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Introduction 
 
 On 20 September 1986, the Uruguay Round of Multilateral Trade Negotiations turned 
out to bring about further liberalization and expansion of world trade system.  Agreement on 
Rules of Origin was one of those main 13 agreements that aimed to provide clear and 
predictable origin determination wherein the application would facilitate the flow of 
international trade.  The rules provide “nationality of the goods obtained via production or 
manufacturing process within the country”.  For the purpose of origin determination, “Rules 
of Origin (ROO)” is defined as the set of criteria used to determine the country or customs 
territory of origin of a good or service in international trade. The rules (ROO) are necessary to 
ensure that provisions, applying selectively on the basis of origin, are not avoided by minimal 
processing, trade diversion and similar circumvention methods.  

 
There are two types of ROO: 
(1) Non-preferential Rules of Origin 

Non-preferential rules of origin are important for a number of reasons, 
including the application of tariffs, quotas, dumping and marketing of goods as 
well as trade statistics. 

(2) Preferential rules of origin 
Preferential rules of origin are used to determine goods which enter a country 

under preferential treatment including GSP. That is, they are used to establish 
whether the goods are eligible for special treatment under a trading arrangement 
between two or more countries. Preferential (or reduced) tariff rates of duty are 
applied to goods which are found to be the products or manufacture of a country 
defined as a preference country. The principal objective of preferential rules of 
origin is to ensure that benefits are restricted to those originated goods which are 
traded within the particular preference area. 

 
ROO Determination Principle 
 
1. Substantial Transformation 

Annex D1 of the International Kyoto Convention provided criteria on the 
international basis to determine the origin of goods produced in more than one country. It 
indicated that the origin of goods should be determined by the last/final country in which 
"substantial transformation" of the goods took place. It indicated that "substantial 
transformation" could be determined by applying one of three different methods: 

• percentage of value added (Local Content, Regional Value Content); 
• change in tariff classification (CTC); or 
• specified process of manufacture. 

Among FTAs and GSP texts, a combination of these three methods is adopted as a mean of 
determining substantial transformation and thereby the origin of products. Therefore, the 
degree of restriction due to the above conditions may be created in order to protect or prevent 
the imported goods from entering the domestic market. 
 
2. Value-added or Percentage of Value Added 
It is known that the value of a good is increased due to manufacturing. A minimum 
percentage of the value of a good (Threshold) is expected, specified or added to the value of 
the good produced within the country where origin is being claimed thorough the calculation. 



Hence, a range of minimum percentages is required under different trade agreements.  
Therefore, the degree of restriction will depend on the threshold level (above 50%). 
 
3. Change in Tariff Classification 

Under this provision, "substantial transformation" is said to have occurred if a 
produced good is classified to a different tariff classification other than that of its raw or 
starting component materials (Imported from other countries) set forth to comply with origin 
criteria. The degree of restriction, therefore, depends on the prohibition of the imported 
material, usually denoted by “except” in the rules. 

 
4. Specified Process of Manufacture 

Under this provision, the origin is based on the country in which a specified 
manufacturing or processing operation for a specific product is undertaken regardless to the 
change of tariff classification such as chemical reaction, specific mixing and blending process, 
extraction or purification etc. 
 
 
Objectives and Principles 
 The non-preferential rule of origin is designed to create standard method to determine the 
origin or nationality of a good that is exported to the designated country upon manufacturing or 
production process.  The origin then becomes essential tool to provide information for 
international trade as described.  Therefore, the rules of origin should: 
  

(a) be applied equally for all purposes ; 
 
(b) provide for the country to be determined as the origin of a particular good to be either 

the country where the good has been wholly obtained or, when more than one country 
is concerned in the production of the good, the country where the last substantial 
transformation has been carried out; 

 
(c) be objective, understandable and predictable; 

 
(d) not be used as instruments to pursue trade objectives directly or indirectly 

 
(e) not create restrictive, distorting or disruptive effects on international trade 

 
(f) not pose unduly strict requirements or require the fulfilment of a certain condition not 

relating to manufacturing or processing as a prerequisite for the determination of the 
country of origin.  However, costs not directly related to manufacturing or processing 
may be included for purposes of the application of an ad valorem percentage 
criterion; (However, in FTA, this item is particularly restricted based on the 
availability of raw or starting material in the country herself.  Realizing that it is not 
possible for both countries to be able to produce such raw material of all kinds.) 

 
(g) be administrable in a consistent, uniform, impartial and reasonable manner; 

 
(h) be coherent and based on a positive standard. 

 
 
Benefits expected from the successful implementation of the rules of origin: 
  
Contribution to Trade Facilitation  

A single origin can be determined for all non-preferential commercial policy 
purposes. Both private and public sectors can anticipate being able to know a clear 



and predictable origin outcome by application of a single set of Rules of Origin. 
Customs officers and traders will have a significant task in implementing this Rules 
of Origin once they are operational. However, in the long run, the benefits of 
harmonization will be widely appreciated in the same way as the Harmonized System 
Nomenclature among both the WTO members and others as well.  

Providing overall consistence in origin determination  
The Harmonized Rules of Origin are expected to prevent discrepancies in origin 
determination between WTO Member countries because they do not allow any 
loopholes in origin determination and they should confer “one origin to one good”. 

Right selection of raw material and finished goods 
Since the rules provide “one origin to one good” through the manufacturing process or 
processes, it is clear that the raw material identities must be known especially when it is 
imported from WTO’s or non-WTO’s member countries.  Such a principle of the Rules of 
Origin then become apparent that a right selection of raw material is required for the 
purpose of manufacturing and it is ultimately transformed to finished products. 

Cost improvement of logistics

The WTO’s trade liberalization contributes to the growth of logistic services by reducing 
tariffs and eliminating non-tariff barriers, thereby increasing merchandise trade flows. 
Therefore, the ROO can be utilized as the general tool to increase logistics activities. 
Demand for logistic services, which involve planning, managing, and executing the 
transport of goods within global supply chains, is largely driven by firms’ increasing 
desire to outsource some or all logistics-related activities to specialists. Such specialists 
are better able to manage global supply chains that are increasing in complexity as a 
result of globalization, "just-in-time" (JIT) production techniques, manufacturing, and 
electronic commerce.  

 
 
Preferential Rules of Origin 

Although the Generalized System of Preferences (GSP) provides preferential lower 
tariff rate or duty-free entry for beneficiary least developed and developing countries, it does 
requires certain ROO mostly through raw material utilization and development within the 
beneficial countries. However, the ROO specification has become even more important as 
technological progress and globalisation have led to the increasing fragmentation of the 
production process into different stages or tasks in different countries. In practice, the 
preferential ROO has become more restrictive to higher the level of working that is more 
difficult to comply among constraining market access relative to what is required simply to 
prevent trade deflection. Unfortunately there is no simple and standard rule of origin which 
can be identified as performing the role of preventing trade deflection. A number of different 
rules are available, each of which can have different implications for a producer of a given 
product. 
 
Cumulation Rules

Cumulation is an instrumental rule that allows producers to import materials from a 
specific country or regional group of countries to be used, mixed, transformed or included as 
a part of the produced goods in order to comply with the origin criteria requirement. In 
practice, the imported materials from the first (many) countries are treated as cumulative to 
domestic origin of the second (only one) country requesting preferential access. The common 
rules of origin in ASEAN Free Trade Aria (AFTA) facilitate the spread of full cumulation 
which would be an important factor of regional production development networks. One of the 
advantage is the deeper integration of more advanced countries to outsource labour-intensive 
production stages to low-wage countries. The other advantage is to provide regionally based 
companies to exploit economies of scale that are available among the others, thus allows low 
income countries the greatest flexibility in sourcing inputs. 



 

Summary of the Different Approaches to Determining Origin 
 

Rule Advantages Disadvantages Key Issues 
Wholly Obtained Fully utilization of the 

country inputs (Starting 
materials i.e., no imported 
requirement). 

Not even single country in 
the world does have all of 
the starting materials. 

Naturally obtained 
materials in the country. 

Change of Tariff 
Classification 
(CTC in the 
Harmonised 
System) 

1. Can be derived from 
realistic production or 
process which is the direct 
transformation of raw 
material, relatively straight 
forward to implement. 
2. Consistency, once 
defined, the rule is clear, 
unambiguous and easy to 
learn. 

Harmonised System (H.S. 
Code) is designed for goods 
identity with trade criteria 
but not for ROO; different 
goods are classified 
together where CTC can 
not apply correctly and the 
rules can be written for 
domestic protection. 

1. H.S. level of goods 
classification – the higher 
the level the more 
restrictive ROO. 
2. ROO can be positive 
(allowed) or negative 
(prohibited) depending on 
imported materials. 

Value Added 
(Regional 
Value Content,  
Local Content) 

1. Clear, simple to specify 
and unambiguous 
2. Allows for general rather 
than product specific 
criteria and rules 

1. Could be complicated 
and difficult to apply 
correctly especially SME 
i.e., requires sophisticated 
accounting systems. 
2. Uncertainty due to 
sensitivity to changes in 
exchange rates, wages, 
commodity prices etc. 

Threshold level of value 
added as required to confer 
origin; the higher the value 
the more restrictive on 
imported materials (on 
CIF…) will result. 

Specific 
Manufacturing 
Process 

1. Once defined, it is clear. 
2. Rules are for certainty 
with particular goods to 
comply. 

1. Documentary 
requirements can be 
burdensome and difficult to 
comply with. 
2. Domestic industries can 
influence the specification 
of the rules: thus, the rules 
become restrictive. 

1. The formulation of the 
specific processes: – the 
more procedures required 
the more restrictive. 
2. Negative inputs 
(processes or inputs which 
cannot be used) mean more 
restrictive rules. 

Combination of 
the rules 

RTA or FTA specific 
requirement to ensure 
benefit within the members. 

1. The rules become 
restrictive in many cases to 
prevent the third country 
inputs (Free rides) but the 
rules also limit the member 
access to import inputs. 
2. Too many RTAs or 
FTAs too many rules to 
comply with. 

Degree of restrictive rules 
corresponding to degree of 
sensitive goods.  

 
 

 


