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Constructing the Boundaries of the Dual Circulation Framework from an Industrial

Perspective: Policy Implications and Reflections

Chen Ping, Chen Lihui

Abstract: From the perspective of industrial development, the “dual circulation” framework conceptualizes
the domestic and external circulations as utilizing domestic and foreign resources and markets, respectively. This
analytical lens calls for a macroeconomic approach that moves beyond the traditional Keynesian aggregate supply-
aggregate demand paradigm. On the one hand, imports should be understood as a channel for accessing foreign
resources rather than merely as a leakage from aggregate demand. On the other hand, in the balance-of-payments
accounts, foreign direct investment—reflecting cross-border flows of industrial capital—shares fundamental
similarities with merchandise trade in its effects on industrial development. Accordingly, it is conceptually
appropriate to consolidate these components into a measure of the “basic” balance of payments and,
correspondingly, to broaden the notion of the current account balance into a “basic balance.” In this framework,
the external circulation encompasses not only trade in goods but also international direct investment. For industrial
development, the external and domestic circulations embody efficiency and security considerations, respectively.
A stronger emphasis on industrial efficiency tends to increase reliance on the external circulation. However, in the
context of deglobalization pressures and heightened geopolitical tensions, a model characterized by large gross
trade flows may entail latent risks to industrial security. Achieving an appropriate boundary between domestic and
external circulations therefore requires jointly internalizing the objectives of efficiency and security. From a policy
perspective, differentiated boundaries across industries can be calibrated through regional trade and investment
agreements and through adjustments in industry-specific real effective exchange rates.

Keywords: new development pattern; industrial development; internal circulation; external circulation; real

effective exchange rates
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