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Jingshan Report

The 2020 Jingshan Report is the 4th installment of the Jingshan Report 
series. Themed around “Release China’s New Advantage of the Super-
Large Market”, the report explored issues critical to China’s economic and 
financial development during the 14th Five-Year Plan period, emphasizing 
the importance of tapping the potential of China’s huge domestic market 
for economic growth as its traditional advantages diminish.

The research group was led by CF40 Nonresident Senior Fellow and former 
CSRC chairman Xiao Gang. Members of the group included Cai Fang, Vice 
President of the Chinese Academy of Social Sciences (CASS), Lu Lei, Deputy 
Administrator of the State Administration of Foreign Exchange (SAFE), 
Wang Xin, Director-General of the Research Bureau of the People’s Bank of 
China (PBC), Liang Hong, Director of the Institute of Innovation and Industry 
Studies at Hillhouse Capital, and Liu Xiaochun, Vice President of Shanghai 
Finance Institute among others. 
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Release China’s New Advantage of the 
Super-Large Market

Abstract: China will face three major changes in the domestic and international environment 
that have important implications for its economic and financial development during the 14th 
Five-Year Plan period: firstly, its demographic dividend and the advantage of low labor cost 
are diminishing; secondly, it no longer enjoys the “latecomer’s advantage”; thirdly, its relatively 
favorable external environment is undergoing profound changes. Against this backdrop, it’s 
imperative that China explores and unleashes the new advantage of a super-large market. 
To this end, the Report proposes several policy suggestions: First, intensify investments in 
human capital, increase the proportion of high-skilled professionals, and accelerate to foster 
a pension system that accommodates China’s socio-economic conditions; second, expand 
the middle-income group and boost the domestic consumer market; third, build a long-term 
mechanism to support the development of private businesses; fourth, make China’s financial 
system more compatible and coordinated with its high-quality economic development; fifth, 
inject impetus into the reform of real estate finance to promote the sound development of the 
real estate sector in the long run; sixth, promote financial openness at a higher level and seek 
win-win cooperation with other countries to cope with the increasingly complex and challeng-
ing international environment; seventh, maintain financial stability and guard the bottom line 
of preventing against systematic risks.

The meeting of the Standing Committee of the Political Bureau of the Communist Party 
of China (CPC) Central Committee held on May 14, 2020 stressed the importance of 
further deepening the supply-side structural reform and giving full play to China’s ad-
vantage of a super-large market and potential domestic demand to foster a new “dual 
circulation” development pattern in which domestic and foreign markets can boost 
each other. On May 23, Chinese President Xi Jinping underscored the need to gradually 
form a “dual circulation” development pattern in which domestic and foreign markets 
boost each other, with the domestic market as the mainstay, fostering new strengths 
for China in international cooperation and competition under the new circumstances. 
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He made the remarks at a joint panel discussion attended by members of the Chinese 
People’s Political Consultative Conference (CPPCC) from the economic community. This 
is an important strategic choice amid China’s economic development against global 
economic restructuring, an essential condition for the country to build a new pattern of 
high-level and institutional openness, and a fundamental guarantee underpinning sta-
ble and sound economic development during the 14th Five-Year Plan period.

China will face three major changes in the domestic and international environment 
that have important implications for its economic and financial development during 
the 14th Five-Year Plan period:

Firstly, China’s demographic dividend and the advantage of low labor cost are dimin-
ishing. Since 2014, China’s working age population has been shrinking year by year. It 
now accounts for 71 percent of the country’s total population, down from 74.5 percent 
in 2010. As surplus rural labor is near to be depleted, growth in the number of migrant 
workers has continued to slow in recent years to almost zero at present. China is losing 
its traditional advantage of “demographic dividend”, while worse still, the mounting 
pressure of population ageing and urbanization of rural migrant workers would even 
lead to a “demographic liability” in the future.

Secondly, the country no longer enjoys the “latecomer’s advantage”. With the continu-
ous development of in the past four decades, many of the industries in China are now 
equipped with world-leading technologies, with some of them having in fact attained a 
leading position. Under such circumstances, achieving economic development by drawing 
on the experiences of other countries has become increasingly difficult, and China has to 
pursue innovation-driven growth through independent research and development.

Thirdly, China’s relatively favorable external environment is undergoing profound chang-
es. Amid the rise of anti-globalization, populism, and trade protectionism, the world econ-
omy may face long-term stagnation, and escalation of China-US rivalry and confrontation 
is becoming increasingly inevitable. The prolonged and complicated COVID-19 pandemic 
has further exacerbated the reshaping of the international landscape.

China’s new advantage of a super-large market is a comprehensive and systematic con-
cept with rich connotations. The market here covers many submarkets including that 
of labor, consumption, industry, innovation, finance, logistics, and real estates, among 
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others. It includes the commodity market, the service market, and the factor market. It 
involves both the real economy and the virtual economy. The “super-large” scale of the 
market is not merely measured by whether several of its submarkets rank among the 
largest ones of their kinds in the world; more importantly, the key basis for this claim is 
that it is a unified, nationwide market, and an expansive market that can exert a signifi-
cant impact on the global market and strongly support both China’s internal circulation 
and its dual circulation. It’s safe to say that the Chinese market at such a large scale is 
one-of-a-kind in the world. However, despite that this new advantage houses immense 
potential, there remain many obstacles and challenges to give it full play. China needs 
to deepen reforms, further opening-up, and roll out a series of policy measures. Only 
with these endeavors can the country achieve its goal to forge the new development 
pattern of “dual circulation”.

The connotations of China’s new advantage of a super-large market

During the 14th Five-Year Plan period, in the face of more complex and challenging 
situations at home and abroad as its traditional advantages fade away, the Chinese 
economy needs to tap into and further unleash the potential of its new advantage of a 
super-large market. To be specific, this new advantage has five basic connotations:

(1) A new generation of large numbers of young and middle-aged population

During the 14th Five-Year Plan period, the advantage of the new generation of young 
and middle-aged population will further stand out in China. The country’s super-large 
population is a precondition for the new advantage of a super-large market to come 
into play. As of the end of 2019, the total population of mainland China was 1.40005 
billion, accounting for 18.4 percent of the global population. In comparison, among 
major economies, the population of the United States is about 327 million, while the 
European Union has a population of 513 million, and the population of Japan and ASE-
AN are 127 million and 654 million, respectively. China’s super-large population means 
that the country has the largest pool of labor force in the world. It has a working age 
population of 992 million, accounting for one-fifth of the world’s total working age 
population and exceeding the combined working age population of the United States, 
the European Union, and Japan, which are 214 million, 331 million, and 76 million, 
respectively. Although China’s working age population has been shrinking since 2014 
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with lower birth rates, the country will still boast the world’s largest pool of high-qual-
ity labor resources for a long time to come - the number of young and middle-aged 
people aged 20-50 (that is, the post-80s, the post-90s, and the post-00s) in the country 
is expected to reach 612 million by 2030, of which 390 million will age between 20 
and 40 (that is, the post-90s and the post-00s). Growing up during a time featuring rap-
id economic growth, these demographic groups are well educated, and they are among 
the first generations to witness the emergence and boom of the Internet economy and 
other new economic trends. They are becoming a dynamic new force in various sectors 
and industries, and are continuously injecting new momentum into China’s economic 
development. With these new generations, China enjoys a greater reserve of high-qual-
ity human capital, and the creativity and international competitiveness of the Chinese 
economy are bound to grow.

In a long-term perspective, demographic structural change is one of the most import-
ant factors shaping the savings ratio. Although China’s savings ratiohas been falling 
from its height of 52.3 percent in 2008, its current level of 46 percent is still much 
higher than the world average of 20 percent and higher than other high-saving East 
Asian economies. According to the World Bank’s classification, China is an upper-mid-
dle-income country; yet, its savings rate is 14 percentage points higher than the av-
erage of upper-middle-income countries (32.2 percent in 2018). The relatively high 
saving will remain to be a positive factor for the country’s long-term economic devel-
opment.

(2) A super-large consumer market

China’s advantage of a super-large consumer market will be further strengthened 
during the 14th Five-Year Plan period. In 2019, China’s total retail sales of consumer 
goods reached 41.16 trillion yuan, or 5.97 trillion U.S. dollars according to the RMB to 
USD average exchange rate of 1:6.9 at 2019, surpassing the United States’ total retail 
sales of 5.46 trillion U.S. dollars1 to become the world’s largest consumer market. In the 
same year, the total amount of social logistics in China reached 298 trillion yuan, while 
the country’s cargo turnover totaled 19.4045 trillion ton-kilometers2, and its daily ex-

1　  Source: Statista database
2　  Source: The National Development and Reform Commission and the Ministry of Transport of China



- 8 -

press delivery volume reached 260 million items.

Behind the macro figures are more specific and vivid cases and stories at the micro level. 
In recent years, China has become the largest consumer country in an increasing number 
of industries. For example, it has become the world’s largest market in the consumption of 
big-ticket items such as cars and houses. A total of 25.75 million cars were sold in China in 
2019, accounting for 28.5 percent of the global total, and much higher than North Ameri-
ca’s number of 20.87 million and Europe’s number of 19.7 million3. In the same year, China’s 
commercial housing sales reached 15.97 trillion yuan, and houses with an aggregate floor 
area of 1.716 billion square meters4 were sold. During the Spring Festival and other nation-
al holidays, hundreds of millions of people travel across the country, which shows China’s 
super-large passenger transportation demand, as well as the extreme complexity and the 
high carrying capacity of its domestic transportation system. Taking the 2019 Spring Festi-
val as an example5. During this period, a total of 2.98 billion passengers travelled by railway, 
highway, ship and airplane in China, with a total of 23 days recording a daily number of 
passengers travelling by railway of over 10 million. Beijing, Shanghai, and Guangzhou all 
rank among the top five cities in the world in terms of subway passenger traffic, having the 
busiest subway systems in the world. In 2019, the average daily passenger flow of Beijing 
subway lines on weekdays exceeded 12 million, and the maximum daily passenger flow 
reached 13.27 million. The average daily passenger flow of Shanghai and Guangzhou sub-
ways stood at 10.63 million and 9.07 million6, respectively. In terms of both cross-border 
outbound tourists and cross-border spending, China is the largest contributor to the global 
market. In 2019, 6.006 billion Chinese people travelled within the country, while 155 million 
travelled abroad7. According to the 2019 McKinsey China Luxury Report, Chinese consumers 
at home and abroad spent 770 billion yuan on luxury items in 2018, accounting for a third 
of the global total; China contributed to more than half the global growth in luxury spend-
ing between 2012 and 2018. In addition, China’s crude oil consumption reached 14.51 mil-
lion barrels per day in 2019, or 14.4 percent of the global total, basically equivalent to the 

3　  Source: http://www.qpzone.com.cn/sdjd/2561.html
4　  Source: National Bureau of Statistics
5　  The 2019 Spring Festival transport data is used as the 2020 Spring Festival transport data 
is subject to the extraordinary impact of the COVID-19 pandemic. Source: http://www.gov.cn/
shuju/2019-03/01/content_5369667.htm
6　  Source: Official websites of Beijing Subway, Shanghai Metro, and Guangzhou Metro.
7　  Source: Ministry of Culture and Tourism
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oil consumption in Europe8. With an oil import dependency of 70 percent, China is now the 
world’s largest oil importer. 

The rapid growth of its middle-income population is an important reason for China’s 
growing consumption. Its rapid economic growth over more than four decades of re-
form and opening up has produced a large middle-income population with relatively 
high spending power. Today, the country has more than 400 million middle-income 
earners9. Based on the same standard (a family of three, earning an annual income of 
100,000 to 500,000 yuan), the size of the middle class in the European Union, the Unit-
ed States, and Japan are approximately 210 million, 100 million, and 85 million, respec-
tively. In other words, the size of the middle class in China is roughly equivalent to the 
combined size of the middle class in the European Union, the United States, and Japan 
if the same standard is applied10. According to the estimation of the Academic Center 
for Chinese Economic Practice and Thinking at Tsinghua University, China’s middle-in-
come population could double to around 800 million by 203511.

In terms of macroeconomic structure, the shift from an investment-driven growth mod-
el to a consumption-driven one is also a significant feature of the Chinese economy 
today and in the future. The macro structure of expenditure in China has long been 
characterized by low consumption, high savings, and high investments, with the coun-
try’s household consumption rate dropping from 53 percent in the early 1980s to 35.6 
percent in 2010, a decrease of 17.4 percentage points, while the overall consumption 
rate in the national economy dropped from over 65 percent in the early 1980s to its 
trough of 48.5 percent in 201012. Although the consumption rate has gradually recov-
ered since 2011, it remains low. In 2018, China’s household consumption accounted 
for only 39.4 percent of its GDP, and its total consumption rate was only 54.3 percent. 

8  Source: https://www.eia.gov/outlooks/steo/pdf/steo_full.pdf
9  Source: http://www.stats.gov.cn/tjsj/sjjd/201901/t20190121_1645944.html
10  Source: China’s Macroeconomic Analysis and Forecast (June 2019), Academic Center 
for Chinese Economic Practice and Thinking, Tsinghua University
11  Source: China’s Macroeconomic Analysis and Forecast (June 2019), Academic Center 
for Chinese Economic Practice and Thinking, Tsinghua University
12  Source: Feng Xuming. The Essence of Expanding Consumption Lies in Promoting Labor 
Income Growth and Expanding the Size of Middle-Income Population. See ce.cn for details: 
http://www.ce.cn/xwzx/gnsz/gdxw/202003/23/t20200323_34543569.shtml



- 10 -

Both figures were lower than those of developed countries such as the United States, 
Japan, and Germany, and also lower than emerging market economies such as India and 
Brazil; in fact, they are lower than those of any other major economy around the world. 
This means that there is still room for growth in China’s consumption rate in the 14th 
Five-Year Plan period.

Figure 1: Household consumption rate and total consumption rate of representative coun-
tries (2018)

Source: Data for China from WIND; data for other countries from World Bank’s WDI da-
tabase.

(3) Large-scale technological innovation and adoption of new technologies

China’s super-large market will nurture more new technologies and extensive appli-
cation scenarios, an advantage that will further stand out during the 14th Five-Year 
Plan period. This advantage will be quite evident as we see more vibrant technological 
innovation and venture capital investments. Firstly, a super-large market means higher 
possibilities for new technologies to emerge. Population base and economic strength 
are the two basic factors that affect technological innovation. Under the assumption 
of random innovation, the larger the population base, the higher the level of economic 
development, and the greater the number of people engaged in scientific research and 
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development, the more likely there will be new inventions and technologies to emerge. 
As more innovations come out, they will also be shared widely across the whole mar-
ket. It makes sense to calculate the total amount of R&D investments without the need 
to place too much emphasis on the proportion of R&D investment in total investment 
of each organization carrying out R&D activities. China’s per capita GDP of about 
10,000 US dollars at 2019 is much lower than the developed countries, but the total 
scale of China’s public products, including large-scale scientific research equipment, is 
comparable to countries with a per capita GDP of more than 30,000 US dollars. China’s 
R&D investment has continued to increase in recent years. It was equivalent to 2.19 
percent of the country’s GDP in 2019, up from 0.89 percent in 200013. The outline of 
the 13th Five-Year Plan listed “intensity of research and development investment” as 
a quantitative target for the country’s socio-economic development. Although China’s 
current level of R&D investment is still lower than that of major developed countries 
(for example, in 2018, the proportion of R&D investment in GDP was 2.83 percent in 
the United States, 3.26 percent in Japan, 3.13 percent in Germany, and 2.40 percent in 
OECD countries on average)14, in terms of the absolute amount of investment, China’s 
R&D expenditure in 2019 totaled 2.1737 trillion yuan15, which ranked second in the 
world, second only to the United States. In addition, globally, innovation-driven cities 
often emerge in places with concentrated human resources and high levels of eco-
nomic development, such as the Silicon Valley in the United States, Shenzhen in China, 
and Bangalore in India. The development of these cities is mainly driven by innovation 
factors such as technology, knowledge, human resources, culture, and favorable institu-
tions and systems. These cities also drive the development of their surrounding areas, 
and thus help foster innovation-driven regional economies. Each of these cities plays a 
significant role in leading and promoting high-end innovation of the entire country.

The number of patent applications and the number of high-quality scientific papers 
published are important indicators to measure the level of scientific and technological 
innovation in a country. According to the World Intellectual Property Organization, a to-

13　  Source: Statistical Communiqués of the People's Republic of China on National Economic 
and Social Development
14　  Source: OECD
15　 Source: Statistical Communiqué of the People's Republic of China on 2019 National 
Economic and Social Development
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tal of 265,800 PCT applications were filed in 2019 across the world16, and Chinese ap-
plicants were the leading filers with 58,990 applications, overtaking the United States 
for the first time. In the fields of digital communications, computer technology, and au-
dio-visual technology, China takes a leading position in terms of the number of patents. 
In 2018, China published 599,386 scientific papers, ranking behind the United States 
(683,003), but far surpassing the United Kingdom (211,710) and Germany (180,608), 
which ranked third and fourth, respectively17. If we look at the number of citations the 
papers received, the gap between China and the United States further widened, but 
China still ranked second. In terms of the Nature Index, which represents the number 
of high-quality papers published, China’s score in 2019 was 17,724, which was also far 
behind the United States’ 28,330, but much higher than that of Germany, the United 
Kingdom and Japan which followed.

Secondly, a super-large market also offers broader space, richer application scenarios 
and more opportunities of trial and error for the commercialization of new technolo-
gies. Most technologies have the characteristics of “economies of scale” - the average 
cost will decrease with the increase in the output or the number of users within a cer-
tain range. This is clearly reflected in manufacturing and the modern service industry. 
In manufacturing, China’s huge market demand has created a favorable environment 
for the mass production and technological iteration of new energy vehicles. For this 
reason, Tesla and other electric vehicle makers are inclined to set up factories in Chi-
na. In the service industry, China’s Internet user population of 1.2 billion and monthly 
active mobile Internet users of more than 1.1 billion have created a favorable climate 
for the development, trial and error, and rapid growth of various computer and mobile 
applications, which led to not only the birth of Chinese Internet giants such as Alibaba 
and Tencent, but also the emergence of a new generation of innovative mobile Inter-
net leaders such as ByteDance in the global arena. A super-large unified market can 
accommodate more large-scale competitors, reducing the possibilities of monopolies, 
and such a market is also conducive to enhancing the international competitiveness of 
businesses. It promotes the construction of innovative cities and a complete set of sup-
porting facilities, and also provides sufficient space for the development and testing 

16　  PCT (Patent Cooperation Treaty) is an international cooperation treaty in the field of 
patents.
17　  Source: Scimago
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of “Plan Bs” for high-tech equipment. Internet technology giants generally implement 
technology “Plan Bs”, based on their massive manpower and capital investment, profit 
support from other products and a wide range of business application scenarios. It is 
difficult for an economy with a small market size and economic volume to engage in 
the research and development of technology “Plan Bs”.

Data shows that the focus of the global venture capital market has been gradually 
shifting to the East Asian and Southeast Asian economies with China at the center in 
recent years. According to the Tech Unicorn Report 2019 jointly release by Deloitte and 
CVINFO, as of June 2019, there were 452 unicorns globally, 180 of them from China, 
179 from the United States, which demonstrated that China had become one of the 
most active markets housing the most promising technological startups in the world. 
In the first half of 2019, domestic venture capital funds in China raised 39.168 billion 
U.S. dollars, exceeding the amount of 37.051 billion U.S. dollars raised by U.S. venture 
capital funds. China also surpassed the United States in the number and scale of in-
vestment and financing activities conducted during 2015 and 2018.18

Figure 2: Number of PCT applications filed by representative countries in 2019

Source: Official website of World Intellectual Property Organization

18　  Source: Comparison of the Venture Capital Markets in China and the United States in the 
First Half of 2019, China Venture Institute
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Figure 3: The Nature Index scores of representative countries in 2019

Source: Official website of Nature

(4) A super-large financial market

China’s super-large financial market will further develop and grow during the 14th 
Five-Year Plan period, as will its ability to serve the real economy. Starting from almost 
scratch, China’s financial market has developed from a simple-structured one to a com-
prehensive one with complete functions over the more than four decades of reform 
and opening up, playing a key role in the country’s rapid economic growth. Financial 
competitiveness is an important part of a country’s comprehensive national competi-
tiveness.

Judging from the historical experience of countries around the world, the development 
of the financial market is a double-edged sword, and the relationship between finan-
cial market expansion and the development of the real economy needs to be viewed 
comprehensively and dialectically. Excessive financial development or a diversion of 
financial resources away from the real economy to the virtual economy will inevitably 
affect the development of the real economy, and in the event of a financial crisis, it will 
deal even larger blows. In contrast, coordinated development of finance and the real 
economy can convert savings into investment with the highest efficiency and promote 
consumption expansion, with finance and the real economy interacting positively and 
developing in tandem. In particular, a higher proportion of equity financing will help 
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lower the macro leverage ratio and improving the balance sheets of the business sec-
tor. The United States has the world’s largest and most developed financial market. Its 
stock market capitalization and bond market balance are equivalent to more than 400 
percent of its GDP, which plays a vital role in supporting its strong economic, military, 
and technological strengths. China’s financial market has the potential to become a su-
per-large financial market, mainly in four aspects.

Firstly, the size of China’s financial market has ranked among the top in the world. As of 
the end of 2019, RMB credit balance exceeded 150 trillion yuan, ranking number one in 
the world; the country’s stock market capitalization exceeded 60 trillion yuan, while the 
custody balance of its bond market was nearly 100 trillion yuan, both ranking second in 
the world.

Secondly, China’s financial market has a large investor base with diverse structures. For 
example, as of the end of 2019, investors in the A-share market totaled 159,752,400, an 
increase of 9.04 percent year-on-year, and 99.76 percent of them were individual inves-
tors. The number of institutional investors in the A-share market has continued to grow 
after years of development, and a diversified and multi-level landscape for the com-
petition and cooperation between institutional investors has gradually taken shape, 
featuring various participants including public funds, insurance funds, social security 
funds, asset management institutions, and QFII, among others.

Thirdly, with the expansion of the middle-income group and an increasingly aged pop-
ulation, the household sector’s demands for asset allocation and wealth management 
continue to grow. As household income grows, wealth management demands and asset 
allocation will also undergo important changes.

Fourthly, as a result of the pandemic’s blow, overseas funds show increasing demands 
to step up their investments in Chinese financial assets. China was the first to emerge 
from the pandemic and restore its economy, and its financial market has remained 
rather resilient and vibrant. In other parts of the world, however, COVID-19 continues 
to spread, and the unlimited quantitative easing policy with no bottom-line adopted by 
many countries has exhausted the policy effectiveness, while the zero or even negative 
interest rate has greatly reduced the return on financial assets. This highlights the se-
curity, robustness, and profitability of Chinese financial assets in comparison. In the first 
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half of the year, over 110 billion yuan of funds flowed into the mainland Chinese stock 
market from the Hong Kong market, a year-on-year increase of more than 20 percent, 
demonstrating the rising demands of foreign institutions to invest in Chinese financial 
assets.

(5) The opportunity of regional convergence 

The regional convergence effect within China’s super-large market will further mani-
fest during the 14th Five-Year Plan period. China has a vast territory and a large pop-
ulation, and faces unbalanced and insufficient development. This poses a problem and 
challenge in terms of economic and financial development, but at the same time, it of-
fers potential and opportunities for sustainable development. The large regional gaps 
within China’s super-large market provide potential, possibilities, resilience and vitality 
for sustained economic development. This is the unique advantage of a super-large 
economy, unmatched by any other economy in the world. China has 24 metropolitan 
areas with a population of more than 10 million19. Metropolitan circles and city clus-
ters can serve as the main spatial carriers for the factors of development, while large 
regional gaps create the possibilities for industrial transfer, gradient development, and 
the establishment of a complete economic system. With the decline of institutional 
costs and transaction costs, some of the central and western regions in China are fully 
equipped to accommodate industries transferred from the eastern region, providing the 
Chinese economy with greater flexibilities in the event of external shocks. Although 
large regional gaps do not naturally promote growth, the differences between regions 
in terms of potential growth rates and resource allocation efficiencies would inject 
strong stimulus into the regions to improve their economic strengths, to compete and 
cooperate with each other, and to complement each other’s advantages. Regions with 
high potential growth rates can achieve faster growth, greater productivity improve-
ment, and allocate resources in a more balanced and effective way, thus providing a 
steady momentum driving the economic development of the entire country. Meanwhile, 

19　  According to statistics from the 21st Century Economic Research Institute, as of the 
end of 2019, there were 24 metropolitan areas with a population of over 10 million in China, 
namely the Shanghai, Beijing, Shenzhen, Guangzhou, Suzhou-Wuxi-Changzhou, Tianjin, 
Nanjing, Chengdu, Hangzhou, Chongqing, Wuhan, Changsha-Zhuzhou-Xiangtan, Zhengzhou, 
Xi'an, Xiamen-Quanzhou-Zhangzhou, Hefei, Qingdao, Jinan, Ningbo, Shijiazhuang, Harbin, 
Shenyang, Nanchang, and Changji Metropolitan Areas.
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the regional development gaps within the super-large market can also produce a 
hedging effect. Developed provinces and cities can offer assistance to the underdevel-
oped others, and the labor force in the latter can also move to the developed regions 
for higher income. This helps the Chinese economy as a whole effectively avoid falling 
into the middle-income trap. This could be difficult for small economies.

It should be pointed out that the convergence effect of less developed regions catch-
ing up with developed regions does not naturally exist, nor does it mean that the less 
developed regions have greater development potentials. Regions at different devel-
opment levels are endowed with different advantages and have different potential 
growth rates. Accurately discovering their unique regional advantages and unleashing 
their growth potential is the prerequisite for the less developed regions to achieve 
convergence effects. The development experience of different provinces in the past 
two decades shows that some less developed regions have achieved rapid catch-up, 
while some others remain stagnated or have fallen even further behind. There are 
many reasons behind the widened regional gaps, but the catch-up potential of the less 
developed regions and the convergence effects cannot be denied. The key is to create 
conditions to accurately explore and unleash each region’s unique growth potential.

The three cities with the highest GDP per capita in China in 2019 were Beijing (23,800 
U.S. dollars), Shanghai (22,800 U.S. dollars), and Jiangsu (17,900 U.S. dollars). The three 
provinces with the lowest per capita GDP were Gansu (4,800 U.S. dollars), Heilongjiang 
(5,200 U.S. dollars), and Guangxi (6,200 U.S. dollars), lagging behind lower middle-in-
come countries such as Colombia, Libya, and Peru. There were only 10 provinces in 
China whose per capita GDP exceeded the national average of 10,000 U.S. dollars, ac-
counting for one third of all Chinese provinces. Gansu’s GDP per capita was the lowest 
among the provinces and it was only one-fifth that of Beijing. Financial development 
and distribution of financial resources also vary greatly across regions. Bank loans, 
bond financing, and equity financing are the three major financing sources of the real 
economy. The province with the most bank loans and equity financing in 2019 was 
Guangdong, and the bank loans and equity financing of one-third of all Chinese prov-
inces were less than one-tenth that of Guangdong. Beijing recorded the largest bond 
financing scale in the same year, which exceeded the sum of that of all provinces rank-
ing bottom 14 in per capita GDP. Since the listed company community in one region 
basically brings together all the leading businesses across various sectors, the number 
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and market capitalization of listed companies can to a certain extent reflect the com-
petitiveness of the regional economy. Among the over 3,800 A-share listed companies 
across the country, Guangdong, Zhejiang, and Jiangsu are homes to 649, 470, and 442, 
respectively, accounting for 40 percent of the total, while there are 12 provinces with 
fewer than 50 listed companies. If overseas listings are taken into account, the in-
ter-provincial differences will be even greater.

Figure 4: GDP and GDP per capita of provinces across China in 2019

Source: Official websites of provincial/municipality/district statistics bureaus

Figure 5: Differences among Chinese provinces in terms of credit, bonds, equity financing, 
and the number of listed companies
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Sources: Figures for the three financing channels are the incremental social financing 
and sub-items in each region as announced by the People’s Bank of China; the data on 
number of listed companies is from Wind, taken from the increase in loans, corporate 
bonds, and equity financing of each province in 2019; data on the number of listed 
companies is as of the end of April 2020. The province with the highest value for each 
item is represented with 1, and the data for the remaining provinces is their respective 
proportion of the highest province.

Large regional differences add to China’s growth potential. When less developed re-
gions strive to catch up with developed regions and narrow regional gaps, this is in it-
self a process of unleashing economic growth potential, upgrading industrial structures, 
and boosting domestic trade. Take the neighboring provinces of Anhui and Jiangsu as 
examples. Anhui’s per capita GDP was only equivalent to 37.9 percent of Jiangsu’s in 
2010. The proportion grew by nearly 10 percentage points to 47.4 percent in 2019, with 
Anhui’s economic aggregate ranking in the country rising from the 14th to the 10th.

The super-large market and its opening-up

The opening-up advantage of China’s super-large market will be further brought into 
play during the 14th Five-Year Plan period, creating a more favorable environment to 
promote the “dual circulation”. The super-large market is not a closed domestic mar-
ket, but an open, inclusive, and international market, an important part of the global 
market. In recent years, with continuous pursuit of higher level of opening up, China 
has balanced the development of its imports and exports, and coordinated its use of 
foreign capital and outbound investments, thus forming a virtuous cycle that can pro-
vide huge possibilities in facilitating large-scale global trade in goods and services, 
cross-border capital flows, and China’s active integration into the global supply chains. 
China’s super-large market has promoted the orderly and free flow of international and 
domestic factors, and the deep integration of the market, which could inject vitalities 
into the new development pattern of “dual circulation”.

(1) With rapid growth in imports and exports of goods and services during the past 
two decades, China has emerged as an important force in economic globalization

Since its accession to the WTO in 2001, China has been increasingly integrated with the 
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global economy, ranking as the world’s largest exporter and second largest importer for 
many consecutive years. Statistics show that China’s total imports and exports of goods 
and services during 1980 and 2019 reached 56.72 trillion U.S. dollars. The proportion 
of China’s general trade in global exports continues to rise, and products with the high-
est export values include machinery and equipment, textile yarns, fabrics, garments, 
motors and generators, and integrated circuits. Total imports have also been increasing, 
with the main imported products being crude oil, agricultural products, automobiles, 
ore, and steel. There are more than 230 countries and regions that trade with China, 
and many of them and China are each other’s important trading partners. In the first 
half of 2020, even under the impact of the pandemic, China’s exports and imports fell 
by only 3.0 percent and 3.3 percent, respectively, while its exports and imports in June 
bounced back by 4.3 percent and 6.2 percent. China’s large-scale cross-border trade 
in goods and services underpinned by its super-large market has strongly supported 
the country’s efforts to establish an open world economy and drive global economic 
growth.

Figure 6: China’s imports and exports of goods and services from 1980 to 2019

Source: Wind

(2) Facilitate large-scale cross-border capital flows, promoting the orderly and free 
flow of international and domestic economic factors

Since its reform and opening up, China has attracted a large number of foreign busi-
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nesses and an influx of inbound foreign investments, enabling it to rapidly form an in-
ternational production network for its manufacturing supply chain. Even amid the glob-
al investment downturn in recent years, China has maintained its place as the world’s 
second largest recipient of foreign investments. According to the National Bureau of 
Statistics, since 2001, China’s actual use of foreign capital has reached 1.8 trillion U.S. 
dollars, with the investments coming from a total of 179 countries and regions. As of 
the end of 2019, the cumulative number of foreign-funded businesses established in 
China exceeded 1 million, and the number of newly established foreign-funded busi-
nesses in the year totaled a record high of 41,000. China’s high-tech industry, in partic-
ular, saw a 25.6 percent increase in the amount of foreign investments it attracted in 
2019; to be specific, foreign investments in China’s high-tech service industry increased 
by 44.3 percent, while those in the scientific research and technological service indus-
try rose by 68.4 percent. In the first half of this year, when global cross-border invest-
ment was hit hard, China’s actual use of foreign capital was 472.2 billion yuan, a slight 
drop of 1.3 percent year-on-year, while actual U.S. investment in China increased by 6 
percent year-on-year. At the same time, China attaches great importance to stepping 
up its outbound investments in a coordinated way. According to the 2018 Statistical 
Bulletin of China’s Outward Foreign Direct Investment, by the end of 2018, the flow 
and outstanding amount of China’s outbound foreign direct investment ranked among 
the top three in the world, and the country had invested in 188 countries and regions 
around the globe across various industries. In the second half of 2020, China’s direct 
investments in 159 countries and regions around the world totaled 51.5 billion U.S. 
dollars, a slight decrease of 0.7 percent year-on-year, of which total direct investments 
in countries along the “Belt and Road” Initiative was 8.12 billion U.S. dollars, a year-on-
year increase of 19.4 percent. Chinese companies investing abroad have made import-
ant contributions to local tax revenue and employment, delivering win-win benefits. 
By absorbing and allocating global resources, promoting the synergetic and comple-
mentary development of global investments and domestic industries, and enhancing 
the ability to integrate and utilize global resources, such investments have accelerated 
the technological progress and industrial upgrading of China’s manufacturing sector, 
and fostered supply chains featuring more vibrant innovations and higher value added 
through open cooperation. In terms of cross-border fund movements in the financial 
market, China’s capital account liberalization has been picking up pace. As of the end of 
2019, domestic RMB financial assets held by foreign institutions and individuals totaled 
6.41 trillion yuan, more than two-thirds of which were invested in China’s stock and 
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bond markets. In 2019, the total turnover of the Shanghai/Shenzhen-Hong Kong Stock 
Connect reached 9.76 trillion yuan. As of July 10, 2020, net fund inflow to the A-share 
market through the Shanghai/Shenzhen-Hong Kong Stock Connect in the year had ex-
ceeded 170 billion yuan. As of the end of June, overseas institutions held as much as 2.19 
trillion yuan of RMB bonds, an increase of 82.9 billion yuan over the end of May and a 
significant year-on-year rise of 33.48 percent.

(3) The super-large consumer market is a “ballast stone” and “booster” for the “dual 
circulation” of the Chinese economy

The United States, Europe and other countries have been engaged in “re-industrializa-
tion” in recent years, and the COVID-19 pandemic has further accelerated the restruc-
turing of the global supply chain. However, the trend of globalization is irreversible. The 
Internet and digital technology have become the biggest drivers of globalization and 
are bound to push it to a higher level; meanwhile, businesses will always be consumer 
demand-oriented, a law that will never change, and that’s why China’s growing domes-
tic consumer market will only become increasingly attractive to foreign investors and 
businesses, and the global supply chain cannot be “decoupled” from China. This ballast 
effect is not only particularly prominent in traditional industries such as automobiles, 
iron ore, and consumer goods, but has also begun to play a role in high-tech fields such 
as electronic products, semiconductors, and new energy vehicles in recent years. This 
advantage of a huge consumer market not only makes China the cornerstone of the 
restructuring of the global supply chain, but also a “booster” for fostering the compet-
itiveness of its own supply chain. In the past, China tapped into its super-large con-
sumer market to establish strong international competitiveness in the supply chains of 
various sectors including the real estate, home appliances, personal computers, mobile 
phones, among others; going forward, since the economies of scale is a marked feature 
of many highly promising sectors such as Internet services, chip manufacturing, big 
data, and artificial intelligence, this “booster” effect will become even more prominent.

(4) A complete manufacturing system promotes China’s active integration into the 
global supply chain, and reinforces and improves China’s position in the interna-
tional division of production

In recent years, China’s manufacturing industry has continued to grow in scale, and its 



OVERVIEW OF THE 2020 
JINGSHAN REPORT

- 23 -

share of the added value of the global manufacturing industry has further increased. 
China has become the country with the most complete manufacturing system in the 
world, with all types of industries as categorized by the United Nations. Its comprehen-
sive supply chains and the strong supporting capabilities of its upstream and down-
stream industries have enhanced its resilience and flexibility in coping with external 
shocks. Under the impact of the pandemic, China quickly restored its production capaci-
ty, especially that for protective equipment such as masks, protective clothing, and ven-
tilators which are directly related to pandemic containment. With the strong production 
capacities, China not only met its domestic needs, but also provided timely support to 
other countries, giving strong backing to the global fight against the pandemic. China 
has become an indispensable center of the global supply chain. In the meantime, China 
also creates huge demands for other countries along the global supply chain. Its own 
supply chain has many flaws, including instabilities, weaknesses, and insecurities; in 
particular, it is highly dependent on imports of resource products and high value-added 
parts and equipment, and it needs to be further integrated into the international econ-
omy, and continuously replenish, solidify, and strengthen its supply chains. It needs to 
“bring in” as well as “go out”, striking a balance between attracting foreign investments 
and stepping up outbound investments, and deeply engage in global economic invest-
ment and financing activities, as it strives to foster new advantages in international 
cooperation and competition under the new circumstances.

(5) Large-scale innovation and application of new technologies will accelerate the 
integration of China’s domestic and international markets

The new generation of technological innovations and the applications of technologies 
in industrial development are most observed in information technology sectors such 
as Internet services, big data, and artificial intelligence. Unlike traditional commodities, 
these new innovations and applications transcend geographical boundaries, speeding 
up the integration of domestic and international markets, which inject stronger impe-
tus into China’s “dual circulation” drive. For example, underpinned by the advantage of 
the super-large-scale application scenarios at home, China’s mobile payment technol-
ogy has enjoyed increasing presence overseas. It is now applied in the retail business 
in many countries, with increasingly diversified payment scenarios; as a result, the 
technology has become a bridge connecting global merchants with Chinese customers, 
greatly facilitating global cross-border trade. At the same time, the cross-border in-
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formation exchange, data transmission, fund clearing and collection services involved 
in the application of these technologies also require all relevant countries to work 
together and formulate rules to regulate business development. This further spurs the 
renewal and upgrade of technological innovation and applications of new technologies 
in industrial development.

(6) The advantage of China’s super-large financial market helps improve the allo-
cation of resources from home and abroad

The COVID-19 has dealt long-standing blows to the global economy, and the economic 
and financial systems of major economies will suffer long-term uncertainties. With the 
United States, Europe, and Japan, among others, slashing their interest rates to zero or 
even lower, loose monetary policy and low or even negative interest rates will be irre-
versible global trends. However, China has maintained a conventional and prudent mon-
etary policy. Compared with major developed economies, its interest rate has been kept 
at a normal level, and the spread between RMB and foreign currencies has increased. The 
advantages of RMB assets are set to become more outstanding, and there will be great-
er demands from foreign investors to invest in Chinese financial assets. The continuous 
two-way opening of China’s financial market has facilitated the participation of foreign 
investors, and having a super-large financial market also means that China can absorb 
enough foreign funds. At the same time, against the backdrop of loose monetary policy 
and low interest rates globally, external liquidity is expected to remain abundant, and 
funds may return to emerging markets, while China’s non-reserve financial accounts con-
tinue to show a net inflow of funds. Chinese financial institutions and funds will also ven-
ture abroad, leading to in-depth mutual integration and enhanced coupling effects; be-
sides, higher cost of financial decoupling and sanctions will also facilitate China’s efforts 
in building a new development pattern of “dual circulation”. The entry of more foreign 
institutions and funds into the Chinese financial market will raise the awareness among 
market participants to follow rules and regulations, thus promoting the rule of law in the 
market, driving the development of modern service industries such as rating, consulting, 
accounting and auditing, expanding the capacity and depth of the financial market, and 
improving the market pricing mechanism and its efficiency, which will play an important 
role in attracting more foreign companies to China. These will help ensure that the finan-
cial sector better serves the real economy, and maintains and improves China’s position 
in the international supply chain.
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Obstacles and challenges in the transformation of super-large market 
potential into reality 

The new advantage of the super-large market offers immense potential, but a set of 
conditions are required to transform it into practical advantages and give it full play, 
and China faces some obstacles and challenges in this regard.

(1) The ageing population  and the rising real estate prices would jointly restrict China 
from giving full play to the advantage of its young and middle-aged population

China’s population ageing pressure will increase during the 14th Five-Year Plan period. 
Firstly, the proportion of working age population in China has been declining. The size 
of its working age population has been shrinking year by year since 2014, and they now 
account for 71 percent of the country’s population, down from 74.5 percent in 2010. 
Secondly, its age dependency ratio (the number of people aged 0-19 and over the age 
of 65 years relative to number of people aged 20-64 years) has been rising. It was 49.6 
percent in 2015, and according to United Nations data, it is projected to rise to 54.2 
percent in 2020, and to 69.1 percent in 2035. This means that the number of depen-
dent children and elderly people per 100 working age people will increase by about 15 
in the next 15 years. Thirdly, changes in the demographic structure will trigger macro-
economic restructuring. Barring changes in other conditions, the ageing of the popula-
tion will increase the consumption rate while reducing the savings rate and the invest-
ment rate of a country. During the 14th Five-Year Plan period, China’s total savings rate 
and household savings rate are expected to display a downward trend, and the decline 
in savings rates will inhibit fixed asset investments and economic growth to a certain 
extent. Fourthly, the advent of the ageing era may also trigger certain social issues, 
such as difficulties in old-age care, medical burden, imbalances in pension insurance 
accounts, and mounting real estate price risks amid generational transformation in the 
population.

Real estate prices have risen sharply in the past decade or so, causing a dramatic re-
distribution effect. Relatively speaking, those who have their own houses benefit, while 
those who do not suffer; early buyers benefit, while those who buy later or do not buy 
at all suffer. The weak public housing financial system and the underdeveloped real 
estate financial services and tools have aggravated the contradiction between financial 
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supply management and the development needs of the real estate industry, and the 
contradiction between supporting reasonable home purchases and rental and prevent-
ing against market risks. High housing prices have begun to restrict the flow of young 
and middle-aged people from rural to urban areas, and from small towns to large and 
medium-sized cities, thereby stemming economic growth momentum and social vitali-
ty. There is a structural imbalance between real estate supply and demand, as first- and 
second-tier cities with large populations and limited land see high land and housing 
prices, while third- and fourth-tier cities face a surplus of housing. The rural popula-
tion is shrinking while the urban population is growing, and those who move to the 
cities have no house to live in, while rural houses are left vacant and fail to generate 
property income. In addition, the high housing prices, rents and mortgage debts have 
increased the burden on the young and middle-aged population, inhibiting immediate 
consumption and aggravating anxieties. The fact that some do not have to work and 
can support themselves simply with rental income while others fail to save enough for 
a home despite decades of hard work is exerting an impact on the perception of the 
value of work and distorting the career choices of the younger generation to a certain 
extent.

Figure 7: Change in the size of the working age population

Source: National Bureau of Statistics
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Figure 8: Change in China’s age dependency ratio (%)

Source: United Nations World Population Prospects

(2) Low compensations and structural undersupply of labor have jointly restricted 
the unleashing of the potential of China’s super-large consumer market

From the demand side, the most fundamental reason for China’s low consumption rate 
is the low share of remuneration distributed to its labor force, with limited income and 
spending capacity widely observed among the majority of its ordinary working people. 
In 2019, China’s total GDP reached 99.1 trillion yuan, with a per capita GDP of 70,892 
yuan; however, the national per capita disposable income was only 30,733 yuan, or 43.4 
percent of the per capita GDP, of which, the per capita disposable income of urban res-
idents was 42,359 yuan, and that of rural residents was only 16,021 yuan. Only 21,559 
yuan or 70.1 percent of the national per capita disposable income of 30,733 yuan actu-
ally translated into final consumption.

From the supply side, due to certain institutional barriers and insufficient market devel-
opment, there are still a large number of areas in China with strong demand but lack 
of supply, which limits the growth of its consumer market. These areas include medical 
services, elderly care, housekeeping services, medium- and high-quality property ser-
vices, child care and education, and cultural industries. These supply-demand imbal-
ances arise not because of complicated technological barriers, but mainly because of 
institutional and policy barriers. It is necessary to deepen reforms, release the country’s 
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stock of factor resources, and undertake new and more effective production activities 
by optimizing the allocation of factors. The process of market-oriented reallocation of 
factor resources will in a short time generate huge market demand and supply, bring-
ing about realistic economic growth.

Market friction caused by factors such as transaction and administrative costs is also 
a reason why China has not fully unleashed the potential of its super-large consumer 
market. Firstly, logistics costs remain relatively high. The ratio of China’s total social 
logistics costs to GDP was 14.7 percent in 2019, which was relatively high compared 
with other countries despite having declined over the years. The main reason for this is 
that road transportation accounts for a large proportion in the country’s freight struc-
ture. Measures such as reducing tolls, strengthening the interconnectivity among ports, 
railways and roads, and making warehousing logistics more intelligent can help keep 
down logistics costs. Secondly, the social credit system is not yet sound. There is a lack 
of credit awareness among some of the market participants, and false capital injec-
tions, fraudulent loan and insurance applications, and payment delays are still rampant, 
while credit defaults occur frequently. All these have elevated the transaction costs 
of the entire economy to a certain extent. In the service industries such as healthcare, 
early childhood education, extracurricular training courses for primary and secondary 
school students, tourism, catering and accommodation, the mechanism for quality con-
trol and monitoring is not robust, leading to transaction disputes and safety incidents 
from time to time, which have negative influences on consumer experience. Thirdly, the 
low administrative efficiency of some local governments has also intensified market 
frictions. Some local government departments are inefficient and slack in providing 
due support for the public and businesses, and people can find it very difficult to get 
things done when they need the help of local governments. Some local government 
officials lack market awareness, and some new officials refuse to deal with issues left 
behind by their predecessors or make frequent changes to the policies, reneging on the 
commitments that they made to attract investment in the first place and shirking their 
responsibilities in an about-face from their earlier enthusiasm, which seriously damage 
the local business environment.

(3) Lack of independent innovation capacity hinders the roles that the large-scale 
application of technologies in industrial development can play
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China is facing significant challenges in technological innovation. In the current inter-
national division of labor, China’s high-tech industry still mainly engages in the pro-
cessing business. Design of core components and high-end precision equipment remain 
a bottleneck for the country, and it is heavily dependent on imports for some key parts 
and components. There is still a shortage of high-skilled tech professionals in China. 
According to the Ministry of Human Resources and Social Security, skilled workers only 
account for 19 percent of the country’s total labor force, and high-skilled professionals 
account for less than 6 percent. According to data from 21st Century Business Herald, 
senior technicians account for 40 percent of Japan’s industrial workers, and the propor-
tion is 50 percent in Germany. In the field of integrated circuits, there are nearly half 
a million graduates from engineering universities in China each year, but chip design 
companies in the country still have to hire a large number of professionals and tech-
nicians from overseas. In addition, China also needs to step up efforts to create sound 
soft environment that is innovation- and development-friendly.

(4) The unbalanced structure of China’s financial system does not cater to innova-
tions in the super-large economy and its high-quality development

China’s financial structure is unbalanced. Its financial sector cannot provide sufficient 
support for emerging industries and growth companies. The proportion of bank loans 
and indirect financing is too high, whereas that of equity financing is too low. Its large 
banking industry cannot effectively support emerging industries and growth compa-
nies that, despite being technology- and knowledge-intensive, lack collaterals because 
of their asset-light nature, and its service efficiency is low. The Chinese capital market 
is not wide or deep enough to accommodate emerging industries. Worryingly, private 
equity and venture capital investments tend to be short-term, while the role played by 
government-led funds in supporting technological innovations and startups has been 
very limited. The “first mile” and “last mile” of technological innovation and its commer-
cialization are severe bottlenecks, and the risk and benefit sharing mechanism remains 
incomplete.

China’s derivatives market provides insufficient support for the real economy. If we look 
at the presence of the real economy in the derivatives market, more than 92 percent 
of the world’s top 500 companies tap into the derivatives market to step aside risks, 
whereas only 8.5 percent of Chinese listed companies do so.
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Diversified, multi-level and intelligent financial products and services are necessary 
for Chinese households to reap higher financial property income. A mature super-large 
financial market can effectively convert household savings into investment by effec-
tively matching returns and risks, creating a virtuous circle between finance and the 
real economy, and between households and the corporate sector. In fact, for a long 
time, China has seen at the same time abundant funds held by its household sector and 
limited varieties of investable assets available. Most Chinese households’ investment 
portfolios are real estate-dominated, and the proportion of financial asset investments 
is relatively low, with that of risky assets such as stocks and funds even lower. Accord-
ing to data from the People’s Bank of China, the proportion of financial assets in the 
investment portfolio of the household sector in China in 2019 was 20.4 percent, 22.1 
percentage points lower than that in the United States, whereas the proportion of 
houses was 59.1 percent, 28.5 percentage points higher than in the United States. In 
terms of investments in financial assets, bank wealth management and asset manage-
ment products and trusts accounted for 26.6 percent, bank fixed deposits accounted 
for 22.4 percent, cash and current deposits accounted for 16.7 percent, and assets with 
higher risks such as stocks and funds accounted for only 6.4 percent and 6.6 percent, 
respectively. This mismatch between financing demands and investment choices direct-
ly stems the efficiency and potential of China’s super-large market.

China also needs to continue to press ahead with the two-way opening up of its fi-
nancial market. Although China’s financial opening up has accelerated significantly in 
recent years, it still lags behind the pace of the opening up of its real economy, and this 
has also suppressed the potential of its super-large financial market. At present, foreign 
holdings of Chinese stocks account for less than 5 percent, and foreign holdings of 
Chinese bonds account for less than 4 percent; RMB accounts for less than 3 percent in 
global reserve assets; foreign banks account for less than 2 percent in China’s banking 
sector. Greater financial openness will promote China’s financial reform, improve its fi-
nancial ecology and financial services, help enhance the level of corporate governance 
and risk control, and strengthen the international competitiveness of China’s financial 
industry.

(5) Gaps of business environment between domestic and the developed world hin-
der China from giving full play to the advantage of its super-large market



OVERVIEW OF THE 2020 
JINGSHAN REPORT

- 31 -

China’s business environment has improved significantly in recent years, and it is in-
creasingly recognized in the global community. However, there is still a long way to 
go before China can forge a fully international, rule-of-law-based business climate. 
Unbalanced regional development remains an outstanding problem in the Chinese 
economy, with big gaps between central and western China and eastern China and 
enlarging south-north disparities. Although some cities have picked up pace to catch 
up, with strong momentums of convergence, there remain obstacles stemming the flow 
of factors and industrial transfer across regions. Protectionism prevails in some parts 
of China, and some of the industrial policies and competition policies are not fully im-
plemented, while some local governments even impose improper administrative inter-
ventions on cross-regional mergers and acquisitions and investment and financing ac-
tivities. Some regions still face bottlenecks in building a sound business environment 
in terms of taxation, land use, logistics, government-related affairs and public services, 
among other aspects, while private businesses and small, medium-sized and micro en-
terprises still struggle to survive and thrive, with limited vitalities and motivations for 
innovation.

In the meantime, the growing anti-globalization sentiment is posing severe challenges 
in China’s endeavor to give full play to the advantage of its super-large market. Despite 
having a complete super-large manufacturing system and high total import and export 
volumes, China’s status in the global value and supply chains remains low. China inte-
grates into the global production, trade, and distribution network by embedding itself 
into the global supply chain through outsourced manufacturing, outsourced assembly, 
OEM, and cross-border procurement, among others, and is thus in the low-end and 
low-value-added links of the global value chain. The undercurrents of de-globalization 
and “de-sinicization” have dealt new blows to the global supply chain, and as a result, 
China faces more instabilities and uncertainties amid the restructuring of the global 
value chain. The 14th Five-Year Plan period will be a critical time for a new wave of 
technological revolution and industrial transformation. With continuous breakthroughs 
in new technologies, new industries, and new models, the competitions in technological 
innovation and industrial transformation will become more intense, and global political 
and economic rivalries will bring greater complexities and uncertainties. Taking hold of 
the important 14th Five-Year Plan period is vital for China to consolidate and give full 
play to the advantage of its super-large market, accelerate its industrial transformation 
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and upgrading, and reinforce and enhance its position in the global supply chain.

(6) Potential financial risks pose new challenges to China in its efforts to give full 
play to the advantage of its super-large market

The 14th Five-Year Plan period will see further exposure of financial risks that have 
accumulated in China over a long period of time, and it will also be a critical period 
for the country to cope with new risks brought about by changes in the international 
environment and the impact of the COVID-19 pandemic. China’s macro leverage ratio 
continues to rise, and the debt burden of its real economy has increased. Households 
face greater housing and consumer loan repayment pressure, and banks are facing 
mounting credit risks. Affected by multiple factors at home and abroad, China’s finan-
cial market is seeing greater volatilities and exchange rate and liquidity risks, while 
risks in the real estate sector still prevail. Globally, financial fragilities and incidents 
of “cross-infection” of cross-border risks have increased, and the probability of global 
financial crises such as debt crises, currency crises, banking crises, and stock market 
crises has also surged. China shoulders the arduous task of preventing against import-
ed risks as it opens up wider to the global economy. With the rapid development of 
digital economy and digital finance, the hidden dangers of financial risks triggered by 
technological risks have mounted up, and the risks from the integration of industry and 
finance and cross-industry operations are giving rise to potential systematic financial 
risks. All these factors have important implications on the stable development of the 
Chinese economy. Finance is a double-edged sword. In the absence of sound risk pre-
vention, it can have extremely adverse effects on the advantage of China’s super-large 
market.
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Policy suggestions

To unleash the potential new advantage of China’s super-large market and transform 
it into tangible economic benefits so as to spur the new development pattern of “dual 
circulation”, the Report hereby proposes the following policy suggestions:

(1) Intensify investments in human capital, increase the proportion of high-skilled 
professionals, and accelerate to foster a pension system that accommodates Chi-
na’s socio-economic conditions

To fully tap into and unleash the potential of its new generation of young and mid-
dle-aged population and proactively cope with the challenge of an ageing population, 
China should, first of all, continue to step up human capital investments, deepen educa-
tional reforms, introduce preferential support policies to encourage teenagers to study 
and explore basic sciences such as mathematics, physics, chemistry and biology, and 
create a favorable social environment with incentives for basic theoretical research. 
China should also roll out elite professional training projects, and enhance vocation-
al education and skill training to improve the knowledge, skill and capabilities of its 
workforce and forge a pool of high-quality, diversified, and competitive human capital. 
Secondly, the country needs to work to ensure that houses are for its people to live in, 
not for speculation, and solve the social problems caused by the sharp fluctuations in 
housing prices, while guiding its young generation to choose their careers rationally. 
In particular, excessively high housing prices will affect the development of the man-
ufacturing industry, reducing the supply chain clustering effect, increasing cost pres-
sures, and disrupting flows of the young and middle-aged population. Moreover, China 
needs to step up fostering a pension system that accommodates its socio-economic 
conditions, continuously improve its social security system for both urban and rural res-
idents, increase basic pension insurance and basic medical insurance, in order to pro-
vide stronger support for the Chinese people. It’s imperative that China transforms the 
pay-as-you-go pension system to one based on pension fund accumulation, increase 
the coverage of the “second pillar” while stepping up building the “third pillar”, in order 
to vitalize pension investments, reduce the burden on the business sector, increase 
personal returns and the amount of pensions in individual accounts, and prepare the 
young and middle-age generation financially for their old-age care. It is necessary to 
build a multi-level, diversified and reasonably structured elderly care service system 
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that brings together and gives due play to all relevant parties including households, lo-
cal communities, hospitals, public elderly care institutions and commercial elderly care 
institutions.

(2) Expand the middle-income group and further boost the domestic consumer 
market

The proportion of labor remuneration in GDP should be appropriately increased to en-
sure that labor income grows in tandem with economic and productivity development. 
Starting from the 14th Five-Year Plan period, China should strive to double the size of 
its middle-income population from the current 400 million to about 800 million over 
the next three Five-Year Plan periods. On top of the market-based primary income dis-
tribution, China should improve its redistribution adjustment mechanism with various 
means including taxation, social security, and transfer payments, so as to prevent in-
come and wealth inequality from aggravation. Special attention should be paid to en-
suring equal opportunities in childbirth, education, employment, etc., to improve verti-
cal social mobility and alleviate social stratification. China needs to build a normalized 
mechanism for poverty alleviation: increase human capital investments in low-income 
groups to improve their education and development, and provide subsidies and special 
transfer payment support for low-income families and special groups in need to boost 
their spending.

China also needs to promote a new type of urbanization, work to foster metropolitan 
circles and city clusters that can accommodate massive rural migrant population, and 
accelerate the integration of industrial economy and the urbanization process at the 
county level. It is necessary to further press ahead with the rural revitalization strategy, 
promote its agriculture sector to realize appropriate scale operation in a step-by-step 
manner, increase agricultural productivity, and increase farmers’ collective land prop-
erty income. It is also important to diversify the rural economy by supporting entrepre-
neurship and innovation among those who return or move to rural areas. It is necessary 
to step up public service expenditures, ensure equal access to public services, and 
encourage government purchases of services provided by market entities. China needs 
to boost the development of consumer finance as appropriate to stimulate household 
spending.
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It is necessary to boost supplies in undersupplied sectors such as medical care, elderly 
care, housekeeping, property management, early childhood education, culture, tourism 
and recreation. To this end, efforts are needed to promptly remove institutional barriers 
and promote market-oriented allocation of labor, capital and other factor resources. In 
addition, China needs to encourage entrepreneurship to play a bigger role in driving 
employment in various ways including introducing pilot programs, and extensively 
carry out entrepreneurship training in childcare, elderly care, housekeeping, tourism, 
e-commerce, among other fields. It is also important to improve the quality and com-
petitiveness of Chinese goods and services across the board, enhance quality manage-
ment, improve consumer spending environment, and accelerate to improve the stan-
dard system of the service industry. To better meet consumer demands, it is necessary 
to improve urban and rural logistics infrastructures, build an integrated supply network 
covering both rural and urban areas across the country, optimize the geographical 
structure of supplies, make goods and services more accessible for county-level and 
rural residents and improve their spending experience, while reducing social logistics 
costs. China should also accelerate the commercialization of next-generation infor-
mation technologies such as 5G, big data, cloud computing, and the Internet of Things 
(IoT) in the field of consumer spending, work to promote the integration of online and 
offline business models and the development of various new forms of business.

(3) Build a long-term mechanism to support the development of private businesses

China must stick to the principles of ownership neutrality and competitive neutrality 
to ensure that private enterprises and state-owned enterprises are treated equally and 
create a level playing field. The private economy has become an inherent element of 
China’s basic economic system and an important foundation for the socialist market 
economy. It is necessary to improve applicable laws and regulations, amend the Law 
on Promotion of Small and Medium-sized Enterprises, standardize the mechanisms, 
methods and business models related to guarantees of governments at all levels, and 
strictly prohibit government bodies from taking counter-guarantee measures such as 
asking borrowing enterprises to provide collaterals. At the same time, there should be 
laws and regulations on the rights confirmation, circulation, and disposal of collaterals 
such as accounts receivable, intellectual property rights, inventories, and machinery and 
equipment to ensure the confirmability of the rights with regard to the collaterals and 
that the collaterals are assessable and available for circulation. Considering the im-
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portant position and role of private businesses in China’s socio-economic development, 
it is recommended that a Law on Promotion of Private Businesses is formulated to 
stabilize the expectations of private entrepreneurs, vitalize private businesses, and pro-
mote the growth of private investments. However, considering that this suggested Law 
could have many overlaps with the Law on Promotion of Small and Medium-sized En-
terprises, it’s therefore advised that lawmakers focus mainly on stipulations with regard 
to the neutrality of ownership, the neutrality of competition, and the protection and 
inheritance of private entrepreneurs’ properties. It’s also recommended to abolish the 
judicial rules that distinguish market entities according to their ownerships, and those 
that provide unequal protection for private businesses, with special attention paid to 
addressing the problems of illegal seizure and freezing of private business properties, 
and incorporate a series of policy documents and requirements of the central Chinese 
government and the State Council into related laws and regulations.

Moreover, it’s suggested to build close and clean government-business relations, im-
prove the functions of local governments, deepen reform to further delegate power, 
streamline administration and optimize government services across all departments, 
and reduce direct administrative intervention in the development of private businesses. 
It’s improper to put up specific requirements on the pace of development, scale or in-
dustry selection of private enterprises. Redundant administrative examinations, approv-
als and filings should be further reduced, while all necessary administrative procedures 
must be clearly defined and openly announced. Supervision standards should be strict, 
consistent and predictable, and economic fluctuations should be no excuse for these 
standards to be randomly altered or compromised. The business environment should 
be continuously improved, and additional transaction fees and market frictions arising 
from administrative costs in economic operations should be minimized.

Financial institutions should update their business concepts and approaches, and take 
supporting the development of private businesses as an important part of their busi-
ness strategies. A new type of bank-business relationship should be developed and 
improved, with both parties choosing relatively stable partners on the basis of full 
competition, enjoying comprehensive and sufficient communication, building mutual 
trust, sharing weal and woe, and carrying out long-term cooperation. It’s imperative 
to improve the management of credit risks of private businesses. Where the cash flow 
generated from the normal production and business activities of a private enterprise 
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and the value of the collateral it provides meet the requirements for loan approval, 
financial institutions are prohibited from asking the legal representative, controlling 
shareholder, actual controller, directors, supervisors or senior executives of the busi-
ness or their close relatives to provide guarantees. Tools supporting bond financing by 
private businesses should be developed, with credit risk mitigation tools incorporated 
into the risk asset hedging toolkit, and requirements on risk-based capital ratio should 
be appropriately relaxed for commercial banks that use part of the capital to purchase 
credit protection. It is also suggested to give play to diversified financial institutions, 
increase market liquidity, and provide the market with varied risk appetites to realize 
the diversification and transfer of credit risks, develop a pricing method based on the 
calculation of default probability and default recovery rate, and form a market-oriented 
pricing mechanism for credit risk mitigation tools.

In addition, China should encourage its private businesses to improve their modern 
corporate systems and the corporate governance structure, in order to secure effective 
checks and balances for decision-making and coordination of operations. Businesses 
should stay committed to high-quality development, stay away from blind investments, 
improve asset and liability management capabilities, control corporate gearing ratios, 
and prevent against liquidity risks. Based on an improved social credit system, private 
businesses need to operate in strict compliance with laws and regulations and disclose 
all required information accurately to win market trust.

(4) Make China’s financial system more compatible and coordinated with its 
high-quality economic growth

The key to this end is to carry out financial strategic transformation and structural re-
forms necessary for economic transformation and upgrading, and to deepen the finan-
cial supply-side structural reform to build a more equity-based, long-range, diversified, 
internationalized and standardized financial industry. These efforts will help Chinas 
achieve its goal to establish a highly resilient modern financial system with a balanced 
structure that caters to the country’s high-quality economic development.

China needs to vigorously boost its equity market, increase the supply of risk capital, 
and give full play to the financial sector’s role as a catalyst for innovation; continue to 
promote the reform of the registration system for stock issuance, the reform to build a 
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normalized, market-oriented delisting mechanism, and improve the quality of informa-
tion disclosure; deepen financial opening-up, step up the crackdown on illegal activi-
ties in the capital market, and build a standardized, transparent, open, dynamic and re-
silient capital market; improve the tax system for it to better support the development 
of equity financing; encourage long-term institutional investors to engage in venture 
capital and private equity investments; foster patient capitals; encourage financial in-
stitutions to take a long-term perspective and lengthen their activities by providing tax 
incentives, improving long-term financing, giving better play to policy-based finance, 
and optimizing the product maturity structure, among other means.

China needs to actively promote the internationalization of RMB and seize opportuni-
ties to build a global center for RMB financial asset allocation. China needs to strive to 
realize capital account convertibility by the end of the 14th Five-Year Plan period, and 
work to improve the open, unified and inclusive cross-border investment and financing 
system, promote the integration of its financial sector with the global financial market, 
and enhance the service function of RMB as a global public product.

(5) Inject impetus into the reform of real estate finance to promote the sound and 
health development of the real estate sector in the long run

At present, the core issue in real estate finance in China is the balance between finan-
cial supply and financial risks, and the crux lies in the management of asset prices and 
market expectations of them. China has been working to build a long-term mechanism 
for real estate regulation, to prevent against financial risks in the sector, to control the 
level of leverages, to better use the idle real estate assets, and to increase effective 
supplies and form reasonable real estate pricing. Real estate financial reforms must 
serve and respect these endeavors, and in the meantime, follow the development trend 
of the real estate industry and seek to steer the focus of the industry from building new 
houses to better managing and using existing houses, from relatively simple, standard-
ized real estate development to customized, sophisticated and systematic develop-
ment, from merely building houses to establishing diversified real estate management 
platforms, and help transform real estate manufacturers to asset managers. To this end, 
real estate financial reform efforts should center on pursuing sustainable development, 
providing effective services for the real economy and the improvement of people’s live-
lihood, building a multi-level market-oriented real estate financial system, and explor-
ing fresh public finance systems for the real estate sector.
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China needs to promote the development of its real estate securitization market and 
reduce the excessive reliance on bank financing. It should step up implementing pilot 
projects for publicly traded REITs in the field of infrastructure building, explore re-
producible and extendable practices, and improve relevant rules in a timely manner; 
expand the categories of underlying assets in due course, and encourage explorations 
of publicly traded REITs for long-term rental apartments and commercial properties; 
establish standardized real estate equity funds, increase the proportion of equity fi-
nancing, reduce the asset-liability ratio of real estate companies, promote risk isolation 
and effective management of projects, and implement customized income distribution 
plans to better match the risks, benefits, and rights and responsibilities of all related 
parties; improve the professional management capabilities of investment institutions, 
explore asset transformation, urban renewal, business incubation and other high-val-
ue-added business functions, in order to promote the in-depth integration of the real 
estate industry with the real economy and household consumption upgrades.

China needs to explore new real estate financial services, build an effective, inclusive and 
sustainable public financial system, promote the development of the public rental hous-
ing market, and support low- and middle-income households to purchase or rent houses; 
give further play to the role of the government, financial institutions, private businesses 
and other related entities to support low- and middle-income households with reason-
able demands for house purchases – among these players, the government could lend its 
support through various means including providing credit guarantees, interest discounts 
to commercial banks, policy loans, and subsidies for down payments, and it should allow 
banks to issue MBS in the capital market with such mortgage assets while providing 
guarantees with its own credits in order to diversify financing risks. It is necessary to rea-
sonably determine the total scale of lending, and strictly control the qualifications of the 
borrowers and the underlying assets. For the construction of public rental houses, local 
governments should provide free or low-cost land, and the construction can be financed 
by fiscal spending or borrowing. In principle, the built houses will only be for renting, not 
for sales, and the real estate assets will be packaged for refinancing through REIT issu-
ance. This kind of accumulative and sustainable means of financing will help relieve the 
public spending pressure on local governments.

(6) Cope with the increasingly complex and challenging international environment 
by promoting financial openness at a higher level, and seek win-win cooperation 
with other countries
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To this end, it’s imperative that China presses ahead with its financial market reforms. 
It should continue to advance the reform to forge a market-based interest rate regime, 
cultivate its market benchmark interest rate and yield curves, and gradually form a 
market-based interest rate regulation system focusing on maintaining the policy in-
terest rate and the interest rate corridor within due bounds; deepen the reform of the 
RMB exchange rate regime; withdraw from the normalized intervention of the foreign 
exchange market, enhance the flexibility of the RMB exchange rate, so that the ex-
change rate can play its role in promoting the balance of international payments and 
increasing the independence of monetary policymaking; actively promote the mar-
ket-oriented reform of financial institutions, and encourage them to explore diversified 
businesses and pursue specialized, technology-driven, differentiated, and regionalized 
development based on their unique characteristics.

China should optimize the institutions and systems for financial opening. It needs to 
build an open, unified and inclusive cross-border investment and financing system, and 
foster an open, diversified, functional, flexible, and competitive foreign exchange mar-
ket system; establish an international financial center based on RMB financial assets, 
accelerate the opening of high-level onshore markets, and enhance the service func-
tion of RMB as a global public product.

Moreover, China should build a modern financial governance system compatible with 
higher levels of financial opening. It needs to promote the reform of financial super-
vision systems and mechanisms; replace the traditional passive, static supervision on 
all economic activities with more proactive, dynamic, and targeted supervision on key 
economic links, which could help revitalize the financial market; establish a multi-level 
cross-border capital flow macro-regulation system based on an open economy; use 
a variety of countercyclical macro-prudential tools in a coordinated and comprehen-
sive manner to timely pre-adjust and fine-tune cross-border capital flows, focusing on 
preventing against irrational behavior and unilateral depreciation expectations in the 
foreign exchange market, and construct a micro-compliance management framework 
based on the negative list; step up building legal and regulatory systems in key areas 
and a complete legal framework underpinning the sound development of the financial 
system; intensify efforts to construct financial infrastructures and give fintech full play 
in empowering the financial sector.
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(7) Maintain financial stability and guard the bottom line of preventing against 
systematic risks

China should enhance macro-policy coordination and improve the effectiveness of 
macroeconomic control. Policymakers need to pay attention to the coordination be-
tween fiscal and monetary policies, innovate and standardize structural monetary poli-
cy tools, improve the “bi-pillar” policy framework, conduct stress tests of macro- and mi-
cro-prudential policies as appropriate, improve functional supervision and coordinated 
supervision, strengthen supervision of systematically important financial institutions, 
improve the ability of financial institutions to withstand risks, and enhance risk dispos-
al and market exit mechanisms.

It’s also important to step aside and resolve the risks faced by small and medium-sized 
banks, encourage these financial institutions to update their business philosophies, 
replenish their capital, improve corporate governance, strengthen the supervision of 
actual controllers, improve internal compliance and risk control procedures, develop 
digital finance based on their unique conditions, in order to improve their operating 
capabilities and generate greater benefits.

In addition, China should guard against local government debt risks, especially hidden 
debt risks. It’s suggested to establish a standardized debt financing mechanism, control 
the scale of debt financing, select qualified projects in a strict manner, strengthen fi-
nancial disciplines, and improve the efficiency of fund use.

Last but not least, Chinese policymakers need to guard against imported risks, coordi-
nate RMB internationalization, capital account convertibility and reform of the RMB ex-
change rate regime, closely monitor cross-border capital flows, establish an early warn-
ing system, and stay vigilant against volatility spillovers between the domestic and 
the international capital market; build up financial supervision capacity, and enhance 
investor and consumer education; conduct in-depth analysis of the spillover effects of 
China’s super-large market, and design measures to manage them; strengthen cooper-
ation and coordination of international financial supervision, take a firm stand against 
and properly cope with the United States’ long-arm jurisdiction and financial sanctions, 
and prepare in advance for extreme situations.
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