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Abstract: Due to the superimposed impacts of new industrial revolution, the changing
trade policy and the COVID-19 pandemic, the world has seen setbacks in globalization,

contractions in the global value chain (GVC), and the risk of a fragmented global system.
The once-in-a-century changes in our world today highlight the need for China to explore
a new development paradigm based on new concepts. In the new era, China must not only
come to terms with a backlash against globalization and challenges from the reshaping
of international rules, but also breathe life into the “dual circulations,” i.e. domestic and
international economic circulations. China must open up wider to the outside world to
keep abreast with changes in today s global governance system. In the complex and volatile
international environment, we should explore new areas of development spearheaded
by institutional opening up, create new gateways and platforms for opening up and
cooperation for mutual benefit, contribute to new global governance and security systems,
and promote synergy between domestic and international circulations. In building a great
modern socialist country, China must open up wider and be more inclusive to the outside
world.
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1. Introduction

China has pledged to undertake the exploration of a new development paradigm based on new
concepts, which marks a strategic adjustment in the complex and volatile international environment
and is a critical step in achieving high-quality and sustainable socio-economic development. Featuring
“dual circulations,” i.e. domestic and international circulations, the new development paradigm is based
on the fundamental orientation of China’s development into a modern socialist country, prompting
numerous academic studies to be carried out in a short time (Liu, Lin, 2020; Yu, 2020; Jiang and Meng,
2021) that reviewed the origin, background, and external environment of this important policy decision
and discussed the theoretical basis of and ways for achieving the realization of this paradigm (Xu,
2020; Huang and Chen, 2021; Ge and Yin 2021) Academics focused on identifying whether there is a
correlation between China’s development stage and the emergence of domestic circulation as a dominant
driver of the economy (Dong and Li, 2020; Liu 2020; Huang 2021) These studies concluded that China’s
policymakers must strive to both create a complete domestic consumption system and promote domestic
and international circulations.
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This approach of the studies helps unravel the theoretical rationality behind adjustments in China’s
development strategies. It also reveals a deep-seated problem: Over the past four decades, while China’s
gradualist approach to opening up has reduced the cost of socio-economic transformation, but difficulties
and barriers have accumulated in various areas of institutional reforms (Yang, 2018). With the declining
contribution of net exports to GDP, it seems only investment and consumption still worked as economic
growth drivers. In the depth of the global economic recession, with the backlash against globalization,
it is easy to agree on the importance of domestic circulation while obstacles stand in the way of further
opening up. Some studies have presented suggestions on how to balance domestic circulation and
international circulation. However, further research is needed to unravel the underlying reciprocity
between domestic and international circulations and unleash the potentials of international circulation in
facilitating a higher level of domestic circulation.

Notably, in both academia and government at all levels, it is more acceptable that a good domestic
circulation is the prerequisite for external circulation to play its role under the new development
paradigm. This misperception may lead to an over-reliance on domestic circulation. Fortunately,
some academics have called attention to the double-edged-sword effect of China’s large domestic
market. According to Zhang (2021), domestic circulation should be based on fair competition in the
domestic market and a high degree of consistency between domestic demand and international demand.
Otherwise, a large and fast-growing domestic market will “impede structural dual advantages,” giving
rise to a policy atmosphere that reinforces insulated self-circulation.

Despite the stronger domestic circulation of the Chinese economy, the reality is that China’s
economic openness varies considerably across its regions, and international circulation is far from
adequate in the central and western regions and capital-intensive sectors. In creating a new development
paradigm, therefore, we must follow a unique pathway (Ding ef al., 2021).

From an international horizon, major world economies are characterized by a combination of
domestic and international dual circulations, which appears inevitable as mature economies shift to an
endogenous growth paradigm in their late-industrial era. As can be found from international comparison,
when final demand increases as a share of domestic value-added, China’s manufacturing industry
has reached a fairly high level of internal circulation, which is even above the levels of advanced
economies like the US, the EU, and Japan. When it comes to international circulation, China still lags
behind developed countries in terms of the domestic value-added of its exports, making it hard for
China’s real-economy sector to reinforce self-circulation. Hence, we must identify dual circulations
as a mid- and long-term policy goal, prompting “tradable goods to become even more tradable” as the
common mechanism for domestic and international circulations (Yang and Cui, 2021). Here, the policy
implication points to the importance of a more sufficient and thorough opening up in both domestic and
international markets to reduce the cost of transaction and barriers to factor allocation.

China has no doubt achieved a structural transition of economic growth under open conditions.
Hence, China’s high-quality development must also be advanced in a more open institutional
environment. The Fifth Plenum of the 19" CPC Central Committee and the Outline of the 14th Five-
Year Plan and the Long-Range Objectives through the Year 2035 have stressed the importance to
“Unswervingly open up wider to the outside world” under the new development paradigm. Confronted
with sweeping changes unseen in a century, it calls for China to continue to open its doors wider to
the outside world with strategic composure and recognize new challenges from a complex and volatile
international environment. In the unique context of the new industrial revolution, rising unilateralism
and protectionism, and the raging COVID-19 pandemic, this paper identifies the new developments
and characteristics of globalization, discusses pathways to promote synergy between domestic and
international dual circulations, and the choice of pathways for China to elevate its level of opening up,
and puts forth policy advice on the development of an open new economic system.
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2. Directions and Driving Forces of Globalization

2.1 Causes and Mechanisms of GVC Contraction

Amid the COVID-19 pandemic, ruptures have occurred in some links of the global value chain
(GVCQ), as a result of the deepening division of labor, threatening to put a brake on globalization. On the
surface, the COVID-19 pandemic appears to have triggered or hastened the stagnation of globalization.
Yet a closer look at the dynamics of globalization suggests that GVC retrogression has persisted for
quite a long time. As shown in Figure 1, in 2019, main exporters of industrial goods including China, the
US, Germany, Japan, and South Korea all failed to reach the same levels of GVC participation attained
before the global financial crisis in 2008. To some extent, their GVC participation experienced a reverse
evolution.

Over the past decade, the world economy has experienced profound adjustments. By introducing a
“re-industrialization” strategy, major advanced economies have attempted to reverse the trend toward
economic virtualization, but structural contradictions still remain. At the macro level, governments of
developed conntries have introduced “ultra-easy” monetary policies in the post-crisis era. Quantitative
easing (QE) policy triggered by the US Federal Reserve is far beyond market expectations, bringing
the “dollar constraint” into a one-way channel of easing and spurring central banks to create money.
With complete financial markets and a strong currency, the post-crisis US seems to have repeated the
supply-side reforms initiated by the Reagan administration in the 1980s. The Mundell-style international
allocation of the US dollar has strengthened the role of mid- and long-term treasury bonds in supporting
US government financing. Sufficient money supplies have lowered the overall cost of domestic financing
for advanced economies, weakening their preference for overseas investment.

The COVID-19 pandemic has prompted advanced economies to re-shore industrial investments.
The scramble for medical supplies and daily necessities during the pandemic-related lockdowns forced
advanced economies to rebuild domestic manufacturing capacity. In coping with the COVID-19’s
impact, the government of many countries introduced hefty stimulus policies, which provided ample
credit support to supply chain localization. Some countries have used fiscal and credit policies aimed
at de-sinicization in their supply chains, which is motivated by political factors and is likely to be
irrationally amplified with negative spillover effects.
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Figure 1: Change in GVC Participation of Major Industrial Economies from 2000 to 2019

Source: Calculated with data from the World Bank, the US Bureau of Economic Analysis (BEA), and the Fed Reserve.
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Table 1: Change in GVC Participation of Different Types (%)

Direction of participation and GVC (overall) Simple GVC Complex GVC
technology attributes 2000 | 2007 | 2017 | 2000 | 2007 | 2017 | 2000 | 2007 | 2017
High technology | 253 | 307 | 288 | 138 | 161 | 156 | 115 | 146 | 132
Forward 1\ dium technology | 225 | 216 | 237 | 145 | 164 | 147 | 80 | 97 | o1
participation
Low technology 12.4 15.8 15.3 7.9 9.9 9.5 45 59 5.8
High technology | 22.3 | 288 | 268 | 84 | 98 | 96 | 13.0 | 190 | 173
Backward .
| Medium technology | 19.1 | 269 | 259 | 100 | 144 | 132 | 91 | 125 | 127
participation
Low technology | 16.6 | 21.8 | 205 | 99 | 117 | 105 | 67 | 100 | 10.

Source: UIBE GVC indexes derived from the ADB 2018 ICIO tables.

At the industry and trade levels, the GVC-based production organization and the boundary of
transaction cost are getting closer to the technological and institutional ceilings under current technology
paths and trade rules. Despite their strengths of vertically integrated technologies, market positions, and
control over GVCs, multinational companies have limited potentials for a vertical decomposition of
value chains and may face higher costs from a more detailed division of labor.

This prospect has already become a reality. Take the automotive industry, for instance, there
was no expansion in the group of countries and regions involved in many automotive GVCs over the
past decade under the cost effects and risks of deepening division of labor. The factors that used to
drive globalization, including technology progress, industrial relocation, labor advantage, trade, and
investment liberalization, are losing steam. As a result, various types of GVC participation involving
different technology contents have decreased on both forward and backward dimensions. GVC
expansion during 2000-2007 reversed into a general contraction in 2007-2017 (see Table 1). The basic
rationale is that globalization based on traditional comparative advantages is losing momentum. In the
early stage of the new industrial revolution, disruptive innovations have yet to boost economic growth
and fully demonstrate their creative effects. Although globalization today is less capital- and cost-driven
and increasingly more knowledge- and innovation-driven, potentials from new growth drivers have yet
to be fully unleashed. Sluggish demand and a tightening environment for trade and investment have cast
a shadow over long-term growth prospects.

In recent years, some institutions observed a correlation between the decreasing GVC participation
and the ascent of emerging economies, not least China (UNCTAD, 2018; WTO, 2019; McKinsey, 2019).
China’s rise towards more value-adding GVC links profoundly influences GVC layout and extension
on both supply and demand sides. In contrast to the intention and effects of the import substitution
strategy pursued by developing countries from the 1950s to the 1970s, China has achieved more
capital accumulation and gained more opportunities and capabilities by opening up to the outside
world. Growing international circulation has led to improving domestic supply chains, making
China’s substitution of imported raw materials and components more effective and sustainable,
as manifested in the change of China’s trade structure. In 2020, processing exports only made up
27.1% of China’s total exports, which was less than half the level upon China’s WTO entry (see
Figure 2). This indicates increasing support of domestic supply to the external circulation in the form
of trade. As China-US trade frictions escalated, more products made in China need to be sold in China.
Given China’s hefty imports and exports, China’s supply chain regionalization and adjustment in two-
way circulation may further drive down global trade intensity with some restrictive effects on spatial
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Figure 2: Processing Export as a Share of China’s Total Exports from 2001 to 2020 (%)

Source: Data of 2020 is from the 2020 Statistical Communique, and data of other years is from China Statistical Yearbook for
relevant years.

GVC expansion.

From the demand side, China’s tremendous domestic demand, which makes the country the second-
largest import of goods in the world, generates various degrees of stickiness to GVCs, especially
production and exports from neighboring countries and regions. With multinational companies
increasingly involved in China’s economic dual circulations, a wide range of business entities address
China’s domestic market demand and increase supply chain resiliency but call for more efficient
domestic and international circulations.

The statistical accounting method may also explain the contraction of the GVC. Amid global
industrial upgrades, services contribute significantly more to the value-adding effects of GVCs.
According to McKinsey’s data, services create about one-third of value in international trade. R&D,
engineering, sales and marketing, and financial and human resource services have become important
links of the GVC. From 2007 to 2017, global trade in services increased 60% faster than the global
goods trade. Trade in telecom and IT services, commercial services and IPR licensing increased two
to three times faster than growth in the goods trade. Current sector classification criteria and statistical
methods cannot capture the precise cross-border value addition of services, especially the effects of
service-based manufacturing, causing participation in the GVC to be underestimated.

As can be seen from the above analysis, there are complex causes behind GVC contraction and
setbacks in globalization, and some driving factors are highly uncertain (see Figure 3). In the long run,
GVC extension based on deepening division of labor and cost differentials will continue, but amid
changes unseen in a century, GVCs and the global production system face counteracting forces from the
new industrial revolution, protectionism and superpower-contest, and the COVID-19 pandemic (Yang,
Qt, 2021). Regarding changes on both sides of the supply chain, China’s real economy is besieged by
technologically more advanced developed countries and more cost-advantageous developing countries
on both ends. In the two “value streams” of advanced and emerging economies, a high level of an open
economy will prompt China to take the center stage of the global production system. China’s internal and
external circulations will help bring into shape a “conjoint circulation” system for the global economy
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Figure 3: Determinants of GVC Participation and Underlying Mechanisms

Source: Drafted by the author.

(Hong, Shang, 2019).

2.2 Global Digital Transformation and China’s Opportunities

In the booming digital economy, firms have accelerated their digital transformation, and
governments are ramping up investment in digital governance, providing mutually reinforcing bottom-
up and top-down channels for digitalization across a broader scope of sectors. Academics who firmly
believe in the welfare-enhancing effects of the division of labor optimistically contend that digital factor
input and digital applications will bring opportunities to break through technological or institutional
constraints to the division of labor, and create digitally-driven global supply and value chains.

However, the effects of digital transformation on the traditional division of labor and the
globalization process are complex and heterogeneous. At the micro-level, the trend toward supply
chain digitalization and asset-light models will cause the value chain to be more loosely organized with
distinctive self-decision, self-allocation, and self-governance attributes. However, significant differences
exist in the pathways and costs of digital transformation for firms from different sectors and of different
sizes. Although digital transformation has become a natural choice for the business community,
digitalization did not fare well for many firms. According to a McKinsey survey', about 80% of
enterprises have experienced frustrations and failures in their digital transformations. Even in high-tech
sectors such as mass communication and telecom, digital transformation has a success rate of less than
30%. Inadequate technologies, professionals, data insights, and integration capabilities, along with the

' Data source: Unlocking success of digital transformation, Mckinsey https:/www.mckinsey.com/business-functions/organization/our-insights/

unlocking-success-in-digital-transformations#.
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lack of applicable industry platforms, have become key barriers to firms’ digital transformation.

Another uncertain impact of digital transformation is the contribution of digital technologies to
long-term economic growth in various countries. Controversies over the productivity effects of ICTs
as general-purpose technologies (GPTs) of the previous round of industrial revolution have raised
concerns over whether GPTs for the new industrial revolution will repeat the Solow Paradox. Unlike
general technologies such as machinery and electric power from the previous industrial revolutions,
new-generation GPTs led by digital technology are characterized by clustered in-depth integration.
With increasing R&D input and technology iteration, not only are GPTs possibly more expensive than
before, but a higher technology threshold may also make it more difficult to apply such technologies on
a broader scale.

In the new round of technological and industrial revolutions, the knowledge, industrial and social
systems to be transformed are far larger and more complex than in previous industrial revolutions. The
transformation of technology paradigms also becomes more costly and elusive. Path lock-up will not
only limit the industrial upgrade of firms and countries but present grave challenges to the transition of
people as both a factor of production and the final consumer.

As data becomes a new asset and factor of production, a new “digital divide” will intensify
the economic woes of developing economies, which is both the result of uneven development of
globalization and makes global digital governance even more challenging.

In the process of the digital economy’s development and the establishment of international rules,
China’s stance may diverge from those of other developing countries. With massive consumer-end data,
China has emerged as a participant and competitor in the global digital economy. In artificial intelligence
(AD), China is getting ahead of other developing countries and is not significantly behind the United
States - and even more advanced in some segments. China’s Al patent applications increased tenfold in
five years to reach 94,539 in 2018, surpassing the US to be the highest in the world.

Supported by massive e-commerce and social networking data, China has reached the world’s most
advanced levels for such application-layer technologies as image and language recognition, but still lags
behind leading nations in such areas as algorithms, high-end sensors, and smart chips at the fundamental
layer. According to the European Telecom Standardization Institute (ETSI), Chinese companies filed
32.97% of 5G patent declarations by January 2020, which was much higher than the US level of 14.13%.
Uncertainties in the potentials and paths of global digital transformation create opportunities for China
to overtake leading nations. With a complete industrial system and massive consumer market, China
may utilize digital factors as a new vehicle of domestic and international circulations and spearhead the
global digital economy.

2.3 New Regional Integration, Unilateralism, and Global Governance Fragmentation

According to traditional international economic theories, regionalization is the primary stage of
globalization while globalization is the ultimate goal of regionalization. Since the globalization process
is uneven, regionally integrated supranational organizations form the high ground of globalization and
reinforce the internalization of their networks so that regional governance replaces the need for global
governance, to some extent. The European Union (EU) and the Asia-Pacific region are typical instances
of upgraded regionalization. In the data era, supply chains based on the regional division of labor within
the Asia Pacific region and the EU are more efficient and vibrant. Since Al and automation are easier to
realize in regions with similar levels of development, the regionalization trend of innovative value chains
becomes more obvious, and technologically and institutionally-driven FDI will partially substitute cost-
and efficiency-driven multinational investments on a global scale. In the developed world, regional
integration driven by industrial reshoring is focused on high-tech industries, resulting in shorter and
more concentrated supply chains of such industries.

Aside from new regionalism, the current multilateral and global governance systems are faced with
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Figure 4: Public Policies Influencing Cross-border Trade, Investment, Data Flow and Labor
Migration from 2009 to 2020

Source: Compiled based on data from Global Trade Alert database.

more damaging threats from unilateralism and protectionism. According to Global Trade Alert, 28,843
public policies were implemented from 2009 to 2020 with effects on cross-border trade, investment,
data flow and labor migration, including 20,884 policies with negative effects on international trade
and investment, accounting for 72.4% of total policies (see Figure 4). Since 2017, in particular,
discriminatory policies have far outnumbered free trade policies, resulting in a backlash in the trade and
investment policy environment. Some countries led by the US have pursued unilateralism and started
a race to wean from economic dependence on China and achieve self-sufficiency. This contest has
escalated during the pandemic. As pointed out by an OECD analysis’, global trade interventions peaked
before early December 2020, when countries introduced close to 1,800 new restrictive interventions,
which were over 1.5 times higher than in a preceding couple of years. The implication is that countries
have become less motivated to pursue trade and investment liberalization.

The uneven distribution of dividends from globalization has dented the benefits reaped by developed
countries from the current global governance system. Given this situation, developed countries naturally
seek to establish a new global governance system in line with their self-interest by such means as
signing high-level FTAs, initiating new negotiation topics, and reshaping trade rules. The multilateral
system underpinned by the WTO and the evolving pattern of international competition are increasingly
incompatible with diverse interests among its members. In the reform of multilateral systems, which is
full of twists and turns, global regulatory cooperation has become more challenging, causing the global
governance deficit to widen.

2.4 Global Green Competition and Divergence under the Carbon Neutrality Goal

Established by major economies during the pandemic, the goal of carbon neutrality has great
implications for world economic recovery and mid- and long-term growth. It will set a greater moral
benchmark for new-type globalization. As a vanguard of green transition, the European Union has, in
spite of the European economic recession, launched a plan and implementated a pathway to carbon
neutrality. It has drafted a roadmap and policy framework for this ambitious “green vision,” and, in

* Source: https:/oecd-development-matters.org/2021/02/10/risk-resilience-and-recalibration-in-global-value-chains/
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doing so, has become a weather vane for the global green economy. In advocating a green recovery, the
EU has shown great resolve and strengths for ditching the traditional growth paradigms. In advancing its
priorities for green and low-carbon development, in May 2020, the EU adopted a seven-year mid-term
budget proposal worth 1.1 trillion euros and the European Economic Recovery Plan worth 750 billion
euros. These initiatives are of great significance, not only to the European Green Deal’s centrality to
Europe’s future growth, sustainability, and leadership in the global green economy but more importantly,
to bridging gaps and restoring confidence amid the pandemic’s impact on European cooperation.

Compared with the “Green New Deal” initiated by advanced economies to cope with the global
financial crisis, green recovery under the carbon neutrality goal entails changes to technical support,
capital input, policy intensity, legal basis, trade environment, among other factors. Specifically, the
synergy between digitalization and greenization has become the most distinctive pathway for the
industrial green transition. In the context of conservative global trade policymaking, the EU has more
implicit intentions behind its vision for a green recovery based on carbon neutrality and digitalization.
On one hand, the EU aims to create more secure supply chains to enhance the internal circulation of the
European green economy. On the other hand, the EU also intends to sharpen its differential strategic
advantage over China and the US to dominate international green rules, which could turn out to be a
game-changer for great-power competition.

Following the EU’s footsteps, China and Japan have also sent clear policy signals towards carbon
neutrality. As a self-inclusive topic on the international agenda, green development is one of the
few areas where countries may build consensus and engage in technology cooperation. The recent
China-US joint declaration on climate change offers a glimpse of hope for low-carbon cooperation
to ease the competitive tensions between the two countries. Yet the creation of a near-zero-emission
economy requires more focused and effective international actions and may further intensify global
competition and cause a divergence in development levels and policy stances in relevant fields. After all,
only a few countries and regions have announced timetables and technology pathways to achieve carbon
neutrality.

Under the pressures for low-carbon transition and carbon neutrality, international green competition
extends beyond natural resources and energy minerals and increasingly involves green products, low-
carbon technologies, ecosystems, emission standards, environmental rules, and modes of consumption.
The integration of low-carbon development resources between countries and regions will give rise to a
unified carbon market and carbon trading mechanism, which will reinforce supply chain regionalization
and trigger a fight for dominance over green standards. At the industry level, more specific emission
reduction targets will widen the green differentials of value chains for different sectors. Sectors like
automobiles will experience disruptive changes in their manufacturing paradigms and product portfolios,
and traditional high-carbon sectors like chemical engineering and building materials will become more
motivated to move to parts of the world with less stringent emissions regulations. In the developing
world, “pollution havens” are likely to be further locked up at the “black or grey” GVC links, which is
unfavorable to global climate governance and balanced green supply chain development.

Judging by the recent progress of global practices, the difficulties of the implementation of the
carbon neutrality goal appears to have exceeded government and industry expectations, and pressures in
the current stage primarily come from colossal funding and technology gaps. A spike in fiscal spending
to cope with the COVID-19 pandemic has crowded out resources available for governments to green
their economies. The current policy intensity is insufficient to reassure market entities getting enough
returns from low-carbon technology research and investment. In this context, global green recovery
limps on. According to a UNEP study, countries’ investments in green recovery failed to live up to their
commitment to more sustainable development. By reviewing the fiscal spending of 50 major economies,
in 2020, only 18% of the economic recovery projects launched by major economies were green projects.
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In the new era, “green” is becoming the dominating “color” of globalization, but global low-carbon
governance will continue to face institutional barriers driven by major issues on the global agenda.

3. Pathways and Policy Innovations for China’s Opening-up at a Higher Level

In the new era, the Chinese economy is shifting from rapid growth to medium-high growth and from
quantitative growth to innovation-driven development. In fighting the COVID-19 pandemic, China’s
economy has shown great resiliency and vibrancy. Changes unseen in a century have intensified the risks
of de-globalization for the world economy and de-sinicization in global supply systems, highlighting
the importance of a new development landscape. In the new era, we must embrace new development
concepts for a second-round “thought liberation” and rely on institutional development and capacity
improvement as fundamental pathways for opening up wider to the outside world.

3.1 Optimize the Policy Environment for International Circulation through Institutional Opening-up

The Fourth Plenum of the 19" CPC Central Committee established the orientation of institutional
opening-up. Over the past four decades of reform and opening-up, tariff cuts and various preferences
have increased the free flow of goods and capital, allowing China to utilize domestic and foreign
markets and resources. By leveraging its competitive advantages, China has shared in the dividends
of globalization. In the initial stage of reform and opening-up, China’s opening-up program exerted
positive effects on reform and development as its most significant institutional contribution. In the
new era, we should promote synergy between reform and opening-up with a host of high-level rules,
regulations, management practices, and standards to support institutional opening-up and address deep-
seated institutional contradictions. Institutional opening-up is the key for domestic and international
circulations to reinforce each other and unleash the momentum for further opening-up. In essence,
institutional opening-up requires integration between domestic laws and regulations with international
practices and rules. Not only should we dismantle invisible barriers to opening up, improve the business
environment and offset external risks, but institutional assurances should also be provided for the
sustained and steady development of foreign economic and trade relations. The goal is to make China’s
institutional system for opening-up more market-based, law-based, standardized, internationalized, and
forward-looking.

In addressing the obstacles to domestic and international circulations, institutional opening-up must
focus on improving the business environment and prioritizing service sector openness, both of which are
key tasks for deepening reforms.

Specifically, we must proactively open up new sectors, improve the negative list management, and
open up wider in such sectors as finance and insurance, telecom and the internet, culture and tourism,
transportation, logistics, professional services, and high-end manufacturing.

We should fully evaluate market access conditions for emerging sectors, gradually open up new
sectors and businesses such as data centers, artificial intelligence, and industrial internet, and introduce
more foreign capital and professionals in sectors like e-commerce, internet services, smart vehicles, and
smart medicine. A priority is to support the digital transformation of industrial sectors, upgrade domestic
consumption, and create new gateways for opening up.

It is also important to take stock of our prior experiences, identify successful modes of development,
and grant more autonomy for free-trade experiment zones to pilot institutional reforms. China should
encourage free-trade experiment zones to pursue differentiated development based on their respective
advantages. Through the implementation of the Master Plan for the Development of Hainan Free Trade
Port, Hainan Province should be turned into a free trade port and a key gateway for opening up. By
increasing imports and facilitating China’s consumption upgrade, Hainan should serve as a poster child
and driver of China’s opening-up program. We should further devolve administrative power and improve
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government management and services at all levels, foster long-term mechanisms for trade and investment
facilitation, reduce transaction costs in various fields and links, and improve the business climate.

3.2 Increase the International Right of Discourse in Emerging Sectors Spearheaded by Digital and
Green Development

Judging by its needs and strengths, China should play an active role in setting the rules for the
global digital economy and low-carbon development.

(1) Improve the system of rules on digital trade. By spearheading digital trade rules making,
China will enhance its status and influence as a digital powerhouse in global digital governance. An
open, inclusive and transparent environment is essential for the global digital economy’s sustained
development and a keynote of international trade rules in the digital era. However, there has been a
growing divergence between developed and developing countries regarding the orientation and priority
areas of digital trade rules. Considering their disparate development stages and core interests, developing
countries have not yet agreed on consistent, clear, and comprehensive requirements for digital trade
rules as the US and the EU did. Even among major developing countries like China, India, and Brazil,
their stances on digital trade rules are far from easy to coordinate. Nevertheless, developing countries
share similarities in their requirements regarding local storage of data, restriction of cross-border
data transmission, and open-source codes (see Table 2). Based on the trends and effects of the digital
economy, we should utilize multilateral mechanisms and international platforms to express Chinese
voices on digital trade rules, contribute Chinese wisdom to formulating fair, reasonable, and orderly
digital trade rules, and increase China’s capabilities to dominate multilateral negotiations on the digital
agenda. With these efforts, we should create a friendly and inclusive international environment for
China’s ascent into a digital powerhouse.

(i1) We should step up international cooperation on climate change and low-carbon development.
Carbon neutrality targets and industry pathways set by various countries provide benchmarks for China’s
new round of green transition and bring opportunities and challenges to the implementation of new
development concepts.

Currently, the international community still has some doubts about China’s fulfillment of a carbon
peak by 2030 and carbon neutrality by 2060. We should seize the opportunities from the basic consensus

Table 2: Chief Requirements of Countries and Regions on Digital Trade Rules

UsS

EU

Developing countries

Priorities

Trade in services

Trade in services

Trade in goods

Cross-border data

Limited flow based on privacy

Limited flow based on

Free flow . national security and
flow protection s
jurisdictions
Local storage of Opposes mandatory | Promotes localization by limiting | A certain degree of mandatory

data

local storage of data

cross-border transmission

local storage of data

Open source code

Oppose mandatory
open source code

Lower level of mandatory open
source code

A high degree of mandatory
open source codes

Digital trade tax

Opposes tax
imposition

Considers revising tax rules to
facilitate tax collection

No explicit common stance

Consumer and
privacy protection

Advocates industry
self-discipline

Stresses the importance of heavy-
handed regulation

No explicit common stance

Source: Compiled by authors.
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of the need for carbon neutrality among major countries, deepen technology, capital, and personnel
exchanges in the field of a green and low-carbon economy, and push the implementation of major
international cooperation projects forward.

China’s commitments to carbon peak by 2030 and carbon neutrality by 2060 suggest that China as
the world’s largest developing country, will enter a zero-emissions development stage with the biggest
reduction of carbon emissions intensity in the shortest time in history, which marks a tremendous
contribution to climate change mitigation and sustainable human development.

We should communicate the significance and implications of China’s active role in fulfilling this
historic mission to the rest of the world, explain the emissions abatement pathways and progress of
China’s key regions, sectors, and enterprises, and increase the visibility of China’s carbon neutrality
policy measures. Meanwhile, we should share China’s experiences and results in the development
of a Green BRI, ecological civilization, and green economy, and provide technological and financial
assistance to help BRI countries plan for and achieve carbon neutrality.

3.3 Improving the Global Governance System through State Governance Modernization

The world today is experiencing changes unseen in a century, which calls for the reformation of
international rules and the implementation of international cooperation. Yet governments and academia
disagree over whether more intensive global governance is required under the current fragmented
multilateral system. Some studies suggest that cross-border spillovers do not always require international
rules. Aside from typical domains such as climate change, the imperfections of the world economy are a
global public-domain problem for which global governance is not fully justified or which cannot offset
the risk of a backlash from global supervision or regulation. Failures in these policy areas stem more
often from weaknesses in domestic rather than global governance and thus cannot be rectified through
international agreements or multilateral collaboration (Dani Rodrik, 2021).The rationale behind this view
is similar to the implementation basis and effects of domestic policies. It can be inferred that domestic
governance modernization should serve as the basis for institutional and capability development for
improving global governance. Today’s China is deeply integrated into the world economy, and all its
major reform and opening-up initiatives will exert profound and diverse spillover effects beyond its
borders. Hence, we should proactively explore new modes of economic development and opening-up
with a broader horizon, integrate the Chinese economy with the world economy at a deeper level, steer
the Chinese economy towards a green, smart, sound, and sustainable path of development, and contribute
to the transformation of human civilization development to meet the needs of our times. To this end,
we should adhere to the global governance concepts of mutual consultation, common development, and
shared benefits, assume international responsibilities and obligations befitting our capacity and status,
and contribute to more open, inclusive, and coordinated global governance and international rules. First,
we should establish a clear stance and make proactive efforts to spearhead WTO reforms and safeguard
multilateral systems. We should take an active part in the international negotiations on such matters
as environmental protection, investment liberalization, government procurement, the protection of
intellectual property rights, cross-border e-commerce, and trade in services.

Second, the prevalence of new regionalism requires China to assess underlying conditions
and effects of regional value chains in fostering the “dual circulations” paradigm, and attach great
importance to institutional arrangements based on new-type FTAs. We should follow the trends of GVC
restructuring, adjust our FTA strategies, enhance domestic inter-sectoral coordination, negotiate more
flexibly, and consolidate the institutional basis for the Asia-Pacific’s regional value chain through the
entry point of the Regional Comprehensive Economic Partnership (RCEP) to restructure and optimize
Asia’s supply system. We should explore ways to sign on free-trade zones with developed countries and
create a network of high-level free-trade zones.

Third, we should participate in international coordination for the protection of biodiversity, nuclear
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safety, and the prevention and control of major public safety incidents, and advance international
cooperation on energy transition, environmental protection, green development, disaster relief, and
emergency management.

Lastly, we should advance BRI development for China’s advantageous industries to support
economic and industrial development in BRI countries, and create conditions for long-term and
institutionalized capacity cooperation. We should take the initiative of cooperation in various fields and
further increase the BRI’s influence.

3.4 Promote Policy Instruments Innovation through More Balanced Opening-up

Over the past four decades, China’s gradualist approach to opening up has overcome the initial
heterogeneous conditions of opening up across various regions and sectors. In some periods, such
heterogeneity motivated opening up and avoided setbacks in the opening-up strategy suffered by many
developing countries due to their dual shortages of savings and foreign exchange reserves. In the new
era, non-equilibrium opening-up is losing institutional momentum, giving way to a more balanced
opening-up. In formulating innovative policies on opening up, we must increase the synergy between
imports and exports, two-way capital flow, external and domestic openness, coordinated land and
maritime development, and external risk mitigation, among other aspects of the dual circulations.

Coordinated land and maritime development: We should open up both coastal and inland regions,
promote domestic and international dual circulations for efficient regional development, and increase
synergy between eastern and western regions. We should improve the investment climate and develop
commercial services to facilitate industrial relocation.

We should also improve the layout of industrial capacities, increase control over global supply
systems, and develop multiple nodes and channels for dual circulations. Moreover, we should timely
adjust the orientation of trade policies and promote balanced development of both imports and exports.
Based on the changing primary contradiction in the new era, we should take the China International
Import Expo (CIIE) as an opportunity for trade in goods and services from all countries and use it as
a platform to showcase China’s national image, discuss major global issues, and explore new forms
of international cooperation. Through tariff adjustment and other measures, we should import more
consumer goods and turn China from the world’s factory floor to the world’s consumer market to meet
the needs of domestic industrial transition and consumption upgrade.

3.5 Beef up Opening-up Security through Effective Early Warning Mechanisms

Overall, China has reasonably and effectively managed risks from economic openness largely due
to its gradualist approach to opening up and its powerful administrative mobilization and enforcement.
In weathering the storms of the Asian Financial Crisis, the global financial crisis, trade frictions with the
US, and the COVID-19 pandemic, China has developed extensive experience and institutional strengths
in crisis and risk management. Under the effects superimposed by the new industrial revolution, the
changing trade policy, and the COVID-19 pandemic, we should cope with higher requirements for
balancing opening up with national security in an international environment of growing uncertainties.

The Outline of the 14" Five-Year Plan and the 2035 Long-Range Objectives has identified “upholding
a systematic concept” as “a principle that must be followed,” underscoring the importance of preventing
and diffusing major risks and challenges. Aside from traditional security threats, our supply chain
security is increasingly challenged by escalating superpower-brawl and unexpected incidents.

In coping with such security risks, we must further improve trade remedies, national security review
for foreign transactions, step up anti-trust investigations and law enforcement, introduce the national
technological security list and the list of unreliable entities, and adopt innovative policy instruments for
security assurance.

Meanwhile, we should ramp up fundamental industrial capabilities and help Chinese companies
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grow toward dominating supply chains. We should create complete supply chain security evaluation and
risk mitigation mechanisms, enhance early warning against major supply chain security emergencies
such as diplomatic incidents, technology embargo, and financial crisis, and perform pressure tests of
supply chain robustness for key sectors and regions. On such a basis, we should prompt market entities
to respond to supply chain security information, increase supply chain coordination, seek opportunities
from every crisis, and encourage Chinese companies to go global and shape and dominate integrated
domestic and international supply chains.

4. Conclusions and Outlook

Globalization is an upward spiral process. From time to time, some countries may resort to
protectionism in their political, economic, and diplomatic policies, resulting in the fragmented setback of
globalization. Under the COVID-19 pandemic, de-globalization forces are on the rise around the world.
A closer look at trends in the global value chain (GVC) reveals that the current round of cost-driven
globalization dominated by capital over the past three decades has come to a close.

Amid the new industrial revolution, the world has yet to upgrade infrastructure, generic
technologies, dominant industries, and international rules. Since these upgrades are incomplete, the
current international division of labor and the allocation of dividends from globalization are deemed
by some developed countries to be against their national interests. The world is experiencing changes
unseen in a century and tectonic shifts in the relative strengths of major powers. The principles of
justice and self-interest underpinning economic openness and cooperation may partially lose effects, yet
economic interests alone may not fully unravel the fundamental rationale of globalization.

The subtitle of Global Trends 2040 released by the National Intelligence Council (NIC) “A More
Contested World” captures today’s international situation under the multiple effects of the new industrial
revolution, trade protectionism, and the COVID-19 pandemic. In the foreseeable future, there will be
more competition than cooperation between major powers in regards to frontier technologies, emerging
industries, and international rule-making.

Regionalization, digitalization, and low-carbon development will dominate GVC adjustments
characterized by the relocation of low-end industries among developing countries and the re-shoring of
high-end industries back to the developed world. The external environment for China’s achievement of
the 2035 long-range objectives is fraught with uncertainties.

Despite the setbacks, globalization remains an irreversible trend for the world economy and
international order. During the past four decades of reform and opening-up, China has created a growth
miracle of industrialization as a late-moving country. China’s economic development model is widely
acclaimed by the international community. Developing countries that have pursued import substitution
were wary about, and even hostile to, foreign capital participation, opening up just a few special
jurisdictions to ease the “two gaps”, i.e., gaps of capital and trade. In contrast, China’s successful import
substitution was made possible by a more inclusive approach to foreign capital, allowing both foreign-
invested and home-grown industries to thrive and laying the groundwork for the “dual circulations”
paradigm.

As the world’s largest manufacturer and exporter of goods, China remains at the medium- and low-
value GVC links for some sectors. As GDP grows and supply chains improve, China’s internal and
external circulations have shown great resiliency for expansion and qualitative improvement. China
has reaped the dividends from globalization by following a gradualist approach to opening up, but the
intrinsic limitations of globalization also hinder China’s development.

China should contribute to improving global governance as a historic mission of its emergence
as a major power, promote institutional openness, increase two-way trade and capital flow, and
modernize its national governance. In developing into a great modern country, China should foster
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new competitive strengths, open its market, and give play to the synergy between domestic and
international circulations.®
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