Chapter I11
World Openness Index: Results and Analysis

Based on the theories and methodologies proposed in the previous two chapters,

this chapter measures the openness index of 129 major economies around the world,

and compares and analyzes their openness from such perspectives as openness of

economies, openness of geographic regions, the relationship between openness and

economic development, and the relationship between openness and economic scale.

The openness index measures the data results from 2008 to 2019, and utmost efforts

have been made to enrich indicators of the index and expand sources of data to ensure

the quality of the measurement.

I. World Openness Ranking

Table 3-1 Openness Rankings, 2008-2019: the 40 Most Open Economies
(Sorted by openness index in 2019)
Index
Change
2019 (2018|2017 | 2016 | 2015|2014 | 2013 | 2012|2011 | 2010 | 2009 | 2008 change
of place o
Yo
Singapore 1 1 1 1 1 2 2 2 2 2 2 2 +1 2.5
Germany 2 3 3 3 4 4 4 4 4 4 3 3 +1 3.8
Hong Kong,
4 :
SAR 3 2 2 2 2 3 3 3 3 3 4 4 1 3.4
Ireland 4 4 4 4 6 5 7 7 8 8 9 11 +7 7.3
UK 5 6 5 6 9 7 6 6 5 5 5 5 0 2.2
Switzerland 6 5 6 5 8 6 5 5 6 7 7 10 +4 4.1
The Netherlands | 7 9 8 8 7 9 8 8 7 | 10| 8 8 +1 1.8
France 8 7 9 9 10 | 11 10 | 11 10 | 11 10 9 +1 1.8
Canada 9 8 11 10 | 11 10 9 10 9 9 11 7 -2 1.0
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(Continued)

Index

2019|2018| 2017 | 2016 | 2015 | 2014|2013 | 2012 2011 | 2010| 2009 | 2008 | "% | change
of place %
Malta 101014 |12]12|12]12|12]11]6]|6]6 4 1.0
Italy m| 1| 13]1313]13|13[13[13|13|14]|15| + 2.6
Belgium 121215141514 |14 |15 14| 14|17 16 | +4 2.1
Israel 313161617 16|15 14|15 15|18 | 17| +4 2.6
Korea 14| 15|17 | 19| 22 | 19 | 28 | 36 | 41 | 43 | 50 | 51 | +37 | 114
Cyprus 1516 |28 | 3232|3050 |40 |19 |18 |19 | 19| +4 2.9
Australia 16 | 14 |12 | 11 | 14 | 17 |18 | 21 | 22 | 22 | 25 | 25 | +9 3.8
Sweden 17 |21 |21 | 22|20 | 18|20 |18 |17 |17 |20 | 22| +5 3.0
Spain 18 | 17 |18 | 17|19 |20 |21 |22 20|19 | 22|20 +2 2.7
Czech 19 | 18 | 19 | 20 | 21 |24 | 24 | 23 | 23 | 24 | 26 | 27 | +8 4.1
Luxemburg 20 (31| 7 |15] 5 |8 | 11| 9 |27]23]|15]| 41| +21 7.8
Japan 21 |28 |25 | 26 |16 |15 |16 |16 |12 |12 |12 | 12| -9 1.5
Us 2|07 3|1 1|1 |1]1]|1]|1]| 21 |-178
Austria 23 (20|22 |24 232219191820 |21 |21] -2 2.7
Denmark 24 | 23 |24 | 23 | 24 | 23 | 23 |20 [ 21 | 21 | 24 | 23 | - 3.2
Hungary 25 | 26 | 26 | 21 | 26 | 25 | 26 | 26 | 26 | 27 | 27 | 26 | +I 3.5
Norway 26 |22 (20| 18|18 |21 |17 |17 |16 16|16 | 13| -13 | -0.5
Estonia 27 |25 | 27 | 28 | 27 | 27 | 22 | 24 | 24 | 28 | 29 | 29 | +2 45
New Zealand | 28 | 24 | 23 | 25 | 25 | 26 | 25 | 25 | 25 | 25 | 13 | 14 | -14 | -04
Latvia 20 | 27 | 29 | 27 | 29 | 28 | 29 | 28 | 30 | 31 | 35 | 36 | +7 5.4
Costa Rica 30 | 20 | 31 | 30 | 33 | 59 | 43 | 43 | 43 | 59 | 57 | 58 | +28 | 10.6
Lithuania 31 |30 | 30 | 36 | 50 | 47 | 47 | 52 | 45 | 42 | 39 | 37 | +6 5.1
Finland 32 |32 32|31 |31 29|27 |27 29|29 |28 |28/ -4 2.7
Portugal 33 | 34 | 35 |33 |34 |31 [31 |31 |31 [3]30]|3]| -3 2.9
Uruguay 34 |37 |39 |39 |39 |36 3332353431 |31 -3 2.9
Chile 35 |33 | 36 | 40 | 37 |37 |36 |33 |28 |26 |23 | 18| -17 | -07
Nigaragua 36 | 36 | 38 | 37 | 36 | 44 | 42 | 41 | 42 | 39 | 40 | 40 | +4 4.7
Macao, SAR 37 |40 | 43 | 48 | 47 | 42 | 44 | 50 | 44 | 44 | 46 | 48 | +1 5.9
Panama 38 | 38 | 34 | 35|30 |35 |37 (37|34 363634 -4 2.6
Peru 39 | 35 | 37 | 47 | 46 | 53 | 49 | 49 | 51 | 61 | 58 | 60 | +21 8.7
China 40 | 42 | 41 | 42 | 43 | 43 | 45 | 47 | 53 | 58 | 61 | 62 | +22 9.6

Note: 1. Countries with black bold names are G20 members; the same applies thereafter if not specified
otherwise.
2. For complete table of index of openness rankings of 129 129 economies, see Apendix 1.
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I1. Openness Analysis

1. Global openness and that of major economies

1.1 Mega-trend of global openness

From 2008 to 2019, the World Openness Index had been fluctuating between 0.74
and 0.78, showing an overall trend of volatility and decline, dropping by 3.98% to 0.748
from 0.779. In 2008, the index was the highest hit the lowest level in 2018. In 2013,
2014 and 2019, it rose slightly from the previous year.
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Figure 3-1 World Openness Index, 2008-2019
Note: The World Openness Index is the weighted average of the openness index readings of 129
economies based on their 2010 constant price GDP share.

1.2 Most open and least open economies in the world

The 10 most open economies are all developed economies. In 2019, the top ten
economies in terms of openness index are Singapore, Germany, Hong Kong, SAR,
Ireland, the United Kingdom, Switzerland, the Netherlands, France, Canada, and Malta.
With the exception of Ireland, which replaced the United States, the remaining nine
economies were also among the top ten most open economies in 2008. The weighted
openness index of the ten most open economies was 0.8217 in 2019, down by 5.97%
compared with that in 2008, which shows a weakening trend of their openness during

this period.
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Table 3-2 The 20 Most Open Economies, 2008 and 2019
Rank Economy Opem;(;slsgindex, Economy Opem;:]sossindex,
1 Singapore 0.8646 United States 0.9328
2 Germany 0.8552 Singapore 0.8438
3 Hong Kong, SAR 0.8503 Germany 0.8243
4 Ireland 0.8371 Hong Kong, SAR 0.8221
5 United Kingdom 0.8171 United Kingdom 0.7998
6 Switzerland 0.8133 Malta 0.7921
7 Netherlands 0.7997 Canada 0.7874
8 France 0.7986 Netherlands 0.7856
9 Canada 0.7953 France 0.7848
10 Malta 0.7838 Switzerland 0.7814
11 Italy 0.7814 Ireland 0.7802
12 Belgium 0.7777 Japan 0.7782
13 Israel 0.7772 Norway 0.7666
14 Korea 0.7718 New Zealand 0.7656
15 Cyprus 0.7696 Italy 0.7618
16 Australia 0.7681 Belgium 0.7618
17 Sweden 0.7674 Israel 0.7575
18 Spain 0.7669 Chile 0.7535
19 Czech Rep. 0.7668 Cyprus 0.7481
20 Luxembourg 0.7667 Spain 0.7466

However, between the 11" and 20" in the above list, the significant change is that
Japan fell from the 12" place in 2008 to outside the top 20, while Korea and Australia
ranked 14" and 16" in 2019 from outside the 20" place in 2008. And Sweden, the
Czech Republic and Luxembourg replaced Norway, New Zealand and Chile.

1.3 Overview of changes in global openness

About 80% of economies have expanded their openness, with China being a typical
one; among nearly 20% of economies that have seen their openness reduced, and the
United States is a typical one. The changes in open index of 129 economies from 2008

to 2019 are shown below.
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Figure 3-2 Openness Index, 2008-2019: the 10 Economies with Largerst Change and G20
Members

From 2008 to 2019, 102 of the 129 economies, or 79.1%, saw their opening-up
to the outside world expand. Among them, the economy with the largest expansion
of opening-up is Nepal, with an openness index of 84.7%. China’s openness index
expanded by 9.6%, ranking 9th in the list of economies that had expanded their
openness. And that of Korea expanded by 11.4% (5th). China and Korea are among
the top ten economies that expanded their opening-up to the outside world and they are
the only two G20 members among the top ten economies with the fastest opening-up
expansion.

21.5% of economies saw their opening-up to the outside world shrinking. Among
the 28 economies that have reduced openness, the three countries with the largest
decline in the openness index are the United States, Egypt, and Jamaica, with a drop
of 17.8%, 9.5%, and 6.5% respectively. In addition to the United States, there are four
G20 members among those 28 countries with shrinking opening-up, including Brazil
(-6.3%), Japan (-1.5%), Turkey (-1.2%), and Indonesia (-0.2%).

From 2008 to 2019, 51.5% of economies have risen in their openness rankings,
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45.4% have fallen in their rankings, and 3.1% have maintained their rankings (of
course, there will be some fluctuations). Among the 129 measured economies, 67 saw
their openness rankings rise, 58 fall, and 4 remain unchanged. The three countries that
rose by most notches are Korea, Georgia, and Iceland, gaining 37, 34, and 33 places,
respectively. The three countries with the largest declines in the ranking are Egypt,
Jamaica and Brazil, dropping 47, 37 and 34 places, respectively. The openness

ranking changes of the 129 economies from 2008 to 2019 are shown in the Figure 3-3

below.
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Figure 3-3 Changes in Openness Index from 2008 to 2019: 129 Economies

The uneven rise and fall of the openness index has led to the corresponding
changes in rankings of those economies that are not necessarily in the same direction
or by equal margins. From 2008 to 2019, among 102 economies that opened wider to
the outside world, 67 saw their openness rankings rise, 4 remain unchanged, and 31
fall, accounting for 65.7%, 3.9%, and 30.4%, respectively. Nepal’s openness increased
by 84.7%, but its ranking only rose by 4 places. Among the nine economies whose
openness index increased by 9% to 12%, the three economies that rose the most were
South Korea (up by 37 places), Georgia (up 34 by places), and Iceland (up by 33
places); China rose by 22 places. Among the 31 economies whose openness increased

but whose rankings fell, Slovenia and Greece had the biggest contrast (both saw their
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openness rise by 0.8%, and their rankings fell by 17 and 16 notches, respectively);
Bulgaria was in a similar situation (openness up by 0.4% and ranking down by 16
places). For the 28 economies whose openness declined, their rankings all fell, with
Thailand falling by the smallest margin (one place) and Egypt falling the most (47

places).

1.4 Openness index of major countries
1.4.1 G20 members’ openness
G20 includes 19 countries. “Members” as mentioned in this part, if not specified

otherwise, refer to G20 members.
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Figure 3-4 Openness Index, 2008-2019: G20 and the World

The openness of G20 exceeds the world’s average level of openness. From
2008 to 2019, the openness index of G20 ranged between 0.753 (2019) and 0.796
(2008), which was 0.7% (2018) to 2.19% (2008) higher than the global openness
index.

The G20’s degree of openness had been on the decline year by year. From 2008
to 2019, its openness decreased by 5.4%. It registered the highest level of openness
in 2008 (0.7960), and it was in 2018 when it registered the lowest level of openness
(0.7515). The G20 openness trend is highly consistent with that of the world as a while,

and the correlation coefficient between the two is 0.9988.



Chapter IIT World Openness Index: Results and Analysis | 57

0.90

0.85

-
- a» e» e .
e eca. G20 advanced economies
Coemocoooa,,
-
-
-

0.80

~§.-—--
T oamseaoee

0.75

0.70

0.65 (G20 emerging economies
0.60
0.55

0.50

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 ( Year)

Figure 3-5 Openness Index, 2008-2019: Advanced Members and Emerging Members of G20

The developed members of the G20 were more open than the emerging economies
in the group, but the gap between the two groups had continued to narrow. In 2019,
the weighted average openness index of the eight developed members of the G20
was 0.7837, and that of the emerging economies in the group was 0.7058. During the
sample period, the openness index of the developed members of G20 decreased by
7.87%, but that of emerging economies of G20 increased by 5.3%. As a result, the
openness index gap between the two groups of G20 members had continued to narrow,
down from 26.9% to 11%.

Developed-country members of the G20 still lead the world in terms of openness.
Four developed-country member states, including Germany, the United Kingdom,
France and Canada, are among the top ten most open economies in the world in 2019 (in
comparison, there were as many as five developed-country members in the same list in
2008). The other four developed-country members — Italy, Australia, Japan, and the
United States — rank 11" 16", 21% and 22", respectively. In comparison, the rankings
of G20 emerging-economy members lag far behind, and, the ranking gap among them
is much larger. South Korea, the most open emerging-economy® G20 member with an
openness index of 0.7718 in 2019, ranked 14", only higher than the developed-country

members Australia, Japan and the United States. Brazil, the least open emerging-

(D Korea is now a developed economy.
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economy G20 member, ranked 99"

14 G20 members, such as China, saw their openness expand, while 5 G20
members, such as the United States and Japan, saw their openness decline. During the
sample period, Korea’s openness index increased the most, reaching 11.4%, followed
by China, whose index increased by 9.6%. However, that of the United States fell by
17.8%, Japan by 1.5%, and Brazil by 6.3%. The trend of openness of the world’s two
largest countries has been at both ends of polarization, which is both eye-catching and
thought-provoking.

1.4.2 US’ opening-up to the outside world

As the world’s largest economy, the level of openness of the United States and its
trend have a huge impact on the world.

The United States was once the most open economy in the world. On this openness
list, the economic openness index exceeded 0.9 only three times, reaching 0.9328,
0.9145 and 0.9084 from 2008 to 2010, all happening in the United States. Among
them, the reading in 2008 was the highest ever on this list, which was also the most
open years in the 12-year sample period of the United States.

Since 2009, the level of openness of the United States has gradually declined, and
in recent years, the declining trend has accelerated. During this sample period, the
United States’ openness index fell year-on-year for nine years, and only rebounded
rather mildly in 2013 and 2019. It openness index registered the steepest declines in the
year 2016 (down by 4.6%), 2018 (down by 3.2%), and 2012 (down by 2.8%). The year

2016 witnessed a major change in the US government, with the new government sworn
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Figure 3-6 Openness Index and Its Changes, 2008- 2019: United States



Chapter IIT World Openness Index: Results and Analysis | 59

in; right after it took over, the new government started to implement the conservative
policy line centered on America First, and various measures have been taken to
restrain openness in the economic, social and cultural fields. In 2018, the United States
launched a large-scale trade war with China, accelerated the building of the US-Mexico
border wall, and intensified restrictions on immigration.

The absolute decline in the level of openness of the United States has directly led
to a significant decline in its rankings on the openness lists. From 2008 to 2014, the
United States was at the top of the list, but in 2015, it had been relegated to the third
place; from 2016 to 2019, its ranking further went down to 7", 10", 19", and 22" place.

The accelerated decline in the openness of the United States has seriously dragged
down the trend of global opening-up. From 2008 to 2019, the US’ rate of contribution
to the World Openness Index dropped from 28.9% to 22.9%.
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Figure 3-7 Openness Index, 2008-2019: United States, G20 and Its Advanced Members and
Emerging Members, and the World

1.4.3 China’s opening-up to the outside world

China continues to expand its opening-up to the outside world. Since 2008,
especially since the 18" National Congress of the Communist Party of China, the
country has adhered to multilateralism and actively participated in global affairs in
various fields. In 2008, its openness index was 0.6768, and then it climbed year by
year, reaching 0.7420 in 2019, a cumulative increase of 9.6%. The increase is second
only to Korea among the G20 member economies, and it ranks the 9" among the 129

measured economies in the world.
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The continued expansion of openness has raised China’s ranking on the global
openness list. China ranked the 62" in 2008, and it has risen year by year, climbing to
the 40" in 2019, up 22 places from 2008.
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Figure 3-8 Openness Index and Its Change, 2008-2019: China

China has become a positive force in the world’s overall opening-up drive, which
has effectively eased the momentum of shrinking global openness. As shown in the
Figure 3-9 below, during the sample period, the openness of the world as a whole, the
G20 as a whole, or the developed G20 members had tended to shrink, but China has

swum against the stream to continue to raise its level of openness.
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Figure 3-9 Openness Index, 2008-2019: China, United States, G20 and Its Advanced

Economies and Emerging Economies, and the World
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From 2008 to 2019, China’s share in the world economy rose from the third
place to the second, which has been unchanged till this day. It has helped increased
its influence on the overall openness of the world. China is becoming a positive force
contributing to the expansion of the world’s openness and plays a positive role in

promoting harmony and integration of mankind.

2. Openness of different geographical areas

Based on the criteria of the World Bank, the 129 sample economies included in
this report can be divided into 7 regions in accordance with their respective geographic
location, namely, East Asia & Pacific (19 economies), Europe & Central Asia (43
economies), Latin America & Caribbean (23 economies), Middle East & North Africa
(12 economies), North America (2 economies), South Asia (5 economies), and Sub-
Saharan Africa (25 economies). The openness index of of a region is the weighted
average of the openness indexes of all economies in that region based on their GDP

share of 2010 constant price, as shown in the Figure 3-10.
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Figure 3-10 Openness Index, 2008-2019: East Asia and Pacific, Europe and Central Asia,
Latin America and Caribbean, Middle East and North Africa, North America,
South Asia, and Sub Saharan Africa



_ 62 | World Openness Report

Among the seven regions, North America and Latin America & Caribbean saw
their openness shrink. From 2008 to 2019, the openness index of North America,
which includes Canada and the United States, fell by 16.3%. Canada’s openness index
increased by 1%, but that of the United States fell by 17.8%. As it accounts for 25% of
the world economy, the United States has dragged down the regional and global pace
of cross-border opening-up.

The openness of the other five regions had shown an expanding momentum. South
Asia saw its openness expanded by 4%, the highest, while East Asia and the Pacific
by 2.9%, Europe and Central Asia by 2.5%, and Sub-Saharan Africa by 0.4%, the
lowest level of openness increase among the five regions. Among them, East Asia and
Pacific and South Asia account for 35% of the global economy and 58% of the world’s
total population. Their openness improvement momentum, which leads the world, is

naturally important to alleviate the decline in global openness.

3. Openness and economic development

Openness is closely related to economic development. From 2008 to 2019, the
correlation coefficient between the GDP per capita of 129 measured economies and
their openness index is 0.7392. The coefficient of the 129 economies for each year of
the sample period is shown in the figure below. Except for the year 2008, when it was
below, the coefficients for the other ten years of the sample period all fell between 0.73
and 0.77, and the standard deviation of the 11 correlation coefficients was only 0.028,
indicating that this value sequence had been very stable.

The correlation between openness and economic development will be heterogeneous
due to specific differences among different economies. The Figure 3-11 shows that
openness and economic development of different economies show a common trend
of development (see the openness index trendline in Figure 3-11), but there is also
heterogeneity.

First, on the whole, the more developed the economy, the higher the openness
index. Before a country’s GDP per capita reached $2,000 (the first vertical line in
Figure 3-11), its openness index increased almost linearly with economic development.
When its GDP per capita was between $3,000-$5,000 (between the first and second
vertical lines in Figure 3-11), the upward rising momentum of its openness index

would slow down and even start to decline.
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When a country’s GDP per capita was between $5,000-$45,000 (between the 3™
and 4" vertical lines in Figure 3-11), its openness index would rise steadily, before the
upward trend slowed down. Therefore, the relationship between the two factors can be
divided into the following four stages for observation: Stage I , GDP per capita reached
$2,000; Stage Il , GDP per capita was at $2,000-$5,000; Stage Ill, GDP per capita stood
at $5,000-$45,000; and Stage IV , GDP per capita was more than $45,000.

From Stage I to Stage III, the relationship between openness and economic
development had been getting ever closer: the more the economy develops, the higher
the openness, and vice versa. At Stage IV, the closeness of relationship between the two
factors had been greatly reduced. As shown in Figure 3-11, the correlation coefficient
between a country’s openness index and its GDP per capita was 0.4367 at Stage | .
It rose to 0.4818 at Stage I, reached the highest point of 0.763 at Stage [II, before
declining significantly to 0.2139 at Stage [V .
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Figure 3-11 Openness and Economic Development, 2019: 129 Economies
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Note: GDP per capita is measured by 2010 constant USS.

Second, the stability of the relationship between openness and development varies
at different stages of development. Regardless of theory or practical experience, the level
of openness is only one of the many factors that influence development. Figure 3-12
above shows that the openness of most economies fluctuates around the trendline of the
openness index and GDP per capita. If the trendline shows the theoretical relationship

or long-term trend between the two factors, then these fluctuations show the diversity
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of the relationship between the two factors in reality. The coefficient of variation, that
is, the standard deviation of a sequence divided by its mean, can measure the degree of
fluctuation of the sequence around the mean. As shown in Figure 3-11, from Stage I to
Stage IV, the coefficient of variation of the openness index is 0.0732, 0.0584, 0.0842
and 0.0432. It indicates that the volatility of openness worsens when a country’s
economic development is at Stage I, about 20% at Stage II lower than that at Stage I,
but 44% higher at Stage III than that at Stage II, and then decreased by 49% at Stage
IV than that at Stage III.

The relationship between openness and development can also be examined by
dividing the 129 measured economies into four income groups. The statistical criterion
for income grouping comes from the World Bank and it includes the following four
groups: high-income group, middle-high-income group, middle-low-income group,
and low-income group. The relationship among these four groups during the 2008-
2019 period is shown in the figure above. The conclusions shown in Figure 3-12 are

consistent with those obtained from the above analysis based on 129 economies.
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Figure 3-12 Openness and GDP Per Capita, by Income Groups, 2008-2018
Note: GDP per capia is measured by 2010 constant USS.
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In summary, the higher the level of economic development, the higher the level of
openness, and the closer the relationship between the two factors. When the a country’s
GDP per capita is less than $2,000 or between $5,000 and $45,000, the openness will
be expanded at a faster pace, and fluctuation will worsen; when the GDP per capita
falls between $2,000 and $5,000 or more than $45,000, the level of openness will move
steadily to a higher level. At present, the development of most economies is far from

reaching Stage IV, and the level of openness fluctuates dramatically.

4. Openness and scale of economy

The openness of an economy has a low correlation with its size. As shown in the
figure below, the correlation coefficient between GDP (current price, 100 million US
dollars) and the openness index of 129 measured economies was 0.2359 in 2018 and
0.2561 from 2008 to 2019, which is much lower than the corresponding correlation
coefficient of openness index and GDP per capita, which stood at 0.7408 and 0.7391,
respectively.

Figure 3-13 below shows that in 2019, as a whole, the openness index seemed to
have risen with the expansion of the size of the economy. However, among all groups
of economies, whether their scale is small, medium, and large, the openness index
of some economies was low, and their openness had not expanded linearly as their
economic scale increased. The openness indexes of almost all the economies had
fluctuated dramatically around the openness index-economic scale trendline, which
obviously reflects the quite complicated relationship between economic growth and
openness. That is, the economic growth of some economies is accompanied by a higher
level of openness than other economies of similar size, while there are also some
conomies for which the relationship between economic growth and openness is just
the opposite or unclear. For specific individual economies, their level of openness may
vary when they have the same economic scale.

The 129 economies are divided into the following three groups: the trillion group,
including 16 economies with a GDP exceeding $1 trillion in 2019; the 100-billions
group, including 41 economies with a GDP between $100 billion and $1 trillion; and
the 10-billions group, including 72 economies with a GDP of less than $100 billion
(including 13 economies with a GDP of less than $10 billion). Then the three groups

of economies are arranged in descending order based on GDP scale, and the numerical
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openness index is shown in Figure 3-13.

Economies with a GDP of more than $1 trillion (current prices) have a high
and stable level of openness. In 2019, the openness index of the $10-billions group
economies (using the current price GDP share as the weight) was 0.6795, while
that of the $100-billions group economies was 0.7287, and that of the trillions
group economies was 0.7621. Obviously, the larger the economy, the more open it
becomes. The coefficients of variation of openness index of corresponding groups was
0.087, 0.181 and 0.076, respectively, with fluctuation of the openness index of the
$100-billions group being much more dramatic than that of the other two groups.

Specifically, the relationship between openness and economic scale is relatively
stable in both large economies (GDP reaching $1 trillion) and small economies
(GDP less than $10 billions), and it is more stable in large economies than in
small economies. The next two figures show that the openness indexes of these
two categories of economies have less dramatic fluctuations around the trendline.
However, the level of openness also varies. Some large economies have a high level of
openness, but there are also some large economies whose openness is low, although,
on the whole, their level of openness increases slightly as their sizes grow. In small
economies, the level of openness, on the contrary, decreases significantly as their scales
increase. This once again points to the complexity of economic growth, and openness

is only one of the factors influencing its performance.
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Figure 3-13 Openness and Economic Size, 2019: 129 Economies

Note: The size of national economy is measured by current price GDP (unit: 100mn USD).
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Figure 3-14 Openness and Economic Size, 2019, by Three Categories

Note: The size of national economy is measured by current price GDP (unit: 100mn USD).

IT1. Optimal Level of Openness

What is the best or optimal level of openness? From the distribution of the
openness indexes of measured economies in this report, the openness of a country
is highly correlated with its level of economic development, but it does not show a
completely linear incremental relationship. Given the complexity of the openness-
development relationship, it is not easy to find the optimal level of openness. Both
relevant theories and practices show that the optimal openness should be the
appropriate openness, and the appropriate openness is reflected in balanced
openness.

The appropriateness of openness should be examined from static and dynamic
perspectives as well as passive and active perspectives. First, in a static system
where all variables are in the same period, openness interacts with multiple influencing
factors or variables, and, from a mathematical point of view, it must be convergent. If it
diverges, it will inevitably lead to disorder and chaos. The converging point as a result

of the interaction of many variables is the static equilibrium point of openness. Second,
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in an economic system, variables would change over time, and there will be a series
of golden junctions in different periods of time and at different levels of development.
Such dynamic equilibrium state highlights the matching of openness with
development stage. Seen from the law of development, things are always in motion,
and openness balance can only be achieved in dynamics. Third, from a philosophical
perspective of agency, openness should reflect the mega-trend of human development,
guiding and facilitating movement to a higher level of equilibrium. What is emphasized
here is the role of openness ideas in guiding the objective world, the force of openness
practices in pushing forward the development of the objective world, and pro-active
efforts to transform the objective world.

Specifically, in working out theories and taking practical measures to promote
openness, relevant countries need to attach importance to the connotation of
balance in the following aspects.

First, it is the balance between the level of openness and the level of development.
Seen from annual cross-sectional data of different economies, it can be found that
economies with high GDP per capita are relatively open. Although the performances
of large economies and small economies vary, there is generally a positive correlation
between openness and the level of development, which is in line with the law of
economic development. Both excessive openness and conservativeness that are not
commensurate with the level of development deviate from equilibrium, and are likely
to cause development disorder and social conflict. The openness of one economy
in any field can incur costs and produce benefits, and there must be an equilibrium
between the two, that is, the marginal cost of openness equals its marginal benefit to
fix the optimal tariff level and the optimal level of capital protection, among others.
One economy should not have its hands and feet bound in expanding openness.
The old-fashioned mindset, the hurdles erected by vested interest groups, and
excessively conservative stance in pursuing openness will all prevent the demand
for development from being unleashed, leading to loss of international space for
its development and opportunities for participating in globalization. At the same
time, one economy should not be blind and reckless or excessively bold in pursuing
opening-up. Comprehensive and complete openness, like eliminating window screens
to allow in mosquitoes, will not help the economy promote development and optimize

well-being of its people. Therefore, one economy’s openness must adapt to its level
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of development.

Second, it is the balance between openness progress and improvement in
competitiveness. opening-up should not be unconditional. The level of openness
should match improvement in industrial capabilities. The realization of such a
balance is a complex process and also one of dynamic adjustment. Developing
countries that are undergoing the process of economic take-off need to formulate
opening-up strategies based on its economic development. The key is to improve their
internal strength, promote good practices and weed out corrupt ones, and push for
utilization, transformation and upgrading of their comparative advantages. Openness
without capacity improvement will not go far, and competitiveness without
dynamic openness is difficult to maintain. Once a country’s learning ability improves
and its productivity develops, the previously adopted protective policies would have to
be liberalized even abandoned, which is beneficial to all parties.

Third, it is the balance between capacity of openness and capacity of
governance. The results of similar Opening-up policies in different economies vary
significantly. Oranges grown south of the Huai River are tasteful oranges, once
transplanted to the north of the river, they become trifoliate oranges (although they
resemble in the shape of leaves, yet they differ widely in taste). This saying reflects the
importance of one economy’s openness capacity adaptating to and match its level of
governance. The governance of a nation can be compared to water which has no fixed
forms but can adatp to all forms. One economy’s openness policy needs to adapt to
the soft power constraints of governance level and capacity. Meanwhile, domestic
systems and mechanisms in various fields also need to be continuously improved so
that modernized governance can meet the requirements of development of an open
economy in reality. Since the establishment of the WTO, among the more than 30 new
member states, some have seized the opportunity to develop rapidly, while others have
failed to achieve significant progress. The key lies in whether their openness can match
their national capacity and whether a proper balance can be struck between the two
factors. Judging from the openness-oriented development experiences of late-comer
countries, openness and reform should move forward at a similar pace and reform
should be promoted through opening-up, so that their governance can be continuously
improved and they can continually pursue high levels of openness to create a benign

dynamic balance.
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Fourth, it is the balance between strength of openness and shouldering of
responsibility. In the face of international governance deficits, the openness of one
economy especially one large economy must develop ourselves to help others and
promote the well-being of the world so as to achieve both its national development
and development of the world as a whole. All countries should promote their
own opening-up and strengthen their ability to carry out opening-up policies, while
shouldering their duty and demonstrating their sense of responsibility, and playing
their role in pushing forward the establishment of a fair and equitable international
order. The developed countries and major powers should make more efforts to
closely combine their self-development and the build-up of an open world. They
should voluntarily and pro-actively take the responsibility of prmoting openness and
development of the world economy, expand their own openness to make the world
more open, provide public goods for the international community, actively guide
globalization in the right direction, and push forward the establishment of a fairer
and more equitable international governance system.

Last but not least, it is the balance between openness benefits and inclusiveness
plus sharing. Openness aims to promote development, and its fundamental purpose
is to improve people’s livelihood and well-being. At present, the world’s Gini
coefficient has reached 0.7, far higher than the international warning line of 0.6. Global
development is excessively unbalanced, and peace remains an unattainable goal of
the world. More developing countries need to open up and actively participate in
the division of labor in the global value chain to bridge their development gap. If a
country’s development is excessively unbalanced, the society would be easily trapped
in turbulence; therefore, its domestic policy adjustment need to be strengthened to
resolve the problem of wealth gap as a result of its opening-up. All economies need to
work together to build a cooperative-game mindset, abandon the zero-sum game
mindset. And, as they open up, treat each other equally and join hands to promote
global co-governance, so as to promote more comprehensive and balanced
openness, continually expand and distribute the cake of development, achieve the
Pareto optimality, and usher in a bright future for mankind.

We as human beings have had a long openness history, but the openness based on
a world market is still a phenomenon that has only occurred since the 1990s, and it has

only been more than 30 years so far. In today’s world, cross-border openness remains
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the trend of the times. Different from economic openness, social and cultural openness
involves the transnational movement of people, which is restricted by factors such as
transportation, culture, language, among others, and therefore, cannot be as smooth as
trade in goods. As a result, social and cultural openness is far from reaching the optimal
level of openness. Increased openness means improved social well-being, and a higher
level of openness is a goal that any economy should pursue. At the same time, it is
necessary to ensure thatone economy’s level of openness should match the conditions
of its economic and social development; the level and performance of openness should,

therefore, be evaluated from the perspective of openness appropriateness.

I'V. Main Conclusions

The openness index provides a clear description of the level of openness and
dynamic trends of the world’s major economies, serving as a reference path for
choosing the most rational openness policies.

First, the world still has a great openness potential. In 2019, the highest
openness index reading of a single economy is 0.8646 (Singapore), which is not only
lower than the highest reading on the list (0.9328), but also significantly lower than the
theoretical upper limit (1). In fact, in terms of cross-border personnel openness (in the
social field) and information, knowledge and technology openness (in the cultural field)
measured by this index, the economies still have an even greater potential in cross-
border openness.

Second, expanding openness is in the common interest of mankind. The
previous analysis in this report shows thatone economy’s economic development or
growth (which accumulates to form economic scale) is positively correlated with
openness, although this positive correlation will become stronger or weaker, or become
looser or closer, due to the heterogeneity of the economy (such as development stage,
policy choices, population, geographic location, among others). The more open one
economy is, the more developed it becomes. This is an indisputable fact, and we should
be full of confidence in the prospect of the world’s openness in the future.

Third, one economy should follow the principle of seeking truth from facts as

it opens up. Appropriate openness means balanced opening. It is not that the greater
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the openness of one economy is, the better it will be for that economy; or the faster
one economy opens up, the better it will be for that economy. The appropriateness of
openness should be based on conditions of the concerned economy or the world, and a
balance should be struck between level of openness and national conditions. It should
also be based on one economy’s need to promote reform and development, take into
consideration the special characteristics of national conditions, improve capabilities,
and assume international responsibilities, so that policymakers can properly manage
the strength, level and speed of opening-up.

Fourth, the openness theory needs to be further built. In the field of economics,
the theoretical relationship between economic development and openness has
been clearly clarified and well established. In other fields, more efforts should still
be made to establish the theoretical relationship between social development and
social openness, between cultural development and cultural openness, and between
comprehensive national power and comprehensive openness, so that more scientific
theories can serve as guidance for the opening-up practices all over the world.

Last but not least, the openness index itself still needs to be improved. The
heterogeneity between theories, methods, and data of the openness index needs to
be improved. The time series length of the openness index need to be expanded, the
number of economies need to be increased, and the timeliness lag of the index release
needs to be improved through improving basic data predictability.

To sum up, openness contributes to the well-being of mankind and is the only way
to achieve civilization rejuvenation. If we return to the closed-door policy, the space for
human development would be narrowed, and we may even repeat the mistakes of the
Great Depression in the 1930s. Given the painful lessons of history, we human beings
should reflect on the fact that an isolationist and closed-door policy would not make
people rich or make the economy strong; sharing and co-prosperity, as a prophecy to

fulfil, can only be achieved through opening-up.
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