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much as $1,900. Imported vehicle prices could rise by as

much as $3,700, or perhaps even more if tariffs planned 

by Washington against the EU impact critical auto

components.

While the cost of vehicles produced in the United States

will increase, production is expected to decline. The

Center projects that the cumulative effect of tariffs on

imported auto parts could lead to a drop in light vehicle

sales of $1.3 million.

There is much at stake in Canada’s auto industry. The C.D. 

Howe Institute states that in 2017, Canada exported

automotive goods to the United States valued at close to

$62 billion, with exports accounting for a vast majority of

its production.

The Canadian Vehicle Manufacturers Association, 

says the industry in Canada directly supports more 

than 130,000 jobs, as well as about 500,000 indirect 

jobs, including over 425 Original Equipment (OEM) 

parts manufacturers, over 1,300 dealerships, assembly 

and components plants, and numerous other related 

industries.

The USMCA vs. NAFTA
Central to the USMCA is the raising of the Regional Value

Content (RVC) from 62.5 to 75 percent for passenger

vehicles and light trucks over a three-year period. Two

additional requirements not included in NAFTA are that 

70 percent of steel and aluminum content must originate 

in North America, and 40 to 45 percent of a vehicle must 

be produced by workers paid an hourly wage of USD$16

or more. 

Current economic conditions are no exception as the 

industry faces a myriad of challenges, from slowdowns in 

vehicle sales and rising transportation costs, to disruptive 

technologies, escalating trade wars, and rising concerns 

over an economic recession. Consolidation, cost cutting 

and restructuring are becoming the watchwords of the 

day as OEMs struggle to adapt to a rapidly changing 

market.

PwC reports automakers are operating at high single-digit

profit margins, while simultaneously, facing projected

slowdowns over the next three to four years. OEMs are

looking to peer networks to unearth effciencies in the

supply chain and identify collaborative opportunities to

share risk and reduce expenses.

The disruption will be further exacerbated with the

ratification of the United States-Mexico-Canada

Agreement or USMCA. The automotive industry is

arguably the most affected as it involves a vast and

complex supply chain, where parts can cross

jurisdictional boundaries multiple times throughout the

production cycle. The revised regulations within the

USMCA touch virtually all elements of the automotive

supply chain, from pre-qualification and sourcing, to

production and reporting.

The recent tariff wars over aluminum and steel imports

have had an equally unsettling effect that could also

impact the industry for years to come. Although the tariffs

on Canadian and Mexican aluminum and steel were rolled

back in May 2019, the episode has created a lingering

atmosphere of uncertainty that some believe heralds a

new normal for automotive OEMs and suppliers as they

deal with newly imposed quotas. In addition, the new

agreement does not include protection from future tariffs,

and restricts countermeasure options on Canada’s part,

which could undermine the competitiveness of OEMs and

suppliers should the spectre of tariffs rise again.

The cost of trade actions
The Center for Automotive Research reports that the

cumulative e ect of current and potential U.S. trade 

actions on automobiles and auto parts could cause new

car prices to rise by USD$2,750 on average. Even the

price of U.S.-built vehicles is anticipated to increase as

The automotive industry has had to weather many peaks and valleys throughout its history.
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The RVC requirements for key parts and components 

have replaced NAFTA’s trace value list that was part of the

original negotiations in the 1990s, when drafters

formulated a list of core components (steering wheels,

transmissions, engine, tires, fuel systems, brakes, etc.).

Changes to the automotive rules of origin requirements in

the USMCA were raised to 75 percent for vehicles,

engines, transmissions, and parts on the tracing list.

Adapting to the USMCA’s revised thresholds will require

major adjustments in terms of supply chain activities for

automotive goods. An added challenge is that the higher

RVC threshold under the USMCA is only three years for

passenger vehicles and light trucks, versus eight years

under NAFTA, leaving considerably less runway to 

comply.

A complex web: sorting it all out
The new rules of origin are incredibly detailed and

complex, outlining multiple categories of parts for

different vehicle classes. This will increase administrative

and compliance costs for all members of the supply

chain, with smaller producers being particularly hard

hit as they are not able to invest in costly compliance 

systems.

The USMCA will place a greater onus on importers with 

NAFTA certification. While the USMCA theoretically

simplifies certification of materials and parts by accepting

invoices and other transaction documentation, the

available information may not include data pertaining to

new classification codes, particularly as they relate to

labor requirements.

In addition, because many Tier 1 and 2 suppliers are

locked into long-term pricing agreements, they will likely

bear a large portion of associated back-end costs. OEMs

will not entertain any kind of price increase, and are in a

strong position to stipulate that RVC compliance rests

with their suppliers.

Asian and European car companies running operations in

the U.S. stand to suffer the most as they will likely have to

find alternative sources for engine and transmission parts

in their respective countries.

The additional tariff and counter-tariffs on steel and 

aluminum that had been imposed by the U.S. and Canada 

have also served as a wakeup call in terms of future risk 

and compliance planning. While the tariffs were lifted, 

there remains a great deal of customs cleanup effort 

involved. The Department of Finance Canada introduced 

a Duty Drawback program that exempted some types of 

steel and aluminum, opening avenues to potentially claim 

refunds.

The OEM challenge: retooling and process 
change
While OEMs may move a significant portion of the

compliance risk down the ranks, they still face some

significant challenges on the administrative and 

production side.

Under NAFTA, OEMs have been able to determine if a

part is NAFTA or non-NAFTA compliant for future

production, and establish some assurance of meeting  



While OEMs may move a
significant portion of the
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the 62.5 percent threshold, no matter how downstream 

that part is within the supply chain. Over the decades 

these systems have been constantly revised and 

maintained. However, the USMCA will require a revamping 

of entire processes and systems.

Retooling compliance programs not only increases costs

substantially, it also touches upon every single business

unit within the organization beyond the systems that

manage compliance, including the various functional

units (procurement, product development, R&D, IT

and HR).

The USMCA’s labor component creates another layer of

complexity, as it will significantly increase production

costs for operations in Mexico and some southern states

where wages are well below the revised threshold. This

could entail shifting certain operations, streamlining

production processes, or sourcing alternative suppliers.

The supplier challenge: sourcing and 
reporting
As mentioned, suppliers will likely bear the immediate

brunt of the duties. While they may not have the same

purchasing and forecasting issues to deal with as the

manufacturers, there is considerably more pressure on

them to reconfigure production and sourcing to keep the

USMCA RVC percentage in reach.

It could also mean a shift in global purchasing practices.

did not participate in the NAFTA trace value regime and

were producing goods that were not part of the core

components. A product that qualified under NAFTA may

not under the USMCA, which means an exporter may

need to change suppliers at a greater cost.

Therein lies another challenge.

The biggest issue for OEM suppliers is that contracts in

place allow no mechanism for increasing prices to their

customers. As such, they must seek alternative ways to

mitigate damages, such as striking revised deals with

manufacturers where possible, looking more closely into

valuation methodologies to reduce the amount of duty,

and/or determining if any goods could be out of scope

for current duty increases.

This is where classification comes into play. In order to be

eligible for exemptions, goods must be classified 

correctly. Under NAFTA, classifications were handled on

a “best case” basis. With the new stipulations, much more

attention needs to be paid to classifications for two 

reasons: it can increase the odds of qualifying for an 

exemption, and reduce the risk of penalties.

The face of the new normal in an uncertain 
future
Until the USMCA is ratified, OEMs and suppliers are left

to plan in an environment where the overarching issues

a ecting the supply chain have been fluid. Even research

cannot be as definitive as one would like. This has left

the automotive community asking many questions.

Will manufacturers have to readjust production models to

meet labor quotas? Which current suppliers qualify

under the USMCA? Are there new duty-free sources of

supply through other trade agreements (e.g. CPTPP or

CETA) that can help create a more competitive standing?

Will tariffs be re-introduced that will disrupt the supply

chain yet again?

Long-term issues over what proposals would look like

have been put on hold as OEMs and suppliers address

the more immediate details of customs compliance,

disclosure requirements, and costs.

There is no question that compliance risk will increase

with the added complexities the USMCA has brought to

the table. There will be more reporting requirements,

such as restrictions on the use of allocated funds based
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on wages, and domestic steel percentage, among others

– all factors that will increase compliance risk if they are

not followed.

Beyond risk assessment, supply chain constituents will

also need to apply best practices in areas they had not

considered before, as well as establish deliverable tools

for projects and engagements. The latter is an 

undeveloped area at the moment as OEMs and suppliers

continue to focus on immediate concerns. 

Navigating the uncertain waters to come
Until the ratification of the USMCA agreement, businesses

will have to continue to rely on hearsay and projections.

Added to that is the fact that the landscape will

continue to be unpredictable as trade wars escalate.

Organizations will be hard-pressed to implement a plan B

as the outcomes remain uncertain.

There may be other incidents that could a ect sourcing.

For now, China is the source of additional costs due to

the imposition of escalating tari s on China-origin

imports, which is driving manufacturing to consider

moving to other Asian countries. Yet the transition is not

that simple, as it could affect pricing and eligibility of

product specifications.

When considering the customs and compliance picture,

there are options that could help to mitigate the 

uncertainty and costs. It must start with a holistic view of

customs and compliance practices and processes.

Potential strategy considerations include:

• Sourcing alternative suppliers in different global 

regions that qualify for USMCA.

• Exploring reclassification of products under different 

HS (Harmonized System) code options.

• Identifying regions where the duty burden is lower and 

reviewing duties paid to unearth potential drawbacks.

• Leveraging existing trade agreements to reduce the 

tariff burden. Canada for its part has 15 free trade 

agreements in force it can draw upon, plus the signing 

of the CETA agreement with Europe and the CPTPP 

agreement with 10 Pacific Rim countries.

• Analyzing declared values to find potential cost 

savings and advantageous areas.

• Reviewing classifications quarterly to ensure ongoing 

compliance.

• Seeking out immediate saleable products as a 

preventative measure in the event of a delay in 

qualifying a preferred supplier.

• Leveraging FTZ (Foreign Trade Zone) customs-bonded 

warehouses, where foreign goods can be shipped to 

produce finished goods, eliminating the need to pay 

duty on each component.

One definitive outcome of note is that the USMCA

has raised awareness for auditing and compliance

processes that will stand to improve vigilance and

transparency over the longer term. The key for supply

chain partners is to deal with the immediate distractions

as quickly as possible, and work to address the bigger,

long-term picture.
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