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ABSTRACT

A holism tendency in International Relations (IR) studies treats international
systems and states as unitary wholes and thus leads to a tripartite view on
China’s international role as either a revisionist, status quo or a pragmatist
power. China’s stances in global financial governance (GFG), however, are
inconsistent, which indicates that China is not a pure challenger or status
quo power. These inconsistent stances do not allude to China being a
pragmatist power, which makes policies and takes actions in a practical and
matter-of-fact way without consistent national interests. Instead, China has
inconsistent stances but consistent core national interests. The ostensible
contradiction is due to the explanatory deficiency of the IR holistic tendency,
which pays inadequate attention to fragmentations of international and
domestic systems.

Introduction
China’s rise in recent decades has raised a crucial question: what is China’s stance toward global governance—a revisionist, status quo or pragmatist power? Claims of China as a revisionist power argue
that an economically emerging China has been seeking more power and prestige by remodeling the
current international system and order. This view emerged in the 1990s regarding a ‘China threat’1 and
has been further consolidated in the new century, particularly after the 2008 global financial crisis.2 The
theoretical grounds of this view are political realism and power transition theory. In realists’ lenses, a
rational and self-interested China prioritizes its own survival and security in an anarchic international
system,3 while power transition theory contends that a rising China is strongly dissatisfied with the
existing international order and is thus inclined to challenge it.4 A status quo power argument suggests
that China is working within the existing international system without challenging the current order.5
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The theoretical basis is neoliberal institutionalism, which holds that although states are competitive
and in conflict in the international system, inter-state cooperation is still possible through international
institutions and ‘complex interdependence’.6 In the middle ground, a pragmatist power view holds that
China is neither an absolute revisionist nor a pure status quo power, but makes foreign policies in a
practical way. Sohn, for example, challenged the dichotomous views of ‘eventual assimilation’ (status
quo) and ‘systemic conflict’ (revisionist) and argued that China has been pursuing a ‘risk-averse counterweight strategy’.7 Some think that China is dissatisfied with certain aspects of the system, but seeks
to change it cooperatively. This view is dubbed ‘reform-minded status quo power’.8
These views have two inclinations. The first is to treat China as a unitary actor in global governance
and explicitly assume consistency and uniformity of China’s foreign policies in different fields of global
governance, such as energy, environment, trade and others, and within particular fields. The second
is to treat the international system as a whole with unified and static preferences. This article aims to
break these holism shackles. More specifically, it focuses on global financial governance (GFG), considering its increasing salience in post-crisis global governance, and looks into China’s specific policies
in various areas of GFG.
The key policy areas examined in this article include the G8/G20, international monetary system
(IMS) reform, international financial regulation reform (banking regulation) and China’s exchange rate
policy. Reasons for choosing these areas are as follows. First, the G20 and the Financial Stability Board
(FSB) are the dual cores of the reformed GFG system.9 China was not a member of the Financial Stability
Forum (FSF), the precursor of the FSB, until late 2008. In contrast, China has long connected with the G20
since its founding in 1999 and with its predecessor, the G7/8. Second, the IMS and financial regulation
reform are the most salient fields of GFG. Flawed IMS and lax global and national financial regulation
are major reasons for the 2008 global financial crisis.10 Third, China’s exchange rate policy has long been
a controversial topic in global economy.
Comparing China’s policies in the five areas leads to a conclusion that China does not have a consistent and coherent stance on GFG, which rebuts the pure challenger or status quo power arguments.
But it does not necessarily mean that China is a pragmatist power, which makes policies and takes
actions in a practical way. The tripartite view does not describe the whole picture and thus has little
analytical leverage. Instead, China’s policies and actions have a unified driving force: national interest,
or Guojia Liyi (国家利益) in Chinese. However, the consistent Guojia Liyi may lead to opposite attitudes
(indifferent, cooperative, critical or changeable) in GFG. The ostensible conflict between the inconsistent
stances and consistent interests is due to a ‘holism failure’, which refers to an intellectual tendency of IR
theories to treat international and domestic systems as unitary wholes and the consequent explanatory
deficiency of this tendency. In reality, both international and domestic systems are fragmented with
various parties pursuing their own interests. Therefore, investigating specific areas in the international
realm and various factors on the domestic level contributes to answering a long-debated question:
what is China’s stance toward the international system?
The first section reviews the theoretical debates on global governance and puts forward a working
definition of global (financial) governance. The second section analyzes China’s different stances toward
the G8 (indifferent), IMS reform (critical), exchange rate reform (changeable), the G20 and international
financial regulation reform (cooperative). These various stances, as the third section explains, are not
results of inconsistent national interests. On the contrary, although the specific contents are slightly
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different, there are common core national interests across these cases. The fourth section explains that
the ostensible confrontation between the different stances and the common core national interests
derives from the ‘holism failure’. The last section offers a brief conclusion.

Theoretical Debate: Global (Financial) Governance
Since the early 1990s when the Cold War ended and the globalization process was accelerated by
informational technological advances and the exacerbating of many transnational issues, global governance has not only become an empirical fact, but a buzzword in academic circles of nearly every social
science discipline, especially political science. In political science, studies on global governance began
with three publications in the 1990s, namely Governing without Government (1992), the Commission
on Global Governance’s (CGG) Our Global Neighborhood (1995), and the inauguration of the Global
Governance journal and its first quarterly volume, Global Governance: A Review of Multilateralism, in
1995.11 Subsequently, many works appeared in the mid- and late 1990s.
In contemporary academic debates, global governance ‘is all over the place’,12 ‘appears to be
virtually anything’13 and ‘has become one of the leading mantras of the contemporary age’.14 Among
the vast literatures are criticisms of it as both a concept and an empirical fact. As a concept, like other
concepts in political science, such as globalization and international regimes, it is criticized for lack of an
accurate and agreed-upon meaning. For instance, Dingwerth and Pattberg argued that ‘the confusion
surrounding the meaning of global governance stems mainly from the fact that the concept is evoked
not only where governance in the sense in which it has been introduced in political theory is at issue,
but also in a variety of further contexts’.15 The term ‘governance’ is now employed in many settings
with different meanings, such as ‘global governance’ in IR, ‘good governance’ in development policy,
‘multilevel or European governance’ in European Union (EU) studies, ‘corporate governance’ in finance
and management, and many other usages in public policy like ‘urban governance’.16
As an empirical fact, it is criticized for its ineffectiveness and illegitimacy. For example, by examining
three dimensions of global governance—provision of global public goods, processes of transnational
regulation and efforts to spread universal human rights, Davis suggested that ‘existing institutions
and processes (of global governance) are incoherent and illegitimate, if legitimacy is to be defined in
terms of citizens’ participation in decisions where trade-offs amongst competing values take place’.17
Yunker even argued that global governance is a myth that ‘has emerged to help people cope with
the uncongenial and presumably unavoidable reality that we are living in a world’.18 In response, this
article investigates a specific field of global governance—GFG, and thus shows that global (financial)
governance is an actual and (mostly) effective way in which some transnational issues are managed
and states are integrated into the international community, rather than simply being a myth.

Defining Global (Financial) Governance
GFG is a subfield of global governance, along with health, food, environment, trade and others. Defining
GFG requires a clear definition of global governance. Global governance is variously defined. The definition from the CGG has been acknowledged most widely. The Commission stated that:19
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Governance is the sum of many ways individuals and institutions, public and private, manage their common affairs.
It is a continuing process through which conflicting or diverse interests may be accommodated and co-operative
action taken. It includes formal institutions and regimes empowered to enforce compliance, as well as informal
arrangements that people and institutions either have agreed to or perceive to be in their interest.

This definition is not flawless. Overbeek pointed out three key problems—lack of analytical or theoretical meaning, depoliticizing tendency and ahistoricity.20 In the same year this definition appeared,
Finkelstein defined global governance simply as ‘governing, without sovereign authority, relationships
that transcend national frontiers’ and argued that ‘what we need is a conceptualization that enables
us to penetrate and understand the government-like events that occur in the world of states even in
the absence of government’.21 Supporting this simple definition, many scholars, such as Makinda and
O’Brien et al.,22 contended that the incapability of states in managing global affairs and the absence
of a global government facilitate global governance led by other non-state actors, such as multilateral
organizations, non-governmental organizations and multinational corporations.
In addition to the two incipient definitions, many other ways of defining global governance emerged
subsequently and are summarized into four groups here. The first is to treat global governance as an
observable phenomenon or a political program.23 In this view, global governance refers to a variety of
phenomena, including global social movements, civil society, the changing regulative capacity of states,
the activities of international organizations (IOs), public-private networks, transnational rule making
and forms of private authority.24 Rosenau’s oft-quoted definition is from this perspective, particularly
from the angle of human activity and social phenomena.25 He stated: ‘global governance is conceived
to include systems of rules at all levels of human activity—from the family to the IO—in which the pursuit of goals through the exercise of control has transnational repercussions’. For some others, global
governance, as a political concept, ‘captures a vision of how societies should address the most pressing
global problems’ that are caused by economic globalization and the resulting loss of national authority.26
The second way is to subsume definitions of global governance into macro, meta and micro levels.27
Macro-level global governance focuses on the theoretical accounts of the overall phenomenon while
the micro-level stresses the empirical studies of distinct institutions to solve particular governance challenges. Standing between the two, some focus on meta-level global governance—global governance
architecture, which is defined as ‘the overarching system of public and private institutions that are valid
or active in a given issue area of world politics’ and ‘comprises organization, regimes, and other forms
of principles, norms, regulations, and decision-making procedures’.28
The third way is to discern global governance as globalization of international processes, fragmentation processes or conflict regulation mechanism.29 The process of internationalization and globalization
has inevitably made worldwide political events like international security and environmental degradation increasingly complex, and thus demands coordinated and concerted policymaking. In this sense,
global governance simply refers to policy coordination among states. The fragmentation processes
imply increasing conflicts caused by clashes of irreconcilable interests and marginalization led to by
globalization processes. In this view, global governance emphasizes mediation of these increasing

20
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conflicts throughout the world. The conflict regulation mechanism is closely and causally related to the
fragmentation process, but focuses more on appropriate intervention procedures launched by global
actors, such as international private and public organizations.
The last way is to define ‘global’ and ‘governance’ separately. There are two general understandings
of ‘global’. In the first, ‘global’ refers to the extent and inclusiveness of the actor realm, which includes
state/non-state, North/South, ‘high’/’low’, local/international and public/private actors.30 In this view,
Overbeek defined ‘global’ as ‘of planetary dimension’, ‘world-wide’ and ‘global-spanning’.31 In the second,
‘global’ means aggregate. Therefore, global governance refers to ‘activities that also find expression as
an aggregate phenomenon’.32 With regard to ‘governance’, four characteristics were clearly presented by
Walters.33 First, governance involves a shift of the analytical focus of political studies from ‘institutions’
to ‘process’ of rule. The essence of governance is the governing mechanisms without recourses to the
authority and sanctions of government.34 The aforementioned definitions from Finkelstein, Makinda
and O’Brien et al. reveal and stress this feature of governance. Second, governance emphasizes ‘self-
governing networks’. Governance is about managing networks, which are presumed to have their own
autonomy and materiality. The third feature of governance is its particular narrative of social change,
while the fourth is the erosion of state sovereignty and eclipse of authority.
In sum, GFG refers to a world-spanning mechanism and network governing transnational financial
regulation issues and coordinating states’ interest conflicts in dealing with these issues in the absence
of a government-like authority and with the participation of various actors from state to non-state,
North to South, local to international and public to private. In this definition, adopting the meta-level
view mentioned above, global governance is in nature a mechanism and network. Its basic functions
are policy and interest coordination and transnational problem solving. The fundamental feature of this
architecture is ‘governing without government’, which largely determines its informality and arouses
debates on its effectiveness and legitimacy. The realm of the mechanism and network is world-spanning,
which means that its issues are transnational and its actors are world-wide. This definition does not
ambitiously challenge the previous ones, but proposes a more comprehensive view to analyze China’s
role in GFG. According to this working definition, China’s stance toward GFG can be observed regarding four aspects—mechanism and network, governing ways, regulators and participators. As to the
GFG architecture, dramatic changes have occurred in the post-crisis era and China’s status in it has
been elevated.35 However, as one of the most important participators, China’s attitudes toward GFG
approaches (such as Basel III) and/or regulators (such as the G8/20) vary.

China’s Inconsistent Stances: A Pragmatist Power?
In the five cases examined in this article, China’s stances are inconsistent. In general, towards the G8 and
the IMS reform, China is more indifferent or critical; regarding the financial regulation reform following
the 2008 crisis and participation in the G20, China is more cooperative and active; in the exchange
regime reform, China has performed more changeably and pragmatically.
China has been indifferent toward the G8. During the Cold War, the G8 and China were separated
by political ideology and were indifferent to each other. China defined the G8 as a club of rich nations
without significant influence on China’s development, while the G8 led by the US treated China as a
socialist heretic. In the post-Cold War era and before the inauguration of the G20 in 1999 against the
backdrop of the 1997 Asian financial crisis, the G8 played a crucial role in global economic governance
and cooperation and started to pay attention to China. Recently, the G8 (G7+Russia) has changed its
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33
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attitude by seeking cooperation and communication with China. Following the 1997 Asian financial
crisis, the G8 extended invitations to China in 1999, 2000 and 2002. It was only in 2003 that China’s former
president Hu Jintao participated in side meetings at the G8 summit in Evian, France. In 2005, a dialogue
mechanism between the G8 members and five emerging countries called the G8+5 was formed. This
informal mechanism was further institutionalized in the 33rd G8 summit as the ‘Heiligendamm Process’
in 2007. Despite the G8’s good intentions and important role in settling many international issues, such
as climate change, energy cooperation and international development, China has not been motivated
to join and has even questioned the legitimacy of the G8.
The Chinese government is more intent on reforming the IMS in the post-2008 crisis era. The 2008
global financial crisis highlighted problems of the IMS. The insufficient post-crisis response of the IMS
to changes in the world economy has urged China to put forward its own IMS reform proposal and to
accelerate domestic currency reform with the purpose of contributing to radically reforming the IMS.
In the G20 2008 Washington Summit and 2009 London Summit, former Chinese President Hu Jintao
emphasized the necessity and urgency of reforming the IMS and pointed out four principles for creating
a ‘fair, just and inclusive’ IMS: comprehensive, balanced, incremental and result-oriented.36 According
to these principles, China has launched a three-tier reform, which contains international, regional
and domestic measures. Internationally, China proposed a super sovereign currency and meanwhile
actively enhances Renminbi’s (RMB) international presence, such as the inclusion of RMB into the Special
Drawing Rights (SDRs) basket. Regionally, China promotes bilateral or regional currency cooperation. For
instance, as of May 2015, the People’s Bank of China (PBC) has signed Bilateral Swap Agreements with
32 national or regional currency authorities and established RMB cross-border settlement mechanisms
with 15 countries or regions.37 Domestically, measures are taken to facilitate RMB internationalization,
such as economic structural reform and gradual capital account liberalization. A rising Chinese currency
will inevitably challenge the US dollar-dominated IMS.
In contrast, China’s attitudes toward the G20 and international financial regulation reform are more
cooperative. Towards both the G20 Finance Minister and Central Bank Governors’ meetings and the latest
version of the leaders’ forum, China has struck a different attitude compared to its stance toward the G8.
First, China is an exemplary member of the G20, actively attending all G20 meetings and discussions at
different levels. Second, China has not only participated in all the G20 meetings and advocated for the
G20’s proposals, suggestions and/or requirements, but has actively expressed its perspectives. China
is hosting the 2016 G20 summit in Hangzhou. Lastly, China has become an important player, even a
core power, of the G20. Some argue that the new core power of the G20 is the G2 (US and China).38
Upon this wave of international financial regulation reform in direct response to the 2008 global
financial crisis, China has also performed actively and cooperatively. In September 2011, the FSB-G20Monitoring Progress-China comprehensively assessed the extent to which China had implemented
the G20/FSB recommendations on strengthening financial regulation. According to this report, China
had made great progress or had a clear plan in most key aspects of the G20-FSB recommendations,
such as improving bank capital and liquidity standards, addressing risks of systematically important
financial institutions, extending the regulatory perimeter and so on. Coordinated by the two cores
of the new GFG system—the G20 and the FSB, other international financial regulators, like the Basel
Committee, the International Organization of Securities Commissions (IOSCO) and the International
Association of Insurance Supervisors (IAIS), have issued more specific guidelines or recommendations
for improving supervision on banking, securities and insurance industries. China has followed most of
these guidelines and even adopted stricter rules in some fields, such as the ‘Chinese version of Basel
III’ banking regulation.
‘Chinese President Calls for Concerted Efforts to Tide over Financial Crisis’, Xinhua News, November 16, 2008, http://news.xinhuanet.
com/english/2008-11/16/content_10364284.htm, accessed on November 20, 2015.
The PBC, ‘2015 nian renminbi guojihua baogao’ [‘Renminbi Internationalization Report 2015’], Beijing: People’s Bank of China,
2015, p. 2.
38
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Table 1. China’s Guojia Liyi in the five cases.
Cases
G8
G20

Global Financial
Regulation
Reform (Basel III)
IMS Reform

Exchange Regime
Reform

China’s National Interests
Maintaining economic development and enhancing international status without violating China’s ideology.
Securing the vested economic benefits and gaining more
economic benefits; Maintaining political stability and
development through participating in global governance
and accelerating domestic reform; Enhancing international status.
Strengthening China’s banking regulation by adopting the
new international regulation (Basel III), considering China’s
unique situation and with the purpose of preventing
financial crisis and sustaining China’s economic growth.
Reforming the US dollar-dominated IMS and enhancing
RMB’s international presence—elevating RMB to be a
settlement currency, an investment currency and, finally
and gradually, a global reserve currency.
Seeking to establish and improve a managed floating exchange rate regime based on market supply and demand
as well as to keep the exchange rate of the currency RMB
basically stable at an appropriate and balanced level.

Core Interests
Economic development

China’s Stances
Indifferent

Economic development;
Political stability;
World recognition

Cooperative

Economic development

Economic development;
World recognition

Critical

Economic development

Changing

China’s policies of exchange rate reform are comparatively changeable. In the past decade, China’s
exchange rate reform experienced three stages—2005 reform, 2008 stagnation and 2010 relaunch.39 In
2005, the Chinese authority announced the establishment of a managed floating exchange rate regime
based on market supply and demand with reference to a currency basket. This reform was suspended
in 2008 with the nominal value of the RMB frozen against the dollar at 6.83 and resumed in June 2010.
The International Monetary Fund (IMF) lavished praise on China’s 2005 reform. When the reform stagnated between 2008 and 2010, critical words, such as ‘substantially undervalued’40 or ‘fundamentally
misaligned’,41 appeared in IMF documents assessing China’s exchange rate policy. Since 2010 when
China decided to return to a managed floating exchange system and further reform the RMB exchange
rate regime, the IMF changed assessment on China’s exchange rate from ‘substantially undervalued’ to
‘undervalued’ and recently to ‘moderately undervalued’.42
Table 1 summarizes the different stances of China toward GFG ways and/or institutions. The inconsistent stances disprove the argument that China is a pure challenger (or revisionist power) or a status
quo power. Nonetheless, does it automatically prove that China is a pragmatist power solving problems
and making foreign policy in a practical way? Is there a consistent driving force underneath the various
policies and inconsistent stances?

Consistent Core National Interests
China’s specific national interests in the five cases are not identical, but share some core interests. These
specific national interests are determined by both material and ideational factors. Material factors refer
to the domestic and international political economic factors, while ideational factors include state
ideology and interpretation.
China’s major interest in the G8 was to maintain economic development and enhance international
status without violating China’s ideology. The legitimacy and reputation crisis of the G8 makes China’s
policy elites more indifferent to this group, while the domestic economic development has brought
39

Falin Zhang, ‘Determinants and fluctuations of China’s exchange rate policy’, in J. Jay Choi, Michaelk R.Powers and Xiaotian T. Zhang,
eds. International Finance Review Vol. 17: The Political Economy of Chinese Finance (Bradford, US: Emerald, 2016), pp. 343–369.
IMF, 2009 Article IV Consultation with the People's Republic of China. Public Information Notice (PIN) No. 09/87 (2009).
41
Alan Beattie, ‘IMF in discord over Renminbi’, Financial Times (January 26, 2009), available at: https://www.ft.com/content/b876fafceb18-11dd-bb6e-0000779fd2ac (accessed 21 November 2015).
42
IMF, 2012 Article IV Consultation with the People's Republic of China, Public Information Notice (PIN) No. 12/195 (2012).
40

8

F. Zhang

them more confidence to steer clear of the G8 in pursuing sustainable development and international
status. In contrast to the legitimacy crisis of the G8, China has improved its international reputation
and status in light of its better performance during the 1997 and 2008 financial crises. Thus, Chinese
leaders firmly believe that without the G8, China can still play a role in global governance.43 More
importantly, China’s state ideology conflicts with that of the G8 in various ways. First, joining the G8,
which is considered a club of capitalist countries, may negatively affect its socialism with Chinese
characteristics, the official political ideology of China. From the Chinese government’s perspective,
as a developing country, joining the rich club would aggravate the burden and obligation of China in
global governance, which may drag down China’s development; as a socialist country, the old unfair
and irrational international political and economic order, or ‘the basic ontology of world order’,44 has not
been fundamentally changed, with several Western capitalist countries, especially the US, still dominating the world economy. Second, China’s state-led development ideology differs from the mainstream
neoliberalism upheld by most G8 members. A close relation with the G8 may change the Chinese
development ideology and consequently the trajectory of China’s economic development. Therefore,
Chinese leaders perceive the G8 as dominated by the major Western countries and the issues discussed
in the G8 as being in the interests of these countries rather than developing countries. It was only a
‘forum of the rich countries and not a global regime with legitimacy of enforcement that is recognized
by the sovereign governments of the rest of the world’.45
China’s national interests in the G20 are to secure the vested economic benefits, maintain political
stability and development through participating in global governance while accelerating domestic
reform, and thus enhance international status. The two crises have made China’s political leaders focus
more on global governance and the role of the emerging G20 in GFG. The domestic economic performance gives Chinese political leaders more confidence in the international community. Furthermore,
participating in the G20 framework provides China external strength to drive its economic structure
adjustment.46 State ideology also plays a significant role in determining China’s interests and strategy
in the G20. Unlike the G8, the G20 is no longer a propagator of the Washington Consensus, but an
informal mechanism for coordinating member countries’ policies, paying less attention to political
ideologies and economic models. Therefore, the socialism with Chinese characteristics is less likely to
be deviated by joining the G20. Supporting and joining the G20 also matches China’s basic diplomatic
strategy set by Deng Xiaoping—‘tuoguang yanghui’ (韬光养晦) and ‘yousuo zuowei’ (有所作为) (keeping
a low profile and taking a proactive role when feasible).47 To be a responsible developing country had
been China’s self-orientation since the mid-1990s. In the wake of the 1997 Asian financial crisis, China
put forward a new identity—‘a responsible great nation’. Participating in the G20 is, to some extent,
the result of and reflects China’s new identity. Therefore, despite many criticisms of the G20, Chinese
leaders interpret it as a ‘timely gift’,48 a chance to participate in global coordination, to adapt to and
learn global governance, to represent the Chinese position and build China’s external image, and a way
to facilitate the adjustment of the domestic economic structure.
China’s specific national interests in the IMS can be summarized as reforming the dollar-dominated
IMS and enhancing RMB’s international presence—elevating RMB to be a settlement currency, an
investment currency and, finally and gradually, a global reserve currency. Domestic development and
problems are key factors determining national interests. On the one hand, the extraordinary economic
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performance in recent decades and the development of China’s financial system provided some general conditions for reforming the IMS and internationalizing the RMB, such as economic size, financial
market development, stability and predictability of a currency’s intrinsic value, the availability of broad
transactional networks and reasonable interest and exchange rates.49 On the other hand, many domestic
problems suggest that the RMB internationalization must be gradual and long-term. Yi Gang, the PBC
deputy governor and head of the State Administration of Foreign Exchange, even rejected the idea
that making RMB a reserve currency is a principal goal of policy and pointed out that conditions were
‘very far’ from favouring the RMB as a reserve currency.50 Internationally, the 2008 global financial crisis
exposed the structural shortcomings of the IMS, such as the large volatility of exchange rates, the wide
and persistent misalignments of exchange rates and huge trade imbalances and the inability to prevent
international financial crises.51
China, as an emerging and socialist country, has long been dissatisfied with the IMS. As an emerging
economy, China falls into a ‘dollar trap’ that implies persistent upward pressure on China’s currency, due
to its dependency on the foreign investment and trade and the dollar-centered IMS.52 As a socialist
economy, China’s unique government-led development model is in sharp contrast or even in conflict
with the neoliberal one. Major international financial institutions, such as the IMF, as well as the US,
which have been maintaining the current IMS, have also been advocating and spreading the neoliberal
model. Thus, Chinese policymakers have two interpretations. First, the present IMS is unequal, favouring
developed countries, especially the US. Though the US dollar is no longer the standard currency as it
was in the Bretton Woods system, not only has the post-Bretton Woods system not yet weakened the
power of the US dollar, but it also made the US ‘legally abandon the international obligations of the US
dollar as an international standard currency’.53 Second, the 2008 global financial crisis provided a golden
opportunity to reform the IMS and elevate the international position of RMB. Domestically, the 2008
global financial crisis motivated a new round of financial and currency reform.54 China’s international
position has been enhanced since the eruption of the crisis, particularly in the GFG.55
China’s specific national interests and objectives in the exchange regime reform are to establish and
improve a managed floating exchange rate regime based on market supply and demand as well as to
keep the exchange rate basically stable at an appropriate and balanced level. The Chinese government
has long faced huge pressures from major Western countries, IOs and even international academia on
reforming its exchange regime.56 Nonetheless, the domestic environment, including domestic pressures
and pre-conditions, is the principal determining factor of national interests. The domestic pressures
include the long-time ‘twin surpluses’, inflationary expectation and the less independence of currency
policy. The pre-conditions refer to bank sector reform, decreasing unnecessary controls on foreign
exchange transaction and foreign market development.57 These national interests are also based on the
Jeffrey Frankel, No Single Currency Regime is Right for all Countries or at all Times, NBER Working Papers, No.7338, (1999);
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50
Arthur Kroeber, China’s Global Currency: Lever for Financial Reform, Brookings-Tsinghua Center for Public Policy, Monograph
Series Number 3, (2013).
51
Dominick Salvatore, ‘The future tri-polar international monetary system’, Journal of Policy Modeling 33, (2011), p. 807.
52
Paul Krugman, ‘China’s dollar trap’, New York Times (3 April 2009), available at: http://www.nytimes.com/2009/04/03/opinion/03krugman.html?_r=0 (accessed 25 November 2015)
53
Tong Cao, ‘Zhongguo ruhe yingduimeiguo huobizhan’ [‘How should China deal with the US currency war?’], Jingji guancha
[Economic Observation] (15 October 2010) available at: http://www.eeo.com.cn/observer/shelun/2010/10/14/182712_7.shtml
(accessed 25 November 2015).
54
Jianhong Zhu, ‘Jinrong weiji gei zhongguo dailai le naxie jihui’ [‘What opportunities the financial crisis has brought to China’],
Renmin ribao [People’s Daily (5 February 2009), available at: http://finance.people.com.cn/GB/8752663.html (accessed 26
November 2015).
55
Falin Zhang, ‘China and global financial governance: centripetalism, elevation and disparity’.
56
Falin Zhang, ‘Determinants and fluctuations of China’s exchange rate policy’.
57
‘Renmin yinhang hangzhang Zhou Xiaochuan jiu huilv xingchengjizhi gaige da jizhewen’ [‘Governor of People’s Bank of China
Meets Press’], Xinhua News (11 September 2005), available at: http://www.gov.cn/jrzg/2005-09/11/content_30807.htm (accessed
26 November 2015).
49

10

F. Zhang

ideology of socialism with Chinese characteristics. This state ideology has embedded the idea of market
economy in the mind of key policy elites and prompted the state to redefine the boundary between
the government and the market. The exchange regime reform, particularly since 2005, reflects this
market economy idea and is interpreted as a crucial step to redefine the government-market boundary.
China’s specific national interests in banking regulation are to strengthen China’s banking regulation by adopting the new international regulation (Basel III), considering China’s unique situation, and
with the purpose of preventing financial crises and sustaining China’s economic growth. The domestic
political and economic situation is the fundamental basis of these interests and objectives, particularly the salient economic growth during crisis periods and the growing size and importance of the
Chinese banking system in the global market and the potential risks. The international environment
also influences the issue of the Chinese version of Basel III. The flaws of the previous banking regulation
and the 2008 global financial crisis partly caused by these flaws urged the birth of Basel III. The international experience during the 2008 crisis makes China’s policy elites realize the necessity and urgency
of strengthening China’s financial regulation, particularly of the banking industry.
Chinese state ideology structures the formation of these national interests. The socialism with
Chinese characteristics is a premise for China to participate in the world economic system and, more
specifically, for the establishment of China’s modern financial regulatory system. The self-identity as a
developing country prioritizes development rather than social ideological debate, and requires China
to integrate into the existing world economic system. Adopting international rules is a crucial step
towards integration. As a result, the Chinese government interprets the Chinese version of Basel III as
a chance for Chinese banks to go abroad, and thus an opportunity to sustain domestic development.58
Throughout these cases, some material factors are common, such as domestic economic development and international economic crises. Some are idiosyncratic, such as the structural shortcomings
in the IMS reform and the flaws of the international banking regulation in global financial regulation
reform. Ideational factors contain state ideology and interpretation. In sum, Chinese state ideology has
four key contents: socialism with Chinese characteristics, nationalism in the specific form of rejuvenating
the Chinese nation, state identity and development ideology. In these cases, some or all four aspects
generated significant influence. Interpretation based on these ideologies is an inevitable path in which
the influence of political economic factors and state ideology on Guojia Liyi is transmitted. The political
economic factors and state ideology are interpreted first by policy elites and/or political leaders. Then,
the individual or group interpretation forms the understanding of the Chinese government and finally
become national policies.
There are some common core national interests across the five cases, although the specific content of these national interests are not identical (Table 1). These core national interests are economic
development, political stability and world recognition. All the specific national interests are derivatives
of the grand ones. In other words, China’s specific interests, attitudes, and policy objectives in the five
cases reflect some or all of the three core national interests. Given the economic nature of these cases,
economic development and world recognition are considered more than political stability in specific
national interests and objectives. Therefore, China is a not a pragmatist power that makes polices in a
practical and matter-of-fact way. There are consistent driving forces underneath the inconsistent stances,
and consequently, there is a conflict between the consistency and the inconsistency.

Holism Failure: International and Domestic Fragmentations
The divide between reductionism (or methodological individualism) and holism has long existed in
political science. In the former, the political world can be scientifically explained only if the explanations
refer to facts about individuals and their interactions. The latter treats systems and their properties
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Table 2. Major actors in GFG.
Type of Actors
Core Institutions
Conventional IOs
International Standard-Setting Bodies
Transnational Private Organizations

Sovereign States and Regional
Organizations

Major Actors
G-20, FSB
IMF, World Bank, World Trade Organization (WTO), Bank for International Settlements
(BIS), Organization for Economic Co-operation and Development (OECD)
Basel Committee on Banking Supervision (BCBS), Committee on Payment and Settlement Systems (CPSS), Committee on the Global Financial System (CGFS), IAIS, IOSCO
International Accounting Standards Board (IASB), Institute of International Finance
(IIF), Securities Industry and Financial Markets Association (SIFMA), World Federation
of Exchanges (WFE), International Swaps and Derivatives Association (ISDA), International Capital Market Association (ICMA)
G-20 member economies, FSF country members, EU, BRICs, others

as irreducible wholes in explaining political phenomena. Systems in political science have two major
dimensions: loosely-organized international systems and strictly-organized domestic systems. In IR,
the international system is variously defined and debated among different theories, such as realists’
anarchic international order characterized by balance of power and distribution of capabilities, the
English School tradition of international society,59 international regimes60 and more recently global
governance. In contrast, domestic systems are less debatable, consisting of political, economic, legal
and other subsystems.
IR literatures have a holistic preference, which tends to treat international and domestic systems as
unitary wholes. The tendency is motivated by three factors: a ‘systemic’ or ‘institutional turn’ in some
fields of political science, a re-awakened interest in social ontology and the problem of complexity.61
The holistic preference is particularly strong in global governance studies. On the one hand, global
governance systems tend to be treated as wholes with unified and static preferences even though the
informal and fragmented features of some subsystems have been pointed out. On the other hand, states,
the most important actors in global governance, tend to be treated as wholes with consistent stances,
although the domestic and inter-state interest conflicts have been paid attention. More specifically
in GFG, the holistic tendency derives from three factors: a systemic and institutional turn, increasing
complexity and academic obsession with theoretical parsimony.
GFG, according to the definition above, is a mechanism and network in nature. In response to
the two crises, the GFG architecture was built and has been reconstituted. The current system called
‘Networked International Financial Governance’62 has been further institutionalized and formed its
own properties—networked, informal and centralizing. This governance system is a network that is
constituted by a collection of nodes and links among them.63 The nodes include state and non-state
actors (Table 2), while the links refer to the formal (membership) or informal relations among these
actors. The informality lies in some core nodes of this network (e.g. G20) and the links among nodes.64
The informal network ‘centers on G-20 and the FSB and generates centripetal, or centralizing, force to
coordinate global financial governance’.65 This GFG system is treated as an independent variable in
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explaining some issues, such as the 2008 financial crisis, and as a dependent variable to be explained
in terms of its properties, legitimacy and effectiveness.
The complexity of GFG has significantly increased as the development of global finance and the
involvement of more state and non-state actors into the governance process. Global finance is characterized by increased connectivity, significant expansion of domestic and international markets and
acceleration of technological and financial innovation. These characteristics consequently increase the
complexity of GFG, which involves reconciling actors’ interest conflicts, considering the systemic safety
as well as balancing strict regulation and free innovation. Another crucial source of the complexity is the
technocratic nature of finance. The approximately 1000 pages of legislative guidelines of the US DoddFrank Wall Street Reform and Consumer Protection Act demonstrate this nature. The complexity drives IR
scholars to circumvent micro-level analyses and focus on macro-level analyses. Therefore, in discussing
China’s stances in global (financial) governance, the governance system is usually treated as a whole,
and the interest and preference inconsistency and fragmentation are underestimated or overlooked.
This holistic tendency is also partially driven by the theoretical obsession of IR studies with parsimony.
Waltz played an important role in bringing rigor and parsimony to IR theories.66 The parsimony obsession sacrifices flexibility, reliability and precision, which are also criteria for good theories. IR theories
and global governance studies often dodge the ‘black box’ of domestic policymaking because of its
complexity. However, ‘convergence and divergence of governmental positions cannot be explained
solely by the logic of the international system, institutions or globalization. Instead, they strongly reflect
domestic ideas and interests’.67 The ‘super-macrolevel’ analysis does not ‘convey a discreet and pithy
understanding of how the world works’.68 The holistic tendency, nonetheless, does not mean that IR
theories and global governance studies exclusively focus on the super-macrolevel analysis. There are
some exceptions, such as constructivist IR’s focus on subjective and intersubjective interpretations
and Rosenau’s writings on global governance from the perspective of the political skills and activities
of individuals.69
As a result, the holism in IR and global governance studies fails to draw a complete and clear picture
of China’s role in global (financial) governance (holism failure). China was perceived as a revisionist,
status quo or pragmatist power. The analysis above found that China’s stances in GFG are inconsistent,
which aligns with the pragmatist assumption, but China has consistent core interests across various
cases, which refutes the pragmatist assumption. The ostensible contradiction is due to the holism failure.
Thus, the following sections explain the contradiction by looking into the fragmentations of the GFG
system and Chinese domestic policymaking.

‘Cooperative Fragmentation’ of Global Financial Governance
GFG architecture characterizes ‘cooperative fragmentation’. Biermann et al. provide a classic typology
of fragmentation of governance architecture, which assesses degrees of fragmentation by three criteria—degree of institutional integration, existence and degree of norm conflicts, and type of actor
constellations.70 This typology differentiates among three types of fragmentation—synergistic, cooperative and conflictive fragmentations.71 According to this typology, GFG architecture shows indications
of cooperative fragmentation, which features loose institutional integration, normative fragmentation
and power decentralization.
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First, major institutions and the decision-making procedure in GFG are loosely integrated. Major
actors in GFG include two core institutions (G20 and FSB), conventional IOs, international standard-setting bodies, transnational private organizations, sovereign states and regional organizations (Table 2).
The two core institutions link these various types of actors through their informal membership.72 Due
to the deficiency of formal membership criteria, decision-making rules and enforcement mechanisms
of the two core institutions, particularly the G20, the linkage is informal and self-motivated. Therefore,
when major actors have the same motivations and objectives, such as combating financial crises, this
informal governance system could be very effective. But once these motivations and objectives become
diverse and even competing, the degree of institutional fragmentation would increase and the system
would stagnate.
Second, motives and norms of different actors in GFG are fragmented. Major state actors have different motives for participating in GFG. Conventional powers, mainly G7 countries, struggle to maintain
their vested power and interests. Emerging countries, mainly Brazil, Russia, India and China (BRIC),
strive to gain more power in global governance. Many other developing countries are concerned with
being further marginalized and seek to establish new platforms to exert influence on the current global
governance system, such as the Global Governance Group (3G). Moreover, major actors have their own
mandates and policy preferences. Although major actors reached a consensus in combating the 2008
global financial crisis, their own mandates cause different and even competing policies and actions in
the post-crisis era. The Bretton Woods institutions still promote neoliberal ideas. The upgraded G20 has
become more value-neutral and power-balanced. Emerging countries, particularly China, resist some
neoliberal policy suggestions, such as free-floating exchange rates and financial system liberalization,
and are exploring their own ways of development. This situation is dubbed ‘normative fragmentation’.73
In addition, in different policy areas, certain IOs, either intergovernmental or non-governmental, play
dominant roles, such as the IASB in accounting standards, the IOSCO in credit rating agencies regulation,
the IMF in monetary policy and the BCBS in banking regulation. These IOs have different mandates and
established decision-making procedures and internal power structures based on the unique situations
of the specific issue areas, which are least likely to be integrated by the informal linkage mentioned
before.
Third, although many states are still excluded from the GFG system, power in the system has begun
to decentralize. The reformed GFG is still a ‘minilateral’ system, which circumvents the traditional intergovernmental model to regulate the highly interconnected global finance on the basis of soft law.74
Emerging countries’ influence has been significantly enhanced. The expansion of the G8 to the G20, the
upgrade of G20 to a leadership summit, and the re-adjustment of the IMF voting rights and the SDRs
basket are all indications of the enhancement. Consequently, GFG power has been partially shifted
from conventional powers to emerging countries.
As a result, the current minilateral GFG system has a less unified identity and value preferences
due to the loose institutional integration, normative fragmentation and power decentralization. In
other words, the system is not a whole, but fragmented, full of changes and conflicts or competition
of interests, norms and power. These fragmentations, changes and competition are key reasons for the
contradiction of China’s inconsistent stances and consistent core national interests. Firstly, some parts of
the fragmented system are in favor of China’s core national interests, while others are not. In these areas
where China’s core national interests are safeguarded, such as the post-crisis financial regulation reform,
IMF voting rights reform as well as the recent inclusion of China’s currency into the SDRs basket, China
is undoubtedly a status quo power. In these areas where China’s core national interests are violated,
such as the current IMS and the capital account liberalization, China is a revisionist power. Secondly, in
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this changing system, some elements that were in conflict with China’s national interests are turning
into others that do align with them. China’s different attitudes toward the G8 and the G20 are a good
example. The G8 was perceived as a threat to China’s state ideology, while the G20 is treated as a gift.
Thirdly, in fields where intense power competitions occur, China’s short-term policies are more likely
to change. China’s currency policy has long been a hotly-debated area where changes of international
pressures and domestic situation result in policy changes.

Decentralization and Fragmentation of Domestic Economic Policymaking
Another holistic tendency is to treat states as wholes or ‘black boxes’. Theories with this tendency are
called ‘actor-general’ theories, while those that explore the ‘black box’ of domestic policymaking are
‘actor-specific’ theories.75 The current analyses of China’s stances in global governance usually overlook
domestic policymaking processes, which is a major criticism and complement of the foreign policy
analysis sub-discipline of IR. China’s domestic and foreign economic policymaking is not an organic
whole as Holism assumes, but is characterized by a duality of political centralization and economic
decentralization. Economic decentralization has two aspects. One is the degree of economic power fragmentation in the central government. Although the Politburo Standing Committee of the Communist
Party of China (PSC) and several bodies that are directly accountable to the PSC, such as Financial and
Economic Affairs Leading Small Group (FEALSG), maintain absolute control over macro-economic policymaking, different government agencies have certain discretions in specified policy areas, such as the
PBC in domestic monetary policy and IMS reform, the Ministry of Finance (MOF) in G20-related issues,
the Ministry of Commerce (MOFCOM) in trade policy and the China Banking Regulatory Commission
(CBRC) in banking regulation. Interests of these agencies are not always harmonious, but sometimes
in conflict. An example is the conflict between the PBC and the MOFCOM over China’s exchange rate
policy.76 Another aspect is economic power decentralization from the central to the local level. Local
governments have increased power in making specific policies to achieve goals set by the central
government.
The economic power decentralization and fragmentation devalues the holistic assumption of unitary state actors and requires shedding more light on decision-making processes or the ‘black box’. The
changing decision-making environment, for example, has significantly influenced the process of China’s
exchange regime reform. China’s national interest in the exchange regime advocates market-oriented
reform (Table 1). China’s exchange rate policy has not always obeyed this interest, but experienced
three periods in the past decade: reform (2005–2008), stagnation (2008–2010) and relaunch (since
2010) (Table 3). In the first and third periods, the exchange rate policies align with the national interest. China acted and is acting, comparatively, as a status quo power in GFG, actively seeking to reform
its exchange regime under the surveillance of major GFG institutions, such as the IMF. In the second
period, China’s exchange-rate policy temporarily deviated from the long-term national interest, due to
a complicated policymaking environment confronting strong lobbying and institutional conflicts, high
complexity of domestic and international economic situation, high personal cognition against national
policy, less external pressure propelling exchange regime reform and emergent events (2008 crisis).77
In contrast, the decision-making environment in the banking regulation reform after the 2008 crisis
is relatively stable (Table 3). The lobbying of the Chinese banking industry against the stricter Chinese
version of Basel III is comparative weak. There have not been obvious conflicts among major policy agencies on strengthening China’s banking regulation, especially between the PBC and the CBRC. Instead,
the key agencies reached a consensus on implementing Basel III based on China’s situation. Since the
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Table 3. Decision-making environments in exchange reform and banking regulation reform.
Exchange Reform
Factors
Lobbying
Institutional conflicts
Complexity of issues in point
Personal cognition against
national policy
Short-time pressures from IOs
and western countries
Emergent events
Accord with Guojia Liyi

2005 Reform
Weak
Weak
Low
Low

2008 Stagnation
Strong
Strong
High
High

2010 Relaunch
Weak
Weak
Low
Low

Global Financial
Regulation Reform
Weak
Weak
Moderately Low
Low

High

Low

High

Low

No
Yes

Yes
No

No
Yes

No
Yes

birth of Basel I in 1988, the BCBS has been improving these international rules. The 2008 financial crisis
aroused rethinking of these rules. The flaws and shortcomings of the previous regulations were highlighted during the crisis. Thus, the objectives of post-crisis reform are certain and determined. In this
sense, the complexity of the banking regulation reform is relatively decreasing. International financial
regulators exerted limited pressures on China to implement Basel III. Even major countries lag behind
China in Basel III implementation and face pressure from China. Since the 2008 global financial crisis,
there has not been any emergent event to change the process of Basel III implementation. Facing the
catastrophic consequence of the crisis and the increasing interconnection of global finance, key policy
elites agreed upon the necessity of strengthening domestic banking regulation and were more willing
to accept the potential risks brought by the banking regulation reform. Therefore, China’s national
interests in banking regulation reform have been turned into policies and practices. China has issued
a Chinese version of Basel III, and also participated in other international financial regulation reforms.

Conclusion
Macro-level IR analyses with a holistic preference are undoubtedly necessary, but not necessarily sufficient in explaining power dynamics of states in the international system. The consensus on China’s rise
leads to a dispute that a rising China is a revisionist, status quo or pragmatist power. This trichotomous
view is based on a holism assumption that China and the international system are unitary wholes.
This holistic tendency and tripartite view fail to capture another scenario: inconsistent stances (pragmatist) with consistent core national interests (non-pragmatist). This explanatory deficiency is called
‘holism failure’. Specifically, in GFG, China strikes different attitudes toward GFG ways and institutions.
Nonetheless, some common core national interests—economic development, political stability and/
or world recognition—drive these different stances. This contradiction is due to the fragmentations
of the GFG system and China’s domestic policymaking. The fragmented GFG system does not have
a unified and static preference. Different parts of the system may have various or even antagonistic
mandates, policies and actions, of which the degrees of accordance with China’s core national interests vary. Therefore, China’s stances toward them are different. China’s domestic policy environment
is in flux in response to international and domestic political economic situations. The changing policy
environment directly causes variations in China’s attitudes and actions. Therefore, analyses of China’s
stance in global governance need to consider not only China’s national interests, but also how these
interests are transformed into actual policies and actions through the increasingly decentralized and
fragmented domestic policymaking process and how the fragmented international system (mis)aligns
with these interests.
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