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EXECUTIVE SUMMARY

By Shoumitro Chatterjee and Arvind Subramanian

China’s resurgent trade surplus has revived 
concerns in the United States and Europe, especially 
over its implications for manufacturing jobs and 
strategic sectors. This paper argues that an equally 
important, but much less appreciated, issue is the 
impact of China’s surplus on low- and middle-income 
countries (LMICs). The concern is developmental. 
China continues to occupy an unusually large share 
of global labor-intensive manufacturing, precisely 
the space through which poorer economies have 
historically industrialized, created jobs, and escaped 
low- and middle-income status.

We document a “China Squeeze”: the compression 
of industrialization opportunities available to LMICs 
in low-skill, labor-intensive manufacturing. The 
squeeze operates through three channels. The first, 
and most important, is competition in global export 
markets. The second is import competition from 
China in LMIC domestic markets. The third is limited 
access by poorer countries to China’s own market. 

Together, these channels suggest that China’s trade 
dominance is not only a source of macroeconomic 
imbalance but also a constraint on structural 
transformation in the developing world.

The export-market squeeze is larger than gross trade 
data suggest. Gross exports measure final products 
crossing borders; they do not capture where value is 
created along the supply chain. We therefore focus 
on value-added exports for foreign final demand, 
which better captures the share of global production 
networks occupied by a country. On this measure, 
China’s presence in low-skill manufacturing remains 
strikingly high. Even as its gross export share in key 
low-skilled goods has moderated since the mid-
2010s, its value-added export share has continued 
to rise and now approaches 65 percent among 
LMICs in apparel, textiles, leather, and footwear. Put 
differently, China may be exporting fewer finished 
T-shirts, but more of the value embedded in T-shirts 
and related supply chains is being produced in China.
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We assess the magnitude of the squeeze using two 
benchmarks. The first compares China’s export 
share with its labor endowment. In labor-intensive 
sectors, a country’s export share should be broadly 
commensurate with its share of low-skilled labor. 
China’s one-child policy and ageing has led to a 
shrinking of its labor force. As a consequence, 
China’s value-added export share now far exceeds 
its working-age-population share among LMICs. This 
excess amounts to about $110 billion in value-added 
exports in apparel, textiles, footwear, and leather in 
2022, and about $365 billion across all low-skilled 
sectors. 

The second benchmark is historical. When today’s 
advanced economies reached China’s current 
income level, they had already begun to cede low-
skill manufacturing space to poorer countries. After 
adjusting for differences in global tradability across 
eras, China’s trade-adjusted share in four canonical 
labor-intensive sectors is about 27 percent, 
compared with about 8 percent for advanced 
economies at a similar income level. This implies 
roughly $140 billion of excess exports in those four 
sectors alone. The two approaches yield similar 
orders of magnitude.

The China Squeeze also operates in LMIC domestic 
markets. Using imports from China relative to GDP 
as a measure of import competition, the paper 
shows that the post-global-financial-crisis rise in 
Chinese import penetration has been larger for 
LMICs than for high-income countries. As a result, 
the level of Chinese import competition in low-skill 
manufacturing sectors, where poorer countries 
would ordinarily expect to compete, is now very high, 
and plausibly greater than the shock experienced by 
rich countries during the first China Shock.

Nor is China offsetting this pressure by absorbing 
enough low-skill imports from poorer countries. 
China imports substantially less from LMICs in 
low-skilled goods than high-income countries do. 
Historical comparison reinforces the point: in 2022, 
China’s imports of apparel, textiles, leather, and 
footwear were about 0.15 percent of GDP, roughly 
one-fifth the level imported by rich countries when 

they were at a comparable stage of development. 
China is therefore not merely competing with poorer 
countries abroad; it is also providing them less 
market access than previous hegemons provided at 
similar levels of income.

Whether this dominance reflects fair competition or 
policy distortions cannot be definitively established 
without firm-level data, labor force surveys, and 
hours-worked information that are no longer 
available to researchers outside China. But macro 
evidence raises questions. China’s wages in apparel 
are now many times higher than those in Bangladesh 
and India, while its manufacturing productivity 
growth has slowed and no longer clearly exceeds 
that of key LMIC competitors. Some industrial 
policies have favored Chinese exports, but the 
most relevant distortion for labor-intensive sectors 
may be the exchange rate. The IMF estimates the 
renminbi to be undervalued by about 16 percent, and 
foreign exchange intervention appears correlated 
with China’s renewed occupation of low-skill export 
space.

The policy implication is straightforward. The 
developmental damage from excess Chinese exports 
does not hinge on whether those exports are driven 
by productivity, subsidies, exchange-rate policy, or 
weak domestic demand. The key point is that the 
magnitude and composition of China’s dominance 
are historically unusual and large enough to impair 
structural transformation in poorer countries. LMICs 
must undertake their own domestic reforms to 
compete, but their opportunities are being shaped—
adversely—by China’s exports and by China’s limited 
absorption of their goods.

For China, the issue is also geopolitical. A country 
aspiring to global leadership cannot credibly 
provide global public goods while denying poorer 
economies the manufacturing space from which 
it once benefited. Symbolic steps such as granting 
duty-free access to poorer countries will matter only 
if accompanied by a genuine rebalancing away from 
mercantilist surplus generation. Hegemons gain 
legitimacy not by dominating others, especially the 
poor, but by enabling their rise.


