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Abstract
This paper investigates the trade restrictiveness of product-specific rules of origin (PSRs) in the
comprehensive sets of free trade agreements (FTAs) for Japan and the U.S, focusing on their
similarities and dissimilarities. The most distinctive dissimilarities are the major PSR types and the
variation in PSR types among FTAs. Japan’s FTAs use the selective type (“change in tariff
classification (CTC) or regional value content (RVC)””) most intensively. In contrast, a few U.S. FTAs
use RVC and others use CTC most intensively, and the distribution of simplified PSR types appears
to be almost the same among FTAs in each group. The detailed PSR types, however, are likely to be
more heterogeneous and complicated in U.S. FTAs than those in Japan’s FTAs. Such dissimilar
features are more salient in machinery sectors with dense global value chains (GVCs)/international
production networks (IPNs). The quantitative estimates suggest that the selective types utilized by
Japan for most machinery products are much less trade-restrictive, while certain complicated types
adopted by the U.S. for many machinery products are substantially trade-restrictive. Our detailed
investigation revealed the two countries’ contrasting strategies, namely, Japan appears to utilize FTAs
with less restrictive PSRs to enhance GVCs/IPNs, while the U.S. tends to make PSRs more restrictive

and complicated in detail as a sort of disguised protection tool.
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1. Introduction

Free trade agreements (FTAs) have led to further trade liberalization and international
rule-making, particularly after the establishment of the World Trade Organization (WTO). Such
improvement in trade liberalization and international rule-making can significantly influence the
development of global value chains (GVCs)/international production networks (IPNs). In East Asia,
including Northeast Asia and Southeast Asia, in particular, we observe the unprecedented formation
of IPNs in the machinery sector.” East Asian countries have established FTAs during the last two
decades so that the improved trade liberalization and international rule-making by FTAs help
activate their IPNs further, and maintained their international competitiveness by aggressively
utilizing IPNs.

The Rules of Origins (ROOs) in FTAs are criteria for determining whether a product is
made within the area of FTA members to prevent trade deflection. Unlike preferential tariffs, which
are usually lower than the Most Favored Nation (MFN) tariffs, ROOs are basically common among
FTA members. The core component of FTAs to which firms may respond most sensitively is the
setting of preferential tariffs, but these tariffs are always established with ROOs and are effective
only for products that satisfy ROOs. Thus, ROOs are very important as trade policy arguments, but
the academic literature on ROOs is significantly lesser than that on preferential tariffs, both
theoretically and empirically. A reason for the limited literature on ROOs is their complexity, which
makes empirical quantification difficult. Our study attempts to fill this gap partially by starting with
a detailed comparison of ROOs in a comprehensive number of FTAs, which has not been
sufficiently conducted.

Although ROOs are indispensable to FTAs, restrictive ROOs make it difficult for firms to
meet these conditions. Restrictive or complicated ROOs also increase administrative costs for
obtaining a certificate of origin (COO), discouraging the use of FTAs by firms. If the cost of
obtaining a COO is higher than the benefit of the preference, a firm would not use FTAs.> Such
restrictive and/or complicated ROOs would act as disguised protection. ROOs may also influence
the international division of labor by distorting or enhancing GVCs/IPNs. FTAs with less restrictive
ROOs can be used to enhance IPNs and improve the competitiveness of FTA users, whereas

restrictive ROOs may distort sourcing strategies and reduce imports from third countries.” Imported

* Machinery parts and components trade have been proportionally larger in many East Asian countries than
that in countries in other regions (e.g Ando and Kimura, 2005 and Ando, Yamanouchi, and Kimura, 2022).
East Asia has played an important role as suppliers of machinery parts and components as well as machinery
final products not only for countries within the region but also for those outside it (e.g., Ando, Kimura, and
Yamanouchi, 2022).

’ For instance, Anson et al. (2005) used a standard gravity model on cross-section data and found that ad
valorem equivalent of average compliance costs of ROOs in NAFTA is around six percent.

* Some non-tariff measures (NTMs), typically sanitary and phytosanitary (SPS) and technical barriers to
trade (TBT) measures, are allowed to use legally but can be disguised protection if they are used on purpose
to restrict trade. As is the case of such NTMs, ROOs are necessary for FTAs but can be disguised protection
tools if they are used on purpose for domestic protection.

> See, for instance, Conconi et al. (2018) and Felbermayr et al. (2019) for this sort of distorting effect of



inputs from efficient producers in non-FTA members may be replaced by inputs from inefficient
producers in FTA members when these inputs become relatively cheaper without MFN tariffs under
FTA. Such a replacement may include the case that is accompanied by a shift in the location of
production sites from third countries to the FTA territory. In extreme cases, very restrictive ROOs
may potentially influence the location of production sites even within the FTA territory, as we will
discuss later.

This paper covers comprehensive sets of FTAs for Japan and the United States (U.S.) and
investigates the patterns of product-specific ROOs (PSRs) to detect their salient features, focusing
on similarities and dissimilarities. ROOs are compounds of PSRs and regime-wide rules; the former
includes rules such as change in tariff classification (CTC), regional value content (RVC), and
technical requirements, and the latter includes rules such as cumulation, de minimis, and roll—up.6
As the trade restrictiveness of ROOs can generally be affected more directly by PSRs than by
regime-wide rules, we focus on analyzing the patterns of PSRs in detail.

Our main methodology for evaluating PSRs uses a typological approach. One of the typical
methods of quantifying PSRs in the literature on ROOs is constructing a restrictiveness index of
PSRs. Estevadeordal (2000) first proposed the restrictiveness index for the quantitative analysis of
PSRs in the North American Free Trade Agreement (NAFTA), which served as the basis for many
subsequent studies.” However, as will be clearly shown in the following sections, both Japan and
the U.S. utilize various types of PSRs, and some types are more complicated than others. It is
difficult to construct an appropriate ranking of the restrictiveness of PSRs in comprehensive sets of
FTAs for Japan and the U.S. Therefore, we adopt a typology approach, using the information on the
detailed PSR types in the database as well as the simplified PSR types and their aggregated
classification developed in this study to reflect the major types used by the two countries.

The detailed typological study on PSRs for Japan and the U.S. is one of our valuable
contributions because these two countries are key players in machinery IPNs in East Asia and North
America, respectively, and this study may provide important policy implications for ROOs
particularly in the context of GVCs/IPNs. Regionalism in East Asia is a relatively recent
phenomenon, partly because East Asia has proceeded de facto integration by deepening trade and
investment linkages. Although the establishment of FTAs in East Asia has spread rapidly since the
late 1990s, Japan was one of the few East Asian countries without any FTA. Japan has actively
promoted FTAs since its first FTA with Singapore in 2001. Many Japanese FTAs include not only

the removal of tariff and non-tariff barriers, but also the liberalization of foreign direct investment

ROOs.

% Estevadeordal and Suominen (2008), for instance, analyzed trade effects of ROOs and demonstrated that
restrictive PSRs and a large variation in the levels of PSR restrictiveness across products discourage
aggregate trade, while regime-wide rules allow flexibility in the application of PSRs, thus facilitating trade.

7 Kelleher (2012), for instance, proposed the amended restrictiveness index that incorporates the information
on applicable regime-wide ROO provisions.
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(FDI), trade and FDI facilitation, economic and technical cooperation, and the improvement of the
business environment to further improve business environment. Given the existence of competitive
IPNs in East Asia, the political economy of ROOs may be different for East Asia, including Japan,
compared with other regions.® In the U.S., the most well-known FTA, NAFTA, was established in
1994. Since then, the U.S. has promoted FTAs including those with countries in Latin America.
NAFTA was replaced by the United States-Mexico-Canada Agreement (USMCA) in 2020, with
major changes in some provisions, including some specific ROOs that became much more
restrictive in USMCA than NAFTA.

Another contribution is the comprehensive package of FTAs across different regions in the
analysis. Most studies on PSRs tend to examine a limited number of agreements, often only some in
the same region such as NAFTA, the European Union (EU), and the Association of South East
Asian Nations (ASEAN)/ASEAN+1 FTA. Angeli et al. (2020) is an interesting and important
exception. Using a questionnaire approach, they developed a classification of ROOs based on the
information covering 160 FTAs for PSRs and 250 FTAs for regime-wide provisions.'” They
investigated the patterns of ROOs in FTAs for East Asia and Pacific and Latin America and
discussed their commonalities and differences. Our study complements their study in the sense that
both attempt to provide detailed empirical investigation of different PSRs. However, we attempt to
identify salient features of the PSR patterns in more detail. Moreover, we attempt to discuss
implications of identified similarities and dissimilarities, by considering the potential use of FTAs
as well as the quantitatively estimated trade-restricting effects of PSRs, using the results in Ando,
Urata, and Yamanouchi (2022a).

Our findings suggest that the most distinctive dissimilarities in PSRs between the two
countries are the major PSR types and their variation among FTAs. Japan’s FTAs use the selective
type, “CTC or RVC,” most intensively. In contrast, a few U.S. FTAs mostly use RVC, while others
mostly use CTC, and the distribution of simplified PSR types appears to be quite similar among
FTAs in each group. However, their detailed PSR types are more heterogeneous and complicated
than those of Japan’s FTAs. Such dissimilar features are more salient in machinery sectors where
dense global value chains (GVCs)/international production networks (IPNs) have been developed.
While Japan applies the simple selective types, “CTH or RVC” and “CTSH or RVC,” to most
machinery products, the U.S. adopts a certain type of complicated PSRs, i.e., “CTC or (CTC and

¥ Cadot and Ing (2016) emphasize that the political economy of ROOs in East Asia is likely to be quite
different from that in NAFTA or EU partnerships.

’ Powers and Ubee (2020) provides an interesting list of studies analyzing PSRs, emphasizing that most of
them investigate a limited number of agreements, often only one or two. This is partly because gathering the
necessary information on ROOs at the HS 6-digit level with over 5,000 products per agreement requires a
data-intensive effort.

' As a new angle to understand trade effects of PSRs, they also proposed the application of the Shannon
index to ROOs as the diversity index, which is a popular index used in ecology to measure the diversity of
species in a community.
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RVC)” as the simplified type, for many machinery products. The estimated effects of PSRs on
Japan’s trade suggest that a more restrictive type of CTC reduces a substantial portion of the trade
increase, while the selective type partially mitigate such negative effects. On the other hand, the
above-mentioned complicated type of U.S. PSRs is estimated to be trade-restrictive for U.S. exports.
Our detailed investigation revealed that Japan and the U.S. seem to have contrasting FTA strategies.
While Japan attempts to utilize FTAs with less restrictive PSRs to enhance GVCs/IPNs, the U.S.
tends to make PSRs more restrictive and complicated in details as a sort of disguised protection
tool.

The remainder of this paper is organized as follows. Section 2 briefly discusses the
structure of PSRs and the possible restrictiveness of typical PSR types. Section 3 explains our data
and methodology, and Section 4 investigates the patterns of PSRs for Japan and the U.S., focusing
on similarities and dissimilarities. Section 5 discusses the potential use of FTAs using information
on traded products subject to positive MFN tariffs. The estimated effects of PSRs and further
discussion of the similarities and dissimilarities identified in Section 4 are provided in Section 6.

Section 7 concludes the paper.

2. Conceptual Framework of the Restrictiveness of Typical PSR Types

PSRs consist of wholly obtained (WO) and substantial transformation.'" WO refers to
goods produced entirely in an FTA country, without the addition of any non-originating material.
Substantial transformation includes the following three types: (a) CTC that requires non-originating
materials to change the tariff classification at the defined level, (b) RVC that requires a certain
percentage of the total value of the final product to be added in the FTA territory, and (c) specific
processing that requires a specific processing at a particular stage of the production process. These
three types of substantial transformations can be used in a single form or a combination form in
either selective or compound types. Additionally, different types of exceptions and allowances can
be added to each of the three types. Consequently, many different PSR types can be generated, and
some of these can be complicated.

CTC requires to change a product into a completely different product category, depending
on the level of product classification transformation at either the chapter (Harmonized System (HS)
2-digit), heading (HS 4-digit), or subheading (HS 6-digit) level. Theoretically, the restrictiveness of
CTC is expected to be stronger in the following order: CTC at the chapter level, CTC at the heading
level, and CTC at the subheading level. While some CTC rules would be highly restrictive, they
would make it relatively certain and easy to judge whether the product meets the conditions to

obtain the original status.

' See, for instance, “Rules of Origin Facilitator” (https://findrulesoforigin.org/en?culture=en) for ROOs.
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RVC with a higher share of local value-added tends to be more restrictive, as it requires
more of the total cost to be spent on locally sourced inputs. RVC allows producers to source from
any mix of foreign inputs if the threshold is met for the overall originating content of the final
product. Particularly, when the cumulation rule is applied, which is a regime-wide rule, the
possibility of satisfying the criteria may increase. However, it may be difficult to satisfy the criteria
in some cases, including the case where the local production process is a low value-added one due
to low production costs (labor and assembly costs) (without cumulation rule). In addition,
significant costs associated with compliance and verification of RVC may be incurred, as RVC
requires sophisticated accounting systems, particularly when production processes involve many
countries. Moreover, some firms may not prefer to disclose cost information, even if it is possible.
Furthermore, RVC could raise the uncertainty of origin because of the changes in exogenous factors
(e.g., exchange rate fluctuations) (Angeli et al, 2020).

The aforementioned discussion suggests that one cannot simply state that CTC is more
restrictive than RVC or vice versa. Rather, the restrictiveness of PSRs may depend on firms and
products. The simple selective type, “CTC or RVC,” allows firms a flexible choice of PSR rules to
satisfy, reflecting their cost considerations, preferences, and the nature of their products. Thus,
“CTC or RVC” could be less restrictive than the single form of CTC or RCV. In this regard, it is
important to know that the Japan Business Federation requested the Japanese government to adopt
selective PSR types (“CTC or RVC”) and the principle of CTC to be at the HS 6-digit level, so that
Japanese businesses can efficiently utilize supply chains."

On the other hand, it would be reasonable to assume that the compound type (e.g., CTC
and RVC) is more restrictive than the single type (either CTC or RVC in this case) because firms
are forced to meet all criteria to obtain the original status. In addition, exceptions would add
restrictiveness as they may indicate a deliberate intention to be restrictive (Angeli et al, 2020).
Moreover, the complicated types with a combination of many rules would magnify restrictiveness
because such PSRs may find it more difficult to satisfy the conditions than simple ones and may
also increase administrative costs related to proving the origin of products relative to the benefit of

the preference, resulting in intensifying restrictiveness.

3. Data for Product-Specific ROOs and Our Methodology
This study mainly analyzes FTAs that entered into force in the 2000s and the 2010s, 17
FTAs for Japan, and 12 for the U.S. (Table 1).”” We employ the database of PSRs in these FTAs

" http://www keidanren.or.jp/policy/2016/036_honbun.html.

" The U.S. FTA with Israel in 1985, the Canada-US FTA in 1989, NAFTA in 1994, and USMCA in 2020
are not included in our main analysis, unless otherwise specified. One of the major reasons is to shed light on
new generation FTAs. In addition, the trade pattern in 2020 is unusual due to the COVID-19 pandemic, and
a dynamic effect of FTAs may emerge because it would take a longer time for firms to understand FTAs and
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extracted from the “Rules of Origin Facilitator,” which is provided by the International Trade
Centre (ITC) (2020) (hereafter, the ITC database).'

== Table 1 ==

In the ITC database, the PSR types for the HS 6-digit products are expressed as a single
form or a combination form, adopting categories of rules described in Table 2, such as WO, CTC at
the HS 2-digit (CC), HS 4-digit (CTH), and HS 6-digit (CTSH) levels, allowance for specific HS
codes (ALW), exception for specific HS codes (ECT), specific process (SP), regional value/quantity
content (RVC/RQC), and regional value/quantity content on part(s) (RVP/RQP). The HS
classifications in the database vary among FTAs. The HS classifications for Japan’s FTAs are
HS2002 for ASEAN, Brunei, Indonesia, Malaysia, the Philippines, Singapore, Thailand, Chile, and
Mexico; HS2007 for Vietnam, India, Peru, and Switzerland; HS2012 for Australia, Mongolia, and
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP); and HS2017
for the EU. Similarly, the HS classifications for the U.S. FTAs are HS1996 for Jordan and Chile;
HS2002 for Bahrain, Morocco, Oman, Australia, Colombia, Panama, Peru, and Dominican
Republic-Central America (CAFTA-DR); HS2002 (mostly) and HS1996 for Singapore; and
HS2012 for Korea. We use these HS classifications to retain as much information as possible and to

avoid additional data complexity, unless otherwise specified.

== Table 2 ==

Figure 1 presents the number of heterogeneous PSR types by agreements. When the
number of detailed PSR types is calculated, we distinguish different percentage-criteria of RVC as
different PSR types. In addition, we identify PSR types as heterogeneous when ALW and/or ECT
are combined, and the final form of the combination is different from the others. For Japan’s FTAs,
approximately 20 types are utilized in each agreement, except for four FTAs. In total, 284 types
were utilized in one or more agreements among the 17 FTAs in Japan (Table 3). The U.S. FTAs are
classified into two groups: FTAs with countries in the Middle East and North Africa (MENA) and
FTAs with non-MENA countries. While a small number of detailed types (around 10 types) are
used in each agreement of the four MENA FTAs, around 70 types are used in each agreement of the
eight non-MENA FTAs, which is more than three times the number of types used in most of

Japan’s FTAs. In total, 172 types were utilized in at least one agreement among 12 U.S. FTAs, and

learn their use and for the gradual tariff reduction for some products (e.g., Ando, Urata, and Yamanouchi,
2022b).

'* See Kniahin et al. (2020) and Powers and Ubee (2020) for the details of the database for Japan and the
U.S., respectively. Unfortunately, we have no access to the database for other countries.
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170 out of 172 types are used in one or more agreements among only eight non-MENA FTAs
(Table 3)."

== Figure 1 ==
== Table 3 ==

The successive sections adopt a typology approach, using information on the detailed
PSR types in the database as well as the simplified PSR types. The simplified PSR types are
constructed by transforming the detailed types as follows: (a) ALW and ECT are ignored; (b) RQC,
RVP, and RQP are regarded as RVC; and (c) the heterogeneity in RVC criteria is not considered
unless otherwise specified. This process for simplification produces some confusion. For instance,
“CC or (CC and RVC)” expressed as one of the simplified PSR types must be difficult to
understand; the corresponding types (detailed types) in the ITC database are combined with ALW
and/or ECT and are not simply “CC or (CC and RVC).”

The inverse of the number of PSR types for each HS 6-digit product is used as a weight
when the number of products is aggregated. PSRs are basically negotiated at the HS 6-digit level or
at a more aggregated level for some products because the HS 6-digit classification is the most
disaggregated level that is comparable internationally. Thus, in principle, an HS 6-digit product
corresponds to one PSR type. However, multiple PSR types exist for some HS 6-digit categories in
the database because certain specific products are subject to different PSR types from those applied
to other products in the same HS 6-digit category. In this case, the number of products is weighted,
using the inverse of the number of PSR types so that the aggregated number of products becomes
equal to the total number of products in each HS classification.

Similarly, multiple PSR types in terms of several percentage criteria of RVC exist in
some cases. In the analysis of the RVC patterns, the number of products is weighted by using the
inverse of the number of different percentage criteria in the same HS 6-digit category. To measure
the degree of the diversity of RVC and the related rules used in each agreement, we also calculated
the diversity index proposed by Angeli et al. (2020)."° In our case, a higher (lower) index indicates
a larger (smaller) diversity of different RVC criteria used in each agreement, and the index
increases when the number of different RVC criteria is larger and the distribution of each criterion

is more equal according to the categories described later.

15 The total number of heterogeneous PSR types reaches 274 if NAFTA and USMCA are added to these
eight FTAs (Table 3). It implies that as many as more than 100 types are uniquely used in either of these two
FTAs (not used in other U.S. FTAs), though they do not exist simultaneously.

'® The Shannon diversity index (H) in our case is calculated as follows: H = Zle —P; * In P;, where P; is
the proportion of HS 6-digit products subject to one particular criterion category i in the total number of
products with RVC criteria, and S is the number of categories of RVC criteria. The index is calculated as
H = InS if all categories have the same proportion. See Subsection 4.1 for the category of RVC criteria.

8



4. Similarities and Dissimilarities of PSRs
4.1 Aggregate Level

Our analysis of PSR patterns revealed one similarity and three dissimilarities at the
aggregate level. First of all, both countries use various types of PSRs, and some of which are quite
complicated (aggregate similarity). Tables 4 and 5 present the number of HS 6-digit products by
simplified PSR types and agreements for Japan and the U.S., respectively."” As described in
Section 3, most of Japan’s FTAs utilize more or less 20 types in each agreement, except for four
FTAs with a much greater number of types: around 50 for Australia and Mexico, 70 for the EU, and
almost 100 for the CPTPP. Consequently, 284 types in total were utilized in at least one agreement
for 17 of Japan’s FT As. The total number decreased to 52 when simplified types were counted and
28 types were used in two or more agreements among the 17 FTAs (Table 3)." In the case of the
U.S., approximately 70 types are used in each agreement for non-MENA FTAs, resulting in 170
types in total for the eight FTAs. The corresponding number is 40 when simplified types are
counted, and 35 types are used in two or more agreements among only eight FTAs (Table 3).""*’ In
addition to the variety of types, some PSR types are still quite complicated, even if the detailed PSR
types in the database are aggregated into simplified types (Tables 4 and 5). These findings suggest
that both countries utilize various types of PSRs in their FTAs, including some quite complicated

types, and that the U.S., in particular, tends to have a larger number of heterogeneous PSR types.

== Table 4 ==

== Table 5 ==

One of the most distinctive dissimilarities is the major PSR types intensively utilized by
each country (aggregate dissimilarity 1). Table 6 and Figure 2 present the composition of simplified
PSR types in all FTAs and each agreement, respectively, along with the classification developed in
our study to reflect the major types adopted by the two countries. For Japan, the most intensively
utilized PSR type is the selective type, “CTC or RVC,” which consists of more than 40 percent of
products, and most of them are subject to “CTH or RVC” or “CTSH or RVC” (“CC or RVC” is
rarely observed). Together with CTC, which has the second largest share, over 70 percent of

products fall into these two categories (Table 6). A single form of RVC is rarely utilized; the

"7 See Table A.1 for the corresponding table for NAFTA and USMCA.

" The unique PSR types for Japan, which are used only in one FTA, are found mostly in the FTAs with
Australia, Mexico, and EU and CPTPP.

" All five unique types are observed in the FTA with Singapore.

** If NAFTA and USMCA are included, the corresponding number for 10 FTAs becomes 59.
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compound rules, “CTC and RVC” (3.8 percent in total), in particular “CTSH and RVC” (3.0
percent), are observed mostly in the FTA with India (Figure 2a).”' Overall, Japan’s FTAs
intensively utilize the selective type, “CTC or RVC,” in addition to CTC.

== Table 6 ==

== Figure 2 ==

In contrast, U.S. FTAs primarily adopt either CTC or RVC, and the PSR patterns are
apparently different between MENA and non-MENA FTAs. As Figure 2b clearly demonstrates,
RVC is applied to all products in the FTA with Jordan and around 80 percent in FTAs with Bahrain,
Morocco, and Oman. On the other hand, CTC is used for over 80 percent of products in non-MENA
FTAs, with more or less similar shares among CC (27 percent), CTH (31 percent), and CTSH (23
percent). In addition, the types classified as “CTC or (CTC and RVC)” account for around five
percent for non-MENA FTAs, while the simple selective type (“CTC or RVC”) is rarely
observed.”* As the types categorized into “CTC or (CTC and RVC)” tend to be combined with
ALW and/or ECT, their detailed PSR types are further complicated. While non-MENA FTAs
primarily adopt CTC (sometimes combined with ALW and/or ECT), the application of “CTC or
(CTC and RVC)” combined with ALW and/or ECT is a typical feature of the U.S.

Another distinctive dissimilarity is the variation in PSR types among FTAs (aggregate
dissimilarity 2). The distribution of simplified PSR types varies among Japan’s FTAs, and even
among Japan’s FTAs with ASEAN countries (Figure 2a). This may be natural because ROOs are
basically common among FTA members and are generally determined in negotiations among them.
In contrast, MENA/non-MENA FTAs mostly use RVC/CTC, and there exists almost no variation in
the composition of simplified PSR types among the FTAs in each group (Figure 2b). However,
such almost identical patterns should not be interpreted as such that the U.S. PSRs are simple and
common among FTAs. As already discussed, the number of detailed PSR types in each agreement
for non-MENA FTAs is as large as over three times the number for most of Japan’s FT As, and the
total number of simplified types used in two or more FTAs is larger for only eight U.S. FTAs than
17 Japan’s FTAs. This implies that detailed PSR types are heterogeneous even among non-MENA

*! In the FTA with India, “CTSH and RVC” is applied to more than half of the products, while the selective
type, “CTC or RVC,” is not utilized except in a few cases. In that sense, the FTA with India is quite different
from others.

** The types categorized into “CTC or (CTC and RVC)” are applied to 28 percent of products for NAFTA
and 20 percent for USMCA (Table A.1). In addition to the large number of heterogeneous PSR types
uniquely utilized in either of the two FTAs, this may be evidence implying that the U.S. tends to make PSRs
complicated to avoid the use of preferential tariffs particularly among countries in North America.

* The products subject to “CTC or (CTC and RVC)” are found in Japan’s FTAs as well, but almost all those
products are observed only in the FTA with Mexico (Table 4). “Others: not SP-related” in Figure 2a are
mostly this type for Mexico.
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U.S. FTAs and their variety is larger for the U.S. than for Japan. Having said this, the distribution of
simplified PSR types is surprisingly similar among non-MENA U.S. FTAs, which might indicate
the strong negotiation power of the U.S.*

The heterogeneity of RVC rules among products/agreements can be an additional
dissimilarity (aggregate dissimilarity 3). Figure 3 and Table A.2 provide the detailed information
on RVC and related rules, in which the number of products with RVC rules is calculated, regardless
of whether these RVC rules are used in single or combination forms. The 40-percent RVC criterion
is dominant in Japan. Over half of the products adopt RVC, either in a single form or a combination
form, and the 40-percent RVC criterion is applied to three-fourths of those products with RVC in
total (Figure 3a).” In the case of the U.S., over 80 percent of products are subject to RVCs for
MENA FTAs (Figure 3b), and all of them have a 35-percent criterion (Figure 3a). On the other
hand, the corresponding proportion is only slightly beyond 10 percent for non-MENA FTAs (Figure
3b), but the RVC criteria per se tends to have a wide range in each agreement (Figure 3a).
Moreover, the use of RQP is a distinctive feature of the U.S., which is applied to over 10 percent of
products subject to RVC rules for non-MENA FTAs (Figure 3a).”®

== Figure 3 ==

To measure the degree of heterogeneity of RVC and related rules used in each agreement,
we also calculated the Shannon index as their heterogeneity scores (Figure 3b), based on the
categories in Figure 3a. As explained in Section 3, a higher (lower) index indicates a larger
(smaller) diversity in the different RVC criteria used in each agreement. For Japan’s FTAs, the
diversity indices are less than 0.1 for nine FTAs, between 0.1 and 0.5 for four FTAs, between 0.5
and 1.0 for FTAs with Australia and Peru, and over 1.0 for EU and CPTPP. The simple average for
the 17 FTAs in Japan is 0.3. In contrast, while the diversity indices are almost zero for MENA U.S.
FTAs, they are 1.5 or more for all of non-MENA U.S. FTAs, resulting in a simple average of 1.6.
The simple average for Japan’s FTAs and non-MENA U.S. FTAs can be converted into
exp(0.3)=1.4 and exp(1.6)=5.0, which are equivalent to 1.4 different types and five different types

of RVC rules, on average, per agreement, respectively. The heterogeneity scores confirm that

* Powers and Ubee (2020) mentioned that MENA FTAs generally follow the approach of the U.S. FTA
with Israel with a uniform 35-percent RVC criterion, while non-MENA FTAs more closely follow NAFTA.
However, the detailed PSR types in NAFTA or USMCA are significantly different from those in non-MENA
FTAs (see Table A.1 and Figure A.1).

» FTAs with ASEAN, individual ASEAN countries, Mongolia, and Switzerland apply a 40-percent RVC
criterion to all or most products. On the other hand, FTAs with Mexico, Peru, and EU employ a 50-percent
(or 55-percent) RVC criterion for most products with RVC, while the FTA with India uses a 35-percent
criterion. Note that the RVC criterion per se is slightly lower in the FTA with India than other Japan’s FTAs,
but the RVC is used as the compound type, “CTC and RVC,” not as the selective type (“CTC or RVC”).

* The corresponding portion for Japan is only one percent, and such products are mostly observed in the
FTA with Peru.
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various criteria of RVC are used in each agreement of non-MENA U.S. FTAs, while relatively
common RVC criteria tend to be used among Japan’s FTAs. All these findings suggest dissimilar
strategies for the use of RVC rules in terms of the diversity of heterogeneous RVC rules among
products/agreements, including the use of RQP, though the dominant PSR type is CTC for
non-MENA FTAs.

4.2 Sectoral Level

The sectoral composition of PSR types reveals additional important similarity and
dissimilarity. Figure 4 presents the sectoral pattern of PSRs in FTAs for (a) Japan and (b) the U.S
(non-MENA). Clearly, both countries intensively use CC for the agriculture and food sectors
(HS01-24) and “CTC and SP” in addition to CC and CTH for the textile sector (HS50-63) (sectoral
similarity). The shares of CC in the agriculture sector (HSO1-15) and food sector (HS16-24) are
over 80 percent and 60 percent for Japan, respectively, and the corresponding shares are over 90
percent and 70 percent for the U.S., suggesting that CC is dominant in these sectors of both
countries. Moreover, almost all products subject to “CTC and SP” (96 percent/95 percent for
Japan/the U.S.) are observed in the textile sector of both countries (Table A.3).”” The proportion of
“CTC and SP,” CC, and CTH in the textile sector is almost 100 percent in the U.S. The
corresponding share for Japan exceeds 50 percent, and reaches almost 100 percent when “other
types related to SP” are also included.”® Such sectoral similarity for the agriculture, food, and
textile sectors may partially reflect the nature of products, but it may also partially reflect that these

sectors are the target of tariff protection by both countries.

== Figure 4 ==

A typical dissimilarity at the sectoral level is observed in the machinery sector (HS84 to
HS92). Dissimilarities identified at the aggregate level are more salient in machinery sectors where
dense GVCs/IPNs have been developed (sectoral dissimilarity). Around 80 percent of machinery
products are subject to “CTH or RVC” or “CTSH or RVC” (Figures 4 and 5), which is as large as
twice the share for the whole sector, indicating their dominant position in the machinery sector.
Combined with the feature of aggregate dissimilarity 3, the dominance of “CTH or RVC” and
“CTSH or RVC” in Japan’s FTAs in the machinery sector suggest much more intensive use of the

simple selective types that allow firms to choose one from probably less restrictive types of CTC

*7 The share of the textile sector in total number of products is only 16 percent. It also confirms an extremely
concentrated use of “CTC and SP” in this sector.

** For Japan, “CTC and SP” and “others related to SP” are mostly used in the textile sector (96 percent and
80 percent, respectively), and “CTC or RVC or SP” is mostly applied to chemical products (76 percent) and
plastic products (20 percent). Thus, all SP-related types, regardless of how SP is combined with other rules,
are mostly observed in these three sectors (52 percent for textile, 31 percent for chemical, and eight percent
for plastic).
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and relatively common RVC criterion among products/agreements. This is discussed in more detail

in Section 6.

== Figure 5 ==

In contrast, the dominant types in machinery sectors for non-MENA U.S. FTAs are CTC
(42 percent of machinery products for CTSH and 21 percent for CTH) and “CTC or (CTC and
RVC)” (17 percent) (Figures 4 and 5). Compared with the aggregate pattern (81 percent and five
percent for each), CTC is utilized less, and “CTC or (CTC and RVC)” is utilized more intensively.
Surprisingly, the share of “CTC or (CTC and RVC)” for the machinery sector is much higher for
NAFTA (55 percent) and USMCA (40 percent) than for non-MENA FTAs (Figure 5). As “CTC or
(CTC and RVC)” tend to be combined with ALW and/or ECT, the detailed types are likely to be
very complicated. In addition to this type, “CTH and RVC” are used, accounting for eight percent.
All of these findings indicate that U.S. PSRs in the machinery sector are more complicated, making
it more difficult to satisfy the PSRs.

4.3 Others: CPTPP and Common Partners for the Two Countries

Before moving to the next section, we discuss CPTPP and some features of common
partners for the two countries. While CTC is applied to more than 70 percent of products, which is
much higher than the corresponding shares for other FTAs of Japan, “CTC or RVC,” which is the
most intensively utilized type for other FTAs of Japan, is applied only to less than 20 percent. In
addition, unlike other FTAs, CPTPP has a variety of RVC criteria, although the proportion of
products with RVC is less than 10 percent. These features are similar to the patterns of non-MENA
U.S. PSRs (see aggregate dissimilarity 1 and aggregate dissimilarity 3) rather than Japan’s PSRs
(Figure A.1). Although the U.S is not a member of CPTPP, it was involved in negotiations over
Trans-Pacific Partnership Agreement (TPP) and signed it in February 2016. The difference between
them is that “CTH or RVC” is used more widely (over 10 percent) and “CTH and RVC” is rarely
used, unlike non-MENA FTAs. In that sense, the PSRs in CPTPP could be a sort of compromise
that is like the US pattern, but incorporates a certain feature of Japan’s (or Asia’s) FTAs.

Four countries, namely, Australia, Chile, Peru, and Singapore, are the common partners
of FTAs in the 2000s and the 2010s for Japan and the U.S., and the corresponding number
becomes five if Mexico, which is a USMCA member with the U.S. and Canada, is added to them.
Even if we focus on these countries only and compare the PSRs by the common partner, the
aforementioned features remain. The number of detailed PSR types is certainly much larger
(Figure 1), and the RVC criteria are more diversified among products/agreements (Figure 3b) for
U.S. FTAs than for Japan’s FTAs. However, when we look at the distribution of simplified PSR
types, the share of CTC is much larger than that of “CTC or RVC” for Japan’s FTAs with Chile
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and Mexico, similar to the U.S. FTAs, unlike other Japan’s FTAs, including those with other
common partners (Figure 2). In addition, “CTC or (CTC and RVC),” which is a distinct feature of
U.S. FTAs, is used in Japan’s FTA with Mexico, and its share is almost equal to that of USMCA,
although none of Japan’s FTAs with other common partners use this type (Figures 2 and A.1).
Thus, there are some commonalities between a few FTAs with common partners, but the major
features of PSR patterns discussed in this section, in particular dissimilarities, hold even if PSRs

for common partners are compared.

5. Potential Use of FTAs: An Analysis of Products with Positive MFN Tariffs

This section briefly discusses the patterns of traded products with positive (non-zero)
MEN tariffs because FTA preference may be used for these products, and PSRs would matter
particularly for them. Table 7 presents two types of shares for exported/imported products subject to
positive MEN tariffs; their share in each sector and their sectoral share in total exported/imported
products based on the number of imported products subject to a positive MFN tariff imposed by
each FTA partner for exports and the number of products imported from each FTA partner with a
positive MFN tariff imposed by Japan/the U.S. for imports.” The data for MFN tariffs in the year

of enforcement of an FTA are used to determine whether MFN tariffs are zero or positive.”

== Table 7 ==

In Japan, while fewer than half of imported products are subject to positive MFEN tariffs,
more than 70 percent of exported products are subject to positive MFEN tariffs. Moreover, while
imported products with positive MFN tariffs are concentrated in specific sectors such as agriculture,
food, and textile products, exported products with positive MFN tariffs are found in many sectors.
This suggests that preferential tariffs under FTAs and PSRs can potentially be used much more
intensively and extensively on the export side for Japan than on the import side. Although we
cannot obtain comprehensive data on the use of FTAs for Japan’s exports, this evidence confirms
that it is worth discussing the effects of PSRs on trade, particularly on Japan’s export side.”’ On the
other hand, both the U.S. and its FTA partners have the potential to use FTAs for more than 60

¥ An exported/imported product refers to a HS 6-digit product with export to/import from each FTA partner.
Having a trade (export/import) in before and after the enforcement of an FTA is a criterion for positive trade
products by FTA partners.

** The tariff data in several HS classifications for FTAs in our analysis is converted into the HS1996 version.
*! The data for imports under FTAs is available from 2012 for Japan’s imports. Urata and Hayakawa (2015)
discuss that the portion of FTA use in 2012-2014 is more or less 80 percent when focusing on only imports
of products subject to positive MFN tariff, except countries that can use tariffs under the Generalized System
of Preferences system. See Ando and Urata (2018) for the determinants of FTA utilization in Japan’s imports
using this data.

14



percent of products across various sectors including nine/eight sectors with over 70-percent shares
of positive MFEN tariffs for exports/imports. Thus, the gap between exports and imports in terms of
the portion of products as well as the coverage of sectors is not so large for the U.S. as is Japan’s
case.

While both countries’ strategies of tariff protection tend to be similar for the agriculture,
food, and textile sectors, they seem to be opposite for the machinery sector. Both countries impose
positive MFN tariffs on a large portion of agriculture, food, and textile products. In particular, the
sectoral share of total imports is by far the highest for textile products for both countries: one-third
for Japan and one-fourth for the U.S. In contrast, Japan rarely imposes MFN tariffs on machinery
products (1.7% of machinery products), but the U.S. imposes MFN tariffs on many machinery
products (55.3%). Consequently, machinery products subject to positive MFN tariffs account for as
much as one-fourth of the total imported products with positive tariffs for the U.S. Zero MFN tariffs
imposed on most machinery products by Japan imply that it has no incentive to make ROOs

complicated/restrictive in the machinery sector.’

6. Estimated Effects of PSRs and Further Discussion

This section discusses the implications of the identified similarities and dissimilarities by
incorporating information on the potential use of FTAs as well as the estimated effects of PSRs on
trade. To provide quantitative evidences of the impact of PSRs, this section uses the estimates
obtained by Ando, Urata, and Yamanouchi (2022a). In their study, the effects of FTAs on trade
were first estimated by trading partners and products at the HS 6-digit level, using data from 170
countries in 1996-2019, and then the impact of PSRs was analyzed as a determinant of the effects
of FTAs on exports and imports for Japan and the U.S, respectively.” The aggregate FTA effects
on trade (i.e., percentage changes in trade) in Table 8 are the trade-weighted average of the FTA
effects by partners for all sectors and machinery sectors only.”* The PSR effects are calculated,

using only the statistically significant coefficients in their regressions.”

== Table 8 ==

> Some PSR types applied to machinery products in Japan’s FTA with Mexico are complicated, probably
because Mexico had some incentives for it.

» See Ando et al. (2022a) for details of the regression analysis. They also provide interesting results on the
effects of preferential margins, the interaction term of PSRs with preferential margins, and the interaction
terms of PSRs with product categories (primary goods, intermediate goods, and final goods).

** They compared actual trade values with the counterfactual trade values to calculate the effects of FTAs on
trade values by partners using a similar method to Breinlich et al. (2021). The effects estimated in Breinlich
et al. (2021), for example, range from 56 to 105 percent.

* The variables for PSR types rarely used in the FTAs of Japan/the U.S. are not included in their regression
equations.
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As both exports and imports of Japan show similar results for CTC, let us look at the
estimates on the export side because FTA tariffs and PSRs can be used intensively (a large portion
of products) and extensively (a wide coverage of sectors). The export-weighted average of FTA
effects across partners for Japan is estimated to be 28 percent for aggregate exports and 27 percent
for machinery exports. The estimated effects of PSRs on exports suggest that compared with CTSH,
CC is the most restrictive, followed by CTH, as expected; if the PSR type becomes CC (CTH) from
CTSH, the FTA effect would be reduced by 16 percentage points (12 percentage points). This
quantitative exercise confirms that more restrictive types of CTC would certainly reduce a
non-negligible portion of the positive effects of FTAs on exports (i.e., the trade expansion effect).

The estimated effects of PSRs for Japan also suggest that “CTC or RVC” partially
mitigate such negative effects of restrictive PSRs on the export side. For example, if the PSR type
becomes “CC or RVC” (“CTH or RVC”) from CTSH, the FTA effect would be reduced by five
(one) percentage point, which is smaller than 16 (12) percentage point for CC (CTH). If the PSR
type becomes “CTSH or RVC” from CTSH, the FTA effect would increase by 11 percentage points.
It implies that the quantitative trade-restrictive effects of “CTH or RVC” and “CTSH or RVC” on
Japan’s exports are indeed relatively small, though the FTA effects are the mixed outcome of
heterogeneous PSR types.

As demonstrated in Section 4, “CTH or RVC” and “CTSH or RVC” are the most
intensively utilized one (aggregate dissimilarity 1), and RVC criterion tends to be common among
products in each agreement as well as among agreements, with a dominance of a 40-percent RVC
criterion (aggregate dissimilarity 3) for Japan’s FTAs. Combined with the estimated effects, these
identified features suggest that “CTH or RVC” and “CTSH or RVC” are the combination of less
restrictive types of CTC (as expected) and basically common RVC criterion among
products/agreements, and that the intensive use of these PSRs had less trade-restricting effects of
PSRs on Japan’s trade (as expected).

These features of Japan’s PSRs are more salient in the machinery sector (sectoral
dissimilarity). The outstandingly high dominance of “CTH or RVC” and “CTSH or RVC” (around
80 percent of machinery products) implies that Japan intends to provide firms with a flexible choice
to select one from less restrictive types of CTC and basically common RVC particularly in the
machinery sector. As discussed in Section 5, MFN tariffs imposed on most machinery products by
Japan are already zero, but positive MFEN tariffs are imposed by partner countries on 71 percent of
machinery products exported from Japan. This indicates that partner countries may still have an
incentive to make PSRs complicated/restrictive. Nevertheless, not only Japan but also ASEAN
countries do recognize the importance of IPNs in the region, and thus Japan could successfully
establish less restrictive PSRs in machinery sectors in many FTAs. All this evidence may reflect

Japan’s FTA strategies to increase the use of preferential tariffs under FTAs by adopting rather
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relaxed PSRs to enhance GVCs/IPNs, and such IPNs-friendly FTAs indeed contributed to reducing
the trade-restricting effects of PSRs.

For non-MENA U.S. FTAs, the estimated effects of PSRs suggest that CC is more
trade-restrictive than CTSH. The FTA effect on exports/imports would be reduced by 13/30
percentage point if the PSR type becomes CC from CTSH, whereas the aggregate FTA effect is
67/20 percent. A wider application of CC (around 30 percent of products) by the U.S. than Japan
(aggregate dissimilarity 1) indicates that the effects of the more restrictive PSR type would
certainly be large for the U.S.

Moreover, the U.S. applies many detailed PSR types (aggregate similarity), and utilizes
complicated PSR types, including “CTC or (CTC and RVC)” that tends to be combined with ALW
and/or ECT, and heterogeneous criteria of RCV (aggregate dissimilarity 3), though the dominant
PSR type is CTC (aggregate dissimilarity 1). In particular, “CTC or (CTC and RVC)” is applied to
a larger portion of machinery products than the whole sector (sectoral dissimilarity). The FTA
effects on trade are much lower for the machinery sector than those for the whole sector particularly
on the export side, while the gap between MFN tariffs for the whole sector and the machinery
sector is not large (5.9 percent/3.3 percent for all/machinery products). The estimated effects of
PSRs on U.S. exports imply that if the PSR type becomes “CTC or (CTC and RVC)” from CTSH,
the FTA effect would be reduced by 13/25 percentage point for all/machinery sectors. Although the
FTA effects are a mixed outcome of heterogeneous PSRs, these findings may indicate that the
aforementioned heterogeneous and complicated PSRs may partially explain the relatively low FTA
effects on U.S. machinery trade particularly on the export side.

Remember that “CTC or (CTC and RVC)” is applied to as many as 55 percent/40 percent
of machinery products in NAFTA/USMCA. Feenstra and Taylor (2020) provide some examples of
PSRs that became more restrictive in USMCA than in NAFTA: automotive production, automotive
wages, labor, dairy trade, internet platforms, and subset clauses. For instance, for automotive
production, the total content of an automobile in North America must be 75%, which is an increase
from 62.5% under NAFTA. Regarding automotive wages, 30 percent of an automobile’s content
(rising to 40% for autos and 45% for light trucks in 2023) must be produced in North American
plants where labor earns at least $16 per hour, though there was no similar provision in NAFTA.
They also emphasize that $16 per hour is about three times the prevailing wage in auto
manufacturing in Mexico; thus this new provision will potentially influence the location of
automobile production facilities within North America as it will create some incentive to shift
production out of Mexico and into the U.S. or Canada. These are examples, but it seems that
restrictive PSRs tend to be used as tools to protect domestic industries. North America is one of the
most important regions in which the dense machinery IPNs have been developed. Nevertheless, the

U.S. tends to use more complicated PSRs, making it more difficult to use FTAs. Consequently, as
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our estimates suggest, such complicated PSRs seem to have impeded the export expansion of the
U.S. through FTAs in the machinery sector, though they had an insignificant effect on its imports.
Finally, we briefly discuss negotiations over ROOs. Naturally, the distribution of PSR
types varies among FTAs because ROOs are basically common among FTA members and are
generally determined in negotiations among them. For instance, PSR patterns are not very similar,
even among Japan’s FTAs with ASEAN countries. As not only Japan but also ASEAN countries
recognize the importance of utilizing IPN-friendly FTAs, however, less restrictive types of PSRs
were introduced in many FTAs involving Japan and ASEAN countries.’® On the other hand, the
distribution of simplified PSR types for CPTPP is rather similar to non-MENA U.S. FTAs than
other Japan’s FTAs (Figure A.1). Although the U.S. is not a member of CPTPP, it was involved in
the negotiation of the TPP, which was the basis of CPTPP. Indeed, the U.S. led the TPP
negotiations. CPTPP is one of the most recent FTAs. Angeli et al. (2020) demonstrated that, on
average, heterogeneity scores of PSRs have increased over time because of the addition of new
FTAs, which often come with new rules for new pairs of partners, and that the heterogeneity of
PSRs in North-South FTAs has increased significantly since 2000. In that sense, the PSRs in
CPTPP could become (naturally) more restrictive, but such strong similarity of the major categories
between non-MENA U.S. FTAs and CPTPP might indicate the strong negotiation power of the U.S.

7. Conclusion

This study investigated the trade restrictiveness of PSRs in comprehensive sets of FTAs
for Japan and the U.S., focusing on their similarities and dissimilarities. Both countries, in particular
the U.S., utilize various types of PSRs, and some of which are quite complicated. There is room to
simplify PSRs and adopt less restrictive types. In addition, both countries intensively use restrictive
types of PSRs for the agriculture and food sectors (CC) and the textile sector (“CTC and SP” in
addition to CC and CTH), which may partially reflect the nature of products, but it may also
partially reflect that these sectors are the target of tariff protection.

On the other hand, the most distinctive dissimilarities identified are the major PSR types
and variations in PSR types among FTAs. For Japan’s FTAs, the simple selective type, “CTC or
RVC” (mostly “CTH or RVC” and “CTSH or RVC”) is the most intensively and extensively
utilized type, and RVC criteria adopted in these types tend to be common among
products/agreements. The estimated effects of PSRs on Japan’s trade demonstrated that these “CTH
or RVC” and “CTSH or RVC” were indeed less restrictive to trade for Japan. In contrast, a few
MENA U.S. FTAs mostly use RVCs, while non-MENA FTAs mostly use CTC. Although the

distribution of simplified PSR types shows almost no variation among FTAs in each group, the

% See Cadot and Ing (2016), for instance, for ROOs in ASEAN/ASEAN+1 FTAs.
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detailed PSR types in non-MENA FTAs are likely to be more heterogeneous and complicated than
those in Japan’s FTAs, resulting in an increased level of trade restrictiveness.

We also demonstrated that the aforementioned dissimilar features between Japan’s and
U.S. PSRs are more salient in machinery sectors where dense GVCs/IPNs have been developed.
Japan’s FTAs apply “CTH or RVC” and “CTSH or RVC” to most machinery products. Japan must
have successfully utilized FTAs by establishing less restrictive PSRs to further activate machinery
IPNs as IPNs-friendly FTAs. In contrast, U.S. FTAs applies more complicated types of the
combination of CTC and RVC, ie., “CTC or (CTC and RVC)” that is often combined with ALW
and/or ECT, to a large portion of machinery products, with almost no use of the simple selective
type, particularly in NAFTA and USMCA. Such a restrictive PSR type had insignificant effects on
U.S. imports but resulted in a significant reduction in FTA effects on exports. Several crucial
changes were made toward more restrictive ROOs in the transition from NAFTA to USMCA.
Although North America is one of the important regions with dense machinery IPNs, more
restrictive and complicated PSRs may reflect U.S. strategies to avoid the use of preferential tariffs
as disguised protection tools and to protect domestic industries by not only blocking trade from
third countries but also shifting production sites to the domestic market even within the USMCA
region.

Our study demonstrates how ROOs can significantly influence trade under FTAs. The
objective of ROOs is to prevent trade deflection, and they are necessary to ensure that FTAs
function appropriately. Recognizing the need for ROOs, restrictive and complicated ROOs can
reduce the magnitude of trade expansion with FTA members, thereby defeating the purpose of
FTAs. It is advisable to make ROOs less restrictive by adopting business-friendly and
uncomplicated PSRs to achieve the objective of FTAs, that is, to expand trade with FTA members.
Well-functioning FTAs may play an important role for further activating IPNs or realizing
economic growth in an increasingly uncertain and protectionist trading environment, which we are
faced with, due to several unprecedently serious developments including the emergence of the
ongoing coronavirus pandemic, aggravated U.S-China frictions, the unjustifiable Russian invasion
of Ukraine, escalation of global warming, malfunctioning WTO, and others, by providing a

rule-based trading system.
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Table 1 Japan and U.S. FTAs in Our Analysis

FTA partner Effective FTA partner Effective
Japan's FTAs US. FTAs
Singapore Nov 2002 Jordan Dec 2001
Mexico Apr 2005 Chile Jan 2004
Malaysia Jul 2006 Singapore Jan 2004
Chile Sep 2007 Australia Jan 2005
Thailand Nov 2007 Bahrain Jan 2006
Indonesia Jul 2008 Morocco Jan 2006
Brunei Jul 2008 Oman Jan 2009

Dec 2008 (Japan, Singapore, Vietnam,

- CAFTA-DR Mar 2006 (U.S., El Salvador), Apr 2006

Laos, Myanrpar), Jan 2009 (Brpnel), Feb (Central America- (Honduras, Nicaragua), Jul 2006

ASEAN 2009 (Malaysia), Jun 2009 (Thailand), Dec .. ..
. VS Dominican (Guatemala), Mar 2007 (Dominican Rep.),
2009 (Cambodia), Jul 2010 (Philippines), Republi Jan 2009 (Costa Ri
Mar 2018 (Indonesia) epublic) an (Costa Rica)

Philippines Dec 2008 Peru Feb 2009
Switzerland Sep 2009 Korea Mar 2012
Vietnam Oct 2009 Colombia May 2012
India Aug 2011 Panama Oct 2012
Peru Mar 2012
Australia Jan 2015
Mongolia Jun 2016

Dec 2018 (Mexico, Japan, Singapore, New
CPTTP Zealand, Canada, and Australia), Jan 2019
(Vietnam)

EU Feb 2019

Notes: The FTAs in our main analysis are those entered in force in the 2000s and 2010s. Although U.S. FTA with Israel
(which entered into force in 1985) and CUSFTA(1989)/NAFTA (1994)/USMCA (2020) are not included, some of their

information are supplemented/discussed in the paper.
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Table 2 Description of PSR Types in the Database

Rule Definition

WO The originating status for a good wholly obtained or manufactured in one country

NC (n.a.:Jp) The non-originating inputs not required to be classified in a different HS code than the final good
CC The originating status for a good with a change in tariff classification at the HS chapter level
CTH The originating status for a good with a change in tariff classification at the HS heading level
CTSH The originating status for a good with a change in tariff classification at the HS subheading level
CTI (na.JP) The originating status for a good with a change in tariff classification at the HS tariff item level
ALW Allowance of the originating status for a good with non-originating inputs of specific HS codes
ECT Exception of the originating status for a good with non-originating inputs listed under exception
SP The originating status for a good with a specific processing

RVC The originating status for a good with no less than a defined regional value content percentage
RQC The originating status for a good with no less than a defined regional quantity content percentage
RVP (n.a.: us) The originating status for a good with RVC on a part(s)

RQP The originating status for a good with RQC on a part(s)

Other Origin criteria other than related to WO, CTC, RVC(P)/RQC(P), or SP

Note:"n.a." indicates that the type is not found in the database of each country.

Source: ITC database.
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Figure 1 Number of Detailed PSR Types by Agreements
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Notes: Detailed PSR types with different RVC percentages are counted separately. For the U.S., the data for Israel,
NAFTA, and USMCA are included as references.

Source: authors' calculation, using ITC database.
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Table 3 Heterogeneous PSR Types: Summary of Number of Types

Detailed types Simplified types

Total
(used in

Number of FTAs Each agreement Total Total  two or

more

FTAs)

around 20
[exception: around 50 (Australia and
Japan 17 Mexico)/70 (EU)/ 284 52 28

almost 100 (CPTPP)]

a few or around 10 (MENA)/
around 70 (non-MENA) 172 40 3

12 (MENA and non-MENA)

U.S. 8 (non-MENA) around 70 170 40 35

around 70
10 (non-MENA, NAFTA/USMCA) [exception: over 100 (USMCA)] 274 59 35

Notes: The number for “Total” refers to the number of types used in at least one agreement. MENA refers to four US

FTAs with countries in the Middle East and North Africa and non-MENA refers to eight US FTAs with non-MENA

countries.

Source: authors' calculation, using ITC database.
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Table 4 Number of Products by Simplified PSR Types and Agreements: Japan

z o~ K= K 8 S 9 £ = = ° s
T &% & £ & 5§ & % = & =2 & =2 £ 5 &
8 § & 5§ £ ¥ I : 3 B § & & & § B &
< 2 E = E 5§ E > < s = : O
2
CcC 911 881 1,022 790 989 862 1,030 940 1,124 141 1,057 1389 1960 1,088 955 67 1,245
CC and RVC 3 3 2 2 3 4 44 42 17 5
CCorRVC 126 32 55 118 475 53 257 154 95 6 82 4 126 114
CTH 154 163 158 261 235 192 423 164 663 670 134 1,537 1,127 256 372 802 1,647
CTH and RVC 0 0 0 25 6 0 10 0 4 141 0 11 197 90 20 63 20
CTH or RVC 3,053 31 21 592 1,591 33 1,199 2494 1,099 2 1,785 438 58 2,093 2913 1,772 670
CTSH 8 17 4 9 12 10 66 14 60 5 414 475 14 8 49 1,047
CTSH and RVC 2,583 2 47 3
CTSH or RVC 33 2293 2285 2,652 1073 2315 604 867 455 1,393 864 444 6 14
RVC 220 4 31 30 4 22 34 2 18 13 84 96 35
WO 3 67 9 9 79 40 65 74 748 60 71 11 61 4 512
CC and SP 389 237 374 399 404 414 329 188 94 291 294 27 268 274
CTH and SP 81 90 81 90 81 89 2 28 81
CCorRVC or SP 63 5 10 29 10
CTH or RVC or SP 34 519 576 594 100 590 26 31
CTSH or RVC or SP 928 384 385 333 2 342 12 866
CC or (CC and RVC) 117
CC or (CTH and RVC) 49 45 22
CC or (CTSH and RVC) 26
CTH or (CTH and RVC) 572 2
CTH or (CTSH and RVC) 248
CTSH or (CTSH and RVC) 66
CC or RVC or (CTH and RVC) 2
CTH or RVC or (CTH and RVC) 2
CTSH or RVC or (CTSH or RVC) 2
CTH or RVC or (CTSH and SP) 2
(CC and RVC) or (RVC and SP) 2
RVC or (CTH or RVC) 1
RVC or (CTH and RVC) 2 4 59
RVC or (CTSH and RVC) 6
CC or Other 1
CTH and WO 47
CTH and RVC and WO 22
SP 766 760 666
CC or SP 44 9 265 19
CTH or SP 230 79 1 14 1
CTSH or SP 29 5 96 1
SP or (CC and SP) 44 244 44 44 44 44 43 41
SP or (CTH and SP) 200 200 200 200 200 200 43 182
RVC or SP 4
WO or SP 112
SP or (RVC and SP) 96
CTH or SP or (CTSH and RVC) 2
CTH or SP or (RVC and SP) 138
CTSH or SP or (RVC and SP) 580
CTH or RVC or SP or (RVC and SP) 26
CTSH or RVC or SP or (RVC and SP) 73
RVC or SP or (CTSH and RVC) or (RVC and SP) 6
RVC or SP or (CTSH and SP) or (RVC and SP) 1
CC and RVC and SP 244 21
CTH and RVC and SP 3 1 2 1
Other 1 1 1 1 1 1 1 1 3
Total 5222 5222 5222 5222 5222 5222 5222 5052 5205 5052 5205 5222 5222 5052 5,052 5387 5205

Notes: To simplify the detailed PSR types in the database, ALW and ECT are ignored, RQC, RVP, and RQP are

regarded as RVC, and the percentage of RVC is ignored. Some confusing types are generally combined with ALW

and/or ECT in the database; for instance, “CC or (CC and RVC)” is not a simple “CC or (CC and RVC).” The types

used only in a single FTA are highlighted. The HS classifications are HS2007 for Vietnam, India, Peru, and

Switzerland; HS2012 for Australia, Mongolia, and CPTPP; HS2017 for EU; and HS2002 for others.

Source: authors' calculation, using ITC database.
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Table 5 Number of Products by Simplified PSR Types and Agreements: the U.S.

= E 8 = .‘—-’S < g 1) g < gl
= a4 = < = 35 & <
O
CC 398 479 392 1480 1497 1,232 1421 1381 1466 1381 1416
CC and RVC 1 9 10 14 1 14 14
CCorRVC 50 2 39 38 11 38 38
CTH 201 237 201 1487 2,099 1,579 1576 1,533 1,502 1,533 1,538
CTH and RVC 178 142 221 192 140 137 140 137
CTH or RVC 35 36 63 9 36 26 36 29
CTSH 13 1236 683 1354 1,112 1,247 1280 1,247 1,248
CTSH and RVC 21 19 17 23 39 14 39 20
CTSH or RVC 56 72 8 13 120 84 120 98
RVC 5,113 4335 4,195 4335 15 38 43 46 43 43
CC and SP 284 284 290 327 273 293 324 299 299 299 300
CTH and SP 1 1 6 2 3 2
CTSH and SP 10 4 1 3 9 8 8 4
CC or (CC and RVC) 14 52 73 13 24 55 24 14
CC or (CTH and RVC) 57 43 2 58 48 55 48 58
CC or (CTSH and RVC) 1 9 3 34 14 14 14 14
CTH or (CTH and RVC) 74 96 89 114 76 85 76 85
CTH or (CTSH and RVC) 107 66 127 85 77 85 73
CTSH or (CTH and RVC) 2 18 2 11 2
CTSH or (CTSH and RVC) 9 23 11 13 11 13 9
CC and RVC and SP 3 3 30 3 3 3 3 3
CTH and RVC and SP 2 2 2 2
CTH or (CTSH and SP) 8 7 8 8 8 8
CTH or SP 1 1 1
CC + WO and SP 25 25 23
(CTH and RVC) or (CTSH and SP) 1 2 2 2
SP 4 6 12 2 2 3 2 4
SP or (CC and SP) 3 3 3 3 3 3 3
SP or (CTH and SP) 25 19 5 19 19 19 19
SP and WO 1 1 1
ALW 1 1 1 1 1 1
ECT 1 1 77 1 1 1 1
NC 5 6 5 5 5 16
NC and SP 3 4 2 3 3 3 3
CC or CTSH 1
CC or (CTSH and RVC and SP) 1
(CC and RVC and SP) or (CTSH and RVC) 2
CTH or (NC and SP) 6
CTSH or (CTSH and SP) 1
Other 111 1
Total 5,113 5222 5222 5222 5222 5205 5213 5,113 5222 5222 5222 5222

Notes: To simplify the detailed PSR types in the database, ALW and ECT are ignored, RQC, RVP, and RQP are
regarded as RVC, and the percentage of RVC is ignored. Some confusing types are generally combined with ALW
and/or ECT in the database; for instance, “CC or (CC and RVC)” is not a simple “CC or (CC and RVC).” The types
used only in a single FTA are highlighted. The HS classifications are HS1996 for Jordan and Chile; HS2002 (mostly)
and HS1996 for Singapore; HS2012 for Korea:, and HS2002 for others.

Source: authors' calculation, using ITC database.
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Table 6 Summary of Simplified PSR Types (%)

Japan U.S.
excl.CPTPP MENA  Non-MENA
CTC 313 285 56.8 9.2 80.5
CC 18.6 18.3 20.1 6.1 27.1
CTH 10.2 8.8 21.6 3.1 309
CTSH 2.5 1.4 15.1 0.1 22.6
CTC and RVC 38 4.0 25 0.0 3.7
CC and RVC 0.1 0.1 0.1 0.0 0.2
CTH and RVC 0.6 0.7 2.1 0.0 3.1
CTSH and RVC 30 32 03 0.0 0.5
CTC or RVC 41.8 434 1.7 0.0 25
CC or RVC 1.9 1.9 03 0.0 0.5
CTH or RVC 22.5 23.1 04 0.0 0.6
CTSH or RVC 17.3 184 09 0.0 14
RVC 0.7 0.7 29.2 86.5 05
WO 21 2.2 0.0 0.0 0.0
CTC and SP 5.2 5.2 53 4.2 59
CTC or RVC or SP 6.6 7.0 0.0 0.0 0.0
Others 8.6 9.0 4.5 0.0 6.8
SP-related 7.1 7.1 1.1 0.0 1.6
CTC or (CTC and RVC) 1.3 14 35 0.0 52
Others 0.2 0.5 0.0 0.0 0.0
Total 100.0 100.0 100.0 100.0 100.0

Notes: Shares are calculated based on the number of HS-6digit products. Major PSR types and PSR types commonly
used by Japan and the U.S. are selected.

Source: authors' calculation, using ITC database.
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Figure 2 Composition of Simplified PSR Types by Agreements
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Figure 3 Distribution and Heterogeneity of RVC Ceriteria and Related Rules
(a) Distribution of RVC criteria
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Notes: HS 6-digit products with RVC rules are those with RVC types in a single form or a combination form. The
Shannon diversity index as a heterogeneity score is calculated, based on the categories shown in Figure 3 (a).

Source: authors' calculation, using ITC database.
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Figure 4 Composition of Simplified PSR Types by Sectors
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Notes: HS01-05: live animals and products, HS06-14: vegetable products, HS15: animal and vegetable oils, HS16-24:
food products, HS25-27: mineral products, HS28-38: chemicals, HS39-40: plastic materials, HS41-43: skin, raw
material, HS44-46: wood products, HS47-49: pulp and paper, HS50-63: textiles, HS64-67: footwear, umbrellas,
HS68-70: cement, ceramic, HS71: precious stones, HS72-83: base metals, HS84: general machinery, HS85: electric
machinery, HS86-89: transport equipment, HS90-92: precision machinery, HS94-96: various manufactured goods, and
HS93&97: others.

Source: authors' calculation, using ITC database.
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Figure 5 Distribution of Major PSR Types in Machinery Sectors (%)
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Note: “CTC or (CTC and RVC)” tends to be further combined with ALW and/or ECT.

Source: authors' calculation, using ITC database.

32



Table 7 Exported/imported Products Subject to Positive MFN Tariffs (%)

Japan U.S.
Exports Imports Exports Imports
Share in  Sectoral Share in  Sectoral Share in  Sectoral Share in  Sectoral
each  share in each  sharein each  sharein each  share in
HS Products sector total sector total sector total sector total
01-05 Live animals & products 67.1 10 87.1 43 772 40 46.0 19
06-14 Vegetable products 64.8 19 75.8 5.1 67.8 53 74.5 5.6
15 Animal & vegetable oils 712 04 85.5 1.1 742 1.0 79.0 0.8
16-24 Products of food industry 79.2 3.1 853 70 85.6 54 834 54
25-27 Mineral products 49.0 0.8 20.8 0.6 473 1.8 21.3 0.5
28-38 Chemicals 65.8 119 66.3 144 42.6 10.3 65.5 93
39-40 Plastic & plastic materials 83.8 64 69.5 7.3 65.9 4.7 84.9 6.0
41-43 Skin, raw material 87.2 1.2 96.7 2.8 81.2 13 91.3 19
44-46 Wood & wood products 72.6 10 71.7 25 69.0 1.6 58.3 1.6
47-49 Pulp & paper 395 1.6 20 0.1 614 3.0 14 0.1
50-63 Textiles 87.3 172 96.3 343 79.5 19.7 94.1 25.0
64-67 Footwear, umbrellas 90.6 14 95.8 3.1 86.7 1.6 772 1.8
68-70 Cement, ceramic, et al. 81.2 3.6 404 29 65.6 33 73.0 3.8
71 Precious stones 48.7 0.6 374 0.8 70.1 1.0 60.8 12
72-83 Base metals & products 71.1 12.2 375 89 53.4 99 52.7 8.3
84 General machinery 69.1 12.8 0.0 0.0 445 83 42.7 8.0
85 Electric machinery 72.9 8.7 3.0 0.5 543 57 65.7 7.8
86-89 Transport equipment 843 35 04 0.0 64.9 29 56.1 23
90-92 Precision machinery 64.6 6.2 35 0.5 554 4.6 68.6 5.6
94-96 Various manufactured goods 534 0.3 395 04 834 0.7 32.7 0.3
93&97 Others 814 4.1 44 4 33 833 39 53.7 3.0
Total (HS01-97) 72.9 100.0 47.7 100.0 61.1 100.0 65.3 100.0
Machinery (HS84-92) 70.6 313 1.7 1.0 51.3 21.5 55.3 23.6

Notes: Exported/imported product refers to an HS 6-digit product with exports to/imports from each FTA partner (i.e.,
positive trade products by FTA partners). The exported (imported) product subject to a positive MFN tariff indicates a
HS 6-digit product exported to (imported from) an FTA partner, for which an FTA partner (Japan or the U.S.) applies a
positive MFN tariff. MFN tariffs in the year of enforcement of an FTA are used to determine whether MFN tariffs are
zero or positive. To match the trade data, the data for MFN tariffs are converted into the HS1996 version. Sectors with a
share of more than 70% are highlighted.

Source: authors' estimation, based on BACI database and TRAINS.
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Table 8 Estimated PSR Effects of CTC Types and Their Selective Types

Japan U.S.
Export  Import Export  Import

MEN tariffs (%)

simple average of traded products [all] 55 4.6 59 39

simple average of traded products [machinery] 3.7 0.1 33 1.8
FTA effects on trade and trade-restrictive effects of PSR
(a) FTA effects (%)

trade-weighted average [all] 28.3 59.3 66.7 19.7

trade-weighted average [machinery] 273 n.a. 225 8.7
(b) PSR effects (%)

from CTSH to CC -15.5 -22.5 (-13.2) -29.7

from CTSH to CTH -11.8 -119

from CTSH to "CC or RVC" -4.8 n.a. n.a.

from CTSH to "CTH or RVC" -1.0 n.a. n.a.

from CC to "CC or RVC"

from CTH to "CTH or RVC" 10.7 n.a. n.a

from CTSH to "CTSH or RVC"

from CTSH to "CTC or (CTC and RVC)" [all/machinery] n.a. n.a. -13.2/-24.7

Notes: The U.S. estimates are for non-MENA FTAs. The PSR effects are calculated, using only statistically significant

coefficients estimated by Ando, Urata, and Yamanouchi (2022a) with HS 6-digit (HS 2-digit) fixed effect and partner

fixed effect (for CC on the U.S. exports) among CC, CTH, CTSH, OR (= “CTC or RVC”), and “CTC or (CTC and

RVC). The n.a. for PSR effects indicates that the variable is not included in the regression equations because it is

seldom used. MFN tariffs for exports/imports are simple averages of tariffs imposed by FTA partners/Japan or the U.S.

for HS 6-digit products with export to/import from each FTA partner. Some available tariff equivalents for specific

tariffs are included when the average rates are calculated.

Sources: Ando, Urata, and Yamanouchi (2022a) and authors’ calculation.
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Table A.1 Number of Products by Simplified PSR Types: NAFTA and USMCA

< < < <
s . 3 E . ¢
E oz g % E oz ¢ 2
< £ % S < & @ S
z g 2 o z 3 S o
2 2 2 2
2] 7] 2] %2}
cC 1,717 342% 1,739 334% CTH or RVC or SP 0 00% I 00%
CC and RVC 2 00% 1 00% CTH or (CTH and SP) 0 0.0% 2 00%
CCor RVC 0 00% 1 00% CTH or (CTSH and SP) 0 00% 6 0.1%
CTH 1,150 22.9% 1,143 22.0% CTH or RVC or (CTH and RVC) 0  00% 2 00%
CTH and RVC 213 42% 145 28% (CTH and RVC) or (CTH and SP) 0  00% 0 00%
CTH or RVC 21 04% 101 19% (CTSH and RVC) or (CTSH and SP) 4 0.1% 0 00%
CTSH 132 26% 370 7.1% CTSH or SP 0 00% 7 0.1%
CTSH and RVC 3 0.1% 9 02% CTSH or (CC and RVC) 26 0.5% 0 00%
CTSH or RVC 00% 128 25% (CTSH and SP) or (CTSH and RVC and SP) 0 00% 4 01%
RVC 0 00% 6 0.1% (CTSH and SP) or (RVC and SP) 0 00% 1 00%
CC and SP 288 5.7% 302 58% NC and RVC 0 00% 5 0.1%
CTH and SP 2 00% 0 00% NC or (CTH and RVC) 0 00% 1 00%
CTSH and SP 20 04% 14 03% NC or RVC 0  00% 1 00%
CC or (CC and RVC) 123 24% 110 2.1% RVC or (CTH and RVC) 0 00% 0 00%
CC or (CTH and RVC) 57 1.1% 10 02% RVC or (CTH and SP) 0 00% 5 0.1%
CC or (CTSH and RVC) 581 11.6% 8 02% CTI 19 04% 13 03%
CTH or (CTH and RVC) 540 108% 414 8.0% CTI or RVC 0 0.0% 0 00%
CTH or (CTSH and RVC) 81 1.6% 5 0.1% CTI and SP 0 00% 0 00%
CTSHor (CTSHandRVC) 31 06% 519 100% CTI or (CTI and RVC) 2 00% 2 00%
SP 0 00% 3 00%
SP or (CC and SP) 3 0.1% 3 0.1%
SP or (CTH and SP) 5 0.1% 0 00%
SP and WO 1 00% 0 00%
NC 0 00% 126 24%
NC and SP 0 0.0% 1 00%
Other 1 00% 0 00%
Total 5020 1000% 5,204 100.0%

Notes: To simplify the detailed PSR types in the database, ALW and ECT are ignored, RQC, RVP, and RQP are

regarded as RVC, and the percentage of RVC is ignored. Some confusing types are generally combined with ALW

and/or ECT in the database; for instance, “CC or (CC and RVC)” is not a simple “CC or (CC and RVC).” The types

used only in NAFTA or USMCA and not in 12 U.S. FTAs are highlighted. The HS classifications are HS1992 for

NAFTA and HS2012 for USMCA.

Source: authors' calculation, using ITC database.
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Table A.2 The Number of Products by RVC Criteria and the Related Rules

RVC RQC RVP RQP Al Shaﬁe in
a
<30 30 35 40 45 50 55 60 >60  Total products
Japan

ASEAN 3432 3432 3432 66%
Brunei 3322 3322 3,322 64%
Indonesia 3,329 1 3,330 3,330 64%
Malaysia 3,387 10 15 3412 8 3420 65%
Philippines 3,169 3,169 7 3,176 61%
Singapore 3,371 3371 3,371 65%
Thailand 3,029 3,029 3 3032 58%
Vietnam 3,549 3,549 3,549 70%
Australia 1,309 1 768 2,578 6 2,584 50%
India 2,636 65 27 2,728 2,728 54%
Mongolia 3,187 1 3,188 3,188 61%
Chile 756 4 753 1 1 1514 1,514 29%
Mexico 1,234 26 80 1,340 7 7 1354 26%
Peru 552 79 2,596 3,227 377 3,605 71%
Switzerland 3,360 2 6 2 68 3438 7 3,445 68%
EU 58 58 1 1346 1377 44 19 2,845 44 72 2961 55%
CPTPP 21 36 61 57 44 20 3 2 245 37 70 352 7%
Total 0 835 2729 35,628 892 5268 1426 131 869 47,720 44 51 550 48,365 55%

Share 0% 2% 6% 74% 2%  11% 3% 0% 2% 99% 0% 0% 1% 100%

The U.S.

Jordan 5,113 5,113 5,113 100%
Bahrain 4335 4335 4335 83%
Morocco 4,195 4,195 1 4,196 80%
Oman 4,335 4335 4335 83%
Australia 2 219 225 55 5 49 557 75 631 12%
Korea 27 209 25 178 12 66 13 530 74 603 12%
Singapore 54 138 1 139 8 9 57 405 7 100 512 10%
Chile 27 230 9 230 23 9 50 576 73 649 13%
Colombia 19 46 286 9 207 7 51 624 74 698 13%
Panama 10 74 214 19 162 27 7 49 560 72 632 12%
Peru 19 46 286 9 207 7 51 624 74 698 13%
CAFTA-DR 10 67 227 9 173 27 6 49 568 74 642 12%
Total (MENA) 0 0 17978 0 0 0 0 0 0 17978 0 0 1 17979 87%

Share (MENA) 0% 0% 100% 0% 0% 0% 0% 0% 0% 100% 0% 0% 0% 100%
Total (non-MENA) 58 343 1,308 80 1,519 150 117 13 355 4444 7 0 615 5,066 12%

Share (non-MENA) 1% 7%  36% 2%  30% 3% 2% 0% 7% 88% 0% 0% 12% 100%

Notes: HS 6-digit products with RVC rules are those with RVC types in a single or a combination form.

Source: authors' calculation, using ITC database.
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Figure A.1 Composition of PSR Types for the U.S.: Additional FTAs for a Comparison
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Notes: Israel, NAFTA, and the USMCA are added to Figure 2(b). In addition, CPTPP is included for a comparison

because the U.S. is not a member but was engaged in the negotiation process of the TPP for a long time.

Source: authors' calculation, using ITC database.
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Table A.3 Sectoral PSRs

(a) Japan
1) Number of Products
& 3 - 3 8§ B %8 % % % 8 & B - 2 4 o, & § 8 3
— o > N v ® =N - = [ o = 0 [ I *® * o =3 < <
2 z 2 5z & § %2 3 2 3 7 g £ 2 & 2 2 &% & & 3§
ot e} T T T ot T jeut jasi = jasi et e} ot e} o=t T
CC 3,567 4,004 625 2,146 523 178 9 931 148 226 2416 343 158 160 803 10 15 177 13
CTH 66 73 82 463 385 617 252 246 980 445 1562 249 437 179 1,654 533 321 81 185 91 59
CTSH 62 16 23 18 1,092 23 15 10 15 174 373 189 12 188
CCand RVC 6 76 43
CTH and RVC 83 46 113 9 91 25 26 38 29 11 76 25 2
CTSH and RVC 3 0 147 542 178 92 144 17 135 53 157 486 242 89 212 111 27
CCorRVC 4 4 9 21 177 15 69 10 142 12 162 34 710 12 16 62 70 162 6
CTH or RVC 2 48 676 2844 1,281 1 260 898 397 127 966 202 2999 3498 1903 1,006 1,641 881 215
CTSH or RVC 1 390 2,624 244 28 589 59 506 195 2,789 3360 1,820 575 1,355 651 112
RVC 1 2 37 1 3 7 159 37 1 309 17 1 18
WO 472 464 56 231 112 120 23 2 28 67 1 32 198 8
CTC and SP 1 6 157 1 4 4433 1
CTC or RVC or SP 10 34 4586 1,161 15 32 1
Others: SP-related 150 40 9 82 759 151 2 5011 17 48 2 1
Others: not SP-related 1 71 8 279 90 20 1 47 1 52 339 140 53 153 42 10
(sum of SP-related) (161)  (46) (166) (116) (5345) (1312) (6) (9444) (32) (48) 2) (32 (1) (2)
All 4271 4,665 786 3365 2552 13,702 3,594 1218 1531 2472 14027 879 2401 901 9,780 8,669 4,692 2263 3862 2,118 460
i1) Sectoral Composition for Each PSR Type (%)
8 I - 3 8§58 % % % % % 8 & R 28 4 o, & g 2 7
= 2 B £ 4 & & 3 I 5 8 ¥ 8 & o8& B B8 g 8 F =
2] 2] == 1%} 2] %] 2] 2] 2] 2] 2] 2] 2] = 2] == =) 2] 2] 2] A
o=t T e} = o} = o} = jasi o=t jasi o=t e} T e} ==t T
CcC 217 243 38 130 32 1.1 0.1 5.7 09 14 147 2.1 10 10 49 0.1 0.1 1.1 0.1
CTH 0.7 0.8 09 52 43 6.9 2.8 27 109 50 174 2.8 49 20 185 59 3.6 09 2.1 1.0 0.7
CTSH 2.8 0.7 1.0 08 494 1.0 0.7 0.5 0.7 79 169 8.6 0.5 8.5
CC and RVC 4.8 60.7 345
CTH and RVC 144 79 197 1.6 15.8 44 4.5 6.6 5.1 19 133 44 03
CTSH and RVC 0.1 0.0 56 206 6.8 35 55 0.6 5.1 2.0 60 184 9.2 34 8.0 4.2 1.0
CCorRVC 02 02 0.5 12 104 09 4.1 0.6 84 0.7 9.6 20 418 0.7 09 37 4.1 9.6 04
CTH or RVC 0.0 0.2 34 143 6.5 0.0 13 45 20 0.6 49 10 151 176 9.6 5.1 83 4.4 1.1
CTSH or RVC 0.0 25 172 1.6 0.2 39 04 33 13 182 220 119 3.8 8.9 4.3 0.7
RVC 0.1 0.3 6.2 0.2 0.5 1.2 26.8 6.2 02 522 29 0.2 3.0
WO 260 256 3.1 12.7 6.2 6.6 1.3 0.1 1.5 3.7 0.1 1.8 109 04
CTC and SP 0.0 0.1 34 0.0 0.1 96.3 0.0
CTC or RVC or SP 02 06 785 199 03 0.5 0.0
Others: SP-related 24 0.6 0.1 13 121 24 0.0 799 03 0.8 0.0 0.0
Others: not SP-related 0.0 54 06 213 69 1.5 0.1 36 0.0 40 260 107 4.1 11.7 32 0.8
(all SP-related) 09) (0.3) (13) (07) (312) (7.8) (0.1) (524) (03) (00) (02) (0.6) (19 (10) (03) (09 (©2) (0.1)
All 4.8 53 09 3.8 29 155 4.1 14 1.7 28 159 1.0 2.7 10 111 9.8 53 2.6 44 24 0.5
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(b) the U.S (non-MENA FTAs)

1) Number of Products

5 = , & 5 ® § % % % g 5 2 _ 3 . , » g % §
= Ny > & e ] = = = [ =} NS % 5 Q * * ° =3 < @
g2 2 2 z @ 2 g 2 2 2 % g & 22 5 2 2 g2 2 8 8
et T T = = = = = jant jaut jant jaut jaut T o] = T
CC 1,772 2,042 363 1,188 25 150 201 29 519 2,791 48 260 202 1,264 381 41
CTH 1 7 157 1,029 1,765 699 206 650 647 1,519 161 824 215 2,685 806 459 283 382 269 84
CTSH 146 25 74 4417 293 50 10 73 43 265 2,199 1453 108 177 57 16
CC and RVC 1 3 57 3 1 1
CTH and RVC 2 497 106 29 516 5 104 28 1
CTSH and RVC 2 46 14 40 9 58 11 12
CCorRVC 32 120 64
CTH or RVC 2 6 32 145 26 21 28 5 5
CTSH or RVC 1 80 1 97 30 92 221 50
RVC 22 51 10 141 4
CTC and SP 54 58 16 14 14 2,300 6 1
Others: SP-related 31 108 64 3 90 19 5 52 6 11 7
Others: not SP-related 20 437 98 26 1 77 191 265 227 308 916 183 71
(CTC or "CTC and RVC") 9) (39)  (98) (181) (243) (182) (307) (870) (183) (71)
All 1,857 2,189 370 1,561 1,208 6440 1,681 587 679 1,177 6,706 432 1,129 423 4,638 4,090 2279 1066 1,884 1,028 217
i1) Sectoral Composition for Each PSR Type (%)
£ 3 ., ¥ 5 ¥ 8 % % 3% g & R _ g . . 2 § % §
= © b © e} % D - = [~ =] NS ® > I 2 2 =3 =3 = @
2 2 2 z @ 2 g 2 I 3 L 08 & &g 5 2 2 g2 2 8 8
== T el = jso) js=) js=) js=) js=! js=! js=! js=! ==t el = = T
CcC 157 18.1 32 105 02 13 1.8 03 46 248 04 23 1.8 112 34 04
CTH 0.1 12 80 137 54 1.6 5.1 50 11.8 12 6.4 1.7 209 6.3 3.6 22 3.0 2.1 0.7
CTSH 1.6 03 0.8 470 3.1 05 0.1 0.8 05 28 234 154 1.1 19 0.6 0.2
CC and RVC 0.8 44 872 4.6 15 1.5
CTH and RVC 02 386 8.2 23 40.1 04 8.1 22 0.1
CTSH and RVC 09 240 73 209 4.7 30.2 5.7 6.3
CCorRVC 14.6 557 297
CTH or RVC 0.7 22 119 537 9.6 78 104 19 19
CTSH or RVC 02 140 0.1 170 52 16.1 386 8.7
RVC 96 224 44 618 1.8
CTC and SP 22 24 0.6 05 0.6 934 0.2 0.0
Others: SP-related 79 274 162 08 22.8 4.8 1.1 13.2 14 2.7 1.7
Others: not SP-related 0.8 1.8 4.0 1.1 32 79 109 93 127 378 75 29
(CTC or "CTC and RVC") 0.4) (18) (4.5) 83) (11.1) (83) (14.1) (39.9) (84) (3.3)
All 45 53 09 3.7 29 155 4.0 14 1.6 28 16.1 1.0 2.7 1.0 11.1 9.8 55 2.6 45 25 05

Notes: see Figure 4 for the sectoral description.

Source: authors' calculation, using ITC database.
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