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China’s New Development Paradigm within the Great Global Changes Unseen in 

a Century 

 

Justin Yifu Lin1 

 

I am greatly honored to give this prestigious Mapungubwe Annual Lecture, 

especially at its 10th anniversary. This year is the first year after China achieved its 

First Centenary Goal, 2started the 14th Five Year Plan and the Long-term Goal of 

2035 and move towards the second centenary goal to realize the dream of the great 

rejuvenation of the Chinese nation. Xi Jinping, general secretary of the CPC Central 

Committee and President of China, put forward in 2018 the judgment that the world 

is facing a great change unseen in a century and proposed in 2020 a new 

development paradigm to serve as the policy orientation for China's future 

economic development. In this lecture I will discuss the following four questions: 1, 

why the world has undergone a great change that is unseen in a century, and how 

this change will evolve; 2, what is the new development paradigm and how to 

implement it; 3, the potential of China's future development; 4, the necessary reform 

 
1 Professor and Dean of the Institute of New Structural Economics, Dean of the Institute of 

South-South Cooperation and Development and Honorary Dean of National School of 

Development at Peking University. 

2 The first Centennial Goal was put forward by the Communist Party of China at its 15th 

Congress in 1997. At the 100th anniversary of the founding of the party in 2021, it will lead the 

government and people to achieve the goal of building a moderately prosperous society in an 

all-round way in China, including elimination of extreme poverty, which has been achieved in 

2020 
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to tap China's future development potential. The lecture is concluded with a short 

remark.  

 

I. The origin and trend of great change in the world unseen in a century 

 

” The great change in the world unseen in a century” was a statement put forward 

by President Xi Jinping at the Central Foreign Affairs Conference in June 2018. Why 

is this change taking place? Economy is the answer. We can see this change clearly 

from the changes in the world’s economic structure. 

 

In 1900, the coalition army of the Eight-Nation Alliance invaded Beijing. The eight 

nations included Britain, the United States, France, Germany, Italy, Russia, Japan, and 

the Austro-Hungarian Empire. Their combined GDP, measured by purchasing power 

parity (PPP), accounted for 50.4% of the world's GDP-PPP.3 The Austro-Hungarian 

Empire collapsed after World War I, divided into two countries, and ceased to be a 

world power. Later, Canada’s economy rose, turning Canada into the large, 

industrialized country it is today. By the year 2000, the GDP of the Group of Eight 

(G8), which was composed of the United States, Britain, France, Germany, Italy, 

Russia, Japan, and Canada, accounted for 47% of the world's GDP at purchasing 

power parity. After the Second World War, the developing countries in Asia, Africa 

 
3 According to Angus Maddison’s "Historical Statistics of the World Economy, 1-2008 AD". 

Russia's GDP is assumed to be half that of the Soviet Union in the dataset. 
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and Latin America got rid of their colonial and semi-colonial status one after another, 

gained political independence, and started their pursuits of industrialization and 

modernization. However, in the whole 100 years from 1900 to 2000, the proportion 

of the eight major powers in the world economy has only dropped by 3.4 

percentage points. That is to say, in the whole 20th century, the international politics 

and economy were dominated by those eight industrialized powers. 

 

By 2018, when President Xi Jinping put forward the thesis of "a great change in the 

world unseen in a hundred years" at the Central Foreign Affairs meeting, the GDP 

of the G8 had dropped to 34.7% in the world4, only slightly above 1/3, and lost the 

power to lead the world's political and economic affairs. The most obvious is when 

the international financial and economic crisis broke out in 2008, the leading 

international governing body in the world's response changed from G8 to G20.  

 

There are two countries most affected by this change: the United States and China. 

In 2000, the GDP of the United States accounted for 21.9% of the world's GDP at 

purchasing power parity. In 2014, China surpassed the United States and became 

the world's largest economy, measured by purchasing power parity. America's GDP-

PPP now accounts for about 16% of the world's GDP-PPP, and China's GDP-PPP is 

higher. These facts show that the influence of the United States is on the decline 

 
4 According to the data of Penn World Table 10.0 (www.ggdc.net/pwt). By 2014, Russia was 

suspended from G8, and by 2017, Russia permanently withdrew, so that G8 in effect did not 

exist in 2018; the G8 figure is provided for the purpose of demonstration 

http://www.ggdc.net/pwt
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and that of China is on the rise. In this regard, the U.S. politicians, intellectual 

community, and policy research circles all see it. Therefore, in order to maintain the 

predominance of the United States, President Obama put forward the strategy of 

"Pivoting to the Asia Pacific" when he was in power. After President Trump came to 

power, he launched a trade war and a science and technology war against China for 

specious or even groundless reasons. He listed Huawei and other Chinese high-tech 

enterprises in the Entity List and cut off their supply. He hoped to decouple the U.S. 

from China and ally with other countries, so as to restrain China's development and 

maintain the United States’ advantages in science and technology. This policy of 

restraining China's development and international influence has become the 

consensus of the Democratic and Republican parties in the United States. While 

President Biden is in power and as future presidents come to power, it is understood 

that U.S. policy toward China will only "change the soup but not the ingredients" 

(Chinese idiom for changing the book’s cover but not its content). China is now 

the world's largest trading country, the largest trading partner of more than 120 

countries, and the second largest trading partner of more than 70 other countries. 

This tension between the world's number one and number two may fall into the so-

called Thucydides trap5, bringing a lot of challenges and uncertainties to the world, 

resulting in the "great change unseen in a century". 

 
5 Thucydides trap means that an existing power will feel the threat when facing the new rising 

power, and the existing power will inevitably respond to this threat, so war becomes 

unavoidable. This theory originated from the study of Thucydides, a famous historian in ancient 

Greece. In the 5th century BC, Sparta facing the rise of Athens, they broke out a 30-year war and 

at the end both city states were destroyed.  
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This great change that has affected the world’s economic structure is due to 

China's dynamic development and rapid rise since 1978 when it began to reform 

and open up. The right to development is the basic right of all countries and 

nationalities, as stipulated in the “Declaration on the Right to Development” 

unanimously approved by the United Nations General Assembly in 1986. Under the 

premise that China cannot voluntarily cut down its income and reduce the level of 

development to alleviate the United States’ anxiety of losing its predominant 

position, a new stable world may only appear when China continues to develop, 

reaching half of the U.S. per capita GDP, and China's economic size is twice that of 

the United States. 

 

If China's per capita GDP reaches half of that of the United States, due to the 

existence of regional income gap in China, the per capita GDP of the high-income 

regions, including the Beijing, Tianjin and Shanghai greater metropolitan areas and 

Shandong, Jiangsu, Zhejiang, Fujian and Guangdong coastal provinces, are likely to 

be at the same level as that of the United States with a combined population 

reaching more than 400 million. This part of China will have the same economic size 

as the United States. GDP per capita represents the average level of labor 

productivity and the average level of science and technology achievements. By that 

time, compared with this part of the economy, the United States will no longer have 

the advantage of science and technology, and there are basically no areas where 
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the United States can strangle China's development. Meanwhile, China has another 

1 billion population in the central and western regions, and their per capita GDP is 

only about one third of that of the United States. The economy of this part has 

about the same size as that of the United States and is still in the catch-up stage. Its 

economic growth rate will be faster than that of the United States. That is, China’s 

overall economic growth rate will be higher than that of the United States.  

 

Under such circumstances, the relation between China and the United States may 

tend to ease from tension. Because first, by that time, the United States will have no 

technological advantage that can strangle China's development. Second, at that 

time, China's total economy will be twice that of the United States, and the United 

States cannot change this fact even if it is not happy about its position. Third, China 

is the largest market in the world. Since 2008, it has contributed about 30% to the 

growth of the world economy and the expansion of the market every year. This 

contribution rate is likely to be more nor less in the future. A basic rule of trade 

between two countries is that the smaller economy will generally benefit more than 

the larger one. That is, the United States will benefit more for its own employment, 

development, and prosperity. For its own benefit, the U.S. needs to maintain good 

economic and trade relations with China.  

 

The above conclusion is supported by historical experience. In 1900, Japan was a 

member of the Eight-Nation Alliance. In 2000, Japan was the only country in Asia to 
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enter the Group of Eight. As such Japan was the leading country of Asia in the 20th 

century. However, in 2010, China's GDP, measured by market exchange rate, 

surpassed that of Japan, and its influence was on the rise. Japan's right-wingers felt 

a great sense of loss. Therefore, the Diaoyu Islands and other problems were created, 

and Sino-Japanese relations were tense. Recently, Sino-Japanese relations have 

improved. The reason is that China's economic scale is already 2.8 times that of 

Japan. Any unhappiness cannot change this fact. If Japan wants to develop its 

economy, it needs the Chinese market, and Sino-Japanese relations tend to be win-

win cooperation. 

 

In a nutshell, the “great change unseen in a century” is due to the rise of emerging 

market economies, especially the rapid development of China, accompanied by 

changes in the world economic and political map. A new and stable world structure 

will eventually emerge from China's further development 

 

II. The connotation of the new development paradigm 

 

In May 2020, when President Xi Jinping visited the members of the CPPCC (Chinese 

People’s Political Consultative Conference) National Committee, he first proposed 

that China should "construct a new development paradigm with domestic 

circulation as the core element, and the domestic and international dual circulation 

promoting each other". At the July meeting of the Political Bureau of the Central 
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Committee, the new development paradigm was officially taken as the strategic 

orientation of China's future economic development. China is now the world's 

second largest economy and the largest trading country. Any change in China's 

development strategic positioning will not only affect China itself, but also the world. 

In the past, the strategic orientation of China's development was to "make full use 

of both domestic and international markets and two kinds of resources", which was 

generally regarded at home and abroad as the implementation of an export-

oriented strategy. In the new development paradigm, it is proposed for the first time 

to "take domestic circulation as the core element", which causes curiosity 

domestically and internationally. The following is an analysis of why the new 

development paradigm treats China’s domestic circulation as the core element 

and whether it is still important to make full use of the domestic and international 

markets and resources in the new development paradigm. 

 

II.1 The reason why domestic circulation is treated as the core element in the new 

development paradigm 

 

In his strategic positioning of the new development paradigm, President Xi Jinping 

proposes to "take the domestic circulation as the core element" with both short-

term and deep reform considerations. 

 

In 2020, the world experienced the outbreak of the COVID-19 pandemic. All 
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countries in the world suffered great impact. Many international economic 

development institutions and scholars believe that the impact is the worse since the 

great depression in the 1930s. Most countries have negative economic growth, 

reduced household income, shrinking demand and sharply reduced investment, 

which will inevitably affect international trade. The pandemic is likely to linger into 

2021 and 2022 or even longer, and the situation of international trade in the next 

few years is not optimistic. 

 

China is a big exporting country. When exports are restrained, it needs to rely more 

on domestic circulation to consume products in order to maintain economic growth. 

On the other hand, the United States has adopted policies to restrain China's 

exports and constantly suppressed China’s high-tech industry. For example, it has 

cut off the supply of Huawei and listed some Chinese enterprises in the entity list, 

which will also affect the exports of relevant enterprises. If these enterprises want 

to continue to develop, their products need to be consumed more through 

domestic circulation. This is the short-term reason for China's new positioning of 

"taking domestic circulation as the core element". 

 

From the economic point of view, China's "taking domestic circulation as the core 

element" is determined by the basic law of economics. Although many scholars call 

China's economic development model export-oriented, the fact is that the 

proportion of exports in China's total GDP was the highest in 2006, which was only 
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35.4%, slightly higher than one third. By 2019, the weight has fallen to 17.4%. In 

other words, 82.6% of China's GDP in 2019 was domestic consumption. The data 

suggests that China's economy has been dominated by internal circulation. 

 

The declining weight of export in GDP since 2006 reflects two basic economic laws: 

 

The first rule is that the larger the size of a country's economy, the higher the 

proportion of domestic circulation. Modern manufacturing industry has a large-

scale economy. When a small economy develops modern manufacturing industry, 

the domestic market capacity is limited, the proportion of domestic absorption is 

small, and the vast majority of products produced can only be exported. On the 

contrary, if a large economy develops modern manufacturing, there will be more 

local consumption in the domestic market, and the proportion of exports will be 

relatively low. Take Singapore as an example. In 2019, the proportion of exports to 

GDP is as high as 104.9%, which is more than the total GDP. The reason is that the 

domestic market is too small. At the same time, some parts in exports are imported 

from abroad first, and then the finished products are exported. In 2006, China's 

exports accounted for only 35.4% of the total economy, which is much lower than 

Singapore's because China is a large economy. 

 

The second rule is that the larger portion of service industry in the whole economy 

is, the higher the proportion of domestic circulation will be. This is because a large 
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part of the service industry is non-tradable. The proportion of exports of the United 

States and Japan—both are large economies—in 2019 is only 7.6% and 13.4% 

respectively, because the proportion of service industry in the total economy of the 

United States and Japan is about 80% and 70% respectively. Therefore, the higher 

the proportion of a country's service industry in the total economy the lower the 

proportion of exports. The development level of service industry is positively related 

to the economic development and income level of a country. 

 

From the above two perspectives, the proportion of China's exports dropped from 

35.4% in 2006 to 17.4% in 2019, because China's economic size and per capita 

income have increased greatly in recent years, and the service industry has been 

expanded. In 2006, China's per capita GDP was only US $2099, and it increased to 

US $10,261 in 2019. In 2006, China's economic size accounted for only 5.3% of the 

world's total, and the service industry accounted for only 41.8% of China’s GDP. By 

2019, these two figures rose to 16.4% and 53.6% respectively. The proportion of 

China's economy in the world economy has increased three times, and the service 

industry has increased by 11.8 percentage points. These two changes well explain 

the reasons behind the decline in the proportion of exports and the increase in the 

proportion of domestic circulation. 

 

Looking forward to the future, China's economy will continue to develop, and its 

income level will continue to rise. With the increase of income level, the proportion 
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of China's economy in the world will increase from 16.4% to 18%, 20%, and then to 

25%. The proportion of China's service industry in GDP will gradually approach 60%, 

70% and 80% from the present 53.6%. Under the superposition of these two factors, 

the proportion of China's exports in the total economy will gradually drop from 17.4% 

to 15%, 12% and 10%. In other words, the proportion of domestic circulation in 

China's GDP will gradually approach 90% from the current 82.6%. Therefore, China's 

economy is now and will be even more dominated by domestic circulation in the 

future. 

 

The Chinese government's statement of its development paradigm just clarifies the 

fact that China is a big economy. With the improvement of China's income level, the 

economic size will become larger and larger, the proportion of service industry in 

the total economy will become higher and higher, and the proportion of domestic 

circulation will become larger and larger. 

 

It's important to clarify this fact! In the past, many people at home and abroad took 

China to be an export-oriented economy. In 2008, the international financial crisis 

broke out. Many foreign scholars attributed it to the global imbalance, caused by 

China’s export-oriented development strategy. The United States also blamed 

China for the worsening of its trade deficit, caused by its own reasons, in the same 

way.6 All of these are due to the erroneous perception of the Chinese economy. 

 
6 Justin Yifu Lin, Against the Consensus: Reflections on the Great Recession, Cambridge: Cambridge University 
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Meanwhile, if we mistake China as an export-oriented economy, when the Sino-US 

friction or other unexpected crises such as COVID-19 affect exports, people will 

expect China to have economic troubles. Now, clarifying the fact that the domestic 

circulation is the core element of China’s GDP is helpful for the Chinese people 

and the world to recognize the reality and the law of development. As a large 

economy, as long as China manages its own affairs well, no matter what happens in 

the international economy, it can maintain its overall development for the better by 

relying on domestic circulation.  

 

II.2 International circulation is as important as in the past 

 

The new development paradigm explicitly highlights that the domestic circulation 

is the core element of China’s economy. Is it not important any more to make full 

use of domestic and international markets and resources? In fact, it's just as 

important. 

 

The new structural economics that I advocate emphasizes that in order to achieve 

dynamic economic development, we must make full use of the comparative 

advantages of various countries and regions. 7  The products of industries with 

 
Press, 2013. 
7 Justin Yifu Lin, “New Structural Economics: The Third Wave of Development Thinking”, Asia 

Pacific Economic Literature, Vol. 27, Issue 2, November 2013, pp: 1-13 
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comparative advantages should not only circulate in the domestic market, but also 

enter the international market, so as to realize economies of scale and accelerate 

economic growth and capital accumulation. 

 

Measured by the market exchange rate, China’s economy is the second largest in 

the world, accounting for 16.4% of the world's total in 2019, which means that there 

are still 83.6% of the market in the world, which still needs to be fully relied on to 

better develop China's industries with comparative advantages. 

 

Development according to comparative advantages also means that China does not 

have comparative advantage in many industries. Many natural resources are in short 

supply in China, and some of China’s capital and technology intensive industries 

are far behind those of developed countries. In addition, with the economic 

development and the rise of wage level, China will continue to lose comparative 

advantage in the labor-intensive industries. 

 

In this situation, in order to reduce the cost of economic development, China should 

make more use of all kinds of goods, including natural resources, capital, technology 

and products, which can be provided by the international market at a lower cost 

than home production. For industries and products that have no comparative 

advantages in China, those that can be imported should be imported. Only a few 

high-tech products that are related to national security or economic security and 
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may be strangled are exceptions. 

 

China should carefully analyze which countries are likely to strangle China’s 

development. European countries, Japan and South Korea have comparative 

advantages in the high-tech industry, but they have no ambition to maintain or fight 

for world hegemony. China is the largest single market in the world. If these 

countries want to develop their economy well, they also need to make full use of 

domestic and international markets and resources. In order to better develop their 

technologies and products with comparative advantages, they are not likely to cut 

off their nose to spite their own face by banning the export of their products to 

China. If we think about it carefully, the U.S. is the only country which has the 

incentive to sacrifice the opportunity of Chinese market so as to maintain its 

position of global predominance. In the face of China's rapid economic 

development, its size and influence are getting closer to or even surpassing the 

United States, President Biden and other future presidents of the United States are 

likely to continue President Trump's policy of banning exports of sophisticated 

technologies to China, causing economic decoupling. 

 

Most of the high-tech products in which China has no comparative advantage are 

available not only in the United States, but also in Europe, Japan, and South Korea. 

As Mr. Ren Zhengfei, CEO of Huawei, said, the company should have an alternative 

option for all kinds of high-tech products, but as long as it can buy them from 
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abroad and the cost is lower than its own production, it will continue to rely on 

foreign suppliers. China should do the same. This policy is also beneficial to other 

countries. Only the very few products that the United States is the sole supplier, not 

available in Europe, Japan, South Korea and other advanced countries, and that 

China can't import from international source, should China produce those products 

domestically by mobilizing the whole nation’s strength to support their successful 

production.  

 

From the above analysis, it is clear that while taking the domestic circulation as the 

core element, China must adhere to the mutual promotion of domestic and 

international dual circulation. In fact, this is also an important connotation of the 

new development paradigm. Meanwhile, the better China's economic develop, the 

higher its income level and the larger its economic size, and therefore the more 

dominant its domestic circulation.  

 

III. The potential of China’s future development 

 

The further development of China's economy is necessary for China to weather 

through the “great change unseen in a century” and to further build a large 

domestic circulation as the core element. The speed of China's development 

depends not only on the potential of China's future economic growth, but also on 

the efforts to tap this potential. 
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How to look at China's future development potential? From the reform and opening 

up in 1978 to 2020, the average annual growth rate of China's economy is 9.2%. 

Never in human history has any country or region maintained such a high growth 

rate for such a long time. China’s future growth receives great attention 

domestically and internationally. At present, the academic and public opinions at 

home and abroad are generally not optimistic about China's future development 

potential. To sum up, there are two main reasons: 

 

One reason is that China's development in the past 42 years has been too fast and 

abnormal. China will inevitably return to a normal growth. According to Larry 

Summers, a world-renown economist, former US Treasury Secretary and President 

of Harvard University, China will fall back to a normal growth of 3% - 3.5%.8 

Meanwhile, according to the tenth edition of the Penn World Table 10.0, China's per 

capita GDP at the end of 2019 has reached US $14,129 according to the purchasing 

power parity of US dollars in 2017.9 Some economists use this figure to compare 

Germany and Japan, and find that the average annual growth rate of Germany was 

only 2.3% in the 16 years after its per capita GDP reaching the level of about US 

$14,120 and Japan's average of 4.4% in the 16 years after reaching this level. 

Germany and Japan are famous for their economic development performance. 

 

8 Lant Pritchett and Lawrence H. Summers, “ASIAPHORIA MEETS REGRESSION TO THE 

MEAN”, NBER Working Paper Series, No. 20573, October 2014. 
9 Penn World Table 10.0 downloadable at www.ggdc.net/pwt. 
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Since their average growth rates in 16 years after reaching this level were only 2.3% 

and 4.4%, China's growth potential in the 16 years from 2019 to 2035 will not be 

very high. This reasoning sounds reasonable.10 

 

Another reason is that China has begun to have the issue of an aging population. 

Facing the same problem, other countries encounter a significant slowdown of their 

economic growth. It is believed that its aging population will also inevitably slow 

down China’s economic growth.  

 

The above reasoning seems to be very convincing. I personally disagree with them 

because there are many factors for China to achieve an annual growth rate of 9.2% 

in the past 40 years, but the most decisive factor is to make full use of the latecomer 

advantage in economic development and China still has a large latecomer 

advantage.  

 

For a country or region, economic development and improvement of living 

standards depend on the continuous improvement of productivity, which requires 

continuous technological innovation and industrial upgrading. The technology and 

industry of developed countries are at the forefront of the world, and their 

technological innovation and industrial upgrading must rely on their own invention. 

 
10 Liu Shijin, Understanding the 14th Five-year Plan: Reform Agenda under the New 

development Paradigm, CITIC press, 2020 
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The investment is very large, the risk is very high, and the progress rate is very low. 

Historical experience shows that the normal growth of developed countries in the 

past 100 and more years is that the average annual growth of per capita income is 

2%, plus the factor of population growth, the overall economic growth is 3% - 3.5%. 

However, developing countries can use the industry and technology gap with 

developed countries to introduce mature technology as the source of their 

technological innovation and industrial upgrading. The cost and risk of this method 

are relatively small. Developing countries taking this route can develop their 

economies faster than the developed countries. After China's reform and opening 

up, it has become one of the 13 developing economies to make use of this 

advantage, and in the process achieve 7.0% or more in growth per year for 25 years 

or more.11 

 

Therefore, from this perspective, the future development potential of China 

depends not on the current income level, but on the gap between China and the 

developed countries, such as the United States. 

 

Take Germany and Japan as an example. The per capita GDP of Germany reached 

about US $14,120 in 1971, which was 72.4% of the per capita GDP of the United 

States at that time. Undoubtedly, Germany had already been one of the most 

 
11 World Bank (on behalf Commission on Growth and Development). 2008. The Growth Report: 

Strategies for Sustained Growth and Inclusive Development. Washington, DC: World Bank. 
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developed countries in the world and had exhausted most the advantages of the 

latecomers. In order to carry out technological innovation and industrial upgrading, 

Germany needed to invent its own, and the economic growth rate naturally slowed 

down. In 1975, Japan's per capita GDP reached about US $14,120. At that time, it’s 

per capita GDP reached 69.7% of the per capita level of the United States. Japan had 

also become one of the most developed countries in the world. Its technology had 

been close to the forefront of the world. Most of its economic growth naturally also 

relied on its own invention. Of course, its development speed slowed down. 

 

China's GDP per capita reached US $14,129 in 2019, but only 22.6% of that of the 

United States in the same year. In contrast, when did the per capita GDP of Germany, 

Japan and South Korea, the three well performing advanced countries, reach 22.6% 

of that of the United States? Germany was in 1946, Japan in 1956, and South Korea 

in 1985. From 1946 to 1962, the average economic growth rate of Germany reached 

9.4%; from 1956 to 1972, the average economic growth rate of Japan reached 9.2%; 

and from 1985 to 2001, the average annual growth rate was as high as 9.0% in spite 

of the fact that South Korea suffered from the Asian financial and economic crisis 

and had a negative growth in 1998. 

 

From the above experiences, China should have about 9% annual growth potential 

in the next 16 years starting from 2019, because relying on the same latecomer 

advantage Germany, Japan and South Korea and other countries had realized from 
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9% to 9.6% annual growth for 16 years. 

 

Regarding the aging issue, countries facing an aging population do have slower 

economic growth. However, those countries with an aging population are generally 

developed countries. When aging comes, their technology has developed to the 

forefront of the world. Technological progress depends on their own invention. The 

economic growth rate in developed country is only between 3% and 3.5%, including 

2% of per capita income growth and 1-1.5% of population growth, as mentioned 

above. When an aging population stops growing, the economic growth rate will 

drop significantly to about 2%. 

 

Although China is also experiencing an aging population, China's per capita GDP is 

only 22.6% of that of the United States. Technological innovation and industrial 

upgrading can make use of the latecomer advantages and reallocate labor from low 

value-added industries to high value-added industries to improve labor productivity. 

This space is still very large. Therefore, if China can exploit the latecomer advantage, 

even if the population and labor force do not grow, it can grow faster than the aging 

developed countries. 

 

In addition, China's retirement age is very early, which can be gradually extended. 

The extension of retirement age is conducive to increasing labor supply. Moreover, 

the most important thing of labor force is not only quantity, but also quality. China 
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can also improve education to increase the quality of labor force.  

 

Let's compare the population growth of Germany, Japan, and South Korea in 16 

years after their per capita GDP reached about 22.6% of that of the United States 

and see the contribution of population factor in their economic growth. The average 

annual population growth of Germany from 1946 to 1962 was 0.8%; the average 

annual population growth of Japan from 1956 to 1972 was 1.0%; and the average 

annual population growth of South Korea from 1985 to 2001 was 0.9%. China's 

natural rate of population growth was 0.3% in 2019, and it may drop to 0% in the 

future. Therefore, even if we do not consider the possibility of extending retirement 

and improving the quality of labor through education, China uses the advantage of 

latecomers to develop its economy, compared with Japan, Germany and South 

Korea, the impact of population growth on economic growth is at most one 

percentage point. Therefore, if China can make good use of its latecomer advantage, 

it should have an annual growth potential of 8% before 2035.  

 

Moreover, compared with Germany, Japan and South Korea in those years, China 

has an additional advantage in the future development. The new economy consists 

of Internet, mobile communication, new energy and so on. The R&D cycle of these 

products and technologies is very short, and the human capital is the main input 

for their innovation. Developed countries have developed their economies since the 

industrial revolution, with capital accumulated for hundreds of years. Their per 
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capita financial and material capital is much more than that of China, giving them 

comparative advantages in traditional capital-intensive industries. 

 

For the new economy with short R&D cycles and human capital as the main input, 

the use of financial capital is relatively small. China and developed countries are on 

the same starting line, and China has advantages in human capital compared with 

developed countries. Human capital consists of two parts, one is innate intelligence, 

and the other is intelligence acquired from education. The gap between China and 

developed countries in education from kindergarten to university and post 

graduate studies is not big. Innate intelligence is normally distributed and the 

proportion of talents in the population is the same in any country. For the research 

and development of new technology, what matters is not the proportion of talents, 

but the absolute number of talents. China is a big country with a population of 1.4 

billion and a large number of talents. Therefore, China has the advantage in the new 

economy with human capital as the main input.  

 

At the same time, China has the advantage of a large domestic market. After the 

new products and technologies are developed, they can enter China’s large market 

immediately, and make their production rapidly reach economies of scale. If new 

products and technologies need hardware, China has the most complete set of 

industries in the world. Therefore, in the new economy, China and developed 

countries can at least keep abreast of each other, which Germany, Japan and Korea 
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did not enjoy when they were at the same development level of China today. 

 

China's advantage in the new economy is clearly reflected in the number of unicorns 

which are less than 10 years old, have not yet been listed on the market and have a 

market valuation of more than US $1 billion. According to Hurun's Unicorn list, in 

2019, there were 484 unicorns in the world, 206 in China and 203 in the United 

States. In 2020, there were 586 unicorns in the world, 233 in the United States and 

227 in China. China is on a par with the United States in the number of unicorns. 

 

Judging from the advantages of latecomers and new economy mentioned above, 

China should have an average annual growth potential of at least 8% before 2035. 

However, the growth potential is the possibility of future growth from the 

perspective of the possibility of technological innovation on the supply side. In 

reality, the growth needs to consider the demand side and other factors as well. For 

example, how fast a car can drive depends not only on the highest speed in its 

design, but also on the road, weather and driver’s physical conditions when driving. 

In order to achieve high-quality development in the future, China must solve the 

challenges in environmental deterioration, carbon peak, carbon neutrality, urban-

rural gap, regional gap, etc., as well as the "strangling" problem in technology 

caused by U.S. actions to suppress China’s development. To overcome this 

problem, China must rely on its own efforts to invent those technologies, rather 

than rely on the advantages of the latecomers of technology importation, digestion, 
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and re-innovation. Considering the above problems beyond the technology side 

and the 8% growth potential from the technology side, I think it is entirely possible 

for China to achieve an average annual growth rate of about 6% in the next 15 years 

from 2021 to 2035. 

 

President Xi Jinping mentioned a goal in his proposal to the 14th Five-Year plan and 

the 2035 vision target that China's GDP or the income of urban and rural residents 

to be doubled in 2035 on the 2020 basis. To achieve the above goal, the economic 

growth rate of 4.7% per year is required from 2021 to 2035. If China can achieve a 

growth rate of about 6%, GDP per capita will cross the threshold of US $12,535 by 

2025 to become a high-income country, which will be a historic moment for China 

and the world. Because until now, only 18 percent of the world's population lives in 

high-income countries, which doubles if China becomes a high-income country. 

With that growth rate, China's per capita GDP should be at $22,000 or higher by 

2035, based on the purchasing power of 2019 dollars. 

 

By the same token, China should have an annual growth potential of 6% from 2036 

to 2050 according to the advantage of latecomers and the advantage of new 

economy’s innovation. In order to achieve high-quality growth, China also needs 

to solve other social and economic problems besides technology. It cannot develop 

completely according to the technology potential, but it should be totally possible 

to achieve an annual growth rate of about 4%. Based on this calculation, China's per 
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capita GDP will reach half of that of the United States by 2049, when the nation 

celebrates the centennial of the People’s Republic of China. This will be an 

important indicator of the great rejuvenation of the Chinese nation. Moreover, as 

mentioned in the first part, the world will enter a new stable structure. 

 

IV. Deepening reform and opening up 

 

How to turn the annual growth rate of about 6% in 2021-2035 and 4% in 2036-2050 

from possibility to reality? The most important thing is that China needs to 

recognize its potential, solidify its willpower, do its own thing well, deepen reform 

and deepen opening up. 

 

According to the new structural economics that I advocate, in the process of 

economic development, a very important principle is to make good use of 

comparative advantage. To bring comparative advantage into full play, the economy 

needs a vibrant market to mobilize entrepreneurs' enthusiasm and allocate 

resources well. The economy also needs a facilitating state to overcome market 

failures inevitably arising from the process of technological innovation and 

industrial upgrading so as to make the markets more efficient. In technological 

innovation and industrial upgrading, it is necessary to provide incentives to the first 

movers and help them overcome the bottlenecks in some soft and hard 

infrastructure. At the same time, China is a country in transition, carrying out its 
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economic reforms in a gradual, dual-track approach. In a manner that appears to 

be inconsistent with the making use of China’s comparative advantages, the 

government continues to provide old protection and subsidies to state-owned 

enterprises in capital-intensive industries established before the economic reforms. 

The state-owned enterprises, which are nonviable but are necessary for the 

operation of the national economy, ensuring the people's livelihood and are 

essential for national security, are given continuously protection and subsidies 

during the transitional period. At the same time, the government implements a new 

approach for new enterprises in the labor-intensive industries that are consistent 

with China’s comparative advantages, opening up market access to entrepreneurs, 

attracting foreign investments, and setting up industrial parks to facilitate the 

development of these industries. Relying on this pragmatic approach, China's 

economy has achieved stable and rapid development in the past 40 years of 

transition. But this approach also leaves behind its various interventions and 

distortions in the market.12 

 

After more than 40 years of rapid development and capital accumulation, most of 

the industries that ignored or shunned comparative advantage in the early stages 

of reform and opening up have already become consistent with China’s 

comparative advantages. Enterprises lacking viability in the past have become viable. 

 
12 Justin Yifu Lin, “Demystifying the Chinese Economy,” The Australian Economic Review, vol. 46, no. 3, 2013, 

pp. 259-68. 
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The nature of protection and subsidies in the dual track system has changed from 

providing charcoal in the snow (i.e., assistance) to icing on the cake. Therefore, the 

comprehensive deepening reform proposed by the Third Plenary Session of the 

18th Central Committee in 2013 should be implemented. The distortions left behind 

by the dual-track reform should be eliminated so as to make the market play a 

decisive role in resource allocation. The role of the government is to help enterprises 

overcome market failures. 

 

Now the product market in China has been basically liberalized, but there are still 

many structural obstacles in the factor markets. 

 

For the financial market, it should improve its service to the real economy. In 

China’s real economy, farmers and micro, small and medium-sized enterprises 

account for 50% of taxes, 60% of GDP, and over 80% of employment. China's 

financial structure is mainly composed of big banks, stock market, corporate bonds 

and venture capital, and such financial arrangements mainly serve large enterprises. 

In order to realize the financial system’s function of providing service to the real 

economy, in the reform, in addition to the improvement of the existing financial 

arrangements, it is necessary to develop regional small and medium-sized financial 

institutions which can provide better financial services for farmers and micro, small 

and medium-sized enterprises. 

 



29 

 

In terms of improvements in the labor market, China should reform the household 

registration system, solve the problem of high housing prices, and let housing prices 

return to the "house is used to live, not to speculate" positioning, so as to facilitate 

the flow of talents. 

 

In terms of the land market, China should implement the policy of allowing rural 

collective land to enter the market so as to increase the supply of industrial land, 

commercial land and housing land. 

 

In terms of property rights reform, it is necessary to implement the stated policy of 

"unswervingly consolidating and developing the state-owned economy, 

unswervingly encouraging, supporting and guiding the development of the private 

economy", so that the private enterprises will not be subject to access or operation 

obstacles due to different property rights arrangements in the market 

 

At the same time, China has also adopted a dual-track system in opening up. In the 

early stage of transition, foreign direct investment is allowed for industries 

consistent with China’s comparative advantage, and there are many restrictions on 

foreign investment in industries which do not have China’s comparative advantage. 

With China's rapid development and fast capital accumulation, many industries that 

China had no comparative advantage in the past have gained comparative 

advantages. Apart from a few industries that relate to national security, operation 
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of the national economy and people’s livelihood, China should expand the policy 

of opening up to make full use of international resources. China should expand the 

scope of Pilot Free Trade Zones, reduce tariffs and cut the negative list of foreign 

investment. The successful policies in the Pilot Free Trade Zones should be 

implemented throughout the country. 

 

Internationally, China should more actively promote the reform of the WTO and 

participate in some regional economic cooperation agreements. Good examples are 

the recently signed RCEP (Regional Comprehensive Economic Partnership 

Agreement) and the China-EU Investment Agreement. In addition, China has 

expressed its willingness to join the CPTPP (Comprehensive and Progressive Trans-

Pacific Partnership Agreement) and should strive to achieve this goal as soon as 

possible.  

 

Another advantage of China's deepening reform and further opening-up is that 

other countries in the world can also make better use of China's market and 

resources. As the largest and fastest growing market in the world, China can provide 

other countries with opportunities for development, and these countries will not 

easily join the US to blockade China. If the United States wants to isolate China, it 

will be the United States itself that is isolated. Therefore, further opening up will 

help to resolve the adverse international situation that China is facing at present. 
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V. Concluding remark 

 

In the face of the “great change unseen in a century”, China should keep its 

determination, recognize the situation, do its own work well in the new 

development paradigm, continue to deepen reform, expand opening-up and make 

good use of China's development potential. In this way, no matter how uncertain 

the international situation is, China can maintain stability and development by 

relying on its domestic circulation and realize the great rejuvenation of the Chinese 

nation. China will also bring opportunities for other countries, including South 

Africa and other African countries, to develop and contribute to the early arrival of 

a new and stable world structure. 

 


