
Key Topics:
•	 The stark contrast before and after market reforms, which began in 1978
•	 Challenges to China’s economic reforms

	� China’s after-school tutoring (AST) ban
	� China’s property market
	� China’s gradually declining high corporate debt levels

•	 The essence of China’s socialist market economy

The Stark Contrast—Before and After the 1978 Market Reforms 
In 1978, China introduced a series of market reforms. Before this, the government 
controlled all production resources and centrally planned and managed the economy, 
resulting in stagnation, inefficiency, and isolation from the global economy.

After the rollout of the market reforms, China’s economy evolved into one that is pro-
growth, pro-market, and pro-technology thanks to initiatives that decentralized economic 
production, encouraged large-scale capital investment, and boosted productivity growth.

Overall, the market reforms unleashed China’s economic growth potential. China’s 2021 
gross domestic product (GDP) was roughly 120 times the size of its GDP in 1978, and its GDP 
per capita grew over 200 times during the same period.

 China’s Economic System
China’s transformation is shaping the investing landscape, and its political, 
economic, and societal systems are very different from the rest of the world.  
To better understand China’s economic system, it is critical to look beyond  
the headlines.
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Economic Challenges Emerge
There are three key examples that showcase how certain 
economic challenges have manifested and how the Chinese 
government intervened.

The first example is China’s after-school tutoring (AST) 
ban, which was in response to a slowdown in China’s  
GDP growth, growing concerns of social inequality, and an 
unfavorable demographic makeup. Leading up to the ban, 
venture capital funding for education technology companies 
surged in 2020 as the industry sought to leverage parents’ 
anxiety about their children’s education to maximize 
demand (as the chart “China’s Education Boom—Value of 
Deals” shows on page three). The AST ban directly reduced 
education spending for most Chinese families, allowing 
for more kinds of household spending, and resulted in 
increased access to high-quality online education resources.

A second case study focuses on the structural slowdown 
of China’s property market and its deep links to the 
financial sector and Chinese household wealth; the Chinese 
government is working on reducing reliance on the property 
market for growth. The third example highlights China’s 
high level of corporate debt, which the government has 
rolled out policy reforms to address.

But exponential growth can result in some challenges. 
In China’s case, GDP growth from exports has begun 
to decline, a trend that was spurred by the COVID-19 
pandemic; other hurdles such as a structurally weak 
property market and a widening income gap add to China’s 
economic worries.

 “The market reforms unleashed  
China’s economic growth potential. ”
Evelyn Kong, CFA

The ability of the Chinese government to implement 
reforms to counteract these challenges will determine 
whether China can continue to maintain relatively rapid 
economic growth rates moving forward.

Reforms and Opening Up

Source: William Blair.
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China’s Socialist Market Economy
China’s socialist market economic model is unique; it’s 
a hybrid model that combines top-down (socialist) and 
bottom-up (capitalism) forces. The essence of this model 
applies socialism as a social system and the market 
economy as a resource-allocation mechanism so that the 
two approaches can coexist.

The core element in China’s economic model is the 
relationship between the government and market systems, 
which has evolved over the decades.

 “The core element in China’s economic 
model is the relationship between 
the government and market systems, 
which has evolved over the decades. ”
Evelyn Kong, CFA

At the 12th Chinese Communist Party (CCP) National 
Congress in 1982, an agricultural-based economy was still 
in effect; the market only played a supplementary role to 
central planning. By 1992, the government decided, at 
the 14th CCP National Congress, that the market should 
play a fundamental role in resource allocation to drive the 
economy. And at the 18th CCP National Congress in 2012, 
China’s government further minimized its own role, with 
the market now playing a decisive role in the economy.

Today, China’s government will only intervene on the 
economy in instances when it believes it has an appropriate 
role to play. But the balancing act is ongoing—picture a 
pendulum constantly swinging between market forces and 
government macro intervention.
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Important Disclosures 
This material is provided for information purposes only and is not intended as investment advice, offer, or a recommendation to buy or sell any particular security or product.

This material is not intended to substitute professional advice on an investment in financial products and any investment or strategy mentioned herein may not be appropriate for 
every investor. Before entering into any transaction each investor should consider the appropriateness of a transaction to his own situation and, the need be, obtain independent 
professional advice as to risks and consequences of any investment. William Blair will accept no liability for any direct or consequential loss, damages, costs or prejudices whatsoever 
arising from the use of this document or its contents.

Any discussion of particular topics is not meant to be complete, accurate, comprehensive, or up-to-date and may be subject to change. Data shown does not represent and is not 
linked to the performance or characteristics of any William Blair product or strategy. Factual information has been taken from sources we believe to be reliable, but its accuracy, 
completeness or interpretation cannot be guaranteed. Information and opinions expressed are those of the author and may not reflect the opinions of other investment teams within 
William Blair. Information is current as of the date appearing in this material only and subject to change without notice. This material may include estimates, outlooks, projections 
and other forward-looking statements. Due to a variety of factors, actual events may differ significantly from those presented.

Past performance is not indicative of future results. Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both real and 
perceived general market, economic, and industry conditions. The securities of Chinese companies may be subject to greater volatility and less liquidity than companies in more 
developed markets. Investment exposure to China may be subject to a greater extent than if investments were made in developed countries, the risks of adverse securities markets, 
exchange rates and social, political, regulatory, economic, or environmental events and natural disasters that may occur in the China region. References to specific securities and 
their issuers are for illustrative purposes only and are not intended as recommendations to purchase or sell such securities. William Blair may or may not own any securities of the 
issuers referenced and, if such securities are owned, no representation is being made that such securities will continue to be held. It should not be assumed that any investment in the 
securities referenced was or will be profitable.

This material is distributed in the United Kingdom by William Blair International, Ltd., authorized and regulated by the Financial Conduct Authority (FCA), and is only directed at 
and is only made available to persons falling within articles 19, 38, 47, and 49 of the Financial Services and Markets Act of 2000 (Financial Promotion) Order 2005 (all such persons 
being referred to as “relevant persons”). This material is distributed in the European Economic Area (EEA) by William Blair B.V., authorized and supervised by the Dutch Authority 
for the Financial Markets (AFM) under license number 14006134 and also supervised by the Dutch Central Bank (DNB), registered at the Dutch Chamber of Commerce under 
number 82375682 and has its statutory seat in Amsterdam, the Netherlands. This material is only intended for eligible counterparties and professional clients.

This document is distributed in Australia by William Blair Investment Management, LLC (“William Blair”), which is exempt from the requirement to hold an Australian financial 
services license under Australia’s Corporations Act 2001 (Cth). William Blair is registered as an investment advisor with the U.S. Securities and Exchange Commission (“SEC”) 
and regulated by the SEC under the U.S. Investment Advisers Act of 1940, which differs from Australian laws. This document is distributed only to wholesale clients as that term 
is defined under Australia’s Corporations Act 2001 (Cth). This material is distributed in Singapore by William Blair International (Singapore) Pte. Ltd. (Registration Number 
201943312R), which is regulated by the Monetary Authority of Singapore under a Capital Markets Services License to conduct fund management activities. This material is intended 
only for institutional investors and may not be distributed to retail investors.

This material is not intended for distribution, publication, or use in any jurisdiction where such distribution or publication would be unlawful. This document is the property of 
William Blair and is not intended for distribution or dissemination, directly or indirectly, to any other persons than those to which it has been addressed exclusively for their personal 
use. It is being supplied to you solely for your information and may not be reproduced, modified, forwarded to any other person or published, in whole or in part, for any purpose 
without the prior written consent of William Blair.

Copyright ©2023 William Blair. “William Blair” refers to William Blair & Company, L.L.C., William Blair Investment Management, LLC, and affiliates. William Blair is a registered 
trademark of William Blair & Company, L.L.C.
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