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China’s lengthy leadership transition is finally nearing its end. Having as-
sumed top posts in the Communist Party last November, Xi Jinping and Li 
Keqiang will take over the helm of government early next month when they 
are confirmed by the National People’s Congress as president and premier, 
respectively. Expectations are high that Xi and Li will set an early course toward 
economic reform to cope with the many imbalances in the Chinese economy 
and structural impediments to sustained growth, including an aging population, 
a looming “middle-income trap,” and environmental degradation. But even as 
the economic headwinds themselves get stronger, the new leadership faces for-
midable institutional obstacles to reform, including a proliferation of economic 
actors, which could sink even their most determined efforts. Whether Beijing’s 
new leaders have the skills and fortitude to navigate these choppier waters is a matter of enormous significance not only to Chinese 
citizens but to the rest of the world as well. 

Many of the current impediments to reform were once critical enablers of its success. Nearly 35 years ago, Deng Xiaoping be-
gan economic reform in a country where goods had no prices, easing restrictions on agricultural production, removing foreign 
investment controls, and loosening industrial monopolies. But transforming a command economy wasn’t the only challenge; 
Deng needed a political strategy to outmaneuver conservative leaders more concerned that the cat stay red than catch mice. 
He took advantage of the Party’s post-Mao fear of concentrated power and its desire for consensus-based leadership to transfer 
significant authority from the central to local governments. Decentralizing power provided greater autonomy for provinces to 
independently experiment with reform. It also planted the seeds of many of today’s challenges.

In the near term, Deng’s strategy was a stunning success, driving a decade of explosive growth that helped shift Party senti-
ment in favor of further liberalization. By 1987, Beijing formally recognized the private economy as a “necessary supplement” 
to the public sector. After a brief derailment following Tiananmen, reform steamed forward throughout the 1990s. This was 
partly driven by the decade-long process of China’s accession to the World Trade Organization (WTO), which Premier Zhu 
Rongji used as a club to beat back vested interests. Zhu focused particularly on getting the state out of the economy by down-
sizing or privatizing a huge percentage of China’s state-owned enterprises (SOEs), reducing the public payroll by 50 million 
workers between 1993 and 2003.

Momentum appeared to be in favor of reform when the administration of Hu Jintao and Wen Jiabao began a decade ago: Chi-
na was in the WTO, the SOEs were firmly under control, and the economy was booming. Yet the new leadership saw a need 
to secure the Party’s future in the face of rising inequality by building a “harmonious society.” Reform stalled. New policies 
favoring SOE expansion propelled an explosion of Chinese public corporations into the ranks of the world’s largest companies. 
Meanwhile, the disadvantages of local government autonomy were becoming apparent. Provincial and municipal authorities 
began independently selling and leasing land to SOEs at discounted rates to supplement revenues and attract growth-boosting 
investment while ensuring promotions for the most successful officials.

The cumulative result of these historical trends has been what might be called “problematic pluralism:” the need to forge con-
sensus across an increasingly broad and fractious set of stakeholder interests. The Communist Party has to play referee between 
reformers and economic nationalists, provincial leaders and central government ministers, SOE bosses and technocrats. Meanwhile, 
burgeoning social media and civil society actors have created new demands for government and Party accountability. All of this can 
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create major hurdles along the road to reform, complicating 
everything from problem identification to policy development 
to implementation. 

The case of the “China 2030” report highlights these tensions. 
Jointly authored by the World Bank and the Development 
Research Center (DRC) of the State Council (effectively the 
government’s in-house think tank), the landmark study provides 
a blueprint for economic reform that revolves around reduc-
ing the role of SOEs and the Chinese state in the marketplace. 
Though released electronically early last year in Chinese and 
English and still available on the World Bank website, Beijing 
has blocked hard-copy publication of the report by the Bank and 
even discouraged its staff from discussing it. Despite the DRC’s 
involvement and incoming premier Li’s personal endorsement, 
other Chinese government elements representing SOE inter-
ests in particular have fought a rearguard action to distance 
Beijing from the report’s findings. 

Financial reform is another issue on which consensus has been 
elusive.Technocrats at the People’s Bank of China warn that 
government control of deposit rates is driving overinvestment 
by SOEs and hindering the needed shift to more consumption-
led growth by suppressing individual returns. By contrast, of-
ficials at the National Development and Reform Commission 
argue that interest-rate controls promote rapid development 
of strategic industries. SOEs, including China’s largest banks, 
naturally support the status quo. Yet China needs an efficient 
financial system now more than ever as it looks to boost do-
mestic consumption and support an aging population.

Simon Says…  

Big changes are in the air for China’s bureaucracy. Speculation is 
rife that the number of central government ministries and agencies 
will be cut in half at the upcoming plenary of the National People’s 
Congress. This would be in keeping with historical trends: during 
the 1980s, the number of agencies fell from 100 to 60; a further 
wave of restructuring in 1998 cut the lineup to the current 44.

Expect some agencies to go down swinging. Despite the historical 
oddity of a Ministry of Railways distinct from the much larger 
Ministry of Transport, the former will fight hard to preserve its 
independence, though it will likely lose in the end, especially 
following the spectacular fall of its minister, Liu Zhijun, on 
corruption charges last year...

The outcome of these internal debates has major implications 
not only for China’s future growth but also for the U.S. economy. 
American exports to the world’s second-largest economy have 
grown at double-digit rates over the past decade. Structural 
reform in China is needed to sustain these trends and produce 
a more balanced bilateral economic relationship; for example, 
financial liberalization would provide a major boost to services 
trade, an area where the United States ran a $13.4 billion surplus 
in 2011.

China’s reform process will be driven primarily by internal 
dynamics, but Washington can give it a useful nudge, particularly 
in areas where U.S. interests are most directly affected, such as 
finance and the competitive playing field. Taking advantage of the 
transition in both countries, the Obama Administration should 
elevate issues like these on the bilateral agenda that go with the 
grain of reform. To make progress, U.S. policymakers need to 
understand the institutional headwinds that China’s new leader-
ship faces as it seeks to navigate the rocky passage to a new growth 
model. ■

David A. Parker is the lead researcher with the William E. Simon Chair in 
Political Economy. Matthew P. Goodman holds the Simon Chair.

Global Economics Monthly is published by the Center for Strategic and 
International Studies (CSIS), a private, tax-exempt institution focusing on in-
ternational public policy issues. Its research is nonpartisan and nonproprietary. 
CSIS does not take specific policy positions. Accordingly, all views, positions, 
and conclusions expressed in this publication should be understood to be solely 
those of the author. ©2012 by the Center for Strategic and International Studies. 
All rights reserved.

With the departure of Hillary Clinton from the State Department 
and Timothy Geithner from the Treasury Department, expect 
a shift in style and emphasis on economic policy toward Asia in 
Obama II. Clinton got high marks for making the region her first 
stop as secretary and for her perfect attendance record at regional 
forums. John Kerry has a long history dealing with Asia going 
back to his service in Vietnam; he also understands the centrality 
of economics in regional affairs. But for now he is focused on 
other things, from Syria to Iran. 

“Jack Lew, likely to take over soon at the Treasury, is best known as 
a budget expert and lacks Geithner’s Mandarin-speaking ability or 
deep experience in financial diplomacy. But as deputy secretary of 
state early in Obama I, Lew oversaw Clinton’s economic statecraft 
initiative and was involved in most key Asia policy debates. 


