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India’s Push for Balancing Industrial Policy Space in
WTO: A Developing Economy Lens

Pritam Banerjee, Zaki Hussain, Amit Randev, Kanika Karwal
and Riddhi Lakhiani*

Abstract: The renewed prominence of industrial policy in the context of digital
transformation, climate transition, and rising geoeconomic competition has
revived debates on the role of state intervention within multilateral trade rules.
The paper analyses recent WTO reform proposals, particularly those related to
subsidy rules under the Agreement on Subsidies and Countervailing Measures
(ASCM), several of which have been promoted by advanced economies
including the United States and the European Union. These proposals
emphasise concerns over market distortions, non-market practices, and global
overcapacity. Developing countries, however, interpret these reforms in light of
enduring structural inequalities in income levels, technological capabilities, and
participation in global value chains. Drawing on evidence on the deployment
of industrial policy, innovation concentration, and production hierarchies, the
paper argues that broad tightening of subsidy rules could restrict the policy
space needed for the structural transformation of late industrialisers, including
India. The paper therefore proposes development-sensitive flexibilities
within WTO disciplines that link subsidy regulation to objective indicators of
development status and sectoral dominance.

Keywords: Industrial Policy, WTO Reform, Subsidy Disciplines (ASCM),
Policy Space for Development, Global Value Chains.

1. Introduction

The debate on industrial policy and WTO reform has intensified amid
growing geoeconomic competition, technological shifts, and the renewed
centrality of state intervention in strategic sectors. As industrial policy
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Institute of Foreign Trade (IIFT), New Delhi; Zaki Hussain, Senior Research Fellow
(Economics), CWS, IIFT; Amit Randev, Consultant (Legal) CWS, IIFT; Kanika
Karwal, Young Professional (Economics), CWS, IIFT; and Riddhi Lakhiani is a
Research Assistant at RIS, New Delhi. Views are authors' own. Usual disclaimers apply.
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instruments increasingly shape trade outcomes, questions regarding
the scope of permissible state support and the adequacy of existing
WTO disciplines have moved to the forefront of the reform agenda. For
developing countries, this debate is intrinsically linked to the preservation
of policy space flexibility necessary for structural transformation.

Two distinct perspectives frame the current discourse on industrial
policy and global trade imbalances. The first, largely articulated by
developed countries, interprets persistent imbalances primarily as the
result of unfair trade practices and market distortions. It emphasizes
the role of state subsidies and non-market interventions in undermining
competitive neutrality, generating surplus production, and disadvantaging
firms operating under market-based conditions. This approach supports
stronger subsidy disciplines, enhanced transparency, and stricter
enforcement within the WTO framework.

The second perspective, rooted in developing country experience,
views global imbalances through the lens of structural inequities in
the international economic system. Persistent disparities in capital,
technology, productive capacity, and integration into global value chains
constrain meaningful participation in higher value-added activities.
From this standpoint, industrial policy is not a distortion but a legitimate
and necessary instrument for economic diversification, technological
upgrading, and development catch-up.

This divergence of views on the causes of global imbalances and the
associated policy prescription, i.e., prioritizing the correction of market
distortions versus addressing structural inequities, lies at the heart of the
contemporary debate on WTO reform. In order to find a balanced way
forward acceptable to all parties, any initiative that attempts recalibration
of rules governing subsidies and state intervention to address market
distortions must therefore, also account for differentiated development
realities and avoid constraining the policy tools required for structural
transformation.



Historical and structural examination of global production patterns
is essential to understand the persistence of contemporary imbalances.
Enduring asymmetries in economies of scale, technological capability,
and early industrial specialization have enabled certain countries to secure
more favourable terms of trade, while others remain concentrated in lower
value-added segments of production, resulting in structural trade deficits.
These disparities reflect cumulative processes of capability formation and
differentiated integration into global production networks. Consistent
with Raymond Vernon’s Product Life Cycle (PLC) theory', early
innovators consolidated durable competitive advantages during critical
stages of industrial expansion, frequently supported by strategic policy
intervention. For present-day developing countries, this underscores the
importance of timely industrial upgrading and sufficient policy space to
avoid structural lock-in at lower tiers of production.

During the 1980s and 1990s, prior to the conclusion of the
Uruguay Round, most advanced economies and early industrializers
in East Asia deployed active industrial policy instruments, including
subsidies, local content requirements, and coordinated state support,
to build industrial scale and technological depth. These strategies
facilitated their consolidation in high-value “alpha” industries®. With
the establishment of the WTO and the adoption of the Agreement on
Subsidies and Countervailing Measures (ASCM), however, stricter
subsidy disciplines were introduced. Export and import-substitution
subsidies were prohibited, and special and differential treatment (S&DT)
flexibilities were progressively narrowed. By the time, several developing
economies were positioned to expand their manufacturing base, the
available policy space had significantly contracted.

Since the 1990s, China has implemented extensive state support
measures to strengthen manufacturing capacity, with an increasingly
intensified focus on advanced sectors. The firm-specific and often non-
transparent character of these interventions has complicated multilateral



scrutiny, while enabling the development of substantial scale economies
across a wide range of manufacturing sectors?’.

The unique nature of the Chinese governmental system allows for a
range of firm specific interventions that are difficult to identify. In many
cases, the intervention maybe through informal arrangements or guidance
to banks, state-owned enterprises, private firms where public banks hold
sizable stake, or local administrations, and therefore, completely invisible.
This opacity makes holding Chinese policies accountable to WTO rules
prohibitively complicated, if not impossible.

At the same time, although tariffs have declined in many advanced
economies, increasingly complex non-tariff measures have affected
effective market access. In certain systems, administrative influence
over key sectors has further reinforced domestic preference structures.

Against this historical and structural backdrop, a systematic
examination of industrial policy space within the WTO framework
becomes essential from a developing country perspective. Persistent
disparities in productive capacity, technology, and value-chain integration
necessitate adequate policy flexibility to enable structural transformation
and industrial upgrading. This study, therefore, situates the debate within
the contemporary re-emergence of industrial policy and evolving global
challenges, analyses the developed countries’ interpretation of global
imbalances and their policy responses, and articulates the developing
country perspective. It further examines the development gap and
structural constraints confronting late industrializers, underscoring the
need for calibrated policy space, and concludes with considerations for
a balanced and development-oriented approach to WTO reform.

2. Re-emergence of Industrial Policy and Emerging
Global Challenges

Industrial policy has re-emerged as a central instrument of economic
strategy, particularly among large advanced economies, in response to
digital transformation, climate transition, and heightened geopolitical
contestation. The renewed and aggressive deployment of subsidies, state
financial support, investment controls, and regulatory instruments has



intensified state intervention in strategic sectors. This resurgence has
generated significant trade distortions and contributed to the emergence
of overcapacity in capital-intensive industries such as steel, aluminium,
shipbuilding, and renewable energy equipment. Systemic subsidies
have enabled production levels that are frequently unsustainable under
standard competitive market conditions, thereby, amplifying global trade
imbalances. Even where manufacturing activities are geographically
dispersed, advanced economies continue to retain control over intellectual
property, standards, technology, and post-production services, ensuring
that the bulk of value addition accrues to them.

A key concern in recent years has been the expanding wave of
protection-oriented industrial policies in advanced economies and their
implications for global trade governance. Industrial policy has evolved
from traditional infant-industry rationales to address contemporary
challenges linked to geopolitical rivalry, climate change, and
technological disruption.* The pandemic, global supply chain disruptions,
and rising economic insecurity have further reinforced the case for
proactive state intervention. Governments are increasingly compelled
to secure critical industries, enhance economic resilience, and address
perceived market failures. Ilyina et al. (2024)° report that more than 2,500
industrial policy measures were implemented in 2022 alone, nearly two-
thirds of which were trade-distorting and detrimental to foreign firms.
Developed economies, including the United States and the European
Union, accounted for almost half of these measures, frequently relying
on subsidies and protectionist instruments that have raised concerns
regarding WTO consistency (WTO, 2024)°. Trade-related instruments
such as Section 301 of the U.S. Trade Act of 1974, the European Union’s
Carbon Border Adjustment Mechanism (CBAM) and Deforestation
Regulation (EUDR), as well as retaliatory tariff actions in 2025, illustrate
the expanding interface between industrial and trade policy. A recent
(2026) study by Global Trade Alert’ highlights that the state support
interventions now benefit from a refined taxonomy?® that distinguishes
direct government subsidies from those channelled through financial
intermediaries. This differentiation improves analytical precision by
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clarifying not just the volume of support, but the institutional mechanisms
through which it is delivered. The analysis shows that annual subsidy
activity has quadrupled since 2020 and that approximately 68 per cent
of all recorded subsidy programmes since 2009 were implemented from
2020 onwards, indicating a pronounced resurgence of state capitalism
among major economies.

This shift marks a significant transformation in the global industrial
policy discourse. Rather than developing economies seeking policy
flexibility for catch-up, advanced economies are now at the forefront
of expansive industrial intervention. It is observed that developed
countries not only implement a greater number of industrial measures
but also commit substantially larger financial resources’. Chang (2002)!°
underscores the historical paradox whereby developed countries advocate
market liberalization for developing economies despite having relied
extensively on protectionist and interventionist policies during their
own industrialization. This asymmetry persists in contemporary trade
governance.

Based on the NIPO-GTA Database (2008-2025), the scale and
distribution of distortive industrial policy tools are reflected in Figure
1 and Figure 2. Figure 1, covering all products, indicates a substantial
gap between developed economies and developing economies (excluding
China) in the deployment of major industrial policy instruments. The
disparity is particularly pronounced in financial grants, state aid, and
related support measures. India’s use of such instruments remains
modest in comparison. Figure 2, which focuses specifically on advanced
technology or “alpha” industries, reveals an even more marked
divergence. In these frontier sectors, developed economies exhibit
overwhelming dominance in the use of financial grants and state-backed
instruments. Notably, China’s aggregate interventions—and especially
its financial grants—exceed those of the developing country group as a
whole, underscoring the concentration of state-driven support in strategic
industries.

China has emerged as a central actor in shaping global trade dynamics.
Since its accession to the WTO, China has combined participation in global



Figure 1: Major Distortive Industrial Policy Tools:
Developed vs. Developing Economies (All Products)
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Figure 2: Major Distortive Industrial Policy Tools: Developed vs.
Developing Economies
(Advanced Technology Products: Alpha Industry)
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markets with a distinctive state-led development model. Its political
and institutional structure permits degrees of financial direction and
coordination that are unparalleled in most democratic jurisdictions. Mark
Wu (2016)'! underlines that the Chinese state also controls nine of the
next 10 largest banks. It is just not large banks — the state controls even
the smaller, regional banks. He points out, this again is done through
layers. An investment bank or fund controlled by a provincial or municipal
government might be one of the shareholders of such regional banks, and
several such government investment funds in combination would control
the majority stake of almost all commercial banks in China.

China’s industrial strategy—characterized by state-owned
enterprises, targeted subsidies, and managed capital flows—has reshaped
global manufacturing and competitive conditions. Rotunno and Ruta
(2023)'? document the export-enhancing effects of Chinese subsidies
in downstream industries, with adverse implications for manufacturing
growth in developing economies. The ITIF Hamilton Index further
demonstrates China’s leadership in seven of ten high-technology sectors,
representing over US$ 10 trillion in global production'®*. Empirical
evidence also indicates the pervasive nature of state support: direct
subsidies to Chinese listed firms rose significantly between 2010 and
2015, while some' estimate that over 99 per cent of listed firms received
direct government subsidies in 2022. Broader assessments suggest that
China’s industrial policy expenditures amounted to at least 1.7 per cent
of GDP in 2019, rising to approximately 5 per cent when government
procurement is included'®. Countervailing duty investigations in
the United States have identified subsidy rates ranging widely, with
substantial average levels (United States—China Economic and Security
Review Commission, 2008). At the same time, China is transitioning from
labour-intensive manufacturing toward higher-value innovation-driven
sectors (Branstetter & Li, 2022)".

Taken together, the expansive industrial policies of developed
economies and the scale of China’s state-led model constitute a
dual structural challenge for developing countries. Restrictive trade
and regulatory measures limit market access, while the dominance



of advanced and large economies across both high-technology and
traditional manufacturing sectors constrains competitive space. Reshoring
and friend-shoring strategies further redirect investment and supply
chains toward a narrower group of economies. Absent meaningful
adjustments in global trade rules and governance structures, developing
countries risk continued marginalization within the evolving industrial
order.

3. Developed Countries’ Perspective and Response to
Global Imbalance

From the standpoint of major OECD economies—particularly the
Organisation for Economic Co-operation and Development members
led by the United States and the European Union—China’s rapid ascent
in high-technology and capital-intensive sectors since the early 2010s is
viewed as inconsistent with market-driven competition and significantly
enabled by state intervention. Advanced economies contend that China
sustains structurally low production costs through a combination of
subsidized finance, concessional lending, debt restructuring or write-offs,
preferential access to land and energy, and policy-directed allocation of
key inputs. Persistent access to state-supported credit is seen as generating
chronic overcapacity, which in turn facilitates the sustained export of
surplus output at depressed prices in international markets.

Developed countries further argue that such practices permit
Chinese firms to attain scale economies and close technological gaps
at a pace that would not be feasible under conventional competitive
conditions. Concerns are also raised regarding weak intellectual property
enforcement and opaque legal-administrative processes, which are
alleged to undermine the effective operation of global trade norms. In this
framing, the combination of industrial subsidies and technology-related
practices is considered to circumvent obligations under the World Trade
Organization agreements, particularly the Agreement on Subsidies and
Countervailing Measures (ASCM) and the Trade-Related Aspects of
Intellectual Property Rights (TRIPS).



In recent communications on WTO reform, the United States has
asserted that existing multilateral institutions have failed to discipline
“non-market” economic systems adequately and has expressed
diminished confidence in the ability of the current framework to ensure
accountability. As trade relations become increasingly shaped by
geopolitical rivalry, the United States anticipates more frequent deviations
from established rules and has called for a fundamental overhaul of the
WTO rule-book and its enforcement architecture.

The developed country response to perceived global imbalance,
thus, comprises a combination of multilateral reform proposals,
plurilateral coordination, and unilateral trade instruments. Central to this
effort has been the Trilateral Initiative on Industrial Policy and Subsidies,
launched in December 2017 by the United States, the European Union,
and Japan. This initiative has focused on addressing ‘“non-market-oriented
policies and practices that lead to severe overcapacity,” and has articulated
a substantive reform agenda targeting the ASCM framework.

Key proposals advanced under the trilateral process include: (i)
expanding the list of prohibited subsidies to encompass unlimited state
guarantees, support to ailing firms lacking credible restructuring plans,
and financing directed toward sectors characterized as suffering from
overcapacity; (ii) reversing the burden of proof for certain categories
of actionable subsidies, including excessively large grants or support
to uncompetitive firms; (iii) deeming unnotified subsidies prohibited
by default where counter-notified by affected Members, thereby,
strengthening transparency obligations; (iv) permitting the rejection
of domestic prices in favour of constructed benchmarks in calculating
countervailing duties against non-market economies; and (v) broadening
the definition of “public body” to capture informal or indirect state
influence, alongside stronger disciplines on forced technology transfer.

While these proposals seek to close perceived regulatory gaps and
facilitate enforcement against trade-distorting subsidies, their implications
extend beyond the immediate target of Chinese industrial policy. Several
conceptual and legal ambiguities render the reform agenda potentially
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consequential for developing countries more broadly. First, there is no
universally accepted definition of a “non-market economy”'® within
WTO law; the existing multilateral framework provides only limited
and context-specific references. Divergent domestic interpretations—
particularly in United States and European Union trade law—create
scope for expansive application of the designation. Second, the concept
of “overcapacity” lacks a precise and universally agreed definition,
raising the possibility that legitimate industrial expansion in developing
countries could be characterized as distortionary. Third, terms such as

LR I3

“uncompetitive firm,” “excessively large grant,” and the delineation
between grants, equity infusions, and concessional loans remain contested
and susceptible to broad interpretation. Fourth, an expanded definition
of “public body” could implicate state-owned enterprises, public sector
banks, and other developmental institutions that play a central role in
financing infrastructure, utilities, and strategic sectors in many developing
economies.

The strategic intent underlying the trilateral reform proposals,
thus, presents a complex landscape for large developing countries,
including India. On the one hand, enhanced disciplines, particularly
those reversing the burden of proof or strengthening transparency,
may contribute to addressing trade distortions that adversely affect
developing country industries. But the conceptual and legal ambiguities
around definition of a ‘non-market economy’ or ‘public body’, or what
constitutes ‘overcapacity’ or an ‘uncompetitive firm’ remain matters of
serious concern.

While the trilateral framework was an attempt at developing
an institutional reform response to their view of global imbalance,
a more direct sector-specific intervention emerged in the form of
the Global Forum for Steel Excess Capacity (GFSEC). GFSEC was
established in 2016 following G20 consensus to address concerns over
subsidy-driven expansion and structural excess in the steel sector. It
defines “excess capacity” as production exceeding demand due to
government support, which is a very broad interpretation that remains
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contested, particularly by developing economies with infrastructure-
led growth strategies. The Forum’s Berlin Principles identify market-
distorting interventions, including financial support for non-viable
plants, unlimited state guarantees, operating subsidies, and assistance
without credible restructuring plans. These concepts have subsequently
informed proposals by the United States, the European Union, and Japan
to strengthen subsidy disciplines within the World Trade Organization
framework. Over time, key non-OECD participants in GFSEC such
as China, India, and Saudi Arabia withdrew, reflecting divergent
developmental priorities and limiting the Forum’s universality. Recent
ministerial outcomes indicate a shift from transparency and dialogue
toward coordinated trade defence actions among participating members,
positioning the GFSEC as a sector-specific plurilateral template
capable of shaping trade rules and collective responses outside fully
multilateral processes. Such plurilateral initiatives assume importance
given the recent posturing in the WTO by the US, supported by the EU,
prioritizing plurilateral as opposed to multilateral solutions to global
trade issues. We discuss this emerging context in the section.

4. Comparison of EU and US Positions: WTO
Reforms and Implications for India

The Communication on WTO Reforms clearly underlines the common
agenda of the developed wealthy nations'. While on the face of it, the
EU and US proposals seem to be differentiated, they fundamentally argue
for very similar solutions. Let us look at Table 1 to understand the very
cosmetic difference between the US and EU position (in their respective
communications.

The reform trajectory advanced by the United States and the
European Union poses significant structural implications for India as
a large developing economy. The increasing reliance on plurilateral
arrangements risks enabling coalitions of the willing to generate de facto
global rules in priority areas, such as digital trade, green transition, and
advanced technologies, thereby diluting consensus-based multilateralism
and reducing India’s capacity to influence norm-setting within the World
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Trade Organization. It needs to be noted that issues of green transition
and digital and advanced technologies are intrinsically related to the
future of industrialization and GVCs.

Both actors broadly converge on limiting Special and Differential
Treatment for economically significant developing countries pre-
emptively undermining their call for increased flexibilities to address
developmental concerns. On the other hand, they propose to expand their
own policy space through MFN exceptions that selectively limit market
access, including through coordinated plurilateral sectoral initiatives.

Their proposals also seek strengthening of ASCM disciplines
on state support and subsidies to address perceived unfair trade and
overcapacity. Although these initiatives appear to be framed in relation to
managing the so-called ‘China shock?”, their design may extend to other
large developing economies, including India, and constrain legitimate
industrial and developmental strategies.

While the European Union adopts a comparatively more calibrated
tone, including conditional openness to criteria-based differentiation,
the overall reform direction suggested by the US and EU positions
risks compressing policy space of large developing countries like India.
Developed countries seek to legitimize the weaponization of their
market power and demand dependency of developing countries on their
markets while subjecting the industrial policies and subsidies of large
emerging economies such as India to rigorous scrutiny under revised
trade disciplines.

5. Developing Countries’ Perspective on Global Trade
Imbalances

From the standpoint of developing economies, global trade imbalances
must be understood within the context of persistent structural asymmetries
in income, productive capacity, and technological capabilities. Despite
their aggregate economic weight, major developing countries, including
India, continue to lag advanced economies in per capita incomes,
manufacturing depth, and participation in higher value-added segments
of global value chains. The principal concern is, therefore, the enduring
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development gap and the limited capacity to translate growth into
sustained structural transformation.

Developing countries consequently emphasize the need for greater
policy flexibility and certainty within the multilateral trading system
to pursue legitimate industrialization and structural transformation
objectives, as reflected in submissions such as those of the Africa
Group to the WTO?. This includes the ability to deploy measures
such as local content requirements, targeted subsidies for research
and development, regional development initiatives, and support for
environmental transition. Such instruments are regarded as integral to
late industrialization strategies and to correcting structural disadvantages.

While developing economies have been affected by distortions
associated with large-scale subsidization and export expansion by
major economies, they bear asymmetric adjustment costs due to their
higher external dependence and limited fiscal space. Although existing
WTO disciplines, particularly under the Agreement on Subsidies and
Countervailing Measures, provide mechanisms to address unfair trade
practices, enforcement limitations persist. Certain transparency-related
reform proposals, such as treating unreported subsidies as prohibited
when counter-notified, may be of relevance. However, prevailing reform
approaches do not adequately confront the deeper structural imbalances
and development asymmetries that shape the position of developing
countries in the global trading system.

6. The Development Gap and Structural Divergence:
Constraints on Middle-Class Transition

The contemporary global economy continues to be characterised by deep
and persistent development divides that shape patterns of production,
trade, income distribution, and institutional power. Not with standing
successive rounds of multilateral trade liberalisation under the WTO
framework, convergence between developed and developing countries
has remained uneven and incomplete. While certain emerging economies
have achieved significant integration into global markets, a substantial
number of developing countries and least-developed countries (LDCs)
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continue to face structural constraints that limit their ability to derive
sustained gains from global trade. These asymmetries are central to
understanding the fragility of middle-class formation in large developing
economies.

As illustrated in Figure 3, per capita income in PPP terms in
developing economies remain significantly below those of advanced
economies, reflecting incomplete structural transformation and persistent
productivity gaps. The COVID-19 pandemic further exacerbated these
disparities, reversing decades of poverty reduction and pushing an
additional 70 million people into extreme poverty.! the income gap
between high-income and developing economies remains substantial.
World Bank estimates indicate that GDP per capita (constant 2015 US$)
in high-income countries is approximately eight times higher than in
low- and middle-income countries.

Poverty indicators further reveal the fragility of middle-class
transition. In 2021, only 0.3 per cent of the population in high-income

Figure 3: GDP Per Capita, PPP in 2024
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countries lived below the international extreme poverty line of US$ 2.15
per day, compared to 12.9 per cent in India (Figure 4). At the higher
threshold of US$ 6.85 per day, more than half of the population in low-
and middle-income countries—and over 80 per cent in India—had yet
to attain lower middle-income living standards (Figure 5). These figures

Figure 4: Proportion of People Living on
Less than US$ 2.15 a Day (2021)
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Figure 5: Proportion of People Living on
Less than USS$ 6.85 a Day (2021)
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suggest that the gains from globalisation have been concentrated primarily
in advanced economies and China, while much of the developing world
remains structurally vulnerable.

Urbanisation patterns further reflect uneven structural transformation.
High-income countries exhibit urbanisation rates of approximately 82
per cent, compared to 48 per cent in low- and middle-income countries
(excluding China and Mexico) and 36 per cent in India®*. As Todaro and
Smith (2020)* argue, urbanisation contributes to development only when
supported by sustained industrial growth and productive employment
expansion. While advanced economies and China have leveraged urban-
industrial transitions effectively, many developing countries lack the
industrial depth and policy flexibility necessary to translate urbanisation
into durable middle-class expansion.

Technological capability and innovation present additional
dimensions of divergence. Patent data (Figure 6) indicate that developed
economies account for approximately 64 per cent of resident patent
applications between 1980 and 2024, while China accounts for 30 per
cent. In contrast, India and other emerging and developing economies
remain at the lower end of global patenting activity, reflecting
limited innovation ecosystems and weaker capacity for technological
commercialisation. A similar pattern is observed in intellectual property
(IP) receipts (Figure 7), where advanced economies dominate global
revenue flows from innovation, with China emerging as a significant,
though secondary, beneficiary. These trends highlight the concentration
of technological rents within a narrow group of countries.

In technology-intensive sectors—including pharmaceuticals (HS
30) and engineering and electronics products (HS 84-90)—advanced
economies continue to dominate global exports (Figure 8). Although
their collective share declined by 18.58 percentage points between
2000 and 2024, the principal beneficiary has been China, whose share
increased by 14.26 percentage points over the same period. By contrast,
emerging and developing economies (excluding China and Mexico)
registered only modest gains of 3.20 percentage points, with India’s share
increasing by merely 1.07 percentage points. The reallocation of global
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Figure 6: Patent Applications by Residents: Advanced vs
Developing Economies (1980-2024)
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Figure 7: Intellectual Property Receipts (Average 2022-24)
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manufacturing exports has reinforced concentration rather than broad-
based convergence. China has been the primary beneficiary across both
high- and low-technology segments, significantly expanding its global
share, while advanced economies have experienced relative declines. In
contrast, India and most other developing countries have recorded only
limited gains®.
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The divergence also seeps into the global value chains (GVCs),
modern GVCs are highly specialised and span multiple countries.
Baldwin & Lopez-Gonzalez (2015)?” note that semiconductors are
often produced in hubs like Taiwan and South Korea before assembly
in China. The automotive industry relies on cross-border supply chains,
with Germany, Japan, and Mexico playing key roles (Sturgeon et al.,
2008; Sturgeon, Van Biesebroeck, Gereffi, 2008%). In textiles, raw
materials come from India and Bangladesh, while design and marketing
remain concentrated in developed economies (Gereffi & Frederick,
2010). Services, R&D, logistics, and distribution increasingly capture
more value. For example, pharmaceutical GVCs produce APIs in China,
India, or Ireland, while R&D is concentrated in the US, France, the UK,
Germany, and Switzerland (Gereffi, 2008; Quality Matters, 2023).%°

World Bank (2020)*° highlights that high-income countries dominate
GVCs due to advanced infrastructure, technological capabilities, and
strong institutions, while developing countries face challenges like

Figure 8: Share in Global Exports of Selected Manufacturing
Products (%)
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inadequate infrastructure and weaker institutions. Cusolito et al. (2016)*!
note that high-income countries’ superior access to capital, technology,
and skilled labour allows deeper GVC integration, whereas developing
countries often participate at lower value-added stages like raw material
extraction and basic manufacturing.

The development divide is rooted in structural asymmetries in
research and development intensity, access to finance, technological
capability, and the strength of industrial ecosystems. The UNIDO
Industrial Development Report (2020)*? and the World Development
Report (2019) 3* emphasize that sustained R&D investment and well-
functioning financial markets underpin advanced manufacturing
competitiveness and continuous industrial upgrading in high-income
economies. In contrast, most developing countries operate with
limited R&D expenditure, constrained financial systems, and marginal
participation in advanced industrial sectors. These disparities translate
into persistent differences in productivity, economic resilience, and living
standards, while reinforcing structural constraints in healthcare access,
educational attainment, and the generation of stable formal employment,
thereby weakening the prospects for durable middle-class transition.

7. Conclusion and Policy Recommendations

While existing WTO rules provides a robust framework to check unfair
trade practices that are one of the causes of unbalanced trade. In reality
some WTO member states, especially regimes having greater command
and control over their economy and factors of production like China, have
not been effectively held accountable for their unfair trade practices®.
Over time, this has led to enormous concentration of production in a
few geographies and imbalances in global trade. To that end, there is an
urgent need to review WTO agreements related to subsidies (ASCM)
and dumping (Anti-Dumping Agreement).

The focus of such a review has to be strengthening these agreements
in a manner that requires much greater scrutiny and accountability from
all member states, especially those member states that hold dominant
shares of global manufacturing and exports in specific sectors. Some
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elements in the proposals of the trilateral group (EU, US, Japan) are
relevant in this context. But there is also a need to address imbalances
in global trade arising out of structural developmental issues. From a
developing country perspective, the only way to address these challenges
are to consider flexibilities in global rules allowing policy space for
industrial development that help laggard economies close the gap with
the industrial leaders.

One way forward is to consider a combination of factors that take
into account overall developmental status, as well as sectoral dominance
that will be the basis of special and differential treatment for both
flexibilities and defensive measures. The following discussion outlines
three such flexibilities.

8. Proposed Flexibilities

a) Flexibility Allowing for the use of Subsidies that are
‘actionable” as per ASCM for Genuinely Developmental
Purposes in Order to Address Structural Imbalances in the
Global Economic System

Countries that are below a certain threshold in terms of per-capita
income, overall global share of manufacturing, merchandise exports
and share of export in that industrial specialization (considered at the
HS6 level of classification) will be allowed the following flexibilities
till the time they qualify (See Table2).

These criteria are designed to ensure that only countries still
undergoing a developmental transition characterized by relatively low
per capita income would qualify for such policy space. In addition,
the framework ensures that flexibilities are available only to countries
that have not yet achieved substantive scale or competitiveness in their
overall manufacturing ecosystem, as reflected in their modest share of
global manufacturing output and merchandise exports. Finally, a limited
share in global exports of the specific industrial product indicates that
the country does not yet possess the economies of scale necessary to
become a distortive force in global markets.
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Table 2: Proposed Development-Sensitive Criteria for Industrial
Policy Flexibilities

Export Share

GDP share (Not applicable
to Small Economies)

Criterion Indicative Threshold Underlying Rationale
(Generalized)

Level of Classified as a low-income Indicates that the country

Development or lower-middle-income remains in a phase of
country in nominal per developmental transition
capita terms according and requires policy
to an internationally flexibility to advance
recognized classification structural transformation.
system (e.g., World Bank).

Overall Global merchandise export | Ensures that the country

Merchandise share disproportionate to does not possess a

disproportionate export
presence relative to its
economic size and is
therefore unlikely to
be a systemic source
of merchandise trade

corresponding industrial
sector (as classified under
ISIC) remains below X
percent.

imbalance.
Product- The country’s share of Demonstrates the
Level Export global exports in the absence of overwhelming
Concentration relevant product category dominance in the specific
(HS6) (at the HS6 level) remains product market and
below X percent. reduces the likelihood of
sector-specific imbalance
or excess capacity.
Sectoral The country’s share of Indicates limited systemic
Manufacturing | global manufacturing influence within the
Share (ISIC) output in the broader manufacturing

ecosystem associated
with the product, thereby
reducing the risk of
structural distortion or
persistent overcapacity.

Source: Authors’ Compilation
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Fulfilment of all four cumulative criteria would therefore indicate
that a country’s policy interventions are directed toward legitimate
developmental objectives, including early-stage industrial expansion
and the attainment of minimum efficient scale necessary for effective
participation in global markets, rather than the pursuit of sustained
sectoral dominance.

Accordingly, countries satisfying all four conditions may be
granted limited policy flexibility in the use of certain subsidy instruments
currently classified as “actionable” under the ASCM, where such
measures are demonstrably directed toward developmental objectives
such as early stage industrialization, capability creation and structural
transformation. These countries may also be permitted to employ
targeted measures incentivizing the use of domestic inputs, such as
local content requirements currently proscribed under the ASCM
and the TRIMS Agreement, when linked to clearly defined industrial
development goals. However, no exemption would extend to other forms
of subsidies categorized as prohibited under the ASCM except those
directly associated with local content incentives contemplated within
this development oriented framework.

This flexibility should be understood as an exceptional and
conditional policy space that would arise only under special circumstances
and strictly upon the fulfilment of all four cumulative criteria set out in
this framework. It should not be interpreted as a default departure from
existing WTO disciplines. Rather, it represents a narrowly tailored and
development sensitive adjustment to the current framework for qualifying
economies.

For countries that do not meet the four criteria, the proposal does
not alter existing WTO disciplines. The current ASCM framework would
continue to apply in its entirety, and subsidies would remain subject to
the existing classifications, obligations and remedies provided under
WTO rules. The proposal therefore does not seek to reclassify actionable
subsidies as prohibited for non-qualifying members nor does it modify
their existing rights and obligations under the ASCM. Instead, the
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proposed flexibility is intended solely for qualifying developing countries
undergoing structural industrial transition whose limited scale suggests
minimal risk of systemic trade distortion.

b) Flexibility in the Application of Material Retardation
and Threat of Material Injury in Investigations
Involving Dominant Suppliers

The injury disciplines under the WTO Anti-Dumping Agreement and the
Agreement on Subsidies and Countervailing Measures recognize three
forms of injury: material injury, threat of material injury, and material
retardation of the establishment of a domestic industry.® Although
material retardation was designed to protect infant or nascent industries,*®
its practical significance has diminished due to the convergence of
evidentiary standards with those governing material injury. Consequently,
the provision is rarely invoked in circumstances where domestic
production has not yet achieved commercial viability.

This constraint is particularly evident in cases involving structurally
dominant suppliers. In several industrial sectors, global production and
export capacity are concentrated in a limited number of jurisdictions
characterized by large-scale manufacturing ecosystems and significant
state involvement.’” The pricing strategies, capacity expansions, and
subsidization practices of such suppliers may exert pressures that exceed
normal competitive forces. For low- and lower-middle-income Members,
these pressures can deter investment and prevent industries from reaching
minimum efficient scale.

Defining Structural Dominance: The absence of a definition of
“dominant supplier” within WTO law has generated uncertainty in
addressing structural asymmetries. For analytical clarity, dominance may
be defined through objective and cumulative criteria reflecting both trade
performance and production capacity. A Member could be considered
dominant in a given HS6 product where it accounts for at least 10 per
cent of global exports of that product and at least 5 per cent of global
manufacturing output in the relevant ISIC sector.
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The dual thresholds ensure that dominance reflects systemic
industrial weight rather than temporary export success, thereby
distinguishing entrenched structural power from episodic competitiveness.

Recalibrating the Evidentiary Framework: Where imports originate
from a supplier meeting these criteria, investigating authorities should
be permitted to apply a rebuttable presumption of material retardation
or threat thereof. Structural dominance would constitute prima facie
evidence of the capacity to impede industrial establishment. Provisional
measures, including anti-dumping or countervailing duties, could
be imposed for a limited period of up to one year on the basis of a
documented prima facie assessment. The evidentiary burden would then
shift to the respondent to rebut the presumption, with a full investigation
proceeding where necessary.

This approach preserves procedural safeguards while recalibrating
evidentiary burdens in situations marked by demonstrable structural
asymmetry.

Normative and Doctrinal Justification: Material retardation is
conceptually distinct from material injury. While the latter concerns
harm to an established industry, the former addresses the prevention or
delay of industrial emergence.*® Imposing identical evidentiary standards
in both contexts risks depriving material retardation of independent
meaning. In the presence of concentrated export share and production
capacity, structural dominance itself provides probative evidence of the
potential for entry foreclosure, particularly where the domestic industry
remains nascent.

The proposed recalibration rests on three considerations. First,
objective indicators of market concentration justify a prima facie inference
of capacity to impede industrial development. Second, proportionality is
maintained through temporary and reviewable measures. Third, industrial
foreclosure may be irreversible: once investment is deterred or capacity
abandoned, subsequent remedies may be ineffective.

A dominance-sensitive interpretation of material retardation
would therefore restore functional relevance to the provision and better
align trade remedy practice with contemporary production realities. By
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grounding the presumption in objective thresholds, the proposal maintains
rule-based discipline while acknowledging structural asymmetries that
are especially consequential for developing and transitioning Members.

c) Counter-Notification of Unreported Subsidy
Programmes by Dominant Economies and Their
Presumptive Classification as Prohibited Subsidies

The Agreement on Subsidies and Countervailing Measures establishes
a notification regime intended to secure transparency and preserve
competitive neutrality.”” Regular notification under Article 25 constitutes
a central pillar of this framework.* However, the Agreement does not
attach meaningful substantive consequences to persistent or deliberate
non-compliance. In practice, several Members have repeatedly failed
to notify new or expanded subsidy programmes, particularly in capital-
intensive sectors characterized by concentrated production structures.
The absence of systemic consequences enables opacity to function as a
strategic advantage, while affected Members must bear the full evidentiary
burden of investigation without access to essential information.

This structural deficiency assumes greater significance when
examined in light of Article 27.6 of the ASCM.*! That provision provides
for the graduation of developing country Members from certain special
and differential treatment once they achieve a defined level of export
competitiveness. The normative premise underlying Article 27.6 is that
Members with sustained and significant export capacity possess the
ability to influence global markets and therefore warrant differentiated
legal treatment.** Implicit in this provision is the recognition that
manufacturing scale and export performance confer structural power.
Yet the existing transparency framework does not calibrate notification
obligations or consequences to such structural realities.

Integrating a Manufacturing-Based Dominance Standard: To
address this asymmetry, the transparency obligations under Article
25 should be operationally linked to objective indicators of structural
dominance, incorporating both export share and manufacturing capacity.
A Member that satisfies defined thresholds of global export share in a
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given HS6 product and a minimum share of global manufacturing output
in the relevant ISIC sector should be presumed capable of generating
systemic market distortions.

Where such a member fails to notify a subsidy programme, a
rebuttable presumption should arise that the unreported measure is
specific and capable of causing serious prejudice, and may therefore
be provisionally treated as prohibited for remedial purposes. Affected
Members would be entitled to adopt proportionate corrective measures
without bearing the full evidentiary burden that ordinarily applies where
relevant information has been deliberately withheld. Such measures
would remain temporary and subject to immediate suspension upon
full and transparent notification, at which point the standard procedural
disciplines of the ASCM would resume.

By linking notification compliance to demonstrable manufacturing
strength, this approach aligns the transparency regime with the logic
embedded in Article 27.6 and reflects contemporary patterns of industrial
concentration.

Addressing Circumvention, Rerouting, and Rules of Origin
Manipulation: The need for recalibration is reinforced by the growing
prevalence of circumvention practices. In sectors marked by concentrated
production, subsidized output may be rerouted through third countries,
subjected to minimal processing, or strategically reclassified under rules
of origin to obscure its true source.* The current framework, which
relies heavily on formal origin determinations and product-specific
investigations,* often proves inadequate to address such practices in a
systemic and timely manner.

Dominant producers frequently operate integrated cross-border
production networks, enabling them to reconfigure supply chains
in response to trade remedies. Where subsidy programmes remain
unnotified, investigating authorities face significant informational
asymmetries in tracing value chains, assessing pass-through effects,
and determining whether nominal transformation operations amount
to circumvention.* The absence of transparency thus weakens
enforcement not only substantively but also institutionally, allowing
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distortions to persist through technical compliance with origin rules
while undermining the economic objective of the Agreement.

Integrating a manufacturing-based dominance criterion strengthens
the capacity of the system to respond to such practices by shifting the
evidentiary burden in situations characterized by demonstrable structural
power and opacity.

Economic, Legal, and Equity Justifications: The proposed
recalibration is supported by interrelated economic, legal, and equity
considerations. Economically, Members with concentrated export share
and substantial manufacturing output exert disproportionate influence
over global prices, capacity allocation, and investment decisions.
Undisclosed subsidies granted by such actors can generate structural
overcapacity and distort competitive conditions across multiple
jurisdictions simultaneously.

Legally, transparency is constitutive of a rules-based system. Article
27.6 embodies the principle that structural economic strength justifies
differentiated legal consequences,* Extending this logic to persistent
non-notification by structurally dominant Members promotes coherence
within the ASCM and enhances its enforceability. Allowing intentional
opacity to persist without consequence undermines reciprocity and
predictability.

From an equity perspective, no Member should derive advantage
from its own non-compliance. Formal procedural equality applied to
actors with unequal market power may yield substantively inequitable
outcomes. Conditioning full procedural protections on good-faith
transparency restores balance and mitigates distortions arising from
structural dominance, including those manifested through circumvention
and supply chain rerouting.

In sum, integrating a manufacturing-based dominance standard into
notification and counter-notification disciplines would strengthen the
effectiveness of the ASCM. By linking enhanced transparency obligations
and presumptive consequences to objective indicators of structural
capacity, the proposal aligns subsidy disciplines with contemporary
production realities while reinforcing systemic credibility and fairness.
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However, notwithstanding the analytical discussion presented
in this paper, the proposed flexibilities should be understood solely
as exploratory and conceptual contributions intended to stimulate
discussion on possible approaches for addressing structural development
asymmetries within the multilateral trading system. The frameworks and
criteria outlined above are illustrative in nature and are not intended to
constitute negotiating proposals or formal policy positions.

The analysis seeks to examine how objective indicators such
as levels of development, export concentration, and manufacturing
capacity might inform discussions on development-sensitive approaches
within existing trade disciplines. In this context, the paper highlights
that approaches such as integrating a manufacturing-based dominance
standard into notification and counter-notification disciplines could,
in principle, strengthen the effectiveness of the ASCM by linking
enhanced transparency obligations and presumptive consequences to
objective indicators of structural capacity. Such conceptual approaches
are discussed to illustrate how subsidy disciplines might better reflect
contemporary production realities while reinforcing systemic credibility
and fairness.

The discussion should be viewed as a contribution to the
broader policy debate on development-oriented trade governance.
Any consideration of such approaches in a multilateral context would
necessarily require further examination, wider engagement among WTO
Members, and consistency with the established rules and principles of
the multilateral trading system.*’
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