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China's Rise, Structural Evolution of Its Neighboring Regions and Its Strategic
Adjustment
Gao Cheng 32

Due to changes in the strength and interests of China, its neighboring regions, and the US have
led to a dual-structure in East Asia that evolves from being mutually beneficial and co-existent to
one centered on competition and mutual exclusion. The engagement between China and US has
shifted from a positive—sum game aimed at relative economic benefits to a zero-sum game
targeted at power competition and relative international influence. Therefore, China’ s relationship
with its neighbors has transformed into an interactive relationship with the US and its alliance
system. The future order in East Asia hinges on the strategic choices of China and the US and
their interactions with regional public interest. Given the changes in the power and interest
structure in its neighboring regions, China should take the initiative to establish a regional
cooperative order that is centered on China’s interest and can be expanded and upgraded in the
future so that it can have an influence that is in line with its growing strength. It is a strategic
requirement for China, which is a major power, to realize national rejuvenation. China is making
its regional strategy more active. In that process, China needs io make efforts to build a regional
order that is centered on its national interest while benefiting its neighbors, so that the three core
concepts of mutual development, open competition and mutual inclusion can be incorporated into
the whole regional strategy framework that has political, security, economic, social and cultural
implications.

Industrial Upgrading Through External Reform and Domestic Opening-up
Yu Miaojie and Wang Binluo 49

The upgrading process has taken place both within and between industries in China. Most of its
enterprises have greatly improved their total factor productivity (TFP) and its export firms have
exported more specialized and differentiated products. Various factors could explain such an
economic evolution, but, no doubt, comparative advantages and increasing returns to scale are the
two essential factors. To ensure it continues its upgrading process and raise corporate TFP in the
2011-20 period, China needs to change its reform and opening—up philosophy, so that its
traditional policy of “domestic reform and opening—up to the outside world” can shift to one of
“external reform and domestic opening-up”. External reform refers to developing new trade
markets and building free trade areas while domestic opening—up refers to liberalization of
domestic factor and product markets to deepen reform and upgrade industrial structure.
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The inherent contradiction borne in the current world economic system is the source of the
frequent occurrence of economic crises. With the rise of the emerging-market economies, such as



