
1800 k street nw, washington dc 20006 | t. 202.775.3211 | f. 202.775.3199 | www.csis.org

Simon Chair
in Political Economy

Global Economics Monthly
volume ii  |  issue 5  |  may 2013

Upcoming Events
 ■ June 3: Enhancing India-ASEAN Connectivity: 

Key Findings (CSIS)

 ■ June 5-6: Managing Tensions in the South 
China Sea (CSIS)

 ■ June 7-8: Obama-Xi Summit (Los Angeles)

 ■ June 17-18: G-8 Summit (Northern Ireland)

Economic Policy: Expectations and Constraints 
matthew p. goodman

Expectations of economic policymakers around the world are rising. Five 
years after the onset of the global financial crisis, the advanced economies 
of Europe, North America, and Asia continue to struggle and their citizens 
expect government to do more to generate growth and jobs. Meanwhile, 
the bloom has come off the rose for major emerging economies like China, 
whose people are demanding not just stronger growth but greater equal-
ity, better regulation, and a cleaner environment. Yet against these unfet-
tered expectations, economic policymaking today is bound by a tangle of 
constraints, forcing governments to be increasingly nimble and creative in 
delivering on their growing mandates. 

The economic challenges are formidable. Consider those facing policy-
makers in the world’s three largest economies: the United States, China, and Japan. The good news is that U.S. economic 
activity has essentially returned to pre-crisis levels, and real GDP growth appears to be settling into a respectable 2-3 
percent pace. But the country faces a looming entitlement crisis as more baby boomers reach retirement and put further 
strain on an already creaking healthcare system. At the same time, collapsing bridges and closing schools are a reminder 
that hard decisions are overdue about the investments needed to underpin long-term American competitiveness.

America’s problems are mostly self-inflicted. Whether fiscal imbalances or crumbling infrastructure, these problems could 
be fixed overnight if the political will were there. But absent a crisis—real or manufactured—political consensus has been 
nearly impossible to muster. Rather than lasting solutions, the result is sequestration and furloughs. 

No matter how besieged he may feel at the moment, Barack Obama would surely not want to trade places with new Chi-
nese president Xi Jinping. Growth in the world’s second-largest economy is slowing, perhaps more than the government 
admits; even the reduced 7.5 percent GDP growth target for this year may be unrealistic. Meanwhile, there are signs of a 
dangerous expansion of credit in the economy: Chinese bank assets by one estimate grew by $1 trillion in the first quar-
ter of 2013 and are now equal to roughly one-third of global GDP. And structural challenges abound, from an emerging 
middle-income trap (as the benefits of surplus labor dwindle before China can fully compete with advanced economies in 
higher-end production) to a rapidly aging population, catastrophic environmental degradation, and pervasive corruption.

These hard truths are not lost on Beijing. New leaders Xi Jinping and Premier Li Keqiang understand the urgency of 
returning to the reform path from which their predecessors strayed over the past decade. They have set out an ambitious 
agenda centered on rooting out corruption and promoting sustainable urbanization. But the details are likely to remain 
fuzzy at least until the Third Plenum this fall, and there are powerful vested interests that will likely oppose reform at 
every turn. 

In Japan, it is the government itself that has stoked expectations. After two decades of deflation and decline, a new admin-
istration under returning Prime Minister Shinzo Abe has laid out a bold economic revival strategy. Dubbed “Abenomics,” 
it combines massive monetary and fiscal stimulus to kick-start demand with structural reform to enhance productivity 
and lay the groundwork for longer-term growth. The Japanese stock market has rallied by more than 50 percent since 
Abe returned to office in late December, and real GDP grew at a sizzling annual pace of 3.5 percent in the first quarter of 



Global Economics Monthly  |  2 

Economic Policy: Expectations and Constraints (continued)

this year. It remains to be seen whether Abenomics can 
continue to deliver in the face of financial market vola-
tility, a government debt burden more than twice the 
size of GDP, and resistance to structural reform from 
entrenched interests. 

Each of these three countries faces unique challenges, 
but policymakers everywhere are hampered by an ar-
ray of practical constraints on governing that are little 
appreciated by outside critics. With budgets strained 
by profligacy or demographics (or both), govern-
ments today are expected to do more with less. This 
forces them to be creative—even crafty—about using 
the limited money and people they have to deliver the 
policy outcomes citizens expect. Stories of U.S. govern-
ment officials begging and borrowing funds from other 
agencies to attend international meetings are just one 
discouraging example. 

Of course, not all of the pressure on resources is bad; it 
has forced governments to consider which services are 
essential and which can be left undone, it has spawned 
promising new forms of public-private partnership, 
and in some cases it has produced smarter policies that 
better leverage the money that is available. For ex-
ample, the G-8 club of advanced industrialized coun-
tries has, by necessity, shifted from committing large 
dollar amounts for major global initiatives to trying to 
incentivize countries to adopt better policies using more 
targeted, pooled resources. 

Financial constraints are compounded by the scarcity of 
two other critical assets in government: time and reliable 
information. In an interconnected world, events move 
faster than ever, as do expected response times. This forces 
a compression of policy processes that ideally would allow 
more time for problem analysis, consideration of strategy, 
and development of well-honed plans for implementa-
tion and follow-up. Meanwhile, information overload can 
make it harder for today’s policymakers to separate the 
wheat from the chaff as they weigh policy options. This is 
exacerbated by the more open access enjoyed by a wide 
variety of stakeholders and interest groups to weigh in on 
policy as it is being formulated. 

The U.S. media are currently focused on allegations of 
government overreach. There is no excuse for official 
abuse, negligence, or incompetence. But spare a thought 
for economic policymakers around the world as they work 
around a series of very real constraints to try to meet 
rising expectations for government to solve a plethora of 
serious economic challenges. ■
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Simon Says…

U.S. policymaking faces another self-imposed constraint in the 
form of its glacially slow appointments process for senior officials. 
With the nomination early this month of Penny Pritzker as com-
merce secretary and Michael Froman as U.S. trade representa-
tive (USTR), President Obama’s economic cabinet will soon be 
complete—more than six months after his reelection. Meanwhile, 
most of the key economic deputies’ positions remain up in the 
air. With the departures of Rebecca Blank from Commerce and 
Demetrios Marantis from USTR, it is unclear who will serve as 
understudies to Pritzker and Froman. Meanwhile at Treasury, the 
speculation is that Deputy Secretary Neal Wolin will leave, per-
haps to be replaced by Under Secretary for International Affairs 
Lael Brainard? The State Department’s senior economic official, 
Robert Hormats, is also rumored to be moving on. 

The good news is that the basic direction of U.S. international 
economic policy for the next couple of years seems set. 
Froman’s move to USTR underscores the priority the Obama 
administration places on completing two major regional 
trade deals, the Trans-Pacific Partnership (TPP) and the new 
Transatlantic Trade and Investment Partnership (T-TIP). At the 
same time, Froman’s departure from the National Security Staff 
leaves a large hole. His responsibilities at the White House cover 
not just trade but a breathtaking array of other issues, including 
economic summits, energy and climate change, development, 
sanctions, and China economic strategy. Simon is tempted but 
will forgo speculation about who might be in line to fill those 
big shoes… 


