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Abstract

Chinese steel exports have had substantial effects on foreign producers. While many
trading partners attribute this to subsidy-induced price suppression, the Chinese
government argues that the amount of subsidies provided is limited. This research
shows that the impact of subsidies cannot be assessed by their direct fiscal size alone,
because their effects may be amplified through economies of scale and externalities.
Using firm-level financial statements of listed steel and iron firms matched with
product-level price and cost data, I examine how rescue subsidies to state-owned
enterprises (SOEs) interact with scale-related cost reductions in China’s steel industry.
I define “rescue via subsidy” as a subsidy large enough to cover a firm’s operating deficit
in a given year. Descriptive evidence shows that such rescues are concentrated among
SOEs under local government control, and reduced-form estimates indicate that
rescued SOEs expand output relative to other firms. I then estimate a structural
demand and supply framework incorporating rescue subsidies and learning-by-doing
externalities. The results show that rescue subsidies lower effective marginal costs
and raise output in the short run, while scale-related externalities sustain low cost even
after direct subsidy support is removed. Although the bootstrap confidence intervals for
excess production do not exclude zero in all cases, the findings suggest that the
non-negligible impact of subsidies stems not only from the direct transfer itself but also
from the cost reductions it induces through economies of scale.

Lastly, I conducted a simulation comparing the effects of reduce excess production and
exports by current CVD, AD and “scale tariff” I proposed to accommodate the impact of

economies of scale.
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