 has been 6.4 percent. As presented in
Figure 2.16, the financial crisis clearly had a major impact, as an additional 5 percentage points
of the labour force became unemployed. However, recovery of the labour market after 2010 is
also visible in contrast to the EU, as the unemployment rate dropped again to 5.0 percent in
2015 and is poised to decline further. It should be noted, however,
participation has decreased to levels below 60 percent.

Figure 2.16 US unemployment rate (%6 of total labour force, annual average)
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Monthly and quarterly estimates from Eurostat indicate that the unemployment rate is also declining in
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2.2.2. The social EU-US relationship

If we look at how the EU- and US labour markets are linked we find that the US is very
important in terms of jobs created in the EU by US-owned companies or EU companies
exporting to the US market. In Figure 2.17 we show that 32 million jobs in the EU come from
foreign controlled firms (total column). Of those 32 million jobs, the majority (just over 60
percent) comes from other firms in other EU Member States (i.e. the EU internal market).
However, employment by US controlled enterprises is responsible for almost 3.7 million jobs in
the EU — making the US by far the most important extra-EU employer. All other third countries
together also generate around 3.8 million jobs).

Figure 2.17 Employment in the EU by US controlled firms (26 of total foreign jobs in
the EU)
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Source: Eurostat, GTAP9, own calculations.

In addition, we can also look at the employment created in EU firms that produce for exports to
the US as we show in Table 2.1. This means: the below Table indicates how many jobs are
involved in exporting to the US. If TTIP leads to increases in exports to the US, this number is
poised to rise. We see that the majority of jobs — 1.9 million — can be found in the services
sectors (in line with the above analyses for the EU and US that the lion’s share of jobs can be
found in those sectors), but also in manufacturing 1.6 million jobs are linked to exporting to the
UsS.

Table 2.1 Total employment in the EU producing for exports to the US (2011)

food

141.308 62.345 1.563.738 1.926.269 3.693.660
Source: Eurostat, GTAP9, own calculations.

In Figure 2.18 we combine the employment shares in the EU in 2010 across sectors to the split
in EU employment for exports to the US from the Table above. It is interesting to note that the
shares of agriculture are roughly the same. In other words: the share of agriculture in EU jobs is
roughly the same as the share in agricultural jobs as percentage of total jobs for exporting to
the US. What is, however, very different, is that the share of manufacturing jobs for the US (42
percent) is much higher than the share of manufacturing jobs in EU total employment (25
percent). The reverse is true for services. This implies that more trade with the US could give a
significant boost to EU manufacturing and would fit in well with the EU goal of increasing the
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share of manufacturing as percentage of EU GDP from the current 16 percent to the ‘desired’ 20
percent.*®

Figure 2.18 Comparing EU employment shares to EU employment for US exports
(2010, 2011)

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

EU employment shares (2010) Employment producing for exports to the US
(2011)
m Agriculture and food (incl. other primary) ~ ®Manufacturing Services

Other aspects of the EU-US social relation

Health related topic tend to have global impact. Examples include the spreading of
communicable diseases, where co-operation between EU-US sends a strong signal to the rest of
the world. Moreover, the production of and trade in healthcare goods make up a large share of
the world market. A case study is devoted to this topic:

e Supranational organisations: both the EU Member States and the US are members of
international institutions such as the ILO, which is devoted to promoting social justice
and internationally recognized human and labour rights. This organisation acts as a
platform for international, and therefore also for EU-US social consultations. One of the
case studies focuses on ILO core labour standards.

2.3. Environmental relationship between the EU and the US

The main topic concerning the environmental relation between the EU and the US is how
national or regional environmental policies affect the rest of the world. The emission of
greenhouse gasses and related global warming require an international approach. However, the
EU-US environmental relationship is not limited to climate change. Before delving deeper, we
first introduce the environmental situations in the EU and US.

2.3.1. General environmental developments in the EU and US

Environmental developments

A broad range of environmental legislation has been put in place by the EU over the past
decades. Pollution has been reduced and existing legislation has been modernised. Three key
objectives formulated in the 7™ Environment Action Programme are to protect, conserve and
enhance natural capital in the EU, to turn the EU into a resource-efficient, green economy and
to safeguard EU inhabitants from risks related to health and wellbeing caused by environment-
related pressures.?* More generally, EU environmental law is based on Title XX of the TFEU in
particular Articles 191-193. Environmental issues are a shared competence of the EU and its

43 http://europa.eu/rapid/press-release_ MEMO-14-37_en.htm.

44 EC, DG for the Environment, 2014
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Member States. The environmental situation in the EU will be briefly introduced below based on
two broad indicators (energy production and emissions) since a more encompassing baseline is
described in the chapter concerning overall environmental impacts.

In the US, Congress develops environmental legislation, while organisations such as the
Environmental Protection Agency (EPA) are empowered by Congress to formulate environmental
regulations and enforce these by issuing sanctions and levying fines. Federal, state and local
governments as well as private industry are subjected to these regulations. The focus nowadays
mainly lies on climate change. The EPA has been giving responsibility to develop strategies to
manage emissions and to develop standards.

Energy production

To introduce environmental developments, let us first take a look at the way energy is produced
and consumed. Figure 2.19 shows the various sources for electricity generation in the EU. A
distinction is made between oil, gas and coal sources, nuclear sources, hydroelectric sources,
renewable sources and remaining (unidentified) sources. In 2000, around 55 percent of
electricity production in the EU originated from oil, gas and coal sources. This increases to 85
percent when nuclear sources are included. In the period under consideration, the relative
importance of renewable sources excluding hydroelectric sources rose from 2 to 13 percent at
the expense of oil, gas, coal and nuclear sources. This implies there is a noticeable shift of
electricity production towards more sustainable sources of energy production (geothermal,
solar, tides, wind, biomass, and biofuels), but the EU still produces over 50 percent of its energy
from fossil fuels.

Figure 2.19 Sources of electricity production in the EU
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Source: World Bank, World Development Indicators.

Figure 2.20 presents the sources of electricity production in the US. There are two aspects
worth highlighting. First, around 70 percent of electricity production originates from oil, gas, and
coal, which increases to 90 percent if we add nuclear sources. These numbers are thus higher in
the US than in the EU. We also find that these production shares in the US are rather constant.
Second, the production share of sustainable sources is not only small, but is also not growing
substantially: in thirteen years the share of these sources increases by a rather small 4
percentage points. This is considerably less compared with the EU.
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Figure 2.20 Sources of electricity production in the US
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Source: World Bank, World Development Indicators.

Emissions

The sources of energy production are reasonably related to the emission of greenhouse gasses,
for example carbon dioxide (CO2). The development of CO2 emissions in metric tons per capita
in the EU is shown in Figure 2.21. It appears that the emission of CO2 is rather stable, even
though emissions have started to decline following the financial crisis. In 2011, approximately 7
metric tons of carbon dioxide were emitted per capita. More attention to CO2 and other

greenhouse gas (GHG) emissions in the EU will be given in Chapter 5.

Figure 2.21 CO2 emissions in the EU (metric tons per capita)
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Source: European Environment Agency (EEA), author’s calculations.

With respect to CO2 emissions per capita in the US, Figure 2.22 shows a downward trend.
Seemingly, this trend has accelerated during the financial crisis, resulting in a decrease of
emissions by almost 19 percent in 2011 compared with 2000 levels of CO2 emissions in metric
tons per capita. This decrease can be explained by several factors. First, is the economic
situation of the US that has been depressed because of the global financial crisis. Production
and therefore also CO2 emissions are expected to pick up when economic activity increases.
Second, because of the shale oil and shale gas revolution, there is evidence that US industry
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shifts to (cheap) shale gas, which is good for decreasing domestic CO2 emissions.*® In 2011,
approximately 17 metric tons of carbon dioxide were emitted per capita.

Figure 2.22 CO2 emissions in the US (metric tons per capita)
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Source: United States Environmental Protection Agency (EPA), author’s calculations.

We note that the CO2 emissions per capita have been dropping in both the EU and US,
especially in recent years — as consequence of a combination of cleaner production and
depressed levels of economic activity. In the below Figure 2.23, we have put Figure 2.19 and
Figure 2.20 together to not only highlight the trend in CO2 emissions per capita, but also the
differences in levels between the EU an US. Though in the US the decline in CO2 emissions has
been higher than in the EU, US levels are still much higher than EU levels. Furthermore, to put
the figures into a global perspective, Japan, the Russian Federation and a world average have
been added to Figure 2.20. The world average lies around 5 metric tons per capita, which is
lower than the emission level in the EU and US. The Russian Federation and Japan have
emission levels in between those of the EU and the US. Remarkably, even though we see a
negative trend for the US and (to a lesser extent) the EU and Japan, the world average is
increasing. This reflects the increase of CO2 emissions per capita in countries such as Russia
and large countries not shown in the figure, such as China.

Figure 2.23 CO2 emissions for selected countries and the world (metric tons per
capita)
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4 Laurenzi and Jersey, 2013.
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A final important point is the shale oil and shale gas revolution that has taken place in the US.
Oil and gas production has increased tremendously in recent years (see Figure 2.24 for shale
gas below). The US is expected to become a net gas exporter in 2018. This has had a significant
impact on global fossil fuel prices. Slumping fossil fuel prices have taken a toll on numerous
renewable energy projects, while fossil-fuel production remains economically attractive. It also
has meant that relatively speaking, gas has become a more attractive fossil fuel. With the US
projected to becoming a net exporter of gas in 2018, there are potential effects of TTIP for the
Liquid Natural Gas (LNG) market that need to be considered.*® Finally, low prices for fossil fuels,
have made US manufacturing industries such as chemicals much more competitive, with
considerable impacts in some sectors.

Figure 2.24 US domestic shale gas production (billion cubic feet)

12000
10000

8000 /
6000 /

4000 //
2000

—

Billion cubic feet

2007 2008 2009 2010 2011 2012 2013

Source: US EIA.

2.3.2. The environmental EU-US relationship

When we look at the environmental relationship between the EU and US, we see that both are
having a high level of environmental protection, based on the TFEU (Arts 191-193) in the EU
and regulations set by the EPA in the US. Importantly, these are different regulatory regimes.
As a consequence, TTIP may have a different impact on either the EU or the US.*’

Table 2.2 shows trade in energy products between the EU and the US in 2014. It shows that the
EU is a net exporter of petroleum and petroleum products, but a net importer of gas and coal,
coke, briquettes - vis-a-vis the US. Trade of gas and coal, coke and briquettes flows mainly in
one direction: from the US to the EU. Furthermore, while trade in electric current is negligible,
bilateral trade in petroleum amounts to almost 28 billion euros. With the US becoming a net
exporter of gas in 2018 and with a potential TTIP, there may be significant effects of TTIP on
this energy relationship.

Table 2.2 Trade in energy products between the EU and the US (2014; million euros)

Coal, coke and briquettes 6 3,269
Petroleum, petroleum products 16,010 11,808
Gas, natural and manufactured 159 1,205
Electric current 3 8

Source: Eurostat.

46
47

The according assessment can be found at the case study regarding trade in unconventional resources.
This will be discussed in more detail in Chapter 5.
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Other aspects of the EU-US environmental relation

2.4.

Most importantly, environmental issues often concern the entire world: clean water or
air is a global public good. This implies that the EU and the US are environmentally
related by spill over effects: the EU and the US are environmentally affected by actions
initiated and policies implemented elsewhere on the globe;

Supranational organisations: also multilaterally, e.g. in the UN Environment Programme,
both EU Member States and the US are involved. Relevant multilateral environmental
agreements will be exhaustively described in the environmental baseline assessment of
the chapter devoted to assessing the environmental impact of TTIP.

Concluding remarks on the EU-US relationship

From this Chapter, we deduce a few core conclusions:

1.

2.

The EU and US economies are highly integrated through trade and foreign direct
investments;

The EU and US have gone through a deep economic crisis in 2008-09, for the EU
followed by the Eurozone sovereign debt crisis in 2010-12, for the US followed by an
economic recovery;

In 2013, at the start of the TTIP negotiations, the results of these crises were that the
US had high levels of unemployment still, but was set for an economic recovery, while
the EU was still dealing with the fall-out of the Eurozone crisis, with high — and rising —
levels of unemployment and debt. TTIP — in that context — was seen by both EU and US
as a driver for jobs and growth that were both direly needed;

Tariffs and especially non tariff barriers to trade, that do not reflect different societal or
policy choices, create significant impediments to EU-US trade;

The deep level of economic integration also manifests itself in the large number of jobs
in the EU that are created by US majority owned affiliates and the large number of jobs
in the EU working on exports to the US;

Unemployment levels are for both the EU and US higher than desired. However, for the
EU the unemployment levels have been rising until 2013 (standing at 11 percent),
following the global financial crisis and Eurozone sovereign debt crisis, while for the US
unemployment peaked at 10 percent in 2010 and has been dropping since;

The energy mix in the EU and US is dominated by oil, gas and coal — i.e. fossil fuels —
but within that category fuel use is shifting;

CO2 emissions have dropped over the past years for both the EU and US. This is mainly
due to the depressed levels of economic activity, but — in the EU mainly — also in part
due to the use of more renewable energy. The EU and US are also taking coordinated
international action to reduce CO2 emissions. The CO2 emissions drop in metric tons per
capita has been larger in the US, but comes from much higher original levels and
remains high compared with EU emissions levels per capita.
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3. Overall economic impacts

3.1. Introduction

In this Chapter we present the potential economic impacts of the TTIP based on the updated
results of CEPR (2013), hence referred to as ‘the updated results’. The results are an update of
the CEPR (2013) results in the following ways“®:

e The baseline is updated on the basis of more recent growth forecasts and extended by
three years — moving the effect horizon from 2027 to 2030, allowing the use of the
most recent data;

The effects for Turkey have been “split out”;

e Various sectors have been disaggregated further (e.g. processed foods and
metals/metal products);

e The macro-economic effects at EU level are disaggregated for EU Member States; and
For technical reasons, no NTM reduction has been modelled for processed foods (see
Chapter 1 for a detailed explanation).

For the reasons outlined in Chapter 1, in our view CEPR (2013) provides the best model for
simulating the potential effects of TTIP. Our discussion will therefore focus on the — updated —
results from this model. However, where other relevant literature exists, results will be
compared.

This Chapter is organised as follows. In Section 3.2 below we first present the general
macroeconomic expected effects of TTIP. These results are benchmarked against other overall
EU impact assessment studies: the original CEPR (2013), CEPII (2013), Ecorys (2009) and GED
Bertelsmann (2013).4° In addition, we report the potential macroeconomic impact of TTIP on
individual EU Member States and briefly discuss the EU Outermost Regions (Section 3.3). We
then take a closer look at the economic results by examining the estimates at a more
disaggregate level, focusing on sector specific changes for the EU and US (Section 3.4).
Following this, we present the expected impact on third countries (Section 3.5), paying
particular attention to the effects for Turkey (that has a Customs Union with the EU). This
Chapter concludes with a discussion of the potential impacts of TTIP on small and medium-sized
enterprises (SMEs).

3.2. Macroeconomic impacts for the EU and the US

In this section we consider the macroeconomic effects for the EU and US based on the updated
results of CEPR (2013). The estimated changes in national income, GDP, wages, aggregate and
bilateral trade flows, and terms of trade are presented in Table 3.1. While the CEPR (2013)
report is considered to be the key reference study for economic impacts of TTIP for the EU and
US, with the main results presented here originating from an update of that study, various other
quantitative exercises have been undertaken as explained in the literature review (see Chapter
1). In the Table below we present the results of a selection of these studies. We select our
reporting based on two arguments. First, not all studies report both EU and US overall results
(but instead focus on — for example — an individual EU Member State).®® We only report studies
that have results for both the EU and US. This means that ECIPE (2010), IFO (2013) and
Capaldo (2014) — which have no macro-results for the EU as a whole — drop out. Second, some
studies use different approaches, assumptions, data, NTM estimations methodologies — making
it important to report their findings to show variation in results that can follow from those
differences (so these studies we do report below). Other studies can be considered ‘satellite
studies’, as explained in CEPS (2013), i.e. they use exactly the same method as one of the core

48 A more extensive explanation of the differences between CEPR (2013) and the updated results can be

found in Chapter 1.

See the literature review in the previous chapter.

Francois and Pindyuk (2012) for Austria, the Kommerskollegium for Sweden (2012), Felbermayr and
Aichele (2014) for Germany, Ecorys (2012) for the Netherlands, CEPR (2013) for the United Kingdom
and the Trade Partnership Worldwide (2013) for the US.

49
50

May 2016 | 63



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

studies, but — for example — just disaggregate differently or look at an individual EU Member
State.>!

Some guidance to interpretation of the results presented in Table 3.1 is provided in Box 3.1.

Box 3.1 How to interpret the (updated) CEPR (2013) results

In general, the results for a particular variable are expressed in percentages. For
example, the estimated GDP effect in the EU is 0.5 per cent (ambitious scenario). How
should one interpret this number (or any of the other numbers)?

In the Figure below, the example of GDP is graphically illustrated. Time is depicted on
the x-axis. The solid blue line indicates the trend of the GDP level over time. At time
t=0, either a TTIP is implemented or not. In case TTIP is not implemented, this is
referred to as the baseline scenario. This scenario is represented by the blue dotted
line and is simply an extension of the trend line. The alternative is to assume a TTIP
scenario. The new situation followed by the implementation of TTIP leads to a new
(CGE modelled) path of the GDP level after t=0. This alternative is shown by the solid
red line. In the analysis, the GDP level in the TTIP scenario is compared to the GDP
level in the baseline scenario for a particular year (the year of comparison in the
update of CEPR (2013) is 2030). Accordingly, the green arrow in the figure indicates
the estimated impact of TTIP in terms of a gain in the level of GDP. In the output of
the updated results, this gain is expressed in percentages. The cut in tariffs will result
in immediate gains, whereas the NTM removal and gradual adjustment of economic
structures imply gains that will be realised over the course of the years, but at a
slower rate. It is therefore not accurate to represent the estimated impact on GDP for
example as “an additional 0.035 per cent per year” (dividing 0.5 per cent by 14
years).

Importantly, the estimated impact is permanent and applies to (GDP) levels
and not (GDP) growth rates (in fact, marginal GDP changes are the slope of the
lines in the figure below). This implies that after TTIP is fully implemented the
differences between GDP levels with TTIP and without TTIP is 0.5 percent, and this is
the case for each year after 2030 as well (which is represented by the parallel lines
after 2030 and the green arrows in the figure below — note this graph is not to scale.).

Mote: this graph is not to scale

GOP level

£ 5 4 3 2 41 0 1 2 3 4 5 & T 85 8 1 11 12 13 14 15 18
Time
—— Trend ===+ Baseline Scenario (no TTIP) =—— TTIP Scenario

51 The Trade Partnership Worldwide (2013) on TTIP effects for US states is a disaggregation of CEPR
(2013) while Ecorys (2012) is a disaggregation of Ecorys (2009) for the CGE part of the results.
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Table 3.1 Overview of macroeconomic impacts for the EU and the US

Variable CEPR CEPR CEPR CEPR Ecorys GED-B
(2013) (2013) (2013) (2013) (2009) (2013):
update update Ambitiou Less : Fully
Ambitio Less S ambitiou ambitio | liberalis

us®? Ambitiou g us®7:%8 ed®®
S53
GDP

EU, % 0.3

Us, % 0.2

EU, bln 0.5 0.3 0.5 68 0.3 0.7°° 5.0

euros 0.4 0.2 0.4 50 0.3 0.3 13.4

us, bin - - 119 - 122 -

euros - - 95 - 41 -
National
income 0.3

EU, % 0.2

Us, % 4833

EU, bin 0.3 0.2 0.4 - - -

euros 0.3 0.2 0.3 - - -

us, bin - - 86 - - -
euros - - 65 - -
Household
income 0.3

EU, % 0.2

Us, % 40

EU, bin 0.4 0.2 0.5 30 - 0.8 -

euros 0.3 0.2 0.4 - 0.3 -

uUs, bin - - 71 - - -
euros - - 68 - - -
Wages, less
skilled 0.3
EU, % 0.5 0.3 0.5 0.2 - 0.8 -
Us, % 0.4 0.3 0.4 = 0.4 3.7%2
Wages, more
skilled 0.3
EU, % 0.5 0.3 0.5 0.2 - 0.8 -
Us, % 0.3 0.2 0.4 - 0.4 3.7
Total exports

EU (extra 3.4

EU), % 8.2 4.6 5.9 4.8 7.6 2.1 -

Us, % 11.3 7.2 8.0 10.1 6.1 -

52 The ambitious scenario includes the elimination of 25 per cent of NTB related costs, 100 per cent

removal of tariffs and a 50 per cent reduction for NTBs linked to procurement. Projected year: 2030.
The less ambitious agreement considers the three limited policy options simultaneously, i.e. a 10 per
cent reduction in trade costs from NTBs, 98 per cent removal of tariffs and a 25 per cent reduction for
NTBs linked to procurement. Projected year: 2030.

The ambitious scenario includes the elimination of 25 per cent of NTB related costs, 100 per cent
removal of tariffs and a 50 per cent reduction for NTBs linked to procurement. Projected year: 2027.
The less ambitious scenario includes the elimination of 10 per cent of NTB related costs, 98 per cent
removal of tariffs and a 25 per cent reduction for NTBs linked to procurement. Projected year: 2027.
Reference scenarios includes an across-the-board 25% cut in the level of trade restrictiveness of NTMs
for both the product and service sectors with the exception of public and audio-visual services.
Projected year: 2025.

Full reduction of all actionable divergences identified in all sectors. Projected year: 2018.

Trade effects in the Ecorys (2009) study for the EU include intra-EU trade — hence a smaller percentage
change effect.

The liberalized scenario is a deep, comprehensive liberalization of trade in which regulatory barriers to
market access are also reduced. The matrix of trading costs is solely derived from the simulation of
observed trade flows of existing, deep trade agreements.

Real income.

Real per capita income.

This is the figure for percentage change in real wages overall, not specific to less or more skilled
groups.
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Variable CEPR CEPR CEPR CEPR Ecorys GED-B
(2013) (2013) (2013) (2013) (2009) | (2013):
update update Ambitiou Less : Fully

Ambitio Less s>

us®? Ambitiou S us
S53

ambitiou ambitio | liberalis

57,58 ed59

Total imports

EU (extra- 7.4 4.0 5.1 2.9 7.4 2.0 -
EU), % 4.6 2.9 4.7 2.8 7.5 3.9 -
us, %

Bilateral

exports 27.0 15.3 28.0 16.2 49.0 - -
EU to US, % 35.7 22.0 36.6 23.2 52.5 - -
US to EU, %

Terms of trade
EU (extra- 0.5 0.3 0.0 0.0 - 0.1 -
EU), % -0.3 -0.1 -0.2 -0.1 - -0.2 -
us, %

Source: updated results of CEPR (2013); CEPR (2013); CEPII (2013); Ecorys (2009); GED Bertelsmann
(2013).

Note: Estimates to be interpreted as changes relative to the baseline scenario (no TTIP), 20 per cent direct
spill-overs:

The updated results (ambitious scenario) are summarised concisely in Box 3.2 below:

Box 3.2 Key results from the updated CEPR (2013) impact assessment of TTIP

e National income is projected to be 0.3 percent higher each year for the EU
as well as for the US;

e GDP is projected to be 0.5 percent higher each year for the EU and 0.4
percent higher for the US;

¢ Wages for both the high- and low-skilled workers are expected to go up
by 0.5 percent in the EU and by 0.3 percent for high-skilled workers and 0.4
percent for low-skilled workers in the US;

e Total exports increase for both EU (extra EU) (+8.2 percent) and US (+11.3
percent) as do total imports for EU (extra EU) (+7.4 percent) and US (+4.6
percent);

e Terms of trade change marginally: for the EU the estimated improvement is
0.5 percent, for the US there is an estimated deterioration of 0.3 percent;

e Bilateral trade is expected to increase significantly, with an increase of 27
percent of EU exports to the US and 35.7 percent increase of US exports to the
EU.

These updated results are highly comparable to CEPR (2013) and CEPII (2013). In terms of GDP
effects CEPIl (2013) reached marginally lower impacts, but for trade the outcomes are
comparable and for bilateral EU-US trade, CEPII (2013) expects a higher impact from TTIP. The
difference with CEPIlI (2013) comes from CEPIlI estimating NTMs to be much higher and
agricultural NTMs to be much more actionable than the updated results of CEPR (2013) — in the
updated results NTMs for processed foods are not actionable at all®®. The updated results are
more conservative than the Ecorys (2009) results. The Ecorys (2009) results predict higher
national income and GDP effects from TTIP. The Ecorys (2009) study seems to expect lower
trade impacts for the EU than the update of CEPR (2013), but in the Ecorys study intra-EU trade
flows were included. Consequently, the base values for EU trade are larger, of which the
majority is not liberalised (i.e. the share that concerns intra EU trade). The estimated
percentage change in trade is thus lower, however in absolute terms the results are similar.

The updated results are significantly more conservative than the GED Bertelsmann (2013)
results. This, according to CEPS (2014), is primarily due to a different CGE approach — where
simulation assumptions and computations are not directly linked to the content of the current
TTIP negotiations. As explained in Chapter 1, the impact of TTIP on trade in GED Bertelsmann
(2013) is based on the fact that on average, large trade agreements (like NAFTA and the

63 See chapter 1 for a detailed explanation.
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Eurozone) increase aggregated trade by 80 percent, the real ambitions of the TTIP negotiations
are not reflected in the calculations. Given that TTIP is not as ambitious as NAFTA or the
Eurozone the expected impacts are thus overestimated. Note that more generally, various
studies project the impact of TTIP over different timescales. This is a further reason for
differences in results. Standing out is GED Bertelsmann (2013), which compared the factual
observed reality in 2010 to a counterfactual reality in which the TTIP agreement already existed
in 2010.

In the CEPR CGE model the total expected impact for each of the macro indicators (GDP,
national income, household income, wages and trade) has been “split out” by type of trade
measure and spill-over effect. In this way, one can easily see which part of the total impact is
attributed to e.g. the removal of tariffs or the reduction in NTMs. The total effect can be split out
in terms of the following three trade measures and two spill-over effects:

e Tariffs: effect of reduction of tariffs; that is the combination of loss in tariff revenue
with increased other tax revenues, lower production and transport costs, etc. (e.g. the
impact of tariff reduction on national income is +0.07 percent for the EU in the
ambitious scenario);

¢ NTMs on goods®*: effect of the reduction in regulatory unnecessary divergences on
goods through regulatory cooperation; (e.g. the impact of a reduction of NTMS on goods
on national income is +0.22 percent for the EU in the ambitious scenario);

¢ NTMs on services: effect of the reduction in regulatory unnecessary divergences on
services through regulatory co-operation; (e.g. the impact of a reduction of NTMS on
services on national income is + 0.02 percent for the EU in the ambitious scenario);

o Direct spill-overs: effect of the convergence and closer integration of EU and US
regulatory framework and standards on the EU’s direct trade with third countries,
particularly those which are currently mostly trading with the US (e.g. the impact of
direct spill-overs on national income is +0.01 percent for the EU in the ambitious
scenario);

e Indirect spill-overs: effect for the EU of increased trade among third countries
enabled by the more closely aligned EU-US regulatory systems; (e.g. the impact of
indirect spill-overs on national income is +0.02 percent for the EU in the ambitious
scenario).

3.2.1. Expected Gross Domestic Product effects from TTIP

The updated results indicate that TTIP will generate positive gains with the estimated impact on
GDP ranging between 0.3 percent and 0.5 percent each year for the EU and between 0.2
percent and 0.4 percent each year for the US (depending on whether TTIP will be more or less
ambitious). Given the size of the economies in absolute terms this is a considerable gain and a
gain that accrues each year. Furthermore, there is a substantial extra estimated gain in GDP
when comparing the less ambitious scenario with the ambitious scenario for both the EU and US
— from this perspective, the more ambitious TTIP, the higher the expected gains. Modelling
simulations show that GDP effects in the EU are slightly higher than in the US. The
decomposition of the model results shows that the estimated gains are linked mostly to the
lowering of NTMs in goods for both the EU and US. For the EU, tariff liberalisation matters
significantly. The disaggregated effects are presented in Figure 3.1.

64 As explained in Chapter 1, due to technical reasons no reduction of NTMs in the processed food sector

has been modelled. This is not a reflection of the negotiations; nothing has changed in the ambition of
the EC in the negotiations.
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Figure 3.1 Decomposition of total GDP effects for EU and US (%26 of total effect),
ambitious scenario
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Source: updated results of CEPR (2013).

CEPII's (2013) findings on GDP effects are not significantly different, with slightly lower
estimates of 0.3 percent for both the EU and US. The Ecorys (2009) study — with a more
ambitious regulatory convergence scenario — shows larger results. The GED Bertelsmann results
of, respectively, 5 percent and 13 percent increases in GDP for the EU and US show potential
GDP gains could be much larger. The CEPS assessment found these results highly implausible:
“As US exports to the EU amount to a moderate 3.5 percent of US GDP and part of existing
trade is already free or mostly free from barriers, it is very unlikely that even the most
ambitious TTIP would generate no less than 13 percent extra US GDP. Furthermore: the case of
the EU is less extreme but still pretty radical.”®® These large impacts can be found in the
assumption of the scenario, that large trade agreements on average increase aggregated trade
by 80%, which does not take into account the actual measures likely to be included in TTIP.

Box 3.3 Differences in national income and GDP effects — a technical
explanation

The updated results report marginally lower national income effects than CEPR (2013)
and no changes in GDP at the first decimal place. Before discussing why this is the
case, we first recall that there is a difference in economic definitions between National
Income and Gross Domestic Product (GDP). Gross Domestic Product measures the
value in monetary terms (i.e. market prices) of the goods and services produced on
the territory of a country in a certain period. Gross National Income is a concept that
can be derived from GDP by accounting for the difference in income received by
nationals abroad and the income earned by non-nationals on the territory of the
country. In addition, GDP includes capital depreciation which is not included in National
Income. Last but not least, National Income is net of indirect taxes such as VAT, excise
and customs duties.

All these conceptual elements are, however, rarely available in databases used for CGE
modelling in a clear cut manner. In a CGE context a National Income measure is
calculated which rests on the concept of equivalent variation (EV). It shows the change
in real purchasing power for an average consumer given the production, factor returns
and consumer price changes that followed the implementation of the policy change
that is being analysed (the TTIP in this case). In other words it shows how much more
goods and services consumers would be able to purchase given the changes in output
and the factor returns as a result of the implementation of trade agreement if
consumer prices would have stayed constant.

8 CEPS, 2014.
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The marginal changes in national income, GDP and other variables reflect the many
factors that interplay in a general equilibrium setting. The comparison between results
from different simulations can also reflect changes to the baseline, the definition of
scenarios, etc. When comparing the results of the original CEPR (2013) simulation with
those of the updated analysis one has to take into account the changes introduced to
the baseline, and to the sectorial (38 sectors instead of 20) and to the geographical
disaggregation (due to the splitting out of EU Member States and Turkey) of the
model. The scenarios' design was also changed. As the Ecorys (2009) report did not
provide NTMs trade costs equivalents for the sub-sectors of processed foods no cuts to
these were taken into account in the updated simulation. This implies a more limited
liberalisation compared with the one in CEPR (2013). This means that in the processed
foods sectors the domestic producers will face less competition from foreign imports
than if the liberalisation had been more ambitious. As a result the prices would not fall
by as much, which lowered the estimated gains for consumers (given the important
weight of these goods in private consumption). This is reflected in the updated
changes for national income. The estimated GDP changes are not impacted as much as
given that processed food sectors are responsible for a rather limited contribution to
aggregate value added.

3.2.2. Expected national income effects from TTIP

In the ambitious scenario by 2030 national income in the EU and in the US is estimated to be
0.3 percent higher (each year henceforth) relative to a situation where no TTIP was in place. In
the less ambitious scenario, income effects would be around 0.2 percent in both the EU and US.
National income effects can be interpreted as a change in the national consumption possibilities
as they take into account the increase in national output as well as changes in relative
consumer prices that result from the adoption of the trade agreement. We note that the
national income effects in the EU are slightly more positive than those in the US. This is mainly
because the EU tariff component is higher than the US tariff component, as shown in Figure 3.2,
which translates into a larger downward effect on prices in the EU. The main driver for the
national income effects in the EU and US comes from alignment of NTMs in goods (see Figure).
For the US, NTMs in services and direct spill-overs are also relatively important. We also note
that positive national income effects for the EU and US are higher the more ambitious the TTIP.

Figure 3.2 Decomposition of total National Income effects for EU and US

(%0 of total effect), ambitious scenario
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Source: updated results of CEPR (2013).

The CEPR (2013) study reports similar but marginally higher outcomes. The differences are
mainly driven by the fact that the updated results no longer model a reduction of NTMs in the
processed foods sector, while there are some substantial NTMs present in this sector on both
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sides. As a consequence there will be fewer foreign imports at lower prices and thus a less
pronounced reduction of consumers prices. This leads to a smaller impact on national income.
In addition, a small part of the differences can be explained by the fact that the baseline in the
updated results has been updated and the projections of the impacts have been extended by
three years to 2030 (instead of 2027). This, of course, holds also for the impacts on household
income, and bilateral trade

3.2.3. Expected Household Income effects from TTIP

The impacts on household income for the EU are estimated to be 0.4 percent in the ambitious
scenario.®® For the US, this figure equals 0.3. In the less ambitious scenario the expected
impacts are estimated to be 0.2 percent for both the EU and the US. For both the EU and the US
(in both scenarios) the main contribution to this increase comes through a reduction of NTMs on
goods.

The CEPR (2013) estimates for household income in the ambitious scenario were slightly higher,
namely 0.5 percent for the EU and 0.4 percent for the US. The slightly lower outcome of the
update CEPR 2013 results are due to the less ambitious liberalisation of trade in processed
foods ¢’ compared with the CEPR 2013 study, as explained in 3.2.2.

Figure 3.3 Decomposition of total household income effects for EU and US (26 of total
effect), ambitious scenario
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Source: Updated CEPR results.

3.2.4. Expected wage effects from TTIP

The estimated real wage effects are consistently positive, i.e. for both skilled- and less skilled
labour in both the EU and the US, in both scenarios. Expected gains range from 0.2 percent to
0.5 percent and are somewhat larger for the EU than the US. Wage changes for skilled- and less
skilled labour are identical in the EU and very similar in the US. The results are comparable to
the GDP estimates. As noted in CEPR (2013): “The wage effects are in line with changes in GDP
and so are consistent with an interpretation of general cost savings that lead to productivity
gains as firms operate with lower tariff and NTB-related costs for transatlantic commerce.”

The updated results imply that TTIP has a potential positive impact on wages each year, which
is an important social outcome. The GED Bertelsmann study has provided wage effect estimates
for the US only. With a 3.7 percent change in real wage overall, the effect is approximately ten
times as large as the estimated US wage effects in the ambitious scenario of the updated CEPR

5 Household disposable income is a subset of total income (it is less than total national income). It

represents the income available to spend on final consumption (food, clothing, transport, housing), after
allocations to the government and for savings. Changes in this variable therefore measure the changes
in private consumption valued at current prices.

57 No reduction of NTMs in processed foods has been modelled.
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(2013) results). This is, however, not too surprising given the high estimated GDP effects in
GED Bertelsmann. When we disaggregate the total high- and low-skilled wage effect, as is done
in Figure 3.4 and 3.5, we see that the main gains in wages come from successful regulatory
coherence work on NTMs in goods, but also — to a higher degree than with National Income and
GDP — from tariffs. Direct spill-over effects exert a very limited negative wage effect in both the
EU and US — which is to be expected because increased trade with third countries that would
get market access by approximating EU and US regulatory systems would lead to a more
competitive EU and US market.

Figure 3.4 Decomposition of total high-skilled wage effects for EU and US (%26 of total
effect), ambitious scenario
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Source: updated results of CEPR (2013).

Figure 3.5 shows that also for low-skilled workers, NTMs in goods and tariffs matter most, and
that direct spill-overs have small negative wage effects. Looking at the difference between the
disaggregation for high- and low-skilled workers, we see that for the EU low-skilled workers, the
positive tariff effect is slightly less strong, while the negative effect of direct spill-overs is
marginally larger. For US workers regulatory alignment of NTMs in services is relatively more
important for the low-skilled workers and so are tariffs. Also in the US the negative effect on
wages of the low-skilled from direct spill-overs is slightly higher than for high-skilled workers.

This means that for both high- and low-skilled workers both NTM alignment in goods and tariffs
matter most, but that for low-skilled wages in the US, NTM alignment in services also matter
significantly.
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Figure 3.5 Decomposition of total low-skilled wage effects for EU and US (%26 of total
effect), ambitious scenario
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Source: updated results of CEPR (2013).

3.2.5. Expected trade effects from TTIP

Total exports

Total extra-EU exports are expected to increase by 4.6 percent and 8.2 percent after the
realisation of respectively the less ambitious or ambitious scenario. The most substantial effect
comes from the reduction of NTMs on goods, followed by tariff cuts. The prospects for the US
are substantially larger in percentage terms: exports are expected to increase by 7.2 percent
under the less ambitious scenario and by 11.3 percent under the ambitious scenario. The
reduction of NTMs on goods and tariff cuts both contribute significantly to this result. Part of
these total trade results are the consequence of increased bilateral trade with each other, but —
owing to the existence of Global Value Chains (see Brakman et al., 2015) and more generally,
income effects — also third country trade is impacted.

When we disaggregate from what elements of TTIP the export increases originate, we find that
the main driver for increased exports is — again — regulatory co-operation to reduce NTMs in
goods, followed by tariffs. What is noteworthy, however, is that the tariff effect on exports is
higher for the US than the EU, which is not surprising since the initial average tariff faced by US
exporters to the EU is higher than the initial average tariff faced by EU exporters to the US.
Direct spill-overs also contribute relatively more to US exports than to EU exports. This is shown
in Figure 3.6.
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Figure 3.6 Decomposition of total export effects for EU and US (%26 of total effect),
ambitious scenario
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Source: updated results of CEPR (2013).

In CEPII (2013), EU exports and US exports are estimated to increase by 7.6 percent and 10.1
percent respectively. As such, CEPII (2013) also found a larger increase of exports for the US
compared to the EU. The CEPII (2013) estimates lie in between the estimated effects of the less
ambitious and ambitious scenarios from the CEPR (2013) update. The impact reported by
Ecorys (2009) is much lower compared to the updated results but this is because intra-EU trade
flows were included in the Ecorys study (2009).

Total Imports

For the EU the expected TTIP induced increase of extra-EU imports is 4.0 percent under the less
ambitious and 7.4 percent under the ambitious scenario. As with exports, we witness an
increase in imports — hence also an increase in total trade — but at a lower relative level. Both
EU and US imports are expected to increase less than exports. However, for the US the
difference is much larger. The increase in imports can be explained by the increase in income,
people have more to spend and can consume more products, i.e. resulting in increased demand.
This can result in more imports of final products, as well as in more imports of intermediate
products (needed to assemble the final product in the EU). Clearly, the large ambition in
reduction of trade barriers and cuts in border protection, and therefore a reduction in trade
costs is also a significant factor in the increase of imports and exports.

Looking at how total import effects are built up, we see that NTMs in goods are the main driver
for EU and US imports, and so are tariff liberalisation and direct spill-overs. This is depicted in
Figure 3.7. For the EU, the reduction in tariffs accounts for 2.18 percentage points of the
estimated 7.4 percent increase in imports. The reduction in NTMs in goods accounts for 3.6
percent. For the US these numbers are 1.4 percent and 2.1 percent respectively.
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Figure 3.7 Decomposition of total import effects for EU and US (26 of total effect)
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Source: updated results of CEPR (2013).

The CEPII (2013) result for the EU (a 7.4 percent increase in imports) is similar to the result
under the ambitious scenario of the CEPR (2013) update. However, CEPIl (2013) predicts an
increase of US imports of 7.5 percent, which is much larger than the CEPR (2013) update.

Bilateral trade

The updated results imply that TTIP would substantially increase bilateral EU-US trade. Exports
from the EU to the US (i.e. imports of the US from the EU) are estimated to increase by 15.3
percent under the less ambitious scenario and 27.0 percent under the ambitious scenario. The
estimated increase of exports from the US to the EU (i.e. imports of the EU from the US) ranges
from 22.0 percent to 35.7 percent. In other words, the growth of exports from the US to the EU
is expected to be larger than the growth of exports from the EU to the US in relative terms. The
same comes out of the CEPII (2013) report, even though the difference is much smaller (3
percentage points in CEPIlI (2013) compared with 7 to 9 percentage points in the updated
results), and growth of bilateral exports in both directions is estimated to be much larger
(around a 50 percent increase in bilateral trade in both directions).

As is shown in Figure 3.8, the reduction of NTMs in goods sectors would be the most significant
driving force behind these growth rates, followed by the reduction of tariffs. In the ambitious
scenario the reduction in tariffs accounts for 7.4 percentage points (of the 27.0 percent)
increase of EU exports to the US, and 15.2 percentage points (of the 35.7 percent) increase of
US exports to the EU. The numbers for the reduction in NTMs in goods are respectively 20.2
percent and 19.30 percent.

As expected the impact from a reduction in tariffs and NTMs in goods takes up a relatively larger
share of the expected impact for bilateral trade than for total imports and total exports. Since
only EU and US tariffs and NTMs are reduced they will of course have a larger impact when
looking only at EU and US trade instead of extra-EU-world trade and US-world trade.
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Figure 3.8 Decomposition of total bilateral trade effects for EU and US (26 of total
effect)
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Source: updated results of CEPR (2013).

Terms of trade

The final trade effect to be reported is the effect of trade liberalisation on the terms of trade.
Terms of trade indicate how much exports are worth in terms of imports. The estimated
changes in terms of trade are quite small. According to the CEPR (2013) update, the terms of
trade for the EU rise by 0.3 to 0.5 percent in the less ambitious and ambitious scenarios,
respectively. This means that exports buy 0.3 to 0.5 percent more imports for the EU (i.e.
export prices rise more than import prices). The terms of trade for the US worsen marginally by
0.1 percent and 0.3 percent in the less and more ambitious scenarios respectively.

The results from Ecorys (2009) are small and comparable to the updated CEPR (2013) and
CEPR (2013) results. A small and positive increase is expected in the EU terms of trade (0.1
percent) and a small but negative impact is expected in the US terms of trade (-0.2 percent).

3.3. Macroeconomic impacts for EU Member States

When international trade agreements involving the EU have been discussed and analysed in the
past, they have tended to consider the EU as a whole. The TTIP is proving different — as the
negotiations have progressed, there have been growing calls to assess the potential impacts at
the level of individual Member States. This may be partly explained by the sheer size of the
existing current economic relationship between the EU and the US and the anticipated effects.

Before embarking on our analysis of the potential macroeconomic impacts of TTIP for EU
Member States, we should reiterate some facts about the methodology. For instance, the
modelling results stem from a CGE model that does not include processed food liberalisation in
terms of NTMs. Furthermore, the model takes no account of FDI flows, which means results
may be underestimated for countries that are an attractive destination for US inward FDI.
Potential increases in FDI inflows as a result of TTIP may lead to an even stronger bilateral
relationship with the US, which will not appear in the CGE results. Moreover, the removal of
certain services NTMs at the EU level will have a larger or smaller effect depending on the
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composition of the national economy and on the national legislation regarding these EU-wide
NTMs. 8

Figure 3.9 Share of US in goods and services exports in total extra-EU exports, %
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Figure 3.10 GDP impact per Member State, %
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Source: Eurostat data.

In order to facilitate a convenient discussion of the macroeconomic impacts on Member States,
they will be grouped into categories for which the effects may have similar explanations. This
categorization is based on both geographical specificities, as well as existing trade relations with
the US. Table 3.2 summarises these categories. For each of these groups, the estimated
changes in GDP®°, wages and exports and imports are presented for the ambitious scenario.

%8  For example, if a Member State does not have any restrictions in services trade, but at the EU level

there are restrictions, the CGE model will most likely lead to an overestimation of the effect of TTIP on
that specific Member State.

National income will be reported in the Tables too, but since the impact on GDP and National income
tends to be similar for most countries, we aim to avoid repetition here and focus on the often-used
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Additionally, a few indicators that provide insight into economic relations are included in the
analysis, such as the share of the US in total extra-EU exports for goods and services, as
depicted in Figure 3.9 above.

Table 3.2 EU country categorisation

Member States included

Deep commercial ties Belgium, Germany, Ireland, The Netherlands, United Kingdom
with US

South and Southwest France, Greece, Italy, Portugal, Spain

Europe

Other Western Europe Austria, Denmark, Finland, Luxembourg, Sweden

Large EU-13 Bulgaria, Czech Republic, Hungary, Poland, Romania, Slovakia
Small EU-13 Croatia, Cyprus, Estonia, Malta, Latvia, Lithuania, Slovenia,

3.3.1. EU MS with deep commercial ties with US

The first group of countries contains EU Member States that are heavily engaged in
Transatlantic trade. Among them are the four of the six largest EU trading partners with the US
in absolute terms (Belgium, Germany, The Netherlands and the UK)™ and Ireland, which has
the largest goods trade flow with the US in relative terms.

Table 3.3 Overview of macroeconomic impacts for large trade partners, ambitious
scenario

=)= DE 1E NL UK
Baseline values
Goods exportsto US % of total extra-EU 21.2 22.7 50.7 15.1 26.2

exports
Services exports to % of total extra-EU 33.2 28.8 19.4 26.1 36.5
us exports
FDI stock in US % of total extra-EU FDI 45.4 41.5 21.9 23.1 35.7
FDI stock from US % of total extra-EU FDI 16.6 38.4 17.0 35.1 57.3
TTIP Impact
National Income % change 0.4 0.5 1.4 0.4 0.4
GDP % change 1.2 0.6 1.4 0.6 0.5
Wages, less skilled % change 1.1 0.6 1.6 0.6 0.4
Wages, more skilled % change 1.0 0.6 1.7 0.6 0.5
Exports to US % change 28.2 38.3 18.8 16.1 17.8
Imports from US % change 34.4 60.0 18.0 29.0 28.5

Source: Baseline values; Eurostat for trade, and UNCTAD for investment; and TTIP impacts; updated results
of CEPR (2013).

Note: Goods trade data from 2015, services trade data from 2014, investment data from 2012. Estimates to be interpreted
as changes relative to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs. BE = Belgium, DE = Germany,
IE = Ireland, NL = The Netherlands, UK = United Kingdom.

Given that al five Member States have strong trade relationships with the US, the impact of
TTIP on their national income and GDP is likely to be positive. Ireland, with its relatively high
dependency on the US for both imports and exports, stands to gain the most; an expected
increase in GDP of 1.4 percent. Belgium is expected to undergo a 1.2 percent increase in GDP,
although the country’s national income (e.g. output produced by Belgians) may only grow by
0.4 percent. For the three larger Member States in this group, GDP effects are expected to be
less pronounced, but still marginally above EU28-average.

indicator of GDP in our discussion. In case the effects are too different from one another, we will report
both. The difference between national Income and GDP in the CGE modelling is that GDP solely looks at
output within the country’s borders, whereas national income takes into account factor payments across
borders.

https://www.census.gov/foreign-trade/statistics/highlights/toppartners.html; trade partners number 3
and 4, France and ltaly, are included in the Southern European group.
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3.3.2. Southern Europe

The second group consists of five EU Member States that border the Mediterranean Sea: France,
Greece, Italy, Portugal and Spain. Transatlantic exports make up around 10-20 percent of the
total flow. The share of the US in the investment stocks for these countries ranges from 7
percent of the outflow in Portugal to 40 percent in France for both directions (and 50 percent of
the inflow in Greece).

Table 3.4 Overview of macroeconomic impacts for Southern Europe, ambitious
scenario

FR EL T PT ES |
Baseline values
Goods exportsto US % of total extra-EU 17.5 10.5 19.3 18.9 12.8

exports
Services exports to % of total extra-EU 23.0 25.9 22.4 15.4 N/A
us exports
FDI stock in US % of total extra-EU FDI 39.4 14.7 18.7 7.1 19.0
FDI stock from US % of total extra-EU FDI 38.1 49.6 30.1 18.3 31.2
TTIP Impact
National Income % change 0.2 0.2 0.3 0.2 0.2
GDP % change 0.4 0.5 0.5 0.4 0.4
Wages, less skilled % change 0.4 0.4 0.5 0.4 0.3
Wages, more skilled % change 0.4 0.4 0.5 0.4 0.3
Exports to US % change 24.3 13.6 24.4 27.3 13.5
Imports from US % change 29.0 27.5 31.9 28.1 26.0

Source: Baseline values; Eurostat for trade, and UNCTAD for investment; and TTIP impacts; updated results
of CEPR (2013).

Note: Goods trade data from 2015, services trade data from 2014, investment data from 2012. Estimates to
be interpreted as changes relative to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs.
FR = France, EL = Greece, IT = Italy, PT = Portugal, ES = Spain.

The impact of TTIP on the GDP of all five countries is an expansion of approximately 0.5
percent, which is similar to the impact on GDP for the EU as a whole. Wages are expected to
rise by a similar magnitude, following the pattern of GDP. This follows from the assumption in
the model that an increase in output (GDP) leads to a higher demand for labour, resulting in
higher wages™®. This impact is largest in Italy (0.5 percent) and smallest in Spain (0.3 percent).

3.3.3. Other Western Europe

The third group contains the three Scandinavian Member States (Denmark, Finland and
Sweden) along with Austria and Luxembourg. In terms of goods and services exports, these
countries typically ship between 15 and 20 percent of their exports to the US. Outward FDI
makes up a large share of the total investments in Sweden and Finland, whereas it is much
smaller in Austria and Luxembourg. On the other hand, inward FDI from the US amounts to
between a quarter and a third of the total for four of the countries, with the exception of
Luxembourg, where more than 60 percent of the total FDI originates in the US.

™ The CGE model uses the fixed labour supply assumption. See for a more elaborate explanation Chapter

1 and Chapter 4.
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Table 3.5 Overview of macroeconomic impacts for other Western Europe, ambitious
scenario

| JAT __|DK__JFl__JLU _|SE |

Baseline values
Goods exportsto US % of total extra-EU 21.2 21.7 17.0 16.4 18.5

exports
Services exports to % of total extra-EU 11.5 20.7 23.0 16.5 24.1
us exports
FDI stock in US % of total extra-EU FDI 9.6 22.8 43.0 12.2 41.8
FDI stock from US % of total extra-EU FDI 29.8 26.2 21.9 61.3 39.3
TTIP Impact
National Income % change 0.8 0.2 0.3 0.4 0.4
GDP % change 0.9 0.5 0.3 0.9 0.5
Wages, less skilled % change 0.9 0.6 0.5 0.5 0.6
Wages, more skilled % change 0.9 0.6 0.5 0.8 0.6
Exports to US % change 64.5 13.3 26.4 10.5 49.0
Imports from US % change 59.2 20.3 42.7 10.9 26.5

Source: Baseline values; Eurostat for trade, and UNCTAD for investment; and TTIP impacts; updated results
of CEPR (2013).

Note: Goods trade data from 2015, services trade data from 2014, investment data from 2012. Estimates to
be interpreted as changes relative to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs.
AT = Austria, DK = Denmark, FI = Finland, LU = Luxembourg, SE = Sweden.

The three Scandinavian Member States can expect to see their GDP increase by 0.3-0.5 percent
under TTIP, whereas Austria and Luxembourg can expect double that figure. This can be related
to the relatively higher degree of (indirect) economic integration with the US for both these
countries. More specifically, Austrian firms are well integrated in the German value chain, and
export roughly a fifth to the US, and for Luxembourg the services sector relies heavily on the
US. Wages are anticipated to rise slightly more than GDP in the Scandinavian countries.

3.3.4. Large EU-13 Member States

The fourth group of countries is compiled of the six larger Member States that have joined the
EU since the turn of the century: Bulgaria, Czech Republic, Hungary, Poland, Romania and
Slovakia. While these countries are relatively diverse, common trends are apparent in their
baseline values. The US is a more important partner for services exports than for goods exports.
Moreover, with the exception of Poland, the US is not a significant destination for outward FDI,
with Romania and Slovakia at near-zero figures. Inward FDI from the US accounts for more
than a third of the total in Poland, and a little over a quarter for the Czech Republic and
Romania.
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Table 3.6 Overview of macroeconomic impacts for large EU-13 Member States,
ambitious scenario

| [BG JCz JHU |PL_JRO _|SK_ |

Baseline values
Goods exports to US % of total extra-EU 4.6 142 148 109 7.3 14.9

exports
Services exportsto US % of total extra-EU 10.3 17.9 22.7 17.7 30.0 11.0
exports
FDI stock in US % of total extra-EU FDI 10.0 7.1 2.9 15.6 0.2 0.2
FDI stock from US % of total extra-EU FDI 6.2 26.6 10.5 37.1 26.8 13.6
TTIP Impact
National Income % change 0.3 0.1 0.2 0.1 0.2 0.3
GDP % change 0.4 0.2 0.2 0.1 0.3 0.5
Wages, less skilled % change 0.4 0.1 0.2 0.2 0.2 0.4
Wages, more skilled % change 0.4 0.2 0.3 0.1 0.2 0.4
Exports to US % change 31.3 259 35.8 257 20.3 116.4
Imports from US % change 735 545 346 31.6 358 41.2

Source: Baseline values; Eurostat for trade, and UNCTAD for investment; and TTIP impacts; updated results
of CEPR (2013).

Note: Goods trade data from 2015, services trade data from 2014, investment data from 2012. Estimates to
be interpreted as changes relative to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs.
BG = Bulgaria, CZ = Czech Republic, HU = Hungary, PL = Poland, RO = Romania, SK = Slovakia.

These newer Member States are all at or below the EU average in terms of expected GDP
change. Indeed, Slovakia and Bulgaria come close to the EU average of 0.5 percent, but Poland
and the Czech Republic see only marginal increases in their GDP. This may not be caused only
by the relatively low economic integration with the US, but also because electrical machinery is
a relatively important export sector of these countries while the output of this sector in the EU
will, it is anticipated, be negatively affected, as we will see in a later chapter.”? Similarly, the
exclusion of the NTM reduction in the processed food may play a significant part in these
findings, as benefits from reduced NTMs in the processed food sector do not show up in these
results, but may exist in reality. The processed food sector accounts for an important part of the
value added and exports in the listed economies. Wage changes are, again, estimated to be of
similar magnitude as it follows changes in GDP. One remarkable finding is the scale of the
projected increase in Slovakian exports to the US.

3.3.5. Small EU-13 Member States

The last group consists of the smaller Member States that joined the EU in 2004, 2007 and
2013. It is important to mention that the impact and baseline value are therefore based on
relatively small absolute values. Goods and services exports to the US tend to account for about
5-12 percent of the total. Outward FDI seldom ends up in the US, whereas inward FDI from the
US is 35 percent for Cyprus and less than 15 percent for the other six countries.

72 Author’s calculations using Eurostat data indicate that in 2014, for Poland and the Czech Republic, the

share of electrical machinery exports relative to total goods exports amounts to approximately 12
percent and 17 percent, respectively.
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Table 3.7 Overview of macroeconomic impacts for small EU-13 Member States,

ambitious scenario

| [HR Jcy JEE LV __[LT [ MT_|SI |

Baseline values

0, o
Goods exports to % of total extra-EU 6.8 37 126 4.5 11.4 10.6 7.4
us exports
i (o) -
Services exports to % of total extra-EU 6.2 8.2 103 3.5 15 0.8 9.0
us exports
i (o) -
FDI stock in US F/|(:))| of total extra-EU 0.7 13 96 N/A N/A N/A 1.2
0, o
FDI stock from US |:/|03| of total extra-EU 19.0 35.9 12.8 8.9 50 0.3 20
TTIP Impact
National Income % change 0.1 0.3 0.2 0.3 0.4 0.2 0.1
GDP % change 0.2 0.7 0.3 0.4 1.1 0.1 0.3
Wages, less skilled % change 0.2 0.6 0.1 0.4 1.1 0.9 0.2
Wages, more skilled % change 0.2 0.6 0.2 0.4 1.2 0.9 0.3
Exports to US % change 9.3 5.5 13.8 11.7 21.6 22.5 24.0
Imports from US % change 35.0 24.2 49.2 105.1 198.6 14.6 31.8

Source: Baseline values; Eurostat for trade, and UNCTAD for investment; and TTIP impacts; updated results
of CEPR (2013).

Note: Goods trade data from 2015, services trade data from 2014, investment data from 2012. Estimates to
be interpreted as changes relative to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs.
HR = Croatia, CY = Cyprus, EE = Estonia, LV = Latvia, LT = Lithuania, MT = Malta, SI = Slovenia.

There is a large variety in expected GDP effects for these Member States; ranging from 1.1
percent for Lithuania to a mere 0.1 percent in Malta. The Lithuanian finding is most surprising,
especially if one looks at neighbouring Estonia and Latvia, both of which are forecast to
experience smaller GDP increases. One explanation may be that agriculture accounts for a
larger proportion of Lithuania’s economy than most other Member States. TTIP may therefore
make inputs in that sector cheaper, helping to boost output at a lower cost. In terms of
percentage changes in trade flows (especially imports for the Baltic states), it should be
reiterated that the absolute baseline values are small. An explanation for the small increase in
GDP for Malta can arguably be found in the size of economic ties between Malta and the US,
which is relatively small. Moreover, the electrical machinery sector declines significantly (EU28
result), which in Malta accounts for a reasonable share in their export mix. However, benefits
such as lower import prices will still increase welfare in Malta (as it will in any other Member
State).

3.3.6. Overall findings

As it turns out, the intensity of trade with the US seems to be an important explanation for the
different GDP effects. This should not come as a surprise, if one heavily relies on a trade partner
with which barriers still exist, trade will flourish even more upon removal of said barriers and
there will be increases in output and in demand for labour. The position of Member States in the
intra-industry value chain in the EU can explain why exports need not increase for GDP to go
up, as was also found in a study by the World Trade Institute (2016).

Overall, the expected TTIP impact in terms of wage changes is positive for all EU Member
States, both for skilled and less skilled workers The change in wages is partly related to the
expected impact on GDP, as the long-run law of supply and demand stipulate that higher output
requires more labour, which in turn pushes up wages due to the higher demand. It is not
surprising, therefore that the Member States that are expected to gain most in terms of their
overall economies are also the countries expected to gain most in terms of wage changes.

These results imply that — for some EU Member States more than others — the US will become
increasingly important as a trading partner. Imports will increase by more than exports, which
means that there may be a small degree of trade diversion from EU MS to the US. It is
important to note at this point that the trade surplus of the EU as a whole with the US remains.
The wide variation in impact shows that bilateral trade between EU Member States and the US
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is asymmetrically affected across the EU, something that would not have become visible without
disaggregation at EU Member State level.

3.3.7. Results from other literature

In addition to the aforementioned updated results, several studies have been performed for
individual Member States. These studies include the Copenhagen Economics study on Ireland
(2015), CEPR study on the UK (2013), Kommerskollegium study (2012) on Sweden, FIW study
(2013) on Austria, the Ifo Institut study (2013) on Germany, the Ecorys (2012) study on the
Netherlands, CEPR (2013) on Poland and the CEPII (2013) study that includes France. We will
briefly discuss the main results from these studies as presented in the table below and compare
them — where possible — to the findings of the update results of CEPR (2013) for those EU
Member States that we present in brackets and in Italics underneath.

Table 3.8. Overview of macro impacts of TTIP on EU MS from other literature, %
change

I 7 T T A T = NV

National income 4 78 0 79

(CEPR update results) (0.8) (0.5) (0.4) (0.4) (0.4)
GDP 0.2 1.1 0.2 0.4
(CEPR update) (0.4) 1.4) (0.1) (0.5)
Wages skilled 1.1 1.682 1.2 0.3 0.5
(CEPR update) (0.9) (0.6) .7 (0.1) (0.5)
Wages low skilled 1.0 1.6 1.9 0.3 0.5
(CEPR update) (0.9) (0.6) (1.6) (0.2) (0.4)
Exports 2.6 3.8 1.7 1.2 0.3 2.9
Imports 2.5 4.3 1.8 1.1 0.3 2.5

Most studies differ in the scenarios simulated (as indicated underneath the table), but all rely —
except for the Ifo Instut study — on CGE methodologies (although not necessarily the same
model). With the exception of the studies on Ireland and the UK, these other studies are very
limited in the results they present at the macro level.

The first thing to note is that all results are positive, despite the variety in study methods,
assumptions, scenarios and techniques. It is also clear that some Member States are expected
to gain more than others. The study on Austria predicts larger impacts than the CEPR (2013)
updated results. The difference in wage effects are only marginal, however for national income
the study on Austria estimates an effect twice as large (1.7 percent versus 0.8 percent) than
that found in the CEPR (2013) updated results. Also, the study on the German economy
estimates larger impacts than the updated CEPR (2013) results do. The impact on national
income is remarkably high: 4.7 percent versus 0.5 percent. These differences can be explained
by the use of a completely different methodology, as has been discussed in Chapter 1 and the
Annexes. The expected impacts for Ireland, Sweden and France on the other hand are slightly
lower compared with the CEPR (2013) updated results. When we look across variables, per EU
Member State, based on the above results, Ireland is expected to gain most compared with the
other six countries.

7 Scenario: 50% reduction of actionable trade barriers (equals 25% of all trade barriers). CGE model

used.

Comprehensive scenario, complete reduction of tariffs and additional creation of a single market.
Structurally estimated general equilibrium model used.

Scenario: 100% tariff reduction, removal of 100% scanning requirement, 25% reduction in trade
restrictiveness of NTMs.

76 Same scenario as CEPR (2013), CGE model used.

7 Ambitious scenario, alignment of all actionable NTBs (equals 50 of all NTBs), CGE model used.

®  Same scenario as CEPR (2013), CGE model used.

7 Comprehensive scenario, 50% reduction of NTBs. CGE model used.

80 Modified ambitious scenario, 100% tariff reduction, 50% reduction of actionable NTBs, 75% NTBs in
chemicals, motor vehicles, and business and ICT services.

Real income.

Real wage.

74

75
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The Polish study allows for a deeper analysis of the effect of the exclusion of the NTM reduction
in the processed food sector. The results for Poland in Table 3.8 display the split-out impact of
TTIP on GDP, based on the CEPR (2013) model and assumptions. It seems that the expected
GDP impact is double the size when NTMs are reduced in the processed food sector (e.g. 0.2
percent as opposed to 0.1 percent in the updated CEPR (2013) results).

3.3.8. Expected impact of TTIP on the EU’s Outermost Regions

There are nine EU Outermost Regions (OR), as referred to in Article 349 of the TFEU. These
regions are:

Azores and Madeira (Portugal);
The Canary Islands (Spain);

e Guadeloupe; French Guiana; Martinique; La Reunion; Saint-Martin and Mayotte
(France).

The OR are located in different geographical basins: the Atlantic Ocean, Caribbean, Amazonia
and Indian Ocean. They range from 51 km? in size (Saint Martin) to 83,846 km? (French
Guiana), which is about twice the size of The Netherlands. The Outermost Regions are
constrained by several factors such as; inter alia, remoteness, small size (being in most cases
island economies), climate and dependence on only a few products or services. Table 3.9 below
provides an overview of the GDP per capita of the EU ORs according to the latest figures
available, with the lowest found in Mayotte.

Table 3.9 2014 GDP (PPS) of the EU Outermost Regions

Outermost Region GDP per capita (EU =100

Azores 71
Madeira 73
Canary Islands 78
Guadeloupe 73
French Guiana 58
Martinique 77
La Reunion 70
Saint-Martin N.AS3
Mayotte 31

Source: Eurostat.

For most of the ORs the main sectors of economic activity are the agri-food sector (bananas,
sugar, rum and milk), fisheries, the tourism sector and public works. Due to their remoteness
the ORs mainly trade with their nearest neighbours, their Spanish, Portuguese or French mother
countries and the rest of the EU. Although many OR are a long distance from the EU, trade with
the EU has the advantage of being free of tariffs and other trade restrictions (since they enjoy
the same access to the Single Market as MS do). For example, Guadeloupe exports 80 percent
of total exports to France, 15 percent to the rest of the EU, 2 percent to Central America and 1
percent to North America.®*

Since the ORs are not included in the CGE modelling, it is not possible here to establish the
potential impacts TTIP might have. However, as this agreement covers products produced in the
ORs, it will be important that, during negotiations, their specific situation and economies are
taken into account.

8 As regards Saint Martin, IEDOM estimates GDP per capita in Saint-Martin to EUR 29,905 (in 2010), well
below the national average and lower than Guadeloupe.

8 Trade data for 2011. Source:
http://www.guadeloupe.cci.fr/fileadmin/document/S_informer/Etudes_eCONOMIQUES/Commerce_exter
ieur_Guadeloupe EN.PDF.

May 2016 | 83


http://www.guadeloupe.cci.fr/fileadmin/document/S_informer/Etudes_eCONOMIQUES/Commerce_exterieur_Guadeloupe_EN.PDF
http://www.guadeloupe.cci.fr/fileadmin/document/S_informer/Etudes_eCONOMIQUES/Commerce_exterieur_Guadeloupe_EN.PDF

Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

3.4. Sectoral impacts of TTIP for the EU and US

In order to understand better the underlying changes of the macroeconomic effects within the
EU and US economies as a consequence of TTIP, we now move on to the disaggregated sector
specific changes in output, employment and trading patterns. As with the overall
macroeconomic analysis, we will use the available quantitative modelling results at sector level
from the 2015 update of the CEPR (2013) study.®® Tables 3.10, 3.11, and 3.12 show the
expected impacts of TTIP on output, employment, exports and imports at a sectoral level for the
agricultural/primary, manufacturing and services sub sectors. As in the previous section, we
distinguish between the impact following the implementation of either a less ambitious or an
ambitious comprehensive TTIP agreement®. Here, discussion will focus mainly on the ambitious
scenario. As indicated earlier, it is important to keep in mind that no reduction of NTMs in the
processed food subsectors has been modelled, which could result in expected impacts that are
underestimated.®’

3.4.1. Relative importance of the EU and US sectors

Before discussing the outcomes of the CGE modelling at sector level, we will first have a look at
the relative importance of the EU and the US sectors. The expected impacts of TTIP are
presented in percentages changes, but without knowing the size and importance of a sector the
percentage changes don’t tell us the full story. Table 3.10 below presents the baseline value
added of the sectors in the EU and in the US in billion euros and in percentage share of total
value added generated.

In the EU the majority of value added is generated in the service sectors, 16,646 of the 21.886
billion euro (76.6 percent). The business services (22.8 percent), other services (19.7 percent),
construction (13.5 percent) and distribution (6.6 percent) sectors have contributed the most. Of
the remainder of total value added around 19 percent is attributed to the manufacturing sector
and 5 percent to the agriculture and primary sector. Within the manufacturing sector the largest
shares of value added can be found in the following sectors: other machinery (4.4 percent),
chemicals (2.5 percent), wood and paper products (2.4 percent), fabricated metals, (1.7
percent), motor vehicles (1.5 percent), and non metallic mineral products (1.4 percent). The
energy and other primary sector have the largest share of value added within the agriculture
and primary sectors, both 1.4 percent.

The share of value added of the services sectors is even larger in the US, 83.2 percent or
19,830 out of the 23,829 billion euro. The largest shares can be found in the same four service
sectors as in the EU, though in a different order. The other service industry generated 30.8
percent of total value added, distribution services 12.9 percent, construction services 11.5
percent and business services 10.6 percent. The share of value added generated in the
manufacturing sectors is only 13 percent. The sectors that added the most value are almost the
same as in the EU: other machinery (2.6 percent), wood and paper products (2.4 percent),
chemicals (2.0 percent), motor vehicles (1.0 percent), other transport equipment (0.9 percent)
and processed foods (0.8 percent). Out of the agriculture and primary sectors the energy sector
has the largest share in value added with 2.3 percent.

8  Where possible, sector results from CEPR (2013) were compared to its updated results. No

extraordinary changes were identified.

See footnotes a and b in Table 3.1.

These subsectors are: Ruminant meats, Other meats, Vegetable oils, Dairy products, Rice, Sugar,
Processed foods, and Beverages & tobacco.
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Table 3.10 Baseline value added in billion euro and percentage share

Cereals, other grains 76.7 0.35% 78.6 0.33%
Vegetables and fruits 95.6 0.44% 73.3 0.31%
Other primary agriculture 211.0 0.96% 89.7 0.38%
Other primary 304.5 1.39% 112.1 0.47%
Energy 305.6 1.40% 542.4 2.28%
Ruminant meats 2.8 0.01% 46.4 0.19%
Other meats 43.0 0.20% 42.1 0.18%
Vegetable oils 34.9 0.16% 26.1 0.11%
Dairy products 127.7 0.58% 48.8 0.20%
Rice 3.6 0.02% 3.8 0.02%
Sugar 12.7 0.06% 8.0 0.03%
Processed foods 248.6 1.14% 198.2 0.83%
Beverages, tobacco 129.0 0.59% 68.1 0.29%
Textiles 68.9 0.31% 56.5 0.24%
Clothing 67.1 0.31% 29.7 0.12%
Leather products 36.6 0.17% 5.4 0.02%
Wood and paper products 523.8 2.39% 558.9 2.35%
Chemicals 547.2 2.50% 468.5 1.97%
Iron and steel products 42.8 0.20% 37.2 0.16%
Non-ferrous metals 18.8 0.09% 41.6 0.17%
Fabricated metals 369.3 1.69% 154.4 0.65%
Motor vehicles 320.2 1.46% 236.3 0.99%
Other transport equipment 168.1 0.77% 225.1 0.94%
Electrical machinery 74.9 0.34% 52.9 0.22%
Other machinery 954.3 4.36% 616.1 2.59%
Non metallic mineral products 302.7 1.38% 120.3 0.50%
Other manufactures 150.0 0.69% 59.0 0.25%
Construction 2,947.8 13.47% 2,737.1 11.49%
Distribution 1,451.9 6.63% 3,076.9 12.91%
Land other transport 577.6 2.64% 443.1 1.86%
Water transport 56.2 0.26% 40.2 0.17%
Air transport 58.3 0.27% 115.4 0.48%
Communications 508.4 2.32% 419.5 1.76%
Finance 765.2 3.50% 1,846.7 7.75%
Insurance 210.0 0.96% 458.3 1.92%
Business services 4,984.2 22.77% 2,519.5 10.57%
Personal services 770.9 3.52% 835.5 3.51%
Other services 4,315.3 19.72% 7,337.8 30.79%
Total 21,886.3 100% 23,829.3 100%

Source: CEPR 2013 updated results.
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3.4.2. Expected sector level output effects from TTIP

As Table 3.11 shows, the expected impact of TTIP on output in agriculture and other primary
sectors is generally small. Production in the agricultural sector specifically, is virtually
unaffected. Only in the energy sector there is a notable positive effect of 0.5 percent for both
the EU and US. Output changes across primary sectors are consistently higher in the US than in
the EU (under the ambitious scenario), even though the difference is only marginal.

Within manufacturing, the table shows that the largest output growth in the EU is expected to
be in the leather products sector (2.7 percent). Output will also grow by more than 1 percent in:
beverages and tobacco (1.1 percent), motor vehicles (1.5 percent), clothing (1.8 percent) and
textiles (1.8 percent). Although the largest percentage increase is expected to be in the leather,
clothing and textiles sectors, because of their small baseline values®®, the absolute changes in
these sectors are, relatively speaking, still small. A small baseline value in combination with
relatively high tariffs that are still in place can result in substantial percentage estimates for
output changes. Also in the automotive sector and beverages & tobacco sector there are still
relatively high tariffs in place, however, contrary to the leather, clothing and textiles sectors,
they are the two largest sectors in the EU in terms of production value. It are also sectors where
the EU has a comparative advantage, therefor it is not surprising that larger gains are expected
here. When decomposing the results we see that the textiles, clothing and leather products
sectors mainly benefit from the reduction of tariffs whereas the automotive sector mainly
benefits from a reduction in NMTs in goods.

There are, however, also sectors that are expected to see a decline in output. The output of
electrical machinery is estimated to contract by 7.9 percent, and that of iron & steel and non-
ferrous metals, is expected to fall by 2.5 percent and 3 percent respectively as a result of the
agreement. It appears that these sectors are hit harder by the increased competition after a
reduction of tariffs and NTMs. A decomposition of the impact shows indeed that the negative
impact for these three sectors is mainly driven by direct spill-overs. Third countries can benefit
by more aligned EU and US regulation and consequently trade less costly with these two
countries. The electrical machinery, iron & steel, and non ferrous metal sectors clearly lose out
because of this. Additionally, because the electrical machinery sector is expected to impacted
negatively we would expect upstream sectors such as iron & steel and fabricated metals to also
lose out. The expected negative impact in the electrical machinery sector might seem rather
higher, however a quick look at Table 3.10 above shows that baseline value of value added is
very small. The electrical equipment only contributes 0.3 percent to total value added in the EU.
The share of iron & steel and non-ferrous metals is even lower, 0.2 and 0.1 percent
respectively. Consequently an expected impact of -0.8 in the fabricated metals sector could
have a larger effect.®®

In the US, the largest gains in terms of output are expected in the non-ferrous metals sector
(3.2 percent), other meats sector (2.2 percent), other machinery (1.5 percent) and rice (1.1
percent). The non-ferrous metals, other meats and rice sectors largely benefit from a reduction
in NTMs in goods. Still these sectors only make a small share of US total value added (together
0.4 percent) and total effects thus likely to be small. The other machinery sector on the other
hand has the largest share in value added in manufacturing (2.6 percent of total US value
added) and the end effect is thus likely to be larger than in the other meats sector. For the
same reasoning an expected impact of 0.6 percent in the other transport equipment sector
could have a similar effect, given its relative large share in value added (1.0 percent).

Sectors that are expected to shrink most in relative terms include beverages and tobacco,
electrical machinery and motor vehicles, with expected negative growth rates of 2.6 percent,
2.4 percent and 2.9 percent respectively. The US has a comparative disadvantage in the
beverages & tobacco sectors (whereas the EU has a large comparative advantage).®® The
negative change in output in the beverages and tobacco, and motor vehicle sector is caused by
the reduction of NTMs in goods and the direct spill-overs. For the electrical machinery sector,
the direct spill-overs are the main reason for the negative impacts. As for the EU sector it is
likely that the US sectors cannot face the (increased) competition from third countries. In order
to relativise these numbers we compare them with the baseline values presented in Table 3.10.

8  Each these three sectors represents only 1 percent of total EU manufacturing output in 2014 (Eurostat

SBS database).
The relative importance of this sector is much larger with a share of 1.7 percent in EU value added.
European Competitiveness report 2014
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The beverages and tobacco, and electrical machinery sector are of relative small importance and
add respectively only 0.3 and 0.2 percent to US value added. The total effect on output is
therefore expected to be rather small. With a value added share of 1.0 percent, the effect on
output in the motor vehicle sector is expected to be more significantly. Similarly, the expected
impact on the wood and paper products (-0.1 percent), and chemical sector (-0.4 percent) is
relatively small, but given their high shares in value added (2.4 percent and 2.0 percent), the
total effect on output of these sectors is likely to be more significant. Besides the sectors
highlighted, other sectors are not affected significantly regarding output change: these sectors
see their output either decline or rise to a very limited extent.

Output changes in the EU services sector are positive across all sub-sectors but also small. The
insurance and water transport sectors are the most significant growth sectors in terms of output
(growth rates of 0.8 percent and 0.9 percent respectively). In the US, output growth rates are
similarly close to zero. For finance and insurance, small but negative growth rates are
estimated.

Table 3.11 Expected sectoral impact on output (% change)

EU — less | EU —|US — less | US —
Sector ambitious ambitious ambitious ambitious

Agriculture and other primary

Cereals, other grains 0.0 0.0 0.0 0.3
Vegetables and fruit 0.1 01 0.0 0.1
Other primary agriculture 0.2 0.1 0.1 05
OUEr DALy 0.0 0.0 0.0 0.1
SN 0.5 0.5 0.1 0.5

Manufacturing (including food processing)

Ruminant meats -0.3 -0.5 0.0 0.4

Other meats 0.0 -1.0 0.2 2.2

Vegetable oils 0.4 0.5 -0.5 0.0

Dairy products 0.4 0.3 -0.3 0.2

Rice -0.1 -0.6 0.0 1.1

Sugar 0.4 0.4 -0.1 0.2

Processed foods 0.3 0.4 0.0 0.4

Beverages, tobacco 0.7 1.1 -1.4 -2.6
Textiles 1.7 1.8 -0.4 0.6

Clothing 1.8 1.8 -0.8 0.3

Leather products 2.4 2.7 -1.4 0.2

Wood and paper products 0.1 0.1 -0.1 -0.1
Chemicals 0.1 0.3 0.2 -0.4
Iron and steel products -0.7 -2.5 -1.9 -1.4
Non-ferrous metals -1.1 -3.0 0.9 3.2

Fabricated metals 0.0 -0.8 -1.4 -1.1
Motor vehicles 0.2 1.5 -0.6 -2.9
Other transport equipment -0.1 0.0 0.5 0.6

Electrical machinery -4.0 -7.9 -2.5 -2.4
Other machinery 0.5 0.4 0.5 1.5

Non-metallic mineral

products 0.5 0.7 -0.6 -0.2
Other manufactures 0.7 0.7 0.4 0.5
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EU — less | EU —|US — less | US —
Sector ambitious ambitious ambitious ambitious

Services

Construction 0.3 0.5 0.2 0.3

Distribution 0.4 0.5 -0.1 0.1

Land other transport 0.4 0.5 -0.1 0.2

Water transport 0.5 0.9 0.2 0.4

Air transport 0.3 0.4 0.1 0.4

Communications 0.1 0.1 0.1 0.3

Finance 0.2 0.4 -0.1 -0.1
Insurance 0.4 0.8 -0.3 -0.5
Business services 0.1 0.2 0.0 0.1

Personal services 0.1 0.2 0.1 0.3

Other services 0.1 0.3 0.1 0.2

Source: updated results of CEPR (2013).
Note: Estimates to be interpreted as changes to the baseline scenario (no TTIP) in 2030, 20 per cent direct
spill-overs.

3.4.3. Expected sector level employment effects from TTIP

As Table 3.12 shows, changes in employment for skilled- and less-skilled labour are very similar
in agricultural and other primary sectors. In general, the estimated effect is relatively small.
Also, changes in employment correspond to changes in output. In agriculture, no more than 0.7
percent of employment growth for either less or more skilled labour against the baseline is
expected to occur after trade liberalization. Growth rates are — in accordance with output
changes — consistently higher in the US than in the EU. In the EU, employment growth is largest
in the energy sector (0.3 percent for both less skilled and more skilled). In the US, other
primary agriculture is expected to be growing fastest in terms of employment (0.6 percent for
less skilled labour, 0.7 percent for more skilled labour).

The biggest percentage increase of employment in EU manufacturing sectors is expected to
occur in the leather products sector (2.2 percent less skilled and 2.3 more skilled), followed by
textiles (1.5 percent) clothing (1.5 percent) and beverages and tobacco (0.8 percent). The
biggest decline is expected in electrical machinery (7.5 percent). In addition, the non-ferrous
metals sector and iron and steel sector are expected to see a significant decline of 3.0 and 2.6
percent respectively for both more skilled and less skilled labour. The expected changes in
employment are linked to the expected changes in sectoral output. If a sector’s output is
expected to increase, more labour is also needed to bring about this increase in output. The
contrary holds for an expected decrease in output. Since leather products, textiles, clothing and
beverages and tobacco are expected to experience the biggest increase in output due to TTIP, it
is not surprising that the largest increases in employment are also expected in these sectors.
The same logic holds for the electrical equipment, non-ferrous metal and iron and steel sectors,
which are expected to see a (substantial) decrease in their output and thus will require less
labour.

A similar story holds for the US. The non-ferrous metals sector is expected to expand its
employment by 2.9 percent. The expected changes in the other meat, other machinery and rice
sector are respectively 2.1 percent, 1.4 percent, and 1.3 percent. In contrast, a significant (2.8
percent) contraction in motor vehicles sector can be expected, as well as in beverages &
tobacco (2.6 percent), electrical machinery (2.4 percent), iron and steel products (1.5 percent)
and fabricated metals (1.1 percent). For the primary and manufacturing sectors, there is no
significant difference in changes in employment between less skilled and more skilled labour per
sector (i.e. employment of less skilled and more skilled labour is affected more or less the same
within a particular sector).

For services, changes in less and more skilled labour employment in both the EU and the US are
close to zero. In the ambitious scenario the EU insurance services and water transport stand out
with an expected increase in employment of 0.6 and 0.4 percent respectively for both skill
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groups. On the US side these are construction and insurance, with an expected change of 0.3
and -0.5 respectively for both skill groups. Also, for the services sectors the expected impacts
are in line with the expected impact on output, i.e. the sectors that are expected to see their
output increase (decrease) are also the sectors that are expected to see employment increase
(decrease).
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Table 3.12 Expected sectoral impact on employment (% change)

I Less skilled More skilled

Sector EU — less EU - US - less us - EU — less EU - US - less us -
ambitious ambitious ambitious ambitious ambitious ambitious ambitious ambitious

Agriculture and other primary

Cereals, other grains 0.0 -0.1 0.1 0.4 0.0 0.1 -0.1 0.4
Vegetables and fruit 0.1 -0.1 0.0 0.2 -0.1 0.1 0.0 0.2
Other primary agriculture 0.2 0.1 0.1 0.6 0.2 0.1 -0.1 0.7
Other primary 0.1 0.1 0.0 0.2 0.1 0.1 0.0 0.2
Energy 0.3 0.3 -0.1 0.4 0.3 0.3 -0.1 0.5
Manufacturing (including food processing)

Ruminant meats 0.0 -0.2 -0.1 0.3 0.0 -0.2 -0.1 0.3
Other meats -0.3 -1.3 0.2 2.1 -0.3 -1.3 0.2 2.1
Vegetable oils 0.3 0.5 -0.6 0.1 0.3 0.5 -0.6 0.1
Dairy products 0.3 0.2 -0.4 0.2 0.3 0.2 -0.4 0.2
Rice -0.2 -0.7 -0.1 1.3 -0.2 -0.7 -0.1 1.3
Sugar 0.2 0.3 -0.1 0.2 0.2 0.3 -0.1 0.2
Processed foods 0.1 0.1 0.0 0.2 0.1 0.1 0.0 0.2
Beverages, tobacco 0.4 0.8 -1.3 -2.6 0.4 0.8 -1.3 -2.5
Textiles 1.4 1.5 -0.4 0.5 1.4 1.5 -0.4 0.5
Clothing 1.5 1.5 -0.8 0.2 1.5 1.5 -0.8 0.2
Leather products 2.0 2.2 -1.4 0.1 2.0 2.3 -1.4 0.1
Wood and paper products 0.0 -0.1 -0.1 -0.2 0.0 -0.1 -0.1 -0.2
Chemicals -0.1 0.0 0.1 -0.5 -0.1 0.0 0.1 -0.5
Iron and steel products -0.8 -2.6 -1.8 -1.5 -0.8 -2.6 -1.8 -1.4
Non-ferrous metals -1.2 -3.0 0.8 2.9 -1.2 -3.0 0.8 2.9
Fabricated metals -0.2 -0.9 -1.3 -1.1 -0.2 -0.9 -1.3 -1.1
Motor vehicles 0.1 1.2 -0.7 -2.9 0.1 1.3 -0.6 -2.8
Other transport equipment -0.2 -0.1 0.4 0.5 -0.2 -0.1 0.4 0.6
Electrical machinery -3.8 -7.5 -2.4 -2.4 -3.8 -7.5 -2.4 -2.4
Other machinery 0.4 0.2 0.4 1.4 0.4 0.2 0.5 1.4

Non metallic mineral 0.3 0.3 -0.6 -0.3 0.3 0.3 -0.6 -0.3



Error! No document variable supplied.

Less skilled More skilled

Sector EU — less
ambitious

products

Other manufactures 0.5
Services

Construction 0.1
Distribution 0.0
Land other transport -0.1
Water transport 0.2
Air transport 0.1
Communications -0.1
Finance 0.1
Insurance 0.3
Business services -0.1
Personal services 0.0
Other services 0.0

Source: updated results of CEPR (2013).

Note: Estimates to be interpreted as changes to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs.
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3.4.4. Expected sector level (extra EU) trade effects from TTIP

When it comes to trade, exports and imports in the primary sectors are generally expected to
increase in both the EU and the US, as shown in Table 3.13. The largest expected increase of
extra EU exports (in the ambitious scenario) is 2.8 percent for the energy sector, closely
followed by 2.6 percent growth for other primary agriculture both sectors clearly benefit from
the reduction in tariffs.®! The largest expected increase in extra EU imports can be found in
cereals & other grains (4.8 percent) and in other primary agriculture (3.0 percent).Also here the
reduction in tariffs is the largest contributor to this increase. In the US, the export growth of the
energy sector also stands out with a growth rate of 3.6 percent. With respect to imports, the
biggest growth is in the sector other primary agriculture (3.6 percent). Just like in the EU the
reduction of tariffs brings about the largest part of the estimated increase in both exports and
imports.

Similarly, EU manufacturing sectors are expected to see their extra EU exports grow after trade
liberalization. The only exception is electrical machinery, of which extra EU exports are
estimated to decline by a relatively modest 1.5 percent. Given the expected large decrease in
output in this sector it can be expected that the production for both the domestic and foreign
market will decline and thus a decrease in extra EU exports. As for output, the expected
decrease is mainly driven by direct spill-overs. The largest growth (of 40.9 percent) is expected
to occur in the motor vehicles sector. The other sectors that are expected to see substantial
growth in extra EU export are: non-ferrous metals (24.8 percent), fabricated metals (21.0
percent), dairy products (16.1 percent) and beverages & tobacco (13.2 percent). Regarding
extra EU import growth, the largest expected increases can be found in dairy (67.9 percent),
motor vehicles (42.1 percent), other transport equipment (11.2 percent), beverages & tobacco
(10.6 percent) and wood and paper products (10.3). The increase in extra EU imports for all
other manufacturing sectors lies between 0.5 percent and 9.5 percent. When looking at the
disaggregation of the results (for both extra EU imports and extra EU exports), we see that the
sectors mentioned above are the sectors that benefit the most from a reduction in NTMs (except
for dairy and beverages & tobacco), and to a lesser extent of the reduction in tariffs. It is indeed
the case that there are still relatively high tariffs in place in the dairy, beverages & tobacco,
metals and automotive®? sector. Also, in the automotive sector there are several burdensome
NTMs in place and many small differences in regulations exist. When these are reduced a large
trade potential between the EU and the US can be realised.

Several US sectors are expected to undergo substantial changes in their export performance.
The biggest increase in exports is expected in the automotive industry (57.3 percent), followed
by diary (42.0 percent), fabricated metals (37.8 percent), other meats (27.6 percent), non-
ferrous metals (25.4 percent) and clothing (17.3 percent). The two metal sectors benefit most
from the reduction of NTMs, whereas for the dairy, other meats and clothing sectors the
reduction in tariffs is much more important. In the automotive sector the reduction of tariffs and
NTMs in good are both equally important. With the exception of motor vehicles, these are not
the sectors where the US has a comparative advantage, but the reduction in Transatlantic trade
barriers might bring about cheaper intermediate products and improve the US’s competitive
position. For the other manufacturing sectors, the expected change in export ranges from 0.3
percent to 14.8 percent. For imports, a tremendous increase of 97.0 percent is expected in the
diary sector. Other sectors that will also see significant increase in imports are motor vehicles
(19.5 percent), beverages & tobacco (18.7 percent), chemicals (11.4 percent) and other
transport equipment (10.1) percent. For all these sectors the reduction of NTMs in goods is
most important.®® The other machinery sector is likely to see a decrease in its imports of 0.4
percent. This negative impact is driven by the direct spill-overs i.e. increased of third countries
with the EU and the US due to alignment of EU and US regulation. The estimated change in
imports for the other manufacturing sectors ranges from 0.6 percent to 6.9 percent.

Note furthermore that, regarding output, employment as well as trade, the effects of trade
liberalization are much larger for manufacturing sectors than for primary sectors. In other
words, the impact of TTIP is more prominent in manufacturing sectors than in primary sectors.
Besides that, the differences between the results under the less ambitious and ambitious
scenario are most significant for trade, especially in the manufacturing sectors. For example, US

%% The decomposition of the results as done for the macro and Member State impacts can be found in

Annex I11.

Only at the EU side, US tariffs in the motor vehicle sector are relatively low (see Chapter 11).
Although there is no reduction of NTMs modelled in the diary sector and in the beverages & tobacco
sector, they still benefit from the reduction of NTMs in other sectors.
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dairy exports (imports) expected to increase from 7.2 percent (33.2 percent) to 42.0 percent
(97.0 percent), dependent upon which scenario is considered. However, there are
manufacturing sectors for which the scenario does not lead to major changes, including “other
manufacturers” in the EU. For them, export (import) growth rises only modestly from 5.9
percent (0.2 percent) to 6.0 percent (0.5 percent). An explanation could be that the existing
trade barriers in some manufacturing primary sectors are much more pressing and economically
relevant than in the latter sectors.

Services-sector exports are all affected positively, and in some cases significantly. For extra EU
exports the highest growth rates are expected in finance and insurance (both 4.2 percent).
These results are largely driven by the reduction in NTMs in services — they count for 3.9 and
4.0 percent of the total 4.2 percent increase. In the US, these sectors also are expected to
experience positive growth rates (2.3 percent for finance and 1.8 percent for insurance).
However, communications and personal services show higher potential growth rates here, of 4.9
percent and 3.6 percent respectively. Although the reduction in NTMs in services is very
important, these sectors also benefit from the direct and indirect spill-overs. The most notable
import growth rates are expected for the personal services sector in the EU, of which imports
are estimated to increase by 5.3 percent, and for the financial services sector in the US, with an
expected import growth rate of 6.4 percent. The expected impact on the US finance sector is
mainly driven by the reduction in NTMs in services, whereas for the EU personal services sector
the reduction in NTMs in both goods and services is very important. Across all services sectors,
imports are expected to increase, with the exception of EU distribution (growth rate
insignificantly different from zero) and US other services (having a negative growth rate of 0.4
percent). It seems that trade in the services sector is less affected by TTIP than trade in
manufacturing sectors in terms of percentage changes. However, it should be stressed once
more that this analysis only takes into account the trade part of transatlantic relations, while
services sectors are generally more strongly related via FDI: this is not captured by these
results. Thus the impacts on the services sectors may be underestimated, as TTIP will most
likely also affect FDI patterns between the EU and US.

May 2016 | 93



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the EU and the USA

Table 3.13 Expected sectoral impact on trade (26 change)

0 ewows | 0 wmpots |

Sector Extra EU — Extra EU —

less Extra EU - US - less us - less Extra EU - UsS - less us -
ambitious ambitious ambitious ambitious ambitious ambitious ambitious ambitious

Agriculture and other primary

Cereals, other grains 0.2 0.8 0.4 0.9 2.7 4.8 0.2 1.6
Vegetables and fruit 0.1 0.8 0.6 1.6 1.0 1.6 0.3 1.2
Other primary agriculture 0.7 2.6 0.5 1.6 2.0 3.0 1.4 3.6
Other primary 0.1 0.0 0.5 0.6 0.8 0.9 0.4 0.8
Energy 2.8 2.8 1.8 3.6 0.4 0.6 0.8 0.4
Manufacturing (including food processing)

Ruminant meats 0.1 1.3 -1.2 3.3 0.4 0.5 1.3 1.1
Other meats 0.9 2.2 3.6 27.6 1.8 9.5 2.4 3.0
Vegetable oils 0.9 2.2 -0.7 0.3 0.5 0.7 0.7 1.4
Dairy products 5.2 16.1 7.2 42.0 13.5 67.9 33.2 97.0
Rice 1.2 4.1 0.3 3.4 2.0 6.2 0.9 2.7
Sugar 0.1 1.6 1.3 6.9 0.3 0.6 0.9 1.0
Processed foods 0.9 2.0 1.6 4.7 1.3 2.8 1.1 1.5
Beverages, tobacco 6.5 13.2 4.6 11.0 4.9 10.6 9.6 18.7
Textiles 9.6 9.9 7.6 9.6 1.0 1.1 1.5 0.7
Clothing 11.9 12.1 15.2 17.3 0.4 0.6 1.5 1.0
Leather products 11.4 11.9 5.2 7.4 0.5 0.5 1.6 1.4
Wood and paper products 2.1 4.0 3.6 7.6 5.2 10.3 2.5 4.3
Chemicals 5.2 9.4 7.6 11.5 5.7 9.2 6.1 11.4
Iron and steel products 6.5 12.9 5.0 14.8 0.7 1.6 1.7 2.4
Non-ferrous metals 15.7 24.8 13.6 25.4 1.0 1.6 4.8 6.9
Fabricated metals 13.4 21.0 20.4 37.8 2.3 5.0 2.9 3.3
Motor vehicles 20.0 40.9 33.5 57.3 23.9 42.1 10.1 19.5
Other transport equipment 3.3 6.2 5.0 8.6 6.7 11.2 5.4 10.1
Electrical machinery -0.6 -1.5 2.7 8.2 3.4 6.5 2.9 4.3

Other machinery 1.8 1.5 3.3 5.1 0.8 1.2 0.5 -0.4
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0 epows | 0 wmpoms

Extra EU — Extra EU —
less Extra EU - US - less us - less Extra EU - US - less us -

ambitious ambitious ambitious ambitious ambitious ambitious ambitious ambitious
Non-metallic mineral
products 8.6 8.7 6.6 8.5 1.0 1.5 5.0 4.2
Other manufactures 5.9 6.0 4.4 4.9 0.2 0.5 0.7 0.6
Services
Construction 0.3 0.6 0.9 2.2 0.7 1.5 1.0 1.6
Distribution 0.7 0.9 -0.6 0.6 -0.2 0.0 1.2 0.2
Land other transport 0.5 0.9 -0.2 0.8 0.0 0.3 0.9 0.2
Water transport 0.6 1.2 0.7 1.4 0.6 1.3 0.7 1.4
Air transport 0.6 1.1 0.7 1.5 0.3 0.7 0.3 0.7
Communications 0.5 0.9 2.3 4.9 1.4 3.0 0.4 0.5
Finance 2.1 4.2 1.1 2.3 1.3 2.6 3.3 6.4
Insurance 2.1 4.2 0.8 1.8 1.3 2.6 3.0 5.9
Business services 0.5 0.9 0.9 2.2 0.7 1.6 0.7 1.1
Personal services 0.5 0.9 1.2 3.6 2.4 53 1.2 1.3
Other services 0.1 0.3 0.3 0.9 0.4 0.9 -0.1 -0.4

Source: updated results of CEPR (2013).
Note: Estimates to be interpreted as changes to the baseline scenario (no TTIP) in 2030, 20 per cent direct spill-overs. For the EU: extra EU.
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3.5. TTIP impact on third countries

The global economy has become increasingly interconnected over the last few decades, but
there are still large differences in the degree of participation in this globalization trend. Some
regions are much more globally integrated than others, which is often reflected in strong and
stable trade and investment flows between some regions, and only marginal ones between
others. Regardless, the entire world has become more interlinked compared to a few decades
ago. Developing countries account for a larger share of EU imports than the US, Canada, Japan
and China combined, if energy resources are excluded. Moreover, for 30 percent of the third
countries, TTIP parties account for more than 50 percent of their total exports.®*

One only needs to look at how economic developments in specific countries or regions have had
global knock-on effects:

e The Global Financial Crisis in 2008/09 started as a domestic US housing market crisis
and turned into a global crisis affecting large parts of the global population;

e The Asian Crisis in 1997 spread through trade and (multinational) investment links —
starting in Thailand, and eventually affecting the entire region.

Global and regional trade policy related developments can also have an impact on third
countries:

e Chinese accession into the WTO in 2001 has led to lower tariff barriers and a further
integration of China into the world economy — allowing the aforementioned growth and
production to spill over internationally via increased trade activity;

e The stalled Doha Round has motivated participants to establish Regional Free Trade
Agreements on their own. Instead of lowering trade barriers between many countries at
once, trade barriers are now lowered between only a few countries, leading to possible
trade diversion effects for trading partners not included in the agreement. For example
the recently signed TPP between the US and 11 other countries will benefit the
concerned countries, but can divert some of the current trade flows between the EU and
the TPP participants.

Similarly, although the TTIP agreement aims to reduce tariffs and NTMs between the EU and
US, the impact will not be limited to the Transatlantic marketplace only because of the
substantial and deep interlinkages that exist between EU and US and third countries. This
section will discuss the potential impacts of TTIP on third countries. We will pay particular
attention to the potential impacts for Turkey. We will mainly discuss the updated results, using
other research to contextualise and complement the findings.

3.5.1. Impact channels from TTIP to third countries

There are various channels through which TTIP can potentially affect third countries. We identify
the following main ones, stemming from a TTIP agreement that further integrates the EU and
US economies and value chains:

e Increased welfare in TTIP countries could lead to increased demand by domestic
consumers for products from third countries, e.g. raw materials, semi-finished products
and tourism. This would lead to a boost in production for third-country sectors that are
in EU-US demand;

e Further alignment between EU and US standards and regulation through mutual
recognition or harmonisation can benefit producers in third countries that serve both
markets. These producers no longer have to comply with two different sets of standards
and regulations, but may instead adopt a single (or less divergent) set. This will push
down the production costs in third countries;

e The degree to which mutual recognition and equivalence also applies to products
produced in third countries will, largely, determine the economic effects of the previous
point. If mutual recognition only applies to products made in the EU and US, it may

9 IFO (2015). Potential impacts of TTIP on developing and emerging economies. English Summary;

http://www.cesifo-group.de/ifoHome/research/Projects/Archive/ProjectsAH/2014/proj_AH_ ttip-
entwicklungslaender.html.
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become more difficult to access the Transatlantic market from third countries. The
treatment of the Rule of Origin is crucial in this respect;

e Reduced trade costs across the Atlantic could lead to trade diversion away from third
countries. These third country producers now face competition from EU/US producers
who will face less costs related to trade barriers. This cost advantage will have negative
consequences for third countries’ suppliers;

e Among the third countries that may face the most severe negative impact are those
with preferential treatment concerning tariffs. These Generalised System of Preferences
(GSP) agreements allowed producers from developing countries to enter the EU (or US)
market at lower tariffs than producers from non-GSP countries. TTIP could allow EU/US
firms this same privilege, thus increasing competition for third country producers;

e A last set of factors that affect third countries depend on the position of their producers
in global value chains (especially for those goods and services that will face the largest
changes in their demand with a TTIP agreement). If TTIP leads to the expansion of the
trade flow between the EU and US, producers of the intermediate goods that are used
by EU and US firms can benefit from increased demand for their products.®® %

Based on the above-mentioned points, it seems that TTIP does not only have to be a win-win
for the EU and the US only, but third countries can potentially benefit as well from the
agreement if (and only if) they also get access to the joint EU-US market. On the other hand,
there are important caveats that can lead to adverse effects for third countries. Identification of
these effects at this stage can allow room for mitigating policies.

3.5.2. Literature review on the potential effects of TTIP on third countries

There are a number of studies that deal with the question of the effect of TTIP on third
countries. All of these studies acknowledge that it is difficult to make proper predictions without
a careful analysis of the final text. While the abolishment of tariffs lends itself to a
straightforward analysis, trade agreements that go beyond this have many direct and indirect
effects that complicate this assessment. However, Francois et al. in CEPR (2013) predict that
the sectors in third countries that have the most to lose in terms of market access are primary
agriculture, motor vehicles, chemicals and pharmaceuticals and processed foods. On the other
hand, if NTBs are non-discriminatorily reduced, TTIP could also imply benefits for third countries
due to trade creation.®’

Aichele and Felbermayr in CEPR (2015) identify Bangladesh and Cambodia as vulnerable,
export- dependent countries at risk of losing market access once tariff barriers in the textile
industry are removed. Manufacturers may face more competition from Eastern Europe on the
US market. On the other hand, discriminatory regulatory co-operation between the EU and US
may lead to trade diversion from certain other countries that export intermediate goods, such
as Mexico. These countries are especially vulnerable to adverse effects from TTIP.%8

A recent addition to the literature that deals with the potential effect of TTIP on third countries
was conducted by Brakman et al. (2015) for the Dutch Ministry of Foreign Affairs.®® Through a
gravity model, they estimated the effect of TTIP on international trade flows. As input for their
model, they used trade flows (e.g. exports to TTIP parties as a percentage of total exports) and
income changes!®® due to TTIP (based on a Bertelsmann report by Felbermayr et al. (2014)°%).

9  CEPR. (2015). Catalyst? TTIP's impact on the rest. VoxEU.

%  Brakman, S., Kohl, T., & van Marrewijk, C. (2015). The Impact of the Transatlantic Trade & Investment
Partnership (TTIP) on Low Income Countries. Directorate for Trade Policy and International Economic
Governance, Ministry of Foreign Affairs, The Netherlands.

Joseph Francois, Bernard Hoekman and Doug Nelson. TTIP, regulatory diversion and third countries. In
CEPR. (2015). Catalyst? TTIP's impact on the rest. VoxEU.

% Rahel Aichele & Gabriel Felbermayr. The impact of TTIP on third countries. In: CEPR. (2015). Catalyst?
TTIP's impact on the rest. VoxEU.

Brakman, S., Kohl, T. and Marrewijk, C. van (2015) The impact of the Transatlantic Trade & Investment
Partnership (TTIP) on low income countries.

Changes in income can reflect changes in tariffs, when many developing countries have advantageous
GSP agreements with either the EU or the US. These advantages are eliminated once tariffs between
the EU and the US are removed. Secondly, changes in incomes can also reflect changes in non-tariffs
measures; where both trade creation and trade diversion effects are likely to be large and impact
incomes of third countries.
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Concerning the scope of the agreement (the scenario) that is modelled, the study assumes that
26 provisions will be included in the agreement (e.g. public procurement, IPR, capital
mobility). 102

Figure 3.11 Impact of TTIP on trade flows
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Figure 3.11 shows the impact of TTIP on trade flows in third countries as found in Brakman et
al. (2015). The EU and the US are not depicted here (increases of 4.2 percent and roughly 1.5
percent, respectively), but they are unsurprisingly the largest beneficiaries in terms of changes
in trade as their bilateral trade costs go down. Changes in trade for third countries are not the
result of changes in trade costs, as they are not affected by TTIP. Rather, substitution effects as
a result of trade creation and diversion, as well as income changes are the prime cause of
changes in trade.

Third countries will experience a decrease in their total trade flows of about 0.2 percent, as this
is the population weighted mean for the RoW. If we group the countries by their level of
development, those in the LOW and HiMID classifications are most likely to see an increase in
their total trade. Among the former group are many African countries that will benefit from
increased demand for their export products as a result of trade creation between the EU and
US. HIiMID countries such as Russia and Turkey (next to RUS), with strong trade links to the EU
are set to experience an increase in their total trade. These countries benefit from increased
income and their position in the supply chain for EU producers. Canada, Mexico and to a lesser
extent Japan, with strong trade links to the US, on the other hand, face negative effects and
indeed see a decrease in their total trade. This is caused by trade diversion, where the US turns
to trade with the EU instead of these NAFTA and TPP partners, as the EU are direct competitors
of this group of countries.

101 Felbermayr et al. (2014) Transatlantic Trade and Investment Partnership (TTIP): Who benefits from a

free trade deal? Bertelsmann Stiftung. http://www.bfna.org/publication/transatlantic-trade-and-
investment-partnership-ttip-who-benefits-from-a-free-trade-deal.

For a more detailed description of the model and equations used we refer to the study itself.

Brakman, S., Kohl, T., & van Marrewijk, C. (2015). The Impact of the Transatlantic Trade & Investment
Partnership (TTIP) on Low Income Countries. Directorate for Trade Policy and International Economic
Governance, Ministry of Foreign Affairs, The Netherlands.
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Countries in the LoMID income group, such as India, Indonesia and the Philippines do not face
any significant change in their total trade. The population weighted mean for this group is a
mere -0.1 percent. Larger changes in trade are to be found in the MID income group, where
China, Mexico and Brazil are located. This group of countries faces the largest negative impact
from TTIP, with an population weighted average of -0.5 percent. These countries see little
expected gains in their income due to TTIP, and trade diversion is particularly strong for this
group (note that neither the EU nor the US have a free-trade agreement with Brazil and China).

A more detailed analysis for the effect of TTIP on a number of third countries was undertaken
using case studies. IFO (2015)'% combines interviews with experts, literature review and own
quantitative analysis of trade data to create case studies for a number of countries that are
exemplary for the larger region or are particularly interesting for other reasons. They concluded
that Brazil may face a twofold effect; exports of raw materials may increase due to higher
demand, while exports of agricultural goods may suffer from trade diversion. As an example,
the study mentioned fruit juice. Exports to the EU and US amounted to 1.8 billion euros in 2012,
whereas bilateral EU-US trade in fruit juice is only 180 million euros, Should tariffs (18 percent
in the EU and 6 percent in the US) be abolished, this will have severe negative impacts for the
fruit-juice sector in Brazil.

For several other countries, the effect depends on the end-result of the negotiations. For
example, for countries such as Morocco and South Africa, the impact of TTIP depends on
whether regulatory convergence contains discriminatory clauses (e.g. that these beneficial
clauses only apply to EU and US producers — Rules of Origin). If this is the case, these countries
will face larger barriers to enter (or retain their position on) the Transatlantic market. On the
other hand, for South Africa, exports of mineral resources and the strong position in the
automotive-sector value chain allow for some positive effects to be expected. Similarly, the EU-
Turkey customs union and the process of updating the EU-Mexico FTA complicate the analysis of
the overall effect.

3.5.3. Quantitative third country effect estimations

Table 3.14 depicts the expected impacts on third countries from TTIP (ambitious scenario) of
the updated CEPR results. Note that in this Table we also report specific results for Turkey (see
next section). We will first discuss the potential effects of an ambitious scenario and then make
a comparison with the less ambitious scenario, the results for the less ambitious scenario can be
found in Annex Ill. Overall, we see that the impact on third countries is zero or very small and
positive. The relatively larger expected impacts relate to exports and imports, ranging from 0.2
to 2.0 percent for exports and ranging from 0.4 to 2.0 percent for imports.

Interesting to see is that expected impact on GDP in ASEAN countries equals the expected
impact on GDP in the EU. And the expected impact on national income in ASEAN countries even
exceeds the expected income in the EU. This, we believe, comes mainly because of the high
degree of integration of ASEAN in the EU and US value chains. Also in terms of wages the
expected impact is zero or positive for third countries. Only the OECD, ASEAN countries and the
Rest of World are expected to see a clear positive wage impact.

Overall, the ASEAN countries stand to gain the most, while low income countries, China and
India are only expected to experience small positive changes or no impact at all.

104 JFO (2015). Potential impacts of TTIP on developing and emerging economies English Summary;

http://www.cesifo-group.de/ifoHome/research/Projects/Archive/ProjectsAH/2014/proj_AH_ ttip-
entwicklungslaender.html.
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Table 3.14 Impact on third countries percentages changes, ambitious scenario, by
2030

income
GDP 0.0 0.0 0.1 0.1 0.0 0.0 0.5 0.2

National 0.0 0.1 0.1 0.1 0.2 0.1 0.7 0.2

income

Export 0.3 0.9 2.0 1.2 0.4 0.2 1.3 0.8
Import 0.4 1.3 1.4 1.0 1.6 0.6 2.0 0.9
Terms of trade -0.4 -0.6 -0.1 -0.2 -0.3 -0.5 -0.2 -0.2
Skilled wages 0.0 0.0 0.1 0.1 0.0 0.0 0.3 0.2
Low skilled 0.0 0.0 0.2 0.1 0.0 0.0 0.3 0.1
wages

Source: updated CEPR (2013).

When comparing the outcomes of the ambitious scenario with the less ambitious scenario, we
see a similar picture in the overall expected effects, i.e. positive small or no impact at all for low
income countries, China and India, and relatively larger changes for OECD, ASEAN countries
and the RoW. When taking a closer look at the former three countries/country groupings, one
notices that the effects on imports and exports are almost halved between the two scenarios,
while the differential effects for the other variables is much less pronounced.

However, the estimated impacts in CEPR (2013) presented substantially larger impacts for third
countries in the ambitious scenario. ASEAN countries for example were expected to see GDP
rise by 0.9 percent, and low income countries by 0.2 percent. In terms of exports the
differences are even more substantial. For low income countries the expected increase is 1.0
percent, three times that presented in the updated results. The impacts for China, India and
ASEAN countries were estimated at 1.0 percent, 0.9 percent and 2.3 percent respectively. Only
for MERCOSUR and OECD countries were the estimated impact equal on average. A possible
explanation for the differences between the updated CEPR (2013) results and those found in
CEPR (2013) can be found in the fact that a reduction in processed food NTMs is no longer
included in the scenario and model. As a result, there will be less scope for positive spill-overs in
the agri-food sector, which tends to be one of the most important explanatory factor in the total
exports of these developing countries, leading to lower gains.

An important driver for the updated results — as it was in the CEPR (2013) model is the concept
of ‘spill-overs’. Whereas for the EU and US (see section 3.2) these direct and indirect spill-overs
were limited — as is expected because EU and US experience mostly direct bilateral effects — for
third countries the direct and indirect spill-over effects are more important. If TTIP achieves
closer alignment of the EU and US regulatory framework, including standards, direct spill-overs
can benefit third countries due to a reduction in costs their firms incur to export to both the EU
and the US. Third countries can also benefit from indirect spill-overs if they adopt some of these
‘new’ regulations which would reduce the costs of trading among themselves (see also Chapter
1 for a more detailed explanation). This point is important enough to illustrate it with two
examples:

e If Malaysia trades a lot with both the EU and the US and if regulatory systems across
the Atlantic come closer to each other, this can benefit Malaysian firms given that it
would be less costly to adapt their production to meet the standards of the EU and the
US. This is a direct spill-over effect;

e If Indonesia also trades intensively with Malaysia and if they also decide to align
themselves with the EU/US regulatory system as well (because they both trade with the
TTIP countries) trade between the two will also become less costly. The resulting trade-
promoting effect is described as indirect spill-overs in the CEPR analysis.

In the four figures below, we show how the expected TTIP impact of the ambitious scenario for
selected third countries in terms of GDP, exports and wages for high- and low-skilled workers,
can be disaggregated into the different components. For purpose of comparison, we also leave
the disaggregation for the EU and US in (the same disaggregation already presented in section
3.2).
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From Figure 3.12, we see that while for EU and US GDP effects are driven by NTM alignment in
goods and by tariff liberalization, for third countries the main driver of the results are the
indirect spill-overs. They play an especially important role for Eastern European and ASEAN
countries.

Figure 3.12 Decomposition of total GDP effects for third countries (percentage
change)
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Source: Updated CEPR (2013) results.

Regarding exports, as depicted in Figure 3.13, we see that TTIP mainly affects the EU and US.
However, Turkey, the OECD and ASEAN also benefit to a limited degree, mainly from indirect
spill-over effects. While this effect is small, it is clear that here too the indirect spill-overs (light
blue in the figure) dominate.

Figure 3.13 Decomposition of total export effects for third countries (percentage
change)
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Source: Updated CEPR (2013) results.

Regarding wages (see Figures 3.14 and 3.15), the potential effects of TTIP for third countries
are relatively large compared to the TTIP parties themselves. On the aggregate, all third
countries are expected to see either positive or no effects. The main positive driver for these
effects are indirect spill-overs (e.g. for Turkey, Eastern Europe, Mediterranean, ASEAN,
Mercosur, and Rest of World). For India and low-income countries, these indirect spill-overs are
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much smaller, which may be explained by their lower level of development. Regulatory
cooperation between the EU and US refers less to the export goods of India and low-income
countries, so that smaller benefits are to be had. Direct spill-overs for high-skill labour are
predominantly negative for the Mediterranean countries and China. This is due to the fact that
their exports are more low-skill intensive than the EU and US, so that TTIP will expand on the
comparative advantage that these countries have in the low-skilled export sector. As a result,
the high-skill labour force loses out as the demand for high-skill labour goes down. We also see
the discriminatory effect of tariffs clearly: EU-US tariff liberalisation has a negative effect — for
high-skilled workers — on the Mediterranean countries, Mercosur and Rest of World, as trade
diversion away from these countries towards EU-US trade hurts the demand for high-skilled
workers in these countries.

For both low-skilled workers and high-skilled workers wages in third countries are not expected
to change or are positively affected. The composition effect plays a role in explaining why for
low-skilled workers, NTM alignment in goods is negative: the skill intensity of the growing TTIP
sectors is different from the skill-intensity in these countries.

Figure 3.14 Decomposition of total high-skilled worker wage effects for third
countries (percentage change)
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Source: Updated CEPR (2013) results.

Figure 3.15 Decomposition of total low-skilled worker wage effects for third countries
(percentage change)
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3.5.4. Impact of TTIP on Turkey

Given the special relationship between Turkey and the EU, it is important to discuss the
potential impact on Turkey in this separate section. On the 12™ of September 1963, Turkey
signed the Association Agreement with the European Economic Community. Since 1995, Turkey
has a Customs Union with the EU, and since 1999, Turkey has been officially a candidate
country. In addition to the Customs Union, Turkey has a bilateral side-agreement with the EU
that covers trade in a number of agricultural sectors.

A second reason to pay specific attention to Turkey is the deep economic relationship between
Turkey and the EU. As the 18" largest economy in the world with average annual growth of 4%
over the last 15 years, EU-Turkey economic relations are set to become even larger over
time.'%® As things currently stand, Turkey is the EU’s sixth largest trading partner whereas the
EU is Turkey’s number one trading partner and accounts for 70 percent of FDI in Turkey. Around
40 percent of goods traded by Turkey come from or go to the EU. The US on the other hand is a
relatively small trading partner of Turkey, although it is the third most important export
destination for Turkey (after the EU and Iraq), only 4 percent of total exports go to the US. Also
for imports the US is third most important trading partner for Turkey(after the EU and China),
5.4 percent of total imports comes from the US.

The custom union (CU) includes free movement of goods between the EU and Turkey, and
covers both goods produced in both parties or imported goods from third countries, common
rules of origin and common custom duties on imports from outside the EU.'°® Owing to the
existence of the CU, Turkey's trade policy is closely related to the trade policy of the EU, and
Turkey is subject to the trade agreements which the EU establishes with third countries.®”
Therefore, because of the CU, a negotiated TTIP agreement between the EU and US will have a
direct impact on Turkey — but Turkey is not a party at the negotiating table, nor does it
automatically get an FTA with the US. Mavus et al. (2013) indicate that there are also side
effects to the CU, two of which are of particular interest for the ongoing TTIP negotiations:

e The first issue relates to the fact that Turkey does not have any right to participate in or
comment directly on the ongoing negotiations. However, the EU regularly updates
Turkey on the state of play of the negotiations;

e The second issue relates to the TTIP rules of origin and custom duties. Once TTIP is in
force, the US will benefit from the elimination of tariffs when exporting to the EU and to
Turkey via the EU. Turkey, on the other hand, cannot make use of the tariff elimination
between the EU and the US by exporting via the EU to the US if clauses concerning the
Rules of Origin end up in the final agreement.

Mavus et al. (2013) have estimated the impact of TTIP on Turkey. In case of an ambitious
scenario (removal of tariffs, reduction in NTMs (5 percent) and direct spill-overs (20
percent), Turkey would see a GDP change of -0.19 percent and an export change of 0.13 percent
when Rules of Origin clauses do not allow for the same treatment of EU and Turkish goods on
US markets. If there is no differential treatment of EU and Turkish goods in terms of access to
the US market, the corresponding figures would be 3.8 percent and 6.9 percent respectively.
The Bertelsmann Stiftung'®® study also found that impacts of TTIP on Turkey could be negative.
The results from this study indicate a 2.5 percent drop in real per capita income and a drop of
0.4 percent in employment, but their analysis is based on a much more comprehensive
agreement than is envisioned at this stage.

195 Ties that Bind; Turkey, TTIP and Transatlantic Partnership, Baris Omarli and Audrey Stevens, October

15, 2015.
http://ec.europa.eu/taxation_customs/customs/customs_duties/rules_origin/customs_unions
/article_414 en.htm.
http://ec.europa.eu/taxation_customs/40customs/customs_general_info/about/index_en.htm.

197 Mavus et al (2013), The possible effects of TTIP on Turkish economy. MPRA Paper No. 51900.
https://mpra.ub.uni-muenchen.de/51900/1/MPRA_paper_51900.pdf.

Felbermayr et al. (2014) Transatlantic Trade and Investment Partnership; who benefits from a free
trade deal? Part 1: Macroeconomic effects. GED Bertelsmann Stiftung.
http://www.bfna.org/publication/transatlantic-trade-and-investment-partnership-ttip-who-benefits-
from-a-free-trade-deal.
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The results obtained through CGE modelling presented in this TSIA show a different picture
when we compare them with the above results found in the literature. The reason for this
difference is that compared to the Mavus study, the updated CEPR (2013) CGE model simulates
a more ambitious scenario. Compared with the Bertelsmann study, the updated CEPR (2013)
CGE model does model spill-over effects whereas the Bertelsmann study does not. In both the
ambitious and less ambitious scenarios, Turkey would gain in terms of GDP, by 0.1 percent in
each case. Turkey is expected to see its exports and imports increase by 2.0 percent and 1.4
percent respectively (in the ambitious scenario). However, the net effect on the trade balance is
expected to be negative. This could be explained by the current levels of import and exports.
When looking at the wages for both low skilled and skilled workers, we expect TTIP to have a
positive effect on wages, whereby this increase would be slightly higher for low-skilled workers.
The result, however, that jumps out is the potential effect of bilateral Turkey-US trade following
TTIP. Turkey’s exports to the US are expected to go up by 1.3 percent, but imports from the US
are expected to rise by 23.7 percent! This is because the US will benefit from the elimination of
tariffs when exporting to the EU and to Turkey after TTIP comes into effect, but Turkey cannot
make use of the tariff elimination between the EU and US because of Rules of Origin that could
potentially be included in TTIP.

When we decompose GDP, total exports, total imports, and wage effects that are expected for
Turkey from TTIP in the ambitious scenario (see Figure 3.13) we see that the indirect spill-over
effect, i.e. increased trade between other third countries and Turkey, because of adoption of the
EU/US system of standards, is positive for Turkey. Turkey will benefit from this event as it
allows for production to meet only a single system of standards. If we isolate the effect of
regulatory coherence in NTMs for goods, Turkey faces a negative impact. This is due to the fact
that the EU and US engage in regulatory coherence, increasing the trade between the EU and
US. The negative effect of EU-US NTM reduction for Turkey is met by positive effects that are
also a result of this alignment (e.g. the direct spill-overs).

Figure 3.16 Expected TTIP impact on Turkey’s GDP, NI, total trade and wages -
ambitious scenario (percentage change)
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The most pronounced effect, as said above, is the change in imports for Turkey. In Figure 3.17
below, we show the expected changes in bilateral imports and exports between Turkey and the
US. There is only one driver for the import increase: tariff liberalisation in TTIP.



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Figure 3.17 Decomposition of expected TTIP impact on bilateral US-Turkey trade,
billions EUR
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Turkey has raised the issue of inclusion in the TTIP negotiations several times to both the EU
and the US, however neither has yet included any third countries. If third countries are included
(as also Canada and Mexico would want) it would only slow down the process. Also, the EC
would need a new mandate from all EU Member States that would allow them to negotiate also
with Turkey.'®® Of course, Turkey could try to negotiate its own FTA with the US. However,
earlier attempts by Turkey to start talks with the countries that are currently negotiating an FTA
with the EU or have finished negotiations, have stranded.''° Another option for Turkey would be
to modernise the current Customs Union and try to better reap the benefits of TTIP and future
FTAs concluded by the EU.

3.6. TTIP impact on Small and Medium Sized Enterprises

SMEs constitute a large part of the economy in the EU: they account for 99.8 percent of all non-
financial business!!! enterprises and 67 percent of total employment in these sectors.?In
2012, 619,000 SMEs were exporting outside Europe, of which 150,000 also exported to the US.
These 619,000 SMEs make up 78 percent of all exporting firms in the EU.''® Trade with the US
or in general is however not free of barriers. Given their size, it is often much harder for SMEs
to cope with these trade barriers than it is for larger firms. In this section we will give a concise
overview of SMEs in the EU, the sectors in which they mainly operate, the potential impact of
TTIP on SMEs when looking at the sectoral results, the results from the SME survey, and a
discussion of other literature. The analysis of SMEs at sectoral level and the issues they face are
discussed in more detail in the sectoral chapters:

Agricultural and processed foods sector, Chapter 7;
Chemicals sector, Chapter 8;

Mechanical engineering sector, Chapter 9;
Electrical and electronic sector, Chapter 10;

Motor vehicles sector, Chapter 11;

109
110
111

Kirisci (2015) TTIP’s enlargement and the case of Turkey.

These countries include, inter alia,.Canada, Mexico, South Africa, India, Japan and Vietnam.

All sectors except: financial services, education, health, arts, culture, government services, agriculture,
forestry and fishing.

European Commission (2015) Annual report on European SMEs 2014/2015 — SMEs start hiring again.
European Commission (2015) t: "Small and Medium Sized Enterprises and the Transatlantic Trade and
Investment Partnership" http://trade.ec.europa.eu/doclib/docs/2015/april/tradoc_153348.pdf.
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e Maritime and air transport, Chapter 12;
e Financial and insurance services, Chapter 12.

3.6.1. SMEs in the EU

The Eurostat SBS database gives us an insight into the number of enterprises present in each
manufacturing sector for different size classes. All firms up to 250 employees are classified as
SMEs, firms with 250 or more employees are seen as large firms. According to the Eurostat SBS
database, the sector in which most SMEs were active in 2012 is the metal (fabricated metals
only) industry, with 381,139 firms. The processed food sector contains second-largest number
of SMEs (264,915 firms), followed by the sector that provides repair and installation of
machinery and equipment (182,978). Other sectors with large numbers of SMEs include
manufactured wood products, other manufacturing, furniture manufacturing, printing and
reproduction of recorded media, non-metallic minerals, and machinery and equipment not
elsewhere classified. Relatively few SMEs are active in the coke and petroleum sector, the
pharmaceutical sector or in transport equipment. For all sectors, the majority of SMEs consist of
firms with 0-9 employees. The share ranges from 63 percent in the pharmaceutical sector to 91
percent in the repair and installation sector.

3.6.2. Impact of TTIP on SMEs

By comparing the results from the CGE modelling with the sectors with the most SMEs, we can
see which SMEs might benefit the most, and which ones relatively less. In terms of output4,
the largest gains are to be expected in the manufacturing of non-metallic mineral products and
other manufacturing, both would see output increase by 0.7 percent. The estimated gains for
processed foods, other machinery, wood and paper products are 0.4, 0.4 and 0.1 percent
respectively. The fabricated metals sector is, however, expected to experience a decline in
output of 0.8 percent. When looking at the impacts on trade, it is the fabricated metal sector
that is expected to see the largest increase in extra-EU exports, 21 percent®!®, followed by non-
metallic mineral products, other manufactures and wood and paper products (8.7, 6.0 and 4.0
percent respectively). For the extra-EU imports, the largest increase can be found for wood and
paper products (10.3 percent) and fabricated metals (5.0 percent). Processed foods, non-
metallic mineral products, other machinery and other manufactures are expected to undergo
modest changes in their imports, ranging from 0.5 percent to 2.8 percent. When comparing
these modelling results with all sectors, it seems that the sectors that will gain the most in
terms of output and export are not the sectors in which most SMEs are active. For exports, only
the fabricated metal sector stands in the top three. At the same time, SME suppliers working in
these sectors are still expected to benefit from the increased demand for their parts and
components.

114 Ambitious scenario only.
115 Given the decrease in output this would imply that the EU fabricated metal sector will produce less for
the domestic market, and focus more on the international market.
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Table 3.15 Top 10 sectors with the most SMEs and expected impacts

Sector Number Output Extra-EU Extra-EU
of SMEs exports imports

Manufacture of fabricated metal products 381,139 -0.8% 21.0% 5.0%
Manufacture of food products 264,915 0.4% 2.0% 5.0%
Repair and installation of machinery and 182,978 n.a.1® n.a. n.a.
equipment

Manufacture of wood and of products of 177,460 0.1% 4.0% 10.3%
wood and cork, except furniture

Other manufacturing 147,270 0.7% 6.0% 0.5%
Manufacture of wearing apparel 124,635 n.a. n.a. n.a.
Manufacture of furniture 123,360 n.a. n.a. n.a.
Printing and reproduction of recorded 122,977 n.a. n.a. n.a.
media

Manufacture of other non-metallic mineral 97,283 0.7% 8.7% 1.5%
products

Manufacture of machinery and equipment 91,078 0.4% 1.5% 1.2%
n.e.c.

Source: Eurostat SBS database and updated CEPR results.

Civil society groups often argue that TTIP is for the benefit of the largest companies. However,
compared with large firms, it is the SMEs that often lack the time and resources to cope with
the regulatory burden of international trade — in this case Transatlantic trade. A single barrier
may be a cost factor for large firms that they will try to reduce or avoid (e.g. by locating locally
instead of exporting) but could prove prohibitive for an SME. Due to small differences in e.g.
labelling, testing methods, certifications, etc. between the EU and the US, firms often have to
test a product twice or change labels before it can enter the US market. Again: SMEs often lack
the capacity and/or resources to deal with these differences while larger firms can manage. In
fact, having spoken with many SMEs as part of this and other studies (Ecorys (2009), we find
that a large share of the bosses of SMEs can be characterised as ‘entrepreneurs’ and often
‘conceptual thinkers’ with regard their product or product range. For example, they care about
the image and design of their product, and can ‘see’ how this concept could work in the US (or
EU). They do not care and have no affinity for rules and regulations that they consider
burdensome and irritating. If too many of these rules and regulations cross their paths, they
move their attention for growth and exports elsewhere. From interviews with SMEs, it also
became clear that once attention and sales had shifted away from the US market (due to the
prohibitive nature of trade barriers for SMEs), entrepreneurs rarely tried exporting to the US
again.

One of the aims of TTIP is to reduce the regulatory burden in cases where regulations are only
slightly different. This will especially help SMEs (for the reasons given above), as tests will only
need to be performed once or if labelling requirements are straightforward and clear. In
addition, SMEs will benefit from the reduction/removal of tariffs and the facilitation of customs
procedures, while TTIP will provide improved market access for services and public
procurement. Furthermore, the stimulation of investment and protection of intellectual property
(1P) would benefit SMEs.*!” Even SMEs that currently do not export to the US could thus benefit
from the agreement. Many SMEs are part of the supply chain of other firms that export to the
US. If the latter decide to export more to the US, SMEs in the supply chain will clearly benefit.
As a consequence, TTIP has the potential to increase the number of SMEs that export. The
question is whether TTIP would de facto make a difference in reducing these ‘small’ costs, which
could trigger SMEs to begin or retry exporting to the US.

3.6.3. Results from the SME survey

During the course of 2014, as part of this TSIA, Ecorys and the European Commission have
launched an SME survey. The aim of the SME survey was to collect information on and to get

116 In the CGE model these sectors are included/combined with other sectors.

117 http://trade.ec.europa.eu/doclib/docs/2014/march/tradoc_152266.pdf.
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better insights into the trade barriers European SMEs currently face when doing or potentially
wanting to do business with the US. The outcomes of the SME survey feed into this report as
well as into the negotiations directly. The European Commission has already published the
overall results of the SME survey in detail .8

In the various sector studies, we will further elaborate on the sector-specific findings of the
survey concerning trade barriers faced and perceived by SMEs when doing business across the
Atlantic. For now we will summarise the outcomes of the European Commission’s report.

The survey has generated a total of 869 responses, of which the majority belongs to the
smallest size class. As can been seen from Table 3.9, 279 firms with a size class of 1-9
employees responded to the survey. Additionally, many firms with a number of employees
between 10-25 and 25-50 filled in the survey: 125 and 101 responses respectively. As the size
of firms starts to increase we see a smaller number of responses to the survey with the lowest
number of responses in the size class 200-250 employees. A more detailed distribution of the
respondents, concerning country of origin and sector, can be found in Annex VI.

Table 3.16 Number of respondents per size class

1-9 employees 279
10-25 employees 125
25-50 employees 101
50-100 employees 92
100-150 employees 63
150-200 employees 39
200-250 employees 28
250-500 employees 45
More than 500 employees 97

Source: survey data.

The survey asked some basic questions concerning size, sector, turnover of the firm and
whether the firm exports or not. The second part of the survey focussed on Transatlantic trade
and concerned questions related to the importance of the US market in exports, whether
companies face trade barriers, and if so what type of barriers. Of all the firms that responded to
the survey:

e 76 percent said that they were currently exporting to the US or other nations outside
the EU;

e 8 percent indicated that they did not export at all;
4 percent indicated that they only exported within the EU;

e 12 percent indicated that they were marginal exporters, i.e. exporting once in while.

When making a distinction between the size of firms, it becomes clear that larger'® firms
export more beyond the EU than micro-firms. Of all large firms, 92 percent indicated to export,
whereas “only” 57 percent of micro-firms indicated that they export. Of all the firms that are
currently exporting, 74 percent indicated that they also export to the US, of which 26 percent
indicated that they see the US as a priority market for their business. In absolute terms, there
seems to be a relatively equal distribution in the total number of firms that export to the US per
size class. This is also the case when we compare the numbers for firms exporting in general to
the number of firms exporting to the US market. However, when looking at the total number of
respondents, there is a clear distinction in size with regards to exporting to the US. Seventy five

118 http://trade.ec.europa.eu/doclib/docs/2015/april/tradoc_153348.pdf.

119 In the remainder of the chapter we will refer to the size class classification used in the SME report by
the European Commission, i.e. 1-9 employees are micro firms, 10-50 employees are small firms, 51-
250 employees are medium firms and 250 or more employees are large firms.
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percent of all large firms questioned export to the US compared with 39 percent of all micro
firms and 48 percent of all small firms.

The part of the survey that dealt with trade barriers perceived by SMEs contained 20 yes/no
questions on a specific set of types of trade barriers (16 on goods and 4 on services). This list of
trade barriers contained amongst others Sanitary and Phyto-Sanitary (SPS) measures, Technical
Barriers to Trade (TBT) measures, border procedures, Government Procurement (GP)
restrictions and measures on Intellectual Property. The full list of these barriers can be found in
Annex VI. The three most important aggregate barriers that are perceived by all firm sizes are
SPS measures, TBT measures and border procedures. Trade barriers that were reported the
least are anti-dumping and safeguard measures, and investment measures. Within the category
of SPS and TBT measures, the most burdensome issues are requirements for:

Labelling;

Testing;

Packaging;
Certifications;

Minimum standards, and
Bans and restrictions.

The issues that are most pressing can differ across sectors. In the survey, 91 respondents from
the food and beverages sector identified 362 barriers. Around 90 of them concerned SPS
measures related to food quality and safety. Among other issues identified, most involved
labelling requirements, authorisations/certifications/inspections and border procedures. In the
chemicals, pharmaceutical and rubber sector, 122 specific issues were identified, of which 31
related to standards and certification. The other most mentioned NTMs were measures on
competition, border procedures and licences/quantity controls. These are also the NTMs that are
most burdensome in the textiles, wearing apparel and leather industry - specifically
requirements and standards concerning flammability were mentioned.

Firms exporting services to the US indicated that they are most affected by restrictions on:

e The movement of people; and
e Discriminatory measures and standards.

Concerning the former, the main issues here are the legal limits on travelling by employees due
to quotas on the number of available visas and the allowed duration of stay in the US. Issues
mentioned by both manufacturing firms and service providers are the differences in regulation
across US states and the problem of finding proper information on the different rules and
regulatory developments in the US States. The latter is an especially large burden for SMEs; in
the EC’s report it is indicated that 46 percent of all firms do not know who??° applied the barrier.
When this is not known it becomes more difficult (for SMEs) to obtain the necessary information
about the barrier/regulation. This issue is most pressing in the mining and quarrying sector,
where all firms questioned indicated that they did not know who applied the barrier. The
numbers are also high among manufacturers of fabricated metals and for SMEs working in
agriculture, forestry and fishing (87 and 86 percent respectively). Construction services and
water supply services, on the other hand, indicated that they are fully aware of who applied the
barrier.

Although SMEs and large firms face the same level of tariffs and other trade barriers'?!, they
are more burdensome and costly for SMEs. Owing to their smaller size and limited amount of
resources, it is more difficult for SMEs to access the necessary information and cope with all the
trade barriers.

120 Applied by US government, US states or a private standard.
121 Except for visas, that is SME specific.
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3.6.4. Results from other studies

In addition to the SME survey, other studies'?® have been conducted on what TTIP can do for
SMEs in terms of trading with the US. Several of these studies agree that SMEs are the
backbone of the European economy, accounting for around 99 percent of all businesses. (Salfi,
2015, The logic of zero boosting SMEs trade in TTIP; Businesseurope, 2015, TTIP what’s in it for
Small and Medium-Sized Enterprises; Workman, 2014,Big opportunities for small business), and
are thus expected to see the effects of TTIP. In addition SMEs in the EU represent 67 percent of
total employment and 58 percent of gross value added.'?®* However, many SMEs do not export
to the US (or export at all) at the moment, due to tariffs and burdensome trade barriers and the
lack of resources and capacity to deal with them. The 2015 study conducted by the European
Economic and Social Committee (EESC) mentions that less than 1 percent of all EU SMEs export
directly to the US. Given this large share of non-exporting enterprises, liberalising trade
between the EU and the US could definitely have a positive impact on SMEs.

According to these studies, besides tariffs, differences in the regulatory process, customs
procedures and differences in standards and testing are the most cited trade barriers faced by
EU SMEs when doing business with the US. The costs of compliance with these regulations for
SMEs could proportionally be 10 to 30 times higher than for large companies.'?* Also high on
the list is the lack of transparency and information concerning (changes in) the applied
regulations in US States. Many SMEs struggle with finding the right information about all the
different rules and procedures that are applied on the other side of the Atlantic and thus refrain
from exporting altogether. SMEs that export often face extra costs when only at the last
moment, at the US border, they find out that the procedures followed are not in line with the
ones needed to enter the US. Other factors that hinder SMEs in exporting to the US include
access to finance, protection of Intellectual Property (IP), complexity of rules or origin, lack of
access to public procurement, lack of access to the service markets or visa requirements. For
example, a British company providing safety and rescue equipment and training indicated it
faces many challenges when exporting to the US. Slight differences between the American
safety regulations monitored by OSHA compared with the British HSE means that the company
has to double-test equipment and adapt training to US legislation, with considerable cost
implications.?®

A reduction in these trade barriers and NTMs could thus have a positive direct impact on SMEs.
In addition it could positively impact SMEs indirectly, when trade barriers are lifted. SMEs that
are part of a value chain of other companies that export to the US can potentially see their sales
in tandem with other companies. However, Salfi (2015) mentions that SMEs will only benefit
from a quick and thorough removal of trade barriers. When the reduction in trade barriers is
small and progressive it will not benefit SMEs much, as the overall burden remains substantial
(and resources of SMEs small).

3.6.5. Conclusions

SMEs are the employment backbone of the EU and US economies and if TTIP would be able to
facilitate trade for SMEs by removing trade barriers that are prohibitive for SMEs, and providing
more information in an easily accessible way, its impact would be highly significant. SMEs are
clear about what hinders them most in trading across the Atlantic: SPS measures, TBT
measures, border procedures, and a lack of clear and available information. And these are
indeed issues that are part and parcel of the TTIP agenda. There is, however, a big challenge
that needs to be overcome: the high level of abstract thinking and negotiating in TTIP stands far
from the very down-to-earth practical problems and challenges that SMEs face on a daily basis;
and can even keep them awake at night. This gap needs to be bridged through a mechanism
that allows SMEs from the bottom up to reach the ‘live’ agreement TTIP and insert issues and
questions that trigger a TTIP mechanism to look at and address them. In this respect, the EU
proposal to set up websites with specific information helping SMEs finding out about tariffs and
non-tariff measures, and the proposal to set up an SME committee that will interact regularly
with SME stakeholders and bring their point of view on the implementation of TTIP to other TTIP
committees. can help SMEs better take advantage of the opportunities created by TTIP.

122 Workman, 2014; British American Business (2014); Business Europe 2015; ECIPE 2015.

123 European Economic and Social Committee (2015) Opinion on the TTIP and its impact on SMEs.

124 European Economic and Social Committee (2015) Opinion on the TTIP and its impact on SMEs.

125 Local Specific Tangible how a EU-US trade and investment agreement can help businesspeople and their
company in the UK.(2014) British American Business.
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4. Overall social impacts

4.1. Introduction

In this Chapter we present the overall social impact elements of the Trade Sustainability Impact
Assessment (TSIA). As such, it forms one of the core chapters of this study.

Negotiations on the Transatlantic Trade and Investment Partnership (TTIP) are being conducted
around three pillars: market access for EU and US companies, regulatory co-operation and trade
rules. At the same time, and in line with the TSIA methodology, we will investigate potential
social impacts using causal chain analysis, beginning with changes in the production structure
and the economic effects of TTIP (described in the previous chapter).

This Chapter begins with an assessment of the potential social impact of TTIP through the
economic channel. For this we use the CGE and E3MG results (i.e. wage effects, employment
effects and consumer price effects). These are the estimated impacts based on two broad
scenarios (ambitious and less ambitious) that involve tariff liberalisations, regulatory coherence
in non-tariff measures (NTMs) in goods and services, and public procurement. We then take
these results and feed them into the E3BMG model, which enables us to look at a much more
detailed social level at the expected impacts. Given the limitations of quantitative analysis based
on models, we continue to assess the trade and regulatory co-operation channels to complete
the impact analysis. In section 4.4 we assess the potential social effect through the regulatory
co-operation channel by looking at the possible impact of TTIP on adhering to the provisions in
the eight International Labour Organisation (ILO) Fundamental Conventions and the potential
effects for the provision of public healthcare. We conclude by assessing the impact of trade and
regulatory co-operation on human rights.

4.2. Assessment of social impact through the economic channel

4.2.1. General equilibrium impacts of a change in the structure of the
economy

Our quantitative approach for the social analysis starts from the general equilibrium analysis
carried out for the economic analysis. The general equilibrium approach is favourable because
the many interlinkages in the model can reveal a wide range of potential impacts.

For this chapter we focus on the wage, employment, price and labour displacement effects of
TTIP, as these constitute the core of the quantifiable social indicators that form the starting
point of our analysis. The variables have all been introduced in the previous chapter, but as
these results serve as important inputs for the following steps in our analysis — an analysis that
will go into much more detail — we briefly return to the CGE results first. It is important to
stress that the CGE results are presented at an aggregated level and give only a broad
indication of the impact of TTIP for the average citizen.

Before we turn to the discussion of the wage and employment effects, an important note must
be made regarding the labour-market assumption made in the model and therefore throughout
this analysis. There are two approaches to modelling quantitative social effects that follow from
policy changes.'?® For reasons explained in Chapter 1, we have chosen to follow the example of
CEPR (2013) and assume a fixed labour supply. This choice comes at a cost; while it facilitates
an analysis of the long-run effects of policy changes, short- to medium-term effects are less

126 Technical limitations of the CGE model do not allow for a simultaneous analysis of wage and labour
effects at the same time, and thus require a choice between a fixed labour supply (that is, a fixed
number of workers in the economy, no new entrants) and fixed wages (e.g. no autonomous growth in
the average wages of workers). The ‘fixed labour supply’ approach allows us to look at long-run/
structural effects of policy changes, when a fixed (average) unemployment rate is more likely to hold.
Policy changes are then fully reflected in wage changes and shifts of workers between sectors. The
latter approach allows for new workers to enter or leave the labour force due to policy changes, but
does not capture wage changes. While this latter approach provides more insights in the short-term
(where wages are fixed through contracts), it implicitly attributes lower/higher unemployment in the
long-term (exogenous from TTIP effects) to the calculated impacts of TTIP, leading to an over-
/underestimation.
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distinguishable. This disclaimer applies to the two sections that follow. In order to enhance the
analysis in light of these drawbacks, a qualitative analysis is used to further identify relevant
specific characteristics, trends and development. This nuances the outcomes from the
quantitative model wherever necessary.

Wage effects

Before looking at the wage effects, it is important to reiterate that for an impact analysis of the
long-run effects, the CGE model requires the labour market closure assumption. This
assumption is explained in the footnote of the previous paragraph, as well as in Chapter 1.3.2.

The full overview of the long-run impact of TTIP on wages — both for the high- and the low-
skilled workers in the EU and the US is shown in Table 3.1 in section 3.2. Wages of high-skilled
as well as low-skilled workers are expected to increase by 0.5 percent in the ambitious scenario
and 0.3 percent in the less ambitious scenario.'?” In the US, the expected impact of TTIP on
wages of high-skilled workers and low-skilled workers in the ambitious scenario are 0.3 and 0.4
percent respectively. For the less ambitious scenario, the wage rises are 0.2 and 0.3 percent for
high-skilled and low-skilled workers, respectively.

Figure 4.1 Summary of (disaggregated) CGE wage effects
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Source: Updated CEPR (2013) results.

Figure 4.1 summarises all wage effects, including a disaggregation as to where these changes
come from. Clearly, the largest wage gains would come from successful regulatory coherence on
NTMs in the goods sector, followed by the effects of tariff liberalisation. Direct spill-over effects
would have a potentially negative effect on wages in both scenarios and for both high- and low-
skilled workers, due to increased competition between EU and US firms. Aligning regulatory
differences in services sectors have relatively the highest positive wage effect for low-skilled US
workers. Within the EU, differences between wage changes for high-skilled and low-skilled
workers are very small as Figure 4.1 shows. The wage impact for low-skilled workers in the US

127 Less ambitious scenario: 98 percent of tariffs eliminated, 10 percent of NTBs eliminated on both goods

and services (20 percent of actionable), except for processed foods, here a reduction of NTBs has not
been modelled, 25 percent of procurement NTBs eliminated.

Ambitious scenario: 100 percent of tariffs eliminated, 25 percent of NTBs eliminated on both goods and
services (50 percent of actionable), except for processed foods, here a reduction of NTBs has not been
modelled, 50 percent of procurement NTBs eliminated.
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is generally larger than that for high-skilled workers. For both scenarios, the difference is
approximately 0.1 percentage point.

The total wage effects for the EU are larger than for the US in both scenarios. In the ambitious
scenario, wages are expected to increase by 0.1 percentage point more in the EU than in the
US. A similar difference is found in the moderate scenario, in which case the wages in the EU
are also expected to increase slightly more than the US. This may be due to a larger increase in
demand for labour in the EU than the US, which follows from increased economic activity as a
result of TTIP. This larger demand for labour is, in this case, reflected in higher wages due to
the fixed labour supply assumption discussed in Chapter 1. Under the alternative assumption of
fixed wages, this increased demand for labour would have been reflected in higher overall
employment levels.

Employment effects at sector level

As discussed above, theoretical limitations of the CGE model restrict the employment analysis to
sector-level assessment, from which changes in overall employment cannot be derived (see
footnote 126) The total overview of expected impacts of TTIP on employment at the sectoral
level is shown in Table 3.11 in section 3.4. In order to focus on where the largest impacts can
be found, we present Table 4.1 for the EU and Table 4.2 for the US with the three sectors with
the largest percentage gains and the three sectors with the largest percentage declines.

Table 4.1 Most affected sectors in terms of employment in the EU (2% change)

Sector Ambitious Moderate
scenario scenario

Largest gains

Leather products + 2.3 + 2.0
Textiles + 1.5 + 1.5
Clothing + 1.5 + 1.4
Largest losses

Electrical machinery -7.5 - 3.8
Non-ferrous metals -3.0 -1.2
Iron & steel products -2.6 -0.8

Source: Updated CEPR (2013) results.

Table 4.2 Most affected sectors in terms of employment in the US (26 change)

Sector Ambitious Moderate
scenario scenario

Largest gains

Non-ferrous metals + 2.9 + 0.8
Other meats + 2.1 + 0.2
Other machinery + 1.4 + 0.5
Largest losses

Motor vehicles -2.9 - 0.6
Beverages, tobacco -2.5 -1.3
Electrical machinery -2.4 -2.4

Source: Updated CEPR (2013) results.

In agriculture and other primary sectors, expected employment gains in the US tend to be much
larger than in the EU. Overall, within agriculture, employment in the US is expected to increase
much more than the expected employment changes in the EU. In the manufacturing sectors,
large impact changes occur predominantly in the electrical machinery (more so in the EU than in
the US) and non-ferrous metals (where the 3 percent decrease in the EU is matched with a 2.9
percent increase in the US). The largest employment growth for the EU is expected to occur in
the leather products sector (2.3 percent), textiles and clothing (both 1.5 percent). In the
services sectors, no large shocks are expected based on the CGE impact analysis.

Labour displacement index (LDI)

The labour displacement index is an index that denotes the variation of employment changes
across sectors. A high LDI denotes that there are large changes in the employment rates across
sectors. In other words, it presents the short-run pressure on employment sectors from
changes in the production structure of the economy because of TTIP. Employment changes in
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important and large sectors therefore have a larger weight than do relatively small sectors. The
displacement index is generally larger in the ambitious case for both the EU and the US,
because the economic adjustment following deeper degrees of liberalisation and further-
reaching degrees of regulatory cooperation is larger. In the moderate case, the EU’s weighted
mean deviation is higher than that of the US. This means that in the EU — as a percentage of
the total labour market — more people are changing jobs than in the US. The difference in the
labour displacement index does not differ much between high- and low-skilled workers in the
US, though in the EU, under an ambitious TTIP, labour pressures in the short run are marginally
higher for the low-skilled.

Table 4.3 Labour displacement rates in the EU and US

High-skilled 0.5 0.3 0.5 0.2
Low-skilled 0.6 0.4 0.5 0.3
Source: Updated CEPR (2013) results.

Consumer impacts

The expected consumer impacts are shortly summarised in Box 4.1 and will be discussed and
explained in more detail in the analysis below. In this analysis, we will follow the guidelines
provided in Tool #28 of the Better Regulation Toolbox, and, in so far relevant, focus on the
impacts on consumers along the lines proposed there.1?®

Box 4.1 Expected impact on consumers summarised

e Real wages in the EU are expected to increase by 0.5 percent in the ambitious
scenario for both skill groups (CGE modelling). In the US this increase
amounts to 0.4 percent and 0.3 percent for low-skilled and high-skilled
respectively;

e In the ambitious scenario consumers prices are estimated to increase by 0.3
percent in the EU and remain the same in the US;

e The impact on disposable income is an increase of 0.4 percent in the EU (E3MG
modelling). This estimate is a combination of a 0.8 percent income effect and a
-0.4 percent expenditure effect. Since the increase in income dominates the
negative effect on prices, real disposable income still increases;

e As new markets become more accessible on both sides of the Atlantic, due to
trade liberalisation, product choice and variety will increase.

Consumer prices, quality and availability of goods and services.

The impact of TTIP on consumer prices is calculated in the CGE model. Before going further it is
important to note that changes to prices coming from this modelling set up also reflect closely
the assumptions made regarding the labour market closure. The fixed labour market closure
means that any increase in demand for labour will be met by wage increases, which will in turn
push up firms' costs, and will be eventually be passed on to consumers as higher prices. In fact,
the fixed labour supply closure can be said to lead to more pronounced price effects.

The aggregate figures presented in this section reflect price changes of a basket of goods and
services that the average consumer buys. Broadly seen, one can identify four distinct categories
of goods and services that feed into this consumption basket. These are shown in Table 4.4.

Table 4.4 Detailed explanation of basket of goods and services, per category

No. | Type of good Expected effect of
TTIP on price

Non-tradable, domestically produced 0
Tradable, domestically produced in export sector +
Tradable, domestically produced in import sector -
Imported good -

5= [EO 19 ([=

128

Better Regulation Toolbox. European Commission. http://ec.europa.eu/smart-
regulation/quidelines/tool_28_en.htm.
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The first category contains non-tradable goods and services such as haircuts. The theoretical
effect of TTIP on their prices in the EU can, without any loss of generality, be assumed to be
marginal (and only due to general equilibrium effects). However, the CGE results show that a
number of non-tradable goods and services do see an increase in prices. Higher income for the
average EU citizen will push demand for personal services to a higher level. This leads to an
increase in their respective price level.

The second category refers to tradable goods and services produced in sectors for which a large
share of the production is exported. In other words these are sectors for which the EU economy
has a competitive advantage. Given the size of the US market, the reduction of trade barriers
may lead in these sectors to a significant increase in demand. If labour demand increases in
those sectors to accommodate the higher demand for EU goods and services, this is likely to
lead to price increases (notably due to the fixed labour supply assumption).

The third category consists of domestic producers of tradable goods, but which will have to face
stronger (price) competition from the US in case of a concluded TTIP agreement. Finally the
fourth category represents goods that the EU only imports, which will now more freely enter the
market (if barriers vis-a-vis the US were previously in place). For the latter two categories, the
effect of TTIP on the consumer prices is similar; more competition leads to a downward
pressure on domestic prices. The aggregated effect on consumer prices is the end result of the
interplay between both opposing forces and of the composition of the consumption basket for
the average EU consumer.

In the modest scenario, consumer prices will, on average, increase by 0.2 percent in the EU,
and decrease by 0.1 percent in the US. In case of an ambitious agreement, however, consumer
prices are not expected to change in the US while they are expected to increase in the EU (by
0.3 percent).'?® This reflects the price dynamics discussed above and the composition of
consumption baskets for the average EU and US citizen. One factor that plays a role is the fact
that in the updated CEPR (2013) results, the NTMs in the processed food sector are not
reduced. This means that the reduction in import prices of processed foods products would be
more limited than if the liberalisation were more ambitious. Finally the price effects in the EU
also reflect the higher estimated GDP effects. It is important to note that these larger impacts
on prices for European consumers should be seen in combination with the larger overall GDP
impact and larger wage increases for European workers, compared to the impact on the US
consumers.

Box 4.2 Expected impact on import prices for US goods and services

While the overall price changes are a combination of many driving factors, the
liberalization entailed by the TTIP agreement will have a direct positive effect on the
price of imported products and services from the US. The CGE results reflect that, on
average, imported goods and services from the US will become 4.1 percent cheaper
for EU consumers. This decrease can be largely explained by tariff reduction and goods
NTM alignment.

For each sector, we see different magnitudes of, and reasons behind the results. For
instance, in some sectors the effect of tariff reduction has a large impact on import
prices. Agricultural products are an example, where tariff reduction accounts for 90
percent of the decrease in import prices, which will on average be between 20 percent
and 30 percent lower as a result of TTIP. In other sectors, such as chemicals,
construction and communication services, NTM alignment are the main driver of the
declining prices. For an exact overview of the US import price changes, see the Annex.

Consumers will also benefit not only from lower prices for US products and services but also
from a wider choice. As far as the availability of goods and services is concerned, economic
theory predicts that more competition and opening up to trade leads to a larger variety of goods
and services available to consumers. The removal of NTBs in certain sectors can open up the
Transatlantic market for small and medium-sized enterprises (SMEs). One can think of small,
specialized bike manufacturers in the Netherlands, or wineries in Italy that, upon lowering of
NTBs, can enter the US market. Similarly, a US manufacturer of little children’s toys may not be
able to enter the EU internal market unless NTMs are reduced. Please note that the exact

129 These aggregate figures serve as input for the E3MG modelling exercise, the results of which are
presented in the next section.
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increase in variety of goods and services available to the consumers depends on the final text.
The sectors mentioned here are solely for illustrative purposes.

Consumer information and protection.

A number of stakeholders have expressed fears that the regulatory sovereignty in terms of
consumer production may be under threat as a result of provisions in the TTIP agreement. More
specifically, BEUC claims that it may become much harder to introduce new consumer
protection policies as it has to adhere to concepts such as ‘not more burdensome than
necessary’ and be the ‘least trade restrictive’ option.**® However, in terms of legislative and
rule-making ability, an EP commissioned study found that this sovereignty is unlikely to be
affected by TTIP.®® Moreover, the European Commission (and the United States Trade
Representative, USTR) have consistently claimed that the regulatory alignment will only occur in
sectors where the existing regulation does not differ that much between the two parties. They
made it clear that the high level of consumer safety and protection will not be lowered as a
result of the provisions of TTIP (or any other trade agreement for that matter).

Consumer goods and services safety

Friends of the Earth and BEUC fear that (as a consequence of regulatory cooperation) food
and/or product safety could be at risk.?®? In certain sectors the EU and the US have different
systems or safety standards. If because of mutual recognition or equivalent products with a
lower standard will enter the market, they argue that consumers could be impacted negatively.
Among the concerns in Europe are GMOs used in the US for final products and differences in
regulation regarding chemicals. The European Commission has stated right from the outset (e.g.
through statements of former Commissioner Neven Mimica) that the benefits of TTIP for
consumers would not come at the expense of consumer safety or an erosion of standards.**3
This was reiterated by current Trade Commissioner Malmstrém, who has promised that products
that do not comply with EU standards will not enter the EU (market).

Impact on vulnerable consumers

The impact on different groups in society, including vulnerable consumers, will be discussed in
the next section where the E3MG results will be introduced.

Real disposable household incomes

The CGE model output includes a measure of disposable household incomes changes due to
TTIP. This measure is compiled of consumer price effects, wage effects and effects from other
sources of income. At this stage, the figures only reflect the economy as a whole and are not
yet calculated for different economic groups, which we will take on in the next section. These
figures can therefore not be compared to the E3MG outcomes.

Real disposable household income is expected to increase by 0.2 percent for both the EU and
the US in the less ambitious scenario. In case the ambitious scenario is negotiated, this effect
doubles in size for the EU (at 0.4 percent) and increases to 0.3 percent for the US.

4.2.2. Detailed social impact analysis using EBMG

The previous section introduced the social impact-related CGE results of a potential TTIP
agreement. It is important to reiterate that these results are presented at a high level of
aggregation, that is, the wage changes are for average high- and low-skilled workers and
employment changes are presented at sector level, but for the entire sector without a
specification of the skills levels. The labour displacement index is calculated for a country as a
whole. And, lastly, consumer prices are presented for a standard basket of goods, while in
reality different groups of consumers consume different baskets of goods. This section will

130 http://www.beuc.eu/blog/why-reassurances-that-ttip-will-not-affect-the-right-to-regulate-miss-the-

point/.
TTIP: Challenges and Opportunities for Consumer Protection.
http://www.europarl.europa.eu/RegData/etudes/IDAN/2015/542222/1POL_1DA(2015)542222 EN.pdf.

https://www.foeeurope.org/sites/default/files/eu-
us_trade_deal/2015/foe_ttip_factsheets food v2_ web.pdf and http://www.beuc.eu/blog/wp-

content/uploads/2014/04/Factsheet-on-TTIP.pdf.
http://tacd.org/2013-tacd-stakeholder-forum-the-transatlantic-trade-and-investment-partnership-can-
it-bring-benefits-to-the-people/.
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therefore introduce a more detailed analyses of the social impact of TTIP, with a focus on
income and expenditure impacts for different population groups in society.

The E3BMG model and social impacts

The E3MG model is well-equipped to quantitatively assess the social impacts of TTIP. Like the
CGE model, it includes a number of equations that characterize the labour market, but at a
more disaggregated level. Outputs from this model include consumer prices, expenditures,
sectoral (un)employment and wages. This can then be linked to micro datasets from EUROSTAT
to estimate the impact of TTIP on different economic groups in society. The contribution of the
E3MG model lies predominantly in the inclusion of three non-working groups (the unemployed,
retired and inactive).

Estimated income impacts from TTIP

For most European consumers, income from labour is not the only part of their total income.
Therefore, the impact of TTIP on wages cannot directly be converted to the impact of TTIP on
income. The EUROSTAT SILC database provides the relative shares of labour and other sources
in total income, which allows us to calculate the impact on income for different social groups,
taking into account that there are different income sources. Furthermore, this database contains
data concerning indicators that are related to poverty, living conditions and social exclusion.
This facilitates analysis of the impact of TTIP on different economic groups.

Estimated expenditure impacts from TTIP

The CGE model provides data on average consumer price changes. These results, however, are
for a fixed basket of goods. Consumption patterns for consumers in the bottom of the income
distribution are likely to be different from those in the very top. EUROSTAT data on mean
consumption expenditures of different income groups allow for a more detailed analysis of what
consumer price changes mean for the purchasing power of these groups. For each of the
weighted parts of a consumption bundle we look at price changes. The total expenditure impact
is the sum of the product of the price changes multiplied by the weighted components of each
population group’s unique consumption basket. Negative values denote that consumers will
need more money to buy the same basket of goods, as opposed to a situation without TTIP. In
Table 4.5 below, we present the different consumption baskets for different population groups
that we use for the analysis. For example, we can see that the poorest quintile of the population
spends 19 percent of their incomes on food, while for the richest quintile this is only 11 percent.
If TTIP affects food prices more strongly than other consumption goods, the expenditure impact
for the poor will be larger than for other economic groups.

Table 4.5 Weights of consumption baskets per population group, %

All First Second Third Fourth Fifth
household | quintile quintile quintile quintile quintile

(S
Imputed
rentals 14,8 10,1 14,8 16,0 16,2 14,7
Food 14.6 19.2 17.4 15.9 14.3 11.2
Petrol etc. 6.5 4.8 5.6 6.4 6.9 7.0
Clothing and
footwear 5.7 5.3 5.2 5.5 5.8 6.0
Utilities 5.4 6.5 6.0 5.7 5.2 4.5
Actual rent 5.3 14.8 7.6 4.7 3.2 2.4
Catering
services 5.0 4.0 4.4 4.7 5.2 5.4
Purchase of
vehicles 4.8 2.6 3.5 4.3 4.7 6.4
Insurance 4.6 3.7 4.2 4.4 4.7 5.0
Recreational/
cultural
services 2.6 2.2 2.4 2.6 2.7 2.8
Top 10 69.4 73.2 71.2 70.2 68.8 65.5

Source: EBMG model.
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Estimated total impact

The sum of the income and expenditure impacts calculated before is the total impact on each of
the identified groups. These identified groups are:

e Five income groups (equally divided over five quintiles, the first quintile covers the
bottom 20% of the income distribution, the fifth quintile the richest 20%);
Six socio-economic groups; and
Two geographic groups.

The impact of TTIP on each group is distinct and unique, due to the different employment
situations and/or different group-specific weights that determine the final consumption basket of
goods.

Ambitious scenario

The effect of TTIP on the real disposable income of different income groups is displayed in
Figure 4.3. The income effect for all income groups is positive. As we saw in the previous
section, wages in the EU for skilled and low-skilled workers are expected to increase due to
TTIP. These higher wages lead to higher income levels, though more so for skilled workers at
the top of the income distribution than for others. The expenditure effect depends on the basket
of goods that members of each quintile consume. Higher consumer prices are behind the
negative expenditure effects. Food and utilities make up a larger relative share of the
expenditure basket for those at the bottom of the income distribution than for the highest
quintiles. For this reason, the expenditure effect is different for each quintile. As Figure 4.2
demonstrates, the largest gains in disposable incomes can be found for the highest quintiles. As
most people in this part of the income distribution are employed in skilled jobs, they reap the
benefits of higher wages. At the same time, the prices of goods in their basket increase by less
than those of the poorer quintiles (in relative terms).

Figure 4.2 Changes in EU household’s disposable income in 2030, %o

1,0

0,8

0,6

0,4
= |[ncome effect

0,2 = Expenditure effect

o Total effect

Third ile Fourth tile Fifth q |

D

% change in disposable income

Source: E3BMG model, the total effect is the sum of the income and expenditure effects.

The model also allows for a distinction of the effect of TTIP on real disposable income in 2030
for different socio-economic groups. These include manual workers, non-manual workers, the
self-employed and three groups of citizens without a job. These latter three groups therefore
have a smaller income effect compared to their working counterparts. The total positive effect of
TTIP on the real disposable income of the EU working population is approximately 0.4%. For the
non-working population, the gains from TTIP are much smaller (less than 0.2%). There are no
large differences between the effect of TTIP on the real disposable incomes of rural and urban
populations, though both effects are relatively large and positive. Table 4.6 shows the results.

May 2016 1 119



Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

Table 4.6 Impact of TTIP on real disposable income in the EU in 2030, ambitious

scenario
Relative change (in %)
Expenditure

All households 0.4 0.8 -0.4
Income groups

First quintile 0.2 0.7 -0.5
Second quintile 0.3 0.8 -0.4
Third quintile 0.4 0.8 -0.4
Fourth quintile 0.4 0.8 -0.4
Fifth quintile 0.4 0.8 -0.4
At risk of poverty 0.3 0.7 -0.5
Socio-economic groups

Manual workers 0.4 0.8 -0.4
Non-manual workers 0.4 0.8 -0.4
Self-employed 0.4 0.8 -0.4
Unemployed 0.2 0.7 -0.5
Retired 0.1 0.5 -0.4
Inactive 0.1 0.5 -0.5
Geographic groups

Densely populated 0.4 0.8 -0.4
Sparsely populated 0.4 0.8 -0.4

Source: EBMG model, the total effect is the sum of the income and expenditure effects.

Less ambitious scenario

The impact of TTIP on real disposable incomes in the moderate scenario is much smaller than in
the ambitious scenario. Following the CGE results, the impact on wages is much smaller in the
moderate scenario (0.3 percent versus 0.5 percent in the ambitious), such that the total income
effect is also less than in the ambitious scenario. Remarkably, the expenditure effect is larger
than in the ambitious scenario for a number of economic groups. This can be explained by
different price changes of certain goods in both scenarios. For example, prices for personal
services increase by more in the ambitious case than in the less ambitious case — but prices of
other services decrease in the ambitious case, and increase in the less ambitious case.

If we look at specific groups in society, the effect of a less ambitious TTIP is not always positive.
All results are presented in Table 4.7. It is important to note that the figures presented in Table
4.7 are sensitive to a number of confounding factors and that due to their very small absolute
size, one should be careful in the interpretation of these numbers. Those who belong to the
segment of society that is at risk of poverty (the lowest two quintiles of the income distribution)
can expect a negligible impact, which is an average of the poorest quintile who actually are
expected to see a marginal decline in their levels of disposable incomes combined with the
second quintile who appear to have a marginal positive impact on real disposable income.
Similarly, those citizens without a job (either unemployed. retired or inactive) will not benefit
from TTIP because expenditures are expected to go up while they do not benefit from wage
increases. While their income (or unemployment benefit) may rise slightly, their consumption
basket becomes slightly more expensive.

Table 4.7 Impact of TTIP on real disposable income in the EU in 2030, moderate

scenario
Relative change (in %6)
Expenditure

All households 0.0 0.5 -0.5
Income groups

First quintile -0.1 0.4 -0.5
Second quintile 0.0 0.5 -0.5
Third quintile 0.0 0.5 -0.5

Fourth quintile 0.1 0.5 -0.5
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1 Relative change (in 96)
_

Fifth quintile -0.5
At risk of poverty 0.0 0.5 -0.5
Socio-economic groups

Manual workers 0.1 0.5 -0.5
Non-manual workers 0.1 0.5 -0.5
Self-employed 0.1 0.5 -0.5
Unemployed -0.1 0.4 -0.5
Retired -0.1 0.3 -0.4
Inactive -0.1 0.4 -0.5
Geographic groups

Densely populated 0.0 0.5 -0.5
Sparsely populated 0.0 0.5 -0.5

Source: E3BMG model, the total effect is the sum of the income and expenditure effects.

Income inequality in the EU-28

The last quantitative social indicator that the E3BMG model provides is the Gini coefficient. The
Gini coefficient is a measure of the extent to which the income distribution deviates from a
perfectly equal distribution.®®* Any increase in the Gini coefficient is to be interpreted as a step
towards more income inequality.

In the baseline, the EU-28 has a Gini coefficient of 30.00. The impact of TTIP on the EU-28 Gini
coefficient is less than a 0.1 percent increase, resulting in a final value of 30.02. In the
moderate scenario, the expected increase is half that. These results also follow from Tables 4.6
and 4.7. The top income bracket (the fifth quintile) will face a larger increase in their real
disposable income than the lowest income bracket (the first quintile). While in the ambitious
scenario real disposable will increase for all income groups, the largest (positive) impact is to be
expected for the richest 20% of the income distribution.

Nevertheless, with a 0.1 percent increase in the Gini coefficient in the ambitious scenario and no
significant change in the less ambitious scenario, the effect of TTIP on income inequality is
expected to be very marginal.

4.3. Assessment of social impact through the trade channel

Social effects resulting from the trade channel are the most direct effects of trade policy. The
trade channel covers the human health effects and medical devices effects triggered by trade
provisions on certain products. Tariff provisions can make some goods cheaper, which could
have a positive or negative social effect. The choice to look at human health impacts via
unhealthy foods and medical devices and medicines is taken in close consultation with civil
society. Because it is difficult to separate the potential impact channels totally, there is also an
element of regulatory cooperation already involved in this section.

4.3.1. Case study: impact of TTIP on human health

TTIP is both about tariff liberalization and about regulatory cooperation. Both these elements
have a potential impact on the prices — and therefore — quantities of goods traded. That is why
— next to the case study on how TTIP could influence public health systems — this case study
focuses on how TTIP could impact public health through trade liberalization (e.g. cheaper

134 |n the E3MG model, this measure is ranked on a range from O (everyone earns the same income) to

100 (one individual earns all the income). Source of definition:
http://data.worldbank.org/indicator/S1.POV.GINI.
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products that may be “unhealthy”®® and that now face tariffs) and through regulatory

cooperation in the fields of pharmaceuticals and medical devices including intellectual property
rights.

Trade between the EU-US in selected “unhealthy commodities” and the impact on
health

Trade in alcohol, tobacco and sugar

The EU imported 2.8 percent of its total imported volume of alcohol, tobacco and sugar from the
US in 2014.%¢ weighted average trade tariffs for these products range from 0.6 percent for
alcohol to 22 percent for tobacco in Europe and 0.1 percent for alcohol to 120 percent for
tobacco in the US in 2014. The trade tariffs function indirectly on the one hand to (partly)
protect consumers from consuming these goods and provide domestic producers market
protection. On the other hand trade tariffs drive up domestic prices due to a lack of competition
in products and/or resources. Next to trade tariffs, trade in above commodities is hampered by
non-tariff barriers. According to the MIRAGE project, NTBs for alcohol and tobacco lead to an
increase in prices of approximately 14 percent for US imports and 50 percent for EU imports.**’

Box 4.3 General impact(s) of tariff liberalization

Tariff liberalization, as part of a Free-Trade Agreement, between two countries should
lead to an increase in trade between the two countries in a number of sectors. An
increase in trade has economically speaking (generally) a positive effect on total
welfare in both countries, caused predominantly by a reduction in prices of products
and greater coherence of regulations. There are however also negative effects. Tariff
liberalization can for instance lead to the closing down or outsourcing of a sector in
country A to country B, caused by comparative disadvantages, caused by higher input
prices and/or social —and environmental regulatory differences.

Table 4.8 and Table 4.9 below give an overview of current tariff lines, import volumes, and the
share of EU imports from the US compared to total imports for alcohol, tobacco and sugar.

Table 4.8 EU-US trade in selected sectors, 2014

_ EU import tariff US import tariff

Product group Weighted Imported value Weighted Imported value
(and code) average from the US in average tariff from the EU in
tariffl38 - ~~ min USD in 26 min USD
Tobacco (24) 22.1% $ 436,097 120.2% $ 124,142
Alcohol (22) 0.6% $ 1,610,817 0.1% $ 11,889,555
Sugars (17) 12.9% $ 89,429 8.3% $ 299,371

The Table above shows that there is a high disparity between EU and US import tariffs on
selected product groups. If import tariffs for the above product groups would fall to zero c.p. a
decrease in costs for consumers could be an outcome in both the EU and US.*3°

Table 4.9 EU-US trade importance of selected sectors, 2014

Importance of imported goods from the US

Product group Imported value from  Total import value US share in total EU
(and code) us in min USD import (26)

in min USD
Tobacco (24) $ 436,097 $ 17,534,071 2.5

135 We apply the term “unhealthy commodities” throughout this case study. It is important to note that this

term contains a basket of goods that is not necessarily comparable in terms of their “unhealthiness”.

One could argue that tobacco is always “unhealthy”, whereas alcohol and sugars are only so if taken

disproportionally. In using this phrase, we follow the terminology used by, for instance, the European

Heart Network.

Ecorys, 2015, own calculations based on AHS trade —and Eurostat import volumes.

IFO Institut, 2013, Dimensions and Effects of a Transatlantic Free Trade Agreement between the EU and

Us.

135 Based on AHS, 2014.

139 ¢.p.: ceteris paribus; keeping all other things constant (such as a shift in import/export volumes or shift
from/to products).
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Importance of imported goods from the US

Alcohol (22) $ 1,610,817 $ 43,854,632 3.7
Sugars (17) $ 89,429 $ 14,491,688 0.6

Table 4.9 gives an indication of the importance of US export to the EU for selected product
groups. The last column shows, for instance, the strong level of US imported sugars and
tobacco compared to alcohol. However one should not forget that much of the sugar imported
from the US is in the form of, for instance, soft drinks and candy bars, which is not reflected in
the 0.6 percent US share in total EU import of sugars.

The impact of “unhealthy commodities” on public health

Alcohol, tobacco and sugar are part of the group of commodities which are also known as the
“unhealthy commodities”. This group encompasses further soft drinks — and processed foods
that contain high degrees of salt and fat. Products that have high concentrations of these
commodities are seen as some of the main risk factors for the global increase in chronic non-
communicable diseases (NCDs), such as obesity’*® and diabetes. If these goods (that are
potentially harmful to people’s health — like alcohol and tobacco, “unhealthy” food), become
more readily available and with lower prices than consumers are currently used to on the EU
and US markets because of the consequence of lowering tariffs on these products in TTIP,
consumers — subject to the law of demand — may be invited to consume more of these harmful
products. The impact of reducing tariffs and increasing market access could then conflict with
the UN Sustainable Development Goals and put the human right to health (Art. 12, ICESCR, Art.
11 ESC) at risk. In this case the trade ‘values’ embedded in the tariff reduction could lead to
pressure on human rights ‘values’.'** This potential adverse effect of TTIP on the targets of the
UN Sustainable Development Goals (e.g. reduction of smoking, promotion of harmful use of
alcohol, prevention of diseases, access to basic medication, etc.) is mentioned often by civil
society.'*2 Moreover, since the relatively more vulnerable groups of the population — those with
relatively the lowest income levels — have the highest share of ‘food costs’ in their typical
expenditure patterns (e.g. the poorest 20 percent of the EU population spends 19.2 percent of
their income on food, while the top quintile spends 11.2 percent of income on food)*3, these
effects could spread through society in an asymmetric way — implying that the right to health
could be affected to different degrees for different population groups.

The study by Stuckler et al (2012) has shown, for instance that low-and-middle income
countries that signed an FTA with the US had an average increase of 63.4 percent in soft drink
consumption per capita, much higher than the increase in consumption without the FTA. An
increase of consumption of “unhealthy commodities” can however not completely be attributed
to an FTA and for instance regulation can impact consumption levels in a similar way (for
example the UK alcohol market deregulation). Middle-and-high income countries show a
different development. In observed countries economic growth occurs without an observed
increase in consumption of “unhealthy commodities”, showcasing the importance of (national)

policies —and regulations in mitigating future NCDs risks*4.

Trade between the EU-US in medical innovations — and devices and the impact on
public health
Trade in medicines and medical innovations

The global health sector is one of the biggest sectors in the world, amounting up to 7 trillion
USD according to the World Bank. Furthermore the sector is expected to grow by 4.4 percent

140 Approximately 7% of EU health budget is used for obesity related diseases on a yearly basis. These

costs can increase by 2.4 times in 2025 (Source: EPHA response paper on the Ecorys TSIA TTIP case
study workshop).
141 bid.
142 Health and Trade Network, Health and Trade: what hope for SDG3? 28 September 2015, feedback
received from the Health and Trade Network during civil society consultation. This publication is also
available online, at: https://healthandtradenetwork.wordpress.com/2015/09/28/health-and-trade-what-
hope-for-sdg3/ [accessed 4 November 2015].
According to the statistics used by Cambridge Econometrics to calculate expenditure effects from price
changes predicted by TTIP.
Stuckler et. al, 2012, Manufacturing epidemics: The role of global producers in increased consumption
of “unhealthy commodities” including processed foods, alcohol, and tobacco. PLoS medicine, V9/16.
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between 2014 and 2017 due to changes in demography and increased demand from Asia.l%
The health sector is of importance to both the EU'#® and the US'*” who are together responsible
for 70 percent of innovative new medicines and 80 percent of global sales in these medicines.*®
The healthcare sector is next to this a pull factor for R&D investments in the EU and US. The
sector accounts for one fifth of global R&D investments and in Europe the healthcare sector
ranks second, after automobiles, in corporate R&D spending'*®, making it one of the drivers in
the knowledge dependent economy of Europe.

Intellectual property (IP) is very important in the pharmaceutical industry and necessary for
investments in R&D. Under TTIP IP revision is seen by proponents as an opportunity for the EU
and US to harmonise certain key IP issues (such as some standards, protection and
enforcement approaches). An aligned IP approach could incentivise the investment in new
innovative medicines according to industry.®® Opponents of IP legislation alignment however
stress that such a development is one of the major risks to EU health systems.'®* One of the
main fears brought forward is that alignment of IP rules between the EU and US could lead to
longer periods of regulatory data protection (RDP) than is currently the case. In addition,
research from Oxfam indicates that in recent years pharmaceutical companies moved from a
focus on developing innovative new medicines towards extension of patent right to increase
their rate of return on investments.®?> When we compare the EU and US IP systems, we find
that the US has a regime of 12 years for biologics, but 5 + 3 years for new chemical entities
(e.g. small molecules), while the EU has 8 + 2 + 1 years for both biologics and new chemical
entities — so there is not much difference between the EU and US in terms of the time periods
when medicine monopolies are allowed. The EU, in its negotiating proposals, does not intend to
harmonise this small difference in regulatory regimes in TTIP and hence does not aim to
introduce changes to the current legislation.

Barriers to trade

The EU and US have for decades been the main health sector trading hubs, driven mainly by
trade in medical equipment, advanced medical technology and pharmaceuticals. As a result of
this long trade relation there is close alignment between the trade blocs. Trade between the two
hubs is however not optimal. The existing trade import tariffs on medical equipment limits trade
and market access opportunities for especially SMEs!®® and poses obstacles to a further
reduction in healthcare costs. Trade between companies in the pharmaceutical industry is
further hampered by regulations, regulatory practices and the general environment for
protection of innovation. There is for example no clarity regarding defining of prior user rights;
handling of patent applications; and/or how patentability is determined®®*. Another example of a
trade barrier, according to the sector, relates to duplicative clinical testing/product approval
procedures, leading to higher R&D costs, hence higher prices and slower access of medicines in
(the) overseas market.'®® The EU and US already have a strong basis for regulatory cooperation
in this field — both bilaterally and at the international levels at the International Conference for
Harmonisation (ICH) and the International Device Medical Regulators’ Forum (IMDRF) and TTIP
could further strengthen this cooperation which could lead to consumer (price) gains. See Box
4.3 for a short example of the international cooperation towards a harmonized electronic
submission system for drugs, and devices.

Box 4.4 Cooperation on a Harmonised Electronic Submission System for Drug,
Devices

The International Medical Device Regulators' Forum (IMDRF) has in the last years
focused on medical device harmonisation efforts in order to yield new cooperation
between the drug and device sectors. The IMDRF was launched in 2012 as the
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ECIPE, 2015, The health of Nations: A transatlantic trade and investment agenda for better healthcare.
Health expenditures is for most European governments one of the largest areas of government
expenditure (around 20%), often only expenditures on social protection are higher (Eurostat, 2012).
More then 40% of Europe’s export goes to the US and almost 67% of Europe’s import are sourced from
the US. (ECIPE, 2015).

148 http://globalhealthprogress.org/qa/ttipga#question-222, 11-09-2015.

149 EFPIA estimated that in 2012 €30 million was invested in R&D by pharmaceutical companies.

150 http://www.lilly-europe.eu/global/img/PDF/Branch-of-TTIP-position-paper.pdf.

151 Feedback from Civil Society during the 9th of July workshop on the case studies for the TSIA in
Brussels.

Oxfam Novib, 2014. Trading away access to medicines “Revisited”.

For SMEs a 1 or 2% trade barrier can already be a huge obstacle for trade due to associated
administrative burden (ECIPE, 2015).

LSE, 2015. TTIP: International trade, law, health systems and public health.

155 http://globalhealthprogress.org/qa/ttipga#question-222, 11-09-2015.
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regulators-only successor to the Global Harmonization Task Force (GHTF), which
disbanded in December 2012 after its device regulatory members decided to split off
and form their own juncture without the involvement of industry. At present,
organisations involved in the IMDRF include the US Food and Drug Administration
(FDA), Australia's Therapeutic Goods Administration (TGA), Brazil's National Health
Surveillance Agency (ANVISA), Health Canada, the European Union (EU), Japan's
Pharmaceuticals and Medical Devices Agency (PMDA), and the Asian Harmonization
Working Party (AHWP). Regulators have stated that IMDRF would maintain the
regulatory workload previously discussed under the GHTF. Trautman, US FDA
regulator, said: “there is much for the medical device industry to anticipate coming out
of IMDRF. No longer is the focus of global regulators just on regulatory harmonization.
Instead, they are increasingly looking to a "regulatory convergence" in which
additional parts of the regulatory ecosystem (e.g. the technical documents, standards,
practices and scientific principles among them) are voluntarily adopted by multiple
countries. The process of convergence represents an important form of regulatory
cooperation which in turn makes possible additional, enhanced forms of cooperation
and collaboration between regulatory authorities."

A hot potatoe within the IMDRF — and the medical devices sector — was the global
Unique Device ldentification (UDI) system. A UDI is a labeling or marking standard by
which regulators can keep track of a product-a sort of track-and-trace method for
medical devices that allows anyone to determine from where a product originated and
other information about a device. In addition, a UDI system is able to provide other
benefits, such as allowing for the creation of a device registry to track the safety and
efficacy of various products. Clearly, UDI would allow regulators to get more
information about origins and other information about products, enabling them to
better uphold and increase consumer health and safety protections. These constitute
significant consumer benefits. The creation of UDI has been historically complicated by
several regulators' attempts to put together their own systems, which have been in
progress for many years. Indeed, national regulatory agencies have been drafting and
publishing their own regulations, which could potentially lead to regulatory
divergences. On the 17" of April 2013, the IMDRF issued a major guideline regarding
UDI. This guidance provides "non-binding rules for use in the regulation of medical
devices." The IMDRF explained that "this guidance provides a framework for those
regulatory authorities that intend to develop their own UDI systems - such that, when
implemented, it achieves a globally harmonized approach to UDI." "It is expected that
the regulatory authorities will follow the guidance when developing their own UDI
requirements.”" Furthermore, the hope, IMDRF said, is that “UDI systems around the
globe will be highly interoperable, allowing for the exchange of data on devices as they
move throughout various regulatory systems and supply chains.”

The UDI example, provides a clear point in case how harmonisation can be stimulated
globally — providing a global benchmark — while national regulatory authorities remain
in charge of drafting their own UDI requirements.

Source: Regulatory Affairs Professional Society (RAPS) website, 19.11.2015.

The two tables below give an overview of current trade tariffs between the EU-US; import
volumes; and the share of EU imports from the US compared to total imports for the
pharmaceutical industry and medical equipment sectors.
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Table 4.10 EU-US trade in selected sectors, 2014

| EUimport tariff US import tariff

Sector and product group Weighted Imported Weighted Imported

(code) average value from average value from
tariff’®® in the US in tariffin % the EU in
% min USD mln USD

'(Dgg)r e L lUEity 0.0% $ 24,647,713 0.0% $ 44,815,251

Other medical apparatus 2.1% 0

(902229) $ 6,126 0.8% $ 14,126

X-ray tubes (902230) 2.1% $ 112,086 0.9% $ 205,553

Medical parts and accessories

0 0
(902290) 2.1% $ 454,545 0.9% $ 588,632

Table 4.10 shows that there is a disparity between EU and US import tariffs on selected sectors
and product groups, excluding pharmaceuticals where no tariff exist. If import tariffs for above
product groups would be reduced to zero c.p.'®® — indirectly — a decrease in costs for consumers
could be the outcome in both the EU and US. The removal of tariffs (specifically small tariffs)
are expected to especially benefit SMEs, because — especially for them — they reduce costs
disproportionately.

Table 4.11 EU-US trade importance of selected sectors, 2014

Importance of imported goods from the US

Sector and product group Imported value Total import US share in total
(code) from the US in value in mln EU importin %
min USD usD

Pharmaceuticals (30) $ 24,647,713 $ 253,183,381 9.7%
Other medical apparatus 0
(902229) $6,126 $ 34,373 17.8%
X-ray tubes (902230) $ 112,086 $ 398,168 28.2%
Medical parts and accessories $ 454,545 $3.,177.618 14.3%

(902290)

Table 4.11 gives an indication of the importance of US export to the EU for selected product
groups. The last column shows, for instance, the strong connection between the EU-US in the
pharmaceutical industry (10 percent of all EU imports come from the US) and the medical
equipment sub-groups (with the US share in total EU imports ranging between 14.3 percent for
medical parts and accessories to 28.2 percent for X-ray tubes).

Impact of TTIP on trade in selected public health related sectors

This section describes the identified main extra additional economic impacts (increased exports
— or other effects) that can be expected and attributed to TTIP.

Expected impact of TTIP on public health with respect to “unhealthy
commodities”

The ATS/”unhealthy commodities” situation is assessed by comparing the expected trade world
with TTIP to the baseline trade forecasts without TTIP. In this way we can identify the potential
impact of the Transatlantic Trade and Investment Partnership.

We expect, as stated before in the section on tariff liberalisation, that the removal of the trade
tariffs on “unhealthy commodities” will lead to a decrease in price for these goods.'*® The extent
of such a price decrease is difficult to predict, since this would depend on the price elasticity of
demand of for instance cigarettes: will a European consumer currently smoking start to smoke
more if cigarettes become cheaper? Will EU consumers who do not smoke now start smoking?

156 Based on AHS, 2014.

157 There are no EU import tariffs on pharmaceuticals and very few on US import.

158 ¢.p.: ceteris paribus; keeping all other things constant (such as a shift in import/export volumes or shift
from/to products).

159 EPHA, 2015, EPHA contribution — public health concerns on food and agriculture in TTIP.
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In the cigarettes example, we know cigarettes to be very price inelastic (i.e. the cigarette
smokers are very price insensitive) and thus consumers are expected not to change the
quantity of cigarettes they smoke very much. In the longer run, new consumers might prefer
the lower priced goods, however, leading to an increase in smoking.

Having described this direct tariff effect, the question that then follows is whether this is a
desirable development from the perspective of the EU and EU Member State regulators and
whether they can act upon this undesirable development. Currently regulators and EU Member
State governments are actively trying to reduce consumption of “unhealthy commodities” by
putting high(er) taxes on these commodities and/or by dis-incentivising consumption through
non-regulatory measures. The current European retail price for tobacco is for instance around
75 to 87 percent higher than global market prices due to taxes in place to discourage
consumption of tobacco. In addition, governments increasingly put national regulatory barriers
in place to reduce consumption of tobacco, for instance through prohibiting smoking in public
places. So the potential impact of removing trade tariffs on “unhealthy commodities” on health
can be mitigated by measures taken by (national) governments. Policies and regulations can,
through taxation, increase the price of “unhealthy commodities” and keep total consumption
stable, balancing the possible increase in consumption as a result of trade liberalization.

Civil society fears, however, that through Investor Protection and (at least the ‘old’ version of)
ISDS, (public health) regulators could be put off from responding in a regulatory manner to this
price decrease (i.e. the argument of ‘regulatory chill’). While under the pre-TTIP, pre-CETA
Investor Protection and ISDS rules, this concern would certainly be worth debating, under the
latest EU negotiating proposal on Investor Protection and Investment Court System (ICS) things
look different.®® This new EU proposal is different from earlier ongoing practices in that it
strengthens the right to regulate in a dedicated new article, a new system for resolving disputes
— the Investment Court System — is proposed, and an appeal mechanism is envisaged.
Especially the first innovation matters from the perspective of human health. Article 2
(Investment and regulatory measures/objectives) sub 1 reads: “The provisions of this section
shall not affect the right of the Parties to regulate within their territories through measures
necessary to achieve legitimate policy objectives, such as the protection of public health, safety,
environment or public morals, social or consumer protection or promotion and protection of
cultural diversity.”'%? One can for example look at tobacco policy, in which case Article 2 of the
investment chapter states that governments can still draft and implement strong tobacco
control legislation, without potential litigation by the tobacco industry.

Expected impact of TTIP on trade on medical equipment and medical
innovation

Economic impacts on the pharmaceutical industry and public health are compared to the
baseline trade and the expected impact based on the goals of EU negotiators as set out in the
respective position papers.

EU negotiating aims regarding medical equipment —and devices

Medical equipment and devices are a vital part of both the EU and US medical
systems. Currently sometimes duplicative testing is needed. Under TTIP the EU
negotiators plan to remove these duplicative testing requirements to reduce costs and
speed up the take-up of new innovations two-ways across the Atlantic. The main goals
are to align the Unique Device ldentification (UDI) (traceability) systems, provide for
common electronic data submission forms (Regulated Product Submission) and
recognise each other’s Quality Management Systems (QMS).

Expected economic impact of TTIP on trade in medical equipment

Tariff liberalisation in the field of medical equipment is not expected to lead to significant
changes due to current existing low tariff rates. Having said that, given the existence of
complex global value chains, where raw materials, parts and components and final products are
traded heavily — implying that some part or component may be crossing international borders
multiple times — also low levels of tariff may have a significant impact since they are counted

160 On the 12™ of November, the EU sent its new proposal on Investor Protection and Investment Court
System to the US.
161 http://trade.ec.europa.eu/doclib/docs/2015/september/tradoc_153807.pdf.
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multiple times. A larger impact of TTIP on medical equipment could come from the following
regulatory elements, also highlighted in the EU’s position paper on medical equipment:

Mutual recognition of manufacturer’s quality management systems (QMS) audits;
Further convergence of systems of identifying and tracing medical devices (UDI — see
Box above);

e Convergence of models for marketing submissions (Regulated Product Submission).162

If the EU and US can further align their UDI in TTIP — flanked by the international discussions at
the IMDRF — and if EU and US could mutually recognise QMS audits, producers and hence
consumers are expected to financially benefit because — without affecting protection levels for
consumer health, the price for medical equipment could be lowered. We expect that TTIP could
have a positive economic impact on the medical equipment and medical devices sector if these
negotiating ambitions are achieved.®®

EU negotiating aims regarding medical innovation (pharmaceutical sector)
The main goal of the EU negotiators with respect to pharmaceuticals in TTIP is related
to strengthening the already ongoing bilateral and multilateral level talks (e.g. via
ICH), with a particular focus on establishing bilateral commitments that would facilitate
pharmaceutical products authorisation processes and increase agencies’ resources for
inspections and exchange of confidential information, as well as fostering additional
harmonisation of technical requirements in new areas like biosimilars, paediatrics,
generics and terminology. Finally the EU and US aim to reinforce joint approaches on
scientific advice and evaluation of quality by design applications.®*

Expected (regulatory) cooperation through TTIP and its impact on medical
innovations

TTIP will affect trade between EU and US pharmaceutical if regulatory cooperation in the field of
non-tariff barriers is achieved.

‘Facilitating pharmaceutical products authorization processes’ is a very important goal and
currently a significant non-tariff measure because there are unnecessary duplications and best
practices could be shared more than is currently the case in the bilateral and multilateral
dialogues. Therefore, the aims in pharmaceuticals include reducing unnecessary duplications
(also with respect to clinical trials) and building on best practices for regulatory practices. If the
negotiations are breaking significant ground on these two goals, patient safety, innovation, and
cost-effectiveness could be the result. For example, the shorter the timeframe needed to go
through an authorization process for a new medicine (on either side of the Atlantic) the faster,
new EU (US) medical innovations can reach US (EU) consumers. At a macro-level that means
that the rate of medical innovation is sped up by allowing innovations from elsewhere (read: the
US) to reach the EU market faster than is currently the case. This does require a degree of
focus of regulator’s resources — but that is also a clear negotiating aim.

The second important NTM regarding medical innovation has to do with Intellectual Property
protection, on which the EP said the following in 2013: “IP is one of the driving forces of
innovation and creation and a pillar of the knowledge-based economy and TTIP should include
strong protection of precisely and clearly defined areas of IP...”. Based on this and discussions
with stakeholders we expect that TTIP will lead to increased cooperation between the EU and US
regarding IP. But from the EU position paper on IPR, it is clear that in TTIP the IPR chapter is
expected to be a limited one, focusing on a few core issues only:%°

e Listing of international IP agreements to which both sides are committed (i.e.
information exchange);

162 EU position paper on medical equipment. DG Trade website, downloaded 18" of November 2015.

163 Note: Increased competition could lead to local negative impacts and local unemployment in sub-
sectors. If such impacts are expected due to EU trade liberalization the EU can prolong tariffs to reduce
short-term effects and allow companies to slowly phase out from a market.

164 EU position paper on pharmaceuticals. DG Trade website, downloaded 19" of November 2015.

165 The EU position paper on IPR. DG Trade website, downloaded 19" of November 2015.
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e Listing general principles that stress the importance of IP as a tool for innovation,
growth and jobs, as well as a number of high-standard agreed principles on key topics
(envisaged in a preamble);

e Binding commitments on a limited number of significant IP issues (details in the EU
position paper);

e Cooperation on areas of common interest.

Civil society is concerned — in particular — about the length of patents and whether this length
could be increased as a consequence of TTIP, making medicines more expensive for more
extended periods of time, and delaying the introduction of cheaper generic medicines to uphold
the human right to health.®® They state: “IP provisions will lead to a lock up of technology and
stifle independent innovation, leading ultimately not to job creation but to stagnating
employment” ®7. Indeed, from an economic viewpoint, granting longer periods of monopoly
power could lead to lower levels of innovation, higher prices and lower levels of medicine
production than optimal for society. On the other hand, without the option of recovering R&D
investment costs no pharmaceutical company would invest in the future in developing new
drugs because there would be no chance to earn back the investment.'®® Hence we looked
carefully into this concern. We first of all find that the duration of patent protection is 20 years
in both the EU and US so there would be no rationale for regulatory alignment in TTIP of
something that is already aligned. Second, we do not come across evidence — from the
accessible texts — that the EU and US seek to extend the exclusivity time on pharmaceutical
products. There is, however, already the provision (not in TTIP) that the terms of a
pharmaceutical patent could be extended by a supplementary protection certificate (SPC). An
SPC is meant to compensate for the time needed to obtain marketing authorisation of
pharmaceutical products, and could extend the patenting period by up to five years. All EU
Member States already have the SPC option and the US has a very similar system to the EU.
Hence it is unlikely this issue will be addressed in the IPR Chapter of TTIP. Nonetheless, it would
be worthwhile to examine whether the time period on SPCs could not be shortened in case TTIP
would be successful in terms of creating shorter timeframes needed to go through an
authorization process and introducing a new product on the EU (US) markets.

Conclusions

This topic was selected to investigate the potential effects of combined tariff and regulatory
cooperation elements in TTIP for human health. We looked at impacts of TTIP for “unhealthy
commodities” and medical innovations and devices. Regarding “unhealthy commodities
(tobacco, alcohol, sugars)” we found that tariff liberalisation could lead to increased
consumption of "unhealthy commodities since this may have a price reducing effect. This effect
could potentially put the UN Sustainable Development Goal; the human right to health (Art. 12,
ICESCR, Art. 11 ESC) at risk. This potential negative effect would be disproportionately higher
for the lower income strata of the population (as food is a larger share of their expenditure).
However, we also find that the proposed provisions in TTIP regarding the states’ right to
regulate in the public interest (e.g. in the area of human health) sufficiently safeguard EU
Member States’ freedom to address this negative tariff effect on human health, if they wish to
do so, in order to meet their human rights obligations. With respect to medical innovation and
medical devices we found that the impact of removing the tariff on medical devices because of
TTIP could be positive because hospital equipment would get cheaper, reducing health care
costs. We also found that the potential impact of regulatory cooperation — for medical devices
this means removing duplicative testing requirements (e.g. mutual recognition of quality audits)
and speeding up the take-up of new innovations in medicines (e.g. through convergence on
RPS) — could be still more substantial. TTIP could flank and strengthen the ongoing EU-US
dialogue at the ICH and IMDRF. This work is helping to simplify trade in medical devices while
improving patient safety (e.g. regarding UDI). Finally, there is no evidence that the EU would
intend to harmonise the IP regime for medicines with the US, which — some fear — could lead to
longer exclusivity for patent rights.

166 A concern that came to the fore during the September 21, 2015 workshop with civil society in Brussels
as part of this TSIA.

http://www.europarl.europa.eu/RegData/bibliotheque/
briefing/2014/140760/LDM_BRI1(2014)140760_REV1_EN.pdf.

Berden, K. and C. van Marrewijk (2007) ‘On the static and dynamic costs of trade restrictions’. The
Journal of Development Economics, 2007.
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4.4. Assessment of social impact through the rules-setting channel

Having looked at the social impacts through the economic and trade channels, we turn to the
potential effects through the channel of rules-setting. In Chapter 3 we have seen that the bulk
of the economic positive effects can be attributed to the processes of regulatory co-operation
and regulatory coherence of non-tariff measures in goods. It is also clear that — in contrast to
tariffs — there is a clear rationale for having certain rules and regulations in place, e.g. to ensure
consumer safety, social protection, environmental protection, etc. As such, the economic gains
presented in Chapter 3 are a potential positive effect of TTIP, but only if they do not come at
the expense of what the rules and regulations were created for in the first place. The most
important issues raised in the social dimension are the impact of TTIP — through rules-setting —
on ILO Fundamental Labour Conventions and the potential social impact of TTIP on public
healthcare services. Both issues were prioritised in workshops with civil society over the
summer of 2015 and they are covered in this section.

4.4.1. Case study: impact of TTIP on ILO Fundamental Conventions

The ILO has identified a number of labour rights, called the core labour standards that should
apply, irrespective of the stage of economic development of the country. These four core labour
standards, codified in eight Conventions (the "Fundamental Conventions"), constitute the social
‘floor’ of the world of work and deal with the freedom of association and collective bargaining,
the elimination of child labour, forced labour and discrimination.®® All EU Member States have
ratified and implement all eight of the fundamental Conventions, whereas the US has ratified
just two, and tends to follow the letter of the other conventions to different degrees.

The potential impact of TTIP on ILO Fundamental Conventions as a proxy for the impact on
labour standards has been identified as a significant social issue, as was echoed by
stakeholders. These concerns have emanated from both sides of the Atlantic. The European
Trade Union Confederation (ETUC) recognises that, should TTIP include best practices, it could
bring a renewed energy to the stalled negotiations at the multilateral level. However, ETUC has
concerns regarding what they see as the failure of the US to protect the right to organise and
negotiate collectively.”°

On the other hand, their American counterpart (The American Federation of Labor and Congress
of Industrial Organizations - AFL-CIO) voiced concerns regarding the differences between EU
Member States in their level of worker protections, despite the ratification of the ILO
Fundamental Conventions. It sees, however, possibilities for the institutionalization of
mechanisms that go beyond the ‘lowest common denominator’. These include a number of EU
directives regarding the consultation between workers and MNEs, stronger worker protection
related to health and safety, and equal treatment of temporary workers.'"*

We will address this issue in the following way: first, we introduce the rationale and background
to fundamental labour conventions and their adoption. Second, we introduce the eight ILO
Fundamental Conventions. Then, taking each Fundamental Convention in turn, we discuss the
different statuses of these in the EU and the US. It is important to note that ratification does not
necessarily imply compliance, all the while non-ratification does not mean that parties cannot
follow and respect the letter of the ILO Fundamental Conventions.

Based on the ambitions and positions of the EU and the US in this area, we review what impact
TTIP could possibly have on the labour standards bilaterally (i.e. within the EU or the US as a
whole) and where relevant also internationally (i.e. the effect of TTIP on adoption of labour
standards in international forums or in third countries). As far as possible, we will refer to the
latest information from the negotiations, like — for example — the EU negotiating position.'"?

169 The International Labour Organization’s Fundamental Conventions

http://www.ilo.org/wcmsp5/groups/public/---ed_norm/---
declaration/documents/publication/wcms_095895.pdf.

ETUC position on the Transatlantic Trade and Investment Partnership. Downloaded 18.02.2016.
https://www.etuc.org/documents/etuc-position-transatlantic-trade-and-investment-partnership.
http://www.aflcio.org/Issues/Trade/U.S.-EU-Free-Trade-Agreement-TTIP.

EU negotiating proposal for the chapter on Sustainable Development, DG Trade website, downloaded
18.11.2015. http://trade.ec.europa.eu/doclib/docs/2015/november/tradoc_153923.pdf.
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Rationale and background

Both the EU and the US aim to create more growth and wealth by opening goods and services
markets, co-operating more in the areas of rules, standards and regulation, and facilitating
trade — and believe TTIP would contribute to this aim. While concerns have been expressed that
an increase in growth and wealth should not be at the expense of workers’ protection, TTIP is
actually envisaged to promote the ILO core standards and benchmarks.*”® From early on in the
TTIP negotiations, the EU has been clear about its intention to include an ambitious sustainable
development chapter in the agreement, which aims inter alia to promote the protection of
people’s rights at work.'” The key building blocks of this section of the agreement concerning
labour standards are the Decent Work Agenda, the ILO core labour standards and related
Fundamental Conventions, and other ILO labour standards.'”®

According to the EC (position) papers, the EU aims to support core international standards and
conventions for labour, while at the same time governments will retain the right to define and
regulate labour protection domestically at the level deemed necessary.'’® The current EU
proposal for the sustainable development chapter is one of the most ambitious sustainable
development chapters in a trade agreement so far.”” While the enforcement of the provisions
by both parties remains subject of discussion, Mrs Malmstrom said, presenting the new
proposal, that:

“Trade is not only a tool to create new economic opportunities for consumers, workers and
employers, but also a tool to help the world become a more responsible place. Trade is not just
about our economic interests, but also about values. Child labour, insufficient workers' rights or
irresponsible corporate behaviour are global scourges that | want trade policy to help us deal
with. 1 made it my clear priority in the new 'Trade for All' strategy and | want to put it into
practice in our agreement with the US. That's why we are proposing a very ambitious approach
to sustainable development in the EU-US trade talks, which will be respected, implemented and
enforced when we sign up to them. Working together with the US would make us more efficient
in fighting globally for more responsible practices. At the same time, we would ensure that our
existing high, yet sometimes different, standards in the EU and the US are upheld.”*"®

Although the European Commission has been very clear — especially in its latest proposal for the
Sustainable Development chapter on the 6" of November 2015 — not to agree to any lowering
of standards in the EU because of TTIP (or any other trade agreement), many stakeholders
have expressed serious doubts as to whether this holds true. One of the main fears expressed
by civil society stakeholders in this area is that labour standards would be lowered as a result of
TTIP. These fears are expressed based on a number of reasons, among which is the number of
ratified ILO Fundamental Conventions by each party; the EU Member States have ratified all
eight, whereas the US has ratified two.

Some stakeholders interpret this difference in ratification as a lower level of labour protection in
the US. Stakeholders therefore argue that increased competition (due to lower labour standards
and thus lower labour costs) from the US lead to a downward pressure on the existing levels of
labour protection in the EU. This current level of labour protection in the EU may be above the
bare minimum as stipulated in the ILO Fundamental Conventions, which can therefore be
lowered as a result of competitiveness pressure without violating these ILO conventions. It
should be stressed that the EU is not going to ‘un-ratify’ any ILO convention as a result of TTIP.
In this case study, we will consider and assess the validity of this claim. To do so, we first cover
the ILO Fundamental Conventions and then turn to the concerns about a downward pressure on
labour rights in practice.
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European Parliament briefing, The Transatlantic Trade and Investment Partnership and Labour.
European Commission fact sheet on Trade and Sustainable Development in TTIP.

175 http://trade.ec.europa.eu/doclib/docs/2015/january/tradoc_153014.1%20SD%20discussion%
20paper%20-%20approach, %20issues, %20questions.pdf.

EU initial position paper on trade and sustainable development, DG Trade website, downloaded
12.10.2015.

EU negotiating proposal for the chapter on Sustainable Development, DG Trade website, downloaded
18.11.2015. http://trade.ec.europa.eu/doclib/docs/2015/november/tradoc_153923.pdf.

Website DG Trade on the EU’s new proposal to the US regarding the Sustainable Development chapter,
DG Trade website, downloaded 19.11.2015.
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ILO Fundamental Labour Conventions®’®

The ILO classifies all international labour standards as either conventions (that are, upon
ratification, binding) or as recommendations, which are non-binding guidelines. Within the list of
conventions, eight have been identified as Fundamental Conventions and cover subjects that
are considered fundamental principles and rights at work.'®® Both the EU and the US are
integrating labour provisions in their trade agreements and these provisions in the respective
agreements show a number of similarities. However, the Fundamental Conventions of the ILO
have become a standard for EU trade agreements, while this is not the case in trade
agreements negotiated by the US.*®! This is highlighted as one of the main differences between
the two jurisdictions and how they treat Fundamental Conventions in trade agreements.

The eight Fundamental Conventions are:

No. 87 - Freedom of Association and Protection of the Right to Organize (1948);
No. 98 - Right to Organize and Collective Bargaining (1949);

No. 29 - Forced Labour (1930);

No. 105 - Abolition of Forced Labour (1959);

No. 138 - Minimum Age (1973);

No. 182 - Worst Forms of Child Labour (1999);

No. 100 - Equal Remuneration (1951);

No. 111 - Discrimination (Employment and Occupation) (1958).

Article 4 of the Trade and Sustainable Development chapter as proposed by the EU in November
2015 deals horizontally with all ILO Fundamental Conventions. The value of global standards
and agreements regarding labour protection is stressed in these provisions, as well as the
promise to promote and realize the Decent Work Agenda. This includes commitments in the
fields of health and safety at work and decent working conditions for all in terms of wages,
working hours and other conditions.

All EU Member States have ratified each of these fundamental labour conventions. The US, on
the other hand, has only ratified two; the Abolition of Forced Labour (No. 105) and Worst Forms
of Child Labour (No. 182) conventions. A third convention, Discrimination (Employment and
Occupation — No0.111) has been submitted to the US Senate in 1998 and is still pending
consent. 182

The fact that the US has not ratified the remaining five conventions does not mean that the US
can simply ignore them. The ILO Declaration on Fundamental Principles and Rights at Work,
which applies to all member states of the ILO, covers the principles embodied in these eight
Fundamental Conventions. However, the Fundamental Conventions themselves are international
treaties that are subject to supervision by the ILO supervisory machinery, whereas the
provisions laid out in the Declaration result in legal uncertainty and can therefore not be
enforced, according to a recent ILO analysis. 83

For an explanation of the decision of the US to not ratify these conventions, one has to look at
the US federal political system and its laws and practices. Non-ratification of the US does not in
any way mean that the US does not already meet some of the substantive commitments set out
in these core labour standards. In an analysis of the independent free-trade business advocacy
group United States Council for International Business (USCIB), it was found that the ratification

179 Other labour issues, such as the Decent Work Agenda, CSR and multilateral cooperation are discussed

elsewhere in the report.
http://www.ilo.org/global/standards/introduction-to-international-labour-standards/conventions-and-
recommendations/lang--en/index.htm.

The Transatlantic Trade and Investment Partnership (TTIP) and Labour. EP Briefing.
http://www.europarl.europa.eu/RegData/etudes/BRIE/2014/536315/1POL_BRI1(2014)536315_EN.pdf.
https://www.congress.gov/treaty-document/105th-congress/45.

Labour Provisions in Free Trade Agreements: Fostering their Consistency with the ILO Standards
System. http://www.ilo.org/wcmsp5/groups/public/---dgreports/---
inst/documents/genericdocument/wcms_237940.pdf.

as discussed in the The Transatlantic Trade and Investment Partnership (TTIP) and Labour. EP Briefing.
http://www.europarl.europa.eu/RegData/etudes/BRIE/2014/536315/1POL_BRI(2014)536315_EN.pdf.
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of Fundamental Conventions would supersede existing, at times more specific laws that are

currently in place at the federal and state level.'®

The remainder of this section will address the degree to which US federal and state law leads to
a similar level of worker protection that the ILO Fundamental Conventions aim to achieve. Each
convention will be addressed separately.

Freedom of association and right to collective bargaining

The EU proposal for a Trade and Sustainable Development chapter includes Article 5 that deals
with the first two Fundamental Conventions; 87 and 98. These two conventions are among
those identified by the ETUC and other literature as most pressing in the US. ILO reports have
criticized the US on not fulfilling the provisions in both Fundamental Conventions.8°

Convention 87: Freedom of Association and Protection of the Right to Organize
(1948)

“This convention entails the rights of both worker and employers to “join organizations of their
own choosing without previous authorization”.'®® ILO members should ensure: “all necessary
and appropriate measures to ensure that workers and employers may exercise freely the right
to organise”.187 188

EU ratification: US ratification: Number of ratifications:
Yes 153 1LO members

All EU Member States ratified and implement the provisions of this convention. In the US, law
and practice are based on the principle of individual employee rights to organise and bargain
collectively, as opposed to the ILO focus on organizational rights and privileges. The former
approach sees collective bargaining as a derivative of individual rights, whereas the latter takes
the opposite view and would argue that individual rights are derivative to rights of
organizations. Moreover, certain classes of workers are not covered by the Federal or National
Labor Relations Act (FLRA and NLRA, resp.) and therefore do not have the legal right to
collectively bargain (such as employees in a few sectors of the public sector). While there are
several exceptions to the above Acts, there is no federal protection of the legal right to
collectively bargain, which leaves significant room for State or local legislation to modify this
protection.

Furthermore, the Landrum-Griffin-Act'®® would have to be substantially modified: prohibitions
against persons with criminal records from holding union office should be eliminated. Another
significant difference regarding convention 87 and US legislation concerns the right to strike,
including the many limitations and restrictions placed on the right to strike.®

Convention 98: Right to Organize and Collective Bargaining (1949)

“This convention covers the rights of union members to organise independently, without
interference by employers and it requires the positive creation of rights to collective bargaining,
and that each member state's law promotes it.”

EU ratification: US ratification: Number of ratifications:
Yes N 164 1LO members

184 USCIB, Issue analysis, U.S. Ratification of ILO Core Labor Standards, April 2007.

185 The Institute of Employment Rights. TTIP and Labour Rights.
http://www.ier.org.uk/sites/ier.org.uk/files/TTIP%20and%20Labour%20Rights%20January%202015.pd
f.

Article 2(1) of the Freedom of association and protection of the right to organize convention (No. 87) of
the ILO.

This sentence is expanded upon in the right to organise, and collective bargaining convention, 1949.
Article 11(2) of the Freedom of association and protection of the right to organize convention (No. 87)
of the ILO.

https://www.nlrb.gov/who-we-are/our-history/1959-landrum-griffin-act.

190 yscCIB, Issue analysis, U.S. Ratification of ILO Core Labor Standards, April 2007.
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As is the case for convention 87, all EU Member States have ratified this convention. Moreover,
the provisions on Right of collective bargaining and action are included in the Charter of
Fundamental Rights of the European Union, which have a legally binding character since the
entry into force of the Lisbon Treaty.!

The US, on the other hand, has not ratified this convention. In an extensive legal analysis of this
convention in relation to US law and practice, it was found that a number of obstacles persist.
US law and practice includes substantial constraints that are currently in place on collective
bargaining in state and local jurisdictions, while ratification would lead to a limitation of wage-
price control discretion by Congress or the President and it would infringe on the rights that
states possess in the determination of employment terms and conditions of their own
employees. The list of hurdles provided here is non-exhaustive, and the extensive legal analysis
includes more than 10 technical obstacles before ratification would be possible.1%?

Impact of TTIP on (the provisions of) conventions 87 and 98.

The EU-proposed Trade and Sustainable Development chapter contains provisions on key
principles related to this convention such as the right to form and join trade unions and the right
to strike. Moreover, it calls for the implementation of effective social dialogue and tripartite
consultation and contains relevant provisions regarding the right to establish and join
employers’ organisations and the effective recognition of the right to collective bargaining.

The impact of TTIP on the provisions of these two conventions is likely to be limited, even if the
Trade and Sustainable Development chapter includes all the elements in the EU text proposal.
The obstacles in US law and practice identified above are of such a nature that they will remain
barriers for ratification and/or changes in practices.

Elimination of forced or compulsory labour

Article 6 of the EU text proposal on Trade and Sustainable Development contains provisions that
guide the policies of the EU and US on the topic of forced labour. In its original Convention on
the subject, the Forced Labour Convention, 1930 (No. 29), the ILO defines forced labour for the
purposes of international law as “all work or service which is exacted from any person under the
menace of any penalty and for which the said person has not offered himself voluntarily”.**® In
this definition, forced labour can occur in any industry, including agriculture and fishing,
manufacturing, but also the informal economy. Many victims of forced labour are women and
girls in situations of sexual exploitation, but it also concerns men, women and children in
slavery-like situations.%*

Convention 29: Forced Labour (1930)

“Each Member of the ILO which ratifies this Convention undertakes to suppress the use of
forced or compulsory labour in all its forms within the shortest possible period.”*%®

EU ratification: US ratification: Number of ratifications:
Yes 178 ILO members

All EU Member States have ratified this convention. In the US, on the other hand, this
convention cannot be ratified without a change in the US State practice of subcontracting prison
facility operations to private parties. More specifically, the circumstances under which the
private sector generates profits from prison labour conflict with the provisions laid down in
convention 29.1% Other than this point, US law and practice is in line with the other provisions
of the convention. Both the EU and the US therefore voted in favour of the latest protocol on
forced labour, but neither has ratified this protocol as of February 2016.%”

191
192

Article 28. See Charter here; http://www.europarl.europa.eu/charter/pdf/text_en.pdf.

Edward E. Potter (1984), “Freedom of Association, the Right to Organize and Collective Bargaining; the
Impact of US Law and Practice of Ratification of ILO Conventions No. 87 & No. 98” Labor Policy
Association, Inc.

193 Article 2(1) of the Forced Labour Convention, 1930, (No. 29) of the ILO.

194 The protocol to the forced labour convention, ILO 2014.

19 Article 1(1) of the Forced Labour Convention, 1930, (No, 29) of the ILO.

19 http://www.uscib.org/docs/US_Ratification_of _ILO_Core_Conventions.pdf.

197 http://www.ilo.org/dyn/normlex/en/f2p=NORMLEXPUB:12100:0::NO::P12100_ILO_CODE:P029.
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Convention 105: Abolition of Forced Labour (1959)

“Each Member of the ILO which ratifies this Convention undertakes to suppress and not to make
use of any form of forced or compulsory labour; such as means of political coercion, labour
discipline, and as a punishment for having participated in strikes.”8

EU ratification: US ratification: Number of ratifications:

Yes Yes 175 ILO members

This convention has been ratified by 175 ILO members, including all EU Member States and the
UsS.

Impact of TTIP on (the provisions of) conventions 29 and 105

If we take into account that the US has already ratified convention 105 and is in favour of the
protocol on forced labour, we do not foresee any impact of TTIP on either party. Regarding
convention 29, TTIP is unlikely to affect the circumstances under which proceeds from prison
labour are generated by the private sector, as this falls outside the scope of the agreement.
Therefore little impact on changes in practice and ratification can be expected.

All other provisions of these conventions are included in the EU text proposal for the Trade and
Sustainable Development chapter, and specifically identifies the opportunity to promote the key
principles on the elimination of forced or compulsory labour on a global scale. These key
principles include the suppression of human trafficking, the prevention of the use of forced
labour and protection and access to appropriate and effective remedies. These goals are then to
be reached through active involvement in relevant international cooperation, processes and
initiatives.%°

Effective abolition of child labour

Article 7 of the EU text proposal on Trade and Sustainable Development aims at promoting
improvements to the lives of all children through the abolition of child labour, and to protect the
rights of the child. Moreover, it supports the promotion of decent working conditions for young
people in employment and protects them from performing hazardous work.

Convention 138: Minimum Age (1973)

“Each Member for which this Convention is in force undertakes to pursue a national policy
designed to ensure the effective abolition of child labour and to raise progressively the minimum
age for admission to employment or work to a level consistent with the fullest physical and
mental development of young persons.”?%

EU ratification: US ratification: Number of ratifications:

Yes 168 ILO members

Both the EU and the US are committed towards the goal of a minimum age for admission to the
labour force, but the US has not yet ratified this convention. All parties to this convention are
free to set their own minimum age for admission to the labour market, but it cannot be lower
than the age of completion of compulsory schooling.?°! For this analysis, two exceptions to this
provision are noteworthy. In case the compulsory schooling age is lower than 15, child
employment is prohibited for children younger than 15. Secondly, the minimum age may be
lowered to 14 in case of a developing economy, which will then have to report to the ILO on the
reasons to do s0.2°? US labour law (the Fair Labor Standards Act, FLSA?%%) contains many of the
provisions of convention 138, including the federal minimum age set at 16 for work in most
non-agricultural sectors. However, an exemption exists for work on the farm, in which case the
minimum age is lower than 15. Another identified difference between the ILO convention and

1% Article 1 of the Abolition of Forced Labour, 1959, (No, 105) of the ILO.

199 http://trade.ec.europa.eu/doclib/docs/2015/november/tradoc_153923.pdf.

200 Article 1 of the Minimum Age Convention, 1973, (No, 138) of the ILO.

201 Article 2(1) and 2(3) of the Minimum Age Convention , 1973 (No. 138) of the ILO.
202 Article 2(4) and 2(5) of the Minimum Age Convention , 1973 (No. 138) of the ILO.
203 http://www.dol.gov/whd/regs/statutes/FairLaborStandAct.pdf.
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US law and practice is the list of exemptions in the youth employment provisions, which would
require changes both in state and federal labour laws.?%*

Convention 182: Worst Forms of Child Labour (1999)

“Each Member which ratifies this Convention shall take immediate and effective measures to
secure the prohibition and elimination of the worst forms of child labour as a matter of urgency
such as slavery, prostitution or other pornographic performance, illicit activities and other work
which is likely to harm the health, safety or morals of children under the age of 18.72%

EU ratification: US ratification: Number of ratifications:

Yes Yes 180 ILO members

This convention has been ratified by 180 ILO members, including all EU Member States and the
uUs.

Impact of TTIP on (the provisions of) conventions 138 and 182

Bilaterally, there is not much to be gained within the EU and the US as both parties are
generally committed to meeting the obligations as formulated in conventions 138 and 182. That
said, by more direct co-operation, exchanging information and promoting implementation of
shared principles worldwide, third countries may be pushed to address child labour faster than
without TTIP. This would be a positive impact on third countries.

Equality and non-discrimination in respect of employment and occupation

Among the most important concerns of the ILO is the elimination of discrimination in respect of
employment and occupation.?%® Article 8 of the EU text proposal on Trade and Sustainable
Development underlines the commitment to equality and non-discrimination at the workplace.
In these conventions, the ILO defines the term discrimination to include any distinction,
exclusion or preference which is not made based on the inherent requirements of a job.
Examples of such characteristics are race, nationality, gender, and political opinion, which may
have the effect of nullifying or impairing equality of opportunity or treatment in employment or
occupation. 2%’

Convention 100: Equal Remuneration (1951)

“The Equal Remuneration Convention lays down that the principle of equal remuneration for
work of equal value should apply to men and women.”2%8

EU ratification: US ratification: Number of ratifications:
Yes 171 ILO members

Over the past five decades, the gender pay gap has decreased in both the EU and the US. In
2013, women earned 16.5 percent less than men in the EU, versus 18 percent lower wages for
female workers in the US compared with their male counterparts.?®®

In the EU, the provisions of this convention affect the common rules of the internal market and
therefore fall under the exclusive competence of the Union.?!® All EU Member States have
ratified the convention. The United States is not one of the parties that have ratified this
convention. US labour law contain a similar, though slightly differently phrased provision
regarding equal pay for women: the Equal Pay Act.?'! The differences can be found in the

204 YsCIB, Issue analysis, U.S. Ratification of ILO Core Labor Standards, April 2007.

205 Article 1, Article 2 and Article 3 of the Worst Forms of Child Labour Convention, 1999, (No. 182) of the
ILO.

http://www.ilo.org/legacy/english/dialogue/ifpdial/llg/noframes/ch7.htm.

207 Article 1 (1) and Article 1 (2) of the Discrimination Convention, 1958 (No. 111) of the ILO.

208 Article 2 of the Equal Remuneration Convention, 1951 (No. 100) of the ILO.

209 EU data from Eurostat table tsdsc340, US data from US Bureau of Labor Statistics, 2014.

2% European Commission (2013). Analysis — in the light of the European Union acquis — of the ILO
Conventions that have been classified by the International Labour Organisation as up to date.
http://www.eeoc.gov/laws/statutes/epa.cfm.
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terminology used. While the ILO convention focuses on equal pay for ‘comparable work’, US
labour law provides for equal pay for ‘equal work’.?'?

Convention 111: Discrimination (1958)

“Each Member for which this Convention is in force undertakes to declare and pursue a national
policy designed to promote equality of opportunity and treatment in respect of employment and
occupation, with a view to eliminating any discrimination in respect thereof.”?!3

EU ratification: US ratification: Number of ratifications:

Yes Pending Congress approval 172 ILO members

In the EU, all Member States have ratified this convention. Moreover, two Directives have been
enacted (the Racial Equality Directive and the Employment Equality Directive), which aim to
establish a general framework for equality and non-discrimination in employment and
occupation.?'* In case a Member State incorrectly implements these Directives, the case may be
referred to the Court of Justice of the EU. This happened to Poland in May 2010 and resulted in
the i?sccessful adoption of its new anti-discrimination law on December 2010 complying with EU
law.

In the US, the discrimination convention has been submitted to the Senate for consent in 1998
after finding there were no legal obstacles. However, the Senate has not yet considered this
convention, despite the President’'s Committee on the ILO agreeing on working towards
successfully completing the ratification process for Convention 111.216

Impact of TTIP on (the provisions of) conventions 100 and 111

In the EU proposal for the Trade and Sustainable Development chapter, Article 8 (2.d) refers to
equal remuneration for ‘work of equal value’. At first sight, this seems to be in line with the
Equal Pay Act of the US. Therefore, this chapter is unlikely to lead to any change in US
legislation, nor to the ratification of convention 100. As US law and practice is not in conflict
with convention 111, TTIP may lead to renewed interest in the US Senate to approve the
ratification.

Third country effects

a full analysis of the positions taken by the EU and US regarding international labour standards
goes beyond the scope of this report, some impact on third countries can be discussed. The EU
aims to incorporate measures specifically aimed at third countries, in particular developing
countries. The proposals include cooperation in supra-national organisations, exchange of
information, views and experiences and cooperation with and in third countries in order to
promote, respect and give effect to all ILO core labour standards. Should the EU and US decide
to act on the proposed multilateral approach to the provisions and core labour standards, co-
operation and assistance towards third countries can be more effective through a unified and
combined approach.

Broader impact on labour standards

Having covered each of the ILO Fundamental Labour Conventions, it is clear that no or very
limited direct impact from TTIP is expected regarding the ratification of ILO Fundamental
Conventions. However, in our stakeholder consultations, some stakeholders argued that the
removal of tariffs could lead to a downward spiral on labour standards. If we assume that
adhering to labour standards is related to higher labour costs, which seems likely to be the
case, removal of tariffs and enhanced trade could lead to economic pressures to look for
cheaper solutions. These solutions may be found by ‘cutting corners’ regarding labour
standards, if, and only if, these labour standards are above the bare minimum as enshrined in
the ILO conventions. The exact magnitude of this downward pressure, if any, is rather difficult

212 pavid Weissbrodt & Matthew Mason (2014). Compliance of the United States with International Labor

Law. Minnesota Law Review 98, pp. 1875.
213 Article 2 of the Discrimination Convention, 1958 (No. 111) of the ILO.
214 http://ec.europa.eu/justice/discrimination/law/index_en.htm.

215 European Anti-Discrimination Law Review, December 2011.
http://www.ilo.org/washington/ilo-and-the-united-states/brief-history-and-timeline/WCMS_CON_TXT_WAS_TIM_EN/lang--
en/index.htm.
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to quantify. It may also be expected that consumers on both sides of the Atlantic actually prefer
goods that are produced in an environment that protects reasonable labour standards.

It is for this reason that a Sustainable Development Chapter needs to be clear in terms of its
ambition to uphold the highest levels of labour and environmental levels of protection, create a
level playing field and be legally binding. Upon studying the latest EU proposal for the Trade and
Sustainable Development Chapter, we note the following:

e The Trade and Sustainable Development Chapter proposal supports all strategic
objectives of the Decent Work Agenda of the ILO, including employment promotion,
workers’ rights, social protection, social dialogue, as well as non-discrimination and
gender equality;

e The Trade and Sustainable Development Chapter proposal sets obligations with regard
to the ILO core labour standards (see above);

e The Trade and Sustainable Development Chapter proposal stresses the elimination of
discrimination with respect to employment and occupation, including effective
implementation in law and in practice of ILO Fundamental Conventions to which either is
a party and support for ongoing efforts towards ratification of fundamental ILO
Conventions;

e The Trade and Sustainable Development Chapter proposal refers to structures to
facilitate social dialogue and consultation of workers;

e The Trade and Sustainable Development Chapter proposal commits to promoting
objectives globally to immediately and effectively eliminate the worst forms of child
labour and to suppress forced or compulsory labour in all its forms, including through
domestic laws;

e The Trade and Sustainable Development Chapter proposal protects other ILO standards
in addition to the core ones, such as health and safety at work;

e The Trade and Sustainable Development Chapter proposal — in its cross-cutting part —
contains provisions to ensure no relaxation of labour standards or environmental
protection levels.

Legally binding
The EU has a clear stance on the Sustainable Development chapter being fully legally binding.

As is normal practice in EU trade agreements, it intends to make it part and parcel of the
agreement itself.

Enforcement

Mrs Malmstrom was clear when she said that “.. we are proposing a very ambitious approach to
sustainable development in the EU-US trade talks, which will be respected, implemented and
enforced when we sign up to them....”?'” Indeed, the EC asserts that the EU will work to ensure
that all provisions of the Sustainable Development chapter are respected, implemented and
enforced. Despite these statements, the exact enforcement mechanism is not yet detailed,
which is a concern for civil society. As one civil society representative put it: “The EU is always
full of lofty texts on labour and the environment, but enforcement is weak. While the US
proposals contain strong enforcement mechanisms, of a not very ambitious sustainable
development proposal”.?*® The EU proposal on institutions and procedures still has to come:
“Once the work on substance is in a more advanced stage, the Commission will make its
proposals for institutional set-up, involvement of civil society and enforcement. In the
meantime, discussions with stakeholders and civil society will continue.”?*® This proposal,
combined with the current ambitious proposal for Sustainable Development, will give more
insight in how strong the total set of provisions in TTIP on Sustainable Development will be.

217 Website DG Trade on the EU’s new proposal to the US regarding the Sustainable Development chapter,

DG Trade website, downloaded 19.11.2015.

Informal comment during the TSIA stakeholder scoping workshop on 9th of July 2015 in Brussels.
Website DG Trade on the EU’s new proposal to the US regarding the Sustainable Development chapter,
DG Trade website, downloaded 19.11.2015.
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4.4.2. Impact of TTIP services liberalisation on public health services

Introduction

Healthcare services??° are included in this TSIA as a separate case study for two reasons.

Firstly, because various stakeholders clearly indicated the need to focus on the issue of access
to healthcare services. Secondly, because there is a more general need to better understand the
potential impact of TTIP on the provision of public health services in order to separate fact from
fiction at a time of fierce public debates. In this case study we focus on how healthcare services
could potentially be impacted by TTIP, by considering how the services liberalisation envisaged
under TTIP — in large part through removal of NTMs such as regulatory divergence — could
potentially affect public healthcare services. It is important to note that the EU approach to
health services was established 20 years ago in the context of the General Agreement on Trade
in Services (GATS) and the establishment of the World Trade Organization (WTO), and the EU
will not change this approach for TTIP. This implies, among other things, that TTIP will not lead
to changes in national legislation.

It should be noted that the case study focuses on services trade liberalisation under TTIP and
not on the impact of tariff liberalisation on specific products used in healthcare services.

From the literature and our engagement with stakeholders it becomes clear that two main
impact channels for how TTIP could impact on healthcare services need to be considered and
assessed.??! Firstly, the impact of possible entrance of private health care providers from the US
for EU healthcare services. Will this affect the provision of healthcare services in the EU and/or
the access EU citizens have to healthcare services? Secondly, the potential for a ‘regulatory chill’
affect coming from regulatory cooperation and the Investor Protection mechanism that is being
discussed. Will investor protection lead to regulatory chill that scares EU governments from
changing healthcare policies for fear of company retaliations?

We first provide some background information as to how healthcare services are expected to be
treated, in trade agreements in general and in TTIP in particular, followed by a description of
the current healthcare system situation in the EU (a very fragmented picture). Combining these
two sections, we assess potential impacts of TTIP in this area.

EU (Member States) and US Healthcare systems — the current situation

The EU Member States’ healthcare systems

The EU Member States’ various healthcare systems and their performance are subject to
significant regulatory differences. In addition, the way in which health insurance is organised, as
well as how hospital care is financed, varies considerably between EU Member States — e.g.
public in the UK (National Health Service) and private in the Netherlands. Publicly financed
healthcare systems are often divided into sub-sectors such as dental care, physiotherapy and
general practitioners that may have different financing models. As Jeurissen (2010) confirms, it
is important to note that only a small share of all hospitals in the EU operate for profit.??? In
order to provide an insight into the healthcare systems in the EU Member States — it is
important to explore how they could potentially be affected by TTIP in the longer term — we
have made a grouping of the EU Member State healthcare systems. Table 4.12 below provides a
summary of the healthcare systems of 19 of the 28 EU Member States based on common
organisational institutions according to Journard et al. (2010).?%® This is important in the context
of the principle of subsidiarity (the power to regulate healthcare sectors at EU Member State
levels) and the regulatory power that EU Member States maintain irrespective of any trade

220 The WHO (2015) defines healthcare services as: Health services include all services dealing with the

diagnosis and treatment of disease, or the promotion, maintenance and restoration of health. They
include personal and non-personal health services and insurance is also included in our definition. The
terminology ‘public’ health is much debated, since the healthcare sectors in various EU Member States
are privatised.

During the 9 July 2015 and 21 September 2015 workshops with stakeholders, the potential channels of
private health care providers as well as of regulatory chill from investor protection clauses were
mentioned.

222 Market share of FP hospitals (% of beds, 2005) Germany: 16% US: 14%, UK: 7% and Netherlands:
0%. Jeurissen (2010) For Profit Hospitals: A comparative and longitudinal study of the for-profit hospital
sector in four Western countries.

Joumard et al (2010) Health Care Systems: Efficiency and Institutions. OECD Economics Dep’t Working
Paper No. 769.
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agreements, including TTIP. In other words: the effect of TTIP is likely to be asymmetric and
depends on EU Member States’ domestic healthcare systems and policies.

Table 4.12 Healthcare systems

Characteristics

Group Relies extensively on market mechanisms in Germany, the Netherlands,

1 regulating both insurance coverage and service Slovak Republic
provision. Gate-keeping??* arrangements are in
place.
Group Public basic insurance coverage and extensive Belgium, France
2 market mechanism in regulating provisions. Differs

per country in terms of degree of reliance on private
health insurance to cover expenses beyond basic
packages. Gate-keeping arrangements are in place.
Group Idem as Group 2, but without gate-keeping Austria, Czech Repubilic,

3 arrangements in place. Greece and Luxembourg.
Group Regulatory rules provide patients with choice among Sweden
4 providers; extremely limited private supply, also

regarding insurance. No gate keeping in place. Prices
tend to be highly regulated.
Group Heavily regulated public systems. Patients’ choice is Denmark, Finland, Portugal

5 limited. Role of gate-keeping important. Public and Spain.
insurance, but private options available.
Group Heavily regulated public systems. Patients’ choice Hungary, Ireland, Italy,
6 tends to be large. Public insurance, but private Poland and the United
options available. Kingdom.

Source: Joumard et al (2010).

As demonstrated in Table 4.12, the mix of market instruments and regulatory approaches varies
widely among EU Member States, from very heavily regulated public systems (with or without
patient choice) to systems that rely more on market mechanisms. These differences, however,
need to be viewed in a historical and institutional context per EU Member State and therefore
cannot be taken to simply explain the effective outcomes of each of the healthcare systems. A
system that has worked well in one EU Member State cannot simply be implemented in another
and yield the same results. This means that, when it comes to potential impact of TTIP, we can
only make more general inferences on potential effects, without reporting detailed impacts.

The US healthcare system

The Institute for the Study of Civil Society CIVITAS (Elliot Bidgood January 2013) points out
that the health sector in the United States is characterised by a mix of public and private
funding and provisions. In both the private and public sectors, medical services are generally
regarded as high quality although the system is not without its problems, especially with regard
to the access to health services. Insurance and coverage are, for example, limited compared
with EU standards. In 2010 the Obama administration tried to address some of these problems
with the Affordable Care Act (ACA), which has gone some way towards introducing universal
medical care coverage in the US. Currently, two public healthcare programmes are dominant:
Medicare and Medicaid. Medicare is the federal government’s health programme that primarily
serves Americans over the age of 65 and Medicaid is a joint federal-state programme principally
designed to finance healthcare for people with lower incomes.

Besides these public programmes the US has private community-based ‘Health Centres’. These
centres are not-for-profit facilities that provide health care to uninsured citizens. Besides these
services, the US is characterised by a private health system: in 2010 64 percent of the US
population was privately insured and a small part is benefiting from an employer-provided
health insurance.??® The private health care sector is also called the ‘managed care’ system:
healthcare providers do not set payment rates for individual services, but customise the bill per

224 A gatekeeper is a physician, typically a primary care physician (family practice, internist or pediatrician)
who is responsible for determining a patient’s primary services and coordinating the care so that
appropriate services are given. In many insurance plans that have networks of hospitals and doctors,
the primary care physician is the gatekeeper who provides referrals to specialists.

225 s census bureau http://www.census.gov/hhes/www/hlthins/data/incpovhlth/2010/highlights.html.
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patient. In practice, this means that patients need verify with their health plan for approval
before visiting a specialist or receiving a medical procedure.

Treatment of public services in TTIP

Public services in TTIP

It is important to note that we are discussing the healthcare sector as a public service in the EU.
Also, the TTIP negotiations are ongoing and therefore no final treaty text is available. The EU's
approach to protecting public services in TTIP and all other trade agreements has been largely
the same over the 20 years since GATS.??® Commissioner Malmstrém confirmed in early 2015
the EU's commitment to protecting public services in current and future free-trade agreements,
including TTIP.??” In all its trade agreements the EU takes a broad horizontal reservation that
reserves the right to have monopolies and exclusive rights for public utilities in EU Member
States at all levels of government (even if such public utilities are not publicly funded or do not
receive state support in any form).??® In addition, the EU retains certain reservations in its trade
agreements for public services, on a sectoral basis (public education, public health and social
services, and water). This means that public authorities at all levels do not have to treat foreign
companies or individuals the same way as EU parties, and thus do not have to provide access to
their markets.?2° But even without the above reservations and exceptions, EU trade agreements
leave EU governments at all levels free to regulate all services sectors (private or public) in a
non-discriminatory manner.

Health services protected: public versus private

It is important to note that most countries in the EU have publicly financed healthcare systems.
Nevertheless, some countries, including Germany, the Netherlands and Slovakia, have partly
privatised healthcare systems. In the Netherlands, insurance companies are privatised and
hospitals may in the near future become for profit organizations. Therefore these sectors are —
at least in part — no longer ‘publicly funded’ (although we need to note that the term ‘publicly
funded’ is applied very broadly: if a fully privatised UK hospital supplies services to the NHS and
gets paid for it, the hospital falls under the definition of ‘publicly funded’). Even if services are
partially publicly funded, or receive state support in any other form, such as tax incentives,
financial guarantees or indirect subsidies, they are excluded from the agreement. However,
even 100 percent non-public services are regulated if part of an EU Member State’s healthcare
system, because an EU Member State, although it cannot discriminate based on nationality, can
still heavily regulate also those private suppliers from abroad as long as this happens in a non-
discriminatory manner. In other words, in theory health service providers from the EU and the
US could come to compete with one another, but only within the framework set by the
regulator. In fact, this has already been the case since GATS.

In previous trade agreements and partnerships, the EU has successfully negotiated four
important guarantees for public health services. It is likely that the EU negotiators will uphold
these in TTIP as well®°;

1) Regulation
TTIP leaves governments free to regulate their public health sector and they can set
their own quality standards that suppliers need to meet;

2) Access to the market
For public health services that receive public funding or support in any form,
governments do not have to give access to service providers from outside the EU;

226
227

http://trade.ec.europa.eu/doclib/press/index.cfm?id=1115.

Joint statements on public services by Malmstrém and Froman, http://europa.eu/rapid/press-

release STATEMENT-15-4646_en.htm;
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153613.pdf;
http://trade.ec.europa.eu/doclib/press/index.cfm?id=1115
http://trade.ec.europa.eu/doclib/docs/2015/march/tradoc_153266.pdf.

228 http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153614.pdf.

229 please refer to the following parts of the EU services offer:: P. 88, Annex Il reservation number 20 on
health and social services; P. 119, the EU's overarching reservation for public services from any market
access liberalisation; P. 155, EU's reservation on privately funded health and social services.

European Commission (3" of July 2015) Protecting public services in TTIP and other EU trade
agreements. http://trade.ec.europa.eu/doclib/press/index.cfm?id=1115.
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3) Monopolies
If they wish, national, regional or local governments can organise public services in such
a way that only one supplier provides the service. The single supplier can be publicly
owned as well as a private firm with the exclusive right to offer a particular service. And
it can operate at any level — nationally, regionally or locally;

4) Subsidies
EU governments at all levels are free to provide subsidies to the public health sector. On
top of that, governments will not have to treat companies from outside the EU in the
same way as EU businesses. This means that governments can actually exclude non-EU
companies from such subsidies if they wish.

Furthermore, TTIP will not contain a “ratchet” clause for public services whereby services that
are “privatised” cannot be returned to a public monopoly following a change of political
direction. A ratchet clause means that a contracting party cannot backtrack from any future
autonomous level of liberalization irrespectively of what was bound in the trade agreement.

Potential impact of TTIP on public health services

Now that we have summarised differences in EU Healthcare systems and stipulated what may
be expected to be included in the TTIP agreement regarding public services in general and more
specifically regarding public health services, we can turn to what impacts from TTIP for EU
Member States’ health care services are to be expected.

Private health services and TTIP

Civil society groups are concerned by the fact that the EU has never explicitly defined the
concept of ‘state support’.?®! In particular, the text of the reservation refers to “state support in
any other form” and as such seem to be a very broad exclusion giving sufficient flexibility in
capturing all current and future health systems in various member states, even if these services
are supplied by a variety of providers (including private parties) and if they have commercial
aspects (even though they are not meant for profit generation). However, civil societies
consider that this language is not precise enough and this causes uncertainty with regard to the
protection of ‘public’ services. At the same time we are not aware of any specific examples
which could demonstrate that there are health services in the EU which would not receive any
state support and where the EU would like to retain the right to discriminate based on
nationality.

We already stipulated that TTIP is not going to require any changes to EU laws and practices
(legislation is not amended) related to the health sector. Hence, the impact of TTIP on the
provision of public health services in the EU is difficult to predict. On the one hand, we have
encountered clear words from negotiators and the European Commissioner for Trade, Mrs
Cecilia Malmstrom that public health services will be and are protected in the TTIP negotiations.
The definition of public health services remains a source of uncertainty for civil society
organisations. If defined narrowly (i.e. private healthcare services are excluded), some health
care services may be affected by potentially heightened competition from non-public US health
services.?®2 It is important to note, however, that the degree to which this increased
competition can affect domestic EU Member State health care services depends on the
regulations in place per EU Member State (i.e. how healthcare systems are organised
domestically).

TTIP itself will not open up the health care market, which is why it will be difficult to attribute
effects on EU health services squarely to TTIP. A key determinant is whether EU Member States
will allow private US healthcare providers onto their domestic markets as this is their
prerogative: the EU Member State governments are in the driving seat here. Civil society
organisations like EPHA and EPSU fear that when TTIP states that Member States need to open
up their healthcare markets, the principle of subsidiarity could be circumvented. As a result,
they fear that TTIP will result in increasing pressure to privatise healthcare services, which

231 Civil society Dialogue Meeting on TTIP and Health, 27 May 2015 (Brussels) as well as feedback during

the 9 July and 21 September 2015 workshops with civil society about this case study (and other case
studies) for the TSIA.

It is important to take notice of the limited health care globalization. We did not find significant
evidence of health service providers operating in both the EU and in the US, except of pharmaceutical
companies and medical device producers.
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might also affect the performance of healthcare services.?*® However, at this stage these seem
unfounded fears since EU’s current offer states how each Member State has decided to limit, or
even deny, access to private healthcare services onto their local markets. Furthermore, there
are no provisions in TTIP that would require EU governments to privatize public services or to
bring them back into public domain once they were privatized.

Regulatory co-operation and investor protection

Civil society organisations are very concerned that regulatory co-operation and a form of
Investment Protection and/or possibly some form of investor-state dispute settlement (ISDS),
may eventually have an indirect impact on the provision of public health services in the EU
through the possibility of ‘'regulatory chill' with respect to health policies.

Regulatory co-operation

Regulatory coherence is an important element of TTIP that sets this trade agreement apart from
previous ones (with perhaps the exception of the Comprehensive Economic and Trade
Agreement, CETA between Canada and the EU). TTIP has high ambitions for reaching more
regulatory coherence but within certain boundaries. It aims to “reduce unnecessarily
burdensome, duplicative or divergent regulatory requirements affecting trade or investment
[....], without restricting the right of each party to maintain, adopt and apply timely measures to
achieve the [overall] legitimate public policy objectives”?**. This statement is preceded by:
“while pursuing a high level of protection of [...] consumers, [...] human, animal and plant life,
health and safety;

[..]"%%. The preamble to the regulatory co-operation Chapter states clearly that regulatory
cooperation is to take place without challenge to each party achieving its desired public policy
objectives, in particular while pursuing a high level of protection of health and safety. When
looking at the various ways in which regulatory co-operation is pursued — ranging from
information exchange, using international agreements together, mutual recognition agreements
of conformity assessments or of test results, to mutual recognition of functionally equivalent
technical requirements or harmonised technical regulations — there is no tool where TTIP is
meant to ‘legislate’. That is clearly the prerogative of the US and EU (and EU Member States)
domestic law-making systems. As such, regulatory cooperation cannot impose any changes to
EU Member State or the US domestic health care system.

Investment protection and resolution of investment disputes?3¢

We often hear — and this is also a major concern communicated by various stakeholders — that
Investor Protection clauses and Resolution of Investment Disputes could be the cause of a so-
called ‘regulatory chill’ for governments. In July 2015 the European Parliament (EP) has adopted
its recommendations to the commission on TTIP. The EP has called for a mechanism that would
be "subject to democratic principles and scrutiny" and where cases would be dealt with by
"publicly appointed, independent professional judges [in] public hearings"”, reads the text.?’
There had previously been fears that investment protection would rely on private arbitration,
giving corporations too much power over national governments. The latest EU proposal
stipulates that EU Member States will continue to be able to legally govern their public services
and, for example, decide to privatise or reverse privatisation of public services as they see fit —
based on the guarantees negotiated at the inception of GATS in 1995. The inclusion of Investor
Protection in its pre-CETA form could possibly lead to the fear of being sued by investors and
thus could indirectly prevent EU Member States from implementing new policies and (reverse)
privatization. The latest EU proposal to the US on Investor Protection (IP) and Investment Court
System (ICS) is fundamentally different, however, even from the CETA text. IP is much more

233 Both the European Public health Alliance (EPHA) and the European Public Services Union (EPSU) have
made content submissions that express their fears of a TTIP-induced pressure to privatise public health
care services and a pressure not to re-nationalise privatized health care services.

European Commission, DG TRADE, 2015, Textual proposal for legal text on Regulatory Cooperation in
TTIP, May 2015.

European Commission, DG TRADE, 2015, Textual proposal for legal text on Regulatory Cooperation in
TTIP, May 2015.

Based on the document which is the European Union's proposal for Investment Protection and
Resolution of Investment Disputes. It was tabled for discussion with the United States and made public
on 12 November 2015. The actual text in the final agreement will be a result of negotiations between
the EU and US.
https://www.theparliamentmagazine.eu/articles/news/ttip-eu-parliament-vote-paves-way-new-isds.
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narrowly defined and eligibility of a case is subject to very clear and strict criteria first. ISDS is
withdrawn in favour of ICS — with clearly a different process, including the right to appeal.®®
Article 3 of Regulation 1219/2012, establishes transitional arrangements for bilateral investment
agreements between Member States and third countries. This Regulation stipulates that bilateral
investment agreements between EU Member States (read: employing the ‘old’ IP and ISDS
provisions) and the US can be maintained in force only until they are replaced by an agreement
at the EU level (read: until TTIP comes into force).

The many uncertainties regarding the final agreement make it still difficult to predict the final
outcome of TTIP for public health services. However, if CETA were to be the benchmark for TTIP
on how to treat and protect public services, no major impact on EU Member States’ health care
systems is to be expected — which is in concordance with the EU treaties on subsidiarity. This
means that civil society’s concerns regarding the definition of public services in the context of
TTIP are unnecessary.

Concluding remarks

All countries in the EU have some form of state-supported healthcare system, and the current
trend of liberalisation does not seem to be changing this. Furthermore, TTIP may not increase
competition for (non/semi-) public health services, for the simple fact that TTIP will not include
any additional obligations as compared to the EU’'s GATS commitments and as such will not
require EU governments to change their laws. Besides, it remains up to the sovereignty of EU
Member States whether or not to allow other healthcare providers to enter their market. TTIP
would only open the door to more competition if the EU Member State authorities allow it to,
but this might happen autonomously irrespectively of trade agreements pursued by the EU.

To conclude, it seems that EU’s trade agreements provide guarantees for the protection of
public services. TTIP is not expected to deviate substantially from previous trade agreements.

First, TTIP will not include any additional obligations as compared to the EU’s GATS
commitments:

e Second, healthcare systems vary considerably across the EU, but despite this, there is
no evidence that any of the EU’'s Member States would require more protection as it is
afforded by the current EU’s approach to health services in trade agreements;

e Third, it is important to take into consideration that harmonization of healthcare
systems in the EU is not anticipated and the principle of subsidiarity is firmly protected
by the EU treaty;

e Finally it is important to recognise that, if not properly excluded from the Investor
Protection articles, a form of Resolution of Investment Disputes could be the cause for
‘regulatory chill’ among governments. The risk of regulatory chill is mitigated by the
new proposal on Investment protection/ ICS. If public health services are carved out
from Investor Protection — i.e. investors cannot claim any compensation for public
authorities’ decisions to carry out changes in public healthcare systems — then the risk
for ‘regulatory chill’ would be further reduced, if not completely removed.

4.4.3. Horizontal issues

In this section we shortly address some of the key aspects of the ILO Decent Work Agenda. As
the fundamental labour rights, social protection and employment creation are already discussed
above we will only discuss occupational health and safety, gender equality and social dialog
here.

2% The “right the regulate” provision is stated in Article 2.1 of the EU draft TTIP investment text, and
reads: The provisions of this section shall not affect the right of the Parties to regulate within their
territories through measures necessary to achieve legitimate policy objectives, such as the protection of
public health, safety, environment or public morals, social or consumer protection or promotion and
protection of cultural diversity.
http://trade.ec.europa.eu/doclib/docs/2015/september/tradoc_153807.pdf.
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Occupational health and safety

The ILO has held many conventions on occupational health and safety, such as the Occupational
Safety and Health Convention of 1981 (n0. 155) and sector wise there were occupational safety
and health (OSH) conventions for dock work, constructions, mining and agriculture.

The ILO estimated that 4percent of Global GDP is lost due to poor OSH practices. A Global
Strategy to improve occupational health and safety was adopted in 2003. This global OSH
strategy is build on national preventative safety and health cultures and a systems approach to
OSH management.

In the EU there is the European Agency for Safety and Health at work trying to improve working
condition in Europe (www.osha.europa.eu). The Agency runs from time to time questionnaires
on general OSH risks and how they are managed. In the US there is the OSH Administration as
part of the US Department of Labor that aims to assure the safe and healthful working
conditions of working people (www.osha.gov).

Gender equality

The ILO has since its mandate in 1919 been active on equal remuneration for work by men and
women. In the EU gender equality has been a founding principle with ‘equal pay for equal work’.
Within the framework of the EU 2020 Strategy, a Strategic engagement for Gender equality
2016-2019 was released in December 2015 with the following five existing thematic priority
areas:

e Increasing female labour market participation and the equal economic independence of
women and men;

e Reducing the gender pay earnings and pension gaps and thus fighting poverty among
women;

e Promoting equality between women and men in decision making;
Combatting gender-based violence and protecting and supporting victims;
Promoting gender equality and women’s right across the world.

The Obama government is promoting gender equality as well as women’s empowerment.

The EU position paper on trade and sustainable development in the context of TTIP mentions
‘the negotiations should reflect the Parties’ commitment in the labour area with respect to ILO
principles and rules and a resolve to promote the ILO Decent Work agenda.

Social dialogue

Social dialogue according to the ILO includes ‘all types of negotiation, consultation and
exchange of information between or among representatives of governments, employers and
workers on issues of common interest’.

The EU promotes social dialogue for which it has a budget line to financially support
transnational projects of social partners in the field of industrial relations. Also for each change
in policy the EU invites the social partners to provide information on the intended policy change
and for consultations.

On the other hand, the US has at least not in the past embraced social dialogue. The US labour
law, outside collective bargaining, has discouraged systems of dialogue with workers?®. Only
with the Clinton administration the government began with public policy to see that achieving
labour stability was a public good. Still there are worries at European NGOs that the European
social model can be regarded as a Non-Tariff Barrier in the TTIP negotiations.

289 Acocella and Leoni (2007), Social Pacts, Employment and Growth: A reappraisal of Ezio Tarantelli’s
Thought, p.225.
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4.5. Human Rights

4.5.1. The international human rights framework

Before turning to the specific human rights context of TTIP and the potential impact of TTIP, it is
important to give a brief introduction to human rights and the international human rights
framework.

Human rights are “those activities, conditions, and freedoms that all human beings are entitled
to enjoy, by virtue of their humanity. They include civil, political, economic, social and cultural
rights. Human rights are inherent, inalienable, interdependent, and indivisible, meaning they
cannot be granted or taken away, the enjoyment of one right affects the enjoyment of others,
and they must all be respected.”?*°

Additionally, only governments must put in place laws and policies necessary for the protection
of human rights. States have a duty not only to refrain from violating human rights of the
human beings living within their territories, they should also take pro-active steps to protect
human rights and influence them positively, i.e. respect, protect, and to fulfill the enjoyment of
human rights in their territories. As such, international human rights law is not static, but in a
constant dynamic flux, in particular through evolving jurisprudence at international and national
levels.

The international human rights framework has developed a set of human rights that States
must respect, and has established mechanisms to promote States’ compliance with human
rights obligations through (non-binding) declarations and binding treaties. Most important is the
Universal Declaration of Human Rights.?*! In addition in the US the American Declaration of the
Rights and Duties of Man?*? was spelled out, while in the EU the European Convention for the
Protection of Human Rights and Fundamental Freedoms was established.?® Today the
international human rights framework consists of both international universal components and
regional components to human rights. In the US the regional component is the Organisation of
American States (OAS), while in Europe this is the Council of Europe.

The European Convention on Human Rights (ECHR) was drafted by the Council of Europe as an
international treaty to protect human rights and fundamental freedoms in Europe. The ECHR
entered into force on 3 September 1953. All Council of Europe Member States are party to the
Convention. As part of this Convention the European Court of Human Rights (ECHR) was
established. Any citizen of a Member State could take a case to this Court. The Council of
Europe oversees also, for example, the European Social Charter — focusing on social rights.

The Charter of Fundamental Rights of the European Union (‘The Charter’) became legally
binding on EU institions and EU Member States, when implementing EU law with the entry into
force of the Lisbon Treaty in 2009. Where the Charter contains rights which correspond to rights
guaranteed by the ECHR, the meaning and scope of those rights shall be the same as those laid
down by the ECHR. The Charter includes a number of new rights such as the prohibition of
forced labour (Article 5), data protection (Article 8), labour rights (Article 27-31), prohibition of
child labour (Article 32), social rights (Article 34), as well as rights to health care (Article 35),
access to services of general economic interest (Article 36), environmental protection (Article
37), consumer protection (Article 38), a right to good administration (Article 41), and the right
to effective remedy before the court (Article 47). Most of these rights will be addressed in this
section of the report, but not all. The human right to health, access to health care and basic
medication are explained in two case studies in sections 4.3 and 4.4 of this report, the social
human rights — in particular the core labour standards — are explained in section 4.4, and the
human right to a clean enviroment is explained in Chapter 5. The right of access to services of
general economic interest (Art. 36 CFR) and the right to effective remedy before the court (Art.
47 CFR) are addressed under the environmental chapter, Chapter 5.

240 International Justice Resource Centre website: http://www.ijrcenter.org/ihr-reading-room/overview-of-

the-human-rights-framework/ [Accessed 6 January 2015].
241 Universal Declaration of Human Rights, G.A. Res. 217A (111), U.N. Doc. A/810 at 71 (1948).
242 American Declaration on the Rights and Duties of Man, May 2, 1948, O.A.S. Res. XXX, reprinted in Basic
Documents Pertaining to Human Rights in the Inter-American System, OAS/Ser.L/V/1.4 Rev. 9 (2003);
43 AJIL Supp. 133 (1949).
Convention for the Protection of Human Rights and Fundamental Freedoms, Nov. 4, 1950, ETS 5; 213
UNTS 221, entered into force Sept. 3, 1953 [hereinafter European Convention on Human Rights].

243


http://www.ijrcenter.org/ihr-reading-room/overview-of-the-human-rights-framework/
http://www.ijrcenter.org/ihr-reading-room/overview-of-the-human-rights-framework/

Trade SIA on the Transatlantic Trade and Investment Partnership (TTIP) between the
EU and the USA

4.5.2. EU context for TTIP

In line with the Lisbon Treaty, which establishes human rights as one of the principles that
guide external activities of the Union (Art. 21(1) of the TEU and Art. 207(1) of the TFEU), the
European Commission is committed (and legally bound) to promote respect for human rights
worldwide and to incorporate human rights in the impact assessment of the trade
agreements.24 As explained above, because the Charter of Fundamental Rights of the European
Union was given binding legal effect equal to that of the Treaties in the Lisbon Treaty, the EU’s
commitment to human rights in TTIP is a core element of the negotiations and potential
outcomes. In order to ensure early focus on human rights in the policy cycle, DG Trade has
issued guidelines on how to look at human rights in trade impact assessments.?*® In addition,
the Commission has adopted the Better Regulation agenda on 19 May 2015, containing the
Better Regulation Guidelines (first level guidance) and the Better Regulation Toolbox (second
level guidance).?4®

The EU’s Trade Policy focus was first driven by the communication Trade, Growth and World
Affairs — where openness to trade was viewed as a key element to successful growth and
development strategies, with a particular focus on sustainable development.?*” The current
Communication that lays out the EU’s approach to Trade Policy is ‘Trade for All'. In her
foreword, Mrs. Malmstrom states that: “It is clear Europeans want trade to deliver real
economic results for consumers, workers and small companies. However, they also believe open
markets do not require us to compromise on core principles, like human rights and sustainable
development around the world or high quality safety and environmental regulation and public
services at home. European citizens also want to know more about trade negotiations carried
out in their name”,?*® focusing on a more responsible trade policy that is also more efective and
transparent.

TTIP is the most important and largest bilateral trade agreement that the European Union has
ever negotiated. Given that, along with its regulatory co-operation component, and because it is
often said that TTIP provisions may become the template for other future trade agreements, it
is high-profile and under heavy scrutiny 2*° 2°° TTIP — being an EU Trade Agreement — must
promote and respect human rights. EU Member States as well as the US are party to several
international human rights treaties.?®* Stakeholders and civil society follow TTIP closely and also
express their views on TTIP and human rights matters — from recommendations on how to
guarantee them to concerns that they have.

Typically, the human rights that are mainly influenced by trade agreements are the social and
economic rights and not so much the civil and political rights.?®? On the other hand, by including
regulatory cooperation as an element of TTIP, also other human rights — not traditionally
affected — may be influenced. When we therefore look at the human rights mentioned in the EU
guidelines, our first step is to focus on those human rights that are likely to be most affected by
TTIP: the social and economic human rights and core labour rights.

244 European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact

in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 10 November 2015].
European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact
in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 10 November 2015].
See http://ec.europa.eu/smart-requlation/guidelines/docs/swd_br_guidelines_en.pdf.

247 See http://trade.ec.europa.eu/doclib/docs/2012/january/tradoc_148992.EN.pdf.

298 gee http://trade.ec.europa.eu/doclib/docs/2015/october/tradoc_153846.pdf.

249 UK Parliament, The Transatlantic Trade and Investment Partnership — European Union Committee
Contents. Chapter 2: the Purpose of TTIP, Jobs and Growth, para. 39, available at:
http://www.publications.parliament.uk/pa/ld201314/Idselect/Ideucom/179/17905.htm [accessed 10
November 2015].

Labor and Globalization, Scherrer, Ch. (Ed.) The Transatlantic Trade and Investment Partnership:
Implications for Labour, Muenchen, Mering, 2014, available at: https://www.uni-
kassel.de/einrichtungen/fileadmin/datas/einrichtungen/icdd/Publications/Volume5.pdf [accessed 10
November 2015].

Full overview of the ratifications of the International Human Rights Treaties is presented in the Annex.
See TSIA studies on EU-Georgia and Moldova, See also European Commission, Directorate-General for
Trade, Guidelines on the analysis of human rights impact in impact assessments for trade-related policy
initiatives, available at: http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed
10 November 2015].
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However, human rights are interrelated and interdependent, so the affected economic and social
human rights sometimes spill over into the civil and political rights. To provide a ‘holistic’
overview but at at the same time not to focus on human rights that are not likely to be affected
by TTIP, next to experience from previous knowledge on trade agreements and human rights,
we apply two more screening methods: screening of the inputs from civil society and screening
of the impact of TTIP on human rights according to the results of the economic and social
quantitative and qualitative analyses.

4.5.3. Structure
We base this analysis on the EU guidelines on the analysis of human rights in impact

assessments for trade-related policy initiatives of July 2015.2%% In this section we focus on the
main human rights issues that are the potential consequence of TTIP:

In the first step, and since in this report, we have already looked at overall social
impacts in previous sections (e.g. the case study on impact of TTIP on main ILO Labour
Conventions), we make clear what other human rights impacts (not covered elsewhere)
we cover here;

e In the second step of our analysis, we identify the key human rights issues through a
screening process. We rely on the information from the negotiating texts on TTIP
provided on the website of the European Commission,?** a literature review and
extensive feedback from civil society;

e In the third step, we study the economic impacts that were found in the CGE and E3MG
modelling exercises and interpret these findings for the possible impact on human
rights. This leads us to focus the detailed analysis on those human rights where the
main impact can be expected;

e Finally, in step 4, we will — in line with the EU impact assessment guidelines on human

rights — look at further possible impacts on human rights that might occur as a result of

TTIP, depending on what is included in the negotiations and/or negotiating proposals.

4.5.4. Step 1: Human rights analysed elsewhere in the report

In this Trade SIA, the focus is on looking at the potential economic, social and environmental
effects, including human rights effects. Some rights can be grouped under the social analysis,
but also under the human rights analysis — this, for example, is the case for the ILO Core labour
conventions with socio-economic human rights and the human right to health, and the human
right to access to health care. The same holds — on the environmental front — for the human
right to a clean environment. The following human rights are already covered in other sections
of this report:

The human right to health — sections 4.3 and 4.4;

The human right to access to health care— section 4.4;
The human right to basic medication — section 4.3;
The human right to a clean environment — chapter 5.

Labour rights (human right to work, human right to fair and just working conditions, human
right to collective bargaining and action, human right to protection in the event of unjustified
dismissal, prohibition of child labour and protection of young people at work) are covered in
section 4.4. The right of access to services of general economic interest (Art. 36 CFR) and the
right to effective remedy before the court (Art. 47 CFR) are addressed under the environmental
Chapter when ISDS is discussed.

In order to avoid doubling of our analysis, we will not cover these rights again in this chapter,
but rather focus on other human rights not covered elsewhere.

2% European Commission, Directorate-General for Trade, Guidelines on the analysis of human rights impact

in impact assessments for trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 10 November 2015].
European Commission website, EU negotiating texts in TTIP, available at:
http://trade.ec.europa.eu/doclib/press/index.cfm?id=1230 [accessed 9 November 2015].
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4.5.5. Step 2: Human rights potentially affected by TTIP

Based on an assessment of the proposed trade and trade-related measures (including
regulatory co-operation elements), we see what human rights are possibly going to be affected.
Documents published on the website of the European Commission are grouped into three parts
(pillars of the TTIP): market access, regulatory co-operation and rules. These three elements
are explained in detail in section 1.1 and 4.4. We therefore cover them from a human rights
perspective in a concise manner below — highlighting various impacts that might be expected
(depending on the final negotiation outcome). A literature review and concerns among civil
society groups about the potential impact of TTIP on human rights are also included in this
section. It should be noted that the EU Member States and the US face different obligations
under international human rights law. More specifically, and while we refer to the ICESCR
regularly in this section to clarify the exact meaning of the human right, the US has not ratified
this treaty.

Tariffs and market access

Trade in goods and services and the lowering or scrapping of customs duties may have a
positive or negative impact on human rights, depending on the nature of the goods being
traded.

On the one hand, the consequence of lowering of tariff lines for goods could be that goods
prices decrease, leaving more space for the people to spend that extra disposable income on
something else, or to save (i.e. consume more in the future). This increases their living
standards (human right to adequate standard of living, Article 11 ICESCR). Through economic
growth, increased income (levels) of the population, increased state tax revenues, and the
creation of jobs, TTIP as a trade agreement promotes the growth and resources necessary for
the progressive realisation of human rights.2%° This effect is expected to spread throughout the
EU economy and the US economy. On the other hand, in trade agreements there are winners
and losers: some sectors grow and others are expected to decline. These model results need to
be analysed further.

Moreover, removing tariffs, could also mean that there is less tariff revenue for the EU and US.
For 2012, € 21 billion in customs duties were collected by the EU on imports from outside the
EU. This is 0.4 percent of total EU 28 tax revenues (€ 5 270 billion in 2012). The estimated loss
from TTIP on the basis of 2012 trade data is expected to be € 2.1 billion, which is 10 percent of
total customs revenue. This 10 percent equals 0.04 percent of total EU tax revenues, of which
80 percent (or 0.032 percent) goes to the EU budget. This loss in tariff revenue is — in the
medium to longer run — more than compensated for by additional income, value added and
corporate tax incomes. In the short run, this marginal loss of tariff revenue may potentially
reduce the (financial space) for upholding human rights (that relate to social services that
depend on state funding), e.g. human right to education (Art. 13 ICESCR, Art. 14 CFR, Art. 17
ESC), human rights of persons with disabilities (Art. 26 CFR, Art. 15 ESC, CRPD), human right
to culture (Art. 15 ICESCR, Art. 22 CFR), human rights of children and women (CRC, CEDAW,
Art.10(2) ICESCR, Art. 8 ESC), human right to health (Art. 12, ICESCR, Art. 11 ESC), human
right to access to health care (Art. 12(d), ICESCR, Art. 35 CFR), human right to social security
(Art. 9 ICESCR, Art. 34 CFR), rights of the elderly (Art. 25 CFR, Art. 23 ESC), minorities (Art. 27
ICESCR, Art. 2 TEU, Art. 21 CFR), etc. A similar effect (though of a slightly different magnitude)
is expected for the US.

If tariffs on goods that are used in public services are removed (e.g. MRI scanners in hospitals),
costs go down, which could lead to a positive effect on the human right to health (Art. 12,
ICESCR, Art. 11 ESC) and/or the human right to access healthcare (Art. 12 (d), ICESCR, Art. 35
CFR). The human right to basic medication (part of the human right to health, Art. 12 ICESCR,
Art. 11 ESC, General Comment No. 14 CESCR) could be positively affected if tariffs on
internationally traded medicines are removed or lowered. In more general terms, lower tariffs
on goods that are used in public services (e.g. health care, education) can also positively affect
the human right to access to services of general economic interest (Art. 36 CFR). The former is
discussed in section 4.3 of this report.

2% gee Ten Categories of Impact of Trade Agreements on Human Rights in Walker, S. (2009), The Future
of Human Rights Impact Assessments of Trade Agreements, Intersentia.
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However, if the goods traded are potentially harmful to people’s health (e.g. alcohol and
tobacco or unhealthy food), reducing tariffs and increasing market access could conflict with the
UN Sustainable Development Goals and puts the human right to health (Art. 12, ICESCR, Art.
11 ESC) at risk as wel as the right to consumer protection (Art. 38 CFR), threatening human
rights values by the embedded trade ‘values’, unless addressed — in parallel — by flanking
measures (e.g. by EU Member States)?®® This potential adverse effect of TTIP on the targets of
the UN Sustainable Development Goals (e.g. reduction of smoking, promotion of harmful use of
alcohol, prevention of diseases, access to basic medication, etc.) is mentioned often by civil
society.?” Since the relatively more vulnerable groups of the population — those with relatively
the lowest income levels — have the highest share of ‘food costs’ in their typical expenditure
patterns (e.g. the poorest 20 percent of the EU population spends 19.2 percent of their income
on food, while the top quintile spends 11.2 percent of income on food),?®® these effects will
spread asymmetrically through society — implying that the right to health (Art. 12, ICESCR, Art.
11 ESC) could be affected to different degrees for different population groups that are protected
under the international human rights treaties, like children (Art.24 CRC), children with
disabilities (Art. 23 CRC), women (Art. 12 CEDAW), persons with disabilities (Art. 25 CRPD)).
Exposing consumers more openly to products that are known to be hazardous for human health
could also constitute a breach of the right to consumer protection (Art. 38 CFR) in the EU. This
is further explained in section 4.3; the case study on human health.

In general, the removal of tariffs on goods that are produced in the US with different labour,
health and/or safety standards will have competitive effects. If a US standard is higher, EU
producers gain a competitive edge, but if an EU standard is higher, US producers will become
relatively more competitive. For example, products produced without standards for animal
welfare in the US could become more competitive when tariffs are lifted, putting pressure on EU
producers to cut costs, as as EU producers that have to uphold EU norms and standards. From a
human rights perspective, without tariff protection, competitive pressures in an EU industry
could potentially affect labour rights negatively (as could other factors at the same time), (the
right to work (Art. 6 ICESCR), the right to fair and just working conditions (Art. 7 ICESCR, Art.
31 CFR), the right of collective bargaining and action (Art. 8 ICESCR, Art. 28, CFR), the right to
protection in the event of unjustified dismissal (Art. 30 CFR), prohibition of child labour and
protection of young people at work (Art. 10(3) ICESCR, Art. 32 CFR, ILO Conventions No. 138
and 182), etc. This concern was also raised by civil society groups, the Swedish Confederation
of Professional Employees, Saco (Swedish Confederation of Professional Associations) and LO
(the Swedish Trade Union Confederation).?*® For the US this effect could sometimes be the
opposite (e.g. in the example case of animal welfare, where the US does not have the same
level standard as the EU). In cases, however, where the US has more costly standards, negative
competitive effects for US industry could ensue.

Reducing trade in services barriers can also have an impact on human rights. For example, if
barriers to work in the EU or US for professional services (e.g. lawyers, doctors) are reduced,
international availablity of experts in health care could go up, supporting the right to health and
access to health care. However, trade in services may require a certain level of data sharing
between the EU and the US which can eventally affect the right to protection of personal data
(Art. 8 CFR). According to the negotiating mandate of TTIP, however, personal data sharing is
not included. Were the provisions on the flow of personal data to be included in the agreement
in the future, we could expect some positive and some negative effects. Given the current
Mandate, however, we do not foresee any effect of TTIP on the right to protection of personal
data.

Increased access to public procurement markets in the US for EU firms — a clear goal for the EU
negotiators — could have a significant effect on economic growth, potential for business (both
for larger firms as well as for SMEs), which could lead to the creation of jobs in the EU. The

256 |bid.

257 Health and Trade Network, Health and Trade: what hope for SDG3? 28 September 2015, feedback
received from the Health and Trade Network during civil society consultation. This publication is also
available online, at: https://healthandtradenetwork.wordpress.com/2015/09/28/health-and-trade-what-
hope-for-sdg3/ [accessed 4 November 2015].

According to the statistics used by Cambridge Econometrics to calculate expenditure effects from price
changes predicted by TTIP.

Saco, LO, TCO, Swedish trade unions’ policy on the negotiations between USA and EU on a Transatlantic
Trade and Investment Partnership (TTIP), 10 February 2014, feedback received from the Swedish trade
unions during civil society consultation. This publication is also available online, at:
https://www.lo.se/home/lo/res.nsf/vRes/lo_in_english_1366027847830_ttip _lo_tco saco_pos_pdf/$File
/TTIP_LO_TCO_Saco_pos.pdf [accessed 10 November 2015].
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potential effect is expected to be larger for the EU than for the US because the former already
has a quite open public procurement market; hence there is a smaller potential gain in further
opening public procurement markets for the US than for the EU. This would — in general — lead
to promotion of the human right to adequate standard of living (Article 11 ICESCR). However,
regarding public procurement, civil society is wary that more open procurement markets
because of TTIP could limit a government’s capacity to choose for a bidder not based on price
but based on other aspects of an offer, like for example, the focus on and attention for
promoting a clean environment. Thus, civil society is concerned that through TTIP, governments
could see the usefulness of public procurement as a tool to promote human rights law, including
the right to clean environment (Art.12 ICESCR), be diminished.

Advocates see TTIP as an opportunity to ‘green’ public procurement, on the other hand. Civil
society also argues that the public procurement chapter should be used as an opportunity to
include — for example — labour and/or environmental conditions into procurement processes,
thus — for example — greening public procurement. On the US side, various stakeholders are
concerned for US jobs. If US markets open to EU firms in public procurement (i.e. address
divergences like the Buy American act, the Jones Act, or the Fly American act) economists
expect prices to drop significantly, but also jobs to be lost in the US. For those (few) directly
affected because of job losses, this could have a negative effect on the human right to adequate
standard of living (Art. 11 ICESCR). For the large majority of US consumers, however, the
human right to adequate standard of living would improve because prices would drop
significantly, especially for those products where transport costs are a substantial part of total
production costs.

Rules of origin (RoO) affect the degree of access of third countries and companies producing
from third country markets to the EU and US markets and thus significantly the direction of the
effect on the human right to an adequate standard of living (Article 11 ICESCR).2%° without
TTIP, a third country producer would have to obtain market access twice: once for the US —
adhering to the US regulatory system — and once for the EU — adhering to the EU regulatory
system. If TTIP led to a significant degree of alignment between the EU and US regulatory
systems (e.g. through regulatory coherence, MRA, regulatory equivalence, or through any other
form of convergence) — without RoO provisions, third country producers would experience
automatic increased market access to both markets. However, with RoO provisions, this ‘third
country effect’ or ‘geoeconomic effect’” of TTIP would be significantly reduced alongside the
potential benefits of TTIP for third countries — in part predicted by the updated study results
that shows positive effects for third countries (i.e. the direct spill-over effect). So the degree to
which RoO are included influences in a major way the size and direction of potential economic
effects for third countries.

The updated analysis has modelled TTIP as a rather open agreement with geoeconomic impact
through spill-over effects. As it is stated in the Factsheet on the Rules of Origin in TTIP
published on the website of the European Commission, however, "goods from other countries do
not enjoy the same benefits” which can lead to decrease in exports of these third countries, less
market access to the TTIP market that was relatively already most closed at the outset, and a
higher degree of discrimination. Most sensitive to this change in the level of ‘openness of TTIP’
would be the Least Developed Countries (LDC). The more open TTIP is, the less discriminatory,
the greater the potential for positive third country effects, the stronger the human right to
adequate standard of living (Article 11 ICESCR) is promoted in third countries. The more closed
the TTIP agreement is (i.e. the more RoO provisions), the lower the potential third country spill-
over effects. If the RoO provisions are sufficiently restrictive, third countries may not benefit at
all, turning the overall TTIP effects into those of a more traditional tariff-based, 20" century,
FTA.

260 Jim Rollo et al, Potential Effects of the Proposed Transatlantic Trade and Investment Partnership on
Selected Developing Countries, CARIS, University of Sussex for the Department for International
Development, 2013, available at:
http://tradesift.com/Reports/Potential%20Effects%200f%20the%20Proposed%20Transatlantic%20Trad
€%20and%20Investment%20Partnership%200n%20Selected%20Developing%20Countries_ DFID_Final
%20Report_July2013.pdf [accessed 10 November 2015].
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Regulatory co-operation

In the previous section, we covered the potential effects of tariff liberalisation and market
access. In this section we look at the potential effects of regulatory coherence (in relation to),
technical bariers to trade and food safety.

In cases where tariff removal would reduce trade costs of and stimulate trade in products that
may be harmful to people’s health (e.g. cigarettes, alcohol, fast food), it is important that TTIP
does not circumvent government capacities to take (regulatory) measures to uphold their
international human rights obligations when being faced (potentially) by these effects. The
Charter explicitly states in Article 36 that the EU has the obligation to provide access to services
of general economic interest for EU citizens (Art. 36 CFR). So both the EU and EU Member
States (through their constitutions) have the obligation to pursue and advance the human right
to health. We expect them to apply domestic laws and policies to safeguard this obligation. If,
however, in the unlikely case that states would voluntarily choose not retain their rights to
regulate, TTIP would risk to limit government capacities to promote human rights and to meet
their international human rights obligations, and TTIP would negatively affect the human right
to health (in this example).

Civil society is concerned about the potential impact of TTIP on public services (a sub-section of
services) — already mentioned through the lense of tariff removal above. The potential risk of
restricting the regulatory space of states’ governments not only with respect to companies
operating in public services but also to other private companies operating on its territory
(Guiding principle 9 of the UN Guiding Principles on Business and Human Rights) was voiced by
UN experts in June 2015.%%' Some stakeholders fear that public services could be affected by
TTIP through regulatory co-operation if they are not clearly and unequivocally excluded from the
TTIP negotiations leading to potential impacts on human rights such as the human right to
access to services of general economic interest (Art. 36 CFR), the human right to culture (Art.
15 ICESCR, Art. 22 CFR), human right to education (Art. 13 ICESCR, Art. 14 CFR, Art. 17 ESC),
and the human right to health (Art. 12 ICESCR). This potential impact channel will be further
investigated in Section 4.

Lowering of protection for consumers and the environment is the general concern of civil
society. The European Commission addressed this concern clearly by stating that lower
standards and levels of protection will not be accepted.?®? Moreover, in the most recent proposal
for the Sustainable Development chapter in TTIP, the EU has indeed put forward one of its most
ambitious proposals regarding sustainable development in any EU trade agreement to date.?%®
In fact, lowering levels of consumer protection would go against the Charter of Fundamental
Rights of the EU (Art. 38 CFR on consumer protection). If TTIP does not lead to a lowering of
health and safety standards, does not threaten the state’s right to regulate, and does not
negatively affect the right to a clean environment, then a potential negative effect of TTIP on
human rights is very unlikely.

Trade facilitation can lead to less red tape and bureaucratic procedures at the EU and/or US
borders, lowering costs, without affecting product standards and regulations. This would have
potential positive effects for the right to an adequate standard of living. It could also affect the
right to work positively if more jobs are created when costs of doing business go down.

Trade Rules

“New rules to make it easier and fairer to export, import and invest”.?®* Trade rules include
sustainable development, as a basis to promote the protection of labour rights and the
environment. Not just ambitions matter here, but whether these ambitions will be monitored

261 OHCHR, UN experts voice concern over adverse impact of free trade and investment agreements on

human rights, Geneva, 2 June 2015, available at:
http://www.ohchr.org/FR/NewsEvents/Pages/DisplayNews.aspx?NewsID=16031&LanglD=E [accessed 4
November 2015].

European Commission, Factsheet on Regulatory Cooperation in TTIP published on the web-site,
available at: http://trade.ec.europa.eu/doclib/docs/2015/january/tradoc_153002.1%20RegCo.pdf
[accessed on 5 November 2015].

European Commission proposal for the Sustainable Development Chapter in TTIP, published on the
web-site, available at: http://trade.ec.europa.eu/doclib/docs/2015/november/tradoc_153923.pdf
[accessed 13 January 2016].

European Commission website, EU negotiating texts in TTIP, available at:
http://trade.ec.europa.eu/doclib/press/index.cfm?id=1230 [accessed 9 November 2015].
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and are legally enforceable. Civil society — especially trade unions — are wary that TTIP could
lead to a deterioration of labour standards in the EU.?®® They are concerned that trade
liberalisation can potentially exacerbate competition which in its turn might exert excess
pressure on the working conditions, salaries, labour standards and the functioning of the trade
unions, thereby threatening the ILO decent work agenda?®® and by extension further affect the
human right to adequate standard of living.

Climate change and the use of energy and raw materials are posed as potential risks to the
human right to a clean environment and the human right to health that can indirectly also spill-
over into other rights. If TTIP would be concluded, asking for export permissions for LNG from
the US Department of Energy will become a formality. That could facilitate LNG exports to the
EU, which in turn could support a shift to LNG, the cleaner of the fossil fuels, which could then
impact the human right to health, and human right to a clean environment. On the other hand,
it could further stimulate fracking in the US.

The potential impact of TTIP on public services may also vary depending on what is going to be
the final TTIP text on Investor Protection. There is a fear that Investor Protection will come at
the expense of the state’s power and space to regulate and protect the population.?®” If there is
a lot of room for investors to sue for compensation when governments change public policies
(i.e. if the investor protection specifcations are defined in a broad sense up front in TTIP),
‘regulatory chill’ could be the consequence, affecting the human right to health, water, culture,
education as well as the human right to clean environment and highest labour and social
standards. The European Commission has confirmed its intention to safeguard EU governments’
rights to run public services just as they wish’.2°8 Moreover, the latest negotiating proposal of
the EU has dropped the contentious ISDS system in favour of an Investment Court System
(ICS) that addresses many of the concerns.

Civil society has frequently raised the issue of ‘access to generic and essential medicine’ and
fears that intellectual property rights will be extended, leading to more expensive medicines to
the detriment of (especially the poor) citizens,?%® affecting their human right to health and the
human right to access to basic medicine.

Other issues

Transparency

The issue of transparency in the negotiations cannot be captured by any of the three content-
areas of the TTIP negotiations. Civil society is of the opinion that there is an insufficient level of
transparency despite commitments of the European Commission to share the EU negotiating
documents publicly to increase transparency.?’® 27! Transparency encompasses the entire TTIP

265 saco, LO, TCO, Swedish trade unions’ policy on the negotiations between USA and EU on a Transatlantic

Trade and Investment Partnership (TTIP), 10 February 2014, feedback received from the Swedish trade
unions during civil society consultation. This publication is also available online, at:
https://www.lo.se/home/lo/res.nsf/vRes/lo_in_english_1366027847830_ttip_lo_tco_saco_pos_pdf/$File
/TTIP_LO_TCO_Saco_pos.pdf [accessed 10 November 2015].

Saco, LO, TCO, Swedish trade unions’ policy on the negotiations between USA and EU on a Transatlantic
Trade and Investment Partnership (TTIP), 10 February 2014, feedback received from the Swedish trade
unions during civil society consultation. This publication is also available online, at:
https://www.lo.se/home/lo/res.nsf/vRes/lo_in_english_1366027847830_ttip_lo_tco_saco_pos_pdf/$File
/TTIP_LO_TCO_Saco_pos.pdf [accessed 10 November 2015].

Uni Europa, various feedback received during civil society consultation. Among others, Q&A on TTIP to
leading trade expert Dr Gabriel Siles-Bruegge, University of Manchester, 6 July 2015, also available
online at: http://www.uniglobalunion.org/news/qa-ttip-leading-trade-expert-dr-gabriel-siles-brugge-
university-manchester [accessed 4 November 2015].

European Commission, Factsheet on Services in TTIP, available at:
http://trade.ec.europa.eu/doclib/docs/2015/january/tradoc_152999.2%20Services.pdf [accessed 11
November 2015].

269 Health and Trade Network, Health and Trade: what hope for SDG3? 28 September 2015, feedback
received from the Health and Trade Network during civil society consultation. This publication is also
available online, at: https://healthandtradenetwork.wordpress.com/2015/09/28/health-and-trade-what-
hope-for-sdg3/ [accessed 4 November 2015].

European Commission, FRAME Project, FRAME Magazine, Trade and Human Rights: What's under the
TTIP of the Iceberg? By Nicholas Hachez, 22 December 2014, available at: http://www.fp7-
frame.eu/trade-and-human-rights-whats-under-the-ttip-of-the-iceberg/ [accessed 4 November 2015].
EPHA letter to Mrs Emily O’Reilly, European Ombudsman, 30 October 2015, available at:
http://www.epha.org/6223 [accessed 10 November 2015].
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negotiations and could affect the human right to information (Art. 19 ICCPR) and the right to
take part in the conduct of public affairs (Article 25(a) ICCPR, General Comment No. 25 CCPR).
This issue will be covered in Step 4 in more detail.

Human rights in a trade agreement

On a separate note from the expected impacts on specific human rights, civil society often
raises the issue of the relative importance of human rights in general vis-a-vis trade and trade-
related provisions in trade agreements in general, and — in this case — TTIP. During the protests
in Seattle in 1999 against the WTO, protesters used posters with a big turtle on them swimming
in the ocean stating: “I am not a trade barrier’. Regarding TiSA, the Trade in Services
Agreement, NGOs are concerned that health care services, education services, and water and
energy sectors are treated as ‘tradeable commodities’ or ‘consumer goods’ rather than as
human rights — that need protecting by ‘carving them out of the commitments’ (ETUC, 2015).%72
This concern has also surfaced regarding the TTIP negotiations — and as such could be lined to
the right of access to services of general economic interest (Art. 36 CFR). By nature — TTIP
being a trade agreement — the focus of the negotiations and goals of the agreements is on trade
and trade-related measures. However, it is also clear that — especially in regulatory co-
operation — regulations have a valid purpose — in part to guarantee specific human rights for EU
and EU Member State citizens. Citizens are concerned that regulations that have been created
for valid societal human rights concerns are viewed as ‘trade barriers to tradeable commodities’
rather than as human rights. In TTIP, therefore, ample attention must be paid — not just in a
preamble to the Treaty — to guaranteeing and protecting human rights in practice.

A very important piece of evidence on how the negotiators have picked up on these civil society
and citizens concerns, is the ambitious EU proposal for the Sustainable Development chapter.?”®
In there, the levels of social and environmental protection are very clearly safeguarded and
upheld. This chapter is legally binding once part of the Treaty text. Some of the main provisions
tabled, are:

No relaxation of labour standards or environmental protection;

Promotion of fair and ethical trade through open, impartial and transparent initiatives;

Implementing best practices regarding transparency and public participation;

CSR — recognising the roles for governments, business and consumers;

Cooperation between EU and US to fight against illegal logging, fishing, or illegal trade

in endagered wildlife (see section 5.4 of this report);

Commitment to conservation of biodiversity and ecosystems;

Propoting trade and investment in green goods and technologies;

e Formulating policies to minimze adverse effects on human health and environment
related to trade of chemicals/waste;

e Support for all strategic objective of the Decent Work Agenda of the ILO;
Affirmation of ILO Core Labour standards — including effective implementation in law
and practice of ILO conventions;

¢ Commitment to promoting objectives globally to immediately and effectively eliminate
worst forms of child labour and forced or compulsory labour;

e Protection of other ILO standards in addition to core conventions (e.g. health and safety

at work).

The ways in which this chapter — and all others — are monitored and enforced (embedded
institutionally), are not yet known.

Conclusions Step 2

The above concise overview of what human rights could potentially be affected sums up results
from literature, concerns from civil society, and formal negotiating positions. This section does
not draw any conclusions as to the potential effect of TTIP we expect — that will follow further

2’2 ETUC, Statement on the goals and principles of the Trade In Services Agreement (TISA), 17 June 2014,

available at:

https://www.etuc.org/sites/www.etuc.org/files/Statement_on_the_goals_and_principles_of TISA -
August_2013-2.pdf [accessed 29 December 2015].

On November 6, 2015, the EU released its proposal for the Sustainable Development chapter in TTIP;

its most ambitious proposal on sustainable development, environmental and social protection levels to

date: http://europa.eu/rapid/press-release 1P-15-5993 en.htm [accessed 13 January 2016].
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down below. The human rights that are potentially affected by TTIP are the ones mentioned in
Table 4.13 below.

Table 4.13 Summary of human rights potentially affected by three pillars of TTIP
Human Right affected Tariffs and Regulatory Trade Other

market cooperation rules issues

access
Human right to health v
Human right to access health care
Human right to education
Human right to an adequate standard of
living
Human right to culture
Human right to work
Human right to fair and just working
conditions
Human right to water
Human right to clean environment
Human rights of persons with disabilities
Human rights of children
Human rights of women
Human right to access basic medication
Human right to information
Human right to social security and social
insurance
Human rights of the minorities
Human right to collective bargaining and
action
Human rights of the elderly
Human right to protection in the event of
unjustified dismissal
Human right to protection of personal
data
Human right of access to services of
general economic interest
Human right of consumer protection
Prohibition of child labour and proetction
of young people at work

LA I =L
<X
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4.5.6. Step 3: Analysis of economic results from the CGE and the E3MG
modelling

In this section we bring in the economic results from the CGE and E3MG modelling exercises
that can be used to shed light on the potential impact of TTIP on certain human rights. The CGE
model is used to get a ball-park figure for main indicators given the long-run time horizon
needed for all trade and trade-related provisions in a potential TTIP to work through the
economy. The E3MG model is then used to detail these general impacts a lot further. For
example, the CGE model allows us to look at what a potential TTIP agreement could do with
household incomes; ie. the net effect of wage effects and consumer price effects in TTIP. In the
CGE setting this is an average household income for the EU28 — which is expected to go up by
0.38 percent as a consequence of an ambitious TTIP agreement. But we know there may be
large differences depending on whether someone lives in a city or on the countryside, whether
someone is employed, self-employed, unemployed or inactive, etc. The E3BMG model allows us
to dig into these relative differences. For example, the 0.38 percent average household real
income rise is 0.43 percent for the self-employed, 0.41 percent for manual workers, but 0.08
percent for retired people, 0.05 percent for inactive people and 0.17 percent for the
unemployed. This difference stems from the fact that the different categories of the population
are affected differently by TTIP: those in the labour force will experience (postive) wage effects
and because they are also consumers, consumer price effects. The categories of the population
that are not in the labour force (e.g. inactive people, unemployed or retired people) the wage
effect is almost absent, which implies the total effect for these categories of the population are
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driven by changes in consumer prices only — yielding much smaller results. Those are important
differences.

CGE modelling results

The CGE model shows moderate potential annual gains from TTIP. GDP and National Income are
expected to rise for the EU and US — although GDP increases are higher than National Income
increases, suggesting that though both companies and consumers gain, the former gain
marginally more. Looking at household incomes, we see that they are expected to rise in all
country groups, except for India and low income countries, where there is no effect. Household
incomes are the combination of wage effects and consumer price effects. If wages rise faster
than consumer prices (or if wages increase and consumer prices drop) household income will
increase. The potential effects for India and LDCs can have an effect on various human rights
which is difficult to predict at the moment.

At a disaggregated product level, prices for beverages and tobacco are seen to decline
significantly, and so are prices for wood and wood products. The first could have a potential
effect on the human right to health. The second could put pressure on the environment and
thus affect the human right to health and the human right to a clean environment. For example,
international (illegal) timber and fish trade could be analysed further. Another effect that is
found is that water transport services increase strongly in price in the EU and drop in the US.
This leads to a relative decline in competitiveness of the water transport services in Europe vis-
a-vis other modes of transport. Since water transport is the cleanest mode of transport, this
could raise environmental pressures in terms of emissions in the EU. In the US, the opposite
effect could happen. In the first case the human right to a clean environment may be under
pressure, while in the latter case it could improve.

E3MG modelling results

Based on the results from the E3SMG modelling on the social analysis of the impact of TTIP, we
find that TTIP benefits the population that is involved in economic activity. While the overall
impact for all the groups of population is not large, specific subsections of the population (e.g.
retired persons, unemployed persons and persons registered as inactive) benefit less than the
persons involved in work; i.e. in economic activities. Based on data that split the household
population into five quintiles, we see that though all households are expected to gain,
households with the lowest incomes benefit marginally less than households with the highest
incomes.?’* These quantitative results show that — from a perspective of potential impact of
TTIP on human rights — the results show a negligible to minimal impact. The right to an
adequate standard of living is expected to be affected when the income of the population
increases. There is a marginal inrease in income inequality predicted, but all five quintiles of
households gain from TTIP.

Based on the results from the E3MG modelling on the environmental analysis, the impact of
TTIP on energy demand is small but positive, especially in the EU. Demand for hard coal,
natural gas and middle distillates is expected to go up both because total demand for energy
goes up as a consequence of more economic activity (scale effect) and because of the sectoral
re-allocation (composition effect) — where energy-intensive sectors grow. Especially coal (going
up both in the EU and US as a consequence of the relative low price of coal compared to other
energy sources) could have negative environmental effects, affecting the human right to a clean
environment. The composition effect drives the results regarding more or less CO2 emissions
per product. For textiles, clothing and footwear there is a shift towards more polluting
production, while for non-ferrous metals the opposite is the case. Some of the price effects in
the US are driven by the shale-oil and shale-gas revolutions. The technique itself could put
pressure on the human right to a clean environment, human right to water, human right to
health, and potentially put human lives are risk. Moreover, due to the shale gas revolution, the
Middle East (notably Saudi Arabia’s) response not to cut production, and low levels of economic
growth in different parts of the world (in the US from 2008 to 2011, the EU from 2008 to 2014
and emerging economies in 2014 and 2015) energy prices for fossil fuels are very low —
reducing the incentive to switch to cleaner alternative energy sources (e.g. renewable energy),
despite the fact that also the energy price for renewable energy has dropped. This could be
negative for the human right to a clean environment. On the other hand, gas — including shale
gas — has a much smaller environmental footprint than other fossil fuels like oil and coal and
could therefore still have the least negative effect on the environment.

2" For a more detailed analysis of the results, please see the Chapter on social analysis.
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Conclusions — Step 3

From the perspective of potential impact on social human rights: if the projected economic and
social results can be obtained with full respect for social and economic human rights (which is
subject to a qualitative analysis not included in the model), TTIP is not expected to have a
negative effect on social and economic human rights in the long run — as long as labour and
social rights and levels of social protection are upheld or increased. In the short-run labour
displacement could put pressure on the human right to an adequate living as workers move
from one sector to the other. However, the wage data suggest that most mobility will be a
consequence of workers being drawn into growing sectors that offer higher wages, as opposed
to being made redundant against their will. For LDCs the situation on human rights is difficult to
predict and it needs to be monitored, but it is clear that it depends to a significant degree on
how open TTIP is going to be; i.e. how many third country spill-overs will occur.

If the EU and US turn TTIP into a transatlantic fortress with substantial RoO provisions, MRAs
that only apply to EU and US firms, and do not propose to — in the future — open up to third
countries that want to join, LDCs may lose out as spill-over effects will disappear. Price effects
due to TTIP could affect beverages and tobacco and wood and wood products potentially
affecting the human right to health and the human right to a clean environment. The latter
human right could also be affected by the potential effects of TTIP on water transport services.
Increased demand for hard coal (and other fossil fuels) due to TTIP could negatively affect the
human right to a clean environment. The shale gas revolution in the US, affecting gas and oil
prices, could mitigate some of these potential negative effects if more gas is used compared to
other — less environmentally friendly — fossil fuels. On the other hand, low gas prices reinforce
our dependency on fossil fuels, and fracking and horizontal drilling are not without a risk for the
environment and thus the human right to health, human right to a clean environment and
human right to water.

4.5.7. Step 4: Human Rights Impact Assessment

In this section we analyse the impact of TTIP on the human rights that are left after having
filtered a broad range of human rights in sections 1, 2 and 3. The human rights that are
mentioned in the literature and civil society, that could be affected by the potential economic
effects of TTIP and that are not covered elsewhere in the report (grouped together also by
impact channel), are:

e Human right to adequate standard of living;

Human right to culture;

Human right to education;

Human right to information;

Human right to persons with disabilities, human rights of children, human rights of
women, human rights of the elderly, human rights of minorities;

e Human right to protection of personal data.

According to the EC’s guidelines for human rights impact assessments of trade agreements, we
present the results in this Step in the following way:

e We briefly present the human right’s legal background;
e We present how the human right could possibly be impacted if a TTIP-agreement would
be concluded.

Some of the human rights are affected directly while other human rights are impacted only in
an indirect way. For example, if a tariff on alcohol is lowered, this could lead to lower prices for
alcohol, more consumption of it and therefore directly affect the human right to health. An
example of an indirect effect is that if investor protection does safeguard public policy space
clearly, the inclusion of Investor Protection (and ISDS/ICS) is not going to lead to ambiguity
which would then not negatively affect the regulatory space of EU Member States. We would
then not foresee (indirectly) the potential for adverse effects on human rights. Moreover, Article
47 of the Charter states clearly that the EU has enshrined the right to an effective remedy and a
fair trial (Art. 47 CFR). Guidelines on the analysis of human rights impacts in impact
assessments for trade-related policy initiatives indicate that the focus of the analysis should be
on ‘the areas which are more directly trade related and likely to be directly affected by the
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proposed options’.?”® Therefore, we address most human rights separately because they are
impacted directly. However, the indirectly affected human rights in this analysis are grouped
together.

Human right to an adequate standard of living

Right to an adequate standard of living is guaranteed under Article 11 of the International
Covenant on Economic, Social and Cultural Rights. In General Comments by the Committee on
Economic, Social and Cultural Rights this right includes the right to adequate housing (General
Comments No.4 and No.7), the right to water (General Comment No.15), the right to social
security (General Comment No.19) and right to food (General Comment No.12).

Based on the results of the economic analysis from the CGE and E3MG models, the general
picture emerges of a potential positive impact of TTIP for both the EU and US (in the ambitious
scenario) in the long run on the human right to an adequate standard of living because expeced
income increases are higher than expected expenditure increases. When we look at more detail
for the EU, we find that the human right to an adequate standard of living is more positively
affected for those in employment, because TTIP is expected to positively affect wages. For the
unemployed, retired, and inactive strata of the population, the income effects are still positive in
the ambitious scenario, but to a much lesser degree.

When we compare the five quintiles of the population split into five 20 percent income groups,
we find that in the ambitious scenario all real incomes go up. But they do go up marginally more
for the higher income groups than for the poorer ones. The picture is, however, different when
we look at the less ambitious TTIP scenario. In that scenario, the poorest 40 percent are
expected to lose out (income gains are more limited while expenses are roughly the same as in
the ambitious scenario). This also holds for the unemployed, retired, and inactive citizens. In
that case, the human right to an adequate standard of living for these parts of the population is
at risk. From the perspective of the human right to an adequate standard of living it is therefore
preferable to aim for an ambitious and not less ambitious TTIP agreement.

However, when we look at the short run, we see that in some sectors opportunities increase,
while in others they decrease: in trade agreements there are winners and losers. And these
winners and losers are different in the EU versus the US. For both the EU and US, the model
results show, first, that overall wages (at the macro-level) are poised to increase (by 0.5
percent for high- and low-skilled workers in the EU and by 0.3 percent for high- and 0.4 percent
for low-skilled workers in the US). Rising wages on average imply that the pull effect of growing
sectors — pulling workers towards them by offering higher wages — dominates the push effect
(sectors shedding workers, causing unemployment). This observation supports — still — the fact
that the human right to an adequate standard of living (Article 11 ICESCR) is affected positively.
Second, we see that some sectors grow, while others contract. In the EU growing sectors in
absolute terms are the motor vehicles (1.5 percent), construction (0.5 percent), other
machinery (0.4 percent), distribution (+0.5 percent) and business services (0.2 percent) sectors
where TTIP creates growth. On the other hand in sectors like electrical machinery (2.7 percent),
and fabricated metals (1.3 percent) output declines.

For the US, in absolute terms, other services (5.2 percent), other machinery (+.0 percent) and
construction (3.9 percent) grow, while sectors like motor vehicles (2.9 percent), financial
services (1.0 percent) and food and beverage (0.7 percent) are expected to decline. In the
short run, the human right to an adequate standard of living (Article 11 ICESCR) may therefore
be negatively affected temporarily for some workers in the declining sectors in the EU and US.
This requires close monitoring on behalf of EU/EU Member States and US federal and state
governments — supporting those workers that may lose out, having funds and supporting
policies available to address this potential negative short-run effect. However, the economic
analysis also suggests that because wages rise on average in the EU and the US and both for
low- and high-skilled workers, most workers are pulled out of these sectors, rather than being
made redundant.

Our analysis, finally, suggests there is a third element that could influence the human right to
an adequate standard of living: loss in tariff revenue. As explained above, based on data for
2012, the estimated loss in tariff revenue for the EU is an estimated €2.1 billion following lower

275 European Commission, Guidelines on the analysis of human rights impacts in impact assessments for

trade-related policy initiatives, available at:
http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153591.pdf [accessed 6 November 2015].
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tariff barriers in TTIP. This is 0.04 percent of EU tax revenues — which is a small percentage.
Moreover, in the long-run this loss in tariff revenue is more than compensated for by additonal
other (value added) tax revenues. However, in the short run that may not be the case and the
EU will have to cover this short-term gap. If not, there may be a potential pressure, because of
more limited (financial space) to uphold human rights that relate to social services that depend
on state funding. This could limit opportunities especially for the vulnerable groups in society, in
particular, the elderly (Art. 25 CFR, Art. 23 ESC), minorities (Art. 27 ICESCR, Art. 2 TEU, Art. 21
CFR), persons with disabilities (Art. 26 CFR, Art. 15 ESC, CRPD), and children and women (CRC,
CEDAW, Art.10(2) ICESCR, Art. 8 ESC), lowering potentially their standards of living.

Human right to culture

The human right to culture is embedded in Article 22 of the EU Charter. In Article 167 (4) of the
TFEU it is explicitly noted that ‘the Union shall take cultural aspects into account in it s action
under other provisions of the Treaties, in particular in order to respect and to promote the
diversity of its cultures’. ‘Action under other provisions of the Treaties’ includes trade
agreements negotiated by the EU and thereby raises the obligation to promote and respect the
human right to culture in all trade agreements, including TTIP. Furthermore, the EU has legally
binding obligations with respect to culture in line with the 2005 UNESCO Convention on the
Protection and Promotion of the Diversity of Cultural Expressions.

The negotiating mandate on TTIP does not include audio-visual services and broadcasting
services.?’® The European Commission has made it clear in its publication on TTIP and culture
that services that relate to culture will receive special treatment in TTIP, like in other trade
agreements: that subsidies will be excluded from TTIP, and that governments will enjoy their
freedom in regulating financial support to cultural activities. Furthermore, the investment
provisions of TTIP will not expose EU industries operating in cultural services.?’”” These
measures imply — if they end up in the final TTIP treaty text — that the level of risk of TTIP
directly impacting negatively on the human right to culture is expected to be non-existent. A
study that is interesting to mention in this respect is the one carried out by Gomez and Munoz
Larroa (2014) on the effect of NAFTA on cultural industries and policy in Mexico and canada
after 20 years of NAFTA.Z’® In NAFTA also, a cultural exception provision was included, as is
envisaged in TTIP. They conclude that post-NAFTA audio-visual and cultural services have
grown in all three NAFTA members — in relative terms most in Mexico, in absolute terms
(because of sheer size) most in the US. Especially the province of Quebec has used the cultural
exception to continue to subsidise and promote culture in its province. Some asymmetries could
be observed but they would be largely the consequence of domestic market imperfections and
policies (e.g. market concentration in the sector in Mexico).

TTIP could marginally, and in an indirect way, affect, however, the human right to culture (Art.
15 ICESCR, Art. 22 CFR) in the short run if the fall in tariff revenues is not compensated for by
other income sources (in the long run the additional economic activity is expected to outweigh
this short-run effect).

Human right to education

The right to education is guaranteed under Articles 13 and 14 of the International Covenant on
Economic, Social and Cultural Rights and under Article 14 of the EU Charter. The State bears
the primary responsibility for respecting, fulfilling and protecting the right to education through

acting as a ‘guarantor and regulator of education’.?"®

The UN, represented by the Special Rapporteur on the right to education, Kishore Singh,
expressed its concern over commercialisation of education arising from liberalisation of
education services and argues that increasing number of private education providers has been
characterised as having a negative impact on the norms and principles of the international legal

278 European Commission, the European Union’s proposal for services, investment and e-commerce text in

TTIP, available at: http://trade.ec.europa.eu/doclib/docs/2015/july/tradoc_153669.pdf [accessed 7
November 2015].

European Commission, TTIP and Culture, available at:
http://trade.ec.europa.eu/doclib/docs/2014/july/tradoc_152670.pdf [accessed 8 November 2015].
Gomez, R., and A. Munoz Larroa (2014), “Cultural industries and policy in Mexico and Canada after 20
years of NAFTA”, Norteamerica, year 9, Issue 2, July-December 2014.

219 A/HRC/29/30, para. 49, p.8.
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framework on the right of education.?®° As it is stipulated in the General Comment No.13:
States parties agree that all education, whether public or private, formal or non-formal, shall be
directed towards the aims and objectives identified in article 13 (1).%%*

This means that States have an obligation to regulate both public and private educational
institutions. Guiding Principles on Business and Human Rights strengthen this obligation
specifying in its foundation principle No.1l that states remain responsible for protecting their
people from human rights abuse by third parties. The states need to ensure that their human
rights obligations are being met by the private companies.

In her letter to the European Social Platform, a civil society group, the EU Trade Commissioner
Malmstrom assured that TTIP will not affect the ‘publicly funded services, no matter how they
are delivered’.?®? She highlights the safeguards the EU has since the GATT in 1995 upheld in all
of its trade agreements:

e First, a broad horizontal so-called "reservation" that preserves the right to run
monopolies and grant exclusive rights for a wide range of public services sectors at all
levels of government, including the local level. It reads: "In all EU Member States,
services considered as public utilities at a national or local level may be subject to public
monopolies or to exclusive rights granted to private operators.[...]". So EU governments
— TTIP or not — are free to decide what they consider to be public ‘utilities’ or services;

e Second, if a public authority decides to organize a public service with help of private
firms, it has to follow EU public procurement law, except in the areas of health, social or
educational services;

e Third, the EU always excludes from liberalization commitments sectors like publicly
funded healthcare and social services, as well as publicly funded education services. No
market access needs to be provided;

e Fourth, EU Member State authorities are free to regulate how services have to be
supplied — regulating through safety and quality standards all suppliers have to meet.
No EU trade agreement affects the right to fully regulate services, whether they are
publicly funded or not-223,

In this respect, it may be useful to consider the regulatory framework proposed by the Special
Rapporteur on the right to education that includes prescriptive, prohibitory and punitive types of
regulations to control the private providers of educational services.?®* Since the power to
regulate the services is in the hands of the states, it is to the states to consider mitigating
effects or impacts they do not like to see (see also the response above of the European
Commissioner for Trade). This is true for the EU (and EU Member States) and the US.

So, if educational institutions are not ‘publicly funded’, and the number of private educational
institutes increases, it is up to an EU Member State to regulate the education sector. If the EU
Member State allows private educational institutes, competition with public educational
institutes, could increase. This could result in adverse effect for the right to education as it is
provided for in the international human rights treaties and the EU Charter. But this has nothing
to do with TTIP — given the above four guarantees — but with EU Member States. If the right for
free basic education (Article 14 of the EU Charter), education without discrimination (Article 21
of the EU Charter) is not guaranteed, and if the state does not take actions to promote and
ensure this right, it constitutes a violation. The final TTIP text is of course not available, but the
main pictures that emerges is that any direct effect on the human right to education does not
come from TTIP, but from the EU Member States and the US directly — outside TTIP.

One marginal and indirect effect of TTIP on the human right to education (Art. 13 ICESCR, Art.
14 CFR, Art. 17 ESC) in the short run could come from the fall in tariff revenues that is not

280 A/HRC/29/30.

281 UN, General Comment No. 13 — the right to education, article 13 of the ICESCR, available at:
http://www.ohchr.org/EN/Issues/Education/Training/Compilation/Pages/d)GeneralCommentNo13Therig
httoeducation(article13)(1999).aspx [accessed 10 November 2015].

Open letter of the EU Trade Commissioner Cecilia Malmstrom to the European Social Platform, 2
February 2015, available at: http://trade.ec.europa.eu/doclib/docs/2015/february/tradoc_153172.pdf
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immediately compensated for by other income sources (in the long run the additional economic
activity is expected to outweigh this short-run effect).

Human right to information

The human right to information is guaranteed by Article 19 of the International Covenant on
Civil and Political Human Rights. This right is not so much affected by the trade measures of
TTIP in itself but more by the negotiating process that is taking place. The discussion below
therefore focuses on policy choices of the EU, as opposed to obligations of states under the
ICCPR.

Having looked at many free-trade agreements before TTIP, it is fair to say that the TTIP
negotiations have — so far — been the most transparent negotiations that have ever been
conducted in the EU. It is also fair to say that a major contributing factor to this degree of
transparency — the human right to information — has been strong and continued pressure from
EU civil society and EU citizens. The European Commission has started to engage — as the
negotiations moved on — more and more with the European Parliament, EU Member States and
EU stakeholders and civil society — which is a very positive development from the perspective of
the human right to information:

e All negotiating proposals from the EU side are made public on the website of the
European Commission;?28®

e After each negotiating round, EU officials provide everyone with an update on the
negotiations;

e After each negotiating round held in the US, a civil society meeting is organised in the
EU to discuss with civil society their points of view and provide further negotiating
updates;

e The European Parliament is informed after each negotiating round of the progress in the
negotiations, and so are the EU Member States;

e The draft negotiating texts are — in a reading room — available for those who have
access;

e The European Commissioner for Trade and her senior staff have been and are available
— their schedules permitting — to come to conferences, seminars and workshops about
TTIP to discuss and explain what is going on;

e The Advisory Group on TTIP was set up in January 2014 to provide information and
feedback to the EU negotiating team from a broad range of experts from industry and
agriculture to consumer, labour and environmental organisations (see Box 4.2 below);

e The final negotiated text will be available one year before approval is asked from the
European Parliament to allow for extensive discussions and debates about the final TTIP
agreement.

Civil society remains concerned about the level of transparency offered by the European
Commission and characterises it as an ad-hoc measure rather than consistent sharing of
information.286 In a latest move to improve transparency, on 2 December 2015, DG Trade
announced that all Members of the European Parliament will have access to all categories of
confidential documents (i.e. the ‘consolidated texts’) relating to TTIP in a secure reading room in
the European Parliament. The documents are also available in EU Member States, giving
national governments wide access.

This move is in line with the new trade and investment strategy of the European Commission
that was launched on 14 October 2015, ‘Trade for All’. One element in this new strategy is the
implementation of the pledge of the Juncker Commission to listen and respond to EU citizens’
concerns. The new strategy is based on three pillars:

e Effectiveness;
e Transparency; and
e Values.

285 European Commission, Factsheet How we’re listening and engaging, available at:

http://trade.ec.europa.eu/doclib/docs/2014/march/tradoc_152276.pdf [accessed 4 November 2015].
EPHA letter to Mrs Emily O’Reilly, European Ombudsman, 30 October 2015, available at:
http://www.epha.org/6223 [accessed 10 November 2015].
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The European Commission initiatives stand out more clearly in light of the fact that one needs to
acknowledge it is difficult to be totally transparent. The first reason for this is that the European
Commission cannot publish certain documents without permission of the US counterpart.?®” The
US counterpart is clearly much less transparent and forthcoming in sharing publicly negotiating
positions, nor does it — for the moment — allow joint draft texts (that include to larger and lesser
degrees US negotiating positions and results) to be shared. Something else that complicates the
transparency issue is the difficulty to draw a line between more transparency and the risk of
creating a negative impact on the negotiations because too much is known about the

negotiating position of the European Commission.

288

Box 4.5 The Advisory Group on TTIP
Launched on the 27" of January 2014, the special Advisory Group is a representation
of experts who cover a broad range of interests, from environmental, health,
consumer and workers' interests to different business sectors to provide EU trade
negotiators with high quality advice in the areas being negotiated in the Transatlantic
Trade and Investment Partnership (TTIP) talks. The group's advice will help the
European Commission to ensure that a future TTIP genuinely facilitates trade between
the EU and the US, and benefits all citizens in Europe. The members' broad
representation of interests will also help to ensure that Europe's high standards in, for
example, protection for consumers and the environment, are respected and upheld in
the negotiations. The group’s role is consultative and it is chaired by Mr Ignacio Garcia
Bercero, the EU Chief Negotiator. Important to note is that for the group to be able to
advise the EU negotiators well, detailed information about progress in the talks and
also — when necessary — EU negotiating documents are accessible to the members of
the Advisory Group. The members of the Advisory Group are the following (as of 1% of
April 2015):
e Edward Bowles — Regional Head of Public Affairs, EMEA, Standard Chartered
bank — Services interest;
e Jos Dings — Director, Policy Team, Transport & Environment — Transport and
environment interests;
e Benedicte Federspiel — Transatlantic Consumer Dialogue Steering Committee —
Consumer interests;
e Mella Frewen — Director-General of FoodDrinkEurope;
e Monique Goyens — Director-General BEUC — Consumer interests;
e |lvan Hodac — Senior advisor to the Board of Directors and Director General,
ACEA — Manufacturing interests;
e Tom Jenkins — Senior advisor to the General Secretary, European Trade Union
Confederation — Labour and trade union interests;
e Pascal Kerneis — Managing Director, European Services Forum — Services
interests;

e Susanne Logstrup — Director European Heart Network (EHN);

e Guido Nelissen — Economic Advisor to Industriall European Trade Union;

e Felix Neugart — Managing Director for International Economic Policy at DIHK;

e Pekka Pesonen — Secretary-General COPA-COGECA — Agricultural sector
interests;

e Pieter de Pous — EU Policy Director, European Environmental Bureau —

Environment interests;

e Reinhard Quick — Director VCI — Manufacturing interests;

e Nina Renshaw — Secretary-General, European Public Health Alliance — Health
sector interests;

e Luisa Santos — Director, International Relations, BusinessEurope — Business
interests.
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Having said this, there are still two steps that can be taken to further the degree of
transparency in the TTIP negotiations and engage stakeholders:

e Greater transparency on the US side in sharing US negotiating proposals would allow
the TTIP negotiations to become more transparent still — as well as more balanced from
the perspective of transparency;

e The European Commission might consider developing a legal ground for a structural
approach on the inclusion of different stakeholders in future FTA negotiations at an early
stage, in order to make this practice a clear and consistent exercise. The Advisory
Group on TTIP is a first step in this direction.

Having carefully studied the various ways that have been used to reach out — described above —
the degree to which the US, the EU counterpart, deals with transparency in TTIP, and the way
transparency was dealt with in previous trade agreements, we do not consider this to be a valid
concern anymore.

Human right of persons with disabilities, human rights of children, human rights of
women, human rights of the elderly, human rights of minorities

It has been stated by the European Commission that TTIP will not limit states’ decisions on
public services. If states are free to regulate the provision of the services themselves,?® if the
definition of ‘public services’ is such that it is broad enough, and if public services are ‘future-
proof’, TTIP is not likely to have an impact on public services (health, education, social services
or water) — and thus on various related human rights. It has been and will remain vital for
democratically elected EU Member State governments to take measu