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1- INTRODUCTION

In the intricate and interconnected landscape of international trade, the determination of a product's
origin serves as a linchpin for the application of tariffs, the granting of trade preferences, and the
implementation of various government measures that can significantly impact trade flows and market access.
The concept of "substantial transformation™ lies at the heart of rules of origin, acting as a critical tool for
discerning the country where a good is genuinely manufactured or undergoes a significant transformation
that alters its essential character. The importance of this concept has been amplified in recent decades due to
the globalization of production processes and the rise of complex, multinational supply chains. The
traditional notion of a product originating solely from the country where it was wholly obtained or produced
is no longer sufficient in an era where goods often traverse multiple borders and undergo various stages of
processing and assembly in different countries.

The concept of substantial transformation seeks to address this complexity by focusing on the
qualitative changes that occur during the production process. It aims to identify the country where the
essential character of a product is fundamentally altered, thereby conferring origin status upon that country.
This approach recognizes that value addition and transformation can occur at different stages of production,
and that the final product may embody the contributions of multiple countries. The determination of
substantial transformation, therefore, requires a nuanced assessment of the production process, considering
factors such as the nature and extent of the transformation, the value added in each country, and the specific
rules and criteria outlined in relevant trade agreements and national laws.

The World Trade Organization's (WTO) Agreement on Rules of Origin and the latest draft
consolidated text of the Harmonization Work Programme provide a framework for determining substantial
transformation. These frameworks, along with various national legal systems, utilize subsidiary or
complementary criteria to assess whether a product has undergone substantial transformation and qualifies
for origin status. These criteria include changes in tariff classification, value-added tests, and specific
production process criteria. The application of these criteria, however, is not without its challenges, as it
often involves complex calculations, interpretations of technical specifications, and considerations of
economic and policy objectives.
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The historical evolution of the substantial transformation concept reveals a continuous effort to strike a
balance between flexibility, fairness, and predictability in international trade. The concept's origins can be
traced back to the early days of international trade, where it was used for governmental purposes such as
determining tax rates and duties. The 1970s marked a turning point, with the concept gaining prominence as
a key principle for identifying the true origin of a product. The WTO's Uruguay Round negotiations and the
subsequent Agreement on Rules of Origin further solidified the concept's importance in harmonizing rules of
origin among countries. The proliferation of regional trade agreements in recent decades has also contributed
to the evolution of substantial transformation, with these agreements often incorporating provisions for
preferential treatment based on origin and defining the concept within their specific contexts. The ongoing
efforts to harmonize rules of origin and address the challenges of their implementation reflect the dynamic
nature of international trade and the need for adaptable and effective mechanisms to determine the origin of
goods in an increasingly interconnected global economy.

2- PURPOSE

The primary objective of this research is to conduct an in-depth exploration of the concept of
substantial transformation within the framework of rules of origin, with a particular emphasis on its
application in the Iranian legal context and its alignment with international trade practices, particularly those
outlined in the WTO's Agreement on Rules of Origin and the latest draft consolidated text of the
Harmonization Work Programme. The study aims to achieve the following specific goals:

Conceptual Clarity and Historical Context: The research seeks to provide a comprehensive and
nuanced understanding of the concept of substantial transformation, tracing its historical evolution from its
early origins in customs practices to its current role in shaping global trade regulations. It aims to clarify the
conceptual ambiguities surrounding substantial transformation and highlight its significance in determining
the origin of goods in an increasingly interconnected global economy.

Critical Analysis of Assessment Criteria: The study aims to conduct a critical analysis of the various
criteria used to assess substantial transformation, including changes in tariff classification, value-added tests,
and specific production process criteria. It seeks to evaluate the strengths and weaknesses of each criterion,
their applicability in different contexts, and their potential for harmonization across different legal systems
and trade agreements. The research also aims to identify potential challenges and limitations associated with
the application of these criteria, such as issues of interpretation, compliance costs, and the potential for
manipulation.

Comparative Legal Analysis: The research seeks to explore the legal approach to substantial
transformation in Iran, comparing and contrasting it with international practices and identifying areas for
potential reform and improvement to align with global standards. It aims to assess the clarity, consistency,
and transparency of the Iranian legal framework in relation to substantial transformation and offer
recommendations for enhancing its effectiveness and efficiency.

Examination of WTO Frameworks: The study aims to examine the application of substantial
transformation in the WTO's Agreement on Rules of Origin and the latest draft consolidated text of the
Harmonization Work Programme. It seeks to assess the effectiveness of these frameworks in promoting
harmonization and addressing the challenges of determining origin in a globalized economy. The research
also aims to identify potential gaps and inconsistencies in these frameworks and suggest ways to improve
their implementation and enforcement.

Identification of Challenges and Solutions: The research aims to identify the challenges and
complexities associated with the application of substantial transformation in rules of origin, including issues
of interpretation, compliance costs, and potential for circumvention. It seeks to propose solutions to mitigate
these challenges, drawing upon best practices from around the world and insights from legal scholars and
trade experts. The research also aims to highlight the importance of capacity building and technical
assistance to help developing countries navigate the complexities of rules of origin and benefit from
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preferential trade agreements.

Policy Recommendations: Based on the findings of the research, the study aims to offer
recommendations for reforming and improving the laws and regulations related to rules of origin in Iran and
other countries. These recommendations will be grounded in the analysis of international best practices,
expert opinions, and the specific challenges and opportunities identified in the research. The study aims to
contribute to the development of more effective, efficient, and harmonized rules of origin systems that
promote transparency, fairness, and predictability in international trade.

3- METHODOLOGY

This research employs a qualitative methodology, primarily relying on a comprehensive review of legal
documents, academic literature, and international trade agreements. The study analyzes the WTO's
Agreement on Rules of Origin, the latest draft consolidated text of the Harmonization Work Programme,
Iranian customs laws and regulations, and relevant case law. The research also draws upon the insights of
legal scholars and experts in international trade law. It adopts a comparative approach, examining the
application of substantial transformation in different legal systems and trade agreements to identify best
practices and potential areas for harmonization. The research utilizes a combination of doctrinal and
empirical analysis, drawing upon legal texts, scholarly works, and real-world examples to provide a nuanced
understanding of the concept and its implications.

The research methodology involves several key steps:

Literature Review: A thorough review of existing literature on substantial transformation, rules of
origin, and international trade law is conducted to establish a theoretical foundation and identify key
concepts, debates, and gaps in the existing knowledge. This includes an examination of scholarly articles,
books, reports, and other relevant publications to gain a comprehensive understanding of the historical
development, theoretical underpinnings, and practical applications of substantial transformation in different
contexts.

Document Analysis: The WTQO's Agreement on Rules of Origin, the latest draft consolidated text of
the Harmonization Work Programme, Iranian customs laws and regulations, and relevant case law are
meticulously analyzed to identify the legal provisions, interpretations, and applications of substantial
transformation in different contexts. This involves a close reading and interpretation of legal texts,
identifying key terms, definitions, and criteria related to substantial transformation. The analysis also
examines the legislative history and policy objectives behind these legal instruments to understand the
underlying rationale and intent.

Comparative Analysis: The legal approaches to substantial transformation in Iran and other countries,
including major trading partners and regional trade blocs, are compared and contrasted to identify
similarities, differences, and best practices. This analysis helps to contextualize the Iranian approach within
the broader landscape of international trade law and identify potential areas for reform. The comparative
analysis focuses on key aspects such as the definition of substantial transformation, the criteria used for its
assessment, and the procedures for determining origin. It also examines the challenges and opportunities
associated with harmonizing rules of origin across different legal systems.

Case Study Analysis: Real-world examples and case studies from different industries and trade
scenarios are examined to illustrate the practical application of substantial transformation and its subsidiary
criteria. This analysis provides insights into the challenges and complexities associated with determining
origin and the potential impact on businesses and trade flows. The case studies are selected to represent a
diverse range of products and production processes, highlighting the nuances and complexities of applying
substantial transformation in different contexts. The analysis focuses on how different criteria are applied
and interpreted in specific cases, and the implications for businesses and trade policy.
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4- FINDINGS

Concept of Substantial Transformation: The research elucidates the concept of substantial
transformation as a change in the fundamental characteristics, composition, or intended use of a product,
resulting in a new and different commercial product. It highlights the challenges associated with the
concept's inherent ambiguity and the need for subsidiary criteria to ensure its effective application. The study
traces the historical development of the concept, from its early origins in customs practices to its codification
in international trade agreements. It emphasizes the dynamic nature of the concept, adapting to the
complexities of global supply chains and evolving trade patterns. The research also explores the different
interpretations of substantial transformation in various legal systems and trade agreements, highlighting the
need for greater harmonization and clarity.

Criteria for Assessing Substantial Transformation: The study analyzes three key criteria:

Value-Added Test: This criterion assesses the degree of transformation based on the percentage
increase in the value of the final product after undergoing production processes in a specific country. It
explores the application of this test in both non-preferential and preferential trade contexts, highlighting its
advantages in terms of simplicity and accuracy, as well as its limitations related to compliance costs and
potential for manipulation. The research delves into the complexities of calculating value addition,
considering factors such as the valuation method (e.qg., transaction value, deductive value, computed value),
inclusion of transportation and insurance costs, and treatment of non-originating materials. It also examines
the different thresholds used in various trade agreements and the challenges of determining an appropriate
threshold that balances the interests of different countries.

Change in Tariff Classification: This criterion examines whether the production process leads to a
change in the tariff classification of the final product compared to its original inputs. It discusses the
advantages of this approach, including its transparency, predictability, and alignment with the Harmonized
System (HS) of tariff classification. It also acknowledges the limitations, such as the need for specialized
knowledge and potential inconsistencies in its application across different countries and trade agreements.
The study explores the challenges of interpreting tariff classification changes, particularly in cases involving
complex products or multiple production stages. It also discusses the potential for manipulation through
tariff engineering and the need for clear guidelines and consistent application of the HS.

Specific Production Process Criterion: This criterion involves identifying specific manufacturing or
processing operations that, regardless of changes in tariff classification or value addition, confer origin status
upon a product. The study explores the use of this criterion in various industries, such as textiles,
automotive, and chemicals, highlighting its flexibility and adaptability to specific contexts. It also
acknowledges the challenges associated with defining and updating specific processes, as well as the
potential for lobbying and lack of transparency. The research emphasizes the importance of clear and
objective criteria for determining specific processes and the need for regular reviews to keep pace with
technological advancements. It also discusses the potential for conflicts between specific process criteria and
other criteria, such as the value-added test, and the need for a balanced approach.

Application in the WTO Agreement and Harmonization Work Programme: The research
examines how the concept of substantial transformation and its subsidiary criteria are incorporated into the
WTO's Agreement on Rules of Origin and the latest draft consolidated text of the Harmonization Work
Programme. It analyzes specific provisions and guidelines related to the application of these criteria,
emphasizing the importance of transparency, predictability, and non-discrimination in the determination of
origin. The study also discusses the ongoing efforts within the WTO to harmonize rules of origin and
address the challenges associated with their implementation. It highlights the importance of these efforts in
promoting a more open, predictable, and equitable global trading system.

Legal Approach in Iran: The study conducts an extensive exploration of the legal framework
governing substantial transformation in Iran. It meticulously analyzes relevant customs laws, regulations,
and case law to discern the specific provisions, interpretations, and applications of the concept within the
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Iranian context. The research compares and contrasts the Iranian approach with prevailing international
practices, particularly those enshrined in the WTO's Agreement on Rules of Origin and other relevant trade
agreements. This comparative analysis aims to identify areas where the Iranian legal framework aligns with
global standards and areas where potential reforms and improvements could be implemented to enhance its
effectiveness and compatibility with international trade norms.

The research delves into the key elements of the Iranian legal approach, including:

Definition and Interpretation of Substantial Transformation: The study examines how Iranian
customs laws and regulations define and interpret the concept of substantial transformation. It analyzes the
specific language used, the criteria employed, and the interpretive guidelines provided to customs officials
and businesses. The research also explores relevant case law to understand how Iranian courts have applied
and interpreted the concept in specific disputes.

Criteria for Assessing Substantial Transformation in Iran: The research investigates the specific
criteria used in Iran to assess whether a product has undergone substantial transformation. It examines
whether Iran relies primarily on the change in tariff classification criterion, the value-added test, specific
production process criteria, or a combination of these approaches. The study also analyzes the specific
thresholds and requirements associated with each criterion and how they are applied in practice.

Procedural Aspects: The research examines the procedural aspects of determining origin in Iran,
including the documentation requirements, verification procedures, and dispute resolution mechanisms. It
assesses the transparency, efficiency, and fairness of these procedures and identifies potential areas for
streamlining and improvement.

Challenges and Opportunities: The study identifies the challenges faced by Iranian businesses in
complying with complex rules of origin requirements and the potential impact on their competitiveness in
international markets. It also explores the opportunities for Iran to leverage its rules of origin system to
promote domestic industries, attract foreign investment, and expand its participation in global value chains.

Recommendations for Reform: Based on the comparative analysis and the identification of
challenges and opportunities, the research offers specific recommendations for Iranian policymakers to
enhance the clarity and effectiveness of their rules of origin system. These recommendations may include
adopting clearer definitions, harmonizing criteria with international standards, providing better guidance and
support to businesses, and streamlining administrative procedures. The study also emphasizes the
importance of ongoing dialogue and collaboration with international partners to ensure that Iran's rules of
origin system remains aligned with evolving global trade practices and contributes to the country's economic
development goals.

5- CONCLUSION

The concept of substantial transformation is a cornerstone of rules of origin, playing a critical role in
determining the origin of goods and facilitating international trade. However, its application is fraught with
challenges and complexities. This research provides a comprehensive analysis of the concept, its evolution,
and its application in different contexts. The findings underscore the need for ongoing efforts to refine and
harmonize rules of origin, ensuring transparency, fairness, and predictability in international trade. The study
also offers valuable insights for policymakers and practitioners in Iran and other countries, contributing to
the development of more effective and efficient rules of origin systems. It emphasizes the importance of
addressing the existing challenges, such as the lack of a precise definition, varying interpretations of criteria,
and potential for manipulation, to enhance the effectiveness and fairness of rules of origin in the global trade
landscape.

The research concludes by advocating for continuous dialogue and collaboration among WTO
members, regional trade blocs, and national governments to achieve greater harmonization and clarity in the
application of substantial transformation, ultimately promoting a more open, predictable, and equitable
global trading system. It calls for further research and analysis to explore the evolving nature of substantial
transformation in the context of emerging technologies and new trade patterns, ensuring that rules of origin
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remain relevant and effective in the 21st century. It also highlights the importance of capacity building and
technical assistance to help developing countries navigate the complexities of rules of origin and benefit
from preferential trade agreements. Finally, the research underscores the need for a balanced approach that
considers the interests of all stakeholders, including businesses, governments, and consumers, in the ongoing
development and implementation of rules of origin.

Keywords: Substantial Transformation, International Trade Law, Customs Law, World Trade Organization, Rules of
Origin
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