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I. Introduction and Summary 

 

The 2013 CEPR Report
1
 key findings on Transatlantic Trade and Investment Partnership 

(TTIP) were the followings: 1) Economic gains as a whole of, respectively, 119 and 95 bn. euro a 

year for the European Monetary Union (EU) and the US, i.e. 545 and 655 euro, in terms of 

disposable family income; 2) The benefits would not be at the expense of the rest of the world 

which, in turn, earns a yearly increase of around 100 bn.; 3) Incomes surplus of + 28%, or 187 bn. 

exports of goods and services from the EU; 4) A sharp reduction of non-tariff barriers to get 80% of 

returns by cutting bureaucracy and  regulation costs; 5) Improved  productivity in labor markets, 

with modest (0.2-0.5) job substitution; 6) Negligible effects on gas emissions and sustainability.  

These short notes are intended to cast doubts on the matter, in spite of the positive opinions 

that the proposal has received in the last couple of years by some mainstream exponents on both the 

Ocean’s sides. To look for as less a partisan vision as possible, it is useful to describe the political 

and economic framework originating the TTIP. Moreover, even if there is a tendency to think of it 

as a multi-layered process, it seems easy to precisely identify the main actors of the somewhat 

vague Project with the US trade minister and the EU Commission, that is, the President.    

To start with, one cannot ignore recent International Monetary Fund and World Bank 

highlights of a global trade slowdown - 3% growth in 2013 - due to the euro area crisis and to other 

cyclical factors, particularly where it is stated that a deeper reason lies in a variable long-run 

relationship between trade and GDP measures
2
. Another distinct TTIP feature is to stand for the 

gradual opening of Foreign Direct Investment (FDI) that dates back to 2010 when the EU 

Commission launched a ten-year strategy to promote a “smart, sustainable, inclusive growth for a 

global Europe” with an additional element relative to trade and investment policy “because of the 

relevant changes in the international supply chain”. This might hide, eventually, the impact of 

organized interest groups efforts to advance the political plan before the leading institutions
3
.  

The 2011 World Trade Organization Report (WTO) ascertained how many provisions 

aimed at protecting investors by suggesting that potential discriminations depend on Rules of Origin 

(RoOs) of Preferential Trade Agreements (PTAs) so that, e.g., the “cap and convergence” system 

strengthen the “spaghetti bowl” effect
4
 of overlapping   Regional Trade Agreements (RTAs). 

                                                        
1
 Francois J., Manchin M., Norberg H, Pindyuk O., Tomberger P., Reducing Transatlantic Barriers to Trade and 

Investment. An Economic Assessment, Final Project Report, Centre for Economic Policy Research, London, March 

2013. It has come to be known simply as CEPR Report. See, also Ecorys Report: B erde, K., Francois J.F. Tamminen 

S., Thelle M., Wymenga P.,“ Non-tariff Measures in EU-US Trade and Investment. An Economic Analysis”, European 

Commission, 2009. The Ecorys Reports claim lesser potential gains(UE:+0.7; US. +0.4), but provide no estimate – 

contrary to CEPR - of removing barriers to Foreign Direct Investment (FDI), that is, the weight of multi-national 

enterprises (MNEs). This is helpful to shed light on the EU-US “comprehensive dialogue.     
2
 Costantinescu C., Mattoo A., Ruta M., “Global Trade Slowdown: Cyclical or Structural?”, Paper presented at the 

XXVI Villa Mondragone Economic Seminar, 2 July 2014.  
3 European Commission, Europe 2020, Bruxelles, 3/3/2010. 
4
 The Report admits that: “the PTAs normally include absolute standards of treatment and a minimum level of investors 

protection  and in many cases reflect domestic FDI legislation and the level of commitment achieved in earlier BITs…”, 

2011 WTO Report, Geneva, Box E.1, 170. As regard to the effect, see: Baldwyn R., “Multi-lateralizing Regionalism: 

Spaghetti Bowls as Building Blocks on the Path to Global Free Trade”, The World Economy, 29 (11), 2006, 1451-1518.        
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Next Section dwells upon a few critical questions, namely pressure groups behavior and 

the tight EU rules and the very complex procedures which stick the “Status Quo”. The last one 

provides examples of TTIP impact on work and welfare as well as usual comments and caveats.   

 

II. The EU-US Trade Project and the International Economics Debate in Theory and Practice  

  

 It is worth noticing that the EU commerce is mainly intra-trade. In fact, 2/3 of EU-27 

exports went, in 2012, to the other EU-27 nations and more than 90% was among the EU15. The 

total amount reaches 3/4 by taking account of other European EFTA countries and Turkey. Europe 

has been active across more than half a Century GATT-WTO rounds on global arrangements; as a 

consequence, its fiscal levies are pretty low, except for a whole range of agricultural products5.    
 A remarkable step was the creation, in the ’60, of a Customs Union (CU), which led to a 

two-way preferential liberalization. The 2009 Lisbon Treaty greatly increased the European 

Commission power to set a “common commercial policy” with third Nations, while the member 

States could not legislate or conclude international agreements and sign only “Bilateral Investment 

Treaties” (BIT). After a series of little practical moves in the Treaties of Maastricht and Nice, the 

2009 Treaty explicitly included services trade and FDI, together with some aspects of intellectual 

property rights and the issues to be considered later on. 

      It is commonly understood that in many industries, namely big corporations, foreign 

investment has become an integral part of trade. Analogously, the constant internalization of supply 

chains involves EU companies operating in the global market whenever clear-cut rules do establish 

legal rights for investors. Since the present debate still focuses on PTAs, it is hard to imagine how 

the problem will be afforded, but some negative effects for small firms might come from TTIP.   

                    According to the “Lisbon Treaty Hierarchy Principle”, the EU trade commissioner is 

now allowed (nobody knows what can be expected from the fresh appointed incumbent) to behave 

subject to specific mandates, i.e. “directives for negotiations” by the Council and the Parliament 

who are co-legislators and jointly decide by different versions of the majority voting. The opposite 

is true for the Commission as a whole, who must inform regularly the Parliament and is charged of 

the enforcement and compliance with existing WTO rules. Moreover, It has especially the right of 

initiative on trade agreements that Parliament cannot amend once adopted by the Council. In the 

areas of exclusive competence, anyway, national MPs do not any longer ratify incoming choices. 

              The already mentioned “Europe 2020” challenge is therefore to get market access for 

services and investment, to open public procurement, to enforce protection and to overcome all 

regulatory barriers, shifting the emphasis towards bilateral FTAs, notwithstanding the Doha rounds.  

 Trade creation and trade diversion concepts lie from decades at the core of international 

trade theory
6
. Two prominent authors

7
 denomination of “Viner’s ambiguity” was justified as arising 

from the “blissfully ignorance of post-war mathematical economics”. Thanks to the time elapsed, 

many important insights are available for a quick shot to the EU evolution since 1957 early start.   

                                                        
5 Under WTO rules, binding tariffs do apply to the EU external duties, subject to some anti-dumping and anti-subsidy 

loopholes. Nonetheless, as individual tariffs are defined for about 10.000 items, the estimated average Common 

External Tariff (CET) rate is 6%, with wide variations. While 1/4 of those applied on all products is zero, the mean  

CET on industrial goods equals 4%, whereas on agricultural imports it is four times that value, i.e. 16% . For dairies, 

rates range from 49% until 160% and are sometimes excluded when looking at the share of extra EU duty-free imports, 

due to the reciprocal/unilateral PTAs and especially to the Common Agricultural Policy (CAP). See:2011 WTO Report.  
 
6
 Viner J., The Customs Union Issue, Carnegie Endowment for International Peace, New York, 1950.  

7
 Baldwyn R., Wyplosz C., The Economics of European Integration, 4th Ed., McGraw-Hill, 2012. See also: Baldwyn R. 

“Big-Think Regionalism. A Critical Survey”, in: Estevadeordal A., Suominen K., The R. (eds.), Regional Rules in the 

Global Trading System, Cambridge, UK: Cambridge University Press, 2009, 17-95; Baldwyn R., “21
 
st Century 

Regionalism and 20th Century Trade Rules”, Geneva, Geneva Graduate Institute, Working Paper No. 2010/31.  
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              The Customs Union (CU) set up by the Treaty of Rome, well beyond the goal to eliminate 

all tariffs and quotas among the founding States committed itself to fully harmonize the tariffs on 

imports from non-members. At around the same period, in 1960, other western European nations 

joined into EFTA, a bloc that did not formally constitute a CU, notably for the lack of a CET 

provision. Fifty years later, there is a long way left to be a true political and economic Union.      

  In brief, most PTAs are indeed FTAs, likewise the EU, the reason being merely one of 

political integration, because it is difficult to let a growing number of nations agree on a CE: a fair 

set of motives can explain the probable dumping behavior of non-member exporters that members 

agree to counteract by imposing a tariff to offset it. The problem is that in a CU all nations accept 

each dumping duty, since external tariffs must always remain constant. In more or less the same 

way, nations reduce their own tariffs during GATT-WTO negotiations, whereas within a CU this 

requires all members consent (i.e. unanimity rule) to any product deal, as CET means necessarily an 

integration of the decision making process. That is why (art. 27 of TFEU) EU Commission sets 

outside tariffs even when members disagree. There are neither blocs nor vetoes. 

                 With the EU-EFTA Free Trade Agreements (FTAs), in 1973, tariffs liberalization 

became only a less relevant part of the European integration. The 1986 Single European Act (SEA) 

involved a huge work to remove “frictional barriers” which hinder trade without raising revenues 

and generally imply some change of national legislation.  

    A critical example, within the 1986-1992 Single Market Program (SMP), was the 

“mutual recognition principle” which made it hard for EU members to use health, safety and 

environmental regulations as subtle forms of trade barriers. By its size, one market without frontiers 

looks like a precious asset to revitalize the business and make them more competitive
8
.  

                  The TTIP proposal is aimed at extending the process, whose likely result is that there 

will be much fewer large firms, increasing returns to scale, i.e. lower average costs and more 

efficiency throughout the world market, or at least a part of it. Competition might very well ensure 

savings will get lower product prices. However, the empirical studies suggest that it is again 

necessary to distinguish between short-run and longer-run scenarios as little direct evidence of EU 

industry consolidation is caused by pure market integration. Some frictional barriers changes do not 

come with rules of origin (RoOs), in the sense that the process made it easier for firms of all nations 

- not just from EU - to do business in the Union. It has been argued, with a slight provocative intent, 

that the introduction of the euro partially aimed at a non-discriminatory removal of frictional 

barriers and boosted intra-trade by about 9% with no supply switching, or trade diversion
9
. To be 

sure, any such liberalization brings positive border prices and trade volume effects, but empirical 

investigations indicate on the balance more trade creation
10

.   

           About the regional Vs. multilateral trade issue, a recent review work points out the 

tendency to move towards targeted studies of the systemic impact on worldwide welfare and 

multilateral systems effects.
11

 The use of standard CGE micro-founded models and a new version of 

old paradigms allows careful analyses of the stumbling/ building bloc question on multilateralism, 

yet biased by unsatisfactory  “ambiguous” FTAs effects. There is a pretty unstable basis to forecast 

of EU future, as unsatisfactory pay-offs might be simply the outcome of an unfinished political 

process.
12

 These contradictory results, while inconsistent with main studies on PTA consequences, 

do fit the idea that many current PTAs pursue frictional not-discriminatory liberalization.      

                                                        
8
 Ex EU President, J. Delors,  labelled it :“one of the main engines”.  See Baldwyn R., Wyplosz C., 2012, p.181.   

9
 Freund C., Ornelas E., “Regional Trade Agreements”, Annual Review of Economics, 2: 2010, 136-167. 

10
 Freund C., Ornelas E., “Regional Trade Agreements”, Annual Review of Economics, 2: 2010, 136-167. 

11
 Antimiani A., Salvatici L., “Regionalism versus Multilateralism: the Case of the European Union Trade Policy”, 

Paper presented at the XXVI Villa Mondragone Economic Seminar, 2 July 2014. See also: Felbermayr G., Larch M., 

“The Transatlantic Trade and Investment Partnership (TTIP): Potentials, Problems and Perspectives”, CESifo Forum 

14(2), 2013, 49-60. 
12

 See, among the others: Arcand J.L., Olarreaga M., Zoratto L., “Weak Governments and Trade Agreements”, Geneva, 

WTO Trade and Development Workshop, 2010.  
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III. Some tentative conclusions 

 

 When trying to catch the consequences of such a still partially obscure project as the TTIP, 

one should carefully consider the long run relationship between fiscal and monetary policy and 

trade policy. Classical theory attributed great importance to the price elasticity of demand and 

supply and was bound to assign a strong role to the exchange rate, with the result that few studies 

were devoted to general international equilibrium with flexible rates. Overall, this produced rare 

analyses of country-specific policy, as it happens currently in the EU where the reduced public 

finance coordination of the member States forces them alone to adjust fiscal activities to face the 

urgencies of the international political business cycle. A very last resort might be direct controls on 

countries, due to the enduring recession, as the idea to flourish again some past experience of 

foreign financial aid - in up-to-date terms, ECB - would be unable to achieve growth objectives.          

  The already mentioned 2011 WTO Report
13

 displayed a broad concern on the 

discriminatory and non-discriminatory liberalization issue, namely, whether the Preferential Trade 

Agreements (PTAs) influence a country’s option on multilateral or regional trade. The orthodox 

way of reasoning consists in the proof that preferential tariff cuts resulting from a PTA lead to a 

reduction/ increase in the Most Favored Nation (MFN) non-discriminatory tariff applied by WTO’s 

members. Even if the evidence is inconclusive, one should take care of some interesting theoretical 

contributions, the most attractive being political economy-public economics based.  

    In this respect, a highly reputation study has suggested that pressure groups may seek 

primarily trade diverting PTAs, i.e. agreements that enhance protection to their members and 

supporters. Moreover, the extent of the trade diversion measures the degree of political opposition 

to a multilateral agreement
14

. The hypothesis is that PTAs need not to have adverse effects on 

multilateral tariff reductions, if involved countries initially use MFN tariffs, as a group of them can 

form a trade bloc to increase the welfare level, in a limiting case, of the whole collectivity.                       

              Nevertheless, up to the point that PTA allows nations, or firms, bloc formation to displace 

those from excluded countries in each other’s markets, profits will follow for everyone. The more 

general problem of the decision rules, including the States institutions, has been largely questioned 

in the international economics literature.
15

 Insofar as the world trading system is governed by a set 

of rules overseen by the WTO outstanding principle of non-discrimination, to comply with it all 

nations should make use of either fiscal or different tools and adjust to the comprehensive criteria. 

In practice, several PTAs studies contradict it. GATT created an “ad hoc” loophole  – art. 2 – 

subject to easy-to-follow restrictions, for FTAs and CUs, making an allowance for early members 

to maintain PTAs, e.g. Great Britain’s Commonwealth. These notes may just add the guess that the 
everlasting pro-business view of trade agreements which has been ruling in the last decades 

should be tempered with a better concern for human rights, environment and the like.  

 For this purpose, let us briefly mention two extra major points to discuss. The first refers to 

the “French cultural exception”, which gained for a while the summer titles on that country press. 

The droit d’auteur and copyright debate mimes Hachette against Amazon dispute on books price.  

 It originated in the 1992-93 GATT’s and the subsequent  WTO’s 1995 negotiations to keep 

culture and its non-tariff  barriers out of most international treaties. A number of problems, besides 

the area of the book market, stem from that principle, as performing arts subsidies, audio-visual 

products and the cultural landscape.  

                                                        
13

 World Trade Report 2011,WTO and Preferential Trade Agreements. From Co-Existence to Coherence Geneva, 2011.  
14

 Grossman G.M, Helpman E., “The Politics of Free-Trade Agreements”, American Economic Review, 85 (4), 1995, 

667-690; Krishna P., “Regionalism and Multilateralism. A political Economy Approach, The Quarterly Journal of 

Economics, 113 (1), 1998, 227-250; Krishna P., Krueger A., “Implementing Free-Trade Agreements: Rules of Origin 

and Hidden Protection”, in: Deardoff A., Levinsohn J., Stern R. New Directions in Trade Theory, Ann Arbor: 

University of Michigan Press, 1995, 149-179. Other interest groups studies - not mentioned here- are analyzed in a 

Public Choice-Median Voter Setting in bilateral PTAs between countries with similar factors endowments.   
15

 Giannone C., “Le nuove regole dell’Unione Europea”, Astrid Rassegna, n. 125 (20/2010). 
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               To state it simply, the risk of a business approach stemming from the enforcement of TTIP 

would make possible a noticeable simplification for the authors’ rights, that are wholly included 

only in commercial law codes in the Anglo-Saxon countries to care of their finance and creativity 

role and require the work registration; whereas they are better protected in France and in the EU. 

 The other crucial topic is employment. Right as it occurs for fiscal policy, any European  

labor market is yet on its own and presents downward-rigidities. Further distortions hang on 

institutional procedures and on every country’s history. Whatever the opinions on the EU economic 

integration process might be, many observers are happy to accept an optimistic vision of strategic 

and competitive firms making profits within a Single Market. The other way round to think is 

obviously to fear that without flexibility the deeper consequences can be net job losses, or even a 

zero economic gain. As trade competition tends to adopt national social arrangements 

(“McDonald’s technique”), a chance of positive benefits is left only from all EU members making 

the same decisions. Otherwise, they will run the risk that to undermine a distinctive EU symbol of 

social protection – another “social dumping” case, as the authorship’s rights – if actual workers 

perceive that the competition from the incoming new members cause a social protection reduction. 

This might be, it alone, a smart move from the vast chorus of TTIP supporters to a plain Inferno. 

Before that danger gets real, we have luckily enough a few means to refrain from future disputes.                      

 
 

 


