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Introduction
Over the past twenty years, China has enjoyed rapid economic growth, and some forecasters predict an even brighter future.  Thus many investors and businesspeople are interested in learning how to do business there. To understand China, and to have a chance to successfully transacting business there, one must understand its rich culture, its long history, and its traditions. 
The soldier, taking different forms over time, is a metaphor that best captures the essence of China.  The origin of the metaphor starts with the Terracotta Soldier, created by the first Emperor Qin to forever guard him and the nation he unified. Qin’s empire was inspired by philosophers, and after the fall of his dynasty, a new form of soldier, the Mandarin, a philosopher-bureaucrat, stood guard protecting China’s imperial structure, traditions, and institutions for the next two thousand years.  Following dynastic rule, and under communism, revolutionary solders like Lei Feng were held as the true protectors of China. Now, in the era of economic reform, where leaders declare that “to get rich is glorious,” the Chinese businessperson is seen as the national soldier who fights for the glory and stability of China on the world’s economic battlefields.
The Chinese Philosophies.  
China’s culture is not dominated by one religion, rather, it is influenced by a number of systems that, while having some religious elements, are better seen as philosophies.  These philosophies predated the country of China and helped shape China’s development and structure as a country and nation. Though these philosophies were officially rebuked by the Communists, each nevertheless has a strong ongoing influence on the culture, and even Communism itself can be seen as an outgrowth of these philosophies.  
Confucianism  
Confucius (551 – 479 B.C.) was famous for his expertise in matters of culture, ceremonies and rites. Confucius looked towards traditional ideals to establish and maintain order in society.  Confucius felt that social chaos, and conflict endangered the security of daily life. In his dreams for a better society, Confucius called for the establishment of titles (zheng ming) and a newly built social hierarchy in which all would have fixed positions and clear duties in relation to one’s neighbors, relatives, superiors and subordinates. The right names had social, spiritual, and ritual meaning. According to everybody's rank, man had to use a certain etiquette (li), a term originally meaning "ritual offering," and man had to be righteous (yi), behaving with all moral qualities in every concrete situation. The most superior person, the ruler, had not only to exhibit ritual etiquette for his ancestors, but he had to apply this in government, like a father had to show benevolence to an obedient son. Obedience by the people is answered by imperial generosity, and the ruler was expected to be a shining example for all.  This notion of “social order” and conforming to doing things the “right” way, even if the definition of the “right” way changes over time, has remained the dominant way of thinking in Chinese culture.

Confucius advocated putting “righteousness” before profits. The Chinese interpretation of this belief was the gradual elimination of the profit motive
. Over the years, Confucianism helped create a mentality that regarded profit-making as dishonorable or even a sin.  As a result, in the Confucian social
 hierarchy, intellectuals ranked highest, followed by farmers and craftsmen, and merchants were lowest. 
Taoism  
The Taoist philosophy can best be summarized in a quote from its founder: 

To pursue learning, learn more day by day; 

To pursue the Way, unlearn it day by day: 

Unlearn and then unlearn again 

Until there is nothing to pursue; 

No end pursued, no end ungained. 


Lao Tzu, (c. 600 B.C.) the founder of Taoism, is attributed with the writing of the "Tao-Te Ching," (tao-meaning the way of all life, te-meaning the fit use of life by men, and ching-meaning text or classic). Lao Tzu taught that all straining and striving are not only vain, but counterproductive. He believed that man should endeavor to do nothing (wu-wei). By “do nothing,” he meant to discern and follow the natural forces and to follow and shape the flow of events and not to pit oneself against the natural order of things. He believed that simplicity was the key to truth and freedom.   On the one hand, the Taoists rejected the Confucian attempts to regulate life and society and counseled instead to turn towards a solitary contemplation of nature. On the other hand, they believed that by doing so one could ultimately harness the powers of the universe. By 'doing nothing' one could 'accomplish everything.’
What is of all things most yielding 



Can overcome that which is most hard 



Being substance less, it can enter in even where there is no crevice.



That is how I know the value of action which is actionless.



But that there can be teaching without words



Value in action which is actionless



That the yielding conquers the resistant



And the soft conquers the hard is a fact known by all



But utilized by none.







             LAO-TZU

Lao Tzu believed that human life, like everything else in the universe, is constantly influenced by outside forces. He believed that simplicity was the key to truth and freedom.  Lao Tzu’s praise of passivity and quiet may have also paved the way for tyranny, however.  Consider this passage offering advice to government leaders:



When the sage governs,

He clears people’s minds, 

Fills their bellies,

Weakens their ambition and

Strengthens their bones.

If the people are kept without cleverness and desire

It will make the intellectuals not dare to meddle.

Acting without contrivance, there is no lack of manageability.
In addition, the Taoist ideas of Yin and Yang, opposing forces of light and darkness, male and female, can be seen as paving the way for the acceptance of Marxism’s theory of the dialectic process.

Buddhism  
Whereas Confucianism is greatly concerned with social relations, conduct, and human society, Taoism is mystical in character, influenced by nature, and advises the individual. Buddhism, on the other hand, is frowned upon by Confucians, because they feel that Buddhism is an egalitarian religion and does not observe the so-called “proper relation between senior and junior persons,” and is perceived by many in China as destroying the social order.
 Buddhists believe that order is achieved by finding one’s true self in the spiritual world. Just as the terracotta soldiers were all uniquely created, no two looking exactly alike, Buddhism, in essence, teaches that each person must find his own path, at his own speed, and in his own place.  In doing so, people are urged to cease being selfish and to move on the path towards enlightenment.  

Legalism  
Though Confucian and Taoist thought preceded the First emperor Qin, he was most influenced by Legalism, derived from these philosophies. The Legalist tradition derives from the principle that the best way to control human behavior is through written law rather than through ritual, custom or ethics.  Legalism borrowed the Confucian ideal of hierarchy, and the Taoist ideal of an ordered and passive populace, in advocating a totalitarian state. The Legalist theory suggested that a state under a strong central leader, whose people were kept meek and submissive, could conquer a mighty empire. Laws were designed to maintain the stability of the state from the people, who are innately selfish and ignorant. Legalism explicitly advised the emperor on “Weakening the People.” Legalism held that there is no such thing as objective goodness or virtue; it is power and obedience that is of paramount importance.
  


While Chinese philosophies have their distinct differences, each plays a role in shaping Chinese culture. Concepts shared by Confucianism, Taoism, and Buddhism, are a search for harmony (with people, nature, or the universe, respectively), and a negative attitude towards the self, profit, and individual desires.  Confucianism tends to create a binding group culture, while Taoism and Buddhism tend to be used as escape mechanisms or as an excuse for bypassing Confucian codes.  Legalism, on the other hand, has had a strong influence on China’s political structure, institutions, and leaders.

Emperor Qin Huang-Ti and the Terracotta Soldiers

Emperor Qin Shih Huang Ti, by conquering six other kingdoms, created the first unified China in 221 BC, and named his dynasty the Qin dynasty.  Qin's harsh rule, inspired by the Legalist philosophers, provoked much opposition. He had scholars rounded up and killed or sent into exile and confiscated and burned books. In the last years of his life, Qin became paranoid and obsessed with obtaining immortality. The Qin empire did not last long, but it left three enduring legacies: the name China, the idea and structure of the empire, and the Terracotta Soldiers. 

The viciousness with which the first Emperor Qin employed Legalist ideas in a totalitarian state quickly discredited it as a popular philosophy, and many of its advocates were murdered at the end of the first emperor’s reign.  In spite of this, Legalism left its heritage in the form of a strongly centralized, despotic political system that would define Chinese government up to the present day. When Mao Zedong launched a campaign against his political opponents, he identified himself with the first Qin emperor.

Over 2100 years ago, Emperor Qin was laid to rest in a magnificent tomb surrounded by a terracotta army sculpted during his reign. The Emperor ordered the construction of life-size terracotta soldiers, horses, and chariots for his mausoleum so that he could continue to conquer in the afterworld and maintain his immortality.  It took thirty-six years to build with the effort of 700,000 construction workers. Made of a hard, baked clay, there are six thousand figures of life-size warriors and horses arranged in rectangular battle formation. All of the soldiers are about 1.8 meters tall and wear helmets, weapons, and armor. 

The Terracotta soldiers, guarding Emperor Qin for over two thousand years, represent a metaphor for China.  Qin, as Emperor, was China, and the terracotta solders collectively were China’s protectors.  The individual terracotta soldiers, if looked upon from a distance, are hard to differentiate, but if you look closely, you see they are individuals related to one another hierarchically in terms of clothing (based on rank), pose (depending on weapon type) and facial features (showing differences in age and ethnicity).  But they are a collective, and their individual existences are derived from being a member of the group.  Just as the terracotta soldiers were created as if moving fluidly to protect the Emperor in the afterworld, so too do the Chinese people adapt to political and cultural change while working to collectively protect China’s interests.  

Dynastic Times

Following the Qin Dynasty, after a short civil war, a new dynasty, the Han (206 B.C.-A.D. 220), emerged. The new empire retained much of the Qin administrative structure but retreated a bit from centralized rule by establishing vassal principalities in some areas for the sake of political convenience. The Han rulers modified some of the harsher aspects of the previous dynasty. Confucian ideals of government, out of favor during the Qin period, were adopted as the creed of the Han Dynasty, as Confucian scholars gained prominent status as the core of the civil service.  This combination of Legalist structure modified by Confucianism set the pattern for future governance.  Riddled with the corruption characteristic of the dynastic cycle (initial success followed by growing bureaucracy, state spending, taxation, and corruption), by A.D. 220 the Han empire collapsed. The Han Dynasty’s appointed Confucian bureaucrat - scholars, called “Mandarins,” became the protectors of China’s order, unity, and stability throughout the next 2,000 years – they became in effect, China’s new, living terracotta soldiers. Dynasties would change, but the Mandarins remained, and the language they spoke eventually became the official language of all of China. 

The collapse of the Han dynasty was followed by nearly four centuries of rule by competing warlords, and then more examples of  the historical dynastic cycle. China was reunified in A.D. 589 by the Sui dynasty (A.D. 581-617), which quickly collapsed due to the government's tyrannical demands on the people, who bore the crushing burden of taxes and forced labor. The Tang dynasty (A.D. 618-907), is regarded by historians as a high point in Chinese civilization, yet in 960 a new power, the Song dynasty (960-1279) rose.  Next, the Mongol Kublai Khan established the first alien dynasty to rule all China:the Yuan (1279-1368). Rivalry among the Mongol imperial heirs, natural disasters, and numerous peasant uprisings led to the collapse of the Yuan dynasty. The Ming dynasty (1368-1644) was founded by a Han Chinese peasant and former Buddhist monk turned rebel army leader. In 1644 foreign invaders, the Manchus, took Beijing from the north and became masters of north China, establishing the last imperial dynasty, the Qing (1644-1911).

The Opium Wars

The Qing dynasty was very conservative and insular. While Europe and other areas of the world developed rapidly, with trade increasingly occupying the globe, the Emperor attempted to restrict external influences and interactions. The Chinese Emperor was wary of allowing foreigners to bring goods or ideas into China.  All foreign trade was restricted to one port city, Canton. Tea was China’s major export, and the British discovered that the Chinese were willing to buy opium in return. In 1839, after the Emperor prohibited trade in opium, the advanced British military declared war. Just as the Terracotta Soldiers stand motionless and inactive, China’s military was equally ineffective.  

Unprepared for war and grossly underestimating the capabilities of the enemy, the Chinese were disastrously defeated, leaving the image of imperial power tarnished beyond repair. The Treaty of Nanjing (1842) was the first of a series of agreements with the Western trading nations (later referred to by the Chinese as the "unequal treaties") that granted new concessions and added new privileges for the foreigners.
 As a result of these wars, the Chinese felt humiliated and became increasingly aware of and hostile to foreign power, an anger still nurtured today.  Despite this, the wars were a turning point in that they opened China to more trade and increased exposure to foreign ideas and the outside world.

The Transition to Civil Government

By the early twentieth century, the people were unhappy with the ruling Qing dynasty because it could not protect China from war and foreign occupation. Corruption was rampant, and regional warlords dominated over any central authority. The Qing dynasty fell in the Revolution of 1911, and the Nationalist Party of China, or the Kuomintang, established the Republic of China. 

The overthrow of the Qing dynasty was unlike any other change of power in Chinese history, for power did not shift to another Emperor but rather to the leaders of China’s first republic. Dr. Sun Yat-sen, a Western-educated medical doctor, became China’s first president. Major changes in thought occurred, and intellectuals began to challenge traditional Confucian philosophy, proposing a more progressive culture.  The works of writer Lu Xun were representative of this change (see Appendix.)  Despite goals of progress, Sun could not bring peace or prosperity to the new nation. Shortly after taking office, Sun resigned in an attempt to broker a peace with warlords. The gamble failed, and China entered an ongoing state of turmoil.

The Communist Revolution 

The Chinese Communist Party was originally a branch of the socialist-leaning Nationalist Party, but split into an opposition party in 1921. A civil war ensued between the Communists, led by Mao Zedong, and the Nationalists, led by Chiang Kai-shek. During World War II, Chiang’s failure to defeat the Japanese invaders, and China’s failing economy discredited his government. After World War II, the Communists defeated the Nationalists in 1949 and established the People’s Republic of China (PRC). At the time, the Communists had overwhelming popular support. Just as the Terracotta Soldiers were a collective family with Emperor Qin as the leader, the the Communists asked the lower classes to view themselves and the Chinese masses as one family, with Mao as the ultimate father. This demand of collective support and obedience to the government and its leader resonates in the following Chinese song from the period:

Nothing compares to the Party’s benevolence.

Chairman Mao is dearer than Father and Mother.

There’s nothing as good as socialism.

No ocean as deep as class feeling.

Mao Thought is revolution’s treasure trove.

Whoever opposes it we take as our enemy.

Mao sought to rapidly transform China to a Communist nation by redistributing the land, transferring private property to state ownership, and balancing out the differences between the richer cities and the poorer countryside.
 Mao held the upper hand in all decisions, as he was portrayed as the embodiment of the PRC to the people.  Mao also created a new and symbolic terracotta soldier for his revolutionary era, Lei Feng, the ideal revolutionary soldier: “His greatest desire in life was to be nothing more than "a revolutionary screw that never rusts". As the "little screw" he wanted to be, Lei Feng performed many deeds of self-sacrifice: he sent his meager savings to strangers; he served tea and food to fellow soldiers; he washed his buddies' feet after a long march; and he darned their socks. Lei Feng did not commit great deeds for which to be remembered, but taught the people to be happy with what they had, to obey the Party, and let Mao do their thinking for them.

We must have faith in the masses and we must have faith in the Party. These are two cardinal principles. If we doubt these principles, we shall accomplish nothing. – Mao, 1955

The Great Leap Forward

In the late 1950s, Mao launched the Great Leap Forward, a program designed to achieve rapid industrialization by organizing the entire Chinese economy into communes. This program was initially popular with the people and strengthened the Chinese feeling of collectivism. The cities and countryside were frenzied with activities such as melting farm tools in backyard furnaces to produce raw steel, killing sparrows to preserve crops, and farming by “Marxist” methods. Initially, agricultural and industrial production was reported to have increased, and Mao delighted in trumpeting the Leap’s accomplishments. But in the end, the Great Leap led to disaster, as its methods failed, yet results were inflated in an effort to satisfy Mao.  The disruption of the Great Leap Forward caused crop failures, famine and economic crisis in the early 1960s.  Historians estimate 30 to 40 million people starved to death during this period as a direct result of Mao’s policies.

The Cultural Revolution

Following the Great Leap, Mao unleashed the Cultural Revolution to return the country to the “Ya-an way”, an egalitarian existence of small-scale communes. Mao announced, “To rebel is justified,” and the country erupted with activity.
 Students rallied eagerly to his call, forming the Red Guards. The Red Guards, dressed in their paramilitary uniforms and carrying the “Little Red Book” of Chairman Mao’s sayings, unleashed terror on the country. 

Just as the Terracotta Soldiers were created to protect the Emperor’s tomb from outsiders, The Red Guards smashed Western products and classical works of art and burned books they deemed to be “counterrevolutionary”.  The United States was ridiculed as a “paper tiger,” and those deemed under the influence of Western thinking were punished as “running dogs of capitalism.”

Mao’s stature was raised to godlike heights. There was a manifestation of groupthink, and the people seized the opportunity to vent all grievances and jealousies. Humiliating public spectacles gave the Red Guards the chance to make their accusations against alleged counterrevolutionaries: students accused teachers, children denounced parents, the poor accused the rich, the uneducated accused the educated, and the country people accused the city dwellers.
 Even Mao recognized that chaos had engulfed China, and, in the end, the Cultural Revolution was a period of national shame that is still a delicate subject among the populace.  

The activist phase of the Cultural Revolution ended in 1969.  Subsequently, Mao became less involved in policy-making and more of a figurehead.  Deng Xiaoping rose to the forefront of the political party, and took power soon after Mao’s death in 1976.  While Mao’s Cultural Revolution was announced as “an appalling catastrophe,” it was declared that “although Mao made grave mistakes in his later years, his contributions to the Chinese revolution far outweigh his errors.”  Mao would be preserved forever as the “gaozu,” the first emperor of the Peoples’ Republic of China.  Just as the tyrannical emperor Qin was preserved in his underground tomb, with his terracotta soldiers standing guard for over 2100 years, the Chinese people still surround and view the preserved corpse of Chairman Mao in his Mausoleum.  Support of Mao lives on in China today, as his likeness is revered throughout the nation and seen in both the political arena and the marketplace.

Economic Reform 

The Third Plenum in 1978 under Deng was considered a major turning point in modern Chinese politics, due to the start of political, economic, social, and cultural reforms.  Economics became the focus, and relations with the Unites States developed. Under Deng and the reformist Premier Zhao Ziyang, an increased focus on economic and agricultural reforms enabled China’s economy to soar, along with individual expression.  Deng was seen as an advocate of pragmatism and famously said: “It doesn't matter if a cat is black or white, as long as it catches mice," and “To get rich is glorious.” Less positively, over the next ten years, inflation, crime, prostitution and corruption within the government accompanied the loosening of controls.  The student demonstrations at Tiananmen Square took place in 1989, protesting this by commemorating the death of reformist leader Hu Yaobang.  Hundreds of protesters were killed in the subsequent crackdown, and Deng placed Zhao Ziyang under house arrest, where he remains.  Thereafter, Deng followed a new strategy for maintaining the order of party rule: the economy would be increasingly open, people were welcomed to make as much money as possible, and in return, there would be absolutely no dissent or challenges allowed to Communist Party rule.  Economic growth combined with political repression were seen as the only way to preserve order. 
After Deng died in 1997, Jiang Zemin became the party leader.  Premier Zhu Rongji announced a plan to reform the SOEs (state-owned enterprises) or close them.  This plan calls for “ending the iron rice bowl of jobs and benefits for life,” a stark change from years of providing for the people, as the SOEs were seen as the backbone of the socialist system.  The Chinese people were forced to change their expectations of their government and leaders as providers.  It is a remarkable contrast from the days when Mao was more important than ones’ parents.  Many have joined the country's newest class: the "floating population" of an estimated 200 million peasants and laid-off factory workers seeking work in China's cities.

Currently, the Chinese society is in a transition phase as it deals with the shift from a planned economy to an open market. Foreigners tend to focus on China’s economic accomplishments and record-setting economic growth, while perhaps not fully appreciating the country’s many challenges. While foreign investors look at the country with greedy eyes in terms of its large population and potential commercial opportunities, the general population may see things differently.  For the first time, they are faced with the prospect of providing for themselves.

China’s economy and its transformation is worthy of a paper in its own right, so please see our appendix, “China’s Economic Transformation and Future Challenges.”

Implications of China’s Culture in Today’s Business.

Westerners preparing to deal with Chinese should prepare to deal with people that have a totally different history, and may have a totally different worldview and cultural values. For example, consider this contrasting cultural inventory of Western vs. Chinese patterns of thought:

Logical, objective truth vs. subjectivism and relativism  (“What’s true?” vs. “What do others think?”) 


Black and white vs. everything a blend of yin and yang

Individualist vs. collectivist

Egoistic vs. altruistic

Rights orientation vs. duty orientation


Rule of law vs. rule of man
From this, we identify a number of key cultural concepts that can affect business.

Respect for Hierarchy:.  The idea that authority and decisions of superiors should not be questioned has strong Confucian roots.  Mao Zedong's thoughts on discipline published in 1966 provide  valuable insight into structures which persist in Chinese organizations even to this day: "The individual is subordinate to the organization. The minority is subordinate to the majority. The lower level is subordinate to the higher level." This quotation, which underlies the way China was governed for over 2,000 years, indicates why Chinese society and companies are very hierarchically organized.  The terracotta soldiers each stand in their designated place and serve their leader. Western businesspeople must learn who is to be given proper status at the proper time when negotiating and interacting with Chinese groups.  Senior people should be matched to senior people, and junior to junior. Chinese titles do not always signify the same status they would in Western organizations, so businesspeople should inquire about rank before meeting with Chinese groups.  

Group Membership and Collectivism: The family (or company, or nation) is the source of identity and strength.  Trust and cooperation are reserved for these group members.  Chinese try to define themselves and all those they meet in terms of group memberships.  Conformity is seen as a positive.  “The nail that sticks up gets hammered down,” the Chinese teach their children.  They further instruct them that “the rock that stands out from the river bank gets worn away by the current.”  In case the child still hasn’t got the point, he will then be told that “the tallest tree is the first to meet the axe.”  This is, in short, a culture that places a high value on conformity.
 Western businesspeople will be expected to conform to local standards, and make active efforts to gain acceptance into various groups.  This group orientation is particularly important in SOEs.  In negotiations, it should be understood that many members of several groups will have to be consulted in order to gain approvals, and  making most decisions will be time-consuming.  In SOEs, even the most powerful leaders will not have the power to make important decisions unilaterally.

One manifestation of collectivism is the Chinese people’s strong nationalist feelings. Chinese still recite the injustices of the Opium Wars and are hostile to foreign powers, seeing them as untrustworthy outsiders.  The Chinese Communist Party is highly regarded for leading China to “stand up” against foreign powers. Thus, a foreigner’s criticisms of the Chinese government, or discussions regarding human rights, Tibet, or Taiwan, is an unthinkable affront to national pride and can immediately end his or her ability to do business with a Chinese counterparty, by placing him outside the group.

Foreign companies and leaders are classified into one of two groups:  as “friend of China” or  “enemy of China.” A “friend of China” means a friend of the Chinese government. Because government and economics, or politics and business, are not separate, the government will require that foreign companies take active steps to embrace the government’s view on certain things, give them “face,” and gain entry into the “group.”  Foreign business leaders are asked to lobby the U.S. government for things the Chinese government wants (e.g. Most Favored Nation status, World Trade Organization entry, no laws condemning China’s human rights record), and are expected to make affirmative statements about Chinese leadership (e.g. Westinghouse’s CEO writing a newspaper editorial downplaying China’s human rights problems, or Ted Turner going to China and celebrating the People’s Republic of China’s 50th anniversary with Jiang Zemin, stating “I’m a socialist at heart”
).  These demands may pose ethical dilemmas for some western businesspeople.

Guanxi (personal connections): This idea comes from Confucian/collectivist roots, combined with historical necessity.  People depend on connections to get things done, get around red tape, and gain access to state power.  The old saying, "It isn't what you know, it's who you know," is probably more applicable in China than anywhere else in the world. Given the nature of Chinese society and law over the dynastic ages, the foundation for virtually all behavior was personal relations, which in turn were based on familial relationship, sex, age, social class, and rank. Personal connections, guanxi in Chinese, are just as important in China today, if not more so, particularly in the business world, where it is necessary to deal with large numbers of bureaucrats and others who can delay, destroy, or otherwise affect a project to suit their purposes. It is therefore important that the foreign businessperson dealing  in China deliberately establish a network of personal connections, on as many official and private levels as possible, and thereafter carefully cultivate them. This means regular contact, meetings, meals, gifts, and special favors.  Food is an important aspect of Chinese culture.  There have been many starvations in Chinese history, and much rejoicing in food during times of plenty. Traditionally, Chinese said hello by asking “Have you eaten?” One will always be seen as an outsider if one does not eat and appreciate Chinese food with the group.  


Foreign businesspeople must not confuse initial Chinese hospitality and flattery with a real relationship, however. Just because a banquet went well does not mean a long-term relationship has been established. It takes effort to build real friendship or “guanxi” in China, as it does anywhere in the world.  Such guanxi is unlikely to build anything unsupported by strong business practices.

Face: A concept with Confucian roots, face, focuses on the perception of others.  It is a derivative of collectivism and group orientation.  A performance which makes a person look good in the eyes of others is “gaining face.” An incident which makes someone look bad in the eyes of others is “loosing face”.  Whether the person is actually in the right or wrong is irrelevant.  The very concepts of “right” or “wrong” are defined by the opinions of others. The Chinese are acutely sensitive to gaining and maintaining face in all aspects of social and business life. Face is a prized commodity which can be given, lost, taken away or earned. Causing someone to lose face could ruin business prospects or even invite recrimination. The easiest way to cause someone to lose face is to insult an individual or criticize them in front of others. Westerners can unintentionally offend Chinese by making fun of them in a good-natured way.  A person who has lost face tends to adopt a stony or blank impression
, like the face of a terracotta solder.

“Rule by man” rather than “Rule of law”: This idea developed during the imperial years under Confucian ideals. Laws and external structure are not as important as relationships for problem-solving Chinese and Westerners often approach a deal from opposite ends. To a Westerner, starting with a standard contract, altering it to fit the different circumstances, and signing the revised version, seems straightforward. Commercial law is ingrained in Western thinking. But traditionally, commercial law scarcely existed in China and certainly indicated bad faith. The early appearance of a draft legal contract was seen as inappropriate or, more likely, irrelevant, because it carried no sense of commitment. The business clauses might form a useful agenda, but obligations came from relationships, not pieces of paper. Returning home with a signed piece of paper is a symbol of progress, but nothing more. The Chinese may be signing a contract to humor their guests. To them, a completed contract may merely be the proof that both sides have grown close enough to develop a trusting relationship.

Corruption: China scored 3.5 out of 10 on the 2001 Corruption Perceptions Index by Transparency International, with 0 being worst, suggesting corruption  is a major problem. 

Consider this passage from Confucius’ Analects:

The Duke of Sheh informed Confucius, saying, "Among us here there

are those who may be styled upright in their conduct. If their

father have stolen a sheep, they will bear witness to the fact."

Confucius said, "Among us, in our part of the country, those who are

upright are different from this. The father conceals the misconduct of

the son, and the son conceals the misconduct of the father.

Uprightness is to be found in this."

This approach to business continues today.  A son of Premier Li Peng runs one of China’s largest utility companies, Huaneng Power International.  Investment banks routinely hire children of top Party leaders for their guanxi, a necessity since the government totally and arbitrarily controls which companies may be taken public.  This might be seen as nepotism, but not officially illegal.  But official corruption such as bribery looms as one of the biggest political and economic challenges that face China in the twenty-first century. Conservatively estimated at 13-16% of China's GDP, corruption is a huge economic loss and a "social pollution," contributing to problems such as environmental degradation, social and political instability, and decreased credibility of government officials. According to a survey conducted in recent years, Chinese people viewed corruption as the number one factor contributing toward social instability.
  China’s surge of corruption is not only a consequence of market reforms, but also of the system of order that preceded them. That system was built upon revolutionary ideology, a charismatic leader and Party-state dominance. What it lacked were several critical boundaries and distinctions that mark a civil society: between public and private domains; between individual and collective rights and interests; between politics and administration; among bureaucratic, authoritative, and patrimonial mechanisms of allocation; and between state and society themselves.


Western businesspeople may find it difficult to distinguish between what is and is not a corrupt practice.  While building “guanxi” with important government officials possessing regulatory powers may be important for success in China, it can be fraught with dangers.  Western companies should seek the advice of legal advisors familiar with both Chinese and Western standards of corrupt practices.


Contradiction and Change: Chinese often hold a number of contradictory ideas and do not expect or desire logical consistency.  Many Chinese hold Confucian beliefs, cherish Taoist ideas, pray to Buddha for help, or repeat Communist slogans, depending on the circumstances, despite the contradictions among these systems.  Similarly, Chinese may repeat Communist slogans, not because they believe them, but because that is what is expected of them, and then do the opposite in practice.  Just as political leaders attempt to preach both communism and market economics under the title of “Socialism with Chinese Characteristics”.  Businessmen, “capitalists,” are now accepted as members of the Chinese Communist Party, and are glad to join, considering that the state still controls most businesses, if not most of production. 

Western thought is dominated by logic and the rule of non-contradiction, whereas Chinese thinking is influenced by early philosophers, who reveled in contradiction and saw a paradoxical balance of opposites in all things “yin and yang”. (See appendix for an example of differences.) Where Westerners tend to look for clear alternatives (option A instead of option B), Easterners may examine ways to combine both option A and option B. This difference in approach may make a Westerner think that a Chinese negotiator is being illogical, evasive or devious, when he believes he is being quite straightforward.  

Traditional Hostility to Profit and Self-interest:  Confucius advocated putting “righteousness” above “profit,” and had a distinctly negative attitude towards self-interest and profits. Thus in the social ranking during the Han dynasty, merchants were listed last, with even their clothing and burials regulated
.  Taoism was similarly hostile to material gain.  All of China’s philosophical systems are united in opposition of self-interest. Thus the Communist Party’s initial invectives against capitalists fell upon receptive ears.  It is thus ironic that the Communist Party is now promoting the “to get rich is glorious” ethic of Deng.  Nevertheless China’s traditional hostility towards businessmen has left an impression on the business culture – after thousands of years of being told that businessmen got rich by being wicked, when told to now become businessmen, many assume the way to do so successfully is to behave wickedly.  This may help explain numerous business horror stories of theft, murder, fraud, and poisonous counterfeit food, drink, and medicinal products.  

In China, business ethics is often seen as an oxymoron, because Chinese philosophy has historically placed business outside and against its ethical systems. It is currently being said that “Throughout the history of China there has never been such a decline in moral standards as we are now witnessing.  The whole society seems to have been taken over by money worship, and putting profit before anything else.”
  Anecdotally, it is said that a wealthy prostitute is now respected more and granted higher social status than an honest but poor laborer.

It must be understood that China’s business culture is in transition.  Expectations of proper behavior may be totally different when dealing with older managers in bureaucratic, hierarchical SOEs, compared to dealing with younger managers in private companies.  In contrast to what would be expected from followers of China’s past culture, recent tests of MBA students in China have shown this new generation of businesspeople scores as more individualistic and profit-driven than their American peers
.  

Conclusion

China has gone through wrenching changes recently, moving from a Dynasty, to a Republic, to a Communist state, and now partially reformed into a country focused primarily on making money in global markets.  Throughout this period, China’s culture has bent, but has never broken with the past.  There are new leaders, but these leaders occupy the same location as the old Emperors and are influenced by the same philosophies.  The people still follow their leaders, as they have for thousands of years, but in a new manner appropriate for the age. This “New China’s” businessman can be seen as the modern terracotta soldier.  He is making profits for the pride and development of the nation, and earning face for China in the eyes of the world.  The economic growth he creates helps preserve the stability of the national economy, political system and its hierarchy.  To deal with China’s modern terracotta soldiers, one must understand them by understanding China’s history and the culture that created it.

Appendix 
China’s Economic Transformation and its Future Challenges

China’s progress during the economic reform era that began in 1978 has been one of the great economic success stories of the post-war era. China has become the world’s seventh largest economy and second largest recipient of foreign direct investment. Since reforms began, China has enjoyed the fastest average economic growth rate in the world. China’s economic performance has come as the result of declining state ownership and intervention in the economy, and an increasing role for markets in the economy. China joined the World Trade Organisation (WTO) in 2001, marking an important milestone along the reform path China has been following for more than twenty years.

Despite its impressive growth, most of China remains quite poor. GDP per head is only $860 per capita, or about $5,000 on a purchasing power basis.  Because the majority of the Chinese population are rural peasants outside of the urban centers, the addressable economic market for foreign companies are the 200mn to 300mn urban population.
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Two structural changes have driven much of China’s industrial development during the market reform period. The first is the shift from a wholly state-owned industrial sector at the beginning of the reform period toward one increasingly dominated by “non-state” enterprises, starting with TVEs (Township and Village Enterprises) and other collectively owned businesses, followed by foreign-funded enterprises, and more recently by private domestic enterprises. Enterprises either wholly owned or controlled by government entities now account for less than 30 per cent of industrial output, although they still employ nearly half of the urban workforce in the formal sector.
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Source: “China in the World Economy”, OECD, 2002, p132
The second structural change is the progressive opening of the Chinese economy to foreign trade

and investment. China’s average tariff rate has fallen from above 40 % in the early 1990s to 15 
% in 2001. Since 1979, China has received a cumulative total of approximately US$ 350 billion in foreign direct 
investment (FDI) and in recent years, foreign investment has averaged 4-5 % of GDP, and approximately 10% of total national investment. Foreign direct investment has been largely concentrated in coastal provinces, taking advantage of preferences established in the special economic zones (SEZ).
  
China rose from relative economic isolation in 1980 to a major global trader, with trade growing to 42% of China’s economy in 2000.
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Many Challenges Remain
The economic reform process remains incomplete, however. In the mid-1990s the Government was announced that the goal was to move towards a "socialist market economy", or “Socialism with Chinese Characteristics,” but the precise delineation of such an economy was left unclear. The "socialist" connotation remains important, as the "state sector" is officially considered to form the backbone of the economy. A mixed economy seems to be desired, in which ownership of the most assets remains vested in the state, but management can be devolved to the private sector.

According to The Economist magazine:
For all the optimism generated abroad by China's accession to the WTO, foreigners will continue to encounter many obstacles in trying to do business there. The central government may have good intentions, but a myriad local governments will fight tooth and nail to protect their vested interests. And should growth slow down significantly, WTO membership is sure to be blamed. Foreign investors, who so far have encountered surprisingly little nationalistic opposition in China, may then find the going tougher. The next few years in China will certainly be more turbulent. Economic disparities between regions and between town and country will grow wider, and the urban areas themselves will become more polarised. The booming cities of skyscrapers and glittering shopping malls that so impress foreign visitors to China will, over time, start to look more like cities in other developing countries as country dwellers move in. The shanty towns will spread. And as the market economy develops and the state sector decays, people will feel freer and bolder, while the party will become ever more corrupt. 

Unemployment:  In its annual report on social trends, the Chinese Academy of Social Sciences said that in the coming years China's unemployment rate could surge above 15% (compared with an official figure of 3.6% in urban areas), though unofficial estimates put it at 8-20%.  The inflow of foreign investment prompted by China's entry into the WTO would further widen the gap between rich and poor, thus “causing urban residents to become even more unsettled.”

Non-performing loans (NPLs) in China's state-owned banks officially amount to 25% of total outstanding loans. But this figure uses an old method of calculating NPLs, and Chinese officials say that if new criteria were used the figure would probably be around 30%. According to Nicholas Lardy of the Brookings Institution, an American think-tank, figures published in 1999 using both the old and the new criteria suggest that the real figure might be more like 50%.  This suggests that banks are serving government or social priorities rather than efficiently transmitting funding through the economy.

Government debt is becoming a concern, despite official statistics to the contrary. The government says its debt-to-GDP ratio is a very manageable 16%. In fact if hidden liabilities, including NPLs, pension commitments and bonds issued to capitalize the asset-management companies are taken into account, the debt-to-GDP ratio is more like 100%. “If you continue the current performance...the system is going to crash in seven to eight years. You are heading towards [a situation like] Russia in 1998 with a default on the domestic bond market,” says Mr Lardy.

Economic inequality is a growing social problem, as small pockets of city dwellers and provinces on the East coast have recently been gaining the vast majority of benefits from economic gains.  (See map, “Per Capita Sales by Province.”) This is primarily because changing government regulations have favored investments and businesses located there.  China’s wealthiest province is approximately 14 times wealthier than its poorest.  China’s approximate 250 million city dwellers are significantly wealthier than China’s rural citizens, who are officially restricted from becoming city residents.
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Regulatory Problems

Even China’s State Council (it’s top political leaders) has called attention to many “startling problems” in the market that are caused largely by ineffective regulatory regimes:

“Great attention must be paid to economic disorder in the market. For complicated economic, social, and ideological reasons, the economic situation in the markets of some sectors is still in chaos, mainly as follows: the markets are flooded with counterfeit and shoddy goods, activities like tax evasion, tax fraud, foreign exchange fraud and smuggling have not ceased despite repeated prohibitions, commercial cheating and debt evasion are becoming more and more serious, financial infidelities and violations of financial discipline are ubiquitous; fraud and deceptions in tender offering and bidding are quite severe in the field of engineering construction and the qualities of projects are inferior, the disorder in cultural market has caused intense complaints from the masses, and grave and super accidents occur frequently in production and management.”


According to the OECD, China’s economic performance is, undermined by severe regulatory problems.

1)Regulatory risks are high, reducing investment and competition by increasing the cost of capital.

2)Transaction costs are high due to a  complex, arbitrary, corrupt and interventionist regulatory environment. 

3) Regulatory barriers to entry and competition, distorting incentives and misallocating resources. 

4) Underregulation in many sectors, and poor enforcement, Insufficient regulatory safeguards reduce confidence in markets by consumers.

5) Checks and balances, such as the application of the rule of law, are weak.

6) Infrastructure bottlenecks, raise production costs throughout the economy.
These problems will not be overcome quickly, and legal and regulatory inefficiencies and risks will be 
higher in China than in OECD countries for the foreseeable future.

A lack of skilled personnel 

China suffers from an acute shortage of skilled personnel. In part, this is a legacy of the Cultural Revolution, when education was seriously disrupted. Funding of education, especially in rural areas, remains a problem and there is an increasing incidence of children, especially girls, dropping out of primary schools.  
The World Bank shows that adult illiteracy subsequently declined between 1990 and 1999 from 14% to 9% for men and from 33% to 25% for women, but the provision of basic education remains a problem. Spending on education fell as a share of GNP, from 2.5% in 1980 to 2.3% in 1996, according to World Bank data. Many rural schools are inadequately funded, relying on charges paid by local families, and there is widespread truancy and absenteeism, despite an official requirement of nine years of compulsory education. Although primary education is universal, only 70% of children of secondary school age attended school in 1997. An even bigger problem is the tiny percentage of people in higher education. In 1997 only 6% of the relevant age group was enrolled in tertiary education (up from only 2% in 1980, at the beginning of the reform period), according to the World Bank. However, in the relatively wealthy cities, parents are spending significant private sums to improve the educational prospects of their children.  This tends to make worse the problem of inequality of opportunity in China.
Environmental Problems

According to the OECD:
China’s past two decades of rapid economic growth, urbanization, and industrialisation have been

accompanied by steady deterioration of the environment. For example, the air and water pollution

damages, especially the dangers that fine airborne particulates pose to human health, have been

estimated to be at least US$54 billion a year – or nearly 8 per cent of GDP in 1995. In 1998, seven Chinese cities, with Taiyuan and Beijing ranked the first and third respectively, were among WHO’s list of the world’s ten most polluted cities in terms of air quality. Water pollution has contaminated over half of monitored urban river sections, which do not even meet the lowest standards necessary for irrigation purposes, putting future access to drinking water under threat. Acid rain in the high-sulfur coal regions of southern and southwestern China threatens to damage 10 per cent of the land area, and may already have reduced crops and forestry productivity by 3 per cent. Soil erosion, deforestation, damage to wetlands and grasslands have resulted in deterioration of China’s ecosystems and pose a threat to future agricultural sustainability. Rapid urbanisation has led to additional pressures on water and land resources and the quality of urban air has been deteriorating rapidly. Without reforming economic and environmental policies, restructuring inefficient industries, conserving scarce natural resources and without investing in cleaner material and resource-efficient production, the situation is likely to worsen, affecting potential for further economic growth. China’s environmental situation has become a major factor in determining the country’s future economic development. Any analysis of opportunities for, and obstacles to, economic growth linked to trade and investment liberalisation should take environmental issues into account, as trade and investment flows can significantly influence, positively or negatively, the state of the environment. 


China: Country facts

FROM THE ECONOMIST INTELLIGENCE UNIT 

Population: 1.26bn (2000)(a) 

Land area: 9.6m sq km 

GDP: Rmb8.9trn (2000); US$1.1trn (2000, at market exchange rates)(a); US$5.9trn (2000, at PPP)(a) 

GDP growth: 8.3% (average, 1996-2000); 8% (2000) 

GDP per head: US$860 (2000, at market exchange rates)(a); US$4,700 (2000, at PPP)(a) 

Foreign trade 

In 2001, according to customs data, merchandise exports were US$265.9bn, and imports US$243.9bn, leaving a surplus of US$22bn.  

 Major exports (2001)      
% of total  
Major imports (2001)      
% of total

 Apparel & clothing              
13.8  

Electrical equipment & parts    
16.4

 Electrical equipment & parts     
9.5  

Crude oil & fuels                
6.5

 Telecommunications products   8.9  

Machinery & parts                
5.2

 Computers                        
8.9  

Apparel & clothing               
5.2

 Leading markets (2001)   % of total  
Leading suppliers (2001)   % of total

 US                             
20.4  

Japan                            
17.6

 Hong Kong                      17.5  

EU                               
14.7

 Japan                          
16.9  

Taiwan                           
11.2

 EU                             
15.4  

US                               
10.8

(a) Economist Intelligence Unit estimates. 

SOURCE: Country Forecast 

EIU Country Profiles, July 10, The Economist Intelligence

Appendix part Two, The Writings of Lu Xun.

Lu Xun is considered the “Father of Modern Chinese Literature.” His most famous work is the short story “Diary of A Madman” written in 1918. The story offers an ironic look at Chinese history, culture, and social life. The story is revolutionary in that it condemns the oppressive nature of tradional Chinese Confucian culture as a "man-eating" society where the strong devour the weak.  Consider the following quotes:
Everything requires careful consideration if one is to understand it. In ancient times, as I recollect, people often ate human beings, but I am rather hazy about it. I tried to look this up, but my history has no chronology, and scrawled all over each page are the words: "Virtue and Morality." Since I could not sleep anyway, I read intently half the night, until I began to see words between the lines, the whole book being filled with the two words--"Eat people."…

Suddenly someone came in. He was only about twenty years old and I did not see his features very clearly. His face was wreathed in smiles, but when he nodded to me his smile did not seem genuine. I asked him "Is it right to eat human beings?"

Still smiling, he replied, "When there is no famine how can one eat human beings?"

I realized at once, he was one of them; but still I summoned up courage to repeat my question:

"Is it right?"

"What makes you ask such a thing? You really are . . fond of a joke. . . . It is very fine today."

"It is fine, and the moon is very bright. But I want to ask you: Is it right?"

He looked disconcerted, and muttered: "No...."

"No? Then why do they still do it?"

"What are you talking about?"

"What am I talking about? They are eating men now in Wolf Cub Village, and you can see it written all over the books, in fresh red ink."

His expression changed, and he grew ghastly pale. "It may be so," he said, staring at me. "It has always been like that. . . ."

"Is it right because it has always been like that?"

"I refuse to discuss these things with you. Anyway, you shouldn't talk about it. Whoever talks about it is in the wrong!"
Mao Zedong was fond of Lu Xun and considered him an inspiration.  Ironically, Mao’s revolution only strengthened the predisposition of Chinese culture to demand submission of the individual to the government, and from 1958 to 1962, Mao’s government and policies led to over 30 million starving to death, bringing numerous instances of literal cannibalism. (Jasper Becker, “Hungry Ghosts: Mao’s Secret Famine” 1996)
Appendix part Three
Chinese versus Western approach to logic

Compare these two passages, written at approximately the same time in history:

“He who examines the most general features of existence, must investigate also the principles of reasoning. For he who gets the best gasp of his respective subject will be most able to discuss its basic principles. So that he who gets the best grasp of existing things qua existing must be able to discuss the basic principles of all existence; and he is the philosopher. And the most certain principle of all is that about which it is impossible to be mistaken... It is clear, then, that such a principle is the most certain of all and we can state it thus: "It is impossible for the same thing at the same time to belong and not belong to the same thing at the same time and in the same respect." 

-Aristotle, Metaphysics,

The sage never has a mind of his own;

He considers the minds of the common people to be his mind.

To pursue learning, learn more day by day; 

To pursue the Way, unlearn it day by day: 

Unlearn and then unlearn again 

Until there is nothing to pursue; 

No end pursued, no end ungained.
It is by sheathing intellect's bright light 

that the sage remains at one with his own self, 

ceasing to be aware of it, by placing it behind.

-Lao Tzu “Tao Te Ching”
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