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1. INTRODUCTION

To remain relevant in the international trading system, the World Trade 
Organization (WTO) may need its members to engage directly over the issue 
of industrial policy. The staff at the major international organizations—the 
International Monetary Fund (IMF), the Organization for Economic Cooperation 
and Development (OECD), the World Bank, and the WTO—have put out an 
explicit plea for a renewed work program and policymaker engagement on the 
issue.1 This paper explains the new emphasis on industrial policy and explores 
priority areas for economic research to help inform policymakers at the front 
lines of the rules-based trading system.

For a number of overlapping reasons, today’s industrial policy seems 
different from policy in the past. It is often forcefully pursued by major high-
income industrial economies, including the United States, the European Union, 
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for large countries to coordinate policies and set rules on behavior to neutralize 
the international externality implications of their actions and solve a prisoner’s 
dilemma problem. This section also explores the economic understanding of 
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important inputs for other parts of the economy—might generate productivity 
gains for downstream sectors. Alternatively, the emergence of a downstream 
industry could help upstream input providers expand and enjoy productivity 
gains of their own. This issue may be increasingly important and complex in an 
era in which production processes become more fragmented, with more input-
output links in a lengthening supply chain, via both outsourcing and offshoring to 
a different country.
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benefiting from subsidized inputs from those SOEs. 24  China’s SOEs are pervasive 
across a variety of input-providing sectors to the economy (e.g., banking, energy, 
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and the agents engaging in economic transactions, it is difficult to measure the 
size of that subsidy and then link it to the harm experienced in the other country.

These features of the Chinese economy matter for at least three reasons. 
First, China may be more likely—relative to other countries or to itself under a 
different system—to subsidize. Second, the pervasiveness of and uncertainty over 
China’s subsidies may lead trading partners (like the United States) to impose 
trade remedies on more products and at higher rates in response because they 
are provided additional institutional flexibility to do so. (Allowing China to be 
treated as a nonmarket economy, for example, provides government officials 
discretion to turn to third-country cost data to represent Chinese industry.) Third, 
given how trade remedies work, the first two reasons combine to make it more 
likely that third-country exporters will be caught up in other countries’ trade 
restrictions imposed on China, putting additional stress on their trade relations as 
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Third, only limited inference can be drawn from formal WTO dispute 29 Between 1995 and 2019, WTO members 
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internal combustion engine vehicles, such subsidies can potentially accelerate 
learning by doing.

In 2016, China also implemented a discriminatory local content policy, 
through a “whitelist” that made its EV subsidies contingent on the vehicle’s 
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Governments seem intent on using industrial policy to tackle the world’s 
most pressing market failures and externalities and to at least tweak the 
footprint of global supply chains. Researchers can help by identifying the size 
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