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Introduction
State capitalism has re-emerged as a central debate in contemporary 
political economy, particularly regarding its potential to improve 
societal welfare in both advanced and developing economies. 
Over the past decade, a growing number of countries have 
adopted hybrid governance systems in which the state plays an 
active role in directing markets, steering strategic sectors, and 
regulating distributional outcomes to promote public well-being. 
This resurgence is driven by global structural shifts, including 
rising inequality, the growing complexity of social protection 
demands, and the limitations of unregulated market mechanisms, 
prompting renewed interest in state-led development frameworks 
as viable alternatives to purely market-based policy regimes [1]. 
Anchored in global transformations, these developments position 
state capitalism as a model not only for economic coordination 
but also as a potential driver of equitable social development and 
public welfare enhancement [2].

Historically, the scholarly discourse on state involvement in 
economic governance has oscillated between skepticism and 
optimism. Earlier critiques emphasized inefficiency, rent-seeking, 
and bureaucratic inertia as inherent risks of state dominance in 
economic affairs [3]. Conversely, supportive perspectives rooted 
in developmental state theories highlighted the capacity of strong 

governments to mobilize resources, correct market failures, and 
strategically allocate capital to promote broader societal goals 
[4]. In many regions, particularly in Asia, state-led capitalism has 
been credited with accelerating industrial upgrading, expanding 
employment opportunities, and enabling the redistribution of 
welfare benefits through targeted public investment [5]. The 
tension between these perspectives underscores a deeper scholarly 
question: under what conditions does state capitalism effectively 
translate into improved public welfare outcomes?.

Recent geopolitical and economic changes have further amplified 
the relevance of this question. The disruptions caused by the 
COVID-19 pandemic, supply chain fragility, the reshoring 
of strategic industries, and the growing urgency of climate 
adaptation have collectively pushed states toward adopting more 
interventionist and coordinated economic models [6]. In some 
cases, governments expanded the role of state-owned enterprises 
(SOEs), increased industrial policy spending, and strengthened 
welfare infrastructures to stabilize populations during crisis 
periods. In other cases, state intervention intensified existing 
inequalities due to inadequate institutional safeguards, weak 
governance capacity, or politically motivated resource allocation. 
These divergent outcomes indicate that state capitalism’s ability 
to generate welfare benefits is neither automatic nor universal, 
but rather contingent upon a set of enabling prerequisites that 
determine effectiveness and sustainability [7].
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Against this backdrop, welfare has also become a multi-
dimensional construct extending beyond conventional measures 
of income and poverty. Contemporary literature frames welfare 
as encompassing social security, access to public services, health 
outcomes, educational opportunities, and the broader socio-
economic conditions required for human development. State 
capitalism, when functioning under strong institutional quality, 
is often theorized to distribute the benefits of economic growth 
more progressively, promote universal service provision, and 
reduce regional disparities by channeling state resources toward 
lagging communities. Nevertheless, many empirical studies also 
highlight the risks of welfare stagnation when state-led systems 
lack transparency, accountability, or participatory governance 
mechanisms [8]. Thus, the relationship between state capitalism 
and welfare improvement is best understood as complex, 
conditional, and highly context-dependent.

Parallel to these debates, scholarly attention has increasingly 
focused on identifying the prerequisites for the success of state-
capitalist systems in promoting public welfare. Several strands 
of research address these prerequisites from different angles. A 
first strand examines state capacity, including fiscal capability, 
regulatory authority, bureaucratic professionalism, and policy 
coherence. High-capacity states tend to allocate resources efficiently, 
implement long-term development plans, and maintain policy 
continuity conditions essential for welfare expansion. A second 
strand analyzes governance quality, emphasizing transparency, 
anti-corruption frameworks, and the ability to constrain political 
capture. Weak governance environments frequently undermine 
welfare outcomes by diverting public resources toward patronage 
networks or inefficient enterprises. A third strand highlights the 
role of institutional effectiveness, particularly the design of SOEs, 
industrial policy tools, and social policy instruments that mediate 
how state firms and strategic interventions affect society [9]. 
Across these strands, the literature notes that the success of state-
capitalist arrangements is highly path-dependent and shaped by 
historical legacies, political coalitions, and regional economic 
structures.

Despite this rich theoretical foundation, empirical evidence on the 
welfare outcomes of state capitalism remains fragmented, context-
specific, and often inconclusive. Some studies show that strong 
state coordination can enhance welfare by improving public service 
delivery, subsidizing social programs, and fostering inclusive 
industrial development. Others reveal contradictory findings 
showing that state-led systems may exacerbate inequality or lead 
to inefficient resource distribution when institutional safeguards 
are weak. This fragmentation highlights the need for a systematic, 
integrative review that synthesizes contemporary evidence across 
diverse country contexts and evaluates the specific prerequisites 
repeatedly associated with successful welfare outcomes. Such a 
review is crucial not only for advancing theoretical understanding 
but also for informing policymakers seeking to adopt state-
capitalist models responsibly and effectively [10].

Furthermore, while the concept of state capitalism is frequently 
discussed alongside industrial policy, fiscal governance, and 
institutional reform, relatively few reviews address it explicitly 
through the lens of public welfare outcomes. Existing analyses 
tend to focus either on economic performance or political 
governance, leaving the welfare dimension under-examined. 
The emerging literature from 2019–2025, however, provides a 
growing body of empirical work, particularly in open-access, 
peer-reviewed sources, allowing for a systematic assessment of 
how state-led models influence welfare delivery in practice. This 

window of contemporary scholarship offers valuable insights into 
the institutional prerequisites, governance frameworks, and state 
strategies that consistently appear in successful welfare-enhancing 
state-capitalist arrangements.

Given the diversity of national experiences, there is a clear need 
to synthesize recent empirical findings to identify patterns that 
transcend individual country cases. In particular, it is important to 
understand which institutional configurations generate inclusive 
welfare outcomes, which governance mechanisms prevent welfare 
distortion, and which state strategies effectively translate economic 
gains into societal well-being. Addressing these gaps can help 
bridge the divide between theoretical expectations and empirical 
realities in the study of state capitalism.

Building on this context, this study employs a Systematic Literature 
Review (SLR) using 37 peer-reviewed Scopus-indexed open-
access articles published between 2019 and 2025. The review 
aims to consolidate existing evidence, map thematic trends, and 
identify the critical prerequisites enabling state-capitalist systems 
to achieve their intended welfare objectives. The SLR approach 
provides a transparent, replicable, and evidence-based foundation 
for evaluating scholarly patterns and extracting broader insights 
from heterogeneous empirical findings. Unlike field surveys, case 
studies, or focus group discussions, this study does not generate 
primary data but synthesizes established academic knowledge 
to articulate the current state of the debate and outline future 
research directions. By systematically integrating contemporary 
scholarship, the review contributes to theoretical refinement and 
offers a structured foundation for policy recommendations relevant 
to both emerging and established state-capitalist systems.

Accordingly, the purpose of this study is to systematically review 
and synthesize empirical evidence on how state-capitalist models 
contribute to public welfare outcomes and to identify the key 
prerequisites for their success across diverse governance contexts.

To guide this objective, the following two research questions are 
proposed:
RQ1: What institutional, governance, and state-capacity 
prerequisites consistently enable state-capitalist systems to 
generate positive welfare outcomes?
RQ2: How do variations in these prerequisites explain the 
differing welfare impacts observed across countries adopting 
state-capitalist models?

Literature Review
Literature on state capitalism has expanded significantly over 
the past two decades, reflecting renewed interest in the role of 
the state amid global economic uncertainty, rising inequality, 
and the declining legitimacy of neoliberal market orthodoxy. As 
governments increasingly intervene in strategic sectors, scholars 
have examined not only the institutional characteristics of state 
capitalism but also its socioeconomic implications, particularly 
its ability to enhance public welfare. However, existing evidence 
demonstrates substantial variation in outcomes across regions, 
governance structures, and policy configurations. This literature 
review synthesizes theoretical perspectives, empirical findings, 
and cross-country comparisons to identify the fundamental 
prerequisites that determine whether state-capitalist arrangements 
improve people’s welfare.

Conceptual Foundations of State Capitalism
State capitalism is generally defined as an economic system 
in which the state plays a dominant or strategic role as owner, 
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regulator, market participant, or allocator of resources. Scholars 
distinguish between coordinated developmental state capitalism, 
extractive state capitalism, and market-complementary state 
intervention, each with different implications for welfare outcomes 
[11]. Early theoretical contributions emphasized productive state 
intervention, arguing that state-led industrialization can accelerate 
structural transformation and generate broad-based improvements 
in living standards when institutional capacity is strong [12]. 
However, alternative perspectives warn that state capitalism may 
also create rent-seeking, inefficiency, and marginalization if state 
institutions lack transparency and accountability.

Recent literature increasingly distinguishes between state 
capitalism as a governance ideology and state capitalism as an 
institutional practice. While the former refers to the political 
logic justifying state intervention, the latter concerns tangible 
organizational mechanisms of state-owned enterprises (SOEs), 
sovereign wealth funds, developmental banks, and state-backed 
conglomerates that influence economic and social outcomes [13]. 
These distinctions matter because welfare effects depend not 
only on the presence of the state but also on how state power is 
institutionalized, managed, and constrained.

The post-2008 financial crisis and the COVID-19 pandemic further 
strengthened the argument that markets alone cannot address 
systemic vulnerabilities, prompting renewed academic recognition 
of the state’s role in stabilizing economies and providing public 
goods. Consequently, the debate no longer centers on whether 
the state should intervene, but rather on the prerequisites that 
determine whether such intervention yields equitable welfare 
gains.

Welfare Outcomes in State-Led Development Models
Empirical studies provide mixed evidence regarding the extent 
to which state capitalism improves welfare outcomes such as 
poverty reduction, income equality, healthcare access, and human 
development indicators. Several analyses highlight that state-led 
development models, particularly those emphasizing industrial 
upgrading, public investment, and universal basic services, are 
associated with substantial improvements in socioeconomic 
well-being. For instance, countries adopting coordinated state 
capitalism have achieved sustained reductions in absolute poverty, 
expanded social protections, and accelerated human-capital 
formation through active labor policies and state-funded education 
programs [14].

Conversely, extractive variants of state capitalism characterized 
by resource dependence, political patronage, and weak regulatory 
oversight often correlate with stagnant welfare metrics. Under 
such conditions, state-owned enterprises may operate as political 
instruments rather than agents of public benefit, leading to unequal 
distributional outcomes and limited improvements in social 
services. Evidence demonstrates that in environments where the 
rule of law is fragile and corruption is pervasive, state-capitalist 
institutions tend to reinforce elite privileges rather than expand 
welfare gains for the broader population [15].

Comparative studies show that welfare outcomes depend 
significantly on the alignment between state interventions and 
long-term development strategies. For example, state capitalism 
that prioritizes industrial diversification and technology adoption 
generally produces stronger welfare effects than models reliant 
on commodity extraction or monopolistic state enterprises [16]. 
Similarly, welfare outcomes are stronger when state interventions 
complement rather than replace market mechanisms, ensuring 

competitive discipline, innovation incentives, and efficiency.

Governance, Institutional Quality, and State Capacity
A substantial body of literature finds that the success of state 
capitalism in improving public welfare depends on governance 
quality, institutional coherence, and state administrative capacity. 
Strong institutions, particularly regulatory bodies, anti-corruption 
frameworks, and performance-monitoring mechanisms, ensure 
that state-owned and state-supported entities operate efficiently 
and transparently [17]. High state capacity enables governments 
to design, coordinate, and implement welfare-enhancing policies 
effectively, reducing the risk of misallocation and bureaucratic 
inefficiency.

State capacity is especially critical in sectors such as healthcare, 
education, utilities, and transportation, where state enterprises 
frequently dominate service provision. Studies show that countries 
with strong bureaucratic professionalism and meritocratic 
recruitment achieve higher service-delivery quality and more 
equitable social outcomes under state-led models [18]. Conversely, 
where state institutions are politicized, SOEs often become 
instruments of patronage, leading to distortions, fiscal burdens, 
and ineffective welfare programs.

Institutional coherence, defined as the consistent alignment of state 
policies, organizational structures, and regulatory frameworks, 
further determines the extent to which state capitalism benefits 
welfare. When industrial, social, and macroeconomic policies are 
properly coordinated, welfare outcomes improve, as the state can 
channel resources into productive sectors and ensure inclusive 
distribution [19]. Without such coherence, state interventions 
may generate fragmented, inefficient, or contradictory policies 
that undermine welfare.

Policy Mechanisms through Which State Capitalism Influences 
Welfare
The literature identifies several interconnected policy mechanisms 
through which state-capitalist arrangements shape welfare 
outcomes, demonstrating that the relationship between state 
intervention and social well-being is mediated by a complex set 
of economic and institutional channels. One of the most widely 
discussed mechanisms concerns the role of public investment in 
driving industrial upgrading and structural transformation. State-
led investments in infrastructure, manufacturing, and technological 
capabilities have consistently been associated with productivity 
expansion, value-added employment, and long-term income 
growth, particularly when executed through disciplined and 
commercially oriented state-owned enterprises. Evidence further 
shows that SOEs operating under strong performance benchmarks 
can function not merely as agents of revenue generation but also 
as strategic institutions that facilitate innovation diffusion, regional 
development, and inclusive economic modernization [20].

At the same time, state capitalism influences welfare through 
redistributive mechanisms funded by public revenues, including 
profits from SOEs, sovereign wealth funds, and natural resource 
rents, which enable governments to expand universal healthcare, 
targeted cash transfers, subsidized education, and pension 
schemes. The effectiveness of these redistributive interventions 
depends heavily on the quality of fiscal governance, as leakage, 
misallocation, and corruption can substantially diminish their 
welfare impacts. Studies underscore that progressivity in 
taxation and transparent management of state-generated revenues 
significantly enhance redistribution outcomes and improve the 
reach of social protection systems, particularly for vulnerable and 
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low-income populations [21].

Another critical mechanism arises from the state’s regulatory 
authority over essential services such as energy, transportation, 
and housing. Effective regulation ensures price stability, service 
reliability, and universal access, thus protecting citizens from 
market failures and reducing inequality. Conversely, poorly 
designed or politically distorted regulatory frameworks can 
create inefficiencies, supply disruptions, and price fluctuations 
that disproportionately burden marginalized groups. The literature 
highlights that the welfare-enhancing potential of regulation 
depends on technical competence, political independence, and 
accountability of regulatory agencies [22].

State capitalism also shapes welfare through its long-term 
orientation toward national competitiveness and human-capital 
development. Increasingly, modern state-capitalist systems 
emphasize innovation-led growth by financing research institutions, 
fostering university–industry collaboration, and building digital 
infrastructure. These efforts contribute to sustained welfare gains 
when accompanied by parallel investments in education, reskilling, 
and workforce development that allow citizens to participate in 
emerging high-productivity sectors. Without such complementary 
human-capital measures, innovation policies tend to produce 
uneven benefits and may exacerbate socioeconomic disparities 
[23].

Finally, the welfare outcomes of state capitalism are deeply 
influenced by political commitment and welfare orientation within 
governing regimes. Comparative studies consistently show that 
state intervention produces stronger welfare performance when 
political leaders prioritize public goods, institutional transparency, 
and long-term socio-economic stability. Conversely, when state 
enterprises are used as political instruments or channels of 
patronage, welfare improvements become minimal regardless of 
the economic structure. Political incentives, therefore, crucially 
determine whether state power is mobilized toward equitable 
development or diverted to elite-serving objectives [24].

Overall, the literature indicates that state capitalism improves 
welfare when investment, redistribution, regulation, innovation, 
and political governance function in a coordinated and accountable 
manner. Welfare outcomes depend less on the extent of state 
ownership and more on the quality of state action, institutional 
capacity, and the alignment of economic policies with welfare-
oriented goals.

Across the reviewed literature, a consistent conclusion emerges: 
state capitalism’s impact on people’s welfare is neither inherently 
positive nor inherently negative. Instead, welfare outcomes depend 
on a constellation of prerequisites that shape how state power is 
exercised and how state-owned institutions interact with markets 
and citizens. Successful state-capitalist welfare models share 
several common characteristics: strong institutions, coherent 
policy frameworks, high bureaucratic capacity, strategic long-
term planning, and welfare-oriented political leadership.

In contrast, state capitalism fails to improve welfare when 
governance is weak, institutions are politicized, industrial policy 
lacks direction, and state enterprises operate without accountability. 
These weaknesses not only undermine economic efficiency but 
also hinder equitable distribution and limit the state’s ability to 
deliver essential public services.

Taken together, the literature underscores that the prerequisites 
for state capitalism to enhance welfare extend beyond economic 
policy to encompass governance quality, state capacity, 
institutional discipline, and political will. These insights form 
the analytical foundation for examining contemporary cases of 
state-led development and evaluating whether state-capitalist 
arrangements can deliver durable welfare improvements.

Methodology
This study employs a Systematic Literature Review (SLR) 
approach, structured according to the Preferred Reporting Items 
for Systematic Reviews and Meta-Analyses (PRISMA) protocol, 
to examine the prerequisites that enable state-capitalist systems 
to effectively enhance people’s welfare. The resurgence of state 
capitalism in recent decades, particularly in emerging economies 
and hybrid market systems, has intensified scholarly debate about 
the roles of state-owned enterprises, government intervention, and 
institutional capacity in shaping socioeconomic outcomes. While 
existing studies have explored elements of state-led economic 
governance, the evidence remains highly fragmented across 
political economy, development studies, public administration, 
and welfare economics. A comprehensive synthesis is therefore 
essential to integrate these diverse strands of knowledge, clarify 
the mechanisms linking state-capitalist practices to welfare 
improvements, and identify the institutional conditions under 
which such models deliver broad-based social benefits. This 
review relies exclusively on secondary data drawn from peer-
reviewed literature indexed in Scopus and does not incorporate 
field observations, interviews, or focus group discussions, thereby 
ensuring methodological transparency and strict adherence to 
international standards for evidence-based reviews.

Figure1: Systematic Literature Review Process Based on the 
PRISMA Protocol

The review process is visually summarized in Figure 1 following 
the PRISMA framework, which consists of four primary 
stages: identification, screening, eligibility, and inclusion. The 
identification phase began with an initial Scopus search using the 
keyword combination State Capitalism AND Welfare, producing 
1,428 records across various domains including economics, 
political science, governance studies, and social policy. To refine 
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thematic specificity and ensure conceptual alignment, a more 
advanced Boolean search query was subsequently applied: (“State 
Capitalism” OR “State-Led Capitalism” OR “State-Owned 
Enterprises” OR “Government Intervention” OR “Developmental 
State”) AND (“Welfare” OR “Public Welfare” OR “Social 
Well-Being” OR “Human Development” OR “Socioeconomic 
Outcomes”) AND (“Governance” OR “Institutional Quality” OR 
“Policy Effectiveness” OR “State Capacity”). This refinement step 
excluded 1,299 records that did not fall within the boundaries of 
state-capitalism–welfare linkages, leaving 129 articles for further 
examination.

During the screening phase, a publication-year filter was applied 
to restrict the dataset to studies published between 2019 and 2025. 
This criterion ensures the inclusion of contemporary analyses 
that reflect current debates on state-led development and welfare 
governance. A total of 57 articles were excluded for falling outside 
the designated timeframe, resulting in 72 eligible studies. The 
subsequent eligibility assessment focused on accessibility, retaining 
only open-access and open-archive publications to guarantee full-
text availability, evaluative rigor, and reproducibility. This step 
led to the exclusion of 35 additional studies that did not meet the 
accessibility requirement. The final inclusion phase produced a 
curated set of 37 peer-reviewed articles that fulfilled all predefined 
criteria for relevance, timeliness, and accessibility. These selected 
studies constitute the evidentiary foundation of this review and 
collectively provide a structured understanding of how institutional 
quality, governance effectiveness, and state capacity shape welfare 
outcomes within state-capitalist frameworks.

All bibliographic data and reference materials were systematically 
organized in Mendeley Desktop, which enabled efficient citation 
management, duplicate removal, and verification throughout the 
review process. Each of the 37 included articles was examined 
in full text, and relevant information such as conceptual models 
of state capitalism, welfare indicators, governance dimensions, 
and reported impacts on social well-being was extracted and 
synthesized thematically. Through this structured analytical 
process, the review develops a comprehensive evidence-based 
perspective on the prerequisites for successful welfare delivery 
in state-capitalist systems, highlighting key determinants such as 
institutional strength, policy coherence, governance transparency, 
and state capacity. By adhering rigorously to the PRISMA protocol 
and maintaining a transparent, replicable review design, this 
study meets high standards of academic integrity and contributes 
substantively to the international discourse on the effectiveness 
and limits of state capitalism in promoting people’s welfare.

Results
The systematic literature review conducted in this study 
analyzed 37 peer-reviewed articles published between 2019 and 
2025 that met the inclusion criteria. The corpus reflects diverse 
geographic, institutional, and disciplinary perspectives, providing 
a comprehensive evidence base for examining the prerequisites for 
achieving welfare improvements under state-capitalist systems. 
Through thematic synthesis, five major themes emerged, reflecting 
overlapping but distinctive dimensions of effective state-capitalist 
strategies: (1) Institutional Quality and Governance Integrity, (2) 
Strategic State-Owned Enterprise (SOE) Performance and Welfare 
Spillovers, (3) State Capacity, Policy Coherence, and Bureaucratic 
Competence, (4) Industrial Policy, Economic Diversification, 
and Inclusive Structural Transformation, and (5) Redistribution, 
Welfare Regimes, and Social Protection Effectiveness.

The distribution of themes across the 37 studies was as follows: 
Institutional Quality and Governance Integrity appeared in 34 
studies (92%), State Capacity, Policy Coherence, and Bureaucratic 
Competence in 30 studies (81%), Strategic SOE Performance and 
Welfare Spillovers in 29 studies (78%), Industrial Policy, Economic 
Diversification, and Inclusive Structural Transformation in 28 
studies (76%), and Redistribution, Welfare Regimes, and Social 
Protection Effectiveness in 26 studies (70%). The predominance 
of Institutional Quality indicates its foundational role in enabling 
state-capitalist systems to deliver welfare outcomes, as governance 
structures are necessary for effective policy implementation 
and SOE management. State capacity and policy coherence 
are frequently emphasized because they directly mediate the 
translation of industrial and fiscal strategies into tangible social 
benefits. SOE performance and industrial policy are slightly less 
cited but remain critical, reflecting their context-specific impacts 
on revenue generation and structural economic transformation. 
Redistribution and welfare regime effectiveness, while the least 
referenced, highlight the final mechanism through which economic 
gains are translated into population-wide welfare improvements.

The relative frequency of these themes implies that the 
literature prioritizes governance and institutional foundations as 
preconditions for success, with operational mechanisms such as 
SOE performance, industrial strategy, and redistributive systems 
functioning effectively only within strong institutional and policy 
frameworks. Each theme is elaborated below, enriched with 
quantitative and qualitative evidence from the reviewed studies.

Institutional Quality and Governance Integrity
Institutional quality emerged as the most dominant and consistent 
prerequisite, appearing in 34 of the 37 reviewed studies. Across 
empirical cases, countries with strong institutions measured via 
regulatory quality, corruption control, government effectiveness, 
and judicial independence achieved significantly better welfare 
outcomes than those with weak institutional environments [25].

More detailed quantitative evidence indicates that countries ranked 
within the top quartile of the World Governance Indicators (WGI) 
achieve 22–38% higher welfare outcomes across multiple metrics, 
including HDI, life expectancy, education attainment, and income 
equality, compared to countries in the bottom quartile [26]. Several 
studies also highlight the strong statistical association between 
corruption levels and welfare performance. Countries with 
Corruption Perception Index (CPI) scores above 60 consistently 
demonstrate more efficient welfare delivery, higher social spending 
effectiveness, and lower leakage rates than those with CPI scores 
below 30 [27].

Predictability of state intervention also plays a crucial role. 
Countries with stable, rule-bound intervention frameworks 
recorded 15–20% more stable social spending over 10-year 
periods, reducing volatility in welfare financing and enabling 
long-term program continuity [28-29]. The literature further notes 
that strong regulatory environments reduce investment uncertainty, 
encourage productive SOE behavior, and support social-welfare 
expansion.

In contrast, weak institutional environments generate substantial 
welfare losses. Studies document that politicized SOEs in low-
governance contexts divert public funds to elite patronage, with 
resource leakages estimated between 1.5–2.8% of GDP annually 
in several countries [30]. Such leakages limit fiscal space for 
healthcare, social protection, and poverty alleviation programs.
Overall, the synthesis of findings confirms that institutional 
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integrity forms the foundational layer of successful state 
capitalism. Even robust industrial policies or profitable SOEs 
cannot deliver inclusive welfare gains in the absence of strong 
governance structures.

Strategic SOE Performance and Welfare Spillovers
The second major theme emerged in 29 of the 37 reviewed studies 
and emphasizes that SOE performance, rather than the mere 
presence of state ownership, determines welfare spillovers. High-
performing SOEs, which operate under commercial discipline, 
professional management, and transparent reinvestment 
mechanisms, contribute significantly to national welfare outcomes 
[31].

In several countries, SOEs account for 5–12% of total fiscal 
revenue, forming a critical financing base for education, public 
health, and social protection programs [32,33]. Norway provides 
one of the most frequently cited cases: its state-owned energy 
sector contributes nearly 20% of national government revenue, 
enabling expansive welfare spending and universal social services 
[34]. Similar trends are observed in East Asia, where strategically 
managed SOEs outperform regional productivity averages by 
8–15%, thereby improving labor markets, raising household 
incomes, and increasing intergenerational mobility [35].

Conversely, inefficient SOEs impose major fiscal burdens. Studies 
report average losses of 0.5–3% of GDP in contexts where SOEs 
face political interference, soft budget constraints, and weak 
oversight systems [36]. Without transparency and reinvestment 
mechanisms, SOEs often retain profits internally or redirect 
them to politically connected actors rather than funding welfare 
programs, resulting in minimal or even negative social spillovers 
[37-38].

The review also reveals clear differences based on sectoral 
composition. Countries with diversified SOE portfolios spanning 
infrastructure, utilities, manufacturing, and strategic technology 
generate more stable welfare benefits than countries reliant 
primarily on extractive SOEs. In diversified SOE systems, 
spillovers extend beyond revenue generation to include job 
creation, technological upgrading, and long-term productivity 
gains [39-40].

State Capacity, Policy Coherence, and Bureaucratic 
Competence
State capacity appears in 30 of the 37 reviewed studies as a central 
determinant of effective welfare delivery. High-capacity states 
exhibit strong bureaucratic professionalism, policy consistency, 
merit-based recruitment, and effective coordination mechanisms 
all of which significantly increase the likelihood that state-capitalist 
strategies yield welfare improvements [41].

Empirical studies show that countries with high bureaucratic 
quality achieve up to 27% higher policy implementation efficiency. 
This includes improved budget absorption, broader social program 
coverage, faster administrative response times, and reduced 
leakage in welfare distribution [42,43]. Additionally, evidence 
indicates that policy coherence alignment among industrial, fiscal, 
and welfare policies strengthens welfare outcomes. Integrated 
welfare–industrial strategies have been shown to reduce poverty 
by 3–6 percentage points within five-year periods [44].

Low-capacity states, in contrast, experience institutional 
fragmentation, redundant or conflicting programs, and inconsistent 
policy execution. Administrative losses from mismanagement or 

poor coordination can reach 10–18% of welfare budgets in several 
documented cases [45-46]. Studies also highlight the negative 
impacts of bureaucratic politicization, including appointment of 
unqualified officials, clientelist distribution of welfare resources, 
and implementation delays that disproportionately harm vulnerable 
populations [47,48].

Across the literature, state capacity emerges as a critical mediating 
variable that connects state ownership and industrial strategy with 
actual welfare gains.

Industrial Policy, Economic Diversification, and Inclusive 
Structural Transformation
The fourth major theme identified in 28 of the 37 studies 
emphasizes that welfare improvements under state capitalism 
are strongly shaped by the developmental orientation of industrial 
policy. Successful state-capitalist systems typically combine state 
ownership with long-term industrial upgrading and strategic 
diversification into high-productivity sectors.

Evidence shows that state-capitalist economies that implement 
sustained industrial diversification achieve manufacturing 
productivity growth of 12–20%, increased export sophistication, 
and sustained wage growth over 8–12 years [49,50]. East and 
Southeast Asian countries exemplify successful structural 
transformation, with middle-class expansion of 15–30% over 
two decades, accompanied by higher household incomes and 
reduced labor-market precarity [51].

In contrast, resource-dependent state-capitalist systems exhibit 
more volatile welfare outcomes. Countries reliant on oil, gas, or 
mineral revenues experience a contraction of 4–9% in welfare 
spending during commodity downturns, demonstrating the 
vulnerability of welfare systems to external shocks [52,53]. 
The review highlights that diversification is a prerequisite for 
maintaining stable welfare financing, especially during global 
market fluctuations.

Studies also show that coordinated industrial policies focused 
on technological upgrading, renewable energy transition, and 
manufacturing innovation yield high social returns. These policies 
contribute to expanded formal employment, improved labor 
standards, stronger union protections, and increased fiscal space 
for welfare programs [54].

Redistribution, Social Protection, and Welfare Regime 
Effectiveness
The final theme, emerging in 26 of 37 studies, emphasizes 
redistribution and welfare-regime effectiveness as the ultimate 
determinants of people-centered welfare outcomes. Even in 
contexts where SOEs perform well, or industrial diversification 
succeeds, welfare gains remain limited without effective 
redistribution mechanisms [55,56].

Countries with strong welfare regimes providing universal 
healthcare, subsidized or free education, unemployment insurance, 
and targeted social assistance demonstrate substantial social 
improvements. Studies show poverty reductions of 12–18%, 
declines in inequality of 4–7 Gini points, and greater access to 
essential public services when welfare systems function effectively 
[57].

SOE revenue plays a major role in financing these systems. 
Countries that reinvest at least 25–35% of SOE-generated income 
in social spending achieve the most robust welfare gains, especially 
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in health infrastructure, pensions, disability programs, and child-
support schemes [58,59].

However, countries with weak redistribution mechanisms fail 
to translate economic growth into broad welfare improvements. 
Studies document persistent inequality, regional welfare gaps, and 
underfunded social programs in states with poorly targeted welfare 
policies or high leakage rates [60]. Structural issues such as poorly 
designed eligibility criteria, inadequate funding, and misalignment 
between policy goals and budget allocations exacerbate these 
challenges [61].

Ultimately, redistribution serves as the final channel through which 
economic and institutional advantages of state capitalism result in 
meaningful welfare improvements for the population.

Across the 37 reviewed studies, the evidence shows that successful 
welfare outcomes under state capitalism depend on the convergence 
of five interrelated prerequisites:
•	 High-quality institutions and governance integrity,
•	 Strategically managed and productive SOEs,
•	 Strong state capacity and coherent policymaking,
•	 Effective industrial policy and broad economic diversification, 

and
•	 Robust redistributive systems and welfare regimes.
	
Together, these factors explain the divergent welfare trajectories 
observed across state-capitalist systems. Countries in Northern 
Europe and East Asia, which combine strong institutions with 
high-performing SOEs, comprehensive industrial policy, and 
effective redistribution, achieve sustained improvements in welfare 
indicators. Conversely, countries with weak institutions, limited 
diversification, and ineffective redistribution often experience 
stagnation or regression despite extensive state ownership.

Discussion
This section synthesizes and interprets the findings of 37 eligible 
peer-reviewed studies to answer the two research questions 
formulated in the introduction. Through systematic comparison 
of institutional configurations, governance trajectories, and policy 
instruments in state-capitalist systems, this review identifies the 
mechanisms and prerequisites that determine why some models 
deliver strong welfare gains while others result in stagnation or 
unequal outcomes. The discussion proceeds by examining the 
institutional, governance, and capacity factors that consistently 
underpin successful welfare enhancement (RQ1), followed by 
an analysis of how cross-country variation in these prerequisites 
produces divergent welfare outcomes (RQ2). Together, these 
insights reinforce the argument that state capitalism is not 
inherently welfare-enhancing or welfare-inhibiting; rather, its 
outcomes are conditional on the depth, coherence, and discipline 
of the state institutions operating within the model.

Addressing RQ1: Institutional, Governance, and State-
Capacity Prerequisites for Welfare-Enhancing State Capitalism
Institutional Coherence and Policy Alignment
Across the reviewed literature, one of the most consistent 
prerequisites for state capitalism to generate welfare gains is 
institutional coherence, defined as the extent to which industrial 
policy, macroeconomic management, and social provisioning 
operate in a coordinated, mutually reinforcing manner. Studies 
indicate that when state institutions share a unified strategic 
orientation supported by clear mandates, consistent regulations, 
and long-term development plans, state-capitalist systems can 
mobilize resources efficiently and translate economic gains into 

improved welfare indicators [62]. Institutional coherence reduces 
policy contradictions, minimizes administrative frictions, and 
ensures that public investment aligns with welfare objectives 
rather than political expediencies.

Policy alignment is especially important in sectors with broad 
social implications, such as housing, public health, and digital 
infrastructure. When industrial upgrading initiatives are coupled 
with human-capital strategies and equitable service delivery, state-
capitalist models demonstrate stronger welfare performance than 
market-led systems lacking similar coordination mechanisms [63].

High Bureaucratic and Administrative Capacity
A second prerequisite consistently emphasized in the literature is 
high bureaucratic capacity, which includes meritocratic recruitment, 
professional autonomy, analytical competency, and effective 
monitoring systems. Welfare improvements materialize when the 
bureaucracy can design and implement complex policies without 
succumbing to political interference or corruption. Countries with 
strong administrative capacity exhibit better performance in areas 
such as universal healthcare expansion, targeted social protection, 
and enforcement of labor regulations [64].

Studies also highlight that bureaucratic competence becomes 
particularly critical in SOE governance. High-capacity states 
maintain rigorous performance benchmarks, impose commercial 
discipline, and avoid politically motivated appointments, ensuring 
that SOEs contribute to long-term welfare through productivity 
growth and efficient service delivery [65].

Transparent and Accountable Governance
Governance quality, especially transparency, anti-corruption 
frameworks, and independent oversight, is identified as a third 
essential prerequisite. The literature emphasizes that transparency 
in fiscal management, including the handling of SOE profits, 
sovereign wealth fund revenues, and public investment budgets, is 
strongly correlated with welfare outcomes [66]. When governance 
systems prevent rent extraction, reduce leakage, and enforce 
accountability, state-capitalist institutions are more likely to deliver 
broad-based benefits rather than elite enrichment.

Accountability mechanisms, including independent regulatory 
agencies and parliamentary oversight, also play a crucial role 
in ensuring that state-owned enterprises prioritize public goods 
over political patronage. These mechanisms reduce the risks of 
inefficiency and safeguard the welfare impacts of essential services 
such as electricity, transportation, and water supply [67].

Strategic Public Investment and Industrial Upgrading
A fourth prerequisite concerns the strategic orientation and 
discipline of public investment. State-capitalist systems succeed 
when investment is directed toward productive sectors, such 
as advanced manufacturing, digital infrastructure, and green 
transition industries, rather than politically motivated or inefficient 
ventures. The literature consistently demonstrates that strategic 
public investment accelerates industrial upgrading, generates high-
quality jobs, and strengthens long-term national competitiveness, 
thereby creating the economic foundation for sustainable welfare 
expansion [68].

The presence of institutional mechanisms that evaluate project 
feasibility, enforce performance metrics, and monitor returns on 
public capital is critical to preventing resource misallocation. 
When these mechanisms are robust, public investment becomes 
a powerful tool for welfare enhancement [69].
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Redistribution Systems Built on Strong Fiscal Capacity
Redistributive capacity supported by a sound fiscal system is a 
fifth consistent prerequisite. Welfare-enhancing state capitalism 
requires not only state involvement in the economy but also 
equitable distribution of state-generated revenues. Successful cases 
rely on progressive tax systems, transparent spending procedures, 
and strong social protection frameworks that channel state income, 
whether from SOEs, natural resources, or sovereign wealth funds, 
toward universal or targeted welfare programs [70].

Studies find that redistributive effectiveness depends on 
administrative efficiency, digitalization of public services, and 
citizen access to high-quality health, education, and social 
security systems. When redistribution is anchored in robust fiscal 
governance, state capitalism yields significant gains in poverty 
reduction and social equity [71].

Innovation Systems and Human-Capital Formation
A sixth prerequisite is the presence of an innovation-oriented policy 
environment, combined with strong human capital development 
systems. Nations adopting successful state capitalism invest heavily 
in research institutions, public universities, strategic technological 
sectors, and industry partnerships that foster productivity growth 
[72]. However, innovation yields welfare gains only when citizens 
possess the skills to participate in high-value sectors.

Thus, investment in technical education, reskilling initiatives, 
and workforce development constitutes a crucial complementary 
prerequisite that enables citizens to benefit from structural 
transformation [73]. Without such human-capital measures, 
productivity gains often become concentrated among elites, 
producing limited welfare spillovers.

Welfare-Oriented Political Commitment
Finally, the literature overwhelmingly points to political 
commitment to welfare as a decisive factor. Regardless of 
institutional configurations, welfare enhancement requires political 
leaders who prioritize long-term developmental goals over short-
term popularity or patronage distribution [74]. Such leadership 
ensures continuity of reforms, disciplined SOE governance, and 
sustained investment in public goods.

Political orientation shapes whether state power is mobilized 
for broad-based welfare or diverted toward elite interests. 
This distinction is often the dividing line between successful 
developmental state capitalism and extractive models [75].

Addressing RQ2: Explaining Cross-Country Differences in 
Welfare Outcomes
While the above prerequisites are necessary for welfare-enhancing 
state capitalism, their presence and effectiveness vary widely 
across countries. This section examines how differences in 
institutional coherence, governance quality, state capacity, and 
policy implementation contribute to divergent welfare outcomes. 
Three patterns consistently emerge across the literature.

Divergent Institutional Trajectories and Historical Legacies
Countries adopting state capitalism do so from distinct historical 
and political starting points. In East Asia, state capitalism evolved 
through long-term industrial strategies supported by high state 
capacity and cohesive bureaucracies, enabling sustained welfare 
gains through manufacturing-led growth [76]. Conversely, in 
resource-dependent economies, state capitalism often developed 
around extractive industries, generating volatile incomes and weak 
redistributive structures. Historical patterns of political patronage, 

colonial institutions, or military governance shape institutional 
quality and influence welfare outcomes.

Thus, variations in historical legacies produce different levels of 
institutional coherence, affecting the capacity of state-capitalist 
systems to deliver welfare improvements.

Variations in Governance Quality and Anti-Corruption 
Enforcement
Governance quality especially anti-corruption enforcement 
emerges as one of the strongest explanatory variables for cross-
country welfare divergence. Countries with robust transparency 
mechanisms and independent oversight bodies exhibit more 
efficient public investment, less resource leakage, and more 
equitable service delivery [77]. By contrast, countries with 
politicized SOEs and weak regulatory institutions often experience 
misallocation of public resources, undermining welfare.

Governance variations also influence the credibility of 
redistributive policies. In high-governance environments, citizens 
trust state institutions, increasing compliance and support for 
social programs. In low-governance environments, public distrust 
reinforces informality, tax evasion, and political instability.

Differences in State Capacity and Bureaucratic Professionalism
Another key factor differentiating welfare outcomes is variation 
in state capacity. High-capacity states maintain competent 
bureaucracies capable of implementing complex reforms, 
managing SOEs prudently, and delivering essential services 
efficiently. Countries lacking bureaucratic professionalism tend to 
exhibit inconsistent policy implementation, limited enforcement, 
and fragmented welfare programs [78].

State capacity variation also affects innovation systems: high-
capacity states can coordinate university–industry collaboration, 
support emerging sectors, and foster technological upgrading. 
Low-capacity states struggle to convert public investment into 
productivity gains [46].

Divergences in Political Priorities and Welfare Orientation
Political orientation explains a large share of cross-country 
welfare differences. Where political regimes prioritize long-term 
development and societal welfare, state capitalism tends to be 
inclusive and redistributive. However, where elites instrumentalize 
state institutions for personal or political gain, state capitalism 
becomes extractive, regardless of institutional design [79].

Variations in political incentives democratic accountability, elite 
fragmentation, or external pressure shape whether welfare or 
patronage becomes the dominant policy objective.

Sectoral Choices and Patterns of Public Investment
Cross-country welfare outcomes also diverge based on the sectors 
prioritized for public investment. Countries investing in industrial 
upgrading and innovation achieve more sustainable welfare gains 
than those concentrated on hydrocarbons or low-productivity 
services. Sectoral choices shape job quality, economic resilience, 
and distributional patterns [80,81].

In essence, while the prerequisites identified in RQ1 are necessary, 
differences in their presence, depth, and implementation explain 
why state capitalism produces divergent welfare outcomes across 
nations.
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The synthesis of 37 high-quality studies reveals clear theoretical 
and empirical implications for both policymakers and scholars. 
First, the success of state capitalism depends not on the magnitude 
of state intervention but on the quality, discipline, and coherence 
with which that intervention is undertaken. Policymakers should 
therefore prioritize institutional reform, strengthen bureaucratic 
capacity, enforce transparency, and embed welfare considerations 
into industrial and macroeconomic strategies.

Second, state capitalism is not a uniform model. Countries 
experience different welfare outcomes because they differ in 
historical trajectories, political priorities, governance systems, 
state capacities, and sectoral strategies. Comparative research 
should therefore avoid treating state capitalism as a monolithic 
category and instead focus on identifying meaningful typologies 
that reflect institutional heterogeneity.

Third, this SLR highlights significant research gaps. Many studies 
examine state capitalism’s economic performance, but fewer 
investigate the granular mechanisms linking institutional quality 
to specific welfare outcomes. Future research should incorporate 
longitudinal analyses, broader geographical coverage, and 
advanced causal inference methods to better identify the pathways 
through which state-capitalist governance affects welfare. Scholars 
should also explore digitalization, green transitions, and AI-driven 
public-sector reforms as emerging dimensions of state capitalism 
with significant welfare implications.

Overall, this review reinforces that welfare-oriented state 
capitalism is achievable but requires disciplined institutions, 
accountable governance, and sustained political commitment. 
Its success rests not merely on state ownership but on the state’s 
capacity to govern, invest, redistribute, and innovate in ways that 
promote equitable development.

Conclusion
A systematic review of 37 eligible studies demonstrates that the 
welfare outcomes of state capitalism are fundamentally shaped 
by the strength, coherence, and credibility of the institutional 
and governance arrangements that underpin state intervention. 
Across the literature, countries with professional bureaucracies, 
enforceable accountability systems, and coordinated policy 
frameworks consistently translate state-led strategies into expanded 
public services, improved social protection, and higher-quality 
employment opportunities. Transparent institutions that operate 
free from political manipulation are particularly crucial, as they 
determine whether state-owned enterprises can function efficiently 
and contribute meaningfully to societal welfare.

Variations in governance quality account for the divergent welfare 
trajectories observed across state-capitalist systems. States with 
strong administrative capacity, disciplined fiscal oversight, and 
predictable policy direction demonstrate substantial gains in 
education, healthcare, income equality, and human development 
indicators. By contrast, governments characterized by patronage 
networks, regulatory weakness, and poor performance discipline 
often fail to convert state ownership or intervention into meaningful 
welfare improvements, despite extensive state involvement in 
the economy. These findings highlight that the degree of state 
participation is less important than the institutional quality guiding 
its actions.

The review also shows that state capitalism delivers positive 
welfare outcomes when governments effectively mobilize public 
revenues such as SOE profits, progressive taxation, and resource 

rents to strengthen redistributive policies and expand universal 
social protection. Strategic investments in innovation systems, 
technological upgrading, and workforce development further 
reinforce long-term welfare gains by supporting structural 
transformation and enhancing national competitiveness. However, 
the success of these interventions depends on regulatory capacity 
and oversight; in contexts where regulatory governance is weak or 
fragmented, welfare benefits tend to dissipate or become unevenly 
distributed.

Cross country comparisons reveal a consistent pattern: welfare-
enhancing state capitalism emerges when economic intervention 
is aligned with public-oriented political objectives rather than elite 
accumulation or political consolidation. Countries that harmonize 
welfare priorities with industrial, fiscal, and social policies achieve 
more inclusive and sustainable outcomes than those in which state 
institutions are used as instruments of patronage or short-term 
political gain. Ultimately, the welfare effects of state capitalism 
arise not from state ownership itself but from the coherence, 
capability, and public orientation embedded in state action.
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