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INTRODUCTION
The first report in this series provided
an overview and initial analysis of the
United States-Mexico-Canada Agreement
(USMCA).1 This report analyzes what most
see as the essence of a preferential trade
agreement—tariffs, customs, and rules of
origin issues. Discussion of these issues
is simplified because the USMCA2 makes
relatively few significant changes to the
North American Free Trade Agreement
(NAFTA) rules, whereby virtually all
manufactured goods and most agricultural
goods are traded duty-free and quota-free.3
However, in several sectors, particularly
the automotive industry, the USMCA
incorporates major changes from the
NAFTA provisions. Additional major areas
of significant modification between NAFTA
and the USMCA include the new de minimis
rules for imposing tariffs on small package
delivery services. Other sector-specific
changes are noted but not discussed in
detail. Changes in the treatment of textiles
and clothing and in agricultural products,
including the politically sensitive opening
of Canada’s dairy market and rules related
to geographical indications, will both be
addressed in a later report.
For those who have not studied the
details of trade under preferential trade
agreements such as NAFTA and the USMCA,
one key fact is worth emphasizing: such

agreements do not provide for duty-free
movement of goods traded among the states
that are parties to the agreement. Rather,
duty-free trade applies only to products
that “originate” in North America, usually
those that meet specific rules of origin.
Such rules are variously based on regional
value content, utilization of specific major
components produced in the region, or a
shift in tariff headings (i.e., the classification
of goods).4 (The general rules of origin in the
USMCA are very similar to those in NAFTA.)5
Rules of origin are designed to ensure that
goods that enjoy duty-free trade status
in the region (“originating goods”) have
substantial regional content rather than
being transshipped from Asia or assembled
from parts and components that are
completely or largely imported from outside
of North America.6 Thus, for example, a
finished product made in China and imported
into the United States would not qualify
for duty-free entry into Mexico or Canada
unless the product was considered dutyfree under Mexico and/or Canada’s World
Trade Organization tariffs.
As in other regional trade agreements,
demonstrating that a good produced entirely
in one or more of the USMCA parties is an
originating good, such as copper ore mined
and smelted in Arizona or Mexico, is typically
a straight-forward process.7 Similarly, a
good produced entirely from originating
materials in the territory of one or more
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product is an originating
good are often complex
and thus costly to meet,
particularly for smalland medium-sized
enterprises that do not
have in-house lawyers
or customs experts to
assure compliance.

USMCA parties,8 such as flour milled in
one of the USMCA countries from wheat
grown in the United States or Canada, rarely
raises questions about origin. However,
manufactured goods often depend on
global supply chains and use materials
and components from different sources
both within and outside of North America.
Such goods must satisfy product-specific
rules of origin—or in some instances meet
a minimum regional value content (RVC)
requirement—to qualify as an originating
good and enjoy duty-free trade status in
North America.9
The customs procedures for establishing
that a product is an originating good are
often complex and thus costly to meet,
particularly for small- and medium-sized
enterprises that do not have in-house
lawyers or customs experts to assure
compliance. It is not unusual for importers of
goods that are subject to low or zero mostfavored-nation (MFN) tariffs (not including
footwear, clothing, and small trucks)10 to opt
against seeking NAFTA treatment because of
the high compliance costs and the risk that
a subsequent customs audit will discover
errors, resulting in charges to the importer
for additional duties, interest, and penalties.
The Office of the U.S. Trade Representative
(USTR) in announcing the USMCA characterized
the agreement as follows:

The new rules will help ensure that
only producers using sufficient and
significant North American parts and
materials receive preferential tariff
benefits.12
Overall, USTR explains that the
USMCA for the most part retains the
NAFTA market access provisions, albeit
with some important modifications:
• Maintaining duty-free treatment for
originating goods.
• Maintaining the prohibition on
export duties, taxes, and other
charges and the waiver of specific
customs processing fees.
• Adding new provisions for
transparency in import and export
licensing procedures.
• Prohibiting parties from: (a) requiring
the use of local distributors in
importation; (b) restricting the
import of commercial goods that
contain cryptography; (c) placing
import restrictions on used or
remanufactured goods; and (d)
requiring consular transactions and
their associated fees and charges.
• Updating provisions for the dutyfree temporary admission of goods
to include shipping containers or
other substantial holders used in the
shipment of goods.13

The United States, Mexico, and Canada
have concluded substantive discussions
on new rules of origin and origin
procedures, including product-specific
rules for passenger vehicles, light trucks,
and auto parts. This update to the rules
of origin will provide greater incentives
to source goods and materials in the
United States and North America.11

It is evident that North American trade will
benefit from some strengthened standards
in areas such as trade facilitation and
transparency. Changes in rules of origin
and customs procedures are relatively
minor except as indicated herein, although
importers will want to carefully review the
specific rules of origin for their imported
products to assure that they are aware of
any changes from the NAFTA rules of origin.
This is particularly true with the extensively
modified and highly complex automotive
goods rules.14
One positive change in the rules of origin
is the increase in the de minimis exception
for non-originating goods from 7% to
10%.15 In most instances where a specific
rule of origin requires that all materials
used in the production of a good originate

Further,
This deal exceeds NAFTA 1.0 and
the TPP [Trans-Pacific Partnership]
by establishing procedures that
streamline certification and verification
of rules of origin and that promote
strong enforcement. This includes
new cooperation and enforcement
provisions that help to prevent duty
evasion before it happens.
2
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in North America, that change is based on
a complete tariff shift (where the parts
and components are all classified under
one or more four-digit subchapters of the
harmonized tariff system). Origin typically
would be conferred when the finished
product is classified in a different four-digit
subchapter, but under the new rules, up to
10% of the materials used in auto and auto
parts production do not have to meet the
tariff shift.

AUTOMOTIVE GOODS
Automobiles and auto parts account for
more than 20% of total NAFTA trade and for
about 950,000 jobs in the United States.16
Some automotive components cross the
Canada and/or Mexico borders as many as
eight times before they are assembled into
a finished automobile in one of the three
NAFTA countries.17 It is thus not surprising
that this was the focus of the NAFTA
renegotiations. The elements of the USMCA
that directly address the auto industry
include modifications to the NAFTA rules of
origin and related content requirements,
plus some protections for Mexico and
Canada should the Trump administration
impose 20-25% tariffs on U.S. auto and
auto part imports (presumably on “national
security” grounds under Section 232 of the
Trade Expansion Act of 1962).18
In assessing the new USMCA rules for
autos and auto parts, we first discuss what
the United States did not achieve in the
negotiations. The U.S. sought to depart
from the regional content rules used in
NAFTA and other U.S. free trade agreements
reached over the past 20 years. Rather than
NAFTA’s requirement that 62.5% of the net
cost of the auto be made of North American
content, the U.S. initially demanded to raise
the threshold to 82.5% North American
content, of which 50% must be from
the United States (including steel and
aluminum).19 Due to strong opposition
from Mexico during bilateral negotiations
in August and September 2018, the United
States was forced to compromise. Still, by

adding a $16 per hour wage requirement
to the agreement, as discussed below,
the United States indirectly assured that
a higher percentage of total automotive
content would be produced in the U.S. (or
Canada), given higher wages in the U.S.
compared to Mexico.
The final changes for the automotive
industry include raising the percentage
of regional value content required for
automobiles and light trucks from 62.5%
to 75%. These requirements are to be
phased in over three years from the date
the USMCA goes into effect.20 In addition,
70% of the steel used in the manufacture
of cars and small trucks must originate
in USMCA countries.21 Most significantly
for Mexico, 40% of the materials for cars
and 45% of the content for light trucks
must be produced by enterprises that pay
workers at least $16 per hour.22 Automotive
enterprises that conduct research and
development and/or assemble advanced
components such as batteries, engines, and
transmissions in Mexico would count toward
up to 15% of these thresholds if they pay
workers at this level. These calculations are
subject to complex tracing rules,23 which
likely will add to auto manufacturing costs in
North America, although some of the NAFTA
tracing rules for parts and components have
been relaxed.24
Since typical auto industry wages in
Mexico are approximately $3.60-$3.90 per
hour (a level some studies attribute in part
to the lack of union support for workers),25
this wage requirement means most of
the materials and components that would
count toward the 40-45% content rule
must be produced in the United States or
Canada. It is possible that wages in Mexico
will eventually increase to the $16/hour
level; Mexico President Andrés Manuel
López Obrador (AMLO) presumably will
seek to implement policies encouraging
higher wages for Mexican workers,
including policies that support workers’
rights to organize independent unions, as
required under the USMCA.26 (Until Mexico
enacts such legislation, it is unlikely the
USMCA will be submitted for congressional
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or parliamentary approval in the three
countries.27) Moreover, at least at present,
the $16/hour rate is not indexed to inflation,
although with inflation in the United States
averaging about 2% per year, the lack of
indexing probably would not significantly
help Mexico.
Mexico officials have asserted that
about 70% of the country’s current auto
production would meet the 75% RVC
requirements.28 Automobiles that would
have met the NAFTA rules of origin but not
the new USMCA rules would continue to
benefit from the current most-favorednation (MFN) duties (with some limits, at
the United States’ discretion) though not
small trucks, for which the U.S. tariff is 25%
of the customs value. This is potentially a
significant limitation on Mexico’s production
of automobiles intended for export to the
United States. Without it, auto producers
in Mexico would not face potentially higher
costs of meeting the new regional value
content/minimum wage rules and their
accompanying administrative burdens; they
could simply pay the U.S. MFN tariff of 2.5%.
Separately, side letters effectively
establish a tariff-rate quota for vehicles
produced in both Mexico and Canada,
whereby 2.6 million passenger vehicles per
year and a set amount of auto parts (valued
at $32.4 billion for Canada and $108 billion
for Mexico), as well as light trucks from
both countries would be excluded from the
additional Section 232 tariffs if applied by
the Trump administration.29 All such figures
are well above the value of current Canadian
and Mexican exports to the United States.
Few objective observers would
agree that the more protectionist rules
for vehicles and auto parts will benefit
auto manufacturers or consumers, and it
remains to be seen whether the changes will
benefit workers in the industry. Accurately
estimating the additional North American
production costs due to the more restrictive
rules of origin and related minimum salary
requirements is almost impossible, in part
because they likely will vary company by
company and vehicle model by vehicle
model. The $16/hour wage requirement may

impose a significant tracing and recordkeeping burden on enterprises that produce
finished passenger vehicles or light trucks
and on associated parts suppliers, at least
temporarily.30 This will add to vehicle
manufacturing costs in North America,
compared to automotive production costs
in Asia or the European Union. Still, one can
reasonably expect that within a few years,
the major auto producers will have devised
means of minimizing the costs, given the
phase-in period and potential detailed
regulatory guidance the U.S. government
may provide.31
As noted earlier, the rules of origin for
autos under NAFTA have been a significant
burden in part because of the requirement
to track the production origin of not
only major components but also parts
of major components32 (both of which
are relaxed under the USMCA). However,
auto manufacturers in North America
appear to have learned how to minimize
the administrative costs of compliance.
As industry representatives noted in a
supplementary advisory report,
While the changes to the automotive
rules of origin methodology and the
increases in the Regional Value Content
(RVC) levels present challenges, and
increased costs in the near term, ITAC2 automotive industry representatives
appreciate that helpful flexibilities were
maintained in the automotive rules of
origin [tracing] that temper some of
those challenges and minimizes many
of the longer-term administrative
burdens and costs.33
The overall economic impact of these
provisions on the North American auto
industry depends on several other factors,
such as the increased cost of steel and
aluminum due to U.S. tariffs and quotas on
steel and aluminum imported from most
countries other than Australia, which the
Trump administration imposed in June 2018
on Section 232 “national security” grounds.34
The tariffs that apply to Canada and Mexico
remain particularly troubling to the industry35
and remain in effect as of February 2019,
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with several U.S. legislators indicating that
Congress will not consider the USMCA for
approval until after these tariffs are lifted.36 If
these increased costs are added to the higher
costs of complying with the USMCA rules of
origin, increasing the overall cost of North
American production, one can reasonably
expect U.S. and other North American
vehicle sales to fall, although predicting the
magnitude of the decrease—and the resulting
job losses, if any—is difficult. In addition,
China’s retaliatory tariffs on imports of
American-made autos, now set at 25% in
addition to the standard MFN tariff of 15%,
if not eliminated as promised by China37
could also cause a reduction in exports,
further impacting U.S. auto production and
employment.38
In the future, some of the auto parts
production now in Mexico may move to
the United States or Canada because of the
$16/hour wage rule. (The extent to which
additional U.S. workers are hired depends in
part on the extent to which manufacturers
invest in robots and other labor-saving
equipment.) Moreover, the increase in North
American content requirements will apply to
lower priced parts currently imported from
Asia and are thus most likely to be produced
in Mexico rather than in Canada or the
United States, given Mexico’s much lower
labor costs. At the same time, while the
RVC threshold is increasing from 62.5% to
75%, 25% of the total content may still be
obtained from non-North American sources.
For Mexican auto producers, sourcing some
components from China, elsewhere in Asia,
and the European Union will still be feasible,
even if the Trump administration ultimately
imposes 20-25% tariffs on auto parts
from those countries under Section 232.
For some USMCA market producers, these
additional tariffs many encourage a shift in
the production of auto parts to be exported
to the U.S. from China to alternatives
such as Malaysia, Vietnam, South Korea,
or Mexico. This could further increase the
cost advantage of producing auto parts in
Mexico, but only if uncertainties regarding
the investment climate under AMLO are
favorably resolved.39

TARIFF AND CUSTOMS TREATMENT OF
EXPRESS SHIPMENTS
When NAFTA was originally negotiated,
online shopping barely existed because most
of the technology was not available, and
low-value parcels were not a significant
aspect of international trade within North
America. At the time, the de minimis
threshold for the United States was only
$200. But by 2017, the number of packages
delivered by the U.S. Postal Service, most
of them generated by online sellers such as
Amazon.com, had increased from less than a
billion in 1992 to 5.7 billion.40
Given the importance of internetbased shopping today, companies that ship
goods from the U.S. to Canada and Mexico,
including but not limited to the U.S. Postal
Service and Amazon, have long objected
to the very low thresholds for expedited
customs services and duty exemptions
imposed by Mexico and Canada. Exemption
from customs duties and value-added
taxes (Mexico) or provincial and national
sales taxes (Canada) for small, relatively
low-value packages shipped from the
United States would facilitate international
sales by online retailers in the United
States. U.S. law stipulates that shipments
worth up to $800 may be imported into the
U.S. with expedited processing and without
facing customs duties.41 In significant
contrast, these thresholds are currently
C$20 (US$15) for packages exported to
Canada and $50 for Mexico.42 These levels
often mean that the administrative costs
for completing the shipments exceed the
value of the goods shipped.
The USMCA requires Mexico to increase
these thresholds to $117 for customs
duties and $50 for value-added taxes,
while Canada’s limits must increase to
C$150 (US$112.50) for customs duties and
C$40 (US$30) for national sales taxes.43
Industry spokespersons have expressed
disappointment that the U.S. trade
negotiators were “unable to secure more
ambitious commitments from Canada and
Mexico.” However, they also expressed
concern regarding a provision in the USMCA
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that would permit the United States to
decrease the de minimis level for express
shipments from Mexico and Canada below
$800, effectively in retaliation for their
intransigence. This, according to the
industry, would be the wrong response44
(presumably because U.S. imports from
all countries, not just Canada and Mexico,
benefit from the relatively high U.S.
threshold). It seems likely given the relative
unresponsiveness of Canada and Mexico
to U.S. requests that there will be further
negotiations among the USMCA parties on de
minimis levels in the future.

OTHER PRODUCT AREAS AND
PROCEDURES
Changes to the rules of origin are not limited
to automotive goods. Other affected areas
include chemicals, steel-intensive products,
and glass and optical fiber goods. These are
not discussed in detail in this report. Further
information can be found in the productspecific rules of origin Annex.45 Similarly,
this report does not address changes,
many reflecting desired modifications
25 years after NAFTA negotiations were
concluded, to rules of origin in areas
such as information and communication
technology, pharmaceuticals, medical
devices, cosmetics, and chemicals.46 Those
interested in these sectors are directed to the
USMCA’s sectoral annexes and to the Industry
Trade Advisory Committee reports.47
The Office of the U.S. Trade
Representative has also identified some
significant procedural changes related to
rules of origin, including “allowing importers
as well as exporters and producers to makes
[sic] certifications of origin and enhancing
cooperation and enforcement tools for
compliance with rules for all goods.”48
The author believes this is a significant
improvement over the current NAFTA
rules. In the author’s experience with
rules of origin under NAFTA, the importers,
who are responsible under U.S. law for
paying any applicable customs duties and
penalties for negligence,49 were often
6

concerned that their exporter/producers in
Canada or Mexico might have made errors
in completing the certificates of origin,
the liability for which would fall to the
importers. In the author’s view, importer
concerns about inaccurate certificates of
origin—which after an audit several years
later might result in higher duty liability for
past imports, interest on additional duties
and penalties for negligence or even gross
negligence—were a factor that discouraged
some importers from seeking NAFTA
treatment for their imports.50
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