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Errata

For the United States International Trade Commission, Trans-Pacific Partnership Agreement:
Likely Impact on the U.S. Economy and on Specific Industry Sectors, investigation no. TPA-105-
001, USITC Publication 4607, May 2016.

e In the executive summary, page 25, table ES.4 has been recalculated based on the final data
provided by the Office of the U.S. Trade Representative (USTR) in January 2016. The original
table was based on USTR’s original public release of the data on its website in November
2015. The differences between the original and recalculated tables do not alter the
conclusions drawn from the table in any significant way. The text drawing on table ES.4 has
been modified to reflect the recalculated table.

e Inchapter 1, page 52, table 1.4 is the same as table ES.4. This table has also been
recalculated. The text drawing on table 1.4 has also been modified to reflect the
recalculated table.

e In chapter 3, pages 120-22, table 3.5 has been modified to clarify that certain quota
increases which are permanent in nature result in quantities that grow larger each year in
perpetuity.

e In chapter 3, page 141, table 3.13 has been corrected to show that Japanese tariffs on
whey, modified whey, and lactose will be eliminated in 21 years, not 24 years.

e A new appendix, appendix J, has been added to the publication. It contains data tables for
all figures in the report.

June 29, 2016
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Acronyms and Abbreviations

Terms Definitions

AAFA American Apparel & Footwear Association

ACC American Chemistry Council

ACTPN Advisory Committee for Trade Policy and Negotiations
AD/CVD antidumping and countervailing duty

AFL-CIO American Federation of Labor & Congress of Industrial Organizations
AlA Aerospace Industries Association

APEC Asia-Pacific Economic Cooperation

ASEAN Association of Southeast Asian Nations

ATI Allegheny Technologies Incorporated

AVE ad valorem equivalent

BEA Bureau of Economic Analysis

BIO Biotechnology Innovation Organization

BSA Business Software Alliance

CAFTA-DR Dominican Republic-Central America Free Trade Agreement
CBP Customs and Border Protection

CBTS cross-border trade in services

CECATEC-DR Central American-Dominican Republic Apparel and Textile Council
CGE computable general equilibrium

CIA Central Intelligence Agency

CITES Convention on International Trade in Endangered Species of Wild Fauna and Flora
CPMA Color Pigments Manufacturers Association

csl Coalition of Services Industries

CTC cooperative technical consultation

CTHA Chemical Tariff Harmonization Agreement

DOE U.S. Department of Energy

EAA Express Association of America

ECAT Emergency Committee for American Trade

E-commerce electronic commerce

EFF Electronic Frontier Foundation

EIAP Earned Import Allowance Program

EIF entry into force

ESA Entertainment Software Association

EU European Union

FDI foreign direct investment

FDRA Footwear Distributors and Retailers Association

FTA free trade agreement

FTE full-time equivalent

GATT General Agreement on Tariffs and Trade

GATS General Agreement on Trade in Services

GE General Electric Company

GEO Genetically engineered organisms

GDP gross domestic product

Gl geographical indication

GPM United Nations Global Policy Model

GTAP Global Trade Analysis Project

GTIS Global Trade Information Services

HS Harmonized System (international tariff schedule of the United States)
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HTS Harmonized Tariff Schedule (international tariff schedule of the United States)

ICSID International Centre for Settlement of Investment Disputes

ICT information and communications technology

IFPI International Federation of the Phonographic Industry

IIPA International Intellectual Property Alliance

ILO International Labour Organization

IP intellectual property

IP receipts income U.S. firms receive from the use of intellectual property abroad

IPR or IPRs intellectual property rights

ISP Internet service provider

ISDS investor-state dispute settlement

ITA Information Technology Agreement

ITAC Industry Trade Advisory Committee

ITIC Information Technology Industry Council

ITIF Information Technology and Innovation Foundation

IUU illegal, unreported, and unregulated fishing practices

KEI Knowledge Ecology International

KORUS U.S.-Korea Free Trade Agreement

LNG liquefied natural gas

MEA multilateral environmental agreement

MFN most-favored nation

MNE multinational enterprise

MNRE manufactured goods, natural resources, and energy

MPAA Motion Picture Association of America, Inc.

MOFA majority-owned foreign affiliate

MOUSA majority-owned U.S. affiliate

MRA-ETR APEC Mutual Recognition Arrangement for Equivalence of Technical Requirements

MRATEL APEC Mutual Recognition Arrangement for Conformity Assessment of
Telecommunications Equipment

MSF Doctors Without Borders/Médecins San Frontiéres

NAFTA North American Free Trade Agreement

NAICS North American Industry Classification System

NAM National Association of Manufacturers

NC National Committee (Malaysia) to Coordinate the Implementation of Environment
Chapters under Our Free Trade Agreements

NCC National Chicken Council

NCM nonconforming measure

NCTO National Council of Textile Organizations

NGO nongovernmental organization

n.i.e. not included elsewhere

NMPF National Milk Producers Federation

NRF National Retail Federation

NTM nontariff measure

OECD Organisation for Economic Co-operation and Development

OIE World Organization for Animal Health

Park Index patent protection index developed by Juan Ginarte and Walter Park

PhRMA Pharmaceutical Research and Manufacturers of America

POP point of presence

PSMA Port State Measures Agreement

PSRs product-specific rules

RMI rights management information

ROOs rules of origin
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Terms Definitions

RRI FDI regulatory restrictiveness index

RVC regional value content

SBS simultaneous buy-sell

SCM Agreement WTO Agreement on Subsidies and Countervailing Measures

SIA Semiconductor Industry Association

SIIA Software & Information Industry Association

SMEs small and medium-sized enterprises

SOE state-owned enterprise

SPS sanitary and phytosanitary

STRI Services Trade Restrictiveness Index

TBTs technical barriers to trade

TCNA Tile Council of North America

TEPAC Trade and Environment Policy Advisory Committee

TiCl4 titanium tetrachloride

TIMET Titanium Metals Corporation

TPP Trans-Pacific Partnership

TPM technological protection measure

TRIMs WTO Agreement on Trade-related Investment Measures

TRIPS WTO Agreement on Trade-related Aspects of Intellectual Property Rights

TRQ tariff-rate quota

UACT Union for Affordable Cancer Treatment

UBO ultimate beneficial owner

UN United Nations

UNCTAD United Nations Conference on Trade and Development

UPOV International Union for the Protection of New Varieties of Plants

u.s. United States

USAPEEC USA Poultry and Egg Export Council

USCIB U.S. Council for International Business

USDA U.S. Department of Agriculture

USDEC U.S. Dairy Export Council

usbocC United States Department of Commerce

USFIA U.S. Fashion Industry Association

USITC United States International Trade Commission

uso universal service obligation

USTR Office of the United States Trade Representative

Usw United Steel, Paper and Forestry, Rubber, Manufacturing, Energy, Allied Industrial and
Service Workers International Union

WTO World Trade Organization
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Preface

The United States concluded negotiations on the Trans-Pacific Partnership Agreement (TPP
Agreement) with Australia, Brunei, Canada, Chile, Japan, Malaysia, Mexico, New Zealand, Peru,
Singapore, and Vietnam on October 5, 2015. On November 5, 2015, President Obama notified
Congress of his intent to enter into the TPP Agreement. As provided for in section 105(c)(1) of
the Bipartisan Congressional Trade Priorities and Accountability Act of 2015 (Trade Priorities
Act), on November 5, 2015, the President, through the United States Trade Representative
(USTR), provided the U.S. International Trade Commission (the Commission) with the details of
the TPP Agreement as it existed at that time and requested that the Commission prepare and
submit an assessment of the TPP Agreement as described in section 105(c)(2)—(3) of the Trade
Priorities Act.

The President entered into the TPP Agreement on February 4, 2016. Section 105(c)(2) of the
Trade Priorities Act requires that not later than 105 calendar days after the President enters
into a trade agreement under section 103(b) of the Trade Priorities Act (in this case, by May 19,
2016), the Commission submit to the President and the Congress a report assessing the likely
impact of the agreement on the U.S. economy as a whole and on specific industry sectors,
including its impact on gross domestic product; exports and imports; aggregate employment
and employment opportunities; the production, employment, and competitive position of
industries likely to be significantly affected by the agreement; and the interests of United States
consumers. Section 105(c)(3) provides that the Commission, in preparing its assessment, is to
(1) review available economic assessments regarding the agreement, (2) provide in its
assessment a description of the analyses used and conclusions drawn in that literature, and (3)
discuss areas of consensus and divergence between the various analyses and conclusions,
including those of the Commission regarding the agreement.

A copy of the request letter from USTR for this investigation is in appendix A. The Commission’s
notice of institution and scheduling of a public hearing, published in the Federal Register of
November 20, 2015, is in appendix B. The Commission held a public hearing for this
investigation on January 13-15, 2016. A calendar of the hearing is included in appendix C of this
report, and summaries of hearing testimony and written submissions provided by interested
parties are included in appendix D.
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Executive Summary

In accordance with section 105(c) of the
Bipartisan Congressional Trade Priorities and
Accountability Act of 2015, this report, by
the U.S. International Trade Commission
(Commission or USITC), assesses the likely
effects of the Trans-Pacific Partnership
Agreement (TPP, TPP Agreement, or the
agreement) on the U.S. economy as a whole
and on specific industry sectors. It
encompasses TPP’s impact on the United
States’ gross domestic product (GDP),
exports, and imports; U.S. aggregate
employment and employment
opportunities; the production, employment,
and competitive position of U.S. industries
likely to be significantly affected by TPP; and
the interests of U.S. consumers. The report
also reviews other assessments of TPP’s
economic effects available in the literature,
and discusses areas of consensus and
divergence between the Commission’s
analyses and conclusions and those in the
literature reviewed.

This executive summary gives an overview of the
agreement; presents the Commission’s principal
findings as to the likely economy-wide effects of
TPP, specific sectoral effects, and the expected
effects of TPP’s cross-cutting rules and other
provisions; and briefly summarizes the relevant
economic literature.

21 | www.usitc.gov

Main Findings

The Commission used a dynamic computable general
equilibrium model to determine the impact of TPP relative
to a baseline projection that does not include TPP. The
model estimated that TPP would have positive effects,
albeit small as a percentage of the overall size of the U.S.
economy. By year 15 (2032), U.S. annual real income
would be $57.3 billion (0.23 percent) higher than the
baseline projections, real GDP would be $42.7 billion
(0.15 percent) higher, and employment would be 0.07
percent higher (128,000 full-time equivalents). U.S.
exports and U.S. imports would be $27.2 billion (1.0
percent) and $48.9 billion (1.1 percent) higher,
respectively, relative to baseline projections. U.S. exports
to new FTA partners would grow by $34.6 billion

(18.7 percent); U.S. imports from those countries would
grow by $23.4 billion (10.4 percent).

Among broad sectors of the U.S. economy, agriculture
and food would see the greatest percentage gain relative
to the baseline projections; output would be $10.0 billion,
or 0.5 percent, higher by year 15. The services sector
would benefit, with a gain of $42.3 billion (0.1 percent) in
output. Output in manufacturing, natural resources, and
energy would be $10.8 billion (0.1 percent) lower with the
TPP Agreement than it would be compared with baseline
estimates without the agreement.

Many stakeholders consider two new electronic
commerce provisions that protect cross-border data flows
and prohibit data localization requirements to be crucial
to the development of cross-border trade in services, and
vital to optimizing the global operations of large and small
U.S. companies in all sectors.

TPP would generally establish trade-related disciplines
that strengthen and harmonize regulations, increase
certainty, and decrease trade costs for firms that trade
and invest in the TPP region. Interested parties
particularly emphasized the importance of TPP chapters
addressing intellectual property rights, customs and trade
facilitation, investment, technical barriers to trade,
sanitary and phytosanitary standards, and state-owned
enterprises.
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Overview of Findings

Economy-wide Assessment

The TPP Agreement would affect the trade and investment relationship between the United
States and the region in many areas. In addition to the United States, the parties to the
agreement are Australia, Brunei Darussalam,1 Canada, Chile, Japan, Malaysia, Mexico, New
Zealand, Peru, Singapore, and Vietnam. Together, these countries accounted for 36 percent of
global GDP in 2014. The United States already has FTAs in force with Australia, Canada, Chile,
Mexico, Peru, and Singapore. The agreement would influence bilateral trade in goods and
services, rules governing trade and investment, and the regulatory environment facing U.S.
exports to the region. The overall impact of the TPP Agreement would be small as a percentage
of the overall size of the U.S. economy; it would be stronger with respect to countries with
which the United States does not already have a free trade agreement (FTA) in force: Brunei,
Japan, Malaysia, New Zealand, and Vietnam.

The gquantitative assessment in this report estimates the economic effects of TPP provisions
related to tariffs and tariff-rate quotas; selected nontariff measures affecting trade in goods
and cross-border trade in services; and restrictions affecting foreign investment, compared to a
baseline estimate of economic growth in the absence of the TPP Agreement. Table ES.1
summarizes the agreement’s estimated macroeconomic effects on the U.S. economy, based on
Commission economic model simulations.’

Table ES.1: Economy-wide effects of TPP: Changes relative to baseline in 2032 and 2047

2032 2047
Billion S Percent Billion S Percent
Real income 57.3 0.23 82.5 0.28
Real GDP 42.7 0.15 67.0 0.18
Employment (full time equivalents, thousands) 128.2 0.07 174.3 0.09
Capital stock 171.5 0.18 343.5 0.24

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

The Commission estimates that by 2032, U.S. real GDP would be $42.7 billion (or 0.15 percent)
higher than a baseline scenario that reflects expected global economic conditions without TPP.>
Real income, a measure of economic welfare that measures consumers’ purchasing power,

! Hereafter Brunei.

2 Among other inputs, the Commission's modeling analysis also reflects U.S. industry representatives' assessment
of how the provisions affect their respective sectors.

* For the analysis, an entry into force in 2017 is assumed. 2032 would be year 15 of the agreement, at which time
most TPP provisions would have been implemented.
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would be $57.3 billion higher (or 0.23 percent) over the same time period. Employment would
be 0.07 percent higher, or close to 128,000 full-time equivalents. These gains would be slightly
higher after 30 years (that is, 2047), when all provisions of the agreement would be in force. By
2047, real GDP would rise by $67 billion (0.18 percent); real income, by $82.5 billion

(0.28 percent); and employment, by 0.09 percent, or nearly 174,000 full-time equivalents,
compared to the baseline.

According to Commission estimates, U.S. exports to TPP partners will grow faster than U.S.
exports to the rest of the world. U.S. imports from TPP partners will grow faster than overall
U.S. imports, but not as fast as exports to TPP partners. By 2032, under the agreement, total
U.S. exports to the TPP parties would be $57.2 billion (5.6 percent) higher than the baseline and
U.S. imports from the TPP parties would be $47.5 billion (3.5 percent) over the baseline (table
ES.2). Some of this impact would represent trade diversion from other trading partners to TPP
parties. According to Commission estimates, U.S. exports to the world would be $27.2 billion
higher (1.0 percent), while U.S. total imports would be $48.9 billion higher (1.1 percent).

Table ES.2: Effects of TPP on U.S. trade: Changes relative to baseline in 2032

Exports Imports
Billion S Percent Billion $ Percent
Trade with TPP partners 57.2 5.6 47.5 35
New FTA partners 34.6 18.7 234 10.4
Existing FTA partners 22.6 2.7 24.2 2.1
Trade with the world 27.2 1.0 48.9 1.1

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

Sector-specific Assessments

Fifteen years after TPP’s entry into force (2032), total U.S. exports and imports for each of the
broadly defined sectors of the U.S. economy would exceed the level of the baseline estimate
(table ES.3). Both exports and imports in the food and agriculture sector would experience the
largest impacts from TPP in percentage terms. The Commission estimates that U.S. output and
employment for the sector would both be 0.5 percent higher than the baseline estimate. This
sector would experience the largest growth because it would experience the broadest
liberalization under the agreement.
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Table ES.3: Broad sector level effects of TPP on U.S. output, employment, and trade: Changes relative to
baseline estimates in 2032

Exports Imports Output Employment

Billion S Percent Billion S Percent Billion S Percent Percent

Agriculture and food 7.2 2.6 2.7 1.5 10.0 0.5 0.5

Manufacturing, natural 15.2 0.9 39.2 1.1 -10.8 -0.1 -0.2
resources, and energy

Services 4.8 0.6 7.0 1.2 42.3 0.1 0.1

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

In dollar terms, however, the manufacturing, natural resources, and energy (MNRE) sector,
which accounts for the largest share of U.S. trade with the TPP parties, would see the largest
absolute expansions in total exports and imports under TPP, although these changes represent
smaller shares than for agriculture owing to the MNRE sector’s much larger relative size. U.S.
exports of MNRE products would be higher by an estimated $15.2 billion and U.S. imports
would be $39.2 billion higher than the 2032 baseline. Nonetheless, U.S. MNRE output would be
0.1 percent lower by 2032, relative to the baseline in that year, and employment would also be
lower, by 0.2 percent. Under TPP, the MNRE sector would not grow as quickly as the projected
baseline, primarily because trade barriers are already low in many of these industries;
liberalization would have a stronger positive effect in other sectors of the economy, which
would likely cause resources to be reallocated away from MNRE. The model does not capture
the costs associated with employment transition or temporary unemployment.

The services sector represents the largest share of the U.S. economy, and it would expand the
most, in dollar terms, under TPP. U.S. imports and exports of services would be 1.2 percent and
0.6 percent higher in 2032, respectively, compared to the baseline. U.S. output in the services
sector would be $42.3 billion higher in 2032, relative to the baseline, while output and
employment would both be 0.1 percent higher.

Overview of the Agreement”

The TPP is a comprehensive trade and investment agreement that would remove most tariffs,
some tariff-rate quotas (TRQs),> and many nontariff barriers to goods and services trade and
investment between the 12 parties to the agreement. TPP also includes a wide range of
regulatory provisions that would define rules for trade between the parties. These involve
investment, intellectual property, government procurement, rules of origin for trade in certain

4 USTR, Trans-Pacific Partnership Agreement, full text, https://ustr.gov/trade-agreements/free-trade-
agreements/trans-pacific-partnership/tpp-full-text (hereafter “USTR, TPP full text”).

> Tariff-rate quotas impose a low tariff on imports up to a certain ceiling (a country's quota), but a high tariff on
imports exceeding the quota.
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goods, customs facilitation, sanitary and phytosanitary measures, technical barriers to trade,
competition policy, and labor and environmental standards, among other issues. The likely
impacts of some of these provisions are difficult to quantify, but they have the potential to
positively affect the U.S. economy by strengthening and harmonizing regulations, increasing
certainty, and decreasing trade costs for firms that trade and invest in the TPP region.

Most tariff changes from TPP would apply to new U.S. FTA partners Brunei, Japan, Malaysia,
New Zealand, and Vietnam, because few tariffs remain between the United States and its
existing FTA partners. Table ES.4 summarizes the tariff elimination schedule under TPP as it
applies to these five countries. Virtually all import tariffs affecting U.S. exports or imports would
be eliminated by the time TPP is fully implemented at year 30; most would be eliminated as
soon as the agreement enters into force. By year 15 of the agreement, TPP would eliminate
more than 99 percent of the U.S. tariffs now imposed on imports from the five new FTA
partners. Also by year 15, TPP would eliminate, on average, 98 percent of the tariffs facing U.S.
exports to these countries.

Table ES.4: Tariff commitments with TPP partners with which the United States has no existing FTA,
percent of tariff lines in respective schedule

New

Brunei Japan Malaysia Zealand Vietnam

U.S. tariff lines applied  Already zero 36.7 36.7 36.7 36.7 36.7
on TPP partners Eliminated at entry into force 90.7 83.9 89.7 87.7 78.8
Eliminated after 15 years 100.0 99.2 99.8 99.0 99.6

Eliminated after 30 years 100.0 99.8 99.8 99.0 99.7

Subject to TRQs under TPP? 0.0 0.2 0.2 1.0 0.3

TPP partner tariff lines  Already zero 75.2 39.4 64.7 58.3 32.9
applied on U.S. exports g inated at entry into force 91.7 83.6 85.6 94.9 66.3
Eliminated after 15 years 100.0 93.2 99.1 100.0 97.8

Eliminated after 30 years 100.0 94.7 99.8 100.0 98.0

Partially reduced or unchanged 0.0 3.5 0.0 0.0 0.1

Subject to TRQs under TPP? 0.0 1.8 0.2 0.0 1.9

Source: USTR, TPP full text; USITC staff calculations.
® TRQs on some lines are slated to be completely eliminated by the time the agreement is fully implemented.

Approach

To assess the agreement, the Commission employed both quantitative and qualitative analyses.
The Commission's quantitative analysis in this report relies primarily on simulations from a

U.S. International Trade Commission | 25



Executive Summary

dynamic computable general equilibrium (CGE)® model of trade among the 12 TPP countries
and the rest of the world. The CGE model is based on the Global Trade Analysis Project (GTAP)
model, an economy-wide CGE model of world trade specified at the sector level. The simulation
analysis estimates the effects of TPP on U.S. real GDP and income; exports, imports, and
production in the aggregate and by sector; and U.S. employment and wages by labor type
(skilled vs. unskilled labor). Because of the dynamic nature of the analysis, the estimated effects
capture the impact of TPP over time from entry into force, showing how the effects of
immediate commitments differ from those of commitments over longer timeframes. The
estimated effects also capture the agreement’s reinforcing impact on U.S. economic growth
during the period of implementation.

In the past, the Commission has assessed prospective FTAs using the CGE model to simulate the
effects of the agreements’ provisions regarding tariffs, TRQs, and selected nontariff measures
(NTMs) for trade in goods. The current analysis goes further by also estimating the effect of TPP
provisions on (1) NTMs affecting cross-border trade for certain services, and (2) restrictive
measures affecting foreign direct investment (FDI). Figure 1.1 shows how TPP’s provisions, once
guantified, are integrated into the dynamic CGE model to obtain estimates of economic
outcomes that take into account TPP liberalization in goods, services, and investment.

® A CGE model uses actual economic data to make a guantitative estimate of the way markets in an overall
economy might react to changes in policy, technology, or other factors.
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Figure ES.1: TPP provisions quantified in the main CGE analysis

Investment
provisions

Tariffs, TRQs,
and
NTMs (goods)

Cross-border
services provisions

Dynamic
GTAP model

Changes in 4 - Changes in
GDP and output, wages,
real income and employment

Changes in exports
and imports

Source: Compiled by USITC.

For TPP provisions that the Commission model analysis cannot quantify, the report provides a
summary of the provisions of each TPP chapter, a summary of the views of interested parties as
received by the Commission, and a qualitative assessment of the provisions’ impact on the U.S.
economy. In most cases, the qualitative assessment is based on a variety of sources, including
the views of interested parties as expressed in testimony at the Commission hearing, written
submissions provided for the record, public reports of trade advisory committees established
under Section 135 of the Trade Act of 1974 (19 U.S.C. 2155), interviews by Commission staff,
and Commission staff industry expertise. The assessments take into account publicly available
estimates of the effects of the TPP Agreement from outside of the Commission. In order to
evaluate the effect of certain intellectual property rights, the Commission presents the results
of a separate econometric model that estimates the relationship between a country’s patent
protections and its payments to U.S. firms for the use of their intellectual property.
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Industry-specific Impacts of TPP

Food and Agriculture Products

The TPP Agreement would provide positive benefits for the U.S. food and agriculture sector,
primarily through new export market access in Japan and Vietnam—two countries where the
agricultural sectors are currently protected by high tariffs. The increase in export opportunities
as a result of additional access to TPP markets would outweigh the effects of the new access
the United States would provide to TPP partners. However, export growth in certain sectors,
such as horticulture and meats, would likely continue to be restricted by sanitary and
phytosanitary (SPS) measures in certain markets. TPP would achieve only limited additional
access for U.S. agricultural exports to Canada (in dairy, poultry, and eggs). Although total U.S.
agricultural exports to Japan would increase significantly, access would be limited for a narrow
basket of goods, particularly dairy, beef, pork, and rice.

TPP would benefit the sector primarily by reducing or eliminating tariffs and expanding access
to markets protected by TRQs. TPP also outlines procedures for the administration of TRQs and
establishes new SPS, technical barriers to trade (TBT), and modern biotechnology provisions.
TPP countries would commit to eliminating export subsidies on agricultural products sold in TPP
markets. The countries would also collaborate on developing rules on exports by state trading
enterprises, as well as on export credits and insurance programs in the WTO. Table ES.5
provides Commission estimates for TPP’s impact on selected U.S. food and agriculture
industries likely to be significantly affected by the agreement.

Table ES.5: Estimated effects of TPP on U.S. food and agricultural output, employment, and trade:
Changes relative to baseline in 2032

Exports Imports Output Employment
Million S Percent  MillionS Percent  MillionS  Percent Percent
Agriculture and food (total) 7,226.9 2.6 2,733.9 1.5 10,014.9 0.5 0.5
Selected industry sectors:
Sugar, sweeteners, and SCP® 129.6 4.3 132.1 2.4 517.7 0.4 0.4
Dairy products 1,845.5 18.0 348.6 10.3 1,839.3 1.3 1.1
Beef meat 876.1 8.4 419.0 5.7 614.6 0.5 0.4
Pork meat products 219.3 19 94.4 4.4 180.3 0.3 0.3
Poultry meat products 173.9 1.3 -16.6 -3.6 265.8 0.6 0.6
Rice -12.5 -0.3 15.3 1.6 -17.7 -0.1 0.0
Wheat -1.5 0.0 18.2 1.5 -7.9 0.0 -0.7
Corn grain -31.3 -0.1 2.5 1.3 206.7 0.3 0.4
Processed foods 1,540.0 3.8 427.2 1.1 2,396.5 0.8 0.7
Fresh fruit, vegetables, and nuts 574.9 2.0 119.2 0.5 172.1 0.2 0.3
Seafood 74.1 2.2 2319 0.9 -51.5 -0.2 -0.2

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = “not elsewhere classified.”
® Sugar-containing products.

28 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

Dairy

Overall, the TPP Agreement would have a positive impact on U.S. dairy exports and a more
limited impact on U.S. dairy imports. The Commission’s model results indicate that by 2032,
new exports under TPP would exceed new imports by roughly $1.5 billion, compared to
baseline estimates. Japan and Canada, important U.S. export markets, would lower selected
tariffs over long phase-in periods, but both markets would remain highly managed even after
TPP’s full implementation. In the U.S. import market, dairy producers in Australia, Canada, and
New Zealand would be granted additional access under TPP with new dairy TRQs. However,
with two exceptions—butter and butter oil, and whole milk powder—imported dairy products
no longer fill current U.S. import TRQs due to transportation costs to the United States and
relatively high prices in Asia. TPP members are not expected to significantly increase exports to
the United States from current volumes.

Beef

TPP is expected to lead to a substantial increase in U.S. beef exports and a moderate increase in
U.S. beef imports. Most of the increase in exports would be to Japan, though exports to
Vietnam would also increase, from a low base. Japan is currently the largest export market for
U.S. beef, and Japan’s 38.5 percent tariffs on fresh and frozen beef cuts would be reduced to

9 percent over 16 years. The TPP would also give U.S. beef producers parity with the access that
Australian producers currently enjoy in the Japanese beef market, due to preferences under the
Japan-Australia Economic Partnership Agreement. In addition, Vietnam’s beef tariffs, currently
as high as 34 percent, would be eliminated over 8 years. However, the increase in U.S. exports
to Japan and Vietnam would likely be partly offset by a decline in U.S. exports to countries
outside TPP. Most of the increase in U.S. beef imports under TPP would be from New Zealand.
Model results indicate that, by 2032, U.S. beef exports would increase by nearly $876 million
over the baseline, compared with an increase in U.S. beef imports of $419 million over the
baseline.

Processed Foods

The TPP Agreement would have a positive impact on U.S. net exports of processed foods,
compared to baseline estimates. The growth in exports would primarily result from tariff
reductions in Japan and Vietnam. In certain TPP markets, U.S. exporters would gain from the
leveling of the playing field with other competitor countries that already have tariff preferences
owing to a previous FTA. TPP’s impact on U.S. imports is likely to be smaller than on exports.
Most U.S. imports of processed foods from TPP partners are from Canada and Mexico, which
already face low or no tariffs because of NAFTA. Commission model results estimate that, by
2032, U.S. exports of processed foods would be $1.5 billion higher than the baseline estimate,
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with the largest growth expected to Japan and Vietnam; imports of processed foods from all
countries would likely be $427 million higher than the level in the baseline.

Manufactured Goods, Natural Resources, and
Energy Products

Because a relatively small value of U.S. MNRE trade with TPP partners is currently dutiable, the
direct impact of TPP is likely to be limited. The Commission’s model results estimate that TPP
would have a positive impact on total U.S. trade in manufactured goods and natural resource
and energy products (MNRE products). As discussed above, overall TPP would result in an
increase in exports of $15.2 billion (0.9 percent) above the projected 2032 baseline, and an
increase in imports of $39.2 billion (1.1 percent) above the baseline. Output in MNRE sectors
would be 0.1 percent (510.8 billion) lower and employment 0.2 percent lower than the
projected 2032 baseline. Some individual industries, such as titanium metal and auto parts,
would experience lower growth from TPP as compared to the baseline. Passenger vehicles
would likely benefit from TPP. Table ES.6 provides Commission estimates for selected MNRE
industries.

Table ES.6: Estimated effects of TPP on U.S. MNRE output, employment, and trade: Changes relative to
baseline in 2032

Exports Imports Output Employment
Million S Percent Million$S Percent Million$S Percent Percent
Manufacturing, natural resources, 15,187.5 0.9 39,2454 1.1 -10,843.0 -0.1 -0.2
and energy
Selected industry sectors
Chemicals 1,944.1 0.7 5,283.4 1.3 -2,854.8 -0.3 -0.3
Textiles 256.6 1.3 869.4 1.6 -328.5 -0.4 -0.4
Wearing apparel 10.3 0.3 11,8913 14 424.7 1.0 0.9
Footwear 137.7 12.2 1,103.6 2.7 29.8 0.5 0.8
Titanium downstream products -33.9 -1.1 115.4 14.2 -202.4 -1.2 -1.3
Passenger vehicles 1,953.9 19 2,371.7 0.8 1,628.3 0.3 0.3
Auto parts and trailers 1,219.8 1.2 3,039.2 1.6 -1,365.9 -0.3 -0.3

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.

U.S. exports of MNRE products would benefit from the reductions in tariffs and elimination of
nontariff barriers by TPP partners. For the five non-FTA partners in TPP combined, the share of
tariff lines that are duty free for U.S. MNRE exports would increase from 53 percent to

86 percent upon entry into force of the agreement, with further tariff reductions phased in over
time. The tariff rate reductions for MNRE products, however, are not as pronounced as in other
sectors in general. Nonetheless, the elimination of these tariff barriers would result in a higher
level (16.2 percent) of U.S. exports to new FTA partners and a 3.9 percent higher level in
exports to all TPP partners compared to the estimated 2032 baseline. These benefits, though,
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would be partially offset by a 1.6 percent lower level of exports to the rest of the world.
Overall, U.S. MNRE exports would be 0.9 percent higher (515.2 billion) compared with baseline
estimates.

U.S. imports would rise faster than U.S. exports for manufactured goods, to 1.1 percent above
the 2032 baseline estimate ($39.2 billion). U.S. imports from new FTA partners would be

11.3 percent above the baseline estimate and imports from all TPP partners would be

3.7 percent higher. Imports from the rest of the world would be 0.2 percent lower. MNRE
goods from TPP parties would enter duty free under 84 to 91 percent of tariff lines at entry into
force, though some of the highest-value imports—such as passenger vehicle imports from
Japan—would not be duty free immediately.

Passenger Vehicles and Auto Parts

Overall, as a result of TPP, the Commission’s model results estimate that the level of imports
and exports of U.S. passenger vehicles and parts would be higher than the baseline estimate
(table ES.7).” Passenger vehicle output would be $1.6 billion (0.3 percent) higher than the
baseline estimate in 2032. For auto parts, output would be lower by $1.4 billion (0.3 percent)
relative to the baseline in 2032. Exports to Japan and Vietnam would be the primary drivers of
the increase in exports. Vehicle imports from Japan would be higher than the baseline, driven
by the decline in U.S. tariffs on passenger vehicles; imports from NAFTA partners would also be
higher than the baseline, due to higher U.S. demand for vehicles and parts. The TPP bilateral
agreements to reduce nontariff measures, primarily with Japan, would be the most important
factor in higher U.S. exports.

According to hearing witnesses, academic experts, and industry sources, the TPP rules of origin
for passenger vehicles could have a negative impact on U.S. production of certain auto parts,
but also could facilitate U.S. vehicle exports. Under the rules of origin, the regional value
content (RVC) required for a vehicle to receive tariff preferences under TPP would be

45 percent, which is lower than required under NAFTA. Some observers have stated that the
lower RVC will lead producers in NAFTA countries to source fewer vehicle parts from the United
States, but others have said that the lower RVC may be necessary to facilitate U.S. passenger
vehicle exports.

’ Because of barriers that would continue to be reduced in this sector after 2032, table ES.7 also includes the
impact on the U.S. passenger vehicle and parts industries relative to the baseline by the full implementation of the
agreement in 2047.
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Table ES.7: Estimated effects of TPP on U.S. output, employment, and trade of passenger vehicles and
parts: Changes relative to baseline in 2032 and 2047

Exports Imports Output Employment
Million S Percent Million $ Percent Million S Percent Percent
Passenger vehicles
2032 (15 years) 1,954 1.9 2,372 0.8 1,628 0.3 0.3
2047 (30 years) 2,899 2.2 4,272 1.1 1,429 0.2 0.2
Parts
2032 (15 years) 1,220 1.2 3,039 1.4 -1,366 -0.3 -0.3
2047 (30 years) 2,062 1.5 4,516 1.5 -1,394 -0.2 -0.3

Source: USITC estimates.

Note: Estimates for year 15 are shown above to match results in other sector analyses. Year 15 includes all tariff and nontariff
changes from the agreement directly affecting passenger vehicles and parts except for the removal of tariffs on U.S. imports of
passenger vehicles from Japan. Percentages and values calculated for the projected 2032 and 2047 economies. Dollar values
may not match the value produced by applying percentage changes in this table to values reported for the 2015 economy.

Textiles and Apparel

The Commission’s model results estimate that U.S. imports of apparel would be 1.4 percent
higher ($1.9 billion) as a result of TPP, compared with the 2032 baseline. These results reflect a
35.2 percent ($7.3 billion) increase in U.S. imports from new FTA partners compared with
baseline estimates, which is partially offset by lower imports from non-TPP countries, including
China. Vietnam in particular is expected to be the largest beneficiary in terms of increased U.S.
apparel imports. Vietnam is already a competitive, major supplier of apparel to the U.S. market,
ranking second after China. Nevertheless, initial growth in U.S. imports from Vietnam under TPP
preferences would likely be moderated by Vietnam’s limited ability to meet the TPP's yarn-
forward rules of origin, coupled with long duty phaseouts for certain key products. For textiles,
the Commission’s model results estimate that U.S. imports under TPP would be 1.6 percent
higher (5869 million) compared with the 2032 baseline. U.S. imports of textiles and apparel
from TPP countries totaled $19.9 billion in 2015, accounting for 17 percent of total U.S. textile
and apparel imports from the world ($118.5 billion).

The Commission’s model results estimate that U.S. exports of textiles under TPP would be

1.3 percent higher (5257 million) than baseline economic growth, and U.S. exports of apparel
would be 0.3 percent higher ($10 million) compared with the 2032 baseline. Certain textile
subsectors would likely benefit more than others under TPP. According to industry sources,
there may be some opportunities to increase U.S. exports of certain textiles on a limited scale
to new FTA partner countries, including technical textiles and cotton and specialty yarns. U.S.
exports of textiles and apparel to TPP countries totaled $7.9 billion in 2015, accounting for

54 percent of total U.S. textile and apparel exports to the world ($14.7 billion).

32 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

Footwear

TPP would likely result in an increase in U.S. footwear trade. U.S. imports of footwear from all
countries would be $1.1 billion higher (2.7 percent) than 2032 baseline growth estimates. U.S.
imports of footwear from the TPP countries would be $1.6 billion higher (23.4 percent) than the
baseline; most of this increase would be accounted for by imports of footwear from Vietnam.
The growth in U.S. footwear imports from TPP countries is expected to occur at the expense of
China and other non-TPP footwear suppliers to the U.S. market. U.S. imports from China would
fall by $400 million (1.3 percent) under TPP, compared with the non-TPP baseline. TPP’s impact
on U.S. footwear exports is expected to be small in absolute terms, with total U.S. footwear
exports expected to be $138 million higher (12.2 percent). Most of these exports would be of
footwear parts to Vietnam, to be used to assemble footwear for the U.S. market.

Titanium

The U.S. titanium industry would likely experience lower growth due to U.S. tariff reductions
under TPP. The Commission’s model results estimate that output in the downstream titanium
industry would be 1.2 percent lower and employment 1.3 percent lower than the projected
2032 baseline. Under TPP, Commission estimates indicate that U.S. imports from Japan would
more than double, contributing to a decline in U.S. exports and production. Japan is among the
leading global titanium producers and is already the principal source of U.S. titanium imports,
despite a 15 percent U.S. import duty on both unwrought titanium (titanium sponge, ingot,
billet, and powders) and wrought titanium (e.g., bars, sheets, and tubes).

Chemicals

Under TPP, the Commission estimates that U.S. exports of chemical products, including
pharmaceuticals, would be 0.7 percent higher ($1.9 billion) than baseline estimates; U.S.
imports would be 1.3 percent higher ($5.3 billion) than the baseline, due in part to tariff
reductions. This could result in decline in output, relative to the baseline, due to higher levels of
imports than exports compared with baseline estimates. The modeling results indicate that by
2032 output would be 0.3 percent lower under TPP, relative to the baseline. Much of TPP’s
impact on trade is expected to center on the new FTA partners. In addition to tariff elimination
and market access, industry sources identified rules of origin, regulatory harmonization, and
transparency as generally positive factors in helping to reduce their costs of doing business in
the TPP region. However, the data protection provisions for biologic products in the Intellectual
Property Rights chapter raised concerns, as addressed in more detail below in this executive
summary. The TPP would also include a Cosmetics Annex that is expected to harmonize
regulations among TPP parties; among other things, this development would allow U.S.
companies to enjoy benefits similar to those enjoyed by companies exporting from countries

U.S. International Trade Commission | 33



Executive Summary

with access to other regional agreements (e.g., it would address some labeling and regulatory
requirements).

Impact on U.S. Trade in Services

The TPP Agreement contains market access provisions that liberalize cross-border trade in
services with TPP partners, and national treatment provisions that enable firms to more easily
establish a commercial presence in TPP markets. Three important sources of services
liberalization in TPP are expected to contribute to significant reductions in trade costs for U.S.
services exporters: (1) adoption of a “negative list” approach means that the agreement covers
all services, present and future, unless a TPP signatory has listed specific exceptions known as
nonconforming measures (NCMs); (2) fewer NCMs, compared with existing U.S. FTAs and each
party’s WTO commitments; and (3) cross-industry (horizontal) liberalization due to the data
provisions included in the TPP’s Electronic Commerce chapter (allowing greater freedom of
data flows). In order to quantify the effects of services liberalization, these factors were
included in the CGE analysis by estimating the value of reductions in trade costs for each factor
in each sector and market. Other liberalizing aspects of the TPP arising out of the provisions for
state-owned enterprises (SOEs) or IP, for instance, are likely to be significant, but were not able
to be incorporated into the Commission’s model.

The Commission’s model estimates that output for the U.S. services sector under TPP would be
$42.3 billion higher (a 0.1 percent increase) relative to the 2032 baseline level; employment
would also be 0.1 percent higher. U.S. exports of services to TPP partner markets would be

10.8 percent ($16.6 billion) higher than the baseline estimate, but exports to non-TPP countries
would be 1.9 percent (511.8 billion) less than the baseline estimate. Overall, global U.S. services
exports would be 0.6 percent ($4.8 billion) higher, relative to baseline estimates. Exports in two
services sectors shown in the table (transportation, logistics, travel, and tourism and
recreational and other services) would be lower than the baseline under TPP; these are sectors
that would not experience significant liberalization under TPP, so the model assumes that
economic resources would shift away from them, towards sectors that would be liberalized
under the agreement. At the same time, overall U.S. services imports are estimated to be

1.2 percent higher ($7 billion) than the baseline estimate. Table ES.8 provides Commission
estimates for selected services industries and the services sector as a whole.
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Table ES.8: Estimated effects of TPP on U.S. output, employment, and trade in services: Changes relative
to baseline in 2032

Exports Imports Output Employment
Million S Percent Million$S Percent Million$ Percent Percent
Services 4,797.4 0.6 6,962.5 1.2 42,3426 0.1 0.1
Selected industry sectors
Wholesale and retail trade 848.7 2.5 542.4 1.2 7,4475 0.1 0.1
Transportation, logistics, travel, -1,258.4 -1.1 1,770.5 1.5 -719.9 0.0 -0.1
and tourism
Communications 877.7 2.8 306.4 1.2 2,845.6 0.2 0.1
Financial services n.e.c. -12.1 0.0 787.8 1.1 1,520.0 0.1 0.1
Insurance 34.4 0.1 703.5 1.1 707.9 0.1 0.0
Business services 4,575.5 1.6 2,031.5 1.2 11,576.0 0.2 0.1
Recreational and other services -687.8 -1.5 199.3 0.9 1,749.8 0.1 0.1

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified. The services industries, which are addressed in detail
later in this executive summary and in the report, do not track closely with the model results presented. The reason is that the
services sectors defined in the GTAP database often aggregate several industries, while some services industries are spread
among several GTAP categories. Electronic commerce is relevant to almost all GTAP services sectors. Computer services are
mostly included in the GTAP business services category, but Internet service providers are included in the GTAP
communications category, as are telecommunications. Except for insurance and pension funding, all financial services are
included in GTAP’s other financial services category. Professional services (engineering, legal, etc.) are included in the broad
business services category. Express delivery services are mostly found in the broad transportation, logistics, travel, and tourism
category, although courier services are included in the communications category. While broadcasting falls within the
communications category, the remainder of audiovisual services are included in the recreational and other services category.

Digital Trade and Computer Services

The Electronic Commerce (E-commerce) chapter, together with other parts of TPP—including
the chapters on Cross-border Trade in Services (CBTS), Intellectual Property, Investment, and
Customs and Trade Facilitation—provides a broad framework for digital trade. Many observers
have called TPP’s digital trade-related provisions the most transformative measures in the
agreement. U.S. providers of cloud computing, the Internet of Things, and big data® would have
greater opportunities for trade and investment in important and growing markets. The
expanded opportunities would likely strengthen U.S. companies' leading position in information
and communications technology (ICT).

TPP’s e-commerce provisions provide a framework for an open Internet that promotes
electronic commerce by ensuring the free flow of digital information and prohibiting forced
data and server localization measures. The agreement also prohibits customs duties on
electronic transmissions; promotes electronic authentication and signatures and paperless
trading; eases electronic transactions; and provides for increased privacy and online consumer
protections. According to a broad range of industry representatives, the expanded e-commerce
protections would likely benefit a wide array of large and small U.S. businesses across a broad

These terms refer to recent innovations in the transmission, storage, and analysis of data using Internet
technologies.
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range of sectors, including many in which the United States has strong competitive advantages.
Beneficiaries would not only include U.S. businesses with higher levels of digital intensity,
including ICT firms (cloud computing and storage services providers, producers of audiovisual
products, and providers of streaming services), but also manufacturers, retailers, and other
services providers that are dependent on e-commerce and the Internet. At the consumer level,
individual Internet users and cross-border shoppers would also be likely to benefit, through
increased access to foreign sellers and lower prices.

Financial Services

The TPP would expand market access, national treatment, and most-favored-nation benefits for
U.S. financial services firms in the region. The Financial Services chapter would also address the
supply of insurance through postal insurance entities, requiring that publicly owned postal
companies compete on a commercial basis and comply with the same regulations that apply to
private suppliers. This provision would increase the competitiveness of U.S. insurers in TPP
partner countries where postal insurance entities exist, such as Japan, and likely to lead to
increased sales by U.S.-owned affiliate firms. Additionally, TPP would expand the circumstances
under which U.S. financial services firms can arbitrate disputes through the investor-state
dispute settlement (ISDS) mechanism. These provisions would likely encourage additional U.S.
investment in these markets. Model results from the Commission estimate that, through 2032,
output for insurance and other financial services in the United States would increase by

0.1 percent, as demand for these services expand due in part to overall economic growth
spurred by TPP.

However, stakeholders have widely criticized two aspects of the Financial Services chapter.
First, compared with non-financial firms, which are covered by the E-Commerce chapter,
financial services firms would not benefit from TPP provisions prohibiting forced localization of
data. Second, under TPP, Malaysia would maintain its government screening mechanism for
investment in financial services, which permits the Malaysian government to approve new
investment based on an undefined standard of what is determined to be in the best interest of
Malaysia.

Express Delivery Services

TPP would benefit the express delivery industry by stimulating the expansion of merchandise
trade, including e-commerce shipments, resulting in higher demand for express delivery
services. The TPP’s Annex on Express Delivery Services (within the Cross-Border Trade in
Services chapter) and the express delivery-related provisions in the Customs Administration and
Trade Facilitation chapter provide greater liberalization and more transparency than in previous
U.S. trade agreements, and would help to improve market access conditions for U.S. express
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delivery firms. Other TPP provisions that would benefit express firms appear in the
Competitiveness and Business Facilitation, Electronic Commerce, Investment, Small and
Medium-Sized Enterprises, Regulatory Coherence, and Transparency and Anti-Corruption
chapters. Among other benefits, these chapters would strengthen FTA disciplines on
investment, Internet access, data privacy protection, supply chains, and regulatory
transparency—all important areas for express delivery firms. They would also help Small and
Medium-sized Enterprises (SMEs) engage more effectively in international trade; these firms
are a growing customer segment of the express delivery industry.

Professional Services

Under TPP, five countries (Brunei, Malaysia, Chile, Japan, and New Zealand) would scale back
their exceptions to open trade in professional services at least to some degree. For Brunei,
there would be new openings in architectural, engineering, and related services; accounting
services; and legal services. In Malaysia, there would be new liberalization for architecture and
engineering; accounting, auditing, and bookkeeping; and legal services. Chile and Japan would
liberalize their markets for legal services; New Zealand would see openings in integrated
engineering, urban planning and landscape, and architectural services; and Singapore would
liberalize architectural, engineering, and auditing services.

Assessment of Cross-cutting and Procedural
Provisions and Other Provisions Addressing
Rules and Nontariff Measures

The impact of TPP’s other provisions on the U.S. economy is generally difficult to quantify.
These provisions would likely improve the overall regulatory climate for trade and investment
between the United States and the other TPP parties, particularly for new FTA partners. In
many ways, these provisions work together to form a web of more open and transparent trade
rules for the benefit of all firms in the TPP region.

Many of the TPP cross-cutting chapters are included in existing U.S. FTAs, including Customs
Administration and Trade Facilitation, Sanitary and Phytosanitary Measures, Technical Barriers
to Trade, Investment, Government Procurement, Competition, Intellectual Property Rights,
Labor, and Environment. The TPP also contains several chapters in domains that have not been
included in existing U.S. FTAs, at least as stand alone chapters, although some provisions of
these chapters may have been included in existing U.S. FTAs. These chapters include Temporary
Entry of Business Persons, State-owned Enterprises, Cooperation and Capacity Building,
Competitiveness and Business Facilitation, Development, Small and Medium-sized Enterprises,
and Regulatory Coherence. Several of the chapters are specifically focused on helping small and
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medium-sized enterprises and firms in developing countries to benefit from the FTA.
Particularly notable outcomes in these chapters are summarized below.

As represented at the Commission’s hearing and in written submissions to the Commission,
many observers are generally supportive of the provisions in these chapters. Some, however,
expressed concerns that U.S. firms might not realize the intended benefits if the chapters were
not effectively implemented and enforced.

Intellectual Property Rights

Full and effective implementation of the intellectual property rights (IPR or IPRs) provisions of
TPP would likely benefit U.S. industries that rely on trademarks, patents, copyrights, trade
secrets, and other IPRs by reducing their losses from infringement and increasing exports and
foreign sales opportunities for their products and services. For example, representatives of U.S.
manufacturing and semiconductor firms support new requirements for stronger trade secret
protections to address the growing international problem of trade secret theft. Regulatory
changes would likely be most substantial in those countries that have negotiated transition
periods for compliance with the chapter’s requirements: Brunei, Malaysia, Mexico, Peru, New
Zealand, and Vietnam. Transition periods are longest in Vietnam and Peru, particularly for
protections related to biologic products.

Opposition to the IPR provisions has largely focused on the protections applicable to
biopharmaceuticals. Representatives of innovator companies stated that the test data
provisions applicable to biologic products are not strong enough, while representatives of
nongovernmental groups considered them too strict. Still others suggested that the provisions
represent a reasonable compromise, given a substantial difference of opinion in TPP countries.

TPP countries have been improving their patent protections since the Agreement on Trade-
Related Aspects of Intellectual Property Rights (TRIPS) entered into force in 1995, as they have
sought to meet the requirements of TRIPS, FTAs, and other initiatives. The Commission’s
econometric model, which is separate from the main CGE model, shows that receipts from the
use of U.S. intellectual property in TPP countries were 11 percent higher in 2010 than they
would have been had patent reforms not occurred. Moreover, U.S. IP receipts would be
expected to increase further as patent reforms continue under TPP.

State-owned Enterprises

TPP would be the first U.S. FTA to include a separate chapter on state-owned enterprises
(SOEs). Generally, observers have seen this chapter as a positive step towards assuring that
SOEs compete fairly when engaged in commercial activities. Under the chapter, SOEs and
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designated monopolies must “act in accordance with commercial considerations” in the sale
and purchase of goods and services, and parties must give nondiscriminatory treatment to the
enterprises, goods, and services of other TPP parties. The provisions of the chapter would apply
anywhere a SOE operates in the free trade area, meaning that the rules would apply not only to
SOEs operating in their home countries, but also to covered SOE investments in the territory of
other TPP parties. The chapter would also prohibit parties from giving noncommercial
assistance to SOEs that would adversely affect the interests of other TPP parties.

Investment

The TPP Investment chapter provides new protections for U.S. investors abroad, primarily in the
five TPP parties with which the United States does not already have a FTA, so TPP could
promote some new U.S. investment, particularly in Brunei, Japan, Malaysia, New Zealand, and
Vietnam. Because the U.S. economy is already substantially open to foreign investment, it is
unlikely that TPP would generate significant new investment flows into the United States. The
Investment chapter’s Investor-State Dispute Settlement (ISDS) mechanism benefits U.S.
investors in the five new TPP parties, but also in Australia; the U.S.-Australia FTA did not include
ISDS. TPP includes several ISDS provisions that are new to existing U.S. FTAs, meant to clarify
parties’ right to regulate and to increase the transparency of the ISDS arbitration process.
Finally, parties would be allowed to exempt from the ISDS process any claims challenging a
tobacco control measure.

Environment

Most observers agree that TPP goes further than any other major trade agreement to address
environmental concerns. As with other U.S. FTAs concluded since 2007, the Environment
chapter is fully subject to TPP’s dispute settlement process, although some observers have
expressed concerns about whether the U.S. government would effectively enforce the
chapter’s provisions. The binding commitments related to marine fisheries subsidies would
represent the first time that most TPP parties made an internationally enforceable obligation to
limit such subsidies. Other, nonbinding provisions new to the TPP Environment chapter,
compared with existing U.S. FTAs, cover transitioning to a low-emissions environment,
removing barriers to environmental goods and services, and linking the Environment chapter to
the SPS chapter in an effort to combat invasive alien species.
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Labor

The TPP includes several labor provisions not contained in any previous U.S. trade agreement.
These include requirements that all parties maintain laws that govern health and safety at the
workplace, regulate work hours, and provide for a minimum wage. TPP also extends the
existing prohibition on weakening worker protections so that it would cover export processing
zones and other trade zones, as well as a measure discouraging imports produced using forced
labor, among others. In addition, TPP includes three separate bilateral side agreements on
labor which require Brunei, Malaysia, and Vietnam to undertake certain labor reforms before
the agreement can take effect between the United States and those countries. Despite these
new provisions, labor unions and other observers have expressed the belief that the TPP labor
provisions are inadequate and unlikely to be enforced, and thus would do little to improve
labor conditions in TPP parties. TPP labor obligations would not require changes in U.S. law, so
would likely have little effect on working conditions in the United States.

Technical Barriers to Trade (TBT)

The TBT provisions of the TPP Agreement would likely benefit U.S. firms investing in and
exporting to TPP parties. Cross-cutting provisions would apply to all sectors of trade in goods,
and would require open, transparent, stakeholder-based systems of standards-setting in the
TPP countries. In addition to the cross-cutting provisions, the chapter contains seven sector-
specific annexes detailing particular standards, technical requirements, and conformity
assessment provisions. While some of TPP’s TBT commitments have been included in existing
U.S. FTAs, many provisions are entirely new for all TPP Parties.

Sanitary and Phytosanitary (SPS) Standards

The provisions of the TPP Agreement would require TPP parties to maintain modern, science-
based sanitary and phytosanitary measures in TPP parties. Most provisions of the chapter are
subject to dispute resolution. The SPS chapter clarifies and builds on provisions of the WTO’s
SPS Agreement with provisions that are entirely new for U.S. trade agreements. Most
stakeholders have expressed support for the SPS provisions, but others have raised concerns
related to consumer safety, the definition of “science” as used in the text, and the right of
parties to legislate. Letter exchanges and parallel negotiations between the United States and
individual TPP parties have already addressed specific outstanding SPS market access issues for
U.S. beef, pork, and other products.
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Literature Review

Aside from the current report, the only other study that analyzes the final provisions of TPP in
order to assess the agreement's impact on the U.S. economy is an analysis by Peter Petri and
Michael Plummer, published by the Peterson Institute in 2016. Table ES.9 compares the
Commission’s findings with that of Petri and Plummer. In general, Petri and Plummer report
larger projected gains from TPP in U.S. real income and exports than do the Commission
findings.

Table ES.9: Comparison of Commission findings with Petri and Plummer
Change in real income

Author Year of analysis (% of GDP) Change in exports (%)
Commission 2032 0.2 1.0
Petri and Plummer 2030 0.5 9.1

Source: USITC estimates; Petri and Plummer, “The Economic Effects of the Trans-Pacific Partnership,” 2016.

The Commission’s simulation of the TPP Agreement differs from the simulation conducted by
Petri and Plummer in four areas, and the different assumptions employed largely explain the
difference in the final results. First, based on the Commission’s industry expertise and its
knowledge of particular factors affecting trade in specific sectors across the economy, the
Commission’s simulation was implemented at a more disaggregated sector level than the
simulation in the Petri and Plummer analysis. As a result, the Commission’s simulation includes
economic conditions and TPP provisions which are sector-specific. Some examples are the
preference of Japanese consumers for domestic beef meat, the limited available expansion
capacity for Malaysian-approved Halal meat plants in the United States, the existing regime of
import duty drawbacks in Vietnam, the potential impact of TPP rules of origin on Vietnamese
trade, and the structure of the TPP Agreement’s TRQ provisions. All of these factors are likely to
limit the impact of certain TPP provisions on U.S. trade.

Second, the Commission quantified TPP’s investment provisions at a more disaggregated sector
level than did Petri and Plummer, taking into account particular aspects of each industry for
each TPP country and assuming that regulations for U.S. FDI would not be affected by the TPP
investment provisions if the United States already has a trade agreement with the partner
country. As a result, the Commission’s quantification of the agreement’s investment provisions
identified various degrees of changes in investment regulations at the sector level, ranging from
no change for many sectors to significant change for just a few sectors. In contrast, Petri and
Plummer estimated a single degree of investment liberalization across all industries for each
TPP country and without excluding existing U.S. FTA partners, which produces larger estimated
impacts of TPP’s investment provisions.
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Third, the Commission’s simulations did not include any policy “spillover” effects. Petri and
Plummer assumed that 20 percent of the liberalization of nontariff barriers under TPP would
also apply to trade partners who are not TPP members. Such spillover effects may be a
byproduct of the TPP Agreement, but they are not included in the provisions of TPP and are
exceedingly difficult to quantify accurately. Thus, the Commission chose not to include them in
the model. This factor was an important one in Petri and Plummer’s overall results, and
generated higher estimates of trade and real income changes than in the Commission’s
analysis.

Fourth, the Commission’s simulation did not consider productivity differences at the firm level
within a sector, while the Petri and Plummer simulation was based on a model of firm
heterogeneity. Under such a model, reduction in foreign trade barriers can raise the average
productivity of firms within a sector. In Petri and Plummer, this assumption leads to greater
gains in U.S. trade and real income. The Commission has not used such a model in previous
reports, and it was not feasible to develop such a model with the industry and country detail
required for Commission analysis within the timeframe of this report.

The literature review presented in this report also discusses other studies that assess the
economic impact of a hypothetical TPP, but in less detail, as the studies were conducted before
the TPP negotiations were finished.
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Chapter 1
Introduction

Purpose

This report examines the Trans-Pacific Partnership Agreement (TPP),’ a major trade agreement
potentially linking the United States with 11 other parties: Australia, Brunei (Brunei), Canada,
Chile, Japan, Malaysia, Mexico, New Zealand, Peru, Singapore, and Vietnam. Prepared by the
U.S. International Trade Commission (Commission or USITC), the report assesses the likely
impact of the TPP agreement on the U.S. economy, specific industry sectors, and U.S.
consumers, as required by the Bipartisan Congressional Trade Priorities and Accountability Act
of 2015.2% In particular, the statute requires the Commission to assess the likely impact of TPP
on the U.S. economy as a whole and on specific industry sectors, including the impact it will
have on the gross domestic product (GDP), exports, and imports; aggregate employment and
employment opportunities; the production, employment, and competitive position of
industries likely to be significantly affected by the TPP; and the interests of U.S. consumers.

The statute also requires the Commission to review available economic assessments of the
agreement, including literature about any substantially equivalent proposed agreements. The
Commission’s report should describe the analytical methods used and conclusions drawn in this
literature, and it should also discuss areas of consensus and divergence between the
Commission’s analyses and conclusions and those of other economic assessments reviewed.

Scope

The United States already has free trade agreements (FTAs) with 6 of the other 11 TPP parties:
Australia, Canada, Chile, Mexico, Peru, and Singapore. The TPP would therefore result in five
new FTA partners for the United States: Brunei, Japan, Malaysia, New Zealand, and Vietnam.
The agreement is likely to affect most sectors of the U.S. economy either directly or indirectly.
For example, the removal or reduction in the restrictiveness of a particular tariff or nontariff
measure may not only affect the sector directly exposed to the liberalization, but it may also

9 USTR, Trans-Pacific Partnership Agreement (TPP), full text, https://ustr.gov/trade-agreements/free-trade-
agreements/trans-pacific-partnership/tpp-full-text. All in-text citations to TPP articles, annexes, or notes are to this
version.

% On November 5, 2015, the U.S. International Trade Commission received a letter from the U.S. Trade
Representative (USTR) requesting that the Commission provide a report to the President and Congress assessing
the likely impact of the TPP Agreement under section 105(c) of the Bipartisan Congressional Trade Priorities and
Accountability Act of 2015 (19 U.S.C. 4204(c)). See appendix A for the request letter from the USTR.
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have indirect effects on upstream and downstream sectors.** This report will examine
economy-wide effects of the TPP as well as selected sectoral effects, based on a quantitative
analysis discussed further below. Per the statute, this report also includes qualitative discussion
and analysis of the agreement’s effects on selected industry sectors.

These sectors were selected based on different factors, including the extent of the sector’s
trade liberalization under the TPP, the importance of the sector in terms of trade with the TPP
region, the apparent sensitivity of certain U.S. industries to increased trade, and industry and
Commission views regarding potential sectoral effects. In total, over 20 industry sectors were
analyzed and are included in this report. Agricultural sectors analyzed include dairy; sugar; beef;
pork; poultry; grains; processed foods; fresh fruits, vegetables, and nuts; alcoholic beverages;
and seafood. Manufacturing sectors analyzed include passenger vehicles; textiles and apparel;
footwear; chemicals; and titanium metal. Services sectors analyzed include computer services;
professional services; audiovisual services; express delivery; financial services, including banking
and insurance; and telecommunications services. The report also includes analyses of the
regulatory provisions of the TPP that would apply across sectors of the economy.

Analytical Approach

The main quantitative analysis used in this report is based on simulations from a dynamic
computable general equilibrium (CGE) model of trade among the 12 TPP countries and the rest
of the world.* The CGE model is based on the Global Trade Analysis Project (GTAP) model, an

13
l.

economy-wide CGE model of world trade specified at the sector level.”” This quantitative

analysis is limited to certain aspects of the agreement, as explained below.

The simulation analysis provides effects for U.S. GDP; U.S. exports, imports, production, and
consumption in the aggregate and by sector; and U.S. employment and wages by labor type
(skilled vs. unskilled labor). Because of the dynamic nature of the analysis, the estimated effects
capture the impact of the TPP Agreement over time from entry into force, thus differentiating
the effects of immediate commitments from the effects of commitments over longer
timeframes. The estimated effects also capture the reinforcing impact of the TPP Agreement on
the growth of the U.S. economy during the agreement’s period of implementation.

" An upstream sector (e.g., textiles) provides output that is used as an input by a downstream (e.g., apparel)
sector.

2 Chapters 3, 4, and 5 present model results by sector for country groups, such as all TPP partners, or existing FTA
partners in the TPP. Where warranted, additional detail on trade with specific partners is reported in the text.

B The GTAP framework includes 57 sectors. Some of these sectors were further broken down, or disaggregated,
while others were combined, to focus on sectors of interest. See chapter 2 and appendix G for more details.
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When the Commission has assessed prospective FTAs in the past, it has used the CGE model to
simulate the economy-wide and sectoral effects of the agreements regarding tariffs, tariff-rate
guotas (TRQs), and selected nontariff measures (NTMs) for trade in goods.14 The current
analysis assessing the impact of the TPP Agreement not only estimates the impact of tariffs,
NTMs, and TRQs on goods, but also estimates (1) the effect of NTMs on cross-border trade for
certain services and (2) the effect of restrictive measures affecting foreign direct investment
(FDI). These new analytical extensions to the modeling framework draw on a variety of
databases and economic analyses to estimate the existing barriers and the impact of the TPP on
these barriers, based on the text of the agreement. Figure 1.1 shows how the TPP’s provisions,
once quantified, are integrated into the dynamic CGE model to obtain results on economic
outcomes that take into account TPP liberalization in goods, services, and investment. The
analysis in chapter 2 and technical appendix G explains the inputs into the model and the
analytical framework in more detail.

Y Tariff-rates quotas (TRQs) are a type of tariff restraint, with a lower tariff applied to in-quota imports and a
higher tariff applied to over-quota imports. Even though TRQs have a specified access or quota level, they are
generally defined as tariff barriers. Nontariff measures (NTMs) are policy measures other than tariffs, such as
sanitary and phytosanitary regulations, that may have an effect on international trade.
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Figure 1.1: Modeling of liberalization in goods, services, and investment
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Source: Compiled by USITC staff.

Certain chapters of the TPP Agreement contain provisions that are difficult to quantify, such as
commitments on government procurement, competition, state-owned enterprises, and
intellectual property. Nevertheless, these provisions can affect U.S. GDP, exports and imports,
employment, production, and consumers, by reducing costs, increasing the variety of goods
and services, or improving producers’ competitiveness. The report therefore assesses the
impact of such provisions using a qualitative approach. This approach contrasts the
commitments in TPP to current practices and/or obligations under existing U.S. trade
agreements with TPP parties in order to highlight the extent of the changes introduced by TPP.
It also incorporates testimony presented during the Commission’s public hearing on January
13-15, 2016; written submissions from interested parties; and staff interviews with industry
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representatives.’® Such information is interwoven into most chapters of this report,
complementing the report’s quantitative assessments.

TPP Agreement Overview

TPP is a comprehensive agreement that covers trade in goods and services, rules of origin, trade
remedies, customs facilitation, sanitary and phytosanitary measures, technical barriers to trade,
foreign investment, intellectual property, government procurement, competition policy, and
labor and environmental standards, among other areas. There are 30 chapters in the
agreement, which are listed in table 1.1 along with the corresponding chapters where they are
discussed in this report. The assessment in this report is based on a review of all 30 chapters, as
well as various annexes and numerous side agreements that address bilateral trade issues
between individual TPP parties.

The TPP Agreement includes several chapters that have not been included in previous U.S.
bilateral FTAs. These address state-owned enterprises, temporary entry of businesspersons,
cooperation and capacity building, competitiveness and business facilitation, development,
small and medium-sized enterprises, and regulatory coherence.

B see appendix C for the calendar of the public hearing. See appendix D for summaries of positions of interested
parties provided for inclusion in this report.
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Table 1.1: TPP chapters and annexes, and their coverage in the Commission report

Chapter in the report where primarily

TPP Chapter covered
1. Initial Provisions and General Definitions Chapter 6
2. National Treatment and Market Access for Goods Chapters 2, 3,and 4
3. Rules of Origin and Origin Procedures Chapter 4
4. Textiles and Apparel Goods Chapter 4
5. Customs Administration and Trade Facilitation Chapter 6
6. Trade Remedies Chapter 6
7. Sanitary and Phytosanitary Measures Chapter 6
8. Technical Barriers to Trade Chapter 6
9. Investment Chapters 2 and 6
10. Cross-Border Trade in Services Chapters 2 and 5
11. Financial Services Chapter 5
12. Temporary Entry for Business Persons® Chapter 6
13. Telecommunications Chapter 5
14. Electronic Commerce Chapter 5
15. Government Procurement Chapter 6
16. Competition Policy Chapter 6
17. State-Owned Enterprises and Designated Monopolies® Chapter 6
18. Intellectual Property Chapter 6
19. Labour Chapter 6
20. Environment Chapter 6
21. Cooperation and Capacity Building® Chapter 6
22. Competitiveness and Business Facilitation® Chapter 6
23. Development® Chapter 6
24. Small and Medium-Sized Enterprises’ Chapter 6
25. Regulatory Coherence® Chapter 6
26. Transparency and Anti-Corruption Chapter 6
27. Administrative and Institutional Provisions Chapter 6
28. Dispute Settlement Chapter 6
29. Exceptions and General Provisions Chapter 6
30. Final Provisions Chapter 6

Annex |: Cross-Border Trade in Services and Investment Non-Conforming

Measures

Annex Il: Cross-Border Trade in Services and Investment Non-Conforming

Measures

Annex lll: Financial Services Non-Conforming Measures

Annex IV: State-Owned Enterprises and Designated Monopolies Non-
Conforming Measures

Chapters 2, 5, and 6
Chapters 2, 5, and 6

Chapters 2 and 5
Chapter 6

Source: USTR, TPP full text.
® Chapter not included in existing U.S. trade agreements.

In addition to the full text of the agreement, as shown in the table, TPP parties also signed a

Joint Declaration of Macroeconomic Policy Authorities of Trans-Pacific Partnership Countries, to

address member exchange rate policies (box 1.1).
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Box 1.1: Exchange rates, international trade, and exchange rate agreements among TPP members

Effects of exchange rate movements on trade

A change in a country’s exchange rate vis-a-vis its trading partners can alter the relative price of exports
and imports in that country, for both intermediate and final goods. For example, a 10 percent rise in the
value of the U.S. dollar (an appreciation) could cause the price paid by importers of U.S. exports to
increase by as much as 10 percent. At the same time, it would lower the price of imports into the United
States by as much as 10 percent. Thus, a currency appreciation against a trading partner can have an
effect similar to a combined import tariff and export subsidy across all imported and exported goods by
the trading partner, absent the fiscal implications of tariff revenues and subsidies paid.

The extent to which prices respond to changes in exchange rates is known in the economic literature as
pass-through. In general, the empirical literature concludes that exchange rate pass-through is not
“complete” and that the percentage change in prices of a traded goods is typically lower than the
percentage change in the exchange rate. This may reflect various factors, such as exporting firms that
change their margins to offset the effects of the exchange rate change; firms that set their prices in the
local currency of the importing country so that they do not fluctuate with the exchange rate, at least in
the short run; and the extent of global supply chains, which leads to lower pass-through when
production costs are denominated in different currencies.?

Exchange rate agreements among TPP members

Separately, but upon the release of the TPP text, finance ministers of TPP member countries also
released the Joint Declaration of Macroeconomic Policy Authorities of Trans-Pacific Partnership
Countries to promote cooperation and transparency surrounding members’ exchange rate policies. The
details of the declaration outline a set of rules under which members are called to (1) “commit to avoid
unfair currency practices and refrain from competitive devaluation”; (2) “publicly report their foreign-
exchange intervention and foreign reserves data, some for the first time”; and (3) have senior
macroeconomic policy officials “consult regularly to address macroeconomic issues, including to engage
on efforts to avoid unfair currency practices.”b

While the declaration has no enforcement mechanism to oblige countries to make policy changes if they
violate its provisions, the declaration itself is binding, as (1) it becomes effective immediately upon the
entry into force of the TPP; (2) it requires countries seeking accession to the TPP to join the declaration;
and (3) it is consistent with countries’ rights and obligations under the International Monetary Fund
(IMF) Articles of Agreement.® But because the declaration is not part of TPP, it is not enforceable under
TPP dispute settlement procedures (Chapter 28).

Views on currency practices and their potential impacts under the TPP

In hearing statements, a number of witnesses expressed concerns that TPP countries might deliberately
adjust the value of their respective currencies to gain a competitive advantage in export markets.
Common points of concern included the lack of any provisions on currency issues in the TPP
agreements, as well as the lack of an enforcement mechanism under the Joint Declaration for countries
that may appear to be engaging in unfair currency practices. Their views, as summarized by each
witness, can be found in appendix D.*

® Jabara, “How Do Exchange Rates Affect Import Prices?” 2009. Powers and Riker, “The Effect of Exchange Rates,” 2015.
by.s. Treasury, “Joint Declaration of the Macroeconomic Policy Authorities,” Fact Sheet, November 5, 2015.
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U.S. Treasury, “Joint Declaration of the Macroeconomic Policy Authorities,” November 5, 2015. Brunei, Malaysia, Singapore,
and Vietnam are granted special accommodations under the agreement that grant them extra time and relaxation of certain
reporting requirements for data dissemination. All TPP countries are IMF member countries.

?Parties mentioning currency issues in appendix D include Representatives Delauro, Slaughter, DeFazio, and Lee;
Representative Levin; the AFL-CIO Action Network; Americans Backing a Competitive Dollar; Citizens Trade Campaign; Coalition
for a Prosperous America; Economic Policy Institute; Ideal Taxes; Teamsters; and United Steelworkers.

Existing Tariff Levels and Commitments

The focus of the Commission’s analysis of tariff commitments in TPP centers on countries with
which the United States does not already have an FTA, as the bulk of tariff liberalization occurs
within these countries. Some additional tariff and TRQ liberalizations were given to partners
with which the United States already has an FTA. However, these additional liberalizations are
small compared to the reductions made to the rates charged between the United States and
countries with which the United States does not have an FTA.®

Table 1.2 summarizes the United States’ most-favored-nation (MFN)17 ad valorem tariff rates'®
charged against imports from TPP parties with which the United States has no FTAs (Brunei,
Japan, Malaysia, New Zealand, and Vietnam). This table shows that 39.5 percent of MFN lines
have free (zero) rates of duty. Relatively few tariff lines are above 10 percent (about 9.6 percent
of U.S. tariff lines).*®

Table 1.2: U.S. MFN tariffs imposed on TPP partners with which the United States has no existing FTA, in
2010, by rate charged, percent of U.S. tariff lines

MFN ad valorem rate (percent) Number of lines Percent of total
0 3852 39.5
>0to5 2716 27.9
>5to 10 2233 22.9
>10to 25 825 8.5
>25 to 100 102 1.0
>100 to 500 12 0.1

Source: USTR, TPP full text; USITC calculations.

Note: Percentage are based on the total number of ad valorem tariff lines (91.8 percent of U.S. MFN tariff lines), and not the
entire tariff schedule. If both percentage values and specific rates were included, percentage rates were used. Percentages may
not add to 100 due to rounding.

*0Ona trade-weighted basis, the largest non-TRQ tariff reduction given to U.S. exports and charged against U.S.
imports is less than 0.2 percent at the sector level per the model in this report.

7 In the United States the MFN rate is the duty applied under normal trade relations or NTR status.

'8 Ad valorem tariff rates refer to duties expressed as a percentage of the appraised customs value of the imported
good. Other types of tariffs, such as specific tariffs, may be levied in other terms, such as dollars per ton.

¥ Shares shown are out of the total number of ad valorem tariff lines (91.8 percent of U.S. MFN tariff lines), and
not the entire tariff schedule. If both percentage values and specific rates were included, percentage rates were
used.
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Table 1.3 summarizes MFN ad valorem tariff rates charged against imports from the United
States by partners with which the U.S. has no existing FTA. On average, 54.0 percent of tariff
lines have free rates of duty, and the majority of tariff lines are 10 percent or less. Compared to
the U.S. import tariffs, however, these countries have a higher frequency of tariff lines above
10 percent, particularly in Vietnam (36.7 percent of tariff lines) and Malaysia (23.5 percent).

Table 1.3: MFN tariffs applied on U.S exports by TPP partners with which the United States has no
existing FTA, by rate charged, percent of tariff lines of respective schedule

MFN ad valorem rate

(percent) Brunei Japan Malaysia New Zealand Vietham
0 75.8 42.6 60.9 58.0 32.6
>0to 5 8.1 24.6 9.2 36.4 19.5
>5to 10 1.2 21.5 6.4 5.6 11.1
>10to 25 14.8 9.2 17.9 0.0 26.0
>25 to 100 ) 2.1 5.6 0.0 10.7
>100 to 500 0.0 ) 0.0 0.0 )

Source: USTR, TPP full text; USITC calculations.
Note: Percentages are based on the total number of ad valorem tariff lines (98.5 percent of lines for Japan, more than
99 percent for other countries), and not the entire tariff schedule. If both percentage values and specific rates were included,
percentage rates were used. Percentages may not add to 100 due to rounding.
® Less than 0.05 percent.

Tariff Commitments Related to New FTA Partners

TPP will eliminate duties immediately on a wide range of goods traded among TPP partners,
while eliminating duties on other goods over varying time horizons spanning as long as

30 years. TPP members make tariff commitments and give preferential TRQs multilaterally,
bilaterally, or both. The tariff schedules of the United States and of all other TPP countries
(including general notes and annexes) cover all goods.

Table 1.4 summarizes tariff commitments for the United States and TPP members with which
the United States does not already have an FTA. Of all U.S. MFN tariff lines, 36.7 percent are
already duty free, and, on average, 49.9 percent of remaining duties would be eliminated upon
the agreement’s entry into force.?’ On average, 99.5 percent of tariff lines would be duty free
after 15 years, and 99.6 would be duty free after 30 years. U.S. exports to Brunei and New
Zealand will be completely duty free within 15 years of the implementation of TPP. Only Japan
and Vietnam do not fully eliminate tariffs on certain goods—namely certain rice, beef, and dairy
products—during implementation.

% Shares are expressed as a percentage of each country's total tariff schedule (as opposed to just the lines that are
ad valorem tariffs as in tables 1.2 and 1.3). This means that shares in the “Already zero” row differ from those in
tables 1.2 and 1.3, because the ones in table 1.4 are shares relative to the entire schedule.
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Table 1.4: Tariff commitments with TPP partners with which the United States has no existing FTA,
percent of tariff lines of respective schedule

Brunei Japan Malaysia New Zealand Vietnam

U.S. tariff Already zero 36.7 36.7 36.7 36.7 36.7
lines applied Eliminated at entry into force 90.7 83.9 89.7 87.7 78.8
on TPP Eliminated after 15 years 100.0 99.2 99.8 99.0 99.6
partners Eliminated after 30 years 100.0 99.8 99.8 99.0 99.7
Subject to TRQs 0.0 0.2 0.2 1.0 0.3

TPP partner  Already zero 75.2 39.4 64.7 58.3 32.9
tariff lines Eliminated at entry into force 91.7 83.6 85.6 94.9 66.3
appliedon  Eliminated after 15 years 100.0 93.2 99.1 100.0 97.8
U.S. exports  Eliminated after 30 years 100.0 94.7 99.8 100.0 98.0
Partially reduced or unchanged 0.0 3.5 0.0 0.0 0.1

Subject to TRQs 0.0 1.8 0.2 0.0 1.9

Source: USTR, TPP full text; USITC calculations.

Note: Percentages are based on each country’s total tariff lines (as opposed to just the lines that are ad valorem tariffs, as in
tables 1.2 and 1.3). Some lines subject to TRQs are slated to be completely eliminated by the time the agreement is fully
implemented.

Organization of the Report

The rest of this chapter provides an economic overview of the TPP region.?! Chapter 2 reports
guantitative estimates of the likely impacts of the TPP on the U.S. economy as a whole and on
broad sectors of the economy, taking into account trade and investment liberalization under
the agreement. It also reviews relevant literature, including analyses of the economic effects of
the proposed TPP agreement, as well as analyses of substantially similar agreements, and
compares the Commission’s findings with findings from the studies reviewed. Chapters 3, 4,
and 5 present industry-specific assessments for selected agricultural, manufacturing, and
services industry sectors, respectively, combining quantitative and qualitative analyses. Chapter
6 gives a qualitative assessment of other regulatory chapters of the agreement not quantified in
this report.

TPP Regional Economic Overview

The Trans-Pacific Partnership Agreement encompasses 12 countries spread around the Pacific
Rim (figure 1.2) that account for a large proportion of the world’s economic activity, its trade in
goods and services, and its international financial flows. The signatories of TPP are a varied
group of countries ranging widely in size, development, and specializations. Geographically,
Canada is the largest, while Singapore is the smallest. The population of the TPP countries
exceeded 810 million people as of July 2015.%? The United States currently has free trade

L see appendix F for country profiles for each of the TPP parties.
2 CIA, World Factbook, https://www.cia.gov/library/publications/the-world-factbook/rankorder/2119rank.html
(accessed December 15, 2015).
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agreements with 6 of the other 11 signatory countries: Australia (2005), Canada (1989), Chile
(2004), Mexico (1994), Peru (2009), and Singapore (2004).

Figure 1.2: TPP member countries

Source: Office of the United States Trade Representative (accessed December 15, 2015).

GDP

In total, signatory TPP countries’ GDP in 2014 was valued at $28.0 trillion. This represents

36.0 percent of the world’s total economic activity in that year (figure 1.3). The United States
accounted for the largest portion of this total (517.4 trillion), while Brunei accounted for the
smallest ($17.3 billion). The five TPP signatory countries with the largest GDPs in 2014 were the
United States, Japan, Canada, Australia, and Mexico. These five countries represented nearly
95 percent of the TPP region’s collective GDP in 2014, with the United States accounting for
more than 62 percent of the total.

TPP countries’ sectoral specializations also varied among signatories in 2014 (figure 1.4). Among
TPP countries, Vietnam had the largest portion of its GDP—nearly 20 percent—attributable to
agriculture. Malaysia is the TPP country in which manufacturing represented the largest share
of GDP. Services represented a majority of all the TPP countries’ economic activity except for
Vietnam and Brunei, with the United States having the most services-based economy: services
represented nearly four-fifths of U.S. GDP in 2014. Brunei’s focus on petroleum products
(included in the “other” category in figure 1.4) made it the only TPP country with a majority of
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its economic activity attributable to industries other than agriculture, manufacturing, or
services.”

Figure 1.3: Shares of world GDP for TPP signatory countries, 2014

United States, 22.4% Japan, 5.9%
Canada, 2.3%

Australia, 1.9%
Mexico, 1.6%

New Zealand, 0.2%
Singapore, 0.4%
Vietnam, 0.2%

Other TPP, 1.9%

Brunei, 0.02%

Chile, 0.3%
Malaysia, 0.4%

Peru, 0.3%

Non-TPP, 64.0%

Source: World Bank, World Development Indicators (accessed January 20, 2016). Corresponds to appendix table J.1.
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Figure 1.4: Sectoral shares of TPP countries’ GDP, by sector, 2013°
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Source: World Bank, World Development Indicators (accessed July 7, 2015). Corresponds to appendix table J.2.
® “Other” industries are defined as construction, mining (including petroleum products), electricity, gas, and water. Data for
Canada and Peru are based on 2010 data and data for New Zealand are based on 2011 data.

2 “Other” industries are defined as construction, mining (including petroleum products), electricity, gas, and
water.
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Trade in Goods and Services

In addition to variations in GDP, TPP countries vary considerably in their international trade
patterns. Brunei, the smallest of the TPP countries by GDP, ran the largest trade surplus among
TPP countries in 2014 as a percentage of its total trade, followed by Malaysia and Singapore
(figure 1.5). The United States ran the largest trade deficit, both in absolute dollar value

(5494 billion) and relative to its total trade. Singapore’s imports of services accounted for a
larger proportion of its total trade than those in any other TPP country (13.4 percent of total
trade), whereas the United States had the largest share of services exports relative to its total
trade (13.8 percent). Brunei had the largest share of trade attributable to goods exports

(62.1 percent of total trade); Mexico, the largest share attributable to goods imports

(47.1 percent).

Figure 1.5: Share of total trade of goods and services exports and imports, by partner, 2014°

M Services exports  H Goods exports B Goods imports M Services imports

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Australia

Brunei
Canada
Chile

Japan

i
|
|
|
|
. |
Malaysia |

Mexico
N.Z.

Peru

Singapore
u.s.

Vietnam

<— Deficit Surplus —>

Source: UN, Comtrade (accessed January 8, 2016); USITC DataWeb/USDOC (accessed December 31, 2015); ASEAN, ASEANstats
database (accessed December 14, 2015); UN, Service Trade Statistics Database (accessed December 14, 2015); OEDC, OECD.Stat
(accessed January 27, 2016); USDOC, BEA, table 2.2, “U.S. Trade in Services, by Type of Services and by Country or Affiliation,”
October 15, 2015. Corresponds to appendix table J.3.
Note: The distance between the black bars and the 50 percent line indicate the country’s total trade surplus or deficit. For
example, Australian imports and exports were nearly balanced, whereas Brunei ran a trade surplus of approximately
18 percent.

? Services data for Japan and New Zealand are based on 2013 data.
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Size of Trade in Goods

TPP countries accounted for 28 percent of world merchandise imports and 24 percent of world
merchandise exports in 2014. More than two-fifths of TPP country trade is with other TPP
countries. The United States is a partner in 6 of the 10 largest bilateral trade flows among TPP
member countries. These include, in order of value of goods in 2014, trade flows between the
United States and Canada, Mexico, Japan, Singapore, Malaysia, and Australia. The other four
largest bilateral trade flows in 2014 consist of Malaysia-Singapore, Japan-Australia, Japan-
Malaysia, and Japan-Singapore trade.

In 2014, the United States’ largest TPP trading partners were Canada and Mexico. These three
countries are the members of the North American Free Trade Agreement (NAFTA), which
entered into force in 1994. The United States’ next-largest trading partner among TPP
signatories is Japan, with which the United States does not have a free trade agreement (figure
1.6). The United States maintained a trade surplus with four TPP countries—Singapore,
Australia, Chile, and Peru—all of which have free trade agreements with the United States.

Figure 1.6: U.S. merchandise exports to and imports from TPP partners, 2014, billion $

M Exports M Imports

Canada
Mexico
Singapore
Australia
Chile

Peru
Japan
Malaysia
Vietnam

U.S. FTA partners under existing agreements

New U.S. FTA partners|under TPP

New Zealand
Brunei

0 50 100 150 200 250 300 350 400

Source: USITC DataWeb/USDOC (accessed January 25, 2016). Corresponds to appendix table J.4.

In total, TPP countries accounted for 44.8 percent of U.S. total exports and 37.6 percent of U.S.
general imports in 2014.%* Canada, Mexico, and Japan were three of the top four trading

** “General imports” measures the total physical arrivals of merchandise from foreign countries, whether such
merchandise enters the U.S. customs territory immediately or is entered into bonded warehouses or a U.S. Foreign
Trade Zone (FTZ) under Customs custody. “Total exports” measures the total physical movement of goods out of
the United States to foreign countries whether such goods are exported from within the U.S. customs territory or
from a Customs and Border Protection (Customs) bonded warehouse or a FTZ.

56 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

partners with the United States in 2014 (China was the first-ranked import source and third-
ranked export destination). Singapore and Australia were the fourth- and fifth-ranked U.S.
export destinations among TPP countries in 2014, whereas Vietnam and Malaysia were the
fourth- and fifth-ranked sources for U.S. imports among TPP countries (figure 1.7).

Figure 1.7: U.S. total export destinations and import sources from TPP partners and the rest of the
world, 2014
U.S. Total Exports, 2014

Mexico
14.8%

Japan
4.1% Singapore

0,
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Vietnam
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0.3%
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0.03%

Chile
1.0%

Total exports: $1.62 trillion

U.S. General Imports, 2014
Canada

0,
14.8% New Zealand

Mexico japan Vietnam
0.2%
12.5% 57% _1.3% Peru ’

Chile 0-3%

Malaysia 0.4%
1.3%

OtherAustralia
2.0%

Singapore Brunei
0.7% 0.001%

General imports: $2.35 trillion
Source: USITC DataWeb/USDOC (accessed January 25, 2016). Corresponds to appendix table J.5.

Sectoral Trade in Goods

TPP signatory countries typically did not specialize in one type of good in trading with other TPP
signatories (table 1.5). Looking at a broad measure of trade—the 2-digit HS chapter—Japan's
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exports to TPP countries were concentrated in two chapters (HS 85, electrical machinery, and
HS 87, vehicles) to TPP partner countries, while those of others such as Canada and Peru were
concentrated in as many as seven.? The United States fell into the midrange, with exports
concentrated in five chapters; its largest intra-TPP export categories include those
encompassing mineral fuels and electrical, mechanical, and transportation machinery (HS 27,
84, 85, 87, and 88). TPP countries’ imports from other TPP signatories were even less
concentrated, with between five and eight different categories represented in each country’s
largest intra-TPP import sector.

Similar export and import trends generally are apparent when examining a more detailed
breakdown of trade categories (4-digit HTS headings). For example, U.S. goods classified under
HTS headings 8800 (aircraft, spacecraft, and parts) and 2710 (non-crude petroleum products)
were the ones that seven TPP partner countries imported the most (four countries for 8800 and
three for 2710). The top import categories for the other four countries—Australia, Canada,
Malaysia, and Viethnam—were motor vehicles (Australia, 7.5 percent of Australia’s imports from
the United States), imported parts for certain vehicles (Canada, 5.6 percent), and integrated
circuits (Malaysia, 33.5 percent, and Vietnam, 6.9 percent). More details about each TPP
partner country’s top export and import categories, based on 4-digit HTS headings, are
presented in appendix F.

Table 1.5: Largest intra-TPP partner country merchandise trade sector, by 2-digit HTS chapter, 2014

TPP Export Source

Importer Aus. Bru. Can. Chile Jap. Mal. Mex. N. Z. Peru Sing. uU.S. Viet.
Avstralia Y = P — S | ¢ =
Brunei b o T N ) - b = A & "
T a cuﬁﬁﬂgﬁ)
Chile ') “ &- - O L = & 9
- ¢ b = o . AN |
Malaysia Ni ') E Cu - O Zn )
vaio & P & 0O e =

% The international Harmonized System (HS) of classifying internationally traded goods is administered by the
World Customs Organization. The HS serves as the foundation for the import and export classification systems
used in the United States. The United States' import classification system, the Harmonized Tariff Schedule (HTS) is
administered by the Commission, whereas the U.S. export classification system, the Schedule B, is administered by
the U.S. Census Bureau, Foreign Trade Division. Both the HTS and Schedule B rely on the international HS codes for
their 4- and 6-digit headings and subheadings. Greater commodity detail is provided at the 4-digit and 6-digit levels
than at the 2-digit (HS chapter) level. HTS and Schedule B subheadings will be the same for each importing
country's import classification system.
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TPP Export Source

Importer Aus. Bru. Can. Chile  Jap. Mal. Mex. N.Z. Peru Sing. U.S. Viet.
New Zealand a & g ':T. a & - g & ‘i\
pers Lo N &2 @ O - @
Singapore & & Q Cu & G & -- Q
United States “ ::: & Cu ﬁ ﬁ “ & ::: = ’
e

veram ¥ 6 B O 6 ]
Key:

HS 2 Meat and edible meat offal ‘F HS 3 Fish and crustaceans, mollusks and aquatic inverteb.

HS 4 Dairy; eggs; honey; edible animal products @ HS 8 Edible fruit and nuts

HS 10 Cereals “Y 0 HS12 Oilseeds, etc.; misc. grain, seed, fruit, plants, etc.

%
HS 15 Animal or vegetable fats, oils, or waxes £ A HS 23 Food industries residues and waste; animal feed

HS 26 Ores, slag, and ash . HS 27 Mineral fuel, oil, etc.; bituminous substances, etc.

J
27\ HS 28 Inorg. chemicals, rare-earth metals, etc.  *» HS 29 Organic chemicals
N
W
e
4

. HS 31 Fertilizers & HS 44 Wood and articles of wood; wood charcoal
HS 47 Wood pulp and paper waste , HS 61 Apparel articles and accessories, knit or crochet
HS 64 Footwear, gaiters, etc. and parts :T:\? HS 71 Pearls, precious stones and metals, etc.; coins
Z HS 72 Iron and steel Cu HS 74 Copper and articles thereof
Ni  HS 75 Nickel and articles thereof Al HS 76 Aluminum and articles thereof
Zn HS 79 Zinc and articles thereof g HS 84 Computers, turbines, printers, valves, etc.; parts

HS 85 Elec mach., sound and TV equip.; parts ﬁ HS 87 Vehicles, except railway or tramway; parts
+ HS 88 Aircraft, spacecraft; parts

Source: UN, Comtrade (accessed January 25, 2016).

Size and Share in Trade of Services

Trade in services in TPP countries is not as large as trade in merchandise, but it still plays a
substantial role in total trade flows. Overall, TPP countries exported more than $1.2 trillion in
services and imported nearly $1.1 trillion in services during 2013/14 (table 1.6).%° The United
States generated the highest values in total services trade, including more than half of all TPP
countries’ services exports to the world. The TPP countries with the next highest values in
services trade with the world were Japan and Singapore, followed by Canada.

In terms of trade shares, the United States accounted for the majority of Canadian and Mexican
exports and imports of services in 2014. Japan’s services trade with the United States in 2013

?® Data for 2014 are not available for Japan and New Zealand. Data presented represent the most recent data
available (i.e., 2013) for these two countries.
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was also robust, accounting for more of Japan’s intra-TPP services trade than all other TPP

countries combined.

Table 1.6: TPP partner country services trade import and export values and shares attributable to the
United States, other TPP countries, and non-TPP countries, 2013/14

Trade with world

Share of exports to:

Share of imports from:

Exports Imports U.S. Other TPP Non-TPP U.S. Other TPP Non-TPP
Billion S Percent

Australia 54.2 63.5 10.0 22.9 66.1 18.2 20.6 62
Brunei 11 1.7 () () ) () () ()
Canada 86.6 107.7 55.6 6.3 38.1 57.5 6.5 36.1
Chile 12.5 15.9 9.0  12.5(lb) 78.5(ub) 23.0 6.5(Ib) 70.5(ub)
Japan 147.0 162.3 24.8 17.4 57.8 30.2 10.8 59.0
Malaysia 41.9 45.3 6.8 @ ) 4.0 @ @
Mexico 20.1 31.9 88.3 @ @ 93.5 @) @)
N. Zealand 13.5 12.6 12.1 36.1 58.0 16.0 43.8 44.5
Peru 5.8 7.6 () () ) () () ()
Singapore 140.4 141.6 8.4 @ ) 4.2 @ @
United States 710.6 477.4 ()  25.1(lb) 74.9(ub) ()  20.5(lb) 79.5(ub)
Vietnam 10.9 14.5 ) ) ) ) ) )
TPP Total: 1,244.6 1,081.9 ) ) ) ) ) )
Rest of world 1,340.4 1,208.1 -- -- - -- -- --
World 2,585.0 2,290.0 - - - - - -

Source: ASEAN, ASEANstats database (accessed December 14, 2015) for value data for ASEAN members; USDOC, BEA, table 2.2,

“U.S. Trade in Services, by Type of Service and Country or Affiliation,” October 15, 2015, for U.S. data; OECD, OECD.Stat

(accessed January 27, 2016) and UN, Service Trade Statistics Database (accessed December 14, 2015) for other countries’ values
and TPP country share data; WTO, “International Trade Statistics 2015” (accessed February 11, 2016).
Note: (Ib) signifies a lower bound, and (ub) signifies an upper bound. These designations are used when data incorporating all

TPP countries were not available. Data for 2013 are used when 2014 data were not available. Share data for Malaysia and
Singapore are based on 2014 U.S. BEA and ASEAN data.
® Data not available.

Sectoral Trade in Services

TPP countries varied considerably in the types of services that were exported and imported.

The largest sectors were travel, transportation, and other business services, each accounting for

at least 10 percent of total services trade for nearly all TPP countries. Some countries’ exports

and imports were more heavily concentrated in certain services sectors, however. Tables 1.7

and 1.8 present the share of services sectors that accounted for more than 1 percent of each

country’s total services exports and imports, respectively. The majority of five TPP countries’

services exports were concentrated in travel services (Australia, Malaysia, Mexico, Peru, and

Vietnam). These countries typically are tourist destinations with less diversified services sectors.

For other countries, such as Brunei, Chile, and Singapore, transportation services exports
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accounted for a large share, although not a majority, of their services trade.?” Imports of travel
services represented the largest share of services category in countries like Australia, Brunei,
and New Zealand, where per capita income is relatively high but consumption of other foreign
services, such as transportation, is low.

Table 1.7: Largest services export categories, by TPP country, 2013/14

Service exported Aus. Bru. Can. Chil. Jap. Mal. Mex. N.Z. Peru Sing. U.S. Viet.
Percent of services exports
Manufacturing services *k *k *k *k *E 5.8 *E *E *k *k *k *k
Maintenance/repair e e e e e e e e e 5.7 3.2 e
Transportation 8.8 485 151 51.0 269 114 40 182 26.2 319 127 220
Travel 56.5 30.5 20.6 183 103 539 69.3 49.1 518 13.7 249 67.1
Telecom/computer/info 5.1 2.2 126 3.8 1.8 6.5 1.0 5.5 2.9 3.8 5.1 3.8
Construction e e e e 6.6 2.0 e e e 1.3 e e
Insurance *k 14 2.0 2.6 *E 1.1 139 *E 6.9 2.8 2.5 *k
Financial 2.6 *k 5.6 *k 3.1 *E *E 4.1 1.2 146 123 1.6
Royalties/license fees 1.5 *x 5.2 *¥* 215 ** 114 2.8 *x 2.2 183 *x
Other business services 16.3 173 336 234 278 16.8 ¥k 13.8 8.3 234 18.2 2.7
Personal, cultural, recreation 2.7 ** 2.8 ** ** ** ** 45 ** ** ** **
Government 3.5 e 1.6 e 1.8 e e 1.4 2.6 e 2.9 1.3
Other® 1.0 0.0 0.9 0.9 0.2 2.6 0.4 0.5 0.8 0.6 0.0 1.5

Source: UN, Service Trade Statistics Database (accessed December 14, 2015) for 2013 data for Australia, Chile, Canada, Japan,
Mexico, New Zealand, and Peru ; ASEAN, ASEANstats database (accessed December 14, 2015) for 2014 data for Brunei,
Malaysia, Singapore, and Vietnam; USDOC, BEA, table 2.2, “U.S. Trade in Services, by Type of Services and by Country or
Affiliation,” October 15, 2015.

® “Other” includes data for services that accounted for less than 1 percent of service exports for that country in 2013/2014,
and ** signifies that the service category in question accounted for less than 1 percent of service exports for that country or is
not included in the data maintained by that country.

%’ Travel services are measured through foreign nationals’ purchases of goods and services, such as food, lodging,
and recreation, while traveling abroad. Transportation services cover sea, air, and land transportation for both
passengers and freight, including pipelines and auxiliary services such as the operation of ports, when those
services are supplied by residents of one country to residents of another. International air passenger fares are
included in the transportation services category, rather than travel services.

Exports and imports of transportation services are driven by the volume of merchandise trade, but are recorded
according to the ownership of the transportation services provider. Countries such as the United States that
import a large amount of foreign goods on foreign-owned ships, for example, will also import a large amount of
transportation services (though these services may be provided by a third country). Conversely, countries like
Singapore that export large amounts of transportation services may or may not also be exporters of the goods they
are transporting.
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Table 1.8: Largest services import categories, by TPP country, 2013/14

Service imported Aus. Bru. Can. Chil. Jap. Mal. Mex. N.Z. Peru Sing. U.S. Viet.
Percent of services imports
Transportation 231 314 20.7 481 289 281 398 257 380 278 19.7 53.8
Travel 40.3 344 320 126 135 273 286 309 21.0 169 232 149
Telecom/computer/info 3.0 1.2 5.2 4.7 3.9 6.8 *ok 6.5 6.3 5.2 7.0 1.9
Construction *k *k *k *k 4.6 5.9 *k *k *k *k *k 7.3
Insurance 11 1.0 4.1 6.6 4.2 6.1 15.1 42 10.6 3.4 105 7.1
Financial 1.8 *ok 4.2 *E 2.2 *E *E 2.9 1.3 3.1 4.1 3.3
Royalties/license fees 5.6 ** 107 9.2 11.0 3.2 4.6 7.6 2.8 15.7 8.8 3.9
Other business services 15,8 17.0 20.8 185 299 185 1.0 20.0 176 26.5 20.1 6.4
Personal, cultural, recreation 4.1 ** 1.9 *x *x 2.0 *x * * * ** *x
Government 5.2 139 *E *k 1.1 *k 8.8 1.0 2.1 *E 5.1 1.3
Other® 0.0 1.2 1.4 0.2 1.5 2.1 2.1 1.2 0.4 1.5 1.6 0.1

Source: UN Service Trade (accessed December 14, 2015) for 2013 data for Australia, Chile, Canada, Japan, Mexico, New
Zealand, and Peru; ASEANstats Database (accessed December 14, 2015) for 2014 data for Brunei, Malaysia, Singapore, and
Vietnam; and BEA, table 2.2, “Trade in Services, by Type of Services and by Country or Affiliation,” October 15, 2015.

® “Other” includes data for all services that accounted for less than 1 percent of service imports for that country in
2013/2014, and ** signifies that the service category in question accounted for less than 1 percent of service exports for that
country or is not included in the data maintained by that country.

Foreign Direct Investment

TPP countries hold $9.6 trillion in total outward foreign direct investment (FDI) stock, and over
$8.6 trillion in inward FDI stock.? This accounts for 37.2 percent of the world’s outward FDI and
33.1 percent of the world’s inward-bound FDI. The largest net outward-investing countries
were the United States and Japan, whereas the countries with the largest net stock of inward
FDI were Singapore and Mexico (table 1.9).

Table 1.9: Value of inward-bound and outward-bound FDI in TPP countries, and shares accounted for by
other TPP countries and the United States

Stock of inward-facing FDI Stock of outward-facing FDI
Share accounted for by: Share accounted for by:

Partner country Value TPP u.S. Value TPP u.s.

Billion S Percent Percent Billion $ Percent Percent
Australia 564.6 43.0 23.7 443.5 40.7 25.2
Brunei 6.2 76.2 37.2 0.1 12.1 0.0
Canada 631.3 52.7 49.4 714.6 51.7 42.2
Chile 207.7 24.0 15.9 89.7 13.1 3.9
Japan 170.6 40.6 30.5 1,193.1 45.6 32.3
Malaysia 133.8 43.2 7.7 135.7 23.0 0.3
Mexico 338.0 55.1 47.9 131.2 37.6 33.5
New Zealand 76.8 74.2 7.9 18.7 82.2 16.8

%% The OECD distinguishes between the two types of foreign direct investment stocks as follows: “The outward FDI
stock is the value of the resident investors’ equity in and net loans to enterprises in foreign economies. The inward
FDI stock is the value of foreign investors' equity in and net loans to enterprises resident in the reporting
economy.”
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Stock of inward-facing FDI Stock of outward-facing FDI
Share accounted for by: Share accounted for by:
Partner country Value TPP u.S. Value TPP u.S.
Peru 79.4 55.8 15.3 4.2 ) )
Singapore 912.3 54.6 37.9 576.4 21.8 5.2
United States 2,901.0 24.9 ) 4,920.7 20.6 )
Vietham 91.0 73.1 5.2 7.5 10.7 4.5
TPP total: 8,621.6 ) @ 9,633.4 ) @
Rest of world 17,417.2 ) @ 16,241.4 ) @
World: 26,038.8 ) @ 25,874.8 ) @

Source: UNCTAD, FDI/TNC Database (accessed December 10 and 18, 2015) for values except those for the United States, which

come from BEA historical cost data, and for Brunei’s and Vietnam’s share data (based on 2012 shares); USDOC, BEA, “Direct
Investment Positions for 2014: Country and Industry Detail,” 2015 for U.S. historical cost values; IMF, Coordinated Direct
Investment Survey (accessed December 28, 2015) for non-U.S. shares.
Note: FDI data are not available for all TPP countries. Therefore, shares data should be considered a lower bound.

® Undetermined or unavailable data.

Globally, the stock of total U.S. inward FDI ($2.9 trillion) is roughly three-fifths of the total
outward FDI held by the United States ($4.9 trillion). In other words, the size of U.S.
investments abroad is substantially larger than the size of foreign investments in the United
States. On the other hand, the share of U.S. inward FDI that originates in TPP countries

(24.9 percent) is larger than the share of outward U.S. FDI that has TPP countries as its
destination (20.6 percent). Overall, TPP countries account for over $1 trillion of U.S. outward
FDI stock. Among TPP countries, the largest destination for U.S. outward FDI is Canada

(7.8 percent of total), followed by Australia and Singapore (3.7 percent each) (figure 1.8). The
majority (87.8 percent) of U.S. FDI from TPP countries originates in Japan and Canada. The
largest TPP investor in the United States is Japan, which accounts for 12.9 percent of total
inward U.S. FDI stock.
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Figure 1.8: Shares of outward-bound and inward-bound FDI stocks, by TPP country, 2014

Shares of U.S. outward-bound FDI stocks in TPP countries
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Source: USDOC, BEA, “Direct Investment Positions for 2014: Country and Industry Detail,” 2015 (accessed December 28, 2015).
Corresponds to appendix table J.6.
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Free Trade Agreements in the TPP Region

Among the TPP countries, there are a number of FTAs currently in force. Some are fully
implemented, while others are still being phased in. Among the 66 country pairs within the TPP
region, 42 country pairs trade under FTAs (table 1.10). The United States has FTAs with 6 of the
11 partners. Canada has the fewest FTAs with TPP countries (4), whereas Chile has FTAs with all
11 TPP countries. The earliest FTA for any of the TPP countries dates back to 1983 (Australia-
New Zealand Closer Economic Relations Trade Agreement), while the most recent entered into
effect in 2015 (Japan-Australia Economic Partnership Agreement).

Table 1.10: Country pairs in TPP with existing FTAs, year of entry into force

Americas | Asia/Oceania

u.s. Can. Mex. Chile Peru Aus. Brunei Japan Mal. N. Z.
Canada 1989
Mexico 1994
Chile 2004
Peru 2009 2009
Australia 2005 2009
Brunei 2006 2010
Japan 2005 2007 2012 2015 2008
Malaysia 2012 2010 1992 2006
New Zealand 2006 1983 2010 2010
Singapore 2004 2006 2009 2010 1992 2002 1992 2001
Vietnam 2014 2010 1995 2008 1995 2010 1995

Source: WTO, RTA-IS database (accessed February 11, 2016); World Bank, Global Preferential Trade Agreements Library
(accessed February 11, 2016).
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Chapter 2
Quantitative Modeling Results

As noted in chapter 1, the Bipartisan Congressional Trade Priorities and Accountability Act of
2015 requires the Commission to assess TPP’s impact on U.S. real gross domestic product
(GDP); exports and imports; aggregate employment and employment opportunities; and the
production, employment, and competitive position of industries likely to be significantly
affected by a trade agreement.

In response to this requirement, this chapter presents a quantitative analysis of the TPP
Agreement using a dynamic computable general equilibrium (CGE) model. This model
incorporates the U.S. economy’s projected growth in labor, capital, and GDP from 2017 to
2047, when the agreement would be fully implemented, assuming a 2017 entry into force.
Under that scenario, the majority of TPP’s provisions would be phased in by 2032 (year 15).
Most of the modeling results in this report refer to the impact of the agreement in that medium
term or year 15.

This chapter goes further than the Commission’s previous analyses of free trade agreements
(FTAs), which estimated only the effects of liberalizing tariffs and nontariff measures (NTMs) on
goods. The analysis in this chapter not only examines these effects, but also presents the
effects of liberalization in services NTMs and in cross-border investment among member
economies.

Model Results on the Effects of the TPP
Agreement

This section presents the effects of the TPP Agreement on the U.S. economy. It first considers
effects at the economy-wide level, followed by effects at the broad sector level, and finally at
varying industry levels, as defined by the sectoral aggregates in the model. The presentation of
industry results in this chapter is general. More specific discussions about selected industries,
including modeling results, are included in subsequent chapters.

Economy-wide Effects

The Commission estimates that by 2032, the TPP Agreement would increase annual U.S. GDP in
2032 relative to the 2032 baseline by $42.7 billion in 2017 dollars, or by 0.15 percent of total
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U.S. GDP (table 2.1 and box 2.1).?° By year 2047, U.S. real GDP would expand by $67 billion, or
by 0.18 percent, relative to the 2047 baseline value. The U.S. economic benefits of improved
market access and investment conditions would be magnified over time through growth in the
U.S. workforce and U.S. investment.

The Commission estimates that by 2032, TPP would expand U.S. employment by close to
128,000 full-time equivalents (FTEs) above the 2032 baseline, or about 0.07 percent of total
U.S. employment.® By year 2047, employment would expand by nearly 174,000 FTEs, or

0.09 percent, relative to 2047 employment in the baseline. TPP would cause U.S. investment in
capital goods to expand and, as a result, installed capital would expand by 0.18 percent by
2032. By year 2047, the capital stock would expand by 0.24, relative to the baseline in that year.

Table 2.1: Economy-wide effects of TPP: Changes relative to baseline in 2032 and 2047

2032 2047
Billion $ Percent Billion S Percent
Real income 57.3 0.23 82.5 0.28
Real GDP 42.7 0.15 67.0 0.18
Employment (full time equivalents, thousands) 128.2 0.07 174.3 0.09
Capital stock 171.5 0.18 343.5 0.24

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

The Commission also estimates that U.S. real income would increase by $57.3 billion (or

0.23 percent of GDP) relative to the baseline in 2032. The change in real income summarizes
growth in U.S. purchasing power, and can be interpreted as stating that TPP would provide
annual benefits to U.S. consumers worth $57.3 billion in 2017 dollars by 2032.% By 2047, U.S.
real income would increase by $82.5 billion, or 0.28 percent, due to TPP.

The Commission model estimates that by 2032, U.S. exports to the TPP countries would
increase by $57.2 billion over the 2032 baseline, with the majority of these exports due to
growth in exports to new FTA partners in the agreement (table 2.2). Total exports to the world
would increase by $27.2 billion, indicating that some of the additional U.S. exports to the TPP
region would represent exports diverted away from non-TPP countries.

*° For the purpose of the modeling analysis, an entry into force in 2017 is assumed. See box 2.1 for information on
how to interpret the modeling results and appendix G for details on the construction of the baseline projection.

*% Additional discussion of results related to employment and the U.S. trade balance can be found later in this
chapter.

3! Real income includes both real GDP (which measures production and the allocative efficiency of resources in the
domestic economy) and benefits realized through changes in international prices (“terms of trade” effects). As a
welfare measure, a change in real income is often referred to as the “equivalent variation.”
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Table 2.2: Effects of TPP on U.S. trade: Changes relative to baseline in 2032

Exports Imports
Billion $ Percent Billion $ Percent
Trade with TPP partners 57.2 5.6 47.5 3.5
New FTA partners 34.6 18.7 234 10.4
Existing FTA partners 22.6 2.7 24.2 2.1
Trade with the world 27.2 1.0 48.9 1.1

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

Meanwhile, U.S. imports from the TPP countries would increase by $47.5 billion over the 2032
baseline. The percent increase in imports from new FTA partners would be five times that of
imports from existing FTA partners. However, owing to the much higher pre-TPP trade flows
with existing partners, existing partners' imports would increase slightly more than for new
partners. U.S. imports from the world would increase by $48.9 billion from the effects of TPP.

U.S. net exports (exports minus imports) with respect to the TPP parties would increase by
$9.6 billion. However, net exports to the world, or the aggregate U.S. trade balance, would
decrease by $21.7 billion. The results for the United States’ aggregate trade balance, however,
depend on model assumptions on the rate of saving versus investment, which are explained
later in this chapter.

Box 2.1: Interpreting the Commission’s modeling results

In its analysis of the TPP Agreement, the Commission first developed a baseline projection that reflects
the potential evolution of the U.S. and global economies to 2047 in the absence of TPP. This baseline is
based on economic and demographic projections for the 12 countries in TPP as well as major non-TPP
trading partners. These projections are considered the baseline projection (i.e., the projection models
the world with no TPP) for the 30 year period during which TPP is to be implemented. For example, the
baseline projection estimates the U.S. real GDP (or the size of the U.S. economy) to be $37.4 trillion in
2047; an increase of 88.2 percent over the $19.9 trillion size of the GDP in 2017. The Commission then
analyzes the potential impact of TPP relative to this projection of the world economy under the
assumption of a TPP entry into force in 2017

40 | Real GDP baseline without TPP, trillion $
30 $37.4 t/lhl.
20 328/.|>1 tril.
10
o+~—+——+—+—+—++—+"+—"+"r—"—""—""""—"""""—" T

2017 22 27 32 37 42 47
Source: USITC estimates.

Modeling results are expressed as changes from the baseline projection, either as dollar changes or as
percentage changes, unless otherwise noted. For example, the Commission estimates that TPP would
expand U.S. real GDP by $42.7 billion relative to the baseline GDP projection of $28.4 trillion in 2032
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(i.e.,15 years into the agreement). Since the United States' projected GDP is $28.4 trillion in 2032, the
percentage deviation from the baseline due to TPP would be small (about a 0.15 percent increase).

The figure below shows baseline GDP up to the year 2047 (upper panel) and the deviations from the
baseline during the period (lower panels), on a dollar and percentage basis. The majority of the effects
on GDP are experienced early in the agreement by 2032 (year 15 of the agreement). By year 2047, or
year 30, TPP would increase GDP by $67 billion relative to the baseline (about a 0.18 percent
increase).Most quantified effects in terms of output, employment, and trade, especially at the economy-
wide level, would likewise be small in their impacts. Certain industry sectors, however, may exhibit more
pronounced effects under the agreement, as shown in chapters 3, 4, and 5.

80 Deviation from baseline under TPP, billion $
60 - =\
i $67.0 bil.
40 L — N
20 - $42.7 bil.
O T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
2017 22 27 32 37 42 47
0.20 Deviation from baseline under TPP, percent
0.15 - N
0.10 - 0 0.18%
: 0.15%
0.05 -
0.00 T T T T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
2017 22 27 32 37 42 47

Source: USITC estimates.

Broad Sector-level Effects

While output and employment would increase in the overall economy due to TPP, this change
would be driven by expansion in the agriculture and food sector and the services sector. In
dollar terms, the output of the services sector would expand the most ($42.3 billion) relative to
its baseline volume in 2032 (table 2.3). In percentage terms, however, the output and
employment of the agriculture and food sector would expand the most, by 0.5 percent.
Meanwhile, output and employment in the manufacturing, natural resources, and energy
sector would contract slightly under TPP, compared with the baseline. Trade barriers in this
sector are already low, and larger liberalization in other sectors of the economy would likely
drive a reallocation of resources away from these sectors and into other expanding sectors in
the economy. At a more disaggregated level, however, certain industries in manufacturing
would expand under TPP.

The Commission estimates that TPP would increase imports and exports for all broad sectors of
the economy. U.S. exports of manufacturing, natural resources, and energy would expand the
most in dollar terms, growing by $15.2 billion relative to the baseline in 2032; however,
agriculture and food exports would expand the most in percentage terms. Similarly, the largest
expansion of U.S. imports in percentage terms would be for agriculture and food products
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(1.5 percent). U.S. imports of manufacturing, natural resources, and energy would increase the
most in dollar terms, by $39.2 billion relative to the baseline.

The manufacturing sector would experience both a rise in imports and a decline in output. In
some manufacturing sectors, such as titanium, the rise in imports would be due to demand for
cheaper imports driven by lower U.S. tariffs. For the manufacturing sector as a whole, however,
the model does not suggest that the rise in cheaper imports would be the main driver of the
output decline. The CGE model assumes that U.S. aggregate output is equal to its productive
capacity. It flows from this that greater liberalization in one sector will drive a reallocation of
resources away from other sectors that experience less liberalization or where liberalization has
already occurred. Hence, for the manufacturing sector as a whole, output would grow less
rapidly relative to the baseline projection, as capital and workers move to services and
agriculture, which in turn would raise demand for manufactured imports. As explained below,
the model does not capture the costs associated with employment transition between sectors
and temporary unemployment.

Table 2.3: Broad sector level effects of TPP on U.S. output, employment, and trade: Changes relative to
baseline estimates in 2032

Exports Imports Output Employment
Billion S Percent Billion S Percent Billion S Percent Percent
Agriculture and food 7.2 2.6 2.7 1.5 10.0 0.5 0.5
Manufacturing, 15.2 0.9 39.2 1.1 -10.8 -0.1 -0.2
natural resources,
and energy
Services 4.8 0.6 7.0 1.2 42.3 0.1 0.1

Source: USITC estimates.
Note: Dollar values are in 2017 prices.

Industry-level Effects

Sectoral results of the modeling are shown in tables 2.4, 2.5, and 2.6. Many of these sectors are
addressed in detail in chapters 3, 4, and 5, respectively, of this report. An overview of the
results is presented here to provide a basis for understanding the range of sectoral results
shown in the table. At its core, the TPP liberalization as modeled is driven by the reduction or
removal of tariffs and nontariff barriers. Sectors benefiting from the most extensive
liberalization measures tend to expand production and exports as they become relatively more
competitive in the world economy: these are the direct effects of TPP. In turn, these direct
effects trigger a cascade of indirect effects in the economies benefiting from liberalization, and
spreading to other economies through trade and investment channels. Because of the “general
equilibrium” nature of the model, sectors that benefit less from liberalization may shrink
relative to sectors in which the effects of liberalization are more pronounced and baseline
estimates as resources move to sectors with greater opportunities.
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Although the model estimates that TPP liberalization will cause U.S. production to be lower in
certain industry sectors relative to baseline, the Commission expects that U.S. production in all
56 sectors included in the model would increase on an absolute basis between 2017 and 2032,
under both the baseline estimate and the provisions of the TPP. This expectation is
incorporated in the TPP model and is based on sectoral growth projections informed from
macroeconomic projections from the IMF, the OECD, and the ILO, as well as Commission
expertise.

Consider, for example, the results in agriculture and food products (table 2.4). A number of
subsectors would experience substantial expansion for U.S. exports under TPP, such as beef
meat and dairy products (both discussed in chapter 3). U.S. beef exports would experience not
only tariff reduction, but also substantial expansion in their tariff-rate quotas (TRQs) in certain
TPP countries, which would allow for additional market access. The same would be generally
true for dairy products. Looking at the upstream effects of this change, expansion of beef meat
production would drive increased demand for cattle which, in turn, would lead to a contraction
in live cattle exports and an expansion in U.S. cattle herds. The expanded cattle herds would
generate more demand for feed from the corn and other grains sectors, which in turn would
drive an expansion in these sectors and draw production from net exports of grains toward
domestic use to ultimately produce beef meat.

Dairy products would follow the same pattern: as U.S. dairy producers would face falling tariffs
and more generous TRQs overseas, the raw milk sector (grouped here under all other
agriculture) would expand and draw with it higher volumes of corn and other grains for
domestic feed. The other meats sector would follow the same pattern observed in beef meat
and in dairy products. Because agriculture production requires land, of which only a fixed
guantity is available in the model, expansion of meat, dairy, and related animal feed sectors
would draw in land and lead to an attenuation or contraction of other agricultural sectors.
Wheat and soybeans in particular would be adversely affected. Neither sector would
experience substantial trade liberalization under TPP, while at the same time they would face
higher land prices as liberalizing sectors absorb resources.

Meanwhile, beverages and tobacco products would experience a substantial reduction in the
export tariffs faced by the industry. This change would result in export and output gains in this
sector.
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Table 2.4: Estimated effects of TPP on U.S. agricultural and food sectors: Changes relative to baseline in
2032

Exports Imports Output Employment

Million S Percent MillionS  Percent Million$S Percent Percent

Rice -12.5 -0.3 15.3 1.6 -17.7 -0.1 0.0
Wheat -1.5 0.0 18.2 1.5 -7.9 0.0 -0.7
Other grains -5.5 -0.2 16.5 1.0 217.0 0.5 0.6
Corn grain -31.3 -0.1 2.5 1.3 206.7 0.3 0.4
Fresh fruit, vegetables, and nuts 574.9 2.0 119.2 0.5 172.1 0.2 0.3
Soybeans -419.4 -1.0 26.6 1.7 -406.9 -0.9 -0.9
Other oil seeds -1.6 -0.1 40.8 2.7 52.8 0.3 0.4
All other agriculture 637.9 2.4 503.8 20 1,7645 0.7 0.6
Cattle, sheep, goats, and horses -3.0 -0.3 60.8 1.7 214.3 0.3 0.4
Hides and skins 115.1 0.8 35.3 2.6 141.9 0.3 0.4
Seafood 74.1 2.2 231.9 0.9 -51.5 -0.2 -0.2
Beef meat 876.1 8.4 419.0 5.7 614.6 0.5 04
Other meats 690.5 24.8 41.2 2.5 657.7 3.9 3.0
Pork meat products 219.3 1.9 94.4 4.4 180.3 0.3 0.3
Poultry meat prods 173.9 1.3 -16.6 -3.6 265.8 0.6 0.6
Soybean oil 27.7 1.3 2.8 33 54.1 0.7 0.6
Soybean meal 113.4 1.1 8.1 3.9 169.9 0.7 0.6
Dairy products 1,845.5 18.0 348.6 10.3 1,839.3 1.3 1.1
Sugar, sweeteners, and SCP 129.6 4.3 132.1 2.4 517.7 0.4 0.4
Processed foods 1,540.0 3.8 427.2 1.1 2,396.5 0.8 0.7
Beverages and tobacco 683.9 3.7 206.2 0.7 1,033.9 0.4 0.3

products

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified; SCP = sugar-containing products.

Similarly, resources would flow to manufacturing sectors benefiting from greater liberalization
(see table 2.5). Textiles, wearing apparel, leather products, and footwear would all experience
substantial reductions of tariffs, both abroad and at home, yielding a mixed outcome. Imports
and exports would uniformly rise relative to the baseline, though to varying degrees. Output of
textiles and leather products would contract relative to the baseline, although output of
footwear and wearing apparel would experience modest expansion relative to the baseline. In
footwear and leather products, tariffs on U.S. exports would actually fall more than those on
imports into the United States.32 Electronic equipment would experience only slight declines in
average tariffs—0.03 on imports and 0.01 on exports. The U.S. industry would contract relative
to the baseline estimate by a seemingly disproportionate 0.8 percent, with imports growing by
$5.3 billion and exports by only $622 million. This pattern, however, reflects the global value
chains present in electronic equipment—in particular, the role of services. Services are
important inputs to electronic equipment production worldwide and would experience

32 Average tariffs on U.S. imports of footwear and leather products would fall by 0.60 and 1.85 percent,
respectively, while average tariffs on U.S. exports would fall by 1.21 and 2.94 percent. The average tariffs
represent trade weighted averages, using bilateral imports as weights.
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liberalization among TPP parties under the agreement. Services liberalization would encourage

expanded production in this sector, particularly in Mexico and Malaysia.

Table 2.5: Estimated effects of TPP on U.S. manufacturing, natural resources, and energy sectors:

Changes relative to baseline in 2032

Exports Imports Output Employment

Million S Percent Million S  Percent Million S Percent Percent
Forestry -305.3 -3.4 -1.6 -0.3 -286.6 -0.8 -1.3
Coal -126.9 -0.5 13.5 1.0 -76.5 -0.1 -0.3
QOil 1,338.1 7.8 884.1 0.3 -486.1 -0.1 -0.3
Gas 1,384.0 5.3 1,415.4 6.1 -89.4 0.0 -0.1
Minerals and minerals 441.7 1.1 509.3 1.0 18.0 0.0 0.0
products n.e.c.
Chemicals 1,944.1 0.7 5,283.4 1.3 -2,854.8 -0.3 -0.3
Textiles 256.6 1.3 869.4 1.6 -328.5 -0.4 -0.4
Wearing apparel 10.3 0.3 1,891.3 1.4 424.7 1.0 0.9
Leather products 59.5 6.0 439.2 2.0 -118.7 -1.5 -1.5
Footwear 137.7 12.2 1,103.6 2.7 29.8 0.5 0.8
Wood products 135.4 0.8 2,204.9 2.1 -1,539.7 -0.5 -0.6
Paper products, 39.7 0.1 722.2 2.0 -32.3 0.0 0.0
publishing
Petroleum, coal products 1,023.8 0.7 518.8 0.4 2,931.5 0.2 0.2
Machinery and 1,510.7 0.6 3,914.4 0.8 -1,683.6 -0.2 -0.2
equipment
Metals and metal 1,159.1 0.7 3,191.6 1.4 -3,664.8 -0.4 -0.3
products n.e.c.
Titanium downstream -33.9 -1.1 115.4 14.2 -202.4 -1.2 -1.3
products
Passenger vehicles 1,953.9 1.9 2,371.7 0.8 1,628.3 0.3 0.3
Auto parts and trailers 1,219.8 1.2 3,039.2 1.6 -1,365.9 -0.3 -0.3
Other transportation 2,074.1 1.3 3,016.8 2.1 80.1 0.0 0.0
equipment
Electronic equipment 622.4 0.8 5,323.0 0.9 -3,729.5 -0.8 -0.8
Instruments and medical 169.7 0.2 1,044.6 0.7 -641.1 -0.2 -0.3
devices
Toys, sporting goods, and 149.3 0.7 1,282.1 0.8 -136.1 -0.3 -0.3
other manufacturers
Electricity 26.1 3.1 83.9 2.0 1,088.7 0.2 0.0
Gas manufacture, 0.0 3.4 0.0 1.6 175.1 0.1 0.0
distribution
Water -2.5 -2.1 9.4 1.4 17.0 0.1 0.0

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.

The estimated effects of the agreement on services sectors are shown in table 2.6. Most of

these sectors are discussed in detail in chapter 5. Construction would experience modest

expansion in output and imports, and a modest decline in exports. These changes would not be

the result of direct liberalization, but of general equilibrium effects. Rising investment in the

U.S. economy would drive increased demand for construction services and would increase
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domestic output, draw in some imports, and cause domestic builders to shift modestly from
serving export markets to focus more on domestic customers.

Table 2.6: Estimated effects of TPP on U.S. services sectors: Changes relative to baseline in 2032

Exports Imports Output Employment
Million S Percent Million S Percent Million$S  Percent Percent
Construction -186.4 -2.0 161.4 1.5 7,234.8 0.2 0.2
Wholesale and retail trade 848.7 2.5 542.4 1.2 7,447.5 0.1 0.1
Transportation, logistics, -1,258.4 -1.1 1,770.5 1.5 -719.9 0.0 -0.1
travel and tourism
Communications 877.7 2.8 306.4 1.2 2,845.6 0.2 0.1
Financial services n.e.c. -12.1 0.0 787.8 1.1 1,520.0 0.1 0.1
Insurance 34.4 0.1 703.5 1.1 707.9 0.1 0.0
Business services n.e.c. 4,575.5 1.6 2,031.5 1.2 11,576.0 0.2 0.1
Recreational and other -687.8 -1.5 199.3 0.9 1,749.8 0.1 0.1
services
Public administration, 605.8 0.4 459.6 0.8 9,981.0 0.1 0.1

defense, education, health

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.

Analytical Framework

The Commission's analysis that quantifies the effects of implementing TPP is based on the CGE
model developed and maintained by the Global Trade Analysis Project (GTAP). The GTAP model
is an appropriate tool for analyzing the effects of trade agreements because it consists of a
database with international trade flows and other macroeconomic information, social
accounting matrixes that show how different segments of the economy are interlinked, and
national income accounts data. As a multicountry model, it permits the assessment of TPP’s
impact on the U.S. economy and is a straightforward way to incorporate policy changes. It
includes a number of supply and demand relationships and macroeconomic identities that lead
to consistent estimates based on standard economic logic.

This section describes the modifications that the Commission made to the standard GTAP
model to analyze TPP and the estimated policy changes the Commission introduced to assess
the impact of implementing the agreement. The modeling approach extends previous work by
including the effects of provisions in TPP’s Investment chapter and the removal of certain NTMs
that tend to act as barriers to trade in goods and services. Despite the benefits of CGE models,
there are also limitations to the results generated by these models, as even the most state-of-
the art models are not able to analyze certain issues. For example, the GTAP model can
estimate the change in employment across sectors as import competition increases in some
sectors and export opportunities grow in others in response to changes in trade policy.
However, the model does not capture the costs associated with employment transition
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between sectors and temporary unemployment. A later discussion on employment in this
chapter presents model assumptions and caveats related to the labor market.

Assessing the Impact of the Agreement

To assess the effects of TPP, the Commission first developed a baseline that simulates how the
economies in the model would evolve in the future without TPP in place. This dynamic version
of the GTAP model simulates the economy year by year, incorporating certain macroeconomic
benchmarks as forecast by the U.S. Congressional Budget Office and several international
organizations.g3 The baseline includes tariff schedules under most-favored-nation (MFN)
treatment and existing FTAs among TPP members, and takes into account any expected
changes in existing tariffs for this time period.>* Next, policy changes emanating from the TPP
Agreement are incorporated into the model, leading these economies to react to the TPP policy
changes and showing a different path from the one reflected in the baseline simulation. TPP’s
estimated impact on the U.S. economy, in terms of changes in GDP, real income, employment,
exports and imports, is obtained by comparing the baseline to the second simulation
incorporating the TPP policy changes. In addition to the 12 TPP countries, China, Hong Kong,
Indonesia, South Korea, Thailand, the European Union (EU), and a combined region identified
as the rest of the world—for a total of 19 economies or regions—are represented in the model.
The model also covers a total of 56 industry sectors.>

The Commission analysis incorporates estimates of three different types of policy changes.
First, it estimates the effects of removing or reducing tariffs, TRQs, and NTMs on trade in goods.
Second, it estimates the effects of removing certain NTMs on services traded across borders.
Third, it estimates the effects of provisions related to foreign investment. The next sections
describe the approaches taken to model these different types of policy changes related to the
agreement.

Modeling Provisions on Goods Trade

As in past Commission analyses of prospective FTAs, the main concerns addressed in modeling
TPP’s effects on trade in goods were tariffs and TRQs. The Commission assembled information
about tariffs and TRQs as specified in the TPP text. Figure 2.1 shows the sectors with the largest

* see appendix G for details on the baseline.

* For example, the baseline incorporates tariff commitments under FTAs between TPP countries that have entered
into force but have not yet been fully implemented.

% The standard GTAP database contains 57 sectors of goods and services. Some of the standard GTAP sectors were
disaggregated, while others were combined, to best capture industries likely to be significantly affected by the TPP.
Appendix G provides more detailed information about the model, including a list of all model sectors.
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U.S. tariff reductions under TPP for parties that currently have no FTA with the United States.>®
For this category, U.S. import tariffs on certain footwear, sugars and sugar-containing products
(SCP), and titanium downstream products would be reduced the most.

Figure 2.1: Sectors with the 10 largest U.S. tariff reductions under TPP for partners with which the
United States has no existing FTAs, trade-weighted ad valorem rates

B AVE before TPP X AVE in 2032

Footwear

Sugars, sweeteners, and SCP
Titanium downstream products
Wearing apparel

Leather products

Textiles

Beef meat

Rice

Pork meat products

Processed foods

0 2 4 6 8 10 12 14 16

Source: USITC calculations; ITC, “Tariff Rates for 2016-2046 between TPP Member Countries,” 2016. Corresponds to appendix
table J.7.

Note: Does not include tariff lines subject to TRQs. TPP countries with which the United States has no existing FTAs are Brunei,
Japan, Malaysia, New Zealand, and Vietnam. SCP = sugar-containing products.

Figure 2.2 shows the largest tariff reductions on U.S. exports by TPP member countries with
which the United States does not already have an FTA. Tariffs faced by U.S. exporters of beef,
footwear, and corn grain would experience the largest tariff reductions by these TPP partners.

Under TPP, six countries (Canada, Japan, Mexico, Malaysia, the United States, and Vietnam)
would be allowed to impose TRQs on imports from other TPP partners, bilaterally,
multilaterally, or both. Most of these TRQs apply to food and agricultural products, although
Vietnam imposes TRQs on passenger and other vehicles from all TPP partners. Table 2.7 shows
sectors in which more than 50 percent of U.S. imports from TPP partners would be subject to

*® While the TPP provides some additional tariff and TRQ advantages for parties with existing FTAs, the largest
expected reductions in U.S. tariffs and TRQs are with TPP parties with which the United States has no existing FTA.
Nevertheless, all tariff and TRQ changes under TPP are included in the TPP simulation and compared to the
baseline.
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TRQ measures under the agreement. This includes U.S. imports of beef, dairy, and sugar.
Similarly, table 2.7 also shows TPP markets in which U.S. exports are most likely to face TRQs.
Rice, wheat, and corn grain exports to Japan, passenger vehicles to Vietnam, and poultry meat
to Canada and Malaysia are the sectors most affected by TRQ measures.*’

Figure 2.2: Sectors with the 10 largest tariff reductions on U.S. exports under TPP to partners with
which the United States has no existing FTAs, trade-weighted ad valorem rates

B AVE before TPP X AVE in 2032 4+ AVE in 2046
Beef meat
Footwear
Corn grain
Rice
Poultry meat prods
Other meats
Wearing apparel
Sugars, sweeteners, and SCP
Processed foods

All other agriculture

0 5 10 15 20 25 30 35

Source: USITC calculations; ITC, “Tariff Rates for 2016-2046 between TPP Member Countries,” 2016. Corresponds to appendix
table J.8.

Note: Does not include tariff lines subject to TRQs. TPP countries with which the United States has no existing FTAs are Brunei,
Japan, Malaysia, New Zealand, and Vietnam. SCP = sugar-containing products.

%’ Based on trade-weighted averages using 2012—-14 trade statistics. Coverage is computed at the HS 6-digit level
due to lack of availability of national tariff-line trade statistics.
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Table 2.7: U.S. imports from TPP partners and U.S. exports to TPP partners where more than half of
trade is subject to TRQ measures under TPP, by sector

Sector Partners affected or imposing TRQs
U.S. TRQs imposed on imports from  Beef meat Japan
TPP partners Dairy products Canada
Australia, Canada, Chile, Japan, New
Sugar, sweeteners, and SCP Zealand, Peru
TPP partner TRQs imposed on U.S. Corn grain Japan
exports Dairy products Japan, Canada
Other meats Canada
Passenger vehicles Vietnam
Poultry meat products Canada, Malaysia
Rice Japan
Sugar, sweeteners, and SCP Japan
Wheat Japan

Source: USITC calculations; ITC, “Tariff Rates for 2016—2046 between TPP Member Countries,” 2016.
Note: Based on trade-weighted averages using 2012—14 trade statistics. TRQ coverage is calculated at the HS 6-digit level due to
lack of availability of national tariff line-level trade statistics. SCP = sugar-containing products.

At the broad sector level (agriculture and food, manufacturing, and natural resources),a'8
currently the United States affords low tariffs to imports from TPP countries with which it does
not already have an FTA (figure 2.3). Those tariffs would be almost completely eliminated
within 15 years after TPP enters into force.

On average, U.S. exports to TPP partners currently face tariffs that are higher than the ones TPP
partner exports face in the United States. U.S. agricultural exports face the highest tariffs
(notably in Japan, Canada, and Malaysia), followed by tariffs on manufactured goods. By 2032,
these tariffs would be almost completely eliminated, with exceptions for U.S. agricultural
exports to Japan and Malaysia.

% Services are not directly affected by tariffs.
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Figure 2.3: Effectively applied tariffs for U.S. imports and tariffs applied by TPP partners against U.S.

exports, percent

B AVE before TPP X AVE in 2032
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Source: USITC calculations; ITC, “Tariff Rates for 2016-2046 between TPP Member Countries,” 2016. Corresponds to appendix

table J.9.

Note: Does not include tariff lines subject to TRQs. Based on trade-weighted averages using 2012—-14 trade statistics.
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With regard to NTMs on goods, the model assumes that TPP would reduce customs
inefficiencies (border frictions) among the parties in several ways. For example, TPP’s trade
facilitation provisions would result in a small gain in efficiency (estimated at 1 percent) for all
TPP countries. This increase is based on estimates in the literature of the effects of trade
facilitation provisions on trade costs.>® TPP provisions related to U.S. exports of vehicles and
parts to Japan are believed to reduce existing NTMs that restrict exports to Japan. This impact
was estimated by calculating the existing price gap for U.S. vehicle exports to Japan and
assuming that the TPP provisions would reduce this gap by 50 percent.40 This estimate takes
into account bilateral letters between the United States and Japan on certain auto NTMs that
would address some, but not all, auto NTMs in Japan.41 However, despite the overall
liberalization, the model retains barriers restricting exports of beef and poultry to Malaysia
because NTMs related to halal certification are not expected to change under TPP.*?

Modeling Provisions on Tradable Services

The TPP Agreement contains market access provisions that liberalize cross-border trade in
services with TPP partners. These provisions appear in the TPP chapters on cross-border trade
in services, financial services, and telecommunications. The Commission’s CGE model takes into
consideration TPP’s major provisions affecting cross-border trade in services.”® These can be
grouped into three categories:

e Commitments to reduce or remove specific NTMs restricting trade in services, such as
licensing or nationality requirements that discriminate against foreign providers;

e Adoption of a “negative list” approach for services liberalization in the agreement, meaning
that current and future services not listed in TPP’s Annex of Non-Conforming Measures gain
the full benefit of the related TPP provisions;* and

*In particular, a recent study on the Trade Facilitation Agreement (TFA) at the World Trade Organization found
that implementing the TFA provisions would result in an average trade cost reduction of 0.9 percentage points for
imports and 1.2 percentage points for exports. See Hillberry and Zhang, “Policy and Performance in Customs,”
2015.

** The estimate is based on unit values of U.S. vehicles sold in Japan relative to the unit values of similar U.S.
vehicles sold in the rest of the world, calculated at the HS 6-digit level for passenger vehicles in HS 870322, 870323,
and 870324. The estimated price gap in this category is 50 percent. For Malaysia, a gap of 10 percentage points is
eliminated. For a description of the price gap estimation approach, see appendix J in USITC, U.S.-Korea Free Trade
Agreement, 2007.

* See the discussion on passenger vehicles in chapter 4.

*2 See the discussion on beef and poultry in chapter 3.

* Services trade that is provided through a commercial presence in another party’s territory (“mode 3,” in the
language of the WTO General Agreement on Trade in Services) is considered in the Commission’s analysis through
the effects it has on foreign affiliate sales, described in the following section.

* For more discussion of the negative list approach, see chapter 5.
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e Adoption of measures ensuring the ability to transmit data across borders and prohibiting
data-localization measures (measures requiring data to be stored and/or processed only in-
country).

To gauge the magnitude of existing barriers to cross-border trade in services, the Commission
estimated the ad valorem costs (defined as tariff equivalents) associated with cross-border
services trade by country and by broad services sector.*® The Commission then assessed the
degree to which these tariff equivalents would be reduced by the three factors listed above
under TPP. The first factor, the effect of specific NTM commitments, was assessed using service
trade restrictiveness indexes (STRIs). The second factor, adoption of the negative list, generates
larger reductions in tariff equivalents in sectors that are more innovative, since a decreasing
share of services products would be subject to restrictions in these sectors over time. The third
factor generates larger reductions in sectors that are more digitally intensive.*® These three
factors are weighted equally when calculating the effect of TPP on cross-border services trade.

The Commission estimates that communications, other business services, and public services
would undergo the greatest reduction in service trade restrictiveness under TPP (figure 2.4).
Relatively little reduction would take place in construction and transportation services by the
time the agreement is fully implemented.

**>The Commission updated estimates of tariff equivalents that had been produced by staff of the French research
institute CEPII, using gravity model analysis. Gravity models relate bilateral trade between countries to various
country characteristics, such as distance, the presence of a common language and/or border, and the size of the
economies. See appendix G for details of the Commission's estimates.
46 . . . . .

This approach is presented in more detail in appendix G.
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Figure 2.4: Estimated ad valorem equivalents of services trade barriers, by broad service sector,
percent

m Before TPP X AVE in 2032
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Source: USITC estimates. Corresponds to appendix table J.10.

Modeling Provisions on Investment

TPP contains national treatment provisions that enable services firms to establish a commercial
presence in TPP partner markets more easily.*’ These provisions are found in the TPP chapters
on investment, financial services, and telecommunications. Investment provisions in TPP specify
the rights of investors, establish rules to govern cross-border investment, and define an
investor-state dispute settlement process. These provisions would lower barriers to U.S.
investment, particularly in the five countries where the United States does not have an existing
FTA. Less change is anticipated in inward U.S. investment, however, as the United States is
already largely open to foreign investment. As with the chapter on cross-border trade in
services, TPP’s chapter on investment employs a negative list, meaning that sectors not
included in the Annexes of Non-Conforming Measures gain the full benefit of the investment-
related TPP provisions. Certain benefits of the Investment chapter, as listed in the Annexes, are
not accorded to TPP investors in all countries and sectors.*®

The analysis for this study followed a multistep procedure to model the effects of the
investment provisions. The first step was to calculate how much TPP would relax restrictions on
foreign direct investment (FDI), as measured by the OECD FDI Regulatory Restrictiveness Index
(RRI). The Commission “rescored” the index for TPP countries in cases where TPP would lead to

47 . . . . . .

National treatment provisions include measures to ensure that foreign investors are treated as favorably as
national ones.
48 . . . . ..

For a more detailed discussion of TPP investment provisions, see chapter 6.
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reduced restrictiveness. Data were available for all TPP countries except for Brunei, Singapore,
and Vietnam, for which initial values were imputed using values for similar economies.*® The
rescoring of the index takes into account the reform of certain industries in several countries
stipulated by the Investment chapter of TPP, as well as the majority of the exemptions specified
in TPP’s Annexes. Based on the provisions of the agreement, Malaysia and New Zealand would
have the greatest reductions in investment restrictiveness (table 2.8).>°

The second step was to calculate how lower investment restrictiveness would affect sales by
foreign affiliates. The Commission used an econometric model to estimate the increase in sales
by host country in individual sectors (for example, increased sales by U.S. affiliates in the media
sector in Malaysia). To ensure that the benefits of TPP were not overstated, the Commission
assumed that there would be no change in sales by U.S. affiliates in TPP countries with which
the US has an existing FTA;>* however, affiliate sales by other TPP host countries may increase
in these countries.?

Table 2.8: Investment restrictions in TPP countries, average FDI Regulatory Restrictiveness Index (RRI)

Country RRlin 2014 RRI after TPP Change
Brunei 0.150 0.130 -0.021
Japan 0.052 0.051 -0.001
Malaysia 0.211 0.139 -0.072
New Zealand 0.240 0.161 -0.079
u.S. 0.089 0.074 -0.015
Vietnam 0.150 0.141 -0.010

Source: USITC estimates of changes under TPP; OECD, FDI Regulatory Restrictiveness Index (initial 2014 values).
Note: Higher values denote greater restrictiveness. RRI values are imputed for Brunei and Vietnam.

The final step is to determine the effects that these increases in affiliate sales in the United
States and abroad would have on the U.S. economy. The Commission used the GTAP-FDI model
to calculate changes in productivity for each sector in each TPP country due to the investment
liberalization.>® Finally, the estimated productivity gains were applied to the main dynamic
GTAP model to provide estimates of the effects of the investment provisions of the TPP
Agreement.

* See appendix G for more details on the data for and analysis of investment.

> The TPP would generate substantial reductions in RRI for Malaysia in the forestry and media sectors; New
Zealand would experience a substantial RRI decline in communications sectors and moderate declines in numerous
manufacturing and services sectors. See appendix G for RRI reductions in individual sectors for all TPP countries.

> Unlike TPP, the U.S.-Australia FTA does not include investor-state dispute settlement provisions. But this is not a
factor in the RRI, so the model assumes no change in the index for Australia relative to the United States.

>% See appendix G.

>* The CGE model used in this step is an extension of the standard GTAP model, which makes it possible to track
both the size of foreign affiliates abroad and their response to policy changes. See appendix G and USITC, Trade,
Investment, and Industrial Policies in India, 2014.
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Decomposition of Effects by Agreement
Provisions

Figure 2.5 decomposes, or breaks down, the dynamic, economy-wide real income, GDP,
exports, imports, and employment effects of TPP according to the three groups of provisions
modeled: those for traded goods, those for tradable (cross-border) services, and those for
investment.>* The results show that the provisions related to traded goods (tariff, TRQs, and
NTMs) would contribute the largest share of the economy-wide gain from TPP in all five
variables, followed by the quantified provisions on traded services. A substantial share of gains
in real income (about 34 percent) would relate to services trade.

Figure 2.5: Decomposition of U.S. real income, GDP, trade, and employment gains, by modeled TPP
provisions, percent
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Source: USITC estimates. Corresponds to appendix table J.11.

> The agreement contain provisions that are difficult to quantify, such as commitments on government
procurement, competition, state-owned enterprises, and intellectual property that are not considered in the
model. Nevertheless, these provisions can affect trade, output, employment, and consumers.
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Contextualizing Model Results
Effects of TPP on the U.S. Labor Market

Economists, academics, and policy makers debate the effects of FTAs on the overall U.S. labor
market. Some maintain that FTAs have a negligible effect on aggregate employment and a
positive, yet small, effect on wages. Others express concern that FTAs cause declines in wages
and employment, especially over the short run, and increased income inequality that persists
over time.

Drawing from these concerns, some witnesses at the Commission’s hearing questioned the
assumptions that are traditionally incorporated into models used to simulate the economic
impact of the FTAs on the U.S. labor force—namely, that models assume no changes to
aggregate employment. Witnesses also stated that the Commission’s analysis of TPP should
address income distribution changes and unemployment resulting from the agreement.>”

This section discusses the economic theory of the impact that FTAs have on labor markets, the
assumptions and limitations related to employment dynamics in the GTAP model, and the
employment and wage estimates from the Commission model.

Economic Theory behind FTAs and Their Effects on Labor Markets

Economic theory suggests that trade liberalization can affect labor markets in complicated
ways. FTAs remove barriers to cross-border trade and investment and increase economic
integration between signatory countries, which shifts production patterns in those countries.
The result is a shift in labor demand between industries within each country. In the short term,
this shift in labor demand is likely to be reflected more in changes in wages and at least
temporary job loss, as workers transition from import-competing sectors that are contracting
into exporting industries that are expanding and paying higher wages as demand for workers
increases. In the long run, aggregate employment moves toward full employment, as the
transition to a new equilibrium moves toward completion, but the effects on different types of
workers in certain industries can persist. The speed and economic cost of the transition can be
affected by policies in place to compensate displaced workers and to ease their transitions into

> Appendix D contains written submissions from hearing witnesses. In their submissions, several interested parties
discussed the modeling of labor and employment and the TPP, including Representative Sander Levin;
Representatives Delauro, Slaughter, DeFazio, and Lee; the AFL-CIO Action Network; Citizens Trade Campaign;
Coalition for a Prosperous America; Communications Workers of America; Society of Professional Engineering
Employees in Aerospace; and Teamsters.
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new jobs—for example, through retraining.”® Aggregate employment could also change such
that some workers may be encouraged to enter or exit the labor force, or the number of hours
worked by existing workers may increase or decrease.

Model Assumptions and Limitations Related to TPP’s Impact on
Labor and Employment

The model presented in this report quantifies the expected impact of TPP on the economy-wide
level of employment, assuming that the aggregate labor supply expands when the economy-
wide real wage rate rises or contracts when the real wage rate falls. This response is known as
labor supply elasticity, which is expressed as the percentage change in the supply of labor
driven by a 1 percent change in the real wage rate.>” Model results show changes in aggregate
and sectoral employment, though the model does not generate estimates of changes in the
U.S. unemployment rate.

The GTAP model used in this report quantifies the broad implications of the agreement on U.S.
employment and wages in the medium and long term. Thus, the model does not capture the
employment and wage adjustments that may result from the changes in trade policy in the
short run.”® As a result, this model assumes that in the medium and long term workers
immediately move between sectors of the economy and that they can do so without incurring
any costs other than changes in their wages.

Similarly, the GTAP model used in this analysis does not capture TPP’s impact on different types
of workers by income level—though it does capture labor’s share of income relative to other
factors of production in the aggregate economy. The model assumes instead that all workers
with the same skill level® receive the same wage, regardless of the industry in which they work.
In contrast, academic literature suggests that changes in trade flows may have particular effects
on workers’ wages depending on the industry and even the particular firm that employs them.

*® Recent research finds that this transition to the longer-term stage could take more time than previously
believed. For more discussion, see Autor, Dorn, and Hanson, “The China Shock: Learning from Labor Market
Adjustment to Large Changes in Trade,” 2016.

> Through a review of government publications, academic journals, and working papers, the Commission found
labor supply elasticities for nine TPP countries. Elasticities for developed economies ranged from 0.2 to 0.8; the
Commission used the median of those elasticities—0.4—as the labor supply elasticity for all developed economies
in the model. This is the same labor supply elasticity as the one calculated by the Congressional Budget Office for
the United States. Labor supply elasticities for developing economies ranged from 0.3 to 0.6; the median of those
ranges—0.44—was used for all developing countries in the model.

*% For a discussion of the costs of labor transitions from the TPP, see Lawrence and Moran, “Adjustment and
Income Distribution Impacts,” 2016. For a discussion on the difficulties of modeling labor market transitions as a
result of free trade agreements, see Riker and Swanson, “A Survey of Empirical Models of Labor Transitions,” 2015.
*° The model distinguishes between two types of labor, “skilled” and “unskilled.” Skilled labor includes
employment requiring long-term training or at least some college education. Unskilled labor includes employment
requiring short-term training, a high school diploma, or less.
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However, the model does show changes in labor’s share of income relative to capital, land, and
natural resources at the economy-wide level.

Model Results Related to U.S. Employment and Wages

By 2032, the Commission estimates that TPP would increase employment in the United States
by about 128,000 full-time equivalent jobs, and increase the real wage rate by about

0.19 percent (table 2.9). ® In percentage terms, the rise in the wages of unskilled workers
would be similar to the rise for skilled workers.

Table 2.9: Effect of TPP on U.S. employment and real wage rate: Changes relative to baseline in 2032,
percent

Employment Real wage rate
Labor 0.07 0.19
Unskilled labor 0.07 0.18
Skilled labor 0.08 0.19

Source: USITC estimates.

Growth in the aggregate U.S. economy can be broken down into the payments received by
individual factors of production, such as labor and capital. Figure 2.6 decomposes the sources
of the growth in nominal®! GDP atributable to TPP by 2032. Increases in labor income and
return from capital investments would account for almost all the growth in nominal GDP. Labor
would receive a larger share of the GDP gains than capital. Increases in income of skilled labor,
in particular, would account for about 41 percent of GDP growth, while increases in income of
unskilled labor would account for about 25 percent of GDP growth. Increases in capital rents
would account for about 34 percent of GDP growth. While land rents would increase and have a
small but positive contribution to GDP growth, returns to other natural resources, like mines
and forests, would decline because of TPP.%?

% The real wage rate would rise by 0.18 percent for unskilled labor and by 0.19 percent for skilled labor. With a
labor supply elasticity of 0.4, the 0.18—-0.19 percent rise in real wages would lead to a rise in employment of 0.07—
0.08 percent.

' Not only the availability of labor and capital expand in the United States but also their prices, that is wages and
capital rents, also expand.

%2 Land is employed in agriculture and can move between agricultural sectors. Overall expansion in demand for
U.S. agricultural goods pushes up returns to land. But non-land natural resources, necessary to the production of
minerals, coal, oil, gas, and timber, and seafood, cannot easily move between natural resource-using sectors; for
instance, most coal-producing land cannot be repurposed as oil-producing land. Income to natural resources, like
income to labor and capital, is determined by the value of their marginal product. Liberalization would lead to a
modest decline in demand for U.S. production in these sectors, depressing payments to natural resources.
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Figure 2.6: Contribution to changes in nominal GDP in 2032 under TPP, including both price and
quantity effects and excluding taxes and depreciation, percent
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Source: USITC estimates.

Effects of TPP on the U.S. Trade Deficit

The effects of FTAs on the U.S. trade deficit are also widely debated.®® Some policy makers,
academics, and economists argue that FTAs help to reduce the trade deficit or have essentially
no effect, while others argue that they have contributed to the worsening of the U.S. trade
deficit, while others argue that they. The effect of a trade agreement on the U.S. trade deficit in
the long run ultimately depends on how the agreement affects output, consumption, and
investment in the United States.

This section discusses the economic theory and evidence describing this relationship and the
GTAP model’s assumptions and limitations surrounding trade balances.

FTA Impacts on Bilateral Trade Balances

Under most FTAs, tariff reductions for U.S. exports to FTA partner countries have been greater
than U.S. tariff reductions for imports from FTA partners. This suggests that, holding all else
constant, the U.S. bilateral trade balance with FTA partners should improve as the FTA is fully
implemented.

This effect on bilateral trade balances, however, is not readily apparent in aggregated trade
statistics. The United States’ merchandise trade balance with all FTA partners follows trends
similar to those of its trade balance with non-FTA partners (figure 2.7).%* In 2015, the United
States had merchandise trade surpluses with 14 of its 20 FTA partners. These 14 are generally

® The discussion of the U.S. trade balance in this section uses the difference between total exports and general
imports as the definition of the trade balance. For more discussion on the definition of the U.S. trade balance, see
USITC, “A Note on U.S. Trade Statistics,” 2014.

o Figure 2.7 shows bilateral merchandise trade balances and not bilateral trade balances (including both goods
and services) because of the lack of bilateral services trade statistics for several U.S. FTA partners.
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relatively small trading partners.®® The United States had a merchandise trade deficit with the
remaining 6 FTA partners—including some of its largest trading partners—resulting in an overall
trade deficit with its FTA partners.

Figure 2.7: United States merchandise trade balance, 1996-2015, by partner type, billion dollars

B U.S. FTA partners  ® Rest of the world

1996 1998 2000 2002 2004 2006 2008 2010 2012 2015
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Source: USITC DataWeb/USDOC (accessed on March 15, 2016). Corresponds to appendix table J.12.

Many macroeconomic factors contribute to bilateral trade balances. One important factor is
the economic structures of the FTA partners, such as their level of development or their relative
ability to trade in goods and services of high value. Changes in the FTA partners’ business cycles
and in other macroeconomic conditions can likewise shape bilateral trade balances both in the
short and the long term. The weight of these macroeconomic factors can have a much greater
effect on bilateral trade balances than FTAs.

FTA Impacts on the Aggregate Trade Balance

The effect of an FTA on the United States’ aggregate trade balance is different and perhaps
more ambiguous than its effect on U.S. bilateral trade balances, since the effect is largely
determined by the effect of the agreement on aggregate output, consumption, and investment.
Under FTAs, the production of goods and services becomes more efficient as costs associated
with doing business and trade costs go down. Greater efficiency increases national output,
which raises national consumption and saving. Greater efficiency also makes the FTA parties a

® The FTA partners with which the U.S. had a bilateral merchandise trade surplus in 2015 were Australia, Bahrain,
Chile, Colombia, Costa Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, Morocco, Oman, Panama,
Peru, and Singapore. FTA partners with which the U.S. had a bilateral merchandise trade deficit were Canada,
Israel, Jordan, South Korea, Mexico, and Nicaragua.
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more attractive destination for domestic and international investors, raising aggregate
investment.

The magnitude of these two effects determines the change in a country’s aggregate trade
balance. Because foreign capital can be used to finance consumption, if investment rises faster
than national saving (defined as output minus consumption), an FTA party can spend more than
it produces. Hence imports will rise faster than exports, causing that party’s aggregate trade
balance to decline.®® Conversely, if national saving rises faster than investment, then the FTA
party’s aggregate trade balance increases.

For an economy as large and complex as the United States, it is difficult to estimate the effects
of an FTA on the aggregate trade balance. TPP, although it is a large trade agreement by
historical standards, is expected to have a relatively small effect on U.S. output, consumption,
and investment (table 2.1). Because the effect on the aggregate trade balance is determined
jointly by all of these factors, estimating the net effect of small, offsetting, and interrelated
changes presents a challenge.

Model Assumptions and TPP Effects on the Trade Balance

The model used in this report allows bilateral trade balances to change as trade costs decline
and production of goods and services becomes more efficient under TPP. The Commission
estimates that the U.S. trade balance with TPP member countries would improve by $9.6 billion
by year 2032, relative to the baseline. Most of this improvement is accounted for by increased
net exports to TPP parties with which the United States has no existing FTAs.

However, the GTAP model is not structured to account for the role of certain factors in
influencing aggregate trade balances. The model assumes a constant rate of saving relative to
GDP, while not imposing restrictions on foreign investors’ perception of enhanced investment
opportunities in the United States or other model regions over time. Yet foreign investors’
response to such a positive perception can drive large increases in investment in the United
States relative to savings and cause potentially large declines in the trade balance. In its
analysis, the Commission imposes a restriction that the trade deficit to GDP ratio is fixed.®’
Under such a restriction, the Commission estimates that U.S. exports of goods and services to
the world would expand by $27.2 billion by 2032 due to TPP, while U.S. imports would expand

*® National saving includes saving by households, businesses, and government. By the national income accounts
identity, when domestic saving (output minus government and private consumption) is less than domestic
investment, capital inflow from abroad must supplement the domestic saving so as to meet the needs of domestic
investment. For a more in-depth discussion of national income accounts, see Mankiw, Principles of Economics,
2004, 117-19.

" While the U.S. trade balance has fluctuated significantly since 1980, its correlation with U.S. GDP is about 0.9,
during the same period, which suggests a stable relationship between the trade balance and GDP.
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by $48.9 billion (table 2.2). Thus, the aggregate trade balance for the United States would
decline by $21.7 billion by 2032.

Literature Review and Comparison with
Commission Findings

Overview

This section reviews the economic literature that is relevant to assessing the impact of the TPP
Agreement on the United States, and it is divided in two parts. The first part compares the
Commission’s model results with those of the literature that assesses the economy-wide impact
of the actual, negotiated TPP Agreement on the U.S. economy. A 2016 article by Petri and
Plummer is the only other study besides the current Commission report to do 50.%8 Compared
with this article, the Commission finds that TPP would have a smaller impact on U.S. real
income (an increase of 0.23 percent of GDP, compared with 0.51 percent), and a smaller impact
on U.S. exports (an increase of 1.0 percent compared with 9.1 percent). The differences
between the two economic analyses are discussed in more detail below.

The second part of the literature review describes economic studies that assess a hypothetical
TPP, (since they were conducted before the final text of the agreement was released) and
estimate the potential impact of such an agreement on the U.S. economy. Given the differences
between the hypothetical and the actual texts of the agreement, the findings of these studies
are not directly comparable with the Commission’s results, but they are provided where
available. The review focuses on studies that assess the impact of TPP on the U.S. economy and
that assume a TPP agreement encompassing the final list of all 12 TPP parties. It only briefly
examines studies that assume an alternate list of TPP parties or that assess the impact of TPP
on other economies.

The estimates made by most of the economic analyses reviewed here are based on a
computable general equilibrium (CGE) model of the global economy—a multicountry,
multisector tool widely used to predict the expected economy-wide and sectoral effects of
changes in trade policy. Examples of such changes include the reduction or removal of tariffs, of
nontariff measures on goods and services, and of barriers to foreign direct investment. Most
CGE models use a dataset provided by the Global Trade Analysis Project (GTAP).%

% petri and Plummer, “The Economic Effects of the Trans-Pacific Partnership,” 2016. A related study by the World
Bank draws from the work of Petri and Plummer and reports similar results. See World Bank, “Potential
Macroeconomic Implications,” 2016.

% For a more detailed description of the GTAP model, see chapter 2 and appendix G.
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Literature Assessing the Negotiated TPP Compared
with the Commission’s Analysis

Comparison of Principal Results

According to estimations from Petri and Plummer, under TPP, annual real income in the United
States would increase by $131 billion (0.51 percent of GDP) and U.S. annual exports would
increase by $357 billion (9.1 percent of expected U.S. exports), compared with baseline
projections, by 2030. In comparison, the Commission estimates that TPP would increase annual
real incomes in the United States by $57.3 billion (0.23 percent of GDP) and that U.S. annual
exports to the world would increase by $27.2 billion (1.0 percent of expected exports),
compared with baseline projections, by 2032.7°

With regard to employment effects, the analysis by Petri and Plummer assumes that TPP will
not affect the total employment level or the trade balances of countries inside or outside of
TPP. However, Petri and Plummer assume that there will be sectoral shifts in the labor market
within the TPP economies, with zero net effect on aggregate employment. In contrast, the
Commission model does permit changes in total employment. The Commission estimates that
the TPP would lead to an increase of about 128,000 full-time equivalent workers (FTEs) in the
United States by 2032, compared to the baseline projection (equal to 0.07 percent of the total
U.S. labor force). Table 2.10 compares the key findings from both analyses.

Table 2.10: Summary of comparison between Petri and Plummer and Commission findings

Petri and Plummer Commission findings
Change in real income 0.51 percent of GDP 0.23 percent of GDP
Change in exports 9.1 percent of total exports 1.0 percent of total exports
Change in employment No change in aggregate employment by 128.2 (full time equivalent,
assumption thousands)
Model Dynamic CGE model® Dynamic GTAP model’
Type of liberalization experiment Reduction of tariff, nontariff measures, Reduction of tariff, nontariff
and investment barriers measures, and investment barriers

® The dynamic CGE model used by Petri and Plummer incorporates the feature of the heterogeneity of firms to analyze TPP’s
welfare and income effects, based on changes in exports not only from activity by established exporters, but also from the
entry of new exporting firms.

® GTAP is a CGE model used to estimate the economy-wide impact of trade agreements.

Though the analysis by Petri and Plummer assumes that TPP will not affect total employment,
their study does include results on the shifts in employment between sectors and the costs of
this labor adjustment. Petri and Plummer show that TPP would facilitate a shift in U.S.
resources from general manufacturing toward traded services and advanced manufacturing,
both of which mainly employ skilled labor. Hence, the nominal wages of skilled workers in the

7 The Commission analyzes TPP over a 15-year period, from 2017 to 2032.
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United States, who make up 60 percent of the labor force, would rise more than those of
unskilled workers (0.63 percent vs. 0.37 percent).

In a related study, Lawrence and Moran further analyze the costs related to labor adjustments
under TPP using the results from Petri and Plummer.”* The authors take the estimates of the
impact of the TPP on trade flows and the intersectoral reallocation of labor in the United States.
Based on a series of “back end” calculations, they estimate that the upper bound for the annual
displacement of workers due to TPP during the adjustment period would be 169,000 FTEs. The
authors, however, argue that a large share of these displaced workers will be absorbed by rising
employment in industries that are expected to expand due to increasing demand under TPP.”?
Others will be absorbed through normal churn, and still others through natural attrition, such
as retirements.

Detailed Comparison of the Models

The Commission’s simulation of the TPP Agreement differs from the simulation conducted by
Petri and Plummer in four areas, and the different assumptions employed largely explain the
difference in the final results. First, based on the Commission’s industry expertise and its
knowledge with regard to particular factors affecting trade in specific sectors across the
economy, the Commission’s simulation was implemented at a more disaggregated sector level
than the simulation in the Petri and Plummer analysis. As a result, the Commission’s simulation
includes economic conditions and TPP provisions which are sector-specific. Some examples are
the preference of Japanese consumers for domestic beef meat, the limited available expansion
capacity for Malaysian-approved Halal meat plants in the United States, the existing regime of
import duty drawbacks in Vietnam, the potential impact of TPP rules of origin on Vietnamese
trade, and the structure of the TPP Agreement’s TRQ provisions. All of these factors are likely to
limit the impact of certain TPP provisions on U.S. trade.

Second, the Commission quantified TPP’s investment provisions at a more disaggregated sector
level than did Petri and Plummer, taking into account particular aspects of each industry for
each TPP country and assuming that regulations for U.S. FDI would not be affected by the TPP
investment provisions if the United States already has a trade agreement with the partner
country. As a result, the Commission’s quantification of the Agreement’s investment provisions
identified various degrees of changes in investment regulations at the sector level, ranging from
no change for many sectors to significant change for just a few sectors. In contrast, Petri and
Plummer estimated a single degree of investment liberalization across all industries for each

" Lawrence and Moran, “Adjustment and Income Distribution Impacts,” 2016.

72 According to the authors, under the TPP, U.S. employment in some industries is expected to rise as demand for
their output from outside the United States increases. Also, some workers who would no longer be producing the
goods and services displaced by imports may be reassigned to other activities within their firms.
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TPP country and without excluding existing U.S. FTA partners, which produces larger estimated
impacts of TPP’s investment provisions.

Third, the Commission’s simulations did not include any policy “spillover” effects. Petri and
Plummer assumed that 20 percent of the liberalization of nontariff barriers under TPP would
also apply to trade partners who are not TPP members. Such spillover effects may be a
byproduct of the TPP Agreement, but they are not included in the provisions of TPP and are
exceedingly difficult to accurately quantify. Thus, the Commission chose not to include them in
the model. This factor was an important one in Petri and Plummer’s overall results, and
generated higher estimates of trade and real income changes than in the Commission’s
analysis.

Fourth, the Commission’s simulation did not consider productivity differences at the firm level
within a sector while the Petri and Plummer simulation was based on a model of firm
heterogeneity. Under such a model, reduction in foreign trade barriers can raise the average
productivity of firms within a sector. In Petri and Plummer, this assumption leads to greater
gains in U.S. trade and real income. The Commission has not used such a model in previous
reports, and it was not feasible to develop such a model with the industry and country detail
required for Commission analysis in the timeframe of this report.

Petri and Plummer estimate the potential impact of TPP on the U.S. economy, as well as on
other countries. The CGE model used in the study was developed by Zhai.”® It uses the GTAP
Version 9 dataset for 2011, covering 29 regions and 19 sectors. As noted above, the model
recognizes the heterogeneity of firms within each country, showing increases in exports not
only from existing exporters as a result of trade liberalization, but also from new firms which
enter the market due to the change in trade policies.”* In the model, agriculture, mining, and
government services are assumed to exhibit perfect competition, while manufacturing and
private services are characterized by monopolistic competition. Each sector with monopolistic
competition consists of a continuum of firms that are differentiated by the varieties of goods
they produce and by their productivity.

Petri and Plummer’s model simulates the global economy from 2015 to 2030 under TPP,
compared to a baseline without TPP in force. The study estimates actual tariff reductions as
well as the reductions in NTMs on goods and services and in barriers to investment relative to
this baseline. The authors assume that 75 percent of NTMs on goods and services should be

73 Zhai, “Armington Meets Melitz,” 2008.

" Unlike conventional CGE models, which only track changes in trade by established exporters (the intensive
margin of trade), the CGE model used by Petri and Plummer incorporates the feature of the heterogeneity of firms.
Such models analyze changes in exports not only by established exporters, but also from the entry of new
exporting firms (the extensive margin of trade).
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considered as barriers, and among those, only 50 percent of the NTMs applicable to services

”’> The actionable portion of

and 75 percent of those applicable to goods are “actionable.
initially estimated NTMs is therefore calculated as 56.3 percent for goods and 37.5 percent for
services. To simulate the effects of trade policies, these barriers are then reduced in proportion
to scores (from O to 100)’° that represent different provisions of an agreement that addresses
barriers in various goods and services sectors. Reductions in barriers to foreign direct

investment (FDI) are calculated using a similar methodology.

The analysis also assumes that countries that are not TPP parties benefit at the rate of

20 percent from the NTM liberalizations that apply to TPP parties. This additional reduction of
NTMs means that the United States, for example, as one of the TPP member countries, would
reduce its NTMs towards non-TPP member countries at the rate of 20 percent of the NTM
reduction it applies towards other TPP parties. This reduction would allow non-TPP member
countries to gain additional access to the U.S. domestic market, leading to gains in income and
welfare beyond those directly associated with the TPP Agreement.

In contrast, as discussed in more detail in chapter 2, the Commission uses a dynamic GTAP
model’’ incorporating the changes in tariffs, tariff-rate quotas (TRQs), NTMs in goods and
services, and investment barriers based on the provisions of TPP. The figures for changes to
services barriers came from three sources. First, the Commission assessed TPP’s changes to
specific services NTMs, as compared with the policies identified in the World Bank’s Service
Trade Restrictiveness Index (STRI). Second, the Commission assigned a value to the negative list
entries in TPP’s Cross-border Trade in Services chapter for each service sector.’® Finally, the
Commission estimated the reduction in trade costs expected to result from TPP’s provisions on
cross-border data flows, as laid out in the Electronic Commerce chapter. To quantify the
changes in barriers to investment, the Commission used the level of restrictiveness reported in
the OECD FDI Regulatory Restrictiveness Index (RRI), and assigned new RRI values based on TPP
provisions that reduced barriers to investment. For additional detail on the methodology, see
chapter 2 and appendix G of this report.

7> The “actionable” NTMs are those that could be reduced or eliminated if politically feasible.

’® Reduction of the NTMs is calculated as a product of three factors: (1) scores of the agreement in 21 issue areas
(labor, environment, technical barriers to trade, SPS measures, IPR, etc.); (2) policy weights that translate scores
into reductions in different NTMs; (3) maximum reduction rates for each type of NTM. The score is a measure of
how good the TPP trade agreement is compared to other existing trade agreements. The higher the score, the
more the remaining “actionable” portion of the NTMs among TPP member countries would be reduced or
eliminated by the TPP agreement.

7 Unlike the firm heterogeneity models, the dynamic GTAP model used by the Commission study assumes perfect
competition in all sectors.

8 The value assigned to each sector was dependent on its level of innovation and whether the country had an
existing FTA with the United States.
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Literature Assessing a Hypothetical TPP

As discussed above, only the Commission’s analysis and the study by Petri and Plummer analyze
the economy-wide effect of TPP based on the actual negotiated provisions of the agreement.
However, there are a number of studies using either CGE models or another global econometric
model to analyze the impact of a hypothetical TPP on the U.S. economy. These are studies
conducted before the TPP Agreement was finalized, based on authors’ conjectures of what the
final agreement would include. Most of these studies use a comparative static analysis,79 and
are summarized below. Table 2.11 summarizes the principal findings from these studies.

Table 2.11: Model, liberalization experiment, and aggregate results: Selected economic literature on the
effect of a hypothetical TPP

Capaldo and Burfisher et Rahman and Liand Cheong and
lzurieta Kawasaki al. Ara Whalley Tongzon
Model UN Global Policy = GTAP GTAP version GTAP version CGE model Dynamic
Model version 8.1 8 8 differentiatin GTAP
g between
traded and
non-tradable
goods
Database, base year  N/A GTAP, GTAP, 2014 GTAP, 2007 2011 GTAP, 2012
2007
Type of liberalization  Change in exports Tariffs and All Tariffs All Tariffs Tariffs and All tariffs
experiment and imports from NTMs and TRQs NTMs
Petri, Plummer,
and Zhai
Change in U.S. GDP or -0.54° 0.8° 0° 0° 0.67° 0°

welfare

Source: Economic analyses of TPP agreement, as cited.
Note: N/A = not available.

% Change in GDP (percent).

b Change in welfare (percent of GDP).

In a 2016 paper, Capaldo and lzurieta use the United Nations Global Policy Model (GPM), a
demand-driven, global econometric model, to analyze the macroeconomic impact of TPP on the
final 12 parties to the agreement.®® As noted in a 2014 paper by Cripps and lzurieta, the GPM
model features a set of behavioral equations that estimate the variables on income and
expenditure, exports and imports of primary and manufacturing goods and services, capital

7 Comparative statics is the comparison of two different economic outcomes, before and after a change in an
exogenous parameter (such as a trade policy), while holding all other economic variables constant. For example, in
a comparative static CGE model, the national capital stock is fixed, and capital and labor can move across
industries within a country as part of the process of adjustment. On the other hand, a dynamic CGE model, such as
the one used by the Commission in the current analysis, allows for capital accumulation over time, often driven by
increases in foreign direct investment, while preserving all the other features of a comparative static CGE model.
80 Capaldo and lzurieta, “Trading Down,” 2016.
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stock, private wealth and government debt, inflation, and employment.®! Unlike CGE models
(such as GTAP) that are commonly used to analyze changes in trade policy, the GPM model
does not include, explicitly or implicitly, variables such as tariffs, NTMs, or barriers affecting
investment. Therefore, the GPM model is not normally suitable for assessing the economy-wide
effects of changes in tariffs, tariff-equivalent NTMs, or investment barriers based on actual or
hypothetical TPP provisions. For this reason, to reflect the TPP Agreement in the UN GPM
model and generate macroeconomic results, Capaldo and lzurieta use estimates of TPP’s
expected trade changes from a 2012 study by Petri, Plummer, and Zhai based on a hypothetical
TPP agreement between the existing 12-country TPP region plus South Korea (TPP13).%2
Capaldo and lzurieta use the estimates obtained from Petri, Plummer, and Zhai related to the
change in U.S. and global exports and imports from a simulation of TPP13 as model inputs for
their GPM model, to analyze the macroeconomic impact of TPP on the U.S. and global
economy. That is, Capaldo and lzurieta 2016 does not directly assess the impact of TPP’s
changes in tariffs and other trade barriers on the U.S. economy, as this model is not designed to
conduct such analysis, thereby precluding an unambiguous interpretation of its results.

Capaldo and lzurieta find results that differ significantly from those of other studies reviewed
here. It projects that the United States would suffer a net loss of GDP of 0.54 percent and job
losses of about 450,000 FTEs by 2025 as a result of TPP. The principal reason that these
estimates project such losses is that the GPM model does not differentiate between imports of
intermediate and final goods. In the dynamic GTAP model used by the Commission, U.S.
intermediate imports are assumed to be used in U.S. domestic production of goods, thereby
contributing positively to U.S. domestic employment. In the UN GPM model, however, all
imports are considered solely as final goods and therefore contribute only to domestic final
demand.® Hence, in the analysis by Capaldo and lzurieta, increasing U.S. imports under the UN
GPM model framework leads to a decline in U.S. domestic production, which leads to slower
GDP growth which in turn decreases U.S. employment.?*

185 to simulate both tariff and NTM reductions

among the 12 TPP member countries (TPP12). The author estimates the impact of a

In a 2014 study, Kawasaki also uses a CGE mode

hypothetical TPP on the U.S. economy and other member countries under the TPP12 scenario

8l Cripps and lzurieta, “The UN Global Policy Model,” 2014.

82 Petri, Plummer, and Zhai, “The Trans-Pacific Partnership and Asia-Pacific Integration,” 2012. The model, while
not the analysis, is similar to that described for Petri and Plummer, “The Economic Effects of the Trans-Pacific
Partnership,” 2016.

8 Cripps and lzurieta, “The UN Global Policy Model,” 2014.

# The behavior equations underlying the GPM model show that employment is decided by the urbanization rate
and GDP growth, and the estimation shows that GDP and lagged GDP growth lead to higher employment. See
Cripps and Khurasee, “Global Policy Model, Version 3.0,” 2010. Hence, the slower GDP growth projected by the
GPM model under the TPP results in job losses.

¥ Kawasaki, “The Relative Significance of EPAs in Asia-Pacific,” 2014. The author uses GTAP version 8.1 (2007) data.
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with a comparative static GTAP model. This study assumes that tariffs are completely
eliminated, and the NTM reductions in trade of goods and services are assumed to be

50 percent with spillover effects to third countries at 50 percent, which implies 25 percent NTM
reductions for all non-TPP member economies.®® Kawasaki anticipates that U.S. GDP would
increase by 0.8 percent. The author also concludes that the majority of U.S. income gains

(0.7 percentage point) would result from NTM reductions on goods and services rather than
tariff removals. The main reason why U.S. income gain in Kawasaki’s analysis is larger than in
the Commission findings is that the former analyzes a hypothetical TPP and assumes much
larger tariff and NTM reductions than the Commission analysis does.?’

Although most studies found by the Commission focus on analyzing aggregate macroeconomic
changes, a 2014 report by Burfisher et al. of the U.S. Department of Agriculture estimates the
impact of TPP on the United States and other member countries with particular emphasis on
the agricultural sector.®® Burfisher et al. use the GTAP comparative static model with the GTAP
version 8 (2007) data, and updates the version 8 dataset to 2014 for the base year simulation
analysis. The Burfisher et al. report simulates a full elimination of intra-TPP agricultural and
nonagricultural tariffs and TRQs among the 12 TPP member countries. The simulation results
indicate that tariff and TRQ elimination has minimal impact at the macroeconomic level, with
no measurable change in U.S. real GDP by 2025, compared to the baseline simulation.

Burfisher et al. also addresses the percentage change in the value of U.S. agricultural exports
and imports in 2025 under TPP, relative to the baseline. The report estimates that the value of
U.S. agricultural exports to TPP partners in 2025 would be 5 percent ($2.8 billion) higher under
the TPP scenario than in the baseline. Broken down by agricultural product, the largest increase
of exports in percentage change terms relative to the baseline would be in the dairy, meat, and
cereals sectors, which would increase by 32.2 percent, 11.0 percent, and 6.9 percent,
respectively, under TPP. The largest increase in the value of U.S. agricultural imports (in
percentage terms) would be in the dairy and meat sectors, where they would increase by

20.5 percent and 3.0 percent, respectively.

By contrast with the results in Burfisher et al., the Commission’s findings show that U.S. food
and agricultural exports to TPP member countries would increase by 10.7 percent
(511.1 billion) by 2032. The largest increases in exports (in percentage change terms) would be

% 5o countries outside TPP benefit at half the rate of countries inside the agreement. Kawasaki, “The Relative
Significance of EPAs in Asia-Pacific,” 2014, does not include reductions of investment barriers under TPP.

¥ n testimony before the Commission, Kawasaki specifically noted that since the reduction of tariffs in the actual
TPP provisions is less than 100 percent, and the reduction of NTMs under the actual TPP provisions is also smaller
than his study assumed, he expected that model results based on the final TPP provisions would show smaller
effects. See USITC, hearing transcript, January 14, 2016, 630 (testimony of Kenichi Kawasaki, National Graduate
Institute for Policy Studies).

8 Burfisher et al., “Agriculture in the Trans-Pacific Partnership,” 2014.
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for other meat, dairy products, and hide and skins, which are estimated to increase by

54.9 percent, 37.0 percent, and 21.1 percent, respectively. The largest increase in U.S.
agricultural imports (in percentage change terms) would be in dairy products and rice, which
are estimated to increase by 31.2 percent and 14.9 percent, respectively. The Commission
analysis finds a larger increase in total agricultural exports in part because the analysis
incorporates NTM reductions as well as tariff and TRQ reductions. The Commission analysis
guantifies the NTMs by assuming a 1 percent reduction in factor prices in the agricultural
sector, equal to a 1 percent reduction of tariff, in the agricultural sector under TPP.

Rahman and Ara analyze the economy-wide impact of TPP on the United States and other
member countries.®® This study used a comparative static GTAP model and adopted Version 8
of the GTAP database for its analysis. The study assumes that all 12 TPP member countries
completely eliminate import tariffs on each other’s goods,”® and the results indicate that U.S.
welfare would increase by $0.1 billion; U.S. exports would increase by 0.48 percent, while U.S.
imports would increase by 0.28 percent.

Carrere, Grujovic, and Robert-Nicoud develop a multicountry, multisector trade model to
analyze the employment and welfare effects of TPP.?* The authors compute the counterfactual
changes in real wages, unemployment rates, and welfare due to TPP under the assumption that
tariffs (and some nontariff barriers) in the agricultural and manufacturing sectors would be
eliminated between all 12 TPP member countries. The authors project that the U.S.
unemployment rate would decline by 0.25 percent, while U.S. real wages would increase by
0.05 percent and U.S. welfare would increase by 0.30 percent.

In their 2014 study, Li and Whalley analyze the impact of TPP on China and other potential TPP

92
l.

member economies, including the United States, using a CGE model.”” The authors use an 11-

region Armington-type CGE model.”®

The 11 regions are China; the United States; the European
Union; Japan; South Korea; Canada; Mexico; Australia and New Zealand; Chile and Peru; Brunei,
Malaysia, Singapore, and Vietnam; and the rest of world. Each economy produces two goods
(tradable and non-tradable goods) and has two factors (capital and labor). The tradable and

non-tradable goods are treated as heterogeneous across economies. Capital and labor are

# Rahman and Ara, “TPP, TTIP and RCEP,” 2015. This study also analyzed alternative simulation scenarios related
to the effects of two other proposed FTAs, the Transatlantic Trade and Investment Partnership (TTIP) and the
Regional Comprehensive Economic Partnership (RCEP), as well as the potential economy-wide impact for
Southeast Asian countries if they join the TPP. The results are not relevant to the United States and hence are not
reported here.

% This study did not quantify the reduction of NTMs and investment barriers.

ot Carrere, Grujovic, and Robert-Nicoud, “Trade and Frictional Unemployment in the Global Economy,” 2015.

2 Liand Whalley, “China and the Trans-Pacific Partnership,” 2014.

% An Armington-type CGE model features product differentiation, which means that when a country imports from
a group of other countries/regions, the source country/region’s imports are of different varieties than those from
an alternative source.
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treated as mobile between sectors but internationally immobile. The analysis captures
endogenously determined trade imbalances by incorporating both current consumption and
expected future incremental consumption from savings into the model. The model is calibrated
using 2011 data.

Li and Whalley divide the trade costs into two parts: import tariffs and all other nontariff
barriers. The trade costs are estimated using a gravity model. The import tariff data are from
the World Trade Organization statistical database, and nontariff barriers (NTBs) are calculated
using trade costs minus import tariffs. The authors consider three different scenarios: (1)
elimination of all trade costs between member countries, which includes both tariffs and all
other NTBs; (2) elimination of import tariffs and half (50 percent) of NTBs between member
countries; (3) elimination of import tariffs between member countries only. The simulated
results show that U.S. welfare would increase by 0.02 percent under only tariff elimination.
However, U.S. welfare would increase by 0.27 percent with tariff elimination and 50 percent
NTB elimination, and by 0.67 percent with full tariff and NTB elimination.*

In a 2013 study, Cheong and Tongzon use a dynamic GTAP model to compute the economic
impact of a 12-country TPP on the United States and other countries.”® The study uses the
GTAP version 8 database, which it updates to 2012 by including the existing U.S. free trade
agreements for the 2007-12 period. The starting point of the simulation is 2013, and the
impact is estimated annually and cumulatively through 2027. According to the simulation
results, there would be no change to U.S. GDP by 2027 (U.S. GDP would increase by zero
percent). The authors state that the United States does not gain under the TPP12 because
Japan is one of the most competitive countries in the world, and under TPP, the United States
would have to share its privileged position in the other NAFTA markets with Japan.

There are a number of other studies which analyze the economy-wide impact of a hypothetical
TPP, assuming a different set of countries as parties to the agreement compared with the final
12 TPP parties. For instance, in a 2014 article, Li uses a dynamic CGE model to simulate the
effect of TPP on 9 rather than 12 TPP member countries, under the scenario of complete tariff
elimination.”® The results show that U.S. real income would increase by 1.46 percent. In their
2012 paper, Itakura and Lee use a dynamic GTAP model to analyze the impact of TPP and the
Free Trade Area of the Asia-Pacific (FTAAP) on all member countries.”” Their simulation ranges
from a 9-member TPP agreement over the period 2013-16, to a 13-member TPP over the

* Their study also considers an alternative scenario in which Japan is not part of TPP. Those results are not
reported in this chapter.

» Cheong and Tongzon, “Comparing the Economic Impact of the Trans-Pacific Partnership and Regional
Comprehensive Economic Partnership,” 2013.

% Li, “A General Equilibrium Analysis of the TPP,” 2014.

%7 Itakura and Lee, “Welfare Changes and Spectral Adjustments of Asia-Pacific Countries,” 2012.
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period 2017-22, to a TPP including the complete FTAAP membership over the period 2023-30.
The study estimated that U.S. welfare would increase by 0.2 percent by 2020, 0.4 percent by
2025, and 0.8 percent by 2030. These studies are not discussed in detail in this chapter because
their simulation scenarios are very different from the actual negotiated TPP, and hence are not
comparable to the Commission findings.
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Chapter 3
Food and Agricultural Products

Introduction

The TPP Agreement would increase U.S. exports and provide significant benefits for the U.S.
agriculture sector, primarily through new market access in Japan, Vietnam, Malaysia, New
Zealand, and Brunei—countries where the United States does not currently have free trade
agreements.”® Under TPP, the Commission’s model estimates that by 2032, U.S. agricultural
exports would be $7.2 billion higher than the baseline in the absence of TPP, while U.S.
agricultural imports would be $2.7 billion higher than the baseline estimate. The increase in
export opportunities as a result of preferential market access to new TPP markets would be
larger than the effect of increased imports resulting from the additional market access the
United States would provide to TPP partners, as the new access granted by the United States is
primarily in products that are not import sensitive or that already have low tariffs. If TPP is
adopted, total U.S. agricultural output would rise by $10.0 billion (0.5 percent) by 2032, relative
to the baseline; this would be associated with 0.5 percent higher U.S. agricultural employment.

Many U.S. agricultural industries are currently at a competitive disadvantage in certain TPP
markets due to tariff preferences provided through agreements already in force, such as the
Japan-Australia Economic Partnership. While in some limited cases a tariff advantage currently
enjoyed by the United States through FTAs would be eliminated, most in the U.S. agriculture
sector view TPP as a critical advance, because it will eliminate numerous tariff advantages
enjoyed by other TPP partners and, in the judgment of many observers, will level the playing
field for U.S. exporters.99

% Agricultural products discussed in this chapter are those that fall within the description of products covered by
the WTO Agreement on Agriculture, part XIlI, article 21, plus fish and fish products. These products are classified in
the World Customs Organization’s Harmonized System (HS) in HS chapters 1 to 24, except for certain additional
products in other HS chapters, such as milk proteins (HS chapter 35), hides, skins, and furs (HS chapters 41 and 43),
wool (HS chapter 51), and cotton (HS chapter 52).

* For example, Chilean and Australian wine receive preferential tariff treatment in Japan due to trade agreements
that are already in place. Through these agreements, tariffs on wine from both Chile and Australia have been
reduced to 4.6 percent and 11.3 percent, respectively, compared to the 15 percent tariff that U.S. bottled wine
faces. USITC, hearing transcript, February 14, 2016, 390, 443 (testimony of Kevin Kester, National Cattleman’s Beef
Association); USITC, hearing transcript, February 14, 2016, 415 (testimony of Devry Boughner Vorwerk, Cargill);
Wine Institute, written submission to the USITC, February 12, 2016, 2.
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The TPP’s effects on the agricultural sector stem primarily from market access provisions, such
as reduced or eliminated tariffs or tariff-rate quotas (TRQs).'® In addition, TPP’s chapter on
sanitary and phytosanitary (SPS) measures builds on the WTQ’s SPS Agreement, establishing
rules to ensure that SPS measures are science- and risk-based and not being used to
unjustifiably restrict trade. TPP’s technical barriers to trade (TBT) chapter also includes annexes
on wine and distilled spirits and on formulas for food products that lay out sector-specific
commitments on issues such as labeling and proprietary information.'®* Another set of TPP
provisions impacting agriculture are those related to modern biotechnology.102 TPP is the first
U.S.-signed agreement to include provisions specific to trade in both biotechnology products
and modern biotechnology products (box 3.1).

In addition to reducing tariffs and accepting new SPS, TBT, and biotechnology provisions, TPP
countries would commit to eliminating export subsidies on agricultural products sold in TPP
markets. TPP countries also would collaborate on developing disciplines on exports by state
trading enterprises, as well as export credits and insurance programs in the WTO, and would
limit the timeframes allowed for food export restrictions by TPP members intended to respond
to concerns about food security. The TPP also outlines procedures for the administration of
TRQs. In the area of geographical indications (Gls), new due-process and transparency
requirements were particularly important to the U.S. dairy sector.

Box 3.1: TPP’s Modern Biotechnology Provisions

TPP is the first U.S. agreement to include provisions specific to trade in both biotechnology products and
modern biotechnology products.? The biotechnology provisions would likely directly benefit U.S.
agribusinesses engaged in modern biotechnology products and technology, as well as U.S. farmers and
firms using that technology to grow and export U.S. agricultural goods. The agreement would commit
parties to provide transparency on government measures related to modern biotechnology trade,
including lists of authorized modern biotechnology products, summaries of any risk or safety
assessments, and documentation required for completing authorization applications. It would provide
information-sharing procedures for parties to follow when the low-level presence (LLP) of biotech
material is detected in a food or agricultural shipment. TPP would also establish a working group on
products of modern biotechnology under the Committee on Agricultural Trade that would encourage
information exchange and cooperation on trade-related matters.”

1% Tariff-rate quotas permit a specific quantity of an imported product to enter at a reduced tariff rate. Quantities

that enter in excess of the quota quantity for that period are subject to higher duty rates, typically the WTO most-
favored-nation rate.

%' The TBT chapter also includes an “Organic Products” annex that encourages TPP partners to exchange
information related to organics, participate in technical exchanges, cooperate on international organics guidelines
and standards, and expeditiously consider requests for recognition or equivalency of technical regulations related
to organics.

%14 TPP Chapter 2, discussion of modern biotechnology applies to agricultural goods, as well as fish and fish
products, but not medicines and medical products. Agriculture is defined as those items under the Uruguay Round
Agreement, Article 2 of the WTO Agreement on Agriculture.
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The Commission received markedly divided views regarding these provisions. Proponents generally
stated that they would foster transparency while reaffirming member governments’ rights to adopt
science-based measures necessary to ensure food safety and animal and plant health.® Proponents are
encouraged by the establishment of a working group, a process for sharing information on risks and
standards of LLP, and procedures for parties to follow when the LLP of a biotech material is detected in a
shipment of agricultural commodities or food products.*

Other stakeholders expressed concerns about TPP’s provisions on modern biotechnology as they relate
to food safety, the right to regulate, biotech labeling, and unintended consequences to the environment
and biological systems, among other issues. These stakeholders expressed the fear that under TPP,
biotech companies could challenge laws requiring preapproval or testing for contamination, thereby
threatening farmers raising crops without genetically modified/engineered organisms (non-GMO/GEO
crops). Biotech companies might also challenge popular, consumer-driven laws for GMO/GEO labeling.®
Other critics believe that the agreement sets a low standard for the use of scientific data in risk
assessment.’

® “Modern biotechnology” is a new term in trade policy. As defined by TPP Article 2.21, the definition includes the application
of in vitro nucleic acid techniques, including recombinant deoxyribonucleic acid (rDNA) and direct injection of nucleic acid into
cells or organelles, or the fusion of cells beyond the taxonomic family, that overcome natural physiological reproductive or
recombinant barriers and that are not techniques used in traditional breeding and selection.

® TPP Article 2.29:9.

€ ATAC for Trade in Processed Foods, Trans-Pacific Partnership Agreement, December 3, 2015; Cargill, written testimony to
the USITC, January 15, 2016.

9 U.S. Grains Council and the National Corn Growers Association, written submission to the USITC, February 15, 2016.

€ Farm and Ranch Freedom Alliance, written submission to the USITC, February 10, 2016.

fInstitute for Agriculture and Trade Policy, written submission to the USITC, February 16, 2016.

Overall, the U.S. agricultural sector has been supportive of the agreement, and there is
particular optimism about potential new access to the Japanese and Vietnamese markets.'%
This chapter provides information on the effect of the TPP on the U.S. food and agricultural
industries, as indicated by the Commission model, the public hearing and written submissions,
and communication with industry representatives. The chapter first provides a brief overview
of current trade patterns with TPP partners before turning to a summary of the provisions
contained in the agriculture chapter of the TPP Agreement. Model results are presented for the
agriculture sector as a whole. The chapter then turns to an analysis of effects by sector,
focusing on the sectors for which effects are anticipated to be most significant and including an
analysis of model results by sector where possible.

193 Statement by Bob Stallman, president, American Farm Bureau Federation, “Regarding AFBF Support for TPP,”

December 16, 2015; USITC, hearing transcript, February 14, 2016, 399—-402 (testimony of Stephen M. Sothman,
U.S. Hide, Skin, and Leather Association); USITC, hearing transcript, February 14, 2016, 405-6 (testimony of
Michael Brown, National Chicken Council); USITC, hearing transcript, February 14, 2016, 411-15 (testimony of
Devry Boughner Vorwerk, Cargill).
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Trade Overview

The United States has well-established trade relationships in food and agricultural products
with many of the TPP countries. This is in part due to existing FTAs that have fostered
integration with Canada, Mexico, Australia, Chile, Peru, and Singapore. Additionally, in the case
of trade under the North American Free Trade Agreement (NAFTA) with Canada and Mexico,
which accounts for the large majority of the United States’ existing trade in food and
agricultural products with TPP countries, the effect of the trade agreement is enhanced by the
logistical advantages inherent in trading with bordering countries. These advantages are
especially pronounced for food and agricultural products, which sometimes have a short shelf
life or require specialized logistics, such as refrigeration.

In general, the most important U.S. agricultural trade flows with TPP countries fall into one of
four categories: longstanding trade with Canada and Mexico, characterized by close proximity
and deep integration; trade with other existing FTA partners; trade with Japan, an important
consumer of U.S. food and agricultural exports and a potential expansion market for U.S.
exports; and trade with other new TPP partners, which is already expanding rapidly and is likely
to continue to grow, especially with Vietnam and Malaysia. Trade between the United States
and its existing FTA partners accounts for the majority of the TPP total, and has already been
liberalized under the prior agreements. U.S. imports from and exports to these countries
generally face low or zero tariffs and fewer nontariff measures than with non-FTA partners. As a
result, the major existing trade patterns described in this section do not always correspond
closely to the sectors that are profiled in the sector-level effects section that follows. The sector
sections focus on changes that are likely to happen under the TPP Agreement as well as new
trade opportunities that it would create.

Exports

TPP partner countries consistently accounted for just over 40 percent of U.S. food and
agricultural product exports annually between 2011 and 2015 (table 3.1). NAFTA partner
countries accounted for about two-thirds of this trade. Among all TPP partners, exports to
Vietnam and Chile grew the most quickly during the period, with their value rising about

114 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

40 percent. This growth occurred despite Vietnam’s high tariffs on a number of food and
agricultural products, suggesting that U.S. exports to Vietnam in this sector may see continued
expansion under TPP as Vietnamese incomes continue to rise.’%

Table 3.1: U.S. exports of food and agricultural products to TPP partners and the world, by country,
2011-15, million dollars

Country 2011 2012 2013 2014 2015
Canada 21,267.8 22,939.5 23,751.6 24,419.1 23,033.6
Mexico 18,600.1 19,176.9 18,422.4 19,710.7 17,980.8
Japan 15,445.5 14,768.1 13,414.9 14,346.1 12,425.7
Vietnam 1,707.3 1,702.1 2,208.4 2,443.3 2,384.4
Australia 1,376.2 1,478.7 1,599.0 1,730.2 1,603.8
Peru 887.5 632.1 804.3 1,260.3 1,121.5
Chile 587.5 717.5 926.4 885.0 841.6
Malaysia 1,007.0 886.6 1,037.3 960.0 834.0
Singapore 707.0 756.9 813.2 871.8 746.4
New Zealand 336.9 408.5 429.3 492.7 429.1
Brunei 5.0 5.4 5.7 5.5 4.8
All TPP 61,927.7 63,472.3 63,412.5 67,124.6 61,405.8
World 147,722.9 151,409.6 154,175.4 160,422.2 142,884.6

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

The United States exported a wide variety of food and agricultural products to TPP partner
countries between 2011 and 2015. The largest export product category was processed foods,
primarily to Canada, followed by corn and pork (table 3.2). Japan and Mexico were the largest

105 japan was also the most important destination for U.S. pork

TPP importers of U.S. corn.
exports, followed by Mexico and Canada. Japan is an important market for U.S. exports because
it generally offers high prices to producers and demands agricultural products that the United
States can competitively supply. Significant export flows to other TPP partners with which the
United States has no FTA include soybeans to Malaysia and Vietnam. Exports of soybeans to
Vietnam more than doubled in value between 2011 and 2015, despite relatively low prices in
2015, as rising incomes in Vietnam led to greater demand for animal feed and its components

as inputs for its livestock sector.

1% vietnam has high tariffs (between 15 and 40 percent) on food products intended for direct consumption, such

as processed foods, but low tariffs on agricultural inputs such as soybeans, which have been a major U.S. export to
Vietnam (Arita and Dyck, Vietnam's Agri-Food Sector, October 2014). Certain Vietnamese tariffs and potential
benefits from their reduction or elimination are highlighted as relevant for particular commodities in the sections
below.

105 Japan and Mexico have large livestock sectors, and U.S. corn is an input into these industries.
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Table 3.2: U.S. exports of food and agricultural products to TPP partners, by product group, 2011-15,
million dollars

Product group 2011 2012 2013 2014 2015
Processed foods 12,482.3 13,768.2 14,289.3 14,625.1 14,128.9
Corn 6,867.3 5,875.2 4,039.1 5,977.9 5,122.4
Pork 3,961.7 4,188.0 4,165.0 4,539.0 3,802.5
Beef 3,089.5 3,231.2 3,550.8 3,802.0 3,283.4
Fresh fruit 3,135.1 3,453.1 3,553.7 3,451.0 3,162.2
Soybeans 3,017.3 3,644.8 3,151.4 3,504.1 3,058.6
Dairy 2,382.4 2,533.6 3,033.7 3,441.6 2,640.3
Nuts 1,333.0 1,650.0 2,010.4 2,190.0 2,321.5
Fresh vegetables 2,187.0 2,221.0 2,367.8 2,341.9 2,270.8
Seafood 1,994.2 1,988.6 2,001.1 2,145.2 2,160.9
Poultry 1,566.0 1,814.1 1,980.9 2,084.5 1,821.1
Alcoholic beverages 1,425.1 1,672.8 1,724.0 1,771.8 1,750.9
Wheat 3,151.3 2,480.1 2,467.9 2,204.8 1,695.6
Soybean meal 1,216.0 1,418.6 1,496.6 1,703.4 1,442.7
Other sweeteners 1,205.8 1,403.0 1,273.0 1,156.8 1,167.0
Cotton 1,578.4 877.2 1,051.5 1,013.2 1,159.2
Non-alcoholic beverages 821.0 904.4 983.0 1,035.0 1,103.7
Ethanol 954.9 976.2 995.4 1,019.1 810.2
Rice 847.3 789.5 807.8 784.7 752.8
All other 8,712.3 8,582.8 8,470.1 8,333.4 7,751.2

Total 61,927.7 63,472.3 63,412.5 67,124.6 61,405.8

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Imports

On average, TPP partner countries supplied 46.7 percent of total U.S. imports of food and
agricultural products between 2011 and 2015 (table 3.3). Most of these imports were from
Canada and Mexico, which together accounted for almost three-fourths of U.S. imports from
TPP countries during the 2011-15 period. In addition to preferences under NAFTA, Canada and
Mexico enjoy logistical advantages in shipping products to the United States due to their
proximity, and the food supply chains of the three countries have become closely integrated as
a result.’®

While trade with NAFTA partners accounted for a stable majority share of U.S. imports in 2011-
15, imports from several of the other TPP countries grew quickly during this period. The value
of imports of food and agricultural products from existing FTA partners Chile and Australia grew
by 30 and 80 percent, respectively, between 2011 and 2015. The value of imports from Vietnam

1% Zahniser et al., NAFTA at 20, February 2015. After accounting for inflation, NAFTA implementation resulted in a

233 percent increase between 1993 and 2013 in intraregional agricultural trade between the United States,
Canada, and Mexico, with increased trade particularly pronounced in three sectors: grains and oilseeds, fruits and
vegetables, and processed foods.
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and New Zealand, countries with which the United States does not yet have an FTA, grew by

38 percent and 42 percent, respectively, over the same period (table 3.3).

Table 3.3: U.S. imports of food and agricultural products from TPP partners and the world, by country,

2011-15, million dollars

Country 2011 2012 2013 2014 2015
Canada 21,998.8 23,324.4 25,065.3 26,504.0 25,331.2
Mexico 17,1101 17,698.3 19,051.6 20,938.8 22,757.4
Australia 2,406.1 2,709.0 2,789.4 3,937.1 4,329.7
Chile 3,291.2 3,513.2 4,284.9 4,471.3 4,294.1
Vietnam 2,273.7 2,421.4 2,763.5 3,355.8 3,140.4
New Zealand 2,118.7 2,360.5 2,313.0 2,752.7 3,011.7
Peru 1,524.7 1,477.6 1,552.4 1,917.0 1,958.0
Malaysia 2,593.4 2,075.3 1,689.9 1,735.7 1,290.6
Japan 782.1 808.9 799.2 817.1 852.9
Singapore 139.2 121.2 1115 113.3 113.7
Brunei 0.0 0.0 1.8 1.7 0.3
All TPP 54,237.9 56,509.9 60,422.5 66,544.4 67,079.9
World 118,713.0 125,466.5 129,081.6 138,946.7 139,876.8

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Processed foods, seafood, fresh fruit and vegetables, beef, and alcoholic beverages accounted

for nearly 70 percent of the total value of food and agricultural products that the United States

imported from TPP countries in 2015 (table 3.4). Most processed foods imports came from

Canada, followed by Mexico. Canada was also the largest supplier of seafood, followed by Chile

and Vietnam. Fresh fruit was primarily sourced from Mexico and, to a lesser extent, Chile. Fresh

vegetables were predominantly supplied by Mexico, with Canada a distant second. Beef

imports came from Australia, Canada, and New Zealand, and alcoholic beverages were largely

imported from Mexico.
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Table 3.4: U.S. imports of food and agricultural products from TPP partners, by product group, 2011-15,
million dollars

Product group 2011 2012 2013 2014 2015
Processed foods 11,593.7 11,788.4 12,326.6 12,832.9 13,453.0
Seafood 5,908.5 6,061.0 6,776.0 7,671.8 7,226.2
Fresh fruit 4,309.8 4,644.0 5,402.2 6,230.9 7,018.3
Fresh vegetables 5,522.2 5,554.2 6,348.3 6,445.3 6,584.0
Beef 2,754.6 3,302.5 3,351.5 5,133.6 6,064.9
Alcoholic beverages 4,287.3 4,558.1 4,737.1 5,470.8 5,783.9
Live animals 1,971.1 2,274.9 2,281.6 3,123.0 2,774.1
Other vegetable oils 2,125.5 2,032.9 1,777.5 1,792.7 1,692.9
Other sweeteners 1,342.1 1,430.7 1,542.8 1,637.6 1,611.0
Nuts 821.2 862.7 981.2 1,265.4 1,543.4
Pork 987.2 965.4 1,087.4 1,303.2 1,157.2
Dairy 821.8 978.9 859.5 1,019.4 1,047.9
Sugar 1,391.5 992.7 1,150.4 830.9 872.8
Palm oil 1,637.4 1,309.6 1,067.4 842.1 628.0
All other 8,764.0 9,754.0 10,733.2 10,944.8 9,622.1

Total 54,237.9 56,509.9 60,422.5 66,544.4 67,079.9

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Among TPP countries that are not U.S. FTA partners, the largest product flows were of beef and
dairy products from New Zealand, seafood from Vietnam, and palm oil from Malaysia. New
Zealand has generally received lower tariff rates than some of its competitors in the U.S.
market for beef and dairy products because the amounts it has shipped have been below its
TRQ limits.'®’ Palm oil and seafood imports, meanwhile, are a result of low or zero U.S. most-
favored-nation (MFN) rates that benefit globally competitive producers in Malaysia and
Vietnam, respectively.108

Overview of Agricultural Market Access
Provisions

The United States and its 11 TPP partner countries would provide expanded agricultural market
access through reduced or eliminated tariffs and expanded TRQs. The United States would
allow limited new access for sensitive products, but would gain significant new access to
previously protected markets in export-competitive sectors, including beef, pork, and dairy.
While other provisions in TPP, such as those related to SPS (examined in chapter 6) and
biotechnology (below), would likely affect trade in agricultural goods, liberalization through

7 The exception is butter and butter oil, where U.S. TRQ limits are more restrictive for New Zealand. In general,

New Zealand has oriented its dairy industry toward serving Asian markets rather than the United States; its exports
to the United States are a fairly small share of its overall exports.
1% palm oil imports are duty free, and most seafood products have either no tariffs or very low tariffs.
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expanded TRQs and tariff reductions would have the most immediate and direct impact on U.S.
imports and exports.

The staging and speed of tariff liberalization provided by TPP partners varies depending on the
product and country, but many tariffs that have historically been trade prohibitive would be
eliminated. These tariff reductions would provide significant export opportunities for U.S.
products, particularly in Japan and Vietnam, where the agricultural sectors are currently
protected by high tariffs. However, not all tariffs would be eliminated. For sensitive products,
such as rice and dairy, TPP would establish 13 new country-specific TRQs for the United States
in Japan and 69 TRQs for all TPP countries in Canada, Vietnam, Japan, and Malaysia. Despite
significant new market access for U.S. agricultural exporters, export growth in certain sectors,
such as horticulture and meats, would still likely be restricted by SPS measures in particular
markets.

Most U.S. agricultural imports from TPP partners either already enter duty-free or would do so

199 The United States would eliminate tariffs upon

as soon as the agreement enters into force.
TPP’s entry into force mainly on non-sensitive agricultural sectors where tariffs are currently
low, such as grains, oilseeds, and horticultural products, as well as on imported products that
are not competitively produced in the partner country. For products that are sensitive to
competition from imports, many tariffs will be eliminated gradually. Alternatively, new TRQs
will be established for some goods, such as sugar and certain dairy products. The United States

will create 37 new TRQs under TPP (table 3.5).

109 Many agricultural products already enter the United States duty free because either the MFN rate is free or the tariff has

already been eliminated under existing FTAs with TTP partners (i.e., Canada, Mexico, Chile, Australia, Peru, and Singapore).
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Table 3.5: U.S. tariff rate quotas to TPP members, metric tons (mt) except where noted

Quota Adm Final Number of Permane

code Country Quota name in Year1l vyear years nt Growth  Notes

CSQ-US1 Australia Raw sugar FCFS 60,500 60,5 na y Provides 14.7 percent of any volumes of raw

00 sugar allocated above WTO commitments.
CSQ-US2 Australia Raw and refined sugar and sugar containing FCFS 4,500 4,50 na y
products 0

CSQ-US3 Australia Creams and ice cream (1,000 liters) FCFS 10,356.5 na na y 6% pa Reduced 3,880,500 liters from U.S.-AUS FTA.
Perpetual growth. Ice cream duty free after 15
years.

CSQ-US4 Australia Condensed milk FCFS 695 na na y 6% pa Reduced 5,000 mt from U.S.-AUS FTA.
Perpetual growth.

CSQ-US5 Australia Butter FCFS 2,076 na na y 3% pa No change from U.S.-AUS FTA. Perpetual
growth.

CSQ-US6 Australia Milk powders FCFS 6,296 na na y 2% pa Perpetual growth declines from U.S.-AUS FTA,
from 4% to 2%.

CSQ-US7 Australia Other dairy products FCFS 2,847 na na y 6% pa Duty-free infant formula volumes excluded
starting year 15. Perpetual growth.

CSQ-US8 Australia American and cheddar cheeses FCFS 6,230 na na y 3% pa Increased 4,500 mt from U.S.-AUS FTA.
Perpetual growth.

CSQ-US9 Australia Swiss-type, European-type and other cheeses FCFS 14,762 na na y 5% pa Increased 4,500 mt from U.S.-AUS FTA.
Perpetual growth.

csQ - Canada Cheese FCFS 3,000 20,4 19 y Fixed at High value cheese packaged 10 kgs or less is

usio 86 yr 19 duty-free and excluded from TRQ in year 10.

csQ - Canada Skim milk powder FCFS 2,000 17,6 19 y Fixed at

US11 22 yr 19

csa- Canada Whole milk powder FCFS 667 4,55 19 y Fixed at

usi12 2 yr 19

csQ - Canada  Dried yogurt, sour cream, Whey, and products of ~ FCFS 2,083 14,2 19 y Fixed at

usi3 milk constituents 26 yr 19

csQ - Canada Concentrated milk FCFS 333 2,58 19 y Fixed at

usi4 7 yr 19

csQ - Canada  Cream, sour cream, ice cream, and milk beverages FCFS 1,416,667 9,67 19 y Fixed at

Us15 (liters) 3,79 yr 19

3

csQ - Canada Butter and butter substitutes FCFS 750 5,12 19 y Fixed at Package size requirement (over 55 pounds or

usi6 1 yr 19 more) for most of the TRQ volume.

csQ - Canada Other dairy products FCFS 1,250 8,53 19 y Fixed at Starting year 5, HS 1517.90.60 is duty free and

uUs17 6 yr 19 volumes excluded from the TRQ.
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Quota Adm Final Number of Permane

code Country Quota name in Year1l vyear years nt Growth  Notes

csQ- Canada Sugar FCFS 9,600 9,60 na Provides 20 percent of any volumes of refined

uUsis 0 sugar allocated above WTO commitments.

CsQ- Canada Sugar-containing products FCFS 9,600 9,60 na

Us19 0

csQ - Chile Sugar and sugar containing products FCFS 0 0 na Annual CSQ volumes are equal to Chile's

us20 trade surplus in these products. The SCQ
adopts the access provided in U.S.-Chile
FTA. The volume is currently zero because
Chile traditionally runs a trade deficit in
these products.

CsQ- Japan Beef FCFS 3,000 6,250 15 250 mt pa Unlimited in year 15.

uUs21

csa- Japan Sugar and sugar containing products FCFS 100 100 na

us22

CsQ- Malaysia Raw and refined sugar and sugar containing FCFS 500 500 na

us23 products

csQ - New Cheese FCFS 10,000 na na 3% pa Starting year 20, HS 0406.90.97 volumes

us24 Zealand excluded from the TRQ and duty-free.

csQ - New Skim milk powder FCFS 1,000 1,702 19 na Unlimited duty-free access starting year 20.

uUs25 Zealand

csQ - New Whole milk powder FCFS 3,000 8,996 29 Unlimited duty free access starting year 30.

uUs26 Zealand

csQ - New Concentrated milk FCFS 1,000 na na 3% pa Perpetual growth.

us27 Zealand

csQ - New Creams (liters) FCFS 8,000,0 na na 6% pa Perpetual growth.

uUs28 Zealand 00

csa - New Butter and butter substitutes FCFS 4,000 na na 3% pa Perpetual growth. 3,000 mt allocated to

Us29 Zealand AMF, phased out starting year 15.

csQ- New Organic butter FCFS 500 na na 3% pa Perpetual growth.

uUs30 Zealand

csQ - New Other dairy products FCFS 5,500 na na 5% pa Perpetual growth.

Us31 Zealand

CsQ- Peru Cheese FCFS 5,527 13,684 9 Unlimited volumes starting in year 10.

US32

csQ - Peru Condensed and evaporated milk FCFS 13,264 32,841 9 Unlimited volumes starting in year 10.

Us33

csQ - Peru Processed dairy products FCFS 3,897 6,905 7 Unlimited volumes starting in year 8.

us34
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Quota Adm Final Number of Permane

code Country Quota name in Year1l vyear years nt Growth  Notes

csQ - Peru Raw and refined sugar and sugar containing FCFS 10,260 11,520 na y 180 mt pa This CSQ adopts the access provided in U.S.-

uUs3s products Peru FTA and does not provide new access.
CSQ volume can be no larger than Peru's trade
surplus in these products.

csQ- Peru Raw and refined sugar and sugar containing FCFS 2,000 2,000 na y This CSQ adopts the access provided in U.S.-

us3e products Peru FTA and does not provide new access.

CSQ—-  Vietnam  Raw and refined sugar and sugar containing FCFS 1,500 1,500 na y

uUs37

products

Source TPP Agreement, USTR, December 15, 2015.
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Impact of TPP on U.S. Agriculture

As discussed in chapter 2, the modeling analysis begins by generating a projection of the global
economy through 2032, with detailed projections for the 12 countries in the TPP and for major
non-TPP trading partners. This projection provides a baseline against which the effects of policy
changes from the TPP Agreement can be compared. The modeling includes three types of
liberalization: removing or reducing tariffs and expanding TRQs, removing certain nontariff
measures (NTMs) on goods and on traded (cross-border) services, and investment
liberalizations that improve market access for U.S.-owned foreign affiliates. For agricultural
sectors, investment liberalizations were generally not considered due to the prevalence of
practical barriers (such as the varying suitability of the climate in TPP countries to certain crops)
that limit what products can be produced on agricultural land. In some cases, there are also
legal restrictions that limit the availability of land for agricultural investments.

Estimates of the effects of liberalizing trade in agriculture relative to the baseline changes
expected to take place through 2032 are presented below. While the model simulates the
dynamic market changes in the economy through 2032, the model also imposes important
limitations on the growth of individual economies. In particular, it ensures that growth or
contraction across all sectors within a country generates aggregate output equal to the
productive capacity of that economy. As a result, output and employment in sectors with
relatively less liberalization in the TPP may decline as sectors with greater growth opportunities
expand. Specifically for agriculture, increases in the production of certain crops or livestock may
crowd out, or reduce, production of other products that rely on similar types of land or other
agricultural inputs.

The Commission’s model estimates a significant increase in total trade in agriculture products
and a slight increase in the U.S. agricultural output and employment through 2032, as
compared to the baseline changes in the absence of TPP (table 3.6). If TPP is adopted, the
model estimates that U.S. agricultural exports would increase by $7.2 billion (2.6 percent)
relative to the baseline, while total U.S. agricultural imports would increase by $2.7 billion

(1.5 percent). According to the model, U.S. agricultural output and employment would each
increase by 0.5 percent relative to the baseline. Model results for selected food and agricultural
sectors are presented below.
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Table 3.6: Estimated effects of TPP on U.S. food and agricultural output, employment, and trade:
Changes relative to baseline in 2032

Exports Imports Output Employment
Million S Percent Million S Percent Million$S Percent Percent
Agriculture and food (total) 7,226.9 2.6  2,733.9 1.5 10,014.9 0.5 0.5
Selected industry sectors:
Sugar, sweeteners, and SCP* 129.6 4.3 132.1 2.4 517.7 0.4 0.4
Dairy products 1,845.5 18.0 348.6 10.3  1,839.3 1.3 1.1
Beef meat 876.1 8.4 419.0 5.7 614.6 0.5 0.4
Pork meat products 219.3 1.9 94.4 4.4 180.3 0.3 0.3
Poultry meat products 173.9 1.3 -16.6 -3.6 265.8 0.6 0.6
Rice -12.5 -0.3 15.3 1.6 -17.7 -0.1 0.0
Wheat -1.5 0.0 18.2 1.5 -7.9 0.0 -0.7
Corn grain -31.3 -0.1 2.5 1.3 206.7 0.3 0.4
Processed foods 1,540.0 3.8 427.2 1.1  2,396.5 0.8 0.7
Fresh fruit, vegetables, and nuts 574.9 2.0 119.2 0.5 172.1 0.2 0.3
Seafood 74.1 2.2 231.9 0.9 -51.5 -0.2 -0.2

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.
® Sugar-containing products.

Sector-specific Analysis

The impact of the additional market access provided by TPP would vary by product due to the
variety of factors shaping trade in those sectors, such as tariffs that restrict trade, an uneven
playing field with other TPP countries that already have preferential access, or SPS measures
that currently restrict trade regardless of tariff levels. The sectors analyzed below include
products for which concessions are significant, products for which the United States is export
competitive, and products for which demand is strong and/or growing. Because TPP is expected
to benefit U.S. agriculture overall and in particular to increase exports, this section primarily
focuses on exports for most sectors. In contrast, box 3.2 describes the effects of TPP on U.S.
sugar imports.

Box 3.2: Access to the U.S. Sugar Market in TPP

Previous U.S. FTAs have provided varying degrees of access to the U.S. sugar market. Through TPP, the
United States would provide 86,300 metric tons (mt) (or less than 1 percent of annual U.S. consumption)
of access for raw sugar, refined sugar, and sugar-containing products through seven new country-
specific TRQs. The United States would also eliminate certain tariffs on sugar and sugar-containing
products. While the U.S.-Australia FTA provided no additional access to sugar for the U.S. market,
Australia would receive more than 75 percent of the new access under TPP. In addition, in years when
the U.S. Department of Agriculture (USDA) determines that there is a need to import additional raw
sugar above the WTO minimum allocations, the United States would commit to permit Australia to
supply 14.7 percent of any additional raw sugar that needs to be imported. Canada would also be
allocated 20 percent of any additional refined sugar import needs.
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The additional market access is unlikely to result in an overall increase of sugar in the U.S. market,
because the total supply of sugar is restricted by the U.S. sugar program. Through a combination of
measures—WTO and FTA TRQs for imported sugar, export limits on Mexican sugar established in line
with the 2014 countervailing duty investigation suspension agreement, and marketing allotments for
domestic producers—the total supply of sugar in the U.S. market is restricted to the country’s estimated
annual total sugar use, as calculated by USDA. This program will not change with the adoption of TPP.
Additional raw cane sugar from Australia and other TPP TRQ holders is likely to merely displace supplies
from Mexico. In addition, because tariffs were eliminated only on sugar or sugar-containing products
from countries that are not significant producers or exporters, the impact on the U.S. market is likely to
be minimal.

The Commission received divided views on the market access for sugar provided in TPP. For example,
the American Sugar Alliance preferred that no additional market access be provided through TPP, but
has stated that it believes that the final agreement is acceptable because it does not undermine the U.S.
sugar program or provide the excessive market access volumes initially requested by TPP partner
countries.? On the other hand, while the Sweeteners Users Association (SUA) generally supports trade
agreements that move toward markets that, in its view, distort trade less, it stated that the access
provided through TPP would be negligible and does little to liberalize sugar trade. SUA also stated that
additional sugar access beyond that provided by TPP would have helped ensure more reasonably priced
sugar and reliable supplies of raw sugar in the U.S. market for domestic cane sugar refiners that are
operating at low levels of capacity utilization.”

 ASA, written submission to the USITC, February 12, 2016, 1-9.
b USITC, hearing transcript, January 14, 2016, 426-31 (testimony of Tom Earley); SUA, written submission to USITC,
January 22, 2016.

As noted, TPP would have an overall positive effect on U.S. agricultural trade, with exports to
the world increasing more than imports relative to projected baseline levels of trade in 2032.
The expansion in total U.S. exports would range widely across products (table 3.7). If TPP were
enacted, U.S. exports of food and agricultural products to TPP countries would expand more by
2032 than U.S. exports of these products to the world: in that year, such exports to TPP
countries would be $11.1 billion higher than without TPP, compared to a $7.2 billion increase in
exports to all countries. This result reflects trade diversion of some U.S. exports from non-TPP
members to the TPP region. By sector, the largest increases would be beef exports to Japan
(5840 million), dairy exports to Canada ($1.2 billion) and Japan ($534 million), processed foods
to Japan (S1.2 billion), and fresh fruits, vegetables, and nuts to Vietnam (5721 million). By
country, agricultural exports to Japan and Vietnam would account for much of the growth,
increasing by $3.6 billion and $3.3 billion, respectively.

U.S. International Trade Commission | 125



Chapter 3: Impact on Agricultural Sectors

Table 3.7: Estimated effects of TPP on U.S. food and agricultural product exports: Changes relative to baseline in 2032

Sector

Other existing

Agriculture and food (total)
Selected industry sectors:
Sugar, sweeteners, and SCP*®
Dairy products
Beef meat
Pork meat products
Poultry meat products
Rice
Wheat
Corn grain
Processed foods
Fresh fruit, vegetables, and nuts
Seafood

All TPP NAFTA partners FTA partners New FTA partners Rest of the world All countries
Million S Percent Million$ Percent Million$S Percent Million$S Percent Million S Percent Million S Percent
11,115.2 10.7 2,920.9 4.6 243.6 2.2 7,950.6 26.8 -3,888.3 -2.2 7,226.9 2.6

129.6 5.9 46.0 2.5 0.0 0.0 83.5 39.0 0.0 0.0 129.6 4.3
1,973.7 37.0 1,200.3 40.4 18.3 2.3 755.1 48.4 -128.1 -2.6 1,845.5 18.0
995.4 18.4 12.8 0.4 10.1 3.3 972.6 61.2 -119.3 -2.4 876.1 8.4
386.8 5.0 116.4 2.8 16.0 2.0 254.4 9.2 -167.5 -4.2 219.3 1.9
588.4 15.7 150.6 5.7 105.6 17.5 332.2 70.2 -414.5 -4.2 173.9 1.3
81.5 6.9 -8.5 -1.1 3.7 2.8 86.3 27.6 -94.0 -3.0 -12.5 -0.3
-46.5 -1.3 439 3.1 32.9 4.9 -123.3 -7.9 45.1 0.5 -1.5 0.0
133.2 1.4 57.5 1.3 -6.1 -0.4 81.8 2.4 -164.5 -1.3 -31.3 -0.1
1,915.9 9.1 96.8 0.7 36.2 1.1 1,782.9 39.3 -375.9 -1.9 1,540.0 3.8
990.3 8.3 -1.3 0.0 -3.2 -0.3 994.8 30.8 -415.4 -2.4 574.9 2.0
115.7 8.7 0.3 0.0 0.5 1.4 114.9 26.5 -41.6 -2.0 74.1 2.2

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.

®Sugar-containing products.
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Commission model results estimate that U.S. agricultural imports would increase by an
additional $2.7 billion (or 1.5 percent) by 2032, as compared to the baseline projection without
TPP (table 3.8). Among the most significant import changes are increases in beef meat imports
from New Zealand ($437 million), processed foods from Mexico (5400 million), and dairy
imports from New Zealand ($253 million) and Canada ($119 million).
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Table 3.8: Estimated effects of TPP on U.S. food and agricultural product imports: Changes relative to baseline in 2032

Other existing

Sector All TPP NAFTA partners FTA partners New FTA partners  Rest of the world All countries
Million S Percent MillionS Percent Million$S Percent MillionS Percent Million$ Percent Million$ Percent
Agriculture and food (total) 2,023.6 2.1 323.8 0.5 207.6 14 1,492.3 12.8 710.4 0.9 2,733.9 1.5
Selected industry sector:s
Sugar, sweeteners, and SCP* 132.1 3.6 74.8 2.2 57.3 30.6 0.0 0.0 0.0 0.0 132.1 2.4
Dairy products 369.1 31.2 114.6 46.2 0.1 0.2 254.3 29.8 -20.4 -0.9 348.6 10.3
Beef meat 437.9 6.4 -11.2 -0.3 6.8 0.4 442.3 27.7 -18.9 -4.4 419.0 5.7
Pork meat products 93.8 6.2 93.6 6.2 0.1 1.0 0.0 10.3 0.6 0.1 94.4 4.4
Poultry meat products -18.9 -4.2 33.2 10.8 -52.2 -36.9 0.0 39.1 2.3 28.1 -16.6 -3.6
Rice 10.5 14.9 0.7 4.4 0.4 1.7 9.4 28.7 4.9 0.6 15.3 1.6
Wheat 19.1 1.6 19.1 1.6 0.0 4.4 0.0 11.1 -0.9 -3.3 18.2 1.5
Corn grain 2.1 1.5 2.0 1.5 0.1 1.6 0.0 7.5 0.4 0.7 2.5 1.3
Processed foods -202.7 -1.0 -587.8 -3.5 111.3 5.7 273.7 23.2 629.9 33 427.2 1.1
Fresh fruit, vegetables, and nuts 132.7 0.7 52.9 0.4 16.1 0.4 63.6 6.4 -13.5 -0.3 119.2 0.5
Seafood 332.2 2.9 70.5 1.4 10.9 0.3 250.8 9.0 -100.3 -0.7 231.9 0.9

Source: USITC estimates.
Notes: Dollar values are in 2017 prices. N.e.c. = not elsewhere classified.
% Sugar-containing products.
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Dairy Products**°

Assessment

In the aggregate, the Commission’s results show that the TPP Agreement would have a positive
effect on U.S. dairy exports and a positive but more limited impact on U.S. dairy imports.
Opportunities for added U.S. exports are likely in Canada for milk and milk powders, whey,

,"** yogurt and other soft dairy products, infant formula, and cheese for

butter and butter oi
ingredient use; in Japan, for cheese, whey, skim milk powder, and lactose; and in Vietnam,
primarily for milk powders. But U.S. exporters would still face restrictive TRQs for certain
products in large TPP markets such as Japan and Canada that would limit the growth of U.S.

exports even after full TPP implementation.

On the import side, dairy producers in Australia, Canada, and New Zealand would be granted
additional access to the U.S. market under TPP with new dairy TRQs. 2
butter and butter oil, and whole milk powder—imported dairy products no longer routinely fill
U.S. import TRQs.™** New TRQ volumes under TPP would not likely be filled, nor would TPP
members be expected to significantly increase exports to the United States from current

With two exceptions—

volumes. Canada and Peru are net importers of dairy products; exports to the United States
from these two TPP members would be limited to niche products, such as artisan cheeses or
condensed and evaporated milk. For reasons explained in more detail below, net dairy
exporters Australia and New Zealand are also unlikely to ship significantly more dairy products
to the United States if TPP is implemented. Overall, additional market access granted to TPP
members in the U.S. market, largely through expanded TRQs, is unlikely to result in large
volumes of additional dairy imports, except for butter and butter oil.

The Commission’s model estimates that U.S. producers’ output of dairy products would be
about 1.3 percent higher in 2032 if TPP is adopted, compared to the baseline projection. U.S.

10 Dairy products include HS 0401 (milk and cream), 0402.10 (nonfat dry milk/skim milk powder), 0402.21 and
0402.29 (dry whole milk/whole milk powder), 0402.91 (evaporated milk), 0402.99 (sweetened condensed milk),
0403.10 (yogurt), 0403.90 (buttermilk), 0404.10 (whey and modified whey), 0404.90 (milk protein concentrates),
0405 (butter, dairy spreads, and butter fats and oils), 0406 (cheese), 1702.11 and 1702.19 (lactose), 1901.10
(infant formula), 2105.00 (ice cream), 3501.10 (casein), 3501.90 (caseinates), and 3502.20 (milk albumin).

1 Butter oil is also known as anhydrous milkfat or anhydrous butter oil.

Peru kept the same U.S. import TRQ volumes under TPP that applied under the U.S.-Peru TPA.

U.S. dairy import TRQs are typically only partially filled, with fill rates below 80 percent. The TRQs do not fill for
many reasons. Exporters such as New Zealand produce dairy goods more suited to China and other Asian markets,
such as whole milk powder, a product not demanded in high volumes in the United States. U.S. producers are also
highly competitive in other products, such as skim milk powder, cheddar cheese, and whey; they price goods
below the prices of competitive imports once transportation costs are taken into account. Even when producing
dairy products in high demand in the United States, large volume exporter Australia does not fill U.S. TRQs with
duty-free access for in-quota volumes. With its dairy market largely integrated with Australia’s, New Zealand
exporters are also unlikely to fill TRQ volumes in the near term.

112
113
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employment in the sector would grow roughly 1.1 percent relative to the baseline over the
same period.'** If TPP is implemented, the model estimates that U.S. dairy exports to TPP

member countries would increase $2.0 billion relative to the baseline.'®

Nearly all of the
increase would be exported to Canada ($1.2 billion) and Japan ($534 million). Because of the
close proximity of northern U.S. dairy-producing regions to Canadian consumers, U.S. dairy
exports would capture most of Canada’s additional TRQ access granted under TPP. The product
mix of U.S. exports would likely be diverse—milk, cream, butter and butter oil, whey products,
yogurt, cheese and cheese ingredients, and infant formula. The product mix of U.S. dairy

exports to Japan would be more limited, primarily whey products, lactose, and cheese.

The Commission’s models estimate that dairy imports from all TPP members would increase

118 Al| of the increased imports would come from New

$369 million after full implementation.
Zealand (5253 million) and Canada ($119 million). New Zealand’s product mix would largely be
high-protein powders, whey products, butter and butter oil, and casein. Canada’s increased
shipments to the United States would largely be whey products, and soft dairy products such as

yogurt, ice cream, and buttermilk.*’

U.S. dairy industry representatives noted two chapters in TPP related to NTMs as particularly
important—the SPS chapter and the intellectual property chapter’s geographical indication (Gl)
provisions. They generally stated that the TPP’s SPS chapter goes beyond the SPS provisions of
the WTO and would hold TPP members to higher standards for risk analysis and scientific data
when imposing SPS measures on dairy imports. In addition, cooperative technical consultations
would require members to discuss SPS problems quickly and provide recourse through TPP
dispute settlement procedures. The TPP’s Gl provisions are viewed by the U.S. dairy industry as
an important tool in establishing intellectual property rights for Gls and resolving future

disputes among TPP members. '8

114 . . . . . . .
While most TPP concessions would be phased in over 15 years or less, certain dairy concessions are phased in

over a longer period. Thus, the trade effects for dairy products are slightly understated.

> commission model results indicate that trade diversion in U.S. exports would be limited. Total U.S. dairy exports
would be about $1.8 billion higher than the baseline estimate. U.S. dairy exports to TPP members would be about
$2.0 billion higher than the baseline and trade diversion from other U.S. trading partners would total -$128 million,
including from China, Indonesia, and Korea.

18 commission modeling indicates that trade diversion in U.S. imports would be limited. Total U.S. dairy imports
would be about $349 million higher than the baseline. U.S. dairy imports from TPP members would be $369 million
higher and trade diversion from other U.S. trading partners would total -520 million.

"7 The model does not estimate increases in U.S. imports from Australia.

National Milk Producers Federation and the U.S. Dairy Export Council, written submission to the USITC,
December 22, 2015, 6-7.
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Overview of U.S. Trade with TPP Partners
U.S. Imports

The United States imports small volumes of dairy products relative to domestic production, and

119 Most U.S. imports from

roughly 35-40 percent come from TPP member countries (table 3.9).
TPP partners are high-value dairy powders from New Zealand, primarily milk protein
concentrates and casein. NAFTA members Canada and Mexico export a wider variety of dairy
products to the United States than other suppliers, including products (e.g., creams and yogurt)

with high water content and, therefore, higher shipping costs than other dairy products.

Table 3.9: U.S. imports of dairy products from world and TPP partners, average 2013-15, million dollars

U.S. imports from TPP countries

Other
Product and selected subproducts U.S imports New existing FTA
(HS subheading) from world All partners NAFTA partners
Dairy products: total 2,667.1 975.6 683.1 187.7 104.8
Selected subproducts
High value dairy powders (including Infant 1,063.4 669.4 615.0 6.8 47.5
formula)®
Cheese” 1,237.0 89.4 27.7 47.0 14.7
Whey, modified whey, and lactose® 52.2 38.6 9.1 27.9 1.6
Butter, butter oils, and dairy spreadsd 98.9 42.0 19.5 17.0 5.5

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
¥ HS 0404.90, 1901.10, 3501.10, 3501.90, 3502.20.
® HS 0406.
 HS 0404.10, 1702.11, 1702.19.
4Hs 0405.10, 0405.20, 0405.90.

Market access for foreign dairy suppliers to the United States is subject to WTO import TRQs
with prohibitively high over-quota tariffs. When the TRQs fill, imports represent roughly 1-

7 percent of U.S. consumption, by quantity, on items such as nonfat dry milk/skim milk powder,
cheddar cheese, or butter.*?® Other less-traded dairy products, such as milk protein
concentrates (HS 0404.90), casein (HS 3501.10), and milk albumin (HS 3502.20), are not subject
to TRQs and face low U.S. import tariffs even without the tariff reductions negotiated under

TPP.

In recent years, U.S. dairy import TRQs have not filled.™! This is because U.S. prices for dairy
products are generally the same as or lower than prices for similar goods in Asia (e.g., China and
countries in the Association of Southeast Asian Nations, or ASEAN) and Oceania (Australia and

19 GTIS, Global Trade Atlas database (accessed February 4, 2016).

USDA, FAS, Dairy: World Markets and Trade, December 2015; Dobson and Jesse, “Opening Up Global Dairy
Trade,” April 2003, 4.

121 USDA, FAS, Dairy Monthly Imports, January 2016; USDA, FAS, Dairy Monthly Imports, January 2015; USDA, FAS,
Dairy Monthly Imports, January 2014.
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New Zealand). This is particularly true when transportation costs to the United States are taken
into account.™®? A recent exception is high U.S. prices for butter and butter oil (also known as
anhydrous milkfat, or butter oil) during the hot summers of 2014 and 2015. Domestic prices
spiked as U.S. creameries shipped their butterfat to ice cream manufacturers for higher profit
margins rather than produce butter. As a result, the U.S. TRQs for imported butter and butter
oil effectively filled in both years.**?

U.S. Exports

The United States exports about half of its traded dairy products to TPP member countries.
Roughly 60 percent ($1.9 billion) of U.S. dairy exports to TPP member countries are shipped to
NAFTA countries, primarily skim milk powder (nonfat dry milk) and cheese. U.S. exports to new
TPP partners are fairly evenly split by value between Japan, Vietnam, Malaysia, and New
Zealand, but the product mix to the four countries is very different. Japan consumes large
volumes of U.S. cheese, Vietnam and Malaysia import U.S. skim milk powder and whey, and
New Zealand imports U.S. lactose as a manufactured food additive (table 3.10).

Table 3.10: U.S. exports of dairy products to world and TPP partners, average 201315, million dollars

U.S exports to TPP countries

Other

u.s existing

Product and selected subproducts exports to New FTA

(HS subheading) world All partners NAFTA partners

Dairy products: total 6,040.6 3,038.5 817.6 1,865.9 355.0
Selected subproducts

Milk powders® 1,980.8 1,061.7 276.5 709.0 76.2

Cheese” 1,480.8  763.2 196.5 445.7 121.0

Whey, modified whey, and lactose® 1,183.8 540.1 237.5 206.8 95.9

High-value dairy powders (including infant 708.9 400.4 59.7 3111 29.6

formula)d

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
® HS 0402.10, 0402.21, 0402.29.
® HS 0406.
°HS 0404.10, 1702.11, 1702.19.
dHs 0404.90, 1901.10, 3501.10, 3501.90, 3502.20.

U.S. exports to large dairy-consuming TPP members Canada and Japan are heavily restricted by
TRQs managed by the respective governments. For example, Japan is a major importer of
butter to satisfy consumer demand for bakery goods in certain months of the year. Rather than
allow market forces to determine import volumes and prices, the government’s Agriculture and
Livestock Industries Corporation (ALIC) imports butter through a tendering process when

122 GTIS, Global Trade Atlas database (accessed February 5, 2016); USDA, AMS, Market News—Dairy, CME Nonfat

Dry Milk (NFD) and butter prices, and Oceania Skim Milk Powder (SMP) and butter prices (accessed February 5,
2016).
12 USDA, FAS, Dairy Monthly Imports, January 2015.
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domestic prices rise significantly.124 Canada maintains a dairy supply management system
based on planned domestic production, administered pricing, and import controls based on
estimated dairy requirements calculated by the Canadian Dairy Commission.*?

Summary of TPP Provisions Affecting U.S. Imports
Concessions: U.S. Tariffs and Safeguards

Under the TPP, the United States would remove most tariffs on dairy products not subject to
TRQs and would eliminate in-quota tariffs. Phase-in periods for tariff elimination differ by
country and by product, but most tariffs are eliminated upon entry into force (EIF) of the
agreement. Exceptions include imports from Japan, which have phase-in periods of 5-20 years,
and Vietnam, with phase-in periods of 3 years (table 3.11). Most U.S. import tariffs on dairy
products from TPP members with existing FTAs are already duty-free. However, certain
products are subject to TRQs and safeguards, as discussed below.

Table 3.11: Dairy products: Selected U.S. concessions to TPP partners

New
Product Australia Canada Japan Zealand Peru Vietham Other
Milk powders In-quota In-quota In-quota In-quota In-quota In-quota Import
tariffs as tariffs as tariffs as  tariffs as tariffs as tariffs as tariffs for
high as high as high as high as high as high as Brunei,
17.5% 17.5% 17.5% 17.5% 17.5% 17.5% Chile,

eliminated eliminated eliminate eliminated eliminated eliminated Malaysia,
immediatel immediately. din10or immediatel immediately in 3 years Mexico,

y. 15 years. . . or and
immediatel Singapore
y. eliminated
immediatel
y or no
duty
existed.
Cheese In-quota In-quota In-quota  In-quota In-quota In-quota Import
tariffs as tariffs as tariffsas  tariffs as tariffs as tariffs as tariffs for
high as 25% high as 25% high as high as 25% high as 25% high as 25% Brunei,
eliminated eliminated 25% eliminated eliminated eliminated Chile,
immediately immediatel eliminate immediatel immediately in 3 years Malaysia,
orin 20 y. din5, 10, v. . or Mexico,
years. 150r 20 immediatel and
years. y. Singapore
eliminated
immediatel
y or no
duty
existed.

22 USDA, FAS, Japan: Dairy and Products Annual, October 15, 2015, 6; ALIC, “What We Do,” October 15, 2015.

125 USDA, FAS, Canada: Dairy and Products Annual, October 15, 2015, 7.
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New
Product Australia Canada Japan Zealand Peru Vietham Other
Whey, modified whey, and In-quota In-quota In-quota  In-quota In-quota In-quota Import
lactose tariffs as tariffs as tariffsas  tariffs as tariffs as tariffs as tariffs for
high as 13% high as 13% high as high as 13% high as 13% high as 13% Brunei,
eliminated eliminated 13% eliminated eliminated eliminated Chile,
immediately immediatel eliminate immediatel immediatel immediately Malaysia,
orin y. din5, 10, v. yorin2l ,in 3 years, Mexico,
20 years. or 15 years. orin10 and
years. years. Singapore
eliminated
immediatel
y or no
duty
existed.
Butter, butter oils, and dairy In-quota In-quota In-quota  In-quota In-quota In-quota Import
spreads tariffs as tariffs as tariffsas  tariffs as tariffs as tariffs as tariffs for
high as 10% high as 10% high as high as 10% high as 10% high as 10% Brunei,
eliminated eliminated 10% eliminated eliminated eliminated Chile,
immediately immediatel eliminate immediatel immediatel in 3 yearsor Malaysia,
(or 20 years . din 10, y. y. immediately Mexico,
for dairy 15, 0r 20 . and
spreads). years. Singapore
eliminated
immediatel
y or no
duty
existed.

Source: USTR, TPP full text, December 15, 2015.

All six country-specific U.S. agricultural safeguards negotiated under TPP are for dairy products
—Swiss cheese and milk powders from Australia, cheddar-style cheese and whole milk powder
from New Zealand, and condensed and evaporated milk and cheese from Peru. The volumes
triggering the safeguards vary by product, but the safeguards trigger at ever-higher import
volumes each year until they phase out entirely.126 The two safeguards for Peru are in effect for
10 years; the safeguards for Australia and New Zealand last for 25 years for cheese and 35 years
for powders. For Australia and New Zealand, the safeguard duty is calculated as a percentage of
the MFN rate and decreases over the period for which each safeguard is in place. For Peru, the
safeguard tariffs are calculated according to a complex formula, but like the other safeguards,
they decrease over the period during which the safeguards are in effect. In general, the six

country-specific safeguard trigger volumes would not initially be very large and could trigger in

126 swiss cheese imports from Australia trigger the U.S. safeguard at 800 mt; the safeguard trigger increases

3 percent annually until year 24. Milk powder imports from Australia trigger the safeguard at 700 mt beyond
Australia’s TRQ volume, with the trigger volume increasing 2 percent annually until year 35. Cheese imports from
New Zealand trigger the safeguard at 4,000 mt in year 1 of the agreement, with the trigger volume rising to 10,000
mt in year 12, and increasing 3 percent annually after that time until year 24. Whole milk powder imports from
New Zealand trigger the safeguard at 3,000 mt in year 1 of the agreement, with the trigger volume rising to 7,000
mt in year 12 and increasing 3 percent annually after that time until year 34. Volume triggers for the safeguards
covering imports of condensed and evaporated milk and certain cheeses from Peru are 130 percent of the TRQ
quantity for those goods.
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an unusual year. The safeguards thus set a limit on U.S. dairy imports in the early years of the
TPP Agreement.

Concessions—U.S. Tariff-rate Quotas

Under TPP, the United States would expand market access for dairy imports through TRQs for
four parties—Australia, Canada, New Zealand, and Peru (table 3.12).

Australia: Australian dairy products have limited access to the United States under the bilateral
FTA enacted in 2005. In the TPP Agreement, U.S. market access for Australia’s dairy products is
best characterized as a reallocation of the market access already granted under the bilateral
FTA. Australia and the United States agreed to reduce volumes of duty-free access for U.S.
imports of Australian creams and ice cream, condensed milk, and milk powders in return for
higher TRQ volumes of Australian cheddar cheese, European-type cheeses, and infant formula.
Australia’s TRQ volume for U.S. imports of butter is unchanged from the bilateral FTA.

Canada: Under TPP, the United States would provide Canada with country-specific TRQs on a
wide variety of dairy products, including cheese, skim milk powder, whole milk powder, butter
and butter substitutes, milk proteins, and milk beverages.**’

New Zealand: Without a bilateral FTA with the United States, the New Zealand dairy industry
currently uses U.S. dairy import TRQs established when the WTO was created in 1995. In the
TPP Agreement, New Zealand would gain additional duty-free access to U.S. markets for most
dairy products, but in particular large volumes of cheese, whole milk powder, creams, butter
and butter oil, infant formula, and dairy ingredients. For most of these products, New Zealand
already has significant TRQ access that goes unfilled. The exceptions are two quotas—butter
and butter substitutes, and organic butter.

7 The TPP agreement represents a departure for bilateral dairy trade between the United States and Canada.

Under NAFTA, Canada and the United States mutually excluded dairy trade from any tariff reductions and
additional market access. Outlaw et al., NAFTA and U.S. Dairy Industry, April 1994, 1.
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Table 3.12: U.S. dairy tariff-rate quotas to TPP members, metric tons (mt) except where noted

Number
Quota code Country Quota name Admin Year1 Finalyear of years Permanent Growth Notes
CSQ-US3 Australia Creams and ice cream FCFS 10,356.5 15,172.5 6 yes 6% pa Reduced 3,880,500 liters from U.S.-AUS
(AUS) (2,000 liters) FTA. Perpetual growth.

CSQ-Us4 Australia Condensed milk FCFS 695 2,621 6 yes 6% pa Reduced 5,000 mt from U.S.-AUS FTA.
Perpetual growth.

CSQ-US5 Australia Butter FCFS 2,076 2,407 6 yes 3% pa No change from U.S.-AUS FTA. Perpetual
growth.

CSQ-UsS6 Australia Milk powders FCFS 6,296 7,652 6 yes 2% pa Perpetual growth declines from U.S.-AUS
FTA, from 4% to 2%.

CSQ-USs7 Australia Other dairy products FCFS 2,847 3,811 6 yes 6% pa Duty-free infant formula volumes
excluded starting year 15. Perpetual
growth.

CSQ-US8 Australia American and cheddar FCFS 6,230 6,506 6 yes 3% pa Increased 4,500 mt from U.S.-AUS FTA.

cheeses Perpetual growth.

CSQ-US9 Australia Swiss-type, European-type FCFS 14,762 17,597 6 yes 5% pa Increased 4,500 mt from U.S.-AUS FTA.

and other cheeses Perpetual growth.

CSQ—-US10 Canada Cheese FCFS 3,000 20,486 19 yes Fixed at yr 19 High value cheese packaged 10 kgs or less
is duty-free and excluded from TRQ in year
10.

CSQ-US11 Canada Skim milk powder FCFS 2,000 17,622 19 yes Fixed at yr 19

CSQ-US12 Canada Whole milk powder FCFS 667 4,552 19 yes Fixed at yr 19

CSQ-US13 Canada Dried yogurt, sour cream, FCFS 2,083 14,226 19 yes Fixed at yr 19

whey, and products of
milk constituents

CSQ-US14 Canada Concentrated milk FCFS 333 2,587 19 yes Fixed at yr 19

CSQ-US15 Canada Cream, sour cream, ice FCFS 1,416,667 9,673,793 19 yes Fixed at yr 19

cream, and milk beverages
(liters)

CSQ-US16 Canada Butter and butter FCFS 750 5,121 19 yes Fixed at yr 19 Package size requirement (over 55 pounds

substitutes or more) for most of the TRQ volume.

CSQ—-US17 Canada Other dairy products FCFS 1,250 8,536 19 yes Fixed at yr 19 Starting year 5, HS 1517.90.60 is duty free

and volumes excluded from the TRQ.
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Number
Quota code Country Quota name Admin Year1 Finalyear of years Permanent Growth Notes
CSQ-US24  New Cheese FCFS 10,000 34,049 30 yes 3% pa Starting year 20, HS 0406.90.97 volumes
Zealand excluded from the TRQ; duty-free starting
year 23.
CSQ—-US25 New Skim milk powder FCFS 1,000 1,702 19 no na Unlimited duty-free access starting year
Zealand 20.
CSQ-US26  New Whole milk powder FCFS 3,000 8,996 30 no Unlimited volume access starting year 30;
Zealand Duty-free starting year 24.
CSQ-US27 New Concentrated milk FCFS 1,000 2,357 30 yes 3% pa Perpetual growth.
Zealand
CSQ-US28 New Creams (liters) FCFS 8,000,000 43,347,103 30 yes 6% pa Perpetual growth.
Zealand
CSQ-US29 New Butter and butter FCFS 4,000 21,503 30 yes 3% pa Perpetual growth. 3,000 mt allocated to
Zealand substitutes butter oil, phased out starting year 15.
CSQ—-US30 New Organic butter FCFS 500 1,178 30 yes 3% pa Perpetual growth.
Zealand
CSQ—-US31 New Other dairy products FCFS 5,500 22,639 30 yes 5% pa Perpetual growth.
Zealand
CSQ-US32 Peru Cheese FCFS 5,527 13,684 9 no Unlimited volumes starting in year 10.
CSQ-US33  Peru Condensed and FCFS 13,264 32,841 9 no Unlimited volumes starting in year 10.
evaporated milk
CSQ—-US34  Peru Processed dairy products  FCFS 3,897 6,905 7 no Unlimited volumes starting in year 8.

Source: USTR, TPP Agreement, December 15, 2015.
Note: “FCFS” means “first come, first served.” “PA” means “per annum.”
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Estimated Effects of TPP on U.S. Dairy Imports

Additional market access granted to TPP members in the U.S. market, largely through expanded
TRQs, is unlikely to result in additional dairy imports, except for butter and butter oil. The
Commission model estimates that dairy imports from all TPP members would be $369 million
higher after full implementation, relative to the baseline. All of the increased imports would
come from New Zealand ($253 million) and Canada ($119 million). New Zealand’s product mix
would largely be high-protein powders, whey products, butter and butter oil, and casein.'?®
Canada’s increased shipments to the United States would largely be whey products, and soft
dairy products such as yogurt, ice cream, and buttermilk.

Several important factors lead to limited additional U.S. imports of dairy products under TPP.
First, the cost of milk in Australia and New Zealand increasingly tracks U.S. milk costs, but
transportation costs to the United States are significant (roughly $200 per mt, though varying

129 Therefore, dairy products imported from Australia and New Zealand

somewhat by product).
face a cost disadvantage in the U.S. market but not in Asian markets closer to home. Second,
U.S. prices for many dairy products, such as skim milk powder, whole milk powder, cheddar

cheese, and mozzarella, are routinely lower than prices in Asia and Oceania, even accounting

130 The result is that both Australia and New Zealand

for differences in product specifications.
tend to ship only dairy products that U.S. companies underproduce in lieu of shipping higher-
value goods for U.S. consumers, in accordance with the seasonal demand patterns described in

the import overview above.

Third and most importantly, Australia and New Zealand have not filled most of their U.S. import

TRQ volumes for the past three years, except for butter and butter oil in 2014 and 2015 and

131 Exporters from both countries leave millions of metric tons of

whole milk powder in 2015.
quota unclaimed for skim milk powder, American-type cheese (e.g., cheddar), Italian-type
cheese (e.g., mozzarella), and other dairy products. Even in the case of butter and butter oil,
additional imports to the United States under TPP will not displace U.S.-produced goods
because the demand for butter in the United States (and in high-priced export markets like

132

Japan) outstrips supply.—“ U.S. dairies skim off cream during the summer months and ship it to

128 High-protein powders, casein, and some whey products from New Zealand are not subject to U.S. import TRQs.

Hemme et al., “Milk Prices and Production Costs World Wide,” October 5, 2015; Hemme et al., “Overview on
Milk Prices and Production Costs,” 2013; USITC estimate for transportation costs, based on GTIS trade data.

3% Demand for dairy products in rapidly developing countries, particularly in Asia, accounts for the upward
pressure on prices. USDA, AMS, CME and Oceania Dairy Prices (accessed January 22, 2016); AgWeb, “Asia’s
Growing Appetite for Meat, Milk Seen Driving Up Costs,” July 1, 2015.

B n the USITC analysis, if New Zealand fills its country-specific TRQ for a particular product but significant
volumes of the TRQ remain unfilled which could be filled by any country, the TRQ for the product in question is
considered unfilled. USDA, FAS, Dairy Monthly Imports, January 2016.

32 However, additional U.S. imports of butter and butter oil will likely lower U.S. prices during periods when prices
peak, normally in the summer when the demand for ice cream is strongest.

129
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domestic ice cream manufacturers for higher profits than they can realize producing butter. As
for U.S. imports of whole milk powder from New Zealand and milk powders from Australia, U.S.
safeguard volumes in the TPP Agreement would provide an effective barrier to import surges
into the U.S. market if global prices change relative to prices in the United States.

Impact of Changes to U.S. Tariff-rate Quotas

Except for butter and butter oil, the impact of additional market access on the U.S. dairy
industry is likely to be very small because the TRQs are unlikely to fill. Although Australia and
New Zealand are large dairy producers and net exporters, production costs in both countries
are similar to, or in some cases higher than, those of U.S. producers. Imports from both
countries face significant transportation costs to the United States; Australia and New Zealand
therefore face a cost disadvantage in the U.S. market compared to the closer Asian markets.'*?
New Zealand, however, is likely to fill the new quota volumes of butter and butter oil, at least in
the early years of the agreement. U.S. butter prices are normally far higher than global butter
prices during the summer months because U.S. creameries sell their cream to domestic ice
cream manufacturers rather than produce butter.™** The price disparity made it profitable for a

limited time in 2014 and 2015 for New Zealand producers to ship butter to the United States.

Canada and Peru are large net importers of dairy products.lg’5 As a result, additional exports to
the United States from those countries due to expanded TRQs under TPP would likely be limited
to niche products, such as artisan cheeses in the case of Canada or condensed and evaporated
milk from Peru. U.S. imports of Canadian high-value cheeses would likely substitute for other
U.S. imports from non-TPP countries.*3®

Summary of TPP Provisions Affecting U.S. Exports

Under the TPP, U.S. trading partners without prior bilateral FTAs would remove import tariffs
facing most commonly traded U.S. dairy products. Phase-in periods for tariff elimination differ
by country and by product, but most in-quota tariffs are eliminated upon entry into force
(table 3.13). Important TPP markets Japan and Canada would lower selected tariffs over long
phase-in periods, but both countries would remain highly managed markets even after TPP
implementation because their TRQs nearly always fill. For many dairy products not facing
import TRQs, Japan would maintain non-zero duties after full implementation, such as ice

133 Estimated by USITC to be roughly $200 per metric ton, based on Global Trade Atlas, Informa's Dairy Markets,

and other sources.

134 Mulvany, “Butter Surges to 16-Year High,” July 24, 2014.

GTIS, Global Trade Atlas database (accessed January 22, 2016).

Although Canada is a net importer of dairy products, it should be noted that there may be niche or specialized
dairy products Canada would ship under the TPP agreement. This is particularly true of products intended for
ingredient use in food manufacturing.

135
136
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cream (HS 2105) at 7-10 percent. In addition, Japan also maintains safeguard volume measures
for imports of whey protein concentrate and whey powder, which may hinder U.S. exports to
Japan in the early years of TPP implementation until safeguard trigger volumes expand well
beyond current export levels.
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Table 3.13: Dairy products: Selected TPP partner country concessions to the United States

Product Australia Canada Chile Japan Malaysia Peru Vietham Other
Milk powders  No existing In-quota rates of Tariffs of 6% Tariffs, currently  Duties No existing duties. Tariffs, currently  Import tariffs in
duties. either C$0.0332/kg eliminated in 8 as high as 425 eliminated as high as 5%, Brunei and New
or 6.5% (depending years. yen/kg, largely immediately. eliminated in 3 Zealand
on product remain in effect. years or immediately
specifications) New TRQ volumes immediately. eliminated. Mexico
eliminated for TPP members and Singapore have
immediately. are established. no existing duties.
Cheese Duties of In-quota rates of Tariffs of 6% Tariffs, currently  Duties Tariffs as high as  Tariffs, currently  Import tariffs in
AS1.22/kg €$0.0332/kg or eliminated either as high as 40%, eliminated 9% eliminated in 6 as high as 10%, Brunei and New
eliminated C$0.0284/kg immediately or  eliminated in 16  immediately. years. eliminated in3—  Zealand
immediately. eliminated in 8 years. years. 4 years or immediately
immediately. immediately. eliminated. Mexico
and Singapore have
no existing duties.
Whey, No existing Whey: tariffs, Whey and Tariffs, currently  Duties Tariffs as high as  No existing duties. Import tariffs in
modified whey, duties. currently as high as modified whey:  as high as 30%, eliminated 9% eliminated Brunei and New
and lactose 11%, eliminated in tariffs of 6% eliminated in 21  immediately. immediately. Zealand
6 years. Lactose: eliminated in 8  years, including immediately
duties of 6% years. Lactose: safeguards. eliminated. Mexico
eliminated duties of 6% Lactose duties and Singapore have
immediately. eliminated eliminated no existing duties.
immediately. immediately.
High-value No existing Milk protein Duties of 6% MPCs: Tariffs, For most Casein and infant  Milk protein Import tariffs in
dairy powders  duties. concentrates: in- eliminated currently as high  products, duties formula: duties concentrates: Brunei and New
and infant quota rates of 3%  immediately. as 35%, reduced  already already duties already Zealand
formula eliminated 10 9.8% in 6 years. eliminated. Milk eliminated. Other eliminated. Infant immediately
immediately. Infant formula: albumin: duties products: tariffs  formula: tariffs, eliminated. Mexico

Infant formula:
duties of 6% or
9.5% eliminated
immediately.
Casein and
caseinates: duties
already eliminated.
Milk albumin:

tariffs, currently
as high as 25%,
eliminated in 6
years. Duties on
casein, caseinate,
and milk albumin
containing whey
protein

of 5%
eliminated
immediately.
Casein glues:
tariffs of 25%

eliminated in 3

years.

as high as 9%
eliminated
immediately.

currently as high
as 10%,
eliminated in 4
years. Casein and
caseinates: tariffs
of 10% eliminated
in 3—4 years.

and Singapore have
no existing duties.
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Product Australia Canada Chile Japan Malaysia Peru Vietnam Other
duties of 6.5% eliminated
eliminated immediately.
immediately.

Source: USTR, TPP Agreement, December 15, 2015.
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Aside from the United States, only Canada, Japan, and Malaysia would create new TRQs for
dairy products under the TPP Agreement (table 3.14). Canada agreed to a broad range of dairy
TRQs covering most traded goods, but some of the TRQ volumes are quite small, such as 483 mt
of mozzarella and prepared cheese.” Most of Japan’s new TRQs under the TPP Agreement
include all member countries, but the United States negotiated country-specific TRQs for
processed cheese, whey in two forms, and whey permeate.**® Malaysia created only three dairy
TRQs under the TPP Agreement, all on fluid milk with varying percentages of fat content.

Y7 canada’s dairy TRQs are not country-specific under the TPP agreement.

38 Eor the TRQs on whey, volume safeguard triggers apply.
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Table 3.14: Dairy tariff-rate quotas for TPP members, metric tons

Importing Number

countries Country Quota name Admin Year 1 Final year of years Permanent Growth Notes

All TPP Canada Milk FCFS 8,333 56,905 19 yes Fixed at yr 19 85% in bulk for ingredient use; TRQ in
dairy year basis (August 1-July 31).

All TPP Canada Cream FCFS 500 734 14 yes Fixed at yr 14 TRQ in dairy year basis (August 1-July
31).

All TPP Canada Skim milk powders FCFS 1,250 11,014 19 yes Fixed at yr 19 TRQ in dairy year basis (August 1—July
31).

All TPP Canada Milk powders FCFS 1,000 1,138 14 yes Fixed atyr 14 TRQ in dairy year basis (August 1-July
31).

All TPP Canada Cream powders FCFS 100 114 14 yes Fixed at yr 14 TRQ in dairy year basis (August 1—July
31).

All TPP Canada Concentrated milk FCFS 333 2,587 19 yes Fixed atyr 19 Only for retail sale; TRQ in calendar
year basis.

All TPP Canada Yogurt and buttermilk FCFS 1,000 7,762 19 yes Fixed atyr 19 30% in bulk for ingredient use; TRQ in
calendar year basis.

All TPP Canada Powdered buttermilk FCFS 750 970 14 yes Fixed atyr 14 TRQ in calendar year basis.

All TPP Canada Whey powder FCFS 1,000 6,244 10 no Duty free, quota free starting in year
11; TRQ in dairy year basis (August 1—
July 31).

All TPP Canada Products consisting of natural FCFS 667 4,552 19 yes Fixed atyr 19 TRQ in calendar year basis.

milk constituents

All TPP Canada Butter FCFS 750 5,121 19 yes Fixed at yr 19 85% in bulk for ingredient use; TRQ in
dairy year basis (August 1-July 31).

All TPP Canada Industrial cheese FCFS 1,329 9,076 19 yes Fixed atyr 19 Only in bulk for ingredient use; TRQ
in calendar year basis.

All TPP Canada Mozzarella and prepared cheese  FCFS 483 3,300 19 yes Fixed atyr 19 TRQ in calendar year basis.

All TPP Canada Cheese of all types FCFS 604 4,126 19 yes Fixed atyr 19 TRQ in calendar year basis.

All TPP Canada Ice cream and mixes FCFS 1,000 1,138 14 yes Fixed atyr 14 TRQ in calendar year basis.

All TPP Canada Other dairy FCFS 1,000 1,138 14 yes Fixed at yr 14 HS 1517.90.22 imports not counted
starting year 6; TRQ in calendar year
basis.

All TPP Japan Fresh cheese for use as materials FCFS See notes. yes Quota quantity equals Japan’s

for shredded cheese

domestic production of natural
cheese for use as materials for
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Importing Number
countries Country Quota name Admin Year 1 Final year of years Permanent Growth Notes
shredded cheese multiplied by 3.5.
All TPP Japan Butter FCFS 39,341 45,898 12 yes Fixed at yr 12 Whole milk equivalent metric tons,
using conversion factors.
All TPP Japan Skim milk powder FCFS 20,659 24,102 12 yes Fixed atyr 12 Whole milk equivalent metric tons,
using conversion factors.
All TPP Japan Milk powder and butter milk FCFS 1,500 2,250 12 yes Fixed atyr 12 Whole milk equivalent metric tons,
powder using conversion factors.
All TPP Japan Milk powder FCFS 20,000 60,000 12 yes Fixed at yr 12 Whole milk equivalent metric tons,
using conversion factors.
All TPP Japan Evaporated milk FCFS 1,500 4,750 6 yes Fixed atyr 6
All TPP Japan Condensed milk FCFS 750 750 1 yes Fixed atyr1
USA Japan Processed cheese FCFS 100 150 12 yes Fixed atyr 12
USA Japan Whey: mineral concentrate FCFS 1,000 4,000 12 yes Fixed atyr 12 Safeguards apply.
USA Japan Whey: prepared whey for infant ~ FCFS 3,000 3,000 1 yes Fixed atyr 1 Safeguards apply.
formula
USA Japan Whey permeate FCFS 1,000 2,000 12 yes Fixed atyr 12 Safeguards apply.
All TPP Malaysia Milk of fat content, by weight, FCFS 300,000 300,000 1 yes 1% pa
not exceeding 1% (liters)
All TPP Malaysia Milk of fat content, by weight, FCFS 2,000,000 2,000,000 1 yes 1% pa

exceeding 1% but not exceeding
6% (liters)

All TPP Malaysia Milk of fat content, by weight, FCFS 1,000,000 1,000,000 1 yes 1% pa
exceeding 6% (liters)

Source: USTR, TPP Agreement, December 15, 2015.
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Estimated Effects of TPP on U.S. Dairy Exports

On balance, U.S. dairy exporters would likely benefit from the TPP Agreement, even after
accounting for additional market access granted to foreign competitors in the U.S. market. If
TPP is implemented, the model estimates that U.S. dairy exports to TPP member countries
would increase $2.0 billion relative to the baseline. Nearly all of the increase would be exported
to Canada (51.2 billion) and Japan (5534 million). The product mix of U.S. exports to Canada
would likely include milk, cream, butter and butter oil, whey products, yogurt, cheese and
cheese ingredients, and infant formula. The product mix of U.S. dairy exports to Japan would
primarily be whey products, lactose, and cheese.

The overall effect of TPP on U.S. dairy exports is complicated by U.S. bilateral FTAs already in
place and other FTAs in Asia to which the United States is not a signatory. On the one hand,
markets in which other TPP members have a large tariff advantage would now permit U.S. dairy
exporters to compete on a more level playing field. For example, Australian dairy exports to
Japan currently receive preferential market access treatment under the Japan-Australia
Economic Partnership Agreement. Dairy products from Australia, New Zealand, and the ASEAN
countries receive preferential tariff treatment from Malaysia and Vietnam under the ASEAN-
Australia-New Zealand Free Trade Agreement. TPP would provide equivalent market access to
U.S. dairy exports in those markets after phase-in periods.la'9

On the other hand, U.S. dairy exports to certain TPP members currently enjoy a competitive
advantage because the United States already has FTAs with these countries, while other TPP
members do not. TPP would grant equivalent market access to competitors of U.S. dairy

190 For example, under TPP, Australia and New Zealand would gain

exports in those markets.
significant new TRQ volumes of duty-free market access in Mexico for milk powders, cheese,
and butter. New competition for U.S. producers in established markets may partially offset
trade gains secured for U.S. exporters in the TPP Agreement. But on balance, USITC model
simulations indicate that more favorable market access under TPP in Japan, Canada, and to a
lesser extent Vietnam will secure net trade gains for the U.S. dairy industry when the full

agreement is implemented.

The case of Canada is of particular interest. As a result of the TPP negotiations, Canada agreed
to open up its market for dairy imports from all TPP members through expanded TRQs. Much of
the new volume is in products for which U.S. producers are very cost-competitive, including

Py, exporters would still likely face a competitive disadvantage against Australia and New Zealand because of

higher transportation costs to Asian markets, but eliminating the tariff disadvantage through the TPP agreement
would still allow more U.S. dairy exports to TPP members located in Asia. Rising demand for dairy products in fast-
growing Asian markets requires more supply than Australia and New Zealand can produce. USDA, FAS, “Trans-
Pacific Partnership Benefits to Agriculture: Dairy,” October 20, 2015.

140 USDA, FAS, “Trans-Pacific Partnership Benefits to Agriculture: Dairy,” October 20, 2015.

146 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

skim milk powder and cheese for ingredient use. Canada’s dairy TRQs under TPP also include
liquid, fresh, and cultured dairy products with a high water content. These goods, including
milk, cream, sour cream, yogurt, and buttermilk, are not particularly cost-competitive if shipped
long distances. The proximity of the United States to the Canadian market would provide a
distinct cost advantage to U.S. dairies producing these goods, giving them an opportunity to fill

the overwhelming majority of the new Canadian dairy TRQ volumes under TPP.'*

Summary of Views of Interested Parties

According to interested parties’ submissions, TPP includes provisions that would make it less
likely that U.S. dairy exports to TPP countries will face new SPS barriers lacking a scientific basis
or proper risk assessment.'* The prehearing submission from the U.S. Dairy Export Council
(USDEC) states that the TPP dispute resolution and SPS provisions are important steps toward
improving the resolution of future SPS issues among TPP members.*® The International Dairy
Foods Association (IDFA) agrees with USDEC that TPP includes a new set of “WTO-plus”
disciplines for SPS provisions that will be fully enforceable.*** Fonterra (USA), Inc., a U.S.-based
wholly owned subsidiary of the New Zealand cooperative Fonterra, stated in its submission that
the TPP achieves notable success in adopting SPS provisions stronger than those applicable

under the WTO's SPS agreement.'*

The other major NTM issue important to the U.S. dairy industry that is addressed in TPP is
geographical indications (Gls), which are covered in the TPP’s Intellectual Property chapter.
While the Gl text does not remove Gls from the TPP trade area, USDEC and IDFA stated that
they are encouraged that it would create an improved set of tools to combat the use of Gls in
148 Fonterra (USA) also agrees that the TPP
would be able to address the question of the use and protection of Gls as an intellectual
property issue.'’ Lastly, IDFA noted that one of the benefits of TPP is that new member

the future to block U.S. exports from TPP members.

countries with major potential markets for U.S. dairy exports could join in a second tranche of
the agreement at a future date.*®

% cheese Reporter, “Trans-Pacific Partnership Pact Concluded,” October 9, 2015, 12, 14; Cheese Reporter, “US

Dairy Industry Still Analyzing Impacts,” January 15, 2016, 7.

2. dairy representative, email to USITC staff, December 9, 2015.

USDEC, prehearing submission to the USITC, December 22, 2015, 5.

IDFA, posthearing submission to the USITC, February 12, 2016, 3.

Fonterra (USA), posthearing submission to the USITC, February 12, 2016, 3.

National Milk Producers Federation and the U.S. Dairy Export Council, written submission to USITC, December
22, 2015, 6-7; IDFA, posthearing submission to the USITC, February 12, 2016, 3.

" Eonterra (USA), posthearing submission to the USITC, February 12, 2016, 3.

IDFA, posthearing submission to the USITC, February 12, 2016, 4.
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Beef

Assessment

Improved access under TPP would be expected to have a positive impact on U.S. beef exports
and a moderate impact on U.S. beef imports. Most of the positive impact on exports would
come from a reduction in Japan’s tariffs on beef. Japan is currently the largest export market
for U.S. beef, and Japan’s 38.5 percent tariffs on fresh and frozen beef cuts would be reduced
to 9 percent over 16 years. Importantly, the TPP would give U.S. beef producers market access
parity with Australia, the largest supplier of imported beef in the Japanese beef market. When
the Australia-Japan Economic Partnership Agreement entered into force in 2015, Australia
gained preferential access to Japan’s beef market. In 2016, Australia has a 7 percentage point
tariff advantage over U.S. fresh beef exports and a 10 percentage point tariff advantage over
U.S. frozen beef exports. This tariff advantage would widen over time if TPP is not
implemented. Chile, Malaysia, Singapore, and Vietnam are also net beef importers, and
lowering trade barriers would be expected to lead to an increase in U.S. exports to those
countries as well.

While TPP would provide a net positive impact on exports, preferential access in certain
markets for U.S. beef would be diminished. U.S. beef producers currently have preferential
zero-duty access to the Canadian and Mexican markets, and this advantage would be eroded
under the TPP as other TPP members, such as Australia and New Zealand, also gain zero-duty
access.

The TPP is expected to have a more moderate impact on U.S. beef imports. TPP member
countries that are major beef exporters already have access to the U.S. market that would not
change significantly under the TPP, although one industry representative testified that tariff
concessions and the TPP rules of origin would allow a significant increase in beef imports.**
Imports of beef from Canada and Mexico are duty-free under NAFTA. Australia and New
Zealand have country-specific quotas that they are not likely to exceed in the near future.™
Australia, in particular, has decreased the size of its cattle herd following a prolonged drought.
Additionally, as the U.S. cattle herd expands, U.S. beef prices are expected to decrease to levels
closer to those in other major beef-consuming countries. Japan is also unlikely to significantly

increase its beef exports to the United States under TPP, despite receiving a larger import

%9 USITC, hearing transcript, January 14, 2016, 392-94 (testimony of Bill Bullard, R-CALF USA).

Additionally, in 2015, the U.S. cattle herd was in a rebuilding phase. Many beef cattle producers retained more
cows and heifers for breeding purposes. The U.S. dollar had also appreciated against the currencies of many
trading partners. As U.S. beef prices were relatively high, both Australia and New Zealand increased beef exports
to the United States, and both countries effectively filled their quota volumes. Going forward, it is unlikely that
these conditions will continue.
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guota. Over the past six years, Japan’s global beef exports have averaged just 783 mt per
151
year.

The Commission’s model estimates indicate that overall U.S. beef exports would be about
$876 million (8.4 percent) higher in 2032 if TPP were implemented in 2017 than if it were not
implemented, with most of the increase in exports under TPP going to Japan.'*? U.S. beef
exports to TPP partner countries would be almost $1.0 billion higher, and exports to the rest of
the world slightly lower. At the same time, U.S. beef imports would increase, primarily from
New Zealand, by an estimated $419 million (5.7 percent) over the baseline. Total U.S.
production of beef would be expected to be about $615 million higher (0.5 percent) over the
baseline.

Overview of U.S. Trade with TPP Partners

The United States is a major beef exporter, with about half of its exports already destined for
TPP partner countries (table 3.15). Japan is the single largest export market for U.S. beef, even
though Japan imposes a 38.5 percent tariff on imports of fresh/chilled and frozen beef cuts.
U.S. beef exports to Canada and Mexico are duty free under NAFTA, and Mexico and Canada

133 y.s. beef exporters

were the third- and fourth-largest export markets for U.S. beef in 2014.
also have preferential access to Peru’s market under the U.S.-Peru Trade Promotion

Agreement.

Table 3.15: U.S. exports of beef to world and TPP partners, average 2013—-15, million dollars

U.S exports to TPP countries

Other

u.s existing

Product and selected subproducts exports New FTA FTA

(HS subheading) to world All partners NAFTA partners

Beef: Total 6,387.1 3,545.4 1,437.9 1,999.8 107.7
Selected subproducts

Boneless, fresh/chilled (020130) 2,688.6 2,104.6 686.6 1,358.0 60.0

Boneless, frozen (020230) 1,921.7 625.0 488.9 110.1 26.0

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Vietnam is a significant export market for U.S. beef, although U.S. beef exports to Vietnam have
declined substantially since 2012, as Vietnam's imports from other sources have increased. In

11 GTIS, Global Trade Atlas database (accessed December 16, 2015).

Under TPP, trade concessions would be phased in over a period of time. Most of these concessions would be
phased in over 15 years or less. Therefore, model results are presented for production and trade effects under TPP
in the year 2032. Estimates of the effects of liberalizing each sector are presented relative to the baseline
estimates of production and trade in 2032, including the effects of anticipated changes in investment but without
TPP. Japan's concessions on beef would be phased in over 16 years. Therefore the predicted increase in exports to
Japan in 2033 would be slightly higher.

33 Mexico was the second-largest beef export market in terms of volume.

152

U.S. International Trade Commission | 149



Chapter 3: Food and Agricultural Products

2014, Vietnam was the 20th-largest export market for U.S. beef, and exports were valued at

over $22 million. Vietnam recently updated its regulations to specify that all U.S. beef and

154 vietnam’s

edible beef offal products derived from cattle of any age are eligible for import.
MEFN tariffs on most beef imports currently range from 15 to 31 percent, and they are

10 percent on edible beef offal and 34 percent on prepared or preserved beef products.

U.S. beef exports to Australia, Japan, Malaysia, New Zealand, Peru, Singapore, and Vietnam are
constrained by measures other than tariffs. Several TPP countries maintain measures related to

bovine spongiform encephalopathy (“mad cow disease”) that exceed international

155 156

guidelines, ™ including Australia, Japan, New Zealand, Peru, and Singapore.™" U.S. beef exports

to Malaysia are restricted by Malaysia’s halal requirements, with only one U.S. beef producer

157

approved to ship to Malaysia.™’ Vietnam requires increased inspections for some offal

products, and requires that U.S. producers provide business proprietary information in order to
be eligible to export to Vietnam.**®

U.S. imports of most fresh and chilled beef products are currently subject to a TRQ with an
over-quota rate of 26.4 percent. Within-quota imports of processed beef products159 are
subject to a tariff of 4 percent for high-quality cuts and 10 percent for other cuts. Within-quota
imports of fresh, chilled, or frozen beef other than processed products are subject to a tariff of

180 .S beef imports from Canada and Mexico are free under NAFTA. U.S. beef

4.4 cents per kg.
imports from Australia, Japan, and New Zealand are subject to country-specific TRQs. There is

also a TRQ for other countries or areas.

1 USDA, FAS, “Export Requirements by Country: Vietnam” (accessed December 10, 2015). Previously, only beef

from cattle less than 30 months of age was eligible for import. Further, in a side letter to the TPP, Vietnam
reiterated that edible offal products are allowed to be imported. Governments of the United States and Vietnam,
US-VN Letter Exchange on Offals, February 4, 2016.

%5 Bovine spongiform encephalopathy, or BSE, is a progressive and fatal neurological disease in cattle that has also
been associated with variant Creutzfeldt-Jacob Disease (vCID), a fatal disease in humans. Many countries have BSE-
related restrictions on beef imports in order to control the risk of vCID. Under the WTQ'’s SPS agreement, such
restrictions are permitted provided they are harmonized with international standards, or are based on scientific
evidence and are non-discriminatory.

% pery has reportedly agreed to relax its BSE-related restrictions and allow imports of U.S. beef from all federally
inspected establishments in the future. U.S. government official, email to USITC staff, March 14, 2016.

157 USTR, 2015 National Trade Estimate Report on Foreign Trade Barriers, March 2015, 261-62.

USTR, 2015 National Trade Estimate Report on Foreign Trade Barriers, March 2015, 32, 209-10, 315, 353, 261-
62, and 424.

% processed products are “meats which have been ground or comminuted, diced or cut into sizes for stew meat
or similar uses, rolled and skewered, or specially processed into fancy cuts, special shapes, or otherwise made
ready for particular uses by the retail consumer.” Additional U.S. Note 1 to the Harmonized Tariff Schedule of the
United States.

' The beef TRQ does not cover imports of edible beef offal, or beef products that are salted, dried, or smoked, for
which the general rate of duty is “Free,” nor does it cover prepared or preserved beef products in Chapter 16 of
the HS.
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Summary of Provisions

Under the TPP, the United States and Canada would phase out TRQs and tariffs on beef imports
from TPP member countries. Japan would reduce tariffs on fresh or frozen beef and phase out
tariffs on processed beef products and some edible offal. Other member countries would phase
out tariffs over 3 to 8 years. Additionally, the U.S. agricultural safeguard on beef imported from
Australia would be suspended once TPP enters into force, and Japan would establish a TPP-

181 |nd ustry representatives

162
d.

specific safeguard for imports of fresh or frozen beef (table 3.16).
consider it unlikely that Japan's safeguard mechanism would be triggere

Under the TPP, U.S. tariffs on processed beef from most TPP member countries would be
eliminated immediately. Over-quota imports from Australia would be duty free in 2022 under
the U.S.-Australia FTA. Imports from Peru will be duty free in 2024, year 15 of the U.S.-Peru
Trade Promotion Agreement, which took effect in 2009. Imports from Malaysia and New
Zealand would be duty free in year 5 of the TPP Agreement, imports from Vietnam in year 3,
and imports from Brunei, Chile, and Singapore upon entry into force of the agreement.163
Japan’s country-specific import quota volume would increase from 200 mt to 3,000 mt in year 1
of TPP; would increase annually, rising to 6,250 mt in year 14; and would be unlimited after
year 15.

1®1 Governments of the United States and Australia, US-AU Letter Exchange re Recognition of FTA TRQs in TPP

February 4, 2016; USTR, TPP full text, Appendix B-1 (Agricultural Safeguard Measures) to Schedule of Japan,
December 15, 2015. Japan's beef safeguard applies to fresh and frozen muscle cuts of beef and head and cheek
meat, but not to edible offal such as tongues or liver, and not to prepared or preserved products.

182 ATAC for Trade in Animal and Animal Products, The Trans-Pacific Partnership Agreement, December 3, 2015, 7;
National Cattlemen’s Beef Association, post-hearing statement to the USITC, January 20, 2016. The initial
safeguard trigger volume is set at 590,000 mt in year 1, or about 14 percent greater than Japan’s applicable beef
imports from all sources in 2014. The trigger volume increases annually.

163 However, imports of beef into the United States from Brunei, Peru, Singapore, and Vietnam are not allowed due
to SPS concerns. This situation is not expected to change immediately. USDA, FSIS, “Eligible Foreign
Establishments” (accessed January 20, 2016).
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Table 3.16: Beef: Selected U.S. and TPP partner tariff concessions

TPP country concessions

Product U.S. concessions Japan Malaysia Vietham Canada and Mexico

Beef TRQ with over-quota Tariff on fresh, All tariffs locked at Tariffs, currently as Canada to phase out
rate of 26.4%, chilled, and frozen 0% upon EIF high as 34%, TRQ and Mexico to
eliminated in 15 beef cut from 38.5% eliminated in 3-8 phase out tariffs on beef
years. to 9% in 16 years. years. from TPP member

Japan’s quota
increased to 3,000
mt upon EIF,
increases through
year 14, and is
unlimited thereafter.

countries.

Canada’s over-quota
rate reduced to zero
over 11 years for
Australia and 6 years for
other TPP members.
Mexico to phase out
tariffs over up to 10
years.

Source: USTR, TPP full text, December 15, 2015.
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U.S. beef exports to Australia, Canada, Chile, Mexico, and Singapore currently receive duty-free
treatment under existing FTAs. Under the TPP, Japan would reduce tariffs on most beef imports
from TPP member countries from 38.5 percent to 9 percent over 16 years. Tariffs of up to

50 percent on edible beef offal and prepared or preserved beef would be eliminated, with a
phaseout period of up to 16 years. Vietnam would eliminate its tariffs on most beef cuts from
TPP member countries over 3 years and those on edible beef offal and prepared or preserved
products within 8 years. Brunei and New Zealand would eliminate tariffs on beef immediately,
and Malaysia would lock in its currently applied tariffs of zero. Additionally, Canada would
phase out its TRQ on beef imports, and Mexico would phase out its tariffs on beef imports from
TPP member countries.

Estimated Effects of TPP on the U.S. Beef Sector

Overall U.S. beef exports are expected to grow substantially under the TPP, with most of the
growth due to increased exports to Japan. In addition to concessions by Japan, U.S. beef
exporters would benefit from tariff elimination by Malaysia and Vietnam. U.S. beef exports to
Peru would be expected to increase somewhat, with or without TPP, as Peru’s trade
concessions under the U.S.-Peru Trade Promotion Agreement are phased in. U.S. exports to
some countries, such as Canada and Mexico, are expected to increase only slightly relative to
the 2032 baseline, as preferential tariff treatment for U.S. imports would be “watered down”
by access granted to Australia and New Zealand. In addition to Canada and Mexico, the United
States already has duty-free access to Australia, Chile, and Singapore under existing FTAs.

Japan is the largest market for U.S. exports of beef, and the United States is Japan’s largest
supplier of beef imports. On a volume basis, Japan consumes more imported beef than
domestic beef. In fiscal year 2014 (April 1-March 31), imported beef accounted for 58 percent
of beef marketed in Japan.*®*

All of Japan’s major suppliers of beef imports are TPP member countries: Australia, the United
States, New Zealand, Canada, and Mexico. In 2014, imports from the United States accounted
for more than one-third of Japan’s total imports of fresh and frozen beef cuts, and more than
one-half of Japan’s imports of edible beef offal. U.S. beef and Australian grain-finished beef
compete for market share in traditional dishes, while Australia’s grass-finished beef largely
competes with Japanese domestic beef from culled dairy cows for production of ground

£.2%51n 2014, nearly 30 percent of Australia’s beef production was grain-finished, and just

166
d.

bee
over half of Australia’s beef exports to Japan were grain-finishe

%% Government of Japan, ALIC, “Supply and Demand of Beef” (accessed November 18, 2015).

Muhammad et al., “Tariff Reforms and the Competitiveness of U.S. Beef,” January 2016, 4.
Meat and Livestock Australia, “Australian Red Meat Exports to Japan” (accessed January 20, 2016).

165
166
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When Australia and Japan implemented their Economic Partnership Agreement in January
2015, Australia gained preferential access to Japan’s beef market, with tariffs on most beef
products reduced over a period of up to 18 years. Without the new market access granted by
Japan under the TPP, U.S. beef producers would be at a growing disadvantage relative to
producers in Australia. U.S. parity with Australia in access to Japan’s beef market is considered
by some industry representatives to be the single greatest benefit to U.S. beef producers from
TPP.**” The Economic Research Service of the U.S. Department of Agriculture (USDA) estimates
that, without the TPP, U.S. exports of beef to Japan would decline by $105 million annually, or
about 8 percent.'®®

It is not likely that U.S. exports of beef to Malaysia would increase significantly under TPP,
because exports to Malaysia are constrained by halal requirements. Malaysia requires that
individual U.S. production facilities be inspected and certified as halal by Malaysian religious
authorities before exporting beef to Malaysia. Malaysia’s requirements for halal certification

reportedly are more stringent than internationally recognized standards.*®

These requirements
are not changed under the TPP. Further, the vast majority of Malaysia’s beef imports are from
India, Australia, New Zealand, or Brazil. Malaysia’s imports from India are of buffalo or
“carabeef,” and beef exports from Australia, New Zealand, and Brazil are largely of grass-

finished beef for which U.S. beef is not a close substitute.

U.S. exports of beef to Vietnam would likely increase, but would remain a small share of global
beef exports to Vietnam. Vietnam is a net importer of beef, and Vietnam allows imports of all
beef and beef products from U.S. cattle of any age. However, Vietham is a member of the

179 Under this 2010 agreement, India, the largest global

ASEAN-India Free Trade agreement.
beef exporter, gained preferential access to the Viethamese market. Tariffs on most of India’s
beef exports to Vietnam are to be phased out over 13 years and will be duty free in 2022.
Australia and New Zealand have also enacted a trade agreement with ASEAN that entered into
effect in 2010, and most beef exports from Australia and New Zealand will be duty free in 2018.
U.S. beef exports to Vietnam have declined as these countries’ exports to Vietnam have
increased.’”* As noted, India’s exports are of buffalo or “carabeef,” and beef exports from
Australia and New Zealand are largely of grass-finished beef for which U.S. beef is not a close

substitute. Thus U.S. beef exporters would be unlikely to capture a large share of this market.

167 Industry representatives, interview by USITC staff, Washington, DC, November 18, 2015.

Muhammad et al., “Tariff Reforms and the Competitiveness of U.S. Beef,” January 2016, 18. The baseline for the
USITC model incorporates Australian producers' preferential access to the Japanese beef market.

169 USTR, 2015 National Trade Estimate Report, March 2015, 261-62.

The agreement on Trade in Goods under the Framework Agreement on Comprehensive Economic Cooperation
between the Republic of India and the Association of Southeast Asian Nations,
http://commerce.gov.in/trade/ASEAN-India%20Trade%20in%20Goods%20Agreement.pdf.

7 GTIS, Global Trade Atlas database (accessed December 16, 2015).
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Model Results

According to the Commission’s model estimates, most of the increase in U.S. beef exports
under the TPP would be to Japan. U.S. beef exports to Japan in 2032, if the TPP entered into
force in 2017, would be $839 million, or more than 50 percent higher than the volume of
exports without TPP.

Japan’s concessions under the TPP would not only lower Japan’s tariffs on U.S. beef exports to
Japan, but, importantly, would eliminate preferential tariff treatment for Australia’s beef

exports to Japan.172

As aresult, increased U.S. beef exports to Japan would displace some
imports of beef from Australia. Japan’s domestic beef production would also likely decline
moderately. As noted, U.S. beef is not a close substitute for much of Japan’s domestic beef

production, but it is a close substitute for about half of Australia’s beef exports to Japan.

Under TPP, Vietnam’s tariffs of 15—-20 percent on most beef cuts would be eliminated, and
Vietnam’s overall beef imports would be expected to increase modestly.'”® Exports of U.S. beef
to Vietnam would be expected to increase by over 500 percent, but from a low base.'”*
Importantly, TPP would also eliminate Vietnam’s tariff preferences on imports of beef from
India, Australia, and New Zealand. Imports of U.S. beef would displace imports from other
sources. Nonetheless, elimination of tariff preferences for beef from India, Australia, and New
Zealand would not completely reverse the recent decline in U.S. market share in Vietnam, as
U.S. beef is not a close substitute for beef from these countries.

The Commission’s model results indicate that U.S. beef imports would increase by about $438
million (6.4 percent) over the baseline, with most of the additional imports coming from New
Zealand. U.S. production would expand by about 0.5 percent in volume under the TPP.
Production of both live animals and beef would increase. As a result, employment would rise by
about 0.4 percent in both the beef sector and the live animal sector.

Summary of Views of Interested Parties

Most of the industry representatives that provided briefs or hearing testimony on the effects of
TPP on the U.S. beef sector expressed support for the agreement. Other than the cross-cutting

72 As noted, Australia and Japan have entered into a trade agreement that would give Australia preferential access

to Japan's beef market absent TPP.

73 As noted, the model results are estimated with respect to a baseline that incorporates anticipated changes to
2032. Over time, increases in GDP and population would be expected to lead to increases in Vietnam's beef
consumption, increasing the demand for imports, but these changes are estimated separately from the effects of
TPP.

7% 1n 2014, U.S. beef exports to Vietnam were valued at just over $22 million, but as recently as 2012 were valued
at over $160 million.

U.S. International Trade Commission | 155



Chapter 3: Food and Agricultural Products

measures of SPS restrictions and dispute settlement,175

the comments specific to the beef
sector focused on two topics: export opportunities in new FTA partner countries, most
importantly by achieving parity with Australian producers in the Japanese beef market; and the

impact of TPP on U.S. beef imports.

The North American Meat Institute (NAMI) and the National Cattlemen’s Beef Association
(NCBA) asserted that tariff concessions by Japan and Vietnam would increase U.S. beef exports
to these countries.'’® The American Farm Bureau Federation, NCBA, and NAMI highlighted the
fact that TPP would enable U.S. producers to achieve parity with Australian producers in the

Japanese market.”’

However, Ranchers-Cattlemen Action Legal Fund (R-CALF) asserted that
estimates of increased exports to Japan were overstated because Japan is a mature beef

market with declining demand, and that reductions in the Australian cattle herd would limit
Australia’s ability to take advantage of tariff reductions under the Japan-Australia Economic

Partnership Agreement.178

Industry representatives were similarly divided over the impact that TPP would have on U.S.
beef imports. NCBA and NAMI asserted that TPP would have little impact on U.S. beef imports
because major suppliers to the market currently face low barriers.'’® R-CALF argued that TPP
would encourage U.S. imports of beef (and cattle).*®°

Aside from tariff treatment, TPP’s impact on U.S. beef exports would also depend on sanitary
requirements and other restrictions. Most agricultural industry representatives at the
Commission’s TPP hearing testified that the SPS and dispute settlement provisions of the TPP
represented an important advancement over the WTO SPS Agreement, particularly the
cooperative technical consultations and the dispute settlement mechanism.*®! Not all agreed,
however: another industry representative testified that the SPS and dispute settlement

provisions of the TPP were a step backwards. '8

175 . . .
These crosscutting measures are examined in chapter 6.

USITC hearing transcript, January 14, 2015, 389 (Kevin Kester, NCBA), 399-401 (Stephen Sothmann, NAMI and
US Hides, Skins, and Leather Association(USHSLA)); NAMI and USHSLA written submission to the USITC, February 8,
2016, 3-4; NCBA written submission to the USITC, January 20, 2016, 4.

7 American Farm Bureau Federation, “Comments Regarding Effects of Trans-Pacific Partnership on the United
States Agricultural Sector, 14; USITC hearing transcript, January 14, 2015 390 (Kevin Kester, NCBA), 399-400
(Stephen Sothmann, NAMI and USHSLA); NCBA written submission to the USITC, January 20, 2016, 9.

78 USITC hearing transcript, January 14, 2015, 393, (Bill Bullard, R-CALF USA).

NAMI and USHSLA written submission to the USITC, February 8, 2016, 5-7; NCBA written submission to the
USITC, January 20, 2016, 6-8.

180 ysiTe hearing transcript, January 14, 2015, 392-394, (Bill Bullard, R-CALF USA); R-CALF written submission to
the USITC, January 28, 2016, 13-16.

8 ysiTC hearing transcript, January 14, 2015, 383 (Thomas Suber, NCBA), 403 (Stephen Sothmann, US Hides,
Skins, and Leather Association), and 414 and 485 (Devry Boughner Vorwerk, Cargill).

182 USITC hearing transcript, January 14, 2015, 396-97 (Bill Bullard, R-CALF USA).
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Pork

Assessment

Overall, the TPP would be expected to lead to an increase in U.S. pork exports, with little to no
increase in U.S. imports. Most of the increase in exports would be expected to be to Japan, as
Japan’s concessions to its gate price system (described below) are phased in. Exports to New
Zealand would also be expected to increase, as U.S. producers achieve market access parity
with producers in Australia and gain a tariff advantage over producers in the EU.

The United States is a major pork exporter, and improved access under the TPP should allow
U.S. pork producers to gain market share in the Japanese pork market. The TPP also prevents
U.S. pork from being at a tariff disadvantage in New Zealand, Vietnam, and Malaysia vis-a-vis
pork from Australia and ASEAN member countries. The United States currently has duty-free
access to the pork markets of TPP partner countries Australia, Canada, Chile, Mexico, Peru, and
Singapore. However, tariff concessions for all TPP members would increase competition for U.S.
producers in Canada and Mexico, where they currently enjoy tariff advantages.

TPP would not be expected to significantly impact U.S. pork imports. Imports account for a
small share of U.S. domestic consumption of pork, and are small relative to exports. Most U.S.
pork imports are from Canada and Mexico, and are duty free under NAFTA. U.S. pork imports
from Australia, Chile, Peru, and Singapore currently are also duty free under existing FTAs.

The Commission’s model estimates indicate that total U.S. pork exports would be about
$219 million, or 1.9 percent higher in 2032, compared to the baseline estimate, if TPP were

implemented in 2017, with most of the increase in exports to Japan.183

U.S. pork exports to all

TPP partner countries would increase by about $387 million, but increased U.S. exports to TPP

partners would be partly offset by lower U.S. exports to China, South Korea, and the rest of the
world. Japan’s increased pork imports from the United States would largely displace imports

from the EU, plus some Japanese domestic production.

Overall annual U.S. pork production would be expected to grow by about $180 million, or by
0. 3 percent, relative to the baseline. The production increase would be expected to lead to an
increase in sector employment of about 0.3 percent.

83 Under TPP, trade concessions would be phased in over a period of time. Most of these concessions would be

phased in over 15 years or less. Therefore, model results are presented for production and trade effects of the TPP
in the year 2032. Estimates of the effects of liberalizing each sector are presented relative to the baseline
estimates of production and trade in 2032, including the effects of anticipated changes in investment, but without
TPP.
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Overview of U.S. Trade with TPP Partners

Over two-thirds of U.S. pork exports are to TPP member countries, and about half of those, or
one-third of total exports, are to Canada and Mexico, which are duty free under NAFTA. Mexico
and Canada are the second-largest and third-largest U.S. export markets on a value basis (table
3.17). Japan is the largest export market for U.S. pork on a value basis, although exports to
Mexico are greater in quantity. U.S. pork exports to Australia, Chile, Peru, and Singapore are
also duty free under existing trade agreements. The TPP would improve tariff treatment for U.S.
pork exports to Japan, Malaysia, New Zealand, and Vietnam. However, U.S. pork exports to
Australia, Singapore, and Vietnam are currently restricted by SPS measures that are considered

unnecessary by U.S. industry representatives.184

Table 3.17: U.S. exports of pork to world and TPP partners, average 2013-15, million dollars

U.S exports to TPP countries

Other

u.s existing

Product and selected subproducts exports New FTA

(HS subheading) to world All partners NAFTA partners

Pork: Total 5,844.8 4,168.8 1,770.4 2,142.0 256.4
Selected subproducts

Hams, shoulders, bone in, fresh or chilled 718.5 689.4 5.3 682.4 1.7

(020312)
Pork nesoi, fresh or chilled (020319) 1,543.0 1,487.2 999.5 485.0 2.7
Pork nesoi, frozen (020329) 1,952.2 1,026.3 681.9 147.8 196.5

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Currently, Japan’s imports of most pork products, including muscle cuts and edible offal, are
subject to the gate price system (box 3.3). Imports with a customs value below the “gate price”
are assessed a specific tariff equal to the difference between the customs value and the gate
price, plus a tariff equal to a percentage of the customs value (ad valorem). Imports with a
customs value equal to or greater than the gate price are assessed the ad valorem tariff only.
The per-kilogram gate price for carcasses and half carcasses is 393 yen ($3.25). For most pork

184 Sanitary measures are not directly addressed in the TPP agreement, but the agreement's Chapter 7 does

provide for cooperative technical consultations if TPP members are unable to resolve disagreements over sanitary
measures through existing mechanisms. At the Commission's TPP hearing on January 14, 2015, some industry
representatives testified that the provision for cooperative technical consultations could be particularly important
to U.S. agricultural exports. USITC, hearing transcript, February 14, 2016, 383 (Thomas Suber, NCBA), 403 (Stephen
Sothmann, US Hides, Skins, and Leather Association), and 414 and 485 (Devry Boughner Vorwerk, Cargill). SPS
measures are also subject to the dispute settlement mechanism of the TPP, though with a delay in some areas.
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cuts, it is 524 yen ($4.33); for dried/smoked and prepared products, 897.59 yen ($7.42). The ad

valorem tariff rates are 4.3 percent, 4.3 percent, and 8.5 percent, respectively.'®

Box 3.3: How Japan’s Gate Price System Works

Japan’s gate price system imposes a minimum price for pork imports. Tariff treatment depends on
whether the average unit value of the shipment (per kilogram) is above or below the gate price. If the
customs value is above the gate price, the assessed tariff is simply 4.3 percent ad valorem for carcasses
and cuts, and 8.5 percent for dried/smoked or prepared products. If the customs value is below the gate
price, then a specific tariff is applied that raises the value to the gate price, plus an additional

4.3 percent (or 8.5 percent) tariff. The maximum tariff that can be applied is limited only by the WTO
bound rates of 361 yen/kg ($2.98) for carcasses and half carcasses, 482 yen/kg ($3.98) for most pork
cuts, and 1,035 yen/kg ($8.55) for prepared or preserved pork products.

The table below shows how this system penalizes imports of low-price pork products, using the example
of boneless and bone-in cuts (the category most relevant to Japanese imports from the United States),
which have a gate price of 524 yen/kg. In the example, picnic ham (a low-priced cut) is assessed a
specific tariff of 224 yen/kg to raise the value to the gate price of 524 yen/kg, then an ad valorem tariff
of 23 yen/kg (i.e., 4.3 percent of 524), for a total tariff of 247 yen/kg, or 82.3 percent ad valorem
equivalent. The customs value of boneless loins (a high-priced cut) is above the gate price, so this import
is assessed the 4.3 percent ad valorem tariff only.

Effect of gate price system on selected pork cuts (Gate price ¥524/kg)

Customs value Specific tariff Ad valorem tariff Total tariff Landed value AVE
Cut (¥/kg) (¥/kg) (¥/kg)’ (¥/kg) (¥/kg) (%)
Picnic ham 300 224 23 247 547 82.3
Sparerib 450 74 23 97 547 21.6
Boneless loin 600 NA 26 26 626 4.3

® Add customs value to specific tariff, then multiply by 4.3 percent.

In practice, the gate price system limits but does not eliminate U.S. exports of low-priced pork cuts to
Japan, because importers ship a mix of cuts so that the average unit customs value is at or slightly above
the gate price.

Source: Government of Japan, Customs and Tariff Bureau, “Japan's Tariff Schedule as of January 15, 2015.”
http://www.customs.go.jp/english/tariff/2015 115/index.htm. Exchange rates from USDA, “Nominal Annual Country Exchange
Rates” for 2015.

Malaysia’s applied tariffs on pork products other than carcasses and half-carcasses are zero, but
Malaysia imports very little pork. New Zealand imposes a 5 percent tariff on imports of fresh or

18 Government of Japan, Customs and Tariff Bureau, “Japan's Tariff Schedule as of January 15, 2015.”

http://www.customs.go.jp/english/tariff/2015 115/index.htm. Exchange rates from USDA, “Nominal Annual
Country Exchange Rates” for 2015.
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frozen pork cuts. Vietnam imposes rates of up to 27 percent on fresh pork cuts and 15 percent
on frozen pork.

Several sanitary measures that currently restrict U.S. pork exports are viewed by U.S. industry
representatives as unjustified. Australia, for example, requires that U.S. pork be heat-treated
before being marketed in Australia and requires that all solid waste from U.S. pork imports be
treated as quarantine waste products, due to concerns over porcine reproductive and
respiratory syndrome and post-weaning multisystemic wasting syndrome.186 Singapore
requires that U.S. pork be frozen or tested for trichinae, and maintains shelf-life requirements

that are considered overly restrictive.'®’

Vietnam requires increased inspections for shipments
of “white offal,” and temporarily suspended approvals of new exporters of white offal.'8®
Additionally, Vietnam requires that producers provide detailed information, including business

proprietary information, on their facilities, in order to export to Vietnam.*®°

Summary of Provisions

Currently, U.S. processed pork imports from countries with normal trade relations (MFN
countries) are subject to a rate of 1.4 cents per kg (roughly 0.4 percent ad valorem equivalent in
2014). Fresh or frozen pork, other than processed, enters the United States duty free. Prepared
pork imports are subject to rates of up to 6.4 percent. Under the TPP, pork imports from all TPP
partner countries would become duty free upon entry into force.

As noted, U.S. pork exports to Australia, Canada, Chile, Mexico, Peru, and Singapore are
currently duty free under existing trade agreements. The TPP would improve tariff treatment
for U.S. pork exports to Japan, Malaysia, New Zealand, and Vietnam (table 3.18).

Table 3.18: Pork: Selected U.S. and TPP partner tariff concessions

TPP country concessions

Product U.S. concessions  Japan Malaysia Vietham Other

Pork Tariffs, currently  Gate price-specific Most tariffs locked Tariffs, currently New Zealand
as high as 6.4%, duty reductions at zero. Expanded as high as 30%, tariffs of 5%
eliminated in 10 on most freshor  TRQ on carcasses eliminated in 5-10 eliminated in up to

years. frozen cuts from unlimited after 15 years. 2 years.
maximum of 482  years.
yen/kg to

maximum of 50
yen/kg in 10 years.

Source: USTR, TPP full text, December 15, 2015.

186 USTR, 2015 National Trade Estimate Report, March 2015, 32.

Ibid., 354.
White offal consists of internal organs other than the heart, liver, and kidney.
USTR, 2015 National Trade Estimate Report, March 2015, 424.

187
188
189

160 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

The most significant improvement in access under TPP would be in exports to Japan. Under
TPP, Japan’s gate price system would be preserved, but the maximum duty that could be
charged on products from TPP member countries would be substantially reduced. The
maximum specific tariff for most pork cuts would fall to 125 yen per kg on entry into force, to

190 The ad valorem rate of

70 yen per kg in 5 years, and to 50 yen per kg after 10 years.
4.3 percent would also be reduced to 2.2 percent on entry into force and to zero over 10 years.
The duty for dried/smoked and preserved products would be reduced immediately, based on

the customs value, and would decline to zero in the 11th year after entry into force.™?

Imports of ground seasoned pork and sausages are not subject to Japan’s gate price system, but
face ad valorem tariffs of 20 percent and 10 percent, respectively. Tariffs on these products
from TPP members would be phased out over 6 years.®

Malaysia’s applied tariffs on most pork products are currently zero. The TPP would lock in these
zero tariffs for imports from TPP member countries. Malaysia's imports of carcasses or half-
carcasses are currently subject to a TRQ with an in-quota rate of 25 percent and an over-quota
rate of 50 percent. The TPP would establish a separate TRQ for TPP member countries, with an
in-quota rate of zero and the over-quota rate phased out over 15 years.

New Zealand currently imposes tariffs of 5 percent on fresh and frozen pork cuts and some
prepared pork products. Tariffs on most pork products would be eliminated on entry into force
of the agreement. The tariff on frozen boneless pork under HS 0203.29 would be phased out
over 2 years. New Zealand is a net importer of pork, and in 2014, most of New Zealand’s pork
imports were of frozen boneless pork, predominately imported from the EU at the MFN rate.
Other major suppliers are Canada and the United States.

Vietnam’s import duties of 10 percent on edible pork offal would be phased out over 5 years.
Duties of 15 percent on frozen pork and 14 percent on dried/smoked pork products would be
phased out over 8 years. Duties of 27 percent on fresh pork and 22 percent on prepared pork
products would be phased out over up to 10 years. Vietnam is currently a minor pork importer
and is a net exporter. However, Vietnam is a significant pork consumer and a potential export

market.**®

%0 such pork cuts would include fresh, chilled, or frozen cuts of pork (other than carcasses or half-carcasses) under

HS 0203.12, 0203.19, 0203.22, and 0203.29 (other than cuts of wild boar), and edible offal other than internal
organs under HS 0206.30 and 0206.49 (other than that of wild boar).

! The ad valorem rate of 8.5 percent on dried/smoked and preserved products with a customs value equal to or
greater than the gate price will be reduced to 4.3 percent on implementation, and to zero over 11 years. The duty
calculation under the gate price system is described in the TPP full text, Notes to Tariff Schedule of Japan, 5-6.

%2 The effects of TPP on the production of and trade in these products are included in the “other meat products”
sector.

193 USDA, FAS, “Trans-Pacific Partnership: Benefits to U.S. Agriculture,” November 30, 2015.
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Estimated Effects of TPP on the U.S. Pork Sector
Tariff Concessions

According to the Commission’s model estimates, overall U.S. pork exports would likely be
$219.3 million higher under TPP, relative to the 2032 baseline. Most of the expected increase in
U.S. pork exports under TPP would be to Japan. U.S. pork exports to Japan would be expected
to increase by about $210 million (7.8 percent) relative to the baseline. Japan is already the
largest U.S. pork export market on a value basis, and the effects of Japan’s restrictive gate price

9% The United States is the largest supplier of

system would erode significantly over time.
imported pork to Japan. However, Canada and Mexico—also TPP member countries—are major
suppliers as well. Tariff reductions under TPP would benefit all NAFTA partners. U.S. exports to

New Zealand would likewise be expected to increase.

Japanese consumption of pork has been gradually increasing and, over the past five years
(2010-14), Japan’s pork imports have increased as a share of overall pork consumption from
44 percent to 48 percent. Pork imports have increased more rapidly than beef imports, partly
due to high global beef prices. Both of these factors are expected to moderate beginning in
2015, so Japanese imports of pork may slow.*®

Japan’s imports of fresh/chilled pork, frozen pork, and prepared pork largely serve different
market segments. Most imported fresh/chilled pork is destined for the retail market and in-
home consumption. In this segment, imports compete with Japanese domestic product. Most
frozen pork imports are used to manufacture preserved or prepared products, with a smaller
volume in the food service segment.**®

Most of Japan’s imports of fresh pork are from the United States and Canada, predominantly
from the United States.*®’
and Canadian exporters of fresh pork cuts for sales in the retail market, competing with

Tariff preferences under the TPP would be expected to benefit U.S.

|II

Japanese domestic production. However, a comparison of “normal” retail prices shows that in

FY 2014, the average price of imported pork loin was 61 percent of the price of Japanese

¥ However, trade gains for U.S. producers under TPP are reportedly threatened by increases in foreign

government support for less efficient domestic producers. Inside U.S. Trade, “Expanded Japanese Subsidies Could
Sap U.S. Pork,” January 7, 2016.

195 USDA, FAS, Japan: Livestock and Products Annual, August 31, 2015, 9.

% Ibid.

¥y, pork producers reportedly enjoy a logistical advantage over producers in countries, and are able to ship
fresh/chilled pork to Japan swiftly enough that the pork does not have to be frozen. Industry representative,
interview by USITC staff, November 18, 2015.
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domestic pork loin, indicating that Japanese consumers perceived substantial differences

between imported and domestic product.198

As noted, most imports of frozen cuts of pork are used to produce prepared products. In fact,

imports account for the vast majority of the pork that is processed into products such as

99 1n FY 2014, over one-third of Japan’s imported pork was used in the

200

sausage in Japan.
processing of other food products.”” Japan’s major suppliers of frozen pork cuts are the EU, the
United States, Mexico, and Canada. Tariff concessions on frozen cuts would therefore be
expected to allow producers in Canada, Mexico, and the United States to capture market share
from suppliers in the EU.2%

More than half of Japan’s prepared pork imports are from the United States. Most of this is
ground seasoned pork. Other TPP member countries and the EU supply a much smaller volume

292 ynder TPP, Japan’s tariffs on prepared pork would be phased out over 6

of such imports.
years, while concessions on pork products subject to the gate price system would be phased in
over 10 years. Relative gains in exports of prepared products versus frozen pork will depend on

these schedules and global prices for pork relative to Japan’s gate prices.?%®

Model results indicate that U.S. pork exports to New Zealand would increase by $19.3 million
under TPP (37.9 percent) relative to the baseline in 2032. Almost all pork consumed in New
Zealand is imported. Major suppliers include the EU, the United States, Canada, and Australia.
Like imports from the EU, the vast majority of New Zealand’s imports from the United States
are of frozen boneless pork (83 percent in 2014). Frozen boneless pork accounts for a
somewhat smaller share of New Zealand’s imports from Australia and Canada (65 percent and
68 percent, respectively, in 2014). U.S. producers would be expected to capture a somewhat

1% Government of Japan, ALIC, “Pork Retail Price (National Average)” (accessed November 18, 2015).

199 Reported model results for pork exports includes products such as seasoned ground pork but excludes
sausages. Sausages are included in the “other meat products” sector. Model results indicate that U.S. exports of
other meat products to Japan would increase by $201 million under TPP.

2% Government of Japan, ALIC, “Meats for Processing” (accessed November 18, 2015).

! The EU is the largest non-TPP supplier of pork to Japan. The United States and the EU are also the largest
suppliers of pork to China. Although much of China’s pork imports are of edible offal, the United States and the EU
also export large volumes of frozen pork cuts to China. Increased access to the Japanese market under TPP would
be expected to cause U.S. exporters to shift some of this volume from China to Japan. EU suppliers might, in turn,
shift some volume from Japan to China.

202 Japan’s other major supplier of prepared pork imports is China. However, prepared pork imports from the
United States and China serve different segments of the Japanese market. Imports from the United States are
largely of seasoned ground pork from hams or shoulders, and are used in Japan to produce sausage. Imports from
China are largely produced from cuts other than the ham or shoulder and are used in specialized products in retail
and food service. USDA, FAS, email to USITC staff, October 19, 2015.

2% An increase in global pork prices (or a devaluation of the Japanese yen) would lessen the impact of Japan’s gate
price system and favor imports of frozen cuts over prepared products, as occurred in 2014. USDA, FAS, Japan:
Livestock and Products Annual, August 31, 2015, 10, note 6. A decline in global pork prices (or appreciation of the
yen) would favor imports of prepared products.
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larger share of this segment of the New Zealand pork market from EU pork producers as tariffs
are phased out under TPP. TPP would also put U.S. suppliers on an equal footing with suppliers
in Australia and ASEAN.

Phase-in Schedule of Provisions

U.S. exports of pork products subject to Japan’s gate price system would likely not substantially
increase immediately upon implementation. Although the maximum specific duty that could be
assessed on most pork cuts would drop from 482 yen per kg to 125 yen per kg immediately
upon entry into force, there would be little immediate change in the actual applied tariffs, and
therefore little change in trade volume. As noted, Japan’s gate price system will not be
dismantled under the TPP, and the actual gate prices are unchanged. Under the gate price
system, the specific duty is based on the average unit value of a shipment, not the price of
individual items. Currently, U.S. exporters minimize the effects of the gate price system by
shipping a mix of higher-value and lower-value products, so that the average unit value is above
or very near the gate price. Following TPP’s entry into force, U.S. exporters would likely still ship
a mix of higher-value and lower-value cuts. A tariff of 125 yen per kg would be a significant
share of the wholesale price of many pork cuts.?®*

The need to manipulate the product mix so that the average unit value is at or above the gate
price would decrease as the maximum specific duty that can be charged declines (and as
inflation and exchange rate changes impact the value of the yen). At some point, the lower
maximum tariff facing U.S. pork exporters under the TPP should allow exporters to ship a mix of
products in line with the demand for specific cuts in Japan, rather than manipulating product
mix. This is expected to decrease costs, both for exporters, who currently have to combine
shipments, and for importers, who have to distribute multiple products.205 However, these
gains might be further delayed or partially offset by policy changes such as the proposed

increase in Japanese government support for Japanese domestic pork producers.206

% For instance, the Boston butt is a pork cut for which there is great demand in Japan. The average wholesale U.S.

price of boneless butt, % inch trim, at the beginning of 2016 was about $1.10 per pound (fob plant). At current
exchange rates, 125 yen per kg is a little over $1.00 per kg, or just under 50¢ per pound. Oh and See, “Pork
Preference for Consumers in China,” 2012, 144; USDA, AMS, “Weekly National Carlot Meat Report,” January 2,
2016, 4.

% Inside U.S. Trade, “Vetter: U.S. Clarifying Japanese Pork Subsidy Program,” February 12, 2016.

2% Inside U.S. Trade, “Expanded Japanese Subsidies Could Sap U.S.,” January 7, 2016.
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Poultry Meat Products?®’

Assessment

The TPP Agreement would likely result in a moderate increase in U.S. poultry meat exports and
a small decrease in U.S. poultry meat imports. Elimination of duties on poultry meat imports in
Japan should increase U.S. competitiveness in this large market. Increased access to the
growing Vietnamese market should also benefit U.S. poultry exporters. The agreement would
not alter the United States’ relative competitive position in Mexico, the most important export
market for U.S. poultry meat. The agreement would provide limited additional access to the
Canadian import market, which is currently dominated by U.S. exports; however, direct access
to the Canadian consumption market would continue to be limited by substantial over-quota
duties. New TRQ access to the Malaysian market, however, would have little value to U.S.
exporters because long-standing halal certification issues were not addressed under the TPP
Agreement.

The Commission’s model estimates that annual U.S. poultry meat exports to TPP member
countries would be $588 million (or 15.7 percent) greater than the baseline projection in 2032
with implementation of the agreement. Overall, however, the model results suggest that
globally, U.S. poultry meat exports would only be $174 million (1.3 percent) greater than the
baseline in 2032 as U.S. exports diverted from China, Hong Kong, and the rest of the world, to
supply exports to TPP countries, were valued at $74 million, $48 million, and $267 million,
respectively.?’®

As a result of these changes in trade, the model estimates that if TPP were adopted, U.S.
poultry meat producers’ output would be $266 million, or 0.6 percent greater than the 2032
baseline projection. Similarly, employment in the poultry sector would be 0.6 percent

greater.’®

207 Poultry meat products includes trade classified under HS 0207, 160231, 160232, and 160239.

In those TPP markets that have domestic poultry industries, the structure of the Commission's model balances
the impact of reduced tariffs on poultry meat with the impact of reduced tariffs on feed grains, oilseeds, and meals
that would potentially reduce the cost of locally produced poultry meat.

2% Under TPP, trade concessions would be phased in over a period of time. Most concessions would be phased in
over 15 years or less. Therefore, model results are presented for production and trade effects for the TPP in 2032,
including the effects of anticipated changes in investment consistent with current projected conditions but without
TPP implemented.

208
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Overview of U.S. Trade with TPP Partners

The United States is the world’s largest poultry meat producer and its second-largest poultry

210 More than 40 percent of all U.S. poultry exports were shipped to TPP

meat exporter.
partners during 2013-15 (table 3.19). Among TPP partners, 86 percent of U.S. exports were
shipped to Mexico and Canada. Exports to Mexico (about $1.1 billion) consisted primarily of
fresh, chilled, and frozen chicken meat and offal (56 percent) and fresh, chilled, and frozen
turkey meat and offal (29 percent). Canada’s imports from the United States (5579 million)
consisted of 32 percent in-quota duty-free imports; about 20 percent was over-quota trade,
while about 48 percent was largely classified as meat from spent fowl (exhausted egg-laying
hens) under MFN and NAFTA duty-free tariff lines.?** Outside of the NAFTA partners, about half
of the remaining U.S. exports to TPP countries (6.9 percent) were shipped to existing FTA
partners Chile, Singapore, Peru, and Australia. The other half of non-NAFTA U.S. exports to TPP
countries (6.8 percent) went to members without previous agreements with the United States,
namely Japan, Malaysia, Vietnam, and Brunei.

Ninety-eight percent of U.S. poultry meat imports were supplied by TPP partners during 2013—-
15 (table 3.20). Canada accounted for 68 percent ($283.5 million) of the imports, Chile for

26 percent ($107.8 million), and Mexico for 3 percent ($13.5 million). The bulk of U.S. imports
from Canada are likely associated with Canada’s re-export programs, discussed below.

Table 3.19: U.S. exports of poultry meat to world and TPP partners, average 2013—15, million dollars

U.S exports to TPP countries

Other

u.s existing

Product and selected subproducts exports New FTA

(HS subheading) to world All partners NAFTA partners

Poultry: Total 4,879.2 1,962.2 132.9 1,694.1 135.3

Selected subproducts

Chicken cuts and offal, fresh, chilled or frozen 3,791.5 1,222.0 115.6 1,023.4 83.0
(020713, 020714)

Turkey cuts and offal, fresh, chilled or frozen 487.3 346.2 5.8 332.7 7.7
(020726, 020727)

Prepared or preserved chicken meat (160232) 307.8 226.9 4.3 195.5 27.2

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

210 USDA, FAS, Livestock and Poultry: World Markets and Trade, October 2015, 18—19.

Nearly all over-quota trade is likely imported under various duty relief and re-export programs and thus is
subject to zero or reduced duties. USDA, FAS, Canada: Poultry and Poultry Products Annual 2015, August 7, 2015,
8-12.

211
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Table 3.20: U.S. imports of meat from world and TPP partners, average 2013-15, million dollars

Product and selected U.S imports from TPP countries

subproducts U.S imports Other existing
(HS subheading) from world All New partners NAFTA FTA partners
Poultry : Total 355.4 346.9 - 269.3 77.6

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Tariff barriers in most TPP partner countries were relatively low and industry representatives
reported that they were not prohibitive, with the exception of Canada’s over-quota duties.?*?
Thus, sanitary requirements are a major factor limiting U.S. poultry meat exports. U.S. poultry
meat exports to Chile, Mexico, Peru, and Singapore have been mostly duty free, with low
sanitary restrictions.’™ Sanitary restrictions in Australia and New Zealand allow only U.S.

214
d.

poultry meat that is canned, heat-processed, or cooked to be importe Japan’s rate of duty

on U.S. poultry meat exports was 12 percent or less, while sanitary requirements allow U.S.

exports of fresh, chilled, and frozen poultry meat.?%®

Exports to Malaysia are restricted by the
fact that no U.S. chicken plants have received Malaysian halal certification, rather than by
Malaysia’s duties of up to 40 percent.*® Vietnam generally allows imports of fresh, chilled, and
frozen U.S. poultry products, although import duties are currently as high as 40 percent.”’
Canada’s chicken and turkey meat imports for domestic consumption are limited by TRQs and
prohibitive over-quota duties designed to implement Canada’s strict supply control program.218

In 2015, import permits were issued for 78,243 mt of chicken meat and 4,852 mt of turkey

212 Sumner, written testimony to the USITC, December 29, 2015, 5.

Duty-free access for U.S. exports of bone-in chicken leg quarters are subject to a TRQ in Peru. The in-quota
qguantity for 2016 is 25,907 mt. USTR, United States-Peru Trade Promotion Agreement, Final Text, Appendix to
Peru Tariff Schedule, https://ustr.gov/trade-agreements/free-trade-agreements/peru-tpa/final-text (accessed
January 5, 2016). During 2009-14, Peru reported no imports from the United States under tariff lines subject to the
TRQ; GTIS, Global Trade Atlas database (accessed February 5, 2015). Chile, Mexico, Peru, and Singapore currently
maintain restrictions on U.S. poultry meat products originating from selected states and processed during specific
time periods based on outbreaks of highly pathogenic avian influenza (HPAI) during 2015 and 2016. USDA, FSIS,
“Export Requirements by Country” (accessed February 5, 2016).

21 USDA, FSIS, “Export Requirements by Country” (accessed February 5, 2016).

Japan also maintains restrictions on U.S. poultry meat products by state of origin and processing date, based on
outbreaks of HPAI. USDA, FSIS, “Export Requirements by Country” (accessed February 5, 2016).

?1® Based on export competitiveness in Vietnam, the industry does not believe Malaysia's 40 percent duties would
be prohibitive. Nonetheless, only one U.S. turkey processing plant has been approved for exports to Malaysia.
Sumner, written testimony to the USITC, December 29, 2015, 5.

*7 Vietnam also maintains selected restrictions on U.S. poultry meat exports based on state of origin and time
processed in response to HPAI outbreaks in 2015 and 2016. USDA, FSIS, “Export Requirements by Country”
(accessed February 8, 2016).

218 Sumner, written testimony to the USITC, December 29, 2015, 5. U.S. exports of meat and edible offal from
spent fowl (exhausted egg-laying hens), ducks, geese, and poultry other than chickens and turkeys have generally
been duty free; Government of Canada, Canada Border Services Agency, Chapter-by-Chapter Customs Tariff,
Chapter 2, “Meat and Edible Meat Offal,” http://www.cbsa-asfc.gc.ca/trade-commerce/tariff-
tarif/2016/html/tblmod-1-eng.html (accessed February 16, 2016).
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meat from all sources.”*® Additional imports are allowed under re-export programs. The
Canadian government licenses additional duty-free over-quota imports under two re-export
programs: (1) the Import for Re-Export Program (IREP) and (2) the Duties Relief Program
(DRP).2%° Poultry meat imported under these programs is processed into products that are then
exported, primarily back to the United States.

U.S. duties on poultry meat have been low, ranging from 8.8 to 17.6 cents per kilogram, while
duties actually paid represented an ad valorem equivalent of less than 1 percent during 2012—
1424 Sanitary restrictions limit most poultry meat imports. Only Canada and Chile are
approved to export fresh, chilled, and frozen poultry meat to the United States.?? Imports from
Australia and New Zealand are limited to ratite meat.??* Imports from Mexico are limited to re-
exports of products containing poultry meat that originated in the United States or in a third
country approved to export to the United States.?**

Summary of Provisions

The TPP Agreement would continue the current duty-free access for U.S. poultry meat exports

225

to Australia, Brunei, Chile, Mexico, Peru, and Singapore.”” The agreement would provide duty-

free access for U.S. poultry meat exports to New Zealand on entry into force.?*® Vietnam would

227

provide duty-free access in 6 to 13 years.””" Detail for Canada, Malaysia, Japan, and the United

States are provided below.

% Government of Canada, Global Affairs Canada, Export and Import Controls, Chicken and Chicken Products, Tariff
Rate Quota Utilization Tables, 2015; Government of Canada, Global Affairs Canada, Export and Import Controls,
Turkey and Turkey Products, Tariff Utilization Tables 2015, http://www.international.gc.ca/controls-
controles/prod/agri/chicken-poulet/index.aspx?lang=eng (accessed February 12, 2016). The annual quantities for
Canada’s poultry TRQs are the greater of its commitment under the WTO or under NAFTA. NAFTA calculations are
based on a percentage of current or previous year’s domestic production. Government of Canada, Agriculture and
Food Canada, Industry, Markets and Trade, “Canada’s Poultry Import Regime” (accessed January 26, 2016).

220 During 2012-14, imports under the IREP and DRP averaged 97,000 mt. Total chicken imports under IREP and
DRP from 2008 through 2015 exceeded total imports subject to TRQs by about 114,000 mt. IREP and DRP
programs favor U.S. suppliers because product from other sources (primarily Brazil) cannot be re-exported to the
United States, and because once processed, most of this product returns to the United States. USDA, FAS, Canada:
Poultry and Poultry Products Annual 2015, August 7, 2015, 8-12.

21 USITC DataWeb/USDOC, February 22, 2016.

USDA, FSIS, “Eligible Countries, Products, Foreign Establishments” (accessed February 8, 2016).

Ratites are large flightless birds; ratite meat is primarily sourced from ostriches, rheas, and emus. USDA, FSIS,
“Eligible Countries, Products, Foreign Establishments” (accessed February 8, 2016).

24 USDA, FSIS, “Eligible Countries, Products, Foreign Establishments” (accessed February 8, 2016).

USTR, TPP full text.

2 pid.

7 |bid.
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Canada

The agreement would increase access for poultry meat to Canada, primarily based on new TPP-
wide TRQs on chicken and turkey meat (table 3.21). However, growth in the duty-free quantity
would end after year 19 of the agreement without any decrease in Canada’s prohibitive over-
guota duties. Meat from spent fowl, ducks, geese, and other poultry would continue to enter
Canada duty-free upon the entry into force of the agreement.’?®

Canada’s current prohibitive over-quota tariffs would be maintained: an ad valorem rate of
249 percent, but not less than CN$3.78/kg, applies to bone-in chicken meat and offal, and not
less than CNS6.74/kg on boneless chicken meat and offal. Over-quota duty rates on turkey
meat and offal are 165 percent, but not less than CN$2.94/kg for bone-in product and not less
than CNS$4.82 for boneless products.229

Table 3.21: Poultry: Selected U.S. and TPP partner tariff concessions

TPP country concessions

Product U.S. concessions Japan Malaysia Vietnam Other

Poultry Tariffs ranging Tariffs on fresh, TPP-wide TRQs on Tariffs of 15-40% Canada: TPP-wide
from 8.8t0 17.6  chilled, and chicken meat and on poultry meat  TRQs for chicken
cents/kg are frozen meat and  offal; in-quota and offal are and turkey meat;
generally offal ranging from tariffs are zero eliminated in 6 to zero duty on in-
eliminated upon 3% to11.9% are upon entry into 13 years; tariffs qguota items upon
EIF (see eliminated in 11  force; over-quota on live poultry are EIF; no reduction
exceptions years or less; tariffs are eliminated upon in over-quota
below). tariffs on reduced from EIF. tariffs.

prepared and 40% to 20% over

preserved meat 16 years; initial

and offal of 6% in-quota

are eliminated in  quantities total

6 years or less. 20,452 mt
increasing at 1%

annually.
Imports from U.S. exporters will U.S. exporters U.S. exporters Canada: TPP-wide
Japan and gain preferential  gain some gain some TRQs increase
Vietnam face 5—-  tariff advantage  preferential tariff preferential tariff duty-free access
10 year phase out relative to advantage advantage for chicken meat
on selected exporters from relative to China  relative to China from 3,917 mt to
poultry items Brazil and China; for chicken meat; for chicken meat; 26,745 mt over
meanwhile, tariff meanwhile, other meanwhile, other 19 years; and
disadvantages preferential tariff preferential tariff duty-free access
relative to access provided  access provided  for turkey meat
preferences to ASEAN to ASEAN from 583 mt to
previously members and members and 3,983 mt over 19

provided to Thai  China are offset  China are offset  years.

228 .

Ibid.
22 Government of Canada, Canada Border Services Agency, Customs Tariff 2016, Chapter 2, “Meat and Edible
Meat Offal,” http://www.cbsa-asfc.gc.ca/trade-commerce/tariff-tarif/2016/html/00/ch02-eng.html (accessed
January 26, 2016).
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TPP country concessions

Product U.S. concessions Japan Malaysia Vietnam Other
exporters will be  and eliminated. and eliminated.
eliminated.

Source: USDA, FAS, Factsheets (accessed November 23, 2015) and USTR, TPP full text.
Malaysia

Malaysia would eliminate duties on poultry meat other than chicken immediately. Chicken
meat would be subject to several perpetual TRQs and to over-quota tariff rates of

230 Of the total TRQ quantity, 20,000 mt is allocated to frozen chicken cuts. The
TRQs grow indefinitely at an annual rate of 1 percent.231 After year 16, the 20 percent over-

20 percent.

guota duty remains in place indefinitely.232 The agreement did not address Malaysia’s
restrictive halal certification requirements, which are the primary barrier to access to the
Malaysian poultry meat market for all TPP partners.

Japan

233 Nearly 97 percent

Japan would eliminate all duties on poultry meat imports within 11 years.
of Japan’s total poultry imports ($3.4 billion) are classified in two tariff lines, including prepared
and preserved chicken meat and offal (62.3 percent) and frozen chicken cuts and edible offal
(34.3 percent).?** Bone-in chicken legs constitute the largest and most competitive product
type for U.S. exporters; the United States supplies 94 percent of Japan’s total import value of
S44 million in this category. TPP duties on bone-in chicken legs are reduced from 8.5 percent to

zeroover 11 years.za'5

United States

The United States would provide duty-free access upon entry into force to all TPP partners with
the exception of Vietnam and Japan, for which selected poultry meat duties would be

eliminated in 5 to 10 years.236
10 years. Nearly 100 percent of U.S. poultry imports are currently sourced from countries that

All U.S. tariff lines for Japan and Vietnam will be duty free within

have duty-free access to the U.S. market via previously negotiated FTAs. During 2013-15, the
value of U.S. poultry imports from Canada was $283.5 million (68 percent of the U.S. total),

20 YSTR, TPP full text.

1 Ibid.

32 |id.

3 |bid.

2% GTIS, Global Trade Atlas database (accessed February 5, 2015).

USTR, TPP full text; GTIS, Global Trade Atlas database (accessed February 5, 2015).
USTR, TPP full text.
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Chile (5$107.8 million, 26 percent), Mexico ($13.5 million, 3 percent), and Israel ($9.0 million,

2 percent).?*’

Estimated Effects of TPP on the U.S. Poultry Sector

The TPP Agreement is likely to have a positive, though moderate, impact on the growth of total
U.S. poultry meat exports and poultry meat trade among TPP partners. Commission estimates
(described in the country specific sections below) show that the agreement would increase the
price-competitiveness of U.S. poultry meat exports. This would be especially important in Japan
and Vietnam, where other suppliers have cost advantages related to labor and product mix.?®
The agreement would provide additional access to the Canadian market, but could also provide
additional opportunities for Canadian processors to re-export further processed U.S. poultry
meat to other TPP partners. The Commission model estimates show that U.S. exports to Chile

($94 million) and Mexico ($87 million) would also be greater than the 2032 baseline.?*

No other TPP partners are leading poultry meat exporters, so increased TPP-wide market access
is unlikely to create more competition in TPP markets where U.S. suppliers currently enjoy
preferential access from previous FTAs, or in the U.S. domestic market (see U.S. description
below).

Though the agreement provides a new framework for addressing sanitary restrictions on
poultry meat trade, a number of TPP partners, such as Australia and New Zealand, are likely to
maintain strict sanitary restrictions on poultry meat imports from the United States as well as
all other TPP partners. In addition, as noted earlier, the agreement did not address long-
standing issues related to different halal certification requirements across countries that make
compliance more costly and in some cases stop trade altogether.

Canada

Canadian poultry meat imports from the United States will increase moderately, because
market access would likely increase to match the in-quota volume but continue to face
prohibitive over-quota duties. The effect on the U.S. output is small because the value of the
TRQ is small compared to total U.S. poultry meat exports to Canada and the world. U.S.
exporters supplied nearly 87 percent of Canada’s total poultry meat imports during 2013-15, as
well as 73 percent of the value of in-quota imports. U.S. exporters are likely to supply a

*7n 2015, broiler meat imports represented about 10 percent of U.S. consumption. USDA, PSD Online (accessed

May 12, 2016).

238 Sumner, written testimony to the USITC, December 29, 2015, 5.

In the Commission model’s general equilibrium format, all poultry meat exports to Canada would be valued at
the average cost of the entire basket of goods.

239
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240

substantial share of in-quota access under TPP.”"" Based on the average unit value of Canadian

in-quota poultry meat imports during 2013—15, the additional TRQ access would be valued at

nearly $75 million—a 41 percent increase over 2013-15 in-quota imports.241

Comparatively,
the Commission model estimates that U.S. poultry exports to Canada would be $63 million

greater than the 2032 baseline.

These results are modest because nearly half of Canada’s imports of U.S. poultry meat currently
enter Canada duty-free under MFN or NAFTA, much of this in the form of meat classified as
being from spent fowl. Moreover, about 20 percent of Canada’s poultry meat imports were
classified in over-quota tariff lines. As Canada’s over-quota duty rates are generally considered
to be prohibitive, the bulk of these imports were likely subject to reduced or zero duties under
tariff relief or re-export programs.

Japan

Reduced duties on U.S. poultry meat exports to Japan may increase the cost-competitiveness of
U.S. poultry exports to Japan, especially relative to Brazil, currently Japan’s largest poultry meat
supplier. Thus, the Commission’s model estimates that U.S. poultry meat exports to Japan
would be $197 million greater than otherwise relative to the 2032 baseline, the largest absolute
gain among TPP partners.

Brazil dominates Japan’s imports of frozen chicken meat with a 90 percent import market
share, despite import unit values that averaged $539 per mt more than imports from the
United States.**

Brazilian processors to competitively supply specific product standards desired by Japanese
243

Brazil dominates Japan’s imports based on cost advantages that allow
consumers, such as hand-cut and hand-packed chicken parts.”* Reduced duties on U.S. frozen
chicken meat would potentially make U.S. frozen chicken parts more competitive by increasing
the margin between Brazilian and U.S. frozen chicken meat from $539 per mt to $S869 per

mt.244

249 5TIS, Global Trade Atlas database (accessed February 29, 2015).

Average export unit value during 2012-14 for the selected tariff lines was $2,753 per metric ton and included
imports classified under USHTS 0207.11.9100, 0207.12.9100, 0207.13.9100, 0207.14.9110, 0207.14.9120,
0207.14.9130, 0207.14.9141, 0207.14.9149, 0207.14.9190, 0207.24.1100, 0207.24.9100, 0207.25.1100,
0207.25.9100, 0207.26.1000, 0207.27.1100, 0207.27.9100, 1602.32.1200, and 1602.32.9300. GTIS, Global Trade
Atlas database (accessed February 29, 2015).

242 Average import unit value and value market share for Japan's poultry meat imports classified under 020714
during 2012-14. GTIS, Global Trade Atlas database, (accessed February 29, 2015).

8 USITC, Brazil: Competitive Factors in Brazil, May 2012, 4-19.

Average import unit value and value market share for Japan's poultry meat imports classified under 020714
during 2012-14. GTIS, Global Trade Atlas database (accessed February 29, 2015).
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Thailand and China dominate Japan’s imports of prepared and preserved chicken meat,
supplying about 99 percent of the market value of these imports.?*® Based on average import
unit values during 2012-14, China supplied these products at $1,665 per mt less than the
United States, while imports from Thailand were priced at $1,274 per mt less than imports from
the United States. The TPP Agreement would offset Thai suppliers’ tariff advantage over U.S.

suppliers, an advantage provided by the Japan-Thailand FTA.%*

247

The agreement would also
reduce China’s price advantage by about $280 per mt.

Malaysia

Malaysian concessions on poultry meat trade under the TPP Agreement are unlikely to benefit
U.S. poultry meat exporters. While the 20,000-mt TRQ offered by Malaysia would be worth
approximately $26 million at average U.S. export unit values during 2012-14, this value is
unlikely to be realized because Malaysian poultry imports are limited by Malaysia’s halal
certification requirement. Only one U.S. turkey processing facility is halal certified to export to
Malaysia, and halal certification requirements limit exports from nearly all TPP partners.248 The
Commission’s model estimated no change in U.S. exports to Malaysia because it was assumed
that halal certification would continue to be a nearly prohibitive barrier.

U.S. exporters currently ship halal-certified poultry meat products to other Muslim countries.?*
The primary difference between Malaysian standards for halal certification and those of other
countries is the degree to which facilities must be dedicated to halal slaughter and
processing.”>° Malaysia’s standards require that facilities for slaughter and processing be

251

exclusively dedicated to Malaysian halal-certified products.”~ Most other countries only

require that facilities be dedicated to halal production and processing during a specific time

24> Average market share during for Japan’s imports classified under HS 160232 during 2012-14. GTIS, Global Trade
Atlas database (accessed February 29, 2015).

¢ Government of Japan, Ministry of Foreign Affairs, Agreement between Japan and the Kingdom of Thailand for
an Economic Partnership, Annex 1: Schedules in Relation to Article 18, http://www.mofa.go.jp/region/asia-
paci/thailand/epa0704/index.html (accessed February 10, 2016).

47 Average import unit value and value market share for Japan's poultry meat imports classified under HS 160232
during 2012-14. GTIS, Global Trade Atlas database (accessed February 29, 2015).

248 Only three plants among all TPP partners are currently approved for exports to Malaysia. These include a U.S.
turkey slaughter and processing facility, a further processing facility in Brunei, and an emu and ostrich processing
facility in Australia. Government of Malaysia, Department of Veterinary Services, “List of Approved Plants and
Abattoirs,” http://www.dvs.gov.my/index.php/pages/view/299 (accessed February 11, 2016).

249 Sumner, written testimony to the USITC December 29, 2105, 5.

Industry representative, email correspondence with USITC staff, February 12, 2016.

Malaysia implemented food product standard MS1500: 2009, setting guidelines for halal certification that go
beyond internationally recognized halal standards contained in the Codex Alimentarius. The Malaysian standards
require slaughter plants to maintain dedicated halal production facilities and ensure segregated storage and
transportation facilities for halal and non-halal products. USTR, 2015 National Trade Estimate Report, March 2015,
263.
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period or production shift. Adoption of TPP will not change this situation, as the agreement
specifically exempted halal certification from consideration under the SPS chapter.>

United States

The elimination of duties for poultry imports into the U.S. market is likely to have a limited
effect on U.S. poultry imports. Ninety-eight percent of U.S. poultry imports are currently
sourced from TPP-partner countries that have duty-free access from previous FTAs—Canada,

Chile, and Mexico.?*?

The only other TPP partners currently eligible to export poultry products

to the United States are Australia and New Zealand.?* Australia also has duty-free access to the
U.S. market but has not supplied product to the U.S. market since 2009; during 2013-14, it was
a net importer of poultry products. New Zealand is the primary supplier to Australia, but is only

a small regional supplier.

The model estimates that U.S. poultry meat imports from TPP partners would be $19 million (or
4.2 percent) less than the 2032 baseline projection with the agreement, and that total U.S.
imports would be $17 million (3.6 percent) less. This result was primarily driven by offsetting
changes in poultry meat imports from Chile (552 million decrease), Canada ($29 million

255

increase), and Mexico ($4 million increase).”>” Note that imports from Canada and Mexico

would likely consist of further processed items using U.S. poultry meat as an ingredient.

Vietnam

The TPP Agreement is likely to benefit U.S. poultry meat exports to Vietnam, as Vietnam’s
primary competing suppliers—Brazil and South Korea—are not TPP partners and do not
otherwise have duty-free access. Overall, Vietham’s imports of fresh, chilled, and frozen poultry
meat from 2009 through 2014 have been increasing at a compound annual rate of

8.7 percent.256 Since the growth rate for imports from the United States was only 6.7 percent,
the U.S. share of imports fell from a peak of 82 percent in 2010 to a low of 55 percent in 2013.
Meanwhile, the combined share of imports from Brazil and South Korea increased from

15 percent in 2010 to 39 percent in 2013.

Elimination of Vietnam’s 20 percent duties on chicken cuts would likely provide U.S. suppliers
with a substantial pricing advantage over Brazil and South Korea. The cost of Vietham’s imports

22 USTR, TPP full text, chapter 7.

GTIS, Global Trade Atlas database, (accessed February 29, 2015).

USDA, FSIS, “Eligible Countries, Products, Foreign Establishments” (accessed January 29, 2016).

U.S. imports from Canada and Mexico tend to consist of further processed poultry meat that was originally
imported from the United States. Imports from Canada are typically associated with Canada's re-export programs.
Imports from Mexico must consist of poultry meat from the United States or third countries approved to export to
the United States, as Mexican-origin poultry meat is not approved for export to the United States.

26 GTIS, Global Trade Atlas database, (accessed February 29, 2015).
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from Brazil and the United States averaged nearly the same during 2013-14—51,713 and
$1,714 per mt, respectively—while imports from South Korea cost $1,936 per mt. The

20 percent duty differential upon full implementation in 13 years would increase the U.S. cost
advantage over Brazil to $341 per mt and over South Korea, to $633 per mt.

At current growth rates, the value of Vietnam’s poultry meat imports from all sources would
near $308 million within 13 years. If U.S. import market share were at its low of 55 percent, the
Vietnam market would then be worth about $170 million to U.S. poultry meat exporters, while
the high import market share of 82 percent yields imports from the United States of about
$250 million. This represents an increase of $109-5192 million in Vietnam’s imports of U.S.
poultry meat from the current level of about $60 million. Commission modeling results show
that U.S. poultry exports to Vietham would be $134 million higher than the 2032 baseline,
within this range.

Estimated Effects from Other Sources

The American Farm Bureau Federation estimates that U.S. poultry meat exports would increase
257
At an

average export unit value of $1,321 per mt, this quantity would be valued at $113 million. The

by 188.9 million pounds, or nearly 86,000 mt, as a result of the TPP Agreement.

federation estimates that increased demand from exports would increase the wholesale price
of broilers®*® by $1.40 per cwt (hundredweight), increasing the total value of U.S.-produced
broilers by $625 million.>°

Summary of Views of Interested Parties

James Sumner provided written and oral testimony on behalf of the USA Poultry and Egg Export
Council (USAPEEC) and the National Chicken Council (NCC).?*° The National Turkey Federation
and the United Egg Producers expressed agreement with the written testimony.261 USAPEEC
and the NCC endorse the TPP Agreement and voted with the majority of USDA’s Trade Policy
Advisory Committee to recommend that Congress approve and pass legislation to implement
the TPP Agreement.??

The USAPEEC-NCC assessment is that TPP provisions will only moderately improve the situation
for U.S. poultry exports.263 Previous agreements set the terms of trade and liberalization

>7 AFBF, Comments Regarding Effects of Trans-Pacific Partnership on the United States Agricultural Sector, 17.

Broilers are domestic chickens (Gallus Domesticus) bred and raised specifically for meat production.
AFBF, Comments Regarding Effects of Trans-Pacific Partnership on the United States Agricultural Sector, 17.
Sumner, written testimony to the USITC, December 29, 2015, 1.
261 .
Ibid., 2.
% |bid., 3.
** |bid., 6.
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schedules for trade with Chile, Mexico, and Peru and TPP does not change these agreements.”**

USAPEEC identified significant tariff reductions in only 3 of the 11 TPP markets: Japan, Malaysia,
and Vietnam. With regard to Vietnam, USAPEEC believes that U.S. exports will be very
competitive, unless other restrictions are imposed.?®® Japanese duties have generally been low,

266

thus the industry foresees modest gains there.”>” While reduced duties to New Zealand are

welcome, the U.S. is not currently approved to export poultry to New Zealand.

The industry, however, voiced displeasure with the access provided by Malaysia and Canada
under TPP. Providing extensive detail, USAPEEC-NCC contended that tariff reduction in Malaysia
would not give any real market access to U.S. exporters because of unresolved issues with halal
certification.”®’ The testimony also indicated that USAPEEC-NCC would not support additional
countries being admitted to TPP (such as Indonesia) where similar halal certification issues

28 |n addition, while the additional TRQ access to Canada is welcome, the USAPEEC-NCC
testimony stated that the industry had made it clear from the beginning that its objective in

exist.

these negotiations was to achieve free trade in poultry and egg products with Canada, asserting
|.269

that the provisions fall far short of this goa
The testimony stated that USAPEEC and NCC are hopeful that the SPS provisions of TPP will
help to eliminate trade disruptions based on animal health and technical regulatory issues.?”°
One example mentioned in the testimony of such an issue is the maximum residue levels
(MRLs) allowed by Japan, which are far more stringent than U.S. MRLs.?"*
SPS barriers related to animal health. According to the testimony, these can create great

Another example was

damage when HPAI is detected in regionally contained areas of the United States; importers
may react by placing bans on imports from all areas of the country, including those not affected
by the disease.?’?

*** |bid., 6.

%% Within the past year, Vietnam has threatened to launch an antidumping case against U.S. poultry imports.
Sumner, written testimony to the USITC, December 29, 2015, 8.

266 Sumner, written testimony to the USITC, December 29, 2015, 6.

Ibid., 6, 9-11.

Ibid., 6, 9-11.

**? |bid., 12.

"% |bid., 7-8.

! |bid., 7-8.

*”2 |bid., 7-8.
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Grains

Assessment

Commission modeling estimates that while overall U.S. grain?’® exports and production would
increase between 2017 and 2032 with or without TPP, both would experience marginally lower

2% The model estimates that adopting TPP

gains if TPP were implemented than if it were not.
would result in total U.S. grain exports being one-tenth of one percent lower in 2032 than in
the baseline projection. This slight drop would result primarily from increased domestic
demand for grain, especially for the production of meat and dairy products, which would see
moderate increases in exports under TPP. Increased U.S. demand would also lead to slightly
higher U.S. imports of grains if TPP were enacted in 2017, compared to the baseline projection.
Implementing TPP would have mixed effects on grains production. U.S. production of many
grains, including corn, would be higher in 2032 with TPP adopted. However, Commission
modeling indicates that wheat production would be virtually unchanged, while the rice industry
may experience slightly lower production under TPP. U.S. rice production is expected to be
marginally lower under TPP than without it in response to lower exports. Exports would decline
because the U.S. rice industry may find that gains in access to the Japanese market are more
than offset by lost sales to Vietham domestically and in Mexico, where the United States would

lose its current tariff advantage over Vietnam.

While the impact on overall grain trade would be negligible, the Commission’s modeling
estimates that U.S. grain exports to TPP partners would increase slightly (1.3 percent) in 2032
under TPP. Gains would be concentrated in Vietnam (25.3 percent higher exports in 2032 with
TPP enacted), largely because of tariff eliminations for wheat and corn. Overall grain exports to
Japan would be lower under TPP, although combined corn and rice exports to Japan would be
3.2 percent higher, partly as a result of increased market access through the creation of
additional rice TRQs.

Overview of U.S. Trade with TPP Partners

TPP members include some of the world’s largest grain exporters and importers, especially of
corn, wheat, and rice. The United States, Canada, and Australia are among the leading global
exporters of grains,”’”> while Japan and Mexico are major importers.?’® Corn and wheat are the

3 Grains are covered by HS chapter 10 and include corn, wheat, rice, rye, barley, and sorghum, among others.

Under TPP, trade concessions would be phased in over a period of time. Most of these concessions would be
phased in over 15 years or less. Therefore, model results are presented for production and trade effects of the TPP
in the year 2032. Estimates of the effects of liberalizing each sector are presented relative to the baseline
estimates of production and trade in 2032, including the effects of anticipated changes in investment without TPP.
27 During 2012-14, the United States was the world’s largest exporter of grains, accounting for about 21 percent
of the value of all grain exports (HS chapter 10). Canada and Australia, the fourth- and fifth-largest exporters, each
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two largest U.S. grain exports, but the United States is also a significant exporter of rice. About
40 percent of U.S. grain exports were shipped to TPP countries during 2013-15 (table 3.22). In
that period, the majority—56.7 percent—of U.S. corn exports were to TPP partners. As a group,
TPP partner countries were less significant destinations for wheat and rice, having received
26.8 percent and 37.8 percent of U.S. exports during 2013-15, respectively. The trade flows of
grains between TPP countries vary by product based on competitive factors including price,
product specifications, proximity, tariff advantages, and barriers to trade.

Table 3.22: U.S. exports of grains to world and TPP partners, average 2013-15, million dollars

U.S exports to TPP countries

Product and selected subproducts Other existing
(HS subheading) World All New partners NAFTA  FTA partners
Grains: Total (10) 20,548.3 8,223.4 3,606.2 4,006.4 610.8
Selected subproducts
Corn (excluding for seed) (100590) 8,529.6 4,837.0 2,256.8 2,294.4 285.8
Wheat (excluding for seed) (100119, 7,903.3 2,119.6 1,015.5 819.5 284.6
100199)
Rice (1006) 2,068.0 781.8 246.1 507.4 28.3

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

U.S. grains already enjoy duty-free access to most TPP countries, especially those that are
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current FTA partners.””’ In addition, three new partners, Brunei, Malaysia, and New Zealand,

have no MFN duties on all or most grains, including wheat and corn.”’

The largest export
markets for U.S. grains are Canada and Mexico, which received close to half of all U.S. grain
exports to TPP countries during 2013—15. Mexico is one of the largest markets for U.S. corn,

wheat, and rice, while Canada is a significant importer of U.S. corn.?”®

In addition to duty-free
access under NAFTA, the United States has a shipping advantage to Canada and Mexico relative

to other grain suppliers due to its proximity to these countries.

Despite importing a substantial volume of grain from the United States, Japan maintains the
most notable barriers of any TPP partner country. Japan is the largest new partner market for

accounted for about 8 percent of global grain exports during that period. GTIS, Global Trade Atlas database
(accessed January 20 and February 10, 2016).

276 Imports of grains (HS chapter 10) are less concentrated by import country than exports. Japan, the world’s
second-largest grains importer, accounted for 9 percent of global grain imports during 2012—-14: Mexico, the fifth-
largest importer globally, accounted for 5 percent. GTIS, Global Trade Atlas database (accessed January 20, 2016).
27 Under the U.S.-Peru TPA, Peru will eliminate tariffs on all corn under HS 1050.90 as of 2020. U.S.-Peru FTA,
Annex 2.3, https://ustr.gov/trade-agreements/free-trade-agreements/peru-tpa/final-text (accessed February 25,
2016).

*7% Less than 1 percent of U.S. grain (HS chapter 10) exports were to these three countries. During 2012-14, Brunei
primarily imported grains from Thailand; Malaysia, from Argentina, Brazil, and Australia; and New Zealand, from
Australia. GTIS, Global Trade Atlas database (accessed February 29, 2016).

7% Mexico and Canada are also the largest markets for U.S barley, and Canada is the largest market for U.S. oats as
well as a significant market for U.S. rice. GTIS, Global Trade Atlas database (accessed February 24, 2016).
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U.S. exports, receiving over 90 percent of U.S. grain exports to “new partners” during 2013—

15.%% Almost two-thirds of U.S. grain exports to Japan were of corn; 26 percent were of

281 282

wheat.”"" Japan is one of the top markets for U.S. corn and rice.”“ U.S. corn, wheat, and rice

exports to Japan are all subject to WTO TRQs. Japan’s corn TRQ does not appear to limit trade

because in-quota shipments are duty free, and the in-quota quantity is adjusted annually based

283 However, many of Japan’s other WTO TRQs on

284

on expected feed and processing needs.
grains, including those on wheat and rice, restrict trade volumes.”*" The administration of the
TRQs is also burdensome, as in-quota imports of wheat and rice are currently subject to
markups, meaning that they are sold by the sole in-quota importer at prices substantially above
import prices.285 Representatives from both the U.S. wheat and rice industries also stated that
testing requirements for chemical residues are excessive and expensive.286 In addition, USTR
found that Japan’s import and distribution regime restricts market access for U.S. table rice to
Japanese consumers.?®’
Vietnam is a significant importer of corn and wheat,?®® but the United States does not have
duty-free access for the majority of its grain exports and is not one of Viethnam’s major

suppliers. Vietnam primarily imports corn from more price-competitive, non-TPP countries,

%0 Over 95 percent of U.S. corn and wheat exports to “new partners” were to Japan.

GTIS, Global Trade Atlas database (accessed February 23 and 24, 2016).

GTIS, Global Trade Atlas database (accessed February 24, 2016); USITC, Rice: Global Competitiveness, April
2015, 328-34.

%8 USTR, TPP full text, annex 2-D (Japan Tariff Elimination Schedule). Japan is heavily reliant on corn imports for
virtually all its corn. USDA, PSD Online (accessed February 17, 2016).

284 Japan also has TRQs on corn, barley and triticale. USTR, TPP full text, Annex 2-D.

USTR, NTE Report, 2015, 211; industry representatives, interviews by USITC staff, February 19 and 24, 2016.
Currently wheat, rice, and barley can be imported only by the Japanese government, specifically by the Ministry of
Agriculture, Forestry and Fisheries (MAFF). MAFF, Report of Agricultural Trade, October 1999.

286 Reportedly, U.S. wheat and rice exporters are required to test for hundreds of chemicals—more than are
approved for use in the United States—in order to obtain required insurance. This testing is redundant to that
done by the Japanese government. Reportedly, the cost of the testing is a deterrent for smaller U.S. rice
shipments. U.S. Wheat Associates, written submission to the USTR, June 11, 2013, 2; industry experts, telephone
interview by USITC staff, February 19, 2016; industry representatives, interview by USITC staff, February 24, 2016.
287 USTR, NTE Report, 2015, 211. Japan’s rice imports from all countries are about 8 percent of both Japan’s
production and its consumption. USDA, PSD Online (accessed February 17, 2016).

8 psa major producer of rice, Vietnam accounted for less than one-half of 1 percent of global rice imports. GTIS,
Global Trade Atlas database (accessed February 24, 2016).
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especially India and Brazil.”®® Additionally, under the Australia-Vietnam Free Trade Agreement,

Vietnam imports wheat and corn duty free from Australia.*®

Summary of Provisions

Under TPP, U.S. grains would primarily benefit from provisions to reduce tariffs, afford

additional market access under new TRQs, and revise the administration of TRQs. The major

changes to U.S. market access for grains would originate primarily from Japan and, to a lesser

extent, Vietnam (table 3.23). Under TPP, Vietnam would eliminate its tariffs on most grains,

including corn and wheat, within the first five years, and on rice as soon as the TPP enters into

force.

Table 3.23: Grains and milled grains: Selected U.S. and TPP partner tariff and TRQ concessions

Product

U.S. concessions

TPP country concessions

Japan

Malaysia

Vietnam®

Corn

Wheat

Tariffs as high as 3.4%
eliminated within 5
years.

Tariffs as high as 2.8%
eliminated upon EIF.
Current tariffs:

- Durum wheat: 0.65
cents/kg.

- Seed wheat: 2.8%.

- Other wheat: 0.35
cents/kg.

In-quota duty as high
as 3% eliminated upon
EIF for corn for “other”
uses; all other in-quota
corn has no existing
duty.

New U.S.-specific TRQ
and changes to existing
WTO TRQs.

Feed wheat: WTO TRQ
out-of-quota duty
eliminated upon EIF.
All other wheat:

- U.S.-specific TRQ
reaches maximum level
of 150,000 mtin 7
years; in-quota imports
are duty free but
subject to markups.

- Maximum markup on
U.S. TRQ reduced by
45% over 9 years.

No existing duty.

No existing duty.

Tariffs as high as 30%
eliminated within 5
years. Current tariffs:
- Popcorn: 30%.
-Other corn: 5%.

Tariffs as high as 5%
eliminated upon EIF.

289

During 2012-14, Vietnam imported 41 percent of its corn—primarily used for animal feed—from India, 31

percent from Brazil, and only 4 percent from the United States. Its corn purchasing decisions are driven by the
price competitiveness of corn both from different suppliers and in comparison to other feed sources, including
feed wheat, cassava, and rice. GTIS, Global Trade Atlas database (accessed December 14, 2015); USDA, Vietnam:
Grain and Feed Annual 2012, April 2012; USDA, Vietnam: Grain and Feed Annual, May 5, 2015.
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Australia has multiple competitive advantages in wheat exports to Vietnam over the United States, including (1)

duty-free access as of January 2016; (2) using containers to ship wheat to Vietnam (as opposed to primarily using
bulk cargo ships like the United States), which allows it to sell to a wider range of customers and to access
shallower southern ports; and (3) faster shipping times. Industry experts, telephone interview by USITC staff,
February 19, 2016; USDA, Vietnam Grain and Feed Annual, May 5, 2015; Government of Australia, Austrade.gov,
“Agribusiness to Vietnam,” May 8, 2015.
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Product U.S. concessions

TPP country concessions

Japan

Malaysia Vietnam®

Rice Tariffs as high as
11.2% eliminated
within 15 years.
Tariffs on rice imports
from Vietnam

eliminated upon EIF.

New U.S.-specific TRQ,
which reaches a
maximum of 70,000 mt
in 13 years. US-TRQ
process includes using
a sell-buy-sell
mechanism and setting
a stable markup level;

Tariffs of 40%
eliminated upon EIF.

Tariffs as high as 40%
eliminated within 11
years.

Current tariffs:
-Paddy, brown, white,
and broken rice: 40%.
- Broken rice for feed:
15%.

in-quota imports are
duty free but subject to
markups.

Source: USTR, TPP full text, Annex 2-D; USDA, FAS, Factsheets: Rice (November 30, 2015), Wheat (October 28, 2015), and Corn
(November 30, 2015).
Note: EIF = Entry into Force.

® Vietnam does not impose MFN duties on seed grains for planting.

Many of Japan’s TPP provisions for grains would not result in unrestricted access for imports,
but rather potentially expanded access through new TRQs. These provisions would also result in
some lower in-quota tariffs and adjustments to the administration of certain TRQs. Under TPP,
Japan would establish additional country-specific TRQs, including for wheat from the United

21 Wheat under

these TRQs would be subject to a lower maximum markup. Feed wheat will be given duty-

States, Canada, and Australia, and for rice from the United States and Australia.

free/quota-free access, essentially being removed from the existing WTO wheat TRQ.*? A side
letter states that Japan’s TRQ for U.S. rice would be administered by the Japanese government
through a modified simultaneous buy-sell (SBS) mechanism. This mechanism would be aimed at
addressing certain administrative issues, including making the tender process more transparent
and, if there are multiple years in which the quota does not fill, lowering the markup.293
However, only three types of importers may use the SBS mechanism, and only if the Japanese
government determines that they have “sufficient capacity to handle rice”: distributors
(including wholesalers and retailers), manufacturers, and those in the food service industry.?**

! The Australia TRQ is equal to 12 percent of the U.S.-specific quota. USTR, TPP full text, Annex 2-D.

Japan’s feed wheat imports from TPP partners would be supervised by Japan’s Customs Administration but will
take place outside of MAFF’s SBS system. USTR, TPP full text, annex 2-D.

293 U.S.-Japan Letter Exchange on Operation of SBS Mechanism (accessed February 19, 2016).

These types of businesses are major purchasers of rice imports administered through SBS tenders, which
account for a small portion of Japan’s total rice imports (less than 2 percent in Japan Fiscal Year 2014, but
potentially up to 15 percent). Japan’s MAFF is the primary rice importer and the only entity eligible to import
through Market Access (MA) tenders, which account for most of Japan’s WTO TRQ. MA rice imports are mostly
used for livestock feed, industrial use, or food aid, with a small portion for table rice. USDA, FAS, Japan Grain and
Feed Annual, March 15, 2016, 23-26.
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Estimated Effects of TPP on the U.S. Grains Sector

The Commission model shows that overall U.S. grains production would be slightly higher—by
0.3 percent in 2032, compared with the baseline estimate. The modeling estimates also
indicated TPP would lower U.S. grain exports by one-tenth of 1 percent in 2032, primarily
because of increased domestic grain demand. Demand would rise for U.S. grains—especially
corn—as inputs, both for the meat and dairy industries, which use grain for feed, and for the
processed foods industry, which includes milled grain products.?*> Commission modeling
estimates that exports of meat, dairy, and processed food products will all increase as a result
of TPP. While U.S. grains exports to the world would be lower if TPP is adopted, exports to TPP
countries, mainly Vietnam, would rise slightly (1.3 percent). That said, many major grain
industry representatives have stated that they anticipate positive results from TPP and support
the agreement.296

As noted above, Commission modeling shows that U.S. grain exports to Vietnam would see

some limited growth upon full implementation of the TPP. %’

The United States would primarily
benefit from both a new tariff advantage for corn and wheat compared to non-TPP grain
suppliers and from regaining some competitiveness relative to Australia, which already has

duty-free access to the Vietnamese market.”*®

However, Vietnam arguably already has
relatively low tariffs on wheat and feed corn, which would limit the impact of the tariff
reductions.?®® In the longer term, the U.S. industry expects to benefit from rising incomes and
increasing demand for more processed food, baked goods, and meat in Vietham, which would

boost demand for wheat and corn.>®

*® The U.S. grain industry would see additional increased sales because of higher domestic demand for grains for

producing these products. The U.S. soybean industry would see a similar increase in domestic demand for feed
use. This would also lead to higher U.S. soybean prices, making the United States less competitive in the global
soybean market, and leading to reduced U.S. exports, particularly to China. See Meat, Dairy, and Processed Foods
sections.

2% .S. Grains Council Submission and National Corn Growers, written submission to the USITC, February 15, 2016;
Cargill, written submission to the USITC, February 16, 2016; National Association of Wheat Growers, “National
Wheat Organizations Support TPP Approval,” November 9, 2015.

»7U.S. rice exports will not expand to Vietnam because, despite eliminating the 40 percent tariff, Vietham would
remain a major rice producer and exporter, and its rice imports would remain negligible.

2% pustralia would likely remain a major wheat and corn supplier to Vietnam, but the United States would regain
equal duty treatment (Vietnam granted Australia zero-duty access for wheat and feed corn on January 1, 2016).

299 USDA, ERS, Vietnam’s Agri-Food Sector, October 2014. However, U.S. industry has stated that these tariffs can
be significant because commodity grain trade, such as for wheat, is high volume-low margin. This means that even
a 5 percent tariff can impact sales. Industry representatives, telephone interview by USITC staff, February 19, 2016.
Reportedly, for corn in certain market conditions, a 5 percent tariff advantage would make the United States
competitive with South American exports. Industry representative, email message to USITC staff, February 29,
2016.

300 Industry representatives, telephone interview by USITC staff, February 19, 2016; industry representative, email
message to USITC staff, February 29, 2016.
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For Japan, Commission modeling shows that U.S. wheat exports would be 17.4 percent lower in
2032 with TPP than without it.*®* Under TPP, Canadian wheat exports would gain more market
share because of Canada’s competitive advantage as a low-cost producer, especially of feed
wheat, which would see the greatest tariff reductions. However, U.S. rice exports would be
23.0 percent higher in 2032, based on the expectation of maintaining current U.S. exports levels

392 .S, corn

to Japan within the WTO TRQs while increasing exports under the new TPP TRQs.
exports would be 1.4 percent higher because the elimination of the in-quota corn tariff would
cause increased imports from TPP partners, including the United States, at the expense of non-

TPP suppliers.

Commission model results indicate that enacting TPP would be marginally more negative for
rice exports, as losses in some TPP markets could exceed gains in others. The U.S. rice industry
would face stronger competition in Mexico, a predominantly long grain rice market, and, to a
lesser extent, within the United States. Under TPP, Mexico would eliminate 20 percent duties
on white rice for all partner countries over 10 years in equal stages,3°3 removing the U.S. tariff
advantage vis-a-vis Vietnam. Commission modeling estimates that this would lead to a

3% additionally, U.S. duties on Vietnamese

1.8 percent decline in exports of U.S. rice to Mexico.
rice would be eliminated upon TPP’s entry into force, creating more competition in the U.S.
market as Vietnamese imports slightly increase their market share.>® Gains are expected, but
not assured, in the Japanese market, which mostly imports medium grain rice (box 3.4).
Currently, about 47 percent of Japan’s rice imports under its WTO TRQ are from the United
States.>®

70,000 mt. 3%’ However, U.S. rice entering Japan under the new TRQ would continue to be

Under TPP, Japan would grant U.S. rice its own duty-free TRQ, with a maximum of

% commission model results show greater U.S. wheat exports to other markets nearly offsetting lower exports to
Japan under TPP.

92 commission modeling was based on the expectation of all new TRQ access filling; however, some in the rice
industry have expressed doubt that this will happen, especially in the long term. Industry representatives,
interview by USITC staff, February 24, 2016.The out-of-quota duty on barley would also be eliminated for TPP
members. USTR, TPP full text, Annex 2-D.

3% puties on all other forms of rice will be eliminated upon entry into force. Other forms of rice covered by the HS
at the 6-digit level are paddy, or rough rice (1006.10), brown rice (1006.20), and broken rice (1006.40).

304 USITC, Rice: Global Competitiveness, April 2015, 338—-39.

Industry sources think this would likely result in a small negative impact on the U.S. domestic industry. USA Rice
Federation, written submission to the USITC, February 16, 2016, 5. Commission modeling shows that U.S. Imports
of rice from Vietnam would increase 28.7 percent in 2032 if TPP were enacted, albeit from a relatively small base.
Any market share losses both in Mexico and domestically would primarily affect long-grain rice producers, who are
concentrated in the U.S. South, especially Arkansas. Any gains in market access to Japan would primarily benefit
medium-grain rice producers in California.

%% Based on the volume of imports during 2011-15. GTIS, Global Trade Atlas database (accessed February 25,
2016). Japan’s WTO TRQ for rice is 682,000 mt (milled rice equivalent) and has prohibitively high over-quota tariffs.
USITC, Rice: Global Competitiveness, April 2015, 71.

37 Under TPP, the TRQ for U.S. rice would initially be set at 50,000 mt and would grow to a maximum level of
70,000 mt by year 13. United States rice exports to Japan averaged about 208,834 mt during 2012—-14. GTIS, Global
Trade Atlas database (accessed January 20, 2016).
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subject to a markup and to chemical testing, which U.S. industry has stated could deter some
trade.>®

Box 3.4: U.S. Rice and Market Access to Japan: Documented vs. Undocumented Commitments

The ultimate net impact of the TPP Agreement on the U.S. rice industry depends on actual access
achieved in the Japanese market. A number of expected Japanese commitments, as understood by U.S.
rice industry representatives, are not documented in the official TPP Agreement text or corresponding
side letter. These include Japan reserving a majority of the new medium-grain rice access under the
WTO TRQ for the United States and lowering the markup rate for the U.S. TRQ (see table in this box).
Additionally, there is uncertainty as to the fill rate of the U.S. TRQ guaranteed by the Japanese
government under TPP. Industry representatives are concerned that, unlike the WTO TRQ, Japan may
regard the U.S. TRQ merely as providing Japan with an option to fully fill it or not.? There is also the
generally held assumption that exports under the U.S. TRQ would be new access over and above current
levels of U.S. exports. Industry representatives are also concerned that, although the side letter included
commitments to improve it, the SBS (simultaneous buy-sell) system could still deter shipments. The
administration of the current SBS system resulted in only a 10 percent fill rate for 2015.

U.S. Rice: Japan’s Commitments

Commitments Documented Undocumented
TPP: U.S. TRQ

Quantity Up to 70,000 mt annually

Markup Drops 15% a year—for up to two Set at ¥22/kg (5196/mt)

years—if U.S. TRQ does not fill

SBS System Administration Changes to some functions
WTO TRQ:

Quantity 60,000 mt specifically allocated for 80 percent (48,000 mt) guaranteed to

imports of medium-grain rice used  the United States
for processing

Sources: USTR, TPP full text, Annex 2-D; .S.-Japan Letter Exchange on Operation of SBS Mechanism (accessed February 19,
2016); USA Rice Federation, written submission to USITC, February 16, 2016.

Commission modeling assumed a maximum fill of the documented market access gains (e.g. 70,000 mt)
under the TPP on top of current export levels for Japan which, while having a positive effect, did not
fully counteract a slight negative impact on the overall U.S. rice industry.b However, if Japan provides
both documented and undocumented commitments, U.S. rice exports could gain 118,000 mt of new
access, and TPP would likely result in a slight positive impact on the overall U.S. rice industry. On the
other hand, if none of these additional commitments are met and the U.S. TRQ under TPP fill rate is only
10 percent (e.g. 7,000 mt) as it was in 2015, then TPP would have an even more negative impact on the
U.S. rice industry. Exports and output could decline even further under any of these scenarios if the
United States does not maintain its current market access levels. Industry representatives can envision a
situation where, if TPP were enacted, they may initially receive both documented and undocumented
access levels, but that over time access may be limited to only what is documented or below, due in part
to an increasingly less functional SBS system. However, it is impossible to predict which of these
scenarios will actually come to fruition.

308 Industry representatives, interview by USITC staff, February 24, 2016.
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® Reportedly the Japanese government believes that it is obligated to fill the WTO TRQ. U.S. industry representatives,
interview by USITC staff, February 24, 2016.

® Commission modeling also assumed lost U.S. sales to Vietnam domestically and in Mexico; and there is no indication that
alternative scenarios could be expected in these markets.

U.S. industry representatives, interview by USITC staff, February 24, 2016.

Processed Foods

Assessment

The TPP Agreement would have a significant positive impact on both U.S. exports and imports

39 processed foods include both bulk and retail-ready branded food

of processed foods.
preparations, processed fruits and vegetables, and food products like coffee, cookies, and pet
food. Averaging $24.6 billion annually between 2013 and 2015,31°

largest baskets of U.S. agricultural exports, and the United States is a leading producer and

this category is one of the

exporter of these products, as well as a major importer. Most of the positive export impact
under the TPP is likely to come from tariff reductions and removal in Japan and Vietnam, with
some additional gains from the creation of new TRQs for processed grain products in Japan. In
certain TPP markets, U.S. exporters would gain from the leveling of the playing field with other
competitor countries that already have tariff preferences owing to existing FTAs. Extra benefits
may accrue for some products from new TPP provisions regarding proprietary formulas for
prepackaged foods and food additives.

TPP’s impact on U.S. imports is likely to be smaller than on exports. Most U.S. imports of
processed foods from TPP partners are from NAFTA partners Canada and Mexico and already
face low or no tariffs. However, even a small percentage increase to the already sizable U.S.
imports from these countries translates into significant import growth. Since other TPP partners
are not significant exporters of processed foods, additional U.S. imports from new TPP partners
resulting from tariff reductions and eliminations are expected to be smaller and likely consist of
specialty food products.!*

If TPP is adopted, Commission modeling estimates that U.S. exports of processed foods would
be 3.8 percent higher in 2032 than they would be without TPP, and exports to TPP countries

3% processed foods includes processed vegetables; processed fruits; fruit and vegetable juices; coffee and tea;

milled grain products such as flour, pasta, and cereals; cocoa products; processed animal and pet food; egg
albumin products; and other food preparations such as butter substitutes, coffee whiteners, and gelatin. These
products are classified under HS 0710, 0711, 0712, 0811, 0812, 0814, 1101, 1102, 1103, 1104, 1105, 1106, 1108,
1109, 1802, 1803, 1804, 1805, 1902, 1903, 1904, 1905, 2001, 2002, 2003, 2004, 2005, 2006, 2007, 2008, 2009,
2101, 2102, 2103, 2104, 2209, 2302, 2309, and selected products classified under HS 0901, 0902, 1212, 1302,
1602, 1806, 2106,2303, and 3502.

319 GTIS, World Trade Atlas database (accessed February 17, 2016).

Processed foods containing dairy and sugar ingredients would continue to be subject to U.S. TRQs for dairy and
sugar products under TPP.
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even greater at 9.1 percent above the baseline. The largest gains for U.S. exports are expected
in Japan and Vietnam. U.S. exports to both countries would be made up of a wide range of
products. For Japan, leading exports would include grape juice concentrate, processed
potatoes, and cookies, crackers, and biscuits; for Vietnam, processed potatoes and cookies,
crackers, and biscuits. The Commission model estimates that U.S. imports of processed foods
would be 1.1 percent above the baseline in 2032 with TPP. The greatest gains would be
expected from Mexico and Japan.

Overview of U.S. Trade with TPP Partners

The United States is a global leader in both exports and imports of processed food products.
Moreover, this category is one of the fastest-growing segments for U.S. agricultural trade.>*?
Between 2013 and 2015, U.S. exports of processed foods to TPP countries accounted for over
half of total exports (table 3.24). Of these, more than three-quarters were to NAFTA partners.
U.S. processed foods tend to be high-value, often branded, food ingredients and end products,
and demand is strong in higher-income countries more adapted to the Western diet. New TPP
partners accounted for just 15 percent of U.S. exports to TPP members, which are concentrated
in Japan,®" with much smaller shares to Malaysia and Vietnam. At $4.9 billion in average
annual exports between 2013 and 2015, the largest major export subcategory was processed
fruits and vegetables, including juices. Major products in this category include raisins, processed
potato products, and juice concentrates (particularly orange, cranberry, and grape); outside of
NAFTA partners, these are shipped largely to Japan. Another important export subcategory,

with $4.7 billion in annual exports during 2013-15, is “food preparations, nesoi,”>**

alarge
basket category containing such varied products as food ingredients containing milk solids or
sugar, butter substitutes, coffee whiteners, flavored syrups, fortified fruit juices, gelatins, and

herbal teas.

Table 3.24: U.S. exports of selected processed foods to world and TPP partners, average 201315,
million dollars

U.S exports to TPP countries

Product and selected subproducts U.S exports Other existing
(HS subheading) to world All New partners NAFTA  FTA partners
Processed foods: total 24,621.3 14,347.8 2,193.3 10,935.5 1,219.0
Selected subproducts

Bread, pastry, cakes, and biscuits 1,646.2 1,239.5 73.9 1,108.4 57.2

(190590)

Sauces and condiments (210390) 1,051.2 621.3 39.1 515.9 66.3

312 ATAC for Trade in Processed Foods, The Trans-Pacific Partnership Agreement, December 3, 2015, 2.

Despite its high tariffs, import demand in Japan is strong, and it is a leading consumer of U.S. processed food
products, including branded products. Campbell Soup Company, written submission to the USITC, February 11,
2016.

314 “Nesoi” means “not elsewhere specified or included.”
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U.S exports to TPP countries

Product and selected subproducts U.S exports Other existing

(HS subheading) to world All New partners NAFTA  FTA partners
Swelled and roasted cereals 516.3 404.2 2.5 394.0 7.7
(190410)
Mixes and doughs (190120) 511.6 349.6 39.8 286.0 23.8
Soups and broths (210410) 439.7 367.2 17.6 342.1 7.5
Pasta (1902) 367.8 330.9 32.2 295.6 3.1
Food preparations, nesoi (210690) 4,674.9 2,187.1 382.4 1,544.4 260.2
Processed fruit 937.6 577.2 88.6 449.9 38.8
Processed vegetables 2,882.1 1,654.6 530.3 1,005.2 119.1
Juice 1,039.1 660.2 130.1 507.6 22.4
Pet food (2309) 2,790.4 11,4823 329.7 979.1 173.5
Cocoa products 1,707.7 1,138.9 73.7 954.5 110.8
Coffee and tea 1,234.8 957.7 74.3 843.4 40.0
Milled grains 678.5 479.6 54.6 393.6 313

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Note: Nesoi = not elsewhere specified or included.

U.S. exporters of processed foods are highly competitive but face high tariffs in TPP countries,
particularly on products containing dairy or sugar. Since U.S. trade with previous FTA partners is
largely duty-free, the high tariffs are mainly found in new TPP partner markets. In Japan, these
products face tariffs as high as 52.5 percent on flavored syrups, 21.3 percent on tomato juice,
and 15 percent on cookies. In Vietnam, tariffs on U.S. processed foods run as high as 40 percent
on processed vegetables and canned soups.

U.S. exporters of processed foods must deal with other impediments in addition to tariffs. Dairy
and sugar containing processed foods face restrictive TRQs in Canada, while those with a base
of wheat and rice are similarly restricted in Japan. Processed foods often face such technical
barriers to trade (TBTs) as complicated labeling requirements that increase costs for U.S.
exporters. Finally, a key competitive factor in many TPP markets for processed foods are the
tariff preferences that U.S. competitors already have through bilateral FTAs, leaving the United
States at a competitive disadvantage vis-a-vis these competitors.

Summary of Provisions

Market access provisions for processed foods under TPP include tariff elimination, both
immediate and through phaseout periods, and some additional TRQ access into Japan (for
wheat-based processed foods products) and Canada (for products containing dairy and sugar).
Phaseout periods for tariff elimination range from immediate to 20 years (table 3.25). Although
most of the key TPP provisions cover trade with countries with which the United States does
not already have an FTA, Canada would grant some additional TRQ access to the United States
under TPP, beyond its NAFTA commitments (discussed below). Of the non-FTA partners, based
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on current trade and consumption trends, concessions for processed food in Japan and

Vietnam are likely to be the most significant.

Nearly one-third of Japan’s tariff lines on processed foods would be granted immediate duty-

free access, including certain processed fruits and vegetables, flavored waters without added

sugar, roasted coffee, soups, and spices. Up to 75 percent of all U.S. processed foods exports,

including frozen French fries, cookies, crackers and biscuits, would achieve duty-free access

between years 4 and 21 of the agreement. However, new Japanese TRQs (affecting processed

cheese, butter, and chocolate confectionary bars) only minimally expand access for processed

foods.>®

Table 3.25: Processed foods: Selected U.S. and TPP partner tariff concessions

u.S. TPP country concessions
Product concessions Japan Malaysia Vietham New Zealand
Processed foods Tariffs Some tariffs as high as Tariffs as high  Tariffs as high as  Tariffs as high as
currently as 25.5% eliminated as 25% 55% eliminated 5% eliminated
high as 131%  within 11 years; 4 new eliminated within 12 years. within 5 years.

eliminated
within 20
years. Some
products are
subject to
dairy and sugar
TRQs.

TRQs and 1 new U.S.-
specific TRQ added.

Tariffs on cookies,
crackers, biscuits,

within 16 years.

Sauces and flavored breads, and
waters with added starches
sugar: tariffs as high eliminated in 8
as 13.4% eliminated in years.

4 years. Cookies,
crackers, biscuits:
tariffs as high as 40%
eliminated within 8
years.

Rice products: Tariffs
as high as 34%
eliminated in 11 years.
Uncooked spaghetti
and macaroni: 30
yen/kg tariff (~30%
AVE) reduced by 60%
over 9 years.

New TRQ added for
processed wheat
products.

New TRQ for food
preparations with
wheat added. New
U.S.-specific TRQ
added for processed
wheat products.

Source: USTR, TPP full text, Annex 2-D. USDA, FAS, Trans-Pacific Partnership Benefits to Agriculture: Processed Products,

October 28, 2015.
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Japan granted limited new TRQ access for processed products and food preparations with
wheat; two are TPP-wide and one is U.S.-specific. The within-quota volume for the TPP-wide
TRQ for swelled or roasted cereals and other food preparations begins at 7,500 mt and reaches
10,000 mt in 6 years. The TPP-wide TRQ for food products of flour begins at 15,000 mt and
reaches 22,500 mt in 6 years. The U.S.-specific TRQ for mixes and doughs begins at 10,500 mt
and reaches 12,000 mt in 6 years.g’16 Processed food products containing dairy would gain some
additional access in Canada through two TPP-wide TRQs, one for ice cream and mixes and the
other for other dairy products, with each beginning at 1,000 mt and reaching 1,138 mt in

14 years.

In addition to tariff provisions, the TPP text includes an annex in the chapter on technical
barriers to trade relevant to processed foods. Annex 8-F, which covers proprietary formulas for
prepackaged foods and food additives, specifically relates to gathering information on
proprietary formulas. It requires parties to limit the information requirements and to ensure
the confidentiality of such formulas to protect legitimate commercial interests.

Estimated Effects of TPP on the U.S. Processed Foods Sector

Commission modeling estimates that the TPP Agreement would have a significant, positive

impact on U.S. exports of processed foods.?"’

Most of the positive impact is likely to come from
tariff reductions and removals in Japan and Vietnam, and the creation of new TRQs in Japan.
These countries do not have previous FTAs with the United States and therefore represent the

main areas of export opportunity under TPP.

The modeling simulations show that total U.S. exports of processed foods would be 3.8 percent
above the baseline in 2032 with the implementation of TPP. This gain in U.S. exports outweighs
the corresponding boost in U.S. imports of processed foods of 1.1 percent. In turn, U.S. output
of processed foods would be 0.8 percent greater and employment in the sector 0.7 percent
larger than without TPP.

U.S. industry representatives have stated that the TPP has significant potential to increase U.S.
processed foods exports due to market access openings stemming from reduced and
eliminated tariffs, improved administration of newly established TRQs, and enhanced rules

% Two additional, and very limited, TPP-wide TRQs were granted by Japan. The first allows 100 mt of uncooked

udon, somen, and soba noodles annually, while the second, for food preparations of barley, reaches 115 mt in
6 years.

37 Commission modeling results do not further disaggregate based on specific processed food products such as
potatoes, pasta, and others.
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governing nontariff barriers.>*® In addition, U.S. processed foods exporters note that the TPP
Agreement covers an important portion of the global supply chain for many product categories
in the processed foods sector, with the potential for substantial further supply chain integration

when additional countries join the TPP.31?

These same representatives expressed
disappointment with the lack of more significant expansion of access for processed U.S. dairy
products that would be highly competitive in the Canadian market and the minimal expansion
of access for Canadian sugar to the United States, access to which they believe is critical to the
competitiveness of U.S. processed foods.>*

U.S. industry representatives also view the TBT chapter of the TPP favorably, including the
annex on proprietary formulas for prepackaged foods and food additives. In their view, the
chapter includes robust clarification language stipulating that traded products can undergo

conformity assessment procedures only once before being sold in TPP markets.**

In addition,
U.S. industry representatives view favorably the SPS chapter, specifically the procedure for
handling the detection of low-level presence of biotech material, as well as the enhanced SPS
commitments for science-based regulations that are not more restrictive than necessary and a

322

rapid response mechanism to resolve SPS issues at the border.” U.S. industry representatives,

such as those for the U.S. pet food industry, believe such provisions would discourage arbitrary

and unjustified barriers to U.S. exports.>?

Effects of TPP on U.S. Exports of Processed Potatoes

For many processed foods, the elimination of high, and even moderate, tariffs would have
positive effects on U.S. exports. Certain processed potato products face high to moderate tariffs
in Japan and Vietnam, and their eventual elimination would result in the expansion of U.S.
exports for these products.

U.S. annual exports of processed potato products were valued at more than $1.3 billion during
2013-15.3* A large subset of this category is frozen potatoes, including French fries, a sector in
which the United States competes with the EU and Canada in global markets. Other large

318 ATAC for Trade in Processed Foods, The Trans-Pacific Partnership Agreement, December 3, 2015; Pet Food

Institute, written submission to the USITC, December 29, 2015; Campbell Soup Company, written submission to
the USITC, February 11, 2016.

319 ATAC for Trade in Processed Foods, The Trans-Pacific Partnership Agreement, December 3, 2015.

* |bid.

! |bid.

322 ATAC for Trade in Processed Foods, The Trans-Pacific Partnership Agreement, December 3, 2015; Pet Food
Institute, written submission to the USITC, December 29, 2015.

33 For example, U.S. pet foods including poultry ingredients were reportedly subjected to unjustified trade
restrictions related to avian influenza. USITC, hearing transcript, January 14, 2016, 435-36 (testimony of Peter
Tabor, PFI).

324 GTIS, World Trade Atlas database (accessed February 17, 2015).
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exporters, such as New Zealand and China, are seeking to expand market share in Asia. Tariffs
on U.S. processed potatoes in TPP countries are primarily found in Japan and Vietnam. Japan
presently places tariffs of 8.5 percent on frozen French fries (HS 2004.10) and up to 20 percent
on other dehydrated potato products (HS 1105.20, 2005.20). Japan’s TPP concessions for
processed potatoes include full elimination in 11 years. Vietnam’s tariffs, which range from 18
to 24 percent, would also eventually be eliminated under TPP. Representatives of the U.S.
potato industry estimate that elimination of Japanese tariffs on French fries (HS 2004.10) and
dehydrated potatoes (HS 2005.20) alone would increase the value of Japanese imports of each

product by at least $10 million annually.a'25

In light of rising demand and TPP tariff elimination,
overall U.S. exports of frozen French fries to Vietnam would reach $10 million (from a 2014

level of $3.75 million) within 5 years.>®

Effects of TPP on U.S. Exports of Grape Juice Concentrate

For certain U.S. processed foods exports, tariff elimination and/or reduction is significant
because other TPP suppliers compete with U.S. exporters in TPP markets at a low tariff rate, or
no tariff at all, owing to a previous FTA. Exporters in Australia, Chile, Malaysia, and Vietham
currently have a competitive advantage over their U.S. counterparts as a result of their existing
FTAs with Japan. The U.S. tariff preference under TPP would allow U.S. exporters of grape juice
concentrate to compete on even terms in the Japanese market.

The United States is a major producer and exporter of grape juice concentrate. U.S. exports
were $80.4 million in 2014, and the United States was the third leading global exporter of this
product behind Argentina and the EU, accounting for about 16 percent of global trade that
year.>?” In Japan, the United States competes with Argentina, Chile, and Brazil, all highly cost-
competitive producers and exporters.a'28 Total exports of grape juice concentrate from Chile, a
TPP partner, were $62.9 million in 2014, with $14.9 million going to Japan. Chile’s top three

markets are South Korea, Japan, and Canada.

Current U.S. exports of grape juice concentrate to Japan are at a competitive disadvantage to
those from Chile with respect to tariffs. Japan’s FTA with Chile (completed in 2007) provides for
the elimination of grape juice tariffs in a 15-year phaseout period ending in 2022. During this
period, Chilean grape juice concentrate enters Japan at a preferential tariff, while U.S. grape

3% National Potato Council, 2016 National Trade Estimate Report on Foreign Trade Barriers, October 28, 2015, 18.

National Potato Council, written submission to the USITC, December 23, 2015.

GTIS, World Trade Atlas database (accessed January 19, 2016).

GTIS, World Trade Atlas database (accessed January 19, 2016); Welch Foods, Inc., written submission to USTR,
June 7, 2013.
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concentrate faces tariffs of 19-29.8 percent.*? Tariff elimination under the TPP will allow U.S.
exporters to compete on even terms with Chile in the Japanese market and will give the United
States a tariff advantage over Argentina, Japan’s largest supplier.

Welch Foods, Inc., estimates that the immediate tariff elimination on grape juice concentrate
will translate into cost savings of about 20 percent. According to the company, these lower
costs are likely to increase its exports of grape juice concentrate to Japan by up to 20 percent,
increasing crop utilization in the United States and supporting U.S. employment on grape farms
and throughout the U.S. grape juice concentrate supply chain.**

Fresh Fruits, Vegetables, and Nuts

Assessment

On balance, the TPP Agreement would have a positive impact on U.S. exports and a minimal
impact on U.S. imports of fresh fruits, vegetables, and nuts. The United States is a competitive
global producer and exporter of fresh produce and nuts, and U.S. exports would increase as
tariffs decline. Select products in this sector, however, face SPS restrictions that will continue to
hamper trade unless resolved by the TPP parties. U.S. exports of fresh fruits, vegetables, and
nuts would benefit most from increased market access in Japan and Vietnam, where tariff
reduction and elimination are most significant, and moderately in Malaysia, which already has
lower tariffs on these products.

Overview of U.S. Trade with TPP Partners

The United States exports almost half of its fresh produce and nuts—worth $7.9 billion—to TPP
markets, with NAFTA partners accounting for the majority of U.S. exports (table 3.26). High
tariffs on fresh nuts and produce, along with SPS measures on certain products, are key trade
barriers currently inhibiting U.S. exports to non-FTA partners. These partners presently account
for less than 10 percent of total U.S. exports. Of these, Japan is the largest export market for
U.S. horticultural products, and demand for U.S. exports of fresh produce in Japan is already
well established. Fresh fruits, vegetables, and nuts currently face high tariffs in new TPP
markets—up to 40 percent—that inhibit U.S. exports. Some horticultural products also face
extra-high seasonal tariffs designed to protect local production. Moreover, the United States
competes in several TPP markets with other countries that already benefit from lower duties or

** Most U.S. grape concentrate enters Japan under HS 2009.69.210 at a duty of 19.1 percent. Imports of this

product become duty free immediately under TPP. Other grape juice concentrate tariff lines phase out to zero over
6- and 11-year periods.
30 \Welch Foods, Inc., written submission to USTR, June 7, 2013.
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331 |n addition to tariff barriers, fresh horticultural

no duties resulting from preexisting FTAs.
products are affected by SPS restrictions that can increase the cost of some U.S. products to the

point where they effectively inhibit exports.‘:":’2

Table 3.26: U.S. exports of fresh fruit, vegetables, and nuts to world and TPP partners, 2013—15 average,
million dollars

U.S exports to TPP countries

U.S exports Other existing

Product and selected subproducts to world All New partners NAFTA FTA partners
Fresh fruit 5,603.1 3,389.0 654.8 2,484.8 249.3
Fresh vegetables 3,117.9 2,326.8 147.9 2,133.4 45.6
Nuts 8,792.8 2,174.0 797.7 1,212.9 163.3
Total 17,513.80 7,889.80 1,600.40 5,831.10 458.20

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Summary of Provisions

The U.S. fresh fruit, vegetable, and nut sectors would benefit from either immediate duty-free
market access to new TPP partner economies or significant but gradual tariff reductions in
these markets (table 3.27). Most fresh fruit, vegetable, and nut imports to the United States
would be granted immediate duty-free treatment, but with current tariffs already low, effects
would be moderate. For a select product, fresh oranges, TPP benefits could be offset by a
safeguard mechanism. Under TPP, Japan has retained the right to apply safeguard duties to
oranges—up to 28 percent—if total TPP import volume during the high season exceeds certain
trigger points.333

Table 3.27: Fresh fruit, vegetables, and nuts: Selected U.S. and TPP partner tariff concessions

TPP country concessions

Product U.S. concessions Japan Malaysia Vietham

Fresh fruits Most fruits become Most fruit becomes duty free 5 percent tariffs on Tariffs as high as
duty free upon EIF; on EIF. Tariffs as high as most non-tropical 40 percent (on citrus)
tariffs as high as 32 percent (on citrus) or fruit eliminated on eliminated on EIF or

31 several TPP parties (Australia, Chile, Brunei, Mexico, Peru, and Malaysia) have already negotiated preferential

bilateral tariff agreements with Japan, and Canada is currently negotiating one. Chile has also negotiated bilateral
tariff agreements with Malaysia, Vietnam, New Zealand, Brunei, and Australia. Malaysia has negotiated bilateral
tariff agreements with Australia and New Zealand. Due to the multilateral ASEAN-Australia-New Zealand FTA, the
U.S. fresh produce and nut industries also face a competitive disadvantage in supplying horticultural products to
Malaysia and Vietnam.

2 These include import bans related to certain pests and diseases, maximum residue levels for pesticides, or
stringent fumigation requirements.

333 Japan TPP, Appendix B-1, “Agricultural Safeguard Measures to Tariff Schedule of Japan,” states (a) 35,000 mt for
year 1, except as provided in paragraph 5; (b) 37,000 mt for year 2; (c) 39,000 mt for year 3; (d) 41,000 mt for year
4; (e) 43,000 mt for year 5; (f) 45,000 mt for year 6; and (g) 47,000 mt for year 7. Although Japan's recent imports
of fresh oranges would not trigger the safeguard, a return to historical Japanese import levels could. For example,
imports from the United States alone accounted for 97 percent of the quota trigger based on a recent high-
shipment season (December 2012—March 2013).
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TPP country concessions

Product U.S. concessions Japan Malaysia Vietnam
29.8 percent (on 17 percent (on apples) EIF. within 2—6 years.
dates, fresh eliminated in 11 years or less.
cantaloupes)
eliminated in 10
years or less.
Fresh oranges (top U.S. Tariffs on melons 15 percent tariffs on
exports in this category) have and tropical fruits  apples and grapes (top
front-loaded duty reduction  eliminated in 11 U.S. exports in this
for low-season imports, years. category) eliminated
extended low-season access, in 3 years.
and safeguards imposed on
fresh oranges during high-
season transition period. All
tariffs and safeguard
mechanisms eliminated in 6—
8 years.
Fresh The majority of U.S. Tariffs on fresh vegetables Few import duties  Tariffs on fresh
vegetables tariffs on fresh average less than 5 percent.  on fresh produce average 15—
vegetables will end The majority of those tariffs  vegetables, and all 20 percent. All will
immediately. A few will be eliminated upon EIF. tariffs will be become duty free
select tariffs expire eliminated upon within 4 years.
in 20 years. EIF.
U.S. tariffs on
asparagus and
mushrooms from
Australia expire in
20 years.
Nuts Most nuts become  Most nut tariffs (as high as Most nuts have no Tariffs as high as

duty free upon EIF;
tariffs as high as
22.4 percent are
eliminated in 10
years or less.

For peanuts and
peanut products,
over-quota rates of
131.8-

163.8 percent are
eliminated in

10 years or less. For
Peru, staged tariff
reductions remain
the same as under
the U.S.-Peru FTA.

12 percent) are eliminated
upon EIF; other tariffs as high
as 23.8 percent are
eliminated in 8 years or less.

For peanuts, in-quota duty of
10 percent is eliminated upon
EIF; over-quota duty
eliminated in 8 years.

existing duty;

5 percent tariff on
raw peanuts
eliminated upon
EIF.

34 percent eliminated
in 6 years or less.

Source: USDA, FAS, Factsheets (accessed November 23, 2015).
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Estimated Effects of TPP on the U.S. Fresh Fruit, Vegetables, and
Nuts Sector

Many U.S. fresh fruit, vegetables, and nut exports would benefit from tariff reduction under the
TPP, particularly exports to non-FTA partners. If TPP is adopted, Commission modeling
estimates that total U.S. exports of fresh fruit, vegetables, and nuts would increase by

$574.9 million (2.0 percent) worldwide, while total U.S. imports of these commodities would
increase by $119.2 million (0.5 percent) by 2032, compared to the baseline. Most of the
projected increase in fresh horticultural exports is due to increased exports to non-FTA
partners. Under TPP, U.S. producers’ output of fresh fruit, vegetables, and nuts are projected to
be 0.2 percent higher in 2032, compared to the baseline. Employment in the sector tracks these
output trends.

If TPP is enacted, Commission modeling estimates that U.S. fresh fruit, vegetable, and nut
exports to all TPP member countries would increase by $990.3 million, or 8.3 percent. The
majority of the increase would be due to increased exports to Vietnam, valued at $721 million,
and Japan, $274.9 million.

Immediate duty-free treatment for most fresh fruit and nuts from the United States would
likely have the strongest impact on U.S. farmers along the West Coast and in the Southeast.
Significant but gradual TPP tariff reductions would increase leading U.S. exports—citrus fruits,
apples, and grapes—to Japan, Vietnam, and Malaysia. The domestic citrus industry would also

34 TPP’s immediate

likely benefit from the expansion of the low-season tariff window in Japan.
or gradual duty-free treatment for most U.S. nuts would benefit highly export-competitive
almonds, pistachios, walnuts, and peanuts. TPP tariff reductions would have a moderate impact
on U.S. exports of fresh vegetables because Japanese tariffs on these products are already low,
averaging less than 5 percent. The gradual elimination of Vietnam’s high tariffs on fresh
vegetables could benefit the U.S. fresh vegetable industry in the future if Vietham’s economy

continues to develop and expand.

Although tariff elimination is an important component of the TPP, partner countries’ rules on
SPS measures have a significant impact on the ability of U.S. producers to take advantage of
reduced tariff levels. As a result, tariff reduction benefits may be tempered by longstanding SPS
barriers, which may remain under TPP. The removal of SPS and technical barriers to fresh
produce and nut trade would positively impact U.S. exports of these goods, but the effects of

334 Japan will expand the low-season tariff window by two months to encompass the period April-November.
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these barriers are difficult to quantify. Several U.S. fresh horticultural exports face these types

of barriers in TPP partner countries.**

Effects of SPS Measures on U.S. Apple Exports

In Japan, U.S. apple exports face both high tariffs and restrictive SPS measures. Indeed,
although it is a globally competitive apple exporter, the U.S. industry has not exported apples to
Japan since 2001 due to the high cost of compliance with Japan’s strict phytosanitary import

protocols for codling moth.3®

Under TPP, U.S. apples would receive duty-free access to Japan’s
lucrative apple market within 11 years and a gradual reduction of the current 17 percent tariff.
However, after more than 20 years the two countries have still not resolved Japan’s SPS

restrictions, and under TPP these would continue to impede access for apples.®*’

Compliance
with Japan’s current import protocol is costly and the required methyl bromide treatment
deteriorates the quality of the treated fruit. The U.S. industry estimates that the Japanese apple

export market could be worth $143.4 million in the absence of Japan’s SPS restrictions.>*®

Effects of SPS Measures on U.S. Fresh Potato Exports to Japan

While the TPP would reduce already low tariffs on fresh potato exports, TPP has not resolved
persisting SPS issues that limit U.S. exports of potatoes in several ways. The United States is a
large producer and competitive exporter of fresh potatoes, with U.S. exports reaching

$182 million in 2015.%%* The vast majority of U.S. exports are to Canada and Mexico, with other
important markets including South Korea, Japan, Taiwan, and Malaysia.

While U.S. exports to Japan only face a 4.5 percent tariff, significant nontariff measures govern
this trade. For several decades Japan has largely prohibited fresh potato imports from the

% The ability of U.S. producers to export certain fruits to Japan, including apples, cherries, plums, and nectarines,

has involved protracted negotiations which preceded TPP. Japan still prohibits the importation of U.S. apricots and
peaches (owing to concerns about codling moth) and U.S. pears (codling moth and fire blight). Although U.S.
apples are technically permitted, the cost of complying with Japan's apple import protocols form a barrier to entry
that effectively blocks U.S. apple exports. Similarly, while Japan permits imports of U.S. plums and nectarines, the
United States has not exported either in years. USDA, ERS, Japan: Fruit Policies in Japan, April 2010. In addition,
certain fresh vegetables are currently prohibited under Japan's quarantine law, including bell peppers, chilies,
eggplant, potatoes, radishes, sweet potatoes, and yams. USDA, FAS, Japan: Food and Agricultural Import
Regulations and Standards-Narrative, December 19, 2013. Other TPP partners also maintain SPS restrictions on
produce. Australia currently prohibits imports of U.S. apricots and apples. Until recently, Australia also prohibited
the importation of U.S. plums, peaches, nectarines, and is finalizing access for U.S. table grapes. Since 2010, New
Zealand only allows stone fruit imports from the state of California. Mexico currently allows U.S. potatoes access to
only within a 26-kilometer border zone. A lack of clarity in Vietnam's 2012 food safety regulations for horticultural
products create uncertainty that inhibits U.S. trade flows in produce and nuts. USTR, 2015 NTE, 2015.

336 Powers, “Benefits of TPP,” December 2015.

Calvin and Krissoff, “Resolution of the US-Japan Apple Dispute,” 2005.

Food Navigator,”Japanese-U.S. Apple Ban lllegal, Rules WTO,” June 2005.

GTIS, World Trade Atlas database (accessed February 26, 2015).
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United States, only allowing the United States to export fresh chipping potatoes destined for
processing. Since Japan also prohibits the overland transportation of U.S. fresh potatoes, use of
U.S. potatoes for chip production is limited to two Japanese potato chip facilities which are
adjacent to ports. In addition, Japan’s restrictive transportation protocols require fresh
potatoes to be reloaded into smaller coastal vessels, increasing shipper costs while reducing
potato quality. Further restrictions include a six-month import window (from February 1
through July 31) from a limited number of U.S. states.

Despite these obstacles, U.S. potato exports to Japan reached $7.5 million in 2015.%*° Without
the restrictions, representatives of the U.S. potato industry estimate that the total value of the
sales in Japan’s fresh potato market (including fresh table stock and chipping potatoes) could

31 The U.S. potato industry

increase by $10 million the first year and $50 million in three years.
views the enhanced SPS provisions in the TPP as offering an additional avenue to pursue
resolution of these nontariff measures.>** At present, however, these barriers remain

unresolved.

Alcoholic Beverages

Assessment

Through a combination of tariff elimination, an annex setting parameters for labeling
requirements, and new protections for bourbon and Tennessee whiskey, TPP would expand
U.S. exports of alcoholic beverages while having a minimal effect on U.S. imports. The
elimination of tariffs through TPP in non-FTA partner countries, in particular Japan and
Vietnam, is expected to boost U.S. exports of alcoholic beverages.343 One of the primary
benefits of TPP to U.S. exporters would be the ability to compete on equal terms with other TPP
countries that already have preferential access in certain markets that has enabled them to
export significant volumes of these products. In addition, an addendum to the TPP’s TBT
chapter—”Annex 8-A: Wine and Distilled Spirits”—would establish parameters for labeling that
would provide certainty and regulatory coherence for U.S. wine and spirits exports, reducing
costs and likely leading to increased exports.344

Under TPP, U.S. tariffs on imports of all alcoholic beverages would be eliminated in 10 years or
less. The impact is likely to be minimal, however, because products from Australia and Chile,

349 GTIS, World Trade Atlas database (accessed February 26, 2015).

National Potato Council, written submission to the U.S. Trade Representative, October 28, 2015, 3.
National Potato Council, written statement to the USITC, December 23, 2015.

The Commission’s model does not disaggregate specific beverage types, such as alcoholic beverages, so an
estimated impact of TPP on trade of alcoholic beverages is not available.

3 Wine Institute, written submission to USITC, February 12, 2016, 2; DISCUS, written submission to USITC,
February 12, 2016, 3; industry representatives, telephone interviews by USITC staff, February 12 and 16, 2016.
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two large global wine suppliers, already enter duty free through the U.S.-Australia and U.S.-
Chile FTAs. In addition, the majority of wine imported from New Zealand currently enters the
United States at very low tariff rates (6.3 cents/liter). The impact on spirits imports would also
be minimal because new FTA TPP partners are not large suppliers to the U.S. market and most
spirits already enter the United States tariff free.

Overview of U.S. Trade with TPP Partners

The United States is one of the world’s largest exporters of alcoholic beverages. Between 2013
and 2015, TPP countries accounted for more than 40 percent of total U.S. alcoholic beverage
exports (table 3.28), with NAFTA markets accounting for 65 percent of total exports to TPP
countries. Japan is the third-largest export market for U.S. wine and the sixth-largest export
market for U.S. spirits, and accounts for the majority of wine and spirits shipments to new FTA
partner countries within TPP. Between 2013 and 2015, U.S. exports of wine and spirits to Japan
averaged $103 and $104 million, respectively. Vietnam is also an important export market for
both wine and spirits, and U.S. wine exports to Vietnam have risen rapidly, from $5.7 million in
2010 to $11.6 million in 2015. New TPP partner Malaysia has also been a growing market for
U.S. wine exports, although demand is restricted by cultural practices limiting consumption of
alcohol. U.S. beer exports are primarily destined for NAFTA markets, but two existing FTA
partners, Chile and Australia, are also important export markets for this product.

U.S. exports of alcoholic beverages face high tariffs and technical barriers to trade in major
export markets. For example, Vietnam’s current tariff of 45 percent on whiskeys and Japan’s
15 percent tariffs on bottled wine restrict U.S. exports to those markets. In addition, current
labeling and certification requirements in export markets at a minimum add costs for U.S.
producers, and have the potential to prevent trade altogether.
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Table 3.28: U.S. exports of alcoholic beverages to world and TPP partners, average 2013-15, million
dollars

U.S exports to TPP countries

u.s Other
Product and selected subproducts exports New existing
(HS subheading) to world All partners NAFTA FTA partners
Alcoholic beverages: Total 3,825.0 1,748.9 268.2 1,221.3 259.4
Wine (2204): Total 1,46.1 570.0 110.0 442.1 17.9
Selected subproducts
Sparkling wine (220410) 311 13.1 1.9 10.0 1.4
Other wine of fresh grapes, retail (220421) 1,188.6 512.5 86.2 411.8 14.5
Other wine of fresh grapes, bulk (220429) 247.4 44.0 21.9 20.2 1.9
Beer (2203): Total 556.9 376.2 9.5 298.7 68.0
Spirits (2208): Total 1,499.8 534.1 137.4 224.6 172.1
Selected subproducts
Whiskies (220830) 1,078.8 308.8 103.2 63.6 142.1

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Summary of Provisions
Concessions Made by Key TPP Partners to the United States

The TPP Agreement would eliminate tariffs on alcoholic beverages in new markets where the
United States does not have an FTA. Japan would eliminate all tariffs on wine products in

11 years or less. For bottled and semi-bulk wine, Japan currently charges a minimum duty of
67 yen (50.60) per liter for product with a value of 447 yen ($3.97) per liter or less, or a

345Japan will

15 percent ad valorem tariff up to a maximum tariff of 125 ($1.11) yen per liter.
cut both the minimum duty and the 15 percent ad valorem duty by one-third as soon as the
agreement enters into force, and then phase out the minimum duty in six years and the ad
valorem duty in eight years. Japan’s 45 yen (50.40) per liter tariff on bulk wine will be
eliminated immediately at entry into force, and the 182 yen ($1.62) per liter tariff on sparkling
wine will be reduced by one-third at entry into force and eliminated in 8 years. Japanese tariffs
on beer and most spirits are already zero, but the remaining tariffs on products such as sake

will be eliminated in 11 years or less.

Malaysia, Vietnam, and New Zealand will also eliminate all existing tariffs on wine, spirits, and
beer. In Malaysia, tariffs on wine, spirits, and beer will be eliminated in 16 years. Tariffs on
wine, spirits, and beer in Vietnam are currently prohibitive, ranging from 35 percent on beer to
59 percent on wine. Vietnam will eliminate all tariffs on alcoholic beverages in 12 years. New
Zealand will also eliminate a 5 percent tariff on U.S. liqueurs, vodka, gin, and wine at entry into
force.

3% Tariff rates shown in U.S. dollars were calculated using the 2013-15 average exchange rate of $1= ¥112.51.
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Outside of tariff reductions, other provisions in TPP would provide additional benefits for the
U.S. alcoholic beverage sector. As mentioned above, the “Wine and Distilled Spirits” annex to
the TBT chapter sets parameters for labeling and certification requirements that would create
transparency, regulatory coherence, and certainty for U.S. exporters.346 Provisions in the annex
would, among others, eliminate most certificate requirements, ensure that the size of samples
taken by customs to assess conformity is the minimum necessary, streamline labeling content
including declarations of alcohol content, and make sure that descriptive (traditional)

347 |n addition to the immediate resolution of

winemaking terms are not prohibited on labels.
certain TBT issues, the annex establishes a framework for the region and any additional
countries interested in joining TPP in the future. This is especially valuable for the U.S. wine and
spirits sectors because TBT issues currently restrict trade in many other important export

markets outside of the TPP region.**

In addition to this annex, TPP would also provide distinctive product recognition for “bourbon”
and “Tennessee whiskey” through bilateral letter exchanges with Japan, Malaysia, Vietnam, and
New Zealand. As a result, these countries will prohibit the sale of bourbon and Tennessee
whiskey if it has not been produced in the United States and in accordance with U.S.
regulations.*

Estimated Effects of TPP on the U.S. Alcoholic Beverage Sector

Tariff reductions granted by new FTA partner countries under TPP would significantly benefit
U.S. exporters, primarily by allowing them to compete on even terms with other TPP countries
that already have preferential access. The elimination of Japanese tariffs on wine is of particular
importance because Chile and Australia, both large wine exporters, already receive preferential

tariff treatment in Japan due to trade agreements that are already in pIace.a'50

Through these
agreements, tariffs on wine from both Chile and Australia have already been reduced to 4.6 and
11.3 percent, respectively, compared to the 15 percent tariff that U.S. bottled wine faces.**
Chilean wine will enter Japan duty-free in 2019; Australian wine, in 2022. Reduced tariffs

through TPP would allow U.S. exporters to regain lost market share.>*? Similarly, wine exports

** For more detailed information on the provisions in the Wine and Spirits Annex, see the discussion in chapter 6

on Technical Barriers to Trade.

* The provision on wine labeling terminology is viewed as particularly important by U.S. industry because it would
establish precedents in the region. While this provision is in force only if a country is not bound by a previous FTA,
it is valuable because the EU, which has different labeling requirements covering traditional terms, is negotiating
FTAs with certain TPP member countries.

38 Industry representatives, telephone interviews by USITC staff, February 12 and 16, 2016.

349 DISCUS, written submission to USITC, February 12, 2016, 3.

Wine Institute, written submission to USITC, February 12, 2016, 2.

Japan Customs website, http://www.customs.go.jp/english/tariff/2016 1/index.htm (accessed February 12, 2016).

Since 2007 when the Chile-Japan FTA entered into force, Chile's share of Japan's imports of bottled wine have increased
from 4.2 percent to over 16 percent in 2015.

350
351
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from New Zealand, Australia, and Chile also already receive preferential tariff treatment in
Vietnam, a country with a trade-restrictive tariff on wine. The elimination of high tariffs on
spirits in Vietnam is also expected to boost exports by lowering prices in a growing but cost-
conscious market.

Certain provisions in the wine and spirits annex would eliminate labeling and certification
requirements that currently restrict trade, such as certificates for production processes and raw
materials and restrictions on affixing supplementary labels at the port of entry. In addition, by
increasing the transparency and regulatory coherence of labeling requirements throughout the
TPP countries, this annex is likely to reduce costs and risk for U.S. producers and allow
increased U.S. exports over time.**

Summary of Views of Interested Parties

The Wine Institute supports TPP and has expressed the view that tariff reductions, in particular
those that would level the playing field with Australian and Chilean exporters in Japan and
Vietnam, will boost U.S. exports. In addition, the institute states that the TBT Chapter’s annex
on wine and spirits will benefit U.S. exporters.®>*

The Distilled Spirits Council of the United States supports TPP and in its written submission
predicted that the tariff reductions, the wine and spirits annex, rules of origin provisions, and
distinctive product recognitions for bourbon and Tennessee whiskey will help to expand U.S.
exports to the TPP region.355

Seafood

Assessment

The United States is the world’s third-largest producer of seafood captured from the wild,**®

and many products of U.S. fisheries are in high demand—particularly in Asia, where seafood is
widely consumed. The TPP Agreement may generate opportunities to export selected seafood
products to TPP partners, particularly Japan and Vietnam. Seafood exports to TPP countries are
expected to expand by an additional $115.7 million (8.7 percent) by 2032 as compared to the
baseline projection, if the TPP is implemented. As a share of existing trade, the TPP Agreement
is expected to have a less significant effect on U.S. imports of seafood, because seafood

333 ATAC for Processed Foods Products, The Trans-Pacific Partnership Agreement, December 3, 2015, 10; industry
representatives, telephone interviews by USITC staff, February 12, 2016; DISCUS, written submission to the USITC,
February 12, 2016.

3% Wine Institute, written submission to USITC, February 12, 2016, 2.

DISCUS, written submission to the USITC, February 12, 2016, 5.

FAO, The State of World Fisheries, 2014, 10.
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products are a major import from TPP countries, and some of these partners—especially

Canada, Vietnam, and Chile—are important sources of seafood in the U.S. market.

357

Overview of U.S. Trade with TPP Partners

In addition to being the third-largest producer of wild-caught seafood, the United States is the

world’s fourth-largest exporter of such products.>*® Between 2013 and 2015, TPP partners

accounted for an average of 37 percent of U.S. exports of seafood (table 3.29). Of the exports

to TPP countries, partners with which the United States does not already have an FTA

accounted for a relatively high share—about 43 percent—due to strong demand for seafood in

Asia. This demand is particularly strong in Japan, which is the third-largest global market for

U.S. seafood exports and consumes large quantities of U.S.-produced fish roe and Alaska

pollock in particular, along with many other types of fish. Vietnam is also emerging as an

important market for U.S. seafood exports, particularly of shellfish; U.S. seafood exports to
Vietnam grew more than fivefold between 2009 and 2015 to make Vietnam the 11th-largest

importer of such products.*®

The TPP Agreement is expected to generate new opportunities to

export fish and seafood, largely to the new TPP partner countries.

Table 3.29: U.S. exports of fish and seafood to world and TPP partners, 2013-15 average, million dollars

U.S exports to TPP countries

Other
Product and selected subproducts U.S exports existing FTA
(HS subheading) to world All New partners NAFTA partners
Fish and seafood: Total 5,732.0 2,102.4 894.2 1,117.6 90.6
Selected subproducts
Shellfish (not processed) (0306, 0307) 1,429.3 614.2 146.5 446.6 21.2
Salmon® 841.5 323.3 58.1 234.3 30.9
Fish livers and roe (030290, 030390, 370.5 178.1 175.7 1.9 0.5
030520)

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

® HS subheadings 030213-14, 03031113, 030441, 030452, 030481, 030541, and 160411.

With its productive salmon fishery in Alaska, the United States is among the few global

producers of Pacific salmon, generally preferred in the Japanese market over Atlantic salmon.
Production of Pacific salmon in the United States was valued at $616.7 million in 2014; over half

of this production was sockeye salmon (also called red salmon). The United States was the

fourth-largest exporter of salmon to Japan, after Chile, Norway, and Russia. The vast majority of

these U.S. exports were of frozen sockeye salmon.

357

The effect of the agreement on U.S. imports is expected to be small because the market for such products is

already mostly unrestricted. See the effects section for additional details.
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The United States competes heavily with Chile in the Japanese salmon market. At present, Chile
has an advantage because under its FTA with Japan, Japan reduced its tariff on Chilean exports

of coho salmon (a Pacific salmon species, also called silver salmon) from the MFN rate of

3.5 percent to 0.6 percent.*°

361

Coho salmon farming in Chile was established primarily to serve
the Japanese market,”" and the combination of increased Chilean production in recent years
and preferential tariff treatment has meant that exports of salmon from Chile to Japan have
expanded from less than $2 million in 2011 to nearly $592 million in 2015362

Other important U.S. seafood products that are in demand in TPP partner countries include
shellfish and fish livers and roe. Fresh and frozen shellfish are the single largest category of U.S.
seafood exports, accounting for 24.9 percent of these exports on average between 2013 and
2015. Shellfish accounted for a large majority of U.S. seafood exports to Vietnam, a rapidly
growing market for such products. The category of fish livers and roe includes specialty
products that are in strong demand in Japan because they are used to prepare sushi and other
dishes consumed heavily there. Japan accounts for nearly all U.S. exports of fish livers and roe

to TPP countries, and nearly half of total U.S. exports of these products.

Summary of Provisions

The most significant TPP provisions for U.S. seafood exporters are the elimination of tariffs in
Japan and Vietnam. Japan plans to eliminate tariffs on seafood products somewhat gradually
upon entry of the TPP into force, with about two-thirds of seafood tariffs eliminated
immediately and the remainder within 15 years. These tariffs are generally between 3.5 and
10.5 percent. Some of the products that face tariffs are those in which the United States has a
competitive advantage, such as fish roes, which currently face duties between 3.5 and

10 percent; Alaska pollock, which is used to produce surimi, an important product in the
Japanese market, and for which the tariff rate is generally 6 percent; and, to a lesser extent,
salmon. Japanese salmon duties are already fairly low, usually 3.5 percent, and tariff
elimination under TPP is not immediate for all types of Pacific salmon. Still, the elimination of
Pacific salmon duties in Japan would generate immediate gains, since Japan plans to eliminate
duties on frozen sockeye salmon (the most important salmon export for the United States)
upon the TPP’s entry into force. It would also generate longer-term gains as remaining Pacific
salmon duties are eliminated either 6 or 11 years after entry into force. Elimination of these

360Japan Customs website, http://www.customs.go.jp/english/tariff/2016 1/index.htm (accessed February 18,

2016).

36t FAO, “Cultured Aquatic Species Information Programme” (accessed January 26, 2016).

GTIS, Global Trade Atlas database (accessed February 17, 2016). While Chilean Pacific salmon is produced
exclusively through aquaculture (i.e., fish farming), nearly all production of Pacific salmon in the United States is
through wild capture, mostly in Alaska.
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duties would allow the United States to compete better with Chile in the Japanese salmon
market.

Vietnam plans to open its market substantially to seafood imports under TPP. Vietnam
currently imposes high tariffs on most fish and seafood (generally between 15 and 30 percent),
and 83 percent of these duties are eliminated upon entry into force.>** A more open
Vietnamese market would create additional opportunities for U.S. seafood exporters, as
Vietnam has already become an important destination in recent years.

Estimated Effects of TPP on the U.S. Seafood Sector

Commission modeling suggests that total imports of seafood from TPP partners would expand
by $332.2 million, or 2.9 percent, by 2032 over the baseline scenario without TPP. As some of
these imports would displace imports from non-TPP countries, the effect on total U.S. seafood
imports is smaller—these imports would grow by only 0.9 percent or $231.9 million relative to
the baseline projection. The TPP Agreement is expected to have a relatively small impact on
U.S. seafood imports as a share of existing trade, despite the fact that seafood is the second-
largest food product group imported from TPP countries, and the fact that TPP partners (mostly
Canada, Vietnam, and Chile) supplied an average of 37 percent of U.S. seafood imports
between 2011 and 2015. This is because U.S. tariffs on nearly all seafood products are already
low or nonexistent.***

According to Commission modeling, the TPP is expected to generate an additional

$115.7 million in U.S. seafood exports to the TPP countries. While this is a relatively small
increase in value, it represents a more significant impact on U.S. seafood exports in percentage
terms, increasing them by about 8.7 percent, relative to the baseline estimate. The majority of
additional exports would be to Japan and Vietnam. Exports to Japan would grow an additional
18 percent and to Vietnam, an additional 45 percent, over the baseline projection. The TPP is
not expected to generate any significant changes in seafood trade with existing FTA partners,
which have already largely eliminated tariffs on U.S. seafood. The effect on total U.S. seafood
exports to the world would be more modest—the model estimates an increase of just

2.2 percent, with exports to the rest of the world decline slightly as more trade is diverted to
TPP countries. This would likely still benefit U.S. seafood producers, as Japan is a particularly
attractive market for seafood and may offer U.S. exporters the opportunity to receive higher
prices or export a more profitable mix of products than they would without TPP.

%% Global Affairs Canada, “Opening Markets for Fish and Seafood,” October 2015.

One notable exception is the tariff on canned tuna, but that product is not heavily produced in any of the TPP
countries at present. There are also antidumping duties in place on imports of shrimp and pangasius filets from
Vietnam, which are expected to remain unchanged under the TPP agreement.

364

204 | www.usitc.gov


http://www.usitc.gov/

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

Bibliography

Agricultural Technical Advisory Committee (ATAC) for Trade in Animal and Animal Products. The
Trans-Pacific Partnership Trade Agreement (TPP): Report of the Animal and Animal
Products Agricultural Technical Advisory Committee. December 3, 2015.
https://ustr.gov/sites/default/files/ATAC-Animals-and-Animal-Products.pdf.

Agricultural Technical Advisory Committee (ATAC) for Trade in Grains, Feed, Oilseeds, and
Planting Seeds. The Trans-Pacific Partnership Agreement (TPP): Report of the
Agricultural Technical Advisory Committee for Trade in Grains, Feed, Oilseeds, and
Planting Seeds. December 2015. https://ustr.gov/sites/default/files/ATAC-Grains-Feed-
Qilseed-and-Planting-Seeds.pdf.

Agricultural Technical Advisory Committee (ATAC) for Trade in Processed Foods. The Trans-
Pacific Partnership Agreement (TPP): Report of the Agricultural Technical Advisory
Committee for Trade in Processed Foods.December 3, 2015.
https://ustr.gov/sites/default/files/ATAC-Processed-Foods.pdf.

Agricultural Technical Advisory Committee (ATAC) for Trade in Sweeteners and Sweetener
Products. The Trans-Pacific Partnership Agreement. December 2, 2015.

AgWeb. “Asia’s Growing Appetite for Meat, Milk Seen Driving Up Costs.” July 1, 2015.
http://www.agweb.com/mobile/article/asias-growing-appetite-for-meat-milk-seen-

driving-up-costs-blmg/.

American Sugar Alliance (ASA). Written submission to the U.S. International Trade Commission
in connection with investigation number TPA-105-001, Trans-Pacific Partnership
Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors.
February 12, 2016.

Arita, Shawn S., and John Dyck. Vietnam’s Agri-Food Sector and the Trans-Pacific Partnership.
U.S. Department of Agriculture. Economic Research Service. Economic Information
Bulletin no. 130. October 2014. http://www.ers.usda.gov/media/1692699/eib130.pdf.

Calvin, Linda, and Barry Krissoff. Resolution of the US-Japan Apple Dispute. U.S. Department of
Agriculture. Economic Research Service. Electronic Outlook Report FTS-318-01. October
2005. http://www.ers.usda.gov/media/864401/fts31801 002.pdf.

Campbell Soup Company. Written submission to the U.S. International Trade Commission in
connection with inv. no. TPA-105-001, Trans-Pacific Partnership Agreement: Likely
Impact on the U.S. Economy and on Specific Industry Sectors. February 11, 2016.

U.S. International Trade Commission | 205


https://ustr.gov/sites/default/files/ATAC-Animals-and-Animal-Products.pdf
https://ustr.gov/sites/default/files/ATAC-Grains-Feed-Oilseed-and-Planting-Seeds.pdf
https://ustr.gov/sites/default/files/ATAC-Grains-Feed-Oilseed-and-Planting-Seeds.pdf
https://ustr.gov/sites/default/files/ATAC-Processed-Foods.pdf
http://www.agweb.com/mobile/article/asias-growing-appetite-for-meat-milk-seen-driving-up-costs-blmg/
http://www.agweb.com/mobile/article/asias-growing-appetite-for-meat-milk-seen-driving-up-costs-blmg/
http://www.ers.usda.gov/media/1692699/eib130.pdf
http://www.ers.usda.gov/media/864401/fts31801_002.pdf

Chapter 3: Food and Agricultural Products

Cargill Inc. Written submission to the U.S. International Trade Commission in connection with
investigation number TPA-105-001, Trans-Pacific Partnership Agreement: Likely Impact
on the U.S. Economy and on Specific Industry Sectors. February 16, 2016.

Cheese Reporter. “Trans-Pacific Partnership Pact Concluded; Dairy Details Emerge.” October 9,
2015, 1, 12, 14. http://cheesereporter.com/October%209,%202015.pdf.

——— “US Dairy Industry Still Analyzing Impacts of TPP: USDEC, NMPF.” January 15, 2016, 1, 7.
http://cheesereporter.com/January%2015,%202016.pdf.

Citrus Australia. “Citrus Tariffs to Go under New Japan Agreement.” April 9, 2014.
http://www.citrusaustralia.com.au/latest-news/citrus-tariffs-to-go-under-new-japan-

agreement.

Distilled Spirits Council of the United States (DISCUS). Written submission to the U.S.
International Trade Commission in connection with investigation number TPA-105-001,
Trans-Pacific Partnership Agreement: Likely Impact on the U.S. Economy and on Specific
Industry Sectors. February 12, 2016.

Dobson, William, and Edward Jesse. “Opening Up Global Dairy Trade: Will It Help or Hurt
Wisconsin Dairying?” Rethinking Dairyland (fact sheet), no. 6. University of Wisconsin—
Madison, College of Agricultural and Life Sciences. April 2003.
https://www.aae.wisc.edu/pubs/dairyland/pdf/rd6.pdf+&cd=10&hl=en&ct=cInk&gl=us.

Food and Agriculture Organization of the United Nations (FAO). “Cultured Aquatic Species
Information Programme: Oncorhynchus kisutch.”
http://www.fao.org/fishery/culturedspecies/Oncorhynchus kisutch/en (accessed
February 18, 2016).

Food and Agriculture Organization of the United Nations (FAQ). The State of World Fisheries
and Aquaculture. Rome: FAO, 2014.

FoodNavigator-USA. “Japanese U.S. Apple Ban lllegal, Rules WTO.” June 27, 2005.
http://www.foodnavigator-usa.com/Regulation/Japanese-US-apple-ban-illegal-rules-
WTO.

Global Trade Information Service, Inc. (GTIS). World Trade Atlas database (accessed various
dates).

Government of Australia. Austrade.gov. “Agribusiness to Vietnam.” May 8, 2015.
http://www.austrade.gov.au/Australian/Export/Export-

markets/Countries/Vietnam/Industries/agribusiness.

206 | www.usitc.gov


http://www.usitc.gov/
http://cheesereporter.com/October%209,%202015.pdf
http://cheesereporter.com/January%2015,%202016.pdf
http://www.citrusaustralia.com.au/latest-news/citrus-tariffs-to-go-under-new-japan-agreement
http://www.citrusaustralia.com.au/latest-news/citrus-tariffs-to-go-under-new-japan-agreement
https://www.aae.wisc.edu/pubs/dairyland/pdf/rd6.pdf+&cd=10&hl=en&ct=clnk&gl=us
http://www.fao.org/fishery/culturedspecies/Oncorhynchus_kisutch/en
http://www.foodnavigator-usa.com/Regulation/Japanese-US-apple-ban-illegal-rules-WTO
http://www.foodnavigator-usa.com/Regulation/Japanese-US-apple-ban-illegal-rules-WTO
http://www.austrade.gov.au/Australian/Export/Export-markets/Countries/Vietnam/Industries/agribusiness
http://www.austrade.gov.au/Australian/Export/Export-markets/Countries/Vietnam/Industries/agribusiness

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

Government of Canada. Global Affairs Canada. “Opening Markets for Fish and Seafood.”

October 1, 2015. http://www.international.gc.ca/trade-agreements-accords-

commerciaux/agr-acc/tpp-ptp/benefits-avantages/sectors-secteurs/02-

FishSeafoodSector.aspx?lang=eng.

Government of Japan, TPP Final Text. General Notes to Tariff Schedule. November 5, 6.

https://ustr.gov/sites/default/files/TPP-Final-Text-Japan-General-Notes-to-Tariff-
Schedule.pdf.

. Agriculture and Livestock Corporation (ALIC). “Household Consumption (per capita).”
http://lin.alic.go.jp/alic/statis/dome/data2/e nstatis.htm (accessed November 18,
2015).

. Agriculture and Livestock Industries Corporation (ALIC). “Meats for Processing.”
http://lin.alic.go.jp/alic/statis/dome/data2/e nstatis.htm (accessed November 18,
2015).

. Agriculture and Livestock Industries Corporation (ALIC). “Pork Retail Price (National
Average).” http://lin.alic.go.jp/alic/statis/dome/data2/e nstatis.htm (accessed
November 18, 2015).

. Agricultural and Livestock Industries Corporation (ALIC). “Supply and Demand of Beef.”
http://lin.alic.go.jp/alic/statis/dome/data2/e nstatis.htm (accessed November 18,
2015).

. Agriculture and Livestock Industries Corporation (ALIC). “What we do.” November 12,
2013. http://www.alic.go.ip/english/what.html.

. Ministry of Agriculture, Forestry, and Fisheries (MAFF). Report of Agricultural Trade
(Summary). October 1999.
http://www.maff.go.jp/e/kokusai/kousyo/wto/w 17 info/seattle 10e.html.

Government of Peru. General Notes: Tariff Schedule of the Republic of Peru.

https://ustr.gov/sites/default/files/uploads/agreements/fta/peru/asset upload file593

9533.pdf (accessed January 5, 2016).

Governments of the United States and Australia. US-AU Letter Exchange re Recognition of FTA

TRQs in TPP. February 4, 2016. https://ustr.gov/sites/default/files/TPP-Final-Text-US-
AU-Letter-Exchange-re-Recognition-of-FTA-TRQs-in-TPP.pdf.

U.S. International Trade Commission | 207


http://www.international.gc.ca/trade-agreements-accords-commerciaux/agr-acc/tpp-ptp/benefits-avantages/sectors-secteurs/02-FishSeafoodSector.aspx?lang=eng
http://www.international.gc.ca/trade-agreements-accords-commerciaux/agr-acc/tpp-ptp/benefits-avantages/sectors-secteurs/02-FishSeafoodSector.aspx?lang=eng
http://www.international.gc.ca/trade-agreements-accords-commerciaux/agr-acc/tpp-ptp/benefits-avantages/sectors-secteurs/02-FishSeafoodSector.aspx?lang=eng
https://ustr.gov/sites/default/files/TPP-Final-Text-Japan-General-Notes-to-Tariff-Schedule.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-Japan-General-Notes-to-Tariff-Schedule.pdf
http://lin.alic.go.jp/alic/statis/dome/data2/e_nstatis.htm
http://lin.alic.go.jp/alic/statis/dome/data2/e_nstatis.htm
http://lin.alic.go.jp/alic/statis/dome/data2/e_nstatis.htm
http://lin.alic.go.jp/alic/statis/dome/data2/e_nstatis.htm
http://www.alic.go.jp/english/what.html
https://ustr.gov/sites/default/files/uploads/agreements/fta/peru/asset_upload_file593_9533.pdf
https://ustr.gov/sites/default/files/uploads/agreements/fta/peru/asset_upload_file593_9533.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-US-AU-Letter-Exchange-re-Recognition-of-FTA-TRQs-in-TPP.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-US-AU-Letter-Exchange-re-Recognition-of-FTA-TRQs-in-TPP.pdf

Chapter 3: Food and Agricultural Products

Governments of the United States and Vietnam. US-VN Letter Exchange on Offals. February 4,
2016. https://ustr.gov/sites/default/files/TPP-Final-Text-US-VN-Letter-Exchange-on-

Offals.pdf.

Hemme, Torsten, et al. “Milk Prices and Production Costs World Wide.” IFCN, October 5, 2015.
http://inale.org/innovaportal/file/4406/1/ifcn-article-for-r1 05-10-2015.pdf.

— “Overview on Milk Prices and Production Costs World Wide.” IFCN Dairy Research Report
2013. http://www.milkproduction.com/Global/PDFs/WDS-
%20IFCN%20Dairy%20Report%202013.pdf.

Inside U.S. Trade. “Expanded Japanese Subsidies Could Sap U.S. Pork Industry’s TPP Support.”
January 7, 2016.

— “Vetter Says U.S. ‘Proud’ Of TPP Tobacco Tariff Cuts, Downplays Carveout.” January 21,
2016. http://insidetrade.com/daily-news/vetter-says-us-proud-tpp-tobacco-tariff-cuts-

downplays-carveout.

— “Vetter: U.S. Clarifying Japanese Pork Subsidy Program with NPPC, Tokyo.” February 12,
2016.

Ito, Kenzo, and John Dyck. Fruit Policies in Japan. U.S. Department of Agriculture. Economic
Research Service. Outlook Report FTS 341-01, April 2010.

Japan Agri News. “Elimination of Tariffs on Oranges a Complete Surprise to Japanese Tangerine
Growers.” October 27, 2015. http://english.agrinews.co.jp/?p=3882.

Karst, Tom. “Trade Pact Adds Canada, Mexico.” The Packer, June 18, 2012.

Meat and Livestock Australia. “Australian Red Meat Exports to Japan, October 2015 Update.”
http://www.mla.com.au/Prices-markets/Overseas-markets/Japan (accessed January 20,
2016).

Muhammad, Andrew, Kari Heerman, Alex Melton, and John Dyke. Tariff Reforms and the
Competitiveness of U.S. Beef in Japan. U.S. Department of Agriculture. Economic
Research Service. Outlook Report LDPM 259-01, January 2016.
http://www.ers.usda.gov/media/2000353/Idpm-259-01.pdf.

Mulvany, Lydia. “Butter Surges to 16-Year High as U.S. Exports Cut Reserve.” Bloomberg,
July 24, 2014.

208 | www.usitc.gov


http://www.usitc.gov/
https://ustr.gov/sites/default/files/TPP-Final-Text-US-VN-Letter-Exchange-on-Offals.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-US-VN-Letter-Exchange-on-Offals.pdf
http://inale.org/innovaportal/file/4406/1/ifcn-article-for-r1_05-10-2015.pdf
http://www.milkproduction.com/Global/PDFs/WDS-%20IFCN%20Dairy%20Report%202013.pdf
http://www.milkproduction.com/Global/PDFs/WDS-%20IFCN%20Dairy%20Report%202013.pdf
http://english.agrinews.co.jp/?p=3882
http://www.mla.com.au/Prices-markets/Overseas-markets/Japan
http://www.ers.usda.gov/media/2000353/ldpm-259-01.pdf

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

National Association of Wheat Growers. “National Wheat Organizations Support TPP Approval
and Expansion.” Press release, November 9, 2015. http://www.wheatworld.org/news-

events/2015/11/national-wheat-organizations-support-tpp-approval-and-expansion/.

National Cattlemen’s Beef Association. Post-hearing statement to the U.S. International Trade
Commission in connection with investigation number TPA-105-001, Trans-Pacific
Partnership Agreement: Likely Impact on the U.S. Economy and on Specific Industry
Sectors. January 20, 2016.

National Milk Producers Federation and the U.S. Dairy Export Council. Written submission to
the U.S. International Trade Commission in connection with investigation number TPA-
105-001, Trans-Pacific Partnership Agreement: Likely Impact on the U.S. Economy and
on Specific Industry Sectors. December 22, 2015.

National Potato Council. Written submission to the U.S. International Trade Commission in
connection with investigation number TPA-105-001, Trans-Pacific Partnership
Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors.
December 23, 2015.

— Written submission to the U.S. Trade Representative in connection with the 2016
National Trade Estimate Report on Foreign Trade Barriers. October 28, 2015.

Northwest Horticultural Council. Written submission to the U.S. Trade Representative in
connection with the proposed Trans-Pacific Partnership Trade Agreement. June 7, 2013.

Oh, S.H., and M.T. See. “Pork Preference for Consumers in China, Japan, and South Korea.”
Asian-Australian Journal of Animal Sciences 25, no. 1 (2012): 144.

Outlaw, Joe, Ron Knutson, Charles Nicholson, and Andrew Novakovic. “NAFTA and the U.S.
Dairy Industry.” Dairy Market and Policy Issues and Options. University of Wisconsin—
Madison, Program on Dairy Markets and Policy, April 1994.
http://dairy.wisc.edu/pubPod/pubs/P14.pdf.

Pet Food Institute. Written submission to the U.S. International Trade Commission in
connection with inv. no. TPA-105-001, Trans-Pacific Partnership Agreement: Likely
Impact on the U.S. Economy and on Specific Industry Sectors. December 29, 2015.

Powers, Mark. “Benefits of TPP.” Good Fruit Grower, December 2015.

Statement by Bob Stallman, President, American Farm Bureau Federation. “Regarding AFBF
Support for TPP.” December 16, 2015 http://www.fb.org/newsroom/news_article/378/.

U.S. International Trade Commission | 209


http://www.wheatworld.org/news-events/2015/11/national-wheat-organizations-support-tpp-approval-and-expansion/
http://www.wheatworld.org/news-events/2015/11/national-wheat-organizations-support-tpp-approval-and-expansion/
http://dairy.wisc.edu/pubPod/pubs/P14.pdf
http://www.fb.org/newsroom/news_article/378/

Chapter 3: Food and Agricultural Products

Sweeteners Users Association (SUA). Written submission to U.S. International Trade
Commission in connection with investigation number TPA-105-001, Trans-Pacific
Partnership Agreement: Likely Impact on the U.S. Economy and on Specific Industry
Sectors. January 22, 2016.

U.S. Department of Agriculture (USDA). Agricultural Marketing Service (AMS). CME and Oceania
Dairy Prices. http://www.ams.usda.gov/market-news/custom-reports (accessed
January 22, 2016).

——— Agricultural Marketing Service (AMS). Weekly National Carlot Meat Report 24, no. 51,
January 2, 2016.

——— Economic Research Service (ERS). Agricultural Trade Multipliers.
http://www.ers.usda.gov/data-products/agricultural-trade-multipliers/calculator.aspx
(accessed January 20-21, 2016).

——— Economic Research Service (ERS). “Nominal Annual Country Exchange Rates.”
http://www.ers.usda.gov/data-products/agricultural-exchange-rate-data-set.aspx.

——— Economic Research Service (ERS). Sugar and Sweeteners Outlook. January 19, 2016.

— Economic Research Service (ERS). Vietnam’s Agri-Food Sector and the Trans-Pacific
Partnership, by Shawn Arita and John Dyck. Economic Information Bulletin no. 130
October 2014. http://www.ers.usda.gov/media/1692699/eib130.pdf.

—— Economic Research Service (ERS). Japan: Fruit Policies in Japan, by Kenzo Ito and John
Dyck. FTS-341-01. April 2010.
http://www.ers.usda.gov/media/146665/fts34101 1 .pdf.

— Food Safety and Inspection Service (FSIS). “Eligible Foreign Establishments.”
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/importing-

products/eligible-countries-products-foreign-establishments/eligible-foreign-

establishments (accessed January 20, 2016).

— Foreign Agricultural Service (FAS). Australia: Citrus Annual, 2014, by Roger Farrell. GAIN
Report no. AS1428, December 11, 2014.

— Foreign Agricultural Service (FAS). Canada: Dairy and Products Annual, by Darlene
Derussault. GAIN Report no. CA15091, October 15, 2015.

——— Foreign Agricultural Service (FAS). Dairy: World Markets and Trade, December 2015.
http://apps.fas.usda.gov/psdonline/circulars/dairy.pdf.

210 | www.usitc.gov


http://www.usitc.gov/
http://www.ams.usda.gov/market-news/custom-reports
http://www.ers.usda.gov/data-products/agricultural-exchange-rate-data-set.aspx
http://www.ers.usda.gov/media/146665/fts34101_1_.pdf
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/importing-products/eligible-countries-products-foreign-establishments/eligible-foreign-establishments
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/importing-products/eligible-countries-products-foreign-establishments/eligible-foreign-establishments
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/importing-products/eligible-countries-products-foreign-establishments/eligible-foreign-establishments
http://apps.fas.usda.gov/psdonline/circulars/dairy.pdf

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

. Foreign Agricultural Service (FAS). Dairy Monthly Imports, January 2015.
http://usda.mannlib.cornell.edu/usda/fas/DairyMonlmp//2010s/2015/DairyMonlImp-
01-13-2015.pdf.

. Foreign Agricultural Service (FAS). Dairy Monthly Imports, January 2016,
http://usda.mannlib.cornell.edu/usda/fas/DairyMonlmp//2010s/2016/DairyMonImp-
01-06-2016).pdf.

. Foreign Agricultural Service (FAS). “Export Requirements by Country.”
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/exporting-

products/export-library-requirements-by-country/ (accessed December 10, 2015).

. Foreign Agricultural Service (FAS). Japan Livestock and Products Annual, by Kakuyu
Obara. GAIN Report no. JA5027, August 31, 2015.

. Foreign Agricultural Service (FAS). Japan: Dairy and Products Annual, by Kakuyu Obara,
GAIN Report no. JA5032, October 15, 2015.

. Foreign Agricultural Service (FAS). Japan: Food and Agricultural Import Regulations and
Standards—Narrative; FAIRS Country Report, by Yuichi Hayashi, Suguro Sato, Kakuyu
Obara, and Kenzo Ito. GAIN Report, August 19, 2009.
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20and%20Agricultural
%20Import%20Regulations%20and%20Standards%20-%20Narrative Tokyo Japan 8-

19-2009.pdf.

. Foreign Agricultural Service (FAS). Japan Grain and Feed Annual, by Keiki Fujibayashi.
GAIN Report no. JA6004, March 15, 2016.

. Foreign Agricultural Service (FAS). Trans-Pacific Partnership Benefits to Agriculture:
Dairy, October 20, 2015. http://www.fas.usda.gov/sites/default/files/2015-
10/tpp details dairy 10-20-15.pdf.

. Foreign Agricultural Service (FAS). Trans-Pacific Partnership Benefits to Agriculture:
Processed Products. October 28, 2015.
http://www.fas.usda.gov/sites/default/files/2015-

10/tpp details processed products 10-28-15.pdf.

. Foreign Agricultural Service (FAS). Trans-Pacific Partnership Benefits to U.S. Agriculture:
Sugar and Sugar Products. October 28, 2015.

. Foreign Agricultural Service (FAS). Trans-Pacific Partnership Benefits to U.S. Agriculture:
Pork and Pork Products. November 30, 2015.

U.S. International Trade Commission | 211


http://usda.mannlib.cornell.edu/usda/fas/DairyMonImp/2010s/2015/DairyMonImp-01-13-2015.pdf
http://usda.mannlib.cornell.edu/usda/fas/DairyMonImp/2010s/2015/DairyMonImp-01-13-2015.pdf
http://usda.mannlib.cornell.edu/usda/fas/DairyMonImp/2010s/2016/DairyMonImp-01-06-2016.pdf
http://usda.mannlib.cornell.edu/usda/fas/DairyMonImp/2010s/2016/DairyMonImp-01-06-2016.pdf
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/exporting-products/export-library-requirements-by-country/Vietnam
http://www.fsis.usda.gov/wps/portal/fsis/topics/international-affairs/exporting-products/export-library-requirements-by-country/Vietnam
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20and%20Agricultural%20Import%20Regulations%20and%20Standards%20-%20Narrative_Tokyo_Japan_8-19-2009.pdf
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20and%20Agricultural%20Import%20Regulations%20and%20Standards%20-%20Narrative_Tokyo_Japan_8-19-2009.pdf
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20and%20Agricultural%20Import%20Regulations%20and%20Standards%20-%20Narrative_Tokyo_Japan_8-19-2009.pdf
http://www.fas.usda.gov/sites/default/files/2015-10/tpp_details_dairy_10-20-15.pdf
http://www.fas.usda.gov/sites/default/files/2015-10/tpp_details_dairy_10-20-15.pdf
http://www.fas.usda.gov/sites/default/files/2015-10/tpp_details_processed_products_10-28-15.pdf
http://www.fas.usda.gov/sites/default/files/2015-10/tpp_details_processed_products_10-28-15.pdf

Chapter 3: Food and Agricultural Products

— Foreign Agricultural Service (FAS). Vietnam Grain and Feed Annual 2012, by Quan Tran.
GAIN Report no. VM2015, April 16, 2012.
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Grain%20and%20Feed%20An
nual Hanoi Vietham 4-16-2012.pdf.

— Foreign Agricultural Service (FAS). Vietnam Grain and Feed Annual 2015, by Quan Tran.
GAIN Report no. VM5025, May 5, 2015.
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Grain%20and%20Feed%20An
nual Hanoi Vietham 5-5-2015.pdf.

——— Foreign Agricultural Service (FAS). Japan: Food and Agricultural Import Regulations and
Standards-Narratives, GAIN Report No. JA3046, December 19, 2013.
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Food%20and%20Agricultural
%20Import%20Regulations%20and%20Standards%20-%20Narrative Tokyo Japan 12-

19-2013.pdf.

——— Production, Supply and Distribution (PSD) Online database.
http://apps.fas.usda.gov/psdonline/psdquery.aspx (accessed various dates).

U.S. Grains Council and National Corn Growers. Written submission to the U.S. International
Trade Commission in connection with investigation number TPA-105-001, Trans-Pacific
Partnership Agreement: Likely Impact on the U.S. Economy and on Specific Industry
Sectors. February 15, 2016.

U.S. International Trade Commission (USITC). Hearing transcript in connection with inv. no. TPA-
105-001, Trans-Pacific Partnership: Likely Impact on the U.S. Economy and Specific
Industry Sectors. January 14, 2016.

U.S. Trade Representative (USTR). 2015 National Trade Estimate Report on Foreign Trade
Barriers. March 2015.

U.S.-Japan Letter Exchange on Operation of SBS Mechanism
https://ustr.gov/sites/default/files/TPP-Final-Text-US-JP-Letter-Exchange-on-Operation-
of-SBS-Mechanism.pdf (accessed February 19, 2016).

USA Rice Federation. Written submission to U.S. International Trade Commission in connection
with investigation number TPA-105-001, Trans-Pacific Partnership Agreement: Likely
Impact on the U.S. Economy and on Specific Industry Sectors. February 16, 2016.

Wang, Jiangyu. “The SPS Agreement and Its Application in the WTO Dispute Settlement.”
Eastlaw.net. http://www.eastlaw.net/research/sps/sps3al.htm.

212 | www.usitc.gov


http://www.usitc.gov/
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Grain%20and%20Feed%20Annual_Hanoi_Vietnam_5-5-2015.pdf
http://gain.fas.usda.gov/Recent%20GAIN%20Publications/Grain%20and%20Feed%20Annual_Hanoi_Vietnam_5-5-2015.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-US-JP-Letter-Exchange-on-Operation-of-SBS-Mechanism.pdf
https://ustr.gov/sites/default/files/TPP-Final-Text-US-JP-Letter-Exchange-on-Operation-of-SBS-Mechanism.pdf

TPP Agreement: Likely Impact on the U.S. Economy and on Specific Industry Sectors

Welch Foods, Inc. Written submission to the U.S. Trade Representative in connection with the
proposed Trans-Pacific Partnership Agreement. June 7, 2013.

Wine Institute. Written submission to the U.S. International Trade Commission in connection
with investigation number TPA-105-001, Trans-Pacific Partnership Agreement: Likely
Impact on the U.S. Economy and on Specific Industry Sectors. February 12, 2016.

Zahniser, Steven, Sahar Angadjivand, Tom Hertz, Lindsay Kuberka, and Alexandra Santos.
NAFTA at 20: North America’s Free-Trade Area and Its Impact on Agriculture. U.S.
Department of Agriculture. Economic Research Service. Outlook report no. WRS-15-01,
February 2015. http://www.ers.usda.gov/media/1764579/wrs-15-01.pdf.

U.S. International Trade Commission | 213


http://www.ers.usda.gov/media/1764579/wrs-15-01.pdf

Chapter 3: Food and Agricultural Products

214 | www.usitc.gov


http://www.usitc.gov/

Chapter 4
Manufactured Goods and Natural
Resource and Energy Products®°

Introduction

The TPP Agreement is likely to have a limited impact on U.S. production and trade of
manufactured goods and natural resource and energy (MNRE) products. The U.S.
manufacturing sector is already more liberalized than other sectors, such as agriculture and
services, and duties are generally low. The value of dutiable U.S. MNRE imports from TPP
partners in comparison to the size of total U.S. trade and production is small. The Commission
expects that U.S. production in all sectors modeled will increase on an absolute basis over time.
Model results indicate that TPP would result in an increase in exports of $15.2 billion

(0.9 percent) above the projected 2032 baseline, and an increase in imports of $39.2 billion
(1.1 percent) above the baseline. Output would be $10.8 billion (0.1 percent) less than the
projected 2032 baseline and employment 0.2 percent less. Given the gains projected in many of
the agricultural and services industry sectors, this model feature results in the already more
liberalized U.S. manufacturing sector generally projected to post less output growth with TPP
than would be expected in its absence. Some individual industries (e.g., titanium metal) may
experience more adverse impacts from TPP than other MNRE sectors, while others such as
passenger vehicles may benefit from TPP.

This chapter will first provide a brief overview of U.S. trade and market access provisions. It will
then examine in more depth five sectors for which there will be significant U.S. trade
liberalization with the full implementation of TPP: (1) passenger vehicles; (2) textiles and
apparel; (3) footwear; (4) chemicals; and (5) titanium metal. Finally, it briefly discusses several
sectors that do not have significant U.S. tariffs, but for which TPP might have substantial
implications.

%% This chapter covers all U.S. trade in goods except agriculture, fish, and fish products (covered in chapter 3). In

addition, while computers and electronic products are covered in this chapter, e-commerce and computer services
are covered in chapter 5.
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Trade Overview

U.S. Exports

U.S. MNRE exports to the 11 other TPP parties increased from $472.4 billion to $525.5 billion
(11 percent) during 2011-14, then fell by 8 percent to $484.5 billion in 2015—due, in part, to
lower commodity prices. U.S. exports of these products to TPP parties accounted for 44 percent
of U.S. exports in 2015. Canada and Mexico were the largest export markets in 2015,
accounting for a combined 75 percent of U.S. exports to TPP parties (figure 4.1). Exports

increased to two TPP parties, Mexico and Vietnam, during 2011-15.%¢°
Figure 4.1: U.S. domestic exports to TPP parties, 2011-15
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Source: USITC DataWeb/USDOC (accessed February 17, 2016). Corresponds to appendix table J.13.

The MNRE category can be divided into durable products, nondurable products, and other
MNRE products (table 4.1). U.S. exports of durable MNRE products367 to TPP parties grew by

7 percent during 2011-15, while exports of mining, forestry, and other MNRE products grew by
2 percent. Exports of nondurable goods, on the other hand, fell by 5 percent. In 2015,
moreover, U.S. exports in all North American Industry Classification System (NAICS) industry

%% USITC DataWeb/USDOC (accessed February 17, 2016).

Durable goods are “those that can be stored or inventoried and that have an average life of at least 3 years”;
nondurable goods “are all other commodities that can be stored or inventoried.” Seskin and Parker, “A Guide to
the NIPA's,” March 1998.

367
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subsectors®®® except transportation equipment declined from 2014 levels.

The decrease in

export values in 2015 was largely a result of strong dollars and lower prices due to the drop in

oil and natural gas prices, which contributed to lower prices for downstream products such as

petroleum products and chemicals.

370

The leading export industry subsectors in 2015 were transportation equipment, chemicals,

machinery, computer and electronic products, and petroleum and coal products.®’* The

composition of U.S. exports to TPP members reflects the overall composition of U.S. exports

and production.

Table 4.1: U.S. MNRE domestic exports, TPP parties, 2011-15, million dollars

2011 2012 2013 2014 2015
Durable MNRE products

Computer and electronic products 46,640 47,273 46,701 46,538 45,621
Electrical equipment, appliances, and 18,303 20,090 20,560 25,834 24,692

component
Fabricated metal products, nesoi 19,848 21,883 22,695 24,024 22,681
Furniture and fixtures 2,883 3,335 3,319 3,335 3,105
Machinery, except electrical 60,989 67,436 61,751 60,368 55,587
Miscellaneous manufactured commodities 15,153 16,104 16,118 16,202 15,576
Nonmetallic mineral products 5,175 5,317 5,271 5,658 5,525
Primary metal manufacturing 26,107 25,939 25,637 26,199 22,461
Transportation equipment 93,828 106,135 107,936 111,067 113,404
Wood products 3,181 3,387 3,428 3,573 3,260
Subtotal durable MNRE products 292,107 316,898 313,418 322,799 311,910

Nondurable MNRE products

Apparel and accessories 1,657 1,727 1,750 1,676 1,532
Chemicals 67,279 70,034 69,662 70,352 65,545
Leather and allied products 1,277 1,335 1,595 1,580 1,471
Paper 12,610 13,030 13,316 12,646 12,466
Petroleum and coal products 43,159 46,159 48,571 46,682 33,955
Plastics and rubber products 17,444 19,270 19,666 21,213 20,275
Printed matter and related products, nesoi 3,924 3,777 3,643 3,387 3,045
Textile mill products 1,775 1,919 1,969 1,971 1,854
Textiles and fabrics 3,918 4,090 4,339 4,638 4,502
Other 3 2 2 2 2
Subtotal nondurable MNRE products 153,047 161,344 164,514 164,146 144,646

368

manufacturing).
369

370

USITC DataWeb/USDOC (accessed February 17, 2016).
For many products, the quantity of exports increased in 2015 despite the drop in the value of exports. USITC

NAICS industry subsectors are NAICS 3-digit numbers (e.g., 334: computer and electronic product

DataWeb/USDOC (accessed February 17, 2016); Federal Reserve Bank of St. Louis website, “Trade Weighted U.S.
Dollar Index: Major Currencies,” https://research.stlouisfed.org/fred2/series/DTWEXM (accessed February 12,

2016); Hong, Musso, and Simons, “Oil-Price Shocks,” May 2015; King, “Oil Slump,” February 9, 2016; USDOL, “PPI

Detailed Report,” January 2016, 42-43.
371

USITC DataWeb/USDOC (accessed February 10, 2016).
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2011 2012 2013 2014 2015
Mining, forestry, and other MNRE products

Forestry products, nesoi 779 815 910 903 834
Minerals and ores 7,285 6,745 6,768 7,568 6,620
Oil and gas 9,796 9,177 13,731 22,962 14,638
Other MNRE products 9,393 7,849 6,772 7,169 5,835

Subtotal mining, forestry, and other MNRE
products 27,253 24,586 28,181 38,603 27,927
Total MNRE products 472,408 502,828 506,112 525,548 484,483

Source: USITC DataWeb/USDOC (accessed February 10, 2016).

Notes: Nondurable goods exclude most food, beverage, and tobacco products, which are included in the agriculture chapter.
Other MNRE products include waste and scrap, used goods, goods returned to Canada, and special import provisions. Totals

may not sum due to rounding. Nesoi = not elsewhere specified or included.

U.S. Imports

U.S. imports from TPP member countries increased from $717.5 billion to $736.9 billion

(3 percent) during 2011-15, though 2015 imports were down 6 percent from the 2014 total of

$783.0 billion. The 2015 decline was primarily a result of a drop in the value of U.S. oil and gas

imports, which fell by $55.7 billion (46 percent). The three largest TPP sources of U.S. imports in

2015 were Mexico (35 percent), Canada (34 percent), and Japan (17 percent) (figure 4.2).

However, imports from Vietnam (up 127 percent), Malaysia (up 43 percent), New Zealand (up

18 percent), and Mexico (up 10 percent) grew the most rapidly during 2011-15.

Figure 4.2: U.S. imports for consumption from TPP partners, 2011-15
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Source: USITC DataWeb/USDOC (accessed February 17, 2016). Corresponds to appendix table J.14.

%72 USITC DataWeb/USDOC (accessed February 17, 2016).
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In 2015, 19 percent of U.S. imports from TPP members were dutiable, up from 16 percent in
2011. This reflects an increase in imports from non-FTA partners like Vietnam and Japan as well

as an increase in dutiable imports from Canada and Mexico.?”?

As a result, the trade-weighted
average applied ad valorem duty rate*”* from TPP members increased from 3.6 percent in 2011
to 4.1 percent in 2015 (table 4.2). However, there were wide variations in the trade-weighted
average ad valorem duty rates on U.S. imports from TPP members, ranging from 0.6 percent for

Canada to 14.6 percent for Vietnam.>”®

Table 4.2: U.S. imports for consumption, dutiable value, and duties collected, TPP parties, 2015

Trade-weighted

Customs value Dutiable value Duties collected average duty rate

(million $) (million $) (million $) (percent)

Mexico 261,585.0 10,398.9 332.1 3.2
Canada 253,897.4 30,048.8 168.1 0.6
Japan 125,687.7 75,297.3 2,259.3 3.0
Vietnam 34,164.9 19,075.3 2,784.8 14.6
Malaysia 31,713.1 4,086.0 218.7 5.4
Singapore 15,438.8 836.2 27.5 3.3
Australia 5,882.0 276.4 9.2 33
Chile 4,444.8 120.8 3.2 2.7
Peru 3,012.0 230.7 3.1 1.3
New Zealand 1,047.4 231.7 7.5 3.2
Brunei 12.2 11.9 1.2 10.4
Total 736,885.3 140,614.1 5,814.6 4.1

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Note: Totals may not sum due to rounding. Nesoi = not elsewhere specified or included.

U.S. MNRE imports from TPP partners are dominated by a few products, with transportation
equipment and computer and electronic products accounting for a combined 47 percent of
imports in 2015 (table 4.3). However, apparel and accessories, transportation equipment
(including passenger vehicles), and leather and allied products (including footwear) accounted

for a combined 72 percent of duties collected.?’®

A significant portion of the increase in dutiable imports from Canada was oil and gas imports that likely did not

meet rules of origin under NAFTA. Association of Corporate Counsel, “Exporting Canadian Oil and Gas: The
Challenge of NAFTA Compliance,” December 1, 2011.

7% Duties collected divided by dutiable value.

USITC DataWeb/USDOC (accessed February 10, 2016).

USITC DataWeb/USDOC (accessed February 17, 2016).
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Table 4.3: U.S. imports for consumption, dutiable value, and duties collected, TPP parties, 2015

Trade-
Customs Duties weighted
value Dutiable value collected average duty
(million ) (million ) (million $) rate (percent)
Durable MNRE products
Transportation equipment 227,812 54,074 1,380 2.6
Computer and electronic products 117,332 6,521 197 3.0
Machinery, except electrical 55,779 9,457 304 3.2
Primary metal manufacturing 37,841 753 44 5.8
Electrical equipment, appliances, and 36,202 8,692 255 2.9
component
Fabricated metal products, nesoi 18,955 5,063 198 3.9
Miscellaneous manufactured commodities 18,016 2,068 76 3.7
Furniture and fixtures 10,237 48 3 5.9
Wood products 9,747 237 12 5.2
Nonmetallic mineral products 5,908 791 38 4.8
Subtotal durable MNRE products 537,830 87,705 2,508 29
Nondurable MNRE products
Chemicals 49,996 4,278 223 5.2
Plastics and rubber products 16,644 3,847 155 4.0
Apparel and accessories 16,295 11,351 2,108 18.6
Petroleum and coal products 15,684 1,613 6 0.3
Paper 11,089 135 8 5.8
Leather and allied products 7,619 5,270 698 13.2
Textiles and fabrics 1,925 379 30 7.9
Textile mill products 1,693 524 36 6.9
Printed matter and related products, nesoi 1,608 1 0 4.3
Other 18 0 0 i
Subtotal nondurable MNRE products 122,570 27,399 3,264 11.9
Mining, forestry, and other MNRE products
Oil and gas 66,573 25,426 41 0.2
Minerals and ores 2,829 27 0 0.9
Forestry products, nesoi 213 0 0 a
Other MNRE products 6,870 58 1 2.6
Subtotal mining, forestry, and other MNRE 76,485 25,510 43 0.2
products
Total MNRE products 736,885 140,614 5,815 4.1

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Notes: Nondurable goods exclude most food, beverage, and tobacco products, which are included in the agriculture chapter.
Other MNRE products include waste and scrap, used goods, good returned from Canada, and special import provisions. Totals

may not sum due to rounding. Nesoi = not elsewhere specified or included.

% No dutiable items.
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Overview of MNRE Market Access Provisions

The tariff reductions in TPP would likely have the strongest impact on U.S. trade in MNRE
products, but a number of nontariff measures—such as provisions on national treatment, rules
of origin, and remanufactured goods—would also have trade implications. This section covers
provisions on national treatment and market access (TPP, Chapter 2) and rules of origin (TPP,
Chapter 3). Other provisions in the agreement related to goods trade are covered in chapter 6
of this report, including customs administration and trade facilitation, technical barriers to
trade, state-owned enterprises, government procurement, labor, environmental issues,
investment, intellectual property protection, and regulatory coherence.

National Treatment, Market Access, and Rules of
Origin
U.S. Tariff Commitments

The United States would eliminate duties on most imports of MNRE products as soon as the
agreement enters into force, with the remaining tariffs eliminated over time (Annex 2-D: Tariff
Commitments). Goods from non-FTA TPP parties currently enter duty free for about 39 percent
of tariff lines under permanent normal trade relations rates. Upon entry into force (EIF), goods
would enter duty free from these TPP parties under 84 to 91 percent of tariff lines. The initial
import tariff reductions under TPP would, however, be less significant than might be indicated
by simply adding up the number of affected tariff lines. For example, U.S. passenger vehicle
imports from Japan, which would not be duty free on EIF, account for less than 10 tariff lines,
but made up 29 percent of the value of 2015 U.S. imports from Japan.®”’

TPP Partner Tariff Commitments

TPP would lead to substantial reductions in tariff rates for U.S. exports to TPP parties,
particularly those with which the United States does not already have a trade agreement (TPP,
Annex 2-D: Tariff Commitments). For the five non-FTA partners in TPP combined, the share of
tariff lines that are duty free for U.S. MNRE exports would increase from 53 percent to

86 percent upon EIF, with further tariff reductions phased in over time. Among TPP countries,
substantial variation exists in the immediate extent of duty reductions from the agreement. For
example, 96 percent of Japan’s tariff lines would be duty free for U.S. exports upon EIF (figure
4.3). For Vietnam, a lower share of tariff lines—69 percent—would be duty free upon EIF.
However, Vietnam has higher tariff rates, and the simple average tariff rate for duties that
would be eliminated is 9.8 percent.

377 USITC DataWeb/USDOC (accessed February—March 2016).
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Figure 4.3: Percent of tariff lines for U.S. exports to current non-FTA partners that are or will become
duty free upon TPP entry into force, MNRE products
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Source: TPP, chap. 2, Annex 2-D. Corresponds to appendix table J.15.

Notes: MFN: most favored nation. EIF: entry into force of TPP. MFN rates are those listed in each country’s tariff elimination
schedule. Tariff lines that are duty free at the entry into force of the agreement only include MFN duty-free rates and those for
which duties would be eliminated under TPP. EIF rates are specific to U.S. exports—rates of duty elimination may vary by
country. For New Zealand, the analysis does not include the tariff lines for which duty rates apply for the good of which itis a
part.

National Treatment

The agreement would require national treatment of goods (treatment equivalent to that given
to domestic goods), in accordance with Article Il of GATT 1994 (Article 2.3). TPP specifies that
national treatment applies to regional (state-level) as well as central governments. For the
United States, national treatment provisions would have significant implications for U.S.
exports of natural gas. Natural gas, traded either via pipeline (in its natural state) or as a liquid
(LNG) for movement in tankers, currently requires an export license approved by the U.S.
Department of Energy, which is provided if the license is in the “public interest.” If the United
States has an FTA with the export destination, the application is automatically deemed
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consistent with the “public interest. The United States currently gives automatic approval

for LNG exports to 18 FTA partners, but non-FTA partners—such as Japan (the world’s largest

379

LNG importer by volume)—require distinct permits.””” The implications of national treatment

for LNG are considered at the end of this chapter.

Other Market Access Provisions

In addition to tariffs, the agreement would limit administrative fees and prohibit duties, taxes,
and charges on exports that are inconsistent with those applied on goods sold in the domestic
market (Articles 2.15 and 2.16). The agreement also would limit restrictions on the import or
export of goods, and prohibit requirements to maintain a relationship with a local distributor as
a condition of importing (Article 2.11). The agreement would further prohibit import licenses,
except as allowed by the WTO Agreement on Import Licensing Procedures, and require TPP
members to provide information that would increase the transparency of export and import
licensing procedures (Articles 2.13 and 2.14). TPP would prohibit providing new import duty
waivers or conditioning import licenses on performance requirements (Articles 2.1, 2.5, and
2.11).%%

A provision in TPP on remanufactured goodsg’81 specifies that the same provisions on import
and export restrictions that apply to goods trade also would apply to remanufactured goods,
and specifies that any import restrictions on used goods would not apply to remanufactured
goods. The agreement would allow countries to require that remanufactured goods be labeled
as such and that they meet the same technical requirements as new goods (Article 2.12).3%? The

38 Of the countries with which the United States already has an FTA in effect, only South Korea is a major LNG

importer. Chile, Mexico, and Singapore are FTA partners that import smaller volumes of LNG. Therefore, most
companies seeking to export U.S.-produced LNG have applied for export approval to countries with which the
United States does not yet have an FTA. Note that a non-FTA export approval need not specify a destination
country; only sanctioned countries are prohibited from receiving the exports. Thus a non-FTA authorization is
limited to an approved volume of LNG but not to a particular destination.

379 Companies can request short-term (less than two years) or long-term permits. U.S. Department of Energy
website, http://energy.gov/fe/services/natural-gas-regulation/how-obtain-authorization-import-andor-export-
natural-gas-and-Ing.

%% performance requirements are obligations such as a requirement that a certain level of domestically produced
goods or services be exported or that domestic goods be used in order to receive benefits for their imports.
Performance requirements related to investment are discussed in chapter 6. USTR, “National Treatment and
Market Access for Goods” (accessed January 23, 2016).

%! Remanufactured goods are not defined in the agreement. In a recent USITC study, these were defined as “non-
agricultural goods that are entirely or partially comprised of parts that (i) have been obtained from the disassembly
of used goods; and (ii) have been processed, cleaned, inspected, and tested to the extent necessary to ensure they
have been restored to original working condition or better; and for which the remanufacturer has issued a
warranty.” USITC, Remanufactured Goods, October 2012, xvi.

%2 For Vietnam, the provision specifying that restrictions on the imports of used goods does not apply to
remanufactured goods does not take effect until 3 years after the entry into force of the agreement, and after that
time does not apply to a list of goods specified in Annex 2-B to the chapter (Annex 2-B).
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United States is the largest global producer and exporter of remanufactured goods, and the
383

treatment of these products as used goods is a significant barrier to U.S. exports.
TPP also has several provisions related to information technology products. First, TPP would
require that members participate in the WTO Information Technology Agreement (TPP, Article
2.20).%® Second, the agreement would prohibit restrictions on the import and export of
commercial cryptographic goods, and is the first U.S. trade agreement to incorporate such a
provision (Article 2.11) (box 4.1).>® Third, the agreement further prohibits technical regulations
and conformity assessment procedures386 that require the manufacturer or supplier to (1)
provide access to the technology, production process, or other proprietary information, (2)
have a local partner, or (3) incorporate a particular algorithm or cipher (Annex 8-B).

Box 4.1: Potential Impacts of TPP Provisions on Cryptographic Goods

Vietnam is the only TPP party that has attempted to place restrictions on the import of cryptographic
goods.? Vietnam’s 2013 Draft Law on Information Security included a broad restriction on the import of
“civic” cryptographic goods, including a ban on import and use of foreign encryption products (with a
few exceptions).” Although the 2013 draft law was put on hold for a couple of years, the Vietnamese
National Assembly passed an updated law with similar import restrictions on November 19, 2015; the
law is expected to take effect on July 1, 2016.°

Commercial cryptographic goods provisions would have the potential to have a more significant long-
term impact if extended to future trade agreements, according to U.S. industry representatives.b They
state that their value lies in preventing potential barriers, rather than breaking down existing trade
barriers among TPP countries. SIA has identified China, India, and Russia as countries that currently have

38 Existing U.S. trade agreements with Australia, Chile, Peru, and Singapore contain provisions on remanufactured

goods, though the scope of the coverage may differ from that in TPP. USITC, Remanufactured Goods, October
2012, xvii, 2-21.

384 Only three TPP members have not joined the Information Technology Agreement—Brunei, Chile, and Mexico.
Brunei is required to participate a year after TPP enters into force, but the agreement specifies that the
participation of Chile and Mexico is dependent on their domestic consultation procedures. Therefore, they have
not made a firm commitment to join the agreement.

% These are “any good implementing or incorporating cryptography, where the good is not designed or modified
specifically for government use and is sold or otherwise made available to the public” (Article 2.11). These
provisions would apply to a wide range of information and communications technology products, such as
computers, mobile phones, video gaming consoles, and Internet routers. Currently, the majority of such products
are sold commercially, and more than 90 percent of semiconductor products, according to a Semiconductor
Industries Association (SIA) estimate, incorporate encryption. SIA, “Why Do We Need Encryption Rules?”
September 2013; industry representative, telephone interview by USITC staff, December 11th, 2015; SIA, written
submission to the USITC, January 22nd, 2016.

%% |n addition to the encryption provisions discussed here, the agreement provides that a supplier's declarations of
conformity are acceptable for ensuring that information technology equipment meets electromagnetic
compatibility requirements. For telecommunications equipment, the agreement encourages members to
implement the Asia-Pacific Economic Cooperation (APEC) Mutual Recognition Arrangement for Conformity
Assessment of Telecommunications Equipment and the APEC Mutual Recognition Arrangement for Equivalence of
Technical Requirements. USITC, hearing transcript, January 13, 2016, 331 (testimony of Ed Brzytwa, Information
Technology Industry Council).
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the most problematic restrictions on cryptographic goods. Industry representatives stated that the
provisions in TPP set an important precedent for potential future entrants as well as other potential
trade and investment agreements.

Sources: Crypto Law Survey, “Vietnam” (accessed February 9, 2016); SIA, “Why Do We Need Encryption Rules?” September
2013; SIA, written submission to the USITC, January 22nd, 2016; Industry representative, telephone interview by USITC staff,
December 11, 2015; industry representative, telephone interview by USITC staff, December 14, 2015.

% SIA, written submission to the USITC, January 22, 2016; SIA asserts that the Vietnamese law would be contrary to the TPP
Agreement, and that the Vietnamese government will be required to amend the law significantly.

® Vietnam'’s semiconductor imports are growing rapidly, but it is not yet a top 10 export market for the United States.
Vietnam’s semiconductor imports from the world increased from $1.8 billion in 2010 to $11.1 billion in 2014, while their
semiconductor imports from the United States increased from $87 million in 2010 (0.18 percent of U.S. semiconductor exports)
to $792 million in 2014 (1.9 percent); GTIS, Global Trade Atlas database (accessed February 24, 2016).

Rules of Origin

TPP’s negotiated rules of origin would establish the eligibility of each shipment for the tariff
benefits accorded under the agreement, subject to proper documentation by the importer and

verification by customs authorities (TPP Chapter 3).*’

Shipments not meeting the rules of the
agreement would continue to be charged normal trade relations duty rates, or any rates
provided by another law or agreement of the parties.388 In addition, because many
commitments in the agreement apply expressly to originating goods (discussed below) of the
parties, the rules set parameters for the administration of customs procedures or other
nontariff measures. The impact of each rule would be product- or industry-specific and will be
discussed in the corresponding sections of this report, such as the passenger vehicle and textile

and apparel sections below.

Like existing U.S. FTAs, TPP would accord benefits to three classes of goods (Article 3.2): (1)
those “wholly obtained or produced” within one or more parties to the agreement; (2) those
produced entirely in the region exclusively from originating materials; and (3) those produced
entirely in the region while incorporating non-originating materials but complying with product-
specific rules. In the first group, no non-member inputs are allowed; examples of covered goods
are crops grown and harvested in TPP countries and naturally occurring minerals mined or

¥ TPP’s rules of origin chapter includes four annexes and an appendix. Annex A to the chapter provides for a

transition period in which certain parties may continue to request a certification of origin from a “competent
authority” of an approved exporter under stated procedures. Annex B sets out the minimum data requirements for
a certification of origin serving as the basis of a claim under the TPP. Annex C lists exceptions to the de minimis
rules, all of them relating to agricultural products, so that certain goods containing larger quantities of third-
country content cannot obtain benefits of the agreement. Annex D lays out the product-specific rules for each HS
provision, and an appendix lists additional requirements for certain automotive goods.

%% A Committee on Rules of Origin and Origin Procedures is established to consider matters arising under the
chapter, provide for its administration, and consider changes or modifications based on technology and production
or on the HS.
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taken within their territories. Article 3.3(e) adds aquaculture goods to the list of wholly
389

originating goods found in earlier FTAs.
The second class of eligible goods, those produced entirely from originating materials,
contemplates two processing stages within the TPP region. These articles may incorporate both
TPP and third-country materials, if the latter are first processed into intermediate originating
components that are then used to produce originating end products. An example of the second
case would be a manufactured product such as a gearbox, where some of the gears were
manufactured in the TPP region using steel from outside of the region and all other parts were
wholly produced within the region.

The third class of eligible goods involves the assembly or processing within the TPP member
countries of materials—whether originating or non-TPP—in a way allowed by the product-
specific (or HS line-specific) rules enumerated in TPP Annex 3-D. Only the non-TPP inputs must
comply with these product-specific rules. The product-specific rules applied to this third class of
goods generally involve either (1) changes of tariff classification (specified for each HS category)
that result from manufacturing or processing, or (2) regional value content (RVC) criteria
computed under specified formulas. The RVC levels set a threshold that seeks to ensure
sufficient contribution from within the region, while recognizing that non-originating materials
may be needed to produce the final good.*® For example, as discussed in more detail below,
passenger vehicle engines must meet a minimum RVC level of 45 percent to qualify for duty
reductions under TPP, meaning that 45 percent of the value of the engine originates within the
TPP region.

The enforcement and verification procedures available to an importing party under TPP are
enumerated in more detail and with more procedural steps and time limits than in any existing
U.S. FTA. For example, information from the exporter, producer, or importer to establish a
good’s eligibility must be accepted by the importing party, so documentation is not limited to
that supplied by the importer. The host government must be given notice of verification
activities and allowed to assist and, if possible under its domestic law, to participate in site
visits. Written requests for information or for a visit must be made to the firms involved under
very detailed procedures, and specific time limits for responses to requests for information are
set out.

% Article 3.1 defines aquaculture as the farming of aquatic organisms, including fish, mollusks, crustaceans, other

aquatic invertebrates and aquatic plants from seed stock such as eggs, fry, fingerlings or larvae, by intervention in
the rearing or growth processes to enhance production such as regular stocking, feeding or protection from
predators.

3% As with other U.S. FTAs, TPP would set up a separate net cost method of computing RVC for automotive goods,
but TPP also would add a new focused value method relating to specific non-originating materials.
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Impact of TPP on U.S. Production and Trade of
MNRE Products

TPP would likely result in an increase in trade with TPP partners, but a negative impact on the
overall growth of the sector. U.S. MNRE output and employment would grow less than the
projected baseline, according to the Commission’s model results. Commission estimates
indicate that TPP would result in an increase in exports of $15.2 billion (0.9 percent) above the
projected 2032 baseline, and an increase in imports of $39.2 billion (1.1 percent) above the
baseline (box 4.2 and table 4.4), with some of the increase in trade with TPP partners offset by
lower trade (compared to the baseline estimates) with non-TPP partners (tables 4.5 and 4.6).
Output would be $10.8 billion (0.1 percent) less than the projected 2032 baseline and
employment 0.2 percent lower than the baseline projection. The impact of TPP on output of
both manufactured goods>** and natural resource and energy products would be small, though
there would be a slight increase (less than 0.05 percent) in output of natural resources. As
discussed below, the limited impact of TPP on output growth in these sectors reflects the
existing, relatively low trade barriers and the assumption that U.S. aggregate output equals
productive capacity. However, there are individual sectors (e.g., titanium) that would likely
experience more significant impacts.

Box 4.2: TPP Modeling Approach

As discussed in chapter 2, the Commission’s modeling analysis began by generating a projection of the
global economy through 2032, with detailed forecasts for the 12 countries in TPP, including the United
States, and for major non-TPP trading partners. This projection provided a baseline against which the
effects of policy changes from the TPP Agreement could be compared. The modeling included three
types of liberalization: removing or reducing tariffs and tariff-rate quotas (TRQs), removing certain
nontariff measures (NTMs) on goods and on traded (cross-border) services, and investment
liberalizations that improve market access for U.S.-owned foreign affiliates.

In this report, estimates of the effects of liberalizing each sector are presented relative to the baseline
changes expected to take place through 2032. For example, U.S. producers’ output of natural resources
and energy products are projected to grow 21.13 percent between 2017 and 2032 in the absence of
TPP. TPP is estimated to increase U.S. output of natural resources and energy products by about

$342 million or 0.02 percent (rounded to 0.0 percent in table 4.4), for an overall increase of
approximately 21.15 percent through 2032.

The Commission’s model assumes that growth or contraction across all sectors within a country
generates aggregate output equal to the productive capacity of that economy. In TPP, many of the
agricultural and services industry sectors experience greater liberalization abroad than do
manufacturing sectors. As these sectors expand and absorb resources in the United States, the already

91 Manufacturing in this chapter does not include the production of food, beverage, and tobacco products, and

other goods which are included in chapter 3 of this report. Minerals and mineral products are included in the
manufacturing total.
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more liberalized U.S. manufacturing sector is generally projected to post lower output growth and lower
employment growth with TPP than would be expected in its absence. As explained in chapter 2 of this
report, the model does not capture the costs associated with employment transition and temporary
unemployment.

The Commission’s estimates of the impact of TPP on individual sectors may also be moderated by
limitations on the number of industry-specific variables in the model and the composition of the sectors.
The model includes some industry-specific features, such as elasticities of substitution between similar
products from different origins, but it is difficult to capture all of the factors affecting competitiveness in
the model parameters. Some U.S. MNRE sectors in the model may be more competitive than other
sectors. For example, a competitive U.S. industry sector (e.g., instruments and medical devices) is not
fully differentiated from a less competitive sector. The model results, therefore, may understate
potential gains for instruments and medical devices and overstate the gains for a less competitive
industry. Similarly, some manufacturers receive substantial revenue from the sale of services and may
benefit from services liberalization, but some of these gains may be reflected in services model results
presented in chapter 5 rather than in manufacturing estimates.’

®Model results for natural resources do include some related services (specifically, electricity production, collection, and
distribution; gas manufacture and distribution; and water collection, purification, and distribution). Services and provisions
related to services are discussed in chapter 5.

Table 4.4: Estimated effects of TPP on U.S. output, employment, and trade: Changes relative to baseline
in 2032

Exports Imports Output Employment
Million $ Percent MillionS Percent Million$S Percent Percent
Manufacturing and 15,187.5 0.9 39,2454 1.1 -10,843.0 -0.1 -0.2
natural resources and
energy
Manufacturing 12,873.9 0.8 36,840.7 1.1 -11,185.1 -0.1 -0.2
Natural resources and 2,313.6 3.0 2,404.7 0.7 342.1 0.0 -0.2
energy
Selected industry
sectors
Chemicals 1,944.1 0.7 5,283.4 1.3 -2,854.8 -0.3 -0.3
Textiles 256.6 1.3 869.4 1.6 -328.5 -0.4 -0.4
Wearing apparel 10.3 0.3 1,891.3 1.4 424.7 1.0 0.9
Footwear 137.7 12.2 1,103.6 2.7 29.8 0.5 0.8
Titanium downstream -33.9 -1.1 115.4 14.2 -202.4 -1.2 -1.3
products
Passenger vehicles 1,953.9 1.9 2,371.7 0.8 1,628.3 0.3 0.3
Auto parts and trailers 1,219.8 1.2 3,039.2 1.6 -1,365.9 -0.3 -0.3
Total (selected 5,488.5 1.0 14,674.0 1.3 -2,668.9 -0.1 -0.2
sectors above)
Other manufacturing 9,699.0 0.9 24,5714 1.0 -8,174.0 -0.1 -0.2
and NRE

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. Percentages and values are determined in the projected 2032 economy. Dollar values
may not match the value produced by applying percentage changes in this table to current values in the 2015 economy. Totals
may not sum due to rounding. Manufacturing does not include the production of food, beverage and tobacco products and
other goods that are within the WTO definition of agriculture and are covered in chapter 3. Minerals and mineral products are
included in the manufacturing total.
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Table 4.5: Estimated effects of TPP on U.S. exports: Changes relative to baseline in 2032

Sector All TPP NAFTA partners Existing FTA partners New FTA partners Rest of the world All countries
Million $ Percent Million$  Percent  Million $ Percent  Million$S  Percent Million$  Percent Million$  Percent
Manufacturing and natural resources and energy 29,484.8 3.9 12,406.4 2.2 2,356.8 2.1 14,721.6 16.2 -14,297.3 -1.6 15,187.5 0.9
Manufacturing 26,405.1 3.7 10,025.4 1.9 2,343.9 2.1 14,035.8 17.4  -13,531.2 -1.6 12,873.9 0.8
Natural resources and energy 3,079.7 6.5 2,381.1 6.5 12.8 2.5 685.8 6.6 -766.1 -2.6 2,313.6 3.0

Selected industry sectors

Chemicals 5,457.2 3.6 2,089.4 1.8 493.6 2.7 2,874.2 21.2 -3,513.1 -2.4 1,944.1 0.7
Textiles 551.7 5.2 232.2 2.5 28.4 3.6 291.1 48.9 -295.0 -3.1 256.6 1.3
Wearing apparel 27.9 1.1 -69.7 -3.3 9.4 5.8 88.2 44.0 -17.6 -1.2 10.3 0.3
Footwear 135.0 23.6 -4.1 -1.6 -5.9 -9.7 145.0 55.4 2.6 0.5 137.7 12.2
Titanium downstream products 47.3 7.1 111 3.5 1.7 2.6 34.5 12.0 -81.2 -3.4 -33.9 -1.1
Passenger vehicles 3,054.0 6.0 106.3 0.3 8.7 0.1 2,939.0 151.8 -1,100.1 -2.1 1,953.9 19
Auto parts and trailers 1,702.1 2.1 1,378.5 1.9 71.3 1.7 252.3 16.3 -482.3 -2.5 1,219.8 1.2
Total (selected sectors above) 10,975.2 3.7 3,743.7 1.5 607.2 2.0 6,624.4 36.0 -5,486.7 -2.3 5,488.5 1.0
Other Manufacturing and NRE 18,509.6 3.9 8,662.8 2.7 1,749.6 2.2 8,097.2 11.2 -8,810.6 -1.4 9,699.0 0.9

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. Percentages and values are determined in the projected 2032 economy. Dollar values may not match the value produced by applying percentage
changes in this table to current values in the 2015 economy. Totals may not sum due to rounding. Manufacturing does not include the production of food, beverage and tobacco products
and other goods that are within the WTO definition of agriculture and are covered in chapter 3. Minerals and mineral products are included in the manufacturing total.
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The small impact of TPP on U.S. production and trade reflects the relatively small size of
dutiable U.S. MNRE imports from TPP partners in comparison to the size of total U.S. trade and
production. While imports from TPP members accounted for 37 percent of U.S. imports in
2015, dutiable imports from TPP members accounted for only 7 percent of U.S. imports from
the world. Dutiable imports are even smaller when compared to U.S. production and the U.S.
market. For example, dutiable imports of durable goods from TPP members totaled

$87.7 billion in 2015 and, as with MNRE imports overall, accounted for only 7 percent of U.S.
imports of durable goods (dutiable and duty-free) from all countries in 2015. In comparison,
U.S. shipments of durable goods totaled $2.9 trillion (including exports), and dutiable imports
from TPP members accounted for only 2 percent of the $3.9 trillion U.S. market for durable

392 Similarly, on the export side, 75 percent of U.S. exports to TPP members are to NAFTA
FTA partners Canada and Mexico alone (see figure 4.1).

goods.

328, Census, “Advance Report,” January 28, 2016, 2; USITC DataWeb/USDOC (accessed February 17, 2016).
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Table 4.6: Estimated effects of TPP on U.S. imports: Changes relative to baseline in 2032

New FTA

Sector All TPP NAFTA partners Existing FTApartners partners Rest of the world All countries
Million$  Percent Million $ Percent Million$  Percent MillionS  Percent  Million $ Percent Million S Percent
Manufacturing and natural resources and energy 43,449.6 3.7 20,666.0 2.2 1,062.4 2.6 21,721.3 11.3 -4,204.2 -0.2 39,245.4 1.1
Manufacturing 40,133.1 4.4 17,398.5 2.5 1,022.9 2.5 21,711.7 11.3 -3,292.4 -0.1 36,840.7 1.1
Natural resources and energy 3,316.5 1.2 3,267.4 1.2 39.5 4.9 9.6 3.1 -911.9 -1.6 2,404.7 0.7

Selected industry sectors

Chemicals 6,202.8 6.8 2,712.7 4.1 339.6 2.7 3,150.5 22.7 -919.4 -0.3 5,283.4 1.3
Textiles 786.0 14.7 183.8 4.6 4.8 5.3 597.4 46.4 83.4 0.2 869.4 1.6
Wearing apparel 7,355.1 25.0 11.7 0.2 2.2 0.2 7,341.3 35.2 -5,463.8 -5.1 1,891.3 1.4
Footwear 1,551.9 23.4 93.6 13.4 0.3 4.6 1,458.0 24.6 -448.3 -1.3 1,103.6 2.7
Titanium downstream products 202.1 109.7 -4.2 -10.2 -1.7 -10.7 208.1 164.1 -86.8 -13.8 115.4 14.2
Passenger vehicles 933.8 0.5 806.4 0.6 2.7 1.8 124.8 0.3 1,437.9 1.4 2,371.7 0.8
Auto parts and trailers 3,830.3 3.9 2,887.4 3.3 8.1 2.7 934.7 8.7 -791.1 -0.8 3,039.2 1.6
Total (selected sectors above) 20,862.0 5.1 6,691.4 2.2 355.9 2.5 13,814.7 15.6 -6,188.0 -0.9 14,674.0 1.3
Other manufacturing and NRE 22,587.7 29 13,974.6 2.2 706.5 2.6 7,906.6 7.6 1,983.7 0.1 24,571.4 1.0

Source: USITC estimates.

Notes: Dollar values are in 2017 prices. Percentages and values determined in the projected 2032 economy. Dollar values may not match the value produced by applying percentage
changes in this table to current values in the 2015 economy. Totals may not sum due to rounding. Manufacturing does not include the production of food, beverage and tobacco products
and other goods that are within the WTO definition of agriculture and are covered in chapter 3. Minerals and mineral products are included in the manufacturing total.
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Sector-specific Analyses

The impact of TPP will vary significantly by sector, as noted above. Five sectors were selected
for additional analysis in this study: (1) passenger vehicles; (2) textiles and apparel; (3)
footwear; (4) chemicals; and (5) titanium metal. The sectors were chosen based primarily on
the relatively high U.S. tariff rates or high value of duties collected on imports of sectoral

goods.>%

Other factors influencing the choice of sectors included the potential impact of TPP
on U.S. sectoral production and trade, the existence of nontariff barriers that may impact U.S.
sectoral trade, and the extent to which specific provisions of the agreement (such as rules of

origin) may affect sectoral trade.

In addition, issues in four other sectors—aerospace, motorcycles, crude petroleum, and
liquefied natural gas—were chosen for brief discussion. While U.S. tariffs are low for goods in
these sectors, other TPP-related considerations (e.g., national treatment for LNG exports) are of
interest in this context. This section appears at the end of the chapter.

Passenger Vehicles®**

Assessment

The Commission’s modeling estimates that U.S. passenger vehicle exports to TPP countries
would likely rise significantly as a result of TPP, but would be offset by a decline in exports to
non-TPP countries. Overall U.S. passenger vehicle exports would increase by more than

2 percent ($2.9 billion), and parts exports would increase by 1.5 percent ($2.1 billion) by year
30, relative to the baseline estimate. In the short term, a decrease in U.S. passenger vehicle
exports is possible, since U.S. passenger vehicles would face increased competition in Canada (a
major market for U.S. passenger vehicles) from other TPP countries before those countries
lowered their tariffs on U.S. exports. Competition from Japan is particularly important: in year 6
of the agreement Japan would gain tariff-free access to Canada, which the United States
already has under NAFTA. At the same time, tariffs on U.S. exports of these goods to Vietnam
and Malaysia remain until year 13. By year 15, however, economic effects simulations suggest
that U.S. passenger vehicle exports would increase due to reductions of tariffs and nontariff
barriers on U.S. passenger vehicle exports in Malaysia and Vietnam, and reduction of nontariff
barriers in Japan (table 4.7). Many in the U.S. industry, however, consider increased access to
the Japanese market unlikely in practice, and the Commission presents alternative estimated

3 |n the case of passenger vehicles, U.S. tariffs are lower than the other sectors discussed here, but the high value

of imports results in passenger vehicles being one of the sectors with the highest levels of duties collected from
TPP parties.

394 Passenger vehicles are cars, sport-utility vehicles, minivans, and light trucks included in HS 8703.22, 8703.23,
8703.24, 8703.31, 8703.32, 8703.90, 8704.21, and 8704.31.
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effects in box 4.5 to reflect this view. The tendency of manufacturers to build passenger
vehicles and source many of the parts for those vehicles in the same region that the vehicles
are sold would likely reduce the impact of the agreement on imports and exports.>*

Once the agreement has been fully implemented in 2047, USITC model results indicate that U.S.
passenger vehicle imports (primarily from Japan) would likely increase by nearly $4.3 billion,
over the predicted baseline. Parts imports, primarily from Mexico, would increase by a similar
amount. Exports of vehicles (primarily to Japan and Vietnam) would increase by nearly

$2.9 billion. The expected increases in trade account for only a small percent of U.S. passenger
vehicles and parts trade.

Table 4.7: Estimated effects of TPP on U.S. output, employment, and trade of passenger vehicles and
parts: Changes relative to baseline in 2032 and 2047

Exports Imports Output Employment
Million S Percent Million $ Percent Million S Percent Percent
Passenger vehicles
15 years 1,954 1.9 2,372 0.8 1,628 0.3 0.3
30 years 2,899 2.2 4,272 1.1 1,429 0.2 0.2
Parts
15 years 1,220 1.2 3,039 1.4 -1,366 -0.3 -0.3
30 years 2,062 1.5 4,516 1.5 -1,394 -0.2 -0.3

Source: USITC estimates. Estimates for year 15 are shown above to match results in other sector analyses. Year 15 includes all
tariff and nontariff changes from the agreement directly affecting passenger vehicles and parts except for the removal of tariffs
on U.S. imports of passenger vehicles from Japan.

Note: Percentages and values determined in the projected 2032 and 2047 economies. Dollar values may not match the value
produced by applying percentage changes in this table to current values in the 2015 economy.

Overview of U.S. Trade with TPP partners

The United States was the world’s third-largest exporter of passenger vehicles in 2015, and the
largest single-country importer (box 4.3).3'96 In 2015, the United States exported nearly

$63 billion in passenger vehicles (table 4.8). Canada was by far the top destination for U.S.
passenger vehicle exports, with nearly a third of U.S. passenger vehicle exports by value sent
there. The European Union (EU) and China were the next two highest export destinations by

value.

3% For example, many vehicles sold by Japanese manufacturers in the United States are made in North America

with high levels of North American content. Klier and Rubenstein, Who Really Made Your Car? 2008, 136; Hill et al.,
“Contribution of the Automotive Industry,” January 2015, 8; Coffin, Passenger Vehicle Industry and Trade
Summary, 2013, 4.

3% GTIS, Global Trade Atlas database (accessed March 25, 2016).
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Box 4.3: U.S. Industry and Employment

From 2013 to 2015, U.S. passenger vehicle production increased from 10.9 million to 11.8 million units
(table below). The stronger U.S. economy contributed to growth in passenger vehicle sales from
15.5 million units in 2013 to 17.5 million units in 2015, a U.S. record for annual passenger vehicle sales.

U.S. passenger vehicle sales, production, and employment, 2013-15

2013 2014 2015
U.S. sales (millions of units) 15.5 16.4 17.5
U.S. production (millions of units) 10.9 11.4 11.8
U.S.-headquartered producers (millions of units) 5.9 6.2 6.4
Japanese-headquartered producers (millions of units) 3.6 3.8 3.8
Other (millions of units) 14 1.4 1.5
U.S. passenger vehicle employment (thousands) 155.7 167.1 173.3
U.S. motor vehicle parts and bodies employment 508.7 537.0 560.4

(thousands)

Source: Ward’s Automotive Reports, “North America Vehicle Production Summary,” January 25, 2016, 8; Binder, Ward'’s
Automotive Yearbook, 2012-15; BLS, “Employment, Hours, and Earnings” from the Current Employment Statistics survey
(accessed April 11, 2016).

Note: numbers may not sum due to rounding.

U.S. passenger vehicle production is primarily made up of large cars and trucks destined for the
domestic market. The Wall Street Journal estimates that 18 percent of passenger vehicles produced in
the United States were exported in 2014. According to estimates by the Bureau of Labor Statistics,
173,000 people were employed in passenger vehicle manufacturing in 2015. This was an increase of
nearly 20,000 workers from 2013, but a decline from the early to mid-2000s when over 200,000 workers
were employed in this industry.

Most major global passenger vehicle manufacturers produce and sell in North America for the U.S.
market, which is the second-largest single-country market (behind China) in the world. The U.S. market
purchases a higher share of light pickup trucks, large cars, and SUVs than other markets.

Sources: Binder, Ward’s Automotive Yearbook, 2015; Binder, Ward’s Automotive Yearbook, 2012; Lutz, “U.S. Auto Exports Hit

Record in 2014,” February 6, 2015; BLS, “Employment, Hours, and Earnings” from the Current Employment Statistics survey
(accessed April 11, 2016).
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Table 4.8: U.S. passenger vehicle domestic exports, 2013—15, million dollars

U.S. exports 2013 2014 2015
TPP
Canada 21,403 22,577 21,356
Mexico 4,197 4,190 3,544
Australia 1,460 1,917 1,695
Japan 655 647 569
Chile 623 469 406
New Zealand 103 200 185
Peru 130 143 136
Vietham 38 74 104
Singapore 11 11 7
Malaysia 3 7 8
Brunei 6 5 5
Total TPP 28,630 30,241 28,016
ROW
EU 8,133 9,204 9,649
China 8,502 11,109 9,118
Other 19,906 18,679 15,911
Total ROW 36,541 38,992 34,678
Total 65,171 69,234 62,694

Source: USITC DataWeb/USDOC (accessed February 24, 2016).
Note: ROW = rest of world.

The United States imported over $181 billion in vehicles in 2015 (table 4.9). Nearly two-thirds of
these vehicles came from three TPP partner countries (Canada, Japan, and Mexico). The EU and
South Korea were two other major suppliers of passenger vehicles to the U.S. market.

Table 4.9: U.S. passenger vehicle imports, 2013—-15, million dollars

2013 2014 2015
TPP

Canada 43,594 43,180 42,550
Mexico 31,446 34,801 38,058
Japan 37,772 33,891 35,765
Other TPP 159 164 146
Total TPP 112,971 112,036 116,519

ROW
EU 36,549 39,598 45,332
South Korea 12,147 14,577 17,278
Other 3,147 1,604 2,058
Total ROW 51,843 55,779 64,668
Total 164,813 167,815 181,186

Source: USITC DataWeb/USDOC (accessed February 24, 2016).
Note: ROW = rest of world.
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Summary of Provisions

For passenger vehicles, the most important provisions in the agreement are tariff reductions,
product-specific rules of origin (ROOs), specific appendixes on ROOs, and bilateral agreements
with Japan and Malaysia. These provisions remove tariffs on U.S. imports of passenger vehicles
and parts, and tariff and nontariff barriers to U.S. exports. In addition, for a vehicle to be
considered originating, the agreement’s ROOs require a level of regional value content (RVC)
that is lower than the level required by NAFTA, but higher than the level required by most other
U.S. trade agreements. However, as noted above, vehicle manufacturers tend to build vehicles
in the region they are sold, and buy most parts in the same region where the vehicle is built,
limiting the impact of the agreement on North American supply chains.*’

Rules of Origin

The ROOs for passenger vehicles under TPP would be simpler and easier for passenger vehicle
manufacturers to meet than NAFTA ROOs.>%

change in tariff classification is required as long as the vehicle has an RVC of at least 45 percent
d.399

Under the TPP ROOs for passenger vehicles, no

using the net cost method or 55 percent using the build-down metho

Under the TPP ROOs for vehicle parts, the RVC may be calculated using the net cost, build-
up,*® or build-down methods. For parts classified in HS heading 8708, for example, the net cost
and build-up RVC requirement ranges between 35 and 45 percent. The comparable RVC

401

requirement for passenger vehicle engines is 45 percent.”~ The RVC requirement for parts and

engines under the build-down method is higher, ranging between 45 and 55 percent.

To meet the RVC requirement for certain passenger vehicle parts,*®? materials from non-TPP
countries used in their production must undergo one or more specified production operations

397 Industry representative, telephone interview by USITC staff, January 28, 2016; industry representative,
telephone interview by USITC staff, January 29, 2016.

398 USITC, hearing transcript, January 13, 2016, 180 (testimony of Celeste Drake, AFL-CIO); academic professional,
telephone interview by USITC staff, January 27, 2016.

399 TPP, Annex 3-D, 87.02-87.05. Build-down “calculates the RVC by subtracting the value of the non-originating
merchandise (VNM) from the adjusted value (AV) of the finished product. The adjusted value includes all costs,
profit, general expenses, parts and materials, labor, shipping, marketing, and packing.” Net cost “captures only the
costs involved in manufacturing, including factory labor, materials, and direct overhead. Other costs, such as sales
promotion, marketing, royalties, and profit, are excluded from the calculation.” CRS, International Trade: Rules of
Origin, June 24, 2015, 9-10.

400 Build-up method RVC is calculated by “adding together the value of all of the regional inputs (e.g., costs, general
expenses, parts, materials, labor, shipping, marketing, and packing),” then dividing that by the adjusted value of
the good to get the RVC. CRS, International Trade: Rules of Origin, June 24, 2015, 9.

a0t Engines for passenger vehicles are classified in HS subheadings 8407.33, 8407.34, and 8408.20. TPP, Annex 3-D,
Product-Specific Rules of Origin.

2 | dentified in TPP, Annex 3-D, Table C, Appendix 1, including certain engines, chassis, and other motor vehicle
parts of HS heading 8708.
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(e.g., complex assembly, extrusion)*®® in one or more TPP countries to be considered
originating. Furthermore, the value of these materials can be counted as originating content
only when their value does not exceed the 5 or 10 percent threshold specific to each part.404

If a part has a high enough RVC to count as originating, then the full value of the part can be
counted for the RVC of the vehicle. Further, some parts may be counted as originating (and
thus included in the RVC) if they have undergone one or more of the aforementioned
production processes in one or more TPP countries.*®

The originating content required for vehicles to receive duty-free treatment under TPP is
significantly lower than that for NAFTA, which requires 62.5 percent originating content, but
higher than other trade agreements that include the United States, such as the U.S.-Korea FTA
(KORUS), which required only 35 percent originating content (table 4.10). One industry
representative estimated that differences in calculation methods between NAFTA and TPP
reduce the gap in RVC between the two agreements to 8 percent.406 However, some observers
have argued that Appendix 1 to TPP’s Annex 3-D may reduce the value of RVC required for a
vehicle to qualify as originating, so that a vehicle could qualify for TPP treatment with less than
45 percent of the content of the vehicle coming from a TPP country. This could occur if some of
the non-originating content underwent one of the processes allowed for in the appendix.*®’

“% TPpP, Annex 3-D, Table B, Appendix 1.

TPP, Annex 3-D, Table C, Appendix 1; Nuthall, “Trans-Pacific Pact Clears the Way,” November 17, 2015.

Parts included in this rule are toughened safety glass, laminated safety glass, bodies for the motor vehicles of
headings 8701-8705, bumpers, body stampings and door assemblies, and drive axles with differential (whether or
not provided with other transmission). For the specific HS subheadings and thresholds included, see TPP, Annex 3-
D, Appendix 1; Nuthall, “Trans-Pacific Pact Clears the Way,” November 17, 2015.

406 Essentially, an RVC of 53 percent under TPP rules would result in the same RVC as a 62.5 percent rule under
NAFTA rules. This is because all of the parts not included on the tracing list under NAFTA could be imported parts,
but they would still count as originating for purposes of the RVC calculation. Industry representative, telephone
interview by USITC staff, January 27, 2016; U.S. Congress, House, Committee on Ways and Means, TPP Issue
Analysis: Trade, January 8, 2016, 11.

407 USITC, hearing transcript, January 13, 2016, 180 (testimony of Celeste Drake, AFL-CIO); academic professional,
telephone interview by USITC staff, January 27, 2016.

404
405
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Table 4.10: Comparison of rules of origin for passenger vehicles in trade agreements

Agreement Methods for calculating RVC RVC requirement
TPP Net cost 45 percent
Build-down 55 percent
NAFTA Net cost with “tracing” and “deemed 62.5 percent
originating” (translates to 53 percent if
calculated under the ROOs for other
FTAs)
KORUS Net cost 35 percent
Build-down 55 percent

Sources: U.S. Congress, House, Committee on Ways and Means, TPP Issue Analysis: Trade, January 8, 2016; U.S.-Korea Free
Trade Agreement (KORUS), Annex 6-A, Specific Rules of Origin; North American Free Trade Agreement (NAFTA), Chapter 4,
Rules of Origin, Article 403, Automotive Goods; TPP, Annex 3-A, Product-Specific Rules of Origin.

The differences in the ROOs between TPP and NAFTA could affect U.S. parts producers in two
ways. First, the TPP ROOs could lead to lower U.S. content in vehicles produced in the United
States and exported to NAFTA countries, as the RVC required under TPP is lower than that
under NAFTA.**® However, the vast majority of U.S. production is destined for the U.S. market,
so U.S. manufacturers would be unlikely to significantly modify their supply chains to gain tariff
savings on the smaller share of the vehicles they produce and export to TPP countries. Second,
the TPP rules could lead to lower U.S. content in vehicles produced in NAFTA countries and
exported to the United States, again due to the difference in ROOs between TPP and NAFTA.
Since a significant percentage, or even the majority, of vehicles produced in Canada and Mexico

409

are destined for the U.S. market, it is possible that some U.S. exports of parts to those countries
could be affected by the TPP ROOs.

Tariff Reductions

Under TPP, the United States would agree to remove tariffs on passenger vehicle imports. For
countries that already had a trade agreement with the United States, all passenger vehicle
imports would be duty free upon EIF, since they already receive duty-free treatment based on
their earlier trade agreement with the United States. For four of the five new partners—Brunei,
Malaysia, New Zealand, and Vietnam—tariffs on passenger vehicle imports would be reduced in
10 annual stages and become duty free on January 1 of year 10 of the agreement (table 4.11).
For the fifth new partner, Japan, tariffs on U.S. imports of passenger vehicles would be phased
out over a longer period: 25 years for cars and sport-utility vehicles, and 30 years for pickup

410

trucks and work vans.”™ Eighty percent of tariffs on parts originating from Japan would be

%8 Academic professional, telephone interview by USITC staff, January 27, 2016.

“% bid
410 TPP, Annex 2-D U.S. Tariff-Elimination Schedule.
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eliminated upon EIF, and all tariffs on parts originating from Japan would be removed by year
15.411

Table 4.11: U.S. tariff concessions for TPP countries

Phase-out period for other
Phase-out period with countries without an FTA

Type of vehicles Subheadings MFN rate Japan with the United States
Cars, sport-utility 8703.22,8703.23, 2.5 percent Tariff unchanged during  Reduced in 10 annual stages,
vehicles, minivans  8703.24, 8703.31, years 1-14, then drops to duty free on January 1 of
8703.32, 8703.33, zero in 3 steps from years year 10
8703.90 15 to year 25
Pickup trucks and 8704.21,8704.31 25 percent Tariff remains until year ~ Reduced in 10 annual stages,
work vans 29, when it drops to zero  duty free on January 1 of
year 10

Source: TPP, Annex 2-D, U.S. Tariff-Elimination Schedule.
Note: For existing U.S. FTA partners, tariffs have already been eliminated.

U.S.-made passenger vehicles already enter most TPP markets (including Japan) duty free, but
Malaysia and Vietnam agreed to remove substantial tariffs under TPP. Malaysia agreed to
eliminate its tariffs on passenger vehicles, but tariffs for some types of fully assembled
passenger vehicles would not be completely eliminated until year 13 of the agreement (table
4.12).412 Malaysia would eliminate its tariffs on most automotive parts on EIF. Vietnam agreed
to eliminate its passenger vehicle tariffs by year 13 and its tariffs on automotive parts by year

11 of the agreement.**?

My, Congress, House, Committee on Ways and Means, TPP Issue Analysis: Trade, January 8, 2016, 7.

TPP, Annex 2-D, Malaysia Tariff-Elimination Schedule.
413 .
lbid.

412
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Table 4.12: Malaysia and Vietnam passenger vehicle and parts: current tariffs and staging

Country Product Tariff Staging
Malaysia Passenger vehicles (CKD) 10 percent® Eliminated in either 3 or 6 annual stages
depending on engine size.
Malaysia Passenger vehicles (CBU) 30 percent Tariffs eliminated in 6, 11, or 13 annual
stages depending on engine size.
Malaysia Engines 0 percent Immediately on EIF.
(compression
ignition);
5 percent
(spark ignition)
Malaysia Other parts 0 to 30 percent Immediately on EIF.
Vietnam Passenger vehicles (CKD) 0 No change.
Vietnam Passenger vehicles (CBU) 70 percent Tariffs remain in place for 1 to 5 years

(depending on vehicle size and type),
then are cut in annual stages until free of
duty effective January 1 of year 13.

Vietnam Engines 25 to Eliminated in annual stages over 8 years.
30 percent
Vietnam Other parts 3to 27 percent Eliminated in annual stages from 4 to 11
years.

Source: TPP, Annex 2-D, Viet-Nam Tariff-Elimination Schedule and General Notes to Tariff Schedule; TPP, Annex 2-D, Malaysia
Tariff-Elimination Schedule and General Notes to Tariff Schedule.
Note: CKD = completely knocked down (disassembled); CBU = completely built up.

® CKD vehicles for the transport of goods from Malaysia (i.e., trucks and work vans) are free of duty.

U.S.-Japan Bilateral Agreements

Japan and the United States negotiated several bilateral agreements that could have a
significant impact on U.S.-Japan passenger vehicle trade. First, Japan and the United States
agreed to a separate appendix on motor vehicles (TPP, U.S. Appendix D, Motor Vehicle Trade,
see box 4.4). The appendix could reduce the impact of a number of Japanese nontariff
measures on U.S. passenger vehicle exports to Japan: it would improve the regulatory
development process, remove some unnecessary regulations through post-implementation
review, and provide additional protections and safeguards. The appendix also details
modifications to the TPP safeguard measure that could protect the U.S. market from a
significant increase in vehicle imports from Japan.

Two other Japanese concessions should also have a positive impact on U.S. passenger vehicle
exports to Japans. When first accepted into TPP negotiations, Japan agreed to expand its
Preferential Handling Procedure (PHP) from 2,000 units per model to 5,000 units per model.***
This increases the number of vehicles per model each manufacturer can send to Japan without
undergoing Japan’s unique set of emissions and safety examinations. Second, in a side letter

"% The PHP is a simplified conformity assessment procedure for small-volume vehicle imports. TPP, Appendix D,

“Appendix between Japan and the United States on Motor Vehicle Trade.”
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between Japan and the United States, Japan agreed to recognize seven U.S. safety standards as

no less stringent than Japan’s requirements.**”

Box 4.4: Summary of TPP, U.S. Appendix D, Motor Vehicle Trade®

Development of regulations

e Publication of regulations: Parties must wait at least 12 months between the publication of a
technical regulation or conformity assessment and the date on which compliance is required.

e Informal advisory councils: Japan would ensure that the informal advisory councils used by Japan to
develop regulations operate transparently, and that relevant information is shared with any and all
interested companies.

e Post-implementation review: Japan and the United States would agree to periodically conduct post-
implementation reviews of significant regulations that affect motor vehicles.

e Transparent development of new regulations: Japan and the United States would ensure transparent
development of new regulations, including 12 months’ advance notice, and public posting of
information on regulations in development when such information is supplied to a
nongovernmental expert or interested person.

e Regulating new products: Japan and the United States agree not to delay import of a new product
merely because it is new, and thus not expressly allowed.

e Treatment of Preferential Handling Procedure (PHP): This provision would prevent modifications to
the PHP that unnecessarily increase the burden for importers. Japan would also agree that any
financial incentives offered for motor vehicle purchase, including tax incentives, would include
vehicles imported under the PHP.

Zoning: Would make zoning of service and repair facilities transparent and non-discriminatory.

Safeguard: Would create a transitional safeguard that is different from other trade remedy safeguards
because it can be used multiple times over the course of the tariff reduction period, for no more than
two years.*°

Special accelerated dispute settlement: Would be a mechanism available for any actual or proposed
measure by either country that affects motor vehicles. If a complainant’s tariffs have not been reduced,
then a “delay remedy” can be used. Or if tariffs have already been reduced, then they can be “snapped
back” in response to a disputable policy measure. The benefit for the complainant is calculated using a
proportional calculation so that it is roughly equivalent to the level of its imports from the respondent.b

Expedited consultation provision: Would allow for consultation on regulations, as well as rumored
regulations.

5 1pp, Japan-U.S. Letter on Safety Regulations for Motor Vehicles (accessed January 4, 2016),

https://ustr.gov/sites/default/files/TPP-Final-Text-JP-to-US-Letter-on-Safety-Regulations-for-Motor-Vehicles.pdf.
416 are ey
The transitional safeguard can be extended for an additional two years.
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Special bilateral committee: Would create a formal committee that would meet to help resolve any
issues that arise related to U.S.-Japan motor vehicle trade.

Source: TPP, Japan-U.S. Letter on Safety Regulations for Motor Vehicles, https://ustr.gov/sites/default/files/TPP-Final-Text-US-
JP-Letter-Exchange-on-Certain-Auto-NTMs.pdf; TPP, Appendix to Annex 2-D, Appendix, “Motor Vehicle Trade.”

® This is an appendix to TPP’s Annex 2-D, “Motor Vehicle Trade,” also titled “Japan Appendix D-1 Appendix between Japan and
the United States on Motor Vehicle Trade.”

® The calculation of benefits is the sum of the level of benefits of equivalent effect and the level of benefits of equivalent
effect multiplied by the ratio of the four-year average of complainant imports from the respondent divided by respondent
imports from the complainant.

U.S.-Malaysia Bilateral Agreement

The United States and Malaysia agreed to a side letter on automotive nontariff barriers, which
may reduce nontariff barriers to U.S. passenger vehicle exports. Such barriers have previously
limited U.S. exports to Malaysia. Under this side letter, Malaysia would agree to:

e participate in the Asia-Pacific Economic Cooperation’s Auto Dialogue work program;

e consider whether U.S. safety and emissions standards are acceptable alternatives for
complying with Malaysian regulations;

e increase transparency in the creation of regulations and standards related to excise taxes;

e not provide excise tax credits for export performance or local content beginning on
January 1, 2021;

e not restrict imports of new U.S. motor vehicles through quotas, import licenses, or
additional charges; and

e accept transaction values submitted by importers for customs valuation.*"’

Estimated Effects of TPP on the Passenger Vehicle Sector
Impact on U.S. Exports

While large percentage increases in U.S. passenger vehicle exports to Malaysia, Vietnam, and
Japan would likely occur in the long run due to the reduction in tariff and nontariff barriers
under TPP, they would likely not represent a significant increase in total U.S. passenger vehicle
exports. Although these three countries are the only significant TPP consumers of passenger
vehicles that do not have a free-trade agreement with the United States, they currently account
for a relatively low share of U.S. exports. According to one industry source, U.S.-headquartered
manufacturers expect a larger increase in sales by U.S. companies producing in the region (e.g.,

a7 TPP, US-MY, Letter Exchange on Auto Imports. https://ustr.gov/sites/default/files/TPP-Final-Text-US-MY-Letter-

Exchange-on-Auto-Imports.pdf.
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increased Vietnamese production, as well as exports from non-TPP countries like Thailand) than
of vehicles exported from the United States.**®

In the short run, as noted earlier, U.S. exports may actually decrease, as competitors gain duty-
free access to a major U.S. vehicle export destination (Canada) before Malaysian and
Vietnamese tariffs on vehicles are removed. Industry sources and public statements both
indicate concern that without enforceable currency manipulation provisions, future Japanese
currency devaluation could eliminate any access to Japan gained through reduction of nontariff
barriers.*"

According to Commission model estimates, total U.S. exports of passenger vehicles are
expected to increase by $2.9 billion as a result of TPP upon full implementation of the
agreement (year 30). This includes an increase of $3.9 billion in exports to new FTA partners
(primarily Japan and Vietnam), partially offset by a decline of $1.2 billion in U.S. exports to non-
TPP countries (table 4.13).

Table 4.13: Estimated effects of TPP on U.S. exports of passenger vehicles and parts: Changes relative to
baseline in year 15 (2032) and year 30 (full implementation, 2047)

Export change, year 15 Export change, year 30
Million $ Percent Million $ Percent
Passenger Vehicles
TPP
NAFTA partners 106 0.3 152 0.3
Other FTA partners 9 0.1 -23 -0.2
New partners 2,939 151.8 3,932 160.4
All TPP countries 3,054 6.0 4,060 5.7
ROW -1,100 -2.1 -1,162 -1.9
All countries 1,954 1.9 2,899 2.2
Parts
TPP
NAFTA partners 1,379 1.9 2,179 2.1
Other FTA partners 71 1.7 69 1.1
New partners 252 16.3 347 24.0
All TPP countries 1,702 2.1 2,595 2.3
ROW -482 -2.5 -533 -2.5
All countries 1,220 1.2 2,062 1.5

Source: USITC estimates. Estimates for year 15 are shown above to match results in other sector analyses. Year 15 includes all
tariff and nontariff changes from the agreement directly affecting passenger vehicles and parts, except for the removal of tariffs
on U.S. imports of passenger vehicles from Japan.

Note: Percentages and values determined in the projected 2032 and 2047 economies. Dollar values may not match the value
produced by applying percentage changes in this table to current values in the 2015 economy. ROW = rest of world.

s Industry representative, telephone interview by USITC staff, October 26, 2015.

Biegun, written testimony to the USITC, January 16, 2016, 4-5; USITC, hearing transcript, January 13, 2016,
157-58 (testimony of Josh Nassar, UAW).
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U.S. automotive parts exports to TPP countries are expected to increase by $2.1 billion, with a
$2.2 billion increase in exports to NAFTA countries partially offset by a $533 million decline in
exports to non-TPP countries.

TPP member countries’ acceptance of U.S. safety and emissions standards is an important part
of the agreement for U.S. manufacturers. Current requirements to meet different standards for
smaller markets like Malaysia and Vietnam may make it too expensive on a per-unit basis for a
U.S. manufacturer to provide a broad range of vehicles at competitive prices in those countries,
likely reducing U.S. exports to those markets. One U.S. manufacturer expressed concern that
potential U.S. export growth could be diminished if more countries without FTAs with the
United States joined the agreement, but were not required to accept U.S. vehicle safety and

emissions standards.**°

U.S.-headquartered vehicle manufacturers would be particularly
affected by non-acceptance of these standards, as many countries, including Malaysia and
Vietnam, have standards based on those developed for Europe by the United Nations Economic
Commission for Europe (UNECE). Widespread acceptance of UNECE standards makes it less
expensive for manufacturers producing in countries (like those in the EU) with similar standards

to export vehicles to countries that also accept UNECE standards.***

Japan

Although USITC estimated effects indicate that U.S. exports to Japan could potentially increase
by $2.2 billion (149 percent) as a result of TPP, any increased export volume would likely
represent only a small share of total U.S. passenger vehicle exports. However, market factors
(such as a declining market or consumer preferences) or nontariff barriers may limit any
increase (see box 4.5). Japan is the largest TPP passenger vehicle market outside the United
States, but imports relatively few passenger vehicles. Japan’s vehicle sales in 2015 totaled

5.6 million; of which 5.1 million of those sales were vehicles produced in Japan by Japanese-
headquartered manufacturers.**

420 Industry representative, interview by USITC staff, Washington, DC, January 21, 2016.

The United States uses its own safety and emissions standards—the Federal Motor Vehicle Safety Standards
(FMVSS) for safety and the Corporate Average Fuel Economy (CAFE) Standards for emissions. While these
standards tend to be similar to UNECE standards, some testing requirements and standards are different. U.S.
manufacturers often have to complete additional testing and certification in order to export into markets that use
UNECE standards. Biegun, written testimony to the USITC, January 13, 2016, 6; CRS, U.S. and EU Motor Vehicle
Standards, February 18, 2014, 2; industry representative, interview by USITC staff, Washington, DC, January 20,
2016.

2 Binder, Ward’s Automotive Yearbook 2015, “Asia Vehicle Sales by Country and Company,” 2015.
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Box 4.5: Alternative Estimated Effects of U.S. Passenger Vehicle Exports to Japan

Many in the U.S. passenger vehicle industry believe that Japan will not allow a significant increase in
passenger vehicle imports to occur. Thus, in contrast to the main simulation, which includes a

50 percent ad-valorem equivalent reduction to Japanese nontariff barriers, the Commission ran a
simulation where Japan’s nontariff barriers to U.S. passenger vehicle exports do not decline. This
simulation indicates that as a result of TPP, U.S. passenger vehicle exports to Japan would decline by
$297 million, and total U.S. passenger vehicle exports would decline by $84 million, relative to the
model’s baseline estimates.

Sources: USITC estimated effects; ITAC-2, The Trans-Pacific Partnership Trade Agreement, December 2, 2015, 6-7; Biegun,
written testimony to the USITC, January 16, 2016, 4-5.

Although Japan has no tariffs on passenger vehicles, a number of nontariff barriers were
reported in 2014 (table 4.14). Many of them are addressed in one of TPP's bilateral agreements
between the United States and Japan, or in one of the side letters.

Table 4.14: List of reported Japanese nontariff barriers to vehicle imports, and TPP actions

Regulatory barrier Explanation TPP action

Remote keyless entry (RKE) and tire RKE and TPMS signal strength requires  No specific action
pressure management system (TPMS) certification and ID marking by the
radio frequency/power supplier.
Daytime running lamps (DRL) Japan does not allow DRL, forcing No specific action
manufacturers to disable DRL for
vehicles sold in Japan.

Exterior noise Japan has unique acceleration, No specific action
proximity, and cruise-by noise tests and
standards.
Exhaust emissions, fuel economy, and Japan requires a unique emission and Japan agreed that U.S. vehicles
safety fuel economy test mode that differs shall be deemed to comply with
from the two major test modes Japanese safety standards if
available around the world. they meet a U.S. standard that

is no less stringent than the
Japanese one.

The United States and Japan
agreed to cooperate bilaterally
to harmonize safety and
environmental standards.

Occupant protection Japan requires two crash tests—one UN Japan agreed that U.S. vehicles
Economic Commission for Europe shall be deemed to comply with
(UNECE) test and one Federal Motor Japanese safety standards if
Vehicle Safety Standard test—a unique they meet a U.S. standard that
configuration. is no less stringent than the
Japanese one.

Explosives law Limits use of explosives and gun powder No specific action
in automotive applications (excepting
airbags and seatbelt pre-tensioners).

High-pressure gas safety law Japan’s safety law for high-pressure gas Japan agreed to permit the
makes it very difficult to import import of any motor vehicle
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Regulatory barrier Explanation TPP action
hydrogen inflators for airbags and part necessary to repair a U.S.-
hydrogen tanks for fuel cell vehicles. originating vehicle that was

deemed to comply with the
Road Vehicle Transport Act on
imports (including if it used U.S.
standards that were deemed no
less stringent).

Auto taxes and tax incentives Japan applies nine auto-related taxes on No specific action
the acquisition, ownership, and running
of a passenger vehicle, with several
taxes disproportionately impacting
imported vehicles.

Auto-related tax incentives Some tax incentives exclude vehicles Japan agreed to not adopt or
certified under Japan’s Preferential apply PHP and relevant
Handling Procedure (PHP), a small regulations in such a way that
volume import program often used by  vehicles imported under it are
U.S. automakers. ineligible for any financial
incentives offered by the central
government.

Distribution outlets and service centers Acquiring land within approved zoning  Both parties agreed to apply
areas is often difficult, as is receiving any laws or regulations related
approval from the Ministry of Land, to zoning and applicable to the
Infrastructure, Transport and Tourism establishment of distribution or
to establish a new service/repair center. repair facilities for motor

vehicles in a transparent and
non-discriminatory way.

Source: AAPC, written submission to the USTR, June 9, 2013; TPP, US-JP Letter on Safety Regulations for Motor Vehicles,
https://ustr.gov/sites/default/files/TPP-Final-Text-US-JP-Letter-Exchange-on-Certain-Auto-NTMs.pdf.

Canada

While the United States already has tariff-free access to Canada via NAFTA, U.S. passenger
vehicle exports to Canada would likely be lower than the baseline estimate, because Canada
would remove its 6.1 percent tariff on vehicle imports from other TPP countries by year 5 of the
agreement. Canada was the top U.S. export market for passenger vehicles in 2014, representing
423 \With other TPP countries,
particularly Japan, gaining tariff-free access to Canada, the relative cost of Japanese vehicles
compared to U.S. vehicles will likely decline, according to Commission simulations. As a result,

33 percent ($22.6 billion) of U.S. passenger vehicle exports.

Canadian imports of vehicles from Japan would likely increase from the $2.4 billion total seen in
2014,** potentially cutting into the volume of U.S. exports to Canada. This decline in U.S.
exports to Canada would be due to Japanese-brand manufacturers exporting more Japan-

%23 USITC DataWeb/USDOC (accessed November 6, 2015).

424 GTIS, Global Trade Atlas database (accessed November 6, 2015).
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produced vehicles to Canada, or (to a lesser extent) choosing to export vehicles from Japan to
Canada that were previously exported from the United States.**

Malaysia

Although Malaysia is not currently a major market for U.S. passenger vehicle exports, tariff-free
access and liberalization of nontariff measures, such as excise taxes tied to local content and
quotas,**® may lead to a significant increase in U.S. passenger vehicle exports to Malaysia.
However, any increase is not expected to significantly affect total U.S. passenger vehicle
exports because Malaysia is a relatively small market, with only 670,000 units sold in 2014."" In
2014, for example, U.S. passenger vehicle exports to Malaysia totaled $7.4 million (452
units).*?®

According to Malaysian import data, the United States was the 15th-largest supplier of
2911 2014, U.S.-headquartered manufacturers sold

16,000 vehicles in Malaysia, accounting for 2 percent of the Malaysian market, but many of

passenger vehicles to Malaysia in 2014.

them are either produced from kits** in Malaysia or imported from within the region (primarily
Thailand).**! Malaysian and Japanese companies account for 47 and 42 percent, respectively, of
Malaysian vehicle sales.**

Tax incentives for local content, import quotas, and negotiated taxable values have severely
limited the competitiveness of imports in the Malaysian passenger vehicle market.*** While
imported and domestically produced vehicles are taxed the same in Malaysia, vehicles
assembled in Malaysia receive tax credits that reduce their tax burden by as much as

50 percent compared to imported vehicles.*** Further, Malaysia has used a system of
“approved permits” to limit the number of vehicles imported to 10 percent of the total market.
Also, the taxable base value of imported vehicles is reportedly not based on the transaction

423 Industry representative, telephone interview by USITC staff, February 4, 2016.

*?° |bid., November 4, 2015.

Binder, Ward’s Automotive Yearbook 2015, “Asia Sales,” 2015.

8 USITC DataWeb/USDOC (accessed November 6, 2015).

429 Malaysian data only credits the United States with supplying the Malaysian market with 84 units of passenger
vehicles worth $1.8 million in 2014. GTIS, Global Trade Atlas database (accessed January 14, 2016).

39 A kit contains the parts needed to assemble a vehicle. These kits of vehicles are often referred to as “completely
knocked down” or CKD in the trade literature. Vehicles are often imported as kits due to government import
regulations offering a significantly lower tariff for imports of kits, than for fully assembled or “completely built up
(CBU)” vehicles.

431 Industry representative, telephone interview by USITC staff, November 4, 2015; GTIS, Global Trade Atlas
database (accessed February 11, 2016); Binder, Ward's Automotive Yearbook 2015, “Asia Vehicle Sales by Country
and Company,” 2015.

2 Binder, Ward's Automotive Yearbook 2015, “Asia Vehicle Sales by Country and Company,” 2015.

AAPC, written submission to the U.S. Trade Representative, November 22, 2010.

Swire, “Malaysia Confirms U-Turn on Vehicle Excise Tax Cut,” January 21, 2014.
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cost of the vehicle, but rather on the value negotiated by the manufacturer and the Malaysian
435

government.
Through tariff elimination and liberalization agreed to in a side letter with the United States,
the Malaysian market likely would be more open to imports from the United States and
production by U.S.-headquartered manufacturers. Nonetheless, although Malaysia agreed to
consider whether meeting U.S. safety and emission standards could be an acceptable
alternative to complying with Malaysian regulations, the U.S. industry is concerned that
Malaysia may not accept U.S. standards.*** Modifying vehicles for current Malaysian standards
increases the cost per vehicle of manufacturing for the Malaysian market, reducing profit
margins.“7

Vietnam

While tariff-free access would likely lead to a significant percentage increase in U.S. passenger
vehicle exports to Vietnam, it would not be significant relative to total U.S. passenger vehicle
exports. With total vehicle sales of only 135,000 units in 2014, Vietnam is not a major passenger
vehicle market. In 2014, the United States was Vietnam’s fifth-largest supplier of passenger
vehicle imports. Vietnam imported $33 million (926 units) of such vehicles from the United
States,‘w’8 and U.S.-headquartered manufacturers sold over 19,000 units in Vietnam in 2014.
These sales, which included vehicles produced outside the United States by U.S.-headquartered
manufacturers, represented 14 percent of Vietnamese vehicle sales, behind only Japanese

(54 percent) and South Korean (19 percent) manufacturers.** In order to encourage domestic
assembly, Vietnam has no tariffs on vehicles imported in kits, but maintains a 70 percent tariff

on assembled vehicles, which would be removed for TPP partners as part of the agreement.**

U.S. Parts Exports

According to estimated effects from Commission simulations, U.S. parts exports would increase
slightly and production would decline slightly as a result of TPP. Similar to the scenario for
passenger vehicles, U.S. parts exports to Canada could be negatively affected by Canada’s
elimination of parts tariffs for all TPP countries, particularly Japan. Canada would remove tariffs

435 AAPC, written submission to the U.S. Trade Representative, November 22, 2010.

TPP, US-MY Letter Exchange on Auto Imports, https://ustr.gov/sites/default/files/TPP-Final-Text-US-MY-Letter-
Exchange-on-Auto-Imports.pdf; Biegun, written submission to the USITC, January 16, 2016, 6-7; ITAC-2, The Trans-
Pacific Partnership Agreement, December 2, 2015; industry representative, interview by USITC staff, Washington,
DC, January 21, 2016; industry representative, telephone interview by USITC staff, January 28, 2016.

37 Industry representative, interview by USITC staff, Washington, DC, January 21, 2016.

GTIS, Global Trade Atlas database (accessed January 14, 2016).

Binder, Ward’s Automotive Yearbook 2015, “Asia Vehicle Sales by Country and Company,” 2015.

The kits are also known as completely knocked down, or CKD. Already assembled vehicles are also known as
completely built up, or CBU.
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of 6-8.5 percent on passenger vehicle parts imports from all TPP countries upon entry into
force, potentially reducing any cost advantage of U.S. parts exports. Further, those parts that
Japanese manufacturers already import from Japan will now count towards the RVC necessary
to export from Canada or Mexico to the United States, which may impact the level of U.S.
inputs used. The difference in the RVC required by TPP compared to NAFTA could lead vehicle
producers in Canada or Mexico to source parts from low-cost countries outside of TPP.*
According to Commission estimates, however, U.S. parts exports to NAFTA would increase,
likely due to increased demand for parts in those countries due to increased vehicle output.

Any negative impact on U.S. parts exports to Canada and Mexico is likely mitigated by the
strong tendency of most vehicle manufacturers to source their parts within a day’s drive of the
plant to reduce logistics costs, avoid the impacts of a shifting currency, and help maintain low

442

inventories.”™ Most passenger vehicle assembly plants operate on a just-in-time basis, so a

supplier using parts imported from outside the NAFTA region may need to warehouse parts

close to an assembly plant (increasing the cost of the parts).**?

If, however, the price difference
between parts produced in the NAFTA region compared to outside the region were significant

enough, a supplier might be willing to source outside the region.***

Industry sources indicate that two factors tend to affect the likelihood a part could be imported
from outside the region. First, parts that are relatively delicate tend to be produced closer to
the assembly plant (e.g., seat assemblies tend to be assembled within an hour’s drive of an
assembly plant), while those that are less likely to be damaged during transport can be
produced farther away.** A second factor affecting the likelihood of a part being imported
from outside the region is the labor intensity of the product. U.S. parts production tends to be

more cost-competitive for parts with lower labor intensity.*°

Impact on U.S. Imports

In the short term, U.S. imports of passenger vehicles would likely not be significantly affected
by TPP, as the staged tariff eliminations on U.S. imports of passenger vehicles do not begin until
year 15. In the long run, U.S. imports of vehicles would likely increase once tariffs on imports
from Japan are removed. Japan would likely be the leading beneficiary of the tariff elimination,

! Academic professional, telephone interview by USITC staff, January 27, 2016.

Walsh, “Analysts: Trans-Pacific Partnership Unlikely to Have Major Impact,” October 11, 2015.

Academic professional, telephone interview by USITC staff, January 27, 2016.

Industry representative, interview by USITC staff, Washington, DC. November 4, 2016; academic professional,
telephone interview by USITC staff, January 27, 2016.

> Klier and Rubenstein, Who Really Made Your Car? 2008, 159; industry representative, telephone interview by
USITC staff, February 4, 2016.

a6 Industry representatives, telephone interview by USITC staff, February 4, 2016.
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since Japan is the largest passenger vehicle manufacturer other than the United States in TPP.
However, U.S. passenger vehicle parts suppliers may be affected sooner, as tariffs on parts are
removed earlier.

According to model estimates, U.S. passenger vehicle imports would increase by $4.3 billion
above the baseline upon full implementation of the agreement (table 4.15). Imports from Japan
would increase by $1.6 billion, and imports from NAFTA partners would increase by $1.8 billion,
making up the majority of the increase. Parts imports would increase by $4.5 billion, with
imports from NAFTA partners increasing by $5.5 billion. That increase would be partially offset
by declines in imports from non-TPP countries.

Table 4.15: Estimated effects of TPP on U.S. imports of passenger vehicles and parts: Changes relative to
baseline in year 15 (2032) and year 30 (full implementation, 2047)

Import change, year 15 Import change, year 30
Million S Percent Million S Percent
Passenger vehicles
TPP
NAFTA partners 806 0.6 1,789 0.8
Other FTA partners 3 1.8 2 5.7
New partners 125 0.3 1,612 39
All TPP countries 994 0.5 3,403 1.3
ROW 1,438 14 869 0.6
All countries 2,372 0.8 4,272 1.1
Parts
TPP
NAFTA partners 2,887 3.3 5,484 4.6
Other FTA partners 8 2.7 4 1.5
New partners 935 8.7 621 5.7
All TPP countries 3,830 3.9 6,110 4.6
ROW -791 -0.8 -1,593 -0.9
All countries 3,039 1.6 4,516 1.5

Source: USITC estimates. Estimates for year 15 are shown above to match results in other sector analyses. Year 15 includes all
tariff and nontariff changes from the agreement directly affecting passenger vehicles and parts, except for the removal of tariffs
on U.S. imports of passenger vehicles from Japan.

Note: Percentages and values determined in the projected 2032 and 2047 economies. Dollar values may not match the value
produced by applying percentage changes in this table to current values in the 2015 economy. ROW = rest of world.Certain
groupings may not sum to their parent groupings due to rounding.

Japan

In the long run, Japan is likely the largest beneficiary of the removal of U.S. passenger vehicle
tariffs, as it was the fourth-largest manufacturer of passenger vehicles in the world (behind
China, the EU, and the United States) and the largest supplier of U.S. passenger vehicle imports
outside of North America in 2014.*

U.S. production, but it could also displace imports from other countries that already have tariff-

An increase in imports from Japan could displace some

*7 0IcA, “Production Statistics” (accessed March 16, 2015); USITC DataWeb/USDOC (accessed March 16, 2015).
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free access to the U.S. market (e.g., Canada, Mexico, or South Korea) or are not a part of TPP
(e.g., the EU). However, Japanese manufacturers have invested billions of dollars in assembly
plants in North America, with most of those vehicles destined for North American markets,
particularly the United States. Also, large Japanese manufacturers primarily import two types of
vehicles from Japan into the U.S. market: luxury vehicles and vehicles meant to make up a
temporary gap between high U.S. consumer demand and North American production of that
model.**

The removal of the 25 percent tariff on pickup trucks and other vehicles for the transport of
goods is unlikely to have a major impact on U.S. imports of pickup trucks. Assembly plants
located in the United States and Mexico supply virtually all of the U.S. market for these vehicles,
and this likely would not change under TPP. The United States is the world’s largest market for
such vehicles, and passenger vehicle manufacturers tend to locate their assembly plants close
to their largest markets to take the greatest advantage of economies of scale.** Further, U.S.
consumers tend to prefer larger pickup trucks with more high-end features than those sold in

other markets.*°

It is possible that removal of the 25 percent tariff would lead to an increase in
the availability of relatively niche pickup trucks, but these trucks are unlikely to have the sales

volume in the United States necessary to locate production in North America.**

Other Countries

Vietnam and Malaysia are the only other vehicle producers in TPP without existing U.S. FTAs. It
is unlikely, though, that they would significantly increase vehicle exports to the United States,

because of distance, differences in consumer preferences between U.S. and Southeast Asian

452

consumers, and safety and emissions standards.™" Malaysia exported less than 10 passenger

vehicles to the United States in 2014, and appears to primarily produce vehicles for its domestic

453

market.”” While Vietnam is not currently a large producer, industry sources have indicated that

U.S. imports from Vietnam could increase somewhat.**

a8 Industry representative, telephone interview by USITC staff, February 4, 2016; industry representative,

telephone interview by USITC staff, February 25, 2015.

“ For example, the majority of U.S. vehicle sales by non-U.S. manufacturers are of vehicles manufactured in the
United States. Bozzella, written testimony to the USITC, January 22, 2016, 5; Coffin, Passenger Vehicles, 2013, 4.
40 Industry representative, telephone interview by USITC staff, January 28, 2016.

Examples of such niche produtcs include the Ford Ranger and the Toyota Hilux. Beene, “After ‘Chicken Tax,” a
Flood of Foreign Trucks?” June 29, 2015, 1.

2 Industry representative, interview by USITC staff, Washington, DC, January 21, 2016.

GTIS, Global Trade Atlas database (accessed July 14, 2015); OICA (accessed January 21, 2015).

Industry representative, telephone interview by USITC staff, February 4, 2016; industry representative,
interview by USITC staff, Washington, DC, January 21, 2016.
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U.S. Parts Imports

U.S. imports of parts for passenger vehicles could significantly increase soon after the
implementation of the agreement, but distance and transportation costs would likely limit the
effect of TPP to low-volume parts and parts of certain product categories. While most parts for
passenger vehicles produced in the United States tend to be manufactured within a day’s drive
of production, removal of tariffs reduces the cost difference between imported parts and
locally produced parts, which could boost U.S. imports.*>
in parts imports is actually the predicted increase in U.S. vehicle production.

Thus, the main driver of the increase

Summary of Views of Interested Parties

Union and academic professionals are concerned that the relatively low RVC requirement in
ROOs will decrease the U.S. content in vehicles traded in TPP compared to NAFTA, but other
industry sources tend to support TPP ROOs. The AFL-CIO recommended an RVC in TPP that was
significantly higher than NAFTA, and is concerned that with more countries in TPP and an RVC
requirement below NAFTA’s, U.S. parts producers will be negatively affected and non-TPP

5% The UAW, which represents workers in the auto industry and other

457
k.

members will benefit.
industries, agreed that the low RVC in TPP could put U.S. production and employment at ris
An academic source shared the UAW and AFL-CIO’s concerns, and pointed out that the RVC
change would happen immediately upon entry into force of the agreement.458 However, one
industry source argued that the relatively low RVC was necessary because some parts not
commonly used in the United States, like small diesel engines and manual transmissions, tend
not to be produced domestically. Manual transmissions and diesel engines are more commonly
used in other TPP countries, and a higher RVC in TPP could prevent U.S.-built small manual-shift
diesel-engine vehicles (for example) from qualifying as originating for the purpose of exporting
to other TPP countries.*? In its report, the International Trade Advisory Council (ITAC) on
Automotive Equipment and Capital Goods (ITAC-2) stated that most committee members
support the level of RVC in TPP, but some are concerned the RVC is not strong enough.*®°
Many in the U.S. auto industry do not believe TPP would cause significant increases in U.S.
passenger vehicle exports to Japan. A Ford Motor Company official stated that Ford does not
expect a significant increase in brand sales or vehicle exports from the United States to Japan
because of alleged continued Japanese currency manipulation and nontariff barriers that limit

5 Klier and Rubenstein, Who Really Made Your Car? 2008, 136; industry representative, interview by USITC staff,

Washington, DC, January 21, 2016; industry representative, telephone interview by USITC staff, January 28, 2016.
436 AFL-CIO, written submission to the USITC, January 13, 2016, 39—42.

Nassar, written submission to the USITC, December 23, 2015, 5.

Academic professional, telephone interview by USITC staff, January 27, 2016.

Industry representative, telephone interview by USITC staff, January 28, 2016.

ITAC-2, The Trans-Pacific Partnership Trade Agreement, December 2, 2015, 4, 6-7.
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1 Ford also announced that it

n462

non-Japanese sellers to a small portion of the Japanese market.
planned to stop selling vehicles in Japan because it saw “no path to profitability. Members
of ITAC-2 also believe “these commitments will not lead to a substantially larger U.S. presence
in the Japanese motor vehicle market,” although they believe the commitments would result in
some improvements.*®®
The trade association Global Automakers supports the inclusion of provisions in the TPP
Customs Administration and Trade Facilitation chapter that encourage modernization of
customs practices throughout the TPP region. Global Automakers asserts that quicker
processing and simpler and more transparent documentation requirements will make it easier
for U.S. manufacturers to access TPP markets. Global Automakers also states that facilitative
and transparent procedures required in this chapter will ensure that goods are treated fairly by

customs officials, and reduce conflicts of interest in customs administration.*®*

According to U.S. industry representatives, the most significant issue that is not included in TPP
is currency manipulation. In its submission, Ford describes currency manipulation as “the 21st
century trade barrier facing American manufacturers,” and claims that without a binding
agreement limiting a country’s ability to manipulate its currency, gains and concessions on
market access and other reforms are at risk.*®® This view is supported in public statements by
the UAW, the United Steelworkers (USW), and AFL-CIO.*®® A different industry source argued
that currency manipulation is less of an issue than it was in the past, and stated that entry into
the Japanese market is difficult because it is an extremely competitive market that is shrinking,
with established domestic players.*®” In its submission to the USITC, Global Automakers*®®
supports the approach to currency taken by TPP parties, asserting that one reason it is
preferable is that “it avoids commitments that could restrict U.S. options aimed at achieving
economic growth.”*%

A recent study conducted by the minority staff of the U.S. House of Representatives Committee
on Ways and Means noted that TPP also does not restrict “duty drawback” provisions, which

allow a country to refund a tariff on an imported good if the good is used as an input for a

a6t Biegun, written testimony to the USITC, January 16, 2016, 4-5.

Spring and Tajitsu, “Facing Weak Market Share,” January 25, 2016.

ITAC-2, The Trans-Pacific Partnership Trade Agreement, December 2, 2015, 6-7.

Bozzella, written testimony to the USITC, January 22, 2016, 4.

Biegun, written submission to the USITC, January 16, 2016, 2.

Nassar, written testimony submitted to the USITC, December 23, 2015, 4-5; Gerard, written testimony to the
USITC, December 29, 2015, 6—7; Drake, written submission to the USITC, December 29, 2016, 13, 19.

467 Industry representative, telephone interview by USITC staff, January 29, 2016.

The Association of Global Automakers represents international motor vehicle manufacturers, original
equipment suppliers, and other automotive-related trade associations. Bozzella, written testimony to the USITC,
January 22, 2016, 1.

469 Bozzella, written testimony to the USITC, January 22, 2016, 4.
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product that is then exported. Such provisions were restricted in NAFTA, so the lack of
restriction in TPP may create an additional incentive for producers in Mexico, which offers duty
drawbacks outside of NAFTA, to source products from a non-TPP country.470

Textiles and Apparel*’?

Assessment

The largest changes in textiles and apparel trade from TPP would likely occur in U.S. imports of
apparel. The Commission’s model projects that U.S. demand for both imported and
domestically produced apparel would increase over the 2032 baseline. The modeling results
estimate that TPP would result in a 1.4 percent ($1.9 billion) increase in U.S. imports of apparel
over the 2032 baseline (i.e., expected level of imports in 2032 without TPP), and a 0.3 percent
(510 million) increase in U.S. exports. Imports of apparel would be expected to grow most
significantly from Vietnam, the second-largest supplier to the United States, while those from
China, the largest U.S. apparel supplier, would be expected to decline.*’?

The Commission’s model results indicate that U.S. output and employment in the apparel
sector also would increase slightly (by 1.0 percent and 0.9 percent, respectively), over the 2032
projected baseline. High-end, niche products, replenishment or quick turnaround products, and
other items that generally do not compete with imports are among the types of products being
produced domestically. Examples of such products include those that require customized, often
smaller orders, such as sports team uniforms, test market products or reorders, and fast-
fashion items.

The Commission’s model results for textiles (non-apparel) estimate that TPP would result in U.S
exports that are 1.3 percent (5257 million) higher than the baseline estimate, and imports that
are 1.6 percent (5869 million) higher, compared with the 2032 baseline. The model estimates
that output and employment in the textiles sector would be slightly lower compared with the
2032 baseline (by 0.4 percent each).

0u.s. Congress, House, Committee on Ways and Means, TPP Issue Analysis: Trade, January 8, 2016, 12.

Provisions on textiles and apparel are mainly covered in TPP’s chapter 4. The chapter covers all the textile
articles and apparel covered in HTS chapters 50-63 (excluding raw cotton, wool, and vegetable fibers, which are
considered agricultural products). TPP chapter 4 also includes a number of other products that are classified in
other HTS chapters (outside of chapters 50-63), including certain travel goods, handbags, and similar products
(HTS chapter 42); umbrellas (HTS chapter 66); glass fibers and articles thereof (HTS chapter 70); and pillows, quilts,
and similar articles (HTS chapter 94). The focus of this analysis is on the textile and apparel articles covered in HTS
chapters 50—-63, unless specifically noted. For a complete list of the HTS subheadings covered by Chapter 4 of TPP,
see TPP, Chapter 4, Article 4.1, and Annex 4-A, Textiles and Apparel Product-Specific Rules of Origin.

2 The Commission’s modeling accounts for the TPP ROOs for textiles and apparel as they apply to Vietnam's
exports of textiles and apparel. See appendix G for additional details.
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Overview of U.S. Trade with TPP Partners®*”®

U.S. exports of textiles and apparel to TPP countries totaled $7.9 billion in 2015, down by

2 percent from 2013 levels (table 4.16). In 2015, U.S. exports of textiles and apparel to TPP
countries accounted for 54 percent of total U.S. textile and apparel exports to the world
(514.7 billion) (table 4.17). Roughly 22 percent of domestic shipments of textiles and apparel
were exported in 2015 (box 4.6). Textiles accounted for most of the value of U.S. exports of
such products to TPP countries (81 percent or $6.4 billion).*’* Within the TPP countries, the
current FTA partners accounted for the vast majority of U.S. textile and apparel exports

(94 percent) in 2015; Mexico and Canada were the largest markets for U.S. exports to TPP
countries for both textiles (91 percent) and apparel (80 percent) that year. Japan was the
largest destination for U.S. exports to non-FTA TPP countries, accounting for 3 percent of U.S.
textile exports and 11 percent of U.S. apparel exports to TPP countries.

Table 4.16: U.S. exports of textiles and apparel to the TPP region, 2013-15, million dollars

2013 2014 2015

Textiles and apparel 8,059 8,284 7,887
Textiles 6,309 6,609 6,356
Apparel 1,750 1,676 1,532

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Note: Trade data are based on NAICS 313, 314, and 315, excluding certain animal hair and vegetable fibers (e.g., raw wool and

cotton waste).

3 Unless otherwise noted, trade data in this section based on USITC DataWeb/USDOC (accessed February 17,

2016). Trade data are based on NAICS 313, 314, and 315, excluding certain animal hair and vegetable fibers (e.g.,
raw wool and cotton waste).

7% These include textiles (yarns and fabrics) and textile products (e.g., sheets, towels, tents, etc.) covered in NAICS
313 and 314.
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Table 4.17: U.S. domestic exports of textiles and apparel to the world, the TPP region, and TPP
countries, 2013-15, million dollars

Country 2013 2014 2015
TPP non-FTA partners 595 554 468
Brunei 1 @ 1
Japan 462 400 336
Malaysia 37 42 23
New Zealand 56 56 49
Vietnam 39 55 60
TPP FTA partners 7,464 7,731 7,419
Australia 226 208 212
Canada 3,190 3,251 3,044
Chile 98 84 84
Mexico 3,803 4,045 3,943
Peru 66 63 63
Singapore 81 80 72
TPP total 8,059 8,284 7,887
ROW 6,815 6,971 6,783
World 14,874 15,255 14,670

Source: USITC DataWeb/USDOC (accessed February 17, 2016).
Notes: ROW = rest of world. Trade data are based on NAICS 313, 314, and 315, excluding certain animal hair and vegetable
fibers (e.g., raw wool and cotton waste).

? Less than $500,000.

Box 4.6: U.S. Textile and Apparel Industry

Domestic shipments of textiles and apparel totaled $67.9 billion in 2015, up 10 percent from 2009, but
still below the pre-recession level of $77.8 billion in 2008. Textile mills output (e.g., yarns, threads, and
fabrics) accounted for 45 percent of the value of domestic shipments of textiles and apparel in 2015.
Textile product mills (e.g., home furnishings and other miscellaneous textile articles) accounted for
another 34 percent of the total, and apparel manufacturing accounted for the remainder. During 2013—
15 U.S. textile mill shipments declined by 2 percent to $30.8 billion, while textile product mill shipments
grew by 2 percent to $23.2 billion. U.S. shipments of apparel hit an all-time low in 2013 at $12.3 billion,
but subsequently increased to $13.9 billion in 2015 as brands and retailers increased domestic sourcing
in part to diversify their supply.

In 2015, employment in the textile and apparel industry totaled 369,500 jobs, down 11 percent (48,000
jobs) from 2009. However, at least some of the decline may be attributed to gains in labor productivity,
which increased during the period for all three sectors (textile mills, textile product mills products, and
apparel manufacturing). The BLS labor productivity index (2007 = 100) for textile mills increased from
98.7 in 2009 to 107.2 in 2015; for miscellaneous textile products, from 89.2 to 102.4; and for apparel,
from 80.1 to 89.3.

Sources: U.S. Census, Manufacturers’ Shipments, Inventories, and Orders, Historical Data, “Shipments” (accessed February 19,
2016); USDOL, BLS, “Employment, Hours, and Earnings” (accessed February 19, 2016); USDOL, BLS, “Annual Index of Labor
Productivity”(accessed April 15, 2016); Lu, “2015 U.S. Fashion Industry Benchmarking Study,” June 2015.

Note: Data for North American Industrial Classification System (NAICS) 313 (textile mills), 314 (textile product mills), and 315
(apparel manufacturing).
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U.S. imports of textiles and apparel from TPP countries totaled $19.9 billion in 2015, accounting

for 17 percent of total U.S. textile and apparel imports from the world ($118.5 billion)

(tables 4.18 and 4.19). Apparel accounted for most of the value of U.S. imports from TPP

countries (82 percent or $16.3 billion). Within TPP countries, Vietnam accounted for the largest

share of U.S. textile and apparel imports ($11.1 billion or 56 percent of TPP imports), nearly all

of which consisted of apparel. The current FTA partners accounted for 39 percent ($7.7 billion)

of U.S. textile and apparel imports from TPP partner countries in 2015.

Table 4.18: U.S. imports of textiles and apparel from the TPP region, 2013-15, million dollars

2013 2014 2015

Textiles and apparel 17,332 18,775 19,913
Textiles 3,413 3,569 3,618
Apparel 13,919 15,205 16,295

Source: USITC DataWeb/USDOC (February 17, 2016).

Notes: Totals may not sum due to rounding. Trade data are based on NAICS 313, 314, and 315, excluding certain animal hair

and vegetable fibers (e.g., raw wool and cotton waste).

Table 4.19: U.S. imports of textiles and apparel from the world, TPP region, and TPP countries, 201315,

million dollars

2013 2014 2015

TPP non-FTA partners 9,704 10,937 12,222
Brunei 4 4 6
Japan 518 519 536
Malaysia 546 558 569
New Zealand 30 30 30
Vietnam 8,606 9,825 11,081
TPP FTA partners 7,628 7,838 7,691
Australia 24 37 46
Canada 1,811 1,855 1,860
Chile 15 18 17
Mexico 5,099 5,249 5,132
Peru 646 658 622
Singapore 33 22 14
TPP total 17,332 18,775 19,913
ROW 93,167 95,454 98,592
Total 110,498 114,229 118,505

Source: USITC DataWeb/USDOC (accessed February 17, 2016).

Note: ROW = rest of world. Totals may not sum due to rounding. Trade data are based on NAICS 313, 314, and 315, excluding

certain animal hair and vegetable fibers (e.g., raw wool and cotton waste).
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Summary of Provisions
Market Access

All textile and apparel duties would be eventually eliminated under TPP. Over 70 percent of the
U.S. textile and apparel 8-digit rate lines would be free of duty upon entry into force (EIF) (table
4.20). These lines are estimated to account for about 28 percent of dutiable imports from TPP

47> some of the top categories of imports of apparel from Vietnam, such as

countries in 2015.
certain cotton and manmade fiber sweaters, manmade fiber dresses, and manmade fiber
water-resistant anoraks (jackets), would be free of duty upon EIF. The duty rates for an
additional 7 percent of the 8-digit textile and apparel subheadings would be phased out in
equal stages over 5 years. The products in tariff lines subject to the 5-year staging category
accounted for only 3 percent of total dutiable imports from TPP countries in 2015.4® These
include a variety of products, including certain cotton yarns and baby garments. For most of the
remaining textile and apparel items, which accounted for about 69 percent of dutiable imports
in 2015, the duty rate would be cut on EIF by 35 or 50 percent (depending on the product)
and then remain in place for 10 to 12 years. A few items have an additional duty reduction of

15 percent on January 1 of year 6.

Table 4.20: U.S. tariff phaseout schedule for textiles and apparel, by 8-digit HTS subheading

Number of

8-digit subheadings Number of 8-digit

in chapters 50— subheadings for

Staging 63 (excluding apparel (chapters
category Description of staging natural fibers) 