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Work programme for the harmonisation of the non-preferential rules of origin under the WTO in Geneva – The rule to be adopted for the assembly of products of HS Chapters 84 – 90 ("Machinery")

Background

In July 2006, Mrs Thorstensen (Brazil), the Chair of the WTO Committee on Rules Origin (CRO) presented a package of measures to the General Council of the WTO relating to a number of outstanding product specific issues, but excluding those relating to the so called "machinery" sector involving goods of Chapters 84 to 90. The Chair's package, which was presented under her own responsibility, was received by the General Council and set aside with a view to it being finalised when the other outstanding issues had been resolved. The General Council enlarged the mandate of Chair of the CRO with a structured timetable of activity aimed at the finalisation of those outstanding issues which, notably, required the "machinery" sector to be resolved by July 2007.

The Chair has now indicated her intention to create a second package of measures covering the "machinery" sector for presentation to the General Council which, when linked with the earlier package, will mean that all product specific issues will be covered, with the exception of a few minor, so-called "technical" issues.

The Chair of the CRO takes the view that consensus in the "machinery" sector, notably in relation to the so-called "assembly" issue, remains highly unlikely in the foreseeable future and so she has advised the CRO that her proposal will include two options. Each importing country will be required to notify the WTO Secretariat of the option they choose to use.

The Chair's two options are:-

Option 1 – Change of Tariff Heading or Sub-Heading (CTH or CTSH)

The delegations supporting this option, who are in the majority, argue that the process of assembly, no matter how "simple", is sufficient to be considered as a substantial transformation and thus confer origin.

Option 2 – CTH or Value Added Rule 

This option has been defended by the EC from the beginning of the negotiations in order to avoid "simple assembly" to confer origin and thus circumvention of import measures. It is also supported by Brazil and, for some products, by Switzerland, Turkey, Egypt, Argentina, India and China.
This option leads to origin conferring of production processes where the input material is classified in different tariff headings than the final product, or, alternatively, where such a change of tariff heading does not take place, if the assembly operation results in an added value of at least the percentage stated. So called "simple" assembly from parts that are already recognisable as solely or principally suitable for use in the final product is therefore not considered as a substantial transformation.

The EC, while defending the Value Added option, has always indicated that the initially proposed 45% threshold is negotiable. The Chair of the CRO and the other countries supporting this option are now putting significant pressure on us to lower the percentage necessary for the added value to confer origin.
Consultations with Industry

We have carried out wide ranging consultations with the European Industry Associations seeking their views on the Chair's proposal with the aim of ensuring not only that their needs would be met but also to ensure that the percentage threshold for the Value Added Rule is set at the correct level. We have, as part of the consultation process, encouraged the Associations to make contact with their counterparts internationally with a view to the development of compromises within sectors.

We have found that industry continues to support "CTH or Value Added" as a safe method of ensuring that "simple assembly" does not become origin conferring and that, mainly because of the increased global sourcing of parts by manufacturers, there is also support for a lowering of the value added threshold.

The outcome of these consultations suggests that generally it would be reasonable to propose a threshold of around 35% added value, combined with the possibility of a CTH-rule, except for IT products, audio-visual consumer products and vehicles. Some sectors require special consideration.

The European Automobile Manufacturers Association (ACEA) is still in discussion with their Brazilian counterparts, who have a firm position on the value added threshold for goods covered by HS 8701-8705. The most likely outcome of their discussions will be a proposal for a 40% value added rule only i.e. without the possibility of a CTH-rule.

The outcome of our consultations with the Association des Constructeurs Européens de Motocycles (ACEM – The Motorcycle Industry in Europe) revealed that, because of the structure of the companies in this sector, which source parts globally and have manufacturing facilities not only in the EU but also in third countries, their needs would be best served by a CTH-rule.

The consultations with the Electronics and Audio-Visual sector suggest that we should maintain the Value Added threshold at 45%, without the possibility of a CTH-rule for the goods in HS 8469-8473, 8518-8526 and 8528-8529.

The Semi-Conductor Industry, which already has a special rule (the diffusion rule) for one of the products they are interested in, is in the process of discussing the matter within their international forum (The World Semi-Conductor Council). It is hoped that these discussions will eventually result in the development of an industry-led compromise proposal specific to the sector, and we will provide an update on this sector in due course for consideration.

Commission recommendation
The Chair's proposal for two options:

The Commission services believe that the Chair's proposal for two options is a realistic and pragmatic approach to the difficult "assembly" issue. The proposal also seems to be supported by a significant number of other CRO delegations, including the US and Japan. The Commission, therefore, recommends that we should accept the two option proposal. The second option would include a value added rule for most products and would therefore represent the position defended by the EC.

The Value Added Threshold:

The changes in world trade and the increase in global sourcing have led much of our industry to the conclusion that their needs would be best served by setting the value added threshold at around 35%. The Commission recommends that we should thus amend our position to "CTH; or 35% value added" except for the Automobile, Electronic and Audio-Visual, and Semi-Conductor sectors for which the special needs outlined above should be taken into account.

Next steps

The Chair of the CRO has indicated her intention to issue a draft of her second package of measures, based on this two option approach, in the near future. The draft will then be discussed during informal consultations later in April with a view to her final proposals being submitted to the General Council in July.

It is considered advisable for us to have a clear opinion on the matter in time to enable us to seek to influence the content of the Chair's draft package before it is issued.

Delegations are thus asked to consider the above issues and recommendations and to provide TAXUD/C5 with early feedback of their views via e-mail (ingrid.schaerlaeckens@ec.europa.eu and richard.stone@ec.europa.eu) by 20th March 2007 to facilitate preparation for a discussion during the CCC-OS to be held 27/28th March 2007.
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