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Rules of origin applying to TVs (and other products) of HS heading 8528

in the framework of the EU / Mexico Free Trade Agreement
A)
background

At the end of 2003 Mexico raised for the first time the question of the need to change the rules of origin applicable to TV sets (and other products) of HS heading 8528.  Their initial proposal also included a change to the rules of origin for products of HS heading 8540, but this was later withdrawn.

Mexico considers that the current rules no longer correspond to the reality of the industry, namely because the most important TV components, both in conventional receivers (Cathode Ray Tube, CRT) and in new flat panel technology (Plasma and Liquid Cristal Displays, LCD), are not available (or not in sufficient quantity) in the free trade area.

There have been a few bilateral exchanges of views on the subject since 2004 and the Commission asked Mexico to provide a written submission presenting their arguments in detail.  A written submission was finally received at the beginning of September 2005, which however did not provide much more detail.  At the 5th meeting of the Special Committee on Customs Cooperation and Rules of Origin, held on 21 October 2005 in Brussels, the Commission informed Mexico of its intention to carry out an evaluation of the whole issue before taking a position.
B)
Existing framework and proposed amendments
B.1.
The present rules
The current rules, as laid down in Appendix II to Annex III to Decision No 2/2000 of the EU/Mexico Joint Council, are shown in ANNEX 1.

The added value rules currently applied require 60% of local content, coupled with the condition that the value of the non-originating materials used cannot exceed the value of the originating materials.  Alternatively, the current rules require a local content of 75%.

B.2.
The Mexican proposal
The amended rules, as proposed by Mexico, are shown in ANNEX 2.

The proposed amendments add two options to the current rules.  Both new options are basically 'change of tariff heading' (CTH) rules, with one different exception each time.  Both allow an unlimited use of non-originating materials from any other heading than that of the final product (HS heading 8528), except for materials of HS heading 8529 in one case or of HS heading 8540 in the other case.

C)
Arguments presented by Mexico
C.1.
Technological change
The world production of televisions is undergoing an intense process of technological change.  On the one hand there is the rapid technological evolution of components used in the manufacture of TVs.  On the other hand the industry is progressively moving away from the conventional apparatus (CRT) and concentrating more and more on new technologies (LCD, Plasma) which were fundamentally developed in Asia (Korea, Japan).

C.2.
Mexico as production location
Mexico has for some time been an important producer and exporter of conventional TVs.  Its main export markets have been the United States and Canada, for which the competitive advantages offered by NAFTA can be explored, but also other markets in Latin America.

Mexico has recently been developing a policy that favours the establishment of conditions for the production of new technology TVs.  As part of this strategy Mexico intends to make full use of provisions in trade agreements with third countries which grant market access in this sector.  These measures are supposed to encourage foreign investment in the production of TVs in Mexico.

C.3.
Inadequacy of the current rules
In the case of conventional TVs, there are essentially two main components both in terms of value and in terms of the specific functions of the apparatus: the tube (CRT) and the 'chassis'.  The value of each of these components in the total value of the final product varies according to the size of the TV, but on average they account for close to 50% each.  As a result, in order to fulfil the stringent value criteria of the current rules, both components must be originating in Mexico or the Community.  However, even if there is production of both components in Mexico and in the Community, its volume is often insufficient to cover the needs of TVs production.  This trend is accentuated by the competitive pressure exercised by the availability of the same components produced in Asia, at much lower prices.

As regards the new technology TVs, there are also two main components that make up the flat panel display: the front panel and the control electronics.  Production of the front panel is almost exclusively concentrated in Japan and Korea, while production of the control electronics is still at an incipient stage of development in Mexico.  The value of the front panel in the total value of the final product fluctuates between 40% and 60%, according to the size of the TV and the type of technology (LCD, Plasma).  Here again, the stringent value criteria of the current rules are very difficult to fulfil.

For both conventional and new technology TVs, the current rules have prevented the development of preferential trade between Mexico and the Community in both directions.

C.4.
Changes would benefit both parties
The Mexican proposal provides an adequate response to the prevailing conditions in today's televisions manufacturing industry.  Neither Mexico nor the Community have the capacity to produce simultaneously and competitively all main components, both parties therefore having recourse to third country suppliers for one or more of those components.

The amended rules would allow an increase of exports in the framework of the EU/Mexico Free Trade Agreement, resulting in the increase of production of televisions in general.  Furthermore, the amended rules would open new opportunities for the development of production of high technology TVs by providing an incentive for investments which would translate in more employment and benefits for the economies of both parties.

The amended rules would allow an effective flow of preferential trade in televisions between the parties.  In the absence of such adjustments, there is the risk that production of TVs in both parties will decline in favour of other regions, namely Asia.  In the case of new technologies, investment decisions take seriously into account the advantages offered by some countries in Asia in terms of economies of scale.  If they wish to remain important producers of televisions, Mexico and the Community should make use of the benefits at their disposal, one of which being the preferential tariffs foreseen in the FTA.

D)
Reaction from the industry

D.1.
EICTA
There is no exclusive representation for the European manufacturers of televisions.  The European Information, Communications and Consumer Electronics Technology Industry Association (EICTA) represents the televisions industry, as well as other industries in this wider area of activity.

Membership of EICTA is very broad, going from originally European manufacturers like Philips or Thomson to Asian companies like Samsung, Sharp, Panasonic or Sony.  The industry having become global over the years, it is no longer possible to speak of 'European' manufacturers as such.  Groups or alliances have been formed between companies from different origins which operate all over the world.

EICTA was invited by the Commission to react to the Mexican proposal.  Given the diverse nature of its membership and the often opposing interests at stake, EICTA informed that it does not have a position on the matter.  However, some members have recently developed an interest to form a coalition around a common position.  A position paper on the subject was expected towards the end of April 2006, but has not been received so far.

D.2.
Philips
Philips is an important player in the European televisions market.  Although it is also present elsewhere in the world, the company tends to adopt a regional strategy.  Philips showed willingness to cooperate with the Commission in assessing the Mexican proposal.

Philips believes that the Mexican proposal would lead to the creation of a non-level playing field between the TVs assembly industries in Mexico and in the EU.  Philips provided information substantiating this position, but is still expected to give further clarifications.

D.3.
Thomson
Thomson's reaction to the Mexican proposal has not been received so far.

E)
Reaction from Member States
Member States' Delegates to the Customs Code Committee – Origin Section were invited to provide their contribution towards an assessment of the Mexican proposal.

Eleven Member States (AT, CY, EE, FI, GR, IE, LV, LU, MT, PT, SI) informed that they either do not produce TVs and components or do not have comments and therefore do not take position, even if AT, EE, GR and IE showed some openness to a change of the current rules.  One Member State (SE), although not producing TVs, expressed its agreement to the Mexican proposal.  Ten of the remaining Member States (BE, CZ, ES, FR, HU, IT, NL, PL, SK, UK) take position against the Mexican proposal.  Among these, France and the United Kingdom merely transmit the position of Philips, while Belgium and the Netherlands give exactly the same arguments as Philips.  Finally, three Member States (DE, DK, LT) which do manufacture TVs do not take a firm position on the subject.

In most cases, the information provided by Member States was very limited in scope and depth.  As a consequence of this, the Commission does not dispose of complete and meaningful data on the market situation in the Community.

F)
Analysis by TAXUD
F.1.
Scope of the amended rules
The Mexican proposal was clearly designed for the specific situation of conventional TVs (CRT).  However, the rules apply to the whole HS heading 8528, which covers all types of televisions: CRT, LCD, Plasma and others.

The purport of the Mexican proposal is to allow the use of one non-originating main component, while requiring that the other main component is originating.  In the case of CRT TVs, choosing the first option would mean that the 'chassis' (classified under HS heading 8529) would have to be originating.  On the other hand, choosing the second option would mean that the tube (classified under HS heading 8540) would have to be originating.

In the case of LCD or Plasma TVs, however, most main components are classified under HS heading 8529.  By choosing the second option, operators would benefit from preferential treatment for essentially non-originating TVs, since they could be manufactured from non-originating components (none of which classified under HS heading 8540) amounting to 80% or more of the total value of the final product.

F.2.
Competitiveness of the European industry / Mexican industry
F.2.1.
Access to components from third countries
The TV assembly industries in Mexico and in the EU do not benefit from the same conditions when importing components from third countries.

Mexican importers benefit from PROSEC (Programa de Promoción Sectorial de la Industria Electrónica), a programme by which the Government grants tariff preferences to goods used in the manufacture of products of the electronics sector, whether they are exported or sold in the domestic market.  The Mexican assembly industry is therefore able to import all components at 0% duties.

Community importers are faced with a less advantageous situation.  The normal duty rates (MFN) on import of components range from 3% to 14%.  It should be noted, however, that those duties are currently suspended for most of the components, which means that the Community assembly industry is equally able to import most components at 0% duties.

However, as far as Cathode Ray Tubes are concerned, a new element needs to be taken into consideration.  In January 2006, the European Commission published a notice of initiation of an anti-dumping proceeding concerning imports of cathode-ray colour television picture tubes originating in the People's Republic of China, the Republic of Korea, Malaysia and Thailand.

If anti-dumping duties are imposed on CRTs from the referred Asian countries, the Mexican assembly industry will be able to import those products at dumped prices while the Community industry will have to pay the anti-dumping duties.  On the one hand, this would increase the price competitiveness of TVs produced in Mexico.  On the other hand, the amended rules would allow the indirect import through Mexico of dumped Asian CRTs.

F.2.2.
Unfair competition from Asia

Imports into the EU of low priced colour televisions from Asia have exercised significant pressure on the Community industry.  Having concluded that part of such imports have entered the European market at dumped prices, the Community has regularly imposed anti-dumping duties on those imports.

Anti-dumping duties currently apply to imports of colour televisions originating in China, Korea, Malaysia and Thailand.

F.2.3.
Shipment costs
According to Philips, in view of the unbalanced trade between North America and Europe, shipment costs from Mexico to Europe are a fraction of the shipment costs from Europe to Mexico/North America, thus putting again the European industry at a disadvantage.

F.3.
WTO negotiations
Colour televisions which are imported into the EU without preferential treatment must pay an MFN duty of 14%.  The MFN level of duties might be lowered as a result of the current round of negotiations.  The EC bargaining power at the multilateral level would however be reduced if too liberal concessions were to be granted to Mexico in the form of the proposed amended rules of origin.  There might be an incentive for producers established in Asia to redirect their production/sales through Mexico.
F.4.
Investment
Europe was and still is an important centre for the assembly of conventional TVs and also for the production of the main components.  With the advent of the new technologies, activity in Europe is increasingly concentrating on assembly of components imported from Asia.

More recently there are signs of a shift towards manufacturing in Europe some of the components used in the new technology TVs.  The most striking example is the decision taken by the Korea based LG.Philips LCD to build a new plant in Poland for the manufacture of the "back-end" of LCD panels, expected to start production in 2007.

This new trend of investment might be followed in other regions, namely in Mexico.  The amended rules proposed by Mexico would discourage this type of investment, which brings added value into the recipient country/region.

F.5.
Trade patterns
Total Community imports from Mexico of products of HS heading 8528 amounted to € 29.8 million in 2005 (down from € 40.5 million in 2004, but up from € 7 million in 2003).  Within this heading, however, the highest values of imports do not correspond to complete TVs, but rather to video tuners classified under CN code 8528 12 91 (€ 14.4 million, 0% duties) and video monitors of LCD and Plasma classified under CN code 8528 21 90 (€ 10 million, partly suspended duties).  There is no record of preferential trade under this heading.

Total EU imports of products of HS heading 8528 amounted to € 5,635 million in 2005.  The part of imports from Mexico varies between 0 and 1% of this total, reaching 2% in a few cases such as video tuners.  By way of comparison, imports from Turkey amounted to 38% of the EU total in 2005 (€ 2,147.8 million), reaching percentages of 80 and 90% for specific products classified under CN code 8528 12.
Total Community exports to Mexico of products of HS heading 8528 amounted to € 11 million in 2005 (up from € 9 million in 2004, but down from € 16 million in 2001).  The highest values of exports correspond to CRT TVs classified under CN code 8528 12 52 (€ 4.4 million) and video monitors of LCD and Plasma classified under 8528 21 90 (€ 2.2 million).

Total EU exports of products of HS heading 8528 amounted to € 1,655.1 million in 2005.  The part of exports to Mexico varies between 0 and 1% of this total, exceptionally reaching 10% in the case of the above mentioned CRT TVs.

As far as parts are concerned, total imports from Mexico of products of HS heading 8529 amounted to € 48.5 million in 2005 (up from € 33.3 million in 2004) and those from HS heading 8540 amounted to € 2.5 million (down from € 6.7 million in 2004).  Total Community exports to Mexico of products of HS heading 8529 amounted to € 148.9 million (down from € 241.9 million in 2004) and those from HS heading 8540 amounted to € 4.6 million (down from € 22.6 million in 2004).

F.6.
Rules of origin applying in other frameworks
The same rules of origin currently applying to products of HS heading 8528 within the EU/Mexico Agreement also apply within all other EU preferential agreements or arrangements.  Any change to the current rules applying within the EU/Mexico Agreement would therefore create a precedent that might be invoked by all other EU partners.

In the non-preferential area, the rules of origin applying to television receivers of HS heading 8528 are also based on added value criteria.  This same principle governs the position taken by the Community in the WTO negotiations under the Harmonisation Work Programme.

Curiously, the rules currently applied to products of HS heading 8528 within the EFTA/Mexico free trade agreement are very similar to those now proposed by Mexico.

G)
Conclusion

One of the purposes of the EU/Mexico Agreement is to expand trade between both parties under preferential tariff treatment.  With regard to products of HS heading 8528, however, preferential trade has not developed over the years, even if both parties have a considerable export potential.

Another purpose of the EU/Mexico Agreement is to stimulate production in both parties and in the free trade area as a whole by creating additional added value.  In the absence of preferential trade in products of HS heading 8528, there has been no direct incentive for the creation of added value.

The amended rules of origin proposed by Mexico would in fact achieve the purpose of increasing preferential trade, at least in the direction Mexico >> EU, but not that of developing industrial activity which generates added value.  As a consequence, the increased preferential trade would concern materials produced and added value created in third countries, to the detriment of those produced and created in the free trade area.

In order to favour the development of preferential trade in the framework of the EU/Mexico Agreement, while at the same time maintaining the fundamental requirement that sufficient value be created in the free trade area, it would seem appropriate to raise the currently applicable value thresholds limiting the use of non-originating materials.

***

ANNEX 1

rules of origin for TVs (and other products) of HS heading 8528
currently applicable within the EU/Mexico Agreement

	HS heading
	Description of product
	Working or processing carried out on non-originating materials that confers originating status

	(1)
	(2)
	                    (3)              or                 (4)

	8528
	Reception apparatus for television, whether or not incorporating radio broadcast receivers or sound or video recording or reproducing apparatus; video monitors and video projectors
	Manufacture:

- in which the value of all the materials used does not exceed 40% of the ex-works price of the product,

- where the value of all the non-originating materials used does not exceed the value of the originating materials used 
	Manufacture in which the value of all the materials used does not exceed 25% of the ex-works price of the product


ANNEX 2

Mexican proposal of amended rules of origin for
TVs (and other products) of HS heading 8528

	HS heading
	Description of product
	Working or processing carried out on non-originating materials that confers originating status

	(1)
	(2)
	                    (3)              or                 (4)

	8528
	Reception apparatus for television, whether or not incorporating radio broadcast receivers or sound or video recording or reproducing apparatus; video monitors and video projectors
	Manufacture:

- in which the value of all the materials used does not exceed 40% of the ex-works price of the product,

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

or

Manufacture in which all the materials used are classified within a heading other than that of the product, except for heading 8529,

or

Manufacture in which all the materials used are classified within a heading other than that of the product, except for heading 8540
	Manufacture in which the value of all the materials used does not exceed 25% of the ex-works price of the product
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