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1. This report w:as · writte.,n in orde~ to facilitate ·discussioµs and find 
solutions to the various que~tions ·relating to origin rules wh,ich face the 
Special Committee on Preferences .and its Sessionai Committee, on Rules of 

. . " . ·.. . . . . . . ' . I. , 

Origiq. These tasks relate · to the. mandate ·of ·reso;Lution- 159 of UNCTAD· VI .and 
to the Agreed Conclusions. ( 12) and resolution 13. (XVI;[), paragraph 8, ·of the . 
Special Committee on Preferences at its se:venteenth and eighteenth se·ssions 
respectively, The report als,o refers to the responsibilities inheri_ted from ' 
the Working Group on Rules of Origin which concern a range of po,ssibl,e .. 
initiatives described in secretariat document TD/B/C,5/120, the discussion of 

. . . . . . . . . . . . . 

which has not bee_n completed, · 

2. The tasks thus consist of examining and reaching conclusions as to 
possible improvements in rules of origin under the headings of harmonization, 
simpl,ification- and liberal.ization. An important fac_tor which the repor,t . also 
takes into account is the . Agre.ed Conclusion 12 · (XVII) . that the. -• . .. 
preference-giving countries should examine·, and exchange views upon,. both 
definitions -'of "Substantial Transformation" •. This provides an _' opportunity for 
all aspe·t:ts of the ' origin rules. to be c:onsi,dered and . pos,sibly updated .so as ·to 
rectify shortcomings that hav~ been identified o~er th.e past '.twi;> decade~·. The 
lacl:t . of harmonization of the· rules ,is one such shortcoming, . which is . regarded 
as a ~ajor· (and -also'. inadvertent)° barrier to GSP .trade. It n~w deserves ·. fresh 
attention following the adoption of . the Harmonized Co~odity _D~s'cription:- :and 
Coding System (HS) . by· all preference-giving countri~s and _the consequent. ' 
possibility,. of hatmonizatiori on the basis of the process criterio.n / Such 
harmonization could also · provide an opportunity for simplification, and 
liberalization. 

3, The examination of origin rules to be undertaken by preference-giving 
countries is also to take account of their operational experiences, In order 
to complement this approach, the present report examines in depth the two 
definitions of "Substantial Transformation", namely, the "process" criterion 
and the "percentage" criterion, on a theoretical basis and then compares their 
respective merits and demerits. This reveals some possible practical 
consequences of importance to both preference-giving and receiving countries 
in the event of har~onization either on a limited basis (i.e. harmonization of 
existing differences within and between the various versions of each of the 
two definitions) or on a full basis (i.e. replacement of one definition by the 
other). The tentative conclusion is that a percentage criterion based upon 
import content is preferable because of its simplicity and 
straightforwardness. However, all process criterion countries use the same 
basic rule; and the lists of excepted products 'and the rules ~pecified for 
such products are largely, though not completely, harmonized. Thus the scope 
for further harmonization between the national versions of the process 
criterion is small. 

4. The report then compares the formul.ation and substance of the percentage 
criterion with that of the process criterion, As regards substance, the 
methods used by the two criteria to . limit the use of imported materials are so 
different that valid comparisons are difficult to establish. The percentage 
criterion limits quantities of imported materials but not their descriptions, 
The process criterion (in its basic rule) is the opposite; it restricts 
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descriptions of imported materials but not their quantities, and consequently 
might be expected to produce widely differing effects as compared with the 
criterion percentage, · Apart from these limited direct comparisons, the 
overall impression is that. the two criteria produce widely ~'l:iffering eff.ects. 
consequently enhancing the , case for harmonization_.. The report describes .some · 
potential , be.nefits . which might . ensue from harmonization, e.g • .. bur(len sharing 
of .GSP. imports might be . better· equalized as between pr.eference-giving 
countries and wider · il)ar~et access· pro:vi:d.ed for prefer.enc·e-receiving, countries, 
with its potential for increased GSP e:x:ports. As,.- regards · possible benefits .- of 
simplification, liberalization and improvements whicll would be of advantage to 
preference,-receiving countries; · a · comparison of the two cr . .iteria show that on. 
the evidence of the present report it is not possibl.e to choose a i;:riterion 
upon which to harmonize with any assurance that it would in general be more 
liberal than its predecessor, 

5, Finally, the report suggests that, in considering their att..itudes tow:a,rds 
harmonization, individ.ual preferenc.e-receiving. coup.tries m,igh:t · attempt . to 
assess the bal.ance of advantages for them, . e.g . . in re_gard tp t.he pote:o,tJ,al 
value of :wider ma.rket access · (a longer.-term benefit)' as ag_,:dnst spmj:! · chai;1gE;1S 
in the conditions of GSP _· entitlement ,and consequent disr.uption • of e·xisting GSP 
trade. The .impact of . the. latter . would be alleviated ,if,; : at. the time .of 
impleme:p.tation of . harmonization, transitional measu.res we.re _alsp intr0duced 
allowing the parallel use .o·f both the harmonized criterion· ancl the crit.eda 
that have bee:n . replaced, So far · as . preference.,.,giving countries l:lf8 concerned, 
attitudes to possible harmonizati,on ·- would depend upon assei;;sments of the 
impact on dome.stic economies . as a result of any _increasf3 .in GSP i111ports, · 
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6,· ParagI'aphs l ·, 2 and 3 -df ·the agre'ed ·conclusion 12 -, ('XV•Il:) ,· adopte'd' by 
the Special Committee· on .'Preferences at · its seventeenth· session 
(Geneva;' 14:..22 May ·1990) ·(,.document 'TD/B/-1263) ,: are --as follows: 

Agreed that in order to respond to Conference resolution 159 (VI), 
secticfn· III, • parag·r.aph '18, a progre'ssive and· item-by-'i.tein examination . of . 
possible initiatives based upon secretariat document TD/.B/C,.5/.1.20 
relating to improvements in existing rules of origin should be pursued by 
the Special Committee in its future deliberations; 

Noted the adoption of the Harmonized Commodity Description and 
Coding System (HS) by a~l preference~giving countries; 

Agreed that 

(i) Consideration should be given in the course of the next review 
to examining the current definitions of "substantial 
transformation", namely the process criterion and the 
percentage criterion; 

(ii) Preference-giving countries, in the course of their review of 
their schemes, should examine both definitions in the light of 
their experience over two decades and exchange views thereon 
during a future session of the Special Committee on Preferences. 

7, Paragraph 8 of resolution 13 (XVIII), adopted by the Special Committee on 
Preferences at its eighteenth session (Geneva, 10-18 May 1991): 

Underlines the significance of improving the rules of origin in the 
increased utilization of the GSP schemes; recommends that 
preference-giving countries continue considering simplification and 
improvement of their rules of origin; in this regard, recognizes the 
potential contribution which preference-giving country content in the 
rules of origin can make in stimulating economic cooperation and two-way 
trade, in particular, between developed and developing countries, and 
urges preference-giving countries to consider incorporating this element 
in the context of liberalizing their rules of origin; recognizes also 
that the grant of regional and subregional cumulation facilities under 
the GSP in an interdependent world economy may facilitate economic 
cooperation among developing countries. 

B. Objectives and scope 

8. The objectives of this report are threefold. Firstly, they are to 
facilitate the review of both definitions of "substantial transformation", 
which is to be undertaken during a future session of the Special Committee on 
Preferences, by means of a detailed examination and comparison of their 
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characteristics, including their merits and demerits (see chapter II). 
Secondly, as part of this _detailed examination_ and as an important means of 
improving and simplifying the rules of origin, the repo~t includes in 
chapter III, A., a detailed consideration of the possibilities and 
implications for both preference-l]ivi:rig· ··and receiving countries of the 
introduction of a prog_ramme of limited or full harmoni_zation of the current 
definitions of "substantial t'.ransformatioll". Thirdly,··• with reference ·· to_ the 
Agreed Conclusions (12) · (XVII) and to resolutfon· 8- (XVI,II) of '. the · Special · . 
Committee on Preferences, ·· ·and its recommendation: that prefer.ence-giving 
countries should continue considering simplifications and improvements of 
their rules of origin, the · report 'pro'vides notes, in chapter I I :i:, B., on 
p~ssible. ipitiatives (other· than harm6nizat.i.on) 'inciuding' their merits · and 
demerits _.("see ch.apter · tr) . · · 
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9. Entry into a preference-giving country at a GSP preferential rate of duty 
requires t ·he goods in question to have originated in a :preference- receiving 
country in accordance with the rules ·of origin prescribed by the 
preference-giving country of importation. All preference-giv,ing countries 
require go.ads . to be either entireiy and wholly the produce of a 
preferenc~-receiving country or, where· this is not so, for example goods . 
produced from material imported l/ from outside that country, those materials 
must have undergone "substantial transformation"!/ during the manufacturing 
process iri the _preference-receiving country where ·the finished goods are 
manufactured.· 

10, The term "substantial ·transformation" is defined by each 
prefe·rence-,giving country either on the basis of a "percentage criterion" or a 
"process criterion''• Both definitions place limitations directly or 
indirectly upon the use of imp~rted materials. Australia, Canada, New Zealand 
and the United States ·use the percentage cr~terion exclusively.· J/ · The 
"process criterion" countries are the EFTA countries (Austria~ rinland, 
Norway, Sweden, Switzerland),· the EEC · and Japan. This ·criter.i,on is • expressed 
by means of a basic rule and a list of products e·xcepted from the basic rule, · 
for which specific rules are prescribed. ,i/ Many of these .rules · contain: · a 
percentage limitation _on.the ;use of imported :materials. 

11; As regards those preference-giving countries which use the percentage 
criterion exclusively, there .are differences between .them ·•both in the 
terminology used · i -n ·describing them (i.e. their ·formulation) and i:ri their 
substance, i.e. the limitations imposed on the use of imported materials. The 
process criterion in regard to its basic rule -is formuiated . in •terminQlogy 
which is common to all the countries concerned. In regard to the specific 
rules applied to products excepted from the basic rule there are some 
differences in substance between the countries· concerned (except; as between 
the EFTA countries). Most preference-giving countries · do not ·accept w}).at; are 
termed "minimal processes" as confer,ring origin, whether or not the · 
appropriate criterion may have been:·s<!,tisfied; The process criterion 
countries have a list of processes that are regarded as minimal . . .The 
percentage crite_rion countries (Austrai"ia, Canada, New Zealand .and the 
United States) regard this list as indicative .of processes that are unlikely 
to be acceptable as conferring origin on the fin:ishe.d product. 

B. Formulation 

1. Percentage criterion ,2./ 

(a) General 

12. Although there .are ·various .versions of the ·percentage criterion with 
differences in fo'rmulation and substance they all possess so·me common 
characteristics, e.g. all appear to be transparent, i.e. expressed in plain 
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and straightforward language. However~ in certain versions there are 
ancillary rules, some of which are uncertain in meaning and require 
interpretation. 

13, There are important differences in the formulation of the numerator and 
denominator used in calculation of percentages. The major differences in the 
numerator reflect two approaches., one which places a maximum limit on the use 
of imported material and the other which places a minimum limit on the 
domestic content contributed by the preferen·ce.;.receivlng country. 
Interpretative definitions are applied by some preference-giving countries in 
regard to both approaches. Where "imported material" is used as numerator, 
the method· of -its valuation is defin@d ; Where "domestic content" is used, the 
elements it may comptise · are; to ·var-ying degrees, defined, so as to identify 
those that may be incllided in the calculation of the num_erator and those that 
may _ not . As regards· the denominators, ·· definitions used· are •''ex-works 0 cost", 
"ex-factory price", "ex-factory or ex-works cost", "ex-factory price ·or value · 
as appraised by the United States authorities". 

14. The nature of each formulation of the percentage criterion affects ·the 
administrative effort require·d to introduce . and maintain compliance with 
criterion. It al-so· affects the substance of. the .criterion (see c.). As 
regards administrative ·effort, manufacturers and_ exporters . in 
preference-receiving.countries need to establish records in sufficient detail 
to meet the · differing -requirements of each ·formulation. ,These vary 
particularly in ·the case of som~e "domestic content" formulations, where the 
division drawn between ·acceptable and non-acceptable elements of the numerator 
are set out · in detail, These elements may be familiar only :to ·accountants. 
As prices, costs and quantities change, recalculation will be necessary to 
ensure GSP entitlement. While: some of these tasks may form part of the :•normal 
accounting proced'.ures required for commercial purposes; soll\e may ;not. In such 
cases therefore additional professional expe·rtise may be -required. 

(b) Comparison of yarious versions · 

15. In regard to formulation of the numerator-, the simplest ·.and most readily 
identifiable and comprehensible appears to be "import content", This calls 
for determination of the amount of imported material used and of -its value, in 
most cases defined as the va·lue at the time of importation. Both elements 
should be available as ·part o'f ordinary commercial practice. "Domestic 
content" requires a breakdown of the -various elements which appear to comprise 
the domestic cont·ribution and then a separation of these elements between 
those that are accepted by the preference~giving country and those that are 
not. Values have to· be ascribed to acceptable elements, It appears unlikely 
that such tasks form part of normal commercial practice. 

16, As regards the formulation of denominators (para; 13) these, apart from 
one instance, call for figures .whi.ch appear to be readily accessible and 
determinable . The exception is the formulation used by the United States, 
i.e. "ex-factory price or value as appraised by United States authorities", 
Where appraisal occurs, the value fixed by the United States import authority, 
although it may affect GSP entitlement, may not be available until after the 
import of the goods; with .possible disadvantage to the traders concerned. 
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17, All applications of the process criterion make extensive use of the HS to 
define "substantial transformation". The HS system was designed expressly for 
use in the classification of goods. in international . trade. It is divided 
into 97 chapters, each of which is subdivided into. 4-digit headings, of ,;,hic:h 
there· are l, 241. 

18. The use of the HS system for purposes of origin definition relies upo,n 
two of its features. Firstly, eac}l . i:1,nd every ar.ticl_e of industry .and ·commerce 
is classified in only one 4-d.igit heading. Secondly, the physical · 
characteristics of articles differ, often progressively, · from one heading to. 
another. In many· chapters, headings are arranged consecutively_ in numerical 
order to re_flect manufacture from raw material to processed raw material · tc:> . 
semi-manufactures to finished products. For example, glass in the mass 
(heading 70.01) is a material from which glass rods or tubes may be made 
(heading 70.02). Heading 70.03 covers glass in yet a further state of 
manufacture. Thus where classifications of products change, e.g. from 70,01 
to 70.02 to 70,03, this implies progressive stages in .manufacture. Where sµ~h 
a stage, e.g. from 70,01 to 70.02, is accepted as achievj.ng "sµbstantial 
transformation", the. rule, instead of.· describing the manufacturing processes 
that must be carrried out, requires imported material to undergo a change- in 
HS classification as a consequence of processing in . a preference-receiving 
country. This is the basic rule of the process criterion and is referred to 
as "Change or" Tariff Heading" (or CTH). It is satisfied when processing 
results in a finished pr,oduct b~ing classified in a 4-digit HS heading which 
differs from any of· the headings applicable to imported mater.ials used in its 
manufacture. 

19. The HS system was not, however, expressly designed for origin rule 
purposes and the basic rule does not in all c.ases result in "substantial 
transformation" to the satisfaction-of preference-giving countries. 
Consequently, a list of such products has been established on the basis of the 

• 'l.- • HS nomenclature. The listed products are then excepted from the basic CTH 
rule, and made· .subject to separate and specific rules. These- are of various 
formulations, ~scan be seen from-annex III. Many are expressed in terms of 
the -HS, whilst others are expressed in p1ain language, Many employ a 
percent:age criterion, occasionally in doubl.e or triple form. This is 
formulated with import content as the numerator and ex-factory price (f,,o·.b 
price in the case of Japan) as the denominator -, . Ano.ther type of rule 
specifies the materials from which the finished product is required to be made. 

20. The process criterion thus depends entirely upon the HS system, )cnowledge 
and correct application of which is necessary in order to understand and apply 
the origin rules. Where only the basic rule applies(i.e. CTH), the 
manufacturer must ensure .that none of the imported materials useq, falls within 
the same 4-digit tariff . heading as the finished product, a requirement for 
which advice from specialists in HS classification might be required. 
Certifying. au_thorit1.es in prefe.rence-receiving countries would need expertise 
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in HS classification over a wide .range of goods. Cases may arise where 
correct HS classification remains in doubt even after reference to the 
relevant publications, QI These may be considered in conjunction with the 
Customs Cooperation Council .. 

21. In order to establish and maintain compliance with. :the basic . rule . of 
the process criteriol!,, records would be reqµii;ed of the descr.iption, · · 
HS clas~iiic_ation and sour.ce·s of materials used in manufacture. Once 
compliance with the criterion is determined, reassessment might be required in 
a limited range of circumstances, e.g. if a change were made in the 
desc:i;-ip.tions o_f imported materials used, or if the l'IS classification were 
cllange·d. . However, .. in the - c·ase of goods that are . iisted as . exc.epted_ from the 
basic CTH ruie and for . which the·:par.ticular rules specif,ied include . a 
percentage limit, records would be required of costs and .quanti tie·s of, 
imported materials used i _n manufacture and pr.ices of finished product's. 
Compl.iancewith such rules would need to be re.:.ca,lculat~d as c;:osts and prices 
fluctuate. 

(b) Comparison of -various versions 

2,2. All . countries using th_e· p~oces~ criterion ~mploy . the' same .formulation of 
the bade _ .rule (CTHJ:,' They all use a li,l>t of . p"roducts e~cepted from th,e basic 
rule · .and for which spec.Hie rules are applied heading. by heading. TJ'lere is . 
considerable ;(but . not complete) corresponde~~e .. bfltween the. 1-is t .· of product;. 
and the formulations of th~ spe,cific rules used by each ~reference-g'ivi:nf.J 
c_ountry_. 

3. · Compar-isons o·f. formulations as. between _ percentage an(f process ·criteria· 

23. From .the preceding paragraphs the .most important difference between the 
two formulations consists of the extensive use of the HS system in the · case. of 
the process cr.itflrion ·and the cpmparative transparency, i.e. t _he use of plain 
language, .iii .·the case - of. the _percentage criteridn. Comprehension of, a.nd 
compliance_ with, the process criterion· needs . an accurate understan~ling ·and 
interpretation of the HS system. As regards tpe percentage criterion, the 
version that ·uses "import co~tent" as _numerator appears readily coinprehe_nsible 
and requires littlespeci13-list knowledge, In this regard it appears simp;l.er 
than _ the prOCsesscriteriori. t-niere the percentage criterion uses "dpmestic 
content". as D\ll"llerator, some . versions, might require· exper_t advice ·to ensure 
compliance with the .fine distinctions drawn between allowable .and unallowable 
costs. How these yersions compare with the ·formulation of. the p_rocess . 
criterion is difficult to assess. 

24, The extent to which differences between the two formulations have a 
prac_ti_cal impact can only be surmized. It· is reasonable to suggest that so 

. far as ne-~comers to the GSP requirements are concer:ned, the for·mulation and 
presentation of the process cr,iterion rules might ,initially b'e expected to 
produce a deterrent -effect. This could -be serious· .in. the event th.at 'the. 
newcomers had no experience of. the HS or we~e .familiar .. only with percentage 
er i ter ion rules, . If a reliable ·source. of information and advice were however 
availaJ;,le i_n regard to . ,the HS system, d,iffic.ul, ties could readily b~ .overcopie 
and familiarity with the criterion established, The ability to provide such 
information and guidance in preference-receiving countries is thus important; 
it will of course vary from country to country. 
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25, So far as administrative effort is concerned, i.e. in relation to the 
establishment of compliance with the criteria and subsequent monitoring to 
ensure continuing compliance, there appears to be little in general to choose 
between the two. Possibly the percentage criterion might in practice be more 
burdensome since there would be an ongoing requirement to update calculations, 
especially during periods of inflation. This would apply especially where, as 
in some cases, a certificate of origin has to show the exact percentage 
content of the goods included in a consignment, By contrast, the process 
criterion seems to require less monitoring, except in those cases where goods 
are excepted from the basic CTH rule and percentage rules apply, Costs of 
administration are of course important, given the declining margins of GSP 
preference, 

26, Assessment of comparative merits on a theoretical basis provides only an 
indication; the reality may well be different. Analysis of practical 
experience in application of the two criteria in both preference-giving and 
preference-receiving countries might help to provide a judgement of greater 
validity. 

C. Substance 

1. Introduction 

27. By the term "substance" is meant the operational elements of the origin 
rules, in particular the limitations, and their stringency, which the 
criterion places upon the use of _imported materials, components or parts -in 
the manufacture of a product. These limitations are intended to serve the 
purposes of the origin rules as follows: 

(i) to reduce or prevent "deflection of trade", i.e. the undermining of 
the customs tariff of a preference-giving country. This would occur 
i£ duty-free admission were accorded to third country goods that 
have merely transited through, or undergone only nominal processing 
in, a preference-receiving country; 

(ii) to confine the benefits of preferential admission to bona fide 
manufactures of a preference - receiving country so as to improve its 
export trade and promote industrialization and employment. 

While the criteria are required to.satisfy the purposes of (i) and (ii) they 
are not intended, in themselves, to create unnecessary obstacles to the use of 
GSP. In that connection preference-giving countries apply a variety of 
safeguard measures aimed at controlling GSP trade, e.g. import restrictions 
such as ceilings and quotas as well as graduation . 

28. The purpose of (i) is of particular importance to preference-giving 
countries in their wish to maintain the protective purposes of their tariff, 
They are naturally inclined to prefer stringency rather than liberality in the 
r ules, i.e. in regard to the level of imported material permitted to be used. 
On the other hand, preference-receiving countries favour less stringency, in 
the belief that this would better serve the purpose of the·origin rules 
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described in (ii) above, in particular so as to increase export trade. It 
follows from these separate and somewhat opposing interests that in forming a 
definition of "substantial transformation" a balance should be struck. 

29, E,camination of the substance of the two criteria is attempted in later 
paragraphs SO' as to describe the manner and extent to which each of them 
appears to fulfil the purposes of the origin rules and achieve an acceptable 
balance . This .examination does not, however, take into account several other 
factors that affect the impact of the. two criteria. These factors, whose use 
varies between preference-giving countries, include the concept of 
"preference-giving country content", various forms of "cumulation", and, in 
the case df the EEC, the availability of a system of "derogation". These tend 
to moderate the impact of the substance of the criteria in the direction of 
less stringency. An attempt to assess the complex implications of these 
various factors might be attempted ,at a later stage if it were wished to 
extend the scope of the present report, 

2. Percentage criterion 

30. The substance is provided by the conditions that (i) require the final 
process of manufacture to be carried out in the preference-receiving country 
of export and (ii) prescribe either a maximum percentage limit for the 
permitted content of imported materials used in manufacture or a minimum 
percentage content of domestic components (materials, labour, overheads, etc., 
as specified by the preference-giving countries). The condition in (ii) in 
its various forms of expression imposes quantitative, but not qualitative, 
limitations on the use of imported material, parts or components. Further, 
the criterion, including its percentages and ancillary rules, applies to all 
finished products without exception. 

31. Canada is the only one of the four preference-giving countries to base 
its criterion on import content (40 per cent) as the numerator. The 
denominator is uex-factory price". The other preference-giving countries use 
domestic content as numerator (Australia and New Zealand 50 per cent, 
United States 35 per cent) and as denominator "ex-works cost" (Australia and 
New Zealand) or "ex-factory price , or value as appraised by United States 
customs authorities" (United States of America). 

32. Thus various levels of r,estrictiveness are apparent .in each of these four 
versions of the percentage criterion. The Canadian version applies its limit 
directly to the imported material that is the component of the finished 
product which the preference-giving country wishes to limit. The other three 
versions achieve their restrictions on the use of imported material by 
prescribing a minimum level for "domestic content"_- In these versions the 
non-domestic content, it might be thought, could consist of up to 50 per cent 
(Australia and New Zealand) or 65 per cent (United States) . While this may be 
largely true in the case of Australia , and New Zealand it appears to be an 
incorrect conclusion in the case of the United States version, since certain 
costs arising in the preference-receiving country, e.g. "indirect" processing 
costs and costs of imported materials that have been insufficiently 
transformed by processing, are not accepted as "domestic content". Such 
elements thus form part of the 65 per cent. The true limit imposed on 
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imported materials under the United States rules is uncertain, especially 
having regard to the extensive rules used to define and separate various cost 
elements. · The true limit would seem to vary on a case-by--case basis. 

33. The levels of restrictiveness are also affected by the various 
definitions of the denpminator (para. 31). "Price" exceeds "cost" by the 
inclusion of factory profit, certain packaging costs, etc. Thus the limit 011 

imported materials imposed by Canada is higher than would be the case if 
"costs" were used. The use by.Australia and New Zealand of "cost" as opposed 
to "price" reduces the minimum requirement of domestic content and thus 
increases, potentially, the proportion of import content that may be used. 

34, While it is not clear whether it is feasible, in regard to the various 
versions of the percentage crite.rion, to quantify degrees of restrictiveness 
in either absolute terms or on a comparative basis, it is apparent that the 
preference-giving countries concerned had differing opinions as to what levels 
of import (or domestic) content should be regarded as acceptable, i.e. to 
serve to their satisfaction the purpose outlined in paragraph 27 (i). 

3.5. While there seems no theoretically correct answer to the question 'What 
percentage level should be set to secure the correct balance as between the 
interests of preference-giving countries and preference-receiving countries', 
the half-way figure of 50 per cent has some appeal, As evidenced by the 
various levels of percentages employed, the preference-giving countries 
however, despite the similarities between their economies and state of 
industrialization, do not take this view, Since none of the countries 
concerned pro~ides for differing levels of restrictiveness vis-1-vis 
particular products or sectors of trade, some of the percentages (and 
numerators and denominators) may have been selected on other grounds, e.g. 
possibly for historical reasons that may be connected with former preferential 
arrangements. 

36. As regards the interests of the preference-receiving countries, the 
question is whether and to what extent the percentage limitations imposed on 
the use of imported materials unduly or unreasonably restrict the scope for 
the production and export of GSP manufactures. _It has been generally accepted 
that some preference-receiving countries, especially those in the early stages 
of development, have greater needs for liberality in origin rules than the 
more advanced preference-receiving countries. It is relevant to note here 
that since labour costs in preference-receiving countries are lower than those 
prevailing elsewhere, the percentage criterion results in a higher level of 
restrictiveness than may be realized by preference-giving countries which are 
accustomed to 'their substantially higher domestic labour costs. 

3. Process criterion 

37, The substance is contained in the basic rule (CTH) and in the various 
rules for the particular products that are specified in the list of exceptions 
to the basic rule, 
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( a) Basic rule 

38. _As regards the degree of restrictiveness imposed by the basic rule on 
imported materials _used in manufacture, a wide range of possibilities eJcists. 
At one end of the spectrum the rule has the appearance of being extremely 
liberal since it permits a product to be manufactured entirely from imported 
materials provided that they are not classified in the HS heading of the 
product. A.t the other end of the spectrum the use of any "same heading" 
materials is totally excluded, no matter how minimal the quantity may be. 
Some practical examples showing how these possibilities may arise are given in 
annex II. 

39. The impact of the basic r ule varies from case to case, depending upon the 
nature and extent of the need to use imported materials, how they are 
classified in the HS system, what manufacturing process is required to produce 
the finished product and what HS heading applies to it. The varying impact 
produced by the rule makes it difficult to provide a_ general a_ssessment of its 
overall effects. If a sufficiently wide range of examples, with adequate 
manufacturing data, were available, an attempt at a general assessment might 
be feasible. Even then the task of identifying an adequate range and sources 
of possible materials that are both suitable and available for use in 
manufacturing a given product would be formidable. 

(b) Excepted goods 

40. The number and range of products included in the lists of eJcceptions is 
extensive. Of the 97 chapters of the complete HS system about 84 are 
represented in the products listed. All HS chapters on textiles and clothing 
products, which are of particular interest to preference-receiving countries, 
are represented in the lists. 

41, Various types of rules are applied to listed products. Examples are as 
follows: 

Manufactures from specified materials, in some cases: 

requiring several stages of manufacture; 

not requiring CTH; 

Manufacture with one percentage limitation; 

Manufacture from specified materials together with a percentage 
limitation; 

Manufacture resulting in a change of tariff heading together with a 
percentage limitation; 

Manufacture with two or three percentage limitations, in some cases 
with the added requirement that certain specified materials or parts 
must be of originating status. 
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42. As can be seen from these examples ., the nature and extent of the 
restrictiveness built into each type are variable. They may have been devised 
so as to respond to the specific requirements of the preference-giving 
countries in regard to particular manufacturing or trade sectors, e.g. so as 
to achieve an acceptable degree of transformation; The most restrictive 
examples, as shown in the lists, appear to be the rules in which three or four 
conditions have to be satisfied, The most liberal seem to be those in which a 
finished product may be manufactured from materials falling in the same HS 
heading. 

43. Many of these rules have aroused protests from preference-receiving 
countries in regard to their excessive complexity and restrictiveness. 
Specific practical examples have been quoted, e.g. at meetings of the Working 
Group on Rules of Origin and in response to questionnaires issued by the 
secretariat. It is significant that similar rules were originally applied in 
free trade agreements between the EEC and membe r countries of EFTA, 
i.e. between developed countries, but because, it was claimed, they had "in 
practice given rise to difficulties", an alternative single percentage 
criterion was provided for some descriptions of product's._!!/ 

4. Comparison of s ubs tance 

(a) As between the various versions of each criterion 

Percentage criterion 

44. There are four versions of the percentage criterion used by Australia, 
Canada, New Zealand and United States of America ( see paras, 13 and 31). 
There is a close resemblance between the substance of the Australian and 
New Zealand versions, based on domestic content as numerator, ex-factory costs 
as denominator and a percentage level of a minimum of 50 per cent. There is 
less correspondence with the United States of America version; differences 
exist in regard to the percentage level, the definition of the numerator and 
possibility of using "appraised·value" as denominator. The Canadian version 
differs from the other three. 

45. As shown in paragraph 32, there are differences of substance among the 
f our versions. In practical terms they may not be significant ove_rall, but in 
order to make a more meaningful assessment an adequate range of practical 
examples might be examined. Practical application of the United States of 
America version presents problems because of some uncertainty as to the 
significance of the denominator and the complexity of the numerator, which 
requires the acceptable elements of direct processing costs to be separated 
from the unacceptable indirect cost_s. The differences are important in the 
sense that a manufacturer in a preference-receiving country who makes a 
product to a specification that meets, for example, the United States 
criterion may find that the product does not meet the criteria of the other 
countries. 
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Process criterion 

46, As indicated in paragraph 22 there are some differences between the lists 
of excepted products in terms of descriptions of products and the rules to be 
applied. The former differences are in some cases due to differing product 
coverage of the various GSP schemes. In other cases the differences may be 
simply of a linguistic nature, the significance of which may require further 
consideration in the context of harmonization proposals. 

(b) As between the percentage criterion and the process criterion 

47. For the purposes of comparison with the percentage criterion, any one of 
the process criterion versions may be chosen (in respect of both the basic 
rule and the rules applied to excepted products), since the substance of all 
versions exhibits close comparability. But the substance of the four versions 
of the percentage criterion is on the other hand clearly diverse. For the 
purposes of comparison it is necessary to select one version; -the Canadian 
version has been chosen because of its close similarity to the percentage 
rules applied to some products that are excepted from the process criterion 
basic rule. 

48. So far as the basic process criterion rule is concerned, as already 
noted there are differences as between the methods by which restrictions are 
applied by that rule and by the percentage criterion. The latter imposes 
quantitative limitations while the former imposes qualitative limitations 
(i.e. descriptions of materials). The percentage criterion applied by Canada 
allows the use of up to 40 per cent of imported materials of any description 
in the manufacture of any product. As indicated in paragraph 38 the process 
criterion in its basic rule is capable, subject to HS classification o·f the 
finished product and the imported materials used, of permitting the use of up 
to 100 per cent of imported mat~rials, or of disqualifying a product where 
only an infinitesimal quantity of imported materials has been used, This 
perhaps extreme. example illustrates the practical consequences of diverse 
origin criteria. A product can be manufactured to meet the Canadian 
criterion; the same product could fail to meet the process criterion. 

49. The two methods are so different in approach that an examination of the 
texts is in itself.incapable of producing an overall meaningful comparison. 
The effects depend upon the facts of each case. Where imported materials are 
required to be used by a particular manufacturer and none is-classified with 
the finished product under the same HS heading then the basic rule in that 
particular case is more liberal than the percentage criterion, i.e. the 
manufacturer can use as much of these materials ~she wishes. At the other 
end of the scale, where a manufacturer wants to use an infinitesimal amount of 
imported materials classified in the same heading as the finished product, its 
use is prohibited and the product disqualified for GSP. This is a result 
which the percentage criterion is unlikely to produce. The basic rule in this 
case is substantially more restrictive than the percentage criterion. 

50. As regards the rules for excepted products, however, some valid 
comparisons can be made between certain examples, e.g. those that contain a 
percentage requirement, and the Canadian version of the percentage criterion. 
The percentage rules for excepted products are expressed in terms of import 



TD/B/C.5/141 
page 15 

content with a range of percentage levels and can be compared directly with 
the Canadian version of the percentage criterion, which is expressed on the 
same basis with a maximum of 40 per cent for all products. 

51. Comparisons on these lines have been made and are shown in illustrative 
lists in annex V. In swnmary form, in about 50 4-digit HS headings (see 
list (i)) the process criterion percentage rule corresponds with the Canadian 
version of the percentage criterion. For 10 4-digit headings (list (iv)) 
the process criterion percentage rules are more liberal than the Canadian, 
for 5 4-digit headings (list (iii)) they are more restrictive because of an 
additional requirement of CTH, and for 14 (list (ii)) there may be parity of 
restrictiveness in practical terms between the process criterion rule 
(50 per cent import content and CTH) and the Canadian rule, There are three 
other headings for which multiple percentage requirements are specified. 

_These, on the basis of the telcts, appear to be substantially more restrictive 
than the Canadian percentage criterion~ 

52. Another method of making direct comparisons can be applied in respect of 
process criterion rules (concerning those excepted products) that are 
expressed in plain language. These specify the materials from which 
manufacturing must commence, e.g. "Manufacture from (various) fibres" or 
"Manufacture from materials of heading ••• ". In such cases, in order to 
illustrate comparative restrictiveness vis-a-vis the percentage criterion, it 
is in some cases possible to convert the rules expressed in this way into 
their equivalent in percentage terms. To use this method, a breakdown of 
manufacturing costs for a given finished product is required in order to 
establish costs of e.g. imported inputs and costs (or added value) 
attributable to the various processes of production. These data are then used 
to determine the percentage content of imported materials calculated on the 
basis of processing costs as numerator and ex-factory price as denominator. 
The manufacturing data should preferably be obtained from sources in 
preference-receiving countries in order to arrive at results relevant to 
manufacturing activities in those countries. 

53. Owing to its commercial confidentiality, there is little available 
information of this nature. However, some data have been published showing 
costs of manufacture of a few finished products in a preference-giving 
country. 11 The data concern finished products, i.e. (a) cotton yarns, 
(b) cotton woven fabric .and (c) garments made from such fabrics. For these 
products the process criterion rules specify for (a) and (b) that each should 
be manufactured from fibre. For (c), the rules require manufacture from 
yarn. Data have been obtained that show the value added at each main stage of 
manufacture. On this basis, calculations show that the percentage limits for 
the use of imported material in manufacturing these particular products are 
for cotton yarn 57 per cent, for cotton fabric 23.8 per cent, and for garments 
13.6 per cent. lQI These results, subject to the qualification that they 
relate to manufacture in a preference-giving country (and also need to be 
updated), suggest that for two of the three products the process criterion 
rules are significantly more restrictive than a 40 per cent percentage 
criterion rule based upon import content. 
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54. The results described above are of course based upon a comparison of the 
process criterion rules (largely harmonized) with only one of the current 
percentage criteria. Differing results would no doubt emerge if comparison 
were based upon other versions of the percentage criterion, It is difficult, 
however, to evaluate those versions where limitations on imported materials 
are exercised by reference to domestic content with differ ing and complex 
interpretations. 

55. Only limited inferences can be drawn from the examination and results 
described in previous paragraphs in regard to t he theoretical ill comparative 
restrictiveness as between the process criterion and (one version of) the 
percentage criterion. The inferences include: 

(a) The basic rule of CTH has a widely variable impact that prevents an 
overall comparison between its restri.ctive qualities and those of the one 
version of the percentage criterion (a comparison with some other vers1ons of 
the percentage criterion, which, per se, are also variable in impact, is 
likely to support the same inference); 

(b). Where direct comparisons can be made between some products excepted 
from the basic rule of CTH and (one version of) the percentage criterion, the 
results vary: for some products the rules for excepted products are subject 
to the same restrictions, while in other cases the restrictions are greater o r 
less; 

(c) While further examination and research may make it possible to draw 
other and more precise comparisons the inferences above support the view, 
important in connection with possible harmonization measures (chap . III, A,), 
that each of the two criteria produces individually variable impacts that 
prevent an assessment of the overall correspondence of the one criterion with 
the other; 

(d) Illustrations of the significant disparities between the substance 
of the criteria underline the importance of harmonization in practical terms, 
i.e. the more significant the current disparities the more evident it is that 
harmonization would reduce existing barriers to marke t access. 



Chapter III 

IMPROVEMENTS IN RULES OF ORIGIN 

A, Harmonization ill 

1. Definitions 
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56. In this chapter "limited harmonization" means the replacement of the 
various versions of the percentage criterion by a single harmonized version of 
that criterion~ and the elimination of any differences that continue to exist 
in regard to the process criterion. "Full harmonization" means the 
replacement of one criterion by the other. ill 

2. Background 

57. In international discussions in 1970 during the formative period of GSP 
the preference-giving countries said that the concept of "substantial 
transformation" had been variously interpreted in eJtisting origin systems and 
that it was desirable to minimize variations in interpretation of origin for 
GSP purposes. The preference-receiving countries went even further, stating 
that "uniform rules" should be the final' goal. Fo llowing further discussion, 
preference-giving countries settled upon the use of "two broad" categories, 
"i.e. a percentage (or 'added value') criterion and a process criterion; the 
variations within each of the categories would be eliminated to the greatest 
extent possible. " 14/ 

58. The preference-receiving countries, at the third session of the Working 
Group on Rules of Origin in 1970, recorded their agreement " to the 
introduction to begin with of two systems of rules of origin one based on the 
process criterion and the other based on the value added criterion, in the 
e:cpectation that the preference-giving countries which propose to adopt the 
value added criterion would (i) fix a single percentage of value added; (ii) 
adopt a well defined basis for calculation of the percentage; and (iii) have 
uniformity in the application thereof". 14/ The preference-receiving 
countries also expressed the view that "any goods qualifying ·for preference 
under one criterion would also enjoy preferential entry under the other 
criterion"-. 

59. The definitions of "substantial transformation" that were subsequently 
introduced consisted of the "two broad categories" with variations within each 
of them showing differences in both formulation and substance. During the 
following two decades, preference-receiving cou~tries continued to press for 
harmonization, concentrating mainly on the need for harmonization within each 
"category". During this period progress was made in the harmonization of the 
variations in the process criterions, leading to greater uniformity in its 
linguistic formulation and to removal of most differences in the rules applied 
to goods included in the lists of exceptions - at that time referred to as 
"Lists A and B". Nevertheless differences remain; comple te uniformity has yet 
to be realized. So far as the percentage criterion is concerned, the national 
variations applied by each of the preference-giving countries remain unchanged 
from those introduced at the inception of GSP. 
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60 , Since discussions on harmonization have concentrated on removing 
-differences· that exist within each of the two criteria, the more radical 
possibility - that one criterion should replace the other - has not received 
attention, whether as a matter of principle or practice, even though the 
possibility had been strongly supported in the early days of GSP, Until 1988 
it was technically impossible for the process criterion to become the sole 
definition of "substantial transformation" since the Brussels Tariff 
Nomenclature, on which the criterion had been based, had not been adopted by 
all of the percentage criter ion countries for their national customs 
purposes . It had always, of course, been technically possible for the 
percentage criterion to become the sole criterion. Now, however, that all 
preference-giving countries have adopted the HS system for their national 
customs purposes and that the process criterion is formulate? on an HS basis, 
the technical possibility exists for the process criterion to replace the 
percentage criterion. 

61. This development inspired renewed attention to the concept of a single 
uniform criterion at the seventeenth session of the Special Colilmittee on 
Preferences when the spokesman for the Group of 77 referred to the "new 
possibility of basing uniform rules on the process criterion or, if that wer e 
not possible, on the percentage criterion" . 15/ 

3, Benefits 

62. The main benefits of harmonization 16/ in principle may include: 

(i) improved·equalization of "burden-sharing" of GSP imports among 
preference-giving countries; 

(ii) widening of market access for preference-receiving countries; 

(iii) if it were possible for harmonization to be based upon the most 
simple and liberal. versions of the criteria currently in force 

the present barrier to GSP trade attributable to the complexity 
of current rules would be eased 

liberalization would allow wider use of imported materials -and 
facilitate acquisition of GSP entitlement, leading to more 
exports. 

Agai nst these benefits, however, harmonization would have the effect of 
requiring some goods to be manufactured to satisfy new rules, the substance of 
which would differ to some extent from the former rules , Initially, 
therefore, harmonization would affect the flow of current GSP trade, unless 
appropriate avoidance measures were taken, 

63. So far as paragraph 62 (i) is concerned, the acceptance by 
preference- giving countries of the present diversity of the current criteria, 
without response in practical terms to the continuing pressure from 
preference-receiving countries for further harmonization, suggests that 
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"burden-sharing" is, under existing rules, satisfactory. If this is so, it 
seems doubtful whether benefits can acc,;ue under this heading for 
preference-giving countries. 

64, In regard to paragraph 62 (ii) and (iii), however, benefits in favour of 
preference-receiving countries appear to be available. The diversity of 
origin rules in itself has always been regarded as an important impediment, 
limiting market access and thus fragmenting and impeding production for 
export. These adverse consequences are increased by the complexity of 
excessive restrictiveness of some rules, generally ascribed to the process 
criterion, Their removal by means of harmonization measures, whether limited 
or full, is seen as an important and long overdue improvement. 

65. The scale of these benefits for preference-receiving countries is related 
to the extent (and basis) of harmonization. The limited approach would 
promote equal access (in terms of origin rules) to the markets of Australia, 
Canada, New Zealand and the United States, As regards the process criterion, 
limited harmonization would remove the few remaining disparities in its 
present versions and could thus achieve only small improvements in market 
access to these countries. ~he limited approach, if it could be based upon 
the most simple and liberal of the present version of each of the two 
criteria, would, particularly in the case of the percentage criterion, help to 
produce the benefits described in paragraph 62 (iii). 

66. Full harmonization on the other hand could in principle maximize these 
benefits. Access to all the markets of preference-giving countries in terms 
of GSP would be governed by one criterion, which, apart from any effect it may 
have on the present balance of burden-sharing, would make it possible for 
manufacturers in preference-receiving countries to produce goods by reference 
to the one criterion. These would be eligible for GSP treatment in the 
markets of all preference-giving countries, As regards the benefits referred 
to in paragraph 62 (iii), these can be obtained only if harmonization were 
based upon the simplest and most liberal of the existing criteria. As 
suggested in paragraphs 47-59, however, it does not appear possible so far to 
identify any criterion that is, "the most simple and liberal". The reality is 
that, overall, any one of the criteria when compared with another is more 
liberal in respect of some goods and less liberal in respect ot others. 
Liberality may be more prevalent in one criterion than another, but even this 
appears difficult to establish. Unless it proves possible, e.g. by reference 
to data obtained by preference-giving countries in regard to their experience 
in applying the existing rules to reduce these uncertainties, the benefits 
achieved by harmonization as described in paragraph 62 (iii) are likely to be 
patchy, being offset to some unknown extent by the disadvantages of increased 
restrictiveness, 

4. Further considerations 

67. Having regard to paragraphs 62 and 63, preference-receiving countries may 
wish to consider whether and to what extent harmonization, limited or full, 
might confer a balance of advantage. This would need to be based upon their -
no doubt - tentative choice of criterion for harmonization purposes, An 
assessment might be made on an individual country basis of the likely scale of 
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benefits, in terms of a potential increase in GSP exports attributable to the 
wider marke't access that would be acquired as a consequence of harmonization. 
It should be borne in mind that this benefit is likely to appear only in the 
longer term. 

68. On the basis of the difficulties found in this report in regard to 
identification of the most simple and liberal of existing criteria, it seems 
likely that harmonization on the basis of any of the present criteria would 
produce unpredictable changes in the restrictions placed by existing origin 
rules on the use of imported materials, As suggested in paragraph 66 some 
changes may be of a liberalizing effect and others more restrictive. 
Manufacturers would have to adjust their manufacturing practices accordingly. 
This, of course, would take some time during which some disruption of existing 
GSP trade would occur. 

69. To avoid or reduce this disruption, a solution essential to ensure the 
acceptable functioning of harmonization would be provided by the introduction 
of transitional arrangements, under which the former criterion would continue 
to be valid, in parallel with the new harmonized criterion. The period would 
need to be sufficiently prolonged to enable fami liarity and adjustment to the 
new criterion to be well established, 

70. Preference-giving countries, in forming their views as to the 
acceptabili ty of h armonization would each need to consider what impact it 
might have on their domestic economy, e.g. in terms of the volume of GSP 
imports it might generate, on an overall basis or in regard to individual 
sec tors of industry. There might also be a possibility of changes in the 
existing pattern of "burden-sharing" as between preference-giving countries. 
Moreover, harmonii1ation would necessitate legislative action, probably for al l 
countries, which could involve public debate; After each preference-giving 
country had tak~n a .view on the acceptability of harmonization there would be 
a need for collective discussions between groups of countries, i.e. in the 
case of limited harmonization between two groups (one process criterion group 
and one percentage criterion group ) and, in the case of full harmonization, 
between all preference-giving countries. I mplementation of harmonization 
measures, including any transitional arrangement.s, would require a substantial 
administrative effort by each country. 

B. Other improvements 

1. Background 

71. The Working Group on Rules of Origin has examined and discussed, over the 
past two decades, a range of possible measures aimed at improving the rules of 
origin. It has been generally agreed, on the basis of continuing concrete 
supporting evidence, that the rules need improvement in terms of 
harmonization, simplification and, in the view of the preference-receiving 
countries, liberalization. It has not, however, .been found possible to reach 

_agreement on the adoption and implementation of particular measures. 

72. A list of possible initiatives together with a review of the 
considerations affecting them was provided in the secretariat report 
TD/B/C.5/120 , a document which the Sessional Committee at its meeting in 
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May 1990 agreed should be used as the basis for a "progressive and 
item-by-item examination" to be pursued by the Committee in its further 
deliberations. The following paragraphs provide some additional comments. 

2. Harmonization and simplification 

73. Chapter III deals extensively with the considerations affecting 
harmonization, both limited or full, and has pointed out the possibilities for 
some simplification to occur if harmonization could be based upon the simplest 
of the existing versions of the criterion. Measures of simplification 
independent of harmonization might be considered irrespective of the outcome 
of discussion on harmonization. Many ,requests have been made to simplify some 
versions of the percentage criterion and of the particularly complex process 
criterion rules for certain excepted products. 

3, Concept of preference-giving country content 

74. The inclusion of a recommendation in paragraph 8 of resolution 13 (XVIII) 
of the Special Committee on Preferences that this concept should be widely 
adopted underlines the consistent view of many preference-receiving countries 
that it confers significant benefits, e.g. stimulation of economic activity 
and two-way trade, It is also regarded as being of particular potential 
benefit to the least developed preference-receiving countries as a method of 
encouraging infant industries, albeit of the "screw-driver" assembly type, 

4. Liberalization 

75. Some liberalization might result from adoption of harmonization measures, 
as discussed in Chapter III.A, However, the conclusions relating to 
liberalization have been set out in document TD/B/C,5/120 (para. 56), and are 
briefly: 

(i) general, based _upon acceptance of the view that the existing 
criteria introduced over two decades ago at a time of high tariffs, 
could be relaxed without impairing their effectiveness in 
preventing deflection of trade or adversely affecting the 
industrialization of preference-receiving countries achieved by GSP. 

(ii) particular, i.e. applied to particular goods for which it is 
accepted that the origin rules are overstrict, i.e. they achieve 
not merely "substantial transformation" but rather "total 
transformation". Complex multiple condition rules applied to some 
products excepted from the basic rule of the process criterion have 
been identified as particular examples. 

5. Cumulation 

76. Cumulation arrangements, apart from having a significant liberalizing 
effect on the impact of origin rules, also foster economic and trade 
cooperation between preference-receiving countries, a function that is 
receiving increased attention in developing countries. There are three 
versions of cumulation, namely "partial and regional" (as applied by the EEC), 
"full and regional" (as applied by Japan and the United States of America) and 
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"full -and global" (as applied by Australia, Canada and New Zealand). 
Definitions· of these terms are contained in document TD/B/C,5/120 (para. 46). 
Various improvements can be considered, in particular the wider application of 
"full and global" cumulation in replacement ·of the other two less liberal 
forms. Alternatively, where regional cumulation is available it might be 
considered whether it is possible to relax the conditions that are required to 
be satisfied by regional groups of preference-receiving countries in order to 
benefit. 

6. Least developed -countries 

77. The situation vis-l-vis origin rules and the need for special 
arrangements in favour of least developed countries remain as described in 
document TD/B/C.5/120, paragraphs 30-32. 

Notes 

1/ "Materials" as used in this report means raw materials, 
semi-manufactures, parts and components; the term "imported materials" means 
also materials of undetermined origin. 

'l,/ Where the term "substantial transformation" is used this means also 
"sufficient working or processing", . a term used by some preference-giving 
countries . 

11 See annex I for a summary description of these rules. 

,1/ Examples of specific rules for goods excepted froin the b·asic rule 
are in annex II. 

~/ This . section relates principally to the percentage criterion used by 
Australia, Canada, New Zealand and the United States. Where references are 
made to a percentage criterion used by process criterion countries this is 
made clear in the text. 

&./ There are "explanatory notes" for use in applying the HS. In 
addition, some preference-giving countries have published their own guidance 
notes for further clarification of certain HS chapters. As a last resort, 
disputes are considered by the Customs Cooperation Council, the organization 
under whose auspices the International Convention on the Harmonized Commodity 
Description and Coding System was established (14 June 1983). 

11 Sixty per cent in the case of least developed countries. 

ii EEC Official Journal No. L 85/31, December 1982 • 

. 2/ Document TD/B/C,5/WG(IV)/2, paras, 31. and 27. 

10/ Data and calculations are in annex IV. 
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11.I Practical as distinct from theoretical comparisons may be available 
in due course following a questionnaire . currently being addr~ssed by the 
secretariat to preference-receiving countries that may have experience of 
exporting goods to several preference-giving countries under both percentage 
and process criterion rules, 

ill The need for harmonization of origin rules has also been recognized 
in the GATT. The Uruguay Round of Multilateral Trade Negotiations includes a 
dra£t agreement which aims to harmonize and simplify rules of origin that are 
used in connection with non-prefe r ential commercial policy instruments 
(MTN.GNG/NG2/W/85, 2 November 1990), 

ill Both existing criteria could in theory be replaced by a single 
freshly devised new criterion, Since at this stage, this possibility seems 
unlikely to receive support, it is not pursued in the present report. 

141 Report of the Working Group on Rules of Origin, third session, 
21 December 1970. 

1.2_1 "Report of the Special Committee on Preferences, on its 
seventeenth session" (TDIBl1263), paragraph 26. 

ll/ (i) Benefits would be further enhanced if concepts such as 
"preference-giving country content" and "cumulation" were 
applied uniformly on the most liberal basis by all 
preference-giving countries, 

(ii) Further benefits might occur in ancillary matters, e.g. 
documentation. 



Country 

Aus:t:ralia 

Canada 

New Zealand 

United States 

EEC, other 
Western 
European 
preference­
giving 
countries 
and Japan** 

ANNEX I 

SUMMARY OF PERCENTAGE CRITERION RULES* 

Additional requirement Numerator Denominator Percentage level Special documentation 

(1) 

Final process of 
manufacture to be carried 
out in preference­
receiving country 

Final process of 
manufacture to be carried 
out in preference­
receiving country 

As prescribed for products 
excepted from basic rule 
of Change of Tariff 
heading 

(2) 

Labour and materials of 
preference-receiving country 

Value of materials or 
products originating outside 
preference-receiving country 

Expenditure on materials and 
components originating in 
the preference-receiving 
country 

Cost of materials produced 
in preference-receiving 
country plus direct cost 
of processing there 

Customs value of imported 
materials, parts or 
components or, for materials, 
etc., of undetermined origin, 
earliest ascertainable price 
paid in country where 
manufacture takes place 

(2 x 100) (3) requirements 

(3) 

Ex-works cost 

Ex-factory price 

(4) 

Minimum 50 per cent 

Maximum 40 per cent 
(60 per cent in the case 
of least developed 
countries) 

Ex-factory or ex-works Minimum 50 per cent 
cost 

Ex-factory price or 
value as appraised by 
United States customs 
authorities 

Ex-works or ex-factory 
price (Japan f.o.b. 
price) 

Minimum 35 per cent 

Various (e.g. 40 per cent, 
50 per cent, 5 per cent, 
47.5 per cent) 

(5) 

Exact percentage to 
be shown on origin 
certificate 

* Compiled from UNCTAD document TD/TAP/133/Rev.51 the data do not take account of the various arrangements for cumulative origin (all 
reference-giving countries) or for application of the concept of "preference-giving country content" (Australia, Canada, New Zealand and Japan). 

** These countries apply the percentage criterion only in respect of certain products that are· excepted from the basic process criterion rule. 
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PROCESS CRITERION: · BASIC RUL'E OF CHANGE OF TARIFF HEADING 

PRACTICAL·. ,EXAMPLES 

(i) Finished product 

Origin rule 

Possible materials 

HS classification 

Comments 

(ii) Finished product 

Origin rule 

Possible materials 

HS classification 

Soft toys (HS heading 9503) 

CTH and. value of imported materials must not 
exceed 50 per cent of the ex-works price of the 
finish~d _pro.duct 

Stuffing material, thread, eyes, metal inserts 
for limbs, fabric 

(a) Stuffing materials and thread - not 
classified in 9503 

(b) Eyes - not classified in 9503 provided they 
are not mounted 

(c) Fabrics - not classified in 9503 provided 
they are not cut to shape 

(d) Metal inserts for limbs - classified in 9503 
"solely or principally" for soft toys 

The use of this example demonstrates the 
necessity for HS expertise. Even if all 
the materials used, except for mounted eyes, 
originated in a preference-receiving country 
the finished product would fail to qualify, 
even if the 50 per cent rule was satisfied 

Leather handbags (HS heading 4202) 

CTH 

Finished leather in the piece, metal or leather 
handles, metal handbag frames (incorporating 
clasp and lock), metal handbag corner pieces, 
handbag locks, thread, glue, rivets 

(a) Finished leather in the piece, thread, glue, 
rivets - not classified in 4202 

(b) Metal handbag handles - classified in 8302 

(c) Leather handbag handles - classified in 4205 
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Comments 

(d) Metal handbag frames - classified in 8301 
(including clasp and lock) 

(e) Metal handbag corner pieces - classified 
in• 8302 

(f) Handbag locks - classified in 8301 

Compliance with the basic rule is satisfied, 
Le. the ,.handbags described may be manuf°actured 
from the mated,als listed, all of which could be 
imported without altering GSP entitlement 



HS heading 

ex 4302 

4303 

Chapter 61 

7116 

7117 

I 
I 

-! 

' 
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ANNEX III 

PROCESS CRITERION: GOODS EXCEPTED FROM THE -BASIC RULE 

EXAMPLES OF RULES APPLIED TO SUCH GOODS* 

Description of goods 

Tanned or dressed fur skins, 
assembled, other than plates, 
crosses or similar forms 

Articles of apparel, clothing 
accessories and other 
articles of .fur skin 

Articles of apparel . and 
clothing accessories, 
knitted or crocheted 

Articles of natural or 
cultured pearls, precious or 
senii-prec_ious stones (natural, 
synthetic or reconstructed) 

.• Imitation jewellery 

I 
i 

Working or processing carried out 
on such originating materials that 
confer originating status 

Manufacture from non-assembled 
tanned or dressed fur skins 

Manufacture from ,non-assembled 
tanned or dressed fur skins, 
of heading No, 4302 

Manufacture from: 

- natural fibres 

- man-made staple fibres not 
carded or combed or o~herwise 

.prepared for spinning, or 

i - chemica.l ,materials OI'. textile 
pulp 

Manufacture in which the value 
i of all the materials used does 
not exceed 50 per cent of the 
ex-works price of the product 

Manufacture in which all the 
materials used are classified 
within a heading other than that 
of the product 
or 
Manufacture from base metal parts, 
not plated or covered with 
precious metals, provided the 
value of all the materials used 
does not exceed 50 per cent of 
the ex~works price of the product 

---.---------------------------------------------------------------------------
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HS heading 

8208 

8415 

8418 

Description of goods 

Knives and cutting blades, 
·for machines or for mechanical 
appliances . 

Air-conditioning machines, 
comprising a motor-driven fan 
and elements for changing the 
temperature and humidity, 
including those machines in 
which the humidity cannot 

_be separately regulated 

·Refrigerators; freezers 
and _other refrigerating or 
freezing · eguipmerit·, electric 
or other; heat pumps other 
than air-conditioning 
machines of heading No • . 8415 

Working or proces~ing carried out 
on such originating materials that 
confer originating status 
. ~ . ' ~ . . ---- ------------------------------
Manufacture in which: 

- all the materi~ls used are 
classified within a heading 
other than that of the product, 
and 

- the vilue oi all ~he materials 
used does not exceed 40 per cent 
of the ex-works price of the 
product · 

Manufacture in which the value of 
all the materials used does not 

·exceed 40 per cent of the 
ex-works prite of the product 

Manufacture: 

- in which the value of all the 
materials used does not exceed 
40 per cent of the ex-works 
·price· -of the product, and . . 

where, within the above limit, 
· the materials classified within 
the_ same heading as the product 
are only used up to a value of 
5 per cent of the ex-works 
price of the product, and 

- where the value of all the 
non-originating materials used 
does not exceed the value of 
the originating materials used 

----- ·· -------------------------·-----------------------------------------------
* Examples drawn from EEC Official Journal No. L 77/21. 
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CONVERSION OF PROCESS CRITERION RULES INTO PERCENTAGE 
CRITERION EQUIVALENTS* 

. . 

--------------------------- -------------------------------- -------~ ✓ ·------
Goods** Process ciite~ion rules 

1, Cotton yarn Manufactur·e from fibre 
--------------------------- ------- ~·---: -----------
2. Cotton fabric, woven Manufactur·e from fibre1 

3. Clothing of woven cotton Manufacture from fibre 
fabric 

Limit of inipo;rt'ed 
mat.erials exprtfssed in 
~ercentage terms 

57.0 

23.8 

13,6 
--------------------------- -------- -----------~---- ----------------.- ----
4. Calculations are shown in Annex IV, Part II. . Values. are derived from data 

provided by a developed country s_ource. 
; ----------------------------------- ·----~ ------------------------- -- ------

* Data derived from document ·TD/B/C,5/WG(IV:)/2, paras. H-37:, 
** These goods are excepted from th~ basic_ r.uie (CTH) of the process 

criterion. The rules indicated are as specified i:q a, list of exceptions (in 
this case as specified by the EEC, Official Jouinal No. L 77, 22.M~rch 1988); 
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---------------------------· ·--·---------------------------------
E'inished product Origin rule requirement Imported materials Processe·s ·and value added .Ex..:.factory value of 

- -~ finished product 
. ·--- -·;- -----· ·---------

:::otton yarn Manufacture from fibre Cotton fibre value Spinning; - 175$ (c) 

100$ (a) Value added 75$ (bl 
; ~- J 

:(a) + (b) = (q) 

----------- . ' --- . --------

Percentage of import 
content 

(.a+'Gl x 100 = 5'7% 

:otton fabric, woven Manufacture from fibre Cotton fibre value Spinning: ·, 
100$ (a) Value added fs$ (bl 

320$ (d) · (_!3-+d) x 100 23.8% 

:lothing of woven cotton Manufacture from yarn Cotton yarn value 
'abric 100$ (a) 

Weaving .. 
Value added :~45$ ( c) 

,, - -

Weavingkarid µta.kin~ up' 
Value ad,ded HS$ ;{b) 
Value of f~bric is 
245$ (c;) 

----------------------- ------------------ ------- :- -· -:.· -------- - - . 

·'(a) + (b) . + (c) = (d) ; 

(a+d) x 100 ~- 13.6% 

--~------~--~-------- -- ·---------~-------
* In the clothing industry the rule of thumb is that the cost of thei• fabric is: .. about :1;3 of the vaiue of the finished gari;nent._ 

.nee in this case the value of the fabric is 245$ the value of the finished_.garni~nt is ab6uf i35$. T,hus, .perc.entage import cqntent 
: (a}+(d)% = (100+735) x 100 = · 13.6%. ;t_ · ·-d 

i!'": 
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COMPARISON OF SOME EXCEPTED PRODUCTS (PROCESS CRITERION RULE) 
WITH THE PERCENTAG~ CRITERION (CANADIAN.VERSION) 

List of examples 

1. The data in this annex have been compiled on the basis of EEC Regulation 
L 77 of 22 March 1988. Lists of excepted products applied by other 
process,, cr,iterion countries ·(liffer to some. degree, 

2. Examples consist of rules that impose either: 

(i) a single percentage condition of 40 per cent, or 
(ii) a single percentage condition of 50 per cent and CTH, or 
( iii) a single _percentage condition of 40 per cent .and CTH, or 
(iv) a single percentage conditlon of 50 per cent. 

3. Wit}:l.out tajdt?,g account of dif1:erences that may be founp., .to exist . in . 
regard tQr formulation and bases of calculation, list~ _(ii), (iii) and 
(iv) are taken to be more restrictive than the percentage criterion rule 
.o1: 40 . per cen~ import content lil)li tat ion; category . ( i) is . tc;1-ken to · be 
the same as the percentage criterion rule of 40 per cent . import 
limi tatio:Q. and the Canadian rule ; . , 

4. The lists exclude products tp.at are subject to rules which either 
(i) .a.re not defined in percentage terms, or (ii) are defined in 
percentage terms but incapable of comparison with the percentage 
criterion " . 

A. Products subject to 40 per cent import content limitation rule 

HS heading Description of goods 

Other made up articles 

HS heading 

85.47 

Description of goods ·J 
----. --------------. -

63.07 Insulating fittings ' 

66.01 Umbrellas 85.48 Electrical parts 
i 

82.08 Knives 86.01-86.07 Railway locos, rolling 
~tock 

84,06 Steam turbines 86.09 Containers 

84.07 Certain engines Ch, 87 Vehicles other than 
railway, etc. 

84.08 Diesel engines 88.03 Certain parts 

84,09 Parts for 8407 or 8408 90.01 Optical fibres 

84.12 Other engines 90.02 Lenses, prisms, etc. 
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ANNEX V -(continued) 

----------·---- ----- .----' ----· -------- - --- . --------- . --- .---- ·· ----------------
HS heading Description o·f goods .HS heading Oescription of goods 

-------------- -----------------------
84,15 Air conditioning 

machines · 

84,29 Road rollers 

---------------- ---------------------
90.04 Spectacles, goggles, 

etc. 

90.14 Other navigational 
. appliances 

ex 84.31 Parts for road rollers 90.15 Surveying, _etc. 
instruments 

84.44 to 84.47 Machines for use in 
te~til• indti•try 

e. 84.48 Auxili~rymachines 

84.56 to ' 84.66 Machine topls and 
parts 

84,69. to 84.72 Office machiries 

90.16 

90.17 

90.24 " 

Balances 

• Drawing, etc. 
ins_truments 

Machin~s · for :. testing 
_hardness, , etc. 

Hydrometers, etc. 

I 84. 80 Moulding boxes 

·90. 25 

90,'26 · · F-1.o:w meters, 'etc. 
! 
I 

! 84. 84 · ' Gaskets · 

84.85 

85, 22. 

85.22 

85.44 · 

85.45 

85.46 

. -------- . ·----. 

Certain machinery parts 90,29 

P~rts . cif iecord , 
players, tape 
recQ~ders and videos 

... ' 

Unrecorded m~dia 

90,30 

9.0. 31 

tnsulated wire, etc, ~ 0 : 90.32 

f?lecttodes 90.33 

Electrical insulators 91.13 

----.------------------

Instruments for 
physical analysis 

Rev meters, etc. 

Oscillosc;:opes 

o·the ~: mec)s ~ring .- · 
instruments 

-A.uto~atic regulating 
instruments 

Parts : for machines, 
etc. 

Watch .' straps, etc. 
6f :base material 
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(ii) Products subject to 50 per cent limitation and change of tariff heading 
(CTH) 

HS heading Description of goods HS heading Description of goods 

31.05 Fertilizers, etc. Ex Ch 78 Iron and articles 
thereof 

48.17 Envelopes, etc. 

48.19 Cartons, etc. 

49.19 Calendars 

Ex Ch 74 Copper and articles 
thereof 

Ex Ch 75 .Nickel and articles 
1 thereof 

articles thereof 

1
Ex Ch 79 

I 

i 
Ex Ch 80 

Ex Ch 81 

95.03 

96.06 

Zinc and articles 
:thereof 
I 

Tin and articles 
thereof 

Tin and articles 
thereof 

Toys 

Buttons 

Typewriter ribbons Ex Ch 76 !Aluminium and 96.12 

--------------- _______________________ : ---------------- - ·-------------------' 
(iii) Products subject to 40 per cent limitation and change of tariff heading 

' ' ______________ t _______________________ ----------------
HS heading Description of goods rHS heading 
-------------- ----------------------- ----------------
82.07 Tools Ch 92 

82.08 Knives Ch 93 

---------- ----------~ 
Description of goods 

---------------------
Musical instruments 

Arms and munitions 

(iv) Products subject to a 50 per cent limitation rule 

---------------r-------------------- --, ----------------.-------------------- 1 ! HS heading Description of goods I HS heading 1Description of goods 
~--------------!----~-----------------~ ----------------'---------------------
' Ex 25.20 ·Dental plaster 39.22-39.26 1 Articles of plastic 

Ex 28,33' Aluminium sulphate 40.05 Rubber compound ' 

Ex 35.07 Prepared enzymes Ex 48.20 Letter pads 
i 

Prefabricated ! 
buildings j 

Ch 94 Lamps, etc. Ex 96. 03 Brooms and brushes 
--------------------------------------------------------'---------------------

· Ex 38. 01 ·Colloidal graphite 94.06 




