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Abstract 

Both China and Australia are important economies in the Asia-Pacific region. The 
conclusion of the China-Australia Free Trade Agreement not only promotes the process 
of economic integration in the Asia-Pacific region, but also comprehensively enhances 
the economic and trade cooperation between China and Australia. This article takes the 
preferential rules of origin in the China-Australia Free Trade Agreement as the research 
object, based on 18758 product samples with HS6 codes on the United Nations database 
from 2013 to 2017, to discuss the trade effects of the rules of origin in the China-Australia 
Free Trade Agreement. The empirical results show that there is a negative correlation 
between the rule of origin restriction index and the export volume. Finally, it further 
analyzes the problems existing in Chinese free trade agreement preferential rules of 
origin and the direction of improvement. 
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1. Introduction 

With China's accession to the World Trade Organization in 2001, the process of globalization 
has intensified. Since the 1890s, regional trade agreements have developed rapidly. Up to now, 
my country has signed 16 free trade agreements involving 24 countries or regions. More and 
more non-tariff barriers such as rules of origin have appeared in self-owned trade agreements, 
which have become trade protection measures of various countries. The rules of origin 
appearing in different FTAs will have an impact on the gross domestic product, total import and 
export volume and welfare effects of the two countries participating in the trade. 

At present, there are many scholars studying free trade zones and rules of origin at home and 
abroad. As an implicit means of trade protection, the rules of origin have found that if the rules 
of origin are too strict, they often have a negative impact and are not conducive to freedom. The 
member states of the trade zone expand trade volume and increase welfare, and the loose rules 
of origin will cause screwdriver-style assembly factories to build factories in the free trade zone, 
and there will be free ride-hailing behaviors. Therefore, moderate restrictions on the rules of 
origin are the most appropriate of. Foreign scholars have conducted qualitative and 
quantitative empirical studies on the production costs of the rules of origin and the trade effects 
of implementation. Estevadeordal (2000) takes the strictness of the rules of origin as the 
research object, establishes a model to analyze the structure of the rules of origin in the North 
American Free Trade Area, and finds that strict rules of origin can effectively limit trade 
deflection behavior and can have a greater impact on the free trade zone. Good protection. But 
at the same time, the degree of damage to Mexico's national welfare is positively related to the 
strictness of the rules of origin. Estevadeordal (2003) once again used the gravity model and 
took 156 countries as samples to analyze the impact of the structure of the rules of origin on 
trade. The results proved that the stricter the rules of origin, the more restrictive effects on 
trade. Wordbank (2005) released a report that analyzed the rules of origin in the North 
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American Free Trade Area and found that the distortion cost caused by the rules of origin is 
equivalent to 4.3% of the tariff cost. Medalla (2008) pointed out that stricter rules of origin will 
prompt manufacturers to transfer the production of intermediate products to trade zones in 
order to enjoy preferential tariffs. This choice will reduce the efficiency of resource allocation 
because they abandon lower-priced intermediate products outside the region. , Does not 
conform to the principle of comparative advantage. 

Domestic scholars have relatively few studies on the relationship between rules of origin and 
economic effects, and most of them are from a legal perspective. Among the rare studies, Zhu 
Ying (2004) classifies preferential rules of origin, their effects and policy effects Start research. 
He Rong (2007) elaborated on the impact of preferential rules of origin on enterprises and 
made policy recommendations on the formulation and implementation of preferential rules of 
origin in my country. Meng Guobi (2009) studied the impact of preferential rules of origin on 
trade in free trade zones, and concluded that preferential rules of origin are a "double-edged 
sword": while the development of the economy in the protection zone, it also restricts exports 
to a certain extent. The use of preferential tariffs by enterprises. Cheng Xinxuan (2012) used 
the gravity model to analyze the economic impact of preferential rules of origin on my country's 
overlapping free trade zones. The study found that my country's rules of origin did not achieve 
the purpose of protecting the country's economic interests, and the standards of origin were 
too general. The above puts forward the direction for the improvement of my country's rules of 
origin. Li Hailian (2016) empirically analyzed the restrictive effect of the rule of origin 
restriction index on export trade, and suggested simplifying the criteria for determining the 
certificate of origin, and the restriction level of the rules of origin should be more reasonable, 
so as to promote my country's import and export trade. The role of structural transformation 
and upgrading. Xu Jinliang (2012) empirically analyzed the choice of different modes of rules 
of origin in the China-Australia Free Trade Zone, qualitatively and quantitatively verified that 
under different strictness of the rules of origin, the economic effects that may be brought to the 
China-Australia Free Trade Zone The research found that an excessively high restriction index 
of rules of origin will hinder Sino-Australian trade, and a moderate degree of restriction on rules 
of origin should be selected. Yu Chunjiao and Zheng Baoyin (2004) believe that the trade 
protection effect of the rules of origin is more significant, and there is a distortion effect. On this 
basis, they put forward suggestions for adjusting the rules of origin. Zhang Xiaoyu (2011) 
researched that the simplified rules of origin are conducive to promoting the economic 
development speed of free trade areas, and that too strict rules of origin will lead to lower FTA 
utilization of free trade area members. The rules of origin in different countries and regions are 
not the same, but the main structure of the rules of origin in each country is consistent, and 
generally contains two parts: one is the substantive rules, that is, the determination of the 
mining place, extraction place, harvest place, Specific regulations on the place of production, 
manufacturing or processing. The second is the procedural rules, that is, in order to meet the 
requirements of the certification documents and related procedures required by the rules of 
origin. 

Regarding whether the rules of origin are regulated, scholars at home and abroad have also 
made corresponding research. Cadot, Carrere, De Melo, Tumurchudur (2006), Stefano Inama 
(2009), etc. made a detailed comparative analysis of the two main systems of the rules of origin-
the North American system and the pan-European system, while Estevadeordal (2000), 
Brenton, Manchin (2003)) Conducted in-depth research on the North American model and the 
pan-European model. When the United States and the European Union signed a preferential 
trade agreement, they basically followed similar rules of origin, and gradually formed a North 
American system led by the United States and a pan-European system led by the European 
Union. These two rules of origin model set rules of origin for other countries (regions). It had a 
profound impact. Domestic scholars Zhou Fangwen (2011), Xu Jinliang, Wen Jing (2012), and 
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Li Li (2013) have conducted corresponding studies on the pan-European system and the North 
American system. The substantive rules of the pan-European system and the North American 
system are composed of "institutional management rules" and product-specific rules of origin. 
In terms of institutional management rules, the pan-European system applies cumulative rules 
and absorption clauses more widely than the North American system. In terms of product-
specific rules of origin, both of them mainly use CTC standards, but the pan-European system 
is more effective in RVC and TR standards. Use more frequently. Based on the research on the 
framework of rules of origin, Estevadeordal (2000) introduced the restriction index of rules of 
origin to quantitatively analyze the rules of origin. Alberto (2011) followed Estevadeordal 
(2000) "seven-point system" to study NAFTA rules of origin and the political economy factors 
behind them. Kazunobu (2014) calculated the restrictive index of Korea-ASEAN FTA rules of 
origin based on the adjustment method of Estevadeordal and Suominen (2004). Medalla (2011) 
flexibly revised the restrictive index scoring system when studying the ASEAN FTA. Xu Shiteng 
and Zhou Jinyan (2016) made a comparative analysis of the degree of restriction on the FTA 
rules of origin signed by ASEAN and its members based on the study of Medalla (2011). The 
results show that the multipleness of the FTA origin standards leads to greater differences in 
the degree of restriction. Domestic scholars such as Cheng Xinxuan (2012), Liu Yang (2014), Li 
Hailian, and Wei Wei (2016) have contributed to the research on the degree of restriction on 
China's FTA rules of origin. 

2. Trade development characteristics of China-Australia Free Trade Zone 

2.1. The characteristics of trade development by country 

On June 17, 2015, my country signed the Free Trade Agreement between the Government of 
the People’s Republic of China and the Government of Australia. The signing of the trade 
agreement greatly promoted the development of trade between the two countries. Australia, as 
a major international economically developed country, has signed a free trade agreement with 
my country, which has laid the foundation for the establishment of free trade exchanges 
between my country and other major developed countries. 

 

 
Figure 1. Trade development status of China-Australia Free Trade Zone (US$100 million) 

 

Starting from the national level, the total import and export volume of China and Australia has 
been increasing year by year from 2008 to 2014, and has shown a downward trend from 2015 
to 2016, and then has seen a year-on-year growth again. Moreover, in 2018, the total import 
and export volume of China and Australia reached US$14.130 billion, an increase of 4.9% 
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compared with the total value of US$136.447 billion in 2017. At the same time, Australia's total 
imports from China reached 55.520 billion U.S. dollars in 2018, accounting for 24.42% of 
Australia's total imports, an increase of 41.8% compared with 2014. China’s total imports from 
Australia reached US$87.61 billion in 2018, accounting for 34.14% of Australia’s total exports. 
For the two countries, China is now Australia's largest trading partner and main source of 
investment, and Australia is also very important to China's economic development. The 
economic growth of China and Australia has promoted each other, forming a mutually 
dependent economic relationship. 

2.2. Factual characteristics of industry trade 

The three main industries that China exports to Australia are textile raw materials, machinery 
appliances and miscellaneous products. From 2008 to 2015, the total export volume of the 
three major industries showed a steady upward trend. From 2015 to 2016, there was a short-
term decline and then resumed growth. At the top of the list is the machinery and appliance 
industry. The industry experienced rapid growth from 2009 to 2010. It declined slightly in 2016. 
Compared with the previous year, the total fell by nearly 10 percentage points, and then 
continued to grow. In 2017, the total amount reached 14.807 billion US dollars, accounting for 
35.73% of China's total exports to Australia. The textile raw material industry and the 
miscellaneous product industry have a relatively stable change trend. The textile raw material 
industry ranked second in 2017 with a total export value of 4.821 billion U.S. dollars, accounting 
for 11.64% of the total export value, a decrease of 1.23% compared with the previous year. The 
total exports of the miscellaneous products industry in 2017 was US$4.413 billion, an increase 
of US$371 million compared with 2016, accounting for 10.64% of the total exports, but its 
proportion decreased by 0.18% compared with 2016. 

 

 
Figure 2. Trade status of China's exports to Australia's major industries (US$100 million) 

 

The main industries that China imports from Australia are mineral products, jewelry and base 
metal industries. The first mineral products occupy the most important position in Australia's 
exports to China. From 2009 to 2011, the total import of mineral products showed a drastic 
increase. From 2012 to 2014, there was a slight fluctuation, and it peaked in 2013, with the total 
import value reaching 74.8 billion US dollars. In 2015, there was a sharp decline, compared with 
2014, a drop of 32.21%. However, after the implementation of the third round of the free trade 
agreement tax reduction plan, there was a growth trend again, returning to the pre-decline level 
in 2017, with a total of 69.668 billion US dollars, accounting for 73.32% of total imports. The 
second place is the base metal industry. The development trend of this industry is relatively 
slow. In 2017, the total import volume reached 3.641 billion US dollars. Compared with 2016, 
it increased by 381 million US dollars, but the proportion fell by 0.76%. The jewelry industry 
ranks third. After the signing of the China-Australia Free Trade Agreement in 2015, the total 
import volume of this industry has remained high. In 2015, the total import volume reached 
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8.84 billion US dollars, an increase of 8.74 billion US dollars over the previous year. The ratio of 
total imports to total imports rose from 0.09% in 2014 to 8.82% in 2017. 

 

 
Figure 3. Trade status of major industries that China imports from Australia (US$100 million) 

 

2.3. Calculation of the degree of restriction on preferential rules of origin 

At present, there are two main methods for calculating the rules of origin. One is 
Estevadeordal's "seven-point system" mentioned in the introduction. The degree of restriction 
is divided into 1-7 levels. The "seven-point system" was proposed in 2000. Is the earliest 
method for measuring the degree of restriction of the rules of origin, and it is also one of the 
methods preferred by many scholars. The second method is the PC index proposed by the 
Production Commission in 2004, which added institutional factors. Wen Jing (2012) referred 
to this method and mainly divided into basic standards, supplementary standards and other 
effects. Each item has a weight. At the same time, each item has several sub-items, and each sub-
item needs to be assigned a value. Finally, all the sub-items are weighted to obtain the 
restriction degree index of the rules of origin. 

This article will use the "seven-point system" to measure the degree of restriction in the China-
Australia "Product-Specific Rules of Origin", so as to obtain the value of the rules of origin, as 
shown in Table 1. The value of the fully acquired commodity is 7, the tax item change is assigned 
6, the item change is assigned 4, and the sub item change is assigned 2. Other joint changes and 
special cases are assigned according to the values in Table 1. 

 

Table 1. China-Australia preferential rules of origin calculation rules 
Rule Rule interpretation Assignment Percentage 

WHERE Full access to standards 7 1.8% 

CTC+EXC 
Tax item change standard (HS2 change) with 

exceptions 
6.5 0.4% 

CTC Tax item change standard (HS2 change) 6 23.4% 

CTH RVC50% 
Item change standard (HS4 position change) and 

regional value component is not less than 50% 
5.5 0.1% 

CTH+EXC Item change standard (HS4 bit change) with exceptions 5 3.6% 

CTH RVC 40%-45% 
Item change standard (HS 4-digit change) and regional 

value component 40%-45% 
5 1.1% 

CTH Item change standard (HS4 change) 4 53.6% 

CTSH +EXC 
Subheading change standard (HS6 position change) 

with exceptions 
3 0.44% 

CTSH +RVC40%-50% 
Subheading change standard (HS6 position change) 

and regional value component 40%-50% 
3 0.36% 

CTSH Subheading change standard (HS6 change) 2 15.0% 
RVC40%-60% or more Regional value component 40%-60% or more 4-6 0.2% 
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According to the above assignment method, the restriction degree table of origin is also 
calculated for each industry. The larger the index, the higher the restriction degree, as shown 
in Table 2. The degree of restriction in the live animal industry ranks first, as high as 6.05. The 
animal and vegetable oil industry ranked second with a value of 6.00, and the plant product 
industry ranked third with a value of 5.91. In the China-Australia Product Specific Rules of 
Origin, most agricultural products meet the tax item or item item change standard, or on this 
basis, the regional value component is not less than 60%, so the value is relatively high, and the 
corresponding degree of restriction Higher. Next, the textile raw materials and food and 
beverage industries are more restrictive, 5.48 and 5.13 respectively. Among them, the number 
of textile raw materials products is the largest, including 858 products, accounting for 16.43%. 
The remaining industries are all below 5, of which mineral products and base metals rank first 
and second, accounting for 2.62% and 10.74% respectively. In general, the China-Australia 
origin restriction level is at an average of 4.27, which is at an appropriate level of restriction. 

 

Table 2. China-Australia Free Trade Agreement Preferential Rules of Origin Assignment Table 

Industry 
Degree of 
restriction 

Number of 
products 

Percentage industry 
Degree of 
restriction 

Number of 
products 

Percentage 

Live animals 6.05 233 4.46% Jewelry 4.24 40 0.77% 

Animal and 
vegetable oil 

6 44 0.84% Leather fur 4.16 67 1.28% 

Plant products 5.91 281 5.38% wooden product 4.07 145 2.78% 
food and drink 5.48 198 3.79% Shoes and hats 4 57 1.09% 

Textile raw 
materials 

5.13 858 16.43% Art collection 4 7 0.13% 

Mineral 
products 

4.44 137 2.62% 
Miscellaneous 

products 
3.76 147 2.82% 

Stone glass 4.36 161 3.08% Plastic rubber 3.6 217 4.16% 
Transportation 

Equipment 
4.35 129 2.47% chemical product 3.46 773 14.80% 

Base metal 4.34 561 10.74% Instrumentation 3.22 216 4.14% 
Wood pulp 

paper 
4.24 142 2.72% 

Mechanical 
appliances 

3.19 809 15.49% 

Source: The degree of restriction is based on the industry classification of HS 2-digit code, and 
all values under HS 6-digit code are obtained. 

3. Empirical analysis of the trade effect of the rules of origin in the China-
Australia Free Trade Agreement 

3.1. Construction of gravity model 

The gravity model was originally derived from Newton's law of universal gravitation. The two 
scholars, Tin-bergan (1962) and Poyhonen (1963), first applied the gravity model to the field 
of international trade. The spatial distance between countries is inversely proportional, and the 
scale of trade between the two countries is proportional to the total economic scale of the two 
countries. Later, after many scholars' innovation on this basis, many other variables were added 
to the model, such as population, trade policy and GDP per capita. Cheng Xinxuan (2011) 
revised the gravity model when discussing the economic impact of the rules of origin on China's 
overlapping free trade zones. The revised model is: 

𝑇𝑖 = 𝛼0 + 𝛼1 ln(Y ∙ 𝑌𝑖) + 𝛼2Rule + μ 

Among them, 𝑇𝑖 Represents the bilateral trade volume of two countries, Y with 𝑌𝑖  It is the GDP 
calculated by the purchasing power of the exporting country and the importing country. Rule 
represents the restriction index of the rule of origin and is used as a dummy variable to 
introduce the model. It is 0 before the signing of the free trade agreement and 1 after signing. 
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𝛼0,𝛼1,𝛼2 Are the parameters, μ Is the error term. The analysis in this section borrows Cheng 
Xinxuan's revised model and introduces dummy variables 𝐹𝑇𝐴t And tariff cost 𝑇𝑘𝑡 And make 
the following changes: 

ln𝑉𝑎𝑡=𝛾0 + 𝛾1(𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘) + 𝛾2𝑇𝑘𝑡 + 𝛾3𝑙𝑛𝑌𝑐𝑡 + 𝛾4𝑙𝑛𝑌𝑎𝑡 + 𝜀𝑘𝑡  

Among them, 𝑉𝑖𝑎  Indicates the export value of China to Australia for product i in year t; 𝐹𝑇𝐴t It 
is a dummy variable, which is 0 before the signing of the China-Australia Free Trade Agreement 
and 1 after the signing; 𝑅𝑂𝑂𝑘  Indicates the rule of origin restriction index; 𝑇𝑘𝑡  Indicates the 
tariff rate for exporting k products in year t. The most-favored-nation tax rate is used before 
the signing of the China-Australia Free Trade Agreement, and the tax rate of the China-Australia 
Free Trade Agreement is used after the signing; 𝑌𝑐𝑡 Represents China's GDP in year t, 𝑌𝑎𝑡  
Represents Australia's GDP in year t; 𝜀𝑘𝑡  Is the error term. 

3.2. Variable interpretation and data sources 

3.2.1. The explained variable 

The explanatory variable in this article is China's export value to Australia. The export data of 
products under the HS6 code of the five years from 2013 to 2017 are selected, and there are 
18758 sample observations in total. The data comes from the 2013-2017 United Nations 
database and China Free Trade Zone Service Network. 

3.2.2. Key explanatory variables 

The key explanatory variable of this paper is the restriction index of the rules of origin, which 
draws on the quantitative method of the restriction index of the rules of origin of Estevadeordal 
et al. (2000) to assign a value to the degree of rules of origin. In general, the higher the rule of 
origin restriction index, the less China exports to Australia. Since the rule of origin index is a 
quantity that does not change with time, a dummy variable is introduced here 𝐹𝑇𝐴t. Before the 
signing of the China-Australia Free Trade Agreement 𝐹𝑇𝐴t Is 0, that is 𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘 Also 0. After 
the signing of the China-Australia Free Trade Agreement, 𝐹𝑇𝐴t Is 1, 𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘 The value of is 
changed with different product origin rules restriction index, and the higher the product origin 
restriction index, the higher the trade cost and the smaller the trade volume. So expected 𝛾1 Is 
negative. 

3.2.3. Control variables. 

The control variables in this article are tariffs, Australian GDP and China GDP. Specifically, the 
tariff rate of China's export products to Australia with the HS6 code can be obtained on the 
TRAINS website. After China and Australia sign the free trade agreement, export products can 
use the preferential tariff rate of Australian products imported from China. The relevant data 
can be obtained in the "Australian Tariff Concession Table." Therefore, the most-favored-nation 
tax rate is adopted before the signing of the China-Australia Free Trade Agreement, and the 
tariff rate of the free trade agreement is adopted after signing. Tariff is the cost of exported 
goods. The higher the tariff, the greater the cost. Therefore, expected 𝛾2 Is negative. 

Based on the above analysis, the selection of variables for the empirical model in this paper is 
shown in Table 3. 

 

Table 3. Basic information of each variable 
Variable Meaning Data Sources Coefficient pre-sign 

𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘 
China-Australia rules of 
origin restriction index 

United Nations Database Negative 

𝑇𝑘𝑡 Export duty of commodity k 
China Free Trade Zone Service 

Network 
Negative 

𝑙𝑛𝑌𝑐𝑡 China GDP World Bank Database Positive 
𝑙𝑛𝑌𝑎𝑡  Australia GDP World Bank Database Positive 
𝑉𝑎𝑡  18758 China's exports to Australia  
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3.3. Measurement results 

Next, this article will perform regression analysis on the established model. In order to 
accurately determine the results, we gradually increase the variables to perform regression. 
The basic regression results are shown in Table 5. 

 

Table 4. Basic regression results 
variable (1) (2) (3) (4) 𝑉𝑎𝑡WLS 

𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘 -0.0284*** -0.0556*** -0.0629*** -0.0699*** -0.0613*** 
 (0.00981) (0.0136) (0.0150) (0.0153) (0.0173) 

𝑙𝑛𝑌𝑐𝑡  1.073*** 0.803* 0.863* 0.776 
  (0.371) (0.438) (0.441) (0.537) 

𝑙𝑛𝑌𝑎𝑡   -0.469 -0.512 -0.443 
   (0.404) (0.407) (0.496) 

𝑇𝑘𝑡    -0.170*** -0.164*** 
    (0.0510) (0.0450) 

Constant 13.41*** -18.74* 2.496 1.919 2.578 
 (0.0268) (11.13) (21.41) (21.50) (27.84) 

Observations 18,758 18,758 18,758 18,450 18,450 
R-squared 0.000 0.001 0.001 0.0015 0.001 

Note: () is the standard deviation, ***, **, * indicate the significance level of 1%, 5%, and 10% 
respectively. 

 

In regression (1), only 𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘 Regression is performed, that is, the trade cost required to 
apply the rules of origin when the enterprise exports. The regression results show that the cost 
of the rules of origin passes the test at a significant level of 1%. This result is consistent with 
the expectations of this article, which means that the higher the product origin rule restriction 
index, the higher the trade cost of the company, which has a restraining effect on the trade 
volume between China and Australia. 

In regression (2), right 𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘  with 𝑙𝑛𝑌𝑐𝑡  After regression, the cost of rules of origin 
passed the test at a significant level of 1%, and China's GDP was also significant at the level of 
1%, and the results were in line with expectations. It means that trade cost has a restraining 
effect on trade volume, and a country’s GDP also has a certain degree of promotion effect on 
trade volume. In the same way, in the regression (3), Australian GDP is added. The results show 
that the cost of rules of origin passes the test at a significant level of 1%. China's GDP is also 
significant at the level of 10%, while Australian GDP is not significant. The reason may be that 
the China-Australia Free Trade Agreement was signed and formally implemented in December 
2015. The impact of Australia's GDP on trade volume is cyclical and may not be present in a 
short period of time. 

In the regression (4), the tariff level is further added. The regression results show that the tariff 
cost and the cost of rules of origin are both significant at the level of 1%, which is consistent 
with the expected result. Moreover, the cost of tariff and the cost of rules of origin constitute 
the cost of bilateral trade. The higher the cost, the smaller the promotion of preferential tariffs, 
which is not conducive to the development of trade between the two countries. Finally, in order 
to further verify the results of the secondary regression, this paper performs WLS regression 
on this model. The results are in line with expectations. The cost of rules of origin passed the 
test at a significant level of 1%, and the tariff cost passed the test at a significant level of 1%. 

3.4. Robust inspection 

In order to make the empirical results more reliable, this article will conduct a robust test. The 
main method is to combine the 𝐹𝑇𝐴t Replace with marginal discount margin𝑡 . The marginal 
preference refers to the difference in tariffs imposed by Australia when China exports goods to 
Australia before and after the signing of the China-Australia Free Trade Agreement. The 
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marginal preference represents the additional income a company obtains when exporting 
goods. The greater the marginal preference, the greater the additional income, the more active 
the company’s output, and the increase in exports. In addition, when companies consider 
whether to use the rules of origin, they will weigh the benefits of using the rules of origin with 
the cost of applying for a certificate of origin. Only when the benefit exceeds the cost, the 
enterprise will choose to use the rules of origin and enjoy the preferential tariff under the free 
trade agreement for export. The cost referred to in this article is the restriction index of rules 
of origin. The larger the restriction index, the higher the cost, and the smaller the impact of 
preferential tariffs on enterprises, and therefore the lower the export volume. In this paper, in 
the robust test, in order to make the margin of preference and the rule of origin restriction index 
have the same influence on the export volume, the rule of origin restriction index is taken as 
the reciprocal and the expected value is positive. 

ln𝑉𝑎𝑡=𝛾0 + 𝛾1(𝐹𝑇𝐴t ∙ 𝑅𝑂𝑂𝑘) + 𝛾2𝑇𝑘𝑡 + 𝛾3𝑙𝑛𝑌𝑐𝑡 + 𝛾4𝑙𝑛𝑌𝑎𝑡 + 𝜀𝑘𝑡  

Among them, there is no preferential tariff before 2015, somargin𝑡The value is 0, after 2015 
margin𝑡 It is the most-favored-nation tax rate minus the free trade agreement tax rate. The data 
comes from the "Australian Tariff Concession Table". 

 

Table 5. Regression results of robust test 
VARIABLES (1) (2) (3) 𝑉𝑎𝑡WLS 

margin𝑡 ∙ 1/ROO𝑘 0.657*** 0.657*** 0.657*** 0.653*** 
 (0.147) (0.147) (0.147) (0.204) 

𝑙𝑛𝑌𝑐𝑡  1.161 2.236 5.3889 
  (0.730) (0.630) (0.830) 

𝑙𝑛𝑌𝑎𝑡   1.138 1.141 
   (0.716) (0.717) 

Constant 13.61*** -21.32 5.481 -18.20 
 (0.0338) (21.98) (5.113) (19.99) 

Observations 7,176 7,176 7,176 7,176 
R-squared 0.003 0.003 0.003 0.002 

Note: () is the standard deviation, ***, **, * indicate the significance level of 1%, 5%, and 10% 
respectively. 

 

The results in Table 5 show that regressions (1), (2), (3) and WLS regression all show that the 
cost of rules of origin passes the test at a significant level of 1%, and the coefficient is positive. 
This shows that higher preferential tariffs and lower cost of rules of origin will promote the 
trade volume between China and Australia, that is, it will increase China's exports to Australia. 
In addition, for products with a high degree of restriction on the rules of origin, even if China 
and Australia have signed a free trade agreement and enjoy the preferential tax rate of the free 
trade agreement, the enterprise will not use this preferential because the cost of using the 
preferential tax rate is greater than the benefit it brings. Therefore, the higher the rules of origin 
restriction index, the lower China's exports to Australia. 

4. Conclusion and inspiration 

Through empirical research and robust testing, this paper analyzes the relationship between 
the rule of origin restriction index and export volume. Research shows that: China-Australia 
rules of origin restriction index and export volume are negatively correlated. The establishment 
of rules of origin weakened to a certain extent the trade creation effect between member 
countries that signed free trade agreements. 

The China-Australia Free Trade Agreement is not only an important decision of the CPC Central 
Committee to implement the strategy of opening up to the outside world, but also an important 
step in the process of implementing the Third Plenary Session of the 18th Central Committee 
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of the Communist Party of my country to build a global high-standard free trade zone network. 
Preferential rules of origin play a very important role in promoting trade and investment 
liberalization. The people of China and Australia have benefited widely from this. Since the 
implementation of the fifth round of tax reduction plans in January 2019, China has achieved 
95% of tax items. Liberalization, Australia has achieved 100% liberalization of all products of 
Chinese origin. While the preferential rules of origin produce greater economic effects, it also 
reflects a kind of political pressure. This pressure comes from the efforts of intermediate 
manufacturers to open up markets in the contracting states. For China, in future free trade 
agreement negotiations , We must not only consider the country’s economic development, but 
also give play to the competitive advantages of advantageous industries, and formulate 
reasonable, sensible and beneficial preferential rules of origin, that is, reasonable restriction 
levels, in line with the economic development trends of the parties, and preferences in the 
interests of the people The rules of origin can gain a firm foothold in the international economic 
environment and obtain the economic effects that the free trade agreement should have. 
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