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On the Missing “Third Leg” of Market Economy Theory
MA Chuanjing

Abstract: Mainstream economics holds that economics mainly studies resource allocation issues and
believes that as long as market mechanisms become the sole organizing factor of economic activities, the best
economic results can be achieved. It opposes any government intervention in economic activities. There have
long been insightful criticisms of this economic theory. Polanyi pointed out that a fully self-regulating market
economy is nothing but a utopia. Olson emphasized that the market economy theory that excludes the role of
the government is a flawed market economy theory that lacks the third leg. Polanyi introduced the concept
of embeddedness, emphasizing that economic systems are embedded within social systems, and that market
economies should serve society, rather than society serving market economies. When the market economy
attempts to detach itself from the social system, allowing market principles to prevail, people’s legitimate
economic interests, social interests, and rights will be violated, requiring government intervention and
regulation. If the contradiction between the market economy and social interests is particularly acute, social
conflicts will erupt, leading to a reversal of economic and social development. Olson found that the biggest
difference between developed countries and economically poor countries is whether the relationship between
the government and the market is reasonable, whether there is a government that can strongly protect
property rights and contract enforcement without infringing on private rights. Under such a government,
long-term and complex transaction benefits can be obtained, ensuring the development and expansion
of property intensive production, concentrating resources towards enterprises and industries with high
utilization and efficiency, thereby escaping poverty and achieving prosperity. Due to the crucial role of the
government in economic growth, as well as the spontancous development and growth of the market system,
and the artificial constructiveness of government building, the core of China’s economic system reform has
shifted to the issue of building an effective government, limited government, and rule of law government.

Keywords: market economy; market-regulating; roles of government; the third leg; resource allocation



