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Abstrakt
Multilaterální obchodní vyjednávání v rámci Světové obchodní organizace se
zastavila, nicméně existuje řada obchodních dohod, které jsou v současné době
vyjednávány na bilaterální či multinárodní úrovni. Tato diplomová práce se zabývá
dvěma důležitými obchodními iniciativami, Trans-pacifickým partnerstvím mezi
Spojenými státy a jedenácti zeměmi Pacifiku a Transatlantickým obchodním a
investičním partnerstvím, které zahrnuje Spojené státy a Evropskou unii. Diplomová
práce je komparativní analýzou, která porovnává možné ekonomické i geopolitické
dopady těchto dohod na Spojené státy. Základním geopolitickým aspektem je snaha
Spojených států nastavit pravidla pro obchod ve 21. století, dříve než tak učiní Čína. Pro
určení možných ekonomických dopadů využívá diplomová práce koncept vnitroodvětvového obchodu, na jehož základě porovnává možné ekonomické dopady pro
Spojené státy, zejména z hlediska produktivity a transakčních nákladů na pracovním trhu.
Obě tyto vyjednávané smlouvy mají řadu kritiků a jejich budoucnost je tedy značně
nejistá. Tezí této práce je, že z ekonomických i geopolitických aspektů je Transatlantické
obchodní a investiční partnerství pro Spojené státy výhodnější a strategičtější.

Abstract
Multilateral trade negotiations within the World Trade Organization have reached a
stalemate but there are new trade agreements being currently negotiated, either on
bilateral or multinational basis. This thesis deals with two current major trade initiatives,
the Trans-Pacific Partnership between the United States and eleven Pacific countries and
the Transatlantic Trade and Investment Partnership which includes the United States and

the European Union. The thesis uses a comparative analysis to assess economic as well
as geopolitical implications of the two trade agreements for the United States. The most
apparent geopolitical aspect is the effort of the United States to write the rules of trade for
the 21st century before China does so. In regards to economic implications, the thesis
works with a concept of intra-industry trade and based on it assesses the possible
economic effects on the United States economy, especially in regards to productivity and
transactional costs on labor market. Both of the agreements have many critics and their
future is not clear. This thesis argues that in certain economic and geopolitical aspects,
the Transatlantic Trade and Investment Partnership is more beneficial and strategic for
the United States.
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Acronyms
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Asia Investment and Infrastructure Bank
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Association of South East Asian Nations
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European Union
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Gross Domestic Product
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North American Free Trade Agreement
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North Atlantic Treaty Organization
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Regional Comprehensive Economic Partnership
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Small and Medium Enterprise

SOE

State-Owned Enterprise

TiSA

Trade in Services Agreement

TPA

Trade Promotion Authority

TPP

Trans-Pacific Partnership

TRIPS

Trade-Related Aspects of Intellectual Property Rights

TTIP

Transatlantic Trade and Investment Partnership

UN

United Nations

U.S.

United States

WTO

World Trade Organization
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Introduction
Since the 1990s, especially in the last decade, international trade has been
characterized by a surge in negotiations for both multinational and bilateral trade treaties
liberalizing the flow of goods, services and capital between the parties. Since its inception,
efforts for liberalization of international trade were initiated on a World Trade
Organization platform whose goal was to promote multilateral agreements and to
implement them on a global basis. These initiatives reached a stalemate during Doha
round of negotiations. However, this did not prevent individual countries from pursuing
free trade agreements.
Of many agreements recently signed and others still in the negotiation process,
the spotlight is directed to two of them due to their economic and strategic magnitude.
These two trade agreements are the Trans-Pacific Partnership (TPP) and the Transatlantic
Trade and Investment Partnership (TTIP) and their common denominator is
the participation of the United States in both of them. The Trans-Pacific Partnership
includes twelve countries from both North and South America and Southeast Asia.
The Transatlantic Trade and Investment Partnership is being negotiated between
the United States and the European Union.
Both of these agreements are very ambitious in their scope and goals compared to
standard trade deals and both are meant to determine the trends of future trade
liberalization. Even though, in general, the primary goal of trade agreements is to bring
about economic gains and benefits, the geopolitical dimension goes hand in hand and in
certain aspects, it is more important than economic outcomes. This diploma thesis will
analyze the differences between the two agreements in terms of economic as well as
the geopolitical implications. The hypothesis of this diploma thesis is that TTIP is, in
certain economic and geopolitical aspects, more beneficial and strategic for the United
States than TPP and in the event the TPP is not ratified, it should not result in
an immediate refusal of TTIP as well.
The first chapter deals with U.S. trade policies, their foundations as well as interests
and goals that have been pursued by multiple U.S. administrations. It includes a brief
overview of how the trade policies evolved in the last decades but the primary focus is on
the Obama administration trade goals.
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Next chapter presents theoretical economic models and approaches to free trade areas
and their effects on firms, their productivity and partially on labor market and wages. It
is based on concepts of heterogeneous firms model and intra-industry trade to explain
changes in productivity and transactional costs for displaced workers.
The third chapter examines the differences in the geopolitical implications for the
United States between TPP and TTIP. It analyzes how the outcome can influence relations
with key geopolitical powers such as China and Russia, if it can help to unblock
multilateral trade liberalization negotiations and how it can shape trade rules in the future.
After geopolitical implications, potential economic outcomes will be analyzed through
a comparison of current trade flows of goods and services between countries within TPP
and TTIP in order to compare the influence of trade liberalization on the U.S. economy.
Methodology and Literature
The thesis is a comparative analysis of economic and geopolitical implications of two
trade agreements. From primary sources, a final text of the TPP agreement was used. It
was more challenging in case of TTIP, which, as of May 2016, is still being negotiated
and no official text has been agreed upon at the moment. The analysis was built on
the assumption that the trade deal will be concluded according to known negotiation
positions and statements of both parties.
The chapters on economic aspect used concepts of heterogeneous firms trade and intraindustry trade. For the first concept, academic articles from Harvard professor Marc
Melitz are the most vital sources. As for possible economic implications of both trade
deals, various reports and impact assessments were leveraged. A majority of American
authors focus on TPP due to the fact that TPP awaits ratification and is in more advanced
phase of implementation than TTIP. Therefore, studies from the EU institutions or thinktanks were also used for TTIP. An important source for economic implications of TPP
was a study by Peter Petri and Michael Plummer from the Peterson Institute of
International Economics.
For assessing intra-industry trade within TPP and TTIP countries, a method of GrubelLloyd indexes was used. Comtrade, a UN database, through International Trade Center
served as a source of trade data for the calculations.
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In terms of structure of the thesis, first two chapters provide a theoretical base for
chapters three and four which build on them during the comparative analysis of
geopolitical and economic implications for the United States.
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1.

U.S. Trade Policy
This chapter describes basic principles of U.S. trade policy. It provides an overview of

institutions that are involved in the creation process of trade policies as well as the actors
who actively shape them. It also presents the goals of the current Obama administration,
especially the ambitious trade agreements, the Trans-Pacific Partnership and
the Transatlantic Trade and Investment Partnership.
In the past decades, in the era of a Washington consensus1, the United States has been
one of the most vocal proponents of free trade even if internal opposition was at times
quite strong. However, this was not always typical of the United States. Throughout
the 19th century, U.S. foreign policy was dominated by isolationism and high tariffs to
protect its developing industry.
In the 20th century, especially after World War II, a dramatic change occurred in U.S.
trade policy. The United States came from the war as an undisputable winner with almost
no harm to its soil and its industry. This was a very important determinant in the change
of the policy from isolationism to active trade promotion and penetration in foreign
markets.
U.S. industry supplied European markets because the war left the industry in Europe
in ruins. The share of exports on U.S. GDP rose during the second part of the 20th century.
In 1970 export accounted for 5.5% and it increased to 14% of the U.S. GDP in 2013.2
However, the number is still very low in comparison with other developed economies.
The main reason for this lower share is a large domestic market and strong domestic
demand.3

John Williamson, “A Short History of the Washington Conference,” Institute for International
Economics, 2004, p. 2, https://piie.com/publications/papers/williamson0904-2.pdf (accessed March 3,
2016).
2
“International Trade,” OECD, 2016, https://data.oecd.org/trade/trade-in-goods-and-services.htm
(accessed April 15, 2016).
3
“Exports of Goods and Services,” The World Bank, 2013, http://data.worldbank.org/indicator
/NE.EXP.GNFS.ZS (accessed February 11, 2016).
1
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1.1. U.S. Trade Policy Goals
The United States has advocated for free markets and free trade through removal
or decrease of quantitative obstacles to trade, such as tariffs and quotas. This system
includes the international organizations such as International Monetary Fund or World
Bank who also see liberalized trade and free markets as the recommended and preferred
economic policy.
The United States has a proven record of supporting multilateral trade liberalization
negotiations which are within the framework of the World Trade Organization (WTO)
since its founding in the 1990’s. The World Trade Organization provides a platform for
its members to decrease tariffs and limit the barriers to trade. The last multilateral trade
liberalization initiative, the Doha Development Round was launched in 2001. However,
these multilateral negotiations reached a stalemate and eventually they were ended.4
Given the slowdown of the multilateral efforts, a majority of countries tend to negotiate
more flexible bilateral agreements. The United States follows this trend as well, although
they still acknowledge the importance of multilateral trade liberalization within WTO
member countries. U.S. political representatives highlighted the significance of free trade
and trade agreements as a means for succeeding in global competition. It is stated in
the 2015 Trade Agenda published by the Office of the United States Trade Representative
that “trade policy done right – through proactive enforcement of existing agreements and
the negotiation of new, high standard agreements – is among the nation’s best tools to
address the challenges of globalization and technological change and promote American
interests and values.“5
The United States has been a strong supporter of multilateral liberalization of the trade
and has largely benefited from it, especially after the World War II. However, since
the economic crisis in 2008 followed by recession, public support for trade liberalization
and globalization in general has declined.
Not only does the United States government see free trade agreements in terms of
economic figures and boost for growth and job creation but also as a significant
Editorial, “Global Trade After the Failure of the Doha Round,” The New York Times,
http://www.nytimes.com/2016/01/01/opinion/global-trade-after-the-failure-of-the-doha-round.html
(accessed March 4, 2016).
5
Office of the United States Trade Representative, “The President´s Trade Agenda,” 2015, p. 1,
https://ustr.gov/sites/default/files/2015-Presidents-Trade-Agenda_2.pdf (accessed March 2, 2016).
4
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geopolitical tool which falls under foreign policy agenda. The strategic focus is divided
into three strategic objectives of the trade agenda, “strengthening U.S. partners and allies,
establishing and enforcing rules of the road, and spurring broad-based, inclusive
development.“6
In many ways the United States follows their goals via World Trade Organization
which represents a forum for many of the international trade issues. The majority of
nations, including Russia and China, are members of WTO, which includes special
councils on different topics, such as intellectual property rights or trade in services.
In the current trade policy, there are two main ongoing initiatives, the Trans-Pacific
Partnership between the United States and eleven other Pacific countries, and
the Transatlantic Trade and Investment Partnership, being negotiated with the European
Union. The latter free trade agreement is still in intensive negotiations while the TPP
negotiations have been successfully concluded and now must be approved by each
signatory country.
Trade policy goals are not limited to TTIP and TPP only. In 2011, Barack Obama
signed three new free trade agreements with Colombia, South Korea and Panama.
Executing these agreements meant the most significant trade liberalization in the United
States since the North American Free Trade Agreement (NAFTA) came into force.7
These three agreements were concluded during the George W. Bush administration
but political will to approve them was lacking. Nevertheless, in 2011 they passed through
Congress with bipartisan support. Especially, the free trade agreement with South Korea,
15th world largest economy, was expected to generate significant boost in exports and
create new jobs.8
Barack Obama and his administration have been very ambitious in their trade policy
goals. In 2010, Obama set a goal to double the U.S. exports by 2015 which was supposed

Michael Punke, “Statement by U.S. Ambassador Michael Punke at the 12 th WTO Trade Policy
Review of the United States of America,” December 14, 2014, https://ustr.gov/about-us/policyoffices/press-office/speeches/2014/December/Statement-by-U.S.-Ambassador-Punke-at-WTO-TradePolicy-Review-USA (accessed March 2, 2016).
7
Zachary A. Goldfarg and Lori Montgomery, “Obama gets win as Congress passes free-trade
agreements,” The Washington Post, October 12, 2011, https://www.washingtonpost.com/business
/economy/obama-gets-win-as-congress-passes-free-trade-agreements/2011/10/12/gIQAGHeFgL
_story.html (accessed November 8, 2015).
8
Ibid.
6
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to lead to creation of additional two million jobs.9 This ambitious goal was not reached
as the U.S. exports rose only by 52% in five years, about half of the goal.10 However,
the export flows have many determinants and can be influenced by multiple variables.
American trade policy follows many different goals and aims. Protection of intellectual
property rights is among its primary goals in relation with developing countries.
The United States belongs to countries with one of the highest number of patents in
the world and they are often infringed upon.
The multilateral agreement within WTO that assures protection of intellectual property
rights is the Agreement on Trade-Related Aspects of Intellectual Property Rights
(TRIPS). There is also a WTO council which monitors implementation of this agreement.
The protection of intellectual property rights played a significant role in pursuing
the Trans-Pacific Partnership since the level of protection of these rights is lower in South
Asian countries.

1.2. Party Support
It is vital to take a deeper look at the support of the free trade within the two main
political parties in the U.S. Since there will be presidential elections in the U.S. in
November 2016, the focus and strategy of trade policies might change considerably with
the new President.
On trade questions, Barack Obama has had to rely on the support of Republican
representatives and senators who have, historically, always been bigger proponents of
liberalized trade. Many Democrats point out to the adverse effects of the enhanced
international competition. Their biggest fear is a further decline in manufacturing jobs
and lowering of U.S. labor and environmental standards.11
When investigating public opinions on trade and particular free trade areas, it is
apparent that public stand can be different from that of U.S. legislatures. According to
Pew Research Center survey from 2014, more Democrats than Republicans are convinced

Helene Cooper, “Obama Sets Ambitious Export Goals,” The New York Times, January 28, 2010,
http://www.nytimes.com/2010/01/29/business/29trade.html?_r=1 (accessed November 13, 2015).
10
William Mauldin, “President Barack Obama’s Five-Year Trade Goal? The U.S. Isn’t Even Close,”
The Wall Street Journal, January 20, 2015, http://blogs.wsj.com/economics/2015/01/20/president-barackobamas-five-year-trade-goal-the-u-s-isnt-even-close/ (Accessed January 6, 2016).
11
James McBride, “The Future of U.S. Trade Policy,” Council on Foreign Relations, October 5,
2015, http://www.cfr.org/trade/future-U.S.-trade-policy/p36422 (accessed November 11, 2015).
9
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that trade is generally good. More Democrats also support the two ongoing free trade
initiatives – TPP and TTIP.
From chart 1 it is clear that there is a disparity between the opinion that trade is good
and that trade creates jobs and increases wages. More than two thirds of people believed
trade was good while only around one fifth believed it helped to create new jobs and
increase wages. Democrats were more skeptical than Republicans regarding increase in
jobs and wages.
Chart 1: U.S. Public Views on Trade

Source: Pew Research Center, “U.S. Views on Trade,” based on Spring 2014 Global
Attitudes Survey.
Even though the TPP trade deal has been successfully concluded, the ratification
process in the U.S. congress will probably not happen before the presidential elections in
November 2016. This makes TPP one of the topics that presidential candidates need to
address. So far, the main presidential candidates have been skeptical towards TPP
including Hillary Clinton who opposes the deal even though she was a supporter when
she was the Secretary of State. Republican candidate Donald Trump is strongly against
TPP.12

Janet Hook and Laura Meckler, “Trans-Pacific Partnership Trade Deal Throws Presidential
Candidates a Curveball,” The Wall Street Journal, October 6, 2015, http://www.wsj.com/articles/tradedeal-throws-presidential-candidates-a-curveball-1444174712 (accessed December 12, 2015).
12
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1.3. Trade Adjustment Programs
Even if the free trade agreements lead to overall economic benefits, they also have
some victims who are negatively affected. Usually, in the case of the U.S., manufacturing
jobs are vulnerable to the enhanced international competition. U.S. Trade policymakers
are aware that there are not only winners when trade is liberalized so there are particular
mechanisms to decrease these negative externalities.
The most significant program that was put in place in 1962 for displaced workers is
the Trade Adjustment Assistance. Introduction of this program was connected to
a significant increase of multilateral trade liberalization. It is divided into four categories:
Assistance for Workers, Firms, Farmers, and Communities.13
Trade Adjustment Assistance provides benefits such as subsidized health care
insurance, relocation assistance or extended unemployment benefits to workers who lost
their jobs because of the globalization and production shifts overseas.14 The program was
renewed in 2015 until 2021. The costs of this program are estimated at 1.8 billion through
2020.15
In addition to the Trade Adjustment Assistance, there are other tools that have
the potential to mitigate some of the adverse effects of globalization and free trade such as
wage insurance. Wage insurance is a tool proposed by the current Obama administration
which would help workers in case they blamelessly lose a job and find a new one with
less pay. In this case, the government would pay a half of the salary difference (up to
50 000 USD) for two years. Yet this proposal remains theoretical given the majority that
Republican party has in Congress.16

1.4. U.S. Trade Institutions
The power to determine trade policy direction is distributed between the U.S. Congress
and the President. The Congress is explicitly granted power to “regulate Commerce with

13
Nick Timiraos, “5 Questions on Trade Adjustment Assistance,” The Wall Street Journal, June 15,
2015, http://blogs.wsj.com/briefly/2015/06/15/5-questions-on-trade-adjustment-assistance/ (accessed
January 6, 2016).
14
Ibid.
15
Ibid.
16
Editorial, “Creative Compensation,” The Economist, January 23, 2016,
http://www.economist.com/news/united-states/21688921-insuring-workers-against-lower-wages-onelefts-better-ideas-creative-compensation (accessed January 30, 2016).
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foreign nations” by the Constitution. However, it is the President who has “the power to
make Treaties.”17
In reality, it is the President and his administration who negotiate trade treaties with
foreign countries and the Congress either ratifies these treaties or refuses to do so.
This division of powers is stipulated by the Trade Promotion Authority (TPA).
TPA which is often referred to as “fast track” is a tool that enables only yes or no vote
by the Congress on international trade treaties negotiated by president and his
administration. Therefore, Congress is not allowed to make any amendments to these
treaties. In effect, this tool is essential in order to successfully negotiate and then ratify
international free trade agreements. Without this authority, the negotiation position and
credibility of the United States during negotiations would be dubious since the partner
countries could not be sure that no additional amendments will be proposed.
Authority similar to TPA was introduced in the 1960´s during the so called Kennedy
round of multilateral trade negotiations which led to dramatic tariff decreases in
international trade. The Trade Expansion Act gave the tariff modification authority.
However it was granted only for five years and had to be renewed on regular basis.18
President Obama struggled to convince the Senate to grant him the TPA. Nevertheless,
he received it in June 2015. It was also an important momentum in the TPP negotiations
to successfully conclude them. Obama failed to convince a majority of his fellow
Democrats who mostly voted against the fast track authority. There was an odd coalition
of Democrats who have doubts about the benefits of global trade and globalization and
Republican hardliners who strongly oppose Obama and weren´t willing to grant him any
additional authority and power.19

Robert Z. Lawrence, “Policymakers and Trade Legislation,” Harvard University, 2005, p. 4,
https://www.princeton.edu/~hmilner/Conference_files/Globalization/lawrence.pdf (accessed November 8,
2015).
18
Ian F. Fergusson, “Trade Promotion Authority (TPA) and the Role of Congress in Trade Policy,”
Congressional Research Service, June 15, 2015, p. 4, https://fas.org/sgp/crs/misc/RL33743.pdf (accessed
November 8, 2015).
19
Lexington, “Obama´s agenda in the balance,” The Economist, June 12, 2015, from:
http://www.economist.com/blogs/democracyinamerica/2015/06/politics-trade (accessed January 6, 2016).
17
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1.5. Determinants of Trade Policy
Many determinants play a role when creating the U.S. Trade Policy. Models of
political economy of trade policy are usually based on voting behavior and constituent
attitudes. Public opinions on trade are linked to opinion on globalization.
According to a study by Michael Hoffman from Duke University, trade policy attitudes
are formed based on mix of self-interest, informed speculation, and partisan leaning.20
Robert Lawrence from Harvard University reckons that trade policy demand is
determined by individual preferences and behavior of interest groups while trade policy
supply reflects institutional structure of government and policymakers preferences.21
These theoretical approaches assess the significance of the particular determinants in
trade policy making. As seen in chart 1, the representatives do not necessarily share
the same opinions on trade as their voters which shows that, in the current policy making,
the significance of policymakers preferences or behavior of interests groups outweigh
public opinion.

1.6. Trans-Pacific Partnership
The Trans-Pacific Partnership is a negotiated trade deal between the United States and
11 Pacific countries, Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New
Zealand, Peru, Singapore and Vietnam. The negotiations were started in 2008 and
successfully concluded in October 2015.22
The Trans-Pacific Partnership has been a cornerstone of the U.S. trade policy in recent
years and it caused and still causes heated debates between its supporters and opponents.
Trans-Pacific Partnership includes both developed countries such as the United States,
Japan and Canada as well as developing countries such as Vietnam. It is very significant
for both economic and the geopolitical perspective that TPP does not include the biggest
country in the region, the People´s Republic of China.

20

Michael E.S. Hoffman, “Politico-Economic Determinants of American Trade Policy Attitudes,“
International Trade, EconWPA, December 2004, p. 21, http://econwpa.repec.org/eps/it/papers/0510
/0510017.pdf (accessed December 4, 2015).
21
R. Z. Lawrence, p. 1.
22
Office of the United States Trade Representative, “Trans-Pacific Partnership (TPP),” 2015,
https://ustr.gov/tpp/ (accessed December 4, 2015).
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Obama administration presented this initiative as an effort to level the playing field for
American companies by setting higher labor or environmental standards to all
participating countries.23 Even though the trade deal was successfully negotiated and
concluded, it still needs to be ratified by the U.S. Congress. Congressmen have a right to
study the proposed agreement before it is sent for yes/no vote based on the earlier
mentioned Trade Promotion Authority.
It seems that the ratification process has been stalled due to the upcoming primaries
for presidential elections. All of the front runners in both of the parties voiced their
concerns and opposition to the agreement.

1.7. Transatlantic Trade and Investment Partnership
The second major trade agenda of the Obama administration has been the trade
agreement between the United States and the 28 countries of the European Union which
began in 2013.24 The negotiation are still ongoing, very unlikely to be successfully
negotiated by the end of 2016.
A free trade agreement between these two developed regions did not come out of blue
in 2013 but the first proposals for Transatlantic Free Trade Area were suggested in the
1990´s. Trigger for the official start of the negotiation came mostly from the necessity of
economic boost after the economic crisis. Despite the ambitious initial statements, it
seems that the negotiations have lately lost some of their momentum and are now under
a lot of pressure from various public groups.
The United States and Europe belong to the most developed regions in the world and
they have a long history of close ties. According to U.S. government, TTIP is supposed
to be ”a cutting edge agreement aimed at providing greater compatibility and transparency
in trade and investment regulation, while maintaining high levels of health, safety, and
environmental protection. TTIP presents an extraordinary opportunity to strengthen
the bond between vital strategic and economic partners.”25
The tariffs between the United States and the European Union are very low and
the potential of removing them is not very significant. A substantial boost for trade can
Office of the United States Trade Representative, “Trans-Pacific Partnership (TPP).”
Office of the United States Trade Representative, “Transatlantic Trade and Investment Partnership,”
2015, https://ustr.gov/ttip/ (accessed December 4, 2015).
25
Ibid.
23
24
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be achieved by removing the “behind the borders” tariffs such as different standards and
regulations.26 However, removal of such regulations leads to concerns about decreasing
sanitary or environmental standards.
Both of these current trade agreements have many things in common but at the same
time they differ in certain important aspects. The similarities begin with the focus on
setting ambitious trade rules covering high standards for workers, environment and
protection of intellectual rights. They have both a geopolitical outreach in terms of efforts
to eliminate growing China’s influence on international trade and the world economy as
a whole.
The U.S. administration used the same rhetoric for both trade agreements in regards to
trade rules. It claims that the United States has the opportunity to write rules of trade for
the 21st century before China does so.27 This is a very important aspect of these two
initiatives confirming that both of them are not solely about economics.
Both TPP and TTIP had an issue with their “behind closed doors negotiations.” Many
opponents of the agreements pointed to the transparency issue and lack of scrutiny from
the public.
On the other hand, certain differences can be determined between these cross regional
agreements. Perhaps the most important one is the position of the United States in regards
to partners on the other side of the negotiation table. Within TPP, the United States usually
has higher level of worker and environment protection. Conversely, in case of TTIP,
the European Union is often more demanding in protection of worker rights and
environmental protection. More aspects of the economic as well as strategic and
geopolitical importance and issues are investigated in chapters three and four.
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2. Free Trade Areas Economic Theory
This chapter provides an overview of current economic theory on free trade with
special emphasis on effects of free trade areas on productivity growth within participating
countries. It provides an overview of perceptions on the link between free trade and
productivity.
The chapter also takes a deeper look on the effects of trade liberalization on firms
which are already successfully exporting and on firms which operate locally or export to
countries which are not part of the free trade area.
In addition to productivity, it is important to assess the effects of liberalized trade on
wages and jobs. This chapter will concentrate particularly on the effects if the trade is
more intra- or inter-industry oriented.

2.1. Effects of Free Trade on Productivity
Productivity is a key term for determining the effects of free trade areas. Productivity
can be defined as “a ratio between the output volume and the volume of inputs.” It
measures how efficiently capital and labor are used in producing a given level of output.28
Productivity is a very important economic index which is closely related to standards
of living. According to Paul Krugman, improvement of these standards in a given country
depends heavily on its ability to raise output per worker.29
In the most recent two decades, significant progress has been made in trade theory in
regards to firms productivity. The old theory is represented by the classical Ricardian
trade model and the Heckscher-Ohlin model.30 The Ricardian model of comparative
advantages is based on differences in opportunity costs of production. It means that
the country exports the products in which they have a comparative advantage and are
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more productive while importing commodities where their trading partner has
the comparative advantage.
The Heckscher-Ohlin model bases comparative advantage on cross-country
differences in factors abundance and cross-industry differences in factors intensity.
A very important implication of both the Ricardian model and the Hecksher-Ohlin models
is the inter-industry trade which means that countries exports products of certain
industries and imports products from other industries.31 This simplification does not
reflect intra-industry trade.32 A second simplification in the classical Ricardian model as
well as in the Heckscher-Ohlin is the assumption that firms do not exist at all.
In the 1980´s, economists such as Nobel laureate Paul Krugman started researching
the effect of free trade on individual firms. In Krugman´s model these firms were
homogeneous and all shared the same productivity level.33
In recent economic research a new approach has been developed which takes into
account the heterogeneity of firms in the market and the influence of this heterogeneity
on the changes in productivity in cases of trade liberalization.
Melitz model
Model of heterogeneous firms was developed by Harvard professor Marc Melitz in
2003. This model has three primary assumptions:


Few firms export



Exporting firms are different



Trade liberalization raises industry productivity34
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The first assumption is based on empirical evidence from the U.S. economy where
only a small percentage of firms export. In 2000, only 4% of all companies exported
abroad. For manufacturing companies this number was 18% in 2002.35
The second assumption shows that exporting firms are different from non-exporting
firms because they usually outperform them in higher wages to employees, productivity
and capital intensity.36
According to Melitz, the new theory is the result of a shift in thinking from why nations
trade to why firms trade.37 These theories are often referred to as “theories of
heterogeneous firms in differentiated product markets.”38
The primary conclusion of the models of new theory is that firms are unevenly
influenced by trade liberalization. Low productivity firms exit the market, intermediateproductivity domestic firms contract, and high-productivity exporting firms expand while
the workers are symmetrically affected by trade liberalization.39
Symmetry of effects on workers can be considered as a weak point of the theories. It
is due to the simplification in which the labor market is frictionless and all the workers
receive a common wage. But, in reality, wages can differ based on differences in
workforce composition or search and matching labor market frictions.40
According to Peter Gustafsson and Paul Segerstrom, “trade liberalization induces
the least productive firms to exit and induces more productive nonexporting firms to
become exporters, market share relocations that contribute in a significant way to
productivity growth.41
In a working paper, Professor Melitz provides some empirical findings and other
studies that support the thesis of the model. According to Trefler, Canada-USA Free
Trade Agreement led to 15% increase in labor productivity in U.S. industries which
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experienced the most significant Canadian tariff cuts. This productivity increase was also
accompanied by 12% reduction of employment in the given industries.42
One of the key ways to increase productivity is through innovation and adoption of
new technologies. Therefore, it is important to explore the effects of international trade
on firms’ innovations. Empirical data suggest that exporters are significantly more
inclined to innovate and adopt new technologies than the non-exporters.43
Empirical evidence of increased investment in innovations is provided by Paula
Bustos, according to whom Mercosur trade liberalization between South American
countries generated significant increases in spending on innovations and new
technologies by new exporters and modest increase by existing exporters.44
The example shows that the overall productivity gains can be achieved mainly by new
exporters that need to invest in innovation and new technologies in order to become
competitive and gain a substantial market share.
Trade theory also raises the question if exporting firms are more likely to improve their
productivity and invest in innovation because of the mechanism known as “learning by
exporting.”45 According to this mechanism, firms’ performances and productivity
increases after entering into new markets. The logic lies in the fact that exporters can learn
from foreign competitors or customers to undertake particular investments and improve
their product or service quality. However, it seems that there is not enough empirical
evidence to confirm this phenomenon.46
When estimating the impact of free trade on increased productivity one needs to
assume that trade liberalization has the potential to increase competition by enlarging
the market.47 Removing barriers of trade enables more companies to export their products
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or services to foreign markets which enhances competition. The same principle applies
for local markets.
According to empirical studies, trade liberalization increases average productivity by
raising the minimum threshold for survival which eventually leads to relocation of
resources towards the most productive firms.48 However, the final distribution of
increased productivity depends heavily on market concentration. In case of a market
which is characterized by the monopolistic position of large firms, the gains from
increased productivity go primarily to the big players. It is thus very important which
firms take the new exporting possibilities and which firms experience the largest increase
in competition because of imports.49
In homogeneous firms theory, trade liberalization increases market size, which raises
output per firm. In this situation, firms benefit from economy of scale and the average
cost per unit falls and, thereby, raise real wage and welfare. Contrarily to this approach
the heterogeneous firms theory assumes monopolistic competition and constant marginal
costs. According to Melitz, after the trade liberalization firms in monopolistic position
expand their output by exporting but their productivity is not increasing. Average
productivity rises due to the fact that the least competitive firms exited the market.50

2.2. Effects of Free Trade on Jobs and Income
One of the most important topics of the U.S. public debate about free trade agreements
is their impact on employment. The major opponents fear the loss of jobs shifted to
countries with lower wages. It is clear that not everyone benefits from free trade. In short
term, free trade can be especially harmful for whole industries where the U.S. does not
have the comparative advantage as well as to firms with low productivity which face
enhanced international competition.
One very important aspect of the assessment of potential effects of TPP or TTIP for
the U.S. is to determine whether intra-industry or inter-industry prevails in the trade with
countries involved in these trade agreements. Intra-industry or inter-industry trade have
diverse effects on employment and productivity growth.
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Inter-industry trade means that countries focus on industries where they are more
competitive. Firms in these industries are usually more productive as well as competitive
and export to foreign markets. On the other hand, there are whole industries where
the country mostly imports and the domestic workers are threatened by more competitive
foreign companies when trade is liberalized.
For intra-industry trade it is characteristic that the exchange of goods or services occurs
within the same industry. It means that countries exports and import in the same industries
and do not focus only on specific industries. The magnitude of exports depends especially
on productivity of individual firms. Previous models of heterogeneous firms
demonstrated that intra-industry trade leads to enhanced competition and overall increase
in productivity due to the fact that the least productive firms exit the market.
Liberalization of trade leads to job losses in the least productive firms or whole
industries. It has very negative aspects in the short term in the form of increased
unemployment. In the long term, the job market should return to equilibrium although
accompanied by significant transitional costs such as forgone wages, requalification and
mobility costs.51 Research on intra-industry trade assumes that trade between similar
countries can mitigate the transitional costs.52 This is due to the fact that intra-industry
trade is less disruptive than inter-industry trade because it does not threaten jobs in whole
industries but only in specific firms which are less productive. The transitional costs are
higher when workers need to change field through requalification process or moving to
get a new job.
These short-term negative effects on labor market are very important from the political
perspective. It is an economic goal of every government to ensure low unemployment for
its population. Job losses as well as job gains are heavily debated and under public
scrutiny.
Another important question of trade liberalization is the effect on wages. Current U.S.
administration claims that wages in exporting firms are up to 18% higher on average than
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in non-exporting firms.53 The economic theory of heterogeneous firm reaches the same
result. Exporting firms are usually larger, more productive and pay higher wages. 54
According to research by Mary Amiti of the Federal Reserve Bank of New York and
Donald Davis of Columbia University, the consequences of trade liberalization on wages
depends on firms’ involvement in world markets. If a firm sells primarily in the domestic
market, a decrease in output tariffs reduces wages of the workers while wages for workers
in firms which export increase. The same logic is applicable for declines in input tariffs.
It raises wages at firms that use imported goods in their production but reduces wages at
firms that do not import inputs from foreign countries.55
Amiti´s and Davis´ empirical study of Indonesia in a period of substantial trade
liberalization, from 1991 to 2000, showed that 10% decrease in input tariffs meant a 3%
reduction in wages at firms operating exclusively on the domestic market. The same ratio
applied for output tariffs when a 10% reduction increased wages at exporting firms by
3%. This study also found an important link between reduction of input tariffs and
increase in wages for importing firms. A 10% decrease in input tariffs led to 12% higher
wage in importing firms while there was insignificant effect on firms that don´t import.
In general, liberalization was the most beneficial for workers at firms the most engaged
in international trade.56
The above described economic models and theories on free trade and its effect on firm
productivity, labor and income will be utilized in chapter four which analyzes industries
involved in trade between the United States and countries in TPP and TTIP. It works with
the thesis that intra-industry trade between similar countries leads to higher productivity
growth and lower transitional costs on labor market than inter-industry trade characteristic
of diverse economies.
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3. Geopolitical Implications of TPP and TTIP
Both TPP and TTIP agreements are economic treaties that are supposed to facilitate
trade and create economic benefits for all participants. However, in reality the geopolitics
of these agreements plays as important a role as economics.
It is not necessary to read between lines to find the geopolitical importance in the
agreement. During the TPP negotiations, the Obama administration highlighted that this
agreement is not only about reducing trade barriers but also about setting new standards
of trade. President Obama claimed explicitly that: “We have to make sure America writes
the rules of the global economy. And we should do it today, while our economy is in the
position of global strength. Because if we don’t write the rules for trade around the world
– guess what – China will. And they’ll write those rules in a way that gives Chinese
workers and Chinese businesses the upper hand, and locks American-made goods out.”57
In the current trade debate in the United States many people are skeptical of trade´s
positive effect on the U.S. economy and on the job market. It makes it very difficult for
the Obama administration to sell the both agreements to public.58 This explains why such
an emphasis is put on geopolitics and why the administration plays the “China card” so
often.

3.1. China
China has outpaced any other country in economic growth in the past decades and this
economic boom has gone hand in hand with increasing political power and ambitions.
Many neighbor countries feel under pressure from China which has started showing
strengths especially in regards to disputes in the South China Sea.
TPP is in line with Obama’s proclaimed “pivot to Asia” which has been one the
cornerstones of his foreign policy since 2011. The goal of the pivot has been
"strengthening bilateral security alliances; deepening our working relationships with
emerging powers, including with China; engaging with regional multilateral institutions;
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expanding trade and investment; forging a broad-based military presence; and advancing
democracy and human rights."59
The growing economic and political power of China is leading to a balance-of-power
between the United States and China for the upper hand in the region. This is marked by
various initiatives created or endorsed by the two powers. Trade plays a significant role
in Southeast Asia where majority of the countries are export oriented and produce and
ship their products all over the world. For both the U.S. and China it is important what
set of rules govern the international trade.
There are many indications that China is trying to be the only hegemon in the region
while the U.S. focuses on containing China’s influence and remaining leading country in
the region. Noah Feldman, Harvard constitutional and international law professor, calls it
a “cool war” clearly indicating similarities with the Cold war between the U.S. and the
Soviet Union.60
The TPP negotiations which began in 2005 and which the U.S. joined in 2008, can be
seen as a direct attempt to balance the rising economic influence of China in the region.
The closest U.S. allies in the region, Japan, South Korea, Taiwan and Australia rely on
the U.S. military power and relationship to protect them from China. Yet these countries
have much higher trade ties with China. TPP is destined to enhance trade among these
countries (South Korea is expected to join in near future) to level this imbalance.61 In the
same way, Chinese initiatives can be perceived as balancing the efforts of the United
States.62
The balance of powers is not only limited to trade treaties but is visible also in creating
institutions for investments. China led a successful initiative to create the Asia Investment
and Infrastructure Bank (AIIB) to be a counterweight to U.S.-led World Bank. AIIB goal
is to finance infrastructure projects on the Asian continent. However, the United States
representatives are concerned that China is using the bank to spread its influence and set
its own economic agenda globally which varies significantly from the American one in
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regards to environmental protection, anticorruption measures and human rights. China
has been investing heavily in the past decades in Latin American and Africa, providing
loans to unstable and often corrupt governments in these regions.63
The United States did not succeed in its effort to convince its allies not to join the
AIIB. Countries such as Germany, United Kingdom or South Korea have applied to join
as founding shareholders despite the U.S. efforts. From the biggest economies only Japan
and the United States remained outside of the bank.64
In addition to the AIIB, China promotes its currency and seeks to increase its
importance and influence in the world economic system. Recently China has reported
a successful step in this direction when the International Monetary Fund put renminbi to
the same level with the world’s most important currencies – dollar, euro, yen and pound.65
As a reaction or alternative to the TPP treaty, China has pushed for a similar trade
agreement with countries in the Pacific Area. In 2012, talks about Regional
Comprehensive Economic Partnership (RCEP) began and they have been largely seen as
a way for China to counterbalance the influence of U.S.-led TPP. Apart from China,
RCEP includes all the countries of ASEAN, Brunei, Cambodia, Laos, Malaysia,
Myanmar, the Philippines, Singapore, Vietnam and Thailand, and five other countries in
the region - Australia, India, Japan, New Zealand and South Korea.66
It is apparent that both of the regional free trade areas overlap since there are countries
participating in both. So why aren’t both of them combined to create an even bigger free
trade area with higher potential for substantial economic benefits for the participating
countries? It is mainly because of the question of leadership in the FTAs or who sets
the terms for the agreement.
It is also very important to focus on the strategic aspect behind inviting countries either
to negotiations or to join an existing free trade area with agreed upon set of rules.
Exclusion of a rival country from the free trade negotiation doesn’t necessarily mean that
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they will not be accepted in the future. In theory, the incumbent leader of an FTA is prone
to invite rivals to be latecomers because they will then be in relatively disadvantageous
position in comparison with incumbent members.67
The disadvantageous position is that the newcomer usually needs to unconditionally
accept rules that were negotiated by the founding countries and which the newcomer can’t
influence. And, in general, the founding countries establish rules favorable to themselves
which usually conflict with the interests of others.68
China was invited to join the TPP negotiations in 2012 by Secretary of State, Hillary
Clinton, but the rules that were being negotiated were not acceptable for China. The
absence of China improved the American negotiating position, in some aspects, such as
state-owned companies. These companies enjoy important positions in China as well as
in the TPP member countries Malaysia and Vietnam. It is believed that had China been
at the table during the negotiations, there would be more favorable rules for state-owned
conditions.69
Even though there is another economic power involved in both of the FTAs, Japan, it
is clear that TPP is U.S.-centric while RCEP is led by China. The eventual goal for both
of them is to create a free trade agreement among the Pacific countries, although under
rules favorable and specific to their own interests.
In addition to Japan, there are six other countries, Australia, Brunei, Malaysia, New
Zealand, Singapore and Vietnam that are part of both treaties. The ultimate goal for these
countries is a merger of these two free trade areas into an overall Asia-Pacific free trade
zone. According to New Zealand Ministry of Foreign Affairs: "New Zealand views TPP
and RCEP as complementary stepping stones to the vision of a Free Trade Area of
the Asia Pacific."70
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Other than these two initiatives, there is also the Asian Pacific Economic Forum which
includes almost all of the countries in Pacific whose ultimate goal is to create the Free
Trade Area of the Asia-Pacific.
The emergence of China and relative decline of the Western influence in the world
economy as well as politics are among the triggers to start negotiations of TTIP as well.
The U.S. goals of TPP are clearly directed to counterbalancing the growing influence of
China in Asia. TTIP is also perceived as a means of dealing with Chinese growth but the
implications are not as clear as in the case of TPP. China should feel less threatened by
cooperation between two economies that are on different continents and already very
integrated. In contrast, TPP includes some countries which have always been in the sphere
of Chinese interests such as Vietnam and U.S. cooperation with these countries can be
perceived by China as a direct threat.
What is similar for both TTIP and TPP is the effort to set global rules and standards
for trade before they are written by China. The EU as well as the United States assumes
that, if TTIP is successfully concluded, its rules could be replicated in the other free trade
areas and during multilateral negotiations.
In comparison with TTIP, the TPP is more confrontational to China. It is because
the countries involved are within the area of direct Chinese interests. There is a risk that
successful ratification of TPP may escalate the competition between China and the U.S.
in the region. In contrast, TTIP is indirectly competing with China. China should not be
directly threatened by the possible free trade area between the United States and the EU.
The TTIP goal is rather to internally strengthen the Transatlantic bond and signal an
ongoing cooperation.

3.2. Russia
Geopolitics doesn´t play a role only in relation with China but also with Russia,
especially in case of TTIP. The fact that TTIP is not solely an economic deal but an
agreement with possible geopolitical implications has been reminded by Russian
aggressive foreign policy in the past two years. After annexing Crimea and active
involvement to support the separatists in Ukraine, it is in the vital interests of the European
Union to decrease its dependency on Russian oil and gas.
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Russia has a very favorable almost monopolistic position in relations to some East
European countries. TTIP could have very important geopolitical implications on
Russia´s energy leverage if the United States and European Union build an infrastructure
for imports of American liquefied gas. Lithuania could serve as a very good example of
how a country decreased its dependency on Russia by building a liquid natural gas
terminal.71 TTIP could facilitate and enhance cooperation in the energy sector.
It is apparent that it is often in Russia´s interests to weaken the cooperation between
countries within the European Union as well as between the Transatlantic allies. It is
believed that Russia finances many populist European political parties that have potential
to draw countries apart and create a disruptive element within Europe.72
Russian foreign policy has been very assertive as, in many ways, its interests directly
conflict with European and U.S. interests. Stronger ties between the United States and
Europe would make it much more difficult for Russia to develop its interests in Europe.
The United States has a military presence in Europe and, to a large extent, is a guarantor
of Europe´s safety. The enhanced economic bonds should build on this presence and
supplement it. According to James Stavridis, if TTIP is successfully negotiated and
ratified it will be a signal to Russia that the United States and the EU stand together in all
dimensions – values, politics, security and trade.73
The importance of TPP´s implications towards Russia are not as clear as in case of
TTIP. In the geopolitical economy, Russia could also be concerned with a strong U.S.
presence in Southeast Asia, however, it does not threaten its primary area, the territory of
the former Soviet Union. After the conclusion of the TPP negotiations, Russian president
Vladimir Putin claimed that the multilateral Asia-Pacific Economic Cooperation (APEC)
should be the basis for trade liberalization in the Pacific region. 74 However, the Russian
hostility to this trade agreement seems to be much weaker than in case of TTIP.
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3.3. Rules setting
Both TPP and TTIP are means to influence the direction of international trade and its
rules in this century. It is much easier to analyze the particular rules from TPP in which
case a final text has been already negotiated and publicly released. It is important to
compare these new rules with the ones that China supports in its free trade initiatives.
The main difference between both proposed free trade areas lies in the fact that RCEP
is likely to be less comprehensive and will not include clear rules on intellectual property
rights, environmental standards or labor protection. These are basically the ones where
China and the United States compete to write them first.
TPP member countries agreed to include a chapter on state-owned companies (SOEs)
which intends to guarantee that the SOEs do not discriminate against enterprises, goods
or services of other Parties. It also ensures that there is transparency in SOEs as each
country must share, upon request, a list of their SOEs, the extent of government ownership
and non-commercial assistance that is provided to them. All these rules are subject to
state-to-state dispute settlement, not Investor-state dispute settlement, and are thus fully
enforceable.75
The next TPP ambition is to ensure a high level of labor rights protection. These rights
refer to fundamental labor rights which are set by the International Labor Organization
(ILO) and include provisions to abolish child labor, eliminate forced labor and
employment discrimination and to guarantee rights to collective bargaining and freedom
of association. In addition, TPP member countries are committed to implement laws for
minimum wage, occupational safety at work and hours of work. As in case of SOEs, these
provisions are subjected to dispute settlement.76
TPP sets minimal standards for environment protection as well. The focus is on
elimination of some of the fisheries subsidies and broad commitment to promote
sustainable fisheries management and to combat wildlife trafficking. TPP countries are
also committed to enforce their environmental laws and not to deteriorate them in order
to secure investment or trade.77
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RCEP is still being negotiated at the moment so there is no official text available.
However, in the areas that are being negotiated neither labor rights nor environment
protection nor provisions around SOEs appear. According to Singapore´s Ministry of
Trade and Industry, RCEP will cover trade in goods, trade in services, investment,
economic and technical cooperation, intellectual property, competition, legal and
institutional matters, and other issues.78
The intellectual property is mentioned between the main areas of negotiation and from
the leaked documents it seems that in this category the provisions in both trade deals could
be similar. It is mainly due to strong pressure from Japan and South Korea who demand
stronger intellectual property protection.79
Although TTIP´s final text is still far from being concluded, there is an important effort
to reform one of the most criticized tools of trade treaties. Trade deals, in general, face
many criticism and concerns on both sides of the Atlantic. Probably the most sensitive
issue for the negotiated agreement has been the Investor State Dispute Settlement (ISDS).
This tool is envisioned to protect foreign investments from unfair country policies to
create more assurance for multinational companies to invest abroad.
However, critics suggest that this tool will lead to undermining of democratic
legitimacy by suing governments for carrying out their political program and policies that
foreign investors deem harmful. It does not have to be only about the law suits but rather
the threat of possible compensation would prohibit governments from introducing laws
in their interests.
ISDS was unacceptable especially for certain countries in the European Union and
there was a possibility that the whole agreement could collapse over this issue. That is
why the European Commission created its own proposal for a dispute settlement tool,
Investment Court System (ICS). The main differences are that ICS should be composed
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of fully qualified judges and the proceedings would be more transparent. In addition,
governments´ right to regulate should be guaranteed in the provisions of trade deals. 80
The important thing is that once the European Commission presented this proposal,
the new tool was added to the already negotiated CETA agreement between Canada and
the European Union.81 If the new tool is incorporated into TTIP it can be used in other
future FTAs and thus become a new standard for state-investor disputes settlements.

3.4. Multilateral Trade negotiations
The setting of the “correct” rules of trade theme that has been presented in
the argumentation for the importance of TPP is not relevant only in the debate about U.S.
involvement in Asia and its influence in that region but also it is relevant for the future of
multilateral trade system.
As was mentioned earlier, the multilateral negotiations within the WTO have been
experiencing a stalemate in last decades. The important question in the free trade debate
is if the new ambitious multinational agreements have the potential to spur all countries
to multilateral debate or rather if it dooms multilateral agreements.
The proponents of the latter argument believe that creating free trade areas such as
TPP, RCEP or TTIP will lead to competition between them and an agreement within the
WTO platform will not be possible. There is also a risk that an increase of these initiative
would mean a marginalization of countries that do not participate in any of them.82
Another view is that such ambitious trade deals that encompass many countries and
pursue complex areas, such as intellectual property protection and environmental and
labor standards, could produce a momentum for multilateral negotiations. However, there
are many other key issues such as agriculture subsidies that create stalemates and block
multilateral agreement.83
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Comparably to TPP, there is a question whether a successful conclusion of TTIP can
boost the negotiations within the WTO and help reach a deal on multilateral basis or if
the result would be the opposite and it would even lower the chances to proceed in the
multilateral negotiations.
Both parties, the U.S. and the EU claim that they still recognize the importance of
multilateral free trade negotiations and that they are committed to proceed with them
within the WTO. Currently there are discords between developed and developing
countries on multiple points but there are also disagreements between the U.S. and the
EU. These disagreements are connected with agricultural subsidies for the domestic
producers.84 Enhanced cooperation and multiple rounds of TTIP negotiations can
potentially lead to an alignment on some of the issues between the U.S. and the EU and
thus contribute to progress in the WTO negotiations.

3.5. Geopolitics of Failure
The geopolitical implications can derive not only from successful conclusion of
the treaties but also from the negotiations themselves, specifically if they fail to create
the expected outcome of ratified agreements.
TPP is much further in the process than TTIP whose final text is still in process. TPP
was concluded and now all participating countries have to ratify the treaty. The situation
in American politics is hugely influenced by the ongoing presidential elections so
the result of the vote is unpredictable. However, because of the Trade Promotion
Authority, the U.S. Congress cannot make any changes and must vote only yes or no.
It is very important to access the outcomes of possible U.S. failure to ratify
the negotiated treaty. A lot of political capital has been invested in the partnership and, if
the treaty is refused by the U.S. Congress, it will have a negative impact on
the geopolitical situation in Southeast Asia.
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For many Asian countries and its representatives, a refusal from the U.S. could signal
United States’ declining influence in the region and inability to assert leadership. 85 It
could create a momentum for RCEP to speed up and successfully conclude negotiations.
The United States would also lose credibility in the eyes of their allies and countries
participating in TPP. It would be very difficult to convince leaders of these countries to
sit at one table and renegotiate the trade deal again.
A lot political capital has been invested in TTIP both by the European Commission
and the Obama administration. Therefore, next to implications deriving from successful
conclusion of TTIP, there would be geopolitical implications as well in case the parties
fail to reach an agreement.
The implications of failure logically copy the positive ones of concluded agreement
but vice versa. Both the United States and the European Union have proclaimed that
the agreement shall be a comprehensive treaty which will set ambitious rules of trade with
high standards in environment protection, labor rights and intellectual property. The
failure of the negotiations would send a very clear signal that if similar economies and
closest allies cannot agree on the rules, they can hardly be implemented elsewhere in
the world.
The TTIP negotiations are closely watched by other countries and possible failure to
conclude the trade agreement would be a negative signal about the strength of
the transatlantic relations.

3.6. Economic and Political Cooperation
The political dimension of TTIP, TPP and other free trade agreements has been also
voiced by leading representatives. According to the U.S. Secretary of State John Kerry,
“the right kind of trade agreements are actually critical because they create habits of
cooperation that help U.S. not only economically but in everything else that we are not
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only determined to do, but that we need to do in order to reduce the instability and address
the challenges of the future.”86
Especially in case of TTIP, the political goals are defined by the goal to strengthen and
add fuel to transatlantic relations. The United States and European countries have a long
history of mutual cooperation in economic, military and cultural fields. These two regions
have historically very close ties.
Both United States and Europe are the most important trade partners for each other
and the Transatlantic trades plays a very significant role in both economies. Therefore,
lowering the trade barriers and enhancing the flow of goods services and investment
across the Atlantic can provide additional economic value. Nevertheless, the geopolitics
of this agreement is, as in the case of TPP, equally important.
The United States presence in Europe since the end of World War II has, to a large
extent, ensured Europe security. The majority of the EU countries belong to NATO,
a defensive organization that is committed to protect any member in case of an attack.
This organization is without the base for mutual relations and TTIP can hardly level its
importance.
However, TTIP has been often nicknamed as “economic NATO,” for example by
Hillary Clinton when she was U.S. Secretary of State.87 This nickname is not generally
accepted but it shows the strategic and geopolitical aspect of the trade deal.
The basic premise to support the argument that the strategic interests of the U.S. and
Europe are to strengthen their relations, is that the West is in decline in terms of economic
power as well as political influence around globe and it will have to face an increased
competition of third world countries, especially those from Asia.
When assessing possible future implications of TTIP, very similar arguments appear
as with TPP. The rise of China in its economic and political power makes the case for
implementing the trade deal. In the past decades the emergence of China as an economic
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and political power has been a key feature of international economics and politics. With
the increased power of China, the relative power of the U.S. and Europe was diminished.
Western countries have enjoyed a very prominent position in the world order for a very
long time and they have used this position to export values of liberalism and democracy
to other countries worldwide. After the end of Cold War it seemed that the clear trend in
the world is an adoption of these values and creation of democratic institutions. A very
influential author Francis Fukuyama famously proclaimed the end of history and victory
of liberalism in the world.88
Today’s situation in politics and economics is very distant from Fukuyama’s prophecy
of the global victory of liberalism. It was not only China that has grown in power but
other emerging economies such as India also added dynamism to the world economy in
the past decades. Slowly over time new ways of governance than liberalism and
democracy gained popularity in some parts of the world such as Africa or Latin America.
Globalization has been a key phenomenon that has led to faster diffusion of power and
distribution or relocation of productive capability from the West to developing countries.
This diffusion of power is characterized by increasing ideological diversity rather than
ideological convergence.89
According to Zbigniew Brzezinski, TTIP “can shape a new balance between
the Pacific and the Atlantic oceanic regions, while at the same time generating in the West
a new vitality, more security and greater cohesion.”90
Since the end of Cold War, Europe was not at the top of the list of foreign policy
priorities and the United States started decreasing their presence in the old continent. After
a proclaimed pivot to Asia in 2011, it seemed than the focus of the United States was
heading elsewhere.
When the TTIP negotiations started, many saw it as a potential boost for Transatlantic
relations. It was supposed to give the U.S.-EU relationship new life, new focus, and new
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direction.91 Circumstances of the world politics changed since 2013 and the fuel for
mutual relations, especially the military ones, came from the war in Ukraine and active
involvement of Russia. Due to the threat that Russia seems to pose, mainly for the Baltic
countries, the United States has increased its military presence in Europe.
Aside from Russia, enhanced trade can help to make the Transatlantic ties stronger and
more integrated. According to some studies, the economic and trade interdependence
facilitates political cooperation and geopolitical stability, which means that if TTIP is
successfully negotiated, it can become a significant source of Transatlantic solidarity.92
According to Daniel Hamilton, “TTIP is about more than just trade. It is about creating
a more strategic, dynamic and holistic U.S.-EU relationship that is better positioned with
regard to third countries to open markets and to strengthen the ground rules of
the international order.“93
In addition to TTIP and TPP, the U.S. and the EU concluded or are in process of
negotiating many other bilateral free trade areas. The goal of these initiatives is, in some
of cases, more political and strategic rather than driven by significant economic gains. An
example of these initiatives are the bilateral free trade areas the U.S.-Colombia and
the U.S.-Morocco. According to Frances Burwell, “these agreements served to indicate
political support for key regional U.S. partners.“94

TPP is also perceived as a means to bring about better political cooperation with
the countries in Southeast Asia. However, this cooperation is mainly targeted at limiting
Chinese influence in the region. One of the economic features in Southeast Asia is that
many countries in this region are, to a large extent, economically dependent on trade with
China. A deal such as TPP could lead to diversification of their economic ties. According
to Michael Levi, it would in effect make them “more capable geopolitical partners and
become less dependable on unpredictable China.”95
Another case is Japan which has been battling with low economic growth in the past
decades and is in need for economic reform to strengthen its economy. However, Japan
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has been a very tough negotiator and often played the “China card.” United States
negotiators had to make certain concessions because they would otherwise risk that Japan
would prefer to choose talks within RCEP instead of TPP.96
The ratification process for TPP faces many obstacles, mostly in the United States
where it is very difficult to sell the benefits of TPP to the public, especially in the election
year. However, if we assume that TPP will be eventually ratified in the United States as
well as in the other eleven countries, we can study potential geopolitical implications it
can bring about.
The impact on the political and economic future of Southeast Asia will depend on
China’s willingness to join TPP. If China decides to participate in the Trans-Pacific
partnership and adheres to the set of rules that have been negotiated, then the final effect
would be very positive both in terms of economy and politics.
There is also a very significant question as to the degree the rules will be enforceable.
The labor protection rules are destined to ensure similar labor protection in countries such
as Vietnam and Malaysia but it is unclear how the United States and other member
countries would effectively ensure that the rules are enforced, not breached. China may
use this flaw and join TPP, enjoy the economic benefits of easier access to foreign markets
while adhering to the progressive principles of the agreement only on paper.
Even though China has not rejected the possibility of joining TPP eventually, there are
still clear barriers that make it very difficult. The first one is that many of the rules are not
compatible with the way Chinese economy operates. Rules about labor protection or state
owned enterprises are among many making it very difficult for Chines to accept at this
point.
The other outcome is that a successful ratification of TPP could spur greater rivalry
and competition for economic and political influence in the region. China could push for
the successful conclusion of RCEP and for many other projects that are not only in the
economic sphere. Some of the smaller countries may often feel that they have to choose
between partnership with the United States and China. This issue could be even multiplied
if the rivalry between two powers in the regions persists.
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4. Economic Implications of TPP and TTIP
The Trans-Pacific Partnership as well as the Transatlantic Trade and Investment
Partnership are envisaged to create economic gains for all participating countries and
boost their economies by creating jobs and increasing wages.
Especially in case of TTIP, the recent global economic recession gave a momentum
for a launch of the trade negotiations. Both the European Union and the United States
needed to increase their outputs and restore economic growth and sought tools to achieve
these goals.97
The second chapter of this thesis introduced basic concepts of trade theory mainly in
regards to productivity. According to the theory of heterogeneous firms, trade does not
occur only between industries but very often within an industry which enhances
competition among firms. The least competitive ones exit the markets while the most
competitive ones reap the benefits of economy of scale.
Chapter four is built on the findings of the second chapter and examines trade flows
between the United States and countries participating in TPP and between the U.S. and
the European Union in order to determine if intra-industry trade is prevalent. This thesis
assumes that current trade flows will grow based on the liberalization and removal of
trade barriers. This assumption considers that tariffs are already very low among countries
in TPP and TTIP and, with certain exception, do not completely prevent firms from
entering the foreign markets, although there could be additional costs mostly due to nontrade barriers.
A special focus is on trade in services which is growing in importance in the world
economy. Services account for the majority of economic output of all participating
countries in these trade agreements. Considerable economic gains could be obtained by
liberalization of the trade in services.98
Lastly, this chapter also compares estimated economic gains of TPP and TTIP based
on studies which use the Computable General Equilibrium Model (CGE). Even though,
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it is expected that both of the trade agreements will bring about positive economic effects,
there are numerous opponents who question these conclusion or warn that the gains can
be distributed unequally or at the expense of democratic principals and processes.
The major arguments of critics of these agreements are included as well.

4.1. Barriers to trade in TPP and TTIP
Traditionally, free trade agreements liberalized trade among member countries by
lowering or completely removing tariffs or quotas. However, in general, tariffs are very
low in trade within TPP and TTIP so the main obstacles to trade are represented by nontariff barriers, which are basically national regulations which prohibit or complicate
market access to foreign companies.
Trade between the twelve countries participating in TPP is already liberalized by
multiple bilateral or multilateral free trade agreements. Currently the United States has
four bilateral free trade agreements with Australia, Chile, Peru and Singapore. 99
In addition, the U.S. trades without tariffs with Canada and Mexico through NAFTA.
There is also free trade between Malaysia, Singapore, Vietnam and Brunei through
ASEAN. ASEAN countries also have two additional free trade areas, first with Australia
and New Zealand, second with Japan.100
Taking into account the substantial trade liberalization in place, the economic effects
of TPP on the United States will derive mostly from free trade with Japan, Malaysia and
Vietnam, to a smaller extent with New Zealand and Brunei.
Through multiple trade agreements, trade between TPP member countries has been
liberalized to a very extensive degree. Average tariffs dropped from 5.6% in 1996 to 2.7%
in 2014. There some exceptions such as the U.S. tariffs on textiles and apparel that can
reach up to 25%.101
In case of TTIP, the situation is rather similar to that of TPP countries. Even though
there is no free trade agreement between the United States and the European Union, tariffs
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are generally very low and do not present major barriers to trade. On average the tariffs
are under 3% but there are certain sectors such as agriculture where high tariffs persist on
both sides of the Atlantic. For example, EU tariffs on dairy products reach more than 52%
while U.S. tariffs on dairy are 19.9 %.102
However, there are non-tariff barriers, usually in a form of regulations that can make
trade more expensive for exporters and, in some cases, prohibit them from accessing
foreign markets. The possible economic gains between the U.S. and the EU could be
delivered mostly by harmonization or mutual recognition of these regulations.
Nevertheless, it needs to be mentioned that it is not necessarily desirable to remove all
regulations since many of them serve legitimate domestic purposes.103 This a key aspect
of the negotiations and potential criticism to determine what constitutes these legitimate
domestic purposes. In case of TPP, a very good example of this issue is an exemption that
excludes antismoking measures from the potential lawsuits through ISDS mechanism
making it not possible for tobacco companies to sue governments for their health
regulations.104
An alignment or recognition of regulations between countries can boost common trade
and increase income gains. On the other hand, there are people who oppose these efforts.
Probably the most vocal opponent of both trade deals has been Nobel laureate economist
Joseph Stiglitz who believes that regulatory harmonization will not be performed by
strengthening to the highest standard everywhere but it will rather lead to their
deterioration which causes a race to the bottom.105
Although there is a difference between TPP and TTIP as it is believed that the level of
many EU regulations is higher than the U.S. one. It implies that the U.S. regulations
should not be deteriorated. On the other hand, the deterioration issue is a European
concern that the EU negotiators need to address during the negotiations.
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4.2. Economic effects
It is very difficult to predict economic effects of trade agreements, especially when
a final text hasn´t been concluded yet as in the case of TTIP. Economists tend to use
econometric modeling to create an impact assessment of trade agreements.
In 2016, the focus of the U.S. government has been on analyzing possible future
impacts of TPP since this agreement has been reached and only awaits ratification.
Currently, as of May 2016, an independent federal agency, the U.S. International Trade
Commission, is working on an economic impact assessment report which may influence
the final vote in the U.S. Congress.106
The most popular model is the global computable general equilibrium (CGE) model.
This model enables modelling of possible behavior of various actors across many sectors
in several markets. However, as with every model, it has some limitations such as an
assumption of unrealistically flexible labor market.107
According to modelling of Peter Petri and Michael Plummer from the Peterson
Institute of International Economics, it is predicted that by 2030 TPP would lead to an
increase of annual real incomes in the United States by $131 billion or 0.5% GDP and
increase exports by 9.1%, equivalent to $357 billion.108 These amounts will make the
United States the largest beneficiary of this agreement in absolute numbers, in relative
numbers Malaysia and Vietnam are envisaged to benefit the most since an increase in
their GDP or 7.6 %, respectively 8.1% by 2030 is expected thanks to TPP.109
As every free trade agreement has its winners, it has also its losers, which are workers
who are displaced. It is estimated that 53,700 jobs in the U.S. will be affected. These
workers should be given assistance in order to overcome the transactional costs. Overall
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employment is not expected to change, since the loss of jobs will be outweighed by
increase of jobs in exporting firms.110
According to World Bank, the impact on NAFTA member countries would be small,
on average around 0.6 %, due to the fact that trade among them has been already
liberalized and barriers are already quite low.111
From a perspective of particular industries, the keenest supporters of TPP seem to be
among agricultural exporters. Currently they face high tariffs for products such as poultry,
fruit or soybeans and TPP should remove these barriers, especially for exports to a large
Japanese market.112
Next to the agricultural sector, the U.S. services providers should be among clear
winners of the trade agreement with projected exported increases being six times higher
than projected import increases. On the other side, light manufacturing and automotive
industries will face enhanced imports from TPP countries.113 These enhanced imports can
lead to losses in jobs, usually for low-skilled workers.114
An opposite view to the impact assessments above was offered by Jeronim Capaldo
and Alex Izurieta from Tufts University. According to their study, using a United Nations
Global Policy model, the income effects on the United States could even be negative.
They also warned that TPP can lead to increasing income inequality and higher
unemployment.115 However, some economists such as Matthias Bauer and Fredrik Erixon
from the European Center for International Political Economy did not find this study
reliable. They questioned the suitability of this model for measuring effects of trade
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agreements since it is driven by demand side and does not capture supply-side effects,
which have the core positive effects of trade liberalization.116
Growing income inequality is a serious concern in the global economy. Free trade can
have adverse effects to workers in certain industries which could actually exacerbate
the problem of income inequality. It is thus vital that assistance is provided to those
harmed by enhanced competition through governmental programs such as Trade
Adjustment Assistance or potentially through new tools such as wage insurance.
Similarly to geopolitical implications of TPP, the economic implications will depend,
to some extent, on the stance of China. If it decides to join and if the member countries
support this decision, the real income gains could multiply for the United States as well
as for the other member countries, especially if China’s accession is followed by other
countries in the region such as South Korea, Indonesia or Thailand.117
In case of TTIP, the European Commission is more active in assessing possible impact
of TTIP on the EU as well as the U.S. economy. Various studies have been created
standardly using CGE modelling.
It is more difficult to estimate economic impact on participating countries since final
agreement has not yet been accepted. If an ambitious and comprehensive agreement is
concluded, the economic gains could be up to 95 billion EUR for the United States and
119 billion EUR for the EU.118 The key element for achieving the estimated gains is an
ambitious removal of non-tariff barriers. Up to 80% of the forecasted impact can derive
from removing these barriers.119
As in the case of TPP, the agricultural industry could be one of the leading
beneficiaries of more liberalized trade with the EU. However, it is contingent on the final
text of the agreement since Europeans have a different stance on genetically modified
organisms as well as other food safety issues.
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Current Transatlantic trade in automobiles is limited due to differences in regulations.
If a mutual recognition of regulations is achieved, it could boost the automobile trade by
20 %. At the moment EU exporters face more significant restrictions for their automobile
exports which is why they would reap three quarters of the potential economic gains.120
Overall, the U.S. and the EU would be poised to benefit from an enhanced economic
competition between two very developed economies with significant potential in trade in
innovative services and goods. The two economies together also represent a significant
share of global R&D investments which lead to innovations and high-skilled jobs.

4.3. Trade Diversion Effect
Trade deals do not happen in a vacuum and their economic effect also depends on
current trade flows and cooperation with countries who are not part of the treaty.
The outcome of free trade area can be a trade diversion.
The trade diversion can occur in two cases. First case is characterized by importing
goods from a free trade area member country instead of producing it domestically. This
usually means that the price levels for consumers go down since the imported goods are
cheaper.121 At the end, this leads to increased economic efficiency although it can have
negative impact on domestic labor market.
In the second case, putting free trade area in place causes that a country imports goods
or services from a member country instead of a non-member country. In this scenario,
this diversion of trade usually means that instead of trading with the most efficient
country, a member country with preferential treatment is chosen. Therefore, it leads to
decrease in economic efficiency.122
Given the realities of the layout of the world economy, both scenarios can occur in
case of TPP and TTIP. However, on a much greater scale it is the case of TPP due to
the position of China in the Asian supply chains. Trade with TPP countries represents
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33.6% of China´s trade. Especially important is trade with Japan that accounts for 21.7%
of total Chinese trade.123

4.4. Intra-Industry Trade
In the second chapter of this thesis it was established that trade within industries leads
to intensified competition and, eventually, leads to increased productivity. Also if
the intra-industry trade prevails then transactional costs for displaced workers may be
lower than in case of inter-industry trade. This part of the thesis aims to analyze
the current flows of goods and services within TPP and TTIP countries and assess what
type of trade prevails.
For the measurement of intra-industry trade between countries within a trading bloc,
a Grubel-Lloyd index is used. It is a basic index for determining intra-industry trade.
Its values vary from 0 to 1, with 0 being complete inter-industry trade and 1 being fully
intra-industry trade.
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X represents country´s exports in industry i to its partner country while M signifies
imports from the partner country in the same industry i. When calculating this index,
product groups compared are very important. In this high-level analysis the goods will be
aggregated into 2-digit HS detail.125 To some extent, this represent a simplification of
trade rules since products in the same product group may differ, but it still provides
an overview of the common trade structure.
The Grubel-Lloyd index is calculated for all sectors in trade between the United States
and countries of TPP or the EU. A weighted average of these indexes will be calculated
for top ten U.S. export sectors as well as an overall average for all sectors in order to
determine overall intra-industry trade.
The following table shows main export sectors of the United States in 2015. The largest
export sector was machinery, with 14% of total exports, followed by electrical, electronic
123
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equipment and aircraft sectors. These top ten export sectors account for 69% of total U.S.
exports.
Table 1: U.S. main export sectors, in thousand USD, 2015
Product Label

Exported value

Share of total

(2015)

exports

Machinery, nuclear reactors, boilers, etc

205,821,018

14%

Electrical, electronic equipment

169,754,569

11%

Aircraft, spacecraft, and parts thereof

131,090,901

9%

Vehicles other than railway, tramway

127,113,562

8%

Mineral fuels, oils, distillation products, etc

106,143,320

7%

Optical, photo, technical, medical, etc apparatus

83,385,721

6%

Plastics and articles thereof

60,251,811

4%

Pearls, precious stones, metals, coins, etc

57,999,465

4%

Pharmaceutical products

47,303,358

3%

Commodities not elsewhere specified

42,888,024

3%

Source: International Trade Center, based on Comtrade data, 2015
A closer look follows on trade flows between the United States and all TPP countries.
However, there will be also an additional analysis of TPP subgroup which will be
countries that have no free trade agreement with the United States – Brunei, Japan,
Malaysia, New Zealand and Vietnam. Since the trade between these countries have not
been liberalized to the same extent as trade with Australia, Canada, Chile, Peru, Mexico
and Singapore it can be assumed that there is a bigger potential to increase trade with
these countries.
Table number 2 shows top U.S. export flows to the eleven countries of TPP. To a large
extent, it copies the structure of total top ten U.S. export sectors although the vehicles
industry has a larger share of exports in trade with TPP countries.
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Table 2: U.S. main export sectors to TPP countries, in thousand USD, 2015.
Product Label

Exported value

Share of total

(2015)

exports

Machinery, nuclear reactors, boilers, etc

65,381,074

15%

Vehicles other than railway, tramway

54,394,283

12%

Electrical, electronic equipment

44,939,557

10%

Mineral fuels, oils, distillation products, etc

31,608,786

7%

Aircraft, spacecraft, and parts thereof

29,622,433

7%

Optical, photo, technical, medical, etc apparatus

22,104,726

5%

Plastics and articles thereof

17,569,710

4%

Commodities not elsewhere specified

13,226,035

3%

Pharmaceutical products

8,999,920

2%

Organic chemicals

8,114,080

2%

Source: International Trade Center, based on Comtrade data, 2015
Table number 3 shows the opposite flow of goods, from TPP countries to the United
States. The majority of the sectors overlap with the U.S. exports. The primary difference
is in vehicles which represent a higher share of total exports in favor of TPP countries.
On the other hand, exports in aircraft are at a much lower levels. It is apparent that intraindustry trade exists in trade flows between the U.S. and TPP countries, at least on the
aggregate level.
Table 3: TPP countries main export sectors to the US, in thousands USD, 2015.
Product Label

Exported

Share of

value (2015)

total exports

Vehicles other than railway, tramway

178,764,976

22%

Electrical, electronic equipment

113,343,165

14%

Machinery, nuclear reactors, boilers, etc

110,505,234

14%

Mineral fuels, oils, distillation products, etc

89,656,331

11%

Optical, photo, technical, medical, etc apparatus

29,364,847

4%

Commodities not elsewhere specified

28,081,998

3%

Plastics and articles thereof

20,306,866

2%

Furniture, lighting, signs, prefabricated buildings

15,249,583

2%

Aircraft, spacecraft, and parts thereof

14,870,634

2%

Pearls, precious stones, metals, coins, etc

13,071,850

2%

Source: International Trade Center, based on Comtrade data, 2015
In case of TTIP trade in goods, intra-industry trade is also very apparent from tables
4 and 5. Out of top ten exports of the two economies, eight of them overlap. The main
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U.S. export sectors to the EU market are aircraft, machinery and pharmaceutical products.
In terms of EU export to the US, the machinery sector has the highest share of total
exports, exceeding more than double the imports from the U.S. in this category.
In comparison with the structure of trade between the U.S. and TPP countries,
pharmaceutical products or optical apparatus play a more important role in U.S.- EU
trade.
Table 4: U.S. main export sectors to the EU, in thousands USD, 2015
Product Label

Exported value

Share of total

(2015)

exports

Aircraft, spacecraft, and parts thereof

35,822,282

13%

Machinery, nuclear reactors, boilers, etc

30,679,464

11%

Pharmaceutical products

26,407,250

10%

Optical, photo, technical, medical, etc apparatus

26,226,556

10%

Electrical, electronic equipment

20,919,752

8%

Mineral fuels, oils, distillation products, etc

16,143,840

6%

Vehicles other than railway, tramway

15,426,108

6%

Organic chemicals

13,886,077

5%

Pearls, precious stones, metals, coins, etc

12,059,460

4%

8,440,301

3%

Commodities not elsewhere specified

Source: International Trade Center, based on Comtrade data, 2015
Table 5: Main EU exports to the US, in thousands USD, 2015
Product Label

Exported value

Share of total

(2015)

exports

Machinery, nuclear reactors, boilers, etc

72,803,815

18%

Vehicles other than railway, tramway

57,689,479

14%

Pharmaceutical products

50,452,811

12%

Optical, photo, technical, medical, etc apparatus

28,595,237

7%

Electrical, electronic equipment

27,402,401

7%

Organic chemicals

24,969,275

6%

Aircraft, spacecraft, and parts thereof

18,241,128

4%

Mineral fuels, oils, distillation products, etc

12,948,137

3%

Beverages, spirits and vinegar

10,736,295

3%

7,978,428

2%

Plastics and articles thereof

Source: International Trade Center, based on Comtrade data, 2015

48

Grubel-Lloyd indexes
In order to determine the share of intra-industry trade, Grubel-Lloyd indexes were
calculated for each sector.126 From these indexes a weighted average127 has been applied
which gives an aggregate view on the trade between the U.S. and TPP countries and the
U.S. and the European Union.
The following table indicates differences in shares of intra-industry trade for the U.S.TPP and the U.S.-EU trade. In case of TTIP, the share of intra-industry trade is more than
two thirds. If the U.S. trade with all TPP countries is taken as a whole, intra-industry trade
represents a similar share with the GL index being above 0.65. However, if we select only
U.S. trade with TPP countries that have no current FTA with the US, inter-industry trade
is prevalent.
Table 6: Overall Grubel-Lloyd indexes
Trade in goods

Weighted Average of GLI

US – TPP countries trade in goods

0,652410

US – TPP countries with no current FTA trade in goods

0,452889

US – EU trade in goods

0,688960

Source: Own calculation, based on Comtrade data, 2015
Table 7 is linked to the previous table and also shows GL index, this time for the top
ten U.S. export sectors. Overall, GL indexes indicate similar results although there is a
larger difference in share of intra-industry trade between U.S.- EU and U.S.- TPP
countries.
The lower share of intra-industry trade between the U.S. and TPP countries with no
FTA with the U.S. is mostly due to a significantly low share in vehicles. This fact is
caused by the very protectionist Japanese making it very difficult for the U.S. firms to
export while Japanese firms have an easier access to the U.S. market.128
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of the GFIs
127
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Japan – source,“ Reuters, October 2, 2015, http://www.reuters.com/article/U.S.-trade-tpp-autos-exclusiveidUSKCN0RW2JV20151003 (accessed March 2, 2016).
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Table 7: Grubel-Lloyd indexes for top ten U.S. export sectors
Product Label

GLI (US –

GLI (US –

GLI (U.S.-

TPP)

TPP with no

EU)

FTA)
Machinery, nuclear reactors, boilers, etc

0,768507

0,399868

0,605988

Electrical, electronic equipment

0,602293

0,633569

0,866300

Aircraft, spacecraft, and parts thereof

0,682288

0,581015

0,659367

Vehicles other than railway, tramway

0,522778

0,085895

0,457783

Mineral fuels, oils, distillation products, etc

0,431578

0,563195

0,957635

Optical, photo, technical, medical, etc apparatus

0,923505

0,984007

0,955595

Plastics and articles thereof

0,964263

0,974880

0,975041

Pearls, precious stones, metals, coins, etc

0,577401

0,728981

0,652260

Pharmaceutical products

0,900242

0,401282

0,692619

Commodities not elsewhere specified

0,678840

0,425373

0,510001

0,625583

0,457262

0,715484

Weigted Average of GLI

Source: Own calculation, based on Comtrade data, 2015

4.5. Small and Medium Sized Companies
During both of the negotiations a special emphasis has been put on the economic
effects on small and medium-sized companies, especially in the case of TTIP where SMEs
was one of the most used selling proposition of the deal.129
As was mentioned previously in this chapter, TPP as well as TTIP trade is encumbered
mostly by non-tariff measurements. The reason why SMEs are mentioned on regular basis
is that, in theory, they should benefit most from reduction of these non-tariff barriers.
Large multinational companies usually can afford to create another version of products
for foreign markets or perform a duplicated testing of products, etc. However, in the case
of SMEs these obstacles can substantially limit their access to foreign markets.
According to statistics, the U.S. SMEs tend to export more than larger firms to highincome destination.130 The highest volume from SMEs export to the European Union and

European Commission, “Small and Medium Sized Enterprises and the Transatlantic Trade and
Investment Partnership,” 2015, p. 2, http://trade.ec.europa.eu/doclib/docs/2015/april/tradoc_153348.pdf
(accessed March 2, 2016).
130
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(accessed March 2, 2016).
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Canada. In 2013 there were 93,000 SMEs exporting to the EU and 90,000 to Canada.131
In terms of export value, SMEs represented 34% of total U.S. exports.132

4.6. Trade in Services
Trade in services has been steadily growing in importance in the world economy.
Traditionally, trade in goods was the cornerstone of international trade. However, new
information technology enables trading of services that had not been possible before.
Service industries such as telecommunication, finance, health care and education have
become increasingly tradable.133
According to the Economist, major economic implications and opportunity of TPP
could derive in the long term from liberalization of trade in services.134 This argument is
also valid for TTIP.
There are still natural limitations to trade in services such as their intangibility or
distance. Importance of trade in services has been highlighted by new more accurate
measurement of trade by OECD. According to a method that measures data in valueadded terms, trade in services represented 43% of total gross trade in 2009 instead of 24%
which were given by standard statistics.135
The United States is the leading single country exporter of services with 14.3% share
of the total global services exports in 2013 and a leading importer with 9.3 %.136 The
European Union as whole is the biggest exporter of services. 137 Therefore, if TTIP is
successfully concluded, it can create a common market of two largest providers of trade
in services.
Services are usually not subjected to high tariffs but there are barriers to trade usually
in the form of regulations or restrictions that can discriminate against foreign companies.
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Both TPP and TTIP thus could deliver a significant economic impact by liberalizing these
trade flows.
Policy makers recognize the growing importance of trade in services in the world
economy. In addition to TPP and TTIP, negotiations have been started to conclude a Trade
in Services Agreement (TiSA) which includes 23 countries, the U.S. and the EU being
one of the biggest proponents of this deal. TTIP is supposed to be a very ambitious and
comprehensive agreement. In terms of trade in services it is envisaged to provide similar
level of liberalization as under TiSA agreement.138
The table below assesses the share of intra-industry trade in services as well as in the
case of trade in goods. It provides Grubel-Lloyd indexes for nine services sectors. Intraindustry trade prevails in both trade agreements. It is higher in the trade between the U.S.
and the EU.
Table 8: Grubel-Lloyd indexes for trade in services
Service type

GL index U.S.-

GL index

TPP (2014)

U.S.-EU
(2014)

Maintenance and repair services n.i.e.
Transport
Travel (for all purposes including education)
Insurance services
Financial services
Charges for the use of intellectual property n.i.e.
Telecommunications, computer, and information
services
Other business services
Government goods and services n.i.e.
Weighted average

0,588631
0,862884
0,624595
0,300940
0,424329
0,691431

0,611647
0,884204
0,972994
0,448244
0,428912
0,491483

0,958328
0,762358
0,691553

0,752355
0,926933
0,266347

0,692193

0,741600

Source: Own calculation, based on Bureau of Economic Analysis data, 2015

Directorate-General for External Policies, “Comparison of the EU service offers for the TTIP and
TiSA negotiations,” European Commission, December 2015, p. 5, http://www.europarl.europa.eu
/RegData/etudes/STUD/2015/535015/EXPO_STU(2015)535015_EN.pdf (accessed March 28, 2016).
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Conclusion
The United States is involved in two major trade initiative which can create free trade
areas that will cover countries with a majority share on world´s GDP and trade. Both of
the agreements are very ambitious and are intended to set new “21st century” trade rules.
This thesis provides a comparative analysis of geopolitical and economic implications of
these initiatives for the United States and argues that in economic aspects such as firms´
productivity and transactional costs and in geopolitical aspects, especially in relations
with China and Russia, TTIP is more beneficial and strategic for the United States than
TPP.
Trade agreements are generally perceived as a means to increase trade between
countries and generate income gains. However, there is much more to TPP and TTIP,
especially from the geopolitical perspective. The U.S. representatives adopted the
position that the U.S. needs to write future trade rules before China does so. Therefore,
they have a geopolitical aspect that is as important as economic ones for the United States.
The geopolitical implications are dependent on the stance of China. Currently, the U.S.
efforts in Southeast Asia lead to bigger rivalry which is characterized by China´s efforts
to push for their own initiative such as Regional Comprehensive Economic Partnership
or Asian Infrastructure Investment Bank that are clearly motivated to counter U.S.
influence. In case of TTIP, its goals are not so unequivocally antagonistic towards China
since they do not involve countries in China´s area of direct interest and they are more
focused on strengthening of traditional Transatlantic cooperation.
The thesis used a heterogeneous firms theory which concludes that a very important
aspect of international trade is a trade within same industries, intra-industry trade.
According to the theory, the intra-industry trade induces competition between firms in
a particular industry and leads to increased industry productivity as the most productive
firms leverage economy of scale and export more while the least productive firms exit
the market. As in every free trade deal, there are certain groups of people who are
threatened by the enhanced competition. Nevertheless, the transactional costs for these
people are usually lower in case of intra-industry trade.
From the assessment of trade flows between the United States and their trading
partners in both initiatives, the results showed that intra-industry prevails in U.S. trade
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with TPP countries as well as with the European Union. Nevertheless, higher degree of
intra-industry trade was identified for U.S.- EU trade, especially in comparison with TPP
countries that do not have a free trade agreement with the U.S. Based on this result, it can
be assumed that possible transactional costs would be lower in case of TTIP.
TTIP is envisaged to bring positive geopolitical and economic results by enhancing a
traditional Transatlantic cooperation. It would tie two very large, highly skilled labor and
innovation oriented economies which would lead to creating of a competitive
environment and provide a boost to transatlantic trade and productivity of firms in both
economies. Special emphasis is also put on small and medium sized enterprises and trade
in services.
Essentially, both of the agreements are very different from many past trade deals. This
is due to the fact that a majority of economic gains should derive from decrease in nontariff barriers which are usually in the form of regulations. This is also a source of
intensive criticism from different groups and the future of both of the agreements is very
uncertain. In both cases, a lot of political capital has been invested in these agreements
and the potential failure of the U.S. to successfully conclude and ratify them might result
in decreased U.S. credibility among its partners in Asia or Europe.
There are many groups that oppose fiercely both agreements. The criticism is based
mostly on three arguments: increased unemployment in industries which are harmed by
enhanced international competition, undermining democratic principles in favor of big
corporations and watering down of standards and regulations. From the U.S. perspective,
all three are better tackled in case of TTIP based on higher intra-industry trade which has
lower transaction costs for displaced workers, new dispute mechanisms proposed by
the EU which should be more transparent in investor-state disputes, and the level of EU
standards which are higher in many areas than the U.S. ones.
This thesis argues that as the situation stands currently, TTIP brings about more
benefits both in terms of geopolitical as well as economic implications. However, if
the United States is successful in convincing China to join TPP and to adhere to its rules,
it would change the initial conclusion since it would probably decrease the escalation of
economic rivalry between the United States and China and the involvement of a key world
supply chain member could multiply the economic gains.
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Summary
Tato práce se zabývá dvěma významnými obchodními dohodami, Trans-pacifickým
partnerstvím (TPP) a Transatlantickým obchodním a investičním partnerstvím (TTIP).
Spojené státy jsou zapojeny do obou těchto dohod a sledují jimi ekonomické ale i
geopolitické cíle. Hlavním geopolitickým cílem těchto dohod pro Spojené státy je
vytvářet pravidla mezinárodního obchodu dříve než tyto pravidla budou určena Čínou.
Tato snaha vede k vzájemnému soupeření, jelikož Čína prosazuje konkurenční obchodní
dohodu se zeměmi v Pacifiku. TTIP se určitým způsobem také vymezuje vůči nástupu
Číny, nicméně je méně konfrontační než TPP. Obě tyto dohody nejsou typickými
obchodními dohodami, které mají za cíl snížit tarifní překážky obchodu, nýbrž jejich
možný ekonomický přínos je závislý na odstranění netarifních překážek harmonizací či
vzájemným uznáním regulací. Analýza obchodních toků mezi Spojenými státy a zeměmi
Pacifiku v případě TPP a mezi Spojenými státy a Evropskou unií ukázala, že vnitroodvětvový obchod převažuje v obou dohodách, ve větší míře však v rámci TTIP. Vnitroodvětvový obchod je výhodný z hlediska nižších transakčních nákladů pro pracovníky,
kteří přijdou o práci v důsledku zostřené mezinárodní konkurence, zároveň vede také k
rychlejšímu růstu produktivity. Obě smlouvy mají početné kritiky a jejich budoucnost je
tak v tuto chvíli značně nejistá.
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