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Abstract: China is setting out on a new journey of building a modern socialist country
in all respects after achieving moderate prosperity. Modern services are an important part

of China's economy, underpinning China's development towards a great modern socialist
country. Globalization, industrial development, urbanization, innovation and income growth
will drive China'’s service sector development. By 2035, the service sector will account
for 60.98% and 59.12% of total value-added and employment, respectively, and labor
productivity in the service sector will rise from 145,500 yuan/person in 2019 to 282,300
yuan/person. The Fifth Plenum of the 19" CPC Central Committee called for “basically
achieving the vision of socialist modernization by 2035.” According to the CPC Central
Committee s overall arrangements for the 2035 vision, we must identify a clear strategic
position and tasks for the development of modern services as a key element of the modern
industrial system, enhance service sector competitiveness, and achieve service sector
modernization. To achieve this strategic goal, we must promote digitalized, intelligent,
platform-based, standardized, and quality-oriented service sector development. We must
give play to the decisive role of the market and the macro-regulatory role of the government
in spurring service innovation, industry integration and clustering, and service sector
reform and openness.
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1. Introduction

According to the Report to the 19" CPC National Congress, we should turn China into a prosperous,
democratic, civilized, harmonious and beautiful modern socialist country by the middle of this century
following a two-step approach after completing the goal of building a moderately prosperous society by
2020. The first step is to basically achieve socialist modernization in 15 years from 2020 to 2035. The
second step is to turn China into a prosperous, democratic, civilized, harmonious and beautiful modern
socialist country in another 15 years from 2035 to the middle of the century. In October 2020, the Fifth
Plenum of the 19" CPC Central Committee enacted the Proposals for Formulating the 14" Five-Year
Plan (FYP) (2021-2025) for National Economic and Social Development and the Long-Range Objectives
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Through the Year 2035. It also identified the targets for China’s social and economic development in
the 14™ FYP period and towards 2035, unveiling a new journey towards socialist modernization in all
respects.

As an important part of the modern industrial system, the service sector occupies a pivotal position
in China’s development into a great modern socialist country. Globally, the service sector tends to make
up a growing share of the economy. In upper-middle-income countries, the service sector accounts for
75% of the economy. Over the past four decades of reform and opening-up, China has seen rapid service
sector growth driven by globalization, industrial development, urbanization, innovation and rising urban
and rural household incomes. The service sector now accounts for 53.9% of China’s GDP, employs
48% of the workforce, makes up over 45% of total household consumption, and employs over 66% of
foreign capital. Growth in service trade, which has become more knowledge- and technology-intensive,
has significantly outpaced growth in processing trade. The service sector has come to the forefront of
China’s economic openness, transforming people’s ways of life and work with new business models, use
cases, and service methods.

Our Party has made a solemn pledge to build a great modern socialist country. To achieve this
goal, we must have a solid modern industrial system, of which the service sector is a vital part. The
service sector accounts for a growing share of the economy and is increasingly integrated into modern
agriculture and advanced manufacturing. A world-class service sector is essential to agricultural and
industrial modernization. This paper forecasts the service sector’s trends in the 14™ FYP period (2021-
2025) and beyond, and puts forth the overall requirements and strategies for China to join the rank of
leading nations for modern services by 2035.

2. China’s Service Sector towards 2035: Forecast of Trends

Academics have employed various methods to forecast service sector development, including the
total production function model, the input-output method, and the trend extrapolation method. This paper
intends to forecast China’s service sector size, share in the economy, employment and labor productivity,
thus shedding light on its future outlook.

2.1 China’s Potential Growth Forecast: Different Views

Forecasting value-added from the service sector is predicated upon an estimate of GDP growth.
Scholars have put forth different forecasts of China’s potential growth rate. Based on comparative GDP
growth rate data of various countries, Xu (2002) extrapolated China’s GDP growth rate to be 6.5% in
2016-2020, 5.5% in 2021-2025, and 5.5% in 2026-2030.

Based on a combination of system dynamics, input-output and econometric models, Li and Li (1999)
estimated China’s annual average economic growth to be 8% in 2000-2010, 6% in 2010-2030, and 4%-
5% in 2030-2050.

According to the Research Group of the Institute of Economics, the Chinese Academy of Social
Sciences (CASS) (2020), China’s potential economic growth rate will inevitably slide amid an increasing
level of development and growing economic base. Their study projected China’s economic growth to
dip from 10.6% in 2010 to 6.1% in 2019. However, China’s economic growth rate will decrease at a
much slower pace in 2020-2029, sliding to 4.82% by 2029. From 2030 to 2035, China’s potential growth
rate will very likely drop to 4.33%, down 1.77 percentage points from 2019. Based on the CGE model
simulation and calibration, Xia and Ni (2019) estimated China’s average annual GDP growth to be 6.4%,
5.8%, 5.3 and 4.8% in the 13", 14", 15" and 16" FYP periods, respectively.

2.2 Forecasts of China’s Economic Growth and Value-Added from Service Sector (2020-2035)
With the COVID-19’s impact taken into account, China’s GDP growth rate for 2020 is estimated to
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be about 2.2%. However, there will be a substantial rebound in GDP growth in 2021, which may reach
somewhere near 7%. The expected sharp increase in GDP growth rate is hard to sustain in 2022, when
the growth rate is assumed to be 5.8% and will start to decrease by 0.13 percentage points in each of the
following years. Hence, China’s annual average GDP growth rate is estimated to be 5.88%, 5.02% and
4.37% for 2021-2025, 2026-2030 and 2031-2035, respectively.

These estimates are slightly different but still close to the forecasts made by other academics
mentioned earlier. Over the past decade, China’s service sector growth has outpaced GDP growth by
about one percentage point on average. Considering that the trend towards a service-based economy is
becoming stable and will not accelerate, we may assume that China’s service sector growth will outpace
GDP growth by 0.8 percentage points over the period 2021-2035. Hence, we may estimate the value-
added from the service sector and its share in total value-added from the economy in this timeframe.

Amid the COVID-19 pandemic, China’s economy has demonstrated strong resilience, becoming
a bright spot in the global economy. In the first three quarters of 2020, China’s GDP growth recovered
from negative growth to 0.7%. For the whole year, China’s growth rate is likely to reach a target of
2.2%. Lockdowns under the pandemic have dealt a heavy blow to the service sector. Yet internet-based
applications have transformed the way services are delivered. Online and contactless services have
largely offset the impact on services delivered at brick-and-mortar venues. In the first three quarters of
2020, value-added from the service sector as a share of China’s GDP increased to 55.39%. That is to say,
we still have reason to assume that China’s service sector growth will continue to outpace GDP growth
by 0.8 percentage points in 2020, i.e. 3% for the whole year. Hence, we may get the forecast data as
shown in Table 1.

Table 1: China’s Economic Growth and Share of Value-Added from Service Sector (2020-2035)

Your | PP | GO | Seinseter | o Cn | i soctr st o har
yuan) of GDP (%)
2019 6.10 99.08 6.90 53.42 53.90
2020 2.20 101.26 3.00 55.02 54.34
2021 7.00 108.34 7.80 59.31 54.75
2022 5.80 114.62 6.60 63.22 55.16
2023 5.67 121.18 6.47 67.31 55.55
2024 5.54 127.66 6.34 71.58 56.07
2025 5.41 134.57 6.21 76.03 56.50
2026 5.28 141.67 6.08 80.65 56.93
2027 5.15 148.97 5.95 85.45 57.36
2028 5.02 156.44 5.82 90.42 57.80
2029 4.89 164.09 5.69 95.57 58.24
2030 4.76 171.91 5.56 100.88 58.68
2031 4.63 179.86 5.43 106.86 58.83
2032 4.50 187.96 5.30 112.00 59.41
2033 437 196.17 5.17 117.79 60.04
2034 4.24 204.45 5.04 123.73 60.52
2035 4.11 212.85 491 129.80 60.98

Note: Data for 2019 are actual values; data for other years are estimated with the benchmark price of 2019.
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2020 2.20 101.26 3.00 55.02 54.34
2021 7.00 108.34 7.80 59.31 54.75
2022 5.80 114.62 6.60 63.22 55.16
2023 5.67 121.18 6.47 67.31 55.55
2024 5.54 127.66 6.34 71.58 56.07
2025 5.41 134.57 6.21 76.03 56.50
2026 5.28 141.67 6.08 80.65 56.93
2027 5.15 148.97 5.95 85.45 57.36
2028 5.02 156.44 5.82 90.42 57.80
2029 4.89 164.09 5.69 95.57 58.24
2030 4.76 171.91 5.56 100.88 58.68
2031 4.63 179.86 5.43 106.86 58.83
2032 4.50 187.96 5.30 112.00 59.41
2033 4.37 196.17 5.17 117.79 60.04
2034 4.24 204.45 5.04 123.73 60.52
2035 4.11 212.85 4.91 129.80 60.98
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Forecast data from Table 1 shows the growing importance of the service sector in China’s economy.
Value-added from the service sector as a share of total value-added from the economy will increase to
60.98%, up 7.08 percentage points from 53.9% in 2019. Compared with the 11th, 12th and 13th FYP
periods, the share of value-added from the service sector increased at a moderate pace but still exceeded
the important threshold of 60% over the period 2020-2035, reaching the average level of upper-middle-
income countries. Characteristics of a “service-based economy era” have become more salient. With a
more dominant role in the economy, the service sector is better-positioned to support industrial transition
and welfare improvement.

2.3 China Service Sector Employment Forecasts (2020-2035)

This paper employs the employment elasticity coefficient to estimate the size of China’s service
sector employment. The employment elasticity coefficient is the ratio between the employment growth
rate and GDP growth rate, i.e. the percentage points of employment growth that can be derived from
each percentage point of GDP growth. A higher employment elasticity coefficient suggests more jobs
that can be created per unit of output, and vice versa. Since reform and opening-up, China’s employment
elasticity coefficient has been on the decrease with high volatility. Compared with the secondary industry
or the economy as a whole, the service sector has a higher employment elasticity. With technology
progress and capital deepening, the service sector will become increasingly knowledge-based and
intelligent.

Xia and Li (2015) found that China’s overall employment elasticity coefficient was 0.1622 and
the service sector employment elasticity coefficient was 0.6696 over the period 1979-2013. According
to our estimate for the period 2014-2019, China’s service sector employment increased by 17.1% in
contrast to a mere 0.28% increase of overall employment growth, and the service sector employment
elasticity coefficient was 0.3063, which far exceed the overall employment elasticity coefficient of 0.0072.
Considering that technological progress and capital deepening substitute more jobs than they create,
we assume that the job elasticity coefficient will continue to decrease after 2020, that the economy’s
overall job elasticity is 0.005, and that the service sector’s employment elasticity is 0.25. Hence, we may
estimate the overall and service sector employment with specific data shown in Table 2.

Based on the above results of estimation, the share of China’s service sector employment is
expected to reach 59.12% by 2035, reaching the level of upper-middle-income developed countries. As
mentioned earlier, the service sector boasts higher employment elasticity and value-added growth rate
than the average levels of the economy as a whole. This forecast is consistent with the global economy’s
employment trend. According to international experience, the service sector will become the largest
employer as GDP per capita increases and urbanization speeds up. In most countries and regions of the
world, the service sector creates far more jobs than does the secondary industry. In upper-middle-income
countries, the service sector often creates two or three times more jobs than does the secondary industry.
In the United States, the service sector accounts for 77% of GDP and employs close to 80% of the total
workforce. China’s service sector employment is likely to be underestimated given the rural workforce’s
diverse forms of employment.

As modern agriculture becomes integrated with industry and in particular, modern services,
multifunctional agriculture is emerging as the key engine of the rural economy. Numerous farmers who
are counted as employed in the primary industry are actually engaged in the tertiary industry such as
rural e-commerce, rural tourism, and bed-and-breakfast services. In this manner, the share of service
sector employment is underestimated. In a nutshell, we should enhance the service sector’s capacity to
create well-paying jobs as more jobs are automated in the primary and secondary.

2.4 Labor Productivity in China’s Service Sector (2020-2035)
The service sector is often regarded as a low-productivity sector subject to the “Baumol’s cost
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Table 2: Projections of China’s Service Sector Employment and Share (2020-2035)

Vear GDP g(r;ov;/th rate "I;(it(';lloe(:)rgileor};g;e;r)lt Servicer ;;cé;r))growth empsleor;rirf;ste(clt(())’rooo Sh;lr; I;)li i]c;l;\:?ir(l:::(ijjtor
’ persons)
2019 6.10 77471 6.90 36721 47.39
2020 2.20 77479 3.00 36996 47.75
2021 7.00 77506 7.80 37717 48.66
2022 5.80 77528 6.60 38339 49.45
2023 5.67 77550 6.47 38959 50.24
2024 5.54 77570 6.34 39576 51.02
2025 5.41 77591 6.21 40190 51.80
2026 5.28 77612 6.03 40796 52.56
2027 5.15 77633 5.90 41398 53.32
2028 5.02 77652 5.717 41995 54.08
2029 4.89 77671 5.64 42587 54.83
2030 4.76 77689 5.51 43174 55.57
2031 4.63 77707 5.33 43749 56.30
2032 4.50 77724 5.20 44317 57.01
2033 437 77741 5.07 44879 57.73
2034 424 77757 4.94 45433 58.43
2035 4.11 77773 4.81 45979 59.12

Note: 2019 data are actual values.

disease.” Yet information and smart technologies have allowed a wide range of services to be delivered
at scale or in a modularized manner. Hence, it is likely that the service sector may become as productive
as the industrial sector. According to the estimate of data in Table 3, China’s service-sector labor
productivity was 145,500 yuan/person in 2019 and 282,300 yuan/person in 2035. Considering the
service sector’s importance to employment and livelihoods, we must maintain a certain proportion
of labor-intensive services. In this context, the projected high growth rate of labor productivity in the
service sector demonstrates the service sector’s role in meeting China’s policy goals to create jobs and
raise efficiency.

3. Strategic Orientation: Towards a Competitive Service-based Economy

According to China’s central leadership’s overall arrangements for the 2035 vision, we must adopt
a forward-looking strategy for modern services. For many straight years, China has ranked the
first in the world in terms of service sector employment and value-added and the second in the
world in terms of trade in services. Despite the heft, however, China still has a long way to go in
modernizing the service sector and making it internationally competitive over the next 15 years from
2021 to 2035.

Given the heterogeneous nature of services and uneven development within the service sector, we
must follow a differentiated approach in discussing the service sector’s development goals and priorities
and take steps to enhance service sector competitiveness.

3.1 Stage 1 (the Year 2021-2025)
In the coming five years, China’s service sector will seek sustainable and quality-oriented
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Table 3: Forecast of China’s Service-Sector Labor Productivity (2020-2035)

e Total workforce Service sector Service sector | Service-sector labor
Year GDP (trillion | Total employment productivity value-added employment | productivity (10,000
yuan) (10,000 persons) (10,000 yuan/ (trillion yuan) | (10,000 persons) yuan/persons)
person)
2019 99.08 77471 12.79 53.42 36721 14.55
2020 101.26 77479 13.81 55.02 36996 14.87
2021 108.34 77506 13.98 59.31 37717 15.73
2022 114.62 77528 14.78 63.22 38339 16.49
2023 121.18 77550 15.62 67.31 38959 17.28
2024 127.66 77570 16.46 71.58 39576 18.09
2025 134.57 77591 17.34 76.03 40190 18.92
2026 141.67 77612 18.25 80.65 40796 19.77
2027 148.97 77633 19.19 85.45 41398 20.64
2028 156.44 77652 20.15 90.42 41995 21.53
2029 164.09 77671 21.12 95.57 42587 22.44
2030 171.91 77689 22.13 100.88 43174 23.37
2031 179.86 77707 23.15 106.86 43749 24.43
2032 187.96 77724 24.18 112.00 44317 25.27
2033 196.17 77741 25.23 117.79 44879 26.25
2034 204.45 77757 2591 123.73 45433 27.23
2035 212.85 77773 27.37 129.80 45979 28.23

Note: Data for 2019 are actual values; data for other years are estimated values based on the 2019 benchmark price.

development. The size and value-added of the service sector will maintain medium-high growth rates,
and service-sector labor productivity will continue to rise. By 2025, China’s service sector is expected to
generate value-added worth 76.03 trillion yuan, accounting for 56.5% of GDP, and create 51.8% of jobs;
service-sector labor productivity will increase from 145,500 yuan/person in 2019 to 189,200 yuan/
person. In this stage, the service sector will play a more dominant role, focusing more on quality
and efficiency. We should promote high-end, professional and technology-intensive producer
services, focusing on modern logistics, finance, R&D, certification and human resources. We should
encourage digital, quality-oriented, refined and diversified consumer services that deliver daily
conveniences to the people. We should prioritize consumer services such as culture, tourism, health
services, elderly care, childcare and property management, giving play to their effects of creating
jobs and improving welfare. We should embrace innovative service business models such as the sharing
economy and platform economy. We should not regulate such new services and business models
in old ways, nor should we follow a completely hands-off approach towards new services that may
engender risks. Instead, we should constantly improve the regulatory environment for the service
sector.

3.2 Stage 2 (the Year 2026-2030)

In this stage, China’s service-based economy will grow at a slower pace but with better quality and
competitiveness thanks to technological progress and a conducive business climate. By 2030, the service
sector is expected to increase labor productivity to 233,700 yuan/person and account for 58.68% and
55.57% of value-added and employment, respectively. However, China’s service sector will continue
to underperform advanced economies. We should promote knowledge-intensive services, transform
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the service sector with digital and intelligent technologies, foster more competitive service entities and
national service-based central cities, and integrate modern services with advanced manufacturing and
agriculture.

3.3 Stage 3 (the Year 2031-2035)

In this stage, China’s service sector is expected to upgrade on all fronts and reach various criteria
for a competitive service-based economy. By 2035, the service sector is projected to generate the value-
added equivalent to 60.98% of GDP, employ 59.12% of the total workforce, and increase its labor
productivity to 282,300 yuan/person. With these achievements, China will join the rank of leading
service-based economies. In this stage, China’s service sector modernization will make substantive steps
forward. We expect a group of technology-intensive service companies to emerge as providers of smart,
green and standardized services. As modern services occupy a greater position in the economy, we
should strive to create a few internationally competitive cities for modern services, including producer
services, and expedite the ascent of producer services up the value chain. Backed by China’s hefty
market demand, we should develop some cities into internationally attractive consumption destinations.

4. Implementation Strategy: Towards a Competitive Service-based Economy

4.1 Promoting Service Sector Innovation

As the fundamental impetus of economic growth, innovation is a key driver of service sector
development and competitiveness. (i) We should strive for technology independence, encourage
fundamental research and applied fundamental research in such fields as bioscience, supercomputing and
quantum science, and implement a public tendering system for critical R&D programs.

(i1) We should create an efficient innovation and R&D commercialization system and encourage
enterprises to co-create innovation consortia with universities and research institutions. We should
encourage enterprises of all sizes and throughout the industrial chain to open and share use cases and
resources and collaborate for innovation. We should extend various financial and fiscal support to help
translate R&D results into productivity.

(iii) We should further deregulate universities and research institutions, grant patent rights of service
inventions to R&D personnel, increase distribution incentives to innovators, and foster a group of
innovative small and medium-sized enterprises (SMEs).

(iv) We should strive to develop new technologies such as big data, the internet of things, mobile
internet, cloud computing and artificial intelligence, integrate manufacturing with downstream and
upstream services, and develop automated, intelligent and sophisticated manufacturing.

4.2 Increasing Synergy between Modern Services and Advanced Manufacturing and Foster an
Integrated Service-Manufacturing Ecosystem

As a trend of modern industrial development, advanced manufacturing is increasingly integrated
with services. In climbing up the global value chain and developing into a great modern socialist country,
China must:

(1) integrate modern services with advanced manufacturing as “twin engines” of industrial
development. We should break through traditional product definitions and statistical classification that
used to separate services from the industry. We should recognize the synergy between services and
industry and modernize our industrial system via service-manufacturing integration.

(i1) Identify market access rules for interdisciplinary sectors arising from industrial integration,
such as e-government, e-commerce, digital culture, the internet of things, and smart devices. These
interdisciplinary sectors often involve multiple regulators. Competent authorities should work together
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to establish explicit policies over market access, regulatory approach, statistical classification and tax
arrangements, avoid excessive government intervention, and create a conducive policy environment for
new business modes and services.

(ii1) We should create a public environment conducive to emerging services arising from industrial
integration. For instance, smart mobility requires real-time traffic and geo-information data made
available by the government; electronic patient records require coordination between health authorities
and hospitals; intellectual property right (IPR) services require open access to IPR database; value-added
telecom services require regulating the monopoly of telco operators. In these areas, we should enact
relevant policies to create a conducive public environment for industrial integration.

4.3 Developing Service Sector Clusters

Modern industries tend to develop in clusters as industrial agglomeration generates synergy and
learning effects and helps form upstream, midstream and downstream industrial chains, giving rise
to industrial competitiveness, control and influence. In the service-based economy, the service sector
has also taken on a trend towards agglomeration. As can be learned from history, urbanization is an
inevitable path in the progress of human society. Most populations and industries reside in cities and
need to access a complete range of consumer and producer services in their vicinity. In all urbanized and
industrialized places, services invariably thrive and reinforce urban and industrial development, forming
a virtuous cycle. For service clusters to take hold, government diktats cannot replace market behaviors.
The government should create a favorable business climate by planning service clusters and enhancing
public information and technology platforms and ICT infrastructure for service clusters or functional
parks.

4.4 Creating World-Class Service-based Cities

Developed countries are known for service-based metropolises cities such as New York, Tokyo,
London, and Paris. In building a competitive service-based economy, China should develop a host of
globally influential service-based cities. China is a large and populous country with uneven development
across regions and cities. For this reason, China’s development of service-based central cities must
follow a differentiated and step-by-step approach. In 2007, the National Urban System Planning (2006-
2020) submitted by the then Ministry of Construction to the State Council put forth the concept of “national
central cities” for the first time. This document defines the concept of “national central cities” as China’s
financial, trade, management and cultural centers, transportation hubs, and gateways for trade and
international cultural exchanges. Hence, “national service-based central cities” should serve as gateways
for China to participate in global service sector competition and provide services in a unified domestic
market. Currently, a few cities such as Beijing, Shanghai, Shenzhen, Guangzhou, Hangzhou, Wuhan and
Chengdu all have the potentials to become globally influential and competitive service-based central
cities.

4.5 Deepening Service Sector Reform and Innovative Openness

A competitive service-based economy is predicated upon an open service sector. Service sector
reform and opening up must focus on the following priorities:

(i) increasing the efficiency of market-based production factor allocation. We should define and
protect property rights, separate ownership rights from contract and operation rights for rural farmland,
forest land and wetland, reform the rural housing plot system by separating ownership rights from
entitlement and use rights, and explore a market-based system for pegged urban and rural land use
quotas. We should classify data as a production factor whose ownership must be assigned. We should
deepen market-based reforms of land, labor force, capital, technology and data. We should create
a unified urban and rural construction land market, reform the household registration system, and
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implement labor market and land market reforms integrating household registration, public services
and land rights. We should develop capital markets with diverse entities and risk-return profiles and
commercialize data as a production factor.

(i1) We should further devolve administrative power, deregulate and enhance government services
to the service sector, implement the market access principle that "whatever is not prohibited should
be allowed," further relax the service sector’s access threshold, and fully implement a negative list for
market entry.

(ii1)) We should break the monopoly in the service sector, paying special attention to the internet-
based platform economy, and stay firmly opposed to the abuse of monopolistic power at the expense of
consumers and fair market competition.

(iv) We should continue to open up the service sector both domestically and internationally. State
and regional monopoly stands in the way of the domestic openness of the service sector. Many profitable
services are run by state-owned enterprises while private capital is barred from market access. The
cross-regional flow of service factors faces various restrictions. We must open up the service sector
domestically by breaking monopoly, earnestly implementing the market access principle of "whatever
is not prohibited should be permitted," reform monopolistic sectors, and abolish unequal treatment to
non-state capital or nonlocal factors. Except otherwise explicitly prohibited, all services should be open
to foreign capital and private capital, and domestic, foreign, local and nonlocal enterprises should be
treated equally.

(v) We should give full play to the role of "digital+" in opening up the service sector. In the era of
the digital economy, digital technologies are becoming ubiquitous in every facet of people’s life and
work. Numerous producer and consumer platforms based on digital technologies keep emerging. The
digital era will witness more dramatic growth in trade in services across borders. Aside from cross-border
deliveries, commercial presence, the flow of natural persons and overseas consumption, a brand-new
business model of digital trade has emerged. The rise of digital trade is underpinned by an organizational
transformation enabled by innovation in the digital economy. Digital trade helps meet people’s growing
needs for a better life and facilitates China’s march towards a competitive service-based economy and a
modern services sector. In our journey towards the 2035 vision, we must put a premium on digital trade
and enhance its strategic position and international competitiveness.
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