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Impact of Preferential Rules of Origin in Free Trade
Areas on Bilateral Value Chain Linkages

Qin Ruobing' Zhang Xiangyi’
( 1. China Institute for WTO Studies University of
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(2. School of Economics Renmin University of China)

Abstract: This paper studies the influence of preferential rules of origin on bilateral value chain
linkages and tests the influence channel. Empirical results reveal that there is an inverted U-
shaped relation between the level of strictness of the rules of origin and the bilateral value chain
linkages between China and FTA partners. Preferential rules of origin significantly promote the
bilateral value chain linkages between China and the contracting partners by increasing the locali—
zation of export products and optimizing the sourcing of intermediate goods. However overly
stringent rules of origin will increase the cost of using preferential policies in FTAs thus reducing
the bilateral value chain linkages. Compared with the general rules of origin the level of strict—
ness of product-specific rules has a more significant impact on bilateral value chain linkages.

Furthermore this paper quantifies the strictness of preferential rules of origin of Regional Com-
prehensive Economic Partnership ( RCEP) and analyzes its impact on value chain linkages by
analyzing heterogeneity of rules between and within FTAs which will provide policy references
for China to further optimize preferential rules of origin.

Keywords: free trade area; preferential rules of origin; bilateral value chain linkages
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