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MARKET IN STATE

Focusing on the evolving relations between the state and market in the
post-Mao reform era, Yongnian Zheng and Yanjie Huang present a theory
of Chinese capitalism by identifying and analyzing three layers of the market
system in the contemporary Chinese economy: a free market economy at
the bottom, state capitalism at the top, and a middle ground in between.
By examining Chinese economic practices against the dominant schools of
Western political economy and classical Chinese economic thought, the
authors set out the analytical framework of “market in state” to conceptualize
the market not as an autonomous, self-regulating order but as part and parcel
of a state-centered order. Zheng and Huang show how state (political) prin-
ciples are dominant over market (economic) principles in China’s economy.
As the Chinese economy continues to grow and globalize, its internal balance
will likely have a large impact upon economies across the world.
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Preface

This book is both the fruit of our long-term intellectual speculation and
the product of our troubled times. The book was conceived more than a
decade ago when Yongnian completed his research project on Globaliza-

tion and State Transformation in China (Cambridge University Press,
2004). He certainly did not foresee this research project kickstarting a
series of related projects on China’s party-state system of the time. In
2005, after spending several resourceful research years with the East
Asian Institute (EAI), National University of Singapore, Yongnian moved
to the University of Nottingham to head the China Policy Institute and
subsequently to embark on a research project on the Chinese Communist
Party (CCP). In 2010, the findings of that project were laid out in a book
entitled The Chinese Communist Party as an Organizational Emperor,
which discusses the historical roots and contemporary transformation
of the most powerful, yet understudied, political party of our time – the
CCP – and analyzes how the party has dominated the state both within the
party-state system and outside society. For Yongnian, the project raised
more questions than it solved. For one, to fully examine the transformation
of the Chinese state, it is necessary to account for the tremendous eco-
nomic power of the party-state and the huge state sector under its aegis.
For another, a theoretically grounded and historically informed research
program on contemporary institutions seems to hold promise for other
major institutions in a society like China. In this sense, the book raised
interesting questions for related research.

We embarked on the market-in-state project after we met at the EAI in
late 2008, when Yongnian returned to direct the institute and Yanjie joined
the institute as a junior researcher. The idea of a book project on the
Chinese political economy system gradually took shape during frequent
discussions among ourselves or with colleagues and visitors at the EAI over
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dinner or afternoon tea. Our main concerns were the well-exposed down-
sides of China’s epic growth story: the increasingly imbalanced economic
structure, the eroding basis of social trust, the widening gap of income
inequality, and other social costs of high growth. We could not accept
mainstream diagnoses of these problems, which put all the blame squarely
on either immoral and destructive market forces or a corrupt and ineffi-
cient Chinese state. A shared concern for these contemporary issues and
debates led us to conclude that a timely theoretical intervention was
needed in the very concept of the market in the Chinese context.
When the global financial crisis sent seismic waves across the Asia-

Pacific region in 2008, we watched developments in China anxiously as a
stimulus package of 4 trillion yuan impinged on an already overheated
economy and an anomic society. We had mixed feelings about the crisis in
China: It was indeed the worst external shock that had hit the Chinese
economy since reform, but it also presented opportunities for again
reforming the Chinese economy and rebuilding society. We anticipated a
quick and decisive response, but the sheer amount of credit that the
Chinese government pumped into the economy through the state sector
still caught us off guard. Within a couple of years, the assets and invest-
ment portfolios of centrally managed state-owned enterprises (SOEs) and
their subsidiaries ballooned. Although China has successfully prevented a
nightmarish economic outcome and engaged in meaningful social reforms,
plans for comprehensive social reforms and economic rebalancing have
been shelved. Meanwhile, credit expansion for physical infrastructure and
real estate has led to rising inflation, increasing inequality, and a disturbing
housing bubble. Our disappointment with these developments and our
intellectual curiosity about the logic behind all these led us to explore ways
to try to make sense of market–state relations in China from both historical
and contemporary angles.
The writing of this book took about six years. The first few chapters to be

generated from our initial probing were the historical chapters and the one
on centrally managed SOEs. We were very fortunate to have the oppor-
tunity to present an earlier draft of the chapter on SOEs at a conference on
public sector reforms in China and India held at the Copenhagen Business
School in late September 2011, where we received positive feedback from
our host, Kjeld Erik Brødsgaard, and several other scholars. However, the
drafting of other chapters and the conceptualization of the market in state
proved more difficult than expected. We had to sift through a wealth of
empirical materials and gradually expand the scope of investigation to the
fiscal systems, market reforms, and the relationship between the state and
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private entrepreneurs. Meanwhile, we firmed up the theoretical chapters
that spelt out clearly the ideas of themarket in state. The first draft was ready
by July 2015. By the time we came to the final draft in December 2017,
we had already gone through three rounds of revision, partly to refine our
arguments and partly to respond to rapidly evolving external events.

Despite all our endeavors, we were unable to account for the full
complexity of the Chinese economy as it enters another unpredictable
“new normal” phase of slower growth, mounting social challenges, and
hard structural reforms. Without restructuring the economy and protect-
ing society, China will risk not only the “middle income trap” but also
major social upheaval. The stakes are high but the outcome remains
uncertain. Notably, any institutional outcome from these troubled post-
crisis times, if durable, must combine with the mixed economy, character-
ized by a balance between the state and market and a truly comprehensive
program of social protection.

In the long process of researching and writing this book, we have
benefited from fruitful discussion with and constructive feedback from
our colleagues at the EAI, other research institutes, and teaching depart-
ments of the National University of Singapore. Wang Gungwu, a
renowned historian of China and the institute’s chairman, has provided
us with unfailing intellectual and moral support. With insightful com-
ments and observations, he has always encouraged us to transcend pre-
vailing concerns and analyze China’s history from the angle of an ancient
civilization and its changing position in the world. John Wong, an econo-
mist on modern China in the Southeast Asian region, has also unreservedly
shared with us many of his views on the modern Chinese political econ-
omy. We would also like to thank, among many of our EAI colleagues,
Chen Chien-Hsun, Chen Gang, Chen Kang, Lance Gore, Kong Tuan Yuen,
Lye Laing Fook, Qi Dongtao, Qian Jiwei, Shan Wei, Yu Hong, Sarah Tong
Yueting, and Zhao Litao, whose ideas and comments have inspired us at
different stages.

We would also like to thank our friends and colleagues who have
shared with us their interests and research findings on similar topics
during friendly exchanges in Singapore and elsewhere. These intellectual
exchanges were especially stimulating. We would particularly like to thank
Daniel A. Bell, Kjeld Erik Brødsgaard, Peter Nolan, Lawrence J. Lau, Barry
Naughton, Christine Wong, Dwight Perkins, Justine Lin Yifu, Lin Shuan-
glin, Yu Yongding, Ge Yanfeng, Gong Sen, Hou Yunchun, David Li
Daokui, Li Jiange, Li Shi, Liu Shijin, Wu Guoguang, Andrew Warder, Jean
Oi, Lynn White, Joseph Fewsmith, and Jae Ho Chung.
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On the business side, we benefited greatly from many intensive discus-
sions and interviews with Chinese entrepreneurs in both the state and
private sectors, particularly many members of the China Entrepreneur
Club. They not only provided us with their personal experiences of doing
business in China, but also offered rich insights into how the Chinese
political economy works. Our special thanks go to Mo Daoming, a suc-
cessful entrepreneur based in Guangzhou and Hong Kong, for his great
assistance rendered during the many years of our research. Mo is an
exceptional entrepreneur in today’s China. Besides sharing his rich busi-
ness experience with us, he linked us to many other entrepreneurs for us to
expand on our research bases. Many of his insights were reflected in our
research in one way or another. Equally important were our frequent
discussions with Chinese government officials at both the central and local
levels. Without their insights, it would have been more difficult for us to
conceptualize market–state relations in China today.
For years, Yongnian has attended the annual China Development

Forum organized by the China Development Research Foundation. Regu-
lar attendees include Fortune 500 companies, international organizations,
and academic institutions. Since its inception, it has been one of the most
important occasions for anyone seeking an understanding of China’s
economic reforms. Yongnian has taken the opportunity to exchange views
with CEOs of multinational companies, research experts from inter-
national organizations, and university scholars. He would particularly like
to thank, among others, Masahiko Aoki (who passed away in 2015),
Michael J. Boskin, Martin Feldstein, Ricardo Melendez-Ortiz, Stephen
S. Roach, Mouriel Roubini, Michael Spence, Nicholas Stern, Joseph Stiglitz,
Ronnie C. Chan, Fan Gang, Lu Mai, Lu Zhongyuan, Vincent H. S. Lo, and
Wu Jinglian.
Both authors also want to acknowledge the excellent editorial support

and guidance provided by Stephen Acerra, Karen Maloney, Grace Morris,
Anwarali Shaheer, Kristy Barker, and Kristina Deusch. Karen deserves
special mention as she worked on our manuscript from its initial review
right through to the end of its publication. We would also like to express
our heartfelt thanks to the three anonymous reviewers who offered invalu-
able suggestions during the review process.
Last but not least, we want to thank our family members, particularly

Lijun and Jielu, for their contribution to the projects. Their selfless moral
and intellectual support has been vital in our scholarly pursuit.
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