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Prologue: A New System on the Rise



For many years I carried a regret, the feeling I had missed one of the great opportunities in life. It was back in 1996 and the offer I received was made by one of the most powerful men of the time: Jiang Zemin, the president of China.

It was at a private meeting at the leadership compound in Beijing, in the same room where Mao had received his guests. The reason for Jiang Zemin’s invitation was Megatrends, a book I had written in 1982 analyzing the economic, political, social, and cultural transition taking place in the United States. It was on the best-seller list of the New York Times for more than two years, mostly as number one, and became a huge global success. Megatrends also made its way to China, and to my surprise I was told that it must have sold at least 20 million copies in China alone—pirated copies, a common distribution system at the time. The members of the first generation after the Cultural Revolution had just graduated from colleges and universities and were hungry and eager to learn from the West. “You don’t know how famous you are in China,” were the very first words President Jiang said to me.


Before my visit to Beijing I had spent a few days in Taipei. This was a critical period in relations between the United States and China. President Clinton had deployed aircraft carriers in response to China’s sending missiles into waters close to Taiwan. The two countries were teetering at the brink of a clash over Taiwan, and so it was not surprising that Taiwan was the elephant in the room during our two-hour conversation. Before very long, Taiwan became a subject of discussion. I had visited both China and Taiwan many times since 1967, and I had witnessed the huge changes that had taken place. I noticed the unspoken discomfort with how well Taiwan presented itself to the world and how modest China’s presentation was in comparison. So I said, “President Jiang, Taiwan has a small story to tell, and tells it very well. China has a big story to tell, and does a terrible job in telling it.”

Silence.

And then: “Why don’t you tell it? We will give you all the support you need.”

As tempting as that offer was, I could not accept it. I was too much engaged in other things. And—for whatever reason—I was not ready.

Ten years later, the offer came back, this time from China’s new corporate world. It happened during the taping of a television program. I was having a dialogue with a Chinese businessman, Wang Wei, who had founded one of China’s first mergers and acquisitions firms and was also head of the China Mergers & Acquisitions Association. He had studied and worked in New York and returned to China in 1992. As the dialogue was recorded, we had time between takes and soon became engaged in a lively conversation about China and its future. Wang Wei told me that he had read Megatrends in 1982 and that it had been a great influence on him.

A few days later I received an e-mail from him: “There are many books about China’s past and China’s rise and about China’s political, economic, and cultural future. But what we need is an analysis as you did in Megatrends. Not even the Chinese know what is really going on in China and where it is headed. Why don’t you find out and write about what China’s megatrends are?”

This time I was ready, not only because ten more years of traveling China extensively had increased my visits to China to a total of more than one hundred, and deepened my understanding of the country and its people, but also because this time I would not do it alone. Over the last decade I have been traveling in China with my wife, Doris. She was my German-language publisher before she became my wife in 2000. As it turned out, she was a perfect match in more ways than one. We travel the world together, do our research together, and share the excitement about what is happening in China. She was with me when we got to know Wang Wei, who has become a very good friend, a most reliable partner, a great supporter, and the initiator of this book.

Only a few months after our first conversations and his e-mail to me, together with another Chinese partner we founded the Naisbitt China Institute as an independent, stand-alone institute, strongly supported by Nankai University and Tianjin University of Finance and Economics (I am a professor at both universities). Our commitment was to step back from the western view and assumptions, and look at China as the Chinese look at their country; we would be open to its shortcomings, but would not judge China by our own values and standards.

At first we needed to collect as much information as possible about what was happening on the ground. We started intense meetings with our staff, as many as twenty-eight students and graduate students from two universities in Tianjin, led by Chinese entrepreneurs and academics. We briefed them about what we were looking for. First, and most important, they should collect only facts, things that have indeed been done—no plans, no declarations. Second, they had to get used to the principle that we did not frame the subjects; any frame would have given the research a certain direction, and thus we would have missed what we were hoping to find—things we did not know, things that would surprise us. This process was unusual compared with the Chinese way of thinking. A third challenge was to shorten and translate the media articles that were selected and make them into the database.

It was truly a pleasure to work with our team, and also to have met with students in other parts of China.

In parallel with this monitoring of local Chinese media, Doris and I traveled around China, interviewing entrepreneurs, academics, politicians, artists, dissidents, and expatriates, always keeping our goal in mind: to tell the China’s story from the inside out, not from the outside in as most recent books on China have done.

We were in search of China’s megatrends. We were aware that we were looking at a country undergoing great and very complex change, with each region and each city moving at its own level and its own speed. We were looking for patterns, in which a series of single events would begin to make sense and form a picture of the new China, just as such events did in the United States in 1982, when I wrote Megatrends.

What we found was of much greater dimensions and importance than we had anticipated. We concentrated on the obvious shifts in the social, political, cultural, and economic life of the country, but it seemed that those shifts were only the result of something else—something overarching, which we could not define. Then, one afternoon in Beijing, it became clear to us, and we wondered why we had not seen it before. Whereas America in 1982 had been transforming within a system that was already well in place, China in 2009 is creating an entirely new social and economic system—and a political model, which may well prove that “the end of history” was just another pause along history’s path.

John Naisbitt, May 2009








CHINA’S 8 PILLARS OF A NEW SOCIETY


	Emancipation of the Mind

	Balancing Top-Down and Bottom-Up

	Framing the Forest and Letting the Trees Grow

	Crossing the River by Feeling the Stones

	Artistic and Intellectual Ferment

	Joining the World

	Freedom and Fairness

	From Olympic Medals to Nobel Prizes

 

The concept of the 8 pillars and their selection and description are entirely the work and responsibility of the authors.










Introduction



Any speculation about China’s future begins with an analysis of the first thirty years of the “reforms and opening up,” as the Chinese call the period when the country began its evolution from a postwar communist society to a new form of governance and development, never seen before in modern history. Why has “autocratic” China succeeded while many other, democratically governed states have failed to make economic progress? Why is it that despite all efforts by westerners to push China toward western-style democratization, there is no similar outcry for such a shift in China?

In looking at China on its own terms and merits, it becomes clear that the constancy of the Communist Party has worked not against but for the well-being of the Chinese people. Long-term strategic planning could be carried out without the distractions and disruptions of elections that characterize western democracies. China was not torn by political rivalry and was not slowed down by abrupt changes in its course; rather, it was attuned to common goals from early on in its reforms. Top-down strategies were supported by bottom-up participation. And we found that China has reinvented itself as if it were a huge enterprise, resting on 8 Pillars that buttress its aims.

Those 8 Pillars, we believe, are the foundation of China’s new socioeconomic system.

Reinventing China

China in 1978: A visionary, decisive, assertive CEO takes over a very large, moribund company that is on the verge of collapse. The workforce is demoralized, patronized, and poorly educated. The CEO is determined to turn the run-down enterprise into a healthy, profitable, sustainable company, and to bring modest wealth to the people. And he has a clear strategy for achieving this goal.

First, he needs an effective team, a workforce that meets the demand of the enterprise. Subordinated thinking must change to emancipated thinking. The emancipation of minds will release energy and strengthen self-esteem. People will stand on their own feet to contribute to the process of transforming the company.

Second, he must engage both the leadership and the employees in creating an interplay between top-down orders and bottom-up demands. He must encourage the bottom to contribute to the process of forming and shaping the company. Harmony within the hierarchical order of the company will be sustainable if top-down goals and guidelines on the one hand, and bottom-up ideas, feedback, and demand on the other, do not collide but instead work together to strengthen the whole.

Third, he must shape the values and culture of the company, set clear goals, and communicate these goals. Only a profitable company can provide wealth for the people. He must set the big frames of reference and guiding principles within which people can move without instructions for every step. This will leave enough room for talented people to develop their skills, and it will allow creativity to unfold.

Fourth, he will need to build trust instead of fear. Failures in experimentation within the guidelines cannot be condemned, because only experimentation that allows mistakes will lead to innovations. Trial and error, changes, and adaptations must be possible at any time.

Fifth, creativity will be the key to further advancements of the society. Artistic and intellectual ferment needs to be welcomed and supported as a source of inspiration and liberation for the new company culture.

Sixth, as soon as the company establishes itself in its home market, it will be open for other markets, invest in other markets, and invite outsiders to transfer know-how into the company.

Seventh, everyone’s behavior will have an impact on others. Success will arouse jealousy, and idleness will arouse complaints. Sooner or later more engaged and more talented workers will move up and make more money, while others, who are not so talented or diligent, will grumble about their stagnant position. The more freedom and fairness can be complementary, the greater the harmony in the company.

And eighth, after the company establishes a solid position in the market as a manufacturer, the next aim will be to move from imitation to innovation. In the process all previous steps are moved to higher levels, upgrading the quality of work and the inventiveness of the enterprise—and increasing revenues, with profitability enhancing the lives of the workers and their families.

China in 2009: The company has changed from an almost bankrupt state into a very profitable enterprise, the third largest of its kind in the world. It has made clever moves in its challenges and crisis, and its economic success is now recognized around the globe.

Deng’s Cat

This description of how to transform a company is not far from how the CEOs Deng Xiaoping, Jiang Zemin, and Hu Jintao have moved China from being a primitive, dispirited country to being the third largest economy in the world, with undiminished momentum. The eight steps described above are similar to the 8 Pillars that have structured the transformation of China and that form the core of this book.


China is creating an entirely new social and economic society with a “company culture” that serves the needs of the enterprise and its people on its own path to modernity and prosperity. Deng, the father of modern China, early on developed a Chinese approach for how to turn a moribund China around. This has caused some dispute, in and outside China, about his political alignment. The misunderstanding lies in the interpretation of his most famous aphorism: “It doesn’t matter if the cat is black or white, so long as it catches mice.”

To Deng Xiaoping the question was not whether communism or capitalism would be best for the enterprise; the real question was what works and what doesn’t work to enable the country to achieve its potential for the future.

So the question whether China is a capitalist country with a communist coat or a communist country with capitalist coat is the wrong question. It is not either-or; nor is it both of them. And China definitely is not a communist country that is slowly peeling off one communist layer after the other in preparation for slipping into the capitalist coat held by the West.

Despite China’s embrace of the bicolored economic cat, and despite the country’s opening up and reforms, the color of the political cat was never in question, and no western-style democracy was ever on the rise. Deng Xiaoping underlined this in 1992, when he said that “the Chinese people should hold on to the basic foundation of the Party without swaying for a hundred years.” Within this huge frame China has developed concepts for the best ways to handle its multiple challenges.

Westerners like to focus on what China’s “reforms and opening up” mean in terms of western thinking—with the conviction that the western model is the best form of government. That approach will lead to disappointment and unrealistic expectations. The real answer lies not in ideology but in performance. Gideon Rachman, chief commentator on foreign affairs for the Financial Times, quoted Deng Xiaoping’s translator, Zhang Wei-Wei, who remarked, “The Chinese believe in performance legitimacy. If the government governs well, it is perceived as legitimate.”


Bursting Old Frames

It is not easy to describe the new system that China is creating, partly because, as with other entities that have evolved, it takes a while before a new system finds a name. China’s leadership most often calls its approach “socialism with Chinese characteristics.” Others call it “Chinese capitalism” or a “socialist market economy.”

We agree with Thomas Kuhn: “You cannot understand a new paradigm by using the vocabulary of the old paradigm.” The more the new paradigm unfolds, the more an adequate vocabulary will emerge.

Just as new vocabulary arises from new thinking, the self-conception of the Communist Party is changing. The claim of leadership remains, but ideological control is increasingly replaced by laws and rules, adapted to international standards.

Chinese leaders soon discovered that to be successful on the path to modernization—to enable the shift from a planned economy to a market economy—they had to embrace decentralization. But decentralization, by definition, places more power in the hands of the people. China, often thought of as a monolith, is actually decentralizing power more than any other country in the world.

At the provincial level, in local governments and city councils, we see a gradual handover of governance directly to the people. The periphery is more and more becoming the center. No other country has implemented pilot projects on such a wide scale. China’s leadership creates the broad concept, and enables the people to organize the evolution of the new China. Laws and regulations are often tested in so-called trial zones, and if they succeed in practice, they become national. China’s early special economic zones were a huge experimental laboratory for institutional and jurisdictional change.

China has created space for both private enterprise and profitable state-owned enterprises. It also continues to provide a nourishing environment for entrepreneurs, where new talent can unfold and flourish. But its highest goal is a harmonious society and governance that is based on trust: the people trusting the leadership to create the opportunities for a better life, and the leadership trusting the people to be the driving force in the process. China’s new model is based on a balance between top-down and bottom-up forces, which, in a combined effort, improve the standard of living and create wealth for the people.

Two Diametric Systems: The American Eagle Meets the Kung Fu Panda

There is increasing competition between western and eastern societies and values. America, as the leader of the West, is wounded. China, the newly emerging leader of the East, has a long way to go until it can economically challenge its western counterpart, but its direction is firmly set. All signs are pointing to a continuing global shift from West to East.

China can increasingly set economic and political rules. Western countries need the Chinese market to keep up their growth and are competing with one another for an advantage in entering the Chinese markets. Nevertheless, the West still claims the right and the moral duty to turn Chinese politics in the direction of establishing a western democracy.

In the political sphere the West continues to claim that democracy is the world’s best way of governing. But from what we have seen in China, we have to question whether modern western democracy is the only acceptable form of government. Can what the West calls an “autocratic government” successfully increase the wealth and political stability of a quarter of the world’s population? Is it possible that capitalism and big government can fit together in ways that westerners cannot easily envision? For many countries in the third world today, China is beginning to offer a tempting counter-model—one that could, over time, constitute a real challenge for the western democratic way of governing.

“What,” wrote the correspondent Howard W. French in an essay on China’s “new paradigm” in the International Herald Tribune in March 2007, “if sure-footed bureaucrats—chosen purely on the basis of merit, rigorously trained and ideologically vetted—were allowed to implement and execute, free of harassment from a meddlesome congress? Might that not be the explanation, for example, for the extraordinary marshalling of resources here to create world-class infrastructure, majestic cities, airports, highways and dams rising in record time out of the economic rubble of the proletarian cultural revolution?”

Any admission that China is changing for the better, that it seeks its own compromises and even allows some forms of a pluralistic society, would for many westerners be a frightening challenge to the role of the West as the custodian of the global moral high ground. The opening up of China not only widens the latitude of the Chinese leadership but also shakes the political range of the reform elite. Europe and the United States are facing a new player, which is economically strong, politically stable, and unhesitant to represent its own values in the world.

While the American eagle, which once flew unchallenged at impressive heights, is struggling to regain its position, on the other side of the globe a once clumsy panda, well trained in martial arts, is on the rise.

China Is Rising. So What?

In his July 4, 2009, column in the New York Times, David Brooks wrote, “These days it’s impossible to think about America and its future role in the world without also thinking about China.”

If America is called the country of unlimited possibilities, and Europe is the union obsessed about regulating everything from working conditions to bananas, then China can be called the country of strategic advancement. The opening up of China was part of a strategic plan to use foreign support and technology transfer to increase its own might through economic development. To reach the goal of changing from the “workshop of the world” to the innovator of new technologies for the world, China has protected Chinese companies by limiting foreign shareholdings, and has strengthened Chinese corporations by allowing a fierce, Darwinian competition among them.

In the last thirty years the strategic planning of the Chinese leadership has catapulted the once backward, underdeveloped country into one that has beaten Germany as export champion of the world, and has replaced it as the world’s third largest economy. And this planning has moved China into the powerful position of determining the political and economic conditions under which western companies will gain access to its enormous market.

Unlike the European Union, which in 2000 grandly announced that it would “become the most competitive, knowledge-based economy in the world by 2010” but never managed to implement necessary reforms to reach that target, and unlike Japan, which seems entangled in its own ties with the past, China has not only met but exceeded its goals.

What if a single country could produce most goods of the highest quality and put them on the global market for an unbeatable price? The Nobel laureate Paul Samuelson predicts that China could become such a country. Not only is China changing to match global trading conditions; it is changing the conditions of global trade.

The West Is a Lecturing Society; China Is a Learning Society

How did the West and western companies get into such a defensive situation? The West gladly embraced Francis Fukuyama’s 1989 essay and his 1992 book The End of History, in which he wrote that the model of the western democracy may well be the final stage of humanity’s social and cultural evolution and the ultimate form of governing. His theory was also supported by humanism, which argues for a universal morality based on the human condition we all share. This led to “missionary thinking” and to a sense of being required to bless all nations with these western values. But what is considered “support” to reach the level of western evolution is often received as lecturing.

China, on the other hand, is well aware that it has come only part of its way and therefore still needs to correct, improve, and add. This belief has sustained China as a learning society, open to any theory or practice that can serve its goals. That is one of China’s strongest assets. When Deng Xiaoping visited the United States in 1979, he was taken to a Ford plant outside Atlanta. Ford made more cars in that one factory in one month than all of China produced in a year. During that visit Deng said, “We want to learn from you.” And China did.

Frank Sieren, a correspondent for Die Zeit in Beijing, painted this future scenario: picture a Chinese car for about $5,000, with four doors, navigation system, and air bags—paid for at the cashier at Wal-Mart. No fancy presentation, no showrooms, and a slim distribution system—delivery each Friday in the parking lot.

Although all this leads to an optimistic economic outlook, China will have to face and solve indisputable internal problems:

 

“Economic progress is realized at an excessively high cost of resources and environment. There is an imbalance in development between urban and rural areas, among regions, and between the economy and society. It has become more difficult to bring about a steady growth of agriculture and continue to increase farmers’ incomes. There are still many problems affecting people’s immediate interests in areas such as employment, social security, income distribution, education, public health, housing, work safety, administration of justice and public order; and some low-income people live a difficult life. More efforts are needed to promote ideological and ethical progress. The governance capability of the Party falls somewhat short of the need to deal with the situations and tasks. In-depth investigations and studies have yet to be conducted on some major practical issues related to reforms, development and stability. Some primary Party cadres are not honest and upright, their formalism and bureaucratism are quite conspicuous, and extravagance, waste, corruption, and other undesirable behaviours are still serious problems.”

What sounds as if it were taken from a western commentary is in fact taken word-for-word from President Hu Jintao’s speech at the Seventeenth National Congress in Beijing in October 2007.

The West is still far ahead of China. But China is already an equal competitor in the global marketplace and is on the way to creating a political counter-model to western modern democracy, fitting to Chinese history and society—just as America created a model fitting to its history and society more than 200 years ago. We will identify the 8 Pillars on which the new Chinese system rests.









Pillar 1

Emancipation of the Mind






The dimension of Deng Xiaoping’s call for emancipating the minds of the people can be captured only in the context of the time: almost 1 billion people divided in a class struggle had to be united in the common goal of transforming the country. The destructive forces of the Cultural Revolution had to be turned into constructive energy for building a new China. The transformation had to start with allowing people to reclaim their own thinking. The liberation of minds from indoctrination to emancipation was the first and most important pillar of the transformation of China.



“Cast off the shackles that bind our spirit.”

China in May 1978: A tiny giant of a man, Deng Xiaoping, makes the first, indispensable step in China’s journey to modernity and a market economy as he calls upon his people: “We need to bring about a great emancipation in our way of thinking.”

Deng understood that a top-down centralized society with little space for personal contribution was not fertile ground for a market economy. The emancipation of minds was necessary for a successful economic reform characterized by decentralization. At the time, China looked much like an old-fashioned company that had been run by a dictatorial president, definite about his own ideas, deaf to criticism, and adamant against any change. China’s people were like incapacitated employees gagged for decades who would have to learn to think independently. Decentralization and emancipation had to go hand in hand.

In the years between 1949 and 1976, the Great Leap Forward and the Cultural Revolution had melded the most populous nation on earth into a huge gray mass: hungry, isolated, and indoctrinated, with any work carried on outside the state structure illegal. Education and knowledge were condemned, universities were closed, and national college entrance examinations were suspended. This was Mao’s version of a “race to the bottom.”

How did people make it through those years? Many books have been written about how deep the wounds from these days are and how much they are still hurting. But in many of our conversations it was surprising to us how little bitterness there is. This might well be part of the Chinese people’s ability to adapt to circumstances that cannot be changed, and of their much more forward-looking attitude toward life. They feel it is more useful to put energy into their future well-being than to dwell in the past. Many of our successful Chinese acquaintances were sent to rural parts of China for “reeducation” during the Cultural Revolution; and although moving people like chess pieces, and taking them away from their family life, jobs, schools, and universities, seems quite dismaying to us, most of them found something good in it.

A Good Idea at the Time

“That’s just how it was,” said our friend Wang Wei, one of China’s very successful businessmen. In 1976, Wang—the tall, handsome older son of an average Chinese urban family—was seventeen years old and full of energy. Like 12 million other students, he was sent to the countryside between 1966 and 1976; he was told to leave school to work in a small village in the mountains of Liaoning province, in northeastern China. It was not exactly what he had been dreaming of, but he made the best of it, he worked hard, and it paid off. A talent for organizing and leadership qualities were needed even under those circumstances. Wang Wei was soon promoted, and after working in the fields and raising sheep he became the leader of a production team of almost 1,000 farmers.

In this countrywide reeducation program President Jiang Zemin worked as an assembly line worker at an automobile plant in Shanghai. Chen Kaige, China’s famous filmmaker, was sent to work in a rubber plantation in Yunnan, just one year after he had entered high school in Beijing. The vice president of Nanjing University was removed from his job as head of the sociology department to work in construction as a hod carrier—a terrible job (as John knows from his own experience in Utah). Asked how he felt about carrying bricks and mortar up ladders to bricklayers, the vice president said, “It seemed like a good idea at the time.”

 

In 1978 the concept of a good idea changed.

To turn around the moribund enterprise, China, Deng had to promote emancipation instead of indoctrination. At the beginning of this process, eighteen bold farmers—who, in desperation, had overcome their own indoctrinated thinking—initiated the first big step in reforms. We tell their story in the chapter on Pillar 2. Deng Xiaoping’s reinventing process needed initiatives from the ground to improve productivity. That’s why he supported the proposal of the farmers for a change in agriculture. Very soon the spirit of emancipation could be found in many areas. Gradual but widespread educational reforms were started. Science, art, and society itself started to experiment with increased individual freedom. Artists were no longer driven by remittance work, stuck in traditional calligraphy or propaganda art. It was the dawn of new values and a new detachment from the masses. Just as in the Renaissance, Chinese artists started to focus on their own work and ideas and painted what was important to them and important for China in their eyes. They were more than willing to march at the front of the emancipation parade.

But it was not only artists who moved to the front of the parade. People from all walks of life came forward, including simple people from the countryside.


Freedom Has Many Faces

“Freedom for Chinese is not directly connected with the circumstances they live in,” Wang Yukun, director of the Center for Chinese Enterprise Thinking, Tsinghua University, and a former Fulbright scholar, explained to us. “When I grew up in Shandong, times for our family were not good at all. But my mother, born in 1920, worked harder than a man and carried the full responsibility to feed her six children because our father barely made enough money to keep him alone alive, but never lost her freedom of spirit. She was illiterate, but she held on to her goal to enable a good education for her children. She fought for this wish throughout the years of poverty and deprivation; she broke with the tradition of the oldest son working on the farm instead of continuing school; she insisted on higher education for my elder sister, against the common thinking that any investment in a daughter would be of benefit for the future husband’s family. All of my mother’s decisions were made in peace of mind, the certainty that no one and no system could get hold of the freedom in her spirit. ‘Only outside the field,’ she kept telling us, ‘will you be able to see the mud on your feet.’

“We all made it out of the mud,” Yukun said, “and so did China.”

Deng Xiaoping encouraged the whole nation “to step out of the field to see the mud on their feet.”

Deng’s call for emancipating minds was a call for looking at the Chinese reality without ideologically colored glasses. Calling for the emancipation of minds and, in the official language, “seeking the truth from facts” marked the dawn of a new era for China’s people. Also, this call entailed an impressive balancing act for China’s political leaders. To trust the people and let loose the rigid grip of doctrinarism released huge energy. The energy of 1 billion people could, like atomic power, work for the construction or the destruction of a new China. Without a certain degree of confidence and peace of mind about what he was doing, Deng would not have had that initial thrust, and what followed would not and could not have happened. In 1978, 165,000 young Chinese graduated from a university; in 2007 the number of graduates had risen to 4.5 million.


Very early on, in 1977, when Deng as education minister reopened the door to higher education, Wang Wei, Wang Yukun, Chen Kaige, and thousands of others seized the opportunity to make the most of their talents. A thirst for knowledge swept through China and narrowed social and cultural gaps nationwide. When colleges and universities resumed their regular teaching programs, when engineers and technicians were reassigned to their former duties, and especially when Deng Xiaoping called science and technology the “number one kind of productivity,” the demand for a wide diversity of publications soared. The idea that “everybody has an equal right to higher education” soon aroused China’s hunger for information and knowledge. From a baseline of several hundred periodicals in 1978, the number increased to almost 10,000 by 2007. Before the “opening up” only about 1,000 book titles were published annually. Today more than 250,000 titles are published each year. China now produces the most publications in the world per year: more than 3 billion copies of magazines and 6 billion copies of books annually, according to official figures.

A few years ago, as we strolled through the largest bookstore in Shanghai (seven floors, each the size of a football field) we were blown away by the endless rows of books and magazines. Not only were Chinese of all ages looking and buying; many were sitting on the stairs or on the floor, copying pages out of books they probably couldn’t afford to buy.

Pulling Yourself Up by Your Bootstraps

People who report about China come from different societies and have different backgrounds. Most journalists report on China with reference to their own country: how China differs; how far China is advanced or how far behind it is. This creates various angles for stories. The speech President Hu Jintao gave at the Seventeenth Party Congress in 2007 was a very good summery of China’s position, goals, and problems. The call for further emancipation of the mind and the continuing of reforms and opening up in economic, cultural, and political life was at the center of the speech. Anyone can download it from the Internet. But just as Barack Obama’s speeches are interpreted differently by Democrats and Republicans, what stands behind Hu’s words leaves room for interpretation.

To get the best reading, the context of the past and the present are as important as the words themselves. We, like many others, keep reminding ourselves that ours is a western base and that our personal view is not necessarily in harmony with the Chinese view. Any fair appraisal needs to be made as much as possible within the Chinese context. Our western background very much determined our first judgment about the situation of a Chinese couple.

It was in the year 2000. We left our hotel in Shanghai and walked a few steps, around a corner. It was as if we were stepping into a different world. Not more than about fifty yards away from the five-star Ritz-Carlton was a little store. “Store” is actually too grand a word. It was a little kiosk, with an addition in the back that had some blue-red-and-white striped material stretched over a metal rack to make a kind of tent. We learned later that this addition, approximately four square yards, was the home of the couple who in the front part sold snacks and drinks to migrant construction workers working in the buildings that were being erected on practically every street. What to western eyes would seem unbearable living conditions was already progress for the couple. They had left their work on a farm and felt that they now had a much better life. We continued to visit that little kiosk, speaking with the couple through Michelle Wan, a good friend from the Ritz-Carlton who became our interpreter and reporter when we wanted to know how the two shop keepers were doing.

You will not find them there today. They slowly made their way up, first with the kiosk near the hotel, which already allowed a better education for their “left behind” child; then they opened another little kiosk; and a little later they hired someone to help them. They no longer slept in the tent behind their goods; they now had a modest apartment. And then one day they were gone; they had opened a “real store” in a different neighborhood.


Detatching and Letting Go

Thirty years earlier such an initiative would have been unthinkable. “Emancipating minds” was the starting point, opening the door for people to think for themselves and make their own decisions. Nevertheless the Chinese self-concept still differs from that of westerners. The Chinese see themselves more as part of a network than as individuals, and they welcome a strong, cautious leadership that ensures a good performance for all. To run China as an enterprise fits that concept very well. Chinese gain power and self-confidence in the family, in a group, in the network in which they are integrated.

Our friend Zhang Haihua explained to us that much of Chinese thinking has its roots in Chinese agricultural history. For thousands of years, Chinese lived in villages near their fields, and the survival and well-being of individuals depended on how much they supported both the village and the fields. Reinforced by Confucius, the concept was extended to loyalty to the country and the government, and it included respect for and obedience to teachers and superiors.

The first reforms took place in agriculture, where today 40 percent of the Chinese still work, and this will probably be the last area where emancipating minds will be complete.

Emancipation Takes Time

China started its modernization from a point where the West was more than 100 years ago. But the West tends to measure China’s economic and political progress against the values and standards developed over a century or more. Chinese look at China from the background of their own history. People experience a great deal of joy and optimism about their current and future living conditions. Westerners would consider the current conditions backward, but this is only because we are looking at them through American or European eyes.

Emancipation takes time. If you think of modern democracy, the West started the process more than 200 years ago. But in Switzerland it was not until in February 1971 that women were first fully allowed to vote. In America racial segregation continued well into the 1960s. India, the biggest “democracy,” still has a caste system that is profoundly undemocratic.

There are violations of human rights in China, and every violation against human rights should be condemned. But on the other hand, no nation has achieved more on certain basic human rights in such a short time. Article 3 of the United Nations Human Rights Declaration says that everyone has the right to life, liberty, and security of person. Under the government of the Communist Party of China, more than 400 million people came out of poverty, starvation, and a fight for survival. China has a literacy rate of 90.9 percent; life expectancy at birth is 73 years; and the per capita GDP is $5,962. India has a literacy rate of 61 percent, life expectancy of 69 years, and a per capita GDP of $2,762. (GDPs are on a price power parity basis. Source: IMF.)

The Revival of the Chinese Entrepreneurial Gene

Life, liberty, and security certainly imply creating a stable economic base. Deng’s call for emancipating minds was the spark that reawakened the Chinese entrepreneurial gene, which had been dormant for a long time. This liberation eased the great pressure during the comprehensive social transition, and it increasingly helped the Chinese to deal with change. It carried China through a proactive fight against poverty and backwardness. It set up a completely new framework for and attitude toward doing business on every scale, from very small to very large.

China’s transformation to a market economy required changes on all fronts. China was like a company in which everything was obsolete—from the buildings to the management, from bookkeeping to the workforce to equipment—and all operations were a disorganized mess.

In a well-run enterprise, employees are encouraged to develop entrepreneurial thinking, adding to the economic potential of the company. The emancipation of minds opened the eyes of the people to all kinds of business opportunities. Some of these opportunities were unusual, as our examples will show, and at the beginning many were only partly legal. But eventually they all contributed to the whole and served the common goal. As chaotic as the process sometimes was, it had the right mixture of control and freedom, and it led to an explosion of private businesses. By the year 2008 two-thirds of China’s economy was in the private sector.

A New Generation in Old Structures

By 1992 China was aware that it needed to accelerate progress in its science and technology sector, or further development would come to a halt. A strategy needed to be set in a national plan for the following year. Two diametrically opposed strategies were suggested to President Jiang Zemin, as related by Robert Lawrence Kuhn in his biography of Jiang, The Man Who Changed China.

One strategy was presented by Zhu Rongji, the vice president; the other was presented by Dr. Song Jian, who was in charge of science and technology. Song advocated a bold approach: to establish national-level, high-tech industrial parks, modeled after the high-tech parks around Boston in the United States, with favorable policies to encourage the creation of new, innovative companies.

Zhu wanted to go in the opposite direction, with a renewed commitment to revitalize China’s state-owned enterprises (SOEs), for which he was responsible. “We have so many large state-owned enterprises, they should be the place to develop China’s advanced science and technology; they have the critical mass necessary for advanced research and development.”

Song responded, “In the seniority-based hierarchy of state-owned enterprises, how could young people ever get a chance to do anything original, to challenge accepted ways and norms? Young people would never be respected, no matter how good their ideas are.”

Jiang had not entered the discussion, but he listened and made some notes. Finally he spoke: “I agree with the proposal of Comrade Song Jian.”


This was a further unfolding of emancipated thinking within the government, and an example of Jiang’s context-oriented leadership. The comfortable way would been to keep young, bright people in old structures to solve a problem, but he understood the constraints this way would impose, and instead saw the opportunity of giving people the freedom to create their own dynamic start-ups.

Cutting Brittle Branches

In 1997, Jiang took another important step. China’s SOEs still employed more than 100 million people. The SOEs were competing against one another, not so much for customers as for permission to declare bankruptcy, the only way to get aid for the workers from the government. But too many bankruptcies would cause too much unemployment and endanger stability. Jiang supported a strategy promoted by Zhu Rongji, in which healthy enterprises would carry a sick one—a strategy that only rarely brought down both.

And it was Jiang who introduced a concept that seemed totally contrary to the tenets of a presumably communist economy: privatization. The state, Jiang asserted, would withdraw from certain sectors while keeping control of key industries. In Jiang’s opinion, private shareholding was the best hope for China’s SOE assets.

There has been very little talk in the West about leadership skills within China’s Communist Party, although the results should speak for themselves. Jiang Zemin kept the context in mind, and in making his decisions he focused on the goal rather than on his own ego. This style of leadership was characteristic of Jiang Zemin, but it can also be seen on many levels and in many functions of Chinese society.

Bold Steps

In the spring of 2007, John spoke to an assembly of CEOs of big SOEs. As always, he expressed strong support for free trade, a low level of regulations, and an entrepreneurial-friendly environment. He had not been asked beforehand what he was going to say or not say, and to our surprise he was often interrupted by applause.

In the lively discussion that followed, one of the CEOs asked John, “Do you think all SOEs should be privatized?” For a moment John hesitated, and then he said just one word: “Yes.” Another moment of silence, and then strong applause, though not from everyone.

After this forum of CEOs Wang Wei told us, “Most of them already knew that the market economy would definitely be built up on private ownership, but they would still want the confirmation from someone they learned from many years ago.” As Wei said, most of the audience members had read Megatrends years ago and had been inspired by it. They had come to hear John and also, as Wei put it, to pay their respects to him. And it was touching when many of them lined up after the event to get their original copies of Megatrends signed.

One CEO told us what Wang Wei told the audience at the end of the talk: “John’s books Megatrends and Megatrends Asia set a milestone, especially for the Chinese. However, with the booming Chinese picture, the megatrends would be enhanced. That is why John’s new work on China is important and that is why I, as a deal maker, have to do my work to merge John’s mind with the Chinese reality.”

China’s SOEs still account for about half of China’s basic industrial GDP, and further privatization will not happen overnight; it will be a gradual process. But as the history of China’s reforms shows, bold moves have been made when they seemed necessary. What will be the mix, the best balance, between state-owned and privately owned enterprises?

The Evolution of the Banking System

China’s SOEs are somewhat like California’s redwood trees; they grow best in a certain climate, surmount all others in height, and, if healthy, are a source of valuable timber.

One bastion of China’s SOEs is the banking industry: almost all banks are state-owned. But this sector, like many others, has undergone an emancipation process. What it has accomplished is astonishing. The process was not an economic miracle but a clever strategy, and reforms at the right time transformed the Industrial and Commercial Bank of China (ICBC) from an inflexible, sedate communist bank to the brightest star in the firmament of international finance. As of February 10, 2006, ICBC was ten times larger than Citibank. By the spring of 2008, two years after the its initial public offering (IPO), the biggest in global history, ICBC had a stock exchange value of $232 billion and ranked as by far the world’s biggest bank.

But in the process of development, the central bankers have acted with some care. First, small, shareholding banks were allowed to test collaboration with foreign banks. In this process Citigroup, in January 2005, was permitted to buy 5 percent of the Shanghai Pudong Development Bank. A year before, HSBC had bought 8 percent of the Bank of Shanghai. In the following months China’s central bankers agreed to a maximum of 15 percent that a western bank could hold in a Chinese bank.

We got to know the governor of China’s central bank, Dai Xianglong, two years later, when he was mayor of Tianjin. Vice Mayor Cui Jin Du of Tianjin had reported to Dai that the Naisbitt China Institute had made it a mission to find out what was really going on in China.

Mayor Dai, who was acclaimed as the best central banker in the world after the financial crisis of 1997, gave us a very warm welcome and a grand lunch. Chinese grand lunches have a certain rhythm: special dishes, artfully arranged on little plates, one after another, are served top-down in hierarchical order. These are ten or more courses. As the meal proceeds, toasts are addressed from one person to another, tiny wineglasses are raised to cheer the person toasted, and after some nice words, each person takes a sip of the wine. If you sipping seriously, and the party is big enough, you can become quite happy. We had to hold back at lunch, but we had fun just the same. Mayor Dai is a charming and amusing man. We wished some of the journalists who criticize China so self-righteously and condescendingly would also write about the cosmopolitanism and savoir-vivre of some top-ranking Chinese politicians.


Mayor Dai brought his twenty-five-year-old copy of Megatrends with him to have it signed. This is worth mentioning because it shows how the members of China’s elite, at a time when the West did not at all think of China as a future player on the global stage, were interested in western theories and commentaries. Ever since the reforms and the opening up, the Communist Party of China has been working step-by-step to achieve its economic and political goals, seizing on any western knowledge that would serve these goals, and increasingly leaving the path of dogmatic communist directives.

 

This was the case with some early experimental side movements in the banking sector. Before the Asian financial crisis, the Beijing Bank Control had approved the first Chinese private shareholding bank, Minsheng Bank. But its radius of operation remained limited. Jing Shuping, the CEO of Minsheng Bank, is convinced that state bankers do not understand the consumer’s mentality. They think of ordinary people more as supplicants than clients. China has the third highest savings rate in the world, and by 2007 about 150 million Chinese held stock or bonds. This is a lot of money waiting to be well treated.

Some voices in the press keep demanding a faster opening up of the banking system. Caijng, an influential economic magazine, has pointed out that banking as a state monopoly can lead only to a dead end. Further reforms will not stop, and the emancipation of the banking system will continue. By 2008 three of the five biggest banks in the world were already Chinese. The CEO of ICBC, Jiang Jianqing, sees the future of his bank in Internet banking and electronic money transfers and believes that e-banking will become one of the strongest forces driving future growth.

In the first decade of the twenty-first century one of the main goals of the Chinese government has been to connect China more strongly with Africa. In 2007 ICBC bought 20 percent of Standard Bank, the biggest bank in Africa. At the time, this was China’s largest foreign investment. Many of China’s investors are interested in Africa, and Africa could certainly benefit from their investments. China’s practice of making improvements in infrastructure as a trade for access to natural resources is one contribution, and in the long run the Chinese social-economic model itself may help pull millions of Africans out of the mud. Many African leaders are aware that only thirty years ago, China was as poor as Malawi. If Africa could achieve even half of China’s economic success, the continent would be transformed.

A Smart Strategy

China’s SOEs have had their problems. In China’s centrally planned economy, their assets had lain idle. They were buried in bookkeeping; no one took responsibility for them and no one cared. But the new market mechanisms changed the picture. Goods produced with no market demand would have to be accounted for as bad assets and written off right away, causing a huge drop in viability. Such a restructuring process is very painful and costly, but the Chinese leadership had a smart, creative solution: the Chinese government would “invite” global players to help handle nonperforming assets.

In other words, the government shifted a great amount of the debt into state-run asset management firms and engaged western banks as waste deposits. Those bad assets are largely coming out from so-called market transformation cost. Ironically, ten years later, the subprime crisis developed in the United States because of similar bad assets. By 2000 China had already cleaned up its act in many areas, but there were still a tremendous number of nonperforming assets. Once more, China enterprise showed cleverness in overcoming this hurdle.

At the end of November 2001, a foreign investment consortium under the leadership of Morgan Stanley was allowed to buy a package of bad assets against shares in Chinese companies, $100 million in debt, with a paper value of $1.2 billion. In 2003, Deutsche Bank bought such a package with a value of about $400 million.

This continuous process of emancipating minds and allowing entrepreneurial talent to take incremental steps strengthened the private sector and transformed some SOEs into successful private businesses. From the beginning of the reforms in the late 1970s, the position of private businesses went through two phases: first, from illegal to complementary; second, from complementary to integral to the socialist market economy. In March 1999 the new approach and the new role of private businesses were put into China’s constitution. In the following June the China Security Regulatory Commission, which governs the country’s stock markets, cleared the way for private enterprises to list B shares dominated by foreign currency.

In the first steps of China’s IPOs, listing a private company was like walking through freshly poured concrete. In the case of Clever Software Group, which was based in Beijing and went public in 1999, the concrete shoe involved taking the controlling stake in Heilongjiang’s Acheng and Steel Company. This company was located in the heart of China’s so-called rust belt in the northeastern region, which was populated by moribund SEOs. The “acquisition” gave Clever Software Group access to investors’ funds, and also made it easier to secure financing from state banks. “We landed ourselves in a completely different industry,” said an executive. Clever Software’s frustration was not unique; according to estimates, between 1997 and 1998 twenty-two private enterprises had to acquire “backdoor listings” by taking controlling stakes in listed state companies.

Mergers & Acquisitions

This was the environment in 1997, when our colleague Wang Wei established his new company, China M&A Management, a boutique advisory firm. His story is typical of people in his generation, who used the reforms and opening up to make the most of their brains and talents.

After Wang Wei finished his studies at Northeast University of Finance and Economics in Dalian in 1985, he earned an MBA from the graduate school run by the central bank and got an assignment as an economist in the Bank of China. He was young, talented, and promising, and it took only four months until he had a chance to prove his worth. He was sent to Tokyo, where he worked for six months in bond trading in Nomura Securities. He also took the American Graduate Record Examination, which evaluates verbal reasoning, quantitative reasoning, critical thinking, and analytical writing. This led to invitations to enroll at five American universities. But the Bank of China did not allow him to leave and urged him to stay on for another year, until 1987. That year he left China to go to the United States.

“When I arrived in New York,” he told us, “all I had in my pocket was $20. I got a job as a research assistant with $600 monthly salary and worked periodically with Chemical Bank. This provided me with a modest living so that I could stay in New York for a year. Then Robert Visek, vice president in charge of the country risk analysis department, became my mentor. He had visited the Bank of China and knew that I had published a book, Country Risk Analysis, in 1987. I got an internship in the World Bank in Washington in summer 1988, so my wife, Wang Jay, could come to the States as well.”

Twenty years later, after Wei had told him about this book, Robert Visek, looking back, said that Wang Wei’s initial chances for success were very low and that even the strongest optimists could not have foreseen how impressive China’s progress would be.

 

With Visek’s encouragement Wang Wei continued his studies, earned a PhD in economics, and got a job offer from Goldman Sachs. One of Wei’s friends in those days, Er-Fei Liu, whom he helped at the time, today is chairman of Merrill Lynch Asia. During all his years of study, Wang Wei had never gone back to China. Finally, in spring 1992, he decided to take a trip home before he starting his new job. “I spent three weeks in Beijing, Shenzhen, and Hainan and found myself in the epicenters of the emerging China. Everyone was excited, energized, and creative; everyone wanted to do business in almost every field. During my stay I had a chance to have conversations with the governor of the central bank. Not surprisingly, he talked about how much China needed a total reform and said that the financial fields would be in the center. If I could return, I would be the first PhD recipient to return from the United States after the 1989 event. At that moment my fate was clear. In America I could make a career, but in China I could make a real difference.”

From Slaughtering Cattle to Cash Cows

Like many of China’s bright people, Wei returned to China with no smaller wish than “to make history.” As the executive vice president of China Southern Securities between 1992 and 1996, he gained more experience and conducted IPOs for more than thirty Chinese companies, all of them state-owned. And he gained the insight that “the state-owned sector was rotten to the root and most deals became rubbish shares.”

This was the right time, and it implied a challenging goal, so in 1997 he started his company, China M&A Management. “I realized that the private sector was the future. I wanted to privatize China through mergers and acquisitions,” he said in an interview with Asiaweek in 2000. His goal—transforming lame state ventures into champions of the new market—can be taken as a metaphor for change in China: “What I do is to change state companies into shareholding companies. I don’t necessarily change the ownership, but I change the way they operate.”

In the bigger picture, just like a well-run enterprise, China keeps changing the way it operates. It shook off obsolete structures and tried out new business and management models. And it “shook off the doctrines that bound its spirits.” It transformed itself from a poor, backward enterprise into a flourishing enterprise, the third biggest of its kind in the world. And there is no sign that China is anywhere near the end of its transformation.

Feelings toward and opinions about China are perhaps more diverse and diametrical than those about any other country in the world. Although everyone is aware of China and its growing importance, many opinions continue to be based on prejudice and ignorance. Honest confrontation is necessary in several matters, but we don’t feel entitled to lecture a leadership that has led millions out of poverty, has the support of the vast majority of its people, and is well aware of what needs to be done to continue the transition. In keeping silent silence about the dark days of the past, China is not alone. It took Europe several decades to digest World War II and discuss this war openly. China will discuss its own past when it is ready to do so.

 

At the beginning of this chapter we wrote that thirty years ago China was a hungry country. Thirty years after the beginning of the “emancipation of the mind,” China is still a hungry country. But today China’s hunger is for sustaining economic success, for further social advancement, and for a stronger voice in the global community.

Achievement as Legitimation

China’s land area is only one-third arable and two-thirds mountains and deserts. The country suffers from a lack of water, and what water it has is is unequally distributed. It has fifty-five national minorities and roughly 2,000 local dialects. It has a high level of urbanization, which is predicted to reach 65 percent by the middle of the twenty-first century; but today 43 percent of the workers are still in agriculture, contributing only 11 percent to China’s GDP. China is becoming an aging society: the total population over age sixty will reach 300 million in just fifteen years.

How can such a country be united? Who can manage 1.3 billion people and achieve an overall goal of modest wealth?

China’s leadership was never elected in the western democratic way; rather, it drew its legitimacy from results. China’s leadership is strongly driven by context. The leaders believe in the power of the right process, adapt well to change, process information through interaction, align themselves through engagement, and implement their ideas through the people.

And one of the first things Deng, the father of China’s reinvention, made clear was that only emancipated people could contribute to the process.


Who Decides?

“Emancipate” derives from the Latin emancipare, which referred to releasing a son or a slave out of mancipium, or being under someone’s rule, into freedom. Emancipation implies freedom to have an opinion, to make decisions, and to choose between several options without coercion.

Of course it often happens that one person’s free choice is diametrically opposed to someone else’s. A certain choice might be good in your eyes and bad in our eyes or vice versa. Who decides? The Chinese believe that we should decide for ourselves and they should decide for themselves.

But this is not how most people in the West look at China. Westerners tend to argue for a universal morality and for converting others to this standard. Where does westerners’ need to lecture come from? Sociologists tell us that cultures can have two different views of “the truth.” Some cultures, called universalistic, believe that certain “truths” or values are self-evident and are part of the basic human condition. The West is one of these cultures. Other cultures are what is called “particularistic”: they believe that what is right for me is right for me and what is right for you is right for you. In other words, the members of each particular society determine what is best for them on the basis of their own needs.

Most individualistic countries tend to be universalistic and most group-oriented societies tend to be particularistic. The United States as the flag carrier of individual freedom in the world, and Europe as flag carrier for humanism, therefore feel the responsibility to admonish those countries and societies that do not live up to the universal values by which all individuals should abide. However, if you are from a group-oriented society, where loyalty is first to the group and then to the individual, you of course would believe that your way is the right way for you and that others should stay out of your affairs—especially in times of crisis.

For some time China acted no differently from an enterprise in crisis. When a company is run-down and on the brink of collapse, it cannot afford to vote on how to get out of the mess. Decisions have to be made quickly, and with the long term in view. Survival of the company has to take priority over individuals’ interests and benefits. Those who would prefer to fight against the company’s culture and goals would have to choose: leave or adjust. Only over time, as the enterprise stabilizes and reestablishes itself, would collaborators enjoy more freedom and choice. But all emancipation stops when the survival of enterprise is endangered. As we have seen since September 11, freedom can be curtailed even in the United States.

The Call of the West

China has a long way to go in several regards, including human rights, judicial and environmental responsibility, and freedom of speech. But possible threats come from the economic side. How can the leadership weather the economic and financial crisis? Can it keep up growth and hold down unemployment? Can it fight corruption up and down the hierarchical chain? Enterprises are judged not against other enterprises by evaluating company cultures, management style, and leadership skills, but by their own economic performance.

Elizabeth J. Perry, professor of government and director of the F-Yenching Institute, in a speech at Harvard University, said, “We have a limited understanding of what keeps the current Chinese state structure together and what allows the political system to act as effectively as it does.” China is creating its own new society, its own political system. It started its march by borrowing from Marxism-Leninism, but soon adapted those doctrines to its own ideas and needs. It picked up parts of capitalism as useful tools to reach economic goals, but did not let go of its political base.

China is like a biracial child that, after it has undergone a significant emancipation process, starts to disconnect from its parents—communism and capitalism—using the strength it gained from both sides to start walking on its own feet.

President Hu Jintao called the emancipation of the mind “a magic instrument for developing socialism with Chinese characteristics,” and assured his people that China would stay on this path. “We must continue to emancipate our minds,” he said, “seek truth from facts, keep up with the times, make bold changes and innovations, stay away from rigidity or stagnation, fear no risks, never be confused by any interference.” The calls of the West for democratic capitalism fade away, leaving no echo.

Hu Jintao’s China

Even if the Chinese rhetoric sounds a little stiff to western ears, the content is clear. To continue emancipating minds is a further loosening of control, seeking the truth from facts rather than embellishing reality, holding on to reforms, and—something seldom heard from western politicians—fearing no risk.

Although Mao is still honored for his role in reestablishing China, the mistake of the Cultural Revolution is no longer denied. In his report to the Seventeenth Party Congress in October 2008, President Hu looked back to the beginning and reviewed the run-up to the emancipation of minds. He listed three main advances that Deng Xiaoping and his supporters had made following the “precarious situation left by the Cultural Revolution (1966–1976)”:


	1. A “scientific appraisal” of Mao Zedong’s thought thoroughly repudiated the erroneous theory and practice of class struggle.

	2. Deng persisted in the “emancipation the mind and seeking truth from facts.”

	3. A historic political decision was made to “shift the focus of the work of the Party and the state to economic development and introducing reforms and opening up.”


China is still catching up with the western world. As an editorial in the China Daily put it in 2007: “We will have to press ahead on that road if we want to achieve more. It is important to keep in mind that the past 30 years were not only about the economy. It was the emancipation of the mind that made all the achievements possible. While we appreciate the good looking numbers today, let us not lose the determination to blaze new trails.”

Walking New Trails

China’s media are also increasingly walking along new trails. The more emancipated minds are, the less they accept paternalism and censorship, even if these are self-imposed. Although the media are still in government hands, an opening up, a much greater diversity, a more critical view, and more reporting about what is going on in the country can be observed. We noticed the difference, compared with the past, during John’s book tour for Mind Set! in autumn 2006.

During some previous visits to China, John would occasionally be interviewed by an official party newspaper, such as People’s Daily, usually by an old warhorse of a reporter, and it was all pretty boring. Even when his publisher at the time, Foreign Language Press, was pushing Megatrends Asia in the early 1990s, nothing became very exciting. However, during the book tour for Mind Set! in 2006 his publisher, Citic Press, arranged dozens of interviews. In both Beijing and Shanghai, there were six to ten interviews a day for a week. And almost all the interviewers were in their twenties. The number of periodicals had multiplied dramatically, many of the interviewers were bilingual, many of them were women, and—most important—the interviewers had things they really were allowed to write about.

For the leadership, achieving total freedom of speech and press is a balancing act between top-down and bottom-up (we write more about this in Pillar 2). And it is also a question of perspective. Where does protection end and where does repression begin? Again, the Chinese understanding of protection and control differs from that of the West. A movie by Michael Moore about a Chinese president would cross the line, going beyond what is tolerated. The consideration of mianzi—saving or losing face—is deeply ingrained in the Chinese soul and is a key to both censorship and self-censorship. There are things you just don’t write about in China.

“The biggest potential threat to the Party comes from the educated urban middle class,” wrote Geoff Dyer in his article “Stirring in the Suburbs” in the Financial Times on July 21, 2008. “If company executives, lawyers and university professors start challenging the political status quo, the Party’s hold will become much less secure.”

Correct. But the party knows this. After all, the policies of the Communist Party of China (CPC) created the environment that supports entrepreneurship, and the party was thus an agent in the development of a middle class. “To stop reforms and opening up will only lead to a blind alley,” said Hu Jintao at the Seventeenth Party Congress. “In accordance with the overall landscape of China’s socialist cause with Chinese characteristics, we shall push forward the economic, political, cultural, and social constructions.”

A More Human Touch in Politics

The enterprise of China is no longer run the old-fashioned, dictatorial way. The CEO, board members, and management are not untouchable; nor is each word out of their mouths a law. The picture in the West is that there are the Chinese people and there is China’s Communist Party leadership. What is forgotten is that the leaders are Chinese, too—human beings of flesh and blood, who sometimes, just like westerners, love wine and hate sea cucumbers.

There is an opening up also in the style of communication between politicians and citizens, including visiting foreigners. In 2000, when we started traveling in China together, meetings with higher-ranking Chinese officials still followed a certain protocol. These meetings would take place in a huge reception room with big armchairs lined up along the walls. The principals would be seated at the head of the room; the rest of the group would be seated along the sides, in hierarchical order. All the principals wore small, colorful bouquets of flowers on their chests. Then, in a more or less stiff atmosphere, the conversation would begin.

In 2007, Wang Wei introduced us to one of the people with a great share in Tianjin’s transition to a global financial city: Cui Jin Du, its deputy mayor, who matches the picture of an engaged western businessman much more than the stereotype of a stiff Chinese bureaucrat. From the first moment, we felt very comfortable in his company. We got to know him not in an official meeting room, but in a traditional restaurant, famous for its special Chinese dumplings.

We learned that Mayor Cui, like Wang Wei, was one of the first young men to pass the difficult national exam in 1978 and become a college student. Four years later, with a degree in finance in his pocket, Cui entered the government as a junior staff member. After climbing up the government bureaucracy step-by-step, he was finally promoted to chief financial controller of Tianjin and became deputy mayor in 2002. Cui Jin Du is an eyewitness to and a pioneer in Tianjin’s rapid growth during the past thirty years. He also is a good example of how the emancipation of minds released the talents and energy of a whole generation and allowed its members to grow. Reforms and opening up created the environment, but the skills, passion, and hard work of people like Cui Jin Du are turning a heavily industrial, polluted city of 12 million people into a global financial center.

What especially impressed Wang Wei and his colleagues about Mayor Cui was that he began using the Internet long ago and loves to communicate on the Web. Considering his working hours, that seems very reasonable to us. During two years of preparations for Tianjin’s first International Private Equity Forum, which was attended by more than 5,000 CEOs and became an annual event, Cui would send most of his e-mails to Wang Wei, who organized the event, between ten P.M. and three A.M.

 

Not only is China changing on the surface; it faces change at all social levels and in all political hierarchies. After the earthquake in Szechuan, Premier Wen Jiabao became China’s grandfather figure, loved because of his emphasis on and commitment to the people. Evidently, not only Barack Obama has discovered that the Internet is a handy public relations tool. Premier Wen Jiabao had a public Web chat in February 2009, and since then, communicating on the Web has become a new preference for some of China’s high-ranking officials.

Shaping an Authentic China

Besides providing the freedom to have opinions, make decisions, and choose between several options without coercion, emancipation is also a necessary condition for authenticity.

Authenticity means that someone’s acts are not driven by external influences; rather they originate in the person’s own self. We can borrow from the art world and note that almost all painters start by copying. Painting reality, moving into abstraction, and even developing their own strokes will start with looking at what someone else does better, someone to learn from.

Ironically, much of the political and economic value system of the People’s Republic has to be considered western in origin. Neither Marx nor Lenin was Chinese. And the market economy certainly did not grow on Chinese soil. But throughout its history, China has successfully implemented acquisitions from other nations: Buddhism, Marxism-Leninism, communism, capitalism, the market economy, western management theories, and western technologies. “Learn controlling from the Japanese, boldness from the Koreans, accuracy from the Germans, marketing strategies from the Americans,” says the CEO of Chery, Yin Tongyao. It seems that an aspect of Chinese talent is to form a whole out of seemingly incompatible parts.

But the time will soon come when not the best copied but the most authentic Chinese product, service, and perhaps even way of thinking will be appreciated most. Authenticity and talent still need foreign confirmation if they are to be accepted in China. The filmmaker Chen Kaige, who was one of the students and graduates of Beijing’s movie academy after it opened its doors again, was not fully established in his home country until he received awards from the western film industry.

Emancipating the mind also means creating your own role models—for art, entrepreneurism, science, or any other field. Instead of turning to the West, the Chinese are increasingly looking inward for inspiration. China is gaining self-confidence, and self-confidence will encourage creativity. In the end, creativity will lead to a shaking off China’s dependence on the opinions of, and on confirmation by, the western world.

The CEO of a healthy, profitable company is not very vulnerable. Results dampen criticism. The more the new Chinese system evolves, and the stronger its outlines become, the less vulnerable the political leadership will feel. But if we take into account how big a transformation the huge political “apparatus” of China has undergone, and how the emancipation of the party proceeds, we would have to be optimistic about the future.

The Wondrous Metamorphosis

The world-famous classical pianist Lang Lang says that because of all his touring, he doesn’t often get back to his hometown, Beijing; but it is his favorite place to be. That has not always been the case. When he was a kid, he says, “It was a closed society then, with suspicions of everything from the West, but this has totally changed. It’s as though its mind has been opened.”

Not only have China’s minds been opened, but in a joint effort between the leadership and the people, the old-fashioned dictatorially run enterprise of China has become a modern twenty-first-century endeavor. Hierarchies have flattened; decision making has been delegated to all levels, increasingly drawing the people into in the continuing process of modernization. China’s emancipation of minds started with a change in the mind-set of its leaders and gradually led to a transformation of the society.


When China moved from centuries of dynastic rule, it embarked on a primitive political process. Mao early on turned to the West and borrowed a political system that, as history showed, would never mature in China. Ideology became more important than people. To use a metaphor from nature, the system got stuck at the stage of a cocoon; it never changed, but held China in its grip for more than thirty years. In the political spring under Deng Xiaoping, the metamorphosis began. A Chinese proverb says that what for a caterpillar is the end of life, for a wise man is a butterfly.

Sometimes it’s hard to say good-bye. And many times it takes courage to say good-bye. But there is no beginning without a good-bye.

When will the time come for China to make the bold step toward full political emancipation, shed the cocoon, and let the butterfly fly?

In 1978 China’s Communist Party unsealed the rigid grip of the cocoon, which for decades had shut off the outside world. The miraculous metamorphosis began. But why is China still hiding behind the picture of the caterpillar when the picture of a butterfly is not only much more attractive but also more accurate? Why does it keep the communist caterpillar, if there is a Chinese butterfly? Why is China’s Communist Party still called the Communist Party? How communist is the butterfly?

 

“Communism” comes from the Latin word communis—together. The concept of a commune working together fits well with China as a group-focused society. But communism has been defined in two ways.

According to one definition, communism is “a socioeconomic structure and political ideology that promotes the establishment of an egalitarian, classless, stateless society, based on common ownership and control of the means of production and property in general.” Most of the world is familiar with this concept.

But there is a second type sometimes called “pure communism,” which refers to a classless, stateless, oppression-free society where decisions on what to produce and what policies to pursue are made democratically, allowing every member of society to participate in the decision-making process in the political and economic spheres of life.


Let the Butterfly Fly

China’s Communist Party under Mao chose to follow the first definition. China established a classless society rigidly held under the carapace. But like the caterpillar in nature, the Chinese matured. Unlike their comrades in the Soviet Union, they decided that this carapace was too tight and not practical to develop the country and satisfy the needs of the people. The inflexible Soviet Union broke up not because its Communist Party changed course or name, but because the system could not meet the demands of the people.

The Chinese leadership was too smart and too realistic to be reined in by an outdated ideology, when “seeking the truth from facts” showed that it did not work. As Deng claimed, human insights should be based on practical experience: if a theory does not work, drop it.

But China’s leadership hesitates to admit that it has stepped out of its ideological father’s footsteps and is now walking on its own, leaving obstructive communist ideas behind, and selecting what works for China and what does not. The leadership of China’s Communist Party is supported by the people not because it calls itself communist, but for what it has achieved. China has ventured out and succeeded, despite all teething troubles and despite all condemnation by the West. It has brought great progress to its country and its people. If it continues the chosen path and matures its own system as we describe it in Pillar 2, China is on the way toward creating an alternative to the democracy of the West. China is called not the People’s Communist Republic of China but the People’s Republic of China. China’s party has much stronger ties to the people than to communism; it is much more a people’s party than a communist party.

China’s goal is an oppression-free society where decisions are made in a top-down, bottom-up process that allows all members of society to participate in the decision making in the political, economic, and cultural spheres of life. China is picking the raisins out of the communist cake.

The last steps toward full political emancipation will be to let the butterfly fly and to call it what it is: a butterfly.









“Cut off the shackles that bind your spirit,” was Deng’s call to the people of China. China has liberated the minds of the people, and it has developed self-confidence—without which there is no self-criticism. Much of the criticism is done publicly; more delicate matters are still dealt with behind closed doors. But the commitment to operate “in the sunshine” has been made. China’s leaders are not perfect, but they are not blind.

Emancipation of the mind has loosened control and given more freedom to the individual. Emancipation of the mind has gone down the social ladder to the lowest-ranking groups, upgrading their self-image, allowing them to see the value of their contributions to the whole, encouraging them to claim their role in society. The direction of China’s future is set. Emancipation will continue on all levels.

In our process of analyzing what is really going on in China, the pillars we describe in this book slowly appeared. The 8 Pillars are the support structures for China’s reforms, and all follow from Pillar 1, emancipation of the mind. Without the liberation of the people to make individual contributions to the whole, the structures would have collapsed. Only the people can do it. From artists to entrepreneurs, people have been freed to think and act for themselves, to determine their own steps toward the modernization of China. Indoctrination is built on fear; emancipation is built trust. The leaders of China continue to press on with the emancipation process of the new system so that they and the people can contribute to China’s future.

Emancipation of the mind was China’s springtime, when blossoms started to bloom. Summer will see the fruits ripen, and in autumn the harvest begins.
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