
Ayear ago this month, the Simon Chair asked whether China’s economic 
policymakers had the right stuff to navigate a needed transition 

to a new model of economic growth, one driven by consumption and 
services rather than investment and exports. Despite the intrinsic 
difficulty of the challenge and core tensions in China’s political economy, 
our answer was a qualified yes. President Xi Jinping had spent his 
first years in office consolidating the country’s policymaking apparatus 
and launching an ambitious program of reforms at the Communist 
Party’s Third Plenum. After a tumultuous year, our confidence in the 
capacity of Chinese economic decisionmakers to do what is needed to 
achieve sustainable growth is diminished. Our main concern is not 
policymaking competence, but the commitment of Beijing’s political 
leadership to market-based reform.

A lot has happened in the past year. Slowing growth and doubts about the progress of reform finally hit China’s financial 
markets last summer. Despite repeated market intervention by Beijing—or because of it—Chinese and global stock markets 
were repeatedly rocked by volatility in the latter half of 2015 and again at the start of this year. The market reaction 
reflected in part the dizzying heights to which Chinese stocks had risen (supported by the exhortations of state media) but 
also reflected rising concerns about the real economy. The growth outlook has been continually revised down, and most 
outsiders are skeptical about Chinese leaders’ assurances that real GDP is still on course to grow in the 6.5 to 7 percent 
range this year. Industrial overcapacity, a rising debt burden, and slowing retail sales have raised doubts as to whether 
the needed rebalancing of the economy from investment to consumption is taking place.

Although continued sluggish growth is the most likely scenario for China, the world can no longer ignore the risk of 
a hard landing. The International Monetary Fund (IMF) estimates that a one-percentage-point negative growth shock 
in the world’s second-largest economy would knock nearly a quarter of a percentage point off global growth. Another 
recent IMF paper concludes that a sharp contraction in Chinese imports would likely spread throughout Asia, potentially 
generating a negative growth spiral across the region. These results are unsurprising, given the extent to which China’s 
slowdown has already hit commodity-exporting emerging economies such as Brazil. A hard landing would likely affect 
even advanced economies such as the United States that have so far remained insulated from China’s weakening outlook. 
The effects would also likely include contagion through financial channels; research by the San Francisco Fed has shown 
growing linkages between Chinese and global financial markets. 

Adding to the economic and financial uncertainties is a broader political economy concern. For 35 years, the international 
community has generally perceived Chinese economic officials as highly competent. Beijing’s mismanagement of stock 
market volatility since last summer has caused many observers to question this assumption for the first time. 

Some errors are more excusable than others. The stock market circuit breaker introduced by the China Securities 
Regulatory Commission (CSRC) in January to calm temporary excess volatility is one of these. After its demonstrated failure 
the first time it kicked in that month, the mechanism was summarily scrapped, and the mistake cost CSRC chairman Xiao 
Gang his job. Other actions by Beijing raise deeper concerns. These include the decision in July 2015 to suspend trading 
of nearly 72 percent of listed companies and to criminalize “malicious” short selling, detentions of financial journalists 
and investigations into trading houses by state security services, and state media efforts to blame the market turmoil on 

“hostile foreign forces.” Throughout, the authorities have shown a troubling penchant for arbitrary intervention, while 
struggling to communicate effectively with markets.
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Upcoming Events

■ March 28: China’s “Belt and Road”
Initiatives (CSIS)

■ April 10–11: G7 Foreign Ministers Meeting
(Hiroshima, Japan)

■ April 14–15: G20 Finance Ministers Meeting
(Washington, D.C.)

■ April 15–17: 2016 IMF/World Bank Spring
Meetings (Washington, D.C.)
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Attributing these miscues to “incompetence” is a red 
herring. China’s phenomenal success of the past 35 years 
was not just luck. Granted, China’s earlier economic growth 
benefitted from significant structural tailwinds. But, as we 
said in our “Navigating Choppy Waters” report last year, 
Chinese policymakers also showed great skill and creativity 
in managing the reform-and-opening process. There are 
two more plausible explanations. One is that the degree of 
difficulty of China’s challenges is even greater than expected; 
the structures and incentives of the old model may be so 
deeply entrenched that uprooting them is proving near 
impossible. The other explanation is that the political 
authorities in Beijing are not giving market-minded economic 
policymakers enough leeway to pursue needed reforms. And 
this in turn may be the result of the leadership’s having higher 
priorities than market-based reform. 

Xi Jinping’s wide-ranging activities in 2015 included 
strengthening Communist Party discipline, driving an 
assertive foreign policy, and overseeing the most far-reaching 
reform of the People’s Liberation Army in its history. From 
the perspective of advancing economic reform, none of 
these priorities is necessarily problematic. But Xi’s personal 
involvement in so many policy areas does raise the question 
of whether economic issues are receiving enough attention 
to empower reformers. Moreover, in our earlier work, we 
highlighted the positives of Xi’s more decisive, personalized 
leadership style. This is also clearly a weakness. Xi’s rapid and 
heavy-handed policymaking style often seems biased toward 
measures that address the symptoms of a problem (such as 
stock market volatility) but may exacerbate deeper structural 
problems. This has had the side effect of introducing more 
unpredictability into policymaking and may be undermining 
bureaucratic coordination and initiative.

Even where there has been significant movement, such as 
in efforts to promote consolidation of centrally controlled 
state-owned enterprises (SOEs), the direction is questionable, 
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Simon Says… 
While Simon traveled to Beijing on business this month, 
jogging through Tiananmen Square was not on the list of 
scheduled activities. Facebook cofounder and CEO Mark 
Zuckerberg drew headlines on a recent trip to the city 
for a now-infamous photograph of him running through 
the square on a smoggy Beijing morning. That morning 
Beijing’s air quality index exceeded 300, a level defined 
as “hazardous” and at which the U.S. State Department 
warns that “everyone should avoid all outdoor exertion.” 
Zuckerberg drew rapturous headlines from Chinese state 
media praising his stamina and evident determination 
to persuade the country’s leaders to allow Facebook in 
China (quickly dubbed the “Zuck-up” on the blogosphere). 

often reflecting a decidedly statist approach. This points to 
the deeper worry that President Xi and the Communist Party 
leadership may simply lack the desire to let the market play 
a “decisive” role. The tension between what is required 
to make the economic transition a success—i.e., letting 
go of state control—and what the Party sees as necessary 
for political stability—tightening control—has been an 
enduring feature of the country’s political economy since 
Deng Xiaoping. The ominous use of the security apparatus 
against officials and investors alike following last summer’s 
crash suggests an unwillingness to accept volatility, which 
is the price of financial liberalization. Meanwhile, the quick 
official response to rising labor strikes across the country is 
a reminder that social stability remains a top Party priority. 

As these tensions in China’s political economy play out, the 
safest bet is that growth in the world’s second-largest economy 
will continue to disappoint. This will affect the outlook for U.S. 
growth, as Fed chairman Janet Yellen has warned. Washington 
should urge Beijing to use its role as host of the G20 forum 
in 2016 to demonstrate its commitment to policies that boost 
Chinese demand, support market-based reform, and reduce 
industrial overcapacity and debt, while avoiding destabilizing 
currency devaluation. But these appeals may well fall on deaf 
ears. The world will probably need to brace itself for several 
more years of Chinese economic underperformance and the 
financial volatility that will likely come with it.
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While attending the China Development Forum, Zucker-
berg expressed optimism for the growth of technology 
companies in China, and even had time to meet with pro-
paganda chief Liu Yunshan. But Simon wonders whether 
Zuckerberg is aware of the deteriorating outlook for 
foreign Internet businesses in China. The government’s 
new rules on online publishing, announced in February, 
heavily restrict online publishing from foreign media and 
call for such platforms to “carry forward socialist core 
values.” Against the already deteriorating climate for 
foreign businesses in China, Simon suggests that Zucker-
berg heed the advice of the late Andy Grove, former CEO 
of Intel: only the paranoid survive.  
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