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No quick fix for manufacturing employment
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NAFTA Negotiating Objectives 

& Autos

• Improve the U.S. trade balance and reduce the trade deficit 

with the NAFTA countries.

• Strengthen Rules of Origin
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Canada and Mexico are deficit countries too
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Current Account/GDP in 2016

Source: World Bank, World development Indicators



NAFTA deficit talk is really about Mexico
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…and Autos
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Focus on bilateral deficits is misguided

• Bilateral deficits are largely structural (eg. oil)

• Supply chains complicate bilateral trade

• US imports from Mexico contain parts from US and other 
countries

• US exports contain imported parts from Mexico

• US auto production is more competitive because of low 
cost supplier

• Germany has Eastern Europe

• Japan has Vietnam
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Negotiating Objectives on Rules of Origin

Rules of Origin: - Update and strengthen the rules of origin, 

as necessary, to ensure that the benefits of NAFTA go to 

products genuinely made in the United States and North 

America. 

Ensure the rules of origin incentivize the sourcing of goods 

and materials from the United States and North America. 
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Rules of Origin

• Prevent transshipment

• Create distortions for firms

• Higher priced regional parts

• Compliance costs (especially for small firms)

• Distortions multiply with number of regional trade 

agreements
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Rules of Origin 
Requirement
(% regional content)

Average 
Regional
Content

Pay tariff & import 
lowest priced imports

Average
regional content
w/o RoO

RoO to maximize 
regional content

Increase content 
to avoid tariffs

Too low 
to bind

Too high 
to bind

When rules are too strict, 

regional content falls
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Rules of Origin Bind: 

Some imports from Mexico use MFN
Average share of product entering through MFN instead of NAFTA, by tariff rate 
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Supply chains
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Supply chains are especially important 

with Mexico and in Transport

13

All Goods Transport 
US Imports from US Exports to US Imports from US Exports to

Mexico World Mexico World Mexico World Mexico World

Shares of U.S. Trade in Goods 
(%):

Intermediate input trade     40 41 75 61 46 38 76 45

Related-party trade 67 51 40 29 84 74 61 34

Majority-owned affiliate trade 21 16 22 29 43 26 na 34

Source: US Census Bureau, Bureau of Economic Analysis

Note: Related party trade is defined as trade within firms with at least 10% ownership in the trading partner)



Auto Supply Chains and Rules of Origin

• Supply chains designed around existing rules of origin. 

• In autos, by volume of trade, most trade goes through 

NAFTA.

• But, not all. For example, more than 20% of drive axles 

and radiators enter through MFN tariff.

• Higher input prices make firms less globally competitive.
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Looking Forward

• Reforms to improve NAFTA:

• A uniform rule applying to all products, with a simple regional 

content rule of 40-50 percent.  

• Expand the de minimis threshold to help small businesses. 

• Move toward a global norm. 

• But, there is a danger of stricter rules or a managed trade 

agreement.
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