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State Capacity and China’s Economic Development since Modern Times

—A Perspective of Literature History Review

Zhou Jianbo Chen Hao Sun Shubin
(School of Economics, Peking University, Beijing 100871, P.R.China)

Abstract: Recently, some scholars have identified the state capacity as an important factor to explain
the differences in economic development. There is a lively discussion on such issues as how the
China’s state capacity has been constructed by the fiscal capacity and financial markets, and how the
state capacity has influenced the process of industrialization since modern times. State capacity refers
to the country’s fiscal capacity and the ability to provide the society with public goods such as nation-
al security, infrastructure, education, health, and property right protection. For modern countries,
fiscal capacity depends on the effective combination of fiscal system and financial markets, and fiscal
expenditure is mainly reflected in the ability to provide national security, infrastructure, education,
health, property right protection and other public goods. It was the weak national defense capability
that made modern China suffer from bullying and struggle to develop industrialization. The People’s
Republic of China consolidated intensively its ability of national security and supply of infrastruc-
tures, medical facilities and human capital, but meanwhile excessively intervened the markets, af-
fecting the efficiency of industry and especially agriculture. After the reform and opening up, by pro-
tecting the interests and right of micro-economic entities, China finally combined the advantage of
state macro control and micro entities positive innovation and achieved rapid industrialization.

Keywords: State capacity; Fiscal capacity; Public goods; Industrialization; Modern China
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