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Adam Posen: Good afternoon everyone. Welcome back to the Peterson Institute for 

International Economics. I hope everything had a good Easter break and 
enjoyed the Easter Egg roll at the White House this morning for those of 
you so inclined. 

 
 I’m Adam Posen, President of the Peterson Institute and it’s my pleasure 

to welcome us for the second session of our releases assessing the TPP 
deal. I’m very grateful to my colleagues Cathleen Cimino-Isaacs and 
Jeffrey Schott, who not only edited this--both the prior and this set of 
papers, but shepherded this very large multi-author project. 

 
 I’m grateful as well to Steve Weisman and our entire publications team 

who’ve been working with us not only to get these projects out, but to get 
them properly covered and understood in the press because these are real 
works of analysis. As with our release a month ago, roughly, on the 
sectoral aspects and the sort of computational aspects of what happens in 
TPP. 

 
 Our study today, which groups together papers on the issues of new rules 

for global trade that is done in an honest way, in an open way, in a 
rigorous way consistent with best economic practice and a reproducible 
way as our EVP for Studies, Marcus Noland oversees. All data and 
analysis is available on the website. 

 
 Just as when we did this a month ago looking at the sectoral side, we 

released in advance a very detailed working paper by Petri and Plummer 
which modeled the impacts of the TPP on a sector by sector, country by 
country basis and I’ll refer to that again in a moment. This time the 
leading edge paper we produced a bit earlier was that by Robert Lawrence 
and Moran on the labor effects. And it brings home, as Robert will 
discuss, the truth that everybody pays lip service to, but is real. That the 
amount of dislocation caused by this kind of trade agreement for an 
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advanced economy of the US is real, but limited and that the gains to the 
society from the trade far, far outweigh any vision of the cost. 

 
 And so the issue is, why aren’t we able to get that kind of redistribution 

that would make this worthwhile and perhaps a little above my pay grade. 
If we did, would that make people happy? 

 
 So I’m just going to ask your indulgence for a couple minutes to talk about 

those issues prior to my colleagues going in more depth specifically on the 
TPP because obviously session, our work is taking place against the 
background of political scapegoating against the TPP and against trade 
more generally which is, of course, the more important issue. 

 
 That is, I don’t know that if it’s unprecedented, but it’s rare to get this 

level of attention and venom. And it is a shame to see this happening not 
because I belong to some self-satisfied elite, I may. But that’s not the 
reason for it. It’s a shame to see this happening because it is ultimately 
destructive of American people’s living standards. It is ultimately 
destructive of American foreign policy and it is ultimately destructive of 
the competitiveness and innovation of the American economy. 

 
 And whether it is Senator Sanders or Mr. Drumpf or anybody in between 

who chooses to recant mainstream views on trade, there’s a reason those 
reviews remain strained. It is true that economics isn’t physics and so 
talking about trade isn’t talking about climate change. You can’t say this is 
absolutely, definitively proved except for a few self-interested people. 

 
 But the mainstream press, until recently, unfortunately has acted as though 

it’s much more distant from that than it is. It actually is much closer to 
being real science and real argument than people give it credit for. We 
have seen ridiculous articles in places including the New York Times 
where they say, “economists differ on the benefits of trade”, “economists 
differ on these models”. Well actually no, they don’t or at least very few 
do. And one doesn’t want to get into matches of my authority, my tenure, 
my affiliation versus someone else’s although if you look at that it will 
pretty much tell you where things are. 

 
 But on the substance, ultimately does it make sense to think that on 

average over a 30-year period, the US economy is at full employment. 
And the answer is, from the data, obviously yes. On substance, does it 
make sense ultimately to assume that reallocation of jobs up the value 
chain is beneficial to the economy as a whole and productivity. Obviously.  

 
 Does it make sense to just the basic sort of person who’s out there living 

life in the US that--with all due respect to my friends and our supporters in 
the American auto industry--that the US auto industry would not be as 
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competitive today and not be selling as much in China and around the 
world today, if it had not faced the competition it did in the 1970s and the 
1980s just to cite one example. Would we have the autos we have today, 
would we have the safety we have today, would we have the cost benefits 
we have today? And the answer is obviously, no. I remember my mother’s 
1974 Oldsmobile.  

 
 So it’s not climate change, but it’s a lot closer than the media puts it out to 

be. And I ask all of you here who are giving a fair hearing, and all of them 
on the web and everyone who reads my colleagues’ writings and 
presentations to convey that message. You can make different moral cases 
about how you deal with the adjustment costs as our colleague Steve 
Weisman has mentioned in a recent article we distributed today. I think 
there’s a clear moral case for doing something about those adjustment 
costs and that is something the Peterson Institute has repeatedly worked on 
whether it’s wage insurance, whether it’s trade adjustment assistance--and 
again I’ll make one more comment on that in a minute. But ultimately the 
economics of it should not be in as much question as people protect. 

 
 And the sad thing that most American voters of the [inaudible 0:06:49] 

vote for candidates proclaiming against trade is they’re right about one 
thing, trade is about change. And many of these voters don’t like change. 
Trade is ultimately about pursuing such that businesses, individual firms 
get to win or lose on a bigger scale, that where you have advantages, 
where the resources of capital and labor should go. And where you’re 
uncompetitive, those businesses should ultimately close. 

 
 And we talk all the time. We spend decades going to Japan, going to 

Korea, going to Brazil, going to Mexico, going to Russia and saying, 
“look, trade will change you economy”, “trade will put competitive 
pressure on your privileged elites”, “trade will force you to come to 
international standards”, trade will do this, trade will do that. And that is 
the part of trade that is demonstrably beneficial. And that means 
sometimes individuals and particularly businesses will lose in those 
economies. 

 
 It is time again for the US to face that. The US cannot move forward if it 

protects yesterday’s economy. People talk as though Detroit somehow 
symbolizes a defeat in trade. It’s not Detroit symbolizes a defeat in trade. 
It is the rise of Houston and Charlotte, and Salt Lake City, and Atlanta, 
and Minneapolis, and San Jose that represent a victory in trade because the 
US adapted. And now we are seeing Detroit adapt again. And by Detroit, I 
don’t mean the auto industry. I mean the human beings, the citizens, the 
people of Detroit and Flint. 
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 So if a trade is about change and is about pressure, and is about this, then 
it is, of course, fair to ask for fair rules. And that’s what the focus is today. 
But before we get to the specifics of the rules, I do want to remind people 
that sometimes foreign companies win and it’s not due to cheating. You 
would hear this occasionally from the American political candidates that 
essentially any time an American loses his job or her job in competition, it 
must be because that company had some unfair advantage. Sometimes yes. 
Mostly no. 

 
 The same way we expect and push that people in Japan or China, or 

Mexico, or Brazil, or the people who are going to be joining the TPP 
should be willing to let their companies sometimes lose to American 
companies, which assuredly will happen in services and high-tech and in 
some forms of agriculture when the TPP is approved. And they know 
whether it’s Vietnam, whether it’s Australia, whether it’s Peru that they 
will be the better for it. And it is the height of political pandering to 
pretend that the US only loses when somebody cheats. That the closing of 
a business is a loss for the US and that the US will remain the vital 
economy that it is by interfering with that.  

 
 So we should not just fall into tactical rhetoric. And many of my friends 

and former colleagues who have been long-time trade advocates will 
occasionally feel the need to get into the trenches of Capitol Hill. 
Something which of course I find very frightening. And they will say 
things about specific numbers of jobs created or specific barriers taken 
down so that Washington State apples can have better market access. Or 
that there will be 5000 more jobs created in this state. 

 
 I understand the political need, but it is wrong for people like us to go on 

that route. It misleads about what is actually true and provable. It misleads 
about what the real advantage of trade is. The real advantage of trade is 
not about market opening, that is a side effect. The real advantage of trade 
is about the productivity gains and the reallocations, and the competitive 
pressures you put on your own industry and your own people. And the 
price benefits that gives people at home. That’s what it’s about.  

 
 And if we just constantly, tactically pretend that it’s really about fighting, 

this state is going to come out net ahead in this state, in this district--I 
understand why people of USTR may have to do that. But if we in the 
writing class, in the talking, in the chattering class do that then we have 
already given up and given the ground to Trump and Sanders. And that is 
wrong.   

 
 There are huge gains to be had and these matter for the poorest in our 

society. As my colleague, Bill Cline long ago has argued, as Robert 
Lawrence returns to, in part, as many people have argued through years 
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not just in this house. When you are saving huge amounts of money on 
autos, on food, on clothing, that is a material effect on the income of lower 
income people in the society. And whenever somebody says, “Oh it’s a 
small thing. TPP is small”. Let us remember that it’s not small for 
everyone. And let us remember it’s very big for the people of Vietnam and 
Peru, and Chile, and Mexico, and even Japan.  

 
 And so this is a true win-win. And if Mr. Sanders -- Senator Sanders, 

excuse me -- if Senator Sanders wants to have a foreign policy that is less 
based on military action, then he has to have a foreign policy that is more 
based on opening up trade and markets to other people. And if Mr. Trump 
wants to have an America First policy, he has to either raise taxes to look 
after the people he’s claiming to serve or he has to let the rest of the 
people in the country actually get the money they earned and not try to 
hide it through protectionism. 

 
 We are the radical center. It is time to reclaim the radical center on trade. 

Let’s do it. 
 
 Final point, sorry it’s my microphone, I paid for it. As I mentioned, there 

is a hug moral case as well as an economic case to do adjustment. And this 
is where the rubber hits the road. We have had a situation where currently 
for decades because we could not get a consensus for broad good labor 
policies and welfare state the way every other open democracy has.  

 
 And so we’ve done this piddling little things of buying off this group, that 

group. And tactically it has occasionally worked. But it, of course, has not 
fundamentally changed the consensus. If anything, then you have the AFL 
and people who want to protect their own particular industries like textiles 
saying, “Oh this is just burial insurance, we don’t want it”. 

 
 So maybe the time has come for the radical center to go back to the basic 

economics, which is to say, there is no reason a worker displaced by trade 
should be treated any differently than a worker displaced by technology. 
We need to invest in helping all our workers adjust. And whether or 
not--be it the AFL or the people purporting to speak for Trump voters say, 
“that’s not what we want, we want our current job”. 

 
 Our moral obligation is both to help them get to their next job but to deny 

them the fact they get to hold the rest of the economy hostage because 
they don’t want to change. That is not an acceptable opinion. It is 
damaging economically. And the AFL and others need to realize it hasn’t 
worked.  
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 It’s time, if we want to care about this to really move on to general issues 
of labor adjustment in this society and not stigmatize trade while doing. 
That is my two cents. 

 
 Thank you all very much. 
   
  I know you’re really here for the substance and so I appreciate your 

indulgence. And I will now turn to my colleagues. We have four speakers 
today, but I also want to acknowledge our friend Michael Gadbaw from 
Georgetown Law School, and his colleagues from the Center of 
International Economic law. I’m sorry if I got the acronym wrong. They 
and their colleagues have been partnering with us and have written some 
of the chapters here talking about various dispute mechanisms and other 
types of rules. It’s a very important part of the contribution.  

 
  We’ve chosen, with our limited time today, to focus on issues labor and 

intellectual property rights, because those are some of the politically 
salient issues and we also have Exxon contributors to talk about those.  

 
  So, speaking first will be, again, the coeditor and leader of this project, 

Jeffrey Schott. He’s been with the Peterson Institute since 1983, I’m very 
proud and happy to say. And he leads our research on international trade 
policy, particularly on bilateral and regional trade agreements. Of course 
he had key role in the creation of and the idealization of KORUS. 

 

  We’ll be followed by Professor Robert Lawrence who is Albert L. 
Williams, Professor Trade Investment at the Kennedy School at Harvard. 
He’s also a very active non-resident senior fellow here. He served on 
President Bill Clinton’s counsel of economic advisors. And he will be 
presenting as I hope all of you have already heard about his excellent 
paper on the labor effects of TPP. 

 

  Third will be speaking Miss Trevino Isaacs. Kathleen is a research 
associate who’s been steadily moving up here. We’ve been proud and 
pleased to give her more responsibility, which she has run with Jeff in 
creating this project. She’s done a lot of our work on TPP and she focuses 
on this issue of trade policy and WTO. And she will also be speaking on 
labor issues.  

 
  And then finally, I’m very pleased to welcome back to the stage, actually 

he was here just a couple weeks ago, Professor Lee Branstetter, who’s 
Professor of economic policy at Carnegie Mellon. Lee is another one of 
our very select group of non-resident senior fellows and he was a senior 
economist for international trade and investment at the CEA under 
President Obama. He will be talking about intellectual property rights.  
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  So, thank you all very much for joining us today. I am confident we will 
again be setting the honest intellectual baseline for the TPP debate. With 
that, Jeff, please. 

 
Jeffrey Schott: Thank you very much, Adam. About two months ago, we published the 

first volume of our assessment of the transpacific partnership and we 
focused mostly on market access issues. Today we’re releasing volume 
two, which focuses more on the innovative rules. And, I think, it’s 
important to see both fitting together because you really have to 
understand both what is happening at the border and behind the border to 
understand how the TPP is affecting economic performance in all of the 
partner countries.  

 
  When you do so, I think, when I started off the last session, I said the TPP 

is a big deal. And it is and we gave the evidence on why it is so important 
for all the countries. But it is also a different deal. It is not just a remake of 
NAFTA. It is different from previous FTAs in many respects. The TPP 
countries have a broader economic footprint and the content is much more 
comprehensive. There are more limited exceptions from liberalization 
commitments in the TPP compared to other FTAs. And more extensive 
rules governing domestic policies that can distort trade and investment.  

 

  And indeed, developing countries who are participating in the TPP accept 
the full obligations in almost all the areas. That is different from most 
trade agreements that you talk about. Certainly true of all the other free 
trade agreements in Asia and it’s certainly true of the agreements in the 
World Trade Organization. And those obligations are largely bound by 
dispute settlement procedures that are common throughout the TPP.  

 
  So, this is a big deal in terms of its content, on the rule making which 

we’re focusing on today; the agreement updates and improves upon 
existing FTAs and areas such as intellectual property and competition 
policy, and dispute settlement. But there are many innovative areas, which 
really break new ground for international trade agreements and set 
important precedents that can be applied in other FTAs, but hopefully in 
the future, also on a broader multi-lateral trade negotiating agenda in the 
World Trade Organization. And that includes areas like environment, 
labor standards, disciplines on state owned enterprises, digital trade, 
ecommerce; all of which in the TPP are subject to binding dispute 
settlement.  

 

  And finally the area where TPP is also unique, for the first time there is a 
parallel declaration on macroeconomic policies dealing with the concerns 
that have been so vocal in the current debate here in the United States 
about the impact of exchange rates and currency manipulation on the 
prospective trade liberalization. And here, I think, the TPP breaks new 
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grounds, not by what is in the agreement but what is being done in parallel 
to be sure that there is fair trade.  

 

  Now, volume two is a lengthy read. Even lengthier will be the published 
volume that comes out in about two months that will contain all of the 
chapter’s from the two volumes plus an overview that I’ve prepared to sort 
of tie it all together. In volume two we have a number of different 
chapters. They’re all listed here. As Adam said, several of them we will 
not be able to discuss in formal presentations but we’ll be happy to discuss 
if there are any questions during the Q&A period.  

 
  But I would also like to thank as Adam did, the authors who are not 

presenting today, Caroline Freund, Michael Gadbaw, Sean Minor, Jennifer 
Hillman and Fred Bergsten, and those that are here, if there is a difficult 
question that comes up in their area, we will call on you to answer it rather 
than subject ourselves to that indignity.  

 

  Now, my time is limited, so I’ve prepared some slides but mostly for you 
to review going back before you read in detail the chapters. But there are 
important areas of updates on intellectual property rights. Here, the big 
issue in the US debate has been on pharmaceutical patents and data 
protection. And Lee Branstetter will talk about that in much more detail 
later in this program. So, I won’t steal his thunder.  

 
  But to note, I think in agreement with Lee, that the final outcome of the 

TPP with regard to patents on biological products. And the data protection 
terms, I think, achieves a very useful balance between spurring innovation 
and broadening access to medicines and it does so in a way that it does not 
impair the incentives to innovation that are so important for the health of 
our industry and for the health of our communities.  

 

  The chapter on environment is not going to be presented in detail, but I 
urge you to read it in great detail because I wrote it. But it is, I think, 
compared to any other trade agreement, the state of the art. It has the 
broadest coverage of trade related environmental issues that are subject to 
binding dispute settlement. It doesn’t pretend to solve environmental 
problems, but it deals with trade related aspects of environmental issues 
that are so critical to getting control of abuses of the environment that we 
see in many areas; particularly with regard to fish subsidies where there’s 
a prohibition on damaging fish subsidies. In cases where there’s 
overfishing and there is a strengthening of multilateral environmental 
agreements, including those that combat the illegal taking and trafficking 
in wildlife and illegal logging -- very important, given particularly the 
footprint of the TPP countries in those areas. And it promotes conservation 
programs for specific marine species, wetlands and forest and fisheries 
management.  
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  So, it is a very fundamental change from previous environmental 
agreements and deserves a great deal of attention because it does a lot of 
good and it is the first time the fish subsidies has really been tackled in a 
trade agreement. Very important for preventing abuses in that sector and it 
will have very important presidential consequences for US agreements 
going forward in the transatlantic and also in the multilateral trading 
system. 

 

  The labor issues are also far more broad and comprehensive than in any 
other trade agreement, especially when you consider the diverse group of 
member countries. Cathleen Cimino-Isaacs will be talking more about 
this. But if you had stood here three years ago, when we had presented 
“Understanding the TPP”, and what we thought could be achieved in the 
negotiations that were still getting up to speed, no one would have 
considered an outcome as comprehensive and as important as has been 
achieved in the TPP among the 12 countries.  

 
  And in this case, I think, arguing that some things are left out or not as 

sharply worded as could be, I think is saying that the glass – it’s a question 
of whether the glass is half full or half empty. Critics of this chapter want 
to have the glass overflowing, and indeed negotiators deal in the realm of 
what is practical and achievable. And what they achieved in the text and 
with the additional side agreements that the United States has negotiated 
with Brunei, Malaysia and Vietnam, which will help facilitate the 
implementation of the agreement, I think are very important. Kathleen will 
talk more about that.  

 

  I’m using up my time very quickly. So there are also aspects of trade 
facilitation that go beyond the path breaking trade facilitation agreement in 
the WTO. It complements that. I think also very important for the 
developing countries, but also for small and medium sized enterprises that 
will have additional benefits from engaging in international trade. I’m 
sorry for going quicker, but my colleagues have important things to say 
and I don’t want to use up their time.  

 
  Lee is also going to be talking about digital trade, and here this is another 

important innovation in the TPP. Again, exceedingly important for small 
and medium enterprises because it gives them an open channel for 
engaging in international trade, which didn’t exist before because of 
barriers to access entry into markets. 

 

  There are new provisions on state owned enterprises. It’s not a prohibition 
on state owned enterprises, because all of the 12 countries have these 
institutions. But it does impose constraints on financial and other 
preferences that governments give to their enterprises that create 
distortions in trade and investment and prevent private firms from 
competing effectively in markets, whether it be in Japan, in the United 
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States or elsewhere. And it does set precedence for future members. Very 
important when you think about the expansion of the TPP going forward.  

 

  Finally, and I would be remiss in not mentioning this last innovation, 
because Fred Bergsten is here with us and will answer the last questions 
about this. But Fred has done a lot to encourage a constructive approach 
on trade and exchange rates both in international negotiations and in our 
domestic legislation. And the TPP has come up with a path breaking 
agreement. Not in the text itself, but as a parallel joint declaration of 
macroeconomic policy authorities of the TPP countries.  

 
  What they have agreed is to avoid persistent exchange rate misalignment 

and to refrain from competitive devaluation. This is what critics of the 
TPP have been concerned about. This is what is committed to by the 
officials of the TPP countries. It is not subject to TPP dispute settlement, 
but it does provide more ammunition to more effectively monitor the 
exchange rate policies of the member countries. Because it does require 
broader disclosure of foreign exchange reserves and interventions in spot 
and forward currency markets data which is necessary to determine 
whether currencies are being manipulated for commercial advantage.  

 
  It requires future TPP members to abide by this and to provide that 

information. This is one area where Korea has fallen short and where if 
Korea wants to join the TPP going forward, it will have to answer the 
criticisms and fulfill the data requirements of this declaration.  

 

  And finally on this point, it should not be seen just as an international 
compact because it is linked directly with changes in US law that were 
passed in the 2016 Trade Facilitation and Trade Enforcement Act, which 
gives the Treasury broader tools to engage in these consultations. And to 
preempt the types of currency manipulation that we saw most dramatically 
more than a decade ago in which critics are warning that we don’t want to 
see reoccur. The Declaration and the changes in US law make it much, 
much less likely that you can have a repeat of the abuses on currency 
practices of a decade or so ago.  

 

  So, the final point is, the TPP doesn’t cover everything. In the first 
volume, we noted that the TPP did not require significant changes in US 
sugar and dairy programs or Japanese programs or US auto tariffs over the 
next two decades, nor does it include a lot of new service or procurement 
liberalization by the United States. Nor does it include disciplines. Adam 
mentioned global warming and climate change. That issue was basically 
struck out of the environment chapter, unfortunately, and for solely US 
political reasons. Even though, I don’t know if Tim Groser is here, he put 
forward a very constructive proposal on climate change during the 
negotiations, but that did not succeed. That is a big omission.  
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  The other thing that TPP doesn’t do is it doesn’t cover labor adjustment 
issues in each countries. That’s the subject of each county’s own 
responsibility and it’s the reason why we have Robert Lawrence here to 
come up and tell us about his analysis with Tyler Moran and what needs to 
be done in the United States in that area. Thank you very much.  

 
Robert Lawrence: So, where am I? This is a paper that looks behind the story that we were 

told by Peter Petri and Michael Plummer in their excellent long-run 
analysis of the impact of the TPP. The purpose of our paper was to take 
the snapshot -- basically what they do is to give us an analysis of what the 
paper would look like with and without TPP in the year 2030. And what 
we discover is that as a consequence of the TPP there is going to be 
considerable reallocation of resources.  

 
  Certain industries will be smaller and others will expand.  In addition, 

what their paper does do – and this is quite misunderstood by many – is 
that by making the assumption of a normal level of employment, what the 
paper calculates is what happens when some industries shrink, workers 
and capital are displaced from those industries and they need to be 
reemployed at different wagers and rates of return. So their paper does 
take account therefore of the effects of the TPP on the incomes of workers 
and the return to capital once there is re-employment.  

 

  But what the paper does not do is to take account of the adjustment costs 
borne by those who are forced to change their jobs. And that’s the purpose 
of our paper, is to calculate those adjustment costs. In addition, while that 
paper gives us what happens to the return to capital and two types of labor, 
it doesn’t relate it back to the implications for household incomes at 
different quintiles of the household distribution level. And is on the issues 
of jobs and inequality are so current in our discussions today, we try to 
answer those two questions.  (A) What are the costs of dislocation implied 
by the scenario given to us buy Petri and Plummer? How does it compare 
to the benefits involved in the agreement? And what are the income 
distribution implications?  

 
  And to give away our punchline, basically what we find is that even under 

pessimistic assumptions about the likely costs to be borne by workers, the 
benefits of TPP far outweigh those costs. And we also find very small and 
slightly progressive effects on the distribution of income. So, those who 
are claiming this is yet another one of those trade agreements that is going 
to worsen income inequality really need to do harder work on that 
question because it’s not what we found when we look at our analysis.  

 

  So, the first thing we have to do in our paper is to come up with an 
estimate of likely displacement. And what we do is to do the analysis 
under three scenarios. In the first case, what we do is to come up with an 
up bound estimate. What Petri and Plummer gave us was the increase in 



12 

the volume of imports that will result from TPP. I think they projected 
something like $357 billion dollar increase in 2015 dollars. So we then 
take that number and what we assume is that every dollar that Americans 
spend on those imports result in a dollar less spent domestically on a 
domestic product. And as a consequence of that switch in spending we 
assume that the workers who are engaged both in directly producing that 
product and all of the indirect input that go into the product are 
unemployed.  

 

  So, if we had an automobile that was purchased we would take account 
not only of the final sales of the auto but the glass and the steel and the 
rubber and so on -- the indirect inputs that also go into it. And as a 
consequence of that upper bound estimate we determine that something 
like displacements of 1.7 million workers, an average of 170,000 per year 
over the 10 year adjustment period that the TPP is estimated to phase in 
would occur.  

 
  By the way, this upper bound estimate can be compared, this 170,000 per 

year, to last week’s increase in the number of workers who joined the 
unemployment rolls. And that number is on the order of 277,000. So, what 
we’re getting is, in a single year at an up bound less than one week’s 
unemployment under normal circumstances.  

 

  But we, then thinking further, observe that in fact this adjustment is going 
to take place in an economy in which the labor force is growing. Many 
firms will be experiencing an increase in hiring. And now, some of those 
firms will make fewer sales. And so, what they need to do then as a result 
of TPP is simply hire fewer workers.  

 
  So, rather than dislocate workers, this results in what we call employment 

growth repression. And so in growing industries we make an adjustment 
for the fact that these workers need not be hired but won’t be rendered 
unemployed.  

 

  And that gives us our second scenario. And we find that across a wide 
range of industries, particularly the ones in the services sector who are 
providing indirectly inputs into the products that are made under TPP, this 
kind of adjustment is quite feasible. You could also imagine, for instance, 
that the department stores that were selling domestic products can now sell 
imported products and therefore those workers won’t be displaced. So, 
these are the kinds of adjustments we have in mind. 

 

  And then thirdly, there is voluntary attrition. Firms naturally experience 
workers leaving for voluntary reasons. And in each of these cases we try 
to be conservative in our estimates, but our conclusion is, that the most 
realistic scenario where we take account of both employment growth 
repression and this voluntary attrition leads us to an aggregate number of 
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240,000 jobs, about 24,000 per year. So, that’s the estimate of the volume 
of displacement under these three scenarios.  

 

  Now it turns out that for workers who are dislocated, the experience can 
be extremely costly. Some workers are fortunate to find new jobs. 
Actually, half of all displaced workers find jobs at higher wages than they 
were previously earning. But the other half are forced to take a wage 
reduction, a certain proportion leave of labor force, typically older works. 
And so adjustment can be painful for those workers and costly.  

 
  The best study that we could find was done by [inaudible 0:27:17] and it 

was issued yet the Bookings Institution. And what they found was that if a 
worker loses their jobs and they look at men who had been working for 
three years who were subject to mass layoffs. And what they found was 
that these men not only experienced – some of them left the labor force 
and therefore never earned another penny. Some of them experienced a 
loss in earnings, but not just in the year they were reemployed, but for 
their subsequent working lifetime.  

 
  This represents an erosion in their specific human capital. The skills they 

were paid for in the job that they had occupied and now they were on a 
lower trajectory. And so they calculated that future flow of income for 20 
years, they discounted it. And they concluded that each episode for each of 
these workers, the loss was equal to 1.4 times their annual incomes if the 
unemployment rate was around six percent or less.  

 
  They found even larger costs if the workers were dislocated when the 

unemployment rate was above 8%. So we’re assuming therefore normal 
times. And that’s the number we use to calculate the costs that are borne 
by workers. We take their compensation and we multiply it by 1.4 times 
their annual income. And that’s what we use in our analysis. I think I’ll 
skip this.  

 

  So, these then are the results of our computation, our cost benefit analysis. 
For the period as a whole, from 2017 to 2030, which is the period of 
adjustment covered by Petri and Plummer. If you take the most pessimistic 
assumptions, as I have laid them out, you conclude that the benefits of the 
TPP are 12 times its cost.  

 
  By the way, in the final year in 2030, the benefits are 37 times the costs 

because by that time most of the adjustment has occurred. And so all 
you’re left with is the benefits. After you get to 2027 in this full 
adjustment, the TPP is the gift that keeps on giving because you get annual 
benefits on the order of half a percent a year and there aren’t much in the 
way of costs.  

 



14 

  And that might not seem small, but actually it’s a $130 billion dollars in 
2030. And if you could find an investment that gave you a 5% annual rate 
of return, you would have to invest something like 2.6 billion dollars in 
order to get your 130 billion a year.  

 
  So, the TPP is the equivalent of a capital stock in 2030 of 2.6 trillion 

dollars. However, if you use our preferred scenario where we make our 
adjustments, what we conclude is that the benefits are a 114 times the 
costs.  

 
  During the adjustment period, the cost benefit ratio in a sense is more 

adverse, particularly under the pessimistic scenario, but even if you look at 
our benchmark scenario, during the period of adjustment, the benefits are 
still 17 times the costs. And eventually they become very, very large.  

 

  Another part of the paper I won’t describe in great detail here, not only 
computes what happens to the returns to labor and capital, and by the way 
since labor constitutes something like two thirds of all net factor income. 
And since the benefits we find are on the order half a percent increase in 
real terms for both skilled and unskilled labor, and something slightly 
lower than that for capital. We find that the vast proportion of the benefits 
accrue to labor.  

 
  So, just as the costs we have calculated accrue to labor and are borne by 

labor, the cost benefits ratios would be somewhat smaller if all we looked 
at were the costs and benefits to labor. Nonetheless they would be and are 
overwhelmingly positive. 

 

  Another contribution of our paper as I indicated earlier, is we then traced 
this back to households and what we find is rather small effects. Basically 
households at each quintile benefit proportionately to a similar degree. We 
find a slight progressivity when we take into account the fact that the 
lower quintile households tend to purchase more of the goods that are 
imported, so they get a slightly more beneficial impact.  

 
  So, the conclusion, this is an agreement where some workers could lose, 

but overwhelmingly workers as a whole will gain and the United Sates 
economy, as a whole, would benefit from the agreement.  

 

  We also suggest, as Adam had earlier advocated, given the stark contrast 
between these aggregate benefits and these concentrated losses, an 
improved program of wage loss insurance should be art of the 
implementing legislation for the TPP. And indeed even more sensible, in 
our view, would be a broader program which compensated particularly 
mature workers for the erosion in their earnings regardless if the reasons 
for their job loss. Thank you. 
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Cathleen Cimino-Isaacs: So, turning to some of the rules in the transpacific partnership, the 
debate over labor standards is certainly not new and the diverse 
membership of the TPP ensure that it would be a difficult area for 
negotiators. Labor standards and FTAs are motivated by a few goals, 
ensuring fair treatment of workers so they are better able to gain in the 
benefits of a liberalized economy. And also making it more difficult for 
other countries to undercut or outcompete others through lowering 
standards. In other words, concerns related to so called race to the bottom.  

 
  Notably labor standards are not a part of WTO rule despite efforts to get it 

on the negotiating agenda, but they have been increasingly a part of 
bilateral and regional FTAs. However, the quality of these commitments 
and their enforceability vary widely. 

 

  By 2013 the ILO reports nearly 60 free trade agreements out of around 
250 include such provisions, more than double since 2005.  But less than 
half the countries in the Asia Pacific are covered under such agreements 
are with these provisions. And moreover, the majority are a framework for 
cooperation of capacity building and less binding legal obligations. So, it’s 
important that the TPP outcome is understood in this broader context. Of 
recent FTAs, the TPP does include the most ambitious labor obligations, 
but that doesn’t mean it addresses all of the concerns of labor advocates. I 
would argue that it does however move the labor agenda forward.  

 

  For a brief overview, first TPP has been branded an upgrade of NAFTA, 
and by that metric it certainly is. Labor provisions in NAFTA were a side 
agreement. They were subject to different enforcement procedures than 
the main trade pact. For example, disputes related to freedom of 
association or collective bargaining had no recourse to arbitration or 
monitoring penalties. And that’s important to note because these issues are 
precisely the areas where the majority of complaints are that have been 
filed against Mexico.  

 
  Now, as for the coverage of labor, first the TPP upholds what’s called the 

May 10th Agreement, which many of you have probably heard of. This 
was a bipartisan deal at the time that set minimum expectations for US 
labor chapters. So first, in terms of the labor obligations themselves, a 
country could not just enforce its own domestic laws, they had to uphold 
the core rights and principles of the international labor organization 
declaration. And second, labor chapters would be subject to the same 
dispute settlement as the commercial obligations of the trade deal.  

 

  The TPP also does expand on this template with new provisions that 
address issues of long standing concern. And last, it includes bilateral 
labor plans which address the countries that have widest gaps with ILO 
standards; so, Brunei, Malaysia and Vietnam. Before getting into those 
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details, first here’s a snapshot of TPP commitments to ILO rights and 
principles, the four are listed here.  

 
  Now, these are the fundamental conventions that are associated with the 

declaration itself. Now, the TPP does not require implementation of the 
conventions themselves, which has been a key ask labor groups and in 
part, this is because the US has only ratified two of them. The Unites 
States is the exception. The majority of TPP countries have ratified six or 
more. Chile and Peru have ratified all eight. And Brunei is the only other 
country to have ratified just two.  

 
  Of course ratification is not necessarily a proxy for enforcement, and 

indeed implementation of labor standards varies widely among the TPP 
countries. Concerns are related to lack of resources, institutional capacity, 
lack of political will are all certainly serious concerns. And Brunei, 
Malaysia and Vietnam, in particular, stand out from geos which prompted 
special attention in the TPP, which I will discuss in some detail.  

 

  So, what’s new in the TPP? Well, in addition to the core standards of the 
ILO, TPP obligates its members to maintain what are called acceptable 
conditions of work in three areas. This is the first time these are explicitly 
stated as labor rights. But the TPP does not stipulate a baseline standard 
for these regulations. They necessarily vary with the country’s level of 
development, they’re connected to labor costs. And critics have flagged 
the lack of these guidelines. But to take wages, this is an example, in the 
US there is certainly hardly a consensus on what the right minimum wage 
is. And moreover very few TPP countries are members of the ILO 
convention on minimum wage fixing. So, there was a bit of a built in 
constraint here.  

 
  Second, the TPP commits its members not to weaken labor standards in 

special trade zones, including export processing zones. Now these zones 
are by nature strongly identified with trade and investment promotion. 
They’ve long been scrutinized for working conditions and sometimes lax 
labor compliance. And these zones, to be sure, were the backbone of 
growth in the Asia pacific region, so an appropriate area to include more 
of an explicit coverage here. EPZs are in Mexico, Malaysia, Vietnam, 
Peru among TPP countries to name a few.  

 

  TPP also calls for its members to discourage trade in goods made by 
forced labor. Now this is certainly a step in the right direction towards 
limiting or penalizing trade that involves a serious violation of the core 
standards that are being promoted. But to be sure the language could have 
been much stronger. A bolder approach would be certainly to prohibit 
such trade.  
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  And these provisions were primarily motivated by concerns on Malaysia 
where forced labor is particularly widespread in electronics, its top export. 
But forced child labor has also been widely documented in Mexico, Peru, 
Vietnam. One area that TPP does not explicitly express is protection for 
migrant labor and this really was a lost opportunity for augmenting forced 
labor provision in particular. To be sure, the TPP covers all workers, that’s 
domestic and foreign. But this worker population is particularly subject to 
forced labor and increasingly in traded sectors.  However I will add, the 
bilateral labor plans do address these issues to some extent. 

 

  Also, turning to these plans, first they were really intended to address 
these serious concerns as to whether countries could commit to 
meaningfully implement the TPP terms. And they mandate specific 
institutional and legal reforms that must take place. The United States has 
done this in the past with countries like Columbia.  But a few distinctions 
with the TPP merit distinction.  

 
  So, first they’re formally attached to the TPP and not separate. The 

reforms are, at large, more targeted. They are required to be implemented 
before the agreement can enter into force. And last, they are fully subject 
to dispute settlement. Getting into the plans, they’re fairly detailed. They 
cut across all of the four rights and principles listed earlier. So, here are 
just a few highlights. Many more issues are covered. But in general it’s the 
first time these countries have agreed to such extensive reforms.  

 

  In Malaysia there’s certainly attention to concerns regarding forced labor, 
and enforcing anti-trafficking measures in addition to freedom of 
association. And Vietnam, notably TPP would mandate the independent 
formation of unions separate from the state-run of Vietnam Confederation 
of Labor. So, this would be a quite meaningful development. There is a 
five year transition period within this plan for the cross affiliation of 
unions across enterprises and also with confederations. But one feature is 
the Unites States has recourse to unilateral suspension of tariff benefits if 
Vietnam is found not to comply. Considering that most of the textile and 
apparel tariffs are back loaded and occur at some later years, this would 
give some additional leverage to the United States. 

 

  The one criticism of the TPP is there are no similar bilateral plan for 
Mexico, although parallel talks are underway with the United States. And 
concerns largely hold over from the NAFTA era. And it’s not clear what 
will come out of the parallel talks, although the Mexican government has 
signaled a commitment to certain reforms related to the use of protection 
contracts that have undermined worker rights and collective bargaining 
and the corruption of labor boards. But I would say here that it’s clear that 
TPP does significantly upgrade NAFTA. And so Mexico is likely to face 
increased scrutiny just under the TPP alone. 
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  So, turning to implementation and enforcement. In general enforcement is 
built like most FTAs on a combination of cooperative, consultative and 
dispute mechanisms. And most of this framework isn’t new. It replicates 
what we’ve seen in the Korea/US FTA, the FTA with Peru. But the TPP 
does tie in several areas to offer greater procedural certainty. So first, like 
other FTAs there’s a standard labor counsel. They must meet within one 
year before the agreement enters into force and every two years. They also 
conduct an implementation review. The TPP also mandates increased 
public engagements and a process for submitting labor complaints. Of 
course the US has this process but several countries do not. And labor 
consultations for when disputes do arise are guided with much more 
specific language than past US FTAs. So the hope is that these kinds of 
language will narrow the scope for delays in convening consultations and 
resolving them. 

 

  Now, I’ve mentioned all labor provisions are subject to government to 
government dispute settlement. Labor groups would welcome the 
opportunity to initiate petitions directly to governments as a kind of 
parallel to investor state dispute settlement. But this proposal has really 
gained little traction and it’s not clear how that would work. As for the 
bilateral labor plans, each of them has their own special standing 
committee senior officials, and that is intended to address compliance 
concerns that may come up. But of the three, Vietnam has by far the most 
independent oversight that includes technical program of the ILO and also 
a three member committee of independent non-government experts.  

 
  And each of these mechanisms are to issue public reports and make 

recommendations to the council. And to be sure, it’s also clear that the 
other plans would also have been strengthened if they had similar kinds of 
independent oversight as well.  

 

  Now, before concluding, I just wanted to offer a brief snapshot of the US 
track record of enforcement. One of the main concerns raised in this issue 
is that “well sure labor laws may change but is enforcement guaranteed?” 
And so critics will point to the track record of the United Sates in 
enforcing these issues. And these are the labor complaint submissions that 
have been processed by the department of labor.  

 
  Among all US FTAs none has processed more complaints than NAFTA as 

mentioned, but overall they largely had limited enforcement consequences 
due to the design of the agreement. But this chart here doesn’t include 
those past cases, only those that have been processed and are ongoing. 
And so not counting those the DOL is currently processing seven formal 
complaints of alleged violations. All have resulted in affirmative action.  

 

  But notably there’s one case that has gone beyond consultations into 
formal dispute settlement. And that’s the case against Guatemala that was 
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filed in 2008. Currently, according to the latest, an initial ruling is 
expected in June. And if the findings are affirmative, this could result in 
an annual monetary penalty facing Guatemala until it comes into 
compliance with the agreement.  

 
  Now, it’s been clear that there has been procedural hurdles and some 

delays associated with these cases and in a comprehensive review the 
GAO did issue a report implementing more proactive enacting of FTAs in 
terms of labor standards would improve outcomes. Most TPP critics see 
this evidence as one case only in dispute settlement, as scant evidence of 
US credibility, but it is clear that the US has taken these issues more 
seriously. Certainly we’ll have to see how this plays out in practice in the 
TPP.  

 

  So, just to conclude I’d like to close with a quote from our colleague Kim 
Elliot as to why the inclusion of labor standards is compelling. “Promoting 
global standard simultaneously with trade could spread the benefits of 
globalization more broadly, discourage the worse abuses of workers and 
thereby also increase public support for trade agreements.” It’s clear the 
US FTAs have evolved incrementally over time to give more attention to 
labor standards and trading partners.  

 
  We also can’t overpromise what they will achieve, TPP will not solve all 

of the labor challenges within the TPP 12, but it can play a constructive 
role through additional pressure to upgrade standards and also to enforce 
what are binding commitments in the TPP. I would add that the labor 
plans in particular are a major innovative component. And certainly 
effective implementation of these plans will be the test, I think, of TPP’s 
success in this area. Thanks very much.  

 
Lee Branstetter: So, I’ve written two of the chapters that we’ll be discussing today. And I 

welcome the opportunity to discuss both of these during our Q&A session. 
But I’m going to focus my prepared remarks almost entirely on the TPPs 
rules for intellectual property protection of new drugs for the simple 
reason that these provisions were perhaps the single most controversial 
part of the entire agreement.  

 
  Columbia University Professor Joe Stiglitz and Utah Republican Senator 

Orrin Hatch rarely agree on policy matters, but they both publicly objected 
to the way the TPP treats intellectual property for new drugs. Now, while 
they’re united in their opposition to these provisions, the reasons for their 
opposition are quite different. And here’s the point on which these two 
gentlemen disagree the most: data protection for biologic drugs.  

 

  Biologic drugs can be hugely defined as drugs based on biotechnology 
rather than chemistry. Chemistry based drugs are substances with simple 
molecules composed of a few atoms. In the industry, these drugs are also 
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referred to as small molecule drugs. In contrast, biologics are 
macromolecules composed of thousands, sometimes tens of thousands of 
atoms. This greater complexity makes them much harder to manufacture 
and as we’ll see it profoundly influences the nature of generic competition.  

 

  Data protection refers to the period during which a generic pharmaceutical 
company may not market a competing generic drug on the basis of the 
data previously submitted by a branded pharmaceutical company to 
demonstrate the safety and efficacy of the original drug. This is a form of 
intellectual property protection that is independent of patents and runs 
concurrently with it and it offers innovative drugs a form of protection for 
their product that protects them against generic substitutes that may be just 
different enough from the original product to evade patent infringement 
but do not constitute a truly independent innovation.  

 
  Drug companies wanted this protection for their new complex, difficult to 

make biologics drugs to last for 12 years, which is the length of protection 
they currently get in the United States. Opponents wanted to limit data 
protection to five years. In the end, the TPP compromise provided a 
minimum standard of eight years of effective data protection for biologics. 

 

  Senator Hatch says this is way too short to adequately incentivize 
innovation. Professor Stiglitz says this is way too long and blocks access 
to cheap effective generics. And I’m going to take the position that they’re 
both wrong. While Senator Hatch is definitely right to stress the value of 
pharmaceutical innovation, not long ago an HIV infection was a death 
sentence.  

 
  The National AIDS Memorial Quilt, one of the most powerful pieces of 

public art ever created was a moving tribute to the many lives prematurely 
ended by this disease. Many of you in the audience perhaps like me are 
old enough to have lost friends and colleagues to this illness. Thanks to 
pharmaceutical innovation, millions of HIV positive people are living 
normal lives. And todays pharma innovators are finding new ways attack 
cancer, Alzheimer’s and other diseases. Finding these cures is so 
important for humankind that relatively strong IP for innovative drugs is, 
in my view, well worth the price.  

 

  Now, many economists and policy analysts accept this argument for rich 
countries but not developing countries. The idea that the rich should pay 
for innovation but that its fruits should be shared, at very low cost, with 
the global poor sounds particularly appealing in the context of medical 
innovation. But I would argue that the historical reliance of the global 
pharmaceutical industry and profits earned in the US market is likely to 
prove unsustainable in the face of an aging American population, 
mounting government fiscal challenges and incomes that are growing 
much more slowly than healthcare costs.  
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  The willingness of American consumers to underwrite a disproportionate 

share of the world’s drug development costs has limits that are visible in 
the context of this year’s unusually vitriolic presidential campaign.  

 

  The great America pharmaceutical marshal plan is coming to an end. And 
no one expects highly indebted Japan or slow growing Western Europe to 
pay dramatically more for their innovative new drugs. Yet the benefits of 
new drugs are greater than ever in a world whose population is both 
growing and aging. As the leading developing countries have enjoyed 
sustained periods of economic growth that have led them to account for an 
ever increasing fraction of the world’s GDP and consumer purchasing 
power. And as their citizens have enjoyed enhanced health due to 
consumption of the drugs. These development costs were 
disproportionately paid for by US consumers. 

 
  The argument that at least some of these countries can and should make a 

contribution toward the continued progress of humanity’s pharmaceutical 
arsenal has strengthened. So, putting stronger protection for new drugs in 
a trade agreement is, in my view, completely legitimate. 

 

  But is the industry and Senator Hatch right to claim that anything less than 
12 years for data protection for biologics in TPP will bring about an 
innovation apocalypse? No. Let me repeat, no. Biologics are indeed costly 
and complex, and difficult to create, but complexity cuts both ways. Small 
scale clinical trial are generally required to determine whether a generic 
version of a biologic drug – these are known in the industry as biosimilars 
– will have the same therapeutic impact as the original drug.  

 
  Chemistry based drugs almost never require such trials. Their simple 

molecular structure makes it trivially easy to determine when a generic is 
bioequivalent to the original drug. So, in the small molecule or chemistry 
based drug world, generic entry is easy, its rapid and it quickly leads to 
sharp price declines and huge revenue losses for the innovators, but of 
course a windfall for drug consumers as these drugs become available at 
vastly lower prices.  

 

  Because biosimilars require the time and expense of clinical trials to 
demonstrate that they actually have the same therapeutic effect, because 
they are similar, not exact copies of the original substance. Generic 
competitors will enter the biologics market later, less frequently and at a 
smaller price discount than has been the case in chemistry based drugs, 
even after patents and data protection expire. That’s been the case so far in 
Western Europe which has more experience with biosimilars than any 
other market and it’s likely to be the case within the TPP region in any 
country where the drug regulator actually cares about human safety.  
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  Now, the same logic, of course, suggests that a shorter period of data 
protection won’t necessarily bring access to a vastly cheaper biosimilar 
versions of biologic drugs. Even after data protection and patents expire 
the need for clinical trials is likely to sharply limit the availability of 
biosimilars relative to what we might expect in the world of small 
molecule drugs.  

 

  Now, TPP does a great deal to strengthen IP protection for new drugs 
beyond setting a minimum standard for extended data protection for 
biologics.  It offers extensions to the length of patents to compensate drug 
innovators for regulatory delays. It requires that patent owners be notified 
whenever a generic company plans to market a drug that could infringe on 
their patent and it requires that the patent owner be given an opportunity to 
resolve disputes about patent infringement before the drug is allowed on 
the market.  

 
  It ensures that all TPP member states offer data protection and it provides 

both patent and data protection for incremental innovation. And it contains 
a number of legal provision not specific to drugs that strengthen patent 
systems more generally. Now, will these other IP strengthening provisions 
of the TPP compromise access to medicines? Will it trade away our health 
as critics allege? No. These other aspects of TPP are not going to lead to a 
devastating loss of access to medicines.  

 

  Most drugs available for the treatment of disease around the world are 
already off patent and are therefore unaffected by TPP. For drugs that are 
still protected by patents nothing in the TPP prevents a member state like 
Australia, like New Zealand, like Japan, from using the buying power of 
their national health insurance system to negotiate with international drug 
companies for lower prices.  

 
  If there is a true public health emergency anywhere in the TPP region, all 

TPP member states retain their right under international law to force 
patent owners to license their intellectual property to low cost producers 
ensuring drug access at reasonable prices to combat this public health 
emergency. 

 

  Many of these provisions listed on this slide have appeared in earlier trips 
plus FTAs and they’ve had not statistically significant effect on imported 
drug process, longevity, infant mortality or the ratio of health expenditures 
to GDP. When the Peruvian ambassador to the United States offered 
testimony to the US International Trade Commission on behalf of TPP he 
specifically referenced the fact that NGOs and other opponents in his 
country had warned that if Peru entered into a trips plus with the United 
States it would be an apocalypse for medicine access. And that just didn’t 
happen. The price of medicines in Peru has not risen fast enough at a rate 
of inflation. It’s risen more slowly at a rate of raw inflation and drug 
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consumption has expanded by a third since Peru’s trips plus FTA with the 
United States, which contains some of the provisions, went into effect. 
TPP will not trade away our health. 

 

  Now, my final minutes let me briefly turn to the analysis of TPP’s 
provisions dealing with digital trade. I’m going to preface that by showing 
you this slide which is taken from a recent report that emphasizes 
something this audience understands very well. Since the financial crisis, 
the rate of growth of conventionally measured trading goods has slowed 
sharply relative to its pre-crisis rates of growth and international capital 
flows have fallen sharply relative to pre-crisis peaks. But international 
flows of digital data have exploded with most of the growth coming in the 
years since the financial crisis. This reflects the increasingly important 
role of international exchange of digital products and digitally enabled 
services, many of which are poorly captured by our trade statistics.  

 

  American companies play a leading role on this expanded domain, giving 
the United States a stronger interest than any other nation in a free and 
open market for digital trade. Recognizing this, the TPP breaks new 
ground in its effort to create rules and binding commitments that will 
ensure such an open market, one in which governments are not allowed to 
tax or depress digital trade or tilt the playing field in favor of local 
providers of digital services.  

 
  The TPP seeks to protect intellectual property in ways not covered by the 

intellectual property chapter by, among other things, protecting companies 
from involuntary disclosure of their source code. It seeks to protect 
technology choice by insulating the standards formation process from 
undue political interference. And it seeks to protect copyrights in a digital 
age where technological change has opened up a pretty vast gulf between 
de jure and de facto copyright enforcement. 

 

  The TPP includes commitments to promise the SME utilization of digital 
trade. And as many of us understand the internet offers a way for even 
very small enterprises to engage with the world in a way which would 
have been very difficult before the advent of this technology. The TPP 
also seeks to protect data privacy, but it does not set a standard for what 
national data privacy laws have to include.  

 
  Now, what this means is that as the TPP expands and grows to include 

member states that have very prescriptive data privacy laws there may be a 
need for side agreements like the pone previously brokered between the 
European Union and the United States that reconciles free data flows with 
very different national data privacy laws.  
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  Now, I welcome the opportunity to discuss these issues in greater detail in 
our question and answer period, but I’d like to move to that now. So, 
thank you very much for your attention. 

 
Adam Posen: Thank you, Lee. Thank you, Kathleen. Thank you, Robert and thank you 

Jeff. We’re forcing Robert to do some labor adjustment. Obviously, there 
is a great deal of substance here to cover. As Jeff said we could only touch 
on part of the whole agenda, but I think it was important and clearly where 
Robert and Lee are dealing directly with two of the most, I think, 
deservedly hot button issues. And doing so in a very string analytical and 
ageing radical centrist fashion.  

 
  To be opposed by Joe Stiglitz and Orrin Hatches, not necessary a bad 

thing if is simultaneous, that is. Anyway, we have a very good group with 
us here at lunch and we’d like to turn it over to you for on the record 
questions. Jessica is up front, if you raise your hand the traveling mike 
will come to you. If you’re towards the back please just go to the standing 
mike if you can and I will recognize you there.  

 
  When you ask a question please just identify yourself, your affiliation and 

if you wish to direct it to a specific member of the panel. Please. 
 
Dean: Dean Baker, Center for Economic and Policy research. And I guess I’ll 

split it between Adam and Professor Lawrence. Adam, you began your 
comments by saying that we’ve been at full employment for the last 30 
years— 

 
Adam Posen: No, at full employment on average. 
 
Dean: On average. Fair enough. Let me just point out the very large deviation 

from that average over that last eight years. The recession -- we’re more 
than eight years past the beginning of the recession and the employment 
age for prime age workers is still three percentage points below the pre-
recession levels. So, those deviations are very large and compare the 
impact of that relative to the projected gains from say the TPP, they dwarf 
them.  

 
  So, let me just pose this question in context to the TPP and either of you 

can answer. Of course the model here assumes no effect on employment. 
And I’ll just refer back, we’ve had three prior trade agreements with very 
large increases in our trade deficit, NAFTA permitting normal trading 
relations with China in the Korea Trade Agreements, following those 
agreements. And I know that was certainly not predicted by any of the 
folks here.  
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  And let me just ask, (A) If we did see a large increase in the trade deficit 
would Professor Lawrence’s conclusions hold? And (B) is there more 
reason to think we won’t see a large increase in the trade deficit with the 
TPP countries then prospectively you saw with those prior three 
agreements? 

 
Adam Posen: Thank you for coming, Dean and thank you for starting us off on such a 

substantive point. Let me give a quick response on the sort of what’s the 
right assumption about -- and the duration and importance of these major 
business cycle losses and then may robbery can say something about the 
models and Jeff can say something about the record compared to TPP 
compared to say NAFTA or PNTR.  

 
  So, on your point, you absolutely right, the business cycle and recessions 

and what happens to workers on those recessions dwarfs anything to do 
with trade. For a large advanced economy for the US that will always be 
true. And for examples I commend your work that you did on the Real 
Estate crisis that was, to my mind, the fundamental cause of the recession 
in the US and ultimately the major problem. That does not mean that we 
shouldn’t worry about additional unemployment during times of 
contraction and that is why it was so critical that Joe Gagnon and Fred 
Bergsten talked about currency manipulation by China in the 2008 to 2010 
period. When the whole world was contracting they were making things 
worse.  

 
  And so the basic point you raised that we need more aggressive 

management and more aggressive enforcement of trade deals during 
periods of unemployment is right. Where I disagree with you  - or maybe I 
don’t disagree with you – where I took your question going and I 
shouldn’t presume, where I would make a distinction is, yes, we’ve had 
eight very bad years. It is not clear to me in any way that trade actually 
hurt rather than helped during this period. We did have China intervening 
in a manipulative way with too long a lag, but now successfully the US 
government and the G7 have gotten China to stop doing that.  

 
  We had a period in which the dollar fell greatly against our trading 

partners and the US did have re-shoring of some manufacturing and some 
increase in employment. We have a period where now even though 
participation is way down from what it was pre-crisis – and this is again a 
debate that people like you and I are involved with. To me, unfortunately 
it looks like the Bill Washer and the FED people are more right than I 
thought they were. And a lot of that participation has less to do with the 
recession and more to do with demographics. There’s open debate there.  

 
  But, I firmly believe that while all those issues are important, they are 

actually not that relevant to trade. You need productivity growth and 
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reallocation even in hard times. And the kinds of responses that Robert 
understandably glossed over very quickly in his last slide about worker 
adjustment policies for the entire workforce, I think, are the right 
responses. That’s just my opinion. Robert. 

 
Robert Lawrence: So, there’s a question about what conceptual framework you want to think 

about, something like the TPP in. And as you point out in fact, the 
incremental effects probably annualized, of the TPP and the base model 
we have are pretty small. It cumulates but it’s small. And so the question 
then is, what’s the best way to model small shocks to the economy? Do we 
want to build sort of conventional Keynesian macroeconomic type models 
or is it better to use a long run model with a given employment path? And 
I would argue that for the kind of -- certainly for a time horizon that is 
relevant for the Trade Agreement, precisely because its annual effects are 
pretty small. As I indicated the plausible analysis would say you’re talking 
about less than one week’s unemployment increment per year and there 
are a whole of shocks that are hitting the economy. It seems to me more 
plausible to use this long run analysis. 

 
Dean: If I could just say, I’m not saying it’s necessarily wrong. I just think it’s a 

very important assumption. So if it turned out we saw a big increase in the 
trade deficit in the TPP countries then that would likely swamp the effects 
you’re modeling. 

 
Robert Lawrence: Well, firstly, I’m quite averse to looking at bilateral trade balances with 

particular trading partners in order to infer a macroeconomic consequence. 
We are shifting those balances around. I do believe that in an economy 
with unemployed resources, a trade deficit could well result in job loss and 
in a sense, in the medium term would have an adverse effect on total 
employment. So, that is certainly a relevant consideration. But if I ask you 
the question over say, a ten year time horizon, what’s the pertinent kind of 
path that you want to assume, it seems to me that this is the right model to 
use.  

 
  Now, as I emphasized, you still want to take account of that fact that you 

are likely to dislocate a whole lot of workers, even if it doesn’t show up in 
the macroeconomic numbers, it’s a significant impact on those people and 
on those communities. So, our paper is an effort to do is to try to sort of 
blend the two perspectives. We think a Keynesian perspective is too short 
and we think the normal assumption of just smooth adjustment is 
something important. But what we hope to do is to show how you could 
use the end result of the long run in a sense to infer something about the 
costs in paying that could be imposed in the medium term. 

 

Adam Posen: Jeff, do you want to add anything or not? 
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Jeffrey Schott: I think Robert’s answer really addresses the key points with regard to 
NAFTA. With regard to China entering the WTO, I’ve been a little 
confused by the critics that say that this has created big changes in the 
United States, because the United States didn’t change anything. That 
wasn’t an agreement. That was China making concessions to join the club, 
known as the World Trade Organization and opening itself up to the rest 
of the world. US trade policies and practices didn’t change as a result with 
one exception. We legally were allowed to continue discriminatory 
policies with regard to the implementation of anti-dumping and 
countervailing duties for a 15 year period, which we have done because of 
China’s non-market economy status.  

 
  So, I think in that case you have to look at what does a trade agreement do 

and that’s why we’ve gone into great detail in both volumes in showing 
what the TPP does and what the TPP doesn’t do so that you can have a 
more informed analysis on that point. 

 
Adam Posen: Thank you for raising that, Dean. Next question or comment? Please, the 

lady there and then at the back mic. 
 
Sherry: Thank you. Thank you very much to the panel. Sherry Stephenson, 

ICTST, Geneva. This is a collective question so anybody can answer.  In 
Geneva we’re particularly concerned about the sustainable developmental 
implications in all of these agreements and how they’re preceded by 
developing countries. Many outside think the TPP is a pathway to 
agreement and clearly the hope in the future is that maybe other countries 
will want to join in and make this a much more wider framework 
[inaudible 01:13:38]. So, in your view, and anybody can answer, what are 
the two or three top developmental aspects that would interest countries to 
join in the TPP? 

 
Adam Posen: Lee, do you want to speak? 
 
Lee Branstetter: A very useful quote to invoke here is one from Anna Harrison, who’s now 

a professor at Warden, but for a while directed economic research at the 
World Bank. And she says that the single most important correlation in all 
of development economics, the single most significant one is the positive 
correlation between an increase in the trade to GDP ratio and rising per 
capita incomes.  

 
  There’s no sustainable pathway to successful development that we’ve seen 

in the post war era in developing countries that doesn’t connect in part to a 
greater degree in intelligent integration with the global economy. And so I 
do feel that TPP provides its developing members state with those 
opportunities. And the full force of these opportunities and their impact on 
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incomes, especially at lower strata can take a while to manifest 
themselves.  

 

  But actually, if you look around the world, perhaps the poster child for the 
positive relationship between trade and broadly based development is 
Vietnam. Vietnam has seen enormous income gains as its integrated with 
the world economy and those incomes gains are spread throughout all 
economic strata and they’re particularly strong amongst poor agricultural 
households.  

 
  TPP will enable Vietnam to achieve the next stage in its level of economic 

integration with the rest of the world and with some of its trading partners. 
And I expect Vietnam’s progress to be embedded and perhaps even 
accelerated by this agreement. 

 
Adam Posen: Thank you. Jeff and then Kathleen. 
 
Jeffrey Schott: Very briefly, the answer to your question is the investment obligations. 

That’s why many of the current developing countries who are in TPP have 
signed on because it forces changes in their own domestic policies that 
will propel the types of results that Lee was talking about. And none more 
important than in the service sector which you know about so well. So, I 
think that is what is driving a lot of developing country interest in the 
current members and what will drive future developing countries to join. 

 
Adam Posen: Kathleen, do you want to say something. 
 
Cathleen Cimino-Isaacs: Yeah, I would also add, I think that the labor environment 

standards in certain areas like this certainly have a role to play in the 
framework for sustainable development. But also largely – and we have 
some work on this in the chapter – is provision on trade facilitation, sort of 
crosscutting issues that impact small and medium sized enterprises, the 
anti-corruption, sort of the softer chapters that aren’t necessarily binding, 
well separate trade facilitation is binding.  

 
  But these kinds of trade enabling, I think, will play a critical role. They’re 

a complement to WTO efforts and also there are crosscutting issues that 
will help elevate developing countries and SMEs in particular take 
advantage of the benefits of the deal.  

 
 
Adam Posen: Robert? 
 
Robert Lawrence: No, it’s okay. 
 
Adam Posen: Great. Thank you, Sherry. At the back, the two people at the back mic.  
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David: Hi, I’m David Orden from Virginia Tech and the International Food 

Policy Research Institute. Just on the last question, I did some modeling 
with a colleague before we had a formal TPP schedule arbitrating what 
would TPP do. But we looked at particularly what would happen to the 
Philippines by not being and by being a member. So it goes to your 
developing question. And there was much negative effect of not being a 
member. It was pretty small. It was kind if model we’ve been talking 
about CG type global model. But there was quite a gain to them from 
entering.  

 
  So, if that’s an accurate representation of reality for the Philippines, that 

would be true of other developing countries as well, partly is the access 
they gain and partly the changes they make in their own policies. Both of 
those are part of that gain of entering. So, I think that’s important answer. 
And the Philippines is considering – it’s a real debate in the Philippines – 
should we get onto this if it goes forward? 

 

  I want to make a very quick comment and address a question .Yeah, I 
think I’ll address it to you, but I’d be happy to have anyone’s answer or 
comments. I was at a the Virginia Governor’s conference on agriculture 
trade, seventh annual conference on agricultural trade about three weeks 
ago. And two leading democrats, the governor of Virginia and Mark 
Warner the senator, were so enthusiastic about trade and TPP at the 
luncheon session. This is a public political event from their point of view, 
the governor’s conference. They were so enthusiastic about the trade and 
the need to have TPP move forward. It was just remarkably refreshing 
compared to all that we’ve been watching in the presidential debate. So, I 
wanted to give you a post Easter, post lunch lifting of our spirits that 
here’s some national level democrats who have a really strong position in 
favor of TPP.  

 

  But, Jeff, that leads me to my question, which is, I sit back and listen, if 
we say TPP is a big deal and then on the other hand we sort of say, “Well, 
it’s not going have too much effect”, it seems like we’re trying to sell an 
awfully complicated argument in the political arena. So, I like the cost 
benefit analysis because yeah, the benefits are high relative to the cost 
once you take labor displacement. We can add all the lunches and 
negotiating trips and so on and put an investment cost as well and TPP 
would probably still be beneficial in a cost benefit sense.  

 
  But Jeff, when you say it’s a big deal or when we say this is so important 

to American competitiveness and so on and yet the income gain 15 years 
from now in real terms is a half of one percent. So, for a worker making 
$20,000 that’s a $100 15 years from now. That doesn’t resonate as a big 
number. So it seems like on the one hand we’re trying to sell it as it’s 
important to the US economy, on the other hand, but it’s not going to have 
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too much effect, don’t worry about it. It’s hard to put both those 
arguments outside. It takes a pretty engaged audience to listen to both of 
those arguments. I just would like your comments on how to promote this 
or how to talk about excellent work like Peterson has put together in these 
two volumes. 

 
Jeffrey Schott: Well, the first thing to say is that the way TPP is a big deal for the United 

States is what Adam was talking about at the start of this program, that it 
helps us do the things that we need to do to help ourselves become more 
completive and more productive. And that’s where the real income gains 
and the opportunities for real employment come in. Hard to sell that in a 
public political debate, that’s for sure. But the gains go beyond that in 
terms of what it does for the prosperity of our trading partners, which is 
related to how we’re going to trade more effectively in the future.  

 
  Having Vietnam as a poor country is not going to be a great opportunity 

for us 15 years from now. But having Vietnam grow more and demand 
more goods and services from the United States and other countries is 
going to make a difference, both economically and politically. And we 
haven’t addressed the strategic interests of the United States in having 
strong prosperous allies, but that is certainly very important, particularly in 
the Asia Pacific Region when you look at the political challenges that we 
face and have faced for a long time. So, that’s a short answer to you but it 
deserves a much more detailed one. 

 
Robert Lawrence: I think it is a valid point to say that this agreement by itself has positive 

cost benefit ratios but nonetheless, by itself is a big deal for certain 
countries but not for the United States. However, I think building on what 
Jeff was saying, if you think about a sequence of events, you can think of 
two alternative scenarios for the global trading system. And the first is a 
failure in TPP coming in the aftermath of a failure in the DOHA Round. 
And think about what that says about the future of the global system and 
the likelihood of subsequent agreements and indeed the great likelihood, 
in my view, of the unraveling of a global governance system, which is 
provided a secure oversight for international economic expansion.  

 
  And then contrast that with a sequence of which the TPP is a part but the 

TTIP follows, and then ideally having met a progress in some of these 
mega regionals, we come back to the World Trade Organization and it can 
then be revitalized in order to compete, if you will, with some of these 
agreements. That kind of sequence seems to be to be of major 
consequence and is a big deal. So, I think if we look at it as a building 
block, as opposed to an isolated agreement you could make the argument 
that it is significant. And what really worries me currently are the 
consequences of its failure and the likelihood that in the aftermath, even 
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putting our current presidential candidates aside, you could see an 
unraveling of a global system. 

 
Adam Posen: Just one more word. I think Robert is right, but maybe going in exactly as 

the spirit of your question a little too high concept, I would just bear out 
what Jeff said. If we repudiate the nonsense promoted by Trump and 
others that trade is inherently zero sum. Then the idea that we are 
developing a path for developing nations who are potentially on the path 
to becoming democracies and market economies or helping to lock in 
democracies ad market economies like Chile and Mexico and encourage 
them as part of US policy. And that they gain form this, that’s a gain for 
the US. Full stop. Please. 

 
Gary: Gary Horlick, Georgetown Law School. Stefano Inama at UNCTAD, 

whom some of you know estimates roughly that about half the preferences 
in preferential trade agreements are never used. And this is lots of reasons, 
rules of origin. Lots of other reasons. But this is serious study, so I’m 
curious how you work that into models. And it’s not limited to tariffs, at 
least in my limited experience. One of your neighbors down the street at 
[inaudible 1:25:25] once told me that there’s a half-life to trade 
agreements. You see it in the failure of dispute resolution systems over 
time for example.  

 
  Jennifer did a very nice chapter by the way for your study. So maybe this 

one will work, but it would be the first. And so there’s a deeper problem 
of analyzing what happens to the non-tariff side. The tariff side though, 
Stefano’s done a lot of work. I would just add to make you feel better or 
worse, Howard, on the very low concept side, if we don’t do TPP it’s a 
disaster for US agriculture. Not what we don’t get, but we will lose our - I 
advise two of the larger sectors – we will lose everything we sell to those 
sectors in Japan, in Vietnam, et cetera, to Europe, to Australia, et cetera. 
Because they’re doing FTAs, they already have them.  

 
  So, politically someone should care about major losses of exports. But I’m 

interested in how you deal with the model. 
 
Robert Lawrence: Fortunately, I didn’t have to do the modeling. Peter Petri did and he tried 

really hard. It is an art form to try to come up with quantitative estimates 
of non-tariff barriers. And if you see what he does – 

 
Gary: These are not. The tariffs are not used. 
 
Robert Lawrence: Well, in a sense that’s a barrier because the reason those are not used is on 

the one side the rules of origin and also the other trade costs that are 
involved, but nonetheless are being reduced by trade facilitation. All I 
would say is what’s impressive about his study is that he comes up with 
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tariff equivalents for what the TPP will do and they seem reasonable. 
They’re not very huge. They’re on the order of two or three percent 
reductions in the barriers faced by US exports, for instance.  

 
  Nonetheless, you get the gains you get for the United States. And what’s 

very significant are the gains that countries like Malaysia and Vietnam get 
relative to their GDPs. 

 
Adam Posen: Thank you. This, I’m afraid will have to be the last question. Gentleman. 
 
Ralph: Hi, Ralph Carter with FedEx. Last week Robert Rice came out with a 

paper saying that he had flipped and was now against TPP saying that 
what these agreements do is enable US countries to invest more easily in 
these countries and that weakens US negotiating leverage. And has 
contributed to the fact that the middleclass wages has remained stagnant 
and that gains and productivity, which are admittedly a benefit of a trade 
agreement, haven’t filtered down to low skilled middle class workers.  

 
  Why is he wrong and help us -- kind of on the battlefront addressing these 

questions in relation to trade. 
 
Robert Lawrence: So, if it were true that there are huge effects due to the weakening of 

labor’s bargaining power, the first thing we would expect to see is that the 
wages of workers who are in tradable goods sectors or sectors with a lot of 
investment would fall relative to the wages of other kinds of workers 
because its bargaining power that’s supposed to be doing this. We don’t 
see that. A second thing we would expect to see more generally is that the 
union premium would be falling significantly, because the unions are the 
ones whose bargaining power is most affected in this story.  

 
  So, I’ve looked at what’s happened to rents earned by unions over time as 

globalization has proceeded and I don’t see much effect at all. So, that to 
me would be in a sense one way you would look at the evidence. What has 
happened is the wages are sticky and there is job loss in some of these 
sectors, but it is not that they’ve had a weakening in their wage barraging 
power. The only place you do see it recently, and I don’t think it has to do 
with trade, is in the auto industry. And it’s had its own kind of problems. 

 
Adam Posen: Let me just add onto that, Ralph. It’s a great note to end on. I don’t want 

so say it’s necessarily a serious challenge in a sense that its deeply 
thoughtful, but I want to say it’s a serious challenge in that, I think, a 
number of distinguished former public servants and academic economists 
who end up coming against trade deals like TPP do so because if you press 
them in private it’s, “Well, yeah, I know this deal doesn’t make any 
difference, I know there’s a good geo strategic argument”, but at the 
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margin it makes it harder to get the things I, as a progressive, want. And so 
I understand this emotion and it is prevalent.  

 
  As Robert says it not clear. There are other ways you can cut the data. You 

can look at amount of unionization. There is this huge drop-off early in the 
80s in part due to Regan era political policies, in part due to technological 
change. And then if you did as Dean Baker was asking us to do, you drew 
a vertical line at NAFTA a vertical line at China PNTR the curve doesn’t 
move. The decline is just this steady, very slow decline. These trade deals 
don’t seem to have any effect on unionization.  

 

  So, I think though the more important thing which I tried to raise in my 
initial remarks is – maybe not more important but an additional point to 
make – is the bargaining power of unions and the decline in wages in the 
US are mostly being driven by political choices about US domestic policy. 
They are being driven about by the things that allow the top one percent to 
gather huge amounts of income. They are being driven by lack of 
redistribution and lack of progressivity in the tax code.  

 
  As we published a year ago in our study on raising wages that every other 

country in the OECD is able to support relatively high levels of 
unionization and relatively high levels of wages in their traded goods 
sectors. Look at Germany, look at Belgium; look even at Japan. So, it’s 
something unique to the US because we’re competing in the exact same 
markets, and exact same industries that those countries are. So, it’s not the 
trade, it’s something we’re doing. And that may get us into all kinds of 
political things people don’t want to get into. 

 

  But scapegoating trade, and this goes back to things Gary Hufbauer’s been 
doing for a long time here along with others here, scapegoating trade 
means those workers get a temporary protection. It doesn’t do anything 
about wages in general. It erodes their real wages and then as we’ve seen 
in protected sectors like sugar and like textiles in the US, it doesn’t even 
save the domestic jobs or the union jobs there.  

 
  I know you know this. It’s right to raise it. I’m not going to name names 

when I talk to very prominent left leaning economists who come out to my 
surprise against these things, this is usually the kind of thing they say, 
what Bob Rice said. While at the margin it’s a small deal so I can oppose 
it because I don’t want to do anything to eat away at the left’s power or the 
left’s argument. But the thing is opposing trade for the last 25 years by the 
organized labor and left has failed to deliver anything.  

 
  So, let’s use this as an opportunity to deliver something and not mess up 

our foreign policy, our strategic policy and our economic policy while 
doing it. Thank you. Thank you all very much for joining us today. Thanks 
especially to Jeff and Kathleen. 
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