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ARTICLE

USMCA Automotive Rules Of Origin

Introduction

In  October we  re l eased  ou r i n i t i a l  l ook a t  the  US-M exi co -Canada  Free  T rade  Agreem ent (USM CA).  In  th i s no te  we  assess i n  m ore  de ta i l  the  au tom ot i ve
ru l es o f  o ri g i n  and  o the r au tom ot i ve  p rovi si ons i n  the  USM CA.

A key i ssue  i n  any t rade  ag reem ent i s de te rm i n i ng  wh i ch  goods wi l l  qua l i fy fo r com m on p re fe ren t i a l  ta ri f f  t rea tm en t am ong  the  ag reem ent ’s pa rt i es.  T he
concern  i s tha t  d i ffe ri ng  ta ri f f  ra tes am ong  pa rt i es wi l l  g i ve  ri se  to  t ranssh i pm en t i ssues,  i n  wh i ch  goods a re  i m ported  i n to  a  l ower ta ri f f  pa rty and  then
sh i pped  to  a  h i gher-ta ri f f  pa rty i n  o rde r to  avo i d  tha t  h i gher ta ri f f .  Ru l es o f  o ri g i n  address th i s i ssue  by m anda t i ng  the  m i n i m um  transfo rm at i on  a  good
m ust undergo  o r l oca l  con ten t  i t  m ust  con ta i n   to  qua l i fy as “o ri g i na t i ng ” i n  the  f ree -t rade  a rea  and  the reby bene f i t  f rom  p re fe ren t i a l   access.  T he
de te rm i na t i on  o f  o ri g i n  can  be  si m p l e  when  a l l  o f  the  i npu ts i n  a  f i n i shed  good  o ri g i na tes i n  the  f ree  t rade  a rea ,  bu t  can  be  m ore  d i ff i cu l t  when  a
f i n i shed  good ,  l i ke  a  m o to r veh i cl e ,  uses i npu ts sou rced  f rom  a round  the  worl d .   Un t i l  the  USM CA, the  NAFTA con ta i ned  the  m ost  com p l ex and  ri go rous
ru l es o f  o ri g i n  fo r veh i cl es and  pa rts o f  any o f  Canada ’s f ree  t rade  ag reem ents.

T he  au tom ot i ve  ru l es o f  o ri g i n  were  a t  the  heart  o f  the  nego t i a t i ons and ,  un l i ke  m any pa rts o f  the  Agreem ent,  rep resen t  a  si gn i f i can t  departu re  f rom  the
equ i va l en t  p rovi si ons i n  the  NAFTA.  Overa l l ,  they a re  si gn i f i can t l y m ore  restri ct i ve  than  those  i n  the  NAFTA, re f l ect i ng  the  ob j ect i ve  o f  the  T rum p
Adm i n i st ra t i on  –  an  ob j ect i ve  l a rge l y sha red  by Canada  –  to  encourage  h i gher l eve l s o f  p roduct i on  i n  North  Am eri ca  wh i l e  stem m i ng  the  f l ow o f  tha t
p roduct i on  to  M exi co .  Fo r exam p l e ,  when  the  USM CA i s fu l l y phased  i n ,  a  passenger veh i cl e  and  i ts p roducer wi l l  need  to  sa t i sfy fou r d i ffe ren t  o ri g i n
requ i rem en ts i n  o rde r fo r the  veh i cl e  to  qua l i fy fo r du ty-f ree  t rea tm en t:  (i ) the  veh i cl e  i tse l f  wi l l  need  to  sa t i sfy a  75  pe r cen t  reg i ona l  va l ue  con ten t
requ i rem en t;  (i i ) ce rta i n  “co re ” pa rts i n  the  veh i cl e  wi l l  need  to  qua l i fy as “o ri g i na t i ng ” i n  the  USM CA reg i on ;  (i i i ) the  p roducer wi l l  need  to  sou rce  70
per cen t  o f  i ts stee l  and  a l um i num  i n  North  Am eri ca ;  and  (i v) the  p roducer wi l l  need  to  ach i eve  “h i gh -wage” l abour va l ue  con ten t  requ i rem en ts to ta l l i ng
40per cen t  o f  (ye t  to  be  cl ea rl y de f i ned ) expend i tu res.

T he  com p l exi ty o f  the  USM CA’s au tom ot i ve  ru l es o f  o ri g i n  wi l l  m ake  the i r understand i ng  and  app l i ca t i on  a  cha l l enge  fo r busi nesses i n  the  secto r as wi l l
a  l ack o f  cl a ri ty a round  m any o f  the  key e l em en ts i n  the  ru l es.   T he   USM CA Part i es wi l l  add ress som e o f  these  com p l i ance  i ssues as they revi ew and
f i na l i ze  the  nego t i a ted  text  fo r i ts si gn i ng  and  as they deve l op  the  Un i fo rm  Regu l a t i ons tha t  wi l l  gove rn  the  i n te rp re ta t i on  and  app l i ca t i on  o f  the  ru l es
o f  o ri g i n .   Un i fo rm  Regu l a t i ons,  wh i ch  he l ped  to  reso l ve  m any ru l es o f  o ri g i n  i ssues under the  NAFTA, a re  con tem p l a ted  i n  Art i cl e  5 .17  o f  the  USM CA
and  a re  to  be  i n  p l ace  be fo re  the  Agreem ent en te rs i n to  fo rce .   Neverthe l ess,  i t  rem a i ns an  open  quest i on  whe the r North  Am eri can  p roducers wi l l  f i nd  i t
m ore  bene f i ci a l  i n  som e cases to  pay du t i es a t  the  re l a t i ve l y l ow U.S.  (and  Canad i an ) m ost-favoured  na t i on  (M FN) ra tes on  passenger veh i cl es and  pa rts
ra the r than  com p l yi ng  wi th  the  USM CA ru l es o f  o ri g i n  i n  o rde r to  bene f i t  f rom  ta ri f f  p re fe rences.  T he  answer to  tha t  quest i on  wi l l  depend  i n  pa rt  on
whe the r the  T rum p Adm i n i st ra t i on  p roceeds wi th  i ts p l an  to  i m pose  sec.  232  ta ri f fs on  au tom ot i ve  goods,  ostensi b l y fo r na t i ona l  secu ri ty reasons.

Increased  North  Am eri can  Con ten t  Requ i rem en ts fo r Veh i cl es:  T he  USM CA has si gn i f i can t l y a l te red  the  North  Am eri can  con ten t  requ i rem en ts fo r
passenger veh i cl es,  l i gh t  t rucks,  and  heavy t rucks to  be  ce rt i f i ed  as o ri g i na t i ng .  Passenger veh i cl es and  l i gh t  t rucks wi l l  now requ i re  75  pe r cen t  North
Am eri can  con ten t  and  heavy t rucks wi l l  requ i re  70  pe r cen t  North  Am eri can  con ten t .  North  Am eri can  con ten t  requ i rem en ts under the  NAFTA were  62 .5
per cen t  fo r bo th  ca rs and  l i gh t  t rucks,  and  60  pe r cen t  fo r heavy t rucks.  In  add i t i on ,  ce rta i n  co re  pa rts,  i ncl ud i ng  eng i nes,  advanced  ba t te ri es fo r
e l ectri c o r hyb ri d  veh i cl es,  t ransm i ssi ons,  suspensi on  and  stee ri ng  system s m ust  be  o ri g i na t i ng  i n  o rde r fo r the  en t i re  passenger veh i cl e  o r l i gh t  t ruck to
qua l i fy fo r p re fe ren t i a l  t rea tm en t.  Heavy t rucks do  no t  face  the  sam e requ i rem en t.  T he  USM CA requ i res too  tha t  veh i cl e  p roducers source  70  pe r cen t  o f
the i r stee l  and  a l um i num  purchases f rom  North  Am eri ca ,  a  requ i rem en t tha t  does no t  exi st  i n  the  NAFTA.

Increased  North  Am eri can  Con ten t  Requ i rem en ts fo r Au tom ot i ve  Parts: T he  North  Am eri can  con ten t  requ i rem en ts fo r pa rts have  a l so  been  i ncreased  i n
the  USM CA com pared  to  the  NAFTA. Depend i ng  on  whe the r a  pa rt  i s de f i ned  as a  co re  pa rt ,  p ri nci pa l  pa rt ,  o r com p l em enta ry pa rt ,  con ten t
requ i rem en ts range  f rom  65  pe r cen t  to  75  pe r cen t  fo r passenger veh i cl es and  l i gh t  t ruck pa rts,  and  60  pe r cen t  to  70  pe r cen t  fo r heavy t ruck pa rts,
usi ng  a  ne t  cost  ca l cu l a t i on .  Equ i va l en t  con ten t  requ i rem en ts under the  NAFTA fo r pa rts were  60  pe r cen t .

New Labour Va l ue  Con ten t  Requ i rem en ts: A new requ i rem en t i n  the  USM CA i s fo r ce rta i n  veh i cl e  m anu factu ri ng  expend i tu res to  be  “h i gh -wage”,
m ean i ng  expend i tu res a t  faci l i t i es tha t  pay a t  l east  USD $16  an  hour.  Fo r ce rta i n  passenger veh i cl e  expend i tu res,  40  pe r cen t  m ust  be  h i gh -wage ,  wh i l e
fo r l i gh t  and  heavy t rucks 45  pe r cen t  o f  expend i tu res m ust  be  h i gh -wage .

T ransi t i on  Peri ods:  Recogn i zi ng  tha t  supp l y cha i ns can ’t  be  a l te red  ove rn i gh t ,  the  USM CA p rovi des a  t ransi t i on  pe ri od  fo r North  Am eri can  p roducers.
T he  USM CA p rovi des a  f i ve  year t ransi t i on  pe ri od  fo r up  to  10  pe r cen t  o f  a  p roducer’s to ta l  North  Am eri can  passenger veh i cl e  and  l i gh t  t ruck
p roduct i on  and  a  seven  year pe ri od  fo r heavy t rucks.  However,  even  du ri ng  the  t ransi t i on  pe ri od  ce rta i n  con ten t  requ i rem en ts,  i ncl ud i ng  stee l  and
a l um i num  purchases,  m ust  be  m et.

Au tom ot i ve  S i de  Agreem ents on  Sec.  232  Tari f fs:  T he  Un i ted  Sta tes si gned  si de  ag reem ents wi th  bo th  Canada  and  M exi co  exem pt i ng  each  f rom  the
app l i ca t i on  o f  th rea tened  “na t i ona l  secu ri ty” ta ri f fs on  au tom ot i ve  goods by estab l i sh i ng  annua l  export  caps on  Canad i an  and  M exi can  veh i cl es and
parts,  be l ow wh i ch ,  no  add i t i ona l  US ta ri f fs wi l l  be  app l i ed .

Top  Busi ness Issues to  Consi de r: In  th i s sect i on  we  h i gh l i gh t  the  top  i ssues tha t  busi nesses connected  to  the  au tom ot i ve  secto r shou l d  consi de r,
i ncl ud i ng  supp l y cha i n  m anagem ent,  com p l i ance ,  reco rd  keep i ng ,  and  l abour i ssues am ong  o the rs.

Increased North American Content Requirements for Vehicles

Over t i m e ,  the  North  Am eri can  con ten t  requ i rem en t has si gn i f i can t l y i ncreased .  Exi st i ng  NAFTA au tom ot i ve  ru l es o f  o ri g i n  requ i re  62 .5  pe r cen t  North
Am eri can  con ten t ,  i n  the  case  o f  passenger veh i cl es and  l i gh t  t rucks,  o r 60  pe r cen t ,  i n  the  case  o f  heavy t rucks,  i n  o rde r to  avo i d  payi ng  du t i es a t  M FN
ra tes.  T he  o ri g i na l  US-Canada  Free  T rade  Agreem ent con ta i ned  a  50  pe r cen t  con ten t  requ i rem en t.  In  add i t i on  to  the  to ta l  veh i cl e  con ten t
requ i rem en t,  ce rta i n  pa rts m ust  m ee t con ten t  requ i rem en ts i n  o rde r fo r the  passenger veh i cl e ,  l i gh t  t ruck,  o r heavy t ruck to  qua l i fy fo r USM CA ta ri f f
p re fe rence .  Add i t i ona l l y,  the  USM CA adds two  add i t i ona l  requ i rem en ts no t  found  i n  the  p revi ous NAFTA: 

1.  stee l  and  a l um i n i um  con ten t  requ i rem en ts,  and

2.  l abour va l ue  con ten t  requ i rem en ts.
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We de ta i l  the  requ i rem en ts fo r passenger veh i cl es,  l i gh t  t rucks,  and  heavy t rucks i n  the  fo l l owi ng  tab l es.  Labour va l ue  con ten t  and  pa rts requ i rem en ts
a re  ou t l i ned  i n  separa te  sect i ons.

Figure 1: Passenger vehicles and light trucks

Phase-i n  pe ri od North  Am eri can  con ten t  requ i rem en t
(ne t  cost  m e thod)

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 66%

January 1 ,  2021,  o r one  year a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 69%

January 1 ,  2022,  o r two  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 72%

January 1 ,  2023,  o r th ree  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 75%

 
Figure 2: Heavy trucks

Phase-i n  pe ri od North  Am eri can  con ten t  requ i rem en t
(ne t  cost  m e thod)

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 60%

January 1 ,  2024,  o r fou r yea rs a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 64%

January 1 ,  2027,  o r seven  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 70%

North  Am eri can  stee l  and  a l um i num  requ i rem en t

In  add i t i on  to  the  veh i cl e  speci f i c con ten t  requ i rem en ts,  p roducers m ust  ensure  tha t  70  pe r cen t  o f  the  stee l  and  a l um i num  (i ncl ud i ng  a l um i num  a l l oy)
they pu rchase  o ri g i na tes i n  North  Am eri ca .

Increased North American Content Requirements for Automotive Parts

Passenger Veh i cl es and  L i gh t  T rucks

T he  USM CA se ts ou t  de ta i l ed  ru l es regard i ng  the  North  Am eri can  con ten t  requ i rem en ts fo r passenger veh i cl e  and  l i gh t  t ruck pa rts to  be  consi de red
ori g i na t i ng .

Parts a re  d i vi ded  i n to  th ree  g roup i ngs con ta i ned  i n  tab l es A to  C i n  the  Append i x to  Annex 4 -B o f  the  USM CA, i ncl ud i ng  co re  pa rts,  p ri nci pa l  pa rts,
and  com p l em enta ry pa rts.  T he  con ten t  requ i rem en t fo r each  g roup  o f  pa rts i s d i ffe ren t .

Figure 3: Passenger Vehicle/Light Truck parts content requirements

Tab l e  Re fe rence Part  Group i ng North  Am eri can  Con ten t  Requ i rem en t
(by end  o f  phase  i n  pe ri od )

ne t  cost t ransact i on  va l ue

Tab l e  A
(i ncl ud i ng  A.1  and  A.2 )

Core  pa rts 75% 85%

Tab l e  B Pri nci pa l  pa rts 70% 80%

Tab l e  C Com p l em enta ry pa rts 65% 75%

T he co re  pa rts requ i rem en ts were  nego t i a ted  to  be  f l exi b l e  and  to  p rovi de  p roducers wi th  d i ffe ren t  ways to  ca l cu l a te  North  Am eri can  con ten t  th resho l ds.
Core  pa rts i ncl ude  the  fo l l owi ng :  eng i ne ,  t ransm i ssi on ,  body and  chassi s,  axl e ,  suspensi on  system , stee ri ng  system , and  advanced  ba t te ry.  Each  co re
part  i s m ade  up  o f  enum era ted  com ponen ts.  T he  75  pe r cen t  th resho l d  wi l l  be  m et i f  a l l  o f  the  co re  pa rts i nd i vi dua l l y su rpass the  th resho l d  o r i f  the
enum era ted  com ponen ts o f  each  co re  pa rt  su rpass the  th resho l d .  A l te rna t i ve l y,  the  p roducer can  consi de r a l l  co re  pa rts toge the r o r a l l  enum era ted
com ponen ts o f  a l l  the  co re  pa rts toge the r.



As under the  NAFTA, p roducers wi l l  be  a l l owed  to  “ave rage” North  Am eri can  con ten t  across m ode l  l i nes and  veh i cl e  cl asses to  avo i d  du t i es on  l i m i ted
vo l um es o f  veh i cl e  exports tha t  m ay no t  m ee t the  appropri a te  North  Am eri can  con ten t  th resho l d .

Fi gu res 4 ,  5 ,  and  6  ou t l i ne  the  pa rts phase-i n  pe ri ods fo r North  Am eri can  con ten t .

Figure 4: Content requirement for Tables A.1 and A.2: Core Parts

Phase-i n  pe ri od North  Am eri can  con ten t  requ i rem en t

ne t  cost  m e thod transact i on  va l ue

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 66% 76%

January 1 ,  2021,  o r one  year a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 69% 79%

January 1 ,  2022,  o r two  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 72% 82%

January 1 ,  2023,  o r th ree  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 75% 85%

 
Figure 5: Content requirement for Table B: Principal Parts

Phase-i n  pe ri od North  Am eri can  con ten t  requ i rem en t

ne t  cost  m e thod transact i on  va l ue

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 62 .5% 72.5%

January 1 ,  2021,  o r one  year a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 65% 75%

January 1 ,  2022,  o r two  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 67 .5% 77.5%

January 1 ,  2023,  o r th ree  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 70% 80%

 
Figure 6: Content requirement for Table C: Complementary Parts

Phase-in period North  Am eri can  con ten t  requ i rem en t

ne t  cost  m e thod transact i on  va l ue

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 62% 72%

January 1 ,  2021,  o r one  year a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 63% 73%

January 1 ,  2022,  o r two  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 64% 74%

January 1 ,  2023,  o r th ree  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 65% 75%

  

Heavy T rucks

T he  USM CA a l so  se ts ou t  de ta i l ed  ru l es regard i ng  the  North  Am eri can  con ten t  requ i rem en t fo r heavy t ruck pa rts.  Pa rts a re  d i vi ded  i n to  two  g roup i ngs
se t  ou t  i n  tab l es D and  E i n  the  Append i x to  Annex 4 -B o f  the  USM CA: p ri nci pa l  pa rts and  com p l em enta ry pa rts.  T he  con ten t  requ i rem en t fo r each
group i ng  i s d i ffe ren t .

Figure 7: Heavy truck parts content requirements



Tab l e  Re fe rence Part  Group i ng North  Am eri can  Con ten t  Requ i rem en t
(by end  o f  phase  i n  pe ri od )

ne t  cost t ransact i on  va l ue

Tab l e  D Pri nci pa l  pa rts 70% 80%

Tab l e  E Com p l em enta ry pa rts 60% 70%

Fi gures 8  and  9  ou t l i ne  the  pa rts phase  i n  pe ri ods fo r North  Am eri can  con ten t .

Figure 8: Content requirement for Table D: Principal Parts

Phase-in period North  Am eri can  con ten t  requ i rem en t

ne t  cost  m e thod transact i on  va l ue

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 60% 70%

January 1 ,  2024,  o r fou r yea rs a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 64% 74%

January 1 ,  2027,  o r seven  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 70% 80%

 
Figure 9: Content requirement for Table E: Complementary Parts

Phase-in period North  Am eri can  con ten t  requ i rem en t

ne t  cost  m e thod transact i on  va l ue

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 54% 64%

January 1 ,  2024,  o r fou r yea rs a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 57% 67%

January 1 ,  2027,  o r seven  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 60% 70%

New Labour Value Content Requirements

Labour Va l ue  Con ten t  (LVC) i s one  o f  the  head l i ne  add i t i ons to  au tom ot i ve  ru l es o r o ri g i n  i n  the  USM CA. I t  re f l ects the  US and  Canad i an  ob j ect i ve  to
d i scourage  the  l oss o f  m anu factu ri ng  j obs to  the  l ower wage  M exi can  econom y. T he  LVC requ i res a  ce rta i n  pe rcen tage  o f  expend i tu res m ade  i n  the
m anu factu re  o f  passenger veh i cl es and  l i gh t  and  heavy t rucks to  be  m ade  up  o f  “h i gh -wage” expend i tu res.  
T he  ag reem ent i den t i f i es th ree  types o f  h i gh -wage  expend i tu res:  

1.  Hi gh-w age  mate ri a l  and  manu factu ri ng  expend i tu res:  the  annua l  pu rchase  va l ue  o f  pa rts and  m ate ri a l  p roduced  i n  a  North  Am eri can  p l an t  wi th
p roduct i on  wages o f  a t  l east  USD $16  an  hour.

2.  Hi gh-w age  techno l ogy expend i tu res:  annua l  veh i cl e  p roducer expend i tu res i n  North  Am eri ca  on  wages fo r research  and  deve l opm ent,  wh i ch
i ncl udes p ro to type  deve l opm ent,  desi gn ,  eng i neeri ng ,  test i ng ,  o r ce rt i fyi ng  opera t i ons.

3.  Hi gh-w age  assemb l y expend i tu res:  a  cred i t  i s p rovi ded  to  the  veh i cl e  p roducer i f  i t  has an  eng i ne ,  t ransm i ssi on ,  o r advanced  ba t te ry assem b l y
p l an t ,  o r has l ong  te rm  con tracts wi th  such  a  p l an t ,  l oca ted  i n  North  Am eri ca  wi th  an  ave rage  p roduct i on  wage  o f  a t  l east  USD $16  an  hour.

T he  USM CA does no t  p rovi de  fo r the  USD $16  an  hour wage  ra te  to  i ncrease  wi th  i n f l a t i on  no r fo r the  Part i es to  pe ri od i ca l l y upda te  the  ra te  th resho l d .
I f  the  wage  ra te  i s no t  upda ted  o r i ndexed ,  i ts i n f l uence  on  p roduct i on  sourci ng  deci si ons m ay d i m i n i sh  ove r t i m e .

Fi gu re  10  de ta i l s the  h i gh -wage  requ i rem en ts fo r passenger veh i cl es and  l i gh t  and  heavy t rucks.

T here  i s no  phase-i n  pe ri od  fo r l i gh t  and  heavy t rucks,  m aki ng  i t  si gn i f i can t l y m ore  d i ff i cu l t  to  t ransi t i on  and  crea t i ng  a  new, and  tougher,  ba rri e r to
en try i n to  the  North  Am eri can  m arke t .

Figure 10: Labour Value Content Requirement
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Phase-in period Tota l  Labour Va l ue  Con ten t

Passenger Veh i cl es

January 1 ,  2020,  o r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,  wh i chever i s l a te r 30% at l east  15% h i gh -wage  m ate ri a l  and  m anu factu re
expend i tu res

no  m ore  than  10% h i gh -wage  techno l ogy
expend i tu res

no  m ore  than  5% h i gh -wage  assem b l y expend i tu res

January 1 ,  2021,  o r one  year a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,
wh i chever i s l a te r

33% at l east  18% h i gh -wage  m ate ri a l  and  m anu factu re
expend i tu res

no  m ore  than  10% h i gh -wage  techno l ogy
expend i tu res

no  m ore  than  5% h i gh -wage  assem b l y expend i tu res

January 1 ,  2022,  o r two  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,
wh i chever i s l a te r

36% at l east  21% h i gh -wage  m ate ri a l  and  m anu factu re
expend i tu res

no  m ore  than  10% h i gh -wage  techno l ogy
expend i tu res

no  m ore  than  5% h i gh -wage  assem b l y expend i tu res

January 1 ,  2023,  o r th ree  years a f te r the  da te  o f  en try i n to  fo rce  o f  the  Agreem ent,
wh i chever i s l a te r

40% at l east  25% h i gh -wage  m ate ri a l  and  m anu factu re
expend i tu res

no  m ore  than  10% h i gh -wage  techno l ogy
expend i tu res

no  m ore  than  5% h i gh -wage  assem b l y expend i tu res

L i gh t  &  Heavy T rucks

Date  o f  en try i n to  fo rce  o f  the  Agreem ent 45% at l east  30% h i gh -wage  m ate ri a l  and  m anu factu re
expend i tu res

no  m ore  than  10% h i gh -wage  techno l ogy
expend i tu res

no  m ore  than  5% h i gh -wage  assem b l y expend i tu res

 
Transition Periods

Because  au tom ot i ve  supp l y cha i ns a re  h i gh l y i n teg ra ted ,  com p l ex and  o f ten  i nvo l ve  l ong  te rm  con tractua l  com m i tm en ts they canno t  be  changed
overn i gh t .  T he  USM CA, the re fo re ,  p rovi des fo r a  t ransi t i on  pe ri od  tha t  a l l ows a  po rt i on  o f  a  p roducer’s passenger veh i cl es and  l i gh t  t rucks to  rece i ve
ta ri f f  p re fe rence  wi thou t  com p l yi ng  wi th  the  USCM A ru l es o f  o ri g i n .  T he  t ransi t i on  pe ri od  a l l ows up  to  10  pe r cen t  o f  a  veh i cl e  p roducer’s to ta l  North
Am eri can  p roduct i on  o f  passenger veh i cl es o r l i gh t  t rucks to  be  non-con fo rm i ng  wi th  the  USM CA’s ru l es o f  o ri g i n  up  to  January 1 ,  2025 ,  o r f i ve  years
a f te r en try i n to  fo rce  o f  the  ag reem ent,  wh i chever i s l a te r.  
To  take  advan tage  o f  the  t ransi t i on  reg i m e  the  fo l l owi ng  requ i rem en ts m ust  be  m et:  

1.  North  Am eri can  con ten t  m ust  no t  be  l ower than  62 .5  pe r cen t  (ne t  cost) and  m ust  be  75  pe r cen t  by the  l a te r o f  Jan  1 ,  2025  o r f i ve  years a f te r the
en try i n to  fo rce  o f  the  ag reem ent;

2.  North  Am eri can  con ten t  fo r ce rta i n  pa rts m ust  no t  be  l ower than  62 .5  pe r cen t  (ne t  cost) o r 72 .5  pe r cen t  (t ransact i on  va l ue ) and  fo r o the r pa rts m ust
no t  be  l ower than  75  pe r cen t  (ne t  cost) o r 85  pe r cen t  (t ransact i on  va l ue );

3.  S tee l  and  a l um i num  purchase  requ i rem en ts (70  pe r cen t) m ust  be  m et;  and

4.  Labour va l ue  con ten t  requ i rem en ts fo r h i gh  wage  m ate ri a l  and  m anu factu ri ng  expend i tu res can  be  reduced  by no  m ore  than  f i ve  pe r cen t .



Automotive Side Agreement on Sec. 232 Tariffs

In  separa te  “si de -l e t te r ag reem ents”,  the  Un i ted  Sta tes ag reed  tha t  i f  i t  i m poses add i t i ona l  ta ri f fs on  au tom ot i ve  i m ports,  i t  wi l l  exem pt f rom  those  ta ri f fs
a l l  l i gh t  t rucks com i ng  f rom  Canada  and  M exi co ,  as we l l  as 2 .6  m i l l i on  passenger veh i cl es f rom  each  o f  Canada  and  M exi co .

T he  US wi l l  a l so  exem pt f rom  add i t i ona l  ta ri f fs USD $32 .4  b i l l i on  i n  pa rts f rom  Canada  and  USD $108  b i l l i on  i n  pa rts f rom  M exi co .

I t  i s uncl ea r how these  quo tas wi l l  be  a l l oca ted  am ong  au tom ot i ve  p roducers o r even  who  wi l l  be  responsi b l e  fo r de te rm i n i ng  the  a l l oca t i ons.  Fu rthe r,
whe the r the  respect i ve  passenger veh i cl e  quo tas wi l l  be  su ff i ci en t  i n  the  fu tu re  rem a i ns to  be  seen .  In  2017 ,  Canada  exported  approxi m a te l y 1 .85
m i l l i on  passenger veh i cl es to  the  US. Bu t  i n  2013  and  2014 ,  exports cl i m bed  to  ove r two  m i l l i on  passenger veh i cl es.  I f  the  US i m poses sec.  232  ta ri f fs
on  o the r veh i cl e  p roduci ng  coun tri es l i ke  the  EU, o r i f  the  th rea t  o f  ta ri f fs rem a i n  fo r an  extended  pe ri od  o f  t i m e ,  Canad i an  exports cou l d  qu i ckl y ri se
towards the  quo ta  l i m i ts.

I f  the  U.S.  does i m poses sec.  232  ta ri f fs on  Canad i an  and  M exi can  veh i cl e  exports to  the  U.S.  i t  i s uncl ea r how the  U.S.  wi l l  de te rm i ne  whe the r the
sub j ect  veh i cl es and  pa rts a re  “f rom ” Canada  and  M exi co .  I t  m ay be  open  to  the  U.S.  to  app l y the  USM CA ru l es o f  o ri g i n  o r ano the r,  as ye t  unde f i ned ,
se t  o f  cri te ri a .  In  any even t ,  i t  i s a l m ost  ce rta i n  tha t  the  U.S.  wi l l  p reven t  p roducers f rom  usi ng  the  quo tas to  ci rcum ven t the  USM CA’s ru l es o f  o ri g i n .

Top Business Issues to Consider

Is i t  worth  i t :  busi nesses m ust  consi de r whe the r the  i ncreased  con ten t  requ i rem en ts and  a t tendan t  supp l y cha i n  m anagem ent costs to  qua l i fy fo r USM CA
ta ri f f  p re fe rences ou twe i gh  the  M FN du t i es (e .g .  2 .5  pe r cen t  on  passenger veh i cl es i m ported  i n to  the  US) tha t  wi l l  o the rwi se  app l y to  non-o ri g i na t i ng
veh i cl es and  pa rts.

Ori g i n  ce rt i f i ca t i on:  th roughou t  the  au tom ot i ve  p rovi si ons,  bo th  veh i cl e  p roducers and  those  p rovi d i ng  pa rts to  veh i cl e  p roducers a re  requ i red  to  ce rt i fy
tha t  veh i cl es and  pa rts m ee t the  requ i rem en ts o f  the  ag reem ent.  T h i s wi l l  l i ke l y requ i re  upda tes and  changes to  supp l y cha i n  ag reem ents th roughou t
the  secto r,  especi a l l y to  re f l ect  the  t ransi t i on  reg i m e , the  new LVC requ i rem en ts,  and  the  new North  Am eri can  stee l  and  a l um i num  requ i rem en t.

Record  keep i ng:  new requ i rem en ts re l a ted  to  stee l  and  a l um i num  purchase  as we l l  as l abour va l ue  con ten t  wi l l  crea te  new accoun t i ng  and  reco rd
keep i ng  requ i rem en ts fo r busi ness.  T here  a re  a l so  si gn i f i can t  quest i ons abou t  how l abour va l ue  con ten t  wi l l  be  ca l cu l a ted .

Labour va l ue  con ten t:  the  i n t roduct i on  o f  th i s requ i rem en t m ay m ean  upda tes to  em p l oym ent ag reem ents wi th  worke rs o r co l l ect i ve  ag reem ents wi th
un i ons.  Producers and  pa rts p rovi de rs wi l l  have  to  ca re fu l l y consi de r how to  m ee t the  l abour va l ue  con ten t  requ i rem en ts.

T ransi t i on  pe ri od:  depend i ng  on  supp l y cha i ns and  p roduct i on  m ethods,  p roducers m ay need  to  take  advan tage  o f  the  t ransi t i ona l  p rovi si ons to  p rovi de
su ff i ci en t  t i m e  to  fu l l y sa t i sfy USM CA requ i rem en ts.

 

 62 .5  pe r cen t  i n  the  case  o f  eng i nes and  t ransm i ssi ons.

 T h i s rep resen ts a  h i sto ri ca l  com prom i se  am ong  the  th ree  coun tri es.  Duri ng  the  NAFTA nego t i a t i ons,  the  Un i ted  Au to  Worke rs sough t  an  80  pe r cen t
con ten t  requ i rem en t,  Fo rd  and  Chrysl e r a  70  pe r cen t  requ i rem en t,  Genera l  M o to rs a  60  pe r cen t  requ i rem en t,  wh i l e  Canada  and  M exi co  a i m ed  to  keep
the  50  pe r cen t  con ten t  requ i rem en t f rom  the  US-Canada  Free  T rade  Agreem ent.  US nego t i a to rs were  ab l e  to  convi nce  M exi co  to  accep t  65  pe r cen t
wh i l e  Canada  rem a i ned  f i rm . In  the  end ,  the  pa rt i es ag reed  to  sp l i t  the  d i ffe rence  and  l anded  a t  the  cu rren t  con ten t  requ i rem en t o f  62 .5  pe r cen t .

 T he  ag reem ent pe rm i ts p roducers to  “ave rage” the  pe rcen tage  across a  veh i cl e  m ode l  l i ne  i n  a  veh i cl e  cl ass o r veh i cl e  cl ass p roduced  i n  the  sam e
p l an t .  Producers can  a l so  “ave rage” the  pe rcen tage  across the  sam e veh i cl e  m ode l  l i ne  o r veh i cl e  cl ass p roduced  i n  the  te rri to ry o f  one  coun try.

By:  Jesse  Go l dm an, M a tthew Kronby,  M i l os Baru tci ski ,  Jacob  M an t l e
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