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Summary: Artificial intelligence (AI) has evolved from an isolated frontier technology into a core driver bearing the
attributes of a general technology, simultaneously reshaping industrial transformation, the balance of international power,
and macroeconomic performance. Existing studies tend to examine technological performance, the US-China competition, or
labor-market impacts in isolation, lacking a unified explanation of their interactions. This paper constructs a systematic
analytical framework of “technological evolution—great-power competition—economic reshaping”, arguing that
technological breakthroughs constitute the material foundation, scientific and technological competition constitutes the
external constraint on technology diffusion and application, and their interplay shapes economic paradigm shift that
ultimately determines China’s policy choices.

On the technological front, foundation models have advanced rapidly in reasoning, multimodality, code generation,
and agentic capabilities, moving Al from incremental improvement toward a leap in reasoning paradigms and capability
frontiers. Frontier-model performance is converging, open-source models are catching up with closed-source ones, and
smaller models are becoming markedly more efficient; nevertheless, Al still exhibits a “jagged frontier”, with limited
capability in long-horizon planning and complex physical tasks. Applications are spreading from the digital virtual world
into real-world sectors including healthcare, agriculture, manufacturing, and public services. Developing countries may
leverage localized applications to upgrade their industries, but capability gaps and adaptation risks persist.

In the competitive arena, the US-China competition has shifted from superficial quantitative comparisons of papers,
patents, and investment toward a systematic contest over computing infrastructure, algorithms, data, talent, and rule-setting
authority. Relying on chips, computing capacity, and core algorithms, the US maintains its advantage at the foundational
and technological layers, containing China through export controls, investment screening, and the “small yard, high fence”
strategy while building an exclusive system with allied partners. China, leveraging its complete industrial system, vast
market, and abundant application scenarios, is accelerating its catch-up; the performance gap in frontier-models has
narrowed significantly, although structural differences in underlying ecosystems and computing capacity persist. The
competition extends to data governance and the discourse on global rules. The paper concludes that the future trajectory of
Al is not technologically pre-determined, but hinges on the collective choices and institutional arrangements of individuals,
firms, states, and the international community. Only by coordinating efficiency, security, equity, and sustainability can this
technological revolution be steered toward a shared and inclusive new economic paradigm.
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