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Abstract 

Institutions play a vital role in allocating entrepreneurial talent in society. 

Specifically, the payoffs to different kinds of innovation influence the allocation of 

entrepreneurial talent between productive, unproductive, and destructive behavior. I apply 

this insight to the case of the military classics of China’s Warring States period, 475-221 

BCE. The Warring States witnessed political centralization and incessant conflict that helped 

inspire numerous economic and social innovations. Among these are the appearance of many 

texts pertaining to governance and public policy, particularly writings on military strategy. 

Excellence in strategy and planning were highly rewarded during this period, and competing 

states even developed an inter-state market for military talent. However, success in commerce 

was often not only frowned upon, but harshly punished. This tendency was reinforced by the 

rise of Legalist policies, which often recommended suppressing the merchant class relative to 

agricultural production and militarism. These institutional conditions limited the amount of 

‘productive’ market entrepreneurship in the period, which was often instead channeled into 

‘unproductive’ entrepreneurship, especially in military organization and strategy. 

Keywords: institutions, unproductive entrepreneurship, military strategy, Warring 

States, Legalism 
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I. Introduction 

China’s emergence as a global economic power has encouraged widespread Western 

interest in the historical and philosophical roots of Chinese commercial culture. Despite the 

surge in attention, however, the literature studying China’s business history continues to 

focus mainly on relatively recent developments, particularly questions about China’s 

divergence from Western patterns of economic growth (Pomeranz 2000), its 19
th

-century 

business development, and its turmoil and reforms during the 20
th

 century (Zan 2016).
1
 This 

attention is understandable, as these developments are often germane to contemporary 

Chinese business. Furthermore, recent history is also more attractive from a research 

perspective, as it is easier to study due to the ready availability of reliable data. 

However, one consequence of this emphasis is that relatively little has been written by 

management and organization scholars about the earliest periods of Chinese commercial 

history, especially those prior to its medieval era or its unification by the Qin. Yet despite 

some inherent difficulties in this kind of research, there is significant value to be gained from 

studying China’s more ancient periods. Ideas that emerged in antiquity continue to influence 

Chinese thinking on business and government, and therefore deserve attention from modern 

scholars. This paper considers the Warring States era specifically, which gave birth to a large 

number of China’s most notable contributions to philosophy, technology, and political 

science. In the context of business and entrepreneurship, some of the most influential of these 

contributions are China’s military writings, which have helped shape its martial and 

commercial history for more than two millennia. Although the military classics of ancient 

China are often discussed in popular business writings, they are not studied systematically in 

light of modern management and entrepreneurship research. Yet they offer numerous insights 

                                                           
1
 See, for instance, the special issue of Business History (2016) on the ‘History and Evolution of 

Entrepreneurship and Finance in China.’ 



3 

 

 

into the (often anti-) commercial institutions of ancient China, and thus provide a window 

into this relatively neglected period in China’s organizational history. 

The central problem investigated in this paper is why Warring States China 

experienced an enormous flowering of innovative thinking in military entrepreneurship 

relative to commercial entrepreneurship. This framing raises an important secondary 

question, however: why study these kinds of innovation in particular? The reason is simple: 

the military classics invoke a series of ideas that in their modern forms are defining concepts 

in entrepreneurship research. These include scarcity, uncertainty, alertness, and 

organizational incentives (McCaffrey 2014, 2015). In fact, this apparent similarity is the 

reason why, since ancient times, Chinese military strategy has been compared to business 

strategy (Zhao 2015, p. 211), and why the classics have been used throughout history as 

manuals for business management (e.g. Gagliardi 2012). It is therefore natural to study the 

relationship between the development of entrepreneurial and military thought, which, as I 

argue, can largely be explained with reference to institutions. 

The goals of this paper are also in line with current research questions in the literature 

studying the military classics. For example, Ralph Sawyer, the major translator of the 

classics, asks, ‘Were [the classical strategists] experienced military men or simply perceptive 

thinkers drawn to military subjects because of their importance to the social order and the 

state’s survival?’ (Sawyer 2012). For Sawyer, this is a vital research question for Chinese 

strategic history. More explicitly, McCaffrey (2015) asks, ‘how did Chinese political 

institutions influence the development of strategic thought? Did states reward innovation in 

military strategy at the expense of productive market entrepreneurship… and if so, does this 

help to explain the agricultural and sometimes anti-commercial attitude of the classics?’ The 

answer to each of these questions lies in the institutional setting of the military writings. 
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In particular, this paper explains how the institutional context of Warring States China 

influenced the distribution of entrepreneurial talent during the period. I show that rewards to 

state service outweighed the rewards to commercial success, which in turn significantly 

increased ‘unproductive’ military entrepreneurship relative to ‘productive’ business 

entrepreneurship. This increase in innovative military thinking is embodied in the classic 

writings on military strategy from the period. Classical strategy was shaped by prevailing 

political institutions, and encapsulates ancient attitudes toward commerce and market 

entrepreneurship. 

The outline of the paper is as follows: Section II explains the theoretical framework 

used to analyze institutions and entrepreneurship in the Warring States era, and introduces the 

military classics as the main source material. Section III then uses the theory to explore some 

of the major institutional conditions and changes throughout the period, showing clearly how 

they incentivized military over market entrepreneurship. Section IV analyzes the Chinese 

military classics in more detail, showing how they reflect institutional bias against productive 

commerce and in favor of unproductive militarism. Section V provides some concluding 

remarks about the relevance of the paper for current research. It is important to emphasize at 

the start that this paper does not argue that no market entrepreneurship occurred during the 

Warring States era, or that when it did occur, innovation only flowed into war making 

(although much of it certainly did). Nor does it explain why ancient China did not experience 

a general commercial revolution at this time. Rather, it shows why a portion of China’s 

innovative talent—a portion seemingly ideal for productive entrepreneurship—was fed into 

military innovation in the form of strategic thinking rather than market innovation. 
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II. Theoretical and Historical Foundations 

Institutions and Entrepreneurship 

The conceptual framework of this paper incorporates research from entrepreneurship 

theory and history. This subsection focuses on the relationship between the institutional 

environment and entrepreneurial behavior. In summarizing entrepreneurial development for 

most of human economic history, historians have written that, ‘The general principles 

governing entrepreneurship apply at all times and in all places, but the ways in which they 

manifest themselves depend on the institutions in place at the time’ (Casson and Casson 

2013, p. 43). Probably the most influential version of this thesis is advanced by William 

Baumol, and the arguments of this paper draw on Baumol’s exposition of ‘productive’ and 

‘unproductive’ entrepreneurship (Baumol 1990). 

Baumol adopts the Schumpeterian view that entrepreneurship consists of creative and 

innovative behavior mainly intended to increase wealth.
2
 According to Baumol, there is a 

certain amount of such entrepreneurial talent in society at any given time, and it is allocated 

according to the relative payoffs to different forms of creation and innovation. Institutions, or 

the ‘rules of the game’ in North’s definition (1990, p. 3), are the primary determinants of 

these payoffs. The key implication is that institutions can encourage productive commercial 

activity, but can also undermine it, for instance by creating legal barriers to profit-seeking 

enterprise or by placing social stigmas on business success. When this occurs, entrepreneurs’ 

efforts are directed away from productive market entrepreneurship and toward other sectors 

of society that are often ‘unproductive’ or ‘destructive’. That is, they redistribute or destroy 

wealth rather than creating it, and are therefore zero- or negative-sum for society (e.g. rent-

                                                           
2
 This definition serves for the purposes of this paper, although it is important to note that there is more to 

entrepreneurship than (productive, unproductive, and destructive) innovation (see the Discussion section below). 

An anonymous reviewer points out that the Schumpeter-Baumol theory is biased in favor of manufacturing 

processes, to the exclusion of services. However, Douhan and Henrekson (2010) show that this oversight is not 

necessarily a problem for the theory, which they extend to include both manufacturing and services. 
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seeking, corruption, and organized crime). According to this theory, some significant 

historical variations in productivity and growth are explained, not by the appearance or 

disappearance of entrepreneurial talent, but by shifts in its allocation. These shifts are caused 

by changes to either formal or informal institutions (Welter and Smallbone 2003). 

A large body of theoretical and historical research supports Baumol’s thesis 

(Kalantaridis 2014; Boettke and Piano, 2016). Most importantly, Henrekson and Sanadaji 

(2011) develop Baumol’s typology by distinguishing between different types of productive 

and unproductive entrepreneurship. These are presented in Table, which is expanded to 

include examples of the types that are most relevant to this paper. 

 ABIDE EVADE ALTER 

PRODUCTIVE Pursue a business 

opportunity within 

prevailing institutions. 

[merchants] 

Sidestep stifling labor 

market regulations 

through a new 

contractual form. 

Provide a new local 

public good, private 

security firms. 

UNPRODUCTIVE Sue competitors for a 

share of their profit. 

Rogue states; rivalry 

between warlords. 

[military strategists] 

Bribe a government 

official to obtain a 

contract. Illegal 

syndicates. 

[bandits and outlaws] 

Lobby for a new 

regulation to protect an 

industry. Repeal 

property rights to 

plunder a wealthy 

group. 

[policy persuaders] 

Table 1. A typology of entrepreneurship and some illustrative examples (Henrekson and Sanadaji, 2011). 

Bracketed examples are the author’s. 

Henrekson and Sanadaji argue that productive and unproductive entrepreneurs each 

face a choice between abiding, evading, and altering actions. That is, entrepreneurs can abide 

by existing institutions, evade them, or alter them through political activity (Henrekson and 

Sanadaji, 2011). The abiding productive entrepreneur—the one described by Baumol as the 

typical case— is the conventional market entrepreneur who carries out business in accord 

with prevailing institutions. Evasive entrepreneurs, on the other hand, avoid costly 
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institutions by exploiting their imperfections, for example, by launching illegal business 

ventures. Finally, altering entrepreneurs work to change the prevailing political order.
3
 

Baumol’s work (1990) draws on several historical case studies for inspiration, one of 

which is China’s imperial, medieval era. However, the present paper pushes the analysis 

further back in time, to the Warring States period of roughly 475-221 BCE. I argue that 

Warring States political institutions reduced the payoffs to market innovation and made it 

difficult and sometimes impossible for potential entrepreneurs to conceive it as desirable or 

worthy of pursuit. At the same time, they greatly rewarded innovative military thinking, 

leading potential commercial talent into government service. Returning to a question from the 

introduction—‘Were [the classical strategists] experienced military men or simply perceptive 

thinkers drawn to military subjects because of their importance to the social order and the 

state’s survival?’—I argue for the latter explanation. Put a slightly different way, ‘If the 

ability to converse on military strategy is more highly valued and rewarded than actual 

fighting… society will be populated by experts in military strategy’ (Choi 1989). In this light, 

it is not surprising that the military classics fail to acknowledge the distinct benefits of the 

market economy and of innovative commercial ventures, and instead focus on ideas about 

expanding state power through military innovation and agricultural development. 

The Military Classics of Ancient China 

Many writings on military organization appeared during and after the Warring States 

era, though few survive to the present day. Of those that remain, seven are considered to 

represent the canon of classical Chinese strategic thought. These are: Six Secret Teachings, 

                                                           
3
 This classification raises the important question of whether agricultural production is entrepreneurial. For the 

purposes of this paper, I argue that it is not, for three reasons: first, Warring States peasant farmers did not 

always own their land (and thus, hazard it in the market), even after Shang Yang’s reforms; second, they cannot 

be said to have created wealth for themselves or earned significant profits, as they were usually extremely poor; 

and third, the innovative technologies they used during this period were mainly introduced to them through 

public-works projects rather than through their own initiative. 
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The Methods of the Sima, Sunzi’s Art of War, Wuzi’s Art of War, Wei Liaozi, Three Strategies 

of Huang Shigong, and Questions and Replies Between Tang Taizong and Li Weigong. 

Because of its late Tang or early Song date of composition, I exclude Questions and Replies 

from the following discussions. I incorporate instead Sun Bin’s recently-discovered book 

Military Methods, as it is part of the same strategic tradition as the earlier classics, and was 

composed at about the same time.
4
 

Before discussing them in detail, it is necessary to explain these sources and how they 

are interpreted. Unfortunately, despite great interest in them, there is little certainty about the 

historical origins of the military writings or the people who authored them. As a result, there 

are significant difficulties with analyzing them in light of modern entrepreneurship research. 

In particular, the authorship and dating of each major text are disputed, and it is quite likely 

each one was compiled and emended over time by a series of scholars, possibly beginning 

with disciples of the traditionally-attributed authors. Furthermore, several of the texts are 

missing material, and different versions have appeared across the centuries, leading to further 

questions of authenticity. Nevertheless, the evidence generally suggests dates of composition 

in the Warring States period, thus making them suitable for the purpose of this paper.
5
 

It is also important to note that the extant versions of the classics are not actually 

historical accounts of their times, although they do contain historical anecdotes and 

references. Instead of histories, it is more accurate to treat them as amalgamations of ancient 

                                                           
4
 Throughout this paper, the military classics are cited using the following abbreviations: Six Secret Teachings 

(SST), The Methods of the Sima (MS), Sunzi’s Art of War (AW), Wuzi (WT), Wei Liaozi (WLT), Three 

Strategies of Huang Shigong (TSHSK), and Military Methods (MM). 
5
 See the discussions about dating the texts in Yates (1988) and Sawyer (2007). For convenience, I use the 

names of the traditional authors, and list their texts in the bibliography along with the works of the translator. 

For an overview of primary Warring States sources (including the military classics) and the difficulties in using 

them, cf. Lewis (1999, pp. 588-593). For the military classics in particular cf. Sawyer (2007, 2012). 
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thought regarding the organizational ideals of strategy and governance.
6
 This interpretation is 

supported by the facts that (a) each text likely had multiple authors, and consequently (b) 

each incorporates ideas from a variety of philosophies, especially Legalism, Confucianism, 

and Daoism, and thus represents a relatively inclusive hybrid of Warring States thought. 

Current research arrives at similar conclusions: speaking of Warring States primary sources, 

Lewis argues that, ‘The collective creation and transmission of texts means that the writings 

that survived represent the intellectual interests or commitments of certain groups of people, 

rather than isolated individuals. Consequently, one can reconstitute a composite image of the 

political life of the period through the programs or ideals transmitted in the surviving texts’ 

(Lewis 1999, p. 593). Nevertheless, there is a risk of anachronism when studying historical 

texts. Yet, as Zan points out in regard to the neglect of Chinese management history, it is 

possible to make sense of historical sources without ‘putting our notions into the mouths of 

actors from earlier times’ (Zan 2016).
7
 In fact, researchers can actually gain insight by 

studying ‘conversations about the issue of managing by Chinese actors’ in surviving texts 

(Zan 2016). The military classics mainly consist of such conversations. 

III. Warring States Political Economy 

Institutional Changes 

Institutions play a key role in determining how entrepreneurship manifests in society, 

and China in the Warring States period was no exception to this rule. In fact, the political 

uncertainty that characterized the age was transformative, and helped produce some of 

China’s distinctive contributions to intellectual history: changing institutions help explain 

                                                           
6
 It is also plausible that the military writings reflect the sorts of ideas the authors believed would be appealing 

to the rulers they advised; if so, this adds further support to the main argument of this paper. Sterckx (2015) 

makes a similar argument regarding the proponents of anti-merchant ideologies in the Warring States. 
7
 That is, research can appreciate ‘radically different contexts, while learning to accept radical contextual 

differences, [thereby] overcoming simplistic and “presentist” obsessions’ (Zan 2016). 
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general social and economic trends of the time as well as entrepreneurial history specifically. 

The political landscape was especially important. The Spring and Autumn period (c. 771-476 

BCE) witnessed internecine warfare that eliminated a large number of ruling clans and royal 

families, resulting in the decline of the feudal aristocracy and its replacement by more formal 

administration. By the end of the Spring and Autumn, China was divided into a small number 

of relatively large states. Their subsequent conflicts provided the basis for major 

developments in Chinese history and culture.
8
 

As the name implies, the Warring States period (c. 475-221 BCE) was characterized 

by incessant, brutal warfare. The decline of feudal Zhou dynasty families during the Spring 

and Autumn triggered a general devolution of power across China as territorial states 

replaced an earlier league of city-based states. Yet within the new states power often became 

far more centralized than in previous eras. In particular, new emphasis was placed on the 

person of the monarch as the sole source of authority (Lewis 1999, p. 597). Rather than being 

distributed among many geographically-distant hereditary nobles, power was consolidated in 

the royal court and its attendant bureaucracy, now vital sources of privilege and patronage. 

This centralization is a vital fact of Warring States institutional development. 

Centralized territorial states required specialized bureaucracies to support them. 

Warfare constantly threatened the survival of even the most prepared states, and rulers 

therefore depended on a steady supply of physical resources and human talent to administer 

their territories, especially in order to finance wars and carry them out. Royal courts 

consequently became recruitment centers for gifted advisers, and the search for patronage 

                                                           
8
 The early development of Chinese political theory and practice is discussed further in Pines (2009). To put this 

history in comparative context, Warring States China is sometimes likened to Europe during the Renaissance 

(Hui 2005). One philosopher suggests that, 
As in Renaissance Italy, with political decentralization came bloody warfare on the one hand, and 

economic and cultural flowering on the other. As the empire split into independent states, scholars 

competed vigorously for the chance to serve as political advisors to the emerging new régimes; it is 

from this situation that Chinese philosophy emerged. (Long 2003) 
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inspired the works of many of China’s most famous intellectuals. This search even has a 

profound impact on the way we interpret China’s ancient history, as ‘Much of the surviving 

writing from the Warring States… emerges directly from the context of pursuing or holding 

office’ (Lewis 1999, p. 604). States were preoccupied with mobilizing human and material 

resources to solidify and expand their power, thus creating valuable opportunities for anyone 

willing to further those ends (Hui 2005, pp. 79-84). The era witnessed a surge in social 

mobility for the talented, and thus the end of a time when military affairs were planned and 

conducted by the nobility (Cho-yun 1965, pp. 53-77). 

The increased supply of military writing alongside other branches of study was 

largely a response to increased demand from rulers. Incessant warfare between competing 

states provided ample opportunities and rewards for would-be advisers to win the patronage 

of rulers hoping to gain a competitive edge over their rivals. In an era of rapidly-changing 

power relations, China was comprised of 

a system of territorial states built around unchallenged monarchs who commanded a 

large number of dependent officials. These in turn were employed to register and 

mobilize the individual peasant households, primarily for the sake of imposing 

universal military service. The mass peasant armies of the period entailed the 

emergence of military specialists who were masters of the theories and techniques of 

warfare. At the same time, the needs of diplomatic maneuver produced theorists of 

stratagem and persuasion who formulated new models of interstate relations. (Lewis 

1999, p. 587) 

In terms of fame and fortune, the rewards for masterminding administrative efficiency 

and military victory were enormous, and included land, titles, and wealth. They also explain 

why strategic thought flourished alongside philosophy and the arts in ancient China. Because 
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political institutions rewarded innovation in the field of military conflict, the Warring States 

were fertile ground for innovative thinking about conquest and statecraft. Retaining talented 

individuals was seen as essential for the survival of the state and the quest for hegemony 

(Yan and Huang 2011, p. 109). Specifically, ‘ambitious men from the peasant or merchant 

populations provided a pool of “free floating” talent from which competing lineages recruited 

supporters to augment their power’ (Lewis 1990, pp. 243-244). The movement of 

intellectuals between states essentially constituted an ‘interstate market of talent’ (Pines 2009, 

p. 3). This political marketplace provided the institutional setting for the military classics, 

each of which involves advice to a potential patron regarding the most effective ways to 

organize and manage civil and military affairs. Military strategists can thus be thought of as 

abiding or altering unproductive entrepreneurs, depending on whether they sought to earn 

wealth and prestige or to also change political institutions. Through their efforts they often 

became ‘unproductive’ entrepreneurs par excellence: they contributed to the welfare of the 

ruling class, but not the vast majority of the population. The latter—and sometimes market 

entrepreneurs especially—bore the brunt of the states’ military campaigns and its supporting 

public policies, as explained below. 

Legalist Economic Policy 

Importantly, during the Warring States, inter-state trade flourished in absolute terms, 

and a distinct merchant class became more pronounced (Cho-yun 1965, pp. 107-139). 

Economic development was spurred on by a number of advances in technology and 

infrastructure that enabled increased communication between regions both within and 

between states. These advances were often stimulated by the needs of rulers to conduct state 

business, for example, by sending ambassadors to neighboring courts. The cost of doing 

business was reduced, and the spread of information facilitated for all citizens (Kakinuma 

2014, pp. 106, 120-121). As a result, roads, waterways, and irrigation were improved, and 
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more complex trade systems emerged (Cho-yun 1965, pp. 116-119). This environment 

allowed some districts to benefit from expanded production using new methods. The number 

of Schumpeterian entrepreneurs increased as a result, although most merchants continued to 

operate on a small scale (Kakinuma 2014, pp. 106, 117). 

This leads to the question of comparison. The previous subsection explained that 

‘unproductive’ military entrepreneurship yielded significant payoffs to successful strategists. 

Yet is there reason to believe it was remunerated more relative to abiding innovation in the 

market? Specifically, was it rewarded enough to channel talent away from the marketplace 

and into state service? Both primary and secondary sources indicate it was. Records of 

economic policy in the various warring states reveal that it was often difficult to be a member 

of the merchant class and to acquire wealth or social prestige through commercial success. A 

survey of some Warring States economic policies makes this point clear. 

Merchants, traders, and other representatives of entrepreneurship do not appear much 

in the historical records of the Warring States (Cho-yun 1965, pp. 128-129), but what 

information survives suggests they were at a serious disadvantage compared to simpler 

occupations like agriculture or more auspicious professions such as service to a ruler. Most 

importantly, policies inspired by ‘Legalist’ thinkers were common in the Warring States, and 

severely limited the social acceptance of commerce, inhibiting market innovation in several 

respects. The values of Legalism appear frequently in the military writings, and although the 

classics draw on a mixture of Legalism, Confucianism, Daoism, and other philosophies, 

Legalism is rarely completely absent; in fact, it heavily influenced classical attitudes toward 

commerce. It also played the largest role in the political institutions of the era (Zhao 2015, 

pp. 190-193). 
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Legalism, which is most closely associated with the writers Shang Yang (390-338 

BCE) and Han Feizi (280-233 BCE), is generally considered to be a ‘loose bundle of thinkers 

from different traditions rather than a proper school [of philosophy]’ (Kierman 1982). The 

foremost concern of Legalism was the discovery of the most effective means for enhancing 

state power, especially through rigid control of the population (Fu 1993, pp. 38-46). Although 

it was by no means the only influential political philosophy of the time, Legalism had a 

significant impact on governments during the Warring States period, especially through its 

emphasis on consolidating power in the monarch. 

For example, starting in 359 BCE, Shang Yang instituted reform policies in the state 

of Qin that weakened the aristocracy and paved the way for the transition to a more 

bureaucratic government, especially after Qin unified China in 221 BCE (Kiser and Cai 

2004).
9
 Another Legalist reformer, Wu Qi, imposed similar measures in the state of Chu in an 

attempt to create a merit-based bureaucracy to replace the nobility (Zhao 2015, pp. 236-237). 

Wu Qi is notable for being both a successful general and the reputed author of the military 

classic Wuzi’s Art of War. Although the traditional authors of the military classics are thought 

to have been state advisers of some sort, Wu Qi’s work provides an explicit example of 

innovative strategic thought developing into innovative public policy, and he should be 

considered one of history’s first ‘altering entrepreneurs.’ Perhaps unsurprisingly, Shang Yang 

and Wu Qi were both murdered after introducing reforms that challenged established 

aristocratic interests (Fu 1993, pp. 40-41; Goodrich 1981-1983; Sawyer 2007, pp. 191-202). 

As mentioned above, policies inspired by Legalism were less than favourable toward 

market enterprise. Cho-yun (1965) comments that Warring States merchants were an oddity, 

                                                           
9
 In the process of bureaucratizing government, rulers sometimes used the army as an ideal model of 

organizational control (Kiser and Cai 2003). Similar ideas can also be found in the military writings. But cf. The 

Methods of the Sima, which emphasizes the need to separate the civil and the martial (SMF 2007, pp. 131-132). 
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because they could accumulate great wealth, but still had the social status of commoners. For 

example, 

Shang Yang… initiated a series of reforms to encourage agriculture, which 

provisioned the army and provided the economic foundations of the state, and to 

discourage trade, which proved less amenable to taxation… [The Book of Lord Shang] 

also records antimerchant measures, including registration of merchants’ servants for 

corvée labor, high market taxes and taxes on goods in transit, and the registration of 

merchant households as “inferior people.” As such they were not permitted to wear 

silk or ride horses, and were subject to extended terms of garrison duty at the frontier. 

(Lewis 1999, p. 613)
10

 

Rather than the merchant class, Shang Yang and many other scholars viewed 

agriculture as the foundation of society. Potential entrepreneurs were not simply discouraged 

from productive activity by poor policies: because of their business ambitions, they could 

actually be targets of oppression. Shang Yang’s agricultural policies in Qin even enslaved 

those who failed to meet production quotas (Hui 2005, pp. 81-82), and placed limits on the 

amount of property and social status one could acquire without military achievements (Kiser 

and Cai 2003). Merchants in Qin were also not allowed to find replacements for their corvée 

labor, an option available to other citizens as a way to settle debts with the state (Zhao 2015, 

p. 215). In contrast, soldiers who met high standards of physical prowess were in some states 

exempted from taxation and labor service altogether (Cho-yun 1965, p. 72). 

Importantly, Shang Yang also aided the introduction of the private ownership and sale 

of land in Qin. However, Lewis argues that this seemingly laissez-faire reform was simply a 

                                                           
10

 Yates (1987) briefly mentions the low social status of merchants during the Qin and Han dynasties, which 

Sterckx (2015) argues was actually lower during these periods than in the pre-Qin era. Along similar lines, 

Kakinuma (2014, p. 122) suggests that one important problem for these later merchants was that they were not 

allowed to exit to other states. As a result, they may have faced strong incentives to becoming politically active, 

e.g. as altering entrepreneurs. 
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political tool for increasing military service (Lewis 1990, pp. 61-65).
11

 This idea is echoed in 

a ‘lost’ chapter of Sunzi’s Art of War, which indicates that private ownership was recognized 

in exchange for taxes (AW 1994, pp. 248-256; Lewis 1999, p. 600). The antagonistic and 

even parasitic relationship between the central bureaucracy and private enterprise is a 

recurring theme in Chinese history (Redding 2016). Public officials frequently capitalized on 

the inventions of market entrepreneurs, ‘whose ingenuity was harvested by (unproductive) 

scholar officials’ in order to benefit the state (Kalantaridis 2014). 

In seeming contrast, Sterckx (2015) argues that anti-merchant ideology in the Warring 

States was less common and more complex than is usually thought. According to him, it is 

incorrect to attribute to the Warring States a simplistic “pro-agriculture, anti-commerce” 

ideology. Rather, it was more common to view agriculture and commerce and 

complementary and necessary economic roles rather than as opposing professions. To support 

his thesis, Sterckx draws on numerous influential texts of the period, including several 

Legalist writings. However, his research ultimately supports the arguments of this paper: he 

shows convincingly that many major thinkers privileged agriculture and/or military affairs 

relative to commerce. It is exactly this point on which the institutional relationship to 

entrepreneurship studied in this paper depends. Moreover, my point is not that commerce 

failed to develop at this time: clearly it did. Rather, as Zhao explains (2015, pp. 15-16), 

merchants as a class could not wield any kind of organized political power, and lacked a 

substantial ideological basis for imbuing money-making activities with positive value. 

Legalist and Legalist-inspired policies did place heavy burdens on merchants, even though 

commerce was permitted to the extent that it could enrich the state (Zhao 2015, pp. 214-221). 

The relative burden placed on merchants during the period is eloquently illustrated by the Lu 

                                                           
11

 Zhao makes a similar argument with respect to many of the great technological innovations of the Warring 

States, which he explains were mainly driven by the need to expand the state’s war machine (Zhao 2015, pp. 

214-221). 
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state, which, according to Yohei Kakinuma, experienced a surge of entrepreneurship relative 

to its neighbors after the fall of its central government (2014, p. 108). 

To sum up, the sort of measures introduced by Shang Yang and likeminded reformers 

reflect a strong institutional bias against commerce relative to other professions. This bias 

precluded the development of any sort of ‘bourgeois dignity’ (McCloskey 2010), let alone 

significant cultural recognition of the importance of market exchange, innovation, and 

growth. Shang Yang even explains that his policies are designed to encourage commercially-

minded citizens to return to agriculture (Duyvendak 1928, pp. 177-178, 313). As one 

historian puts it, ‘Shang Yang’s stringent system of rewards and punishments was much more 

effective in channeling individual self-interests to serve the national interest’ (Hui 2005, p. 

107). This is precisely what appears to have happened with the military writings: policies 

inspired by Legalism explain why the innovative talents of strategists were channeled into 

military administration rather than abiding productive entrepreneurship in the market. 

IV. Institutional Influences in Classical Strategic Thought 

The flourishing of strategic thought is largely explained by the social and economic 

rewards implemented in the various warring states, which focused primarily on military and 

political innovation. In fact, the earliest book attributed to a politically active author is the 

Sunzi’s famous Art of War (Lewis 1999, p. 604). The historical institutions and policies 

discussed in the previous section are reflected in the military writings: numerous strategists 

recommend government measures that directly or indirectly decrease rewards for innovation 

in the market, thereby encouraging talent to flow elsewhere in society. As mentioned above, 

using the classics as evidence of the rewards to strategic innovation, and thus for the 

flourishing of military strategy, is justified on the grounds that they reflect a synthesis of 

political opinions of the era. Consider further that, 
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In reality, the Warring States have no histories of institutions, but rather biographies 

of individuals… The propensity to attribute all reforms to individuals was such that 

collective or gradual developments would be assigned to a single, nameable 

individual, such as Wu Qi 吳起 in Chu or Sun Wu 孫武 in Yue. Consequently the 

institutional history of the Warring States appears as a series of heroic innovations by 

daring reformers—each one lionized by the tradition which carried on “his” book—

who were able to gain the attention of the monarch and persuade him to introduce 

some new practice. From such evidence the modern scholar can often only deduce 

general tendencies and common developments. (Lewis 1999, pp. 603-604) 

We can be fairly certain then that the classics reflect some broader ideas common 

among the various Chinese states. Note also the historical fascination with ‘heroic 

innovations by daring reformers’—a description that sounds remarkably like Schumpeterian 

entrepreneurship. With this image in mind, we can now study the military writings in detail. 

A central tenet of the military classics is that a state must be strong and its populace 

loyal if it wishes to survive, because only under these conditions will a ruler be able to 

marshal the resources required for military campaigns. Successful warfare thus requires 

strong political foundations in addition to strategic ingenuity, and the classics contain advice 

on a wide variety of problems regarding administration and governance. Their counsel about 

ideal policies gives a glimpse at the kind of intellectual and institutional climate that 

influenced Warring States writers, and that they sought to influence. Generally, the classics 

advise the ruler to ‘Establish [a] benevolent yet strict government that espouses virtue, 

emphasizes the people’s welfare, and nurtures the state’s prosperity’ (Sawyer 2012). They 

therefore frequently emphasize the need for mild taxes and other impositions on the people. 
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Yet this sentiment does not translate into support for the merchant class and entrepreneurship. 

In fact, many of the policies proposed in the military writings undermine market innovation. 

The text translated as Six Secret Teachings provides some important examples. The 

book is historically attributed to the man known as Jiang Taigong, an adviser to the Zhou 

kings who overthrew the Shang dynasty in the 11
th

 century BCE. The text is undoubtedly a 

much later creation, but it has enjoyed historical influence as a blueprint for the righteous 

overthrow of a debauched dynasty through superior strategy. It ostensibly contains Jiang’s 

instructions for establishing a strong state capable of defeating a numerically and 

economically superior foe. 

To achieve such ends, the military classics, including Six Secret Teachings, often rely 

on the Confucian notion that righteous rulers should avoid imposing onerous duties on the 

people wherever possible. In particular, the people must be allowed to prosper, as some 

material basis must exist before they are able to cultivate virtue or usefully support the state 

(Long 2003; Hui 2005, p. 171). Thus, Jiang recommends some liberal-sounding policies for 

rulers to adopt: 

When the people do not lose their fundamental occupations, you have profited them. 

When the farmers do not lose the agricultural seasons, you have completed them. 

When you reduce punishments and fines, you give them life. When you impose light 

taxes, you give to them. When you keep your palaces, mansions, terraces, and 

pavilions few, you give them pleasure. (SST 2007, p. 43) 

Naturally, promoting contrary measures produces opposite, undesirable results (SST 

2007, pp. 43-44). In general then, Jiang finds wisdom in the idea of ‘managing affairs 

through nonaction,’ especially by not imposing excessive military service or corvée labor 

(SST 2007, p. 42). Taxes ‘should be imposed as if taking from yourself’ (SST 2007, p. 43).  
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Furthermore, other passages seem to highlight the importance of commercial activity 

and trade. Jiang explains that the state possesses ‘three treasures’: ‘Great agriculture, great 

industry, and great commerce’ (SST 2007, p. 46). It is the ruler’s duty to cultivate the three 

treasures, which denote the farming, artisanal, and merchant classes, respectively. At first 

glance, this might seem to encourage the division of labor, trade, and perhaps even 

innovation. However, Jiang does not advocate free exchange or entrepreneurship. In addition 

to the above policies, he is adamant that the state prevent mobility between the three classes: 

If you have the farmers dwell solely in the districts of farmers, then the five grains 

will be sufficient. If you have the artisans dwell solely in the districts of artisans, then 

the implements will be adequate. If you have the merchants dwell solely in the 

districts of merchants, then the material goods will be sufficient. If the three treasures 

are each settled in their places, then the people will not scheme. Do not allow 

confusion among their districts. (SST 2007, p. 46) 

The state’s role in dividing up society into basic professions or classes is mentioned in 

other military writings as well, including Methods of the Sima (SMF 2007, p. 129), Wei 

Liaozi (WLT 2007, p. 259) and Three Strategies of Huang Shigong (TSHSK 2007, p. 306). In 

particular, because of the need to secure provisions for large, infantry-based armies, the 

classics repeatedly stress the importance of agricultural development (TSHSK 2007, p. 294), a 

dominant theme in ancient economic thought around the world (Baloglou 2012; McCaffrey 

2015). Even the strategist Wei Liaozi, who recognizes the importance of markets for war 

finance, claims that a more perfect state would have no ‘traders or merchants,’ only the 

simplest occupations (WLT 2007, p. 260).
12

 One dramatic case is Jiang’s stricture against 

                                                           
12

 He goes on to advise that, ‘Husbands work at weeding and plowing, wives at weaving. If the people do not 

have secondary occupations, then there will be goods accumulated in the storehouses. The men should not 

engrave nor make decorative carving; the women should not embroider nor do decorative stitching’ (WLT 2007, 

p. 260). Cf. also Kakinuma (2014, pp. 118-119) on the ‘Male Plowing, Female Weaving’ policy. 
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people leaving agriculture to become knights-errant (SST 2007, p. 48), indicating a fear of 

evasive entrepreneurship, which would have been considered unproductive.
13

 His advice is 

especially striking given that some of the first people to be called ‘entrepreneurs’ were 

actually mercenary military adventurers. In any case, the fear of peasant mobility between 

social classes—especially mobility away from agriculture—was a theme of Warring States 

politics that has continued to appear throughout Chinese history (Bray 1999, p. 201). 

The aim of preserving the ‘three treasures’ is not specialization then, but controlled, 

confined development—instead of growth, it is more like the foot binding of the division of 

labor. It was generally believed at this time that some productivity must be encouraged to 

create wealth for the state and to prevent the exit of merchants to other states, but such 

commerce must be regulated. This is essentially the policy favored by the Qin after the 

middle of the Warring States period (Kakinuma 2014), and the Legalist text Xunxi advocates 

similar measures (Sterckx 2015, pp. 232-233). As one commentator explains, 

By effectively confining each of the three treasures to its own area, its members were 

less likely to be distracted and contaminated by external stimuli and thus were not 

tempted to abandon their own occupations… From the Legalist perspective, they 

would also be easier to monitor and control. (Sawyer 2007, p. 402n11) 

There is thus little room in Jiang’s thought for substantial economic self-

determination, a prerequisite for the emergence of large-scale market entrepreneurship. By 

outlawing movement between different professions, rulers place serious limitations on 

productive innovation by ensuring that individuals from one class cannot pursue profitable 

opportunities in another. Entrepreneurial talent is therefore restricted to activity within 

professions: abiding productive entrepreneurship is valuable, but must be restrained. 

                                                           
13

 Another common theme of the period is the trend of peasants leaving agriculture to become outlaws and 

bandits (Cho-yun 1965, pp. 115-116). This is another example of evasive unproductive entrepreneurship.  
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Moreover, mobility restrictions imply that commercial success—inasmuch as it represents a 

departure from, and conflict with, the ruler’s plan—should have no social status or other 

rewards conferred on it. On the other hand, the administration described by Jiang Taigong 

does have need of advisers to counsel the ruler in his efforts to direct civil and military 

affairs—a hint at the value of altering unproductive entrepreneurship. 

 A second instance of this thinking is found in the Wei Liaozi, so named for its 

supposed author. Wei Liaozi’s views are similar to Jiang Taigong’s, encouraging some 

economic development while also recommending that the state play a prominent role in the 

marketplace. Wei Liaozi is rare among the military writers in that he explicitly states the 

usefulness of markets in encouraging production. In that sense, he takes a more pragmatic 

stance than Legalists like Shang Yang. Yet what Wei Liaozi has in mind is not so much free 

commerce, but the cultivation of a prosperous sector for the state to rely on in time of war: 

Now if [one’s resources] are neither sufficient to go forth to wage battle nor adequate 

to remain within the borders and defend the state, one must correct [the insufficiency] 

with markets. Markets are the means to provide for both offensive and defensive 

warfare. If a state of ten thousand chariots lacks states of one thousand chariots to 

assist it, it must have markets able to furnish one hundred chariots… 

Looking without seeing and listening without hearing stem from the state not having 

markets. Now markets are offices for sundry goods. [The government should] buy 

items which are cheap in the market and sell those that have grown expensive in order 

to restrain the aristocrats and the people… [W]hy is it the people have a famished 

look and the horses an emaciated appearance? The markets have goods to deliver, but 

the office lacks a controller. Now if you raise the best-trained army under Heaven but 
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do not manage the sundry goods, this is not what is referred to as ‘being able to 

conduct warfare.’ (WLT 2007, pp. 255-256; brackets in original) 

Commercial relations are to be encouraged only insofar as they provide an economic 

foundation for state activities, especially war making. In addition, commerce cannot be 

allowed to undermine agriculture, which is the main pillar of state, along with warfare.
14

 Wei 

Liaozi’s suggestion that government buy cheap and sell dear also indicates that he conceives 

of the state not simply as a regulator, but as an active participant in the market. One likely 

result of this dual role is that the state will crowd out abiding productive merchants and 

encourage them to alter existing institutions (e.g. through rent-seeking). 

Besides government activity in commerce, Wei Liaozi emphasizes agricultural 

production for the dual purpose of supplying the army with materiel and organizing the 

population into a loyal (and ostensibly, virtuous) pillar of support for the state (Sawyer 2012). 

Again, however, the aim is to solidify the power of the ruler, and Wei Liaozi is clear that 

rewards are to be given to those who advance this goal: ‘We should cause that apart from 

engaging in agriculture there will be no means to eat, and apart from engaging in battle there 

will be no means to attain rank. We should cause the people to bump into each other in 

competing to go out to the farms and into battle’ (WLT 2007, p. 246). This sentiment clearly 

indicates the significance Wei Liaozi attaches to advancement within military organizations, 

as opposed to success in the marketplace. The Book of Lord Shang is even more forthright 

about military entrepreneurship: ‘profits and emoluments, office and rank should be 

determined exclusively by military merit, and… there should not be different reasons for 

                                                           
14

 In the words of one commentary, 

Although Wei Liao believed in the fundamental Confucian, humanistic virtues, he also advocated 

draconian measures to ensure that only those values sanctioned by the state as productive and 

acceptable would be honored. Therefore, he proposed strictly prohibiting heterodoxy and vigorously 

suppressing any tendencies inimical to agriculture and warfare, the twin foundations of the state… 

Commercial enterprise and the pursuit of profit, although essential to the state’s economic strength and 

welfare, must be appropriately directed and constrained to prevent them from harming the people and 

the entire value system. (Sawyer 2007, pp. 233-234) 
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distributing them’ (Duyvendak 1928, p. 275).
15

 It is difficult to imagine how such an 

environment could foster an appreciation of peace, let alone a spirit of commercial enterprise 

or recognition of the importance of market innovation. 

Further insights are found in the text attributed to Sun Bin, translated as Military 

Methods. A large part of this work has been lost, yet enough remains for us to reconstruct 

some of its broader ideas about state economic policy. Faced with the question of how to 

finance war, Sun Bin advises: ‘enrich the state’ (MM 1995, p. 156). In another passage, he 

recommends that rulers redistribute wealth to themselves if deemed necessary, declaring that: 

Private and state wealth are one. Now among the people there are those who have 

insufficient longevity but an excess of material goods, and those who have 

insufficient material goods but an excess of longevity. Only enlightened kings and 

extraordinary men know this, and therefore can retain them. The dead will not find it 

odious, those from whom it is taken will not be resentful. This is the inexhaustible 

Tao. When properly implemented, the people will exhaust their strength. Those near 

the ruler will not commit thievery, those far away will not be dilatory. (MM 1995, p. 

127)
16

 

When war looms, the needs of the state supersede all others. Similarly, The Methods 

of the Sima states, ‘When the masses have [material resources], [the state] has them. When 

they thereby produce what is profitable, this is termed “having resources”’ (SMF 2007, p. 

134; brackets in original). Such policies are also likely to channel talent away from the 

marketplace; in general, the possibility of being expropriated by government through taxation 

discourages abiding economic activity. Furthermore, claiming the wealth of deceased citizens 

makes it more difficult to pass capital from one generation to another, effectively 
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 For further teachings of Shang Yang similar to those of Wei Liaozi, cf. Pines (2009, pp. 201-202). 
16

 Sawyer (1995, pp. 128-131) and McCaffrey (2016) discuss possible economic interpretations of this passage. 
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discouraging any time-consuming industrial innovations. This reduces the rewards to 

investment and long-term planning, which are part and parcel of entrepreneurial activity. One 

translator suggests that Sun Bin’s command to ‘enrich the state’ implies broadly liberal 

policies to promote wealth-creation (Sawyer 1995, pp. 159-160). Yet even if this view is 

correct, the specific kind of redistribution discussed here would still be a disincentive for 

abiding productive entrepreneurship. 

I now turn from economic policies to their methods of enforcement. The military 

classics often follow Legalist writings in placing emphasis on punishments as a means to 

control the army, as well as society more generally (McCaffrey 2015).
17

 As with many 

deterrents or retaliatory measures, punishments must be severe, credible, and universal to be 

effective. In particular, the extent and brutality of punishments provide ample incentive to 

avoid unsanctioned behavior, which as the previous sections showed, often included 

commercial enterprise. In fact, punishments must be feared by all people within the state, 

including the highest-ranking officials, who might even be punished more than those lower in 

the hierarchy. For instance,  

If a general commanding one thousand men or more retreats from battle, surrenders 

his defenses, or abandons his terrain and deserts his troops, he is termed a ‘state 

brigand.’ He should be executed, his family exterminated, his name expunged from 

the registers, his ancestral graves broken open, his bones exposed in the marketplace, 

and his male and female children pressed into government servitude. (WLT 2007, p. 

263) 

If punishments such as these are carried out, violations in all spheres of society are 

sure to be rare. Combined with the explicit regulation of the merchant class, punishments 
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 One difference between the advice of the military classics and that of Shang Yang is that the former stress the 

importance of large rewards in addition to strict punishments (Sawyer 2007, pp. 235-236). 
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institutionalized strong incentives that undermined market innovation and supported 

conservative economic models based on agriculture and military service. These regulations 

and reprisals were deemed necessary for the people to overcome their ‘selfish interests,’ such 

as the desire to accumulate wealth or any surplus of valuable resources (WLT 2007, pp. 260-

261). Moreover, when properly incentivized and regulated, the masses can be motivated to do 

almost anything: ‘Fathers will not be able to cover for their sons, older brothers will not be 

able to conceal their younger brothers. How much less so will the people of the state, living 

and eating together, be able to violate orders and conceal each other?’ (WLT 2007, p. 264). 

Wei Liaozi clearly believed the punishment incentives of the military extend naturally to the 

civil realm also.
18

 Draconian measures are required to ensure civilians hold only those values 

necessary to the state’s survival, i.e. they must be devoted to agriculture and war making, but 

not private wealth creation. Regulation of the merchant class raises the cost of abiding 

entrepreneurship, while harsh punishments do the same for evading entrepreneurship. As a 

consequence, unproductive entrepreneurship in military affairs becomes more attractive.  

Although they are severe, Legalist sentiments regarding punishment are often 

tempered by Confucian or Daoist notions of beneficence, restraint, and love of the people. 

For instance, Wei Liaozi regards punishments as a second-best option, to be used when more 

personal forms of persuasion fail. He therefore advises putting ‘honesty and shame first, and 

punishments and fines afterward; close relationships and love first, and imposed constraints 

on their persons afterward’ (WLT 2007, p. 248). A similar doctrine is espoused in Wuzi, 

ostensibly written by the general and Legalist political reformer Wu Qi. Wuzi invokes 

punishments as tools of control, but also claims they cannot be relied on (WT 2007, p. 223). 

More important for Wu Qi is that the people develop a sense of shame about failing in their 

duties or deserting a greater cause (WT 2007, p. 208). This kind of informal institutional 
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 The same sentiment is expressed in WLT (2007, p. 245). 
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influence offers a subtler method of ensuring loyalty and devotion in that it relies on deep 

personal values rather than simply fear of physical punishment. If successful, informal rules 

need not involve prodding the masses with more obvious incentives (Sawyer 2007, pp. 457-

458n4). The idea of shame is important because it highlights the intended social 

consequences of straying from the path of loyalty to the state. For instance, attempting to 

innovate and earn riches as an abiding market entrepreneur—to the detriment of agriculture 

or war making—is subject both to social stigma and physical penalties. This institutional 

environment, where commercial success is not only not rewarded, but a cause for shame or 

even an invitation to punishment, is an important explanation of the ‘unproductive’ 

entrepreneurial turn of the military classics, and of some important sectors of Warring States 

society. 

Discussion 

The discussions above are historical, but they carry suggestions for theoretical work 

as well. Specifically, highlighting different types of productive and unproductive action 

shows how diverse real-world entrepreneurship truly is. One implication is that theory should 

be broad enough to capture the various shapes and sizes of entrepreneurial behavior. Yet 

while the literature on institutions and entrepreneurship often focuses on Schumpeterian 

theories to explain entrepreneurial history, there are several alternative theories that deserve 

consideration as well (McCaffrey 2014). Entrepreneurship takes many forms, innovation 

being only one of them. In other words, productive and unproductive entrepreneurship can be 

understood as more than simply a matter of who benefits from creative or innovative action. 

Instead, entrepreneurship can be thought of more broadly as a kind of judgmental decision-

making about the uncertain future (Foss and Klein 2012, 2015). In this theory, institutions 

play a role in channeling entrepreneurial talent by framing entrepreneurs’ understandings of 

uncertainty, and thus, of the decision environment. This in turn influences entrepreneurs’ 
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views about the most beneficial avenues for their judgment to take, and thus, their attitudes 

toward productive market entrepreneurship and its alternatives. Baumol’s thesis can thus be 

adapted to fit the judgment theory, which also recognizes the importance of institutions in 

shaping entrepreneurs’ decisions [removed for anonymity]. Numerous other approaches to 

entrepreneurship could likewise be used to apply Baumol’s central insights. 

Furthermore, although this paper mainly discusses China during the Warring States 

era, the arguments are general, and apply beyond this specific period: they are part of a larger 

effort to understand entrepreneurial behavior across different institutional contexts 

throughout history. Thus, while some scholars argue that mining Warring States texts can 

help to reveal universal principles of international relations (Yan 2011), I suggest that they 

also hint at universal principles of entrepreneurship. The military classics are not unique 

either in Chinese history or the history of entrepreneurship generally in being influenced by 

political institutions that helped allocate talent away from the productive marketplace. As 

Casson and Casson observe, similar patterns occur in many different times and places (2013, 

p. 43). The task for historical research is to unpack different entrepreneurial experiences, and 

determine the role specific institutions play in encouraging and channeling entrepreneurial 

activity. This means broadening the scope of research to take account of different and, where 

possible, more detailed source material, which is often lacking for the Warring States. With 

more explicit data, we can apply entrepreneurial theory more broadly, and also determine 

how general theoretical principles were realized through particular historical episodes. 

Moreover, the strategic thought of the military classics is far more than ancient 

history: philosophies such as Legalism continue to influence trends in Chinese politics and 

commerce. In fact, some researchers argue persuasively that studying pre-Qin political 

thought is vital for developing modern theories of international relations, and understanding 

China’s historical role within them (Yan 2011). Legalist ideas in particular have waxed and 
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waned throughout Chinese history, but returned to its political discourse most forcefully in 

the 20
th

 century, especially under Mao Zedong (Pines 2014). One slightly pessimistic view 

even holds that, ‘The Legalists exert continuing and far reaching effects on the political and 

social development of China…It is an inheritance from their ancestors that may well continue 

to haunt the Chinese people for some time to come’ (Fu 1996, p. 127). This view is 

reinforced by the fact that, although Legalism has generally receded in Chinese political 

discussions, it has also been rediscovered by a new generation of scholars (Pines 2014). 

While the exact role it will play has yet to be determined, there can be no doubt that China’s 

Legalist intellectual history will continue to be relevant in its future development.
19

 

The impact of Legalist ideas on the business world has also been profound. Some 

research even argues that the millennia-long dominance of the Confucian-Legalist state 

explains China’s “great divergence” and failure to industrialize (Zhao 2015). In fact, studies 

of periods as recent as the pre-Communist era continue to find a lack of institutions 

conducive to market entrepreneurship (Atherton and Newman 2016). Even in the 1980s, after 

reforms had begun, the idea of running a business was looked down upon. This trend was not 

reversed until the early 1990s, by which point entrepreneurship was growing rapidly and was 

thought of in a more positive light (Zhao 2001). Yet even with these changes, there are still 

tensions in China between the state, state-owned enterprises, and private businesses, and the 

latter are not as autonomous as they are in many developed countries. In other words, there is 

still much room for increased institutional support of productive entrepreneurship. There is 

also irony in the fact that classical strategy has inspired the interest of modern business 

strategy, given that the Chinese classics were often influenced heavily by Legalist thought, 

which generally shunned or even outlawed business in favour of expanding state power. A 
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 For contemporary discussions and extensions of Legalist ideas, cf. the March 2011 special issue of the 

Journal of Chinese Philosophy. 
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more complete understanding of China’s economic and business history requires continued 

and wide-ranging study of the key ideologies that influenced it, including military ideology. 

Finally, the arguments presented in this paper are relevant for contemporary nations 

besides China. In particular, political institutions in countries like the US continue to 

incentivize unproductive entrepreneurship in military affairs (Higgs 2006; Coyne, Michaluk, 

and Reese 2016). This historical study helps show that such entrepreneurial behavior is 

ancient, and that tradeoffs between different types of entrepreneurship exist across a wide 

range of political systems and contexts. By understanding their historical roots in influential 

writings like the military classics, we are in a better position to analyze how different 

institutions encourage or undermine economic and entrepreneurial thinking, and why these 

problems tend to persist over time. In other words, institutional analysis can shed valuable 

light on crucial questions in history, entrepreneurship, strategy, and political economy. 

Conclusion 

This paper discussed the innovative strategic thought of China’s Warring States 

period and how it might have led to more productive market entrepreneurship if institutional 

conditions had encouraged it. Specifically, I explained some formal and informal ‘rules of the 

game’ under which classical Chinese military thought flourished, and which diverted 

entrepreneurial talent away from the marketplace and into the service of competing states. 

Both historical studies of the times and the military writings themselves reveal a special type 

of innovation that was rewarded during this period—service to rulers looking for military 

talent. ‘In other words,’ as Baumol (1990, p. 901; emphasis in original) said of China’s 

medieval period, ‘the rules of the game seem to have been heavily biased against the 

acquisition of wealth and position through [innovative, entrepreneurial] behavior.’ This bias 
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played a vital role in forming China’s unique economic, social, and political character during 

the Warring States, an influence that has persisted in one form or another for millennia. 
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