Liuc Papers
Pubblicazione periodica dell’'Universita Carlo Cattao - LIUC

Numero 279, dicembre 2014

Serie
Economiaelmpresa 75

Elisa Borghi, Rodolfo Helg, Lucia
Tajoli

Trade effects of the Transatiantic Trade and
Investment Partnership




Serie: Economia e Impresa

Liuc Papers
ISSN:1722-4667

Direttore Responsabile: Piero Cavaleri
Direzione, redazione, amministrazione: Universita Carlo Cattaneo - LIUC
C.so Matteotti, 22 - 21053 Castellanza (Va)talid
tel. 0331-5721 - fax. 0331-572320

Registro stampa Tribunale di Busto Arsizio n. 114@¢811.06.93

Comunicazioni di carattere organizzativo vanmdirizzate a:
Piero Cavaleri,.lUC Papers, Universita Carlo Cattaneo, Biblioteca «Mario Rwost
Corso Matteotti 22, 21053 Castellanza (VA), D831-572.267 # E-mail pcavaler@liuc.it



Liuc Papersn. 279, Serie Economia e Impresa 75, dicembre 2014

TRADE EFFECTS OF THE TRANSATLANTIC
TRADE AND INVESTMENT PARTNERSHIP

Elisa Borghi*, Rodolfo Helg?, Lucia Tajoli®

1. Introduction

In February 2013, President Obama announced thentioh to “launch talks on a
comprehensive Transatlantic Trade and Investmentné&ahip (TTIP) with the European
Union”. This was not the first time that policymagen either side of the Atlantic brought up
the issue, given the importance of the EU-US irteonal trade and direct investments for both
partners (today making up jointly over 30% of waldde), but in the past the pronouncement
was not followed by any formal negotiation. Thereat world economic outlook, with the rise
of China and other large emerging countries, talestate of world trade talks within the WTO,
and the consequences of the global financial chisiped to give new relevance to the matter,
and to kick-off the start of actual negotiationy.tBe end of 2014, seven rounds of negotiations
took place, confirming the serious intention togared on both sides.

Nowadays, the issue looks quite different than @ptm of decades ago, when the idea was
initially brought up. First, the nature of barrigostransatlantic trade has changed. Both the EU
and the US are in many respects very open econpayp@bying an average tariff to trade in
goods of about 3%. In fact, some of the criticismtbe current negotiations questions how
much trade can be increased by the agreement, thieelow tariff level. But between the two
areas are still in place many frictional and retpra barriers that hamper trade and foreign
direct investments, especially in the area of sewsji public procurement, and other non-
manufacturing sectors. These non-traditional bermeatter much more than in the past, both
because the extent and scope of regulations exganee time, and because they affect sectors
that became increasingly relevant in the tradetiogis between the two areas. Furthermore,
these barriers might directly affect the organ@atand extension of international production
chains between the tow areas. In the current reggwis, the central discussions deal with the

rules on investment protection and how to managsiple investor-state disputes, on the rules
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on public procurement, and on how to find an ages@non regulations, maintaining high
standards in environmental protection, consumerstegtion and the like. These are issues
where the experience in negotiations is more lidhéed in which the edge between trade policy
and domestic policies is blurred, slowing downttlegotiation process.

Second, in the past decade the proliferation depeatial trade agreements (PTAs) and their
evolution to include provisions well beyond the gienremoval of tariffs has generated a
"domino” effect (Baldwin, 1993), making participatito trade agreements more relevant on the
one hand, but also reducing the extent of pureepeafiality on the other. For example, the EU
has in place PTAs with over thirty countries, thesmmrecent being the trade agreements
negotiated with South Korea and with Canada. TTHRIla belong to this generation of new
trade agreements, it has a much broader baseimaslites much larger trading partners and it
will impact on a very significant volume of trad®t one can wonder how effective it can be in
the current context.

In this paper, we want to assess the impact of PdAdrade flows, and of TTIP in
particular, in light of these recent evolutions. A&sume in fact that the effectiveness in terms
of market openness, increased competition andrkatteation of resources that could generate
welfare improvements, as well as adjustment castshe economies involved will need to go
through a larger flow of trade and exchanges betviee two areas. Therefore, the estimate of
the impact of the agreement on trade flows is itisé $tep to understand also its indirect effects.
In order to do this, we estimate a gravity modss, standard framework in empirical analysis of
trade patterns, to measure the expected effedtade# agreements on bilateral trade. We shape
our model so to best capture the specific charnatte of TTIP. First of all, we consider the EU
as a single country, neglecting the (quite poskittifferentiated effects for individual European
countries. This choice allows to exploit one of #ey explanatory variables in the gravity
model, which is the economic mass (represented Dy)Gof the countries. In fact, it is
precisely the large GDP of the partners involvathlying a very large potential production and
export capacity, as well as a very large and ricdrket, that is fostering large trade flows
between the two. Another specific feature of ouingstes is the introduction of different
degrees of “integration” or “depth” of the agreeiserto go beyond the pure tariff-removal
effect. We use different variables to capture tkterd of the coverage of each agreement
between countries, whether they cover only tradef they imply the removal of regulatory
barriers and if rules on FDI are modified. In thpecification we expect to find a stronger effect
for more extensive kinds of agreements. A furtt@tdbution of the paper is to consider the

differentiated impact of PTAs involving countriestlwsimilar level of development, like it
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would be the case for the TTIP, and PTAs among trimsnwith very different average income
per capita.

The structure of the present paper is as follow® fiext section illustrates the evidence on
the role of trade agreements. Section 3 describesnethodology and provides the empirical

estimation of the effects of such agreements. &edticoncludes.

2. Therelevance of preferential trade agreements

There is a large literature assessing the effdciraderential trade agreements (PTA) on
trade flows. The empirical work has followed twoimenethodologies: regressions of bilateral
trade flows between countries using gravity modstingates and computable general
equilibrium models. The gravity model framework hseen increasingly refined to address a
number of concerns on the endogeneity of the PTrArdy variable used (Baierand Bergstrand,
2004, 2007; Baier et al., 2008) and on the robwgstrad its conclusions (Egger and Larch,
2008). Considering a large set of works, the coigffit for the PTA variable is usually in
between 0.50 and 0.70, suggesting that the PTAteffiereases trade flows between member
countries by about 40% (Cipollina and Salvaticil@0 The range of results produced on the
impact of PTA by different studies varies becaufdhe differences in datasets, period of
observation, countries included and estimation pwgh but all estimates strongly reject the
hypothesis of no effects of such agreements. Istiegy, the estimates produced for more
recent observation periods tend to show higherfictsits, which can be due the increasing
“depth” of the trade agreements signed in lastyears.

Recent work on PTAs also suggests that not onlypthéferation of trade agreements tend
to produce a “domino effect” (Baldwin, 1993), pushicountries to sign new trade deals as
their partners do the same (so that the numberxistiey PTAs worldwide has increased
rapidly, passing the number of 300 agreements)alsotthere seem to exist spillovers between
different types of preferentiality, from preferaiiy in goods trade to preferentiality in service
trade and in international investments (Egger amandér, 2013).

The new trends in PTAs are visible also in the adsthe EU and the USA. Currently, the
EU has over 20 free trade agreements in place, mithysmall less developed countries and
former colonies. Notable exceptions are the agregsmwith the European countries not
belonging to the EU (Switzerland, Norway and Icdjanvith Turkey and, much more recently
with South Korea. This trade agreement was sigriddnithe recent wave of new EU activism
in bilateral negotiations, and it contains a numbg&iprovisions that go well beyond tariff

elimination, so that the EU Commission calls itéWGeneration Free Trade Agreement ”. The
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USA has 14 trade agreements in force, mostly witlerging or less developed countries, and
many of them recently negotiated and still in cewsEimplementation.

Given the different charateristics of the recenAB[Tit is important to focus on the recent
period in estimating their effects. The relativehort time span considered in this paper reduces
the time variability of some of our variables, tunakes the results more relevant and easier to
apply to the ongoing negotiations.

Up to now, the gravity model methodology has noerbeised directly to estimate the
potential impact of the TTIP agreement, but estamadbn the impact of TTIP have used
computable general equilibrium (CGE) models to ssds effects. The estimates used different
CGE models, therefore also in this case the regutiduced are slightly different. As far as
bilateral trade flows are concerned, for exampketork by Francois et al. (2013) using the
GTAP model estimates the expected effect to benarase of EU exports to the US between
16% and 28%, according to the extent of the lilitibn, while the corresponding increase for
USA export to the EU should be somewhat higher. irteease of total (as opposed to
bilateral) trade flows for both areas is expectelid lower, in the order of 10% at most because
of some effects of trade diversion, but still pesit The results that have been produced to
estimate the impact of a Transatlantic free trag aonfirm that the existing frictions are
relevant. Given the low level of the starting t&ifthe estimated trade increase depends to a
very large extent on the elimination of non-tabiffrriers, and the alignment of laws, regulations
and standards, not an easy or fast result to aehlBwt a comprehensive agreement including
more than pure trade measures and allowing to feMgloit the untapped trade potential
between these countries could give rise to benefitserms of trade expansion and GDP
increases (see for example ECORYS (2009), Fraetaik (2013) and Fontagné et al. (2013)).

Estimates of the effects of the TTIP or any othade agreement obtained with a CGE
model rely on a large number of hypotheses on tten@mic systems considered. The
advantage of a simpler, but more direct approach as a gravity model, focusing specifically
on the bilateral trade impact of the agreementsriestead on its broad applicability, even if it
does not consider all the possible general eqiilibreffects. Theory has shown that in its
general form, the gravity model can be derived frdiffierent setups and its results do not
depend on the specific assumptions made on marstetetures, countries’ specialization, and
so on. Given the rapid changes in the economi®@okitbf countries in the recent past and the
high uncertainty that still characterizes the sii@ciontent of the TTIP agreement, the need for

few hypotheses is an important advantage.
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3. Methodology and results

The gravity equation has been widely used to estirtfee impact of free trade agreements
on bilateral trade flows. This equation can be @& from many theoretical models of

international trade (see Head and Mayer (2013).driavity equation is :

InX;, = a +BInD; + B,InY, + BiInY, +Z; x + SRTA, +

1
+5TD, +8,+6,+8, +&, M)

where X,

it 1S exports from countryi to country j at timet, D is the geodesic distance

measure), andY, are respectively exporter and importer countr@®®P, Z; is a matrix of
pair-specific time-invariant characteristicRTA;, includes measures of trade and economic

integration between country pair§D,, is a measure of trade diversion aflg, 8, and g

ijt
are, respectively, exporter-year, importer-year gaid dummies.

Our model is estimated on an unbalanced panel 8f dguntries from 2004 to 2011.
European Union, including 25 Member States aft€@42énlargement, is considered as a single
country. This choice was made to fully exploit tleéevance of the EU economy and internal
demand, one of the key explanatory variables ingtaity model, represented by GDP or

national income of countries.

3.1 Data

Data on bilateral exports of goods are retrievedhfthe IMF’'s Direction of Trade Statistics
(DOTS) database from 2004 to 2011. The DOTS dagateorts two values for the same flow,

i.e. exports from country to country j and imports of countryj from countryi, as reported

by the two countries. To overcome discrepanciewdsst the two reported values, following
Head et al. (2010), we consider the larger valpented, after adjusting for the fact that exports
and imports are reported, respectively, in FOB @Helprices.

The measure of distance is sourced from the CEPUDBst dataset (Mayer and Zignago,
2011). As we consider EU as a single country, weutate distance between EU and partners
as a weighted average of single Members’ distanusisg relative population as weights.

Data on exporters’ and importers’ GDP are obtaifesin World Bank’s World
Development Indicators.

Pair-specific time-invariant variables are extrdcteom the CEPII's Gravity dataset (Head
et al.,, 2010; Head and Mayer, 2013). Standard grawdriables considered ammmon

language, which takes value 1 when a language is spokeat bgast 9% of the population in
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both countriescommon border, a dummy for contiguous countriesplonial ties, a dummy
which takes value 1 for countries ever in colomeationship; andcommon currency. These
variables have been aggregated for European Unmoustries, using relative population as
weights.

The variables of interest are those measuring theepce and depth of preferential trade
agreements between country pairs. To build ouripsowe took advantage of two sources of
data. Dummy variables for different types of preferal trade agreements are built according to
WTO data on reported agreements. These data alote distinguish whether two countries
have signed an agreement, the year in which ireatato force, and the type of the agreement.
Thus, beyond introducing a dummy variable for thogentry-pairs involved in a preferential
trade agreement, we distinguish them in partiapscagreements, free trade agreements and
customs unions.

However, specific characteristics of a preferertiatie agreement, regardless of the type,
may be crucial in determining increases in tradsv$l between countries. For that reason,
taking advantage of the dataset created by Kohl.g2013) that expands the one created by
Orefice and Rocha (2014) we measure agreementsh dep a function of the number of
provisions included, distinguishing between thosectv fall under the current mandate of the
WTO, calledplus, and those regarding aspects outside the currantdate of the WTO, called
extra. The first three variables built measure the cagerof the agreement as the ratio between

the number of provisions included and the maximwmlmer of provisions, i.e. 13 f@tus and

4 for extra provisions. We measure in particular the coverafgalus provisions,covplus,, of

extra provisions, covextra,, and we add a general coverage indtsi,, which does not

distinguish between the two types of provisions.

Moreover, the database on trade agreements inciofdesation about legal enforceability.
Provisions are considered as legally enforcealdeording to Horn et al. (2010), if at least
some of the obligations specified are clearly defireffectively binding the Member countries.

Thus, we include additional measures of agreemelagsth considering the number of legally

enforceable provisions as a share of the maximumbeu ofplus provisions govplus,) and of

extra provisions €ovextra,). We include also a general depth meastak, the ratio between

legally enforceable provisions and the maximum nemtithout distinguishing the type.
Finally, as the participation to PTAs can genetatde diversion effects, we include, with a
procedure similar to Magee (2003), a trade diversimdex, which reports the number of

agreements the two countries in the pair considea®d signed with third countries.
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3.2 Results

The empirical analysis of international trade flowgng the gravity equation is very broad,
however we lack a well-defined consensus on thedmsBnation methodology for this model,
and the debate is still open. Therefore, it is ingott to clarify the choice of the estimation
technique to better understand the results obtained

In this paper we estimate the coefficients of eguai(l)* using the Poisson pseudo
maximum likelihood estimator originally suggestgd3antos Silva and Tenreyro (2006). Given
the logarithmic transformation utilized in equatid), this estimation method allows to produce
estimates that are consistent even in presencetefdschedasticity in the error term and allows
for the presence of many zeros in the dependergblar(in the data utilized it is quite common
to find many country pairs that do not trade ameagh other). Moreover, various simulation
analysis show the good properties of this estimggee Head and Mayer (2013); Egger and
Staub (2015)).

Table 1 reports results from estimating the gragiyation on our sample of 148 countries,
using alternative measures of PTAs. The estimatedficients of controls show the expected
sign, consistently with the literature on gravityodels and regardless of the specification
adopted. In particular, distance, a common proxytfansportation and trade costs, affects
negatively and significantly trade flows. Moreoveconomic mass of the exporter and the
importer are confirmed as important determinantsexjbort values: large countries tend to
export more and exports are higher the larger énmer country.

Sharing a language can facilitate trade among cieshtand we obtain, in our estimation, a
positive effect, even if the estimated coefficienhot significantly different from zero in some
specifications of the model. Moreover, countrieshvda common border, as robustly found in
the literature, exhibit larger trade flows, withpasitive estimated coefficient for the index
variable for contiguity. Two other standard grawgriables, measuring respectively colonial

ties and common currency, return to be not siganifity different from zero in our sample.

* We estimate a less general version than eq (1), separate exporter, importer and time dummies. Th
omission of country pair effects is due to the fdmir inclusion wipes out the effect of our RTA
variables. Given the short time dimension of thegbatime variability of our RTA variables is very
small.
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Table 1: FTAs and trade flows

(1) (2) (3) (1) () (6) (7) (8)

Free Trade Agreement 0.48%%% [ .46%**
[0.080] [0.081]
Customs Union 0.16
[0.162)
[0.095]
covplus_e 0.55%%*
[0.108]

covplus_c

0.53***
[0.105]

covextra_c

0.67***

[0.128]

covextra_e

tai_c ().55%%*
(0.104]
0.65%*F*
[0.123]
Trade Diversion -0.00 -0.00 -0.00 -0.01 -0.01* -0.01* -0.01 -0.01
0.004 [0.004 [0.004 [0.004] [0.004] [0.004] [0.004]  [0.004]
SQUTEERE () TR () TRERE () TTERE () TR¥RE () TTEEE () 77EEF () T7EHF

[0.054] [0.055] [0.056] [0.057] [0.056] [0.057] [0.056]  [0.057]

tai_e

Distance

GDP exporter 0.49%%*  Q49%FF . 49%FF 408 Q. 50%FF  (.50FFF (.49%FF (.49
0.045]  [0.045] [0.043] [0.044] [0.043] [0.043] [0.043]  [0.043]
GDP importer 0.62%¥*  0.62%F  0.63*¥*F  (0.63%FF  0.64FFF  (0.63FFF (0.63%FF .63+
[0.053) [0.053] [0.051] [0.052] [0.052] [0.052) [0.051] [0.052]
Common Language 0.11 0.11 0.17 0.19* 0.20* 0.19* 0.18% 0.19*
[0.095) [0.093] [0.106] [0.108] [0.106] [0.106) [0.106] [0.107]
Common Border 0.36%%F  0.36%FF  Q.44%FF (. 42FFF 04FFRE Q44FFF 042%FF () 42%FF
0.122] [0.122] [0.130]  [0.131]  [0.135]  [0.135]  [0.132]  [0.133]
Colonial ties -0.18 -0.18 -0.15 -0.10 -0.11 -0.11 -(.12 -0.09
0.235] [0.231 [0.245] [0.247] [0.251] [0.248]  [0.245]  [0.246]
Common Currency -0.33 -0.33 -0.34 -0.33 -0.32 -0.33 -.32 -0.32
0.379)  [0.381] [0.381] [0.377] [0.380]  [0.374]  [0.380]  [0.376]
Constant -2.33%¥6F 9 5%E* g ogk* D 30FFF 2 21%F  _298%F D IO7TFF D J rEE

(0.863] [0.867) [0.876] [0.878]  [0.889]  [0.886]  [0.883]  [0.883]

Observations 146,680 146,680 146.680 146,680 146,680 146,680 146,680 146,680
R-squared 0.928 0.928 0.923 0.923 0.925 0.925 0.924 0.924
Poisson pseudo maximum likelihood estimator. Robust standard errors in brackets
¥ p<0.01, ¥ p<0.05, * p<0.1
Free Trade Agreement: = 1 if countries have signed at least a FTA; Customs Union:= 1 if countries in a CU; covplus_c:
= number of plus provisions/13: covplus_e: number of legally enforceable plus provisions/13: covertra_e: number of
ertra provisions/4; covertra_e: number of legally enforceable ertra provisions; fai_c: 0.5 x (covplus_c + covextra_c);

tai_e: 0.5 % (covplus_e 4+ covextra_e)

The eight specifications reported in Table 1 cqroesl to different measures of PTAs and
depth of PTAs based on WTO and Kohl et al. (20E8adin equation 1 we include a dummy
variable taking value 1 for countries who have sija free trade agreement or a stronger type
of preferential agreement. The estimated coefftaepositive and highly significant, implying
that pairs of countries included in a trade agredgrend to exchange more goods than countries

without any specific pact. In column (2) we incluale additional control for the presence of a
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customs union, as a unrefined measure of deptheofagreements. The dumrfiyee Trade
Agreement takes value 1 if countries have signed at leadt®f, while the variableCustoms
Union takes value 1 if countries are part of a customsru While the estimated effect of
participation in a FTA is still positive and sigicéint, and with almost the same magnitude as in
specification (1), the estimated effect of partidipn in a customs union is again positive but
not statistically different from zero; thus, wedimo additional significant effects of signing a
stronger agreement. However, our depth measurearsds fbased only on the type of the
agreement as reported to WTO by Member countriestder to measure coverage and depth of
the agreement more precisely, we consider the nuaflgrovisions included.

In columns (3), (4) and (5) we include our threexps for coverage, considering
respectivelyplus, extra and all provisions. These variables measure tfeetedf an additional
provision included in the agreement; in all cades éstimated coefficients are positive and
highly significant, implying a strong relationshijgtween the coverage of the agreement and
trade flows among participants. The effect is sinwhen considering provisions outside the
current mandate of WTO.

Finally, we restrict to legally enforceable prowiss to build a more refined measure of
agreements’ depth. In columns (6), (7) and (8) egort positive and significant estimated
coefficients when considering, respectivelyys, extra and all provisions. These results confirm
that countries with deeper agreements tend to éxpore. It is also important to note that the
magnitude of the estimated coefficients is largempared to the specifications including
simpler measures of coverage that do not consetgal lenforceability. So the inclusion of
stipulations that are binding for signatory cowegriresults to be relevant, and the effect is
stronger for those provisions under the mandawbO.

In all the equations reported in Table 1, we atsrude a measure of trade diversion, which
considers the number of agreements in force betweeigountries in the pair considered and
third parties. The estimated coefficient is neggtiut slightly significant only in two of the
eight specifications.

The extensive empirical literature on gravity madiehs shown quite large heterogeneity of
results across studies and it has been shownhigzaintay be sensitive to the sample used or the
time-span considered. While we are constrainetiénperiod of time considered by the choice
of including EU as a single country, we test robast of our results considering different
samples.

First, we investigate whether the impact of trageeaments differs when partner countries

are both developed or the agreement is betweenehoged and a developing country.
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Table 2: Impact of trade agreements with developed and developing countries

North-North North-South
(1) (2) (5) (6)
tai_c (.49%** 0.67*F**
[0.121] [0.135]
tai_e (0.50%** 0.69%**
[0.142] [0.175
Trade diversion -0.00 -0.00 -0.01 -0.01
[0.004] [0.004] [0.008] [0.008]
Distance -0.80%FF L. 79FF* | (0.96%FF  -(.96%*F*

0.088]  [0.089] | [0.068]  [0.068]
GDP exporter  0.43%**  (.43%** | 0.61***  (.60***
0.062] [0.063] | [0.118]  [0.118]
GDP importer — 0.57%%%  (.57*** | 0.49%%* (. 48%**
0.060] [0.060] | [0.142]  [0.142]

Language 0.11 0.11 0.29%*  (.31%**
0.169] [0.167] | [0.115]  [0.119]
Contiguity 0.56%*F%  (0.56%*F*F | 0.62%¥**  (.61***
[0.171]  [0.169] [0.163] [0.169]
Colonial ties -0.52 -0.49 1.21%%% 1 24%**
(0.329]  [0.330] [0.210] [0.215]
Currency -1.09F**  _1.08%** 0.09 0.05
(0.380]  [0.379] [0.189] [0.189]
Constant 1.22 1.20 -0.36 -0.14

(0.968] [0.970] | [1.623]  [1.626]

Observations 28,616 28,616 36,744 36,744
R-squared 0.953 0.953 0.959 0.958
Robust standard errors in brackets
FEE p<0.01, ** p<0.05, * p<0.1

In the first two column of Table 2, we report tresults of the estimation of our model
restricting the sample to high and medium-high imeaountries, according to the World Bank

definition, both as exporters and importers. lruomh (1) we include the index of coverage of

the agreementt&i.), while in column (2) we consider only legally enfeable provisions to

proxy the depth of the agreemertgi(). The estimated coefficients are both positive and

significant, but smaller in magnitude comparedhiuse obtained on the full sample.

Finally, in the last two columns of Table 2, we siler North-South trade only. In
particular, we restrict our sample to high and medhigh income exporters and to low and
medium-low income importers. The estimated impdidtarle agreements’ coverage and depth

is even larger in these specifications. Trade ages¢s between developed exporters and

10
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developing importers are associated with largeroggpfrom high income countries to low

income ones.

3.3 Robustness checks

To check robustness of our results, we reestimaentain specifications of the model
including EU Members as individual countries.
Table 3 report results of the estimation of the etabnsidering the full sample, the North-

North sample and the North-South one.

Table 3: FTAs and trade flows: Individual EU Members

Full sample North-North North-South
(1) (2) 3) (4) () (6)
tai_c 0.59%*** 0.60%*** 0.53***
[0.090] [0.102] [0.113]
tai e 0.62*** 0.62%** 0.56**
[0.092] [0.103] [0.115]
Trade diversion -0.00 -0.00 -0.00 -0.00 -0.00 -0.00
[0.003] [0.003] [0.003] [0.003] [0.004] [0.004]
Distance S0.75%FFx Q. TRFR Q.73 (.73 (. T4 (. 73R

(0.040]  [0.040]  [0.055]  [0.056]  [0.060]  [0.061]
GDP exporter o 0.48%FF  (48FFF Q440K 0440 05EFF (.56%F
0.038]  [0.038]  [0.044]  [0.044]  [0.037]  [0.037]
GDP importer ~ 0.61%F%  0.61%%F (5700 Q570 (58FRF (5
0.045]  [0.045]  [0.044]  [0.044]  [0.046]  [0.046]

Language 0.19%* 0.19%* 0.20** 0.217%* 0.17* 0.17*
0.081]  [0.081]  [0.095]  [0.095]  [0.097]  [0.097]
Contiguity 0.40%*F  0.40%FF  0.47%FF% 0476 (0.49%0F*  (.49%F*
0.079]  [0.080]  [0.081]  [0.081]  [0.082]  [0.082]
Colonial ties 0.19* 0.20* 0.06 0.06 0.02 0.02
(0.115]  [0.115]  [0.123]  [0.123]  [0.128]  [0.127]
Currency -0.03 -0.04 -0.02 -0.03 0.04 0.04
0.083]  [0.083]  [0.089]  [0.089]  [0.096]  [0.096]
Constant -2.39%KK L ok 0.36 0.37 0.02 -0.02
0.805]  [0.807]  [0.695]  [0.696]  [0.757]  [0.762]
Observations 207,528 207,528 56,936 56,936 62,488 62,488
R-squared 0.898 0.898 0.922 0.922 0.919 0.919

Robust standard errors in brackets
R p<0.01, ** p<0.05, * p<0.1
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In columns (1) and (2) we report estimation resoitghe full sample. The estimated impact
of gravity controls is very similar to the one ab&d considering EU as a single country. The
only relevant difference is that colonial ties masv a positive and significant effect on trade
flows.

Analogously, the effect of trade integration, cdesing the depth of the agreements, has a
positive and significant effect on trade flows, particular when considering enforceable
provisions. The estimation coefficients are similam magnitude, to the one obtained
considering the EU as a single country.

Columns (3) and (4) of Table 3 we restrict the dante North-North country pairs,
considering medium-high and high-income countrigth las a exporters and importers.

Compared to columns (1) and (2) of Table 2, theatfbf trade agreements is stronger.
Considering EU Members countries individually ingglithat the European Community is
included among the agreements and this inflatesgtimated coefficient.

Finally, columns (5) and (6) of Table 3 reports tesults obtained considering high and
medium-high income exporters and low and medium-logome importers. Compared to the
results reported in Table 2, the effect of FTAgithels lower.

Another major issue in the estimation of the effegicpreferential trade agreement on trade
flows is the potential endogeneity of agreementsiminership. This could be approached using
instrumental variables estimator, but no good umsants for PTA variables are available.
However, the type of gravity equation specificatwa adopt and our sample characteristics
allow us to avoid this problem. On one hand, thh get of country and time fixed effects most
probably control for endogeneity bias [5]. On thtbes hand, between 2004 and 2011 only a
small amount of new preferential trade agreemeiats signed. The decision to form the PTA
was taken before we observe trade data. As a mdmsstcheck we eliminate from sample all
agreements signed after 2004. Results are veryasimi magnitude to the ones reported in

Table 1, suggesting that in our sample PTA enddgeisenot a main problem

4. Conclusion

The robust result obtained across all estimatiothaus is that the estimated coefficient of
the RTA variable is always positive and statisticalgnificant, implying unambiguously that a
significant increase in trade is expected to follawpositive conclusion of the negotiation.
Furthermore, the impact of the agreement incresigméficantly as the depth and the scope of

the agreement grows. The results also show thed thkea small but significant trade diversion

® Results available upon request
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effect, meaning that the agreement between EUlendE could produce a small reduction in
trade with other areas. But given the much smalbefficient of the TD variable compared to
the trade creation effect of the RTA variable, ¢éxpected net effect on trade remains strongly
positive.

The TTIP bringing with it a higher complexity, bbecause of this it might also set the

standards for future agreements between other gesiaind for multilateral negotiations.
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Sommario

In questo lavoro stimiamo gli effetti sul commeraiternazionale del Transatlantic Trade and
Investment Partnership utilizzando un modello demnale. Nella specificazione vengono
introdotte ipotesi collegate alle specificita diegto accordo. | risultati, in linea con la
letteratura, prevedono un chiaro aumento del comime&stero come conseguenza della firma
dell'accordo. Inoltre, i risultati mostrano cheffetto sul commercio internazionale e’ tanto
pil grande quanto piu esteso e profondo sara teocoito dell’accordo. Sebbene I'effetto netto
totale sul commercio e’ positivo, i risultati masto anche la presenza di una diversione del

commercio internazionale.

Abstract

In this paper we estimate the trade effects of Thmansatlantic Trade and Investment
Partnership by means of a gravity model. Even ikinga some assumptions related to the
specificity of this trade agreement, our resuls iar line with the existing studies, implying
unambiguously that a significant increase in triadexpected to follow a positive conclusion of
the negotiation. Furthermore, the impact of theeagrent increases significantly as the depth
and the scope of the agreement grows. The redsitshow that there is a small but significant
trade diversion effect, meaning that the agreerbetween EU and the US could produce a
small reduction in trade with other areas. But githe much smaller coefficient of trade
diversion compared to the trade creation effect, ¢kpected net effect on trade remains

strongly positive.
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