TPP and the benefits to

the consumer
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Benefits to consumer often underrepresented
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® While liberalization of wheat, for example, in Japan will harm Japanese wheat
producers income...
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® It will result in lower prices of wheat (bread, etc.) for 125 million Japanese
consumer.
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® Standard microeconomic and trade theory shows that the gains to consumer are
larger (in yen) than loss to producers.
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However, per person...
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® Per person, the wheat farmer will lose far more than each Japanese
consumer will gain.
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TPP effects on Japan will be small and slow
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® While some sectors may see dramatic declines in output (wheat, for example, may
fall by 1/3 (32%) or so according to one estimate (US ERS)
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® Overall effect on Japan GDP and employment will be small (estimates range from

0.66% to 2% of GDP). (Sources: Japanese Govt and Petri and Plummer, 2012)
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® US would gain much less than Japan (0.38% according to Petri and
Plummer, 2012)
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Expect very long “phase-in” periods
MmH TR EARE] OEE

® Jayant Menon (2015) says it may take up to 2 years to ratify the TPP in most countries.
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® Tariff cuts for many goods will be phased in over years, or even decades. E.g. Japan tariff
(38.5%) will be reduced to 9% over 16 years. Vietnam and Malaysia will get longer phase in
periods for most goods. (Also: "snapback” provisions...)
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But...

® But, some tariffs (on US goods) will disappear immediately. E.g. grapes,
avocados, strawberries, raspberries, blueberries, cranberries, kiwifruit,
watermelon, pomegranates, and papaya (source: USDA)
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The Compensation Principle
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® Kaldor-Hicks (1939)
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The idea that if a policy change (such as a tariff reduction) could be Pareto
improving if it were accompanied by appropriate transfers from winners to losers.
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http://www-personal.umich.edu/%7Ealandear/glossary/p.html#ParetoImproving
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® For example: If removal of a 50% tariff causes 1 farmer to lose 1 man yen per year in income.
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® Also, suppose 100 consumers gain 200 yen each (per year). The gains are: 2 man yen.
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® The Principle, says, that, in principle, the gov't could take some of the gain from consumer, say 1 man yen, and give it to
the farmer.
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® Then, the consumers still gain 1 man yen in total from the policy (20,000-10,000=10,000). And the farmer is the same as
before.
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The "Dracula” Effect (Bhagwati)
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® “exposing illiberal policies to daylight and scrutiny”
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FAQ21

Q:TPPEFTA EPAIXESES DM ?

A:TPPisan“FTAplus”. (FTA:HEHE Z1#E) .So, it reduced tariff on many goods, but also makes changes in many
other non-goods sectors (such as investment, services, intellectual properties rights, etc.
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A: EPA (Economic Partnership Agreement) is what Japan calls its FTA, because actually, EPA are also “FTA plus”. So,
TPP is like an EPA, but the “plus” component is far wider and deeper.
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A: More generally, the TPP cuts far more tariffs on far more goods than previous Japanese EPA (previously less than
90%, now 95+ %, Urata, 2013)
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FAQ2

¥ QTPPIZCK->T. BADEEBMHE (self-sufficiency food supply rate) (&
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® A:The fall will be tiny because Japan yielded almost nothing in protection of rice
(imports increase less than 1% of total rice production in Japan), beef, etc.
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® Much larger declines in B #& B #5 2 due to domestic factors such as ageing farmers.
Average age of Japanese farmer is 70 (!). And majority are part-time, small scale.
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FAQ3

® QTPPIZ& 2T, HAMDKZEZHE (unemploymentrate)lXIEZ 5 DM 7?

® A: No. some sectors might see declines, but the effects will be so tiny that it will not
be distinguishable for seasonal and business cycle changes.
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® A:inlonger run, TPP should create jobs in Japan, or more correctly, increase real
wages in Japan at the same unemployment levels. However, these increases income
will also be tiny, on average: 1-2%.
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FAQg

O:FE - BEEHFS>DOMN?

A: The South Korea president formally expressed interest in joining TPP at some stage. Indonesia and
other countries have done the same.
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A: China has not yet made any statement, though some government think tanks have some policy
papers that say "China should join at some point.”
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A: Note: China joined the WTO (GATT) in 2001. This was preceded by 15 years of negotiations by China
with WTO members. (Japan joined GATT in 1955 after seven years or so of negotiation and lobbying by
the US.)
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Thank you for listening!
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