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This submission is made on behalf of Capra} Ltd, a member of the Australian 
aluminium extrusions industry, in relation to Review 229 of certain aluminium 
extrusions exported to Australia from China by Alnan Aluminium Co Ltd (Alnan). 
We specifically refer to the cost to make aluminium extrusions in China and 
submit that a number of Alnan's production costs do not reasonably reflect 
competitive market costs in terms of the requirement of r.180(2)(b )(ii) of the 
Customs Regulations 1926 (the Regulations). 

Primary aluminium 

In the original aluminium extrusions investigation (investigation 148) Customs 
determined that, with respect to the cost of primary aluminium, the conditions of 
r.180(2) had not been fulfilled. Customs found that "the cost of primary 
aluminium reflected in the records of the exporters do not reasonably reflect 
competitive market costs" because "distorting influences stemming from the 
Chinese government's intervention in the domestic aluminium market on the 
price of primary aluminium ultimately paid by producing exporters of 
aluminium extrusions were identified".1 

More recently in the aluminium road wheels investigation (investigation 181) 
Customs continued to find that the costs incurred by manufacturers in China for 
aluminium did not reasonably reflect competitive market costs.2 We submit that 
Alnan's costs for primary aluminium during the current review period also do 
not reasonably reflect competitive market costs, on the basis that there is no 
evidence that the conditions in the Chinese market identified in investigations 
148 and 181 have changed. 

t REP 148 at 6.1.3, p.31 
2 REP 181, p.37 
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( 26) Subsidies to Chinese Industry Attachment A 

70 percent of urban jobs in China (China Daily, January 20, 2009). In 
2010, many SOEs with subsidized balance sheets were buying smaller 
private-sector competitors and extending the reach of the state. 

In the hierarchy of SOEs, pillar or key industries serve as China's 
national champions, with access to priority funding, including subsidies. 
China chooses pillar industries on the following criteria (G. T. Haley, 
2009): (1) defense, (2) job creation, (3) technology acquisition, and (4) com
petitive advantage. Several industries fall under more than one criterion. 
Fifteen industries constitute pUlar industries for China, as promulgated 
in China's Tenth and Eleventh Five-Year Plans: (1) aerospace, (2) autos and 
auto parts, (3) banking and insurance, (4) biotechnology, (5) computer chip 
design and manufacture, (6) computing and computer hardware, (7) infor
mation technology, (8) iron and steel, (9) logistics, shipping, and storage, 
(10) machinery and mechanical equipment, (11) oil and petrochemicals, 
(12) software, (13) telecommunications and telecom equipment, (14) utili
ties and power equipment, and (15) wholesaling and retailing. Individual 
provinces also have their own SASACs and may anoint their own pillar 
industries for provincial development from the central list; as indicated 
in the previous section, the provinces often support their local champions 
from extrabudgetary sources of revenue that they do not share or divulge 
to the central government. Consequently, many firms in pillar industries 
receive subsidies from both central and provincial sources. 

In October 2010, the CPC Central Committee's Proposal for Formulating 
the Twelfth Five-Year Program for China's Economic and Social Development 
(2011-2015), stated that over the next five years, Beijing planned to nur
ture an additional seven new strategic industries and to develop these into 
pillar industries. The industries included (1) new-generation information 
technology, (2) energy-saving and environment protection, (3) new energy, 
(4) biology, (5) high-end equipment manufacturing, (6) new materials, and 
(7) new-energy cars. The proposal indicated that to develop these indus
tries, Beijing would increase available R&D funds; implement fiscal, tax, 
and financial policies to support major state-level science and technology 
projects; promote indigenous innovation to improve industry core compet
itiveness and economic efficiency; and "adjust" tax and pricing systems for 
land, water, and electricity so that their share of GDP would rise from less 
than 2 percent in 2011 to 8 percent in 2015. 

Cheap loans from state-controlled banks and other subsidies have con
tributed not just to the extraordinary rise in fixed-asset investments out
lined in table 1.4, but also to enormous excess capacity in China. From 
2003 to 2008, the overall ratio of China's gross industrial output almost 
doubled to 160 percent of GDP, while the relative size of heavy industrial 
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production in the economy nearly tripled (Komesaroff 2009). As has 
become apparent in solar-panel production, China exported its excess pro
duction, depressing international prices and driving down global indus
trial efficiencies (Haley and Haley 2012). National Bureau of Statistics 
data show that in 2009, China's steel industry, already the world's largest, 
had the capacity to produce 660 million tons per year, with excess capacity 
of 22 percent; yet another 70 million tons of capacity was under construc
tion. True excess capacity in this industry appears even higher, as recent 
central government audits have identified many small, unapproved mills 
with a combined capacity of 30 million tons. Thus by the end of 2010, 
China likely had steel capacity of around 760 million tons-far in excess 
of annual steel demand, which is now running at about 574 million tons. 
China's surplus capacity of almost 200 million tons looms larger than 
total output from Japan, the world's second-largest producer (Komesaroff 
2009). Similarly, China is the world's largest producer of polysilicon for 
solar panels, but has excess capacity of over 80 percent in this industry. 
As the industrial case studies in this book highlight, overcapacity extends 
across the board in China. Besides steel, polysilicon, and solar panels, 
China is also the world's largest producer of aluminum, autos, cement, 
plate glass, coal, chemicals, wind power equipment, ships, crushed soy
beans, and fertilizer; according to the State Council, all these industries 
also suffer from great overcapacity (Komesaroff 2009). 

Researchers have isolated underpriced distorted factor inputs, predom
inantly cheap capital that subsidizes production and investment, as a pri
mary cause for China's extraordinary growth and excess capacity (Huang 
and Wang 2010). Excess capacity in Chinese heavy industry has contrib

uted to global economic imbalances. Heavy industrial exports accounted 
for 39 percent of China's total exports in 2008, up from 29 percent in 
2002. As a European Chamber (2009) report described, China's growth 
model requires that external demand from the European Union (EU) and 
the United States continue to absorb the overcapacity it produces. Despite 
the impact of the financial crisis on these major global consumers, invest
ments in excess capacity continue unabated in China. 

Theories of subsidies drawing on international trade and international 
law fail to explain fully the modern economic rise of China. Developed 
in times when state capitalism did not constitute a major player in the 
global economy, they provide skeletal, sometimes misleading guidance 
on corporate or governmental policies. During the thirteenth century, 
professors at the University of Paris decided to investigate if oil would 
congeal if left out overnight. For them, research meant searching through 
Aristotle's writings. However, as Aristotle had never addressed the issue, 
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foreigners. However, Chinese producers' low costs stemming from exten
sive, systemic government subsidies will continue, contributing substan
tially to their competitiveness in global markets. 

The extent of Chinese industrial subsidies, the political processes 
that underlie their disbursement, and the meshing of Chinese produc
tion into global supply chains also augur a period of heightened uncer
tainty as well as international booms and busts. In August 2012, the 
New York Times (Bradsher 2012) reported on some of the effects of these 
subsidies on Chinese industries and the intertwined, global economy. 
Unsold goods were piling up in China at the fastest rate since surveys 
of inventories began in April 2004. The glut of products, which included 
steel, glass, paper, autos, and solar panels, had produced price wars and 
led manufacturers to redouble efforts to export what they could not sell 
domestically. As we have highlighted in previous chapters, the overcapac
ity that sterns from government subsidies appears a primary source of 
these developments. In the auto industry, manufacturers refused to cut 
production and were pressuring financially struggling dealers to accept 
delivery of cars under their franchise agreements. The Chinese govern
ment responded by blocking or adjusting economic data so the severity of 
inventory overhang would not affect investors' confidence. China's Public 
Security Bureau, for example, halted the release of data on falling demand 
in autos reflected in new-car registrations. In 2012, the government also 
repeatedly revised data on the steel industry after a new method showed 
a steeper downturn than the government had acknowledged. Similarly, 
the government had not released information about the number of 
empty apartments (which affected new construction and therefore glass 
demand) since 2008. Enormous and unpredictable amounts of steel, 
glass, and paper on the global market, and the cornmoditization of prod
ucts such as cars, appear inevitable. The price for solar PV cells fell 66 
percent from rnid-2010 to the rnid-2012, mostly because of Chinese over
production and worldwide glut. In the United States over 13 firms went 
bankrupt (Haley and Haley 2012b). The impact has extended to Germany, 
Australia, India, and China. Jigar Shah, who put together CASE, said all 
major Chinese solar companies expected economic difficulties because of 
overproduction. "Everything's crashing right now. The Chinese are maybe 
overplaying their hand" (Kilzer 2012). 

The subsidies provided by the central, provincial, and local govern
ments have inhibited the consolidation of manufacturing facilities and 
the reduction of excess capacity that normally would result from Chinese 
firms' efforts at lowering costs to increase competitiveness in global 
markets. The provision of lower costs through subsidies has removed 

l 
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firms' incentives to lower costs through economically sound actions that 
result in achieving economies of scale and in shedding excess produc
tion capacity. Thus, many Chinese firms are economically inefficient in 
relation to their non-Chinese competitors, but Chinese subsidies over
come those inefficiencies and make those firms globally competitive (see 
Doom 2012). 

When the central government removes subsidies-for whatever 
reason-the provincial and local governments fill in the gaps. We have 
attempted to discuss some of the political dynamics of state capitalism in 
chapter 1. The provincial and local governments want to support employ
ment, promote import substitution, and build self-sufficiency locally 
through the use of subsidies, just as the central government wanted to do 
nationally when initially providing subsidies. While China's central gov
ernment now wants to position certain domestic firms as price makers, 
rather than price takers, by moving them up the value chain, local gov
ernments do not want to bear the restructuring costs that these efforts 
entail. The central government may remove a subsidy or subsidies because 
of trading partners' pressures. However, provincial and local govern
ments replace them, resulting in pursuit of the same objectives by the 
same means, although in each instance with narrower, geographic focus. 
This might explain the apparently high tolerance of inconsistent policies 
between the levels of government in China. The central government can 
point to national compliance with international trade agreements, with 
knowledge that much of what it really wants to happen will occur at pro
vincial and local governmental levels. 

Government officials from national and regional trading blocs should 
understand Chinese subsidies' extensive contributions to Chinese firms' 
global competitiveness, the difficulties of obtaining reliable data on these 
subsidies, and the frequent replacement by the provincial and local govern
ments of subsidies removed by the central government. Recognition and 
understanding of these realities about Chinese subsidies should result in 
national and regional blocs' government officials expending greater effort 
to identify and to measure them, in setting a very high priority on address
ing them, and in including provincial and local governments' policies as 
well as the central government's policies in trade negotiations with China. 

For Researchers 

Future research could incorporate some dynamism into our understand
ing of both governments' and firms' strategic behaviors. Brander (1995) 
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Ministry of Industry and Information Technology released on Sept 6 the second list of the obsolete companies 
of backward productivity in industrial sector in 2012. There are 182 companies in 16 industries on this list, 
much less than those on the first list (2,358 companies in19 industries) published earlier this year. 

According to this announcement, obsolete companies on the second list will all be closed down by the end of 
September and be eventually removed out by the end of 2012. It is forbidden to tr·ansfer to other regions and 
neighboring countries. 

Among the 16 industries, cement industr·y l)eif onns the worst, to which 53 obsolete companies belong. In fact, 
on the earlier first list, the number of obsolete companies in this sector has reached high to 1053. 

It's not a smprise. In fact, massive excess capacity has become a serious problem that restricts the development 
of cement industry. In the earlier time, a lot of insiders have appealed for the elimination of backward 
production equipment in this industry. 

Data shows that the overall revenue of cement manufactm1ng industry reached 22.28 billion yuan in the first of 
2012, with a year-on-year growth of 51.4%; cement inventory of key building materials ente1p11ses arrives at 
19.7 million tons, increasing by 15.1% year-on-year. 

However, cement stocks increased dramatically by 9% today (Sept 7) in the stocks of both Shanghai and 
Shenzheng and 15 out of total25 cement stocks climbed by daily limit. 

Another main industry suffering with se1-ious over -capacity is metalhrrgical industry. Obsolete production 
capacity of iron is 0.3 million tons, of steel 1.11 million tons, of coke 2.25 million tons, and of fen oalloy of 
187 ,600 tons. 
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