
MAINLAND AND HONG KONG

CLOSER ECONOMIC PARTNERSHIP ARRANGEMENT

(CEPA)
SIGNING OF LEGAL TEXT ON FURTHER TRADE LIBERALIZATION AND ANNOUNCEMENT OF RULES OF ORIGIN 

INTRODUCTION


 CEPA adopts a building block approach and provides a mechanism for further liberalization measures. In this regard, the Central People’s Government and the Government of the Hong Kong Special Administrative Region (HKSARG) entered into consultations regarding further trade liberalization between the two places in May 2004.  The two sides agreed to, and announced, a package of further liberalization measures (commonly referred to as “CEPA II”) on 27 August in Beijing. Since then, the two sides have undertaken intensive discussions on the legal text of CEPA II, and on the rules of origin (ROOs) for the additional 713 products that will be allowed to be imported into the Mainland tariff free.  The two sides signed  the CEPA II legal text (Main text; Annex 1 [Goods under Current Production, Goods Proposed to be Produced];  Annex 2; Annex 3) on 27 October in Hong Kong, and announced immediately afterwards the agreed ROOs for Hong Kong-made products included in this phase of liberalization.
DETAILS

(A) Signing of the Legal text of CEPA II

2.
The legal text of CEPA II gives expression to the package of liberalization measures announced in August, and takes the form of a supplementary agreement to the main text and annexes of CEPA I.  It contains the following three annexes : (a) the list of additional products that are entitled to zero tariff; (b) the ROOs for these products; and (c) further liberalization measures in services. The language of the legal text is in conformance with that of CEPA I and WTO format. 

(B) Agreed Rules of Origin

3. 
 For the 713 Mainland 2004 product codes covered in CEPA II, Hong Kong’s existing process-based origin rules for 528 of them (74%) have been accepted as the CEPA ROOs.  These items include textiles and clothing, food and beverages, pharmaceutical products as well as some plastic and metal products.  “Change in tariff heading” is adopted as the CEPA ROO for 80 products (11%) whereas a 30% value-added requirement is adopted for 50 products (7%).  Both sides also agreed on the ROOs for the remaining 55 product codes (8%) (including fish and aquaculture products) taking into account the characteristics of the products concerned.

(C) Implementation Date of Zero Tariff for Products Planned to be  Manufactured in Hong Kong


4.
Both sides agreed under CEPA I that zero tariff would only be applied from 1 January of the following year upon confirmation by both sides that the planned products have come into production.  That means a manufacturer would only be able to enjoy zero tariff in 2006 if production of the planned products commences in 2005. Under CEPA II, the two sides agreed to shorten the time gap so that manufacturers will enjoy zero tariff upon confirmation by both sides that the planned products have come into production.  This flexibility allows manufacturers to enjoy the benefits of CEPA early and encourages them to speed up implementation of their new investment plans. 
FURTHER LIBERALIZATION
5.
CEPA is an open and developing platform.  The HKSARG will continue to engage the Mainland authorities on further liberalization of trade in goods and services in the Mainland market. 
IMPLICATIONS OF IMPLEMENTATION 

6.
As announced in August, CEPA II will offer further business opportunities in the Mainland for Hong Kong-made products and service suppliers.  It will enhance the attractiveness of Hong Kong to overseas investors.  The zero tariff preference has the potential to attract to Hong Kong manufacturing of brand name products, or manufacturing processes with high-value added content or substantial intellectual property input.  The WTO-plus liberalization measures for services trade will give companies in Hong Kong a head start over their competitors from other economies.  It is up to the businessmen from Hong Kong and elsewhere in the world to decide whether and how they would like to leverage on the opportunities arising from CEPA II.  This will in turn determine the scale of business activities induced and direct and indirect economic benefits for Hong Kong. The HKSARG has  announced that it would conduct an assessment of the economic impact of CEPA, including that on local employment, 9 to12 months following CEPA’s implementation since the beginning of this year.  Preparatory work has gone underway. 

CONSULTATION

7.
The HKSARG has been in close touch with the trades concerned on the strategy for CEPA II, not least that pertaining to ROOs.  Their views and requests have been taken into account in drawing up Hong Kong’s wish list in the consultations with the Mainland.  The HKSARG will stay in close and constant dialogue with the stakeholders in the implementation of the further liberalization measures and in talks with the Mainland on the next phases of CEPA.
ENQUIRIES
8.
Details of CEPA, including further liberalisation of CEPA II, have been promulgated in the web site of Trade and Industry Department at www.tid.gov.hk/english/cepa/. For enquiries, please make use of the following contacts.

	Subject
	Contacts

	· General
	Tel. 2398 5667

Fax. 3525 0988

E-mail: cepa@tid.gov.hk


	· Rules of Origin, Certificate of Origin and Factory Registration
	Tel. 3403 6432 / 2398 5525 

Fax. 2787 6048

E-mail: cepaco@tid.gov.hk


	· Zero Tariff for Imported Goods of Hong Kong Origin 
	Tel. 2398 5676 
Fax. 2398 9973 

E-mail: ma_registry@tid.gov.hk



	· Certificate of Hong Kong Service Supplier
	Tel. 3403 6428

Fax. 3525 0988

E-mail: hkss@tid.gov.hk


Trade and Industry Department

HKSAR Government

27 October 2004

























Page 3

