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Introduction


From the time that I began writing this book two years ago up till its completion, the world has changed in ways we never imagined. The global pandemic has incurred psychological and physiological trauma upon the world that will last a lifetime. Climate change has become undeniable as breaking news stories on unprecedented cyclone bombs and shocking melting polar ice caps have become regular news stories. The war in Ukraine and US-China relations have exposed geopolitical fault lines reigniting concerns of a new cold war. In short, a myriad of existential crises are now facing not just one or a few countries but all of humanity.


Jack Ma, Alibaba’s founder, constantly reminded us “where most people complain is where the opportunity is… and where there is trouble… there is opportunity.” If that’s the case then one could say that today there is a massive opportunity before all of us. And what it requires is a major mind-set shift in thinking about how we can solve these existential crises using the tools at our disposal.


In writing this book, I set out to make the case that today’s unique technological era offers us the potential to become part of the solution to many of today’s global problems and that the ethos Alibaba has developed and shared is the road map. Seeing is believing, and Alibaba has shown time after time how it can be done.


This is a book about a company, Alibaba, that not just shaped a huge industry, e-commerce, but also impacted an entire country, China, on its digital journey that began with few if any of the attributes most say are necessary for a typical successful start-up. What it did have was Jack Ma, an unconventional, visionary entrepreneur who has described his unlikely path as being like a “blind man riding on the back of a blind tiger.” Asked once during a conference at Harvard about the secret to Alibaba’s spectacular rise to dominance, Jack, who loves to sound outrageous, said: “Alibaba succeeded because we (1) had no plan, (2) no technology, and (3) no money.”


But Alibaba had what turned out to be more powerful guiding attributes—a truly deep sense of purpose, a social equity mission, and a focus on spreading a new type of inclusive, shared wealth, all built on a management foundation that placed the importance of values above key performance indicators (KPIs). Its founder had an intuitive understanding of the company’s first base of customers, the underserved small and medium-sized businesses and entrepreneurs in need of help. Given the right encouragement and education from Alibaba, those ambitious entrepreneurs, Jack knew, would seize the opportunities in the vast new frontier of 1s and 0s.


Alibaba’s digital model both benefited from the remarkable dynamism of China’s economy—one of the most far-reaching explosions of prosperity in history following the launch of the government’s economic reform programs in the 1980s—and energized it. At the same time, Alibaba’s rapidly expanding platform helped to spread prosperity to overlooked regions and businesses in new and transformational ways.


I was the first American and the fifty-second employee of this unusual company, spending countless hours toiling, initially beside my colleagues on unmatched sets of chairs and couches in Jack’s apartment in the provincial city of Hangzhou, and saw it struggle through its early years, even a near bankruptcy, and I can assure you that Jack, though delighting in sounding irreverent, was using only a little hyperbole in his descriptions of our early days of no plan, no technology, and no money. But I grew to admire and embrace his mission and, especially, the power of the distinctive model that he articulated. It’s a model that is replicable and can be employed by leaders or organizations to make them better, more efficient, and more socially impactful.


Those tenets, more of the heart than the head, informed the agile management systems we developed to constantly reinforce the Alibaba culture: it was our “secret sauce.” Alibaba’s leadership team was extremely inventive and flexible in implementing those values and using them to develop the strategies that made our highly motivated workforce so productive and resilient.


That mix of qualities made up what we called “the Tao of Alibaba,” which involved finding balance and harmony even in circumstances filled with contradictions. In this book I describe how they worked in practice and how they can be used to drive an entrepreneurial enterprise.


In the following chapters, I explain how the organization that Jack and the seventeen other founders built launched a new development paradigm not just for creating wealth but also for addressing poverty and job creation, in addition to inspiring the growth of a vast new marketplace. These lofty results can be traced back to the guiding light of Alibaba’s mission, vision, and values, which gave direction and clarity to the hundreds of thousands of staff who made our digital ecosystem flourish.


It is a model my team and I helped codify in the programs used, first, to teach our systems to the incoming Alibaba managers leading our global expansion and, then, as part of Jack Ma’s passionate social mission to encourage and guide young entrepreneurs in emerging markets as part of a development paradigm that is changing economies in Africa, Southeast Asia, and other emerging regions. These are the sorts of lessons you won’t find in standard MBA courses. They are observations and conclusions that come from years of trial and error and reflection about the principles that guided the decision-making of Alibaba’s team amid a market that had no precedent or road map for success. In short, the Tao of Alibaba approach enables a mind-set and way of thinking that liberates a group of individuals to rigorously and effectively pursue a common cause they all believe in.


Our company mission was “to make it easy to do business anywhere.” But Jack’s vision was also unique because the aim was to apply this formula largely to outsiders—small businesses, entrepreneurs, and long neglected regions of China—and provide them unimagined opportunities. Jack and some of his lieutenants loved Chinese martial arts novels, so early on we used some of the legendary characters from those wuxia stories to emphasize our self-image as scrappy underdogs who placed ethical values above the lust for power as we battled on behalf of those left behind or oppressed. The message was that we would succeed only by staying true to our principles. My team members and I were part of a cause, not just holding jobs.


These values, which evolved over the years, were articulated in 2019 as the following:


1. Customers first, employees second, shareholders third.


2. Trust makes everything simple.


3. Change is the only constant.


4. Today’s best performance is tomorrow’s baseline.


5. If not now, when? If not me, who?


6. Live seriously, work happily.


In Part I of the book, “The Alibaba Journey,” I explain Alibaba’s origins and how I stumbled into this remarkable adventure and how we steadily transformed a relatively simple business-to-business e-commerce platform, piece by piece, into a highly competitive global ecosystem. That structure assisted our small and medium-sized business clients and consumers by providing access to buyers and sellers, finance and payments systems, cloud computing, and logistical support.


Part II, “The Secret Sauce,” unpacks the philosophy, management, and leadership practices that form the foundation of Alibaba’s success, distilled into lessons and usable frameworks for entrepreneurs and business leaders. This section demystifies this highly successful, replicable set of management strategies and practices. In Chinese, the word tao (道) translates to “way,” as in the nature or essence of something. The Tao of Alibaba is exactly that—a consciously cultivated ethos and spirit that infuses all of the strategies and management systems. I end this part with an exploration of Alibaba’s leadership practices.


In Part III, “The New Digital Frontier,” I examine Alibaba’s impact—within China and across the developing world—and how the company has helped guide the transition to a more inclusive digital-first economy in emerging markets. Through the curriculum and fellowship programs we created, we taught and helped apply the techniques from this paradigm so that entrepreneurs could leap over traditional barriers to growth and fulfill the development potential of countries and regions.


In the past few years, the environment has shifted. Alibaba has been hit hard by changing government policies. China has benefited greatly from the success of the digital economy, but regulators have sought to balance a variety of policy concerns that have arisen with the emergence of these giant companies and their founders. A broad-based tightening up of measures has affected Alibaba and many other digital giants. In particular, the initial public offering (IPO) of Ant Group, a financial technology spin-off from Alibaba—which, at $37 billion, was slated to be the world’s largest IPO—was abruptly halted due to regulatory concerns. This event captured headlines throughout the world and marked a turning point in how big tech was to be governed in China.


China is not alone in this reassessment of the power of the major technology companies. The problems include the potential for anticompetitive behavior, insufficient consumer protection, data privacy concerns, and the impact of so-called surveillance capitalism. Governments in the United States and the EU, as well as China, are investigating suspected abuses and reportedly exploring strategies for reducing the dominance of these companies, from imposing new regulations to possibly breaking them up. These concerns have been focused on the dominant social media, search, and e-commerce giants, such as Meta Platforms (formerly Facebook), Amazon, and Alphabet (parent company of Google), as well as Chinese giants such as Tencent, Kuaishou, Bytedance, and also Alibaba. In addition, rising tensions between the United States and China over competition in areas ranging from regional power, cyberattacks, and corporate espionage to trade in goods and services, as well as human rights issues, have created even greater uncertainty about the environment in which the big technology companies operate.


While these policy issues have clouded the prospects of many large internet companies, the situation continues to evolve. And no matter how these challenges are resolved, and whatever kind of Alibaba will emerge from the crackdown, the distinctive digital model for growth that the company designed remains a powerful tool for achieving a new type of inclusive success.


My hope in writing this book is that entrepreneurs, academics, and policy makers with lofty aspirations to solve society’s problems will gain inspiration and guidance from the lessons distilled from the Alibaba experience. I hope that instead of listening to the voices that give them one thousand and one reasons why something is not possible or why it will fail, they instead look to the fascinating story of an individual and a company that started with nothing from the most unlikely of places to become a powerhouse that has shaped the internet era. What follows is a road map to replicating and delivering that success.
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The Alibaba Journey
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Early Days


Open Sesame


All during my childhood in Northern California, China hung like a lantern in the distance. I knew it was the place where my ancestors came from, but it had little to do with my daily life. Yet at the same time, much of what I knew was cast in its glow.


I grew up in a thoroughly American immigrant family of strivers. My dad was the fourth of nine children and the first in his family to be born on American soil after his parents arrived from southern China. They placed enormous value on educational attainment and community service, which led my father and several uncles to become physicians. My mom’s family came to the United States even earlier, and her parents were farmers, settling near Sacramento, where row upon row of fruit trees—apples, apricots, cherries, and peaches—sat amid beautiful rolling hills, which I loved to visit as a child.


Growing up in Palo Alto was a pleasant typical suburban childhood for a kid: bicycling every day to school, participating in the local soccer league, attending church on the weekends, and never doubting that I, too, would become a doctor. But China, in the form of Chinese values and culture, was also as much a part of my identity as my favorite San Francisco Giants cap. Every year we gathered with my dad’s side of the family for a big reunion, usually hosted at my aunt Maegan’s house in Seattle, and it became a tradition for my dad to use the occasion to share with us his thoughts on Chinese values, such as filial piety and the importance of education. It was meaningful but in truth, as the years passed, a relatively slender thread connecting me to my heritage. During middle school that would change.


Familiar Photos in a Family Temple


In 1985, my dad was invited to give a talk at China’s first international ophthalmology conference in the southern city of Guangzhou. I was in sixth grade, and the conference happened to fall during my winter break, so he invited me to join him. I leaped at the opportunity, especially since we planned to visit his ancestral village after the conference.


Once the conference had ended, my excitement built as we climbed into a rented car and headed out from the gleaming modern city of Guangzhou into the countryside to a village in Taishan, where my paternal grandfather was born. It was a journey back in time to a far different China than the one experienced in the hotel conference spaces. The highway eventually gave way to a bumpy dirt track filled with a neverending stream of battered cars, overburdened motorcycles, and bicycles. It was the first time I saw three-wheeled rickshaws, most powered by sputtering engines, lurching along under huge mounds of tightly packed bags and even cages with clucking chickens.


As we finally bounced our way onto the streets of Taishan, we were greeted by family members. We followed a family elder from one small house to another while he introduced us to smiling relatives and neighbors. My dad, who had learned the family’s local Chinese dialect as a child, chatted amiably, but I understood little and was quiet.


Later, as we walked through the village, I had my first encounter with rural China. It was an entirely new world for me, the first time I had strayed so far from my middle-class American comfort zone. The dirt roads were dusty and uneven, stray dogs roamed about, and all around us were rice paddies on which the villagers toiled to feed their families. Young boys and girls played under the afternoon sun, bundled in tattered hand-me-down sweaters and trousers. It was jarring to my young mind, and I wondered what it might take to improve what to me felt like extremely modest circumstances.


But, despite the striking contrast with the living conditions I was used to, in their faces I saw the faces of my cousins in California. I imagined myself playing among the village children and imagined what my childhood might have been like had my grandfather never summoned the courage to make his way to America decades before.


As I marveled at the vast breadth of the world for the first time, the riddles of opportunity and fate, I struggled with conflicting emotions. I felt both a sense of belonging and distance. In that moment, I realized there was little about their lives or experience that I could understand or relate to, but I resolved that I would change that.


I decided then and there that one day I would return to China.


The Road to Nanjing


When it came time for college, I chose to attend Swarthmore College, outside Philadelphia. I was still certain that I was going to become a doctor, like my father, and I combined premedical and literature studies with courses in Chinese history and language. Following my first visit to my family village, I started attending Chinese language classes back home in Palo Alto, beginning my progress toward fluency, and made it a point to visit China during my college summers as a language student in Peking University and as a volunteer English teacher in Yunnan province.


As I neared graduation from Swarthmore, I felt restless to see something of the world and made a decision that I was not ready yet to begin my medical studies. Thinking about what else I might do, one of my language professors suggested that I might consider applying to a one-year program at the Hopkins-Nanjing Center, an institute jointly run by Johns Hopkins University’s School of Advanced International Studies and Nanjing University. I did not hesitate. That became my priority.


I moved to Nanjing in the fall of 1996 guided by a plan. I had decided to research Chinese health-care access, which aligned with my ambition to work as a doctor in the developing world. This path, I felt, would provide a solid career trajectory and also allow me to satisfy my strong personal desire to contribute to the common good, lifting up poor individuals and families through improved health. China, it seemed, offered an ideal opportunity to honor and fulfill my commitment to supporting individuals and communities and to learn how better health care could raise living standards. I would also observe how this development model was being practiced in an emerging market like China.


The China of the 1990s, while still relatively poor, was a world undergoing extraordinary change. The government’s economic reforms, launched in the late 1970s, had started to transform urban centers with a proliferation of private as well as state enterprises focused on developing manufacturing and export markets and improving the infrastructure. Workers’ wages were a fraction of those in the West, but they were rising and generous by Chinese standards of the time. They were providing a new level of prosperity to millions who had enjoyed little before.


The longer I lived in Nanjing and traveled around the country the clearer it became that, for a developing country such as China, the business boom seemed to be doing more to rapidly lift living standards and the quality of life for average Chinese than the health-care system. Rising wages were transforming workers into consumers, suddenly eager to snap up popular brands filling store shelves. Education was improving. Modern housing was springing up. Simply eating at a fast-food chain like KFC or McDonald’s exposed customers to service and hygiene standards that were significantly higher than the traditional Chinese restaurant. These Western restaurants provided stations for handwashing before dining and standardized systems for food safety. At the same time, Chinese household habits and everyday hygiene practices were improving.


These observations hit me like revelations. I had always regarded commerce with a skeptical eye. With my limited experience, I saw the business world as one dimensional: it meant little more than money-obsessed corporations doing anything for profits. But in China, I was starting to realize, competitive businesses had the capacity to also effect meaningful change in the lives of their customers as well as their workers. A business could be an instrument of social change.


My expanding perspective on economic growth and business was supported by some of the friendships I made during my year in Nanjing. On many of my weekends at Hopkins-Nanjing, I would take the three-hour train ride to visit a new circle of friends in Shanghai who were part of a fascinating world of ambitious entrepreneurs. They worked in fields like technology, media, and finance, often standing at the frontiers of new directions and breakthroughs. I was learning from them how businesses are designed, how they compete and grow, their cultures and what kind of impact they can have.


In the spring, recruiters from various industries came to the Nanjing University campus for job interviews, and after a string of information sessions and coffee chats, I again chose to put off the pursuit of medicine and decided consulting would be an exciting, well-paid way to begin my education in how the business world operated. Soon I received an offer that promised the sort of tutorial I was hungry for—working as a market-entry specialist on the Asia team at a boutique American consultancy. I spoke Chinese, was getting familiar with Asia, and felt good about the opportunity to develop an entirely new skill set.


I traveled constantly, particularly in southern China. I bounded from one bustling new factory town to the next along China’s vast coastline—from Foshan to Fuzhou, Shunde, and Shantou. Some of my assignments seemed mundane, but each one opened a new window into China’s economic expansion and the growing opportunities.


On one project, I was tasked with determining the country’s demand for industrial water pumps, allowing me to explore the entire market, from real estate developers to individual contractors. Another assignment required that I master the industrial procurement process for nylon filaments. I started in Taiwan, where the raw nylon pellets were produced, and continued to the filament extrusion machines, manufactured in southeast China, and then on to the Shanghai workshops of weavers and knitters, who transformed the filament into industrial fabrics.


Our clients were mostly Western multinational corporations mesmerized by the promise of Asian markets, but China, a once sleeping giant, was the ultimate prize because of the size of its population and its markets.


Indiana Jones in a Business Suit


We were pioneers, and our relative youth did not stand in the way of our tackling—some of us, anyway—some very important projects. Being young and energetic, I happily followed assignments from fancy big city hotels to small industrial towns, where I often found myself being ferried on the back of a whining motorcycle, clinging to a briefcase, my necktie flapping wildly in the breeze.


One of my classmates from the Hopkins-Nanjing Center had gone into the health-care field and joined a start-up team that was establishing a joint venture hospital to bring in state-of-the-art Western medical technologies. I joined him on a tour of some well-established Chinese hospitals, where we were struck by the rudimentary, outdated equipment and rundown facilities. They were, in fact, fairly typical for the country at that time.


He and his company quickly engaged in negotiations to obtain overseas funding to finance construction of a modern hospital in Beijing. They were recruiting internationally recognized physicians from abroad, tapping global pipelines of talent and technology to help serve China’s needs.


My friend impressed me because he and his team were not just cutting deals but were also improving the lives of countless Chinese. Their success went well beyond treating an illness or curing a sick patient. They were creating a foundation for uplifting communities. Their achievements swept away my lingering apprehensions about the usefulness of commerce and solidified my conviction that business could be a powerful force for development and fulfill my long-held values and commitment to societal improvement.


It was a heady time on perhaps the most wide-open frontier in modern economic development—but, as I soon found out, it wouldn’t last.


Exploring Public Service


As often happens, I would discover, crises can come from unexpected sources. An Asian financial crisis was set off in July 1997 by a sudden collapse in the value of the Thai baht. No one appreciated until it was too late how this could trigger a chain reaction of selling in other markets, involving an array of securities and commodities.


Investors all over the world, anxious about the unforeseen devaluation and market reaction, began withdrawing funds from other Southeast Asian economies, pushing some into recession. Commodity prices tanked. Markets that relied on trade in commodities declined, from Russia to Brazil to the United States. As confidence in Asian economies dropped, consulting contracts dried up. My peripatetic life screeched to a halt, and I found myself languishing with no new projects or assignments.


Near the end of 1998, my firm offered me a new position in the San Francisco office, but with the sudden shift in the business climate, I was too focused on work to enjoy the homecoming. I had transferred into our company’s technology division. While the first internet or dot-com bubble was about to take off at that time, our firm’s focus was more on legacy telecom or established internet service providers. I found myself flying off each week to far-off locations such as Kansas City to serve Sprint or Boston to serve MCI—not Sand Hill Road, the heart of Silicon Valley venture capital firms, in Palo Alto. There was a buzz in the air, and everyone was talking about this thing called “the internet,” but it wasn’t playing a prominent role in the work I was doing.


As a consultant in China, I had felt like I was plowing rich soil with real promise. Being a consultant in America meant shuttling from one faceless chain hotel to another, giving drab presentations to bored audiences. I had managed to move back from halfway across the world, close to the center of Silicon Valley and tech innovation, yet I was stuck in a sort of corporate dead end of overhead projectors, generic conference rooms, and early cocktails.


Something had to change. By chance, I learned through a college friend that the San Francisco mayor, Willie Brown, was seeking a new ombudsman for the Richmond, Marina, and Chinatown districts. I thought my background might be appropriate, so I applied and was soon meeting with small business owners and the residents. One area of particular interest for me were the interactions and assistance we provided to those from low-income households or in need of various city services and support. I saw firsthand how much of a difference government assistance can make to those in need in a surprisingly wide number of areas such as health services or providing access to housing subsidies. I felt grateful to be in a position that gave me the ability to help provide sorely needed resources.


Ultimately, however, I encountered both the benefits and limitations of local government. Different groups with different priorities compete for scarce resources and attention, and the ensuing infighting can paralyze even the most well-meaning programs. And during a campaign year, there is also the unceasing need for political fundraising. This outsized reliance on money in politics underscored an important distinction between government and private enterprise. Establishing a sustainable business is never easy, but once there is steady cash flow, it allows the leaders to exercise more control over their agendas and priorities.


I admired government’s core function of providing for the common good, but I wondered which sector was best equipped to overcome all the barriers to delivering equitable, sustainable prosperity: government or private enterprise. I was wrestling with these challenges when I received an email from Joseph Tsai in the fall of 1999.


I had been introduced to Joe a couple of years earlier at a holiday party organized by a mentor in Hong Kong, and that chance meeting had left a memorable impression. Joe had attended Yale College and Yale Law School, worked at a large law firm, and then joined the Hong Kong office of Investor AB, a prominent Swedish investment firm. He exuded a quiet confidence.


Joe said he was in San Francisco for a few days on a business trip and wondered if I had time to get together. I was interested to hear what he was doing, and so we arranged to meet up at the St. Francis Hotel for a drink. I had recently learned through a mutual friend that Joe had left the investment firm and had taken a surprising leap to a little-known Chinese internet start-up. Joe mentioned that he would be bringing along the company’s founder—a business newcomer from the provincial coastal city of Hangzhou. His name was Jack Ma.


A Cave of Treasures


Before meeting, I decided to check out the start-up’s website and was amused by its Disney-esque name, Alibaba. I learned later that Jack had felt the “open sesame” incantation from the Arabian folktale (in the story, a poor woodcutter named Ali Baba learns that those magic words unlock a secret thieves’ cave filled with treasure) expressed his aspirations to open the doors to fortune for China’s emerging small business owners.


At the time, the website did not strike me as an entryway to great riches. I arrived at an extremely plain webpage, covered in text, that merely presented lists of products for sale. There were a few grainy images of mundane items, ranging from hair dryers to garden hoses. Alibaba did not even have a logo.


Given the unsophisticated design of the website, it was clear this was a far cry from the Silicon Valley dot-com ventures that were grabbing headlines and investments—and talent. I recalled that a few months earlier, a friend had told me about a summer internship he would be doing at a company with an even sillier name, Google. This friend had been training to be a doctor at the University of California, San Francisco, Medical School but left that path to try work at the new search engine firm. That was the first time I had heard of Google, but that a promising physician would jump careers to work there encapsulated for me the sense of possibility in the air.


Internet commerce was far less developed in China, but just as Western films, music, household brands, and fashions were flooding into the country, technological innovations were making their way into the Chinese and Asian markets. The most prominent Chinese tech firms were merely internet portals. Yahoo! was the most inspiring American dot-com success story, so much of China’s best talent sought to replicate its services for the Chinese language market.


Three such companies established themselves as the leaders: Sina, Sohu, and NetEase. The founders of those companies all had prestigious educational pedigrees and polished track records in software and technology, so they were magnets for the limited amounts of capital being invested in the Chinese tech market.


The Alibaba founder, Jack Ma, could not have been more different. Jack had attended a third-tier Chinese university in a second-tier city and began his career as an English instructor at a modest teacher’s college in his home province of Zhejiang. As I walked into the St. Francis to meet him and Joe, I saw a slight, nondescript man wearing a big, confident smile.


Jack spoke fluent English at a furious pace that hinted at his outsized personality. We quickly developed a good rapport as he sipped tea and talked about his aspirations for Alibaba. Within minutes, I was seized by a sense that I was in the presence of an extraordinary thinker. Jack’s charisma flowed from his passion and his supreme self-assurance: he talked fervently about his company, which seemed to have little to do with the uninspiring website I had seen earlier. His vision, he told me, was to make Alibaba a world-class platform for conducting online commerce globally. The immediate goal was to grow the company to a million users within one year—though Alibaba had just thirty thousand users at the time. Jack issued this proclamation with such authority that I didn’t even think to question it.


When Alibaba first launched that year, Jack’s initial goal was to create a centralized, easily searchable directory that brought Chinese businesses and suppliers, from big city concerns to humble small businesses in the provinces, online. He talked not at all of performance metrics, cash flow, or return on investment, the usual start-up buzzwords, but of his mission to give talented, hardworking Chinese entrepreneurs something few had enjoyed before—opportunity. These were his people. He knew them. Give these small manufacturers and suppliers greater access to buyers, he believed, and everyone would prosper. Innovation would flourish.


I agreed it was exactly the kind of service that the Chinese market needed, especially for foreign companies wanting to find opportunities to do business in China. During my days hopping around Asia and attending trade shows, I often had to spend hours scouring telephone-book-sized printed catalogs to find the right contractors and suppliers for my projects. Occasionally, I would get lucky and find a CD where I could download the data, but even then the information was often outdated.


Unlocking Small Business Potential


China’s capacity for manufacturing for export markets and selling at attractive prices was already booming at that time; the missing piece was getting around infrastructure and communications restraints and giving these suppliers an even more effective means of connecting efficiently with buyers around China and in other countries. This way, buyers could easily locate the products they needed from the right manufacturers or intermediaries, without the need to trudge around to regional trade shows and hope for the best. Jack understood the promise of such a platform, and he articulated a remarkably clearsighted, positive strategy for the role he wanted Alibaba to play.


Listening to him lay out the plan, Jack appealed to my head and my heart. He expressed not a conventional strategic plan but a vision of how this digital system could support small and medium-sized Chinese businesses and unlock their exceptional potential.


Jack then put down his teacup and asked if I would consider joining them. Fanciful as it sounded, I knew I had to take the offer seriously. The appeal wasn’t just Jack’s missionary zeal or the clear prescience of his business plan. I was also impressed by the commitment of his newly hired CFO, Joe Tsai. If a high-flying investor like Joe, with his prestigious credentials and careful approach to business, was willing to abandon his soaring career trajectory and tie his fortunes to Alibaba, it was hard to say no.


I didn’t make a firm commitment, but in my heart I knew I wanted in. I said I would think about it. I received my offer letter from Alibaba a few weeks later. I became the company’s fifty-second employee.


I did not need any more convincing, but it seemed like fate when I heard an encouraging story about this would-be titan of internet commerce. A childhood friend of mine had been working for Goldman Sachs in Hong Kong, at the bank’s private equity unit. He was home in Palo Alto for the holidays, and he stopped by my parent’s home where we met to catch up.


His team, he told me, had started investing in Asian tech firms, and he happened to mention one example of a company they were looking at—a Chinese business-to-business e-commerce platform called Alibaba. I could barely contain my excitement. An investment from a major Wall Street firm like Goldman would provide an enormous boost to the company’s credibility. At the very least, I thought, it would ensure that the start-up would be sticking around for a while.


I returned to Asia filled with both excitement and a sense that I was truly fulfilling my intertwined passions. I wanted to be involved in China, to bring prosperity to an emerging economy and get involved with emerging technologies in a constructive and impactful way.


After my two years back in the United States, I missed the adrenaline rush of being on the frontier of that raw and rapidly developing part of the world. In San Francisco, I had gotten a taste of public service while witnessing the internet’s blossoming and the rising tide of transformative internet companies. In joining Alibaba, I was catching a wave that would spread the internet magic much further, to huge, largely untapped markets. I wanted to help bring some of Silicon Valley’s ethos of innovation and entrepreneurship to China and figure out how to bring my commitment to service to this interesting new venture.


Little did I know, it would be China bringing that spirit to me.
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Alibaba Meets the World


The Rise of China’s Digital Economy


On a breezy evening in September 2009, I stood backstage at Hangzhou’s leading sports venue, Dragon Stadium, peeking from behind a curtain at thirty-five thousand excited Alibaba employees and their families. It was our ten-year anniversary, but this was most assuredly not a typical stuffy corporate celebration with droning speeches on quarterly performance or half-hearted fist pumping. What the employees got was Jack Ma, in a flowing white wig, lip-synching an Elton John song blaring over the sound system—while wooing a dramatically bashful Joe Tsai, who was in high heels and a shimmering short dress. The audience whooped at the spectacle. It was 100 percent in the Alibaba spirit, with team flags, whistles, and thunder sticks to boot.


Alibaba had arrived. China’s digital economy had arrived, floating on a magical cloud of 1s and 0s. The road to China’s modernization had been, in fact, little short of miraculous, and Alibaba’s meteoric rise was a reflection of that success.


In just ten years, the scrappy business-to-business (B2B) platform, started by an unlikely motley crew in Jack’s apartment, had become arguably China’s most powerful—and most unconventional—internet firm. We were brash, by design. We cultivated a persona that was decidedly different from other Chinese companies. We thought in terms of giant leaps, not increments. We weren’t a monolithic, faceless corporate entity but a highly visible organization with a large personality cast in the image of our highly creative founder, Jack Ma.


By this time, much had changed since that first day I had to step over a mound of smelly shoes just to knock on that Lakeside Gardens apartment door, the humble abode that served as Alibaba’s first office location. Gone were the anxious nights I had spent lying awake in my apartment, wondering if I’d made a terrible mistake by turning away from a once promising career, leaving behind my ambitions to become a doctor, a business consultant, or a public servant and joining this untested start-up. Alibaba was no longer untested: in fact, it had been tested many times, teetering on the edge of bankruptcy, and at each turn had proven itself a capable, even essential Chinese tech company. It had been a long road getting to that point.


The Fourth Industrial Revolution


To put the events of that period into context, it helps to zoom out and identify what was happening on a more macro level both within China but also along the continuum of industrial change. China’s digital transformation and the explosive expansion of the innovative digital economy are products of what historians describe as a fourth industrial revolution.


In some ways, Alibaba benefited from China having been passed over for several centuries by the rise of the industrial West. Starting in the 1980s, it was playing a frantic game of catchup, struggling to build the infrastructure and commercial spirit needed to drive the development of a modern economy. There were limited legacy systems or legacy constituencies standing in the way of the adoption of digital innovations.


Historians describe global economic development as having gone through a series of industrial revolutions, each led by technological innovations and new business opportunities. The first shift marked the initial transition from agrarian societies into ones led by industrial production and new infrastructure. Starting in the eighteenth century, railroads and steam and hydro power ushered in mechanized production and factories. Electrification led the second revolution. Electric power enabled more rapid and more reliable mechanization in the form of assembly lines and mass production, creating divisions of labor and greater efficiencies.


The invention of computers was the catalyst for the third step, automating production and enterprise management. At the end of the 1960s, computers were first linked, paving the way for the creation of networks—the internet. As computing power grew rapidly, economics, corporate life, and even social life were transformed. The digital economy was taking over.
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Characteristics of the four industrial revolutions.








Klaus Schwab, founder of the World Economic Forum, explained the next step in this historic process, the “fourth industrial revolution.” He described a new digital revolution built on the pillars of the third, “characterized by a fusion of technologies that is blurring the lines between the physical, digital, and biological spheres.”


The core building blocks of this revolution—computer hardware, software, and networks—have been around for decades, but they are now spurring the development of innovative applications that are impacting every aspect of how we conduct business, govern, and engage in all sorts of personal and commercial relationships and even our personal identities. Erik Brynjolfsson and Andrew McAfee, two MIT professors, have christened this “the second machine age,” while others have adopted the term Industry 4.0.


For years, Jack Ma has described the changes as data technology, or DT, a progression of the information technology (IT) wave that helped launch this new era of the digital economy. The initial IT methods were proprietary: data was generated and analyzed within closed systems. DT supports a different approach to technology in which access to data is open and its use can be applied to help other collaborators and partners. Through these features, the DT revolution is creating entirely new types of businesses, from everyday commerce to biotechnology, renewables to robotics, gene sequencing to quantum computing.


One important difference between the third and fourth industrial revolutions is the vast scale of adoption and the velocity of innovation. As Schwab observed, the cloth-weaving machine spindle—the first industrial revolution’s hallmark invention—needed more than a century to make its way through and then beyond Europe. The internet, the key innovation behind the fourth industrial revolution, wrapped around the world in less than a decade. As networks all over the globe expand, vast streams of data are bringing about unprecedented levels of connectivity and fresh applications.


There is no better example of the fourth industrial revolution—both its progress and its promise—than Alibaba. From that small team in Jack’s apartment twenty-plus years ago, the company now has more than 200,000 employees and hundreds of billions in market value. Its family of websites and platforms, the Alibaba ecosystem, supports more than ten million merchants, helped create fifty-four million jobs, and continues a climb beyond one billion active users.


The China Jack Ma Found and Changed


Jack Ma was an unusual pioneer in this revolution. He’s not a technologist, a coder, an engineer, or even a business school graduate. He runs largely on intuition, and he has an uncanny ability to understand people and their yearnings, a knack for understanding what people need and want. And he has a strong moral compass that points him toward wanting to support societal change and economic inclusiveness. Those may not sound like the best digital credentials, but, as I will explain, his story makes clear why they have made all the difference.


His journey, well documented elsewhere, began with an unexpected adventure during his first visit to the United States in 1994 on business. Because of his facility with English, he had been hired to assist a Chinese state-owned enterprise collect a debt in California from the company’s business partner. While in the United States, knowing very few people there, he went to Seattle to visit a friend’s family, and by chance the son-in-law of the friend introduced Jack to this new phenomenon, the internet.


It was Jack’s very first online experience. He was entranced and was initially afraid to even touch the keyboard, he recalls, fearing he might break it. He was persuaded it was OK and was urged to use the search browser to look something up, so Jack thought for a moment and then typed in “beer” and “China,” seeing what Chinese brands would pop up. The search engine responded with nothing, not even the export brand Tsingtao, a telling moment. Rather than being frustrated or disappointed, Jack said he was inspired. It suggested an opening. He resolved that this tool was exactly what the Chinese economy, then rapidly expanding under a government reform program, needed to accelerate its progress and make its products better known beyond its borders.


He had a sense of the potential of the internet for opening markets for China’s burgeoning classes of small and medium-sized enterprises (SMEs). When he returned home, he created his first venture, the China Pages, a mere listing service for Chinese manufacturers to display their specialties for business customers. Styled after the thick Yellow Pages phone book, Jack’s venture aimed to be an online directory listing the companies in China interested in expanding their markets, domestically and overseas.


It was a sound idea, prescient, but so few used the internet in China—or even knew what it was—that the venture struggled. In 1995 less than 0.1 percent of China’s population was online. Strapped for cash, Jack eventually signed a joint venture deal with state-backed Hangzhou Telecom to sustain the business, but he soon found that he had lost control over decision-making. By the fall of 1997, drained by the challenges, he gave up his stake and walked away.


Less than two years later, Jack was ready to try again. He had secured a ministry job in Beijing focused on developing e-commerce but found the layers of bureaucracy stifling, so he again took a look at establishing his own company. Convinced that private enterprise would lead China’s e-commerce revolution, he quit his government position and created a new company that helped small businesses connect with the world.


In February 1999, he assembled seventeen close friends and former colleagues and students inside his Lakeside Gardens apartment in Hangzhou and launched Alibaba.com. Jack was never one to set modest goals. “Our competitors are not in China,” Jack said at the company’s first all-staff meeting. “[They are] in America’s Silicon Valley.”


China then was still a primarily agricultural society with the majority of people living in the countryside, working on the land. In 1999, the average per capita income was about $800, and there were only 8.8 million internet users in the entire country. I remember my first night in Hangzhou, riding a taxi to my company apartment. The city had at one time been known for its scenery but the years had taken a toll. That first winter in Hangzhou tested my spirits and endurance. The numbing cold easily overpowered the scattered space heaters in our office, and many of us wore gloves at our desks even as we typed.


Beyond the physical discomforts, we confronted the reality that the world Jack imagined was a far cry from the one that we had to work with in the China of 1999. There was no retail e-commerce, no online payments system, and no private logistics services to speak of. But it wasn’t only the internet infrastructure that was primitive; many aspects of the commercial infrastructure were also underdeveloped. Even shopping malls and credit cards, basic building blocks of commerce in the United States, hardly existed. In the twenty years after the first Chinese credit card was introduced, only thirty-three million cards had been issued—a fraction of 1 percent of the population. This paled in comparison to the United States around the same time, where more than half of Americans were credit card holders.


Living in Hangzhou, I found that very few vendors would accept my international credit card, and I was never able to locate a working ATM. The closest internationally linked ATM was in Shanghai, a three-hour train ride away. When it came to consumer goods, even the most commonplace items in America were nearly impossible to find. After wearing through my sneakers, I had to check four different stores just to locate a pair of decent Nikes. Tracking down some Quaker Oats oatmeal, a necessity for any good Californian on the road, proved even harder.


I sometimes had to remind myself that I was working at a technology company. The flashy new breakthroughs from Silicon Valley, the excitement and exuberance of that era, seemed to occupy a different universe from the one I inhabited. At the time, the indisputable darlings of the Chinese internet sector were the country’s homegrown search portals—Sina, Sohu, and NetEase—all of them located in China’s first-tier cities like Beijing or Shanghai.


Alibaba was different from conception. Instead of repurposing a Western model for the Chinese market, its goal was to create a new type of online wholesale marketplace from scratch, aimed at letting Chinese SMEs connect with one another and with new customers. This business required an understanding of how to engage and assist a class of older, more traditional business owners, an entirely different demographic from young, urban netizens. Jack intuitively understood the constraints on smaller enterprises but also China’s economic potential and the unique ability of the internet to overcome the barriers.


“It wouldn’t matter even if I fail,” he once said. “At least I’ve introduced the concept to others. If I don’t make it, someone else will.”


It’s the Heart Where Wisdom Comes From


Jack was quite open in stating that his vision came not from market analysis, product testing, or focus groups. It came from his heart. He understood the vast potential of the online world, but he also believed that it was just a tool, a means of satisfying human needs, fulfilling human dreams, assisting communities and human progress. He was focused on personal growth and had little fascination with the electrons bouncing around to produce those digital ecosystems. His philosophy permeated the Alibaba culture.


This was driven home during an unusual dialogue that Jack had with Elon Musk of Tesla at a public conference in Shanghai in 2019. These two giants of the digital age discussed and jousted over the importance of various aspects of new technologies, on subjects ranging from artificial intelligence (AI) and space travel to the changes needed in education systems. Musk expressed deep misgivings about the rapid advance of technology and described AI as a potential threat to humanity, along with video games. He worried, he said, that our digital servants could easily become a menace.


“I hope they’re nice,” he said, when discussing what AI bots might do.


Jack rejected the warnings and refused even to engage with Musk on the technical details of how these tools might evolve or turn into threats.


“Computers only have chips, but man has a heart,” he said. “It’s the heart where wisdom comes from.”


Calling himself an optimist, an adventurer in inner space, Jack added, “People will use technology to understand ourselves better, rather than the outside world.”


These comments underscored Jack’s entrepreneurial genius: it is intuitive, based on his natural feel and deep empathy for human emotions and needs. And luck. It is useful to know that Jack’s favorite movie is Forrest Gump, and he sometimes describes himself as a Gump-like figure, someone who chanced into the great digital trends of this era but had the intuition to see the exceptional opportunities they opened up and the confidence to seize those opportunities.


Again, China’s remarkable progress and Alibaba’s growth went hand in hand. Today, China is the first country in the world where e-commerce has surpassed traditional offline retail spending, constituting 52 percent of all retail transactions with over one billion netizens, 99.7 percent of whom are mobile users. Almost all of them use their smartphones to make and receive payments. In 2021, China’s e-commerce sales reached over $2.4 trillion, while in 2020 the State Post Bureau reported more than 60 billion express deliveries across the country. Package volume handled by the US Postal Service the same year was 570 million.


While the transformations of China’s digital economy over the last twenty years have been nothing short of impressive, to gain a fuller perspective of how this happened it helps to understand which societal factors made this possible both for Alibaba and the country as a whole. In the next part of this chapter I break down the key elements—domestic and international, public and private—that have powered the development of the country’s vibrant economy and technology ecosystem.


The Building Blocks of Growth
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China’s digital economy and the components upon which it is built.








Beginning in 1978, China embarked on a decades-long trajectory of economic liberalization, widely known as “reform and opening” (gaige kaifang). Some industries that had been subject to rigid state planning were, little by little, opened to market forces, and privately owned companies were permitted to take root. As the country’s economy took off, the private sector expanded, spreading new levels of prosperity. The economy doubled in size every eight years. By 2010, China had overtaken Japan to become the world’s second-largest economy. Similarly, a Brookings report stated that since its reforms began in 1980, China has lifted close to eight hundred million people out of absolute poverty, a remarkable achievement by any measure.


A range of societal factors had worked together to help fuel this growth, many of them a tribute to the government’s far-sighted policies. Looking specifically at the external layer in the figure here we can go through the individual factors, listed from the bottom up.


Population


With 1.4 billion people, China’s population eclipses the combined population of all fifty-four countries that comprise the African continent. The country’s working-age population of fifteen- to sixty-four-year-olds surpassed one billion in 2014—a vital ingredient for an industrializing economy. Companies from all over the world have been attracted to build factories to access the huge pool of inexpensive labor. At the same time, China’s rapidly expanding middle class has also given China an attractive consumer market, now the largest in the world.


Social Stability


After decades of upheaval during the Mao era, the Chinese leaders and administrations that followed emphasized social stability as a critical objective, and that supported growth as well as a big influx of human and financial capital. The generally stable environment gave individuals the assurance they needed to make long-term commitments.


Over the past few decades, entrepreneurs were able to build their companies with little disruption, while foreign investors had the confidence to bring in capital. What had been a brain drain began to reverse. As these inflows of talent and investment grew, they increased the speed of this remarkable forty-year run of development. In recent years, China has ranked in the top ten on Gallup’s survey of the world’s safest countries, just behind top-ranked Denmark.


Notably, some would argue that the country’s latest regulatory tightening around big tech and stringent zero-COVID strategies have caused short-term social disruptions. The government’s long-term top-priority goal remains, however, the same—to achieve social stability.


Physical Infrastructure


Large infrastructure projects brought clean water and electricity to previously underserved areas, enabling huge leaps in sanitation, health, and economic activity. China’s installed power-generating capacity grew at an average annual rate of 10.6 percent through the second half of the twentieth century, or roughly doubling every seven years. As market reforms set in and the country’s electric sector privatized, electricity production skyrocketed. Massive highway and rail construction projects provided critical access to cities and rural areas, enabling the movement of people and goods cheaply and efficiently, uniting the country into what is essentially a single, huge market.


To take one example, thanks to the extensive roads and network of bridges, someone living today in rural Gansu, a northern province known for its vast mountain ranges, can order a mobile phone to be delivered from the coastal tech hub of Shenzhen for a shipping cost of 15 renminbi (RMB)—less than $2.50. The package will travel 1,500 miles and arrive within three days. A similar package shipped using the UPS three-day service from Boston to Reno, covering roughly the same distance, will cost more than ten times that amount.


Internet Infrastructure


Since the 1980s, the Chinese government and telecom firms have been investing heavily in weaving a far-reaching network of connectivity. Mobile internet today is now accessible in more than 90 percent of the country, while the average fee for a month of unlimited 4G data is less than half the price of a weekly pass on the New York City subway. In fact in the global league table on mobile data costs compiled annually in 2021 across six thousand mobile plans in 230 countries, the average cost for one gigabyte in China averaged fifty cents and ranked as the world’s seventeenth cheapest, compared to the United States at $3.33, which ranks at 154. According to the Ministry of Industry and Information Technology, more than five million 4G base stations have been built across the country—almost half the world’s total.


Even in a province like Guizhou, among China’s poorest in GDP per capita, every single one of its ten-thousand-plus villages have achieved 4G coverage. And the global pandemic has not slowed down China’s deployment of 5G capabilities. In fact, by the end of 2021, powered by the 1.15 million 5G base stations set up nationally, of the country’s total 1.62 billion mobile phone users, 497 million were connected to 5G terminals, constituting more than 70 percent of the global 5G subscriber base. The Chinese government expects that by 2025 its 5G network will cover all cities and towns and most villages.




Mobile Everywhere


From payments to shopping, livestreaming to delivery, Chinese consumers today live in a society wholly remade over the past several decades. The catalyst that has propelled much of this forward is a device smaller than a checkbook, which we can no longer imagine leaving home without: our mobile phones.


From the onset, mobile penetration in China has grown at a breakneck pace. In 2000, shortly after I first joined Alibaba, only 10 percent of the population had mobile phones. In 2013, the number of Chinese mobile users eclipsed those in the United States, a major milestone. By the following year, smartphone users were approaching half a billion people. More than 98 percent of the one billion Chinese internet users today are zipping through the web on mobile devices.


The online services that have grown from China’s massive mobile adoption form a crucial component in the country’s economic restructuring. The devices have helped to accelerate the transition from an export-driven economy to one driven by services and domestic consumption.


In the United States, many trailblazing internet firms developed technologies to create entirely new applications and new industries, such as online advertising, online auctions, and social networking. But as Professor Ming Zeng, Alibaba Group’s former chief strategy officer, has noted, the leading Chinese internet firms generally applied new technologies to addressing gaps in existing demands.


In retail shopping, for example, the American consumerism boom really began with brick-and-mortar stores, giving rise to retail outlets on street corners and sprawling strip malls and shopping malls in the suburbs. China lagged in retail store construction. Though the United States has less than a quarter of China’s population, it has thirty times as many shopping centers; the average American enjoys 3.3 times as much retail floor space as the average Chinese. In China, meanwhile, the physical shopping experience left much to be desired: store were dingy with sparse shelves, too often stocked with a poor selection of products.


As a result, Chinese consumers did not have to break personal shopping habits when they were offered the opportunity to shop online. They were happy to e-shop rather than hunt down a store and deal with a poor consumer experience. As Zeng writes: “China provided fertile ground for [a new] model to unfold.”


Of course, smartphones have accelerated this transition to online shopping. From a business perspective, this has enlarged the range of opportunities for retailers. Touch points have increased manifold thanks to geolocation and push notifications, which can alert consumers to promotions and discounts whenever they come within proximity of a store. Opt-in, app-based loyalty programs funnel up valuable data on consumer needs and preferences, allowing e-retailers to provide more streamlined, tailored offers and create a better inside- and outside-of-store shopping experience.


The development of such capabilities has arisen from the integration of four vital business pillars: e-commerce, digital payments, smart logistics, and cloud computing. The ecosystem they have created serves as the basis for many of the new applications emerging today in retail, banking, manufacturing, health care, government services, and other sectors.





Integrated Market


The expansion of reliable physical and digital infrastructure across a more stable, centralized society has consolidated the benefits of a large, integrated market, with few legal or administrative barriers to access from one region to another. By contrast, India, which also boasts a billion-plus population, is divided into twenty-nine states that, in addition to being culturally distinct and using many different languages, have erected a patchwork of tax and commercial regulations, which impede operations across state boundaries.


Education


As China’s digital infrastructure started expanding in the late 1990s, so did demand for skilled workers, technicians, and managers. The number of students admitted to colleges increased from 1.15 million in 1980 to 26 million in 2015. And in 2016, nearly 5 million Chinese students graduated with STEM degrees, twice the number in India, the second-highest country, and eight times as many as in the United States. In addition, more resources have been invested in training students to succeed in the digital economy. One Chinese university began offering e-commerce as a major in 2000, and by 2020, students in 563 universities around the country could pursue e-commerce-related degrees.


In one instance, Jia Shaohua, an educator at the state-run Yiwu Industrial and Commercial College in Zhejiang, ignited a mini-revolution when he began offering a radical new e-business entrepreneurship course in 2009. Instead of teaching the traditional requisites, espousing theory and pushing rote memory, he emphasized straightforward, practical lessons on how to start a business. Rather than teach students how to find jobs through vocational training, he endeavored to teach them how to create their own jobs for themselves and others. Word of his “enterprise school” spread, with hundreds of students soon signing up. Within a couple of years, many of them had already started their own online businesses.


Professor Jia’s graduates produced, marketed, and sold everything from knitwear to cosmetics, generating tens of millions in RMB sales and creating more than a thousand jobs. His novel training model was upheld as a model for preparing college graduates all around the country.


Government and Policy


The dynamism of China’s public-private partnership is one of the key elements that has enabled the digital economy’s growth over the past twenty years. Although many would argue conditions have recently changed dramatically for many internet companies and are not as favorable, the Chinese government’s initial willingness to grant entrepreneurs a relatively free hand to experiment and its early economic reform programs promoted the rapid growth of China’s digital economy. In many cases, authorities moved to impose new regulations or restraints only after a deliberate delay. In that way, China’s internet giants enjoyed relative freedom for years before the government took any concrete regulatory actions. With Alipay, for example, Alibaba’s pioneering payments service, eleven years passed after the introduction of online money transfers before regulators set a cap on the value of the transfers.


Generally, the Chinese government offered guidance and incentives through its policy announcements instead of imposing onerous restrictions. The “Made in China 2025” and “Internet Plus” plans, both launched in 2015, presented clear objectives for the country’s industrial and digital development. The Five-Year Plan for National Informatization, introduced the following year, pledged greater resources for technologies from 5G networks to cloud computing and the internet of things—meaning the physical objects (sensors, software, technologies, and devices) that exchange data over the internet. And in 2017 China’s State Council released the country’s strategy for developing AI, entitled “New Generation Artificial Intelligence Development Plan.” These were road maps signaling the government’s economic priorities and favored investments. It left it to entrepreneurs to determine how those priorities would be realized. In essence, the Chinese system has permitted market forces to spur competition. The best survive and thrive. Only then do regulators step in and determine how the market sector will be managed moving forward.
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