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“America and Europe have done extraordinary things together before. And | believe we can
forge an economic alliance as strong as our diplomatic and security alliances...”
- U.S. President Barack Obama

“Everyone knows these trade deals are difficult....\We must maintain...political will in the
months ahead. This is a once-in-a-generation prize and we are determined to seize it.”
- UK Prime Minister David Cameron

With these statements, both leaders called for the conclusion of the Transatlantic Trade and
Investment Partnership (TTIP), a trade deal between the United States and the European Union,
when talks started in 2013. Supporters touted the deal as a means of setting liberal trade and
investment standards for the world and boosting economic growth and employment on both sides
of the Atlantic. More than two years later, negotiators are pushing forward on TTIP in the hope
of completing the deal before President Obama leaves office, but the zeal it once garnered has
dampened. Since the talks launched, TTIP has been the target of unprecedented levels of public
opposition in Europe. Prominent officials in the U.S. and EU have expressed reservations about
the negotiations and even the deal itself, placing TTIP’s merits and future in question.

Background

The U.S. and EU have the largest bilateral trade and investment relationship in the world,
accounting for nearly half of global economic output and 13 million jobs, with almost $4 trillion
invested in each other’s economies.’ Tariffs between the two are already relatively low on
average but remain high in some contentious areas such as agriculture, textiles and apparel, and
footwear.! The size of the combined U.S.-EU economy, and tackling both tariff and non-tariff
barriers and regulations, would make TTIP a “game changer for twenty first century trade.”

The idea of a large trade agreement between the U.S. and EU is not new. An ambitious Trans-
Atlantic Free Trade Agreement (TAFTA) that would eliminate tariffs and other trade barriers
was briefly debated in 1995. Instead, the U.S. and EU declared a “New Transatlantic Agenda”
wherein both sides pledged to increase attention to regulatory and other barriers to trade but
stopped short of committing to a trade agreement.® In more recent years, shared concerns about
economic stagnation, increased competition from emerging markets, and a lack of progress in the
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World Trade Organization’s Doha Round of multilateral trade talks fueled a willingness in the
West to forge a trade deal and strengthen transatlantic ties.” For the U.S., TTIP would
complement the Trans-Pacific Partnership (TPP), a trade deal involving the U.S. and 11 Pacific
Rim countries that was signed in October and is currently being considered for ratification by
participating states.

More specifically, a major driver of negotiations for TTIP is the agreement’s Strategic potential
to set international trade and investment standards. These standards would reposition the U.S.
and EU to write the terms and principles for participation in the global economy that other
countries negotiating future trade deals would be pressured to adopt. Sinan Ulgen, a visiting
scholar at Carnegie Europe, describes TTIP as “a core component of the West’s ‘soft power,’
replicating its privileged role as an agenda setter.”® In this way, TTIP could help the West steer
international trade and investment in a liberal direction and stay ahead of less liberal emerging
economic powers like China in the coming years. Senior Transatlantic Fellow at the German
Marshall Fund of the United States Hans Kundnani importantly notes that TTIP would help
maintain the existing liberal trade order but not necessarily help the West address security
challenges, prevent countries from becoming economically dependent on China, or strengthen
the values of democracy, human rights or the rule of law.® Despite these reservations, as Center
for Strategic and International Studies analyst Amy Studdart writes, given the rise of emerging
economies “TTIP represents a last chance for the Western powers to define the rules of the
global trading system.”°

It is also argued that TTIP would strengthen transatlantic ties. A few analysts have gone so far as
to suggest TTIP would become an “economic NATO.”** More accurately, TTIP would
complement NATO and other longstanding links between the U.S. and EU. At a time when the
U.S. is increasing its focus on the Asia-Pacific region and reducing its military presence in
Europe, and European defense budgets remain relatively stagnant, TTIP would reassure both
sides of their commitment to each other.'? Beyond the impact on the U.S. and EU, supporters
have argued that a completed TTIP would signal the resilience of the Western alliance and make
the Western model of development more attractive to the rest of the world.*® A failure to
conclude the agreement at this point would undermine that signal of Western strength and could
lead Europe to be left behind by the TPP.

But if TTIP leads to negative economic consequences, damages labor rights and environmental
standards, or otherwise fails to address legitimate concerns, the agreement could backfire by
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causing a backlash against the U.S., EU, and future trade deals. How TTIP measures against
these challenges will determine its survival and success.

A 2013 study for the European Commission by the European Center for Economic Policy
Research (CEPR) estimated that TTIP would increase GDP by between 68.2 and 119.2 billion
euros for the EU and between 49.5 and 94.9 billion euros for the U.S. by 2027.* As CEPR
points out, this translates to a 0.39 percent increase in GDP for the U.S. and a 0.48 percent
increase in GDP for the EU by 2027.% Given the size of the U.S. and EU economies, such
increases would be significant, especially at a time when the U.S. and EU are worried about
long-term growth and debt sustainability. The CEPR report also found that both “less ambitious”
and “ambitious” forms of TTIP would lead to higher overall wages and added jobs for both low
and high skilled workers in the U.S. and EU.*® A study by the French Centre d’Etudes
Prospectives et d’Informations Internationales (CEPII) similarly estimated that TTIP would
increase long-term GDP by $64 billion in the U.S. and $98 billion in the EU.'” The Bertelsmann
Foundation’s Global Economic Dynamics Project found that TTIP would produce economic
gains, estimating that limited and more comprehensive versions of the deal would increase real
wages and create jobs in the U.S. and EU.*® Based on findings like these, British Prime Minister
David Cameron has called TTIP “one of the greatest opportunities we have to turbocharge the
global economy.”

But the economic gains may not be as substantial as they first appear. The impacts of free trade
agreements are notoriously difficult to measure, especially when trying to model the effects of
removing non-tariff barriers to trade.? German economy minister Sigmar Gabriel has compared
CEPR’s estimates to “voodoo economics,” though he asserts that TTIP is necessary for its
strategic value.?! One econometric study by Jeronim Capaldo, a Research Fellow at Tufts
University, even found that TTIP could cause net losses in GDP, employment, and real wages in
the U.S. and EU.? Critics more often point to studies estimating that TTIP would have small
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economic benefits on the whole, plus adverse social costs.”* While the agreement may boost
economic growth, the benefits of which could be shared widely, there is also legitimate concern
about competitiveness losses in specific sectors.

Even so, the mere prospect of TTIP’s conclusion is already liberalizing international trade. Third
party states, concerned that the TTIP could divert trade away from their economies, are more
eager to conclude trade agreements with the U.S. and EU. As Daniel Hamilton and Steven
Blockmans note:

“Japan’s decision to join TPP [the Trans-Pacific Partnership] was due as much to
the start of TTIP negotiations as to intra-Asian dynamics....There is also reason to
believe that the trade facilitation deal struck by WTO members in Bali in
December 2013 was due in part to concern from various holdout countries that
with thﬁ TTIP and TPP the global trading system was moving ahead without
them.”

This is consistent with empirical research and analysis on the “contagious” effect of FTAs, a
phenomenon also referred to as “competitive liberalization.”” It also indicates that third parties
in fact perceive the TTIP to be a mechanism that would set de facto global trade standards.

Obstacles

Despite supporters’ promises of strategic impact and economic benefits, opposition to TTIP has
grown significantly since the start of negotiations. As of October 2015, the “Stop TTIP”
campaign collected more than 3 million signatures from 23 European member states, making it
the largest number of signatures collected by a European Commission-sanctioned European
Citizen’s Initiative thus far.?® That same month, at least 150,000 people gathered in Berlin to
protest TTIP and a free trade agreement between the EU and Canada.?” Opposition to free trade
agreements in the U.S. is currently focused on TPP, but much of it will likely translate onto TTIP
over the next year.

Many skeptics worry that TTIP would erode social, environmental, and consumer protection
standards, especially in Europe.”® Proponents, however, argue that TTIP is meant to set high
standards in international trade and the agreement is unlikely to significantly affect regulatory
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powers on either side.?® The European Commission’s recently-introduced draft text on
“sustainable development” would affirm International Labor Organization workplace standards
and add environmental conservation regulations; however, the draft language may prove too
strong for the U.S. and too weak for labor and environmental activists.* So far, addressing
critiques over standards has proven to be particularly difficult since many aspects of the
agreement are still under negotiation.

Another major critique of TTIP centers on its secrecy. The European Commission publishes
every proposal it gives to the U.S. and shares confidential negotiation documents with EU
governments and members of the European Parliament.®* Critics say this is not enough. TTIP
documents are only accessible by select officials in reading rooms in U.S. embassies throughout
the EU for four hours each week.*® While this is already more access than officials had in the
past, in September and October of this year officials in France and Germany threatened to
oppose the agreement if further steps are not taken to improve transparency.*® Secrecy can be
extremely important in trade talks to afford negotiators flexibility without being criticized for
every detail. At the same time, the support of the legislatures involved is necessary to address
public opposition and ultimately ratify the agreement.

Trade secrecy has also been criticized in the U.S., where the U.S. Trade Representative’s
(USTR) proposals are not made public. In describing TPP, which has similar transparency rules
to TTIP, cleared trade advisor Michael Wessell criticized President Obama’s refusal to make
updated drafts fully available to cleared advisors and said that “[t]he government has created a
perfect Catch 22: The law prohibits us from talking about the specifics of what we’ve seen,
allowing the president to criticize us for not being specific” when voicing critiques.** As a result,
the administration may ignore specific critiques while trying to bolster public support for the
deal. Accepting and addressing these critiques is critical to forging an agreement that advances
its economic and strategic objectives while minimizing adverse social effects. A level of secrecy
must be protected, but as U.S. Senator Elizabeth Warren has argued, “[i]f transparency would
lead to widespread public opposition to a trade agreement, then that trade agreement should not
be the policy of the United States.”®

Concerns about government secrecy have not helped alleviate broader concerns about U.S.
intentions, which have helped fuel the backlash against TTIP in Europe. Resentment toward the
U.S. has been particularly strong in Germany since revelations of U.S. surveillance even though
it exports more than any other EU member.*® The negotiations’ perceived lack of transparency
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only fuels this resentment, even if the agreement is projected to create jobs, increase incomes,
and protect labor standards.

Other contentious issues in the negotiations remain unresolved. Investor-state dispute settlement
(ISDS) provisions, which constitute an enforcement mechanism to remedy discrimination against
foreign companies, have been especially controversial in the EU. In response, the EU proposed
replacing ISDS with an Investment Court System that would settle disputes between investors
and national governments, but it is still unclear how negotiations on the issue will play out with
the U.S.%" Likewise, over the next few months officials will continue to pursue talks in sensitive
areas such as financial services, energy and raw materials, and food safety and agriculture.®
How negotiations fare on these critical issues will make or break the deal.

Recommendations

Negotiations are already moving past their original goal of concluding before the end of 2015
and officials are worried that TTIP will become an issue in the 2016 U.S. Presidential election,
which could increase ratification challenges in the U.S. Congress.* Before the 11" round of
TTIP negotiations in October, documents obtained by POLITICO in September showed that
Washington and Brussels had not exchanged their positions on 10 of the 24 chapters of TTIP,
much less started negotiations on them.*® Although the two sides have since caught up on tariff
offers, the slow progress of negotiations has raised questions about the plausibility of concluding
the deal before the end of the Obama Administration, when political support for the agreement is
more likely to falter. The U.S.” focus on passing TPP may have stalled talks on its end for a time,
but allowing negotiations to drag on hurts the U.S.-EU relationship and gives critics more time to
rally opposition.

Looking ahead, policymakers should support TTIP and focus on its strong strategic potential
rather than its possibly limited economic benefits. The ability to set liberal economic standards
would have enormous strategic importance in the long-run as the transatlantic economy
continues to decrease in size relative to the world economy. TTIP would establish higher
standards that less liberal powers, such as China, would likely set. Raising standards and
economic growth in the West would further incentivize the country’s participation in an open
global economy as it rises, thereby increasing the likelihood that it will do so peacefully.

Potential adverse social effects must be taken into account. Negotiators must try to conclude the
agreement while political support for it exists, but they should prioritize reaching agreements on
contentious issues since an ambitious agreement would exert a greater pull on the rest of the
world. Though potentially more time consuming, encouraging public debate over how regulatory
convergence should move forward, while continuing to counter myths about the agreement,
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would help calm opposition and prevent a future backlash. Debate could also help negotiators
better understand their publics’ needs as they decide what compromises should be made to reach
an agreement.

In particular, trade officials need to better address major critiques. USTR states that TTIP will
maintain “high levels of health, safety, and environmental protection.”* To put weight behind
those words, the U.S. should agree with the EU to include a chapter in TTIP that boosts labor
rights and environmental protections. With labor and environmental standards already high
relative to much of the rest of the world, the U.S. and EU are uniquely positioned to forge a deal
that sets high standards. Negotiators should also consider critiques that the EU’s draft
“sustainable development” protections are currently unenforceable.

Trade officials should also take additional small steps to increase transparency by making TTIP
documents available in a timely manner, and for more than a few hours each week, to cleared
officials and trade advisors. The U.S. can also publish its proposals to the EU, or overviews of its
proposals, publically. TTIP needs the support of leaders and trade experts in the U.S. and EU —
leaders who have been increasingly critical and vocal about secrecy in TTIP negotiations. Not
only will their support be necessary to ratify the agreement; it is also critical to addressing public
opposition. A successful TTIP should strengthen the transatlantic relationship, not add to anti-
U.S. or anti-EU sentiments. As Sebastian Dullien, Adriana Garcia, and Josef Janning point out in
a European Council on Foreign Relations policy brief, even if the U.S. and EU succeed in
reaching an agreement, ““a failure to engage with public concern on both sides of the Atlantic
could calzjse an even greater backlash against globalisation and trade liberalisation in the

future.”

Conclusion

TTIP has the potential to be an extraordinary agreement that would position the U.S. and EU to
set international trade and investment standards for the 21% century. The deal could bolster
transatlantic ties and support American and European jobs and incomes. Despite wavering
support as the talks drag on, negotiators are pushing forward and will tackle critical components
in the coming months. How TTIP proponents address critiques and whether TTIP fulfills its
strategic and economic potential remains to be seen; but policymakers on both sides of the
Atlantic can take steps toward ensuring that it does.
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