




What and Why ROO in FTAs

! define production/sourcing required in the FTA 
area for goods to be “originating” and hence 
qualify for tariff preferences

! stated goal: ensure benefits to local producers, 
and prevent free riders and transshipment

! often protectionist tool to protect or re-shape 
supply chains
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Three Key Policy Factors

! liberal vs restrictive ROO: how much 
production and sourcing required

! compliance costs to meet ROO

! cumulation - key for negotiations and supply 
chains
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• yarn/fabric production more capital intensive, while apparel 
production more labour intensive

• U.S. FTAs include restrictive yarn-forward apparel ROO: 

B yarn must originate, fabric must originate (using originating 
yarn), and apparel must be cut/sewn/assembled in FTA area

• U.S. FTA partners must use U.S. yarns and fabrics to avoid 
high U.S. apparel tariffs (over 15%) in big U.S. market

• protect high-cost U.S. textile producers from low-cost Asian 
yarns and fabrics, and high-end European fabrics, from 
entering U.S. inside imported apparel 
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• U.S. demanded restrictive “yarn-forward” ROO

• Vietnam: major apparel exporter: sources fabrics 
from China and other Asian countries - wanted cut 
and sew ROO (one-stage production ROO)
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NAFTA Auto ROO
• NAFTA auto ROO already restrictive (and 

complicated):

B regional value content (RVC) calculation based on tighter “net 
cost” (excludes profits and various over-head costs, but North 
American R&D (but not offshore R&D) included)

B 62.5% RVC for cars and light trucks, and their engines and 
transmissions !"#$%&'$()$**'$+,#-.$)/$0123-$2/$4)#($567#8

B 60% RVC for heavy trucks, their engines and transmissions, 
and all other auto parts

B tracing of designated non-originating inputs used to make 
major components (e.g, engines, transmissions)
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• 4:*/'466%27-%&6'4(0'24U/&'34&*6')/234(#%6'4&%'$-/74-'S 3&%1%&'
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• KLVWL'4:*/'6:33-8')"4#(6'.%8'1/&')/23%*#*#+%(%66'/1'K/&*"'
L2%&#)4(9'7:*'(/*'#22:(%'*/'$-/74-')/23%*#*#/(''

• ?@@'#():&')/23-#4()%')/6*6'S BOPXL'4:*/'?@@'2/&%'
&%6*&#)*#+%'4(0'402#(#6*&4*#+%-8'7:&0%(6/2%

• )4('/3*'/:*'/1'?@@5'348'XVK'0:*#%6'4(0'6/:&)%'/116"/&%'
;#()-:0#($'1&/2'/=('3-4(*6>'S "-923:-$(,12;;#<$=,/,.,$>?@'A$B-C23)$
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• 6#*:4*#/('+4&#%6'1/&'%4)"')/234(8'4(0'%4)"'2/0%-'-#(%
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For Canada: Relief
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Not Just Tariff-Preferences ROO
• /*"%&'F?@@G')4('#234)*'3&/0:)*#/('-/)4*#/('4(0'6:33-8')"4#(6

• 3&/3/6%0'O<P<'6:76#08';:3'*/'O<P<QRZ9DII>'1/&')/(6:2%&'
3:&)"46%6'/1'%-%)*&#)'+%"#)-%6'F240%'#('L2%&#)4G5

• 41*%&'D'8%4&69'QC9DII'/(-8'1/&'+%"#)-%6'F240%'#('L2%&#)4G'
;?@@'['466%27-%0'\']>'

• QDII'#1'74**%&#%6'240%'#('O<P<';?@@]>

• QN9DII'#1'+%"#)-%'240%'#(':(#/(#^%0'3-4(*

• 3/*%(*#4-'24U/&'(%$4*#+%'#234)*'/('B4(40#4('4:*/'6%)*/&'

• 3/66#7-%'6/-:*#/(5':6%'BOPXL'?@@'1/&'%-#$#7#-#*8
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ROO Sum Up
• ?@@':6%0'*/'*&8'*/'#(1-:%()%'3&/0:)*#/('-/)4*#/('4(0'6"43%';&%S

6"43%>'6:33-8')"4#(6';#()-:0#($'=#*"#('4'VWL'4&%4>5

• defining which inputs for good must be originating

• content level when use RVC tests

• other requirements (e.g., LVC in CUSMA auto ROO; R&D)

• )/23%*#($'6:33-8')"4#(6')4('0#&%)*-8'#234)*'?@@'(%$/*#4*#/(6'
;%<$<9'W__'4(0'*%H*#-%6'4(0'4334&%->'

• 6:))%66'#('411%)*#($'3&/0:)*#/('4(0'6:33-8')"4#(6'0%3%(06'/('
24(8'14)*/&6';%<$<9'*4&#11'-%+%-69')/23%*#*#+%')/(0#*#/(6>

• 0%+#-'4-=486'#('*"%'0%*4#-6'
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Roll Up and Regional Value Content
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