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Preface

The European Commission (DG Trade) awarded a contract to Ecorys, signed in December 2013, to
conduct a 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 draft
inception report for the Trade SIA of this agreement.

Ecorys is aware of the important role of this study for the negotiation process as it will provide direct
inputs for the negotiators as well as recommendations for policy makers implementing the
agreement. The negotiations have started in July 2013 and have concluded the fourth negotiating
round on March 15", Ecorys closely consults with the EC on the planning and scope of this study to
ensure optimal input into the process.

This inception report is based on the terms of reference, the Ecorys proposal that was submitted to
DG Trade, and the subsequent discussions with the Steering Committee during and after the kick-
off meeting.

This inception report summarises the most important methodological components of our study and
highlights some of the main issues that will warrant further attention and focus during the
implementation of the study i both in terms of content and in terms of organisation and planning of
the project.

The Ecorys Team
17 March 2014

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.
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Background and introduction

Background

Depth of the economic relationship and developments in trade and investment relationship

between EU-US

The EU and US are the two most integrated economies in the world. This is through imports and

exports of goods trade i since they are very integrated i but also through services trade,

investments and strong commer ci alHamitor & @umlaregivé n each ot hel

a short summary of these main economic elements in their annual publications on the EU-US

economic relationship. Clearly from the work of these authors, services stand as the sleeping giant

of the Transatlantic market place (Hamilton & Quinlan, 2012). We choose not to repeat these
statistics but to refer to this research done and add some more general points:

1 The longstanding relationship provides opportunities but also poses challenges for EU-US trade
and investment relations.

1T The EU and the US are each otherés main trading partne
for the largest bilateral trade relationship in the world.

1 The transatlantic economies are among the freest in the world, but certainly not absolutely free.

1 There is still significant scope for further trade and investment liberalisation through reductions
in non-tariff measures since tariffs are already quite low between the countries.

1 The EU and US realise the need for stronger transatlantic cooperation in light of increased
competition from Asia, but that means significant alignment in non-tariff measures and
regulatory convergence is needed.

1 The approach chosen to look at aligning non-tariff measures needs to be chosen with care i so
as not to lower standards, and to avoid treating differences in regulatory systems as simple
trade barriers. This matters particularly with regard to consumer interests on product safety, and
social and environmental standards.

i Although rapidly rising economies have gained much attention, the US and EU remain the heart
of the global economy.

1 Interms of structure, the two economies are broadly similar. The secondary sectors account for
most trade, constituting about a quarter of output. Both the EU and the US are service
economies, with the service sectors accounting for roughly 70 percent of all output. Together
the two countries together account for almost half of the world trade making the two countries
strong competitors on the global market.

i1 Concerns for the environment worldwide may have an impact on the EU i US trade and
investment relationship.

1 Social standards do not diverge much between the EU-US when compared to third countries
with which trade agreements have been concluded or are being negotiated (e.g. Colombia,
Peru, the Caucasus) so regulatory alignment that has social implications will have to be studied
with nuance.

1 In 2009, US and Turkey established the Framework for Strategic Economic and Commercial
Cooperation and since 1963 Turkey has a customs union with the EU. In light of the TTIP
negotiations this special position of Turkey needs to be recognised and kept in mind.

Major milestones in the (regulatory) relationship between EU-US

The EU and US have a long-standing history of cooperation. To do justice to this long history and
show respect for the many initiatives, we here sum up the main steps in bullet form as part of the
EU-US context that has led us to where we are now: after the fourth negotiating round of TTIP.

Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European ECORYS A 9
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1 The EU and US regularly discuss the transatlantic relation via EU-US Summits (to address
economic cooperation and market integration at the highest political levels, to prevent disruptive
and costly disputes and stimulate trade and investment flows by reducing both at-the-border
and behind-the-border costs).

T In 1990, the Transatlantic Declaration came about as a result regular EU-US summits.

1 In 1995, the New Transatlantic Agenda (NTA), the platform to work together to achieve the
expansion of world trade and foster closer economic EU-US relations started.

1 It also set up: the TABD (Transatlantic Business Dialogue), the TALD (Transatlantic Labour
Dialogue which was suspended in 2000 citing the failure of the US Government to supply its
share of funding), TAED (Transatlantic Environmental Dialogue) and the TACD (TransAtlantic
Consumer Dialogue).

1 In 1998, the Transatlantic Economic Partnership (TEP) came into force.

1 In 1999 the Transatlantic Legislators' Dialogue (TLD) was established by the European
Parliament and the US Congress to support and intensify the level of political discourse
between American and European lawmakers.

1 In 2002, agreements on Guidelines for Regulatory Cooperation and Transparency to encourage
EU and US agencies to consult with each other on a voluntary basis were established.

1 2004 saw the design of a Roadmap for EU-US regulatory Cooperation and Transparency

T The May 2005 ¢ ommun i ASirongeo BU-US fgrtheaskip andeadviord Open
Mar ket f or t h Eron2itlteetEC dentifieduagylatory co-operation as a prime
objective of transatlantic co-operation.

1 Following from the two initiatives before, in 2005, the High-Level Regulatory Co-operation
Forum was set up to develop a joint regulatory work plan and the political leaders agreed to
move forward in the fields of investment, public procurement, services and improvements in
mutual recognition of professional qualifications.

1 In 2005 Transatlantic Intellectual Property Rights (IPR) Working Group (previously known as the
US-EU IPR Working Group) was established (It coordinates in three main areas under the US-
EU IPR Action Strategy: engagement on IPR issues in third countries, customs cooperation,
and public-private partnerships.

1 In 2007 EU-US Summit launched the Transatlantic Economic Framework and the Transatlantic
Economic Council (TEC) to help further strengthen EU-US economic integration.

1 On the Annual EU-US Summit in 2009 an EU-US Energy Council was agreed to be established.

1 In December 2011,the EU-US Summit announced the creation
Group for Jobs and Growt hd t &S FreediadeiAgreernentt h e

1 In December 2012 European-American Business Council and TransAtlantic Business Dialogue
decided to merge to form the Transatlantic Business Council from 1 January 2013 onwards.

1 February 2013 The European Union and the United States i following a positive report by the
HLWG on Jobs and Growth, announced their intention to conclude a free trade agreement
(FTA) which would encompass both sides of the Atlantic.

T InJuly 2013 the first round of negotiations took place in Washington DC and in October 2013
the second round of negotiations is planned.

Differences in EU-US regulatory systems and the challenge of covering standards and
regulations

It needs to be recognised that the EU and US regulatory systems are complex with many
stakeholders involved, and that the regulatory systems are different from each other. In the US, US
Congress has an important role to play in regulatory issues, through the committees of jurisdiction.
The regulatory agencies in the US are independent but are overseen by the executive. The
complex US picture is further complicated by the fact that in various policy fields, US States have
the power to introduce laws and regulations separate from the federal level. In the EU regulatory
system, primary legislation is with the Council and European Parliament, while comitology and

10 ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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delegated acts lie with the European Commission. The EC has the negotiating mandate, given by
the Council, but the EP as well as the Council can approve or reject the final deal altogether t. The
EU member states and the EP are informed in detail about the negotiations and have access to
negotiation documents.

The multiple layers of complexity, from standards to regulations to conformity assessments create

another challenge to addressing the regulatory divergences that exist between the EU and US.

Many efforts have been made in the past i either at the technical level or at the highest political

level i to achieve more convergence with limited success. The dilemma lies therein that conformity

assessments can be technically aligned but would still be based on different underlying goals

policies aim to achieve. So any 6éshockdé to the regul at ol
national societies would create the potential for new regulatory divergences.

TTIPT anew style trade agreement

TTIP is a 6nagwexetmelndd tthradde oamt ai ns an i mportant el ement

that goes beyond what has been included in more standard trade agreements before i with the

possible exception of the EU-Canada Comprehensive Trade Agreement (CETA) where regulatory
cooperation is included (Krstic, 2012).* The inclusion of regulatory cooperation has several
important implications. Some implications are the following:

91 Because of the component of regulatory alignment TTIP could lead to different economic
outcomes than the traditional trade agreements. Contrary to tariff-driven trade agreements
where those 6insided the FTA gain and those 6éoutsidebd
to cost gains for firms in third countries who could thus benefit.

1 Because of the component of regulatory alignment, the EU and US political systems are
engaged at a much more fundamental level than before. For example, in the US the House
Ways & Means and Senate Finance Committee are committees of jurisdiction on trade policy T
but TTIP goes beyond that if regulatory cooperation in i for example 7 financial services,
energy, food safety or other areas are also discussed. This would involve many more House
and Senate committees as well as a vast array of independent regulatory agencies.

1 Because of the component of regulatory alignment, the expected societal impact of TTIP i apart
from its sheer size as already explained above 1 could be much greater than the impact of a
traditional trade agreement. This warrants an in-depth study of potential societal impacts of
TTIP.

i Because of the component of regulatory alignment, focus on the details of what is discussed is
important. The regulatory effect of TTIP depends on what is actually agreed. This is different
from tariff reductions that are transparent and uni-dimensional, where i given the production
structure of the economy 1 effects can be investigated more easily. Non-tariff measures are
multi-dimensional (regulations, certification, conformity assessments) and much more difficult to
analyse.

Civil society and TTIP

Civil society organisations play a very important role in voicing concerns of their constituents in
particular and EU citizens in general. And as such, civil society will be involved and informed as
much as possible throughout the unfolding of the TTIP negotiations. In light of the last two issues
mentioned above with regard to the regulatory cooperation element that is part of the TTIP
negotiations, information dissemination, discussions based on arguments and facts and
transparency are crucial elements that need to be addressed.

Krstic, Stanko (2012), fi R e g u |[Tariff Barrigrs 16 Gradp ie Predticis:.ckey Challengegand v e Non
Opplortunities for the Canada-EU Comprehensive Trade Agreement (CETA), Legal Issues of Economic Integration, Vol.
39, No. 1, pp. 3-28, 2012.
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1.2

Over the last months, we have seen a strong increase in activity from civil society organisations
regarding TTIP. This is a development that we welcome, and that we as Ecorys want to further
facilitate through this Trade Sustainability Impact Assessment (Trade SIA) on TTIP. Since the start
of the study, we have started to receive inputs from various stakeholders, have been invited for
workshops and seminars and invite stakeholders to provide us with their inputs, concerns, and
views on TTIP. A 6stakeholderd for Ecorys is
TTIP. We see debates and get views on food safety standards, GMOs, ISDS, overexploitation of
natural resources, TTIP effect on CO2 emissions, etc. These are all important issues that deserve
to be debated and see views of society reach the negotiators 1 it is that platform that Ecorys wants
to provide through this Trade SIA.

Results on impact assessment studies so far

As mentioned in the previous section, the negotiations on the comprehensive trade and investment
agreement currently taking place between the EU and the USA (TTIP) are a result of long and
preparatory dialogues and cooperation. As the comprehensive cooperation between the EU and the
US became more and more concrete over time, the need for independent studies examining the
impact of such increased cooperation became more pressing. The discussions on increased
cooperation between the EU and the US have often been backed with reports and statements from
negotiating parties, but after the launch of the Transatlantic Economic Council (TEC) and the
Transatlantic Economic Framework the European Commission started commissioning more
independent studies that would simulate the potential impact of the increased cooperation. Since
that time, a number of studies on the overall expected impacts from increased EU US cooperation
in trade and investment have been published. These studies have mostly focused on impacts at
macroeconomic level and were based on the best possible assumptions of the foreseen
cooperation between the EU and the US at the time. Still, the scenarios studied and the economic
modelling assumptions taken varied and, as a result, different estimations on the likely impacts of
an EU US trade and investment agreement differ. Moreover, the debate on TTIP has been further
fuelled by some studies that estimate the impact of an EU US agreement on Member State level.
Examples are the contributions from Francois & Pindyuk (2011) for Austria, the Kommers-
Kollegium for Sweden (2012), CEsifo for Germany (2013) and Ecorys for the Netherlands (2012).
Some of them also report effects for the EU as a whole and the findings will be used i where
relevant - for this Trade SIA.

Firstly, before the European Commission enters into official negotiations with any trading partner,
they are obliged to conduct a Commission staff Impact Assessment. For the negotiations on the
TTIP, this impact assessment was conducted in 2013 (EC, 2013). The assessment is conducted

any

person

based on the ECO6s gener al andhasesits mansngpacsassessment gui del i nes

results on the CEPR (2013) study (see next paragraph). The impact assessment specifically
focused on the motor vehicles, insurance and electronic equipment industries and evaluated the
expected impacts in those sectors in more detail. According to the CEPR (2013) study, the motor
vehicles and insurance industries in the EU are expected to expand, whereas the electronic
equipment industry was expected to decline (see also results in Section 4.2).

Table 1.1 summarises the main impacts on macroeconomic level for the most commonly included
indicators, both for the EU and for the US from the a selected number of studies. This table of
results will be extended throughout the Trade SIA and the findings from these studies will be used
in the assessment where relevant. The results in the table are a simplified representation of the
wealth of information and results included in each of the studies, but the overall impact on GDP or

ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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national income can be used to understand the differences in the models and assumptions. The
numbers presented in the table represent the most ambitious scenarios taken in each study, but the
results for all scenarios (even the most modest ones) are all positive for both the EU and the US.
The studies differ in terms of the expected effects on third countries, where the Bertelsmann
Stiftung (2013) finds relatively strong negative effects on third countries and the CEPR (2013)
estimates mostly positive effects from a TTIP on third country markets. Rather than discussing
which result is more likely to occur, we note 7 as stated above i that the benefits for third country
markets critically depend on whether third-country spill-overs are expected and on the stringency of
potential Rules of Origin applied in the agreement and the effects of standard setting in the
regulatory component of the agreement. A common EU-US standard could become a de facto
world standard.

The results on the EU and the US differ between the studies mostly due to differences in assumed
liberalisation scenarios, as well as differences in the economic modelling techniques. Even though
all studies apply Computable General Equilibrium (CGE) models of some sort, the different
specifications and data sources used trigger different outcomes. All studies also recognise that in
the most ambitious scenario, most of the tariffs applied on bilateral trade could be removed and that
most of the gains in economic growth from the agreement stem from aligning NTBs (roughly
speaking 80 percent due to NTM alignment and 20% due to tariff reduction).

Since these and other valuable contributions have already been made and are used by policy
makers and the public, it is the aim of this Trade SIA to take the results from these studies as a
basis and go beyond them by expanding on the expected social, environmental and human rights
effects as well as providing more detail on the expected sectoral level impacts.

Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European ECORYS A
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Table 1.1. Overview of key contributions to overall economic results of TTIP

Organisation

Centre for
Economic
Policy

Research

Bertelsmann

Stiftung

ECORYS
Nederland BV

ECORYS dlile Sustainability Impact Assessment comprehensive trade and investment agreement between the European
Union and the United States of America

Reducing Transatlantic
Barriers to Trade and
Investment, An Economic

Assessment

Transatlantic Trade and
Investment Partnership
(TTIP) Who benefits from
a free deal?

Non-Tariff Measures in
EU-US Trade and
Investment i An Economic
Analysis

Year

2013

2013

2009

Country

EU, US, East
Europe,
Mediterranean,
China, India,
ASEAN,
MERCOSUR, low
income, Rest of
World

Germany, EU27,
US, Canada, rest of

the world

EU, US

Scope of
the

study

Tariffs
and non-
tariff

barriers.

Tariffs
and non-
tariff
barriers.
Non-tariff

barriers.

EU effects US effects
0.48 119.2 591 511 0.39 94.9 4.75 8.02
4.95 134
0.72 121.5 2.07 2.00 0.28 40.8 6.06 3.93




Organisation

Title

The impact of FTAs in the

Year

Country

Simulating multiple

Scope of
the
study

ECORYS 2009 Tariffs
Nederland BV OECD. The impact of an FTAs and non-
EU-US FTA, EU-Japan tariff 34.9 1.60 1.60 24.1 5.70 3.70
FTA and EU- Australia / barriers.
New Zealand FTA
Trade Sustainability Impact Assessment comprehensive trade and investment agreement between thECElmlﬁe‘ 15
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2.1

General approach and conceptual framework

This chapter provides an introduction to the general approach of Trade Sustainability Impact
Assessments (TSIAs) and details the specific overall methodological framework for this particular
TSIA in support of the negotiations for a TTIP. Since this TSIA is different from a standard TSIA in
some aspects, the general introduction (section 1.2) is kept short, whereas the overall approach to
this specific TSIA is elaborated upon in more detail (section 2.2). The detailed approaches to the
methodological elements of this TSIA are presented separately in the other chapters of this report.

General approach to TSIAs

The TSIA of a TTIP is conducted in line with the general guidelines from the EC on Trade SIAs. The

overall approach to the implementation of the Trade SIA is divided into three linked phases:

1 Overall analysis of the sustainability impacts arising from the implementation of a future TTIP
agreement between the EU and the US;

M Sectoral Trade SIA;

91 Proposals for policy recommendations and accompanying measures.

The current phase (inception) provides the basis for these three study phases. Our approach is
based on the two methodological elements of a Trade SIA described in the ToR and the Trade SIA
handbook?; being: 1) economic, environmental and social assessments as such; and 2)
stakeholder consultations. The three phases are characterised by both quantitative and qualitative
analyses and throughout the three phases, we will engage in continuous feedback and consultation
with key stakeholders to collect input and to verify results and complement the analysis with their
feedback.

Indeed, 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. The latter implies continuous interaction with key
stakeholders through for example digital media and public meetings in order to: (1) elicit inputs that
will facilitate the impact assessment, and (2) disseminate and raise awareness of the TTIP and the
TSIA study results among key stakeholders. We thus invite all stakeholders (included in the
preliminary stakeholder list provided in Annex A and stakeholders not included in this list yet) to
provide feedback on the content of the study at any point in time of the study.

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, not only in economic terms, but also in
environmental and social terms. These are the three sustainability pillars that should be included
in every TSIA.

The proven Ecorys approach to these standard Trade SIA elements has been tested and improved
over time through the implementation of various Trade SlIAs in the past, notably for the FTAs
between EU-Central America, EU-India, EU-ASEAN, EU-Ukraine, EU-Andean, EU- Georgia and

2 Available at: http://trade.ec.europa.eu/doclib/docs/2006/march/tradoc_127974.pdf.
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Moldova and most recently of the DCFTAs between the EU and Armenia and between the EU and
Morocco and Tunisia. Table 2.1 below summarises the different study phases and related
deliverables.

Table 2.1 Study phases and reporting

Phase Deliverable ‘

Phase 0 Inception Inception Report
Phase 1 Overall analysis Interim Technical Report

Phase 2 Sectoral analyses

Final report

Phase 3 Policy recommendations and flanking measures

Overall approach for the implementation of the study

This particular Trade SIA conducted for the negotiations on a TTIP follows this general Trade SIA
methodology and is structured along the dimensions and study phases introduced in the section
above. However, in contrast to many of the previous TSIAs commissioned by the European
Commission, this Trade SIA does not include an economic modelling exercise at the overall level
since the Terms of References indicates that the existing economic analysis, in particular the recent
study by the CEPR in 2013 already provides the overall economic impact assessment that is
typically conducted in TSIAs. The specific terms of reference to this study particularly refers to the
use of the CEPR (2013) as the basis of the overall economic analysis, supplemented i where
relevant - by other available economic data. This study thus bases its overall quantitative economic
impact results mainly on the CEPR (2013) study (and also uses other available data sources),
rather than repeating the entire modelling exercise. Subsequently, however, we will go beyond the
guantitative economic results found in the CEPR study and extend the overall analysis with
additional social and environmental analyses. In addition more elaborate and focused sectoral
analyses will be conducted with a specific emphasis on competitiveness impacts and on SMEs.

Our adapted approach to this special Trade SIA has been schematically presented in Figure 2.1.
The overall methodology depicted in the project landscape applies aspects highlighted in the ToR
and translates and adapts these into a framework provided in the TSIA Handbook. This Trade SIA
fundamentally adheres to the principles of Trade SlIAs, with analyses on overall sustainability
effects and sectoral sustainability effects, but the difference with a regular Trade SIA is the
emphasis on the phases. The current study focuses relatively heavily on the sector analyses as the
overall quantitative economic analysis has already been conducted. As a result, we have developed
a more extensive methodology to assess the effects of a TTIP on a sectoral level. This analysis is
able to map changes in the three sustainability pillars and evaluate how these affect the overall
competitive position of the sector (see chapter 3).

Lastly, the emphasis in this Trade SIA also differs with respect to the country focus. In previous

Trade SIAs (e.g. in support of trade negotiations with 1
significant effects of the potential trade agreementsweree x pect ed i n the EU®bs trading p
country. Due to the significant size of the trading partner in the TTIP, the USA, significant effects

are also expected to occur in the EU-28. As a result, both the overall and the sectoral analyses

focus mostly on predicting in more detail the EU-side effects.

ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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The details of the specific elements presented in the project landscape are summarised in the next
section and explained in more detail in Chapters 3, 4 and 5.
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Figure 2.1 The Project landscape
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2.2.2

Methodological analyses for the overall sustainability impact analyses (Phase 1)

As illustrated in Figure 2.1, the overall analysis builds on the (results of the) impact assessment

work by, amongst others, CEPR (2013), but extends the impact assessment on environmental and

social indicators. The following analyses are part of the overall impact assessment (explained in

more detail in Chapter 3):

1. Report the CGE effects on Turkey;

2. Extending the social and economic analysis by using a unique gravity approach to analyse
the effects of visa waiver reciprocity as a means to look at the impact on mobility of people;

3. Performing a quantitative social analysis of employment, wages and inequality making use
of the CEPR (2013) results;

4. Performing an additional social analysis at the EU level to show expected changes in welfare,
based on aggregated household data;

5. Identifying additional relevant social issues with a qualitative analysis of reports and
statistics. Specific case studies on the most significant issues likely to be impact by the TTIP
(from the broad range of topics included in the Decent Work Agenda, ILO Core Labour
Conventions etc.);

Performing a separate analysis on the effects of TTIP on Human Rights in the EU;

7. Analysing the environmental effects of the FTA through quantitative modelling. In combination
with the CGE model, the econometric ESME model will be used to calculate effects on CO
emissions and air pollution, energy use and other indicators;

8. Enriching the environmental analysis through qualitative research. The quantitative
environmental indicators will be complemented by additional information and a qualitative
analysis, looking at issues such as biodiversity and harmonisation of regulation.

Methodological approach for the sectoral sustainability impact analyses (Phase 2)

Results of the overall analysis in Phase 1 provide a basis and starting point for the in-depth impact

analyses at sector level. In order to select up to eight sectors for the in-depth sectoral sustainability

impact assessments (explained in more detail in Chapter 4), we will conduct a screening and
scoping exercise. This will be based on an objective framework for selection that we have
developed, and which includes five criteria regarding the importance of a sector in EU US
relations (see Chapter 4). After selection of seven to eight sectors for in-depth analysis, the
specific and detailed impacts on environmental, social and economic dimensions will be studied
using the Five- Step Ecorys Sector Sustainability Approach (ESSA):

1. The first step concerns a baseline description of the selected sector in the EU (including current
status, challenges and potential);

2. Subsequently an inventory of market access issues (tariff and non-tariff barriers) in trade
between the EU and the US is conducted;

3. In the third step an overview of the sector in global value chains is made in order to
understand the international inter-linkages between the EU and US sectors;

4. In the fourth step, this information is used to provide an impact assessment along the
sustainability dimensions and to provide an estimated impact on the change in
competitiveness of the EU sector;

5. In the fifth and final step, the trade-offs between different sustainable impacts are highlighted in
the synthesis, resulting in balanced policy recommendations.
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2.2.4

Methodological approach for the formulation of policy recommendations and flanking measures
(Phase 3)
The aim of the final phase of the study is to provide policy recommendations that enhance the
expected positive impacts of the proposed agreement and/or flanking measures that provide
solutions to mitigate the expected negative effects of the proposed agreement. Ec or y s 6
methodology for formulating policy recommendations was first applied during the Trade SIA for the
FTA between the EU and Ukraine in 20072 and has continuously updated since. The key elements
of this approach are:
1 Formulating measures that can be realised either through an economic or legal approach:
- Type of measures included in the legal approach are:
1 Command and Control measures;
1 Negligence and liability rules;
1 Enforcement of technical, sanitary or other standards.
- Types of measures included in the economic approach are:
1 Financial measures;
1 Non-financial measures;
1 Economic incentives to adopt certain technical, sanitary and other standards.

More details on the approach to formulating policy recommendations will be provided in the final
report.

Methodological tools for consultations

Regarding consultations, which form a crucial part of the TSIA, we note that we aim to engage with

stakeholders throughout the various phases of the study. Our approach and methodology for the

consultation process is based on the following key principles and methods and explained in more

detail in chapter 5:

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 Transatlantic Trade
and Investment Partnership;

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 and broad knowledge and perspectives into the
study;

3. Interactivity, making use of media and communication tools that are easily accessible and
allow for interactive engagement of stakeholders ensuring that dialogue becomes a truly
reciprocal, two-way process;

4. Direct, face to face interaction with key stakeholders and experts, e.g. through interviews,
workshops and public meetings;

5. Optimal use of existing networks and forums to expand reach of the study and disseminate
its results widely.

Available at: http://trade.ec.europa.eu/doclib/docs/2008/january/tradoc_137597.pdf.
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3.1

3.1.1

3.1.2

Specific approach to the overall analyses
(Phase 1)

In this Chapter, we outline the methodological approach of the Trade SIA for TTIP for the overall
analyses on the three sustainability dimensions - economic, social (including human rights) and
environmental. As part of the overall analysis, we will study the impacts of the possible agreement
at the aggregate, i.e. the macroeconomic level and sometimes delve into more detailed issues
where relevant. The details of the specific approach for each of the sustainability dimensions are
outlined below.

Economic analysis

As explained no CGE modelling exercise will be included in the study as it will draw on the results
of such an exercise carried out by the CEPR and others recently. Instead, the results of this work
will be used in the additional social, environmental and sectoral analyses. For a description of the
results of the CEPR (2013) work, we refer to the discussion included in the CEPR (2013) study
itself.

As mentioned in the previous section, we have however foreseen two extensions to the overall

economic analysis in the context of this Trade SIA:

1 We will report specific effects of the TTIP on Turkey;

i Establishing the impact of relaxing visa conditions between the EU and the US, which is a
possible outcome of the negotiations.

Both are shortly explained below.

Reporting effects of the TTIP on Turkey

As Turkey is in a customs union with the EU, there is particular interest to study the effects of TTIP
for Turkey in more detail (as also detailed in the ToR). To allow comparability with the European
Commission Impact Assessment Report, we will use modelling results that are based on the CEPR
(2013) study to study the impact of TTIP on Turkey. We will thus report on the impact of Turkey
using results based on the CEPR (2013) work and using the economic indicators that are included
in that impact assessment.

Visa waiver analysis

Visa requirements create a barrier for migration (short and long term). Requirements can be at two
levels: general requirements for settlement and requirements for short term trips (i.e. up to 90
days). We will provide a quantitative estimation of lower entrance requirements (i.e. lower barriers)
in general on migration flows. We then try to identify the possible effects of lower barriers with
respect to short term movement of people (e.g. visa waiver) within that total effect. An increase in
the movement of people between two countries, especially if this concerns non-recreational
movement, in turn is expected to increase trade flows.

In theory, trade flows, FDI, and high skilled migration (expatriate workers o r 6 e)flqwa dresab
simultaneously impacted in general equilibrium by absolute factor endowments (proxied by the two
countriesé GDPs), rel ati ve f a,d&bDland migratidnocesta.eTheses ,
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3.21

costs incdludebiilnattairal costs (such as distance)
costs (such as NTMs for trade, bilateral investment policies, and bilateral migration policies such as
visas).

Bergstrand, Egger and Larch (incomplete working paper, 2013) have a general equilibrium
framework, very similar to Bergstrand and Egger (JIE, 2007) on trade and FDI, that also
incorporates high skilled migration flows. That model only has two types of labour, imperfectly
internationally mobile skilled workers (skilled migrants, or expats) and internationally immobile
unskilled workers. Thus, it provides a general equilibrium model of trade flows and skilled migration
flows. We will run gravity equations of migration flows* on GDPs, relative factor endowments and a
measurement of visa barriers (or their converse, visa waivers). The gravity equations provide
estimations of the relationship between home countryid6 s s ki | | ed mi grant iésshar e
high skilled migrants to j. It furthermore includes other proxies for bilateral migration costs. In that
way, the impact of visa waivers (or conversely barriers) on migration flows can be determined. The
predicted values of migration flows can consequently be used as determinants of trade flows,
providing an estimation of the facilitating effect of lower visa barriers on trade.

To measure the impact of visa waivers (i.e. short term movement) we use The European Visa
Database”. This database includes an index of visa requirements (the higher the index, the higher
the barriers) and is available for the EU Schengen States, the UK and the US.

Social analysis

The approach for the social analysis comprises three main methods. First, a quantitative analysis of
impacts related to employment, wages, household income and household expenditures will be
carried out. Secondly, using qualitative analysis, relevant social issues in the EU will be discussed.
Thirdly, an analysis on human rights will be carried out. Lastly, in the final report, we envisage
formulating policy recommendations for the overall social analysis, based on the input from the
above three methodological elements.

Two of the three analyses will focus on the EU. Only in the quantitative analysis (Section 3.2.1) the
estimated impact on the US side will be discussed in detail (using existing modelling results) and a
comparison will be made with the impact measure of the same indicators in the EU.

Quantitative social analysis

The quantitative approach for the social analysis is based on two main methods. First, we will make
use of the output from the CGE model on economic impacts, and relate these to employment,
wages and inequality. Second, the CGE modelling output is used as an input for the calculation of
household welfare effects. Thus we will extend the CGE modelling results with additional analyses
based on new data sources, mainly used for inequality estimations.

Social indicators based on the CGE modelling results

Effects of the TTIP include changes for individuals in terms of wages, employment and welfare in
general. Many of these issues are included in the CGE model and can therefore be extracted from
the CGE modelling results. However, the number of dimensions that are taken into account, such

4 We are currently exploring the OECD migration database to define the dependent variable, e.g. differentiation by skill level

and sector.

° See http://www.mogenshobolth.dk/evd/background.aspx.
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as the economic blocks (i.e. EU and US), a large number of sectors, higher and lower skill levels
and two indicators (i.e. wages and employment), create a large number of relevant impact
estimations. To ensure a structured and clear method for analysis and reporting of the CGE
modelling results relevant for social impact assessment, we propose to categorise and report the
results in three groups: EU-US aggregate analysis, inter-sector analysis and intra-sector analysis.
All three are explained below.

EU-US aggregate analysis. For both the EU and the US, total changes in wages as a result of
TTIP are estimated (A and B in Figure 3.1 below). Secondly, wage changes for different skill levels
are compared (C and D); differences in wage changes between high skilled and low skilled are an
indication for a change in inequality between these worker skill groups of. Lastly, a comparison
between the two countries with respect to wage changes is carried out (E). The figure below
provides a visual overview of the steps of this aggregate analysis.

Figure 3.1 EU-US aggregate wage impact analysis
EU Wages US Wages

Total
Wage change

Low skilled
Wage change

High skilled
Wage change

High skilled Low skilled
Wage change Wage change

For the aggregate consumer welfare assessment, two indicators are included in the CGE modelling

results and discussed separately:

1. Consumer prices. A change in consumer prices affects the limits of the product basket
consumers can buy. As a result, consumer utility (the satisfaction consumers derive from a set
of consumer goods) is affected; lower prices tend to increase consumer welfare and vice versa
(keeping all other factors constant);

2. Equivalent variation. This is an indicator which measures the share of income needed to reach
a change in utility equal to the change in utility as a result of the TTIP implementation.

Inter-sector analysis. The CGE modelling results provide expected changes in employment (i.e.

labour displacement) per sector. Differences between sectors with respect to labour displacement

will be analysed and reported (F and G in Figure 3.2 below). The EU and the US results are then

compared (H). It should be noted that employment change only refers to labour displacement. The

CGE model is applied using the closure condition in
exogenous (i.e. fixed) and wages can adjust. It is because of this condition of fixed labour supply

that no conclusions can be drawn with respect to employment effects on a more aggregate level

than the sector level. Similarly the model cannot provide conclusions with respect to changes in

unemployment.
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Figure 3.2 Inter-sector impact analysis

EU employment US employment

L Sector1 Y- L Sector1 .-
o Employment change RS L Employment change RS
: A > : A >
Sector 4to X € F aceed Sector 2 Sector 4to X €= G aced Sector 2
Employment change v Employment change Employment change v Employment change
e Sector 3 YN = e Sector3 YN =
Employment change Employment change

Intra-sector analysis. For each of the specific sectors chosen for the detailed analysis (see
chapter 6), the changes in employment, both for the sectors as a whole (see Figure 3.3 below, |
and J) as well as for the different skill levels within the sectors (K and L), will be analysed and
reported. The differences between the EU and the US for each of these sectors will also be
analysed (M).

Figure 3.3 Intra-sector impact analysis
EU Employment US Employment

Employment change

Employment change

Low skilled
employment change

High skilled
employment change

High skilled Low skilled

employment change employment change

Extension of the CGE modelling results

Two main aspects which directly influence household welfare and are potentially affected by TTIP
will be analysed: expenditures on the one hand and wages and employment on the other.
Household expenditures determine the total utility of its members and therefore have an effect on
overall household welfare. An analysis of the effect of a TTIP on the level of poverty for a
household and on inequality between the welfare of households will therefore take total
expenditures into account. Wages and employment make up the income side of the effect on
households.

Expenditure impacts. The CGE modelling results include estimations of consumer price changes.
Using EUROSTAT data on mean consumption expenditure of private households®, these consumer
price changes can be linked to average expenditures per (detailed) product group. Under the
(hypothetical) assumption that each household maintains the same consumption as before the
TTIP, a new monetary value of the total consumption can be calculated, where the difference with
the old monetary value of the total consumption is the expenditure impact of the TTIP. A higher
monetary value implies that a household will have to spend more to be able to consume the same
basket of goods as before the implementation of the TTIP. In this case, welfare will go down. A
lower monetary value implies an increase in welfare. Details concerning the underlying EUROSTAT
data are provided in the text box below.

6 See http://epp.eurostat.ec.europa.eu/portal/page/portal/household budget surveys/Data/database.
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EUROSTAT expenditure data

The EUROASTAT data on mean expenditures are aggregated data tables based on micro data from
Household Budget Surveys (HBS) in Member States. The most recent HBS survey data available are from
2005. Because more recent data than 2005 are likely to be disseminated at a later stage of, possibly after,
this analysis, the 2005 data will be used. Despite continuous improvements in creating consistency
between the HBS surveys in each Member State, important differences in methodology still remain, making
an analysis at EU level difficult and not possible within the scope of this project. Therefore, we will make

use of the aggregates (consistent) expenditure tables available on the EUROSTAT website.

The tables contain the mean consumption expenditures by (COICOP) product group, by country and by
several other indicators. The data are in EURO, representing the average monetary value that a population

is spending on a certain product group.

The expenditure impact analysis will consist of two dimensions. The first dimension is the
calculation of the total expenditure impact (i.e. a decrease or increase in welfare as a result of
consumer price changes) for several groups of people:

9 Total EU28: No division in sub-groups. All countries (with available data) and all citizens are
taken into account;

1 Income groups: The population is divided into several income groups.”. For each income group,
the expenditure effect is calculated. The differences in expenditure impact between the income
groups will provide an indication of the TTIP impact on inequality (within the context of
household consumption);

91 Degree of urbanisation: The indicator of degree of urbanisation includes three urbanisation
levels: Densely-populated area, intermediate urbanised area and thinly-populated area. Note
that the use of the degree of urbanisation will depend on whether EUROSTAT will make mean
expenditure data per product group per degree of urbanisation available.

The second dimension of the expenditure impact analysis will consist of a more detailed analysis of
the total expenditure effects found. We will analyse which relevant product groups have had a large
share in the found total effect. This is done by taking into account the expenditures for one product
group as a share of the total expenditure (the larger the share of consumption of one product group,
the larger the effect on welfare given a price change) and the price change as a result of the TTIP
(the larger the price change, the larger the welfare effect given a certain consumption quantity of a
product group).

Income impacts. Households can gain income through different channels, including wages,
subsidies and income from financial investments. The CGE modelling results include changes in
wages as a result of TTIP. Such data will be linked to EUROSTAT aggregated income data.
Working under the (hypothetical) assumption that other types of income, we can then calculate in
more detail the impacts on the income side of households. This will be done by using EUROSTAT
SILC data® on income, in which income can split up into wages and non-wages. This distinction
enables us to calculate the (monetary) change in total income as a result of a change in wages, i.e.
the income impact. Details concerning the underlying EUROSTAT data are provided in the text box
below.

Available data is in income quintiles. For a more detailed analysis, A larger number (e.g. 10) of income groups is preferred.
The number of income groups used will depend on the number made available by EUROSTAT upon request of Ecorys.

8 See http://epp.eurostat.ec.europa.eu/portal/page/portal/income_social_inclusion_living_conditions/data/database.
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3.2.2

EUROSTAT income SILC data

The European Union Statistics on Income and Living Conditions (EU-SILC) is micro-dataset, based on
surveys in all Member States, concerning (monetary and non-monetary) indicators related to income,
poverty, social exclusion and living conditions. Some of these indicators are used in the Europe 2020
strategy related to poverty reduction. The most recent SILC data available are from 2013, although the

2012 data is still more complete. In our analysis, we will use aggregated data tables.’

The income impact analysis will consist of an estimation of the changes in income as a result of the

changes in wages. This will be done for several groups of people:

9 Total EU28: No division in sub-groups. All countries (with available data) and all citizens are
taken into account;

1 Income groups: The population is divided into decile income groups. For each income group,
the income effect is calculated. The differences in expenditure impact between the income
groups will provide an indication of the TTIP impact on inequality (within the context of
household income). We will not only provide the estimates change in income, but also provide
an analysis of the share of wages in income for the different income groups. This can be used
as in indicator for the significance of the impact within each group;

1 Risk-at-poverty groups: The indicator of risk-at-poverty distinguishes between people with an
income below 60 % of the national median equivalised disposable income after social transfers
and those above that threshold line. We will analyse the differences between the two groups in
terms of total change and in terms of the impact (i.e. share of wages in total income).

Part 2: Qualitative social analysis

As depicted in the following figure, the labour markets in the EU is governed at four levels, namely
by the ILO, EU, Member States and Social Partners. Together they create the rules under which
employers and the labour force operate on the labour market. In addition, governments are
important actors on the labour market, both as an employer and as a regulator.

In the various complex constellations through which these actors operate on the labour markets in
the EU, employers generally aim to have the flexibility to hire and fire employees in line with their
business needs, whereas the labour force strive to achieve security of income and employment.
This flexibility and security is dependent on the conventions, regulations, policies and agreements
set at the various levels of governance. The EU labour markets are, in comparison with the US,
characterised through a high level of regulation, therewith safeguarding security of employment and
income, at the expense of more flexibility.

ILO conventions

EU regulations

Member State policies

Social Partner agreements

9 Provided that these tables will be made available by EUROSTAT. According to EUROSTAT, the relevant data (e.qg.
division in groups) discussed in this paragraph should be possible to provide and should be able to be made available to
Ecorys at an early stage of the interim phase.
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A Free Trade Agreement between the EU and the US may influence existing rules of the labour
markets in the EU, albeit to a limited extent. For example, an FTA is unlikely to lead to an un-
ratification of ILO conventions, with the EU having ratified more core ILO conventions than the US.
These conventions set amongst others the framework for the fundamental principles of rights at
work. It furthermore is unlikely to significantly influence existing EU regulations, as they have
undergone a significant and long-standing process before being approved and adopted by all
Member States. These regulations play an important role in determining the foundations for safety,
equality, anti-discrimination and other working conditions.

Some argue, the agreement may however, result in a different dynamic on Member States and
social partners to create more flexibility in national labour law, reduce the burden on employers,
reduce social protection arrangements, and provide other incentives to attract more American
investment or to render EU companies more competitive on the US market. This would thus not
remove the basic pillars of the decent work agenda in the EU, but may result in variations in
compliance and implementation and provide pressure on the social dialogue.

In addition, the agreement is being concluded in a situation in which EU labour markets face
multiple challenges. These challenges include:

Rising unemployment rates;

Rising shares of young people not in education, employment or training (NEET);
Declining household disposable income levels;

Rising risk-of-poverty among the working age population;

Rising inequalities.

= =4 —4a -—Aa -9

Since these issues touch upon different aspects of labour market regulation, they require different
policy responses. In addition, their vulnerability to effects of the TTIP varies as well. Moreover, we
are dealing with 28 different Member States in which these issues also occur to different extents.
As such, it is not possible nor desirable to conduct analyses at EU 28 level. Instead we propose to
work with case studies on social and employment topics that are most likely to be impacted by
TTIP.

For the development of the case studies we have tried to take the key challenges mentioned above
as much as possible into account. Furthermore, when developing the case studies we also
established a link to the various decent work pillars.

There are differences in labour market regulations between the EU and the US. Because of these
differences it is often concluded that the common denominator between these different issues could
leadtoapotenti al 0 r a Jhas istused ds hreargbnemt of drad@ Unionsand N®OOS s
opposing the TTIP. This issue is therefore an essential component for the social impact
assessment of TTIP. We propose to investigate the likeliness of such a 'race to the bottom' and
look at what alternatives there are. In order to narrow down the research, this case study will look at
the likelihood of lowering standards related to labour contracts in order to create more flexibility on
the labour market. There exists already a tendency across the EU to lower these standards, in
order to implement the flexicurity concept, but this tendency may be reinforced by the TTIP in order
to attract American firms. The case study will thus focus on employment protection legislation, in
particular hiring and firing rules.

The TTIP may furthermore influence the behaviour of employers and the labour force. One of the
key questions in this regard is whether TTIP will result in more job creation, and if so, are these jobs
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that EU citizens are able to fulfil. We therefore propose to furthermore investigate the potential

impact of TTIP on:

2. Economic shifts and relocation of work, particularly with a view on job creation and opportunities
for the low-skilled, youth and unemployed;

3. Mohbility, especially in regards to filling bottleneck vacancies, matching skills to jobs and
incentives for up-skilling/retraining.

The first case study reflects an assessment of the likelihood that standards on employment
protection legislation are lowered in a selection of EU Member States. The second and the third
case studies are related to potential shifts in employment. All case studies involve interviews with (a
limited number of) EU-level social partners as well as desk research.

To the extent possible, the Trade SIA will also look into the mirror situation in the US. While full
analysis of all US State level labour law is beyond the scope of this study, we will broadly describe
the current situation in the US and assess a possible impact of TTIP on forming a joint EU-US
agenda on labour issues that could have an impact in other bilateral and multilateral trade fora (this
issue will be covered as part of the human rights analysis).

Part 3: Human rights analysis

Due to the potential size of the agreement, our approach to the Human Rights (HR) analysis in this
study is to focus on the HR issues that are likely to be affected by the TTIP. We focus the HR
analysis on the impacts expected in the EU, while not neglecting the potential impacts on important
issues from the US perspective. As such, in the below, we detail a prioritisation approach since
studying the impact on all HR issues in all EU Member States (and the US) would go beyond the
scope of the study. We propose a solution where we focus on a few selected HR issues after a
screening exercise that encompasses the EU as well as (to a more limited extent) the US. Including
this screening exercise, our practical approach to the HR analysis consists of four steps. Each step
is shortly detailed below.

Step 1: Identify the main HR issues likely to be affected by the Trade SIA T based on experience of
analysing other Free Trade Agreements

Based on the previous Trade SIA analyses, we will make a pre-selection of basic human rights that
are most likely to be affected by the TTIP agreement. This approach will allow us to focus on the
largest expected effects. We will take all human rights that we have considered in previous Trade
SlAs conducted by Ecorys and then look at which ones are affected by trade agreements. Typically
this would involve specific human rights more than others (e.g. social human rights). Those rights
affected by broader institutional cooperation and not by the trade agreement per se would also be
excluded (e.g. freedom of media or detention conditions).

Step 2: Derive main expected HR impacts of TTIP from economic and additional quantitative social
analysis

From a quantitative point of view, the study will look at expected economic effects of TTIP as
already presented by the CEPR (2013) study. In addition, the HR analysis will base itself on the
additional social quantitative analysis. These results will show - at the aggregate and at sector level
- how TTIP could impact the EU and US. These combined results will provide the first step of
looking into potential HR effects of the TTIP agreement i focusing on those human rights prioritised
in Step 1. Here we should note that the depth of the HR analysis will 6 s u ftofsemre éxtent from
the mismatch between results from the economic impact assessment of the TTIP - which are
mostly presented at EU level i and the source of HR issues, which are national. Concretely, HR are
defined at a nation state level (i.e. EU Member State level) but the CGE results of CEPR (2013) do
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3.3.1

not split out the expected economic impact per EU Member State. This is a mismatch that will mean
that the HR analysis of the TTIP may have to be conducted at the aggregate EU level.

Itis in this step that we will ensure the HR analysis is conducted in line with a basic HR approach.
We will therefore consider in particular:

1. Fundamental rights liable to be affected by the TTIP (based on Step 1);

2. The degree of interference with the right(s) i based on Walker (2009).10;

3. Necessity and proportionality of the interference in terms of policy options and objectives.

Step 3: Focused screening of HR records of the EU

The HR records of the EU Member States vary. Based on Steps 1 and 2, we will conduct a focused
screening of the HR records of the EU Member States where we see that HR elements are likely to
be affected by the TTIP (Steps 1 and 2). This focused screening will consist of: 1) Ratification of
core HR treaties; 2) Short summary of implementation of core HR treaties in practice. This focused
screening is important to help draft policy recommendations because it displays the degree of HR
resilience present in a country in the face of potential effects.

Step 4: Civil society consultations on the potential HR impact of TTIP

We note that there is an overwhelming interest from the side of civil society and stakeholders in the
TTIP in general, but also specifically in the HR effects of such an agreement. In line with the
general requirement of the TSIA-methodological framework, we will engage with civil society on
prioritised HR issues (based on step 1) related to the TTIP or on specific issues civil society brings
to the fore. The discussions, comments and feedback received will serve as input for the HR part of
the final report. We envisage engaging with stakeholders and civil society through discussions that
could be launched via our interactive communication channels.

Step 5: Draft policy recommendations and flanking measures

Throughout the first four steps, we will gather information that underpins useful and concrete policy
recommendations and flanking measures to enhance the positive and reduce the potential negative
impact of TTIP on human rights.

Part 4: Policy recommendations

In a final section, both the qualitative and the quantitative analyses will be combined and will be
used to formulate policy recommendations purely from a social analysis point of view. This
synthesis exercise that combines the findings from the welfare assessment, the case studies and
the human rights assessment will suggest suggestions of measures or avenues that the negotiators
could take to enhance the expected positive social effects and mitigate the potential negative
effects on the social domain in the EU arising from TTIP

Environmental analysis

Background and general approach

The environmental analysis will consist of a quantitative and a qualitative element. The quantitative
part, on the one hand, will be mostly indicator-based, and the quantitative impact assessment will
be based on modelling (CGE and E3ME). It thus captures the effects of the TTIP which arise
through changes in economic activity and trade volumes. The qualitative part, on the other hand,
will be focused on regulatory effects of the TTIP and analyse the impacts of the key regulatory

1 walker, S. (2009). The Future of Human Rights Impact Assessments of Trade Agreements, Intersentia.
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issues on the main environmental issues covered in a typical SIA.

The analysis will focus on the EU (as a whole); only for very basic indicators, data for the US and/or
ROW will be shown (such as CO, emissions, other GHG emissions, air pollutants). In the case of
regulatory issues, a comparison between EU and US frameworks is a required part of the analysis,
but the analysis of impacts will again concentrate on the EU.

The main environmental issues covered will be:
Air pollution;

Climate change (GHG emissions);

Material use;

Water and waste;

Land use, ecosystems and biodiversity.

= =4 —a -—Aa -—a

It has to be noted that the first three, with the most direct link to economic activity, can be analysed
in most detail and with a more quantitative approach than the other topics.

The structure of the analysis is as follows:

1. The first step includes the description of a baseline, showing relevant current indicators on the
main environmental issues;

2. Inthe second step, the quantitative impact assessment is performed, based on a combination of
CGE and E3ME modelling. This will provide insights into the effects of TTIP on air pollution and
climate change as well as on raw material use. We will also draw conclusions on the indirect
environmental effects of certain sector developments, thus covering the main environmental
issues through a causal chain analysis of quantitative results;

3. Finally, in the third step the environmental impacts of TTIP are approached from the regulatory
perspective, looking at the major regulations likely to be affected by TTIP and presenting their
expected impact on all environmental issues.

Baseline
The environmental baseline will be structured along the main environmental issues listed above,
stating main performance indicators and briefly commenting on relevant policies.

Air pollution

Emission data for the major air pollutants will be sourced from the Emissions Database for Global
Atmospheric Research (EDGAR)_“. In terms of policies, the establishment of EDGAR itself is a
good example of EU monitoring efforts. We will also provide a brief overview of Directive
2008/50/EC*? on ambient air quality and cleaner air for Europe, which merged most of the
previously existing European legislation into one document.

Climate change

We will present emissions of CO, and other greenhouse gases (also sourced from EDGAR), as
well as figures for energy consumption (sourced from IEA data); the latter can be broken down by
fuel, sector or fuel user, allowing more insight into the drivers of CO, emissions.*® On the policy
side, we will start with an overview of international commitments under the UNFCCC and Kyoto
Protocol (and its extension), and then turn to EU policies and measures, covering both the EU ETS

1 http://edgar.jrc.ec.europa.eufindex.php.

Available at: http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2008:152:0001:0044:EN:PDF.
For a more detailed description of these variables and breakdowns, please refer to section 3.3.3, Table 3.1 and Table B.1.

12
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and the measures for non-ETS sectors, such as energy efficiency, renewable energy, transport,
etc. Given the importance of regulatory differences between the EU and the US in the climate policy
field, a short description of main US climate policy actions and measures will follow.

Material use

Material use data can be presented for the EU, in terms of domestic material consumption (which
can be broken down by domestic extraction and import / export of materials). The materials groups
covered are food, feed, wood, construction minerals, industrial minerals, and metal ores. In terms of
policies, we will give a general overview on environmentally relevant policy initiatives such as the
hazardous substances directive, resource efficiency roadmap, biofuels regulation, etc.

Water and waste

Sourced from the WIOD database, 2009 data of blue, green and grey water use by broad economic
sectors in the EU and US will be presented. In this categorization, blue water stands for
consumption of surface and ground water; green water is the volume of rainwater consumed,
mainly in crop production; and grey water is the volume of freshwater that is required to assimilate
the load of pollutants based on existing ambient water quality standards.* The three indicators
together thus give a good picture of both freshwater use and water pollution issues. The baseline
will also outline the links between water pollution and other environmental issues or sectors (such
as emissions to air, agricultural activity, or chemicals). Waste will be presented as another issue
closely connected to water quality. In the baseline, we will show basic numbers on waste
generation and municipal waste generation, sourced from the European Benchmark Indicators
database’®.

Land use, ecosystems and biodiversity

We will cover these three issues in one section because they are so closely linked. The baseline
description will include an overview of the main drivers behind land use and biodiversity loss, and
the inter-linkages betweenthede vel opments. I n terms of data, informatio
Use and Land Cover Survey (LUCAS)*® and WIOD data per sector can be used for land use,
together with other agri-environmental indicators. We will use the Biodiversity Information System
for Europe‘.17 for data on relevant species, habitat types and protected areas. The data can be
combined with information on the Natura 2000 network and the Birds and Habitat directives, which
provide further details on protected species. These policies influence ecosystems and biodiversity
conservation mainly through the channel of agriculture and other land use. In addition, we will
outline policies relevant for other drivers affecting ecosystems and biodiversity, such as fisheries.

For all environmental issues, we will name the main Multilateral Environmental Agreements (MEAS)
in each area and indicate their ratification status for both EU and US. Moreover, the final paragraph
of the baseline will highlight interactions between the different environmental issues, which will be
useful for a causal chain analysis of TTIP environmental effects later in the assessment.

3.3.3 Quantitative analysis (CGE and E3ME model)
The quantitative analysis of the environmental impacts from the TTIP will be carried out using the
E3ME model. The E3ME *® model is an econometric model for the world capable of addressing

% see Aurélien Genty et al. (2012): Final Database of Environmental Satellite Accounts: Technical Report on their

Compilation. WIOD Deliverable 4.6.

http://www.pbl.nl/en/publications/2006/EuropeanBenchmarkindicators, latest update 2006.

Overview available at: http://epp.eurostat.ec.europa.eu/cache/ITY OFFPUB/KS-03-13-587/EN/KS-03-13-587-EN.PDF.
http://biodiversity.europa.eu/.

www.e3me.com.

15

16

17

18
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issues that link developments and policies in the areas of energy, the environment and the
economy.

Basic characteristics of the model

E3MG is a detailed model of over 60 sectors, compatible with ESA95 (Eurostat, 1995) accounting
classifications, and with the disaggregation of the energy and energy-intensive industries, in which
the energy-environment-economy interactions are central. This gives a strong degree of
consistency between the economy and environment results.

E3ME provides a complete representation of the
demand for energy and resulting emissions. The key features of the model can be summarised as:
1 Including all EU Members explicitly, 3 EU candidate countries, 10 major economies outside
Europe, plus 4 grouped regions, giving a global coverage with regions linked by trade;
9 Focusing on the two-way linkages between the economy, energy system and environment;
1 A detailed sectoral disaggregation, with 69 economic sectors (43 for non-European regions),
linked by input-output relationships, and 22 users of 12 fuels;
1 Its econometric specification and empirical grounding, allowing for short-term policy assessment
as well as long-term analysis up to 2050.

For the environmental analysis, we will link the E3ME model to the CGE modelling output that was
used to provide direct economic effects of the trade liberalisation scenarios. Although the E3ME
includes trade flows, these are not defined bilaterally. It is therefore not as well equipped as the
CGE model. However, the EBME model structure and its details disaggregation allows for
combining trade output from the CGE model to provide the E3 linkage analysis.

The following indicators from the CGE model are used:

1 Change in exports;

1 Change in import;

1 Change in import prices (change in tariff)°,

in order to provide:

1 Energy consumption, by user group and by fuel;

CO2 emissions of most energy-intensive sectors and of primary energy producing sectors;
Impacts on climate change (GHG emissions) and local pollutants;

Raw material consumption (EU only);

== =4 -—a -9

Damage costs of GHG and air pollutants (EU only).

It is important that for this study E3ME will be configured to accept exogenous changes in the three
variables listed above. To avoid double counting, these variables will be held as exogenous (for
example, the change in import prices will already be factored into the change in import volumes).
For this study we are using a one-way linkage involving the models being run sequentially without
series of iterations between the two different modelling structures. This is partly to avoid the
complexity issue but also to fit in the project timetable. It should be noted that this one-way linking
the E3MG and CGE models approach has previously been applied successfully in the SIA of the
trade negotiations between the EU and Canada®.

Figure 3.4 summarises the links between the CGE GTAP model and the E3ME model.

1 Export prices are not included as this would only affect export volumes, which are already captured. Import prices are

included as they have secondary economic impacts, for example to consumer prices.
Trade sustainability impact assessment (Trade SIA) relating to the negotiations of a comprehensive economic and trade
agreement (CETA) between the European Union and Canada (DG Trade), 2011.
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Figure 3.4 Links between CGE and E3ME
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The table below provides a list of data sources of the E3BME model.

Table 3.1 E3ME model data sources
Data

Economic data

Source ‘
Eurostat, OECD, World Bank, UN, ADB, national
statistical offices, World Input-Output database

Energy balances and prices

IEA

Emissions data

EDGAR

Emissions coefficients

Derived from EDGAR and economic data

External cost estimates for GHGs and air pollutants

ExternE/Ecosense

http://www.externe.info/externe_2006/results.html

Material data

Material Flows Account, Eurostat

The model contains detailed sector level historical data up to 2010 for the US and latest data at

macro level will be incorporated.

The E3ME model baseline for the EU is calibrated t
publication. Fornon-EU r egi ons t he
policies scenario in the World Energy Outlook 2012

EU Enefgy
baseline

oDG Energyods
model
22 publication. The process of calibration allows

comparison of model scenarios results to a published view of the baseline while solving the model

endogenously.

2L DG Energy (2010), European Commission

http://ec.europa.eu/energy/observatory/trends_2030/doc/trends_to_2030_update_2009.pdf.

22

International Energy Agency (2012), http://www.worldenergyoutlook.org/.
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Link with CGE and sector definitions

For each EU-US SIA trade liberalisation scenario, three outputs from the CGE model will be
translated to E3ME modelling inputs:

1 Change in exports;

1 Change in import;

1 Change in import prices (change in tariff) *.

Changes in exports and imports as a result of the TTIP will result in different economic activities

and price levels in the US and the EU economies. These will be calculated based on results of the

CGE model as described above. As imports and exports are a component of economic output, we

intend to use CGE output figures as a validation variable to ensure the changes in export and

import are entered correctly to the E3ME model. In addition to changes in imports and exports,

changes in prices indirectly affect energy and material demand through the impacts they have on

general inflation and industry price levels. This has an impact on household real spending power

and industriesé economic activities. Changes in economi
and material demand as economic sectors demand different levels of raw materials or energy

inputs. Emissions results will follow energy results in the scenarios.

The disaggregation of the E3ME model allow CGE inputs to be entered at detailed NACE-2 digit
level. The mapping of the CGE GTAP 57 sectors to the EBME 69/43 sectors is relatively straight
forward, using a set of converters. Table B.1 in Annex B provides a summary of the model sectors
classification.

The conversion from the GTAP product groups to the E3ME sectors results in a loss of detail for
agricultural products. However, this is less of an issue when looking at agriculture as an energy and
material user. Table B.2 in Annex B summarises the energy and environmental classification in
E3ME.

Outputs ESME modelling

The environmental impacts from the E3ME model will be provided as percentage differences from
the baseline and where appropriate as million tonnes of CO,. The damage costs will be presented
in millions of Euros in 2005 prices, as a result of applying the ExternE damage coefficients to the
E3ME emission results. Note that the external cost coefficients separately cover impacts on human
health and on biodiversity, enabling us to derive quantitative results on biodiversity effects due to air
pollution.

Table 3.2 List of E3BME output

Indicator Disaggregation Unit
Energy consumption By user and fuel % change from baseline
CO; emissions By user % change from baseline
mtCO,
CO2 emissions Decomposition of CO, emissions % change from baseline
into scale, composition, and mtCO;

technigue effect

Other GHGs Totals, by emission type % change from baseline
Air pollutants Totals, by emission type % change from baseline
Damage costs of GHG emissions Aggregate 02005 m

% Export prices are not included as this would only affect export volumes, which are already captured. Import prices are

included as they have secondary economic impacts, for example to consumer prices.
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Indicator Disaggregation Unit ‘

and air pollutants

Raw material demand Totals, by material types % change from baseline

The model captures the scale, composition and technique effects simultaneously. This is due to the

design of the E3BME model specifications. In the energy demand equations for example the scale

effects will come from change in economic activity from energy users as a result of the trade

agreement, the composition effects will come from a shift of relative weights of energy users

resulting in different weights from different energy users and technique effects will come from

different productivity in different sectors that can be attributed to the TTIP. The E3ME results are

therefore a combination of these three effects. For this study, we will separate the effects by

running the model under different hypothetical scenarios:

9 For the scale effect, we will keep the sector composition constant and apply emission
coefficients to economic activity;

1 For the composition effect, we assume no change in overall economic activity and apply
emission coefficients to economic activity of sectors;

91 The technique effects will results as differences from modelling results and the scale and
composition effects.

Additional analysis of quantitative results

The above results and the effects of the TTIP on economic sectors (directly from the CGE model)
can be used in an additional causal chain analysis to derive indirect environmental effects. For
example, agricultural output can influence fuel use (as captured in the E3BME model), but also water
use and land use, and indirectly ecosystems. Similarly, emissions to air can have an effect on water
quality. We will therefore conduct a more qualitative analysis of the quantitative results, using the
information on important inter-linkages established in the baseline description.

Similarly, the assessment of environmental goods and services (EGS) will draw on the CGE model
results for more aggregate sectors. We will attribute the EGS, as defined by Eurostat, to sectors
within the CGE model and use the changes in output in these sectors to give a rough indication of
the effects on total EGS. This analysis will be supplemented by a more qualitative assessment of
impacts on specific EGS (if any) that result from changes in trade conditions. We will consolidate
the results from the two approaches to give an estimate of overall impacts on the sector.

Qualitative analysis

The qualitative environmental analysis will combine regulatory issues of the TTIP with the
environmental issues listed above. We will start from the question how the TTIP can have an effect
through regulatory issues, and then scrutinise which environmental issues are possibly affected.
From this general overview, a number of relevant case studies will be selected which will be
analysed in detail. The advantage of this approach is that it makes a much more targeted analysis
possible, focusing on the areas where the TTIP has the greatest leverage and providing more detail
on the areas identified as most important.

How can TTIP have an effect (regulatory drivers)?
The main regulatory issues regarding the TTIP will be identified by reviewing the negotiations and
relevant literature.?* Relevance can also be determined by looking at previous trade disputes

2 Examples of useful literature include: European Parliament (2013): Legal Implications of TTIP for the Acquis

Communautaire in ENVI Relevant Sectors, IP/A/ENVI/ST/2013-09; Christiane Gerstetter / Nils Meyer-Ohlendorf (2013):
Investor-state dispute settlement under TTIP i a risk for environmental regulation? Heinrich Boll Stiftung TTIP Series.
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between the EU and US (under the WTO) over environmental / health regulation. Through
triangulating of these findings with input from stakeholders, we will develop a long list of relevant
regulatory issues related to the environment will be created.

In many cases, EU regulation can be regarded as more stringent; in the case of consumer
protection issues, to some extent,t hi s i s due to the EUb6s fprecautionary p
for the producer to prove that substances or products are not dangerous.

A non-exhaustive and indicative list of preliminary examples of regulatory issues affecting the
environment are:
1 Chemicals (toxic substances) regulatonT EU6 s REACH ( Regi stration, Evaluati o
and Restriction of Chemicals) vs. US TSCA (Toxic Substances Control Act);
1 Genetically modified organisms (GMOs)T EU6s GMO framework vs. US fAsubstant
equivalenceo;
1 Beef produced using growth hormones
9 Services liberalisation (in a potential negative-list approach) may affect environmentally relevant
utilities;
1 Oilsands and shale oili t h e Eudénsand reviewed fuel quality directive (FQD) may have
an impact on imports of oil from oil sands and shale oil, which is relevant especially because of
the US refinery capacity for Canadian oil sands;*
1 Aviationit he EU®6s pl an sational aviatoc undedtiee EU BTS ereated major
tensions between EU and US, but the issue can probably be regarded as settled under the
ICAO (International Civil Aviation Organisation).

Another important partofthe TT1 P6s ef fect ar e espWewill specificellyt mechani sm
discuss the way the ISDS works in the context of environmental regulation and to which extent the

proposed improvements of the investment protection provisions could change the picture from an

environmental point of view.

What does TTIP have an effect on (regulatory impacts)?

In a second step, the identified regulatory issues will be scrutinised with regard to their direct and

indirect effects on the main environmental issues. For example, liberalisation efforts of public utility

services could be expected to have an impact on water and waste issues, while disputes over the

EU6s fuel quality directive are related to climate chan
the example of regulation of chemicals or genetically modified organisms (GMOs) i the direct effect

of a change in regulation would mostly be related to human, animal, and plant health, but we can

also derive an indirect impact on biodiversity through a change in agricultural practices.

The analysis of potential impacts will rely on causal chain effects established in the baseline
section. It will also be based on a review of literature on regulatory TTIP issues in the context of the
environment domain and further research of the environmental issues from the perspective of
regulation.

% gee for general information on the FQD proposal:

http://www.transportenvironment.org/sites/te/files/publications/Tarsands_briefing T%26E_final.pdf.

See for example:

- On the case of hazardous substances affecting water: EEA (2011): Hazardous substances in Europe's fresh and
marine waters. An overview;

- On the case of shale oil / oil sands having a larger climate impact:
http://www.transportenvironment.org/sites/te/files/publications/Tarsands_briefing T%26E_final.pdf;

- For typical pressures on ecosystems and biodiversity: Publications on ecosystems protection, such as European
Commission (2013): The economic benefits of the Natura 2000 network. Available at
http://ec.europa.eu/environment/nature/natura2000/financing/docs/ENV-12-018 LR_Finall.pdf;
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Overview of effects in long list

The results from the previous two steps will be summarized in an overview table showing the issues
and expected effects. In addition, the long list will be used to select a short list for case studies; we
therefore add a column showing the importance attached to a particular regulatory issue by
environmental organizations / stakeholders (to be indicated on a scale of 1-3). The table below
gives an indication of what such an overview could look like, with a few tentative examples.

Table 3.3 Overview of regulatory TTIP issues and effects - indicative

Expected effect on:

Land use,
Regulatory Air Climate Water & ecosystems, Importance for
issue pollution change Material use WESE biodiversity stakeholders
Regulation Toxic Affects water | Influence of
of toxic substances quality, water quality,
substances are partly hazardous waste discharge,
(REACH vs. released to waste and pesticide
TSCA) air use on
ecosystems and
biodiversity
Oil sands: (Prohibitive?)
reviewed price for oil
fuel quality sands can
directive have effect
(FQD) on GHG
emissions
é é é

Case studies

Based on the long list, three cases will be selected for an in-depth assessment. We foresee the

following selection criteria:

9 Broad coverage of main environmental issues by the three cases (based on table above);

i Importance attached to the issue by environmental stakeholders (based on table above);

1 Assessment of likelihood, size and relevance of impact of the TTIP on particular issues (based
on the qualitative analysis described above).

The case studies will specify regulatory provisions and differences between the EU and the US.
They will include the main views of different stakeholders as well as provide a detailed causal chain
of direct and indirect environmental effects. The case studies also provide room to cover consumer
health effects, which is not strictly an environmental topic, but has inter-linkages with environmental
issues and is one of the biggest concerns in the debate.

3.3.5 Policy recommendations
In a final section, the environmental analysis will provide recommendations for the TTIP
negotiations from an environmental perspective. The recommendations will be based both on the
gquantitative and the qualitative assessment. From the quantitative results, we will most likely derive
recommendations with regard to certain environmentally intensive sectors, or give options of

- On the links between agriculture and environment: European Commission, DG AGRI (2006): Agriculture and the
environment. Factsheet. Available at http://ec.europa.eu/agriculture/publi/fact/envir/2003_en.pdf.
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addressing certain issues (such as climate change) in chapters of the agreement (e.g. by reference
to Multilateral Environmental Agreements, or by a dedicated environmental / sustainability chapter).
From the qualitative section, we will derive recommendations as to the direction of regulatory
convergence that would be beneficial from an environmental perspective, as well as discuss the
inclusion and format of Investor-State Dispute Settlement provisions in the TTIP from the point of
view of environmental protection.
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4.1

Specific approach to the sector analyses
(Phase 2)

In this chapter, we outline our specific approach to the sectoral Trade SIA (Phase 2). The overall
approach explained that the emphasis of this Trade SIA is rather on the sectoral level impacts as
compared to the macroeconomic impacts. For the overall economic impact analysis and to the
extent feasible, we will use available quantitative modelling results on sector level from the CEPR
2013 study to provide an analysis of sector-specific impacts, but we will focus in more depth on a
selected number of sectors (maximum 8). As such, the selection of sectors that will be studied in
more detailed need to be selected objectively (see section 4.2.1) and the methodology for
assessing the impact of TTIP on the selected sectors should take into account the specificities of
EU US trade and derive impacts on the three sustainability pillars (see section 4.2.3). In the next
section, a short introduction to the sector analyses is provided.

Overall approach to the sector analyses

Available research and studies on the potential impacts of the TTIP on the EU and US economies
have focused mainly on the macroeconomic and broad sectoral level (see e.g. CEPR (2013); the
Bertelsmann Stiftung (2013), Ecorys (2009). However considering the debate about TTIP among
civil society, policy makers, the media, business and economists, it becomes clear that the
sustainability impact assessment can derive additional value from analysing the detailed sector
level impacts. The ToR for the present study also clearly emphasises the need for a more in-depth
analysis of specific sectors and attributes great importance to the sector analyses in this Trade SIA.

The in-depth sector studies will enable a deeper understanding of how the TTIP may impact
sustainability issues within and across sectors and at grassroots-levels. In addition, the analyses
should enable the identification of particular areas of concern or interest that may require specific
attention in the negotiation process or warrant the development of flanking measures and
implementation support.

In light of this need for a stronger focus on sector level impacts, we have developed an approach

thatgoes beyond the 0st anmcdelSiddandscensidstsof.: anal ysis in T

1 An objective approach to the selection of sectors that should be studied in this Trade SIA,
based on five sector selection criteria,;

9 Afocus on the impacts at sector level for the EU (production based in the EU and related
effects in the EU);

1 Aninnovative and comprehensive methodology taking into account the nature and configuration
of the Global Value Chain (GVC)_27 in which specific sectors operate as well as the specific
sector-related environmental, social and economic impacts;

1 A special focus on the impacts on the possible change in the competitive position of the EU
sector, especially versus the US sector.

This new and comprehensive approach to the detailed sector analyses in Trade SIAs i the Ecorys
Sustainable Sector Approach (ESSA) i is schematically presented in Figure 4.1. The five steps
(that are preceded by a screening and scoping exercise to select 7-8 sectors for in-depth analysis)

z Only for sectors with a narrow-enough sector definition.
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that form the ESSA very shortly explained below the picture and elaborated upon in more detail in
sections 4.2 and 4.3.

Figure 4.1 Ecorys Sustainable Sector Approach (ESSA)
ESSA

1. Screening and scoping <::1
2. Selection of 7-8 sectors =
Sectoranalysis
| Baseline description EU sector Competitiveness analysis
Economic Social Environmental ———— Competitiveness baseline
I Market access issues for the sector <::]
. Certain Certain
Tariffs Goods NTMs Services NTMs tariffs NTMs
lll GVC analysis
Impact from indirectly related sectors and ‘importance’
of trade barriers in the GVC
IV Impact assessment
o Sustainability impacts  Econ. | Soc.  Env. Competitiveness impacts
=
% * CGE: sector results v v v + Competitiveness categorisation
o - SME analysis v v v * Working hypotheses of
O  « Tariff analysis v v v competitiveness impacts of NTMs
* Environmental effects v :> Impacts of significant social impacts C:'
2 + NTM analysis v v v * Impacts of significant environmental
® ° Social effects v effects
‘w * Environmental effects v + Stakeholder issues
8 + Stakeholder issues v v v
Sustainability impacts Impact on competitiveness
L J
WV

V Synthesis and policy recommendations

Source: Own illustration.

The sectoral Trade SIA is shaped by the selection of seven to eight sectors for in-depth analysis
(see section 4.2). These seven to eight sectors will be selected through a screening and scoping
exercise, based on the following five criteria:

Initial importance of sector for the economy;

Expected economic impact of the TTIP;

Expected social, environmental and human rights impact of the TTIP;

Stakeholder issues of special importance;

Strategic importance of sector / issue in the negotiations.

a s wn

Once the sectors are selected, we will conduct an in-depth sectoral analysis based on the following

five interlinked steps of analysis (explained in more detail in section 4.3):

1. Baseline description of the sector from an EU perspective. This includes a basic description
of the sector using economic indicators (such as number of firms, turnover, sales, value chain,
SMESs), social indicators (e.g. employment, type of employment, labour conditions) and
environmental indicators (energy use, waste, water etc.). Also a basic overview of the
competitive position of the sector (competitiveness baseline) is given, which forms the basis for
the competitiveness assessment;

2. Market access issues in the sector. Secondly, an inventory of the existing market access
issues related to tariff and non-tariff barriers in trade in the sector between the EU and the US
will be made (also using the SME survey to identify barriers that are particularly difficult for
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4.2

SMES). This results in an overview of the type of barriers and an estimation of whether they are
going to be tackled (and how) in the TTIP;

3. Global Value Chain (GVC) analysis. An optional element (depending on the aggregation of
the sector definition, to be defined at the sector selection assessment) 8 of the sectoral analysis
is the mapping of the EU sector in a GVC context. The various activities performed within the
value chain to produce a final product in the EU in a certain sector are analysed on the basis of
the World Input-Out put database. In this way, the origin
intermediate inputs to produce a final product) in various stages in the value chain is identified,
which makes clear how much US inputs, EU inputs and Rest of the World inputs are needed to
produce an EU made final product in the sector.
intermediate input links (including services) also helps in understanding the impact of trade
barriers in related sectors (indirectly linked);

4. Impact Assessment. Using the inputs from the baseline (step 1) and from the trade barrier
assessment (step 2), combined with additional input on the expected impacts from interviews,
sector experts and consultations, the likely sustainability impact of the TTIP on the EU sector
will be established. The sector-level impact results from the CEPR (2013) will be used as
starting point and cross-checked with the impact analysis, based on Causal Chain Analysis
(CCA). Secondly, the outcomes of the sustainability impact assessment will feed into i together
with the GVC analysis if conducted i the competitiveness impacts assessment. Using CCA,
the expected sustainability impacts and possibly GVC impacts from indirectly related industries
will be cross-examined with the baseline competitive position in the sector to understand
whether the TTIP will have any impact on the competitive position of the EU sector;

5. Synthesis and policy recommendations. The last step will provide a conclusion from the
analysis and provide an overview of the possible trade-offs between the three sustainability
indicators. A short comparison between the sustainability impacts (step 4) and the
competitiveness impacts (step 5) will be drawn and policy recommendations formulated.

Sector selection

The aggregate macroeconomic studies have already shown that the potential impact from the TTIP
on the economies of the EU and the US as a whole is likely to be significant, across all sectors. The
potential size of the agreement could be reason enough to look into every sector to understand the
impacts better but in this Trade SIA we will focus on the sectors where the most substantial
(positive or negative) impacts are expected are studied. In total, we will analyse seven to eight
sectors in more detail and during the impact assessment we will focus on the impacts on the
sectors in the EU.

The ToR already specifies three sectors to be studied in more detail. The remaining four to five
sectors are selected on the basis of objective selection criteria. The three sectors that were already
selected in the ToR are:

1. Motor vehicles;

2. Insurance services;

3. Electrical and electronic equipment.

The remaining four to five sectors are selected on the basis of the following criteria:

% For highly aggregated sectors, this analysis will not be feasible due to the enlargement of the scope of the potential

number of trade barriers to look into. In addition, the higher the aggregation of the sector scope, the more resources are
needed for the other steps in the ESSA.
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1. Initial importance of the sector for the EU economy
The potential impact of TTIP on economic sectors differs with the importance and position of
this sector in the economy; e.g. a small change for an important sector (in terms of value added
or employment) might cause more impact, i.e. a larger job impact or a more pronounced
environmental impact, than a large change for a very small sector at sub-national level. As

such, percentage changes have to be interpreted in con
position in the economy.l n or der to do so, we Vaheddded, t al | sectorso
employment and export value (based on value added input).

2. Expected economic impact of the TTIP
For this criterion, we take the available CGE results as the starting point, which help to detect
economic effects at the sectoral level. Due to the properties of the CGE model used by CEPR
(2013), it is ensured that the 6enabling natured of <ce

taken into account in the results as interlinkages between sectors are taken into account. The
specific impact indicators that are used for this criterion are (in line with criterion 1): expected
change in output, employment and trade to the US.

3. Expected social, environmental and human rights impact of the TTIP
The third criterion that plays an important role in the sector selection methodology are the
expected impacts from an environmental, social and human rights point of view on sectoral
level. The indicators for these criteria can be less clearly established since at this stage of the
study, the additional environmental and social analyses have not been performed yet. As a
result, we have composed an expert panel consisting of two environmental experts, two US
experts, two social experts and one human rights expert to predict the significant impacts on
these sustainability pillars from a sectoral point of view.

4. Stakeholder issues of special importance
This criterion aims to flag the issues of specific importance for the various stakeholders involved
in the TTIP process. In order to record the feedback from stakeholders, the entire list of
preliminarily identified stakeholders (see chapter 5) have been invited to give their feedback on
the sector selection and indicate max. three sectors that according to them should be selected
for further analysis. Stakeholders have been invited twice to contribute.

5. Strategic importance of sector / issue in the negotiations
To ensure that the Trade SIA study remains relevant to the TTIP negotiation process, the
importance of specific sectors / issues to the reality of the TTIP process and negotiations is also
one of the screening criteria. This criterion takes into account specific offensive or defensive
interests of both negotiating parties or sectors / issues which are perceived as vulnerable or in
need of special attention in relation to possible flanking measures. Input for this criterion is
delivered by suggestions, comments and feedback from the main negotiators on specific issues.

The outcome of this screening and scoping exercise can be found per indicator in the subsections
below. Section 4.2.6 provides the synthesis and proposes seven to eight sectors for in-depth
analysis.

Criterion 1: Initial importance of the sector for the EU economy

The initial importance of EU sectors for the entire EU economy is established through GTAP 8.0
data, which reflect 2007 data. Though they are not entirely recent, the data allow for a consistent
identification of the important sectors both for this criterion as well as for criteria 2, which is based
on the exact same database and sector aggregation.

ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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The most important sectors in terms of value added, share of employment and the share of total
value of exports that the sector exported to the US, based on value added (thus taking into account
that certain sectors provide inputs for other sectors) are presented in Table 4.1.

Table 4.1 Selected sectors for criterion 1, sorted on value added share in the EU

Criterion 1: Importance for the EU economy

Sector

Other services

Business services

Construction
Other machinery 4.3% 5.9% 4.8%

Finance & insurance 4.2% 3.5% 5.5%

Personal services 3.4% 2.6% 4.1%

Chemicals 3.2% 3.5% 2.8%

Processed foods 3.1% 3.8% 1.6% 4.7%
Other manufactures 3.0% 4.6% 1.7% 4.9%
Metals and metal products 2.9% 4.4% 2.0% 2.5%
Communications 2.5% 1.8% 2.8% 1.0%
Wood and paper products 2.4% 3.2% 1.6% 2.6%
Agriculture, Forestry and Fisheries 2.0% 3.5% 0.3% 2.1%
Motor vehicles 1.6% 2.5% 1.3% 7.1%
Other (remaining) sectors 2.6% 3.0% 1.7% 10.0%

Source: GTAP 8.0 database and CEPR (2013).

The table highlights significant sectors for every indicator by colouring the cells *. The sectors not
shown in the table jointly represent less than 3% of EU value added and employment. They are
thus not considered significantly important in terms of size.

The most significant sectors in terms of value added are the and
sector, which is not surprising since the first includes public workers and the second a large range
of business services, not grouped under the other services sectors in the table. In terms of trade

importance, the sectors (finance has value added export
share of 7.5% and insurance of 7.1%) and show strong export performance with the US
and also employ a significant amount of workers and value added. shows strong

export performance, but ranks rather low in terms of value added creation, which proves the
globally fragmented nature of the industry. The sectors and are potentially
important as they employ a relatively large share of unskilled workers in the EU and also export a
significant amount of goods to the US.

Criterion 2: Expected economic impact of TTIP
The expected impact from the TTIP is taken from the CEPR (2013) study, which provides the basis
for the current Trade SIA also. Table 4.2 shows the expected impacts of the TTIP on output,

2 Criteria for value added and employment are: Dark: >10%,Medium: >2.5%. For export share: Dark: >8%, Medium: >5%.
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employment and exports at a sectoral level to the US in 2027 in the ambitious scenario (modelled
with 20% spill-over effects). The numbers in the table should be interpreted as changes to the
baseline scenario (no TTIP) in 2027, except for the export figures. These represent the Euro
amount yearly incremental exports expected in the ambitious scenario. Using absolute numbers
give the advantage that the size of the existing trade flows is taken into account.

Table 4.2 Criterion 2: Expected impact from the TTIP*

Criterion 2: Impact from TTIP (ambitious scenario) (CEPR,

Metals and metal products

Other manufactures

Motor vehicles

2013)
Employment, Employment,
Output
LS HS
% change, % change, % change,
Sector 2027 2027 2027
Other transport equipment -0.1% -0.2% -0.2%
Chemicals 0.4% 0.1% 0.1%
Processed foods 0.6% 0.3% 0.3%

EU exports to
us

Electrical machinery

Other machinery 0.4% 0.2% 0.2% 7,448
Finance 0.4% 0.1% 0.1% 3,517
Insurance 0.8% 0.6% 0.6% 3,333
Wood and paper products 0.1% -0.2% -0.2% 3,209

2,555

Agriculture, Forestry and Fisheries 0.1% 0.1% 0.1% 1,743
Business services 0.3% -0.2% -0.2% 1,545
Air transport 0.4% 0.1% 0.1% 333
Personal services 0.3% -0.1% 0.0% 228

Source: CEPR (2013).

The table shows that the other transport equipment sector actually is expected to increase bilateral

export most significantly, but at the same time reduce output and employment marginally in the EU.

This interesting result is largely driven by a reduction in bilateral tariffs. Chemicals is the second

largest beneficiary of the TTIP in terms of bilateral export growth and is also expected to grow by

0.4% annually after the TTIP is concluded. Most significantly growing sectors in terms of value

added and employment are the other manufactures (largely driven by a removal of tariffs) and

motor vehicles sectors. The electrical machinery sector is expected to significantly lose from TTIP,

but is not considered for the screening and scoping since the sector has already been selected for

in-depth analysis. The metals sector is also worth highlighting since it is expected to contract

significantly as a result of the TTIP. Since trade is still expected to grow significantly, but both

employment and value added expected to contract, the sector is a candidate for in-depth analysis.

Criterion 3: Expected social, environmental and human rights impact of TTIP

The expected social, environmental and human rights impacts at sector level of the TTIP are hard

to predict. Even more so, the additional social, human rights and environmental analyses have not

30
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Similar colour coding schemes apply as in criterion 1.

Union and the United States of America
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been carried out yet in the inception phase. As a result, the human rights, social and environmental
experts from the study team (2 from the US, 4 from the EU) have provided their expert opinion on
the expected impact of the TTIP on social, environmental and human rights indicators. The results
are summarised in Table B.3 in Annex B. However, in the table below, the sectors for which most
significant impacts are expected are summarised.

Table 4.3 Criterion 3: Expected social, environmental and human rights

Environmental

Sector Impact Comments

Given the protected nature of
agriculture and its impact on
land use this is important. Each

) of these is a basic sector with
Agriculture, _ _
major environmental
Forestry and PP - _
. . implications. Agriculture poses
Fisheries _
a number of water quality and

climate risks, while stresses on
forestry and fisheries affect key

resources.

Will affect land-use issues and
Processed the food processing sector is a
foods major user of water and

generates waste.

Currently US firms have a large

. advantage due to low energy
Chemicals PP

prices and large pollutant

source.
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424

Motor
. PP
vehicles

More US competition will

be expected and

competition with emerging
countries (incl. Korea)
intensified, which might
induce social problems in
some countries (France,
Italy,...). The effects of an
investment agreement

have to be considered.

Criterion 4: Stakeholder issues of special importance
As explained throughout this inception report, the feedback from and issues raised by stakeholders
is considered a very important element of the Trade SIA. As a result, already in the inception phase
the study team compiled a large list of stakeholders involved in the TTIP and invited them to
contribute to the sector selection in the inception phase. By means of a newsletter with detailed
instructions, stakeholders were able to submit three sectors that according to them should be
analysed in more detail in the sectoral Trade SIA. Based on popular request, the deadline for
submitting feedback on the sector selection process had been extended by another week. In total,
26 unique responses from stakeholders have been received on the sectoral selection process.
Table 4.4 Input from stakeholders on sector selection process
Sector Criterion 4: Stakeholder importance
Submissions
received Issues mentioned
Food safety, animal welfare, egg industry, import
Agriculture, Forestry and Fisheries 5 dependency on vital food ingredients, maize,
soybean and rice, starch industry, illegal wildlife
trade.
Other primary sectors 4 Ethanol industry (unfair competition).
O - Dairy sector, cane sugar, alcohol & tobacco
industry, food safety and standards.
Other manufactures 1 Textiles and clothing (protectionist market).
REACH (major trade barrier), pharmaceuticals,
R 5 scope for efficiencies in conformity
assessments and inspections, shale gas,
environmental impacts, animal testing.
Metals and metal products 1 Efficiency gains in regulatory approximation
Construction 1 Possible negative effect on health and safety
standards for workers in the EU.
Water transport 2 Jones act.
Air transport 3 Foreign ownership issues in the US market.
Communications 1 ICT sector (scope for regulatory alignment).
T > Large standard-setting potential, but job quality
and quantity concerns.
Insurance 2 State-level regulations in the US.
Business services 1 State-level regulations in the US.
Personal services 1 Health and safety concerns in hair & beauty sector.
ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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Other services 3 Call for eliminating the public sector from TTIP.

) ) Buy American Act, cross border flow of data,
Horizontal issues 5)

IPR, Gls, public procurement, ISDS

Table 4.4 lists the sectors for which most direct input has been received, including the broad topics
particularly mentioned. The entire list of responses received from civil society are included in the
stakeholder log in Annex C. From this succinct overview, we can clearly see an interested from civil
society in the agricultural, forestry and fisheries sectors, processed food sectors and chemicals
sectors. The reasons that justify a more in-depth analysis include concerns on food standards and
safety and specific impacts expected in the diary, egg and crop industries. For the chemicals
industry, REACH seems a particularly interesting aspect to analyse and the pharmaceuticals
market was specifically mentioned. The ethanol industry was also mentioned often, due to the
danger of not operating in a level playing field. Services sectors also come out significantly. Much
feedback received will be very useful for the implementation of the sector analyses, once the
sectors are selected as most input provided detailed feedback on specific issues.

Criterion 5: Strategic importance of sector / issue in the negotiations

Lastly, based on the inputs received from the Steering Committee during and after the Kick-off
meeting of the project, we learnt that the following sectors seem to be of interest to the negotiators
for more in-depth analysis:

Agriculture;

Machinery;

Medical devices;

Chemicals (including pharmaceuticals);

Financial services;

= =4 -4 -—Aa -—a -—a

Textiles & clothing.

Synthesis and sector selection

Having thoroughly assessed the results in the previous sections for the five selection criteria, we
are able to make a proposal for the additional four to five sectors (with three sectors already
selected) that could be selected for further in-depth analysis. The proposal of sectors to be selected
is based on an equal weighing of the different criteria and also takes into account a potential focus
on particular subsectors that could be included in the somewhat broader sector listing in the table
below. Table 4.5 below is a summarised version of the overall synthesis table (Table B.4), provided
in Annex B, that provides the details behind the different scores. In addition, the previous sections

also provide greater detall into the justificatonof 6t i cksé gi ven to particul ar
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Table 4.5 Summary table i sector selection

Criterion
Criterion 1: | Criterion 2: 3:
Importance Expected Expected Criterion 3: Criterion 5:

Sectors _ _ o Total
for the EU impacts social Expected Criterion 4: Importance
economy from TTIP (incl. HR) | environmental | Stakeholder in

impact impact importance | negotiations

Agriculture,

Forestry and P PP PP PP P PP

Fisheries

Other primary

PP P

sectors

Processed foods P P PP P PP P PPP

Other

P PP P P P P PP
manufactures

Wood and paper

P P

products

Chemicals PP P P PP PP P PPP

Metals and metal

P PP P P P PP
products

Motor vehicles P PP P P P PP P

Other transport

. P P
equipment
Electrical
. PP P P P

machinery PPP

Other machinery P P P P PP

Construction PP P P P

Water transport

Air transport P

Communications P

Finance P P P PP

P

Insurance P P PPP

Business

services PP P

Personal

services P P

Other services PP

The following three sectors were already pre-selected for in-depth analysis in the ToR:
1. Insurance services;

2. Motor vehicles;

3. Electrical machinery and electronic equipment.

Based on the above input, we propose to study the following four or five additional sectors for in-
depth analysis (from this short list below):

4. Processed foods;

5. Financial services;

6. Chemicals (incl. pharmaceuticals);

ECORYS A Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European
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7. Wearing apparel (part other manufactures);
8. Mechanical engineering (machinery).

This proposal should now be discussed with Civil Society and the Steering Committee in order to
agree on a final sector selection at the final inception stage.

Approach to the sector analyses

Figure 4.1 introduced the five main steps taken in the ESSA in order to arrive at the potential
impacts of TTIP on all sustainability dimensions at sector level. The approach to the sector analysis
has been developed based on Ecorysdextensive experience with impact assessments in the field of
industrial policy.31 as well on the methodology outline in the competitiveness proofing guidelines of
DG Enterprise & Industry.32. We present the details of the specific steps and activities undertaken
as part of the sector analysis below and specifically refer to the link with the impact assessment
guidelines in section 4.3.5.

Step 1: Baseline description

The first step in ESSA is developing a comprehensive baseline description of the sector in the EU.
This baseline reflects the situation in the sector before the TTIP is introduced and represents the
current situation in the sector from an economic, social and environmental point of view. This
step is crucial since it provides the basis and the starting point for assessing the impact of any
changes in the trade policy or regulatory environment. From the economic perspective, the baseline
comprises the structure and competitive position of the sector. It studies the value chain, trade
patterns, technological developments and trends in investments. The social and environmental
baseline of the sector will include quantitative descriptive data on indicators such as employment,
skill levels, energy use and water use. The social and environmental baseline also include
developments on qualitative indicators such as developments in labour conditions, composition of
the work force, regional employment, rights at work as well as trends in the sector. Lastly, the
baseline description of the EU sector is completed by relevant (i.e. when input is objective and
contributing to the analysis of the baseline) input from civil society and other stakeholders, who can
give more detailed insights into the most sensitive and pressing issues in the sector, either
economic, social or environmental. Table 4.6 summarises the suggestions for the key indicators to
be studied in the first step of ESSA.

Competitiveness baseline

Some of these indicators mentioned above will provide input for short, but indicative baseline
competitiveness ass es s ciocompetitivelpasition vissa-vis theeUSErAd 6 s
other relevant competitors? The baseline description could be extended with some key
competitiveness indicators such as Revealed Comparative Advantage and productivity measures.
The suggested indicators for the competitiveness baseline are included in Table 4.6.

% Particularly through Framework Contracts with DG Enterprise & Industry on Industrial Competitiveness and Market

Performance.

%2 Commission staff working document SEC (2012) 91 final, OPERATIONAL GUIDANCE FOR ASSESSING IMPACTS ON
SECTORAL COMPETITIVENESS WITHIN THE COMMISSION IMPACT ASSESSMENT SYSTEM, available at:
http://ec.europa.eu/smart-regulation/impact/key docs/docs/sec_2012 0091 en.pdf.
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4.3.2

Data sources

The information and data sources that will be used for the baseline analysis include a variety of
quantitative and comparable data sources as well as the qualitative input from the sector experts
that are part of the study team. The key data sources that will be used for the baseline are:

i Eurostat (e.g. Structural Business Statistics);

1 WIOD (energy use, incl. US);

Table 4.6 ESSA Baseline description indicators

Economic Social

Structure of the market (number of Employment. Use of different energy sources in

firms, size of firms, etc.). the sector.

Overview of the value chain. Quality of jobs (skills). Waste generation.

Turnover, output, value added. Labour conditions, rights at work, Water consumption.

unionisation.

Trade patterns (export, import, Gender equality, minimum wage, Baseline data from the E3ME

particular products traded). youth employment. model.

Investments (FDI). Other labour issues. Other relevant environmental
pressures.

Sales and retail data (Euromonitor).
SMEs.

Relevant input from civil society on any of the above topics

- Labour productivity and (if -Comparison of hours worked - Developments of the prices of
possible) capital productivity versus labour compensation. outputs in the sector.

- Revealed Comparative - Description of sectoral trends in - Innovation and technological
Advantages. terms of developing strengths, developments.

weaknesses, opportunities and
threats.

EU KLEMS (labour productivity, hours worked, employment, incl. US);

COMTRADE (trade data, incl. US);

Consolidated Data on International Trade in Services v.8.8 (TSD, incl. US),33;

SME survey (see Annex D);

Sector reports (industry associations);

Euromonitordéds Passport database (retail dat a)

= =4 —4a -4 -—a -2

Step 2: Market access issues

The second step in ESSA aims to obtain a comprehensive overview of the most significant issues

in EU US trade and investment that deter market access in either market. As such, this second step

of the analysis aims to provide an overview of the present tariff and non-tariff barriers to trade in the

sector between the EU and the US. Additionally, investment related barriers will be studied if these

are deemed significant. Concretely, the following issues will be covered in the analysis:

1 Identification and description of current market access issues: tariff lines, services trade
barriers, non-tariff measures;

i Categorisation of the identified market access issues, into one of three possible groups:

3 Francois & Pindyuk (2013). Consolidated Data on International Trade in Services v.8.8. IIDE Discussion Paper 2013001.
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1. Direct sector specific market access issues (i.e. issues directly linked to the sector and its
products and services), including identification whether specifically burdensome for SMEs
based on results from the SME survey

2. Indirect cross-sectoral issues affecting many sectors (i.e. issues not specific to a sector, but
of relevance for the sector being analysed);

3. For the sectors that will include GVC analysis: Market access issues in intermediary / linked
sectors (i.e. issues that affect other sectors that are important parts of the value/supply chain
of the sector being analysed). Only trade barriers identified in other sectoral analyses or
identified in information sources (incl. interviews) related to the main sector of analysis are
included in this category (not to broaden the scope too much).

1 Establishment of whether the NTMs identified have a cost effect, economic rent effect or both;
9 Prioritisation of the market access issues found, making use of inter alia inputs from civil society
and key stakeholders.

As part of this second step of the analysis we will also categorise each of the most significant tariff
and non-tariff barriers identified according to the priority of the trade barrier and the estimated
6broadd i mpact o fsediohthe indicatiod whethea it has aeast effebt,aeconomic
rent effect or both). This categorisationwilbebased on sector expertos
input. This information on the trade barriers will critically feed into the impact assessment, which will
further trace the impact of the trade barrier applying causal chain analysis. This prioritisation of
trade barriers is needed to keep the analysis comprehensive.

Data sources

A (non-exhaustive) list of data sources that will be used to identify the tariff and non-tariff barriers in
the sector is presented below:

NTM Trains;

Market Access Database;

I-TRIPS (WTO);

Ecorys EU US NTM database;

World Bank Services Trade Restrictiveness Index (STRI);
OECD STRI;*

TRAINS tariff database;

WTO IDB tariffs database;

Interview and sector expert input;

= =4 -4 -4 -—a -4 -—a _—a -8 -—°

Civil society and stakeholder input.

Step 3: Global Value Chain analysis (optional)

As introduced at the start of the chapter, for selected sectors (for a limited set of subsectors when
the sector aggregation is too broad) a comprehensive overview of the position of the EU sector in
the global value chains is provided. When assessing the sustainability impact of the expected trade
and trade-related provisions in TTIP on the competitiveness of the selected EU sectors, it is
important to take into account that the production structure of certain EU sectors is international or
even global in nature, implying that production does not only depend on firms located in the EU and
materials sourced from the EU. Rather, production patterns are increasingly based on fragmented
value chains that integrate different production activities across the globe. As a result, the final
output of a sector in the EU is likely to have used a large share of foreign inputs, ranging from raw
material inputs to intermediate goods and services. This view on the functioning of EU economic
sectors is especially relevant in the context of this study since the value chains related to the

3 Depending on launch of the database, expected May 2014.
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production of European goods and services often have strong and important links to US based
activities that feed into the production of i what will ultimately be i European final products (and
vice versa). This is also clearly reflected in the high share of intra-industry trade, which is generally
characteristic of trade between countries of similar levels of development and with similar economic
structures such as the EU and US. Given the size of transatlantic trade and investment flows, a
trade agreement that is negotiated across sectors and covering a variety of trade and investment
related topics (in this case the TTIP) is likely to not only have a direct impact on the trade in final
goods and services in a sector, but also a very important indirect impact of removing trade
barriers in sectors that supply intermediate goods and services to other sectors producing final
goods, which will in turn be impacted. As a result, an understanding of the various activities in the
value chain of the sector under investigation is crucial and is established as part of step 1 (see
above). The academic justification for adopting this GVC approach is provided in Box 4.1.

Box 4.1 Global value chain competitiveness in academic literature

The inspiration for this approach to assessing competitiveness comes from a growing body of literature that
places global value chains at the core of the analysis of industry or sector performance. Notably the
contribution by Timmer et al. (2013) provides useful guiding principles for such an analysis. They
introduce a new indicator called global value chain income, which decomposes the value of a final product
into the value added by each activity and country involved in the production process of that final product.
While the importance of the concept of GVCs as the organising principle of global production for an
increasing number of final goods has been recognised for some time now, the recent release of the World
Input-Output database (WIOD)*® has made it possible to also quantify the global relationships in value
chains. The most recent version of the WIOD database (with data from 2011) will therefore be the prime

source for our GVC impact analysis.

The GVC analysis takes the mapping of the value chain one step further in order to facilitate an
even better impact assessment of the provisions that could be negotiated under the TTIP and
concomitantly a deeper competitiveness assessment, by:

1. Creating an overview of the GVCs in which European and US activities are integrated, focusing
on the backward and forward linkages between the EU and the US GVC activities;

2. Preparing a rough overview of the intermediate inputs needed in the production of similar final
goods in the EU and the US and establishing the relative share of these inputs in the total cost
of producing the final good in the EU and the US;

3. Assessing the importance of intermediate inputs sourced from the US (and from the EU), as
compared to intermediate inputs sourced from within the EU or from the Rest of the World;

4. Assessing the impact of trade barriers in related sectors or activities to the impact on the GVC
in which EU firms are active (for a limited number sectors if sector aggregation is broad).

This overview will provide a comprehensive picture of the importance of intra-industry trade in a
variety of goods and services related to the production of final goods in a given European i or US
in the case of sales of European intermediary products i sector. It will also support the impact
assessment and the related assessment on the possible change in competitiveness as a result of
TTIP by taking into account direct impacts from trade and trade-related provisions on the sector
under consideration, as well as the most significant indirect impacts from TTIP provisions further
up- or downstream in the GVC of this sector. It is useful to note here that economic sector results
that are presented in the CEPR (2013) report are also based on a similar logic and the model
employed has taken these direct and indirect linkages into account. However, this GVC analysis

% Timmer, M., Los, B., Stehrer, R., de Vries, G., 2013, Fragmentation, Incomes and Jobs. An analysis of European

Competitiveness. GGDC Research Memorandum 130.
% Timmer, M.P. (ed. 2012), The World input-Output Database (WIOD): Contents, Sources, and Methods, WIOD working
paper nr. 10.
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zooms in on those linkages and makes them apparent. This will allow us track the economic impact
of specific trade barriers identified in the sector along the GVC and accordingly the expected
changes in the social and environmental indicators across the value chain.

The four elements introduced above are explained in more detail below.

Trade Sustainability Impact Assessment comprehensive trade and investment agreement between the European ECORYS A
Union and the United States of America

55



56

Figure 4.2 Global Value Chain Competitiveness and sustainability impacts of TTIP
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