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Cast of Characters



Chinese Government Officials

Deng Xiaoping The leader of China from 1978 to 1989 who established market-oriented reforms and sparked the ongoing economic boom.

Ding Guangen China’s “propaganda czar,” director of the Communist party Propaganda Department who controlled the Chinese media throughout the 1990s.

Gao Xiqing A key founder of China’s stock markets and longtime senior securities regulator who most recently was vice-chairman of the National Council for Social Security.

Hu Jintao President of China and Communist party boss starting in 2002.

Jiang Zemin President of China and Communist party boss who carried out Deng’s reforms from 1989 to 2003.

Li Peng Premier of China from 1987 to 1998 who became the belligerent face of the government during the Tiananmen demonstrations. Despite his reputation as a conservative hardliner, he pushed government acceptance of a 1992 U.S.–China market access agreement that led to China’s first significant commercial regulatory reforms.

Long Yongtu Senior Chinese trade official who handled China’s negotiations for the country’s 2001 entry into the World Trade Organization.

Mao Zedong Chinese Communist revolutionary leader who defeated Chiang Kai-shek in 1949 and led the People’s Republic of China from triumph into tragedy. His rule ended with his death in 1976 after the country’s economy and social system were destroyed by the Great Leap Forward and the Cultural Revolution.

Shi Guangsheng Minister of trade from 1998 to 2003.

C. H. Tung A shipping company executive who was Hong Kong chief executive after the handover of Hong Kong to China from Britain in 1997. He resigned in 2005 due to deep unpopularity in China and Hong Kong.

Wang Qishan Most recently the mayor of Beijing and formerly president of China Construction Bank from 1994 to 1998. He oversaw the Morgan Stanley joint-venture investment bank, China International Capital Corporation (CICC). The son-in-law of Yao Yilin, who was vice-premier in charge of finance and economics from 1979 to 1993, Wang is also the godfather of China’s stock markets.

Wu Jichuan As the minister of the Ministry of Information Industry (and its predecessor, the Ministry of Posts and Telecommunications) from 1993 to 2003, he was known as China’s “telecom czar” and architect of the world’s largest telephone system.

Wu Yi Most recently vice-premier and health minister who served as trade minister from 1993 to 1997.

Zhao Weichen The first chairman of China Unicom and creator of the “Chinese-Chinese-Foreign” investment structure that gathered more than $1 billion in investment from international telecom companies without giving away any equity in China’s telephone operating system.

Zhao Ziyang The premier of China who was ousted after the Tiananmen Massacre and held under house arrest until he died in 2005. He was the architect of Deng’s first wave of reforms and mentor to a generation of Chinese reformers.

Zhou Enlai Mao’s right-hand man and longtime premier of China who is credited with working to curb many of Mao’s excesses. He died in 1976.

Zhou Xiaochuan Most recently governor of China’s central bank, the People’s Bank of China, he earlier served as China’s top securities regulator and chairman of China Construction Bank.

Zhu Rongji Premier of China from 1998 to 2003 who is credited with designing and implementing the country’s most significant financial and economic reforms.

Zou Jiahua The vice-premier of China in the 1990s who served as the key patron of Unicom and advocate for breaking the China Telecom monopoly of China’s telephone system.

U.S. and British Government Officials

Charlene Barshefsky The U.S. trade representative from 1997 to 2001 who engineered the U.S.-China agreement that led to China’s entry into the WTO.

George H. W. Bush The forty-first president of the United States, from 1989 to 1993, who had served as Nixon’s representative in China in 1974–75 and later personally ran China policy from the oval office as president.

George W. Bush The forty-third president of the United States, assuming office in 2001, who initially considered China a second-priority country for the United States in Asia because of its lack of democracy, but befriended China after the September 11, 2001, Al Qaeda attack on the World Trade Center towers and Pentagon.

Bob Cassidy The U.S. trade representative’s chief negotiator for China’s accession to the WTO.

Warren Christopher The U.S. secretary of state from 1993 to 1997 who was strongly criticized by the American business community while carrying out Clinton’s policy of threatening to cancel China’s MFN status on human rights grounds.

Bill Clinton The forty-second president of the United States, from 1993 to 2001, who initially threatened to cancel China’s “most favored nation” trading status on human rights grounds but soon capitulated and oversaw successful U.S. efforts to bring China into the WTO.

Christopher Cox Republican congressman from California who headed the congressional committee that issued the hyperbolic “Cox report” on China’s systematic stealing of American nuclear and military technology, thereby igniting a frenzy of racism against Chinese in America.

Henry Kissinger Nixon’s national security adviser and secretary of state who negotiated and engineered Nixon’s rapprochement with China and later became a fixture in U.S.-China political and business relations.

Richard M. Nixon The thirty-seventh president of the United States, from 1969 to 1974, who led U.S.-China rapprochement by traveling to China in 1972.

Chris Patten A British Conservative party leader and the last British governor of Hong Kong who enraged China by pushing democratic reforms in the colony prior to the handover.

Robert Rubin The U.S. secretary of the treasury during the Clinton administration who advised Clinton to reject an agreement for U.S. approval of China’s entry into the WTO brought to Washington by Chinese premier Zhu Rongji in April 1999.

Gene Sperling The national economic adviser to President Clinton and the head of the National Economic Council from 1996 to 2000 who also advised Clinton to reject Zhu’s proposed WTO deal.

Chinese Businesspeople

Payson Cha Chairman of the Mingly Corporation Ltd. and one of the founders of China International Capital Corporation (CICC).

Fang Fenglei The vice-president of CICC from 1995 to 2000 who was the leader of the Chinese side of the joint venture and steered huge investment banking deals to Goldman Sachs because Morgan Stanley executives failed to take him seriously.

Pan Shiyi The chairman and co-CEO of SOHO China Ltd. who with his wife, Zhang Xin, established a new real-estate development model for China and struggled with blending Eastern and Western management systems in their company.

Tang Shisheng The powerful human resources director of CICC who rejected many of Morgan Stanley’s proposed executives.

Wang Boming A founder of China’s stock markets who turned to business and is now publisher of the investigative Caijing magazine that is setting new standards in Chinese journalism.

Wu Ying A founder of UTStarcom who successfully outmaneuvered China “telecom czar” Wu Jichuan to establish the “Little Smart” mobile phone technology across China, despite Wu’s disapproval.

Zhang Xin The co-CEO of SOHO China Ltd. who struggled to impose Western management systems in the company, but eventually acceded to her husband’s Chinese management ways.

Levin Zhu The son of Zhu Rongji and most recently head of CICC who turned the enterprise into the equivalent of a well-run state enterprise once Morgan Stanley withdrew from management of the venture.

Zong Qinghou The founder and chairman of the Wahaha Group who built a beverage conglomerate that challenges Pepsi and Coke in China by combining astute politics, clever marketing, and strict Chinese management practices.

U.S. Businesspeople

John Bruns The McDonnell Douglas China hand and troubleshooter in China who handled the export licenses for the machine tools that later led to a federal indictment. He was not implicated in the charges.

Gareth Chang The president of McDonnell Douglas Asia/Pacific who put together the company’s aircraft assembly facility in Shanghai and later headed Hughes Electronics International and oversaw its satellite launches in China.

Bob Hitt McDonnell Douglas production boss who oversaw the assembly of airliners in Shanghai and was indicted by federal prosecutors when Chinese partners diverted machine tools to a military factory. The politically motivated charges were later dropped.

Austin Koenen The third CEO of CICC who was making progress in soothing the company’s culture clash when he died of a sudden heart attack in Beijing in 1998.

Elaine La Roche The fourth CEO of CICC and longtime deputy to Morgan Stanley CEO John Mack.

Edwin Lim The first CEO of CICC and former chief representative for the World Bank in China who produced the first foreign studies of the Chinese economy in the reform era.

Rupert Murdoch The head of News Corp. and media mogul who gained access to the China market and helped modernize China’s propaganda machine only after convincing the Communist party that he was interested in making money, not trouble.

Jack Wadsworth The chairman of Morgan Stanley Asia in the 1990s and visionary creator of the joint-venture CICC investment bank with China Construction Bank.

Harrison Young The second CEO of CICC.

Chinese Media

Guo Chaoren The president of Xinhua when the state-controlled news agency attempted to take over the financial data business in China of Dow Jones and Reuters.

Hu Shuli Managing editor of Caijing magazine and crusading reporter who has set new standards for watchdog journalism in China.

Liu Changle Founder, chairman, and CEO of Phoenix Satellite Television and media entrepreneur who guided Rupert Murdoch into China.

Wang Wenlian The first director of Xinhua regulatory body, the Foreign Information Administration Center, that monitors foreign news and financial information coming into China.

Yun Yiqun Famous wartime reporter in China and founder and director of several journalism schools who as a political outcast taught Hu Shuli the importance of ethical and responsible journalism.

Historical Figures

Chiang Kai-shek (1887–1975) The Chinese Nationalist leader who fled to Taiwan in 1949 after losing the civil war to Mao Zedong.

Carl Crow (1883–1945) American journalist-turned-businessman and author of 400 Million Customers published in 1937, who lived in Shanghai for twenty-six years and founded one of the first advertising agencies in China.

Charles George “Chinese” Gordon (1833–1885) A British mercenary and adventurer who led the “Ever Victorious Army” in crushing the Taiping Rebellion for the Qing dynasty.

Emperor Qianlong (1711–1799) The fourth emperor of the Qing dynasty who rebuffed British attempts to open China to foreign trade.

Empress Dowager (1835–1908) Also known as Cixi, a powerful and charismatic imperial concubine who was the de facto ruler of China at the end of the Qing dynasty in the late nineteenth and early twentieth century.

Hong Xiuquan (1814–1864) Leader of the Taiping Rebellion in 1851 who declared himself to be the “Younger Brother of Jesus Christ” and ruled much of southern China for a dozen years.

Li Hongzhang (1823–1901) Chinese official in the Qing dynasty who became the country’s first and foremost barbarian handler.

Lin Zexu (1785–1850) The Chinese commissioner in Canton who was ordered to put an end to the illegal opium trade.

Lord George Macartney (1737–1806) An envoy sent by King George III in 1793 to open China to British trade who was rebuffed by the emperor.

Scholars

Justin Lin Academic entrepreneur who founded the first independent economic research institute in China, the China Center for Economic Research, and Beijing International MBA (BiMBA), one of the first MBA schools in China.

Lucian Pye MIT Sinologist and political psychologist who wrote Chinese Negotiating Style.

John Yang A mainland native and Fordham University management professor who is the U.S. dean for the BiMBA school and leading theorist on blending the East and West to build new business management systems in China.

Lai Changxing Case

Lai Changbiao Lai Changxing’s brother, accused of running the cigarette smuggling business. He ended up a paraplegic after a bar fight.

Lai Changtu Lai Changxing’s brother, who ran the automobile smuggling operation and is serving fifteen years in jail.

Lai Changxing Peasant entrepreneur who built the $6 billion Yuanhua smuggling empire in partnership with Chinese military and police organizations and went from respected tycoon to China’s most-wanted criminal when Premier Zhu Rongji cracked down on smuggling by the Chinese military.

Lai Shuiqiang Lai Changxing’s oldest brother who died in prison after convincing thirteen others involved in the case to return to China from overseas and face charges.

Lan Fu Vice-mayor of Xiamen and inveterate gambler who was sentenced to death for taking some $600,000 in bribes from Lai. His death sentence was commuted to an indeterminate prison term after he assisted prosecutors.

Li Jizhou Close friend to Lai and vice-minister of China’s Public Security Bureau who headed China’s antismuggling efforts and was sentenced to death after he, his wife, and his daughter received more than $600,000 from Lai. His death sentence was commuted to an indeterminate prison sentence after he assisted prosecutors.

Yang Qianxian Award-winning chief of Xiamen customs and Communist party secretary for the organization who was sentenced to death for taking $170,000 in bribes from Lai. His death sentence was commuted to an indeterminate prison term after he assisted prosecutors.

Zhuang Rushun One of Lai’s closest friends and deputy chief of the Fujian province police who was sentenced to death for taking bribes from Lai. His death sentence was commuted to an indeterminate prison term after he assisted prosecutors.

Zhu Niuniu Lai’s business partner who wrote a seventy-four-page report to authorities, detailing Lai’s smuggling operation after Lai refused to help him pay off gambling debts.







Preface



IT SHOULD HAVE BEEN a routine flight from Beijing to the coastal city of Fuzhou. The government-owned airline was new and the airplane was fresh from a foreign factory. But I began to get a sense that this ride wouldn’t be entirely routine when I saw how cheerfully untrained our crew was. The flight attendants sat giggling in the front row, eagerly putting together take-home bags of the best food from the extra meals. The cockpit door was open throughout the flight. The flight engineer came back to snooze in the front row.

Finally we began our descent. The lush green countryside, populated by farm huts and pigpens, loomed closer and closer. As the aircraft swung around to line up on the rapidly approaching runway, two of the flight attendants stood behind the pilot and copilot as if surfing the plane onto the runway. Then, with barely fifty feet between us and the rubber-scarred runway, the pilot suddenly jammed the throttles forward. Engines screaming, we began an abrupt climb. Amazingly, neither of the flight attendants toppled over, but they did stumble back to their seats with a look of fright. Up and around we went, once again lining up on the runway. Then I heard the distinctive eerrrrrrrr of the landing gear being lowered and felt the shuddering as the wheels entered the airstream. I hadn’t noticed any of that on our first approach. So that’s why we did the sudden go-around!

I was thinking about how sensible it was to travel by train as I walked into the terminal. Then I saw a propaganda poster on the wall that has since remained firmly in my mind as the perfect description of the transformation China is undergoing: STRIVE TO FLY NORMAL. That is the essence of what China is trying to do: become a normal country, one that is integrated into the world economy, a place where citizens can concentrate on their prosperity and happiness instead of suffering from political power struggles. Like our novice flight crew, China has spent that past twenty-five years alternately stumbling and soaring through a massive trial-and-error reform process, and so far most of the landings have been smooth.

It is difficult for anyone in the West to overestimate China’s growing role in the global economy. With 1.3 billion mouths to feed, its consumer market has the potential to be larger than North America and Western Europe combined. Measured by purchasing power parity, China’s current per-capita GDP is $5,000 and rising steadily each year. It has surpassed Britain as the world’s fourth-largest economy. China consumes 25 percent of global steel, 30 percent of cement, and is the world’s largest market for electrical appliances. Foreign companies are flocking here, both to sell and to buy. Contracted foreign investment in China now averages $420 million a day.

Since 1978, when Premier Deng Xiaoping launched a set of economic reforms that included using foreign companies and their capital, technology, and management skills, China has become a manufacturing powerhouse, combining technologically sophisticated factories with energetic, intelligent, and low-cost labor. But China has allowed foreigners in only on its own terms, and those terms are often opaque, contradictory, and bewildering. All too often, laws are only the law when they benefit China. Negotiations can take forever and the resulting agreements can be promptly ignored. Corruption is frequently the lubricant that greases the wheels of commerce. Business in China has always been conducted behind multiple curtains and amid much subterfuge, and that hasn’t changed. Foreign companies rightly fear that Chinese partners, customers, or suppliers will steal their technology or trade secrets or simply pick their pockets. Testy relations between China’s Communist leaders and the United States and other democracies requires that politics be an integral part of business plans. China’s entry into the World Trade Organization in 2001 and the country’s desire to transform local companies into global leaders is bringing more international practices into China by the day. But I still see foreign executives confidently breeze into China only to be run over by their Chinese competitors, the Chinese government, or their Chinese partners—or sink themselves through various combinations of unrealistic expectations, impatience, and lack of common sense. The more business in China changes, the more it stays the same. As a journalist, I have traveled the entire country and enjoyed a front-row seat for this historic drama. As a businessman, I’ve been involved in the power plays, the complex negotiations, and the political intrigues that are a routine part of doing business in the country.

This book is intended to show rather than tell what it is like to do business in China. There are no simple formulas or magic solutions. Only by showing the sometimes complex details of how certain deals came together or fell apart, how the people involved viewed and treated each other, how politics and prejudices tainted expectations and outcomes, will I be able to convey to you the nuances that have made China such a frustrating yet rewarding place for so many foreign businesses. Each chapter begins with a simple introduction of the characters and situation. Next, in an overview section, I put the characters and situation in their proper context. The story then unfolds as a straightforward narrative. At the end, in a section entitled “What This Means for You,” I explain how what happened in this chapter can affect how you do business in China. Finally, I summarize—pithily, I hope—many of my own observations in a takeoff on Mao’s Little Red Book.

Demographers may quibble with the title: China’s current population is 1.3 billion. But it is the round “billion” that matters, that threshold number that symbolizes the vast and untapped continental-size market, the teeming Chinese masses waiting to be turned into customers, the dream of staggering profits for those who get here first, the hype and hope that has mesmerized foreign merchants and traders for centuries. The title is my tribute to another American journalist-turned-businessman, Carl Crow, who lived in Shanghai for twenty-six years and in 1937 wrote 400 Million Customers, a rich trove of anecdotes and insights about the Chinese people and doing business in China, much of which still holds true today. I share Crow’s deep respect and admiration for, as he put it, “the interesting, exasperating, puzzling, and, almost always, lovable Chinese people.” My goal for this book is to also share Crow’s ability to convey timeless insights and commonsense lessons about Chinese business practices, and the deeply ingrained thinking and behavior patterns of Chinese people, through a combination of scholarship, grassroots experience, lively narrative, and good humor that transports the reader deep into the China business world.

Please enjoy the journey.

James McGregor

Beijing, 2005








Introduction

A Startup and a

Turnaround

With one foot firmly in the past, and the other stepping into the future, China is simultaneously the world’s largest startup and turnaround.





I PRESUMED THAT WEARING a Peking Opera outfit in the land of pinstripes would get some attention.

There I was, in New York’s World Financial Center, standing before nearly all of Dow Jones’s top executives in a mahogany-paneled conference room, wearing a hat like a silver chandelier, a wispy beard that went to my knees, and a blue-and-gold embroidered silk robe that billowed like Cinderella’s dress.

It was early 1994 and after years of reporting and writing about China for The Wall Street Journal, I had just been appointed chief business representative in China for Dow Jones, the paper’s mother company. My mission was to build footholds for Dow Jones in a country that was closed to outside media companies. Since I hadn’t had time to accomplish anything toward that goal, I didn’t have much to report. So while my colleagues showed snappy PowerPoint presentations, I was empty-handed but clad in the costume of Bao Gong, a Song dynasty official known for his integrity and vision.

I was taking a page from the very effective marketing strategy that China so expertly employs to make the Western world salivate: with empty pockets but big ambitions, sell the China mystique and the dream of one billion customers. With its strange history—two thousand years of continuous imperial rule, followed by a crippling encounter with communism that left an impatient, hungry, and hardworking population determined to get rich and regain its rightful place in the world—China would present opportunities and challenges to the global business community of a scale and magnitude perhaps never seen before.

I said that it would be risky, difficult, and time-consuming for Dow Jones to build a media and information business in China where the Communist party was still obsessed with information control and propaganda. But I reminded them that while Chinese leaders still mouthed the slogans of Marx and Lenin, their actions focused on markets and leverage. When Deng launched reforms fifteen years earlier, I said, there was only one place in the world with a significant population of poor Chinese people—China. The several tens of millions of ethnic Chinese who lived outside the country were among the world’s most ambitious and successful scientists, inventors, engineers, merchants, and business tycoons.

“What Deng is doing isn’t brain surgery,” I said. “He is letting the Chinese people move beyond their debilitating political struggles and do what comes naturally: focus on education for their children, focus on acquiring individual wealth, focus on building the nation and gaining international respect, and always remember that anyone who openly challenges the government’s authority will be ruthlessly crushed in the name of national stability.

“And one more thing,” I said. “As we have seen in Taiwan, Hong Kong, Macao, and Monaco, the Chinese people love nothing more than playing with money. Gambling and financial speculation are hardwired into their genes. So the question is when, not if, China will have the world’s largest financial markets. That is something that Dow Jones must get out in front of.”

My scheme worked. Even those in the room who figured I was half-insane became enchanted with and excited about China. I was soon flooded with visitors from our wire services, databases, stock indexes, television production, print publications, and other divisions. For Dow Jones, like corporations across the globe, China was an exciting new business frontier, as well as a fun and fascinating place for a business trip.

I didn’t think of it this way at the time, but what I was describing was a China that is simultaneously the world’s largest startup and the world’s largest turnaround. The country can draw on a two-thousand-year tradition, but it also is inhaling Western business know-how and technology and doing everything at the same time and for the first time. That is why China has been able to progress so quickly.

If you think about the last decade of China’s economic and social development in terms of comparable changes in the history of the United States, you can feel the wind on your face. China is undergoing the raw capitalism of the Robber Baron era of the late 1800s; the speculative financial mania of the 1920s; the rural-to-urban migration of the 1930s; the emergence of the first-car, first-home, first-fashionable clothes, first-college education, first-family vacation, middle-class consumer of the 1950s, and even aspects of social upheaval similar to the 1960s.

It almost seems as if Deng used Harvard Business School’s turnaround guidelines as his blueprint. Consider just a few.

Establish a Sense of Urgency: This was easy after the Cultural Revolution. The Communist party had to change course or lose power.

Form a Powerful Guiding Coalition: Deng empowered practical reformers but also left Long March veterans with enough of a grip to apply the brakes.

Create a Vision: Deng challenged the country to quadruple per-capita GNP from 1980 to 2000, a goal achieved four years early.

Communicate the Vision: Day and night, the state-owned press celebrates progress and exhorts new goals.

Institutionalize New Approaches: All major reforms, from farming to housing to finance and privatization, were tested and refined as local experiments before being spread nationwide and surrounded with regulatory structures.

The startup side of the equation is where foreign businesses and governments come in. China needed capital, technology, manufacturing expertise, management know-how, and overseas markets for its products. Like all startups, the Chinese have progressed through frantic trial and error, making it up every day, copying and modifying practices and products of others, always sprinting to capture the market first, always aiming at the next pile of quick profits.

Journey to the East

I first came to China as Deng’s turnaround was starting to get traction. My interest in Asia started at age eighteen when I served as an infantry soldier in Vietnam. I went from the army to journalism school, to a Los Angeles crime beat, to a correspondent’s job in Washington, D.C., covering the U.S. Congress. All along, my ultimate goal was to return to Asia as a reporter. So in 1985 I hooked up with my sister Lisa, who was working in refugee camps in Thailand, and we set out on a six-week backpacking trip across China. We bounced around the country in filthy, jam-packed trains and buses. We spoke not a word of Chinese but found ourselves hounded by eager students desperate to practice the English they were learning in school. Physicians, professors, and even government officials volunteered to serve as our guides just for the opportunity to speak English and learn what they could about the outside world. I returned to the United States convinced that China’s eventual emergence onto the world scene would be the economic event of my lifetime. After convincing my wife, Cathy, that Taiwan was “just like Hawaii” (I had never been there but knew that petrochemical plants were more prevalent than pineapple plantations), we sold everything we owned and in early 1987 flew to the island with two suitcases each and moved into a threadbare YWCA. The idea was, at our ripe old ages of thirty-three, to learn Mandarin and then head off to mainland China.

A few months after we landed in Taiwan, The Asian Wall Street Journal hired me as its Taiwan bureau chief. It was the perfect time to be a journalist in Taiwan. Martial law was lifted. Fistfights in the legislature signaled the start of a democratic revolution. Gangsters built flimflam empires. The stock market soared by 1,800 percent, then tanked. Everybody bought cars, and then sat fuming in traffic jams. The government scrambled to pretend that it was in full control. The next three years were a preview of many things I would see again in China.

When The Wall Street Journal sent me to Beijing as bureau chief in 1990, the tears of the Tiananmen Massacre still streaked the face of China. The government was patching up its internal split and exercising white-knuckled repression. Rage was widespread, but only vented to close friends and family. I rode my bicycle around Beijing almost every night, trying to probe the thoughts of those puffing along in the smoky, polluted blackness beside me. Most people were afraid to talk to foreigners, but I turned our lovely one-year-old daughter, Sally, into an interview lure. Chinese love children and with her Shirley Temple blond curls, Sally could easily gather talkative crowds of several dozen, and sometimes several hundred, when I plopped her on the dusty counter of a state department store or strapped her onto the back of my bike and trolled for people to talk to.

I also traveled throughout the country. I witnessed firsthand the official efficiency and private practicality of the Communist party. Everywhere I went, from dust-blown Qinghai in the northwest, to sweaty and humid Guangdong in the southeast, party and government officials from the top to the bottom would mouth the latest party line. But once the official political regurgitations were over, the talk always turned to business. I found a country littered with wasted talent—bellboys with economic degrees carried my bags and highly trained engineers drove my taxis—and ravenous to resume progress.

Business Thoroughbreds

I found that despite forty years of Communism, the mainlanders were just as ferocious and thoroughbred economic animals as their cousins in Taiwan and Hong Kong. I met Cao Bing on my first reporting trip to Guangdong province, adjacent to Hong Kong. He sat next to me in the first-class section of the airplane from Beijing. A short man with a stubbly beard and disheveled hair, he was wearing blue jeans, a green sweater with holes in it, and a pair of tattered Nike sneakers. He hugged a black gym bag protectively as we took off. For most of the flight, he poked like a maniac on the keys of a tiny calculator and recorded his calculations on scraps of cardboard from a cigarette carton. I thought he was deranged until we started chatting. Cao lived in the Golden Hero massage parlor next to the Guangzhou city airport. He said that he flew around China twenty-five days a month. He also whispered that he had $20,000 U.S. dollars in the gym bag. China didn’t yet have an official foreign exchange trading system, so Cao had established a nationwide foreign exchange business out of the massage parlor. Cao had street currency traders working for him in a dozen major cities, where they stood outside hotels and traded the Chinese currency, renminbi (RMB) for dollars with foreign tourists. His profits came from arbitraging the different street exchange rates in various cities. He and his partners flew around China selling dollars where they got the highest price or buying them where prices were cheap. This was a forty-five-year-old man with an eighth-grade education who had previously been a tobacco grower in the far west province of Yunnan.

A little later, in Shanghai, I met a man who called himself Millions Yang, a forty-year-old steel factory worker with a jumble of bad teeth and a bundle of big ideas. With a ninth-grade education he was making the then-unheard of sum of $100,000 a year from his base in a seedy coffee shop on the balcony of a dilapidated movie theater in the city’s former French quarter. Millions got rich by buying government bonds from workers who were forced to accept them as part of their pay. He bought them for pennies from workers in remote towns who figured they were worthless paper, and brought them back to Shanghai and sold them for huge profits on the city’s nascent bond market. While the business models that Cao and Millions had formulated were crude, they were pioneers in China business practices that prevail in much more sophisticated forms to this day: mining the cracks in half-reformed systems and arbitraging between the state and private economy.

Mad for Money

The speed at which China went from communism to embracing capitalism should be no surprise. This is a country where the traditional greeting for Chinese New Year, the equivalent of saying “Merry Christmas,” is Gongxi facai, or “Congratulations on getting rich.” Similarly, a central part of funerals in China is the burning of fake paper money to send assets for the departed in the afterlife. In southern China, papier-mâché mansions, luxury cars, and entertainment centers are burned to provide some extra comforts. At weddings, guests line up at a table outside the reception hall where their red gift envelopes of cash are ripped open, counted, and recorded as everybody in line watches.

Given the distrust of the political system resulting from the Cultural Revolution and the corruption and constant change of the reform era, many Chinese place their complete trust only in money. This was most bluntly put to me by a cynical and scruffy twenty-nine-year-old cigarette smuggler surnamed Yang whom I met one day while wandering the streets of the city of Wuhan between meetings. A week earlier, two policeman had been shot when they tried to extort money from a street vendor. When I told Yang that I was American, he told me of the shooting as if it were a positive event.

“America is great because guns make everybody equal,” he said. “Freedom in China is a pocketful of money,” he added, showing me a six-inch-thick wad of fifty-yuan notes. “In China, you either have money or you have to be obedient.”

To Serve the People

Given their cultural proclivities, I’m not surprised that I have never met a real Communist in China, somebody who believes in the abolition of private property or the philosophy of “from each according to his ability, to each according to his need.” “Mao Zedong Thought” is still a core part of China’s official ideology, and the “Yan’an Spirit” of self-sacrifice and simple living are still the professed ideal for Chinese officials. The Chinese Communist Party has recently tweaked its liturgy to protect private property and to state that the party is the vanguard of all Chinese people, not just the workers and the peasants. But officials still endure endless speeches and propaganda study sessions where the words of Marx and Lenin are swirled into ever more creative combinations. Then they climb into their Audi or Mercedes sedans and check stock prices on their mobile phones as they head home to apartment buildings named Beverly Hills, Park Avenue, or Palm Springs, where their sons and daughters with Harvard or Wharton MBAs wait to discuss privatization deals.

For most party officials, life is guided by the proverb Zhi Lu Wei Ma, which means “Point at a deer and call it a horse.” Saying one thing and doing another is a way of life because the party believes that to do anything else would risk destabilizing the system. The 1989 Tiananmen Massacre was a tragedy but also a turning point. It was caused by a deep split between conservatives and reformers in the party. Conservatives won the battle but lost the war. In the aftermath of Tiananmen, the Party accelerated privatization and market reforms because its credibility was shredded and could only be rebuilt by quickly improving people’s lives. Throughout the 1990s, in fact, the Communist party has resembled trickle-down Republicans. Private enterprise was not only allowed but the newly rich became celebrated as the country’s new model workers—except when they were being jailed for corruption. The nation’s resources were turned away from social programs and into the construction of mind-boggling amounts of infrastructure aimed at supporting a market economy that can compete in the world. I was once told that an ideal Chinese government should be like a strong water-skier behind a boat. The raging entrepreneurial drive of the Chinese people is the boat. The government is the skier who drags along behind, every now and then yanking on the rope with sufficient force to alter the boat’s direction a bit if it heads off course.

All of this isn’t a cynical exercise. If the business community is the “old boys’ network” in the West, the Communist Party is the “old boys’ network” in China. While few, if any, officials believe in communism, they do believe in the system, that it should be protected and that it should and can be improved. The party today operates much like a corporation in the way it makes decisions and deals with people. Bright young officials are selected for ideological indoctrination and management training, and moved through increasingly responsible positions. Like a corporation, there is some democracy at the top of the party and almost none at the bottom.

This fairly modern system is grafted on ancient attitudes and practices, however. China is ruled by its deeply ingrained culture more than anything else. For the party, this is manifesting itself in the wealth that the political aristocracy is rapidly accumulating, wealth being a necessity to keep their families on top in a market economy. Nobody will ever admit this publicly, but it is quietly accepted that the families of senior Communist Party officials will use their status and connections to quietly build assets. This unspoken practice could be viewed as a permutation of the old Inner Court and Outer Court system that dates back to the Han dynasty two thousand years ago. In those days, the Inner Court was the extended imperial family and its trusted retainers. They had a right to the nation’s wealth and controlled the military and the entities responsible for policing the government bureaucracy, or Outer Court. In China today, the Inner Court is the top several hundred Communist party leadership families that emerged from the revolution and its aftermath. The Chinese military and government watchdog organizations today report to the party, not to the government bureaucracy, the equivalent of the old Outer Court.

Rough Justice

The Chinese government is obsessed with social order and for good reason. With the demise of socialism and the rise of capitalism creating a society of haves and have-nots, China is a social powder keg. I looked Chinese justice in the eye at a death rally in Mangshi, a city of one hundred thousand near China’s southwestern border with Burma. When I was there in the early 1990s, eastern Burma was one huge poppy field and heroin factory, and much of the production was smuggled through China on its way to the United States and Europe. Chinese addiction was rising fast as the contraband spilled across China on its way to the coast. The government’s solution: shoot every drug dealer it finds.

At daybreak, people began streaming into the city’s main sports stadium. A little later a file of police jeeps and motorcycles with screaming sirens escorted a convoy of thirteen army cargo trucks into the stadium. In the back of each truck were two or three prisoners, leaning over the railings with placards detailing their crimes hanging from their necks. The prisoners were lined up, guarded by machine guns atop each truck. The air crackled with the sounds of walkie-talkies.

I stood face-to-face with the prisoners, astonished at how well behaved they were. A woman prisoner arrived alone. She was brought into the middle of the line. A male prisoner tried to say something to her and then I could see why they were all so quiet. The prisoners all had fishing line tied in individual slipknots around their necks. When the man tried to talk, a policeman holding the line quickly choked him. I later learned that the two prisoners were husband and wife. Then the stadium loudspeakers began to boom out the individual death sentences amid cheers from the crowd. Shortly afterward, the prisoners were taken to the edge of town, forced to kneel next to one another, and shot in the back of the head.

Firm control from the top has always been considered the only path to peace and prosperity in China. One reason is that China is a shame-based society, very different from the guilt-based West. In the West, with society’s religious orientation, many controls are internalized. Guilt, which is ultimately the fear of sin and eternal damnation, puts a check on bad behavior. In China, it is the fear of exposure and the accompanying shame that tarnishes the entire extended family. As a result, the Chinese can feel pretty good about doing almost anything as long as they don’t get caught. In that atmosphere, the only efficient form of law and order is a strong and omnipresent government that increases the likelihood of getting caught if you do something wrong.

Global trade, foreign investment, and the commercialization of China’s economy have brought in an extensive body of laws and a constantly improving legal system. But the core philosophy is rule by law, not the rule of law. The blindfolded goddess of justice isn’t part of Chinese culture. In China, the law is a set of handcuffs to rule society in the interests of the rulers. In drafting laws and building a court system in the past two decades, China has adopted the civil law philosophy of Japan and Germany, rather than the common law philosophy of England and the United States. As a result, judges are not impartial referees but inquisitors. The judges, in turn, are supervised by an organization called the zhengfawei, or political-legal committee, a Communist party organization that extends from the party’s security chief in Beijing all the way down to the lowest court. Justice in China is ultimately a political decision.

It isn’t surprising that throughout China’s history people have chosen to settle disputes themselves instead of seeking government intervention. In imperial times, justice was dispensed by local mandarins who lived in fortified compounds and had little contact with the general public. Their brand of justice discouraged people from seeking government arbitration. If one was involved in a dispute, or accused of a crime, you were never considered completely innocent. The assumption was that you must have done something wrong just to be in that position. Even today, Chinese people instinctively try to settle things among themselves.

Sweet and Sour Success

When I arrived in Beijing in 1990, the foreign business community was shell-shocked from Tiananmen. Nobody would take my phone calls, including the country bosses of IBM, Motorola, and other major American corporations. China had become an international human rights pariah and these Western executives didn’t want to bring any attention to the fact that they were continuing to do business in the country. It would be very difficult to write The Wall Street Journal business stories without access to those people, so I applied to join the American Chamber of Commerce in China, popularly known as AmCham, then still a very small group. I figured that if I could attend their luncheons and receptions I could get to know the businesspeople in a social setting and they would become more comfortable later accepting my interviews. Several people threatened to resign if they allowed a journalist to join. But I was finally accepted after agreeing to stay away from their regular meeting with the ambassador. To me it made sense that they could discuss their China business issues with the ambassador outside the earshot of a reporter.

Before long, AmCham members began complaining to me that the press was transfixed on writing negative stories, ignoring the fact that China was recovering from the tragedy and business was improving. I said, “Great, I would be glad to write about your business.” Then they would scurry away. I spent several months researching a story about American business success in China. You would have thought I was probing their sex lives. Nobody would talk to me, even the global CEO of Procter & Gamble, a company that was very successfully spreading its shampoos and other personal care products across the country. Once I became a businessman myself, I understood their reticence.

While the intensity ebbs and flows, foreign businesses are trapped between profits and politics. From the Chinese side, they fear that trumpeting success will bring platoons of bureaucratic pickpockets to their doors. While Deng welcomed foreign investment in China, nobody in the Chinese government has endorsed foreign companies making large profits. Even today, there is a lingering attitude that foreign profits in China carry the taint of exploiting the Chinese people.

The foreign companies themselves—especially American companies—are squeezed between investors and activists. With China’s rocketing growth, companies often must publicize their aggressive China initiatives and profitable China businesses to boost their stock price. On the other hand, the contentious politics of China relations also forces them to duck for cover when Western politicians are criticizing China for its weakness in human rights, for stealing American manufacturing jobs, and a litany of other issues.

As a result, foreign businesspeople must be politically active in China and at home. Politics in China is a feudal and brutal contact sport. This is true within China’s leadership circles and ministries, but it is sometimes most evident when China deals with foreigners who have the temerity to challenge the Middle Kingdom. Just ask Chris Patten.

The Uncomfortable Monk

The onetime chairman of Britain’s Conservative party, Chris Patten was the last British governor of Hong Kong before the colony was handed back to Chinese rule in 1997. Soon after his appointment, Patten proposed stretching the Sino-British handover agreement and dramatically expanding the democratically elected seats in the final prehandover Hong Kong legislative council elections. The Chinese government reacted with explosive personal invective, labeling Patten an “eternally unpardonable criminal” and “jade-faced whore,” and describing his actions as “a monument to chastity erected by a prostitute.” China rallied Hong Kong’s pliant business community to attack Patten. Chinese diplomats stirred up British China hands who assailed the proposal as a publicity stunt to revive Patten’s political career at home.

Several months after the pummeling began, Patten summoned me to Government House for cocktails. He wanted to talk to me because he was looking for viewpoints outside his foreign office advisers. Sitting in the sunroom of the white-columned governor’s mansion overlooking Hong Kong harbor, the witty and articulate Patten was jovial but his slumped shoulders and the dark circles around his eyes bespoke weariness.

Cool drink in hand, he leaned toward me. “I want to have a civilized and reasonable discussion with the Chinese,” he said. “How can I do that when they talk like we are engaged in a fistfight?”

I told him the fistfight would end only if he threw in the towel. Patten said he believed that increased democracy in Hong Kong would help protect the island’s citizens against the machinations of their new authoritarian masters. I said that China viewed his proposal as a cynical attempt by Britain to destabilize Hong Kong as Britain walked out the door. My advice to Patten was to act like an elected official himself, engage the citizens in a serious dialogue, wander the markets, kiss the babies, and set a standard that China’s appointed Hong Kong leader would have to follow.

When I returned home to Beijing a couple of days later, a Chinese tourism magazine featuring super-strength stunts by the famous Shaolin Temple kung-fu monks was sitting on my desk. One full-page photograph was of a monk crouching naked atop two granite blocks, rear to the camera, with a third granite block the size of two car batteries dangling by a thick rope tied around his testicles.

I mailed the photo to Patten with a note that read: “I have found a guy in a worse position than you.”

To make sure that they didn’t end up like Patten and the Uncomfortable Monk, Hong Kong’s elite abandoned Patten and engaged in traditional Chinese politics: shamelessly sucking up to the powers in Beijing. China appointed a decent but hopelessly indecisive shipping tycoon, C. H. Tung, to lead Hong Kong after the handover. Surrounding himself with other tycoons as advisers, Tung shaped a government that was of, for, and by the billionaires. The place ran like a country club. When government reforms were being considered, or some government entity or function was being privatized, the policies were generated by committees made up of the sons and daughters of billionaires, which ensured any opportunities that arose would be theirs. Governing Hong Kong under the thumb of Beijing is, of course, a difficult task. But instead of advocating artful policies that accomplish China’s goals while as much as possible preserving Hong Kong’s interests, Tung and the tycoons practiced what I call “preemptive capitulation”: making kowtowing policies based on what they assume China is thinking. Deeply unpopular both in Beijing and Hong Kong, Tung resigned “for health reasons” in March 2005 and was replaced by lifetime Hong Kong civil servant Donald Tsang, who promised his government would pay attention to the common people.

Hong Kong today is the only Chinese city whose best days are behind it, but it is still the best place in the world to live as a millionaire. Taxes are low, housing and recreation are first class, lots of cops ensure social order, there is good flight access to the entire world, household help is cheap, and sophisticated financial managers are a local specialty. But Hong Kong is no longer a suitable place to headquarter a China business. Mainland Chinese today are generally better educated and have better English language skills than their counterparts in Hong Kong. Indeed, the Hong Kong government and elite seem intent on proving true the Chinese proverb, Fu Bu Guo San Dai, which means, “Wealth can’t last more than three generations.”

The Nation Family

Patten was put in his awkward position not only by his democracy proposal but by the burden of history. China was very emotional and nationalistic about recovering Hong Kong—and Macao from Portugal two years later. Regaining control of those two regions would finally erase the deep humiliation that began in the mid-1800s when Western powers forced the country to open for trade and business by carving out foreign enclaves called treaty ports.

Patten’s other transgression was to put himself between the Chinese government and the Chinese people. To the Chinese government, even the descendants of Chinese who emigrated to America, Europe, Hong Kong, Singapore, or elsewhere centuries ago still have responsibilities to the motherland. The overseas Chinese are not considered insiders, nor are they necessarily trusted, but they are deemed to be part of the tribe. In Chinese, the word “nation” is guojia, two characters that mean “nation” and “family.”

Overseas Chinese have been key to the startup side of China’s economic and business development. Hong Kong and Taiwan factory owners and managers have brought in the manufacturing expertise and modern management that has provided the base for China to become the world’s workshop over the past two decades. Hong Kong property developers built the first five-star hotels and modern housing necessary to attract foreign business, and in doing so provided local developers with a model they quickly followed and have improved upon. Overseas Chinese managers at the foreign multinationals have also often been instrumental in building huge and profitable operations in China while mentoring and training new generations of local Chinese managers. That’s the good side.

Overseas Chinese have also been largely responsible for reviving a China business culture that is at least as corrupt as that of the 1930s, which helped bring the Communist Party to power in the first place. Many of the first Hong Kong businessmen who came into China with their own companies, or as foreign multinational bosses, had no instincts for China because they grew up under a British colonial government. Many of them made blatant bribery their primary business tool. In the mid-1990s, I met a Hong Kong fishing rod manufacturer in Shandong province whose business model embodied this. He would go into a small town and give bribes to local officials to allow him to set up a fishing rod factory under the government’s umbrella. He would take them overseas a couple of times a year for shopping excursions and tourism junkets disguised as board meetings.

“I teach them how to enjoy and spend money,” he said. “But after about three years, they want to interfere in the business and take the profits for themselves.” That’s when he would pick up and move his operations to another town.

The Taiwanese often have been just as corrupt, albeit more subtle because they have better instincts for China as the result of growing up under a corrupt authoritarian Chinese government themselves. The most hopeless group has been the Singaporeans, who grew up in a nanny state and have the equivalent of a learning disability when it comes to China. Many of them simply can’t grasp the lack of order and rules. They haven’t been unduly corrupt, just incompetent to deal with the messiness and vulgarity of China. Overseas Chinese coming from America or Europe have often been in similar straits.

All of this is changing today. Young people from Hong Kong, Taiwan, and Singapore are flooding into China because they see it as the land of opportunity. These people are often as humble as those in the earlier waves were arrogant. They are often starting at the bottom, working their way up through companies, or establishing their own companies. The Singaporeans have made the most dramatic turnaround. Recognizing that its business executives weren’t equipped for the rough-and-tumble of China, Singapore instead has focused on importing the best brains from China and packaging this talent with government venture capital money to create cutting-edge research facilities and business startups at home.

Satisfied but Unsettled

As I sit in my apartment in Beijing in mid-2005, I find myself constantly amazed at how normal business in China has become, both in terms of international practices and the traditional Chinese way of doing things. The startup and the turnaround aspects of China’s economic rebirth are blending together.

When I arrived in Beijing fifteen years ago, the coming of winter was signaled by the piles of cabbage on every street corner. Cabbage was the only vegetable available until spring. People would shove it under stairwells, windowsills, and beds in their chilly cement-floored flats, and eat it throughout the winter, cutting away more and more rotten leaves to find palatable bits as winter progressed. Today street corners in Beijing are littered with department stores, mobile phone shops, foot massage parlors, Starbucks kiosks, and fashionable pedestrians who must sprint when crossing the street. The millions of new Chinese auto owners seem to feel that a gas pedal and steering wheel are tools for unleashing their inner aggression and creativity that is otherwise so squelched by political and parental controls.

I live in a new but nondescript apartment building on the city’s east side. My Chinese neighbors are entrepreneurs or executives for multinationals who often buy one apartment to live in and one to rent. On weekends we all converge on the dozen or so pirated DVD shops in the neighborhood where any Hollywood movie or American television series of note is available with Chinese subtitles for one dollar per disc. Our building, like nearly all residential apartments in major Chinese cities, has broadband access to the Internet, where porn is plentiful but nonsanitized news and political sites are usually blocked. In the winter, my neighbors store away their fake Callaway golf clubs, bundle up in their fake North Face parkas, grab their fake Prada purses, lace up their fake Nikes, and speed away in their China-made Buicks and Audis to meet friends at first-rate restaurants serving Italian, Thai, Japanese, Indian, California-fusion, or French cuisine, unless they are seeking comfort food and opt for a Chinese bistro and a warm plate of sea slugs, chicken feet, or peppered pork intestines.

A couple of decades of averaging 9 percent annual growth has transformed China in terms of material goods. It has created a society of haves and have-nots, with significant poverty remaining in many rural areas and rust-belt cities and tremendous wealth evident in cities large and small across China. The vast majority of the population is much better off. Government social programs are weak, but fast economic growth and the country’s strong family system have so far provided a safety net. In poor villages I have visited in western China, most people have televisions and other conveniences because they have children who have gone off to the cities to work in factories or on construction projects who send much of their income home.

A country that was until recently poor but safe has become one that is unsettled and insecure. There is nothing to believe in but making money. Personal introspection is not a strong suit in Chinese culture. Discipline is the first thing people learn in life, not happiness. In traditional Chinese philosophy, emotions damage your body. Anger hurts your liver, too much happiness hurts your spleen, worry hurts your lungs. Kids are taught not to cry. Adults are supposed to suppress, suppress, suppress. The saving grace of China and the allowable release valve is that the people have a fabulous sense of humor. When I was a reporter visiting different cities, I would sometimes seek out and drink beer with migrant worker peasants. They typically lived ten or more to a room in plywood hovels as they worked twelve-hour days building luxury high-rises. Instead of complaining to me about the unfairness of their lives, they would tell me jokes and tease one another. One of the first expressions a foreigner will learn in China is chi ku, or “eat bitterness,” because the Chinese take great pride in their ability to endure hardship. Many hardships are endured today because rapid economic improvements of the past twenty-five years have made Chinese people optimistic that life will continue to get better.

Great Atmosphere

Some foreign businesspeople in China are very deeply integrated into the Chinese business scene. Foreign businesses are no longer an oddity, but a part of the fabric of Chinese commercial life, though the foreigners themselves are still outsiders in the eyes of Chinese society. A young man I met a few years ago from my hometown of Duluth, Minnesota, learned this at a wedding. In the mid-1990s, Mark was an English teacher at a Chinese school in the coastal city of Quanzhou in Fujian province, across from Taiwan. One day a student invited Mark to attend his brother’s wedding, to be held in a village in the mountainous interior of Fujian, about an eight-hour bus ride from Quanzhou.

On the day of the wedding, Mark was a little nonplused when he arrived at the banquet hall to find the bride, groom, and entire wedding party waiting at the curb to greet him. When he was escorted into the banquet hall, Mark was even more surprised when everyone in the room rose and applauded. He was seated at the head table, then invited to accompany the bride and groom as they made the rounds toasting each table. By the end of the banquet, Mark was more than a bit drunk and reveling in his inexplicable celebrity status. As they walked out of the banquet hall, Mark’s student put his arm around Mark’s shoulder and said into his ear: “Thanks for coming, you really added great atmosphere.” Now Mark understood: he was nothing more than an exotic decoration. As foreigners living and doing business in China, we really should remember that in the eyes of many Chinese, we are here only to add a bit of atmosphere—and some technology, know-how, and money, of course.

In viewing China as the world’s biggest startup and turnaround, and considering the role of foreign business and Chinese tradition in the process, it is helpful to remember a slogan from the Qing Dynasty that was often quoted by Mao: Gu Wei Jin Yong, Yang Wei Zhong Yong, which means, “Make the past serve the present, make foreign things serve China.”
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The Grand Bargain



Two hundred years of foreign domination and duplicity have left a residue of suspicion and distrust. Understanding that history is essential to doing business with the Chinese.



THE NEGOTIATIONS THAT BROUGHT China into the World Trade Organization in 2001 began in 1793 when Lord George Macartney landed his fleet of British ships on the north China coast. One of King George III’s most experienced diplomats, Macartney was intent on opening China’s vast market to British business. It was a simple matter of fairness. China exported such exotica as silk, tea, furniture and porcelain, yet bought little or nothing from outside its own shores. Money flowed into China—some twenty million ounces of silver each year—but none flowed out. So Macartney brought along the best that Britain produced. It took ninety horses and three thousand coolies to transport Macartney’s gifts for the emperor. There were rifles, cannons, telescopes, horse carriages, a twenty-five-foot-tall clock, mountains of the finest woolens, and a hot air balloon complete with pilot.

But Macartney failed to grasp China’s profound indifference to the rest of the world. China was the world’s most prosperous and populous nation. Although he was old and his reign was nearing its end, Emperor Qianlong had during his years on the Dragon Throne effectively doubled China’s landmass. Chinese maps of the day covered five scrolls hung side-by-side displaying a huge landmass labeled the “Middle Kingdom,” surrounded by tiny islands labeled “England,” “Germany,” “France,” “America,” “Russia,” and “Africa.” China was the center of the world and everyone else was a barbarian, the degree of barbarity determined by the distance from China.

The negotiations between Macartney and the mandarins representing the emperor became a prolonged dance. At one banquet after another Macartney demanded to see the emperor to present his gifts and to request greater access to China’s markets. The mandarins praised the gifts and explained that it would take time to set up a meeting with the emperor. Diaries and letters from both sides reveal startlingly different perceptions of what happened at these banquets. Macartney and his subordinates would congratulate themselves on having won the mandarins’ confidence and prepare to depart for Beijing. The mandarins would send reports to the emperor explaining how they had massaged the barbarians’ egos while placing more barriers in their way. They predicted the foreigners would soon tire and sail away.

Macartney persisted and finally won an informal courtesy call with the emperor, but only after an intense struggle over protocol. Anyone meeting the emperor was required to kowtow by dropping to their knees and touching their forehead to the ground three times, a gesture that was to be repeated eight more times. But a proper Englishman kowtowed to no one, and only went down on both knees for God. The Chinese suggested a face-saving solution. When Macartney entered the emperor’s presence, there would be a curtain hanging behind the emperor, and behind that curtain would be a portrait of King George III. Macartney could make his kowtow to the king’s unseen portrait. Macartney refused, and he was finally granted an informal courtesy call with the emperor just so they could finally be rid of him and his vexing entourage.
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