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n 2020, Chinese President Xi Jinping repeatedly empha-
sized the importance of  accelerating the establishment of  

a new development paradigm with domestic circulation as 
the mainstay and domestic and international circulations re-
inforcing each another. At present, and for a certain window 
into the future, China remains in a position with many im-
portant strategic opportunities. However, both opportunities 
and challenges are evolving. The new “dual circulation” de-
velopment paradigm is a major strategic policy, implemented 
based on an incisive assessment of  the trends in global and 
domestic development, and which takes into account the 
overarching strategy for China’s national rejuvenation and 
the opportunities presented in the global changes that have 
been unprecedented in the past century. It is of  significant 
importance to the successful achievement of  the 14th Five-
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Year Plan (2021‒2025) and potentially also to even longer 
term development, and is also a critical enabler that will al-
low China to discover opportunities amid crisis and open up 
new beginnings in times of  change. 

It is important to have an accurate understanding of  
fundamental goals under the new development paradigm, 
thereby allowing us to appropriately evaluate and optimize 
development ideas, integrate policy measures and deepen re-
form and innovation. In implementing the “dual circulation” 
development paradigm, it needs to steer China steadily and 
unswervingly along the path of  high quality development by 
establishing an unimpeded domestic economic circulation to 
act as the key driver for launching the new development par-
adigm. 

Significance of  the new development paradigm
At a high level, establishing the new development paradigm  
is a strategic decision made in accordance with the changes 
in China’s stage of  development and its economic environ-
ment. It is a deep, systemic reform that will impact on overall 
future developments in China.  

First, the new development paradigm is a fundamental 
measure taken to ensure that, during these times of  great vi-
cissitude, the ability to set the pace and direction of  China’s 
development remains firmly within its own hands. Peace and 
development remain the overarching themes at present, yet 
as the international environment becomes increasingly com-
plex in this period of  major change, instability and uncer-
tainty are also becoming increasingly pronounced. Following 
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the global financial crisis in 2008, the international economy 
has continued to remain in a state of  indepth adjustment. 
The road to recovery has been hard and tortuous. Combined 
with the COVID-19 pandemic and the adverse impact of  
non-economic factors on global supply chains, the global 
economy is expected to remain sluggish for some time to 
come. 

The COVID-19 pandemic has also accelerated the prog-
ress of  major global changes, with shifts in the international 
balance of  power increasing reflecting a rising East and a de-
clining West. The global landscape in areas such as economy, 
technology, culture, security and politics is being transformed 
at a very fundamental level. At the same time, unilateralism 
and protectionism are on the rise, with certain major econo-
mies becoming increasingly inward looking. Global economic 
reform also remains complicated and stagnant, and major 
adjustments are to be expected in the speed, momentum and 
modes of  economic globalization. 

Internationally, the world has entered into a period of  tur-
bulence and disruption, and China faces a new series of  risks 
and challenges, as well as an increasingly difficult external 
environment. Only by maintaining its strategic focus, stead-
fastly continuing on its chosen path in the management of  its 
own affairs, and continuously consolidating and enhancing 
the primacy of  its domestic circulation, will China be able to 
keep the reins of  development firmly in its own hands, there-
by allowing it to go global and open up further to “embrace 
the world” with greater poise and confidence.

Second, placing the domestic circulation at the center of  
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its economy is necessary for driving high quality develop-
ment. China has already entered a phase of  high quality de-
velopment, with GDP per capita reaching USD10,000, and 
has significant advantages that will enable it to achieve con-
tinued growth, including clear institutional advantages, im-
proved governance capacities, positive long-term economic 
prospects, plentiful material resources and solid social stabil-
ity. However, a number of  shortcomings and weaknesses still 
remain. 

Over the past few years, China has continued to enhance 
and upgrade its economic structure. The results of  this are 
seen most prominently in the growing vitality of  the domes-
tic circulation. Economic growth has gradually shifted so that 
it is being driven more and more by domestic demand, and 
the role played by internal consumption in economic growth 
has become increasingly larger and more fundamental. Since 
the global financial crisis, China’s current account balance 
(% of  GDP) has fallen from 9.9% in 2007 to less than 1% 
today, domestic demand has contributed to over 100% of  
economic growth for over seven years, and the contribution 
of  final consumption expenditure to economic growth has 
stabilized at around 60%. This trend has come primarily as a 
result of  transformations in the external environment as well 
as changes in domestic factors and resources, and is, to some 
extent, an inevitable development. 

Further, momentum in the international circulation, in 
which both the primary resources at one end of  the supply 
chain and the end market at the other lie outside China, will 
remain sluggish for some time into the future. It is therefore 
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important that China takes timely advantage of  the oppor-
tunities presented by this trend towards consumption driven 
growth. More effective measures should be implemented to 
improve supply-side frameworks so that they are more suited 
to meeting domestic demand, tying production, distribution, 
circulation and consumption more closely to the domestic 
market. China should leverage the fundamental economic 
driver of  internal consumption so that it becomes even more 
powerful, and strive to accomplish a development that is 
higher in quality, more efficient, fair, sustainable and secure. 

Third, the new development paradigm is a strategic ap-
proach for redefining China’s competitive advantages in in-
ternational cooperation and competition. Since its reform 
and opening up in 1978, China has leveraged the low cost 
of  land, labor and other production factors to enter into the 
global supply chain. Starting with coordinated development 
of  the processing and assembling sector, and accepting inter-
national transfers of  labor-intensive industries, China eventu-
ally strengthened its position in the global value chain. 

However, in recent years, China’s labor costs have risen 
rapidly, and resource and environmental constraints have be-
come increasingly tighter, significantly weaking its traditional 
competitive advantages. At the same time, a new science and 
technology revolution and industry transformation are now 
well underway. Major developed nations are attempting to 
seize the strategic high ground in future science and technol-
ogy developments, while developing nations such as Vietnam 
are leveraging their cost advantages, introducing favorable 
policies, and actively taking on transfers of  industry from 
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higher rungs in the global value chain. 
China therefore finds itself  in a state of  fierce competition. 

Thus, redefining and repositioning itself  from its traditional 
competitive advantage and proving its competitive edge in 
new sectors is a matter of  urgency. Establishing the new de-
velopment paradigm, making good use of  reform measures, 
resolving bottlenecks in the domestic and international circu-
lations, and maximizing returns on investment and resource 
allocation will help China to establish and consolidate its new 
competitive advantages for participation in international co-
operation and competition under the new global situation. 

Connotation of  the new development paradigm
The new development paradigm encompasses a broad range 
of  development goals and targets. The key outcomes are dis-
cussed as follows.

Forming an internal circulation directed by the domestic market
Giving primacy to the internal circulation means address-

ing the fundamental issue of  increasing domestic demand 
in ways that also open and connect all the links in the value 
chains of  the internal circulation. Coupling with and meeting 
the demands of  the domestic market should form the starting 
point and end objective of  development, so that China’s de-
velopment can be made more stable and sustainable. 

As the world’s second largest economy, the largest man-
ufacturing country and the largest trading nation in goods, 
China must look to the continued expansion of  domestic 
demand to drive its long-term economic growth. The experi-
ence of  the US, Japan and other large economies has shown 
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that, once a certain level of  development has been reached, 
the domestic circulation replaces the international circula-
tion, and becomes the main axis around which the national 
economy and government policy making revolves. China 
has the advantage of  a super large-scale market with a pop-
ulation of  over 1.4 billion, including a middle-income group 
of  over 400 million. This is a market with enormous con-
sumption potential, providing ample scope for investment in 
areas such as 5G networks and other new infrastructure, new 
urbanization, and ecological and environmental protection. 
Therefore, with appropriate and effective policy measures in 
place, this latent demand can be transformed into a perpetu-
al driving force for high-quality development.

Improving supply-side compatibility with domestic demand
The key to establishing the new development paradigm 

and driving the transition to an economy led by the domestic 
circulation lies in improving supply-side compatibility with 
domestic demand and creating a dynamic, higher-level equi-
librium in which demand drives supply and supply in turn 
generates demand, thereby providing the momentum for a 
thriving domestic economy. 

China has a comprehensive industrial sector. It is the 
world’s largest producer of  more than 200 industrial prod-
ucts, as well as the world’s largest manufacturer, and is also 
the only country to have operations in all categories of  the 
industrial sector. China also has a robust supply-side frame-
work; however, there is an oversupply in many traditional and 
low-end sectors, while services available in the emerging and 
high-end sectors are unable to meet demand. The increasing-
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ly rapid rise in the demand for quality by Chinese consumers 
is still being served by a supply-side that is large but not com-
petitive and which has scale but not quality, making the mis-
match between supply-side capability and changing consum-
er demand ever more apparent. China must therefore persist 
in its supply-side reform and increase its use of  market forces 
and reform measures to reduce non-effective and low-end 
supply, and increase effective and mid- to high-end supply, 
targeting the needs of  people’s livelihoods and the shortcom-
ings in its economic development. By optimizing supply-side 
structure and improving the quality of  its products and ser-
vices, China will be able to address and resolve the mismatch 
between supply and demand.

Establishing interdependency and synergy between the domestic and 
international circulations 

The new development paradigm is not in any way intend-
ed to institute a closed domestic economy. What it aims at is 
the creation of  an open “dual circulation” made up of  both 
the domestic and international circulations. China’s econo-
my is already deeply integrated with the global economy, and 
has a high degree of  industrial linkage and interdependency 
with many countries worldwide. Its domestic and external 
markets are therefore inherently mutually dependent and 
synergistic. Only by further opening up will China be able to 
more quickly rectify the deficiencies in its production factors, 
resources and business environment, drive quality and effi-
ciency improvements in its domestic industry, stimulate con-
sumption upgrade, and improve the smooth running of  the 
domestic circulation. 
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Further, consolidating the primacy of  its domestic circu-
lation will also make China a hugely attractive market for 
international products and production factors. Therefore, 
while consolidating the primacy of  its domestic market, Chi-
na should at the same time persist in increasing openness, 
thereby enabling it to better leverage both international and 
domestic markets and resources, and to boost reform and de-
velopment through opening up.

Enhancing the security of  industry chain and supply chain
Given the increasingly rapid rate at which transformations  

in the global landscape are evolving, coordinating develop-
ment and security has become ever more challenging and ur-
gent. Only by having sufficient guarantees of  industry chain 
and supply chain security in place can China ensure the 
smooth running of  its domestic circulation and drive syner-
gies between the domestic and international circulations. 

International competition for quality production factors is 
now intensifying. As a country in the process of  repositioning 
itself  from the low to middle rungs of  the production chain 
towards the middle to high end, China still faces many bot-
tlenecks in securing key technology, core components, and 
high-end equipment. In recent years, Western developed 
nations have been beginning to actively reshore their man-
ufacturing industries and to build regional industry chains 
centered around their own countries. The outbreak of  the 
COVID-19 pandemic has also led multinational companies 
to place greater importance on industry chain and supply 
chain diversification. At the same time, there are still many 
challenges involved in replacing imported materials with 
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domestically produced substitutes and shifting from exports 
to domestic sales. Ensuring industry chain and supply chain 
security has therefore become a critical issue. Therefore, Chi-
na should leverage its institutional advantage of  being able 
to effectively centralize resources for the resolution of  major 
issues, boost the enhancement of  its indigenous innovation 
capabilities, and endeavor to achieve breakthroughs in core 
technology as soon as possible. Stronger safeguards should be 
also put in place to secure key industries, key technology, and 
key products, to build a firm foundation for establishing the 
new development paradigm.

Concentrating on the judicious management of  
internal affairs
Given the current environment, there are many new chal-
lenges that need to be faced in establishing the new devel-
opment paradigm. China should meet the challenges and 
opportunities presented at each new stage of  development 
with prudence and judgement, and have the courage to sail 
against the wind. It should have the capacity to turn crisis 
into opportunity and the resolution to keep to its determined 
strategy, persisting with what is right in the long term and 
concentrating its efforts on the judicious management of  its 
own affairs. China needs to persevere in the strategic pursuit 
of  supply-side structural reform, proceed steadfastly with the 
underlying strategy of  expanding domestic demand, and in-
novate and improve the way it undertakes macroeconomic 
regulation. China needs to hold the reins of  development and 
drive the continued progress of  high quality development by 
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generating new momentum through scientific innovation, 
stimulating renewed vitality through deepening reforms, and 
creating new competitive advantages for international coop-
eration and competition through high-level opening up. 

First, China should proceed resolutely with its strategy of  
increasing domestic demand. Measures to increase demand 
should be aimed at securing people’s livelihood, and should 
include strengthening pro-employment policies and providing 
aid for businesses to assist them. Basic social security mea-
sures such as age pensions and superannuation should also 
be strengthened to bolster the pre-conditions which make it 
possible for domestic demand to be expanded. 

In stimulating domestic demand, it is important to both 
enhance the underlying role of  consumption and leverage 
the important role that can be played by investment. In terms 
of  enhancing consumption, ensuring first that spending on 
big-ticket consumer goods such as cars and household ap-
pliances are stabilized, support should be provided for the 
development of  online retail in order to boost the integration 
of  online and offline consumption. Measures should also be 
implemented to stimulate further spending in the aged care, 
health and household services sectors, for additional steps 
to be taken in bettering the retail environment, and to pro-
mote consumption upgrades. On the investment side, China 
should boost the construction of  new infrastructure such as 
5G networks and Big Data centers, drive the development of  
new urbanization centered around county towns, proactive-
ly undertake the revamping of  old residential communities 
and the upgrade of  municipal facilities, and accelerate the 
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construction of  major works such as transport, energy and 
hydraulic projects.   

Second, China should boost the enhancement of  its indig-
enous innovation capabilities. It must fully exploit its inherent 
institutional advantage of  being able to efficiently centralize 
resources for the resolution of  major issues to create a new 
national framework for developing core technology, acceler-
ate breakthroughs in core technology for which it is depen-
dent on external sources, and drive disruptive technological 
innovation in areas such as artificial intelligence and quan-
tum communication. 

China should also leverage its large-scale market and 
comprehensive industrial sector, which will create a unique 
competitive edge for the rapid large-scale deployment and 
iterative upgrading of  new technology, to fast-track the con-
version of  research accomplishments into economic pro-
ductivity, improve the capabilities of  its industry chain, and 
safeguard industry chain security. In addition, China should 
also improve its framework for governing scientific and tech-
nological innovation, enhance the role given to enterprises in 
leading technological innovation, increase funding for basic 
research, foster world-class researchers and research teams, 
strengthen international exchanges in the areas of  science 
and technology, and build itself  into a nation of  innovation. 

Third, China should proactively drive the transformation 
and upgrade of  its industry to improve supply quality. China 
should not relax in its efforts to ensure agricultural productiv-
ity and secure the availability and affordability of  important 
non-staple foods. The quality of  agricultural products should 
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also be improved. At the same time, China also needs to fast-
track the transformation and upgrade of  its traditional in-
dustries to drive industry chain revamping and value chain 
upgrading. China should leverage the opportunities present-
ed by digitalization and smart transformation, and undertake 
concerted development in strategic emerging sectors such as 
the digital economy, health, and new materials, thereby gen-
erating and stimulating the growth of  new businesses, new 
operating models and new kinds of  supply. 

Further, China should also take a multi-pronged approach 
to increase the supply of  quality services, including improv-
ing its general public service framework, promoting models 
such as government procurement of  services, increasing the 
openness of  its services industry, and strengthening market 
monitoring and regulation. China needs to endeavor to align 
itself  with the highest international standards so that Chinese 
products and Chinese services become synonymous with 
quality.

Fourth, China should take reformative measures to resolve 
the bottlenecks in the domestic circulation. Establishing the 
new development paradigm is systemic, deep level transfor-
mation that will affect the overall development of  China. It 
requires outside-the-box thinking, reformative measure, and 
a wholistic consideration of  both short-term responses and 
mid-to-long term development. China should therefore in-
tensify structural reform, innovate its policy making, boost 
the vitality of  micro-entities, and continuously improve its 
economic innovation and competitiveness. 

To this end, China should build a sophisticated market 
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system, improve regulation in areas such as ownership, mar-
ket access and competition, establish an improved mecha-
nism for the market-based allocation of  production factors, 
and create an internationalized, law-based and sound busi-
ness environment. New frameworks for coordinated regional 
development should also be established to eliminate insti-
tutional barriers to the cross-regional flow and distribution 
of  a production factors, and to promote the formation of  a 
regional economic layout which has clearly defined primary 
functions, captures complementary advantages and drives 
high-quality development. China should also ensure that 
development and security are coordinated hand-in-hand by 
establishing and improving major risk identification, early 
warning and response systems, and by strengthening public 
expectation management.

Fifth, China needs to use the process of  opening up to re-
build its international competitive advantages. Opening up is 
a fundamental national policy. As such, China should bring 
about an all-round advance in the level of  openness, and es-
tablish a more sophisticated open economic system to create 
new competitive advantages for international cooperation  
and competition. The Belt and Road Initiative should be lev-
eraged to strengthen economic connectivity between inland 
and coastal regions, and facilitate the mutual economic en-
hancement of  China’s eastern and western provinces. Higher 
level and more sophisticated measures for the liberalization 
of  trade and facilitation of  investment should also be ex-
plored and implemented to fast-track the opening up of  Chi-
na’s financial and other services sectors. 
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China should also bolster the innovative development of  
foreign trade, accelerate advances in quality of  trade, stabi-
lize industry and supply chains, foster new momentum for 
foreign trade, and comprehensively facilitate ease of  trade, 
in order to optimize the environment for foreign trade de-
velopment. At the same time, China should also be an active 
participant in the reform of  the global economic governance 
framework to drive the creation of  a fairer and more reason-
able framework.
(This article is revised and translated based on the original version published in Economic 

Daily 经济日报, September 17, 2020)


