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Everything became national security

• “Security……measures the absence of threats to 
acquired values, in a subjective sense, the absence 
of fear that such values will be attacked.” (Wolfers, 
1962)

• Jake Sullivan’s New Washington Consensus 
(Sullivan 2023)

• “We do not balance trade with national security.” 
(Estevez 2022)
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Is overcapacity a security concern?

• U.S. complaints about overcapacity: state subsidy 
and state direction
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• 1991, encouraging R&D and production of EVs

• 1994, devising plan for promoting Evs

• 2008, announcing goals and measures to 
accelerate EV development

• 2009, “10 city-1000 EVs Project”

• ……
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Chinese industrial policy
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State subsidy

• In the US: at the federal level, 
accelerated subsidy for EVs in 
2005; introduced personal income 
tax reduction and exemption in 
2007
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Factor cost distortion

• “The Center for Strategic and International 
Studies concludes that China spends roughly 
5 percent of GDP on industrial subsidies, 10 
times as much as the United States, Brazil, 
Germany, and Japan.” (Jay Shambough 2024)

• But, they are mostly due to the dual-track 
liberalization (for SOEs) as transition policy, 
not as industrial policy (for private companies)
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Capital Land Energy Total

2000 4.1 0.5 0.0 4.6

2001 3.9 0.5 0.0 4.4

2002 3.9 0.4 0.0 4.3

2003 3.8 1.1 0.0 4.9

2004 3.1 0.9 0.6 4.6

2005 3.0 1.3 1.7 6.0

2006 3.1 2.0 1.6 6.7

2007 3.6 1.2 1.6 6.4

2008 3.4 1.0 0.7 5.1

2009 3.5 0.9 0.7 5.1

Producer subsidy equivalent (PSE) due to factor market 
distortions (% GDP)



Investment promotion programs

• Local governments implemented “investment 

promotion” policies to attract investors, including 

implicit subsidies on land
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Local governments’ investment promotion programs



• Green energy products do not necessarily pose 
national security threat

• But industry size is an important factor

• China needs to regulate the local governments’ 
industrial policies

• How about a Chinese Green Marshall Plan?
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Room for improvement
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