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The Construction of a Modern Economic System in the Context of

High-quality Development: A New Framework
GAO Peiyong DU Chuang LIU Xiahui YUAN Fuhua and TANG Duoduo

( Institute of Economics Chinese Academy of Social Sciences)
Summary: China’s economy is transitioning from a phase of rapid growth to a stage of high-quality development. The
Chinese government states that developing a modern economic system is both a strategic goal and an urgent requirement for
getting smoothly through this critical transition. How should one theoretically interpret the concept of a modern economic
system and the logic behind it? What characteristics of the existing economic system differ from a modern one? What is the
operating mechanism of an economic system? How should one understand Chinas economic development and transformation
since the beginning of the opening up reforms?

Using economic systems as our core concept we establish a new framework to answer these questions. An economic
system is an organic whole consisting of links between the various levels and various fields of social and economic activities.
The concept emphasizes the integrity of the economy. Building a modern economic system does not entail building a
completely new economic system from scratch. Since the initiation of the opening up reforms new interactions and internal
connections have been formed at all levels of China’s social and economic activities. We call China’s current system the
“traditional economic system”. The traditional economic system corresponds to the period of rapid growth that has ended; it
does not meet the requirements of high-quality development. Building a modern economic system can be understood as
transforming the economic system from a traditional economic system to a modern economic system. Placing the concept of
economic systems at the core our framework looks at three disciplines four turns and four mechanisms.

Our framework integrates the methods of the three disciplines of socialist political economy microeconomics and
macroeconomics. An economic system includes four elements: the principal contradiction in a society the resource allocation
mode the industrial system and the growth model. We emphasize that the principal contradiction is a concept from socialist
political economy. A contradiction is the unity of opposites and comes from dialectics. Marxist philosophy argues that
contradictions exist in the development of all things; in the development of complex things there are many contradictions one
of which must be the principal contradiction because it influences and regulates the existence and development of other
contradictions. Appling this to the socio-economic field leads to the concept of the principal contradiction of a society.

The four turns are the characteristic transformations of the four elements from a traditional to a modern economic
system. For the principal contradiction what we now face is the contradiction between unbalanced and inadequate
development and the peoples ever-growing need for a better life. The mode of resource allocation is shifting from
government-ed to market-driven from simple methods ( government policies focused on growth basic market mechanisms)
to complex methods ( government policies focused on public service market mechanisms playing the decisive role) . The
industrial system is shifting from a focus on manufacturing to a focusing on service industries and each industry is shifting
from low-end dominance to middle-to-high-end dominance. The growth model is changing from high-speed to sustainable
growth and from low-quality to high-quality development.

The four operating mechanisms of economic systems reflect the interrelationships between the four turns. Mechanism 1
describes how the nature of the principal contradiction in a society determines the mode of resource allocation. Mechanism
2 looks at how the mode of resource allocation determines the characteristics of the industrial system. Mechanism 3 ensures
the consistency of the industrial system and the economic growth model. Mechanism 4 shows that rapid growth causes the
evolution of the principal contradiction in a society and leads to an endogenous transformation from a traditional economic
system to a modern economic system.

Keywords: Economic System; Principal Contradiction in a Society; Mode of Resource Allocation; Industrial System;
Growth Model
JEL Classification. P20 P30 P51
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