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Current state of FTA

Though free trade agreements are essential to the 
global economy, there have been no new major 
global agreements since 1994. Since that time, there 
have been three global recessions and a proliferation 
of technology and progress – not to mention the 
many geopolitical and economic changes that have 
occurred over the past two decades. Originating 
talks of a trans-pacific agreement began over a 
decade ago, and now involves twelve nations: the 
US, Australia, Brunei, Canada, Chile, Japan, 
Malaysia, Mexico, New Zealand, Peru, Singapore 
and Vietnam. 

As with similar agreements, the overarching goal is 
to eliminate trade barriers in order to encourage 
increased trade and ultimately, stimulate greater 
economic activity among partners. The TPP is just 
one of several free trade agreements involving 
markets in Asia Pac that are currently undergoing 
negotiation, including the RCEP and FTAAP-21.

What’s at stake?

If agreed and ratified, the TPP would be the largest 
trade agreement to date, with an estimated $28.1  
trillion of GDP, or approximately 36% of the world’s 
GDP, 24% of global exports, and 11% of the total 
population. Specifically addressing the auto sector, 
the TPP would involve the elimination of the 2.5% 
tariff on light vehicles and 25% on light trucks while 
also simplifying import and export processes with 
consistent requirements and enforcement among 
member countries. Other major TPP countries also 
have tariffs, like Canada with a 6.1% tax, or Australia 
with their 5% tax. 

Of the 12 participating countries, seven of them 
currently produce light vehicles for local and export 
markets: Australia, Canada, Japan, Malaysia, 
Mexico, USA, and Vietnam. The total light vehicle
assembly volumes of these markets in 2014 reached
nearly 27 million (30% of the global output) and are 
expected to hit over 29 million by 2021. Of these
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markets, the US and Japan produce, by far, the 
highest volume of finished vehicles. Japan has the 
highest level of exported volumes to fellow TPP 
markets at 2.1 million units in 2014, accounting for 
more than half of the total light vehicle exports from 
the country. The primary destination of these 
exports is the US, which receives 1.5 million vehicles, 
according to the Japanese Automotive 
Manufacturers Association. While eliminating the 
tariff on 1.5 million vehicles may seem pivotal for the 
US, all three Japanese automakers already assemble 
their pick-ups within the US, and the vast majority 
of pick-up consumption is within North America. 
Further, the top three Japanese brands have already 
expanded their North American capacity to produce 
over 70% of the vehicles sold in the US in 2014, 
expanding from 1.5 million in 1990 to 5.9 million in 
2015. By 2021, the Autofacts forecast calls for total 
Japanese branded assembly volumes in North 
America to reach ~6.7 million units.  And though the 
weakened Yen has spurred a temporary shift of 
assembly of high-volume vehicles back to Japan, the 
long-term strategy of assembly localization to hedge 
risks related to currency and supply chain exposure 
remains. Therefore, while there may be some debate 
on the impact of an elimination of tariffs within the 
US automotive sector, the reality remains that, with 
the existing and growing production of Japanese 
vehicles already domestic, the net effect on finished 
vehicle exports and imports between the US and 
Japan is not as critical. 

Rules of origin

The more contentious aspect of automotive trade 
terms within TPP revolves around rules of origins 
for automotive parts and content. These rules of 
origin are used to set requirements for determining 
whether an imported good or service qualifies for a 
the preferred treatment – in this case, a waiver of 
the 2.5% tariff. In other words, if the TPP is enacted, 
parts imported into the US must be primarily 
procured within one of the twelve member countries 
to avoid the 2.5% tariff. The current NAFTA 
agreement calls for a 62.5% minimum procurement 
rate, but current TPP proposals include a gradual 
increase to reach 75% minimum procurement rate. 
This clause can be problematic for suppliers with a 
high level of content from Thailand, and the jump to 
75% only further complicates matters.

Down with TPP?

There’s no doubt that the TPP would have an impact 
on the global auto sector, particularly on the flow of 
auto parts, where sticking points remain between 
member countries. Another round of discussions are 
planned for the last week of July, when final details 
are expected to be hammered out. If TPP is enacted, 
elimination of tariffs could create a different 
competitive landscapes in the industry within these 
countries in the future, impacting manufacturing 
and import/export strategies of automakers and 
parts suppliers operating within the TPP bloc.
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Light Vehicle Exports: Japan to 
TPP Markets 
2005 – 2014 (millions)
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