A Critique of the OECD MAGIC Database of Industrial

Subsidies and Related Reports

The OECD released a report on its MAGIC (MAnufacturing Groups and Industrial Corporations)
database of industrial subsidies on the 1% June of 2026 [1]. We hereby make a critique of it and
other related reports.

1. Biased research objectives lead to double standards in data processing

In recent years, research on subsidies conducted by certain organizations has shared a common
-pattern: adopting an arbitrary definition that differs from that used by the World Trade
Organization (WTO), abandoning any discussion of the WTO-compliance and economic
rationality of subsidies, disregarding official subsidy notification data submitted by WTO
members, ignoring the historical reality of trade distortions caused by competitive agricultural
subsidy of the European Union and the United States, and in an attempt to prove that subsidies in
China are disproportionately larger than those in other countries. The objective of such research is
clear: to attribute the growth of China’s manufacturing sector mainly to subsidies. It is precisely
because of this predetermined objective that, despite the input of significant research resources,
those studies often remain riddled with errors.

Some organizations seek to reinforce stereotypes about China and portray China as a violator of
international subsidy rules, which is inconsistent with the facts. Turning to the WTO dispute
settlement database, it could be found a total of 145 cases related to the Agreement on Subsidies

and Countervailing Measures. Among the three largest trading members, China, the United States,

and the European Union, the number of cases in which each has been a respondent is as follows:
19 against China; 45 against the United States; and 24 against the European Union (this does not
include cases brought against individual EU member states alone) [2].

In several of these cases, both the United States and the European Union have refused or delayed
compliance with adverse rulings. For example, in cases DS217, DS234, and DS577, the United
States, after losing, refused or delayed implementation, leading the WTO to authorize the
prevailing parties to retaliate. The European Union acted similarly in case DS316. China, for its
part, has respected and complied with the binding rulings in all relevant cases hence has never
been subject to any WTO-authorized retaliation.

It is precisely because it is difficult to portray China as a rule-breaker in WTO dispute settlement
proceedings that, in recent years, numerous studies targeting China have explicitly stated that their
findings cannot be used as a basis for WTO dispute settlement and that their scope is not limited to
subsidies as defined by the WTO. Beneath these seemingly objective disclaimers, however, the
predetermined research objectives inevitably lead to double standards in identifying subsidies.


https://www.wto.org/English/docs_e/legal_e/24-scm.pdf
https://www.wto.org/English/docs_e/legal_e/24-scm.pdf

The OECD report names its subsidy database the “MAGIC” (Manufacturing Groups and
Industrial Corporations) database. The acronym is telling. Let us take a closer look at what tricks
this database performs.

The MAGIC database currently covers three types of subsidies: government grants, income-tax
concessions, and below-market borrowings (BMB). The relevant reports do not disclose the
specific firms covered, nor do they provide detailed data sources. They merely state that the data
are derived from firms’ annual reports, financial statements, bond prospectuses, IPO prospectuses,
etc. , supplemented by government-sourced data. The 525 firms covered, whose headquarters are
located across various countries and regions, are all leading players in their respective industries in

terms of sales, output, or production capacity.

In studies conducted by other organizations, authors typically disclose their data sources. For
example, data on Chinese firms often come from financial databases such as Wind, making it
relatively easy to check and/or identify potential issues. Because the OECD has indicated that it
publishes aggregate data and that firm-level data are confidential, some of its conclusions
regarding government grants and income-tax concessions are indeed difficult to verify. Although
firm-level data are not disclosed, the OECD’s methodology for calculating below-market

borrowings is described in its relevant documentation.

According to an OECD report published in October 2025 [3], “the estimation of below-market
borrowings compares the actual interest rates charged to firms against hypothetical benchmark
interest rates that could have been charged in a private market, based on the characteristics of the
borrower......". It is claimed that the benchmark interest rates are constructed by combining a
risk-free base rate and additional risk-adjusted spreads, which themselves include credit risk
spreads and government guarantee spreads. For borrowings in different countries and regions, the
MAGIC database selects risk-free base rates from the following categories: common banking
reference rates (e.g. the US Secured Overnight Financing Rate, Euro Interbank Offered Rate,
Tokyo Interbank Offered Rate, etc.); one-year government bond yields; or other commonly used
one-year base rates, such as the base rates published by the People”’ s Bank of China (e.g. the Loan
Prime Rate, LPR).

However, as other researchers correctly noted [4], the LPR that the OECD uses for China is
not a risk-free base rate at all. The LPR represents the average lending rate that major quoting
banks (currently 20 banks) charge to their highest-credit-quality clients. It is quoted on the 20th of
each month (or the next business day if that falls on a holiday), with the highest and lowest quotes
excluded before the average is calculated, and is updated monthly. The core anchors for the quotes
are the Medium-term Lending Facility (MLF) rate, the banks’ comprehensive cost of funds, and
the average risk premium for their highest-credit-quality clients. Notably, the final LPR is
determined by taking the arithmetic average of the quotes from the major banks and rounding to
the nearest 0.05%. The firms included in the MAGIC database are all leading firms, which are
likely to be highest-credit-quality clients as well. For specific clients, banks may either add a
premium to, or grant a discount on, the LPR. Even before the LPR was introduced in China, the
central bank base rate was not a risk-free base rate either; it already incorporated risk spreads, and



the People’s Bank of China allowed banks to add a premium or grant a discount based on specific
situations.

By contrast, the base rates the OECD selects for other countries are essentially, or very close to,
risk-free base rates, and corporate borrowing rates are generally set at a premium above them. In
China, indicators much closer to a risk-free rate do exist. For example, China’s one-year LPR is
currently 3.0%, while the one-year government bond yield, which may be used as a risk-free rate,
is, at the time of writing, 1.1670%. It seems that the spread between the two, which fluctuates with
market conditions, is entirely counted by the OECD as subsidies to Chinese firms. Given these
definitions of interest rates, Figure 3 on page 9 of the OECD (2026) [1] becomes quite easy to
explain. The figure shows that borrowing rates for Chinese firms frequently fall below the
benchmark rate. This is a result of the differences in the choice of risk-free base rates made by the
MAGIC database itself, rather than a reflection of actual subsidies in China. From the
methodology the MAGIC database uses to select interest rates, it is clear that its data and

estimates suffer from fundamental errors.

2. The problem in explanation of market-share growth

Box 1 on page 15 of OECD (2026) [1] argues that 59% of the increase in the market share of
Chinese companies is caused by subsidies. For all companies in the database whose market share
increased, it claims that 22% of their market-share growth is caused by subsidies.

The model used in this analysis comes from another OECD report (OECD, 2025b) [5]. In
calculating the above results, the 22% figure in Box 1 is obtained after excluding all samples
whose market share declined or remained unchanged. That in fact leads to estimation bias. At the
same time, when Box 1 estimates the 59% figure for Chinese companies, it does not make clear
whether this result applies only to Chinese companies whose market share increased. The two
figures are therefore not calculated on a consistent basis.

Although the model in (OECD, 2025b) [5] uses some control variables, including a series of
dummy variables, and also uses instrumental variables to partially addressing endogeneity, it still
has obvious econometric shortcomings. China's ultra-large domestic market is conducive to the
development of industries with scale economies. Similar factors may need to be captured in the
model through interaction terms between country-level variables and industry- or firm-level
variables. The model used in the report lacks explanatory variables that reflect important

influencing factors.

Meanwhile, in (OECD, 2025a) [3], the test results for a similar model show that the instrumental
variables used are quite weak. Even if the significance of the coefficient for the core explanatory
variable is acceptable, some of the quantitative conclusions drawn, including the 59% and 22%
quantitative results in Box 1 of (OECD, 2026) [1], are highly misleading.

3. Further comments

Let us look at the industries that the OECD (2026) [1] identifies as most heavily subsidized. The



largest is the new-energy industry. As we know, the five-year average of global temperatures is
about to exceed the threshold of 1.5 degrees Celsius above pre-industrial levels. Countries should
use subsidies in a reasonable and WTO-consistent manner to promote the development of new
energy and related industries. So-called overcapacity in some new-energy sectors should be
examined together with insufficient capacity in areas such as power transmission and
transformation, and energy storage. What we should oppose are discriminatory new-energy
subsidies, such as those under the U.S. Inflation Reduction Act, rather than opposing new-energy
subsidies in general. The fact is that China has made a tremendous contribution to the

development of the global new-energy industry and to addressing climate change..

The next sector is chips and semiconductors. China faces comprehensive blockades in the field of
high-end chips. China's related subsidies are not prohibited subsidies, nor are they linked to
imports or exports. In the face of external blockades, it is necessary for China to use subsidies for

research and development as well as production.

As to the steel sector, some researchers showed that the actual amount of China's steel subsidies
were very small [6]. In the shipbuilding sector, developed countries have long used export credits,
while China uses export credits in accordance with WTO rules and with reference to the standards
of the OECD Arrangement on Officially Supported Export Credits. In recent years, China's
shipbuilding industry has developed rapidly. The fundamental reason is the improvement of
China’s overall manufacturing capabilities.

The analysis by OECD (2026) [1] is, on the whole, untenable. On the one hand, reports by the
OECD argue that subsidies do not raise productivity. On the other hand, they attribute the increase
in the market share of Chinese companies mainly to subsidies. Such reports ignore the real sources
of Chinese companies’ competitiveness and seems to attribute the declining competitiveness of
their own member countries to Chinese subsidies. When one fails to identify the real cause of their

disease, they will never find the right cure.

China's subsidy system is not perfect. For many years, China has continued to work on improving
its compliance and scientific soundness. This is because China is very clear-headed in recognizing
that subsidies can play a role in targeted efforts to address market failures such as climate change,
but they are by no means the fundamental means of enhancing firms' market competitiveness,

including international competitiveness.

In recent years, China has continued to refine relevant policies such as fair competition review,
trade policy compliance, and negative lists for local fiscal subsidies, creating a level playing field
for state-owned enterprises, private enterprises, and foreign-invested enterprises. Through those
measures, various bottlenecks and blockages within China's ultra-large domestic market have
continued to be cleared, and the unified national market has become more integrated. China
should not slow down the pace of further market-oriented reforms no matter what biased studies
may claim. Building a fair and competitive business environment is always a work in progress. By
strengthening the governance of local subsidies and advancing the construction of a unified

national market, China's industries with economies of scale and innovation-intensive industries



may become even more internationally competitive.

Although China runs a surplus in trade in goods, it simultaneously registers deficits in trade in
services as well as in the non-reserve capital and financial account. China does not deliberately
pursue a trade surplus. It seeks to expand imports and, through outbound investment, carry out
industrial capacity cooperation with its trading partners to help them restore or develop
manufacturing sectors aligned with their respective comparative advantages.

China remains open to further refining and strengthening subsidy rules, as well as to engaging in
dialogues and negotiations on disciplines governing state-owned enterprises. At the same time,
China advocates reinstating the validity of the non-actionable subsidy provisions under the WTO
Agreement on Subsidies and Countervailing Measures, which grant clear authorization for all
WTO members to adopt reasonable subsidies for green development, research and development,
and subsidies addressing regional development imbalances based on the principle of

non-discrimination.
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