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1 Introduction

On 20th December 2007, the contract for execution of this study, the ‘Trade
Sustainability Impact Assessment of the FTA to be negotiated between the EU and
ASEAN’ (Reference: TRADE07/C1/C01 – Lot 2), was signed between DG Trade and the
consulting team, led by ECORYS.
ECORYS is aware of the important role of this study in providing input to the ongoing
EU-ASEAN FTA negotiations. Accordingly, the planning provided in this report has
been formulated to coincide as closely as possible with the pace of the FTA negotiations.
We recognise that in order for the results of this study to be relevant, the study must
conclude before the end of the FTA negotiations. Therefore, in addition to a solid
methodological approach, we will pay special attention to maintaining a continuous and
constructive dialogue with the European policy-makers involved in the negotiations so
that we remain abreast of all new developments and deliver results that are relevant and
realistic.
This inception report is based on the Terms of Reference, the proposal that was handed in
by ECORYS and subsequent discussions and insights, including the constructive kick-off
meeting that was held on 21st January 2008. The kick-off note is added as Annex A, and
the minutes of the kick-off meeting (general part and ASEAN part) can be found in
Annex B.
It is not our intention to repeat what has already been said in our proposal, as its contents
are still valid and available. With this inception report, we aim to address the main issues
that warrant further attention and focus, in order to bring this study to a successful end.
The issues addressed focus on:
1. Methodology
2. Organisation and planning

‘This report was commissioned and financed by the Commission of the European
Communities. The views expressed herein are those of the Consultant, and do not
represent any official view of the Commission’.
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•
•
•
•

2.1.3

Review of available literature, reports and data;
Definition of core aspects that influence the variable;
Determination of the effects transmission mechanisms;
Discussions with sector and other key experts for validation and insights.

Environmental variables
The environmental variables are partially covered in the CGE model, e.g. CO2 emissions.
In addition to the CGE variables, we use causal chain analysis, in-depth analysis through
consultations with civil society and interviews with sector experts to get more insights
into air quality, forestry effects, bio-diversity issues, land use in agriculture, ecosystem,
waste management, water quality and access to safe drinking water, desertification.
As regards fisheries, the model does not make a distinction between captured and
cultivated fish. Therefore, in the second phase, we will compare model outcomes with
available data and information in the specific ASEAN countries, so as to determine the
shares of these two modes of fisheries in total output and subsequently link these to
sustainable development indicators.
Several other issues are also impossible to analyse quantitatively, but we aim for a
structured approach:
•
Review of available literature, reports and data;
•
Definition of core aspects that influence the variable;
•
Determination of the effects transmission mechanisms;
•
Discussions with sector and other key experts for validation and insights.

2.2
2.2.1

Modelling and Data
Model Specifications
The CGE model to be used for this project, as well as the specific advantages and
improvements it offers over earlier studies on this topic, have been previously described
in our technical proposal. The model is based on Francois, Van Meijl, and Van Tongeren
(FMT 2005)3 and incorporates a number of key issues relevant to the EU-ASEAN FTA,
including:
•
Taxes;
•
Trade policy instruments;
•
International trade costs; and
•
Frictional trading costs.
Further theoretical and technical details on the model can be found in Annexes C and D
and on the following website: http://www.i4ide.org/francois/data.htm.

3

Francois. J.F., H. van Meijl and F. van Tongeren (2005), “Trade Liberalization in the Doha Development Round,” Economic
Policy April: 349-391.
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an economic variable, the TSIA Handbook of DG Trade places employment within the
labour theme of the social pillar.4 Accordingly, throughout the study we will treat
employment as a social variable. Model outputs on social issues will be supplemented at a
later stage with qualitative analyses on topics such as unemployment, gender equality,
poverty, 5 child labour, labour mobility, etc. (see Table 2.1). After the modelling phase,
social experts will further estimate the social effects qualitatively, based on the model
outcomes, among others through causal chain analysis. We intend to focus specifically on
the poverty and poverty related variables, as an important issue in the context of ASEAN
– particularly for some of the lesser develop member states. For the qualitative analysis of
these variables we will draw on earlier work done by our local partners in ASEAN, and
specific sector/sustainable development experts in the region who have conducted similar
studies (see also section 2.4 below).
In terms of environmental variables, the model provides output on the expected changes
in emissions levels (e.g. of CO2 – at least as CO2 equivalents – depending on what is
available in the GTAP satellite accounts) in the EU and ASEAN as a result of the FTA.
Also important for potential environmental impacts is the fact the model includes
livestock, both living (cattle, sheep, goats & horses) and in the form of processed food
(cattle, sheep, goats & horses). A separate category is ‘other meat’ which includes, for
example, poultry.
The CGE model categories are not able to distinguish between captured and cultivated
fish. At the level of export data, we are also limited by the fact that data are gathered by
type of fish (e.g. trout or salmon) but without discriminating between captured and
cultivated fish. Should this sector be selected for in-depth assessment in phase 2, this is an
issue that will be analysed qualitatively by our sector experts.
In the same manner as the social variables above, we will supplement environmental
quantitative results at a later stage with qualitative analyses from our environmental
experts on the potential effects of the trade agreement on the environment (e.g. air
quality, water pollution and biodiversity). When considering biodiversity, we will aim to
address the impact of the FTA on forests, including deforestation and illegal logging
issues, as well as the spread of invasive alien species (from and to the EU). However, for
the latter we depend on findings – through our array of methodologies – significant
expected impacts and sufficient data sources.
Our environmental impact assessment will take into account the specific local context
(e.g. differing environmental legislation and enforcement of this legislation in different
countries) and ongoing initiatives and agreements, such as the FLEG-T programme and
Voluntary Partnership Agreements (VPA).6 In essence these are part of the base scenario
4
5

6

See page 54 of the TSIA Handbook.
Winters (2000) identifies six key trade poverty links as well as a number of important issues to take into consideration when
assessing these links. His work therefore provides a useful basis for our own analysis with regard to social impact issues.
(CEPR Discussion Paper 2382)
The EC is currently negotiating FLEGT VPA with Malaysia and Indonesia, and possibly in the future with more ASEAN
countries. The FLEG-T programme is a global EU Action Plan to combat illegal logging and associated trade. It comprises
a set of measures in producing countries and in Europe to combat illegal timber trade (e.g. promotion of green procurement
policies in Europe). Negotiating of VPA is one of the key measures of the FLEGT Action Plan.
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analysis and taking them into account is necessary to capture the specific impacts that an
FTA may have in the different ASEAN member states related to their different levels of
economic and institutional development.
In addition we will look at the implications of changes in land use (e.g. use of fertilisers,
pesticides, water pollution) from a qualitative angle, comparing available data and
information on levels of fertiliser use and pollution for specific land uses and the model
outcomes with regards to changes in specific land uses.
Subsequent policy recommendations will be formulated using both the quantitative
outputs of the model and the qualitative in-depth assessments of our experts. We have
duly noted the Commission’s concern that the social and environmental impact analyses
in previous TSIAs have been too heavily focused on counterpart countries with not
enough attention for the impacts within the EU. Accordingly, for the current study, we
have assembled teams of social and environmental experts from both the EU and ASEAN
in order to give equal attention to the concerns on both sides of the Agreement.

2.2.3

Model Assumptions and Limitations
The following issues constitute model assumptions and limitations that are important to
present clearly and be aware of when interpreting results:
•
The model assumes imperfect competition for most sectors and constant returns to
scale for some sectors, that can be decided based on estimated scale economies in
individual sectors.
•
The model needs to apply various closures. This means that with regards to labour we
assume that jobs on net are neither created nor destroyed and the countries’ trade
balances are in equilibrium.
•
Trade in services is included in the model for cross-border modes, but the model does
not include specifications to analyse FDI, nor are data sources available to do so.
Therefore FDI and related investment flows are not included in the model. However,
there has been recent gravity work on services FDI at the OECD. We will draw on
this work, as well as on available FDI data, to analyse this issue outside the model
proper. For mode 3 we can apply some of the latest theoretical insights on the
relationship between trade and FDI.
•
Within the model it is not possible to take the informal sector into account. We will
have to provide a qualitative analysis of this issue. There exists some literature
whereby looking at the size of the formal sector can give insights in the informal
sector.
•
If a sector is too small, the CGE analysis may yield magnified and unrealistic results
– in that case we will explain the issue and caution against interpreting the results too
literally.
•
For the labour market module in the CGE model we assume market clearing, which is
in line with the request for extrapolation of the GTAP dataset to 2014 – by which
time labour markets should have cleared. We assume that market imperfections exist.
For example, we model product differentiation in the manufacturing and services
sectors, while we assume homogeneity of goods in the agricultural sector. If needed,
we can work with a long-run elastic labour supply curve.

14
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Non-tariff barriers can be modelled through Ad Valorem Equivalents (AVEs) and
these can be reduced to model Non-Tariff Barrier (NTB) reductions. However, we
will model the net effect of NTBs by sector. Specific modelling of an individual NTB
is not contemplated.
More detailed technical specifications on the model can be found in Annex D.
•

2.2.4

Model Data
The data we will start from for this analysis – the GTAP version 7 dataset
(www.gtap.org) issued in the pre-release version in 2007 (data benchmarked to 2004) – is
the most current general equilibrium dataset available. The database is the best and most
up-to-date source of internally consistent data on production, consumption and
international trade by country and sector. For more information, see Dimaran and
McDougall (2006)7. The GTAP data on protection incorporates the Macmaps data set,
which includes a set of Ad Valorem Equivalents (AVEs) of border protection across the
world. The source information concerns various instruments, such as specific tariffs,
mixed tariffs and quotas, which cannot be directly compared or summed. In order to be of
use in a CGE model, these have been converted into an AVE per sector, per country and
per trading partner. Social accounting data are also based on the most recent Version 7.0
of the GTAP dataset.
Reliability of data for ASEAN
As with any study, this TSIA must be conducted within the constraints of data
availability. As such, we will work to make the best most relevant interpretation possible
of available data. We will check existing data, but do not have many alternative sources at
our disposal other than the standard ones. We will benchmark the GTAP 2004 data
against EUROSTAT data. We can also provide some sensitivity analysis on certain
parameters, if required.
Up-to-date data
The dataset will be extrapolated from its 2004 benchmark to 2014. This involves using
relatively standard macro projection techniques. This would also allow us to incorporate
any underlying FTAs or similar developments that the Commission may deem important
as part of the baseline. Thus, we will develop a baseline and consider any major
deviations (one or two) from this baseline. Subsequently we can see if these deviations
make a big difference for the results. For instance, what happens if ASEAN+6 does or
does not happen.
Trade barriers in services
We will work with the latest dataset available, used in the Francois, Hoekman & Woertz
(2007) paper, validated through external sources (EUROSTAT, OECD, etc.) to
benchmark services trade by sector. This is the largest and latest dataset available and
goes beyond the GTAP services database (based on the CPB dataset). Based on a
variation of the method used in recent studies (for example Francois, van Tongeren, and
7

Dimaran, B, and McDougall, R., ed. (2007). The GTAP database -- version 7, Global Trade Analysis Center: Purdue
University.
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Van Meijl, 2005) we can use these data to estimate relative degrees of restriction to trade
in services. We will supplement this, to the extent possible, with other available estimates
from the literature (a review is now underway). These will be used to model trade costs
for cross-border trade (modes 1 and 2). However, latest theoretical work investigates the
complementarity or substitutability between trade and FDI and can therefore also shed
light on mode 3 services by approximation. Further information will come from
discussions (outside the model estimates) of other modes of supply.

2.2.5

Modelling Approach
Baseline Scenario
The development of a baseline scenario for the model requires some starting assumptions
with regard to the “current situation.” In light of the discussion during the kick-off
meeting, we will proceed as follows:
•
We will conduct macro extrapolations of the base year of 2004 to 2014 to allow for
the long run effects to be included;
•
We will include various trade agreements into the baseline scenario, like the EU
enlargement since 2004, the phasing out of the ATC, a notional WTO agreement
under the DDA, intra-ASEAN integration8, ASEAN-Japan FTA, ASEAN-Korea
FTA, ASEAN-China FTA, ASEAN-New Zealand & Australia FTA, EU-Korea FTA
and EU-India FTA.
Here it is important to note that we will not be focusing on these other FTAs in the model
as such, but we build them into the baseline scenario. In other words the effects or
relative efficiency of bilateral trade agreements vis-à-vis multilateral agreements will not
be included in the analysis.
The macro projections of the 2004 baseline to 2014 increase the relevance of the model
analysis because it takes us past the implementation of the potential FTAs and focuses on
the medium term horizon. Furthermore, such projections better reflect the implications of
China’s, India’s and ASEAN’s growth rate in the medium term.
Scenario analysis
In addition to the baseline scenario, we aim to analyse two liberalisation scenarios that
include reductions in tariffs, quotas, export subsidies and NTBs.
•

8
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An ambitious scenario, with deep integration between the EU and ASEAN
economies, showing the potential benefits of a far-reaching agreement;
o 97% for goods, both for ASEAN and the EU (tariff lines and trade, including
industrial, agriculture, fish and PAPs)
o 75% liberalisation of services
o 2% reduction of NTBs (custom and trade facilitation)

ASEAN has used rules of origin to preclude any real use of internal duty free arrangements. Our modeling team is aware of
these issues and will take them into account.
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•

Additional 1%-point reduction of NTBs in sectors where ASEAN and EU
have relatively high levels (based on WTO data) –as an Ambitious Plus
addition. These results will be presented separately.

A limited scenario, with much less ambitious integration, especially with respect to
agriculture and regulatory approximation:
o 90% liberalisation on goods, both for ASEAN and the EU (tariff lines and
trade, including industrial, agriculture, fish and PAPs)
o 25% liberalisation of services
o 1% reduction of NTBs (customs and trade facilitation)

For both scenarios, the TSIA will provide the outcomes for the four components tariff
liberalisation, agricultural/processed food liberalisation, services liberalisation and
customs agreement/trade facilitation jointly.
We further aim to look specifically at successful regulatory approximation,
implementation and enforcement by modelling an additional 1%-point reduction in NTBs
(beyond the ambitious FTA scenario) in specific sectors where SPS, TBT, procurement
barriers, IPR, rules of origin or other barriers mentioned in the ToR Section 4.2.1) are
high – based on WTO Trade Policy Review information.
In order to make the scenario analysis as realistic and supportive as possible for the
ongoing trade negotiations, the liberalisation assumptions need to be as close to the reallife situation as possible. For the latter to be possible, we propose two parallel
approaches:
•
Studying the information available from EU-ASEAN Partnership and Cooperation
Agreements, previous studies, the EU-ASEAN Vision Group report and other
documents provided by the Commission;
•
Close co-operation and consultation with the relevant Commission officials –
especially the chief negotiators – to gather comments on the scenarios suggested by
ECORYS.
Coordination with the Commission on the scenarios – baseline and liberalisation – is of
crucial importance and requires that the study team and the Commission exchange
relevant information and any other related reports that have been commissioned.9
Level of analysis
After discussions with the Commission it was agreed that the TSIA will focus on
aggregated effects at EU level. For ASEAN, model outcomes will be presented both at
aggregate and individual country level, with the exception of Laos, Brunei and Myanmar,
which do not feature separately in the GTAP database.
Considering on the one hand the large intra-ASEAN differences in levels of development
and the need to take these into account, and on the other hand the fact that although the
EC negotiating authorisation does not concern Cambodia, Laos and Myanmar, these
countries should nevertheless be covered under the TSIA particularly in respect of
9

Apart from what has already been provided in the proposal and inception phases of course.
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agriculture, in the qualitative analysis we will also present some specific findings (i.e.
where impact is substantial for certain countries or groups of countries) at the level of the
individual ASEAN countries, insofar possible. For instance, as requested by the
Commission, specific attention will be paid to Indonesia and Vietnam, while some
analysis will also be conducted for Cambodia and the rest of Southeast Asia (GTAP
aggregation including Brunei, Laos, Myanmar and East Timor). The case studies will
provide an opportunity to address specific issues at the level of ASEAN Member States in
more detail. These case studies will therefore be selected in close consultation with all
main stakeholders.
Third-country effects
In addition to showing the potential impacts of the FTA in ASEAN and the EU, the
model will also highlight potential third country effects. As agreed with the Commission,
these analyses will be focused on the following ‘third’ countries/regions:
•
India;
•
Pakistan;
•
Bangladesh.
To this list we propose to add:
•
Rest of South Asia (GTAP aggregation which includes Nepal, Afghanistan, Bhutan,
and Maldives);
•
Rest of LDCs as a group;
•
Rest of World.
FDI
Due to limitations in the amount of data available on FDI, FDI and investment are not
included in the CGE model. ECORYS has examined the possibility of including the
CEPII FDI data into the model, as was suggested during the kick-off meeting. However,
much of the CEPII bilateral FDI data are actually synthetic, having been produced using a
reverse gravity model to generate missing data. These data thus rule out zero FDI stocks
and flows, even though this could be a realistic and important situation. Given our lack of
access to real, as opposed to synthetic, FDI data, we must accept FDI and investment as a
limitation to the model. We can, however, provide a more descriptive analysis on FDI
trends and policy in the chosen sectors and – data allowing – some gravity modelling on
projected FDI and investment flows. We are also currently reviewing recent gravity
estimates for FDI in services (that mainly originate from the EU).
Services liberalisation
As mentioned before, the CGE model allows us to address services liberalisation of crossborder modes, but not modes three and four. We therefore can look at impacts on services
trade for specific services sub-sectors that produce in ASEAN and the EU. Modes 3 and
4, related to commercial presence in services and mobility of persons, are outside CGE
modelling capabilities given data limits and therefore have to be addressed through
qualitative analysis, causal chain analysis (CCA) of economic and social impacts and – if
possible – via gravity analysis to shed light on FDI and investment flows. We can model
barriers to services partially through converting them into AVEs.

18
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Related to this, we had a look at the Trade Restrictiveness Index (TRI) work by the World
Bank10 and the dataset on trade barriers in services by M. Olarreaga. Regrettably, the TRI
has no relevance for this study as it is a summary measure of the overall welfare impact
of trade policy relative to all partners.
Non-tariff barriers
We can address NTBs in the model in one of two ways. Some NTBs, like many of those
in agriculture, generate rents. As a result, they operate much like import and export taxes.
Based on price-wedge estimates, our protection data does include summary measures of
agricultural protection (as in previous years, GTAP data in agriculture include tariff
equivalents for current regimes, like TRQs, in the benchmark data). In other cases, such
as services, trade costs can be modelled as iceberg-type trade costs11. In the first case, we
model NTBs as import and export tax equivalents, while in the second we model them as
change in the cost of trade (but without the rents). The Commission has expressed its
preference for the second option, which we will therefore take into account.

2.3

Screening & Scoping
During Phase 1, we use basic indicators to identify the current situation in the ASEAN
and EU economies, their inter-linkages in goods, services and capital flows and the size
of various sectors. We also look broadly at the issues that are likely to be included in the
FTA negotiations, as indicated in the ToR and further elaborated during our meetings
with the Commission thus far.
It is these issues, the strength of the linkages at sectoral levels between the EU and
ASEAN, comments from civil society and the degree of estimated impacts that matter a
great deal for the selection of the sectors and horizontal issues for the detailed assessment
in Phase 2. The selection of sectors and horizontal issues to be analysed in Phase 2 will be
contingent upon these screening criteria.
Following Phase 1, we will select five sectors and five horizontal issues to be analysed
in greater detail. The ToR divides the economy into four sections:
- Agriculture and processed foods;
- Other primary;
- Manufacturing; and
- Services.
From these four broad sections we will choose the five sectors, depending on the
screening criteria (e.g. forestry as a sector of other primary or clothing as a sector within
manufacturing).

10

11

http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,contentMDK:21085342~pagePK:
64214825~piPK:64214943~theSitePK:469382,00.html
Iceberg type transport costs are costs that are modelled as goods or services ‘melting away’ when being exported. For
example, 100 T-shirts may be exported by ASEAN, only 95 T-shirts arrive in the Port of Rotterdam (EU). The 5 T-shirts that
have ‘melted away’ show the height of transport costs.
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The selection of the five sectors and five horizontal issues takes place, making use of the
following four criteria:
a. The (macroeconomic) importance of a sector/horizontal issue for EU ASEAN
relations (e.g. through share of GDP, employment);
b. The size of the expected economic impact of the FTA between the EU and
ASEAN;
c. The expected social and/or environmental impact of the sector for the EU and
ASEAN; and
d. The comments and feedback from the consultations with key stakeholders and
civil society.
On the basis of the screening exercise we will propose to the Commission the five sectors
and five horizontal issues to be analysed in more detail. For those sectors and horizontal
issues not selected for more detailed analysis in Phase 2, we will provide in the Global
Analysis Report a clear indication of why they have not been chosen.
Within each of the five sectors selected for analysis in Phase 2, we will also conduct two
case studies. In choosing the case studies to be carried out, we will look to identify cases
that highlight not just the specific sector (or sub-sector in the cases of services and
agriculture) but also potentially a specific horizontal issue. For example, if clothing is
selected as a case study, we may try to link this to Rules of Origin issues. We will also
look to identify case studies than can highlight other issues relevant to the TSIA (e.g. 3rd
country effects, specific environmental and/or social issues, etc.). Both case studies for
ASEAN and for the EU will be identified and conducted.

2.4

Consultation & Dissemination
As indicated in the tender application, the quality, credibility and legitimacy of the Trade
Sustainability Impact Assessment is very important and depends to a large extent on two
key aspects:
•
A solid, objective and scientific quantitative and qualitative analysis of the expected
impact of the FTA on sustainable development (including thorough sector and
horizontal issue analysis);
•
A thorough process of consultation, including information exchange and feedback,
with key stakeholders to the FTA negotiations, with the results on the process
becoming available at ‘the right times’ to support the FTA negotiations.
The effectiveness and impact of this TSIA as well as the ability to avoid polarisation
regarding the FTA negotiations between the EU and ASEAN among stakeholders and the
public, depends on a continuous dialogue and regular discussions with, and openness to
critique and suggestions from the key stakeholders.
To that aim, we elaborate here:
1. A preliminary list of key stakeholders in both ASEAN and the EU, to be further
developed into a network of key stakeholders and experts;
2. Our ideas for development and implementation of the website consultation
strategy; and
3. Preliminary plans for the TSIA Workshop to be held in Bangkok.

20
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3 Organisation & Planning

Considering the objective for the Trade SIA to flank the negotiation process and to be
concluded before conclusion of the FTA, and due to insights gained in the inception
phase through interactions with the Commission, we would like to propose some changes
to our original planning as presented in our proposal and during the kick-off meeting.
These changes will not affect the overall timing of the project (18 months).

3.1

Recent Developments in the FTA negotiations
The negotiations were launched in May 2007, but have had a slow start and progress is
limited to date, which is in part a consequence of the complexity of the negotiations
between the two trade blocks, of which one – ASEAN – does not have a supranational
governing body (such as the EC) yet with a mandate to negotiate trade agreements on
behalf of its members.
The contours of an FTA between the EU and ASEAN are in a negotiation phase, making
it hard for the evaluation team to quickly develop a base case and liberalisation scenarios.
The FTA should be comprehensive and cover a minimum of 90 percent of goods trade, as
well as services sectors, establishment, and rules (IPR, government procurement,
competition, etc.) and sustainable development. The Commission expects to be able to be
more precise after the 4th negotiating session in Bangkok (16-18 April 2008).
Documentation obtained in part through the Commission, gives an idea of the issues that
might be covered in the Agreement and on the negotiation process. Based on this
documentation and in close cooperation with the negotiators we proposed scenarios, that
will be used as inputs for the modelling exercise, ensuring useful outcomes of this
exercise. As this process has taken up some time, the changes in our proposed work plan
concern mainly an extension of the period needed for completion of this first phase.

3.2
3.2.1

Progress from this point forward
Inception phase
This report concludes the Inception Phase. This Inception Report, once finalised with
comments from the Commission included, will be presented on the TSIA website to
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provide a clear and transparent representation of the methodology and timeline proposed
for this study which can be viewed and commented upon by all interested parties.

3.2.2

Phase 1: Global Analysis
We have already begun work on Phase 1, the Global Analysis of the study, to identify the
current situation surrounding the EU and ASEAN relationship and to look deeper into the
broad range of economic, social and environmental issues that might be impacted by an
EU-ASEAN FTA. The CGE modelling constitutes the quantitative core of this phase and
yields economic and (to a more limited extent) social and environmental impacts. The
overall description and CGE model will provide a snapshot of the economies of both
regions, give an indication of the current trends in terms of social and environmental
issues and subsequently allow for the identification of important sectors and horizontal
issues. We plan to submit a first draft of the Phase 1 Global Analysis Report (GAR) in the
third week of June, 2008.

3.2.3

Phase 2: Sector studies & Workshop
This phase will include the in-depth analysis of sectors and horizontal issues chosen
during Phase 1, as well as 10 case studies and the TSIA Workshop that is planned to be
held in Bangkok in the third week of September 2008. The exact date of the workshop
still needs to be discussed and agreed upon between ECORYS and the Commission. The
results from the in-depth sector studies and feedback from the TSIA Workshop, and a
number of interviews with relevant CSOs will be incorporated into the Interim Report,
which we plan to submit (first draft) to the Commission in the third week of December
2008.

3.2.4

Phase 3: Policy recommendations
Upon inclusion of all comments and final approval, we aim to submit the Approved Final
Report in the last week of June 2009, concluding the entire project.

3.2.5

Working meetings with the Commission and Public Meetings
We aim to organise working meetings with the Commission and Public Meetings –
subject to Commission approval – in the period between Draft and Approved Reports, in
order to be able to adapt the draft report(s) and incorporate the comments from the these
meetings for the final versions.

3.3

Revised timeline of key deliverables and project milestones
Table 3.1 provides a summary timeline of the project, indicating our proposed dates for
key deliverables and project milestones in line with the discussion during the kick-off
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Annex A: Kick-off Note TSIA EU-ASEAN

A) Organisation of the work
1. Overall SIA methodology
The overall TSIA methodology consists of two major parts:
- Trade sustainability impact assessment: economic, social and environmental
assessment of trade negotiations
o In general (trends and overall impact assessment through quantitative
analysis)
o In particular for strategic/important sectors (sectoral analysis and
horizontal issues)
- Consultation process
o Involve civil society throughout the process of the SIA via website
consultations, results dissemination, public meetings and workshop,
incorporation of feedback, and capacity / network building on TSIAs.
We use the handbook, our own experiences with the TSIA EU-Ukraine, other former
TSIA studies such as the Korea and Mercosur studies, earlier (DG Trade commissioned)
studies on an FTA between the EU and ASEAN as the basis – improving on the parts that
were critically received and maintaining the level of parts that were applauded.
ISSUE: Any documentation or information that is not publicly available that could be
useful or is needed for accurate modelling/simulation?

2. Current situation & general analysis
We will analyse the following:
- Current (economic) priorities of the European Union (put the TSIA in a bigger
picture) – regarding enlargement, but also regarding the EU social agenda,
environment, energy and competitiveness
- Current (economic) relationship between the EU and ASEAN
- Current trade intensities between EU and ASEAN (which are the ‘large’ sectors),
where relevant specified by country.
- Current trade policy situation: WTO commitments; intra ASEAN trade policies
and progress on the AFTA; current levels of tariffs / NTBs in trade between
ASEAN and ASEAN Member States with EU; other FTA initiatives of both
trading blocks that may be relevant to an EU-ASEAN FTA (e.g. what is
happening with APEC and EBA).
- What kind of FTA is foreseen? What issues are important for the EU and for
ASEAN in terms of tariff reductions, specific sectors or horizontal issues and
sustainable development issues.
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ISSUE: Any documentation or information that is not publicly available that could be
useful?
ISSUE: What kind of FTA is foreseen? How to treat this in light of the different
development levels and progress on trade liberalisation of individual ASEAN Members
and of Intra-ASEAN dynamics (AFTA)?

3. Trade policy modelling
- CGE model also used in Korea TSIA.
- Issues: include specifically EU-ASEAN (SAM ASEAN); also quantitative social
and environmental impacts if possible.
- Data availability – being checked at the moment (cooperation between ASEAN
partners and Prof. Francois with team)
- Limitations of the modelling outcomes (if possible per issue) (e.g. differences
between Eurostat data and data from Southeast Asian and ASEAN Secretariat
statistical databases) – model restrictions.
- Outcomes presented in such a way that they can serve as valuable input for the
negotiations and economic relation between EU and ASEAN if so desired – do
we want to go in this direction?
- Attention to third country effects, especially preference erosion and South-South
trade.
- Sectors – five sectors to be determined in Phase 1 but we have a general idea in
what direction to look:
• Grains – rice production constitutes a large sector for ASEAN.
• Vegetable oils – especially palm oil.
• fisheries – an important sector for ASEAN member states that involves
sustainability issues and faces SPS problems in several of them (e.g.
Indonesia, Thailand)
• Wearing apparel (garments) – a leading sector in terms of employment, often
part of regional and international value chains; restrictions on EU side: EU
impacts
• Automotive (particularly parts) – for the same reason
• Financial and other services
• Pharmaceuticals – an important issue regarding intellectual property rights
(see horizontal issues)
- Horizontal issues – five horizontal issues to be determined in Phase 1 but a
general idea would be:
• Technical standards for industrial products (important addition to quantitative
modelling – lower tariffs do not lead to more trade if quality is not good)
• SPS (same reason)
• Intellectual property rights, which continue to be a major issue in matters of
trade and investments between the EU and ASEAN.
• Rules of Origin – especially for products that are part of regional or
international value chains including for instance China and LDC countries,
such as garments and automotive vehicles.
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Trade facilitation – customs issues are an intra ASEAN priority as well at this
moment.

ISSUE: What is meant with a ‘less ambitious’ scenario? Any specific sectors to be
analysed as part of a more limited integration?
ISSUE: Any ideas for scenarios? Also in light of the previous study (by CEPII –
CIREM) so as to avoid replication.
ISSUE: How to look at third country effects such as preference erosion and SouthSouth trade – which countries to consider?
ISSUE: How to incorporate and deal with Laos, Cambodia and Myanmar? In terms of
third country effects or as ‘exceptions’ within ASEAN

4. Methodology
- General analysis of trend (Phase 1)
- Trade policy modelling – CGE (Phase 1) + some GSIM if needed
- Causal chain analysis (CCA) (Phase 1 & Phase 2)
- In-depth sectoral / horizontal issue analysis – making use of modelling outcomes
and CCA – and in addition conducting qualitative analysis on issues like
standards, SPS, regulatory approximation, IPR, rules of origin and trade
facilitation (Phase 2)
- Case studies – serving as an illustration for a specific sector (e.g. rice) to deepen
understanding of dynamics and relation to sustainability and possibly also
horizontal issues.
- Written down to allow implications for policy to become clear and including
advice on mitigating and enhancing measures (flanking measures) – some basic
alternatives (Phase 3).
ISSUE: How is the focus regarding quantitative versus qualitative? Issue of
quantitative modelling versus qualitative issues related to SPS, quality standards,
technical standards, etc.

5. Sector studies
Out of points 2 and 3 will officially follow the five sectors and horizontal issues – to be
discussed with steering committee before Phase 2 starts. Sectors and horizontal issues
will be selected on basis of:
- Economic importance (size of sector)
- Economic impact of an FTA on these sectors (quantitative and qualitative) –
outcomes phase 1
- environmental and social impacts (through changes in production structure) of an
FTA on these sectors.
- Importance of sector / issue for EU-ASEAN relationship (e.g. agreements and
treaties )
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-

-

Importance in general EU focus on energy, agriculture, environment and
competitiveness
Case studies: link specific examples to form case studies to the sectors and
horizontal issues mentioned above to: 1. Illustrate the points being made; 2.
Further deepen the analysis by showing what may happen on a case by case
basis; 3. Serve as examples for Phase 3.
Extensive involvement of our ASEAN partners, according to their relative
strengths and fields of expertise.

Important is that the sector analyses are based on the modelling outcomes and causal
chain analyses of Phase 1, as well as consultations with key-stakeholders through the
various consultation mechanisms. These form the backbone of the study.

6. Consultation
The consultation process is very important for the TSIA EU-ASEAN. As part of this
process – which runs in parallel to the entire study – we aim to do the following:
- Currently we are building a website for the TSIA for information dissemination
and for attraction of civil society (to be matched with DG Trade website – how to
combine for maximum impact)
- ASEAN partners + Research assistants at ECORYS permanently onto this
- Our Thai partner, the Centre for European Studies, Chulalongkorn University
Bangkok, is organising the workshop, with inputs form al our local partners for
identifying and inviting relevant civil society representatives and stakeholders in
the process – also – when sectors are known – sector experts and representatives.
- The workshop is planned in such a way that the inputs can be used for phase two
of the study.
- We plan face-to-face interviews with specific stakeholders, e.g. sector experts or
sustainable development experts, policy makers, Academics, etc.
ISSUE: Complementary and supportive role of websites ECORYS and DG Trade
ISSUE: Any specific parties we need to consult?

B) Planning of the work
7. Deliverables
• Inception report – a.s.a.p. after this kick-off meeting
• Phase 1: Global analysis report
• Phase 2: Interim report (including consultation phase results)
• Phase 3: Final report
• Overall deliverable: create validity, transparency and credibility for the TSIA
study
Next to the reports, there will also be meetings in BXL and Bangkok for feedback from
steering committee and civil society.
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Annex B: Minutes of the Kick-off Meeting

Date: 21-01-2008
Location: Brussels, Charlemagne

Present
For DG Trade:

For ECORYS: WIJMENGA Paul, BERDEN Koen, SMAKMAN Floor, MANCHIN
Miriam, TAMMINEN Saara, GREEN Dillon.
Opening and introductions
Opening by Chairperson
welcomes all
participants and extends a word of thanks to the Consultants for having prepared a Kickoff note. It is decided that the methodology and modelling issues of both studies will be
discussed first, followed by a focused discussion on ASEAN and a discussion on India.
Project Director, Drs. Paul Wijmenga shortly introduces the team and ECORYS approach
to both the TSIAs. It is agreed that the kick-off notes will be used (Annex 1 and Annex 2
to these minutes for ASEAN and India respectively) to guide the meeting.

The methodology and model are presented by ECORYS. The CGE model used to
estimate the effects is of the same type as the GCE model that is used in the TSIA study
between the EU and Korea.
Comments from the Commission and discussion on methodology
1. It is noted that ECORYS should not follow too closely the methods of TSIA studies,
which are not fully concluded (like TSIA Korea);
2. Mrs. Dihel asks for a specification of the technical issues and structure of the GCE
model to be used, e.g. whether the model assumes imperfect or perfect competition,
how investments are modelled, etc.
• Answer: The model assumes imperfect competition for most sectors and constant
returns to scale for some sectors, trade in services is included in the model (mode
1 and mode 2), but there are limitations to the amount of data available on FDI,
hence FDI and investment are not included in the model. In addition the CGE
model does not incorporate dynamic effects of FDI very well. More detailed
Trade Sustainability Impact Assessment of the FTA to be negotiated between the EU and
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technical specifications will be sent to
and included in the inception
report.
3. The model is confirmed to use the GTAP7 data; the model has been built by
4. Mrs. Dihel notes that CEPII has constructed an FDI database with stock and flow
data and asks if ECORYS can look at incorporating the data and the FDI issues into
the GCE model.
• Answer: ECORYS will check these data and look into the possibility to include
them in the model.
5.
asks how the non-tariff barriers and barriers to trade in services are
modelled and if the consultants are familiar with the World Bank dataset for trade
restrictiveness indices (by
See below the link to the database:
http://econ.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/0,,content
MDK:21085342~pagePK:64214825~piPK:64214943~theSitePK:469382,00.html
• Answer 1) The barriers to trade in services are estimated with ad-valorem tariff
equivalents – in a general and ‘crude’ way;
• Answer 2) ECORYS is not familiar with the World Bank estimates, but will have
a look at those and get back to this issue in the inception report;
6. TSIA analysis does not only cover the overall EU effects, but also the disaggregation
of the TSIA analysis to EU country-level. It is agreed that with respect to the
modelling, the analysis can be carried out at country level (regional level is
impossible). After that, depending on selected industries, qualitative analysis will be
added to the national data from the CGE modelling.
7. ECORYS is asked to check the reliability of the trade in services data for India. In
addition it is asked if the GTAP data, which are from 2004, could be brought forward
to 2006 level. The most recent data would be important for the negotiators.
• Answer: SAM data are quite robust and do not change much over shorter period
of time (e.g. two years). The 2004 data can be brought forward by incorporating
important policy changes (e.g. ATC) and possibly with some macro-projections.
The trade negotiators have to indicate exactly what policy changes (agreements)
should be taken into account.
8. It is agreed that the consultant will check with the EC on the technical issues of the
model, latest data, estimation techniques, inclusion of data and how the liberalisation
will be done. In addition the consultants will specify all the limitations, assumptions
and the technical structure of the model (e.g. whether short and long term effects can
be separated, dynamic limitations).
• Answer: The model allows for dynamic effects and for short and long term
effects of the impact of the FTA.
9. It is asked how social and environmental indicators and effects are included in the
model.
• Answer: The model includes a number of social indicators, such as employment
effects for high and low skilled labour, wages effects on these groups and
employment effects per sector. Emissions can be also included in the model with,
i.e. what the effects of the FTA will be on emissions (e.g. of CO2).
10. It is asked if emission trading can be included in the model
• Answer: it is not possible to model for example inclusion of ETS in trade
agreements and its effects on emissions, it is only possible to model the impact of
the FTA on emission levels in the EU and India.
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11. How will environmental and social impact issues be analysed?
• Answer: After the modelling phase, social and environmental experts will
estimate the social and environmental effects based on the model outcomes
through causal chain analysis. As social (e.g. decent work and child labour)
issues and environmental issues are of specific importance at the moment, the
mechanisms behind the environmental and social effects (stemming from the
economic effects) will be studied in detail. Based on the analyses policy
recommendations will be made.
• Answer: In the past TSIAs, analyses of social and environmental impacts tended
to focus on the counterpart countries and less on the EU. For the current studies
we have engaged experts specialised in social and environmental impact in the
EU context.
12. Will the study compare the effects of multilateral agreements vis-a-vis the FTA
effects?
• Answer: This study will concentrate on an analysis of the sustainable
development effects of an FTA; the effects or relative efficiency of bilateral trade
agreement vis-à-vis multilateral agreements will not be included.
Agreed actions
will exchange all technical information and
1. The modelling team and
specifications on the model.
The Consultant will:
2. Check the suggested databases (CEPII FDI stock and flow data as well as NTB
dataset of the World Bank) to see if they are realistic and suitable for
incorporation into the model.
3. Check and report on the reliability of data (continuous process);
4. Send the list of sectors and countries in the GTAP7 database to
– who will then distribute these to negotiators and modellers alike;
5. Specify and incorporate the following issues in the Inception Report:
• describe how trade in services is modelled;
• provide a description of how social and environmental impacts are
incorporated into the model and overall analysis (inception report);
• describe how sensitivity tests are included in the modelling (inception report);
• closure rule in the model (inception report).
In addition it is agreed that detailed outcomes will be reported in the Annexes of the
Global Analysis Report.

TSIA on an FTA between EU and ASEAN
Key contacts DG Trade:
Key contact ECORYS: Dr. Floor Smakman
welcomed everyone and invited the Consultant to give a short presentation.
This was made by Mr. Wijmenga, who explained the methodology to be used. He also
raised specific issues that the Consultant would like to discuss with the negotiators and
the Commission. The presentation followed the Kick-off notes for the meeting (see
Annex 1).
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State of Play in the negotiations
Mr. Meyer gave an update on the state of play in the negotiations. All 10 ASEAN
countries are present in the negotiation process on account of the region-to-region
negotiating modality. However, although the EC negotiating authorisation does not
concern Laos, Cambodia and Myanmar due to economic and political considerations,
these countries should be nevertheless covered under the TSIA, particularly in respect of
agriculture. The negotiations have had a slow start and progress is limited, hence the
negotiators can not answer specifically what kind of scenarios the consultants should
assume for the study. Some documents were suggested to the consultants to help them
understand the negotiation process and to give insight on what issues might be covered in
the Agreement.
Comments from Commission representatives and discussion
1. Referring to the question of which third countries are to be studied,
answered that the three ASEAN LDC countries are to be treated as exceptions among
the ASEAN countries (see above on their exclusion from mandate), and e.g. India,
Bangladesh and Pakistan could be studied as third countries in the study.
2. The baseline scenario will depend on whether the DDA will be successful or not,
hence will be specified later. Probably the FTA will cover around 90% of goods
trade, but it will be specified further to which extent trade in services/investment and,
if at all, in IPR, procurement markets, etc. will be covered. The Commission expects
to be able to be more precise in approximately three months, i.e. hopefully after the
4th negotiating session in Bangkok (16-18 April).
• Answer: The Consultant agreed on a slight change in the start of the study and
subsequent work schedule, in order to model realistic scenarios. Slight
adjustments to the initial timetable presented in the ToR may be possible
(especially in the Reporting times), but this will not affect the overall timing of
the project (18 months) unless later agreed otherwise with the Commission.
3. The Consultants asked clarification on what is considered to be a sector and what a
subsector. It was agreed that the specific sectors to be studied will be decided after
the Phase 1, and that it should be more specific than for example ‘agriculture’ as this
is too broad (too high a level of aggregation). However, grains could be an example
of a sector to be studied.
4. The negotiators where happy with the preliminary list of sectors and horizontal issues
that may be important. However a few additions and changes were suggested:
• add public procurement as an important horizontal issue;
• technical standards are not seen as an important priority in terms of horizontal
issue for further study, but sanitary and phytosanitary standards are;
• the investment regimes could be studied as a horizontal issue, with establishment
in services and non-services sectors as a key aspect;
• cars production (not just parts) might be an interesting sector to study, also in the
light of investment and market access issues for, for instance German cars on the
ASEAN markets.
5. The Consultant stressed that this is merely a preliminary list based on ‘gut feelings’
of what will be important; a final selection can only be made after phase 1 and will
include 5 sectors and 5 horizontal issues.
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6. The Commission agreed to give the Consultant contact details of the key persons for
the ASEAN study (including EC Delegations in ASEAN). The Consultant was also
invited to keep close contact with the ASEAN negotiators.
7. WTO commitment/DDA and Intra-ASEAN integration Agreements and, possibly,
ASEAN FTAs with third countries were mentioned as important other Agreements to
take into consideration in the study.
8. Additionally, as indicated in the proposal submitted by ECORYS for this study, the
qualitative and quantitative studies carried out in 2006 as a preparatory work to the
Vision Group report will be considered.
9. The Consultant was advised to visit www.bilaterals.org.
Agreed actions
Commission:
1. Provide the Consultant with (i) Work program 2008 for ASEAN; (ii) internal paper
on the negotiations template.
2. Provide a list with key contacts for the study;
3. Inform the Consultant of the progress with the negotiations.
Consultant
1. Provide the Steering Committee with a draft Inception Report in which the above
details and discussions are specified and clarified and a new timetable of both studies
will be included..

TSIA on an FTA between EU and India
Key contact DG Trade:
Key contact ECORYS: Dr. Koen Berden
The state of play in the negotiation
Mrs. Annette Grunberg provided a short presentation on the state of play in the
negotiations. These have progressed further with India than is the case with ASEAN. Two
rounds of negotiations have taken place in addition to the launch in June 2007 and some
progress has been made. The EU hopes for an ambitious FTA, covering goods, services,
SPS, TBT, public procurement, IPR, rules of origin, competition policy and sustainable
development. She also informed all present that the High Level Trade Group – report
could be used to understand further what is meant with an ambitious agreement. India is
keen on finishing the negotiations by the end of 2008, but question mark remains whether
this is a realistic timetable given that for EU ambition is more important than speed.
Comments from Commission representatives and discussion
1. The confidentiality of the information provided to ECORYS was stressed. All
ECORYS team members are to sign confidentiality statements, after which further
information will be dispatched;
2. ECORYS asks to be informed about the progress in the negotiations on a continuing
basis, which is agreed between
and Mr. Berden;
3. ECORYS promises to look into the possibility of speeding up the India study so that
it can be more or less finished by the end of 2008. The main question is, whether this
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4.

5.

6.
7.

8.

9.

10.

change in time schedule is agreeable for the modelling team. ECORYS will get back
on this;
A schedule change to the original planning will occur. While the India study will start
immediately, the ASEAN study could be commenced at a slower pace. It is worth
considering that the ASEAN study will improve its focus/analysis should clearer
scenarios emerge in the course of the negotiations. The project schedules will follow
closely the negotiation progress, and the India study is likely to be finished before the
ASEAN study in order to get all information to the negotiators before the end of the
negotiations. The overall timeframe of 18 months for both studies will remain;
In services all modes are considered to be important and EU would like to go beyond
the current level of openness in trade in services. The Consultants will specify in the
Inception Report how the trade in services will be included in the GCE model;
The negotiators will look at the modelling specifications in the Inception Report and
give their comments;
ECORYS team and the Commission brainstormed possible sectors and horizontal
issues for Phase 2 and the Commission promised to think about them further.
However, the final selection will be made after Phase 1 screening results are
available. This screening will take into consideration the estimated economic, social
and environmental impacts, the economic importance of the sectors and the feedback
received from stakeholders;
Third countries that should be studied as regards impact of EU-India FTA include
Pakistan, Bangladesh, Sri Lanka, and Rest of South Asia – countries (group in
GTAP7 database – which are Afghanistan, Maldives, Nepal and Bhutan). The
Consultants will do the preliminary selection and the Steering Committee will give its
comments;
The Commission stressed the importance of managing the consortium well –
including the Indian partners – with the view of doing an objective and independent
study.
Two studies have already been carried out to assess potential quantitative and
qualitative effects of the EU-India FTA and these studies should be taken into
account when conducting this SIA.

Agreed actions
Commission:
1. Provide contact details of the negotiators for the EU-India FTA;
2. Provide confidentiality statement to be signed by ECORYS prior to receiving
confidential documents that can be used in the report(s) (ASEAN and India).
Consultant
1. Provide the Steering Committee with a draft Inception Report in which the above
details and discussions are specified and clarified and a new timetable is included.

Rotterdam, February 8, 2008
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Annex C: Theoretical Foundations of the Model

“Trade Liberalization in the Doha Round”.
Francois, van Meijl, and van Tongeren (2005).
Economic Policy, Vol. 20, pp. 349-391.

See PDF attached separately
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Annex D: Model Technical Annex

See PDF attached separately
Document can also be found through: http://www.i4ide.org/data/Tech Annex.pdf
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Annex E: Key stakeholders ASEAN Member
States – Preliminary lists
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