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Tax Newsflash

Agreements on Trade in Goods under
CEPA are signed by Chinese Mainland,
Hong Kong and Macau

On 12 and 14 December 2018, Mainland China signed
agreements on trade in goods under the Closer Economic
Partnership Arrangement (CEPA) with the Hong Kong Special
Administrative Region and the Macao Special Administrative
Region respectively. These new agreements broaden and
enrich the content of CEPA.

Starting from 1 January 2019, more goods will be considered
of Hong Kong and Macao origin and so enjoy a zero duty rate
when imported into the Mainland China. The agreements
enhance arrangement for rules of origin, with a combination of
the general rule of origin and the Product Specific Rule of
origin.

The agreements also stipulate commitment to facilitating
trade, simplifying customs procedures, enhancing
transparency of related measures and strengthening co-
operation.

In particular, the agreements set out a specific chapter on
Trade Facilitation Measures in the Guangdong-Hong Kong-
Macao Greater Bay Area (the GBA; click to view Deloitte
Tax Newsflash on the customs reform measures to promote
trade in goods in the GBA), thereby enhancing customs
clearance capacity and efficiency.

As China embarks on its Reform and Opening up in the new
era, Hong Kong and Macao continue to have unique status and
strengths, and will continue to play irreplaceable roles in the
global trade process. According to the statistics available, from
January to June 2018, the Mainland imported USD11.7 billion
from Hong Kong and USD60 million from Macao, and Chinese
importers saved around RMB240 million in duties by using
CEPA from Hong Kong and RMB2.2 million for Macao. It is
expected that those savings will increase substantially in 2019.
The signing and implementation of the agreements will
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promote the economic and trade amongst the Mainland, Hong
Kong and Macao, and achieving mutual benefit.

With the completion of the Hong Kong-Zhuhai-Macao Bridge,
Hong Kong and Macao are connected more closely with the
Mainland. Furthermore, the agreements could provide policy
support to achieve the free mobility of goods in the GBA.

It is notable that, for goods produced using non-originating
materials in one side, in addition to the existing Product
Specific Rule of origin, a general rule of origin based on the
calculation of the value added to the products in the region is
introduced under the agreement. According to the general
rule, either a Build-up method (Regional Value Content (RVC)
greater than or equal to 30%) or a Build-down method (RVC
greater than or equal to 40%) can be used to determine the
origin of products not over by a Product Specific Rule of origin.
The agreements allow more products to instantly enjoy zero
tariff upon importation into the mainland.

As duty is a part of import product price and also the
calculation basis of value-added tax and consumption tax, it is
expected that the zero tariff will decrease the cost for affected
importers in China. Affected importers should assess the
impact on the tariffs benefit on their operational cost and
consider adjusting pricing strategies in their supply chains.

With the adjustment of rules of origin under the agreements,
importers should review the origin to see whether the goods
satisfy the rules of origin and can enjoy zero rate of duty
under CEPA. Importers can also take advantage of the
advance ruling process to help confirm the correct origin.

Enterprises, especially those affected by additional tariffs due
to the China-US tensions, could consider adjusting their
current supply chains in a regulatory compliant manner, to
enable their goods to qualify for the benefits under CEPA.

As the trend towards the duty free movement of goods
continues, the compliance requirements for utilizing
agreements like CEPA will continue to increase. Enterprises
should establish, review and improve compliance procedures,
and if necessary, implement global trade automation to
improve the efficiency of customs risk management.
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