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Tax Newsflash
2019 Tariff Adjustments

On 22 December 2018, China's Tariff Committee of the State Council
announced the 2019 Plan for Adjustment of the Import/Export Tariff
Rates (Shuiweihui [2018] No. 65), and this was followed by the 2019
Tariff Adjustment Plan released by the General Administration of
Customs (GAC) (GAC Bulletin [2018] No. 212) on 28 December
2018, which contains implementation details for the new rates.

According to the 2019 tariff plan, as from 1 January 2019, additional
adjustments will be made to import and export tariffs, including
most-favored-nation (MFN) customs duty rates, interim duty rates
and conventional duty rates, which will affect sectors such as the
agriculture, pharmaceutical, manufacturing, heavy industry and
information technology (IT) sectors.

Highlights of adjustments
MFN customs duty rates

China reduced tariffs several times during 2018 (e.g. the tariffs on
automobiles, auto parts and certain consumer goods dropped on 1
July, and the tariffs on 1,585 tariff items were reduced as from 1
November) as part of the government’s policy to further open the
economy. As a result, China's overall tariff level is expected to be
reduced to 7.5%.

The MFN customs duty rates for 298 items for IT products will be
reduced as from 1 July 2019.

Interim import duty rates



The interim import duty rate of one HS code generally is lower than
the MFN customs duty rate. To encourage imports of certain
products, more than 700 items are subject to interim import duty
rates starting from 1 January 2019. Changes mainly include the
following:

Examples Commodities Reasons
Newly added zero  Certain raw materials Government is endeavouring to
rate items in cancer treatment make medical treatment more
drugs, chowder accessible, reduce the burden on

patients and improve the
healthcare economy in general.

Interim import Cotton, fur products Government policy is to reduce
duty rates further taxes and fees and improve the
reduced standard of living and consumption

choices for the population.

Low interim duty =~ Advanced equipment Government policy isto
rates remain such as aircraft encourage imports of certain

. advanced equipment and
unchanged engines and

resource products.
automobile production
line welding robots,
natural forage, natural

uranium
Interim duty rates Solid waste such as Government policy is to reflect
eliminated thionyl chloride, lithium changes to supply and demand at
ion battery cells for the domestic and international
new energy vehicles, levels and ensure environmental
and manganese slag protection. The measure aligns

with adjustments made to the
import waste management
catalogues.

Beginning on 1 July 2019, China will launch the fourth-round tariff
reduction of MFN customs duty rates for certain IT products. Some of
the products' MFN customs duty rates will be lower than their
prevailing interim duty rates. Therefore, the interim import duty
rates for 14 IT products (e.g. objective lens for mobile phones,
infrared thermometer sensor components) will be eliminated then
and the applicable scope of one interim duty rate will be narrowed.

Conventional duty rates

China has concluded bilateral or multilateral free trade agreements
(FTA) with more than 20 countries and regions. China will apply
conventional tariffs on products originating from such countries/
regions, which generally is lower than the MFN duty rate. The key
changes include:

e Further tariff reduction under FTAs between China and relevant
countries/regions, which will result in lower tariffs with trade
partners such as Australia, Costa Rica, Georgia, Iceland, Korea
(ROK), New Zealand, Peru and Switzerland, and under the Asia-
Pacific Trade Agreement;

e Goods originating in Hong Kong and Macao will enjoy a zero tariff
under the relevant arrangements on the trade of goods;

e Preferential tariff rates with Bangladesh and Laos under the Asia-
Pacific Trade Agreement will be adjusted, along with a reduction
in the MFN customs duty rates.



It is notable that the 2019 plan of the State Council specifies that
when the MFN duty rate is lower than or equal to the conventional
duty rate, the conventional duty rate will prevail. Due to several
rounds of tariff cuts in 2018, the MFN rates for some products are
lower than the applicable conventional duty rates. For example, the
MFN rate for steering wheels, steering columns and steering gear
and parts (HS code 8708.9490) using an electric steering system
was reduced to 6% on 1 November 2018, while the applicable
conventional duty rate under the China-Switzerland FTA is 6.7%.

Export duty rates

The setting and adjustment of export tariffs mainly takes into
account the domestic supply situation, with such tariffs levied on
high-energy consumption, high pollution and resources products.

In 2019, China will continue to impose the same export tariffs or
interim export duty rates on 108 items. Interim export duty is
applicable to 78 items, with some commodities subject to a zero duty
(e.g. benzene and brass wire). In 2019, China will eliminate export
tariff or interim export duty rate on chemical fertilizers, iron ore,
uranium ores and concentrates, etc.

e The adjustments to China's macroeconomic policy along with the
growing complexity of the international trade environment have
resulted in more frequent adjustments to the tariff policy, which
typically is used to encourage the upgrading of industry and
enhance competition. Enterprises should monitor updates to the
customs laws and regulations and proactively take steps to
address any potential financial impacts of such changes.

e In 2019, i.e. the fourth year for China's "13th Five-Year Plan”
(i.e. 2016 to 2020), China's intended target for industrial
structural adjustment is clearer, so companies operating in
China's encouraged sectors should make full use of national
preferential tax policies. In addition, with the acceleration of
industrial technology and product upgrading, enterprises should
consider engaging in dialogues with government agencies such as
the National Development and Reform Commission, the Ministry
of Finance, the Ministry of Industry and Information Technology,
and the GAC through industrial associations or intermediaries to
seek support on needs with respect to tariff policies.

e Customs import and export tariffs only changed slightly for 2019.
However, since HS classification is the basis to determine import
and export duty rates, enterprises should assess their internal
systems for managing HS classifications and declarations, review
existing classifications to address any potential risks.

e With the progress of the Belt and Road Initiative and the
development of free trade areas, more changes are likely to tariff
rates and conventional tariffs. Import/export companies should
examine their supply chains, make any necessary adjustments to
benefit from the tariff structure and continue to monitor ongoing
trade negotiations.

Deloitte Global Trade Advisory service team, which is based on
Deloitte Global network, can provide the assistance on global trade
business, including but not limited to classification, automation
solution, as well as to identify potential duty saving and compliance
issues by "Global Trade Radar". For more information or advice on
the policy changes and the potential impact on your business, please
feel free to contact Global Trade Advisory services team, Deloitte
Indirect Tax.
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