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The Value-Added of the Service Sector as a
Percent of GDP: Selected Economies
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Employment of the Service Sector as a Percent

of Total Employment: Selected Economies
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The Shares of China, France, Germany, India, Japan,
the U.K. & the U.S. 1n World Value-Added 1n Manufa.

i The Shares of China, France, Germany, India, Japan, U.K. & the U.S.
in World Value-Added in Manufacturing
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The Ratio of Manufacturing Value-Added to
\ Service Value-Added: Selected Economies
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The Sub-Sectors of the Chinese Service Sector
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We note that many sub-sectors of the Chinese service sector are already open to

foreign service providers.

Wholesale and Retail Trades (Costco, Ikea and Walmart, e-Commerce? Alibaba
and Amazon?)

Transport, Storage and Post (including Communication and Logistics; Foreign
airlines and Federal Express)

Hotels, Restaurants and Catering Services (Ritz-Carlton, McDonald and Starbucks)
Information Transmission, Software and Information Technology (Amazon,
Microsoft and Oracle)

Finance (Goldman Sachs and AIA, Fintech?)

Real Estate

Leasing and Business Services (including Legal Services)

Scientific Research and Technical Services (Artificial Intelligence?)
Environmental Services

Household Services (including Repair and Other Services)

Education

Healthcare and Social Services (including Elderly Care)

Culture, Sports and Entertainment (including Recreation; NBA? Gaming? Horse
Racing?) 8
Public Administration



The Benefits of Opening-Up

¢ Opening-up always increases and never decreases aggregate

welfare because the choice sets are expanded for everyone.

¢ The introduction of new supplies—more competition, lower prices,

higher quality.

¢ The introduction of new demands—bigger market, economies of
scale.

¢ The introduction of new business models, e.g., the European Super
League, the NBA, horse racing (gaming 1s probably unlikely).

¢ As the private wealth of Chinese households rise, they need
diversification and higher returns for their financial investment
portfolios. They may therefore need to consider investing in
overseas markets. The introduction of foreign securities into
Chinese stock markets 1n the form of CDRs (China Depositary
Receipts) can be an interim transitional measure before complete
opening of capital accounts.

9



The Benefits of Opening-Up

¢ There is also the possibility of alternative business models—
for example, instead of selling airplanes, Airbus and Boeing
can establish subsidiaries in China to lease their planes to
Chinese carriers, thus providing a service rather than selling
a good.

¢ For another example, ASML, the Dutch manufacturer of the
advanced EUV lithography machines, can also establish a
subsidiary in China to process wafers on behalf of semi-
conductor manufacturing companies in accordance with their
designs and plans, thus providing just a service and not
manufacturing or selling any goods.

¢ Contract manufacturers are 1n a sense also service providers
to foreign customers. N



The Potential Obstacles and Possible Risks

¢ Some service providers are or may become monopolies and may need

to be regulated.

¢ Some services may be potential Ponzi schemes.

¢ Data security (and lack of mutual trust) can be an 1ssue. (TikTok 1s an
example.)

¢ Some services may lead to potential financial and monetary 1nstability
(e.g., fancy financial derivatives, naked credit-default swap (CDS),
hlgh—speed securities trading (front running), cryptocurrencies).

¢ Some services, such as private cryptocurrencies, including the so-
called “stable coins”, may enable the evasion of capital control and
taxation and other crimes. (However, judicious use of the distributed
ledger (block chain) technology by the Central Bank Digital Currency
(CBDC) can enable the selective and sequential relaxation of capital
control.)

¢ The regulatory agencies must protect domestic consumers and
investors as well as maintain a level playing field for all, domestic,and
foreign.



Concluding Remarks

¢ The value-added of the service sector in China has grown
from 22.5% of its GDP 1n 1980 to its current 57.5%.
However, it 1s unlikely to exceed 65% of Chinese GDP.

¢ China should learn from the U. S. regrets of the out-sourcing
and out-shoring of much of i1ts manufacturing. The
experience of Germany, with a service sector value-added
proportion of around 65% of the economy, 1s a more
sustainable model.

¢ And manufacturing is likely to be able to support a higher
average level of wages than the service sector.

¢ China should proceed with the opening-up of its service

sector, but with appropriate caution.
12
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