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ANALYTICAL ESSAY

Rising Illusion and Illusion of Rising:
Mapping Global Financial Governance and
Relocating China
FA L I N Z H A N G
Nankai University
The empirical changes in global financial governance (GFG) and China’s
position in it, against the backdrop of the 2008 global financial crisis and
China’s economic rise in recent decades, suggest two plausible conclusions: (1) the present GFG system has been significantly reformed and
improved by forming a networked architecture and a regime complex; (2)
China’s economic rise has automatically extended to China’s rise in GFG,
embodying its full integration into the architecture and regime. This article constructs a three-dimensional international political economy (IPE)
analytical framework to reexamine the two conclusions and thus finds two
illusions: an increasingly widespread—or rising—illusion of a much improved and more stable GFG system and an illusion of China’s rising in
GFG via an automatic transformation from economic might to governance
power. The “rising illusion” of a much-improved GFG risks resulting in a
reform dilemma, while the illusion of China’s rise in GFG risks escalating
the China-US and, more broadly, emerging-dominant states conflicts into
full-scale confrontation. The prevalence of these two illusions highlights
the need for greater attention from academic and policy spheres to relevant issues.

Keywords: China’s rise, global financial governance, illusions of
rising, rising illusions

Introduction
China’s economic rise in recent decades, along with other factors such as the 2008
global financial crisis, has prompted empirical changes in and academic studies
on global financial governance (GFG) and China’s interaction with it. These empirical changes include the emergence of macroprudential financial regulation,
the increase of China’s voting shares in the International Monetary Fund (IMF)
and the World Bank, the foundation of the Asian Infrastructure Investment Bank
(AIIB), the inclusion of China’s currency into the Special Drawing Right (SDR),
etc. These relevant studies have spanned fields including political science, economics, and business studies, as well as interdisciplinary and subdisciplinary fields
of study, such as international relations (IR) (Sohn 2013; Zhang 2017), comparative political economy (Schirm 2009), international political economy (IPE)
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(Helleiner and Kirshner 2014; Knaack 2015), public policy (Mügge 2011), business and management (Gao 2016), world economy (Elson 2012), and international
finance (Khan 2013). These studies loosely relate to various aspects of GFG and
China, such as the characteristics and problems of GFG as a unitary whole (Tsingou
2014 and Helleiner 2014; 2015), international financial architecture (Moschella
2010; Major 2012), microlevel analyses of specific GFG issue areas (Helleiner 2009b;
Knaack 2015), various public and private actors in GFG (Porter 2007; Underhill and
Zhang 2008), implications of GFG (Young and Schuberth 2010), diffusion of financial ideas and practices (Lai et al. 2017), China’s responses to the global financial
crisis and interaction with GFG (Sohn 2013; Jiang 2015; Zhang 2017; Wang 2018),
and so on.
These empirical changes and studies tend to suggest two plausible conclusions.
First, due to external pressures from the 2008 crisis and the consequent changes
in the international political economic order, and the internal pressures from the
flaws of the previous GFG system, the present system has been significantly reformed
and improved (FSB 2018; IMF 2018). Second, the economic rise of China, largely
based on international trade in the past nearly four decades, has been automatically
extending to China’s rise in other political and economic domains, such as GFG
(Peng and Tok 2016; Wang 2018).
Numerous studies delve into China’s rise and its global implications, and the issue of China’s rise becomes an important empirical object contended by various IR
theories to legitimatize themselves and criticize others, such as the generally pessimistic realist views (Mearsheimer 2014, 2018; Barry 2015; Kirshner 2010) and the
relatively optimistic liberal views (Johnston 2003; Ikenberry 2019), as well as explanations based on power transition theory (Kim and Gates 2015), the English school
(Buzan 2010, 2018), constructivism (Liang 2018; Choo 2009), geopolitics (Mead
2014), etc. These views on China’s stance during its rise can be roughly divided into
three groups: a revisionist or assertive power (Mearsheimer 2006; Friedberg 2012;
Lim 2015; Scobell and Harold 2013; Yue 2008), a status quo power (Ikenberry 2019;
Johnston 2003; Shirk 2008; Kang 2007; Suzuki 2014), or somewhere in the middle
(Sohn 2013; Ren 2015; Wang 2017a; Lynch 2013; Goldstein 2007). Whatever stances
China has been taking, it is widely acknowledged that China’s economic rise has,
intentionally or unintentionally, prompted readjustment of not only the balance
of economic strength but also the balance of power and the international order
(Acharya 2014; Nye 2015).
Despite these debates and differences over China’s rise, an implicit consensus underlying these views is the economic rise of China. Namely, China’s rise is conceived
as being equivalent to or mainly based on China’s economic rise. The current confrontation between China and the United States and, more broadly, between emerging and dominant countries lay in the readjustment and in this consensus (Edelstein
2018). Consequently, China and its (domestic and international) strategies have
been variously dubbed an “illiberal China” (Odgaard 2018), “economic aggression”
(OTMP 2018), the “Beijing Consensus” (Halper 2010), or “sharp power” (Walker
and Ludwig 2018), among others. Many works also analyze various countries’ responses toward and/or strategies for dealing with China’s rise, such as the United
States (Montgomery 2014); Philippines, Vietnam, and Malaysia (Liang 2018);
Indonesia (Pattiradjawane 2016); Australia (McDougall 2014); Japan (Hughes
2009); and Canada (Gilley 2011).
In contrast, a few works question China’s economic rise and thus doubt the
comprehensive rise of China, such as Walter and Howie (2011), Scissors and
Subramanian (2012), and Beckley (2011/12). Joining in this group of literatures
and focusing specifically on global financial governance, this paper reexamines the
above two conclusions and argues that two illusions have become prominent: an increasingly widespread—or “rising”—illusion of a much improved and more stable
GFG system and an illusion of China’s rising in GFG. Adopting a three-dimensional
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IPE framework that consists of international-domestic, institution-interest, and flowof-economic-factor dimensions, the GFG system is defined here as a combination of
architectures and regimes governing issues regarding international flows of financial resources in the absence of a government-like authority in a highly globalized
financial world. This working definition provides two key variables (architecture
and regime) and five specific indicators (architectural cores, major actors, relations
among actors, core objectives, and specific prescriptions and practices) to measure
the evolution and status quo of GFG. The following analyses show that the GFG system has progressively formed a networked architecture and a regime complex but
has not yet been much safer in terms of preventing and solving financial crises, for
reasons including: the declining effectiveness and legitimacy of the architectural
cores; the stagnation, or lack of reforms, of major international financial institutions (IFIs); challenges to the key idea of the postcrisis financial regulation, macroprudential regulation; problems existing in the motivations, organizational patterns
and outcomes of the system as a whole; and, consequently, the reform dilemma of
the system. Therefore, it is a rising illusion that the postcrisis GFG is much improved
and safer.
The two variables and five indicators also provide an anchor to measure China’s
historical and present position in GFG. In terms of China’s interaction with the
GFG architecture, this position has evolved from isolation (1949–1971), runningin (1972–1993), and accelerated integration (1994–2008) to full integration (since
2009), determined by both domestic and international factors, including the evolution of the GFG system at the international level and China’s foreign policy, economic policy, and financial development at the domestic level. Plenty of evidence
shows that China’s position in GFG has been significantly enhanced. Therefore,
China’s economic rise, which is based on international trade in recent decades and
particularly since the 2008 global financial crisis, has plausibly extended to China’s
rise in GFG. This paper, however, finds that China has not yet risen in GFG to the
same extent as its economic rise. This lack of equivalence can be observed in the
realities that China is not in a leading position in both the architectural cores and
most of the other IFIs, is not a chief setter of the GFG agenda, and has not truly
contributed operational “Chinese approaches” to specific GFG regimes. Therefore,
it is an illusion of rising that China’s economic rise has automatically extended to a
comparable rise of China’s power in GFG and, consequently, it is an illusion that
China has played a leading role in GFG.
The remainder of this article proceeds as follows: The first section constructs an
IPE analytical framework and thus visualizes the present GFG system as a networked
architecture and a regime complex. The second section examines major problems
of the GFG system and describes the rising illusion. The third section analyzes the
evolution and status quo of China’s interaction with GFG. The fourth section discusses the illusion of rising, followed by a conclusion.
Mapping Global Financial Governance
Redefining GFG: A Three-Dimensional IPE Framework

GFG studies are particularly prevalent in IPE, given the interdisciplinary nature of
this issue, which is based on economic (especially international finance) studies
from a technical perspective, and draws largely on political analysis on governance
and regulation. Although consensus in the field of IPE on substance and methods
is usually definition-dependent (Milner 2002, 219), a core of this (sub)discipline
has gradually formed. Frieden and Lake (2000, 4) identified the possible core
of IPE as two analytic tensions between international and domestic explanations
and institutionalist- and society-centered explanations and thus summarized four
distinct views of IPE: international political, international economic, domestic
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institutionalist, and domestic societal approaches. The two dimensions were further
modified by Martin (2002, 245) to be institution-interest and international-domestic
ones, in which “nearly all major approaches in IPE fit fairly well.”
This two-dimensional view, however, fails to differentiate IPE studies from others and thus fails to provide an effective and operational analytical framework.
Many works that involve both dimensions are not typically classified as IPE
studies. For example, global governance studies in noneconomic fields, such as human rights and counterterrorism (Foot 2005), democracy (Fox and Stoett 2016),
climate change (Deere-Birkbeck 2009), and peacebuilding (Von Billerbeck 2015),
have widely adopted, intentionally or unconsciously, the two-dimensional analytical
framework, particularly interactions of international institutions and domestic interests. They are not, however, IPE studies because they lack an explicit focus on
the “E(conomic)” component of IPE. Therefore, this article adds a third dimension,
flow of economic factors, to the two-dimensional framework. The economic factors broadly include flowable productive resources studied in microeconomics, including labor, capital, technology, information, etc.; resultant aggregated indictors
such as GDP, inflation, unemployment, interest rates, and exchange rates focused
by macroeconomics; and national economic policies and strategies related to domestic development and international influence. The third dimension serves as a
restricting condition to further confine the conventional two-dimensional framework to a narrower economics-relevant empirical realm.
The three-dimensional framework reflects the key feature of IPE—interplay of
economics and politics—and categorizes these GFG studies mentioned above into
three broad groups: international institutions pertaining to flows of financial resources, interaction between the international institutions and state- or nonstate actors, and domestic interest formation and policy response regarding international
institutions (table 1). International institutions here refer to “relatively stable sets
of related constitutive, regulative, and procedural norms and rules that pertain to
the international system, the actors in the system (including states as well as nonstate entities), and their activities” (Duffield 2007, 7–8). In brief, they could be
norms and rules, actors and/or their activities, which are further subsumed into
two categories—regime and architecture. Regimes are “sets of implicit or explicit
principles, norms, rules, and decision-making procedures around which actors’ expectations converge in a given area of international relations” (Krasner 1982, 186).
Principles and norms are defining characteristics of a regime and thus indicate
core objectives of this regime, while rules and decision-making procedures are “specific prescriptions” and “prevailing practices” for realizing these objectives (Krasner
1982, 2). Architectures refer to how these actors, as constitutors, enforcers or followers of the regimes, are organized through formal and/or informal relations.
International flows of capital, goods, labor, and other economic factors have stimulated the formation of particular international institutions governing these flows,
such as the “New International Financial Architecture” (Eichengreen 1999), the international trade system centered on the World Trade Organization (WTO), global
labor governance (Hassel 2008; Zajak 2017), and others. This article focuses on
international institutions governing international flows of financial resources, or
GFG, and China’s interaction with them.
The three-dimensional framework provides a better way to understand the GFG
system and China’s integration into, stances toward, and policies in it. First, and
most explicitly, it sorts out relevant studies in a logical way and suggests three
specific and practical angles for comprehensive and systemic studies, as explained
above. Second, and more importantly, it puts forward a novel way to define GFG.
In the three-dimensional framework, GFG reflects the “international” part of the
international-domestic dimension, the “institution” component of the institutioninterest dimension, and the flow of financial resources in flow-of-economic-factors
dimension. “International” indicates that GFG is supranational and exists in the

Characteristics of GFG, such as club-like rules (Tsingou 2014, 2015), philosophical foundation
(Nesvetailova and Palan 2010), fragmentation (Helleiner 2009a; Henning 2017a), regulatory capture
(Baker 2010); problems, such as inclusion (Germain 2001), status quo crisis (Helleiner 2014),
legitimacy (Underhill and Zhang 2006); international financial architecture (Moschella 2010; Major
2012); specific fields, such as OTC derivatives (Knaack 2015), shadow banking (Ban, Seabrooke, and
Freitas 2016), sovereign debt (Helleiner 2009b), anti–money laundering (Tsingou 2010)
China’s rise and GFG (Tsai 2010); China’s stance in GFG (Zhang 2017; Sohn 2013); emerging powers
(Betz 2014); developing economies (De Sousa 2016); Asia (Henning and Khan 2011); international
organizations, such as the IMF (Porter 2007), G7 (Pauly and Baker 2007), ASEAN + 3 (Pardo and Rana
2015); private market agents (Underhill and Zhang 2008); implications of GFG, such as for gender
(Young and Schuberth 2010)
Germany and the United States (Schirm 2009), EU (Mug̈ge 2011), Canada (Boughton 2014), China
(Zhang 2017; Wang 2018; Peng and Tok 2016)

International institutions pertaining to flows of
financial resources

Domestic interest formation and policy response
regarding international institutions

Interaction between international institutions and
state- or nonstate actors

Examples

Types

Table 1. Sorting out GFG studies
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Figure 1. An analytical framework

absence of a government-like authority. “Institution” refers to the fact that GFG is
in essence a set of international institutions constituted by international regimes,
international organizations, and/or conventions (Keohane 1989). The “flow of financial resources” means that GFG governs issues regarding international flow of
financial resources in a highly globalized financial world. Therefore, the GFG system is defined as a combination of architectures and regimes governing issues
regarding international flows of financial resources in the absence of a governmentlike authority in a highly globalized financial world.
This definition of GFG provides two key variables to measure the evolution and
status quo of GFG: architecture and regime. Architecture refers to the material and
organizational dimension, while regime refers to the substantive and ideational dimension. The postcrisis GFG studies and policies have been mainly driven by the
two dimensions separately, but the separation is deeply flawed (Mug̈ge and Perry
2014). Therefore, this definition and subsequent framework incorporate and integrate the two dimensions. Indicators of the architecture include architectural cores,
major actors, and relations among actors; indicators of the regime include core objectives and specific prescriptions and practices. The architectural cores consist of
those actors, mainly international organizations (IOs) and/or nation-states, that
play central roles in coordinating other actors in particular architectures, such as
the International Monetary Fund (IMF) and the United States under the Bretton
Woods system and the Group of Twenty (G20) in the present system. Major actors
are those who participate in governing global financial issues, including both intergovernmental and nongovernmental players. Relations among actors are either
formal or informal. Formal relations are usually based on membership, international agreements, or international laws and thus have binding power, while informal relations relate more to communication, negotiation, information sharing, or
consensus, without binding power. Core objectives of regimes specify the mandates
of particular regimes, while specific prescriptions and practices of regimes are ways
to fulfill the mandates. Therefore, the three-dimensional framework and the definition above provide an operational analytical framework for mapping GFG and
locating China in it, as shown in figure 1.

Visualizing GFG: A Networked Analysis

The evolution of GFG since the end of World War II, measured by the five indicators (figure 1), has experienced three major stages: the era of US hegemony
(1944–1971), the age of the G7 (1972–2008), and the age of the G20 (since
2009). The age of the G7 can be further divided into three stages: a capitalist
system of financial governance (1972–1989), globalization of the capitalist system
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Figure 2. Sketched networked architecture of GFG

(1990–1997), and GFG led by the G7 (1998–2008).1 Table 2 summarizes the five
indicators at different stages, which show several tendencies in the evolution of
GFG. First, major actors in GFG are diversifying, incorporating more nonstate actors
such as nongovernmental IOs, financial firms, and even individuals. Second, relations that bind various actors together in GFG are increasingly informalized, particularly the informal relations centered on the G20 in the present system. Third,
global financial stability has always been the core objective of GFG, but the focus
of specific approaches at different stages to realize this objective are different, including international monetary stability, banking-centered international financial
stability, financial globalization and liberalization, or a more comprehensive approach to micro- and macroprudential governance. Fourth, the GFG architectures
and regimes, though they have changed over time, maintain certain continuities
and show an accumulative effect. For example, IFIs like the International Auditing Practices Committee (IAPC), the International Accounting Standards Committee (IASC), and the G20 Finance Ministers and Central Bank Governors Meeting
have evolved to become the International Auditing and Assurance Standards Board
(IAASB), the International Accounting Standards Board (IASB), and the G20 Summit; many GFG rules and norms in various fields have been modified over time to
reflect and adapt to the changing financial world, such as the Basel Accord in banking, Insurance Core Principles in insurance, and Objectives and Principles of Securities
Regulation in securities.
As a result of these tendencies, the present GFG constitutes a networked architecture and a regime complex. The networked architecture2 centers on the
architectural cores—the G20 and the Financial Stability Board (FSB)—consisting
of seven types of actors connected by both formal and informal relations.
Figure 2 briefly sketches the networked architecture. The seven major types of actors are the architectural core (G20 and FSB), Bretton Woods institutions (IMF
1

Methods of periodization regarding GFG may vary, depending on definitions and criteria. This article provides
five indicators or criteria to examine the evolution of GFG; among these indicators, this periodization mainly considers
the architectural core.
2
For a broader discussion of the networked nature of international politics, see Kahler (2009).

Table 2. Evolution of global financial governance
Period

Architecture

Era of US Hegemony
(1944–1971)

Core
The
United
States

Era of G7

A capitalist
system
(1972–1989)

Globalization
of the
capitalist
system
(1990–1997)
G7-led global
financial
governance
(1998–2008)

Era of G20 (since 2009)

G7 and
IMF

Regime
Major Actors
Major advanced
industrial countries
and
intergovernmental
organizations
G7 countries and
intergovernmental
organizations

G7 and
IMF,
assisted by
G20 and
FSF

G20 countries,
intergovernmental
and
nongovernmental
organizations

G20 and
FSB

Multiple actors

Relations
Formal relations

Primarily formal
relations, assisted by
informal and
quasi-formal ones

Multiple relations. A
networked system

Core Objectives
Safeguarding the stability of the
international monetary system
and promoting the recovery and
development of the postwar world
economy
Safeguarding the stability of the
post–Bretton Woods international
monetary system; dealing with
banking-centered international
financial issues
Maintain financial stability
through financial globalization
and liberalization

The financial liberalization trend
was declining. Predicting,
preventing, and resolving
financial crises became major
objectives. Micro-prudential
governance.

Safeguarding the stability of the
international financial system
through predicting, preventing,
and resolving financial crises;
both macro- and micro-prudential
governance

Specific Prescriptions and
Practices
International monetary regime

International standards or rules
on auditing, accounting, banking
and netting

International standards or rules
on anti-money laundering,
insurance, data dissemination,
auditing, banking, etc.
International standards or rules
on corporate governance,
anti-terrorist financing,
anti–money laundering,
insurance, securities, banking,
data dissemination, auditing,
international financial reporting,
payment system, etc.
Regime complex
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and World Bank), other intergovernmental IOs (such as the Bank for International Settlements [BIS], the International Organization of Securities Commissions
[IOSCO]), nongovernmental IOs (such as the IASB, the World Federation of Exchanges), major countries (mainly G20 member countries), minor countries (nonG20 countries), and other nonstate actors (such as financial firms, civil society organizations, and individuals). The solid lines in figure 2 represent formal relations,
which are usually in the forms of membership, international agreements, international laws, institutionalized cooperation mechanism, and others, while the dotted
line represents informal relations like communication, information sharing, other
noninstitutionalized cooperation, and so on. The arrow lines show the transmission
direction of regulations or rules, through both formal and informal channels. For
example, consensuses among leaders of the G20 achieved in the G20 summits have
been transmitted to its member countries or institutions, which further make plans
and take actions to realize these proposals by issuing or revising regulations, rules,
or policy recommendations.
The realities are far more complex than figure 2 because numerous actors are
connected by intersecting memberships and overlapping international agreements,
as well as uncountable and sometimes impalpably informal ties. Figure 3 describes
the networked architecture in more detail. In figure 3, solid and dotted lines also
represent, respectively, formal and informal relations, while arrow direction indicates relations of accountability, which are opposite to the policy transmission directions in figure 2. Figure 3 also shows that the G20 and the FSB are located in the
center of the network. From the perspective of institutional interplay (Young 2002),
the center position of the G20 is more political and symbolic, generating centripetal
forces via the bargaining and consensus of major powers to mobilize and coordinate
various actors in the previously fragmented GFG system. In contrast, the center position of the FSB is more functional, mainly focusing on coordinate key actors in
specific issue areas, including the BIS in banking, the IOSCO and the International
Council of Securities Associations (ICSA) in securities, the IASB in accounting, and
others.
The regime complex is “a loosely-coupled set of specific regimes” (Keohane and
Victor 2011, 7), which mainly includes the international monetary regime, regulation rules or norms in banking, securities and insurance, international accounting
and auditing standards, etc.3 The regime complex does not have a clear-cut boundary but consists of various regimes in different issue areas, as listed in table 3. Some
regimes do not exclusively belong to the GFG regime complex but have broader
scopes of application, such as IMF rules on data dissemination, World Bank rules
on insolvency, and IASB accounting standards. The networked architecture and
regime complex are inextricably and organically linked. The former is the organizational and material base of the latter, while the latter is an ideational product of
the former’s activities. The organic combination of the networked architecture and
regime complex constitutes the present GFG system.
A Rising Illusion: A Safer Financial World?
The formation of the networked architecture and the regime complex, as results of
the evolution of GFG since the early 1940s and the intensive reform after the 2008
global financial crisis, likely leads to the conclusion that the present GFG system
has been significantly improved in terms of preventing and dealing with similar
financial crises (IMF 2018; FSB 2018). This plausible conclusion overlooks, at a
minimum, the following factors:
3

Henning (2017a, 16–23) presented a more nuanced review and analysis of “regime complex” and applied this
concept to GFG in a systemic way. Henning’s definition, however, focuses on international institutions that contain
both organizations and regimes; this is broader than the definition used in this article, which focuses exclusively on
regimes.

Figure 3. Detailed networked architecture

Table 3. China’s integration into major GFG regimes.
Relevant Chinese
agencies

Areas

International regimes (regime complex)

Macroeconomic policy and data
transparency

IMF General Data Dissemination System (e-GDDS)

PBC

IMF Special Data Dissemination Standard (SDDS)

PBC

IMF Code of Good Practices on Fiscal Transparency

MOF

IMF Code of Good Practices on Transparency in
Monetary and Financial Policies (MFP)

PBC

Financial regulation and
supervision

Institutional and market
infrastructure

BCBS Core Principles for Effective Banking
Supervision

CBRC

IAIS Insurance Core Principles, Standards,
Guidance and Assessment Methodology

CIRC

IOSCO Objectives and Principles of Securities
Regulation

CSRC

IAASB International Standards on Auditing (ISA)

NAO

G20/OECD Principles of Corporate Governance

CBRC, CSRC, CIRC

CPMI-IOSCO Principles for Financial Market
Infrastructures
IADI Core Principles for Effective Deposit
Insurance Systems

PBC
CSRC
PBC

China’s integration
Largely Compliant (LC). China participated into e-GDDS
in 2002.
Partly Compliant (PC). China had not subscribed to the
SDDS until October 2015.
PC. China’s fiscal transparency is learning from but lags
behind the code.
PC. Transparency of Chinese central bank system lags
behind international standards and has been catching up
(Yan 2010).
LC. The Chinese version of Basel III draws substantially
from and even is more rigorous than the original Basel
guidelines (IMF 2012a).
LC. The CIRC initiated construction of the China Risk
Oriented Solvency System Conceptual Framework and
ultimately leads to the establishment of a robust second
generation of solvency supervision system in China (Chen
2015; IMF 2012b).
LC. Chinese securities and futures industry and their
regulation have undergone considerable development
over the past around 20 years (IMF 2012c).
LC. The NAO issued National Auditing Standards in 2010,
which converges further with the ISA, but still remains
many differences.
PC. China has formed a unique way of corporate
governance, which learns from but is different from the
G20/OECD principles (Jiang 2012).
LC. The CPMI-IOSCO’s (2016) latest assessment ranks
China “4”—final implementation measures are in force.
LC. China initiated a deposit insurance system in 2015.

Table 3. continued.

Areas

International regimes (regime complex)
ISDA Master Agreement

FATF Recommendations on Combating Money
Laundering and the Financing of Terrorism &
Proliferation
IASB International Financial Reporting Standards
(IFRS)
International monetary system

Jamaica system

Other issues exposed in the 2008
crisis

Macroprudential framework
Nonbank credit intermediation

Source: Zhang (2018b, 31–32), modified by the author

Relevant Chinese
agencies
PBC,

NAFMII
PBC

MOF

PBC
SAFE
JMC, FCRG
PBC, CBRC, CSRC,
CIRC

China’s integration
LC. The PBC authorized the National Association of
Financial Market Institutional Investors (NAFMII) to
release the NAFMII Master Agreement in 2009.
LC. China has established an anti–money laundering and
anti-terrorism financing legal system (UNODC 2015).
LC. China has adopted national accounting standards that
are substantially converged with IFRS Standards (IFRS
2016).
PC. China is working within the present international
monetary system but attempts to reform it.
LC. Good progress has been made, but additional work to
be done (FSB 2015).
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First, declining effectiveness and legitimacy of the architectural cores, particularly the G20, has impeded the progress of GFG. The G20 has faced criticism since
its debut as a leader’s summit. Pettis (2009, 9), for example, argued that the G20
meeting “was little more than a repeat of the 1933 London Conference.” A common view is that the G20 is more effective in times of economic duress as a “crisis
committee” and less after the crisis has faded away(Nelson 2010; Cooper 2010).
Therefore, the key to maintaining and further enhancing the effectiveness of the
G20 in broad global economic governance is believed to be transforming it from an
“improvised crisis committee” to a “steering committee” (Cooper 2010; Subacchi
and Pickford 2011). Consequently, the G20 is now developed not only as a hub of
GFG but, more broadly and importantly, as a pivot of global governance in many issue areas, such as economic growth (Subacchi and Pickford 2011), tax (Zhu 2016),
food security (Clapp and Murphy 2013), investment (Sauvant 2016), climate change
(Kim and Chung 2012), trade (Hoekman 2016), and so on. The extension of the
G20 agenda, on the one hand, shows its increasing salience in governing challenging global issues but, on the other hand, may decrease average resources distributed
to these issues and thus diminish effectiveness of global governance in particular issue areas, such as GFG. Along with other concerns related to membership and representativeness, connection to existing forms of multilateralism, enforcement, and
transparency, the declining effectiveness harms the legitimacy of the G20 (Knaack
and Katada 2013; Subacchi and Pickford 2011; Slaughter 2013; Soederberg 2010).
Second, as major actors of GFG, some relevant IFIs, mainly the Bretton Woods
organizations IMF and World Bank, have become trapped in the stagnated institutional reforms of themselves, and big powers have been struggling to manage the escalating power competition and international order transition, particularly between
the emerging China and the dominant United States. The IMF and the World Bank,
as shown in table 2, have been the core or major actors of GFG since the mid-1940s,
and their institutional reforms responding to the changes of international political
economy have long been at the top of the GFG agenda, especially in the post-2008
global financial crisis era. In addition to the readjustment of voting power at the
organizational level, Güven (2017) summarized existing reforms of the two organizations at the operational level as: bolstering operations in low-income countries
(LICs) and small middle-income countries (MICs), adopting a flexible approach
toward large MICs and emerging powers to retain them in the client portfolio, and
reinforcing and refining nonlending activity to preserve normative authority. These
changes, however, have not effectively solved the impasse of the two IFIs, which embodies the dispute on the voting share readjustment (Vestergaard and Wade 2014),
the acute shortage of secure lending resources (Wade and Vestergaard 2015), the
inefficient coping mechanism against the challenges arising from growing multipolarity (Güven 2017), and so on.
Reasons for the gridlock lie partly in the internal institutional path dependency
and embedded interests and mainly in the external power politics among major
country members. The distribution of voting shares in the two organizations does
not purely refer to economic might but more to the political power that has long
formed under the Western liberal international order in the past more than half
century. Therefore, the United States still holds veto power, and the power shift
from the conventional big powers to emerging powers is conflicting. The conflicts
can be seen in the blocking of the United States Congress against proposals or
agreements to increase the IMF’s permanent loanable funds; in the China-US trade
conflicts and possible broader confrontation in intellectual property rights, high
technology, education, finance, and others; and, more broadly, in the crisis of the
liberal world order (Acharya 2014; Nye 2015). Political economic confrontation
among major powers in the substantial forms of trade conflicts, and possibly financial wars in the near future, inevitably erode existing or potential international
financial cooperation.
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Third, the policies and practices of macroprudential regulations, as the newly
upgraded core idea and objective of GFG, have been facing challenges. In contrast
with the traditional microprudential regulations that highlight idiosyncratic risks of
individual financial institutions, the macroprudential regulations focus on systemic
risks resulting from the “time dimension” and the “cross-sectional dimension”
(FSB, IMF, and BIS 2011). This ideational shift from idiosyncratic to systemic
risks has turned into international and domestic policies and practices, such as
identifying and measuring systemic risks, alleviating the procyclicality of financial
systems, solving the too-big-to-fail issue by strengthening supervision on systematically important financial institutions, establishing Recovery and Resolution Plans
(RRPs), and so on. Meanwhile, relevant problems and disputes within states and
at the international level have emerged, including diversification of policy tools,
heterogeneity of institutional arrangements, difference of policy implementation,
insufficiency of comprehensive estimation, fuzziness of policy boundaries, the
spillover effects among various policy circles, policy fluctuation of big powers and
the weakening of the ideational consensus, etc. (Zhang 2019). These problems
and disputes pose challenges to effective postcrisis GFG centered ideationally on
macroprudential regulation.
Fourth, the overall legitimacy and effectiveness of the GFG system consisting of
the networked architecture and the regime complex are still limited, which is reflected in motivations, organizational patterns, and outcomes of the system. The
practices of the GFG reform mostly reflect domestic ideas and interests of big powers (Schirm 2009), and the intersection of these interests peaked during the 2008
global financial crisis, namely bailing out the markets and revamping GFG. The
direct motivation of mobilizing state and nonstate actors to cope with the 2008 financial turbulence and to prevent similar events has been diluted with the recovery
of national economies to various degrees. The divergence of ideas and interests
among major actors has been expanding, particularly regarding the possible causes
of the outbreak of the crisis. For instance, the United Nations (UN) attributes the
crisis to the deregulated financial markets, growing speculation with complex financial assets, overconsumption in the United States and the United Kingdom, and
insufficient effective rules of governance; the IMF attributes it to insufficient regulation; the BIS to the global saving glut; the United States to China’s currency
manipulation; China to the inherent vulnerabilities of the international monetary
and financial systems; and so on (Betz 2014). Consequently, their preferences and
propositions for GFG reform vary and are even contradictory, which largely explains
the aforementioned China-US economic conflict. Some even argue that the economic rise of China, per se, challenges GFG, including how to absorb the substantial savings from China, incorporate China into the global financial safety net, and
coordinate with the institutions created by China (Drysdale, Adam, and Wang 2017,
259).
The organizational patterns of the current GFG, characterized as informal, minilateral, and fragmented, have relative advantages in responding swiftly to financial
turmoil by circumventing the traditional rigid model centered on intergovernmental organizations (IGOs) and international public law (Knaack 2015) but have also
exposed disadvantages in mobilizing and coordinating pertinent actors during noncrisis times and enforcing relevant policies. The informality exists in process, actor,
and output. Process informality emphasizes “networks, forums or G-groups that often lack international legal personality”; actor informality means that private and
nonstate actors like industry associations and civil societies play a more important
role; and output informality stresses soft laws like standards, nonbinding guidelines,
memorandums of understanding, and communiqués (Weber 2013, 402). The informality makes rulemaking more prompt but also makes enforcement more difficult
(Knaack 2015; Weber 2013), especially when the momentum of active cooperation
has declined.

FALIN ZHANG

15

Minilateralism (Naim 2009), or “club rules” (Tsingou 2014, 2015), restricts the
standard setters to a small group and has raised issues of inclusion, neutrality, and
democracy in GFG (Germain 2001, 2010). The claimed advantages of the informality and minilateralism are even questioned by empirical analyses, such as the failure
in OTC derivatives regulation (Knaack 2015). The fragmentation, which appeared
more as a problem than as an innovation, widely refers to the increasing divergence
among major actors, either countries or IFIs (Helleiner 2009a), the decentralizing
trend (Helleiner 2016), or the emergence of a variety of regional financial arrangements (Pardo and Rana 2015; Henning 2017b). This fragmentation has brought
challenges for effective international financial regulation cooperation among regulation authorities across national, regional, and international levels. As an outcome,
the postcrisis reform has not resulted in a paradigm shift, and many key features of
the system and the policy community responsible for shaping the precrisis system
remain unchanged (Tsingou 2014, 2015).
Consequently, postcrisis GFG has fallen into a reform dilemma, in which the increasing complexity, technicality, and connectedness of global finance entail close
cooperation and coordination among all state and nonstate actors, while the embedded divergence of interests, particularly among major countries and IFIs, has
impeded cooperation and coordination. The divergence of interests derives from
different political and economic ideologies, the institutional path dependency of
the GFG system, and, more broadly, the changing international order, among others. The 2008 global financial crisis, as an “exogenous shock” from an institutionalist perspective, brought strong motives to temporarily overlook the divergence and
strong impetus for institutional change of GFG, which led to the networked system
analyzed above. The impetus has been weakening as the crisis and its repercussions
have been fading away, with the old and new problems not radically solved, while
the divergence of interests has reemerged.
Taking the international monetary system (IMS) reform as an example, the 2008
global financial crisis has driven institutional changes of the IMS and made it part
of the core agenda of the postcrisis GFG reform. With the gradual dissipation of
the crisis, the IMS reform has plunged into a reform dilemma. That is, the institutional changes of the IMS have stagnated in a relatively stable state before reaching
or continuing to reach the optimal state; the driving forces for institutional change
brought by the crisis have gradually weakened; and major national actors have continued to maintain, accept, or been unable to change the existing IMS alone. With
this dilemma, many long-existing issues of the IMS have not yet been solved, including issues related to the sovereign currency acting as an international currency, the
diversification of the exchange rate systems and the consequent exchange rate fluctuations and misalignments, the macroeconomic imbalances caused by ineffective
national payment adjustment, and the inefficiency of international monetary organizations. From the perspective of institutional change, the postcrisis GFG reforms
have not really brought about a much more solid financial world.
Locating China in GFG
In the three-dimensional framework, China’s interaction with the GFG system is
mainly along the international-domestic dimension. Since the GFG system is constituted by both architecture and regime, as defined before, China’s historical
integration into the GFG system is observed from the two aspects. In terms of
the architecture of GFG, China’s interaction with the IFIs has experienced four
periods: isolation (1949–1971), running-in (1972–1993), accelerated integration
(1994–2008), and full integration (since 2009). This progressive evolution is determined by both domestic and international factors. International factors mainly refer
to the evolution of the GFG system embedded into the postwar liberal international
order, as discussed above. The domestic factors include China’s foreign policy,
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economic policy, and financial development as shown in figure 4. More specifically, the enhancement of China’s position in the GFG architecture can be seen
in four major ways—new actors, new memberships, organizational promotion, and
informal connections.
First, China has recently, cooperatively or solely, initiated new regional financial
institutions like the New Development Bank (NDB) and the AIIB. The postcrisis
GFG reform has not satisfied China and other emerging countries in such aspects
as representation of emerging economies in the Bretton Woods institutions, reform
of financial regulations, and development financing (He 2016; Ren 2016). Consequently, China has actively participated in the establishment of the NDB and the
Contingent Reserve Arrangement (CRA), particularly since the advent of the Xi
administration, and solely initiated the AIIB in 2013. China plays a leading role
in these regional institutions. Although the NDB equally distributes its shares and
voting powers among five members, its headquarters are located in Shanghai, and
China is the largest contributor and thus holds the biggest voting right in the CRA.
The insurance of RMB-denominated bonds of the NDB in the China Interbank
Bond Market also manifests China’s de facto leading role (Cooper 2017). As the
sponsor of the AIIB, China unsurprisingly has the largest contribution (30.9 percent) and biggest voting power (26.6 percent) and even holds veto power over decisions requiring a super-majority.4 These China-led regional financial institutions are
motivated by and contribute to the improvement of the problematic GFG in terms
of regional development financing and financial cooperation (Chin 2014; Cooper
2017; Ren 2016), though ambiguity, disputes, and shortcoming emerge, as will be
discussed later.
Second, some existing IFIs extended their memberships to China, mainly including the FSB, the BCBS, the CPMI, the Committee on the Global Financial System
(CGFS), and the International Organization of Pension Supervisors (IOPS). These
new memberships have undoubtedly increased China’s international presence and
influence to some extent. China has become a member of most GFG IOs, with only
very few exceptions, such as the International Council of Securities Associations
(ICSA) and the International Association of Deposit Insurers (IADI).
Third, in some other IFIs in which China was a member before the 2008 crisis, China’s position has been promoted institutionally or informally. The organizational promotion is directly reflected in the power structures or decision-making
processes of these formal organizations, such as the augmentation of China’s voting right and quota in the IMF and World Bank; the renminbi’s inclusion in the
SDR basket; the selection of CIRC chairman Dingfu Wu and CSRC chairman Hulin
Shang, respectively, as IAIS’s Executive Committee member and IOSCO’s vice chair
of the Executive Committee; the appointment of Yong Li, former vice-minister of
the MOF, as a trustee of the International Financial Reporting Standards (IFRS)
Foundation; and so on.
At last, the informal enhancement is broader in scope and harder to measure, including any noninstitutionalized changes that could increase China’s power and/or
influence. For example, the 24th Annual Conference of International Swaps and
Derivatives Association (ISDA) and the 37th Annual Conference of IOSCO were
held in Beijing in 2009 and 2012, respectively; the 8th annual IIF (Institute of International Finance) G20 conference was held in Shanghai in 2016; the International
Association of Credit Portfolio Managers (IACPM) conducted its first meeting in
China in 2011.
In terms of the GFG regime, China, represented by different agencies, is partly
or largely compliant with most major regimes under the GFG regime complex.
4

The AIIB’s voting system has three tiers: a simple majority for most matters, a super majority for important matters
like decision on the size of the board of directors and the election of the president, and a special majority for matters
like bank subsidiaries.

Figure 4. Evolution of China’s interaction with IFIs
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Table 3 lists seventeen major regimes constituting the regime complex. Drawing
on the FSB’s Compendium of Standards, these regimes are classified into five major categories—macroeconomic policy and data transparency, financial regulation
and supervision, institutional and market infrastructure, international monetary system, and other issues exposed during the 2008 crisis, such as insufficient attention to systemic risk and nonbank credit intermediation. China is largely compliant with twelve regimes and partly compliant with five regimes. Largely compliant
(LC) means that China has adopted the main content of a particular regime, while
partly compliant (PC) means that China’s domestic regulations refer to but are different from relevant international regimes to a considerable extent. Neither total
acceptance nor complete rejection exists in China’s implementation of these international regimes.
Table 3 briefly describes China’s situation in implementing these regimes and relevant Chinese agencies that are in charge of certain issue areas, drawn on Zhang’s
(2018b) study. It resonates with the arguments that the GFG system is partially constituted by a regime complex, which is a loosely coupled set of specific regimes
that interconnect in various ways; China is fully integrated into GFG in terms of
implementing GFG regulations, rules, or policy recommendations. Additionally,
table 3 disassembles China in GFG as a unitary whole to specific domestic policy makers or implementers. These domestic actors include the People’s Bank of
China (PBC), the China Banking Regulatory Commission (CBRC), the China Insurance Regulatory Commission (CIRC),5 the China Securities Regulatory Commission (CIRC), the Ministry of Finance (MOF), the State Administration of Foreign
Exchange (SAFE), the National Audit Office (NAO), the National Association of
Financial Market Institutional Investors (NAFMII), and so on. A recent tendency is
to enhance interagency coordination by establishing new institutions, such as the
Financial Regulatory Coordination Joint Ministerial Committee (JMC), the Financial Crisis Response Group (FCRG), and the China Banking Insurance Regulatory
Commission (CBIRC).
The full integration of China into GFG in terms of both architectures and regimes
is driven by China’s development vision and international strategy. China’s development vision, emancipated from the endless political and ideological struggles in
the Mao’s era, has conceived of economic development in the narrow form of economic growth as “China’s national project of and a central task of the party and
the government” since the late 1970s (Zhang 2018a). The crucial role of the Chinese state in the economic miracle has been widely acknowledged, although its
characteristics have long been in dispute, labeled variously as a “regulatory state”
(Shue 1995), “market-facilitating state” (Howell 1993), “helping-hand state” (Frye
and Shleifer 1997), “corporatist state” (Hsu and Hasmath 2013), or “developmental
state” (Zhang 2018a), as well as “red capitalism” (Walter and Howie 2011), “Sinocapitalism” (McNally 2012), and many others. The narrow vision of economic development has been broadening in recent years, motivated by domestic challenges
(such as environmental degradation, income gap, and resource depletion), and
international pressures (such as the gloomy world economy and the crisis of the
liberal international order). The “scientific outlook on development” proposed by
Hu Jintao and the “new normal” of slower growth and the “supply-side reform”
put forward by Xi Jinping all reflect the change in policy rhetoric. The critical reform in the late 1970s transformed the politics-centered development vision into
the GDP-centered one, and the recent gradual change has moved further toward
quality-oriented and sustainable objectives.
Meanwhile, China’s international strategy has been changing from “keeping a
low profile” to “striving for achievement” (Yan 2014). The economic success of the
5

The CBRC and CIRC were merged into the China Banking Insurance Regulatory Commission (CBIRC) in March
2018.
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Chinese state provides a necessary material condition for the change, while the Xi’s
administration boldly breaks the inward-oriented political tradition and thus creates indispensable political and policy room for more proactive strategies, policies,
and practices. The strategies and policies, crystalized as the “Xi Jinping Thought
on Socialism with Chinese Characteristics for a New Era,” aim to consolidate the
party’s central leadership and legitimacy domestically and to enhance China’s international role (Xinhua 2017a). The concrete ideas and practices of these strategies and policies include the “Belt and Road Initiative,” the foundation of AIIB,
the major-country diplomacy, and the proposal of the “Community of Shared Future for Mankind,” among others (Cheng and Pu 2017). All these strategies, policies, and actions are supported by and aim to maintain the continuous growth of
China’s economy. Therefore, despite historical changes and recent upgrades, the
domestic development vision has always prioritized economic development, and
the international strategy has focused first and mainly on China’s economic power
or influence.
The international strategy is also reflected in China’s active interactions with both
formal and informal GFG arrangements. It is a truism that China has purposed to
participate in formal intergovernmental international institutions for heightening
its international presence, but it is not equivalently obvious that informal arrangements have become an important instrument for China to bypass the path dependency and reform dilemma of these traditional formal institutions. These informal
arrangements, as explained before, contain processes (such as the G20 summit and
the Financial Stability Forum), actors (such as nonstate industry associations like
the International Accounting Standards Board), and output (such as the nonbinding international standards regarding financial reports). The “two-way socialization”
between China and international financial institutions are both the reflection and
results of China’s full integration into GFG. The processes of the socialization are
often through informal arrangements, such as the Memorandum of Understanding
(MOU) on Cooperation between the Export–Import Bank of China and the International Bank for Reconstruction and Development (Chin 2012, 211). Along with
the conventional and new formal arrangements, these informal arrangements have
become important channels for China to participate in and promote reform of the
GFG system.
Nonetheless, given the (dis)advantages, authority, and expertise of the informal
and formal institutions in particular GFG issue areas, China has presented a more
passive and pragmatic rather than active and consistent strategy toward them. In
other words, China’s choices of and interaction with GFG informal/formal arrangements are largely determined by the salience of these arrangements in particular
issue areas, rather than a predefined general strategy toward informal/formal arrangements. Consequently, China has maintained and increased its interaction with
formal IFIs like the IMF, the BIS in banking, and the IOSCO and the ICSA in securities. Meanwhile, it has also attached more importance to informal GFG arrangements, such as the IASB and International Federation of Accountants (IFAC) in accounting, industry associations like the IIF, the Global Financial Market Association
(GFMA), the World Federation of Exchanges (WFE) and the ISDA, and nonprofit
professional standards-setting organizations like the Financial Planning Standards
Board (FPSB).
An Illusion of China’s Rising in GFG
The enhancement of China’s role in GFG corroborates the prevalent view of China’s
rise and is even pointed to as evidence of the “Beijing Consensus” (Halper 2010)
and the more recent “sharp power” arguments. The full and deep integration into
the networked architecture and the regime complex, however, has largely reduced
the heterogeneity of China in the international system. In this sense, China could
more likely be an economic, political, or cultural competitor of any other country
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but would less likely be a revisionist of the international system, into which China
has proactively integrated. A homogenized China is now, at the very least, a free
rider, more likely a follower, and at most an active contributor but is not yet a leader
in GFG for at least the following reasons, which are related to both the architectures
and regimes of GFG:
First, the China-led regional financial institutions, NDB and AIIB, as emerging
actors of GFG, have played limited roles so far. The sectors of business of the two
institutions, focusing on infrastructure financing, have not touched on many other
issue areas of GFG, like macroeconomic policy coordination, financial regulation,
and international monetary system, as listed in the table 3. Even the leverage of the
NDB and the AIIB in infrastructure financing is mostly confined to the bloc and
the Asian region.6 Furthermore, China’s motivation behind the two institutions is
in dispute, which causes ambiguity, skepticism, and competition. The motivation
is variously understood as “a grand economic and diplomatic strategy” (Cai 2018,
831), a reflection of economic rationales (Wang 2017b), geopolitical balancing
efforts against the United States’ “pivot to Asia” strategy (Etzioni 2016), soft power
(LaForgia 2017), a bargaining tactic for promoting GFG reform (Reisen 2015),
or “multiple identities and complex economic and political interests” (Wang
2019). The ambiguity and dispute led to skepticism about the effectiveness and
implications of these institutions for global economic governance (Subacchi 2015)
and thus resulted in the United States’ inhospitality and containment (Etzioni
2016), the strategic competition and rivalry with Western and Japanese-led lending
institutions, and even “the broader tussle for power and influence between the
developed and developing world” (Dove 2016). These implication and reactions
are evidently not conducive to GFG.
Second, China is not a core member of the architectural cores, the G20 and the
FSB. China has been a member of the G20 since its inception as a ministerial meeting in 1999 and later as a summit for heads of state in 2008. The initial mandates of
the G20 were to coordinate various actors in combating financial crises and reforming the international financial system. A major reason that China has been paid
more attention in this informal forum is its extraordinary economic performance,
which was particularly important when the bailout of the global economy was in
urgent need of China’s GDP contribution. Therefore, some argued that China and
the United States were the de facto G2 in the G20, which would “increasingly define
the global bounds of the possible” (Garrett 2010, 29).
However, with the crisis fading away and some other issues looming large, the
mandates of the G20 have broadened and China’s importance in it has also been
lowered due to its marginal role in governing many other issues, such as tax evasion,
food security, climate change, and so on. GFG is now only one of many issues on
the G20’s agenda. For example, in the 2016 G20 Hangzhou summit, issues discussed
by the leaders of the G20 included global economic recovery, sustainable development, global financial architecture, international tax cooperation, corruption and
illicit finance flows, energy collaboration, trade and investment, firms and global
value chains, food security, climate change, terrorism, antimicrobial resistance, and
others (G20 2016). The only issue directly related to GFG is the endorsement of
the G20 Agenda towards a More Stable and Resilient International Financial Architecture.
As the G20 is growing to be a de facto “steering committee” (Cooper 2010, 741)
of the world, paying attention to nearly all global issues, China’s importance in it
declines compared to that in the “improvised crisis committee” (Cooper 2010, 741)
that focused on economic recovery and financial regulation.7
6

Although the NDB claims that all UN members could be members of the bank only if the BRICS nations hold
more than 55 percent of voting power, the NDB’s membership has been the five BRICS nations so far. The members of
the AIIB have increased to ninety-seven, but its business operations are mostly in the Asian region.
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China is a latecomer and just an ordinary member of the FSB that has more
specialized mandates in GFG. In direct response to the financial crisis, the FSB
and its precursor the Financial Stability Forum (FSF) were established to coordinate various actors to promote global financial regulation and supervision. China,
as an important actor during the 2008 global financial crisis, was incorporated in
2009, along with some other emerging countries. In the organizational structure of
the FSB, China does not hold any more special or privileged position than other
members, and none of the key officials in the Plenary, the Steering Committee,
Standing Committees, the chairmanship, and the secretary of the FSB is Chinese.
Furthermore, China does not have much noninstitutionalized power either, such as
technical expertise in particular financial areas, outstanding Chinese organizational
culture that the FSB could draw on, or exemplary financial regulation experience.
This clearly indicates that China is not a core power in the FSB.
Third, China is not in a leading position in most of the other IFIs listed in
figure 3. As discussed above, China has established formal connections with nearly
all IFIs that are practitioners of GFG. These connections support the argument that
China has fully integrated into the present GFG system but are insufficient to establish China as maintaining a core position in it. Like in the FSB and the G20, China
is emerging but not leading in these organizations. In conventional Bretton Woods
institutions, the United States still holds de facto veto power, and China’s efforts toward leadership have encountered hurdles built by the United States (Wang 2018,
77). The BIS and BIS-hosted organizations, the IAIS and the IOSCO, which are core
institutions, respectively, in banking, insurance, and securities, are other good examples. Although the BIS accepted China’s central bank and currency authority as
a member in 1996, China did not join BIS-hosted organizations until 2009, including the BCBS, the CPMI, the CGFS, the Markets Committee, and the IADI. These
BIS-hosted organizations, together with the BIS, are the most important nodes in
the GFG-networked architecture in terms of banking regulation. Even in the BIS,
the world’s oldest international financial organization, as it claims, the G10 countries, though replaced by the G20 pro forma, still hold decisive power in actual
international banking policymaking. For instance, most BIS officials are American
or European.
Comparatively, China, represented by the CIRC and the CSRC, has established
closer relations with the IAIS and the IOSCO. The CIRC became a member of the
IAIS in 2000 and hosted the 13th IAIS Annual Conference in Beijing in 2006. Former chairman of the CIRC Dingfu Wu was selected as an Executive Committee
member in the 2008 15th IAIS Annual Conference, and this position was then replaced by Chairman Junbo Xiang in 2012. The CSRC became a member of the
IOSCO in 1995 and hosted the 37th Annual Conference in Beijing in 2012. The
CSRC has been a member of the Executive Committee since 1998, and former chairmen of the CSRC Hulin Shang and Shuqing Guo were selected as vice-chair of the
Executive Committee. These formal and informal connections, however, do not bestow on China sufficient capability to change the deeply rooted power structure and
agenda of the two organizations, which have been established by conventional powers of the G7 or G10. The IOSCO was initially created in 1983 by eleven securities
regulatory agencies from North and South America, while the origin of the IAIS can
be traced back to a working group of representatives from Australia, the Bahamas,
Belgium, and the United States in the 1980s (IAIS 2014). Although these organizations have evolved over time, the power structure and inherited organizational
culture and mandate have changed very slowly, which is largely explained by institutional path dependency theory and explains the fact that none of the key officials
of these organizations is from China.
its financial regime and policies and even push China into many other important policy areas like international tax
cooperation.

22

Rising Illusion and Illusion of Rising

Fourth, China is not a chief agenda setter in GFG. The core objectives or key
agenda of GFG have evolved in response to changes in the international political
economy, as shown in table 2. China was not even an advocator of the past core objectives, let alone a constitutor, and is just a participator in or follower of the present
ones. The Bretton Woods system aimed at safeguarding the US-dollar-centered and
Western-country-oriented international monetary system, which was completely rejected by communist China. The post–Bretton Woods system led by the G7 gradually shifted the focus to international regulation of the banking industry. From
the inception of China’s reform in the late 1970s until the end of the Cold War,
the political ideological confrontation between China and capitalist countries had
been weakened, but China was still treated as a heretic of the international system.
The wave of financial liberalization in GFG in the 1990s contradicted the Chinese
approach to development that emphasizes a strong role of the state (Zhang 2018a).
The 1997 Asian financial crisis spurred adjustment of the GFG agenda from financial liberalization to resurgence of firm-level microprudential regulation. The new
China, for the first time in its history, was formally and institutionally incorporated
into the GFG system through the G20 ministerial meeting. China accepted rather
than set the objective of maintaining financial stability by microprudential regulation, which is a logical result of the evolution of the GFG core objectives made by
major Western countries. As shown in figure 4, China became a member of many
IFIs in the mid- and late 1990s. Disputes between the Chinese approach to state
intervention and strong regulation and the Western approach to liberalization and
deregulation, however, still existed until the eruption of the 2008 global financial
crisis.
The 2008 crisis and subsequent financial regulation reforms have brought China
to the center stage of GFG as a crucial follower rather than a reformist or new leader.
The core objectives of the post-2008-crisis GFG are to safeguard the stability of the
international financial system through predicting, preventing, and resolving financial crises based on both firm-level microprudential and system-level macroprudential regulation. These objectives derive from the unprecedented scale of close interconnection in global finance and were born of the 2008 crisis. The communiqués of
G20 summits since 2009 show that these objectives have become a consensus among
major countries, either in reality or in rhetoric. China is undoubtedly an important
constituent of the consensus but neither led the formation of the consensus nor
acted decisively to defend it. The 2016 G20 Hangzhou Summit is a milestone event
manifesting China’s importance in the postcrisis international political economy.
China indeed put forward several new agendas during its G20 presidency, including
structural reform of the global economy, cooperation and coordination between regional and multilateral initiatives, and further reform of conventional IOs, among
others. Nonetheless, in the specific field of GFG, the most outstanding achievement,
the G20 Agenda towards a More Stable and Resilient International Financial Architecture,
only reiterates or continues former works under other countries’ presidencies.
Fifth, China has not truly contributed operational “Chinese approaches” to specific GFG regimes. Chinese leaders put forward a new concept, “Zhongguo Fangan” (Chinese approach), in early 2014 to describe Chinese plans, approaches, and
strategies of dealing with international issues such as global financial instability. In
practice, China increasingly expressed views or took actions regarding solving various international issues, such as poverty reduction (Xinhua 2015), a new model of
global growth (Xinhua 2017b), a new type of major power relations (Chen 2014),
“a community of shared future for mankind” (Wang 2016), and many others. These
Chinese approaches can be seen as political propaganda serving China’s interests
or universal proposals serving the interests of the world. In GFG realms, Chinese
approaches have been mainly rhetoric so far, despite some sparse attempts, such as
the super-sovereign reserve currency proposal put forward by former governor of
the PBC Zhou Xiaochuan and the AIIB.
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In all areas and relevant international regimes listed in table 3, relevant Chinese agencies have largely learned from rather than contributed to formation and
changes of these international regimes. In other words, China has been a policy
consumer instead of a policy contributor in GFG. Banking and insurance regulations are examples of this: China’s implementation of the BCBS-centered and the
IAIS-centered international banking and insurance regulation regimes is relatively
more stringent than that of other regimes. Nevertheless, China has not proposed
Chinese approaches to banking and insurance regulations that are widely accepted
by international society. The Chinese version of Basel III is stricter than the original
version but is, to a considerable degree, a duplication and localization of the original one. The China Risk Oriented Solvency System (C-ROSS) initiated in 2012 and
enforced formally in 2016 has been highly praised by the IAIS, which even sent a
group to learn the new system in Beijing (CIRC 2015). The effectiveness of the system itself is not yet visible, let alone its international application as a unique Chinese
approach.
The illusion of China’s rise in GFG derives explicitly from the economic miracle
of China in a specific form of GDP growth and implicitly from insufficient attention
to the transformation mechanisms among different structural powers in security,
production, finance, knowledge, and others (Strange 1988). The “economic miracle” is mainly based on international trade, which is only a secondary power structure subordinated to the major ones in Strange’s (1988) classic analyses. Overlooking the transformation mechanisms leads to an equation between China’s economic
rise and China’s overall rise. China’s overall rise, rather than China’s economic rise,
will inevitably result in a readjustment of the balance of power. Focusing exclusively
on finance, the analysis above shows that China’s economic rise based on international trade has not yet transformed into China’s structural power in GFG. The illusion of China’s rise in GFG or even in other structures is misleading and intensifies
the ongoing China-US trade conflicts.
Conclusion
The three-dimensional IPE framework provides a novel way of defining GFG and
sorting out relevant literatures and thus is an operational method of comprehensively mapping the GFG system as the organic combination of the networked architecture and the regime complex and of locating China in GFG. The consequent
evaluation of GFG shows that the present system has not yet been satisfactorily improved, with old problems unsolved and new problems having emerged; China’s
role in GFG does not automatically reflect its economic might, and thus China is
not a leading power in GFG. The “rising illusion” of a much-improved GFG risks resulting in a cycle of crisis. The explosion of the crisis stimulated intensive reforms of
GFG, but the impetus for reform has been weakening as the divergence of interests
has increased and the illusion of an improved GFG has been more widespread. The
divergence of interests and the prominence of illusions will eventually accumulate
and cause a new crisis. The illusion of an automatic transformation from economic
might to governance power, and China’s consequent rise in GFG, is misleading and
risks escalating the China-US and, more broadly, the emerging-dominant states conflicts into a full-scale confrontation.
Moreover, the two illusions negatively and mutually reinforce each other. Financial crises due to the reform dilemma and crisis circle impede development of
China and the world, as has been repeatedly proven throughout history. The escalated confrontation weakens or interrupts interstate cooperation and coordination in governing issues in finance and others, as can be seen in the current situation. Therefore, the rising illusion and illusion of rising illustrate several major
research agendas: approaches to maintaining the reform momentum of GFG during noncrisis times and thus breaking the reform dilemma and the crisis circle;
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transformation channels and mechanisms between economic strength and global
governance power; effects of the current emerging-dominant states confrontation
on the improvement of GFG; and effective management of the confrontation in
GFG and the power redistribution of the international system.
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