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LABOR SUPPLY AND DEMAND STRUCTURE AND THE
“DUAL CIRCULATION” DEVELOPMENT PATTERN:
Theoretical and Empirical Insights from the Import of Intermediate Goods

WANG Xiaosong' WANG Yanyan' YU Ziling®

(1. School of Economics, Renmin University of China;

2. School of Economics and Management, Northwest University)

Summary: In recent years, China has undergone profound changes in its labor supply and
demand structure, directly impacting production and trade patterns and significantly constraining
the establishment of a new dual circulation development framework centered on domestic circula-
tion. Based on the current context and related research, this paper employs both theoretical and
empirical analyses to examine the influence of China’s labor supply and demand structure on the
dependency of international circulation. It clarifies the long-term path of China’s participation in
international circulation, reveals the supporting forces and underlying logic of constructing the
“dual circulation” development pattern from the perspective of production factors, and provides
valuable insights for addressing bottlenecks in building the “dual circulation” development pat-
tern.

This study focuses on the labor supply-demand gap rate across various Chinese industries. By
investigating the direct, indirect, and heterogeneous effects, as well as the impact of current in-
novation activities and the adoption of artificial intelligence that significantly affect labor, the
findings indicate that the labor supply-demand gap rate within industries significantly increases
the industry’s dependency on external circulation. Specifically, the labor supply-demand gap rate
enhances dependency on external circulation by influencing the proportion of imported intermedi-
ate goods, labor costs, and the overall import ratio within the industry. Furthermore, innova-
tion activities and the adoption of intelligent manufacturing equipment, such as industrial robots,
can partially substitute labor factors, thereby mitigating the impact of an expanding labor supply-
demand gap on dependency on external circulation. Additionally, the widening of the labor sup-
ply-demand gap rate compels high-tech industries to engage in innovative activities, thereby re-
ducing reliance on foreign imported products. Since 2010, the impact of the labor supply-demand
gap rate on dependency on external circulation has intensified, and compared to other sectors, la-
bor-intensive industries are more significantly and profoundly affected by changes in labor supply
and demand in terms of dependency on external circulation.

To achieve sustained economic growth, it is particularly important to timely control the rap-
id increase in dependency on external circulation caused by the expansion of China’s labor supply-
demand gap rate. Based on these findings, the paper proposes several recommendations. Firstly,
establishing a labor “internal circulation and external introduction” mechanism is essential to
strengthen the foundation of social mobility and balance the labor supply-demand gap rate. Sec-
ondly, encouraging technological innovation and accelerating the adoption of intelligent equip-
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ment such as robots can reduce labor demand and address labor shortages in industries. Addition-
ally, facilitating domestic circulation will help weaken the increased dependency on external circu-
lation resulting from higher proportions of imported intermediate goods and overall imports due to
the labor supply-demand gap rate. Lastly, promoting mutual reinforcement between domestic
and international dual circulations is crucial to foster positive interactions with international mar-
kets and reduce reliance on foreign imported products.

Keywords: labor supply-demand gap rate; imported intermediate goods; “dual circulation”

development pattern; labor costs
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