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Abstract: We analyse potential consequences of the forthgpmrade and In-
vestment Partnership between the European UnionthedJnited States (TTIP)
for trade orientation of both partners. We do sorgj with the short analysis of the
characteristics of the third wave of regionalisnmdahe TTIP position in this pro-
cess as well as the dominant role of the EU andutf in the world economy
— especially — in the world trade. Next, we studylé orientation of the hypothet-
ical region created in result of TTIP. We use regibtrade introversion index
(RTI) to analyze trade between the EU and the th&.has taken place until now
to get familiar with the potential changes causgdiberalization of trade between
both partners. We analyze RTII for mutual tradéhef EU and the U.S. Then, we
apply disaggregated data to analyze and comparectsd partial RTII (e.g. for
trade in final and intermediate goods as well asd® produced in the main sec-
tors of economy like agriculture or manufacturing).

The analysis of the TTIP region’s orientation aide based on the historical
data from the period 1999-2012 revealed severathkmmions. Nowadays, the trade

© Copyright Institute of Economic Research & Polistonomic Society Branch in Taru
Date of submission: March 13, 2015; date of aceegtalune 18, 2015

Y Contact: eczary@gmail.com, pawel.folfas@sgh.wavilydrsaw School of Econom-
ics, Al. Niepodlegtéci 162, 02-554 Warszawa, Poland

™ Elzbieta Czarny’s participation in this project is éieul by National Science Centre of
Poland on the basis of the decision No. DEC-2018/6£54/01488.



106 Elzbieta Czarny, Pawet Folfas

between the EU and the U.S. is constrained by thiegtion applied by both part-
ners. Trade liberalization constituting one neceggaart of TTIP will surely help
to intensify this trade. The factor of special cemcis trade of agricultural prod-
ucts which is most constrained and will hardly b#yfliberalized even within a
framework of TTIP. Simultaneously, both parties aven now trading relatively
intensively with intermediaries, which are oftesderotected than the average of
the economy for the sake of development of finadigjgproduction. The manufac-
tured goods are traded relatively often as welljmyain consequence of their poor
protection after many successful liberalization pstein the framework of
GATT/WTO. Consequently, we point out that in magpects the TTIP will be
important not only for its participants, but foretwhole world economy as well.
TTIP appears to be an economic and political projeith serious consequences
for the world economy and politics.

Introduction

We analyse the potential consequences of the farilng Trade and In-
vestment Partnership between the European Unionttendnited States
(TTIP) for trade orientation of the region contaimiboth partnefsOn one
hand, TTIP can be treated as a typical regiomsaing agreement (RTA)
representing the third wave of regionalism (twoggaphically distant par-
ties located on the different continents, the etguescope of the agreement
going far beyond liberalisation of trade in gooddj the other hand, we
acknowledge the parties’ particular characteristiesth are among the
strongest actors in the world economy and politicgh are centers). TTIP
appears to be as the first approach of leadingloeed countries to cope
with the growing economic and political power ofvd®ping countries
(especially China, in this paper presented via ARBBAChina belongs to
this RTA). We see TTIP as well as an initial agreatron the way of con-
structing RTA connecting the EU and NAFTA.

In this paper, we analyse all RTAs with the constarmber of mem-
bers (number for year 2012). Consequently, APT#dated as containing
China over all analysed period. Moreover, we aralflee EU with 27
Member States. It is named without giving the henof participants and
we are aware of the fact that the EU did not corefisnembers over the
whole period of the analydisHowever, 1999 (the starting year of this

! More about potential consequences of TTIP seeFelpermayret. al. (2013, 2015),
Fontagneet. al.(2014), Francoist. al.(2013) and Pelkmaret. al.(2014).

2 In the first years of analysis the EU consisted3nMember States. The next 10 states
(Cyprus, Czech Republic, Estonia, Hungary, Latkithuania, Malta, Poland, Slovakia and
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analysis and the year of the Euro Zone (EZ) estaivient) all 27 states
were tied at least with free trade area agreem@fiig). In some cases
trade liberalization didn’'t cover “substantiallyl alade” as GATT/WTO
stipulated. For example, in many cases agriculipradlucts and other sen-
sitive goods (such as textiles, chemicals) welleaat partly excluded from
free trade. Even if these facts are taken intowat; these 27 states started
process of institutionalized integration long beféhey became members
of the EU. It justifies the beginning of the emepdal analysis in the time
before their EU-membership.

The aim of this paper is to analyse the TTIP impattinternational
trade in the whole world as well as in both tradoagtners. We do it with
the short analysis of the dominant role of bothrmas in the world eco-
nomics and politics as well as of the charactessuf the third wave of
regionalism and TTIP position in this process. Welement openness
indexes of both trading partners to prove theiolmement in international
trade. Then we study trade orientation of the hypiital region created in
the result of TTIP. We use regional trade intromersndex (RTII) to de-
scribe trade between the EU and the U.S. thatakas tplace until now and
to get familiar with the potential changes causgdilieralization of trade
between both partners in bilateral as well as obal trade streams. We
analyze RTII for the whole mutual trade betweenEhktand the U.S. and
we also apply disaggregated data to analyze anghammrselected partial
RTII (e.qg. for trade in final and intermediate geas in the BEC classifica-
tion as well as in agricultural, manufactured andearal products accord-
ing to the SIC nomenclature). Our empirical analysbvers the period
1999-2012. For all analyses the current pricesapmied. We point out
that TTIP will be important not only for its par@ants but for the whole
world economy.

Apart from the methodological paragraph, the réshe paper is orga-
nized as follows. Firstly, we analyse TTIP in therld economy as a part
of the current (third) wave of regionalism. Secgnaie study the econom-
ic potential and wealth of the EU, and — for congmar reason — of
NAFTA and the selected other RTAs as well as ofut®. to prove impact
of TTIP on the further international economic cceerggion. Thirdly, we
analyze the openness of both TTIP participantsraginal trade orienta-
tion of the region created by the EU and the U&dlusions complete our
study.

Slovenia) accessed the EU in May 2004. BulgariaRohania followed in 2007 complet-
ing the EU-27.
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Methodology of the Research

In the paper we use simple analysis of statistit$ iadexes concerning
openness and regional trade orientation. Firstlyp sf export and import
divided by GDP and is trade openness index. Segowdl use the regional
trade introversion index (RTII) first proposed lapadre (2006). This index
allows measuring the relative intensity of regiotrading versus trading
with the outsiders. The RTII can range from -1 t@dd it is independent
of the region’s size, as it applies relative valudsreover, RTIl is sensi-
tive to the differences among the partners in om&.Rhe relatively high
values of this index are expected in the RTAs daimtg countries with the
similar economic potential. If potential of the maan states differs, the
small partners can’t reach trade intensity expefdethe big ones and pull
the index down. The index rises (or falls) onlythe intensity of intrare-
gional trade grows more (or less) rapidly than tfagxtraregional trade. If
the index is equal to zero, then the region’s triadgeographically neutral
(it grows similarly in the intraregional as well msextraregional terms). If
the index is a positive humber, the region’s trade an intraregional bias
(if RTII = 1, all region’s trade is intraregionallf. RTIl is less than zero,
then the region’s trade has an extraregional hidRT(l = -1, all trade of
the analyzed region is extraregional). The formfolathe regional trade
introversion index is:

RTIl = (HI; —HE;) / (HI; + HE)
HI; = (Ti/T:) 1 (Toil To)
HE = (1 - TW/T)) / (1 — (Tl To))

where:

T;i= exports of regiomto regioni plus imports of regionfrom regioni,

T;= total exports of region to the world plus total imports of regidanfrom the
world,

Toi= exports of regiomto outsiders plus imports of regiofrom outsiders,

To= total exports of outsiders plus total importatsiders.

TTIP in the Third Wave of Regionalism

TTIP is to be seen against the background of tbgrpss of discriminatory
liberalization of economic cooperation and the d®ad in the non-
discriminatory negotiations within the World Tra@eganization (WTO).
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Nowadays, multilateral negotiations under the awespiof WTO are more
complex than in the past. The reason is the growimgber of negotia-
tions’ participants. Moreover, the negotiations @oa broad range of sub-
jects, including not only trade liberalization, kalso issues such as envi-
ronment and intellectual property protection. Tlaeg accompanied by the
conviction that, due to the expected benefits,dbeeloped countries are
predominantly interested in the adoption of furthgreements, while the
developing ones will suffer losses after their dosion, at least in the form
of the lack of potential profits. These objectidrecame particularly loud
after the successful conclusion of the Uruguay RIaefiGATT in 1995.

As the prospects for global cooperation and sucoédbe following
round of multilateral negotiations are unclear, ynanuntries and groups
of countries are looking for alternative forms pfernational cooperation.
The result is enhancement of regional integratiéowéng its participants
to strengthen ties with their closest economicrag, and to benefit with-
out bearing the costs of multicultural worldwideoperation. Homogeneity
of collective subjects of international relatiorsg. EU or NAFTA) helps
to reduce internal transaction costs. Regional @rin integration begins
often in form of preferential (discriminatory) tmcgreements concluded
by the countries and groups of countries (moreGssenyet. al, 2010, pp.
126-128). All gains of economic integration are ected after the conclu-
sion of TTIP as well.

The process of regional integration is called regism. It is defined as
a process of uniting economic potentials of attleas countries/regions in
order to maximise the intensity of economic coopena The main symp-
tom of regionalism is establishing regional groopstates and internation-
al organizations (within their competences). Mermbarthese groups en-
joy free internal trade as well as — eventuallyreefinternal movement of
production factors and economic policy coordination

The factor of special interest are regional growif participation of
the WTO members. WTO member states are obligech&y @®rganiza-
tion’s acquis (primary and secondary laws), including prohibitiof dis-
crimination as the foundation of multilateral trasiesstem specified by the
Most Favored Nation (MFN) and National Treatmeni)Mlaused The
basic rules of regional trading agreements arecaotpatible to the MFN

3 Rules regarding MFN (for trade in goods as weliraservices and copyrights) are
covered by GATT Article I, GATS Article Il and TR8Article IV. NT clause is regulated
by GATT Article 1ll, GATS Article XVII and TRIPS Aticle IlI.
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and NT clauses. Preferences granted to the RTAmmbaes are different
from those enjoyed by the third parfies

The first modern regional agreements were estadistithin the nor-
mative scope of GATT Article XXIV already in the 4@s. RTAs have
been booming during the current wave of regionaksanted in 1995and
lasting till today. Nowadays there are hundreds/afd binding bi- and
multi-lateral RTAS. As of 15 June 2014, some 585 notifications of RTA
(counting goods, services and accessions sepgratalybeen received by
the GATT/WTO. Out of these, 379 were in force (seeéro,
www.wto.org/english/tratop_e/region_e/region_e.htm accessed on
03.08.2014).

Initially, regional agreements were of multilatecilaracter. Currently,
bilateral agreements gain importance. They accdufaethe majority all
RTAs notified, in force and under negotiations (fioe historical data see:

4 Deviation from WTO general rules is permitted b T3 Article XXIV, agreements
on interpretation of GATT Article XXIV, Enabling aise and GATS Atrticle V. Article
XXIV of GATT provides for free trade area (FTA) andstoms union (CU) principles and
regulates discriminatory liberalization of tradegoods. GATS Article V regulates interna-
tional trade in services. The Enabling clause alowveloped countries to enter RTAs and
confer preferences in trade with developing coestriThis clause makes it possible for
developing countries to conclude agreements fensification of their mutual trade.

% Regional integration process taking place sineeGATT establishment is referred to
as the first wave of regionalism. In the second tfathe 1980’s started the second wave of
regionalism (one of its main characteristics istipgration of the U.S. in the process). The
starting point of the third wave is the end of theiguay Round of GATT and the creation
of the World Trade Organization in 1995.

5 1n the real world RTAs have different forms. Theyy from the least integrated PSAs
to economic union. PSAP@artial Scope Agreeméntan be concluded only by the develop-
ing countries. It provides only a partial elimiratior decrease of tariffs, without obligation
to full liberalization of trade in goods. FTA-ee Trade Arepconsists in elimination of
tariffs in trade with goods among the RTA membendg &eeping national tariffs of the
member states against the third countries intacthé framework of CUQustoms Union
tariffs among the members are eliminated as in & &Td — additionally — a common tariff
in trade with the third countries is introduced e WTO framework international trade in
services is called “economic integration” (and thipect of regional agreement is called
Economic Integration Agreement EIA). This name is justified with necessity afegper
integration in case of trade with services thatrafie with goods. E.g. trade with services
enforces presence of the foreign providers in thentry and incorporates elements of inter-
national movement of production factors. Nevertbelthe WTO meaning of “economic
integration” is not a synonym of the full econorimitegration in the economic theory (see
Balassa, 1961). EIA always accompanies FTA or Gtk fiext form of a RTA i€ommon
Market (CM, the form of RTA not notified by the WTO). A CMas features of a CU sup-
plemented by a free movement of production factvlsie integrated economic union is a
CM containing a harmonization and coordination @dr@mic policies of the member states
(if capital markets are liberalized, currencieshef member states are convertible and their
exchange rates are fixed, there are conditionglédffor a monetary union, MU).
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Fiorentinoet. al, 2009). In 2010 more than a half of RTAs in fofabout
160 out of ca. 290) were bilateral (World Trade &¢R011, p. 60). The
basic reasons for the smaller popularity of thetimatral agreements are
difficulties with their implementation arising fromarlier political obliga-
tions of potential members who already accessedon®re RTAS.

In the past, mainly countries of the same geogcapiegion (neighbor-
ing countries) were those cooperating the moshsgaly, which was sanc-
tioned in MFN clause. Gradually, regional agreemédmve become the
most important deviation from MFN. However, dudghe exhaustion of the
further possibility of the establishment of RTAsyridg the first decade of
XXI c. interregional forms of trade liberalizatiatart to dominate. In 2010
about one half of RTAs in force (about 145 out @f 290) were not strictly
“regional” and include countries from outside ot thegions compatible
with the geographical definitions commonly employedhe WTO context
(World Trade Report2011, p. 60). Technological progress (especially in
information transfer and exchange) supports thegqs® of economic inte-
gration. Interregional groups help to further refieade barriers and intensi-
fy international trade. Interregional agreementange the world trade
pattern, which in the recent decades were primaeéhgrmined by intrare-
gional exchange.

Transatlantic Trade and Investment Partnershiprissbme reasons a
typical RTA of the third wave of regionalism. It Wbe concluded by two
geographically distant parties located on differemitinents (one of them
— the EU - is a collective entity). As in the cadeother RTAs, there are
many economic and non-economic reasons of negugistis agreement.
The expected scope of this agreement will be géandeyond liberalisa-
tion of trade in goods. It will probably also couvesde of services, move-
ments of production factors (especially rules ratiny flows of foreign
investments and migrations), as well as environraedtintellectual prop-
erty protection.

Aware of typical characteristics of TTIP in the i@mt wave of regional-
ism, we acknowledge its specificity derived frone tharties’ particular
characteristics. The EU as well as the U.S. areehaamong the strongest
actors in the world economy and politics. Both banseen as the centers
(and not — as very often in RTAs — one as a caitteanother as a periph-
ery). This is why, in the case of TTIP conclusithe standard Viner’s trade
creation and trade diversion effects are expecedyell as the terms of
trade effect.

TTIP is aimed at deepening the economic ties betviee EU and the
U.S. It is an agreement that will significantly cige the global balance of
power. This agreement is seen to go far beyoneéeatfade area, which is
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most probably going to come into being by its ncdifion by WTO. It will
include free trade in services (EIA). Since it riegsli.e. the presence of the
service provider on the partner’'s market and frexement of purchasers
and producers of services, implementation of Elfaiés deeper connec-
tions of partners’ economies than in the caseFfA.

The working name for the forthcoming EU — U.S. agnent, Transat-
lantic Trade and Investment Partnership is indicpiis broader range than
this of a FTA as well. Moreover, judging by alredityished negotiations
on the RTAs created by the EU and Canada, as wdllyaother selected
RTAs concluded by the EU and the U.S. (particuléinyse with developed
countries), one can assume that TTIP will coveramy principles of lib-
eralization of trade with goods. In addition to tlegluction of tariffs, the
TTIP will regulate: elimination of non-tariff baeis to trade, free trade in
services and rules for foreign investment regimlip procurement, pro-
tection of intellectual property rights, and wayslspute settlement. TTIP
will presumably be a model for subsequent RTAss kspecially feasible
in the area of technical standards applying to gpectsd It can also signifi-
cantly affect the fate of multilateral liberalizati negotiations under WTO
bringing about either some ready-made solutioret égast an incentive for
discussion.

TTIP negotiations are underway he first round was concluded in July
2013. It was aimed at defining the full range gfits that EU and the U.S.
intend to cover in the TTIP. In November 2013 dgrihe second round of
negotiations liberalization of trade in servicesermy and natural re-
sources, and protection of foreign investments wiaeussel

On 20 December 2013 the third round of TTIP negotia in Washing-
ton was finished. The talks concerning the parteegiectations as to the
access to services markets and systems of mutotction of foreign in-
vestments were continued. An American model oflatdrial agreement on
mutual protection of investments (BIBjlateral Investment Treaty was

" For details, see Czarey. al ( 2014).

8 The second round of negotiations took place witlelay due to the fiscal paralysis the
U.S. administration. This demonstrates the seiisitiof the negotiations to the internal
problems of the parties. At the same time, theraetgion of the U.S.-Germany (and partly
even U.S.-the rest of Europe) relations as the emprence of the phone hacking scandal
didn’t change the negotiations agenda.

% In view of the absence of more universal regufetidhe protection of foreign invest-
ments is regulated by bilateral agreements (BIThere are usually two model solutions
accepted, which originate from different principlakhough they bring forth identical prac-
tice. In the first case, the state authorities obantry concluding a BIT commit themselves
to promote the tendency of investors from the gartountry to invest in its territory. In the
second model, the state authorities leave the actimig parties the right to specify the terms
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analyzed, which was applied in the agreement datistj the NAFTA, as
well as the experience pertaining to the mechamigmispute settlement
within it (though as to the questions concerning EBDS (nvestor-State
Dispute Settlementhe EU position is constantly changing). The tatry
problems had also been studied, including the Edeahof technical barri-
ers to trade. Progress in the talks on the autematector was achieved.
Contentious issues were: equal access of European fo public pro-
curement in various states in the U.S., and reiguiaton agriculture in the
part of the U.S. In this latter case the dispasiaeise mainly from the dif-
ferent nature of agricultural production in the Bbd the U.S., as well as
from different approaches to genetically modifiedducts (GMO,Genet-
ically Modified Organisms During the fourth round, taking place in March
2014, the negotiations concerning three main isGuesket access, regula-
tions and rules) were continued. The fifth rounchegotiations (May 2014)
focused mainly on technical barriers of trade, asde the market for agri-
cultural products and rules of origin. During tlvels round of negotiations
(July 2014) the U.S. and the EU leaders have 8gtadable for completing
an agreement for TTIP by late 2014 (what seemsoniog realistic).

Economic Potential and Wealth of the EU, the U.S,,
NAFTA and Other Selected RTAs

The empirical analysis on TTIP is started by conmgpGDP and GDPer
capita (GDP po) of the EU and the U.S. as well as NAFTA and twiaeo
RTAs selected as the best in the year 2012 amangntiitilateral RTAs
(the sample excludes the EU and NAFTA} Tables 1 and 2 (the same
criterion is applied in Table 3).

of the contract, unless they violate the law. Fareninformation see Czarny& Menkes,
(2008).

9 The RTAs analyzed in Tables 1-3 names are (ihtirae does not reveal the location
of the RTA or gives it not precisely we add thifoimation — according to WTO — in brack-
ets): AFTA (ASEAN Free Trade Area located in Easta®y ANZCERTA (Australia New
Zealand Closer Economic Relations Trade Agreem@&m)J A (Asia-Pacific Trade Agree-
ment, East and West Asia), EFTA (European Free€T#sbociation), EU (European Un-
ion), GCC (Gulf Cooperation Council, Middle EastlA (Latin American Integration
Association, Nord and South America, The Caribbe&AFTA (North American Free
Trade Agreement)
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Table 1. Gross Domestic Product of the EU, NAFTA, the U.&,TA and LAIA in
the years 1999-2012 (current prices and exchaneg, tallions USD)

Year | EU | NAFTA | US |APTA | LAIA {World
1999| 9.15| 1055 | 937 20§ 182 31.95
2000| 8.48 | 11.33| 997 226 201 32.86
2001| 8.58 | 11.70 | 10.31 2.37 | 1.95| 32.67
2002| 9.36 (| 12.11 | 10.6y 2.60 | 1.73| 33.99
2003|11.41 12.73 | 11.11 2.96 | 1.80| 38.16
2004|13.17| 13.63 | 11.8§ 3.46 | 2.09| 42.95
2005|13.77| 14.63 | 12.68 4.05 | 2.54| 46.5]
2006| 14.68| 15.63 | 13.4Q0 4.78 | 3.00| 50.38
2007|16.99| 16.51 | 14.04 5.85 | 3.55| 56.67
2008|18.27| 16.91 | 14.31 6.88 | 4.14| 62.10
2009|16.33| 16.21 | 14.09 7.37 | 3.88| 58.94
2010|16.28| 17.13 | 14.57 8.80 | 4.82| 64.40
2011|17.60{ 17.98 | 15.10 10.39| 5.42| 71.2]
2012|16.57| 18.65 | 15.70 11.29| 5.40| 72.68

Source: own study based on UNCTAD database, hitmtédstat.unctad.org/ (03.08.2014).

Among all RTAs NAFTA and the EU have the biggesiramic poten-
tial, although they experienced relatively low gtbwates of GDP (ca. 1.8
times during the period 1999-2012). NAFTA'’s econdspigger than the
EU economy in all analyzed years apart from thes/8807—2009 (the last
economic crisis. Till 2003 even the U.S. economy was bigger tham t
economy of the EU as a sum of 27 Member StateseShen, both econ-
omies have had a similar size with a small prevadenf the EU.

The dominant position of the EU and the U.S. econmshown by the
comparison with two RTAs positioned in the rankjagt behind the lead-
ers (APTA and LAIA). In 1999 APTA's GDP was ca. Jifnes smaller
than NAFTA’s GDP and 4.4 times smaller than GDRhaf EU. In 2012
this difference was equal — respectively — to Ja68 ca. 1.5 times. These
figures are an appropriate measure of the progreste by the APTA's

1 The economic crisis becoming global in the aut@®@8 has started in the U.S. econ-
omy earlier, what had considerably affected the NAB economy.
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economy. For LAIA, the respective figures are c8.dnd 5 times in 1999,
and 3.45 and 3.1 in 2012.

Despite the rapid increase in GDP of APTA (morenthal times during
14 analyzed years), its huge population makesllitpstor. Because of the
relatively low GDPpc, it is similar rather to the RTAs concerning deyelo
ing countries (for example other Asian or AfricamAs), than to any de-
veloped group. In 1999 the richest among RTAs Wwaspbpulation of EF-
TA with GDP pc almost 2 times higher than the EU (the 3. positiothe
ranking) and 1.5 times higher than the 2. in tmkirsg NAFTA (Table 2).

Table 2. Gross Domestic Produgeer capitaof the EU, NAFTA, the U.S, EFTA
and ANZCERTA in the years 1999-2012 (current priaed exchange rates, thou-
sands USD)

Year | EU | NAFTA | US. | EFTA |ANZCERTA | World
1999|18.98| 25.60 | 33.06 37.27 21.29 5.28
2000 17.55| 27.17 | 34.80 36.37 20.05 5.36
2001|17.70| 27.75 | 35.60 36.88 18.98 5.27
2002|19.24| 28.41 | 36.48 40.47 20.99 541
2003| 23.36] 29.57 | 37.83 47.05 26.72 6.00
2004|26.86] 31.33 | 39.871 53.03 32.05 6.68
2005|27.96| 33.29 | 42.07 57.30 35.43 7.14
2006|29.69| 35.21 | 44.17 61.40 36.95 7.64
2007 |34.20| 36.83 | 45.91 69.06 43.93 8.50
2008 | 36.63| 37.34 | 46.35 78.76 45.55 9.20
2009|32.63| 35.46 | 44.92 70.34 42.77 8.63
2010|32.40f 37.10 | 46.20 76.40 53.28 9.31
2011|34.92| 38.59 | 47.62 89.81 61.80 10.18
2012|32.81| 39.63 | 49.11 87.97 63.11 10.27

Source: own study based on UNCTAD database, hitmtédstat.unctad.org/ (03.08.2014).

In 2012 NAFTA became the third richest RTA afteg hiNZCERTA'S
GDP pc jumped to the level 1.6 times higher than thidfNéfFTA. In the
period 1999-2012 ANZCERTA experienced increase @fPGc ca. 3
times. During the analyzed period the U.S. popofatvas richer than the
people in the EU (as well as in NAFTA).
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An analysis of GDP and GDPc revealed that the EU and NAFTA
dominate among the RTAs, as well as in the wortthemy. The same can
be said about the U.S. being the leading econonYARTA (in 1999 the
U.S. economy produced almost 90% of the NAFTA's GDR2012 it was
still equal to ca. 84%). RTA containing the EU ahd U.S™ will create a
new superpower in the world economy. In 1999, th®.@nd the EU joint
production was equal to almost 60% of the worldRGDheir export ex-
ceed 53% of the global export. At the beginninghefsecond decade of the
XXI c., the position of both partners in the glokabnomy is worse than at
the end of the XX c. In 2012, the common sharéhefEU and the U.S. in
the world GDP amounted to 44.5%, whereas the exgfobtoth partners
does not exceed 40% of the world export(see UNCTAD,
http://unctadstat.unctad.org/).

Openness and Trade Orientation

Both TTIP partners differ in intensity of their d& with the outside world
as well as with the member countries of the RT Ay thelong to (intra EU-
trade and intra-NAFTA trade). We measure the intgrmf trade as a sum
of export and import divided by GDP and treat th&culated numbers as
trade openness index (Table 3).

During 1999-2012 an increase in openness of alyzed RTAs but
AFTA is noticeable. Two Asian blocs (AFTA and GCi@&gve an openness
index bigger than 1. It means that their shardhénworld trade are bigger
than their shares in the global GDP. In case of Afade has outstripped
its GDP nonstop since 1998 (see Czarny & Folfa$4pdor GCC it holds
in the last two years and in 2008. The EU achies@asiderably higher
values of the trade openness indexes than NAFT201? — respectively —
0.7 and 0.3 (the difference between both indexesdreasing in time),
though we can observe increasing openness of habieim. The relatively
low openness indexes of NAFTA are understandabtiiasRTA contains
two big economies concentrating on supplying tlogmn internal markets
(we can see this comparing the NAFTA openness imdexthe one of the
u.s.).

12 In the further part of this paper we refer to typothetical region created after the
conclusion of the TTIP and containing the EU ar@hS. as to ,the TTIP region”.

131 TTIP was introduction to FTA between the EU d44FTA, the new bloc EU plus
NAFTA would account for 48.5% of global GDP (201&0)d for 44.5% of world exports
(2012).
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Table 3. Trade openness indexes of the EU, NAFTA and the BisSwell as of
selected other RTAs in the years 1999-2012

Year | EU | NAFTA |U.S. | AFTA | GCC
1999(0.50| 0.24 | 0.19 1.15 | 0.63
2000|0.57| 0.26 | 0.20 1.31 | 0.69
2001|0.56/ 0.23 | 0.19 1.23 | 0.68
2002|0.55| 0.22 | 0.18 1.16 | 0.69
2003|0.54| 0.23 | 0.1§ 1.19 | 0.76
2004|0.56| 0.24 | 0.20 1.30 | 0.83
2005/0.59| 0.26 | 0.21 1.35 | 0.87
2006|0.64| 0.27 | 0.22 1.31 | 0.88
2007|0.64| 0.27 | 0.23 1.23 | 0.94
2008|0.66| 0.29 | 0.24 1.25 | 1.03
2009|0.56/ 0.23 | 0.19 1.01 | 0.93
2010|0.64| 0.27 | 0.224 1.05 | 0.94
2011|0.69| 0.30 | 0.25 1.09 | 1.00
2012|0.70 0.30 | 0.25 1.06 | 1.05

Source: own study based on UNCTAD database, hitigfddstat.unctad.org/ (03.08.2014).

In this paper we compare the RTIl indexes of tlggore created by the
EU and the U.S. after conclusion of the TTIP agre@n(TTIP region) with
the respective indexes of the EU (containing 27 kemStates) and
NAFTA. This analysis covers the years 1999-201etlyi we analyze the
regional trade introversion index for trade in@mmodities (Table 4).

Table 4. Regional trade introversion index for trade incaimmodities in the years
1999-2012

Y ear EU NAFTA TTIP region* TTIPregion **
1999 0.71 0.65 0.10 -0.28
2000 0.72 0.64 0.13 -0.28
2001 0.70 0.65 0.13 -0.26
2002 0.71 0.66 0.18 -0.25
2003 0.72 0.68 0.25 -0.23
2004 0.71 0.68 0.26 -0.26
2005 0.71 0.67 0.25 -0.29
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Table 4 continued

Y ear EU NAFTA TTIP region* TTIPregion **
2006 0.71 0.67 0.27 -0.29
2007 0.70 0.68 0.30 -0.29
2008 0.69 0.68 0.31 -0.32
2009 0.70 0.67 0.34 -0.28
2010 0.71 0.68 0.34 -0.32
2011 0.70 0.69 0.35 -0.33
2012 0.69 0.68 0.31 -0.35

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEase, http://witsworldbank.org
(4.07. 2014).

Secondly, we discuss the RTIIs calculated for tisagbregated groups
of goods. We start with the division into the firf@able 5) and the inter-
mediate goods (Table 6) compatible with the BEC ewctature. Further
we proceed to RTIl calculation for the main sectoirshe economy (SIC
nomenclatur¥). We begin with the RTII for trade in agricultufferestry
and fishery products (Table 7), because the fiest pf this category is
important for export of the TTIP partners and is\hly protected by both
of them. Then we analyze the RTIl of the manufauyoods, which are
very important in trade between developed countfiiegs sector is divided
into two subsectors: the first one consists ofraEfimanufactures (Table 8)
and the second one of manufactures not definedkioygl (Table 9). We
continue analyzing RTII in trade with mineral prothi (Table 10). For
sake of completeness of the analysis we add (thaoglextensively com-
ment) the data on the RTII for trade in other cordities (Table 11). We
use data extracted from WITS-COMTRADE database.

14 According to SIC nomenclature the economies arieleldl into: a) agriculture, forest-
ry and fishery products, b) mineral commodities tatlie ores and concentrates, coal and
lignite, crude petroleum and natural gas, nonmetatinerals, except fuels), ¢) manufac-
tured commodities (food and kindred products, tobamanufactures, textile mill products,
apparel and related products, lumber and wood mtedexcept furniture, furniture and
fixtures, paper and allied products, printing, stihg and allied products, chemicals and
allied products, petroleum refining and allied prot), d) manufactured commodities not
specified by kind (rubber and miscellaneous plagti®ducts, leather and leather products,
stone, clay, glass and concrete products, fabdcatetal products, except machinery, ma-
chinery, except electrical, electrical machinerguipment and supplies, transportation
equipment, scientific and professional instrumepkstographic and optical goods, watches
and clocks, miscellaneous manufactured product)theer commodities (scrap and waste,
used or second hand merchandise).
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Table 5. Regional trade introversion index for trade inafi goods in the years
1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIPregion**
1999 | 0.74 0.62 -0.09 -0.36
2000 | 0.74 0.58 -0.11 -0.41
2001 | 0.73 0.57 -0.09 -0.36
2002 | 0.72 0.56 -0.06 -0.31
2003 | 0.70 0.56 -0.01 -0.27
2004 | 0.69 0.59 0.01 -0.28
2005 | 0.70 0.58 0.05 -0.31
2006 | 0.69 0.57 0.04 -0.33
2007 | 0.68 0.59 0.10 -0.32
2008 | 0.67 0.59 0.13 -0.34
2009 | 0.68 0.59 0.15 -0.35
2010 | 0.68 0.60 0.16 -0.37
2011 | 0.67 0.62 0.20 -0.36
2012 | 0.67 0.59 0.18 -0.36

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEbase, http://witsworldbank.org
(4.07. 2014).

The EU’s and NAFTA'’s trade has similar, relativéigh intraregional
orientation, though in the EU it is decreasing vélasrin NAFTA increas-
ing. This result is opposite to the one achievetheanalysis of the TTIP
region. Calculating RTII for this region includirigtra-EU trade brings
positive and increasing though relatively low valugf the index. They
have been permanently lower than 50% of the respeRiTlls for NAFTA
and the EU (except for 2011, when it was slightighkr than 50% of
NAFTA's RTII). If, however, we take into accountaththis result is heavi-
ly biased because of a very intensive trade ambegBU-members, it
means, if we acknowledge that the intra-EU tradéonger can be seen as
international trade because of the depth of thtnpes’ economic integra-
tion, we get strong and growing (in absolute valeglraregional trade
(since 2003 the numbers are almost the same abdorTIP region with
intra-EU trade but have opposite sign). At thet flance, this result can be
seen as a proof of economic incompatibility of Ei¢ and the U.S. How-
ever, it is not surprising and can be seen as frg@tion of the effective-
ness of the trade barriers discouraging UE-U.Sletr®ne can expect a
considerable intensification of the turnover betw@d IP-partners result-
ing from liberalization of their mutual trade. Thagalysis rather confirms
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the necessity to work on trade liberalization hiése partners intend to in-
tensify their trade (it is especially visible iretfurther part of this analysis
concerning trade in agricultural products in Table

More precise approach to trade orientation of thé&Tregion is pro-
vided with the analysis of partial RTlIs calculatied groups of commodi-
ties. In trade with final goods the EU is permahentore intraregional
oriented than NAFTA. In the first years of the asa (till 2002) EU-RTII
for trade in final goods was even more intrarediamgnted than trade in
all commodities. Such high values of the EU-RTIlhdze explained with
the similarity of countries constituting the EurapeUnion. They have
similar GDP pc as well as similar culture, tastes and — to sowteng
— even climate. In effect, the EU-population hamilsir consumption pat-
tern, what means that the firms are producing singbods and demanding
similar equipment. As these countries are the dgesl ones, they produce
similar goods (e.g. manufactures) as well. It me#mat in both consump-
tion and production goods there is a big poterfoalthe mutual trade
among the Member States (this is visible by stughft-RTII for manu-
factured goods in Table 8 as well). This resuttdafirmed, when we com-
pare the EU-RTIIs with the respective RTIlls of NAkTonsisting in very
differentiated members and having lower RTIIs. his tcontext the TTIP
region (in all analyzed years for mutual trade withthe intra-EU trade
and in the years 1999-2003 even for the EU-U.Setiacluding the intra-
EU trade streams) appears even more extraregiooidigted than in case
of trade with all goods. This region has the negaRTII in the years 1999-
2003 even after including intra-EU trade. Howewsriendency to grow is
noticeable. Moreover, the absolute values of tidexrfor the TTIP region
without intra-EU trade are bigger than of the RTds all commodities. In
this case, intensification of intra-industry tr&tlean be expected. This is
the best chance for the competitors from the EU taedU.S. producing
similar (especially technologically advanced) praduo find segments of
markets to be supplied with their products.

15 Intra-industry trade is a simultaneous export Emgort of similar foods produced in
the same industry in bilateral turnover.
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Table 6. Regional trade introversion index for trade itermediate goods in the
years 1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIP region**
1999 0.72 0.66 0.19 -0.18
2000 0.72 0.65 0.20 -0.20
2001 0.72 0.66 0.25 -0.15
2002 0.73 0.68 0.29 -0.15
2003 0.73 0.70 0.34 -0.15
2004 0.73 0.69 0.36 -0.17
2005 0.73 0.68 0.37 -0.17
2006 0.73 0.67 0.38 -0.18
2007 0.72 0.68 0.40 -0.19
2008 0.72 0.68 0.43 -0.19
2009 0.73 0.68 0.44 -0.19
2010 0.74 0.69 0.44 -0.23
2011 0.74 0.69 0.45 -0.22
2012 0.74 0.68 0.43 -0.23

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEbase, http://witsworldbank.org
(4.07.2014).

The RTII for trade in the final goods had tendetayall in both the EU
and NAFTA, whereas in the TTIP region with the aaEU trade these
RTIIs were rising (till 2011), though in the firgears of the analysis (till
2003) they were extraregionally biased with the keeand weaker bias. In
this case of importance is production of multinasibenterprises (MNES)
located by both TTIP parties as well as — more g@riaternational pro-
duction fragmentation. This time as well the TTH#gion was strongly in-
fluenced by the internal EU-trade. If we exclude thtra-EU trade and
calculate the RTII only for the EU-trade with thest of the world, this
orientation stays extraregional and relatively lstab

The impact of MNE'’s, production fragmentation angly chains is
even more visible if we analyze the regional oaéioh of intra-TTIP re-
gion’s trade though regional trade introversioneixets for trade in inter-
mediaries, as well as the concrete figures shovtethéency different than
these for the final goods. RTII for the intermetiaris higher in the case of
the EU than in the case of NAFTA, because the Ettigysates in more
production nets, whereas NAFTA's international prctibn is mainly con-
centrated on two out of three member states (ti& Bhd Mexico). The
TTIP region with intra-EU trade has relatively highd growing positive
values of RTIl (exactly as the one of the EU), whialves its intra-regional
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orientation. The values of RTII for trade in intexdiaries doubled in the
analyzed period though even in 1999 this index akam®st two times high-
er than the RTII for all commodities. For the TTH#gyion without intra-EU
trade RTIl was relatively low in absolute terms.isThonfirms relatively
poor protection of intermediaries applied by bothiR-partners and is
compatible with general observation that productdnntermediaries is
usually less protected than the average of theamsgn(with the aim of
development of the local production of the finabde with the use of im-
ported intermediaries).

Table 7. Regional trade introversion index for trade iri@agture, forestry and
fishery products in the years 1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIP region**
1999 0.72 0.57 0.04 -0.61
2000 0.74 0.57 0.06 -0.61
2001 0.74 0.60 0.05 -0.62
2002 0.75 0.62 0.08 -0.61
2003 0.74 0.59 0.08 -0.64
2004 0.76 0.59 0.14 -0.65
2005 0.76 0.62 0.16 -0.66
2006 0.76 0.61 0.14 -0.69
2007 0.75 0.59 0.13 -0.68
2008 0.74 0.58 0.12 -0.70
2009 0.78 0.58 0.18 -0.73
2010 0.79 0.57 0.21 -0.72
2011 0.79 0.58 0.24 -0.72
2012 0.81 0.57 0.26 -0.72

* including intra-EU27 trade
** axcluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEbase, http://witsworldbank.org
(4.07.2014).

The RTII values for the single groups of produdféed between sec-
tors. The effects of protection are especiallyblesiif we analyze trade in
agricultural products, which is the most protegbedt of the EU economy
and is strongly protected by the U.S. too (TableThe EU, as expected,
has much higher RTlls than NAFTA and the EU’s Rfdt agricultural
products is the highest one in our analysis. Is taise, the relatively low
NAFTA's RTII values result from the different ecaon potentials of the
U.S. and the other members of this RTA. The hud8. groduction can
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hardly be absorbed by the smaller market of Canadahe poorer popula-
tion of Mexico, which develops its own agricultupgbduction.

As far as TTIP region is concerned, especially auththe intra-EU
trade, the figures are very high and negative. 8 mafdthe TTIP region ap-
pears very extra-regionally oriented. This is maitile result of the EU-
common agricultural policy as well as of the U.&tection. In this case,
however, one cannot expect a very quick and largmge even after the
signing of the TTIP agreement as some exceptiothsuviely remain.

Table 8. Regional trade introversion index for trade innufactured commodities
in the years 1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIP region**
1999 | 0.74 0.72 0.25 -0.17
2000 | 0.75 0.69 0.26 -0.16
2001 | 0.74 0.68 0.27 -0.13
2002 | 0.73 0.68 0.30 -0.09
2003 | 0.73 0.68 0.33 -0.06
2004 | 0.73 0.69 0.35 -0.07
2005 | 0.73 0.69 0.37 -0.08
2006 | 0.72 0.68 0.37 -0.09
2007 | 0.71 0.67 0.39 -0.09
2008 | 0.72 0.67 0.41 -0.11
2009 | 0.71 0.65 0.42 -0.07
2010 | 0.73 0.64 0.44 -0.11
2011 | 0.74 0.67 0.47 -0.12
2012 | 0.73 0.66 0.44 -0.14

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEase, http://witsworldbank.org
(4.07.2014).

RTIIl in trade with manufactured goods (Table 8)tle TTIP region
with intra-EU trade has high and growing values2@i2 it made up 0.6 of
the EU’s RTII and 0.67 of the NAFTA’s RTII. In thETIP region without
intra-EU trade, RTII still had negative values,ubb they are low in abso-
lute terms. This is the result of a poor protectidrthese goods. It is not
only the effect of the EU or the U.S. economic gek, but mainly of the
non-discriminatory trade liberalization in the frework of GATT/WTO.
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For manufactured goods not identified by kind tfidIRgures are low-
er than in manufactured goods presented in theeTalibr the EU and the
TTIP region with intra-EU trade and higher. It wasreasing till 2011 in
case of NAFTA (Table 9). For the TTIP region withdntra-EU trade the
figures are as usually negative and higher (in labswalue) than for the
identified manufactures.

Table 9. Regional trade introversion index for trade innofactured commodities
not identified by kind in the years 1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIPregion**
1999 0.71 0.62 0.04 -0.25
2000 0.71 0.61 0.05 -0.27
2001 0.71 0.61 0.10 -0.22
2002 0.72 0.63 0.14 -0.23
2003 0.71 0.66 0.20 -0.23
2004 0.71 0.66 0.23 -0.25
2005 0.71 0.65 0.24 -0.26
2006 0.71 0.64 0.25 -0.27
2007 0.71 0.66 0.29 -0.27
2008 0.70 0.66 0.31 -0.28
2009 0.70 0.68 0.34 -0.29
2010 0.70 0.69 0.33 -0.33
2011 0.70 0.69 0.35 -0.32
2012 0.71 0.67 0.32 -0.32

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEbase, http://witsworldbank.org
(4.07.2014).

Analysis of RTII for trade with mineral productsveals the next differ-
ence between the TTIP partners (Table 10). Thesgybor in raw materi-
als’ poor, what results in the lowest among all RTalculated for the EU
and NAFTA. On the contrary, NAFTA (and its dominamtmber the U.S.)
is abundant in these products. This justifies tet that the EU is trading
with mineral products much more intensively witle thest of the world
than NAFTA and is trading less intensively intrgiomally. NAFTA's
RTIl values for trade in these products are alntast times higher than
these of the EU. The raw materials scarcity of Bk decides also about
the negative signs of the TTIP’s RTIIs (even in Weesion with intra-EU
trade). Intensification of mutual trade with theg®ds cannot be expected,
as the EU is set to import mineral products. Th8.Uin turn, is a good
candidate for the supplier of raw materials, howetvsurely exports rather
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processed intermediaries (which was visible byahalysis of the TTIP’'s
trade in the intermediaries).

Table 10. Regional trade introversion index for trade imeral commaodities in
the years 1999-2012

Year EU | NAFTA | TTIPregion* | TTIP region**
1999 0.24 0.76 -0.34 -0.82
2000 0.45 0.73 -0.18 -0.75
2001 0.43 0.75 -0.21 -0.77
2002 0.43 0.78 -0.15 -0.74
2003 0.44 0.78 -0.19 -0.76
2004 0.43 0.75 -0.18 -0.75
2005 0.44 0.74 -0.16 -0.74
2006 0.43 0.74 -0.14 -0.73
2007 0.45 0.74 -0.11 -0.73
2008 0.45 0.76 -0.08 -0.70
2009 0.41 0.78 -0.08 -0.70
2010 0.45 0.79 -0.05 -0.70
2011 0.46 0.79 -0.02 -0.68
2012 0.42 0.79 -0.04 -0.69

* including intra-EU27 trade
** excluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEbase, http://witsworldbank.org
(4.07. 2014).

Table 11. Regional trade introversion index for trade ihestcommodities in the
years 1999-2012

Y ear EU | NAFTA | TTIPregion* | TTIP region**
1999 0.36 0.63 -0.06 0.01
2000 0.50 0.66 -0.02 -0.02
2001 0.51 0.68 -0.05 -0.05
2002 0.43 0.65 0.08 0.01
2003 0.53 0.73 0.20 0.03
2004 0.58 0.75 0.29 0.04
2005 0.62 0.76 0.25 -0.06
2006 0.58 0.67 0.09 -0.17
2007 0.55 0.55 0.06 -0.19
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Table 11 continued

Y ear EU | NAFTA | TTIPregion* | TTIP region**
2008 0.61 0.58 0.03 -0.28
2009 0.64 0.48 0.00 -0.37
2010 0.66 0.51 0.11 -0.31
2011 0.68 0.45 0.12 -0.33
2012 0.65 0.52 0.25 -0.20

* including intra-EU27 trade
** axcluding intra-EU27 trade

Source: own calculations based on WITS-COMTRADEase, http://witsworldbank.org
(4.07.2014).

Conclusions

We have proven that TTIP will be a typical RTA catiple with the
standard of the third wave of regionalism, as It eonnect two geograph-
ically distant parties located on different contiteeand its expected scope
will go far beyond liberalisation of trade with gi® Simultaneously, we
acknowledge the particular characteristics of Tpdties which make
TTIP a very special RTA. The EU and the U.S. aremgnthe strongest
actors in the world economy and politics. Both @gaters. The result is the
importance of the TTIP for the whole global economy

Analysing the characteristics of both TTIP partnes stated that the
EU is much more open than the U.S. It is understhledas the EU is a
collective entity consisting of relatively smallthiich national economies
forced to import for ensuring themselves foreigodgp (e.g. raw materials)
and to export goods produced with technologiesattarized by increasing
returns to scale (e.g. manufactures). On the agntthe U.S. is a large
economy concentrated on supplying domestic market.

The analysis of the TTIP region’s orientation @de based on the his-
torical data from the period 1999-2012 revealeaisd\conclusions. Now-
adays, the trade between the EU and the U.S. streamed by the protec-
tion applied by both partners. Trade liberalizat@mmstituting one neces-
sary part of TTIP will surely help to intensify ¢hirade. A factor of special
concern is the trade of agricultural products, Wwhimost constrained and
will hardly be fully liberalized even within thedmework of TTIP. Simul-
taneously, both parties are even now trading xaltiintensively with
intermediaries, which are often less protected thamaverage of the econ-
omy for the sake of development of final goods’duction. The manufac-
tured goods are as well relatively often tradediniyan consequence of
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their poor protection after many successful likeedlon steps in the
framework of GATT/WTO.

The creation of the TTIP region will certainly ingfy mutual trade of
the EU and the U.S. both inter-industry (e.g. maheroducts for manufac-
tures) and intra-industry one (e.g. with manufaetur Consequently, we
point out that in many respects the TTIP will bgartant not only for its
participants but for the whole world economy asIwWETIP appears to be
an economic and political project with serious eamngences for the world
economy and politics.
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