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On the Adjustment of Industrial Subsidy Policies in
Pilot Free Trade Zones of China

Zhang Junqi
(School of Law, Shanghai University of Finance & Economics, Shanghai 200433, China )

Summary: From the perspective of the background and purpose of pilot free trade zones
(FTZs) of China, the construction of FTZs should be embodied as the high-level liberalization
of investment, trade and finance, as well as the creation of the environment with a fair
competition, which also means that the opening level and fair competition level in FTZs should
at least be not lower, but rather higher, than those in current international obligations applied in
the whole country. However, some industrial subsidy policies in current FTZs are inconsistent
with the WTO obligations, or have such potential risks. Specifically, there are some prohibited
subsidies in some parts of some FTZs, which directly violate the Agreement on Subsidy and
Countervailing Measures ( “SCM Agreement” ) of WTO. Meanwhile, the national or other local
subsidies applicable in FTZs always have the nature of specificity, and some special subsidies for
some parts of FTZs have regional specificity or industrial specificity. Not all subsidies with
specificity violate the obligations in SCM Agreement, but such kind of subsidies have the risk of
violating the obligations. The central government tries to clear the various tax and non-tax
subsidies which exist all over the state (of course including those in FTZs) , but hasn’ t achieved
good eftects.

Subsidization is one of the important means for the Chinese government to promote
economic development, but this kind of the economic management mode of the government has
great limitations, which especially leads to an unfair competition. The above problems are related
to the understanding of the government itself, the inertia of the government’s economic
management, and the close systematic relationship between state-owned-enterprises and the
government. Additionally, in pursuit of the achievements in their official career, some local
governments may use subsidies without considering the cost or economic rationality.

The background and purpose of FTZs as well as the current states of international trade rule
of law have decided the necessity and urgency for FTZs to adjust industrial subsidy policies. The
external motivation of the establishment of FTZs was to deal with the challenges brought by TPP.
China tried to construct FTZs in order to open the gaps, deepen the reform, and raise the level of
trade liberalization, so as to dock with the high-level free trade rules in the future and avoid being
in a passive position. The United States quitted TPP later, but Sino-US. trade frictions were so
increasingly intensified that the trade war broke out. Industrial subsidy policies belong to one of
the core problems in the trade war. High-level opening-up and business environment with a fair
competition are vital to FTZs. The adjustment of industrial subsidy policies is the demand of both

performing international obligations and the rule of law of domestic governance.
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Based on the protection of the reliance interests of recipients, among the subsidies with the
violating risks, the existing subsidy contracts with a stipulated time limit should be permitted to
perform till their expiration. Transition periods should be set to the contracts originally without a
time limit, and these contracts should be permitted to perform till the expiration of the transition
periods. New subsidies with violating risks should be prohibited to create. New subsidy measures
should be characterized by non-specificity to the greatest extent to avoid the risk of violating the
WTO obligations to the maximum extent. The above adjustment originally belongs to a
nationwide issue, but FTZs, being the front of the reform and opening up, and taking the mission

of exploring “replicable and propagable experiences” , should take actions at first in this aspect.
Key words: WTO; pilot free trade zone; industrial subsidy policies; fair competition
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The possible contributions of this paper are as follows: First, it takes the financialization of
entity enterprises as a heterogeneity behavior, and then separates over-financialization from the
financialization behavior, which is conducive to a more reasonable explanation of the
financialization of entity enterprises in China, and treats different degrees of the financialization
behavior differently. Second, it can help to analyze over-financialization from a dynamic
perspective, which will broaden the perspective of financialization research and enrich the relevant
theories of financialization. Third, it verifies the mechanism in that entity enterprises with rising
performance is more likely to be over-financialized, which can effectively reveal the mechanism of
action and the deeper logic between the heterogeneity of performance changes and over-
financialization. In addition, this paper provides a necessary reference for China’ s macroeconomic
management departments to conduct classified supervision of over-financialization and prevent
the risk from “removing reality to virtual”. Simultaneously, it is helpful for entity enterprises to
master the degree of financialization based on their own performance changes in the process of

operation and management.
Key words: financialization; performance; removing reality to virtual; financing constraints;
financial risk
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